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SOCIAL SECURITY AMENDMENTS OF 1972

SEPTEMBER 26 (legislative day, SEPTEMBER 25), 1972.—Ordered to be printed

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

REPORT
together with

ADDITIONAL VIEWS
[To accompany H.R. 1]

The Committee on Finance, to which was referred the bill (H.R. 1)
to amend the Social Security Act to increase benefits and improve
eligibility and computation methods under the OASDI program, to
make improvements in the medicare, medicaid, and maternal and
child health programs with emphasis on improvements in their operating effectiveness to replace the existing Federal-State public assistance

programs with a Federal program of adult assistance and a Federal
program of benefits to low-income families with children with incentives and requirements for employment and training to improve the
capacity for employment of members of such families, and for other
purposes, having considered the same, reports favorably thereon with
amendments and recommends that the bill as amended do pass.
(V)

I. GENERAL STATEMENT

(1)

I. GENERAL STATEMENT
H.R. 1 represents the most massive revision of the social security
laws that the Congress has ever undertaken. When combined with the
20-percent social security benefit increase enacted into law July 1 of
this year, the bill would increase Federal expenditures by $22 biffion
more than would have been expended under the law in effect before
the 20-percent benefit mcrease was enacted. That increase amounted
to an additional $8 billion in social security benefits; the social security
provisions of. the committee bill would raise cash benefits another $3112
billion.

Medicare benefits would rise $3 billion by 1974, due principally to
extension of medicare coverage to the disabled and to the inclusion of

drngs among the benefits provided under the program. 22 million

medicare beneficiaries, including two million disabled persons, would
benefit by the improved protection.

It is estimated that more than 5 million aged, blind, and disabled
persons would receive benefits under the new supplemental security
income program established under the bill, which would set a Federal
minimum guaranteed income at an added cost of $3 billion in 1974.
But perhaps the most significant features of the bill are those seeking to reform the program of aid to families with dependent children.
The committee bill offers a bold new approach to the problem of increasing dependency under this program. Under the committee bill,
if the family is headed by a father or if it is headed by a mother whose
youngest child has reached school age, the family would not be eligible to receive its basic income from welfare but instead would be given
an opportunity to become independent through employment, including

a guaranteed job and substantial economic incentives to move into
regular jobs. The cost of this new guaranteed job program would be
borne entirely by the Federal Government, and its cost together with
the substantial increase in Federal funds for the remaining AFDC
program would amount to an estimated increase of more than $4 billion

in Federal expenditures in 1974, with more than half of this amount
(over $2 billion) representing increased income to low-income working
families.

Aims of Committee Bill
When a bill is as complicated as H.R. 1 and deals with so many

complicated issues affecting as many programs as H.R. 1 does, it is
difficult to characterize its aims in just a few categories (the remaining chapters of this report describe all the provisions of the Committee

bill in full detail). But most of the committee's actions on the bill
do fit within a few broad purposes:

(1) To reward work effort for those who can be expected to

work;
(2) To improve the lives of children;
(8)
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(3) To assist those who cannot work because of age, blindness,
or disability;
(4) To assure program integrity through administrative con-

trol where this has been shown to be needed; and

(5) To provide fiscal relief to the States and to give them more
latitude to run their own programs.

Rewarding Work Effort for Those Who Can Work
When people look at the rapid growth in welfare in recent years,
their concern is primarily with the program of Aid to Families with
Dependent Children. The number of recipients under this program
has more than doubled since January 1968, and the need to pay for
AFDC has forced States to shift funds into welfare that would otherwise go for education, health, and housing and other pressing social
needs.

The rising AFDC rolls show that there are many children who are
needy in this country. But more importantly from the standpoint of
social policy, the rising rolls show an alarming increase in dependency

on the taxpayer. The proportion of children in this country who are
receiving AFDC has risen sharply, from three percent in the mid-50's
to 9 percent today. This means that an increasing number of families
are becoming dependeat on welfare and staying dependent on welfare.
A major cause of the growth of AFDC is increasing family breakup
and increasing failure to form families in the first place. Births out of
wedlock, particularly to teen-age mothers, have increased sharply in

the past decade.

Several generations ago, before there was any AFDO program, poor
families improved their economic conditions by taking advantage of

this country's opportunities through a commitment to work, and

through the strengthening and maintenance of family ties. The social

compassion that gave rise to the AFDC program—particularly in

those States in which benefit levels are highest—appears to have had
the effect of undermining these routes to economic betterment, with
dismal consequences, particularly for the poor on welfare themselves.
The House bill, with the major expansion of welfare it contemplates,
would move a giant step further along a road that has proven so unsuccessful up to now.

But another approach is possible to improving the lives of low-

income families. As President Nixon has stated:
In the final analysis, we cannot talk our way out of poverty;
we cannot legislate our way out of poverty; but this Nation can
work, its way out of poverty. What America needs now is not more
welfare, but more 'workfare," a new work-rewarding program,
The committee agrees with the President that work should be rewarded and its value to the worker increased. Under the committee
bill, over $2 billion in additional income would be paid to low-income
working persons in 1974. A number of other provisions are included in
the committee bill which reflects the committee's aim of increasing the
benefits of working.
Ten percent work bonus.—Low-income workers in regular employment who head families would be eligible for a work bonus equal to

5

percent of their wages taxed under the sociai security (or railro&l
retirement) program if the annual income of the husband and wife is
$4,000 or less. For families where the husband's and wife's annual
income exceeds $4,000, the work bonus would be equal to $400 minus
one-fourth of the amount by which their income exceeds $4,000. The
work bonus, administered by the Internal Revenue Service, would cost
about one billion dollars in 1974, and would provide work bonus payments to about five million families.
10

Wage supplement .—Persons in jobs not covered by the Federal mini-

mum wage law, in which the employer paid less than $2 per hour but
at least $1.50 per hour, would be eligible for a wage supplement. Any
employee who is the head of a household with children and who is
working in one of these jobs would be eligible for a wage supplement
equal to three-quarters of the difference between what the employer

pays him and $2 per hour (for up to 40 hours a week). Thus if an
employer pays a wage of $L50 an hour, the Federal subsidy would
amount to 38 cents an hour, three-quarters of the 50-cent difference
between $1.50 and $2.00. In addition, the 15-cent work bonus the employee receives would bring the value of working one hour from the
$1.50 presently paid by the employer up to $2.03. No supplement would

be paid if the employer reduced the pay for the job; no jobs presently
paying the minimum wage would be down-graded under the Committee bill, and the minimum wage law itself would not be affected.
Guaranteed job opportunity.—Since welfare programs are based
on need as measured by income, decreased work effort results in a
higher welfare benefit. This is not the case under the work bonus or

the wage supplement under the committee bill, which are directly
related to work effort. Similarly, the third basic feature of the com-

mittee's employment program rewards work effort directly. This third
element is the provision of a guaranteed job opportunity for persons
not able to find employment in a regular job. Persons considered to be
employable (able-bodied male heads of families, as well as mothers
with school-age children only) would no longer be eligible to receive
their basic income under the welfare system that has failed both them
and society, but instead would be guaranteed an opportunity to earn
$2,400 a year. An individual could work up to 32 hours a week at $1.50
per hour and would be paid on the basis of hours worked. Just as in
any other job, there would be no pay for hours not worked. A woman
with school-age children would not be required to be away from home
during hours that the children are not in school, unless child care is
provided. She may be asked, however, in order to earn her wage, to

provide after-school care to children other than her own during the
hours she is at home.

Unlike the present welfare program and the House-passed bill, the
committee bill would not penalize participants for outside employment. An individual who is able to find part-time employment in addition to the hours worked in the guaranteed job will be able to keep 100
percent of his or her earnings with no reduction in the wages earned
in the guaranteed job.

State sup plementation.—To assure that the work incentives proposed under the committee bill are not undermined by State welfare
programs, the committee bill would require States with welfare bene-
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fits of more than $200 monthly to supplement wages earned by families
headed by women participating in the employment program. Further-

more, in determining the amount of the supplementary payment, the
State would not be permitted to reduce the payment on account of any
earnings between $200 a month and $375 a month (the amount an
employee would earn, including the work bonus, working 40 hours a
week at $2.00 an hour) to ensure that the incentive system of the committee bill is preserved.
Food stam.ps.—Individuals participating in the employment program would not be eligible to participate in the food stamp program.
However, States would be reimbursed the full cost of adjusting any
supplementary benefits they might decide to give to participants so a
to make up for the loss of food stamp eligibility. In order to avoid having States provide assistance to an entirely new category of recipient
not now eligible for federally-shared Aid to Families with Dependent

Children, the committee provided that the Work Administration,
which administers the guaranteed job program, would pay families

headed by an able-bodied father the amount equal to the value of food
stamps (but only to the extent that the State provides cash instead of
food stamps for families which are now in the Aid to Families with
Dependent Children category).
Child care.—Lack of availability of adequate child care represents
perhaps the greatest single obstacle in the efforts of poor families, especially those headed by a mother, to work their way out of poverty.
It also represents a hindrance to other mothers in families above the
poverty line who 'wish to seek employment for their own self -fulfillment or for the improvement of their family's economic status. The
committee bill incorporates a new approach to the problem of expand-

ing the supply of child care services and improving the quality of
these services, through the establishment of a Bureau of Child Care
within the Work Administration. In addition to arranging to make
child care available, the committee bill would authorize appropriations to subsidize the cost of child care for low-income working

mothers.
Other supportive services.—Services needed to continue in employ-

ment, including family planning services, would be provided participants in the employment program by the Work Administration.
Medical care.—Under the committee bill, families participating in
the employment program who would be eligible for medicaid except
for their earnings from employment would remain eligible for medic-

aid for one year. At that time they could choose to continue their

medicaid coverage by paying a premium equal to 20 percent of their
income (excluding work bonus payments) in excess of $2,400 annually. Families participating in the employment program who would
be ineligible in any case for medicaid could also voluntarily elect to
receive medicaid benefits by paying a premium equal to 20 percent
of their income (including work bonus payments) above $2,400. The
committee bill includes an estimated $200 million in additional Federal payments representing the difference between the value of health
care received by these working persons and the cost of the premiums
they would actually pay.
Tran8portation as8i8tance.—The committee recognizes that a major
reason for jobs going unfilled in metropolitan areas is the difficulty
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individuals face in getting to the job. The committee bill would am
thorize the Work Administration to arrange for transportation assistance where this is necessary to place its employees in regular jobs.
Developing jobs.—In order to develop job opportunities in the private sector, the committee bill would extend (in a modified form) the

present tax credit, for employers who hire participants in the Work
Incentive Program, to employers who hire persons in guaranteed
employment. In order to create additional. employment opportunities,
the committee bill would extend the credit to private persons hiring
participants.
Special ntininwam benefit for long-term workers under social security.—For long-time low-income workers, the committee bill contains
a provision guaranteeing a minimum social security benefit equal to
$10 per year for each year in covered employment in excess of 10
years. Thus a worker with 30 years of covered employment would be
assured of a social security benefit of at least $200 a month; the minimum payment to a couple would be $300 a month. A worker retiring
in 1972 who has worked all his life at the Federal minimum wage
applicable during his employment would be eligible for a monthly
benefit of about $160 today. Under the committee bill, his benefit
would be increased 25 percent to $200, well above the poverty level.
Thus the committee bill would achieve the original aim of the Social
Security Act of 1935, to provide regular long-term workers with an
income that would free them from dependency on welfare. Under
this provision of the committee bill, an estimated 700,000 persons
would get increased benefits beginning next January, and $152 million in additional benefits would be paid in the first full year.
Increase in the earnings iim.it.—-Tjnder the committee bill, the
amount that a social security beneficiary under age 72 may earn in a
year and still be paid full social security benefits for the year would
be increased from the present $1,680 to $2,400. For each $2 of earnings
above $2,400, benefits would be reduced by $1. An estimated 1.2 mil-

lion beneficiaries would receive higher benefit payments under this
provision, and 550,000 persons would become entitled to benefits for
the first time. About $1.1 billion in additional benefits would be paid
in 1974.

Increased benefits for delayed retirement .—T he House bill provides
for an increase in social security benefits of one percent for each year
after age 65 that an individual fails to receive social security benefits
because he continues to work instead of retiring. The House bill would
apply only to persons beginning to receive social security after the
enactment of H.R. 1. The committee felt that the principle of increasing benefits for delayed retirement should apply as well to persons
already receiving social security. Under the committee bill, 5 million
persons would get increased benefits totaling about $200 million in
the first full year.
Income diweqard under supplemental security income for the aged,
blind, and disabled.—TJnder present law, each dollar of social security
benefits received generally reduces welfare payments by one dollar.
The committee felt that persons receiving social security should re-

ceive an economic benefit for the taxes that they paid when they
worked to earn entitlement to social securit'y benefits. Accordingly,
tinder the committee bill aged, blind, and disabled persons who receive
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social security would be assured a minimum monthly income of at
least $180 for an individual and $245 for a couple (as compared with
$130 and $195 for individuals and couples with no other income). In
addition to providing a monthly disregard of $50 of social security
or other income, the committee approved an additional disregard for
aged, blind, or disabled persons of $85 of earned income plus one-half
of any earning above $85. This will enable those persons who are able
to do some work to do so without suffering a totally offsetting reduction in their supplemental security income payments.

Improving the Lives of Children
The program of Aid to Families with Dependent Children began
and remains a program to help needy children; the basis of eligibility
for AFDC payments was and remains the presence of a child. The
committee bill seeks to improve the lives of children in a number of
areas: by providing a higher income for low-income working families
with children; by providing for improved health care; by arranging
for better child care; by increasing support for child welfare services
designed to strengthen family life and to keep the family together; by
supporting foster care for children when the child's home is not suitable; by arranging for protective payments to ensure that funds are
used in the best interests of the child; by providing a mechanism to
ensure the child's right to have the paternity of his father established
and to obtain support payments; and by making special provision for
emergency assistance to children in families of migrant workers.
Higher income for working faniilie8.—The provisions of the committee bill outlined in the preceding section show how the committee
bill would provide more than $2 billion in additional income to lowincome working families. In addition, ending the cycle of'dependency
that now links generation to generation is a major goal of the committee bill, and one which should have a profound effect on the lives
of children.
Health care for cliildren.—'IJnder the committee bill several million
low-income working persons not now eligible for Government health
benefits would be eligible to buy subsidized health care protection for
their families. Their premium, equal to 20 percent of their income (excluding work bonus payments) in excess of $2,400 annually, would
pay part of the cost of this protection, with the Federal Government
paying the remaining $200 million in estimated cost. Some million
children not now covered under the medicaid program could receive
health protection under this provision if their parents elect coverage.
Another provision of the committee bill extends the program of

special project grants for maternal and child health. The project
grant program has been utilized primarily to bring comprehensive
health care to children of low-income families in urban areas.

In 1967 the Congress required that, States begin screening all children under age 21 for handicapping conditions. States have failed to
meet this requirement, and HEW regulations require States to provide
health care screening only to children under age six. The committee
added a provision to the bill reiterating that screening services must
be provided to all eligible children between ages of 7 and 21 by
July 1, 1973. To insure that children receive the screening the Congress
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intends, the committee provision would reduce Federal grants for
AFDC by two percent beginning July 1, 1974, if a State fails to (a)
inform parents receiving AFDC or participating in the employment
program of the availability of child health screenmg services; (b)
actually provide or arrange for such services; or (c) arrange for or
refer for appropriate corrective treatment, the children disclosed by
such screening as suffering illness or impairment.

Medicaid coverage of mentally ill children.—Under present law,
Federal matching for the treatment of mentally ill persons under the
medicaid program is limited to persons 65 years of age or older. The
committee bill would for the first time extend Federal financial participation to inpatient care in mental institutions for children eligible
for medicaid. Federal matching would only apply if the care consisted
of a program of active treatment, was provided in an accredited medical institution, and provided that the State maintains the level of expenditures it is now making for mentally ill children.
Child care.—The committee bill will significantly improve the care
that thousands of children receive while their parents work. Care pro-

vided under the committee bill will have to meet Federal standards
designed to assure that adequate space, staffing, and health requirements are made. In addition, facilities used will have to meet the life
safety code of the National Fire Protection Association.

Protection of children.—The committee bill would require (rather
than merely permit) States to assure that welfare payments are being
used in the best interests of the children for whom they are intended.
When a welfare agency has reason to believe that the Aid to Families
with Dependent Children payments are not being used in the best interests of the child, it must provide counseling, and guidance services
so that the mother will use the payments in the best interests of the
child. This failing, the agency must make protective payments to a
third party who will use the funds for the best interests of the child.

Failure to pay rent leads to eviction and disruption of a child's
life. The committee therefore provided that if the parent of a child
receiving AFDC has, failed to make rent payments, for two consecu-

tive months, the welfare agency may, depending on the circumstances
of the case, make a rent payment directly to the landlord if he agrees
to accept the amount actually allowed for shelter by the State as total
payment for the rent..
Under the employment program, mothers in families with no children under age six would generally be ineligible to receive their basic'
income from the Aid to Families with Dependent Children program.
It is possible that a few mothers will ignore the welfare of their children and refuse to take advantage of the employment opportunity. To
prevent the children from suffering because of such neglect', the Work
Administration would be authorized to make payment to the family

for up to one month if the mother is provided counseling and other
services aimed at persuading her to participate in the employment pro-

gram. Following this, the mother would either have to be found to
be incapacitated under the Federal definition (that is, unable to engage in substantial gainful employment), with mandatory referral
to vocational rehabilitation agency; or, if she is not found to be incapacitated, the State would arrange for protective payments to a third
party to ensure that the needs of the children are provided for.
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Chiki welfare Berviees.—The committee bill would increase the an-

nual authorization for Federal grants to the States for child welfare
services to $200 million in fiscal year 1973, rising to $270 million in
1977 and thereafter. These figures Oompare with a $46 million appro-

priation in 1972. While it is expected that a substantial part of any
increased appropriation under this higher authorization will go toward
meeting the cost of providing foster care, the Committee bill (unlike

the House bill) avoided earmarking amounts specifically for foster
care so that wherever possible States and counties can use the additional funds to expand preventive child welfare services with the aim
of helping families stay together, thus avoiding the need for foster
care. The additional funds can also be used for adoption services, including action to increase adoption of hard to place children.
The committee bill also provides for establishing a National Adoption Information Exchange System designed to assist in the placement of children awaiting adoption and to make it easier for parents
wishirur to adopt children to do so.

Child support.—Family breakup and failure to form families in the
first place are major factors in the very rapid growth in the AFDC
rolls in recent years. New provisions were written into the law in 1967
which unfortunately have proven ineffective in stemming the trend.
The committee believes that an effective mechanism for assuring that
fathers meet their obligation to support their children, in addition to
the immediate effect of reducing welfare costs, will provide a strong
deterrent to fathers who might otherwise desert—a deterrent that will

keep families intact and will thus have a significant impact on improving the lives of children in the families.
Under. this mechanism a. mother, as a condition of eligibility for
welfare, would assign her right of support payments to the Government. Under the leadership of the Attorney General, States would establish programs of obtaining child support (including the determination of paternity where this is necessary). State expenses for the
collection unit established under the committee bill would be provided

75 percent Federal matching instead of 50 percent as under present
law. Any information held by the Internal Revenue Service, the Social
Security Administration, or other Federal agency would be available

to help locate the absent father. This location service could be used
by any mother seeking support from a deserting father, even if the
family does not receive welfare.
The State collection unit would generally find it desirable to encourage the father to reach a voluntary agreement for making regular sup-

port payments. Where the voluntary approach is not successful, the
committee bill provides for stronger legal remedies including the collection mechanisms available to the Federal Government such as the
use of the Internal Revenue Service to garnishee the wages of the
absent parent. The welfare payments to the family would serve as the
basis of a continuing monetary obligation of the deserting parent to
the United States.

If attempts to obtain support payments are unsuccessful, the

committee bill provides for Federal criminal pena1ties for an absent
parent who has not fulfilled his obligation to support his family when
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the family receives welfare payments in which the Federal Government participates.
Chitd'8 right to have paternity establz3hed.—The committee believes
that a child bornout of wedlock has a right to have his paternity ascertained in a fair and efficient manner, and that society should act on the
child's behalf to establish paternity even where this conflicts with the
mother's short-term interests. As part of its comprehensive approach
to obtain child support, the committee bill includes several provisions
designed to lead to a more effective system of establishing paternity.

First, a father not married to the mother of his child would be required to sign an affidavit of paternity if he agreed to make support
payments voluntarily in order to avoid court action. Most States do
not permit initiation of paternity actions more than two or three years
after the child's birth; the affidavit would serve as legal evidence of
paternity in the event that court action for support should later become necessary.

Second, there is evidence that blood typing techniques have developed to such an extent that they may be used to establish evidence of
paternity at a level of probability acceptable for legal determinations.
Moreover, if blood grouping is conducted expertly, the possibility of

error can all but be eliminated. Therefore, the committee adopted
a provision to authorize and direct the Department of Health, Education, and Welfare to establish or arrange for regional laboratories
that can do blood typing for purposes of establishing paternity, so
that the State agencies and the courts would have this expert evidence available to them in paternity suits. No requirement would be
made in Federal law that blood tests be made mandatory. The services

of the laboratories would be available with respect to any paternity

proceeding, not just a proceeding brought by, or for, a welfare

recipient.
Emergency as8i8tance to migrant families with children.—Under existing law, emergency assistance may, at the option of the States, be
provided to needy families in crisis situations, and it may be provided

either statewide or in part of the State. Emergency assistance pro-

grams have been adopted in about half of the States, and they receive
50 percent Federal matching. Under the law, assistance may be furnished for a period not in excess of 30 days in any 12-month period in
cases in which a child is without available resources and the payments,

care, or services involved are necessary to avoid destitution of the
child or to provide living arrangements for the child. The committee
bill (1) requires that all States have a program of emergency assistance to migrant families with children; (2) requires that the program
be statewide in application; and (3) provides 75 percent Federal
matching for emergency assistance to migrant families.

Socia2 security provi8ion8 related to benefits for children.—The committee bill contains several provisions related specifically to children's
benefits, which would: (1) Extend social security coverage to certain

grandchildren not adopted by their grandparents; (2) provide child
hood disability benefits if the disability began before age 22 rather
than before age 18 as under present law; and (3) liberalize the eligibility requirements for children adopted by social security beneficiaries.
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Aiding Aged, Blind, and Disabled Persons
The committee continues to place primary reliance on the social security system to provide income to aged, blind, and disabled persons,
and as in the past considers it appropriate for workers to contribute
during their productive working years as they build up entitlement to
retirement, disability, and survivor benefits. The social security proam has succeeded remarkably well in its original intention of replacing old age assistance. The proportion of aged persons receiving social
security has mounted steadily since 1940 until the program is now
nearly universal, while at the same time the proportion of the aged

population receiving welfare has declined from 23 percent of the
elderly 30 years ago to 10 percent today. Building on the 20-percent
benefit increase already enacted into law, the committee bill would
create a new Supplemental Security Income program, administered
by the Social Security Administration, which would set a Federal
guaranteed minimum income level for aged, blind, and disabled per-

sons, with higher incomes guaranteed for those entitled to social

security benefits.
Benefit8 for wzdow8.—The committee bill would provide benefits for
a widow equal to the benefit her deceased husband would have received
if he were still living. Under the bill, a widow who begins receiving
benefits at age 65 or after would receive 100 percent (rather than 821/2
percent as under present law) of the amount her deceased husband was
receiving at his death, or the amount he would have received if he had

begun getting benefits at age 65. Under this provision $1.1 billion in
additional benefits would be paid to 3.8 million persons in 1974.
Fxten8ion of medicare to the di8abled.—The major provision in the
committee bill affecting blind and disabled social security beneficiaries
would extend medicare coverage to 1.7 million disabled social security
beneficiaries at a cost of $1.5 billion in the first full year for hospital
insurance and $350 million for a supplementary medical insurance.
Reduction in waiting period for di8ability benefit&—Under present
law, an individual must be disabled throughout a full six-month period
before he may be paid disability insurance benefits. Under the committee bill, the waiting period would be reduced two months to a 4month period. An estimated 950,000 beneficiaries would become entitled

to $274 million in additional benefits under this provision in 1974.
Di8ability beneflt8 for the blind.—The committee bill substantially
liberalizes the provisions of present law relating to blind persons. In
particular, the committee bill would make blind persons with at least
six ciuarters of coverage eligible for disability benefits, and permit
blind persons to qualify for benefits regardless of their capacity to
work and whether they are working.

Coverage of drug8 under medicare.—The cost of outpatient prescription drugs represents a major item of medical expense for many
older people, especially those suffering from chronic conditions. The
costs of such drugs are not presently covered under the medicare program. The committee bill would cover under the medicare program
the cost of certain specified drugs purchased on an outpatient basis
which are necessary in the treatment of the most common crippling
or life-threatening chronic disease conditions of the aged. Beneficiaries
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would pay $1 toward the cost of each prescribed drug included in the
reasonable cost range for the drug involved.
Limiting the premii4m for supplementary medical insurance.—During the first 5 years of the program it has been necessary to increase the
part B premium almost 100 percent—from $3.00 monthly per person
in July 1966 to a $5.80 rate in July 1972. The government pays an equal

amount from general revenues. This increase and projected future
increases represent an increasingly significant financial burden to
the aged living on incomes which are not increasing at a similar rate.
The committee bill would limit part B premium increase to not more

than the percentage by which the social security cash benefits had
been generally increased since the last part B premium adjustment.
Costs above those met by such premium payments would be paid
out of general revenues in addition to the regular general revenue
matching.
Medicare coverage for spouses and social security beneficiaries under
age 6'5.—Under present law, medicare coverage is restricted to persons

age 65 and over, but persons age 60 through 64 (including retired
workers, their spouses, widows, or parents) find it difficult to obtain
adequate private health insurance at a rate which they can afford. The
committee bill would make medicare protection available at cost to
spouses age 60 to 64 of medicare beneficiaries and to other persons age
60 to 64 entitled to benefits under the Social Security Act.
Supplementary security iwjome for the aged, blind, and dieabled.—
Under present law, aged, blind, and disabled persons are eligible for

welfare benefits under the various State assistance programs, with
the State setting the payment levels. The committee bill would substitute instead a new federally administered program of supplemental
security income for aged, blind, and disabled persons. Under this
program, aged, blind, and disabled individuals would be assured a

monthly income of at least $130 for an individual or $195 for a couple.
In addition the committee bill would provide that the first $50 of social
security or other income would not cause any reduction in amount of
the supplementary security income payment.
As a result, aged, blind, and disabled persons who also have monthly

income from social security or other sources (which are not needrelated) of at least $50 would, under the committee bill, be assured
total monthly income of at least $180 for an individual or $245 for a

couple.

TJ8e of trust funds for rehabilitation.—Under present law, up to
one percent of the amount of social security trust funds paid to disabled beneficiaries in the prior year may be used to pay for the costs
of rehabilitating disabled beneficiaries. In order to provide additional
funds for rehabilitating these disabled persons, the committee bill
would increase by 50 percent the percentage of the trust funds which
could be used for rehabilitation.
Rehabilitation of alcoholics and addiets.—The committee is particularly concerned that persons who are disabled because of alcoholism or drug addiction be provided rehabilitative services under a
program of active treatment rather than simply being provided income
with which to support their addiction or alcoholism. Accordingly,
alcoholics and drug addicts under the committee bill would be able
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to receive maintenance payments only as part of a program of active
treatment.

Improving Program Integrity and Enhancing Quality of Care
The committee bill includes a number of provisions designed to improve administrative control and quality of care assurance in the medicare and medicaid programs and to restore the integrity of the welfare
programs.
E8tabliehment of Prof eceonal Standards Review Organi2ations.—
The committee has found substantial indications that a significant
amount of health services paid for under the medicare and medicaid
programs would not be found medically necessary under appropriate
professional standards. In some instances, the services provided are
of unsatisfactory professional quality.
The committee bill would establish Professional Standards Review

Organizations, sponsored by organizations representing substantial
numbers of practicing physicians in local areas, to assume responsibility for comprehensive and ongoing review of services covered under
the medicare and medicaid programs. The purpose of the amendment
would be to assure proper utilization of care and services provided in
medicare and medicaid utilizing a formal professional mechanism
representing the broadest possible cross-section of practicing physicians in an area. Appropriate safeguards are included so• as to adequately provide for protection of the public interest and to prevent
pro forma assumption in carrying out of the important review activities in the two highly expensive programs. The amendment provides discretion for recognition of and use by the PSRO of effective
utilization review committees in hospitals and medical organizations.
Inepector General for medicare and niedicaid.—There is at present
no independent reviewing mechanism charged with specific responsibility for ongoing and continuing review of medicare and medicaid
in terms of the efficiency and effectiveness of program operations and
compliance with congressional intent While HEW's Audit Agency
and the General Accounting Office have done helpful work, there is a

need for day-to-day monitoring conducted at a level which can

promptly call the attention of the Secretary and the Congress to important problems and which has authority to remedy some of those
problems in timely, effective and responsible fashion.
The committee bill would create the Office of Inspector General for
Health Administration in the Department of Health, Education, and
Welfare. The Inspector General would be appointed by the President, would report to the Secretary, and would be responsible for
reviewing and auditing the social security health programs on a continuing and comprehensive basis to determine their efficiency, economy, and consonance with the statute and congressional intent.
Limitations on coverage of costs under medicare.—The committee
bill authorizes the Secretary to establish limits on overall direct or indirect costs which will be recognized as reasonable for comparable
services in comparable facilities in an area. He may also establish
maximum acceptable costs in such facilities with respect to items or
groups of services (for example, food costs, or standby costs). The
beneficiary is liable for any amounts determined as excessive (except
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that he may not be charged for excessive amounts in a facility in
which his admitting physician has a direct or indirect ownership
interest). The Secretary is required to give public notice as to those
facilities where beneficiaries may be liable for payment of costs determined as not "necessary" to efficient patient care.
Limitation on prevailing charge level8.—Under the present reasonable charge policy, medicare pays in full any'physician's charge that
falls within the 75th percentile of customary charges in an area. However, thereis no limit on how much physicians, in general, can increase
their customary charges from year to year and thereby increase medicare payments and costs.

The committee bill recognizes as reasonable, for medicare reimbursement purposes only, those charges which fall within the 75th
percentile.. Starting in 1973, increases in physicians' fees allowable for
medicare purposes, vould be limited by a factor which takes into ac-

count increased costs of practice and the increase in earnings levels
in an area.
With respect to reasonable charges for medical supplies and equipment, the amendment would provide for recognizing only the lower
charges at which supplies of similar quality are widely available.
Public di8closure of information regarding defieiencie8.—Physicians and the public are currently unaware as to which hospitals, extended care facilities, skilled nursing home and intermediate care
facilities have deficiencies and which facilities fully meet the statutory
and regulatory requirements. This operates to discourage the direction

of physician, patient, and public concern toward deficient facilities,
which might encourage them to upgrade the quality of care they
provide to proper levels.

Under the bill the Secretary of Health, Education, and Welfare
would be required to make reports of an institution's significant deficiencies or the absence thereof (such as deficiencies in the areas of
staffing, fire safety, and sanitation) a matter of public record readily
and generally available at social security district offices. Following
completion of a survey of a health care facility or organization,those
portions of the survey relating to statutory requirements as well as

those additional significant survey aspects required by regulations
relating to the capacity of the facility to provide proper care in a safe
setting would be matters of public record.
Determining eligibility for welfare.—Generally speaking, the usual
method of determining eligibility for public assistance has involved
the verification of information provided by the applicant for assistance through a visit to the applicant's home and from other sources.
For persons found eligible for assistance, redetermination of eligi-

bility is required at least annually, and similar procedures are followed.

The Department of Health, Education, and Welfare has required
States to use a simplified or "declaration method" for aid to aged, blind,

and disabled, and has strongly urged that this method be used in the
program of Aid to Familiec2 with Dependent Children. The simplified
or "declaration niethod" provides for eligibility determinations to be
based to the maximum extent possible on the information furnished by
the applicant, without routine interviewing of the applicant and without routine verifition and investigation by the caseworker. The committee bill precludes the use of the declaration method by law. It also
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explicitly authorizes the States in the statute to examine the application or current circumstances and promptly make any verification from
independent or collateral sources necessary to insure that eligibility
exists. The Secretary could not, by regulation, limit the State's authority to verify income or other eligibility factors.

Recouping overpayments.—In 1970 the Supreme Court ruled that
welfare payments could not be terminated before a recipient is afforded

an evidentiary hearing. The Health, Education, and Welfare regulations based on the court's decision permit the recipient to delay the
hearing in order to continue to receive welfare payments long after he
has become ineligible. Other regulations virtually preclude recovering
overpayments.

The committee bill deals with this situation by requiring State
welfare agencies to reach a final decision on the appeal of a welfare
recipient within 30 days following the day the recipient was notified
of the agency's intention to reduce or terminate assistance. The bill
would also require the repayment to the agency of amounts which a
recipient received during the period of the appeal if it was determined
that the recipient was not entitled to them.

Quality of work performed by welfare personnel.—In an effort

to try to upgrade the quality of work performed by welfare personnel,
the committee bill directs the Secretary of the Department of Health,
Education, and Welfare to study and report to the Congress by January 1, 1974, on ways of enhancing the quality of welfare work, whether
by fixing standards of performance or otherwise. In making this study,
the Secretary could draw on the knowledge and expertise of persons
talented in the field of welfare administration, including those having
direct contact with recipients. He should also benefit from suggestions
made by recipients themselves as to how the level of performance in
the administration of the welfare system might be improved, with a
view toward ending the wide variations in employee conduct which
characterize today's system, and moderating the extremes to which
some social workers go in performing their duties.
Offenses by welfare employees.—Under present Federal law there
is no provision particularly directed to the question of employee conduct in the administration of the welfare program. Under the committee bill, rules similar to those applicable to Internal Revenue Service,

employees would apply under the welfare laws. The committee is
hopeful that this provision could lead to an upgrading of the quality
of performance by welfare workers in general.

Fiscal Relief for States and Additional Administrative Latitude
The committee is well aware that the growth of the welfare rolls
since 1967 has been one of the significant factors in bringing about the
fiscal crisis currently facing State and local governments. Much of this
growth has been due to incrTeased Federal intervention in the control
of the AFDC program by the States. The committee feels that having

the Federal Government take over the control of this program is
not the step that should be taken. It believes that the correct approach is in the opposite direction. Accordingly, the committee care-

fully designed many parts of this bill so that the State's control of
the AFDC program would be strengthened rather than weakened. The
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committee recognizes, however, that this represents a long-range solution and that many States feel an acute need for immediate relief from

the pressures of swollen welfare budgets. Under the committee bill
therefore, the fiscal burden on the States will be substantially decreased through creation of the new Federal Supplemental Security
Income program in lieu of the present program of aid to the aged,
blind, and disabled, through increases in the Federal funding of assistance payments to families, and through indirect fiscal relief resulting
from improvements which the committee bill makes in the general
structure of the AFDC program.
Supplemental security income for the aged, blind, and disabled.—
The committee bill establishes a new program of supplemental security income for the aged, blind, and disabled, with Federal administration and with the Federal Government paying the full cost of the program as a replacement of the present Federal-State programsof aid
to the aged, blind, and disabled, this new program will save States
about $800 million annually.

Aid to Families with Dependent Chiidren.—In the Aid to Families
with Dependent Children program, the committee bill changes the
funding mechanism from the present formula matching to a block
grant approach. This new method of providing Federal funds for
AFDC results in substantial immediate fiscal relief and is also consistent with the committee's desire to return to the States a greater
measure of control over their welfare programs. For the last 6 months
of calendar year 1972 and for 1973 the block grant would be based on

the funding for calendar year 1972 under current law. Starting in
1974 the grant would be adjusted to take into account the effects of the
work program.

Child welfare services.—Federal appropriations for child welfare
services have remained at $46 million for the past 7 years, representing about one-seventh of total State and local expenditures for child

welfare services programs. The committee bill would increase the
authorizations for child welfare services to $200 million in fiscal year
1973 rising to $270 million in fiscal year 1977 and thereafter.
State medicaid savings.—The provisions of the committee bill extending medicare coverage to disabled social security beneficiaries, including prescriptioi. drugs under the medicare program, and providing
Federal medicaid matching for the first time for mentally ill children
will save States substantial amounts under their medicaid programs.

Limiting regulatory authority of the Secretary of Health, Education. and Welfare.—The Social Security Act permits the Secretary of
Health, Education, and Welfare to "make and publish such rules and
regulations, not inconsistent with this act., as may be necessary to the
efficient administration of the functions" with which he is charged
under the act. Similar authority is provided under each of the welfare

programs. Particularly since January 1969, regulations have been
issued under this general authority with little basis in law and which
sometimes have run directly counter to legislative history. Many States
have attributed at least a part of the growth of the welfare caseload in
recent years to these regulations of the Department of Health, Education, and Welfare.

A number of committee decisions deal with problems raised by
specific HEW regulations. In addition, the committee agreed to
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modify the statutory language quoted above by limiting the Secretary's regulatory authority under the welfare programs so that he
may issue regulations only with respect to specific provisions of the
act and even in these cases the regulations may not be inconsistent with
the provisions of the Act.

Permitting Statee more latitude under medicaid.—The medicaid
program has been a significant burden on State finances. Two requirements of present law would be deleted by the committee bill. These
requirements prevent a State from ever reducing medicaid expendi-

tures and rejuire that a State medicaid program ever expand until
the program is comprehensive.

II. SUMMARY OF PRINCIPAL PROVISIONS
OF THE BILL
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II. SUMMARY OF PRINCIPAL PROVISIONS OF THE BILL

A. Social Security Cash Benefits
1. PROVISIONS OF THE HOUSE BILL CHANGED AND NEW PROVISIONS
ADDED BY THE COMMITTEE
SPECIAL MINIMUM CASH BENEFITS

The House-passed bill would provide a special minimum benefit
of $5 multiplied by the number of years in covered employment up to
30 years, producing a benefit of at least $150 a month for a worker
who has been employed for 30 years under social security coverage. The
committee bill replaces this with a provision for a special minimum
benefit under the social security program which would provide a payment of $200 per month ($300 for a couple) for persons who have been
employed in covered employment for 30 years. This benefit would
be paid as an alternative to the regular benefits in cases where a higher
benefit would result.
Under this provision, the new higher minimum benefit would become
payable to people with 19 or more years of employment; at that point,

the special minimum benefit would be more than the regular minimum—$85 as compared to the regular minimum benefit of $84.50 which

under present law will be payable starting in October. A worker with
20 years of employment under social security would thus be guaranteed a benefit of at least $100; one with 25 years would be guaranteed
at least $150, while one with 30 years would receive at least $200 a
month. Minimum payments to a couple would be one and one-half
times these amounts.
Effective date.—January 1973.

Number of people affected and dollar payments.—700,000 people
would get increased benefits on the effective date and $152 million in
additional benefits would be paid in 1974.
INCREASED BENEFITS FOR THOSE WHO DELAY RETIREMENT BEYOND
AGE 65

The committee bill includes the provision in the House bill which
would provide for an increase in social security benefits of 1 percent
for each year after age 65 that the individual delays his retirement.
However, the committee modified the provision so that the additional
benefit would apply to persons already retired, rather than only to
those coming on the social security rolls after the bill's enactment.
Effective date.—January 1973.
(27)
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Number of people affected and dollar jxiyment8.—5 million people
woul4 get increased benefits on the effective date and $198 million in
additfonal benefits would be paid in 1974.
LIBERALIZATION OF THE RETIREMENT TEST

The amount that a beneficiary under age 72 may earn in a year and

still be paid full social security benefits for the year would be in-

creased from the present $1,600 to $2,400 in the committee bill (compared with $2,000 in the House bill). Under present law, benefits are
reduced by $1 for each $2 of earnings between $1,680 and $2,800 and
for each $1 of earnings above $2,880. The committee bill would provide for a $1 reduction for each $2 of all earnings above $2,400, there
would be no $1-for-$1 reduction as under present law. Also, in the year
in which a person attains age 72 his earnings in and after the month in
which he attains age 72 would not be included, as under present law,

in determining his total earnings for the year.
Future increases in the amount of exempt earnings would be automatic as average earnings rise.
Effective date.—January 1973.
Number of people affected and dollar payments.—1.2 million bene-

ficiaries would become entitled to higher benefit payments on the
effective date and 550,000 additional people would become entitled to

benefits. About $1.1 billion in additional benefits would be paid in
1974.
REDUCTION IN WAITING PERIOD FOR DIsABILrrr BENEFITS

tJnderthe House bill, the present 6-month period throughout which
a person must be disabled before he can be paid disability benefits
would be reduced by 1 month (to 5 months). Under the committee
bill, the waiting period would be reduced 2 months to a 4-month period.
Effective date. January 1973.
Number of people affected and dollar payments.—950 thousand beneficiaries would become entitled to additional benefit payments in 1974

and 8 thousand additional people would become entitled to benefits.
About $274 million in additional benefits would be paid in 1974.
DIsIuTY BENE'rrs FOR INDIVIDUALS WHO Ai Brn
The committee bill includes provisions not contained in the Housepassed bill: (a) making disability benefits payable to blifid persons
who have six quarters of coverage earned at any time; (b) changing
the definition of disability for the blind to permit them to qualify for
benefits regardless of their capacity to work and whether they work;
(c) permitting the blind to receive disability benefits beyond age 65
without regard to the retirement test; and (d) excluding the
blind from the requirement that disability benefits be suspended
when a beneficiary refuses without good cause to accept vocational
rehabilitation.
Effective date.—January 1973.

Number of people affected and dollar paymente.—250 thousand
additional people would become eligible for benefits on the effective
date and $246 million in additional benefits would be paid in 1974.
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PAYMENTS BY AN EMILOTh To

StmvlvoR OR ESTATE o A Fonzi

EMPLOYEE OR TO A DISABLED FORMER EMPLOYEE

Under the House-passed bill amounts earned by an employee which
are paid after the year of his death to his survivors or his estate would
be excluded from coverage. Under present law, such wages are covered
and social security taxes must be paid on these wages but the wages
cannot be used to determine eligibility for or the amount of social security benefits. The committee bill extends this provision to payments
made to disability insurance beneficiaries.
Effective date.—January 1973.
ISSUANCE OF SOCIAL SECURITY NUMBERS AND PENALTY FOR FURNISHING
FALSE INFORMATION To OBTAIN A NUMBER

The committee bill includes a number of provisions (not included in

the House bill) dealing with the method of issuing social security
account numbers. Under present law, numbers are issued upon application, often by mail, upon the individual's motion.

Under a committee amendment, numbers in the future generally
would be issued at the time an individual enters the school system; for
most persons, this would be the first grade. In the case of non-citizens

entering the country. under conditions which would permit them to
work, numbers would be issued at the time they enter the country or in

the case of a person who may not legally work at the time he is admitted to the United States, the number would be issued at the time his
status changes. In addition to these general rules, numbers would be

issued to persons who do not have them at the time they apply for

benefits under any federally financed program.
As a corollary to this more orderly system of issuing social security
account numbers, the committee bill would provide criminal penalties

for (1) knowingly and willfully using a social security number that
was obtained with false information or (2) using someone else's social
security number. The penalty would involve a fine of up to $1,000 or

imprisonment for up to 1 year or both. These criminal penalties

perfect and improve upon features of the House bill relating to false
information with respect to social security numbers.
Effective date.—January 1973.
UNDERPAYMENTS

The committee bill includes a provision not contained in the House
bill, under which additional relatives (by blood, marriage, or adoption)
would be added to the present categories of persons listed in the law

who may receive social security cash payments due a deceased

beneficiary.
Effective date.—January 1973.
TREATMENT OF INCOME FROM SALE OF CERTAIN LITERARY OR
ARTISTIC ITEMS

The committee bill includes a provision (not contained in the House
bill) to exclude income from sale of certain literary or artistic items
created before age 65 from income for purposes of determining the
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amount of benefits to be withheld under the social security earnings
test. llJnder xisting law, such income is not counted if the literary
work was copyrighted before age 65. Under the amendment, the time
of copyright is immaterial so long as the work which produced the
literary or artistic item was performed before age 65.
Effective date.—January 1973.
BENEFITS FOR A CHILD BASED ON THE EARNINGS RECORD OF A
GRANDPARENT

Under the House bill, coverage would be extended to grandchildren

not adopted by their grandparents if their parents have died and if
the grandchildren were living with a grandparent at the time the
grandparent qualified for benefits. The committee approved the House
provision but extended it to instances where the grandchild's parents
are totally disabled, and the grandchild is living with a grandparent.
Effective date.—J'anuary 1973.
BENEFITS FOR DISABLED AND DEPENDENT Slsmiis AND BROTHERS

The committee bill includes a provision (not contained in the House
bill) to extend social security coverage to disabled, dependent sisters
and, brothers.
Effective date.—January 1973.
Number of people affected and dollar payments.—50 thousand addi-

tional people would become eligible for benefits on the effective date
and $79 million in additional benefits would be paid in the first full
year.
REFUND OF SOCIAL SECURITY TAX TO MEMBERS OF CERTAIN
RELIGIOUS FAITHS OPPOSED TO INSURANCE

Under present law, members of certain religious sects who have
conscientious objections to social security by reason of their adherence
to the established teachings of the sect may be exempt from the social
security self-employment tax provided they also waive their eligibility
for social security benefits. This exemption was written largely to re-

lieve the Old Order Amish from having to pay the social security
tax when, because of their religious beliefs, they would never draw
social security benefits.

The committee bill would extend the exemption (by a refund or
credit against income taxes at year end) from social security taxes
to members of the sect who are "employees" covered by the Social Se-

curity Act as well as the "self-employed" members of the sect. The
employee would have to file an application for exemption from the
tax and waive his eligibility for social security and medicare benefits
just as the self-employed members must presently do. The provisions
specifically provides that there would be no forgiveness of the employer portion of the social security tax as the committee believes this
would create an undesirable preference in the statute.
Effective date.—January 1973.
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BENEFITS

Winiu Bony Is uNAvAILABLE FOR BURIAL

Under Public Law. 92—223, expenses of memorial services can be
counted as funeral expenses for the purpose of the social security lump
sum death payment, even though the body is unavailable for burial or

cremation. The provision applies only with respect to deaths after
December 29, 1971. The committee bill would cover deaths occurring

after 1960, thus spanning the entire period of the Southeast Asian
conflict.

2. PROVISIONS OF THE HOUSE BILL THAT WERE NOT CHANGED BY
THE COMMITTEE
INCREASE IN Wwow's AND WIDOWER'S INSURANCE BEFrrs

Under present law, when benefits begin at or after age 62 the benefit
for a widow (or dependent widower) is equal to 821/2 percent of the
amount the deceased worker would have received if his benefit had
started when he was age 65. A widow can get a benefit at age 60 reduced to take account of the additional 2 years in which she would
be getting benefits.

Both the House bill and the committee bill would provide benefits
for a widow equal to the benefit her deceased husband would have
received if he were still living. Under the bill, a widow whose benefits

start at age 65 or after would receive either 100 percent of her deceased husband's primary insurance amount (the amount he would
have been entitled to receive if he began his retirement at age 65) or,
if his benefits began before age 65, an amount equal to the reduced
benefit he would have been receiving if he were alive;

Under the bill, the benefit for a widow (or widower) who comes
on the rolls between 60 and 65, would be reduced (in a way similiar
to the way in which widows' benefits are reduced under present law
when they begin drawing benefits between ages 60 and 62) to take
account of the longer period over which the benefit would be paid.
Effective date.—January 1973.
Number of people affected and dollar
million people
would get increased benefits on the effective date and $1.1 billion in
additional benefits would be paid in the first full year.
AGE 62 COMPuTATION POINT FOR MEN

Under present law, the method of computing benefits for men and
women differs in that years up to age 65 must be taken into account
in determining average earnings for men, while for women only years
up to age 62 must be taken into account. Also, benefit eligibility is figured up to age 65 for men, but only up to age 62 for women. Under
both the House bill and the committee bill, these differences, which
provide special advantages for women, would be eliminated by applying the same rules to men as now apply to women.
Effective date.—The new provision would become effective, starting
January 1973, over a 3-year transition period.
Dollar paymente.—About $14 million in additional benefits would
be paid in 1974.
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DEPENDENT Wm0wER's BENEFITS AT AGE 60

Aged dependent widowers under age 62 could be paid reduced
benefits (on the same basis as widows under present law) starting as
early as age 60.
Effective date.—January 1973.
CmriHoon DI5ABILrrY BENEFITS

Childhood disability benefits would be paid to the disabled child of
an insured retired, deceased, or disabled worker, if the disability be-

gan before age 22, rather than before 18 as under present law. In
addition, a person who was entitled to childhood disability benefits

could become re-entitled if he again becomes disabled within 7 years
after his prior entitlement to such benefits was terminated.
Effective date.—January 1973.
Number of people affected and dollar payments.—13,000 additional
people would become eligible for benefits on the effective date and $17
million in additional benefits would be paid in 1974.
CONTINUATION OF Crnri's BENEFITS THROUGH THE END OF A SEMESTER

Payment of benefits to a child attending school would continue
through the end of the semester or quarter in which the student (including a student in a vocational school) attains age 22 (rather than
the month before he attains age 22) if he has not received, or completed the requirements for, a bachelor's degree from a college or
university.
Effective date.—January 1973.
Number of people affected and dollar payments.—55 thousand beneficiaries would become entitled to higher benefit payments on the effective date and 6 thousand additional people would become entitled
to benefits. About $19 million in additional benefits would be paid in
1974.
ELIGIBILITY OF A CHILD ADOPTED BY AN OLD-AGE OR DISABILITY
INSURANCE BENEFICIARY

The provisions of present law relating to eligibility requirements
for child's benefits in the case of adoption by old-age and disability
insurance beneficiaries would be modified to make the requirements
uniform in both cases. A child adopted after a retired or disabled
worker becomes entitled to benefits would be eligible for child's bene-

fits baed on the worker's earnings if the child is the natural child or
stepchild of the worker or if (1) the adoption was decreed by a court
of competent jurisdiction within the United States, (2) the child lived
with the worker in the United States for the year before the worker
became disabled or entitled to an old-age or disability insurance bene-

fit, (3) the child received at least one-half of his support from the
worker for that year, and (4) the child was under age 18 at the. time
he began living with the worker.
Effective date.—January 1973.
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NONTERMINATION OF CHILD'S BENEFITS BY RLIsoN OF ADOPTION

Under present law, a child's entitlement to benefits ends if he is
adopted unless he is adopted by (1) his natural parent, (2) his natural
parent's spouse jointly with the natural parent, (3) the worker (e.g., a
stepparent) on whose earnings the child is getting benefits, or (4) a
stepparent, grandparent, aunt, uncle, brother, or sister after the death
of the worker on whose earnings the child is getting benefits.

Under the bill, a child's benefits would no longer stop when the
child is adopted, regardless of who adopts him.
ELIMINATION OF THE SUPPORT REQUIREMENTS FOR DIVORCED WOMEN

Under present law, benefits are payable to a divorced wife age 62 or
older and a divorced widow age 60 or older if her marriage lasted 20
years before the divorce, and to a surviving divorced mother. In order
to qualify for any of these benefits a divorced woman is required to
show that: (1) she was receiving at least one-half of her support from
her former husband, (2) she was receiving substantial contributions

from her former husband pursuant to a written agreement, or (3)
there was a court order in effect providing for substantial contributions to her support by her former husband. The bill would eliminate
these support requirements for divorced wives, divorced widows, and

surviving divorced mothers.
Effective date.—January 1973.
Number of people affected av1 dollar payments.—10 thousand additional people would become eligible for benefits on the effective date
and $23 million in additional benefits would be paid in 1974.
WAIVER OF DURATION-OF-MARRIAGE REQUIREMENT IN CASE OF
REMARRIAGE

The duration-of-marriage requirement in present law for entitlement to benefits as a worker's widow, widower, or stepchild—that is,

the period of not less than 9 months immediately prior to the day
on which the worker died that is now required (except where death
was accidental or in the line of duty in the uniformed service in which
case the period is 3 months) —would be waived in cases where the
worker and his spouse were previously married, divorced, and remarried, if they were married at the time of the worker's death and
if the duration-of-marriage requirement would have been met at the
time of the divorce had the worker died then.
Effective date.—January 1973.
DISABILITY INSURANCE BENEFITS APPLICATIONS FILED Arrra DEATH

Disability insurance benefits (and dependents' benefits based on a
worker's entitlement to disability benefits) would be paid to the disabled worker's survivors if an application for benefits is filed within
3 months after the worker's death, or within 3 months after enactment of the provision. It would be effective for deaths occurring after
1969.
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DISABILITY BENEFITS AFFECTED BY rrrn RECEIPT OF WoIMEN's
COMPENSATION

Under present law, social security disability benefits must be reduced when workmen's compensation is also payable if the combined
payments exceed 80 percent of the worker's average current earnings
before disablement. Average current earnings for this purpose can be
computed on two different bases and the larger amount will be used.
The bill adds a third alternative base, under which a worker's average
current earnings can be based on the 1 year of his highest earnings

in a period consisting of the year of disablement and the 5 pre-

ceding years.
Effective date.—January 1973.
Number of people affected and dollar payments.—40 thousand people would get increased benefits on the effective date and $22 million
in additional benefits would be paid in 1974.
WAGE CREDITS FOR MEMBERS OF THE UNIFORMED SERVICES

Present law provides for a social security noncontributory wage
credit of up to $300, in addition to contributory credit for basic pay,
for each calendar quarter of military service after 1967. Under the
bill, the $300 noncontributory wage credits would also be provided for
service during the period January 1957 (when military service came
under contributory social security coverage) through December 1967.
Effective date.—January 1973.
Number of people affected and dollar payments.—130 thousand people would get increased benefits on the effective date and $46 million in
additional benefits would be paid in 1974.
OPTIONAL DETERMINATION OF SELF-EMPLOYMENT EARNINGS

Self-employed persons could elect to report for social security purposes two-thirds of their gross income from nonf arm self-employment,
but not more than $1,600. (This optional method of reporting is simi-

lar to the option available under present law for farm self-employment.) A regularity, of coverage requirement would have to be met
and the option could be used only five times by any individual.
Effective date.—January 1973.
COVERAGE OF MEMBERS OF RELIGIOUS ORDERS WHO Aiu UNDER A
Vow OF POVERTY

Social security coverage would be made available to members of
religious orders who have taken a vow of poverty, if the order makes
an irrevocable election to cover these members as employees of the
order.
Effective date.—January 1973.
SELF-EMPLOYMENT INCOME OF CERTAIN INDIVIDUALS LIVING
TEMPORARILY OUTSIDE THE UNITED STATES

Under present law, a U.S. citizen who retains his residence in the
United States but who is present in a foreign country or countries for

35

approximately 17 months out of 18 consecutive months, must exclude
the first $20,000 of his earned income in computing his taxable income
for social security and income tax purposes. The bill would provide

that U.S. citizens who are self-employed outside the United States
and who retain their residence in the United States would not exclude
the first $20,000 of earned income for social security purposes and
would compute their earnings for self-employment for social security
purposes in the same way as those who are self-employed in the
United States.
Effective date.—January 1973.
TRUST FUND EXPENDITURES FOR REHABILITATION SERVICES

The bill provides an increase in the amount of social security trust
fund moneys that may be. used to pay for the costs of rehabilitating
social security disability beneficiaries. The amount would be increased

from 1 percent of the previous year's disability benefits (as under
present law) to 11/4 percent for fiscal year 1973 and to 11/2 percent
for fiscal year 1974 and subsequent years.
Dollar expenditure8.—$29 million in additional expenditures for
vocational rehabilitation would be made in 1974.
RECOMPUTATION OF BENDFrrS BASED ON COMBINED RAILROAD AND
SOCIAL SECURITY EARNINGS

The bill would provide that a deceased individual who during his
lifetime was entitled to social security benefits and railroad compensation and whose railroad remuneration and earnings under social
security are, upon his death, to be combined for social security purposes would have his primary insurance amount recomputed on the
basis of his combined earnings, whether or not he had earnings after
1965.

Effective date.—January 1973.
3. OTHER CASH BENEFIT AMENDMENTS

Other amendments included in the committee bill relate to the
executive pay level of the Commissioner of Social Security, the coverage of U.S. missionaries working outside the United States; wage credits for Americans of Japanese ancestry who were interned by the U.S.
Government during World War II; retroactive benefits for certain disabled persons; social security benefits for a child entitled on the earnings record of more than one worker; coverage of registrars of voters

in Louisiana; coverage of certain policemen and firemen in West
Virginia and Idaho and certain hospital employees in New Mexico;
coverage of certain emproyees of the Government of Guam; coverage
of Federal Home Loan Bank employees; social security coverage for
students employed at State operated schools; permitting State and
local policemen and firemen to withdraw from social security without
affecting the coverage of other public employees and acceptance of
money gifts made unconditionally to social security.
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4. PROVISIONS DELETED FROM HOUSE-PASSED BILL

In view of the enactment of Public Law 92—336, the committee bill

does not contain the House-passed provisions relating to a general
benefit increase, automatic cost-of-living increases in benefits, and
automatic increases in the tax base and a guarantee of no decrease in
family benefits.
The committee also deleted the House-passed amendments relating to
actuarially reduced benefits in one category not being made applicable
to certain benefits in other categories; computation of benefits based on

combined earnings of a married couple; and to the dropping of additional years of low earnings from the computation of average earnings.

B. Principal Medicare-Medicaid Provisions
1. PROVISIONS OF ROUSE BILL NOT SUBSTANTIALLY MODIFIED BY
COMMITTEE
MEDICARE COVERAGE

'oi Dismrn BEcIMus

(Sec. 201 of the bill)

Problem
The disabled, as a group, are similar to the elderly in those charac-

teristics—low incomes and high medical expenses—which led Congress

to provide health insurance for older people. They use about seven
times as much hospital care, and about three times as much physicians' services as does the nondisabled population. In addition, disabled persons are often unable to obtain private health insurance
cverage.
Finance ComAnittee Amendment
Effective July 1, 1973, a social security disability beneficiary would
be covered under medicare after he had been entitled to disability
benefits for not less than 24 consecutive months. Those covered would
include disabled workers at any age; disabled widows and disabled
dependent widowers between the ages of 50 and 65; beneficiaries age
18 or older who receive benefits because of disability prior to reaching
age 22; and disabled qualified railroad retirement annuitants. An estimated 1.7 million disabled beneficiaries would be eligible initially.
Estimated first full-year cost is $1.5 billion for hospital insurance and
$350 million for supplementary medical coverage.
HOSPITAL INSURANCE FOR THE TJNINSURED

(Sec. 202 of the bill)
Problem
A substantial number of people reaching or presently over age

65

are ineligible for Social Security and thus cannot secure part A
(hospital insurance) coverage under medicare. These people have
difficulty in securing private health insurance coverage with benefits
as extensive as those of medicare.
Finance Committee Amendment

The committee bill will permit persons age 65 or over who are
ineligible for part A of medicare to voluntarily enroll for hospital
insurance coverage by paying the full cost of coverage (initially estimated at $33 monthly and to be recalculated annually). Where the
Secretary of FLEW finds it administrativeiy feasible, those State and
other public employee groups which have, in the past, voluntarily
elected not to participate in the Social Security program could opt
for and pay the part A premium costs for their retired or active employees age 65 or over.
(37)
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The Finance Committee amendment requires enrollment in part B
of medicare as a condition of buying into part A.
PART

Pro blem
•

B PREMIUM CHARGES

(Sec. 203 of the bill)

During the first 5 years of the program it has been necessary to

increase the part B premium almost 100 percent—from $3.00 monthly
per person in July 1966 to the present $5.80 rate. The government pays
an equal amount from general revenues. This increase and projected
future increases represent an increasingly significant financial burden

to the aged living on incomes which are not increasing at a similar
rate.
Finance Committee Amendment
The committee bill will limit part B premium increases to not more

than the percentage by which the Social Security cash benefits had
been generally increased since the last part B premium adjustment.
Costs above those met by such premium payments would be paid
out of general revenues in addition to the regular general revenue
matching.

AUTOMATIC ENROLLMENT FOR PART B

Problem

(Sec. 206 of the bill)

Under present law, eligible individuals must initiate action to
enroll in part B of medicare. Nearly 96 percent of eligible older
people so enroll. Some eligibles, however, due to inattention or inability to manage their affairs, fail to enroll in timely fashion and
lose several months or even years of necessary medical insurance
coverage.

Finance Committee Amendment

Effective July 1, 1973, the change provides for automatic enrollment under part B for the elderly and the disabled as they become
eligible for part A hospital insurance coverage. Persons eligible for
automatic enrollment must also be fully informed as to the procedure
and given an opportunity to decline the coverage.
RELATIONSHIP BETWEEN MEDICARE AND FEDERAL EMPLoYEEs'
BENEFITS

(Sec. 210 of the bill)
Problem
Federal retirees and older employees have been required to take full
coverage and pay full premiums for Federal employee coverage despite

the fact that the Federal Employees' Programs will not pa', any

benefits for services covered under medicare. Thus the retiree, who also
has earned entitlement to medicare, is paying a portion of his premium
to F.E.P. for coverage for which no benefits will be paid him. This is
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partic,ularly true in the case of hospitalization. The F.E.P. does not
presently offer such employees or retirees with dual eligibility the
option of electing a lower-cost policy or one which supplements rather
than duplicates medicare benefits.
Finance Committee Amendment
Effective January 1, 1975, medicare would not pay a beneficiary,
who is also a Federal retiree or employee, for services covered under
his Federal employee's health insurance policy which are also covered

under medicare unless he has had an option of selecting a policy

supplementing medicare benefits. If a supplemental policy is not made

available, the F.E.P. would then have to pay first on any items of
care which were covered under both the F.E.P. program and medicare.
LIMITATION ON FEDERAL PAYMENTS FOR DISAPPROVED CAPFrAL
EXPENDITURE

(Sec. 221 of the bill)
Problem,

A hospital or nursing home can, under present law, make large capi-

tal expenditures which may have been disapproved by the State or
local health care facilities planning council and still be reimbursed by
medicare and medicaid for capital costs (depreciation, interest on
debt, return on net equity) associated with that expenditure.
Finance Committee Amendment
The committee bill will prohibit reimbursement to providers under
the medicare and medicaid programs for capital costs associated with
expenditures of $100,000 or more which are specifically determined to
be inconsistent with State or local health facility plans.
EXPERIMENTS IN PROSPECTIVE REIMBURSEMENT AND PEER REVIEw

(Sec. 222 of the bill)

Problem
Reimbursement on the present reasonable costs basis contains little
incentive to decrease costs or to improve efficiency, and retrospective
cost-finding and auditing have caused lengthy delays and confusion.
Payment determined on a prospective basis might provide an incentive
to cut costs. However, under prospective payment providers might
press for a rate less favorable to the Government than the present cost
method, and they might cut back on the quality, range and frequency
of necessary services so as to reduce costs and maximize return.
Finance Committee Amendment
The committee bill instructs the Secretary to experiment with various methods of prospective reimbursement, and to report to the Congress with an evaluation of such experiments. In view of its adoption

of the Professional Standards Review amendment, the committee
of this section authorizing peer review

deleted the portion
experimentation.
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LIMITATIONS ON COVERAGE OF COSTS

(Sec. 223 of the bill)

Problem
Certain institutions may incur excessive costs, relative to comparable
facilities in the same area, as a result of inefficiency or "the provision
of amenities in plush surroundings." Such excessive costs are now reimbursed under medicare.
Finance Committee Amendment
The committee bill authorizes the Secretary to establish limits on
overall direct or indirect costs which will be recognized as reasonable
for comparable services in comparable facilities in an area. He may
also establish maximum acceptable costs in such facilities with respect
to items or groups of services (for example, food costs, or standby
costs). The beneficiary is liable for any amounts determined as excessive (except that he may not be charged for excessive amounts in a
facility in which his admitting physician has a direct or indirect ownership interest). The Secretary is required to give public notice as to
those facilities where beneficiaries may be liable for payment of costs
determined as not "necessary" to efficient patient care.
In cases where emergency care is involved, however, patients would
not lx liable for any differential in costs related to the emergency care.
LIMITATION ON PREVAILING CHARGE LEVELS

(Sec. 224 of the bill)
Problem
Under the present reasonable charge policy, medicare pays in full

any physician's charge that falls within the 75th percentile of customary charges in an area. However, there is no limit on how much
physicians, in general, can increase their customary charges from year
to year and thereby increase medicare payments and costs.
Finance Committee Amendment

The committee bill recognizes as reasonable, for medicare reimbursement purposes only, those charges which fall within the 75th
percentile. Starting in 1973, increases in physicians' fees allowable for
medicare purposes, would be limited by a tactor which takes into account increased costs of practice and the increase in earnings levels

in an area.

With respect to reasonable charges for medical supplies and equipment, the amendment would provide for recognizing only the lower
charges at which supplies of similar quality are widely available.
PAYMENT FOR PHYSICIANS' SERVICES IN THE TEACHING SErFING

Problem

(Sec. 227 of the bill)

Physicians in private practice are generally reimbursed on a feefor-service basis for care provided to their bona fide private patients.
Difficulties have arisen in determining how and whether payments
should be made in teaching hospitals where the actual care is often
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rendered by interns and residents under the direction (sometimes
nominal) of an attending physician who is assigned to (but not selected by) the medicare patient.

The issue relates to the compensation of the attending physician
often termed the supervisory or teaching physician. The salaries of
interns and residents are now covered in full as a part A hospital cost.
In general, patients were not billed for the services of teaching physicians prior to medicare and, since medicare, billings have been essentially limited to medicare and medicaid patients. The proceeds are
most frequently used to financeand subsidize medical education rather
than being paid directly to the teaching doctor. While charges have
often been billed on a basis comparable to those charged by a private
physician to his private patients the services provided are often less.
Finance Committee Amendment
The committee bill provides that services of teaching physicians
would be reimbursed on a costs basis unless:
(A) The patient is bona fide private or;
(B) The hospital has charged all patients and collected from
a majority on a fee-for-service basis.
For donated services of teaching physicians, a salary cost would be
imputed equal to the prorated usual costs of full-time salaried physicians. Any such payment would be made to a special fund designated
by the medical sVaff to be used for charitable or educational purposes.
ADVANCE APPROVAL OF ECF AND HOME HEALTH COVERAGE

(Sec. 228 of the bill)
P?oblem

Uncertainty about determinations of eligibility for care in an

extended care facility or home health program following hospitaliza-

tion has created major difficulties for intermediaries, institutions

and beneficiaries. The essential problem is in determining whether the
patient is in need of skilled nursing and medical services or in fact,
needs a lesser level of care. Retroactive claims denials resulting from
determinations that skilled care was not required, while often justified,
have created substantial friction and ill will.
Finance Committee Amendment
The committee bill authorizes the Secretary to establish, by diagnosis, minimum periods during which the post-hospital patient would
be presumed to be eligible for benefits.
TERMINATION OF PAYMENT TO SUPPLIERS OF SERVICE

(Sec. 229 of the bill)
Problem
Present law does not provide authority for the Secretary to withhold
future payments for services rendered by an institution or physician
who abuses the program, although payments for past claims may be
withheld on an individual basis where the services were not reasonable
or necessary.
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Finance Committee Amendment
The Secretary would be authorized to suspend or terminate medi-

care payments to a provider found to have abused the program.
Further, there would be no Federal participation in medicaid payments which might be made subse9uently to this provider. Program
review teams would be established in each State to furnish the Secretary with professional advice in discharging this authority.
ELIMINATION OF REQUIREMENT THAT STATES MovE TOWARD
COMPREHENSIVE MEDICAID PROGRAM

Problem,

(Sec. 230 of the bill)

The medicaid program has been a significant burden on State

finances. Section 1903(e) of title 19 requires each State to show that
it is making efforts in the direction of broadening the scope of services
in its medicaid program and liberalizing eligibility requirements for
medical assistance. These required expansions of medicaid programs
have been forcing States to either cut back on other programs or to
consider dropping medicaid. The original date for attainment of those
objectives was 1975. The Finance Committee, the Senate and the House
approved an amendment in 1969 postponing the date to 1977.
Finance Committee Amendment
The committee bill would repeal section 1903(e).
RELATIONSHIP BETWEEN MEDICAID AND COMPREHENSIVE HEALTH
PROGRAMS

(Sec. 240 of the bill)
Problem
State agencies often cannot make pre-payment arrangement which

might result in more efficient and economical delivery of health
services to medicaid recipients because such arrangements might
violate present title 19 requirements that the same range and level of
services be available to all recipients throughout the State.
Finance Committee Amendment
The committee bill would permit States to waive Federal statewideness and comparability requirements with approval of the Secre-

tary if a State contracts with an organization which has agreed to

provide health services in excess of the State plan to eligible recipients

who reside in the area served by the organization and who elect to
receive services from such organization. Payment to such organizations could not be higher on a per-capita basis than the per-capita
medicaid expenditures in the same general area.
PROGRAM FOR DETERMINING QUALIFICATIONS FOR CERTAIN HEALTH
CARE PERSONNEL

Problem,

(Sec. 241 of the bill)

There is a shortage of qualified manpower in the 'health care field
and many facilities have difficulty hiring sufficient qualified personnel.
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At the same time there are persons available who do not meet full
licensing or medicare educational requirements, but who have had
years of experience and have been granted "waivered" status (for
example, waivered licensed practical nurses).
Finance Committee Amendment

The committee bill would require the Secretary to dvelop and
apply appropriate means of determining the proficiency of health personnel who are disqualified or restricted in responsibility under pres-

ent regulations because of lack of formal training or educational
requirements.

In order to encourage young people to complete required training,
all health personnel initially licensed after Dec. 31, 1977 would be
expected to meet otherwise required formal educational and training
criteria.
PENALTIES FOR FEAUDIJLENT ACTS AND FALSE REPORTING UNDER
MEDICARE AND MEDICAID

(Sec. 242 of the bill)
Problem
Present penalty provisions applicable to medicare do not specifically
include as fraud such practices as kickbacks and bribes. There is no
criminal penalty provision applicitble to medicaid. Additionally, there
are no penalties at present for false reporting with respect to health
and safety conditions in participating institutions.
Finance Committee Amendment
The committee bill would establish penalties for soliciting, offering
or accepting bribes or kickbacks, or for concealing events affecting a

person's rights to benefits with intent to defraud, or for converting
benefit payments to improper use, of up to one year's imprisonment
and a $10,000 fine or both. Concealing knowledge of events affecting

a person's right to benefits with intent to defraud, and converting

benefits to improper use would also be a Federal crime subject to the
same penalty. Additionally, the bill establishes false reporting of a
material fact as to conditions or operations of a health care facility as

a misdemeanor subject to up to 6 months' imprisonment, a fine of

$2,000, or both.
PROSTHETIC LENSES FURNISHED BY OPTOMETRISTS UNDER PART B

(Sec. 244 of the bill)
Problem
Medicare will pay for prosthetic lenses furnished by an optometrist,
provided that the medical necessity for such lenses has been determined by a physician.
Optometrists contend that to require their patients to obtain a physician's order for prosthetic lenses is unfair to both the patient and the
optometrist. Moreover, because the physician who furnishes the order
is generally an ophthamologist, the requirement may serve to encourage patients to use an ophthalmologist in preference to an optometrist.

78—178 0—72—4
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Finance Committee Amendment
The committee bill provides that an optometrist be recognized as a
"physician" under section 1861 (r) of the Act, but only with respect to

establishing the medical necessity of prosthetic lenses for medicare
beneficiaries. An optometrist would not be recognized as a "physician"

for any other purposes under medicare and no additional services
performed by optometrists would be covered by the proposal.
2. PROVISIONS

OF ROUSE BILL SUBSTANTIALLY MODIFIED BY
COMMITFEE

FAILURE BY STATE To UNDERTAKE REQUIRED INSTITUTIONAL CAKE
REVIEW ACTIVITIES

(Sec. 207 of the bill)
Problem
Both the General Accounting Office and the HEW Audit Agency
have found substantial unnecessary and overutilization of costly institutional care under medicaid, accompanied by insufficient usage of
less costly alternative out-of-institution health care. There is no provision in present law which places affirmative responsibility upon
States to assure proper patient placement. As a practical matter, the

Department of HEW has seldom if ever, recovered from a State

amounts improperly spent for non-covered care or services.
House Bill
1. Unless a State can make a showing satisfactory to the Secretary
that the State has an effective program of control over the utilization
of nursing home care, effective January 1, 1973, the House bill provides

for a one-third reduction in the Federal medicaid matching share
for stays in a fiscal year which exceed 60 days in a skilled nursing

home.

2. Federal matching would be available, in any year, for only: (a)
60 days of care in a. general or TB hospital, and (b) 90 days in a
mental hospital (except that an additional 30 days would be allowed
in a mental hospital if the State shows that the patient will benefit).
There would be no Federal matching for care in a mental hospital
beyond 120 days in any year. In addition, there would be no Federal
matching for care in a mental hospital after 365 days of such care

during a patient's lifetime.
3. The House bill would also provide for an increase of 25% (up to
a maximum of 95%) in the Federal medicaid matching formula for

amounts paid by States under contracts with Health Maintenance
Organizations or other comprehensive health care facilities.
4. The bill would provide authority for the Secretary to assure that
average Statewide reimbursement for intermediate care in a State is
reasonably lower than average payments for higher level skilled nursing home care in that State.
Finance Committee Changes

1. In addition to the utilization review requirement, States must
also conduct the independent professional audits of patients as required
by present law which are intended to assure that the patient is getting
the right care in the right place.
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2. Where a State makes a satisfactory showing to the Secretary
that it has an effective program of control over the utilization of hos-

pital and mental hospital care: (a) the 60-day limitation in general
and TB hospitals, and (b) the 90-day or 120-day annual limitation
and the 365-day lifetime limitation on care in mental hospitals, would
not apply. If proper procedures assure that the patient needs the care
and is benefiting from it, it seemed inappropriate to cut off Federal
matching utilizing arbitrary limitations.

3. The committee deleted the House provision calling for a 25%
increase in matching for amounts paid to HMO's, since if HMO's
deliver services more efficiently, and economically, it would be in the
States' interest to deal with HMO's without an increase in matching.
4. Intermediate care services would also be subject to a. reduction in
Federal matching after 60 days, unless the State provides satisfactory

assurance that required review is being undertaken. This appeared
appropriate in view of the shift of intermediate care to medicaid in
legislation enacted subsequent to House consideration of H.R. 1.

5. Finally, the Secretary's validation of State utilization controls

would be made on site in the States and such findings would be a matter of public record. The purpose here is to assure actual—rather than
paper—compliance with the proposed statutory requirements.
COST SHARING UNDER MEDICAID

(Sec. 208 of the bill)
Problem
Under present law, States may require payment by the medically
indigent of premiums, deductibles and co-payment amounts with
respect to medicaid services provided them but such amoimts must be
"reasonably related to the recipient's income." However, States can-

not require cash assistance recipients to pay any deductibles or
copayments.
Ho'use Bill
This section contains 3 provisions:

1. It requires States which cover the medically indigent to impose
monthly premium charges. The premium would be graduated by

income in accordance with standards prescribed by the Secretary and
details regarding the operation of the premium would be left to the

Secretary's discretion. The House Committee report indicates that
it would be expected that premiums would be fixed on a state-by-state
basis at whatever level would be required to result in a savings under
the medically indigent program of approximately 6 percent.
2. States could, at their option, require payment by the medically

indigent of deductibles and co-payment amounts which would not
have to vary by level of income.
3. With respect to cash assistance recipients, nominal deductible and

co-payment requirements, while prohibited for the six mandatory
services required under Federal law (inpatient hospital services; outpatient hospital services; other X-ray and laboratory services; skilled
nursing home services; physicians' services; and home health services),

would be permitted with respect to optional medicaid services such

as prescribed drugs, hearing aids, etc.
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Finance Coininittee Changes
The provision would be modified by the committee bill as follows:

1. The House bill permits States to impose co-payments and deductibles on the medically indigent. The committee change limits such

amounts to co-payments on patient-initiated elective services only,
such as the initial office visits to physicians and dentists.
2. The House bill also allows States to impose co-payments and
deductibles on the indigent for optional medicaid services. The committee deleted this provision, as the savings ($5 million) would most
probably be exceeded by the administrative costs.
MANDATORY MEDICAl!) DEDUCTIBLE FOR FAMILIES WITH EARNINOS

(Sec. 209 of the bill)
Pro blem,

Under present law, AFDC families with earnings can, at a certain
earnings point lose eligibility for medicaid. Phis has been called the
"Medicaid Notch". This notch is believed to act as a potential work
disincentive, since at a certain income level a family may precipitously lose medicaid eligibility if it has additional earnings.
House Bill
Section 209 would remove this "notch" by requiring AFDC families
with earnings to pay a medicaid deductible. In States without a medically indigent program this deductible would be equal to one-third
of all earnings over $720. The deductible amount is identical to the
amount of earnings whioh AFDC families would be allowed to retain
as an incentive to work. This approach eliminates any sudden loss
of medicaid eligibility. However, although eligible for medicaid,
every dollar of a recipient's retained earnings raises his medicaid deductible by one dollar.
In those States with programs for the medically indigent, an AFDC
recipient would not have to pay the deductible until his retained earnings exceeded the difference between a State's cash assistance level and

its medically indigent level. At this point, however, his medicaid

deductible would increase dollar for dollar with his retained earnings.
Finance Com,mittee Changes
Although the House provision eliminates any sudden loss of e1igi1bil
ity for medicaid, the provision acts as a substantial work disincentive,
since the medicaid deductible increases dollar for dollar with retained
earnings.
In order to avoid establishing a substantial work disincentive the
committee amended section 209 to deal with the "Medicaid Notch"

by allowing guaranteed employment program families otherwise
eligible for medicaid, who would ordinarily lose eligibility as a result
of earnings from employment, to remain eligible for medicaid for one
year. At the expiration of that year, such families could elect to continue in medicaid by paying a premium of 20 percent of income in excess of $2,400 annually (excluding work bonus amounts). Additionally,
other families participating in the guaranteed employment program
(see title IV) which are otherwise ineligible for medicaid in a State
could also voluntarily elect to participate by paying a premium of 20
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percent of income (excluding work bonus) above $2,400. Costs of coverage for those families on a premium basis would be subsidized by the
Federal Government to the extent premium income did not cover the
costs of benefits for those families.
The committee retained that portion of section 209 of the House bill
wthich gives States the option of covering under medicaid aged, blind
and disabled persons made newly eligible as a result of the increases iii
payment levels to these persons proposed by the committee.
MEDICARE BENEFITS FOR BORDER RESIDENTS

Problem

(Sec. 211 of the bill)

At present, coverage for care in a foreign hospital near the U.S.
border is available only where an emergency occurs within the United
States and where the foreign institution is the closest adequate facility.
This limitation creates difficulty in securing necessary non-emergency
care 'by border residents who ordinarily do and would use the nearest
hospital suited to their medical needs, whidh may be a foreign hospital.
House Bill
Authorizes use of a foreign hospital by a U.S. resident where such
hospital was closer to his residence or more accessible than the nearest

suitable United States hospital. Such hospitals must be approved
under an appropriate hospital approval program.

In addition, the provision authorizes part B payments for necessary physicians' services furnished in conjunction with such hospitalization.
Finane6 Com4nittee Changes
The committee approved the House provisions; it also authorized

medicare payments for emergency 'hospital and physician services
needed by beneficiaries in transit between Alaska and the other continental States.
PAYMENTS TO HEALTH MAINTENANCE ORGANIZATIONS

(Sec. 226 of the bill)
Problem
Certain large medical care organizations seem to make the delivery
of medical care more efficient and economical than the medical care
community at large.
Medicare does not currently pay these comprehensive programs on
an incentive capitation basis, and consequently any financial incentives
to economical operation in such programs have not been incorporated
in medicare.
Two areas of potential concern arise in dealing with liMO's. The

first area of concern involves the quality of care which the HMO's
will deliver. Most existing large HMO's provide care which is generally accepted as being of professional quality. However, if the
Government begins on a widespread basis, to pay. a set sum in advance

to an organization in return for the delivery of all necessary care to
a group of people, there must be effective means of assuring that such
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organization will not be tempted to cut corners on the quality of its
care (e.g., by using marginal facilities or by not providing necessary
care and services) in order to maximize its return or "profit." Under
present reimbursement arrangements, although there may be no incentive for efficiency, neither is there an incentive to profit through
underservicing and other corner-cutting.
The second problem area involves the reimbursement of HMO's.
If an HMO were to enroll relatively good risks (i.e., the younger and

healthier medicare beneficiaries), payment to that organization in

relation to average per capita non-HMO costs—without accurate actuarial adjustments—could result in large "windfalls" for the HMO, as
the current costs of caring for these beneficiaries might turn out to be
much less than medicare's average per capita costs. Additionally, ceilings on windfalls might be evaded because an HMO conceivably could
Lnflate charges to it by related organizations thereby maximizing profits
through exaggerated benefit costs.
It may not always be possible to detect and eliminate such windfalls
through actuarial adjustment. Further, once a valid base reimbursement rate is determined, an issue remains as to the extent to which the
LIMO, and the Government should share in any savings achieved by
an HMO.
Hou8e Bill
The House bill authorizes medicare to make a single combined parts

A and B payment, prospectively on a capitation basis, to a "Health
Maintenance Organization," which would agree to provide care to a
group not more than one-half of whom are medicare beneficiaries
who freely choose this arrangement. Such payments may not exceed
95 percent of present parts A and B per capita costs in a given geographic area.
The Secretary could make these arrangements with existing prepaid groups and foundations, and with any new organization which
meets the broadly defined term "Healt'h Maintenance Organization."
Finance Comiimittee Changes

Agreeing with the desirability of authorizing reasonable per capita
payments to organizations which have demonstrated a capacity to provide quality health care, and recognizing the above problems, the com-

mittee authorized the following approach as a modification of the
lIMO provision in the house bill:

Eligibility

The Secretary would be authorized to contract on an incentive
eapitation basis for medicare services with substantial, established
HMO's: (1) with reasonable standards for quality of care at least
equivalent to standards prevailing in the lIMO's area, and which can
be adequately monitored, and (2) which have sufficient operating history and sufficient enrollment to provide an adequate basis for evaluat-

ing their ability to provide appropriate health care services and for
establishing a combined part A-part B capitation rate. Such reimbursement would be authorized for lIMO's which: (1) have been in
operation for at least two years, and (2) have a minimum of 25,000
enrollees, not more than one-half of whom are age 65 or over. The
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Secretary would be authorized to make exceptions to the minimum
enrollment requirement in the case of HMO's in smaller communities
or sparsely populated areas which had demonstrated through at least
3 years of successful opera'tion capacity to provide health care services

of proper quality on a prepaid basis and which have at least 5,000
members.
1?einibur.gement

The combined part A-part B per capita payment would be determined and administered as follows:

1. An eligible HMO approved by the Secretary for per capita reimbursement would submit, at least 90 days prior to the beginning of
a prospective medicare contract year, an operating costs and enrollment forecast. On the basis of the estimate and available information
regarding medicare costs in the HMO's area, the HMO and the Secretary would arrive at an interim per capita reimbursement rate. The
rate would reflect estimated costs of the HMO for its enrolled population but might not exceed 100 percent of the estimated "adjusted average per capita cost" (as defined below).

2. At the beginning of the contract period, the HMO would be
paid monthly, in advance, the interim per capita prepayment for
the medicare beneficiaries actually enrlled. The HMO would submit
interim cost estimates on a quarterly basis and the interim payment
could be adjusted as indicated in such estimates, subject however to
the limitations set forth below.
3. The HMO would submit, annually, independently certified finan-

cial statements, including certified costs statements allocating lIMO
operating costs to the medicare population in proportion to utilization
of HMO resources. Allocations may use statistical, demographic and
utilization data collection and analysis methods acceptable to the Secretary in lieu of fee-for-service or cost-per-service methods in the case
of an HMO which does not operate on a fee-for-service basis. Such
statements would be developed in accordance with medicare accounting principles but not necessarily on the basis of actual case-by-case
patient services. All HMO's would be subject to audit in accordance
with the selective audit procedures of the Bureau of Health Insurance
and would also be subject to audit and review by the Comptroller
General (and the Inspector General for Health Care administration).

4. The Secretary would retroactively determine on an actuarial

basis what the per capita costs for part A and part B services for the
HMO's medicare population would have been if the population had
been served through other health care arrangements in the same general area and not enrolled in the HMO. That is to say there would be a
calculation, on the basis of experience in the same or similar geographical areas, of the cost for the non-HMO group of similar size, age
distribution, sex, race, institutional status, disability status, cost experi-

ence for the medicare contract year in question, and other factors
deemed by the actuaries to be relevant and material. This figure
defined as "adjusted average per capita cost" would be determined
as promptly as practical after the end of a contract period. Many of
the difficulties and uncertainties of previously suggested methods of
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rate determination are minimized or eliminated by making this deter-

mination after the fact. For example, the makeup of the enrolled

population and medioare cost experiences—within and outside of the
HMO—would be known, rather than merely estimated.
5. If the HMO's costs for the types of expenses reimbursable under
medicare are less than the adjusted average per capita cost the difference, called "net savings" would be divided and allocated as follows:
Savings between 90 percent and 100 percent would be divided
equally between the Government and the }IMO. Savings between

80 percent and 90 percent would be divided 75 percent to the
Government and 25 percent to the HMO. Savings below the 80
percent level would be allocated entirely to the (overnment.
Thus, assuming an lIMO operated at 80 percent of adjusted average
per capita costs, it would receive a share equal to 71/2 percent of the
adjusted average per capita costs and the Government would retain
121/2 percent of those costs.
6. At the option of the lIMO, it could apply any amount of its
share of the saving toward improved benefits, reduced supplemental
premium rates, or other advantages for beneficiaries or retain the
money. It could not, however, make cash refunds to beneficiaries.

7. If, on the other hand, lIMO costs exceed adjusted average per
capita costs, the "excess costs" would be allocated between the Government and the lIMO in the following maimer:
Any amount of excess between 100 percent and 110 percent
would be divided equally between the Government and the lIMO.
Excess costs between 110 percent and 120 percent would be borne
25 percent by the HMO and 75 percent by the Government. Costs
in excess of 120 percent would be borne entirely by the Government. Any losses incurred would carry forward and be recovered,
proportionally, by the lIMO and the Government in the future.
Aiiy losses by the Government would have to be recovered in full
before any "savings" could be paid to an lIMO in future years.
REPEAL

OF

SwrIoN 1902(d) OF MEDIOAID
(Sec.

231 of the bill)

Problem

The medicaid program has been a significant burden on State
finances. In an effort to reduce financial pressure upon States, Section
1902(d) of title 19 provides that a State may reduce the range, dura-

tion or frequency of the services it provides under its medicaid

program, but it cannot reduce its aggregate expenditures for medicaid
from one year to the next. This maintenance of effort requirement has
forced a few States to either cut back on other programs or to consider dropping medicaid.
House Bill
The House bill provides for a continuance of the maintenance of
effort clause with respect to the six mandatory health care services.
The provision would, however, amend section 1902(d) by restricting
the maintenance of effort requirement to those six basic services. The
State would be able to modify the scope, extent and expenditures for
optional services 1)rovided, such as drugs, dental care and eyeglasses.
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Finance Committee Changes
The committee substituted for the House provision an amendment
repealing sec. 1902(d) —entirely. This action is consistent with committee and Senate action on H.R. 17550 in 1970.
PAYMENTS TO STATES UNDER MEDICAID FOR DEVELOPMENT OF COST
DETERMINATION SYSTEMS roi' STATE-OWNED GENEItAI4 HOsPlTAIs

(Sec. 235 of the bill)
Problem
Many States do not have effective claims administration or properly
designed information storage and retrieval systems for their medicaid
programs and do not possess the financial and technical resources to
develop them. Their recourse today is to contract with private companies for their data processing.
House Bill
1. Authorizes 90 percent Federal matching payments toward the cost
of designing, developing and installing mechanized claims processing
and information retrieval systems deemed necessary by the Secretary.

The Federal government would assist States with technical advice
and development of model systems. Federal matching at 75 percent
would be provided toward the costs of operating such systems.
2. Authorizes 90% matching for 2 years (up to a total of $150,000
annually) for the development of cost determination systems for Stateowned general hospitals.
Finance Committee Changes
The committee deleted the first part of the House provision retain-

ing, however, the part authorizing funds for cost-determination
systems.
PROVIDER REIMBURSEMENT REVIEW BOARD

(Sec. 243 of the bill)
Problem
Under present law, there is no specific provision for an appealby a

provider of services of a fiscal intermediary's final reasonable cost
determination, although administrative procedures exist to assist providers and intermediaries to reach reasonable settlement on disputed
items.
Flouse Bill
The House bill establishes a Provider Reimbursement Review Board

to consider disputes between a provider and intermediary where the
amount at issue is $10,000 or more and where the provider has filed
a timely cost report. Decisions of the Review Board would be final
unless the Secretary reversed the Board's decision within 60 days. If
such a reversal occurs the provider would have the right to obtain
judicial review.

The House provision is similar to a Senate amendment to H.R.

17550 in 1970. The House did not include those portions of the earlier
Senate amendment which would allow providers, as a group, to appeal
aggregate amounts of $10,000 on a common issue; and which would
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allow appeals to the Board by a provider where the intermediary
fails to make timely final costs determinations.
Finance Committee Ckange8

The committee substituted the 1970 Senate 'language and added
language requiring the Secretary to report to the legislative committees
at the end of the first year of operation of the provision concerning its
capacity to function effectively and equitably as well as any suggestions
he might have for improvement of the process.
PHYSICAL THERAPY SERVICES AND OTHER SERVICES UNDER MEffiCARE

(Sec. 251 of the bill)
Problem
Physical therapy is presently covered as an inpatient service, and as
an outpatient service when furnished through a participating facility
or home health agency. Services cannot be provided in a therapist s
office.

An additional problem relating to physical therapy is that a patient
can exhaust his inpatient benefits and continue to receive payment for

treatment only if the facility can arrange with another facility to
furnish the therapy as an outpatient service. For example, a hospitalized patient would receive necessary physical therapy as a part A
benefit during his 90 days of coverage. But, if his hospital stay exceeded

90 days, he would be required to secure such services under part B
as an outpatient of another participating provider—even though the
hospital, itself, was capable of providing the needed therapy
conveniently.

Another problem is the rapidly increasing cost of physical therapy
services and findings of abuse of the benefit.

Hou8e Bill
The House bill would include as covered services under part B,
physical therapy provided in the therapist's office under such licensing
as the Secretary may require and pursuant to a physician's written
plan of treatment.
It would also authorize a hospital or extended care facility to provide outpatient physical therapy services to its inpatients, so that an
inpatient could conveniently receive his part B benefits after his inpatient benefits have expired.
Finally, it would control physical therapy costs by limiting total
payments in one year for services by an independent practitioner in his
office or the patient's home to $100, and by limiting reimbursement for
services provided by physical .and other therapists to a reasonable
salary-related basis rather than fee-for-service basis.
Finance Committee Changes
The committee modified the House provision by adopting languiige
to assure that factors, such as traveltime, be included in the calculation of salary-related reimbursement and deleting the provision that
would have established a new and separate benefit of up to $100 annually for services provided by an independent physical therapist in
his office or in a patient's home.
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Additionally, the committee will include in its report instructions
to the Secretary designed to assure that reasonable arrangements may

be undertaken in rural and smaller population centers to enhance
availability of physical therapy in those areas.
WAIVER OF R1aIsrEItD NURSE IN RURAL SKILLED NURSING FACILITY

(Sec. 267 of the bill)
Problem,

There are some rural nursing homes which can obtain a registered
nurse to work one shift 5 days a week, but which are unable to obtain

the services of an additionaJ registered nurse to work on the other
2 days, generaily the weekend.

House Bill
The House bill would allow a complete waiver of the requirement
for a registered nurse in a rural nursing home, if there is no other
skilled nursing home in the area to meet patient needs. Under the
bill a skilled nursing home could function without any skilled nurse
at all.
Finance Conimittee Changes

The committee modified the provision granting waivers for

certain rural skilled nursing facilities which are unable to assure the
presence of a full-time registered nurse in such facilities 7 days a week.
The committee modification would allow a rural skilled nursing home,
which has one full-time registered nurse and is making good faith ef-

forts to obtain another, a special waiver of the nursing requirement
with respect to not more than two shifts, such as over a weekend.
This special waiver would be authorized if the facility had only patients whose physicians indicated that each such patient could be
without a registered nurse's services for a 48-hour period. If the facility had any patients for whom physicians had indicated a need for daily
skilled nursing services, the facility would have to make arrangements
for a registered nurse or a physician to spend such time as was neces-

sary at the facility on the uncovered day to provide the skilled services needed.
COVERAGE OF CHIROPRACTIC SERVICES

(Sec. 273 of the bill)
ProblemS

Chiropractors are not currently eligible to participate as physicians
in the medicare program.
House Bill
The House bill calls for a. study regarding the coverage of
chiropractors.
Finance Committee Changes
The Committee on Finance deleted the study of chiropractic services called for in the House bill and substituted a provision providing
for the coverage under medicare of services involving treatment by
means of manual manipulation of the spine by a licensed chiropractor
who meets certain minimum standards established by the Secretary of
Health, Education, and Welfare. The same limitations on chiro-
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practic services applicable to medicare would also pertain to States
providing such care under medicaid.
3. NEW PROVISIONS ADDED BY THE FINANCE COMMITTEE
ESTABLISHMENT OF PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS

(Sec. 249F of the bill)
Problem
There are substantial indications that a significant amount of health

services paid for by medicare and medicaid are in excess of those
which would be found to be medically necessary under appropriate
professional standards. Furthermore, in some instances services provided are of unsatisfactory professional quality.
Finance Committee Amendment

The committee provided for the establishment of Professional

Standards Review Organizations sponsored by organizations representing substantial numbers of practicing physicians (usually 300 or
more) in local areas to assume responsibility for comprehensive and
on-going review of services covered under the medicare and medicaid
programs. The purpose of the amendment would be to assure proper
utilization of care and services provided in medicare and medicaid
utilizing a formal professional mechanism representing the broadest
possible cross-section of practicing physicians in an area. Appropriate
safeguards are included so as to adequately provide for protection

of the public interest and to prevent pro forma assumption m

carrying out the important review activities in the two highly expensive programs. The amendment provides discretion for recognition of and use by the PSRO of effective utilization review committees
in hospitals and medical organizations.
COVERAGE OF CERTAIN PRESCRIBED DRUGS UNDER MimIcARD

(Sec. 215 of the bill)
Problem
The costs of outpatient prescription drugs represent a major item
of medical expense for many older people, especially for those suffering from chronic and serious illness conditions. The costs of such drugs
are not presently covered under the medicare program.
Finance Committee Amendment

The committee amended part A of medicare to cover the

costs of certain specified drugs, purchased on an outpatient basis, which
are necessary in the treatment of the most common, crippling or lifethreatening chronic disease conditions of the aged. Beneficiaries would
pay $1 toward the cost of each prescribed drug included in the reasonable cost range for the drug involved.

The amendment would cover specific drugs used in the treatment
of the following conditions: arthritis, cancer, chronic cardiovascular
disease, chronic kidney disease, chronic respiratory disease, diabetes,
epilepsy, gout, glaucoma, high blood pressure, myasthenia gravis,
Parkinson's disease, rheumatism, thyroid disease and tuberculosis. The
amendment would limit reimbursement to certain drugs used in the
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treatment of these conditions. For example, people with chronic heart

disease often use digitalis drugs to strengthen their heartbeat, anticoagulant drugs to reduce the danger of blood clots and drugs to lower
their blood pressure. These types of drugs would be covered under the
amendment as they are necessary in the treatment of the heart condition and they are not types of drugs which would be used by people
without heart conditions.
Other drugs which might be used by those with chronic heart con-

ditions (such as sedatives, tranquilizers and vitamins) would not be
covered as they are drugs which are generally less expensive, less

critical in treatment, much more difficult to handle administratively, and many patients without chronic heart disease may also
utilize these types of medications.
The major provisions of the amendment are:
Eligibility.—Medicare beneficiaries with one or more of the following conditions:
Diabetes.
High blood pressure.
Chronic cardiovascular disease.
Chronic respiratory disease.
Chronic kidney disease.

Arthritis, gout and rheumatism.
Tuberculosis.
Glaucoma.
Thyroid disease.
Cancer.
Epilepsy.
Parkinsonism.

Myasthenia gravis.
Benefits.—Would include those drugs:
Necessary over a prolonged period of time for treatment of the
above conditions
Generally subject to use only by those with the above conditions.

This recommendation would exclude drugs not requiring a physician's prescription (except for insulin), drugs such as antibiotics
which are generally used only for a short period of time, and drugs
such as tranquilizers and sedatives which may be used by eligible
beneficiaries but also by many other persons.

A list of the covered drug categories and illustrative drug entities

follows:
THERAPEUTIC CATEGORY AND DRUG ENTITY

Adrenocorticoids
Anti-anginals
Anti-arrhythmics
Anti-coagulants
Anti-convulsants (excluding phenobarbital)
Anti-hypertensives
Anti-neoplastics
Anti-Parkinsonism agents
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Anti-rheumatics
Bronchodilators
Cardiotonics
Cholinesterose inhibitors
Diuretics
Gout suppressants
Hypoglycemics
Miotics
Thyroid hormones
Tuberculostatics
Reimbursement and Co8t Conitrols.—The amendment would utilize a
reasonable allowance reimbursement method, and would incorporate a
formulary approach. The formulary established could include only
drug entities in categories specified above. Participating pharmacies
would file either their customary professional fee or other dispensing
charges as of June 1, 1972, which would then be applied to the acquisi-

tion cost (generally, average wholesale price) up to a level (determined by the Secretary of HEW on the basis of the lower cost products of a given drug available and sold to pharmacies) of the drug
product. The professional fee, or other dispensing charges, for purposes of program payments and allowances, could not exceed the 75th
percentile of mark-ups or fees by comparable vendors in an area. Out-

patient drugs dispensed by a participating hospital or extended care
facility would be reimbursed on the regular part A medicare costs
basis. Increases in prevailing fees or dispensing charges could be
accepted by the Secretary of HEW in a fashion essentially parallel to
that applicable to physicians' fees.
Finaneinq.—Part A medicare payroll tax.
Cost.—$740 million with a $1 co-payment per prescription. There
would be an offsetting reduction in Federal-State medicaid costs of
some $100 million as a result of this medicare drug coverage.
INSPECTOR GENERAL FOR MEDICARE AND MmcAIo

(Sec. 216 of the bill)
Problem,

There is, at present, no independent reviewing mechanism charged

with specific responsibility for ongoing and continuing review of

medicare and medicaid in terms of the efficiency and effectiveness of
program operations and compliance with congressional intent. While
HEW's Audit Agency and the General Accounting Office have done

helpful work, there is a need for day-to-day monitoring conducted
at a level which can promptly call the attention of the Secretary and

the Congress to important problems and which has authority to

remedy some of those problems in timely, effective and responsible

fashion.
Finance Committee Amendment

Under the amendment, an Office of Inspector General for Health
Administration would be established within the Department of Health,
Education, and Welfare. The Inspector General would be appointed

by the President, would report to the Secretary, and would be responsible for reviewing and auditing the Social Security health pro-
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grams on a continuing and comprehensive basis to determine their
efficiency, economy, and consonance with the statute and congressionaJ
intent.

The Inspector General would be authorized to issue an order of
suspension of a formal regulation, practice, or procedure which he
found inconsistent with the law or legislative intent. Generally speakmg, such suspension would become effective not less than 30 days after
issuance unless specifically countermanded by the Secretary of HEW.
Upon issuance of an order of suspension the Inspector General would

be required to immediately advise the committees on Finance and
Ways and Means as to the findings and basis for the order. If the
Secretary countermands, he too would be required to immediately
advise the legislative committees as to the reasons for his action.
Thus, a serious issue involving a question concerning congressional
intent would 'be placed before the committees having jurisdiction in
orderly and delineated fashion.
MEDICAW COVERAGE OF MENTALLY ILL CHILDREN

(Sec. 229B of the bill)

Problem
Present law limits reimbursement under medicaid for care of the
mentally ill to those otherwise eligible individuals who are 65 years of
age or older.
Finance Committee Amendment
The committee bill would authorize coverage of inpatient care in
mental institutions for medicaid eligibles under age 21, provided that
the care consists of a program of active treatment, that it is provided
in an accredited medical institution, and that the State maintains its
own level of fiscal expenditures for care of the mentally ill under 21.

The ameidment also provided for demonstration projects of the

potential benefits of extending medicaid mental hospital coverage to
mentally ill persons between the ages of 21 and 65.
PUBLIC DISCLOSURE OF INFORMATION REGARDING DEFICIENdn

(Sec. 299D of the bill)

Problem
Physicians and the public are currently unaware as to which hospitals, extended care facilities, skilled nursing home and intermediate

care facilities have deficiencies and which facilities fully meet the
statutory and regulatory requirements. This operates to discourage
the direction of physician, patient, and public concern toward deficient
facilities, which might encourage them to upgrade the quality of care
they provide to proper levels.
Finance Committee Amendment
The committee added to the House bill a provision under which the

Secretary of Health, Education, and Welfare would be required to

make reports of an institution's significant deficiencies or the absence
thereof (such as deficiencies in the areas of staffing, fire safety, and
sanitation) a matter of public record readily and generally available
at social security district offices. Following completion of a survey of
a health care facility or organization, those portions of the survey re-

58

lating to statutory requirements as well as those additional significant
survey aspects required by regulation relating to the capacity of the
facility to provide proper care in a safe setting would be matters of

public record. In the case of medicare, such information would be
available for inspection within 90 days of completion of the survey
UOfl request in Social Security District Offices, and, in the case of
medicaid, the information would be available in local welfare offices.
EXTENDED CARE FACILITIES—SKILLED NURSING FACILrrIEs

(Secs. 246, 247, 248, 249 249A and 278 of the bill)
Pro blerm

Serious problems have arisen with respect to the skilled nursing
home benefit under medicaid and the extended care benefit under
medicare.

In the case of medicare, the definition of eligibility has been extremely difficult to apply objectively and, consequently, has led to
great dissatisfaction on the part of patients, providers and practitioners, resulting in many facilities' refusal to participate in medicare
and widespread retroactive denial of benefits.
Medicaid has its own set of problems with respect to skilled nursing
home care. These include, according to the General Accounting Office

and the HEW Audit Agency, widespread inappropriate placement
of patients in skilled nursing homes who more properly belong in
other institutional settings—such as intermediate care facilities—and
widespread noncompliance with required standards. It appears difficult to insist that a skilled nursing facility meet all necessary standards without, at the same time, assuring that reimbursement is equitable for necessary care in the proper setting. In general, that is not
the case today. The Comptroller GenRral and others have reported
on the often irrational payment mechanisms developed and utilized
by many States in reimbursing for nursing home care. On an aggregate basis, it appears that nursing homes are not underpaid. However,

because of the arbitrary payment structures in many States, in all
probability, many facilities are being overpaid for the care they pro-

vide while others are being underpaid.
Finanee Con?,mittee Amendments
a. Confo,ming Standard8 for Extended Care and Skilled Nursing
Home Facilities.—The committee bill would establish a single definition and set of standards for extended care facilities under medicare
and skilled nursing homes under medicaid. The provision creates a
single category of "skilled nursing facilities" which would be eligible

to participate in both health care programs. A "skilled nursing

facility" would be defined as an institution meeting the present definition of an extended care facility and which also satisfies certain

other medicaid requirements set forth in the Social Security Act.

These changes are intended to reduce duplicative activity and redtape.

b. "Skilled Care" Definition for Extended Care.—To make the
medicare extended-care benefit more equitable and suitable to the
post-hospital needs of older citizens, as well as to avoid the problem
of retroactive denials of coverage which have plagued medicare patients and facilities, the committee bill would change the definition of
care requirements with respect to entitlement for extended care benefits
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under medicare. Present law would be amended to authorize skilled
care benefits for individuals in need of "skilled nursing care and/or
skilled rehabilitation services on a daily basis in a skilled nursing
facility which it is practical to provide only on an inpatient basis."
Medicare coverage would also continue during short-term periods (e.g.

a day or two) when no skilled services were actually provided but
when discharge from a skilled facility for such brief period was neither
desirable nor practical.
c. 14-Day Tran8fer Requirement for Eatended Care Benefits.—

Under existing law, medicare beneficiaries are entitled to extended
care benefits only if they are transferred to an extended care facility
within 14 days following discharge from a hospital. The committee
modified this with respect to certain patients. An interval of more
than 14 days would be authorized for patients whose conditions did
not permit immediate provision of skilled services within the 14-day
limitation (e.g., patients with fractured hips whose fractures have not
mended to the point where physical therapy and restorative nursing
can be utilized). An extension not to exceed 2 weeks beyond the 14
days would also be authorized in those instances where an admission
to an ECF is prevented because of the non-availability of appro-

priate bed space in facilities ordinarily utilized 'by patients in a

geographic area.
d. Reimbur8ement Rates for Care in Skilled Nursing Facilitie8.—
The committee added a provision amending title 19 to require States,

by July 1, 1974, to reimburse skilled nursing and intermediate care
facilities on a reasonable cost-related basis, using acceptable costfinding techniques and methods approved and validated by the Secretary of HEW. Cost reimbursement methods which the Secretary found
to be acceptable for a State's medicaid program would be adapted, with

appropriate adjustments, for purposes of medicare skilled nursing
facility reimbursement in that State.
e. Skilled Nursing Facility Certification Procedures.—The committee also added a provision under which the Secretary of HEW
would decide whether a facility qualifies to participate, as a "skilled
nursing facility" in both the medicare and medicaid programs. The
Secretary would make that determination, based principally upon the
appropriate State health agency evaluation of the facilities. A State
could, for good cause, decline to accept as a participant in the medicaid program a facility certified by the Secretary but could not over-

rule the Secretary and recive Federal medicaid matching funds for
any institution not approved by the Secretary. The committee aiso
incorporated into the amendment proposals of the President regarding full Federal financing of skilled nursing facility and intermediate
care facility survey and inspection costs attributable to the medicare
and medicaid program and the training of additional Federal and
State nursing facility inspection personnel.

AUTHORITY FOR DEMONSTRATION PROJECTS CONOERNING THE MOST
SUITABLE Typr, OF CAR1 FOR BENEFICIARIES READY FOR DISCHARGE
FROM A HOsPITA! OR SKILLED FACILITY

(Sec. 222 of the bill)

Problem
It is not unusual for a previously hospitalized medicare beneficiary
to need services other than those covered under the program. A bene-
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ficiary who is discharged from a hospital may need further institutional care for a condition for which he was hospitalized, but the care
required is not skilled care.
Finance Committee Amendment
The committee bill authorizes the Secretary of HEW to experiment with methods for determining suitable levels of care for medicare patients who are ready for discharge from hospitals and skilled
nursing facilities and no longer require skilled care, including some
terminally ill patients but who are unable to maintain themselves at
home without some sort of additional assistance. The experiments and
demonstration projects could include (1) making medicare payment
for each day of care provided in an intermediate care facility, count
as one covered day of skilled nursing facility care, if the care was for
the condition for which the person was hospitalized, (2) covering the
services of homemakers, where institutional services are not needed.

Such experiments would be aimed at determining whether such coverage could effectively lower long-range costs by postponing or precluding the need for higher cost institutional care or by shortening the pe-

riod of such care, and ascertaining what eligibility rules may be appropriate and the resultant costs of application of various eligibility
requirements, if the project suggests that extension of such coverage
generally, would be desirable.
PHYSICIANS' ASSISTANTS

(Sec. 222 of the bill)
Problem
Over the past few years, a number of programs have been developed
to train physicians' assistants. These assistants are seen as a way to

extend the physician's productivity and to bring care to many who
would otherwise not receive it. HEW is currently supporting the
training of these physicians' assistants. There are some 200 experimental training programs for physician assistants and nurse practitioners. Each of these, however, is structured differently, reflecting the
lack of agreement among professionals on the experience and education that should be required of training program applicants, the content of the programs, or the responsibilities and supervision that are
appropriate for their graduates. These unresolved issues have
prompted the American Medical Association, the American Hospital
Association, the American Public Health Association, as well as the
Department (in its "Report on Licensure and Related Health

Personnel Crede.ntialing") and other organizations to ask for a
moratorium on State licensure of the new categories of health
personnel.

Some feel that it is inconsistent for HEW to support the training of
these personnel, while medicare does not, in some instances, recognize
all their services as reimbursable items.
Under present law, part B of medicare pays for physicians' services.
Within the scope of paying for physicians' services, the program pays
for services commonly rendered in a physician's office by para-medical
personnel. For example, if a nurse administers an injection in the office,

medicare will recognize a small charge by the physician for that
service.
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Medicare will not pay where a physician submits a charge for a
professional service, performed by a para-medical person, in cases
where the service is traditionally performed by a physician. For example, the program would not recognize a charge for a complete physical exam conducted by a nurse.
Additionally, medicare will not recogrnze a physician's charge for

a service performed by a para-medical person outside of the physi
cian's office. In other words, he would not be reimbursed for an injection administered by a para-medical employee in a nursing home.
Others argue that medicare do reimburse physicians for services
provided by these new physicians' assistants, so long as they are
ices commonly provided by para-professional personnel in a physician's office. They go on to argue that, until the training and licensure
of physicians' assistants becomes more uniform, it would be inappropriate for medicare to take the lead in encouraging doctors—by generous reimbursement to use physicians' assistants to work independently

or to expand their responsibilities.
Finance Conmittee Amendment
The committee authorized demonstration projects to determine the
most appropriate and equitable methods of compensating for the services of physicians' assistants (inc1udin nurse practitioners). The objectives are development of non-inflationary and less-costly alternatives which do not impede the continuing efforts to expand the supply
of qualified physicians' assistants.
Tm ROLE OF THE JOINT CoMMIsSIoN ON THE ACCREDITATION OF
HosPITArs IN MEDICARE

(Sec. 244 of the bill)
Problem,

Several problems have arisen with respect to the JCAH roie in

the medicare certification process. Present law specifies that an institution may be deemed to meet the certification requirements of medicare if it is accredited as a hospital by the Joint Commission on Accreditation of Hospitals.

In addition, under the definition of a hospital, the section states

that an institution must meet such requirements as the Secretary finds
necessary in the interests of health and safety, except that such other
requirements may not be higher than the comparable requirements
prescribed for the accreditation of hospitals by the Joint Commission
on the Accreditation of Hospitals. Another section of the law does
allow an individual State to set higher standards.

The JCAH survey process is not subject to Federal review,
and all JCAH survey reports are confidential, available only
to the commission and the facility concerned. Consequently,
the Federal agencies responsible to the Congress for the ad-

inmistration of medicare, are not in a position to audit the validity
of the overall JCAH survey process and are thus unable to determine the extent to which specific deficiencies may exist in the vast
majority of participating hospitals, since JCAH survey reports are
not available to the Social Security Administration. A further problem arises because, under present law, medicare is barred from setting
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any standards which are higher than comparable JCAH requirements. This has been interpreted by Social Security to also bar establishment of any standards in an area where JCAH has remained silent. Since the law does not refer to any specific JCAH standard, but
rather to any standards prescribed by the JCAH, the law serves as an
almost total and blanket delegation of authority over hospital standards to a private agency. Thus, if the Joint Commission chooses to

lower a standard, medicare is obliged to also accept that reduced
standard. Though the Federal Government is tied to JCAH standards,

a State may promulgate higher standards for facilities within the

State.
Finance Committee Amendnzent
The committee approved a provision under which the State certification agencies, as directed by the Secretary, would survey on a selective sample basis (or where substantial allegations of noncompliance

have been made) hospitals accredited by the Joint Commission on
Accreditation of Hospitals. This would serve as a mechanism to validate the JCAH survey process. If deficiencies from the JCAH standards were found to exist in an institution, the medicare standards and
compliance procedures would be applied in that facility. To implement
this authority, JCAH hospitals would, as a condition of participating

in medicare, agree, if included in a survey, to authorize the State

agency or the Secretary to secure copies of the JCAH survey report on
a confidential basis. The Joint Commission on Accreditation of Hospitals has indicated that it would cooperate fully with such validation
surveys and the Secretary would be expected to consult with and cooperate with JCAH in these activities.
Under the provision the Secretary would be authorized to promul-

gate standards as necessary for health and safety after consultation
with JCAH and with adequate lead-time without being bound to
JCAH standards.
MATERNAL AND CHILD HEALTH

Problenv

(Sec. 291 of the bill)

The intent of the 1967 Social Security Amendments with respect
to the Maternal and Child Health programs was to divide available
funds between formula grants to the States, and special project grants
for a few years, so that the Federal Government could fund innovative
special project grants which the States might not be able to support
out of their formula funds. The 1967 Amendments terminated special
project grants as of fiscal year 1973 and converted all the project money

to formula grants on the rationale that after a few years' time the
States would recognize the value of and continue to support worthwhile project grants as part of an overall State program. Two problems have occurred in the interim. First the special project grant has
been utilized primarily in urban ghetto areas, while the formula funds
are weighted in favor of rural States. Therefore, a shift of funds from
urban States with project grants to rural States without project grants

would occur if the project grants were terminated. Additionally,
many project grant directors feel that with the pressure on State fi-

nances, State health departments would be reluctant to use new formula funds to continue support for project grants however worthy
they might be.
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Recognizing the problem, Congress has approved an extension of
the project grant authority to June 30, 1973.
Finance Comm,ittee Amendment
The committee added to H.R. 1 a provision which extends for an

additional fiscal year (through June 30, 1974) the present special
project grant authorization contained in title V of the Social Security
Act to support maternal and child health programs. This approach
allows 2 years for completion of comprehensive evaluation of the effi-

cacy of the project grant approach in relation to formula grants as
well as to assess the effectiveness and success of the various grants,
The 2-year period also permits orderly budgeting by grantees.
CONDITIONS OF COVERAGE OF SPEECH PATHOLOGISTS AND CLINICAL

PSYCHOLOGISTS UNDER MuIcAiu

(Sees. 283 and 284 of the bill)

Problem
While speech pathology and clinical psychology services are at times
useful to aged persons with certain disorders, such services are relatively inaccessible to the aged due to the small percentage of speech
pathologists who are employed by providers eligible to participate in
the medicare program. Part of the problem is the fact that when such
services are not furnished by a medicare provider, they must be fur-

nished under direct physician supervision to be covered under

medicare.
Finance Committee Amendment
Coverage of the services of clinical psychologists and speech thera-

pists on an outpatient basis is presently available under medicare if
the services of such personnel are rendered in a physician-directed
clinic or hospital outpatient department. The committee included a
provision removing the requirement that such care necessarily be
rendered in a phy8idan-directed clinic or outpatient department.
However, the services would still have to be provided in an organized
setting, and under a plan of care and treatment established by a physician who would retain overall responsibility for the patient's care.
Additionally, with respect to psychological treatment, such costs
would be included in and limited by the overall $250 annual limitation on reimbursement for outpatient treatment of mental illnesses.
PROVIDE SECRETARY GREATER DISCRETION IN SELECTION OF
INTERMEDIARIES AND ASSIGNMENT OF PROVIDERS ro THEM

(Sec. 286 of the bill)
Problem
A group or association of providers of services—hospitals, extended
care facilities, and home health agencies—have the option of nomi-

nating an organization (including the Federal Government) to act
as the "fiscal intermediary" between the providers and the Govern-

ment. (No such nomination is available with respect to carriers in part
B of medicare.)

The Secretary is authorized to enter into an agreement with an
organization or agency only if he finds that to do so would be con-
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sistent with effective and efficient administration of the program. The

Secretary may terminate an agreement with an intermediary if he
finds that it has failed to carry out the agreement or that continuation
of the agreement is inconsistent with efficient administration of the

program.
It would be helpful to strengthen administrative prerogatives in the
assignment of new providers to intermediaries and the reassignment
of existing providers. The Secretary should have the primary authority to determine to which intermediary providers may be reassigned
when they wish to change intermediaries or where continued avail-

ability of a particular intermediary in a given locale is inefficient,
ineffective, or otherwise not in the best program interest. That is, the
Secretary should consider the wish of the provider, but be able to take a
different course of action in the interest of effective program operation.
Finance Com'niittee Amendment
The Finance Committee amended section 1816 so as to authorize the
Secretary to assign and reassign providers to available intermediaries.
He would take into account any preferences expressed by the providers, but would not be bound by their choice. The primary consideration
for his assignment action would be the. effective and efficient administration of the medicare program.
DIsCLosmu OF INFORMATION CONCERNING MEDICARE AGENTS AND
PROVIDERS

Problem

(Sec. 249C of the bill)

As part of its responsibility for administration of the medicare
program, the Social Security Administration regularly prepares formal evaluations of the performance of contractors—carriers and intermediaries—and State agencies, which assist SSA in program administration. In addition, SSA also prepares program validation review
reports, which are intended to be used as management devices for
informing intermediaries of findings and recommendations concerning
selected providers of services and some of the aspects of their own

medicare operations.

These evaluations and reports are of significant help in reviewing
either the overall administrative performance of an individual contractor or a particular aspect of its operation. Additionally, the summary evaluations comparing the performance of one contractor with
that of another are very useful. However, these evaluations and reports are not available to the public in general.
The Finance Committee recognized the dichotomy which exists in
this situation. On the one hand is the need for public awareness of the
deficiencies of contractor performance with the accompanying pres-

sures for improvement in administration that only such awareness
can bring. On the other hand, there is the need to avoid premature
public disclosure of this type of information and to provide contractors with sufficient opportunity to respond to the information in the
reports before their publication to avoid release of erroneous findings,
without rebuttal, which may prove damaging to their reputations.
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Finance Com,mittee Am,endment
To meet this problem, the Committee amendment provides that the

SSA regularly make public the following types of evaluations and
reports: (1) individual contractor performance reviews and other formal evaluations of the performance of carriers, intermediaries, and
State agencies, including the reports of follow-up reviews; (2) comparative evaluations of the performance of contractors—including
comparisons of either overall performance or of any particular contractor operation; (3) program validation survey reports—with the
names of individuals deleted.

The proposal would require public disclosure of future reports.
Such reports would include only those which are official in nature and
not include internal working documents such as informal memoranda,
etc. Under the proposal, public disclosure of evaluations and reports
would not be made until the contractor, State agency, or facility was
given suitable opportunity for comments as to the accuracy of the findings and conclusions of the evaluation or report with such comments
being made part of the report where the portions originally objected
to have not been modified in line with the comment.

Disclosure of such evaluations and reports should not lessen the
effort of SSA in its present information-gathering activities nor is the
provision in any way to be interpreted as otherwise limiting disclosure
of information required under the Freedom of Information Act.
PROTE0TING AGED, BLIND, AND DISABLED WELFARE RECIPIENTS FROM
Loss OF MEDICAID ELIGIBILII'Y

(Sec. 249D of the bill)
The Committee approved an amendment to assure that aged, blind,
and disabled welfare recipients who are currently eliible for Medicaid
will not lose their eligibility for Medicaid benefits solely because of the
recent 20-percent social security benefit increase. The amendment will
assure that about 180,000 aged, blind, and disabled welfare recipients
will not lose this valuable protection.
PROHIBITION AGAINST INSTITUTIONAL MEDICAL CARE PAYMENTS UNDER
CASH WELFARE PROGRAMS

(Sec. 249E of the bill)
Under present law, States can purchase medical care for welfare

recipients either through medicaid vendor payments to providers or by
including the cost of the medical services in calculating the cash welfare payment to the recipient.

The committee w-as concerned that as the I)epartment of Health,
Education and Welfare steps up its enforcement of standards which
medicaid institutions must meet, situations might occur in which sub-

standard skilled nursing facilities and intermediate care facilities
would avoid meeting medicaid standards of fire safety, sanitation, and
quality of care by withdraw-ing from the medicaid program and instead continuing support of patients in the homes through adding the
cost of their care to the patients' monthly welfare payments.
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To prevent possible utilization of substandard facilities through the
cash payment mechanism, the committee approved an amendment
which would preclude Federal matching for that portion of any money

payment which is related to institutional medical or remedial care
which could be included under the medicaid program.
LI3nTArIoN ON LIABILITY OF BENEFICIARY WHERE MEDICARE CtIMs
Aiu DISALLOWED

(Sec. 213 of the bill)
Problem
Under present law, whenever a medicare claim is disallowed, the
ultimate liability for the services rendered falls upon the beneficiary.

This is true even when the program has paid the claim and subsequently it is determined that the claim should be reopened and disallowed. The result is that in many cases 'a beneficiary is liable for
payment even though he acted in good faith 'and did not know that
the services he received were not covered, and even though the hospital, physician or other provider of services was at fault.
Finance Convinitee Amendment
Under the committee bill, a beneficiary could be "held harmless" in

certain situations where claims were disallowed but the beneficiary
was without fault. In such situations the liability would shift either to
the Government or to the provider—depending upon whether, for
example, the provider utilized due care (i.e., acted reasonably) in
applying medicare policy in his dealings with the beneficiary and the
Government. In the future, Professional Standards Review Organizations would be expected to give priority to determinations, either advance or concurrent, designed to minimize the problem of retroactive
denials.
Where the beneficiary was aware, or should have been aware, of the
fact that the services were not covered, liability would remain with the

beneficiary and the provider could either exercise 'hi's rights under
State law to collect for the services furnished or 'appeal the determination through the medicare appeals process.

Where neither the beneficiary nor the provider knew that noncovered services were involved, the Government would assume liability

for payment as though a covered service had been furnished. (This
situation would arise in many cases disallowed because the services
were not medically necessary or did not meet the level of care require-

ments.) However, when medicare made such a payment, it would

make certain that the provider is put on notice that the type of service

rendered was not covered with the result that in subsequent cases
involving similar situations and further stays or treatments in the
given case, he could not contend that he exercised due care. Thus, the
Government's liability would be somewhat limited.
Where the provider did not exercise due care (that is, he knew or
reasonably could be expected to know that such care was not covered),

liability would shift to the provider, assuming that there was good
faith on the beneficiary's part. The provider would be told that he
could 'appeal the intermediary's decision, both as to coverage of the
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services and due care. If, on the other hand, he exercised his rights
under State law and received reimbursement from the beneficiary, the
medicare program would indemnify the beneficiary (subject to deductibles and coinsurance) and would be required to seek to recover
amounts so paid from the provider.
FAMILY PLANNING

(Sec. 299E of the bill)
Problem

Though Federal law and policy permit and encourage States to
extend services to low income families likely to become welfare recip-

ients as well as families already on welfare, most States have not

taken advantage of this opportumty.
The progress which has been made under the 1967. Amendments has
not met the committee's expectations. The annual report by the Depart-

ment of Health, Education, and Welfare covering family planning
services includes information which makes clear that the mandate of
the Congress that all appropriate AFDC recipients be provided family
planning services has not been fulfilled.

Finance Committee Amendment
The committee amended the House bill to authorize 100 percent
Federal funding for the costs of family planning services. The Committee amendment would also require States to make available on a
voluntary and confidential basis such counseling, services, and supplies, directly and/or on a contract basis with family planning organizations throughout the State, to present, former or likely recipients
who are of child-bearing age desiring such services. The amendment
would also reduce the Federal share of AFDC funds by 2 percent,

beginning in fiscal year 1974, if a State in the prior year fails to
inform the adults in AFDC families and on workfare of the avail-

ability of family planning services and/or if the State fails to actually
provide or arrange for such services for persons desiring to receive
them.

PENALTY FOR FAILURE To PRovIDE REQUIRED HEALTH CARE SCREENING

(Sec. 299F of the bill)
Problem
Many States have failed to implement the statutory requirement—
or have implemented it only partially—because of their contention
that the screening of all children under age 21 is not possible given
available financial and health care resources. Under HEW regulations
States must now provide health care screening to children under age 6,
and States will be required to provide screening services to all eligible
children between the ages of 7 and 21 by no later than July 1, 1973.
Finance Committee Amendment
The amendment also includes a provision that would reduce the

Federal share of AFDC matching funds by 2 percent, beginning in fiscal year 1975, if a State, (a) fails to inform the adults
in AFDC families and on workf are of the availability of child
health screening services; (b) fails to actually provide or arrange
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for such services; or (c) fails to arrange for or refer to appropriate
corrective treatment children disclosed by such screening as suffering
illness or impairment.
COVERAGE OF OUTPATIENT REHABILITATION SERVICES UNDER M1oIcAER

(Sec. 285 of the bill)
Problem
Medicare beneficiaries who are not inpatients of hospitals or ex-

tended care facilities, or homebound and entitled to home health
services, have limited access to certain restorative and rehabilitative
services. While part B of medicare presently covers outpatient physical
therapy services, furnished by providers of services including clinics,
rehabilitation agencies, and public health agencies, similar coverage
is not provided for other rehabilitation services which are useful to
older people.
Finance Comniittee Amendment
The Committee included a provision establishing a new benefit category which would permit reimbursement under part B for outpatient
rehabilitation furnished in organized settings. The requirements that
organizations must meet in order to provide the new outpatient re-

habilitation benefit would be similar to the types of standards now
imposed on providers of outpatient physical therapy services. These
requirements are intended to assure that only health care of proper
quality will be paid for.
The new benefit would cover physical therapy, speech pathology,

occupational therapy, and medical social services provided on an
outpatient basis by qualified outpatient rehabilitation facilities. A
physician would have to certify that the services are required by an
individual who needs physical therapy or speech pathology services,
and the services must be furnished in accordance with a plan established and periodically reviewed by a physician. The plan would have
to prescribe the specific types of rehabilitation services to be provided
and the amount and duration of such services.
MEDICARE COVERAGE FOR SPOUSES AND SOCIAL SECURITY BENEFICIARIES

UNDER AGE 65

(Sec. 214 of the bill)
Present Law
Under present law, persons aged 65 and over who are insured or are
deemed to be insured for cash benefits under the social security or
railroad retirement programs are entitled to hospital insurance (part
A). Essentially all persons aged 65 and over are eligible to enroll for

medical insurance (part B) without regard to insured status. The

House bill includes a provision that would permit persons aged 65 and
over who are not insured or deemed insured for cash benefits to enroll
in part A, at a premium rate equal to the full cost of their hospital insurance protection ($33 a month through June 1974).
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Problem
Many additional social security cash beneficiaries find it difficult to

obtain adequate private health insurance at a rate which they can
afford. This is particularly true if they are of an advanced age, say,
ae 60—64. Frequently, these older beneficiaries—retired workers,
widows, mothers, dependents, parents for example—have been dependent upon their own group coverage or that of a related worker
who is now deceased for health insurance protection. It is a difficult task

for such older persons to find comparable protection when they no
longer are connected to the labor force.
Finance Committee Amendment
The provision makes medicare protection available at cost to spouses
aged 60—64 of medicare beneficiaries and to other persons aged 60—64
(such as a beneficiary who elects early retirement at age 62) entitled to

benefits under the Social Security or Railroad Retirement Acts.
ALCOHOLISM AND ADDICTION

(Sec. 299G of the bill)
Problem
Under the House bill, alcoholics and addicts would be defined as disabled (applying the general social security definition of disability) for
purposes of welfare eligibility. However, alcoholics and addicts would

not receive cash assistance if treatment were available which they
refused.

The committee was concerned that this provision might result, in

many cases, in alcoholics and addicts receiving cash payments without
being involved—or only nominally involved—in treatment programs.
Finance Comimittee Amendment
The committee approved an amendment establishing a program designed to encourage appropriate care and treatment of alcoholics and
addicts. Below is a brief outline of the program:
Persons medically determined (as described below) to be alcoholics

and addicts would not be eligible for benefits as disabled under the
Supplemental Security Income program.
Alcoholics and addicts who meet the income and resources test for
benefits under the new supplemental security income program established by the bill and who meet a definition of disability parallel to the
social security definition—that is who are unable to engage in any substantial gainful activity by reason of a medically determinable addictive dependence on alcohol or drugs which has lasted or can be expected
to last for a period of 12 months—would be eligible to receive help in
an alcoholism or addiction treatment program which would be established under title XV if the State wishes to institute such a program.
Once enrolled in the treatment program, the alcoholic or addict would

be referred to a local treatment organization or agency certified by
the appropriate State agency designated under the Comprehensive
Alcohol Abuse and Treatment Act of 1970 or the Drug Abuse and
Treatment Act of 1972.
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In a State which provides payments under categories other tha
on the basis of disability to persons medically determined to b
alcoholics or addicts (for example, an alcoholic mother or an addicte
child on AFDC) the person must be referred for care and treatmen
to the appropriate agency. Refusal of care and treatment by an addic

or alcoholic would result in termination of payments for that in
dividual.

To be eligible for reimbursement under title XV, the individua

treatment program must be carried out under a professionally developed plan of rehabilitation designed to terminate dysfunctional dependency on alcohol or drugs and which must be renewed at threemonth intervals. Additionally, the plan must include to the maximum
extent feasible a program of work experience.

In those cases where proper treatment or rehabilitation would be
thwarted by the lack of maintenance funds for the enrolled alcoholic
or addict, protective payments could be made with title XV funds.
Maintenance payments may not exceed comparable payments under
titles IV and XVI.
Matching funds under title XV would be at the rates otherwise provided for the types of payments made. For example, medical care and
treatment would be matched at medicaid rates and maintenance payments would be matched at the rates applicable to the category under
which the person would otherwise be aided.

C. Financing of Social Security Trust Funds
Consistent with the policy of maintaining the social security program on a financially sound basis, which has been followed in the past,
the committee bill would make provision for meeting the cost of the

expanded program under the bill. To meet the cost of the improvements in the cash benefit programs and the extension of medicare
coverage to disabled beneficiaries and to include drug coverage, the
schedule of tax rates would be revised as shown in table 1 below. Under
both present law and the committee bill, the limitation on wages taxable under social security would be increased from $9,000 in 1972 to
$10,800 in 1973, to $12,000 in 1974, and starting in 1975 the limit would
rise as average wages increase.
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TABLE 1.—SOCIAL SECURITY TAX RATES FOR EMPLOYERS,

EMPLOYEES, AND SELF-EMPLOYED PERSONS UNDER PRESENT LAW AND COMMITTEE BILL
[In percent]
Employe r and employee,
each
OASDI

Present law:
1972
1973
1974 to 1977

1978 to 1985
1986 to 1992
1993 to 2010
2011 and after

HI

4.6
4.6
4.6

0.6

4.5
4.5
4.5
5.35

1.0

.9
.9
1.1
1.2

1.2

Total

Self-employed
OASDI

HI

Total

5.2
5.5
5.5

6.9
6.9
6.9

0.6

7.5
7.8
7.8

5.5
5.6
5.7
6.55

6.7
6.7
6.7
7.0

1.0
1.1
1.2
1.2

7.7
7.8
7.9
8.2

5.2

.9
.9

Committee bill:
1972

1973 to 1977
1978 to 1980
1981 to 1992
1993 to 2010
2011 and after

46

.6

4.9
4.95

1.1
1.3

6.0
6.25

6.9
7.0
7.0

.6
1.1
1.3

7.5
8.1
8.3

4.95
4.95
6.05

1.5
1.6
1.6

6.45
6.55
7.65

7.0
7.0
7.0

1.5
1.6
1.6

8.5
8.6
8.6

TABLE 2.—SOCIAL SECURITY PROGRAMS: FIRST FULL-YEAR COST OF SENATE FINANCE COMMITTEE
PROVISIONS OF H.R. 1
[Amounts in millions; numbers of persons in thousands]

Provision

Total

Social security cash benefit programs:
Increased benefits for widows and widowers up to 100 percent of
PIA at age 65 (limited to OAIB)
Retirement test changes :
$2,400 exempt amount; $1 for $2 above $2,400
Earnings in year of attainment of age 72

Special minimum PIA upto$200
Credit for past and future delayed retirement
Dependent sisters and disabled dependent brothers
Noncontributory credits for military service after 1956
Eliminate support requirement for divorced wives and surviving
divorced wives
Student child benefits payable after age 22 to end of semester4..
Age 62 computation point for men
Reduce disability waiting period to 4 months4
Liberalized disability provisions for blind workers

Additional
benefit
payments
in calendar
year 1974

Present-law
beneficiaries

immediately
affected 1

$6,371

(3)

1,109

3,800

1,078

1,190
20

14

152
198
79
46

23
19
14

274
246

700
5,000

Newly

eligible

persons

(3)

550

50

130

55

950

10
6

8
250

Liberalized workmen's compensation offset (80 percent of high
1 year)

Children disabled at ages 18 to 21
Increased allowance for vocational rehabilitation expenditures

..

3,320

Subtotal, cash benefit programs

Hospital insurance program:
Coverage of the disabled
Coverage of specific prescription drugs
Liberalize extended care benefits
Waiver of beneficiary liability for disallowed claims
Decrease coinsurance on lifetime reserve days

13

17

1,412
740
110
85
79

(3)

889

21,071
20,592
20,592
20,592

1,696
1,696
1,696
1,696
1,696

20,684
20,512
20,512

1,696
1,696
1,696

Subtotal, hospital insurance

Supplementary medical insurance program:
Coverage of the disabled
Coverage of chiropractors services
Consolidation of outpatient rehabilitation care
Coverage of clinical psychologist services
Coverage of speech pathologist services

113
16
7

625

Subtotal, supplementary medical insurance
I Except where noted, represents beneficiaries under present law
whose benefit for the effective month would be increased.
2 Except where noted, represents persons who cannot receive a

benefit under present law for the effective month, but who would

receive a benefit for such month under the provision.
Figures not additive because a person may be affected by more
than one provision.
Number of present-law beneficiaries immediately affected represents persons who will receive additional benefits for months in

(3)

the first full year as a result of the provision. Number of newly eligible

persons represents persons who will receive no benefits under
present law for months in the first full year, but who would receive
some benefits under the provision.
5
allowance for fiscal year 1973 would be increased from 1 percent to 13 percent of fiscal year 1972 benefit payments to disabled

beneficiaries; the allowance for fiscal year 1974 and thereafter

would be increased to 1 percent of the previous fiscal year's benefit
payments.

D. Supplemental Security Income for the Aged, Blind,
and Disabled
PRESENT LAW

Three categories of adults are eliib1e for federally supported assistance: persons 65 and over, the blind (without regard to age), and
permanently and totally disabled persons 18 years of age and older.
Each State establishes a minimum standard of living (needs standard) upon which assistance payments are based; any aged, blind or
disabled person whose income is below the State needs standard will
be eligible for some assistance, although the State need not pay the full
difference between the individual's income and the needs standard.
Generally speaking all income and resources of an aged, blind or
disabled person must ie considered in determining the amount of the
assistance payment (though a portion of earnings may be disregarded
as a work incentive). States also place limitations on the real and personal property an aged, blind or disabled individual may retain without being disqualified for assistance.

Monthly State payments to an aged, blind or disabled individual
with no other income range between $75 and $250 and for an aged
couple between $121 and $350.
COMMIrrEE BILL

The committee bill would replace the present State programs of aid
to the aged, blind, and disabled with a new wholly Federal program of
supplemental security income.
NATIONAL SUPPLEMENTAL SECURITY INCOME; DIsRioARn OF SOCIAL
SECURFrY OR OTHER INCOME

Under the committee bill, aged, blind, and disabled persons with no
other income would be guaranteed a monthly income of at least $130
for an individual or $195 for a couple. In addition the committee bill

would provide that the first $50 of social security or other income
would not cause any reduction in supplemental security income
payments.
As a result, aged, blind, and disabled persons who also have month-

ly income from social security or other sources (which are not needrelated) of at least $50 would, under the committee bill, be assured total
monthly income of at least $180 for an individual or $245 for a couple.
At present, only twelve States have old age assistance programs
which will guarantee a monthly income of at least $180 for an individual receiving social security benefits (Alaska, California, Connecticut, Idaho, Illinois, Kansas, Massachusetts, Michigan, Nebraska, Ne'c
York, South Dakota, and Washington). These States would, of course,
be free to add to the Federal supplemental security income payments.
(75)
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EARNED INCOME DIsiuoAiw

In ad4ition to providing for a monthly disregard of $50 of social
security or other income, the committee approved an additional dis-

regard of $85 of earned income plus one-half of any earnings above $85.
This will enable those aged, blind, and disabled individuals who are
able to do some work to do so and in the process a higher income in
addition to supplemental security income.
OTHER INCOME DIsmoAiu)s

Under the supplementary security income program also, any rthate
of State or local taxes (such as real property or food taxes) received
by an aged, blind or disabled person would not be counted as income.
DEFINITIONS OF BLINDNESS AND DISABILITY

Under present law each State is free to prescribe its own definition
of blindness and disability for purposes of eligibility for aid to the

blind and aid to the permanently and totally disabled.
Under the new supplemental security income prorram, there would
be a uniform Federal definition of "disability" and "bhndness."

The term "disability" would be defined as "inability to engage

in any substantial gainful activity by reason of any medically

determinable physical or mental impairment which can be expected
to result in death or has lasted or can be expected to last for a continuous period of not less than .12 months." Under the disability insurance program, this definition is now found in section 223(d) (1) of the
Social Security Act. The provisions of the disability insurance program further specify that this definition is met only if the disability
s so severe that an individual "is not only unable to do his previous
work but cannot, considering his age, education, and work experience,
engage in any other kind of substantial gainful work which exists in
the national economy, regardless of whether such work exists in the
immediate area in which he lives, or whether a specific job vacancy
exists for him, or whether he would be hired if he applied for work."
(Sec. 223(d) (2) (A).)
The term "blindness" would be defined as central visual acuity of
20/200 or less in the better eye with the use of correcting lens. (Sec.
216(i) (1) (B).) Also included in this definition is the particular sight
limitation which is referred to as "tunnel vision."
STATE SUPPLEMENTATION

States wishing to pay an aged, blind or disabled person amounts
in addition to the Federal supplemental security income payment
would be free to do so. The Committee bill would permit States to
enter into agreements for Federal administration of State supplemental benefits. Under these agreements, supplemental payments
would have to be made to all persons eligible for Federal supplemental security income payments under the Committee bill except
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that a State could require a period of residence in the State as a condition of eligibility.
OTHER FEDERAL EraGuiIJrrY STANDARDS

Eligibility for supplemental security income would be open to an
aged, blind or disabled individual if his resources were less than
$2,500. In determining the amount of his resources, the value of the
home, household goods, personal effects, including an automobile, and
property needed for self support would, if found to be reasonable, be
excluded. Also, life insurancepolicies would not be counted if the face
value of all policies was less than $1,500.
MEDICAID COVERAGE

Under present law, the States are required to cover all cash assistance

recipients under the medicaid program. The committee bill, like
the House version, would exempt from this requirement newly eligible
recipients who qualify because of the previously agreed provision of
a $130 minimum benefit with a disregard of $50 of social security and
other income.
SoCIAL SERVICES

Under the committee bill, States would be authorized to continue
programs providing social services to aged, blind, and disabled persons. These services are currently provided under the welfare programs for the aged, blind, and disabled which would be replaced by
the new Federal supplemental security income program. There would
be 75 percent Federal matching for the services provided, subject tO
overall limitations described in the section of the report dealing with
aid to families with dependent children.
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TABLE 3.—OLD-AGE ASSISTANCE: INCOME ELIGIBILITY LEVEL
FOR PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC
NEEDS, BY STATE, JULY 1972
Aged individual
Income

eligibility
level for
payments

Aged couple

needs

level for
payments

Largest
amount
paid for
basic
needs

Largest
amount
paid for
basic

Income

eligibility

$158

$115

$266

$230

Alaska

250

250

350

350

Arizona

118
149
183

118
105
183

164

164

210
330

210
330

Alabama
Arkansas
California

Colorado
Connecticut
Delaware
Districtof Columbia

145

145

238

238

290
286

290
286

140
113

140
113
121

197
158
160

197
158
160

96

159
205
219
214
247

205
219
214

Florida

121

Georgia

Indiana

102
132
182
173
185

Iowa
Kansas
Kentucky

117

117

203
96

203
96
100

Hawaii
Idaho

Illinois

Louisiana

Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi

Missouri

Montana
Nebraska
Nevada
New Hampshire

New Jersey
New Mexico
New York
North

Carolina

147
123

132
182
173

80

115

178
247
160
235
214

159

160
178

247
160
188

214

96

96

131

131

189
184
158
150

189
184
158
75

280
237
230
218

280
237
230

85

247

111
182

175

170
175

235
271
228

235
271
228

222

222

181
111
182
170
173

162
116
184
115

170
173
162
116
184
115

150

155

155

234

234

153

153
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TABLE 3.—OLD-AGE ASSISTANCE: INCOME ELIGIBILITY LEVEL
FOR PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC
NEEDS, BY STATE, JULY 1972—Continued
Aged individual
Income

eligibility
level for
payments

North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania

Largest
amount
paid for
basic
needs

$125

$125

126
130
122
138

126
130
122
138

163
87
180
102
119

163
87
180
97
119

Vermont
Virginia
Washington
West Virginia

112
177
152
149
123

112
177
152
149
123

Wisconsin
Wyoming

175
139

175
104

Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Aged couple
Income

eligibility
level for
payments

$190
212
212

Largest
amount
paid for
basic
needs

$190
212
212

177

177

208

208

211
121
220
194
192

211

150

156

150
233
199
214
156

241
195

241
178

233
199

214

121

220
142
192
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TABLE 4.—AID TO THE BLIND AND AID TO THE PERMANENTLY
AND TOTALLY DISABLED: INCOME ELIGIBILITY LEVEL FOR
PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC NEEDS,
BY STATE, JULY 1972
Blind individual
Income

eligibility
level for
payments

Alabama
Alaska
Arizona

$125
250
118

Largest
amount
paid for
basic
needs

$125

Disabled individual
Income

eligibility
level for
payments

Largest
amount
paid for
basic
needs

250

$71
250

$71
250

Arkansas

149

118
105

118
149

118
105

California

198

198

177

177

Colorado
Connecticut
Delaware

105

105

123

123

238

238

238

238

189
113
121

150
113
121

117
113
121

117
113
121

102
132
182
173

96
132
182
173

100
132
182
173

185

125

185

144
203
96

Louisiana

144
203
96
106

Maine

123

101
115

Maryland
Massachusetts
Michigan
Minnesota
Mississippi

96
180
184
158
150

180
184
158
75

Missouri

255

Montana
Nebraska
Nevada
New Hampshire

123
182
155
173

New Jersey

162
116
184
120
125

Districtof Columbia
Florida
Georgia
Hawaii
Idaho

Illinois

Indiana
Iowa

Kansas
Kentucky

New Mexico
New York
North Carolina
North Dakota

96
132
182
173
80

117

117

203
96
99

203
96
66

123

115

96
178
184
158
150

96
178
184
158
75

100
123
182
155
173

170
111
182

111
182

(1)

(1)

173

173

162
116
184
120
125

162
116
184
115
125

162
116
184
115
125

96
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TABLE 4.—AID TO THE BLIND AND AID TO THE PERMANENTLY
AND TOTALLY DISABLED: INCOME ELIGIBILITY LEVEL FOR
PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC NEEDS,
BY STATE, JULY 1972—Continued
.

Blind individual

Disabled individual

Income

eligibility

Largest
amount
paid for

eligibility

level for
payments

basic
needs

level for
payments

$126

$126

$116

$116

130
163
150
163

130
163
150
163

130
122
138
163

130
122
138
163

103
180
102
110
122

95
180
97
110
122

87
180
102
110
112

180
97
105
122

Wisconsin

177
153
149
123
175

177
153
149
123
175

177
152
149
123
175

177
152
149
123
175

Wyoming

139

104

127

104

Ohio

Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina

South Dakota

Tennessee
Texas
Utah

Vermont
Virginia

Washington
West Virginia

'No program.

Income

Largest
amount
paid for
basic
needs
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E. Guaranteed Job Opportunity for Families
The whole Nation has become increasingly concerned at the rapid
growth of the welfare rolls in recent years, and with good reason.
By far the major factor in this growth has been the increase in the
number of persons receiving Aid to Families with Dependent Children. From 5.3 million recipients at the end of 1967, the number of

AFDC recipients doubled during the next four years. The soaring
costs of this program have forced States to shift funds into welfare
that would otherwise go for education, health, housing and other
pressing social needs. There is universal agreement that something
must be done, but there remains much confusion about the nature of
the problem that must be solved. The committee feels that a more
expensive and expansive welfare program is not the answer.
The soaring welfare rolls reflect three developments.
First, they show that there are a large number of children in this

country who are needy and whose parents in most cases are not
working.
Second, they show an alarming increase in dependency on the tax-

payer. The proportion of children in this country who are receiving
AFDC has climbed sharply, from three percent in the mid-fifties to
nine percent today. This means that an increasing number of families
are becoming dependent on welfare and staying dependent on welfare.

Third, the growth in the AFDC rolls reflects increasing family
breakup and increasing failure to form families in the first place.
Births out of wedlock, particularly to teenage mothers, have increased
sharply in the past decade. Two striking statistics highlight the problem: the number of families headed by women increased by 15 percent
between 1970 and 1971, while the number of families with both father
and mother present declined in absolute numbers during the same oneyear period. Today, almost 8 million women and children receive welfare because of the "absence of the father from the home"—principally
due to family breakup or failure of the father to marry the mother of
his child.
Many persons who strongly advocate increasing welfare benefits
have simply glossed over the problems of family breakup and the in-

crease of births. out of wedlock. Even more importantly, they have
avoided discussing the problem of increasing dependency.
In an article that appeared in the New For/c Magaziiie in October,
1971, Nathan Glazer raises the fundamental question of what increasing dependency on welfare has done for recipients in New York City:
Has it reduced starvation and given them more food? Has it
improved their housing? Has it improved their environment? Has
it improved their clothing? Has it heightened their self-respect
and sense of power? Has it better and more effectively incorporated them into the economic and political life of the city? . .
Blanche Bernstein, director of research at the New School's Center for New York City Affairs, has estimated that 50 percent of
(83)
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the increase in welfare recipients in New York City during the
1960's was due to desertion and 25 percent was due to illegitimate
births. She reports that in 1961 there were 12,000 deserted families
on welfare in New York City. By 1968 there were 80,000. What

happened in New York City was not an explosion in wel-

fare alone. The city witnessed an explosion in desertion and in

illegitimacy.
Welfare, along with those who pressed its expansion, deprived
the poor of New York of what was for them—as for the poor who
preceded them—the best and indeed only way to the improvement
of their condition, the way that involved commitment to work and

the strengthening of family ties. In place of this, the advocates
of revolution through welfare explosion propagated a false and
demeaning sense of the "rights" of the poor, one which had disastrous consequences

Relief is necessary to the poor. In any civilized society it must
be given generously, and if needed, extensively. But it should be

the aim of every society to find and encourage other means to
the maintenance of a decent standard of living than the distribution of charity. For whatever the position of modern advocates of welfare rights, welfare can never, if given regularly on
an extensive scale, be other than alms, and whatever alms did for

the souls of those who gave them, they could not be good for
the souls of those who received them. Every society—capitalist,
socialist, or "welfare state"—tries to find ways to replace money
relief and to make it unnecessary. To advocate its expansion as
a means of dealing with distress is one thing; to advocate its expansion as a means of breaking the commitment to work with its
attendant effects on self-respect and on family life is irresponsible.

The fundamental problem is raised somewhat differently in an
article entitled "Welfare: the Best of Intentions, the Worst of Re-

suits" that appeared in the August, 1971, issue of Atlantic Magazine.
The author, Irving Kristol, begins by quoting from the 19th century
social commentator Alexis de Tocqueville:
There are two incentives to work: the need to live and the desire
to improve the conditions of life. Experience has proven that the
majority of men can be sufficiently motivated to work only by the
first of these incentives. The second is only effective with a small
minority. . . A law which gives all the poor a right to public aid,
whatever the origin of their poverty, weakens or destroys the first
stimulant and leaves only the second intact.
At this point, we are bound to draw up short and take our leave
of Tocqueville. Such gloomy conclusions, derived from a less than
benign view of human nature, do not recommend themselves either
to the twentieth-century political imagination or to the American
political temperament. We do not like to think that our instincts
of social compassion might have dismal consequences—not accidentally but inexorably. We simply cannot believe that the universe is so constituted. We much prefer, if a choice has to be made,
.

to have a good opinion of mankind and a poor opinion of our
socio-economic system.
Somehow, the fact that more poor people are on welfare, receiv-

ing more generous payments, does not seem to have made this
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country a nicer place to live—not even for the poor on welfare,
whose condition seems not noticeably better than when they were
poor and off welfare. Something appears to have gone wrong: a
liberal and compassionate social policy has bred all sorts of unanticipated and perverse consequences.
To raise such questions is to point to the fundamental problems
of our welfare system, a vicious circle in which the best of intentions merge into the worst of results.
As Congress examines fundamental questions concerning the effect

of dependency on welfare, it must also take note of developments in
American society, such as the changing role of women in America and
the increasing public demand for action to improve the quality of life
in this country.
When the AFDC program was first established under the Social Security Act of 1935, American society generally viewed a mother's role
as requiring her to stay at home to take care of her children; she would
be considered derelict in her duties if she failed to do so. But values
have changed, and today, one-third of all mothers with children under
age six are members of the labor force, and more than hal/ of the mothers with school-age children only are members of the labor force.
Furthermore, in families where the father is not present, two-thirds
of the mothers with children over age six are in the labor force. This
number has been growing steadily in the past 20 years, and it may be
expected to continue to grow.
At the same time, it is widely recognized today that many important
tasks in our society remain undone, such as jobs necessary to improve

our environment, improve the quality of life in our cities, improve the
quality of education in our schools, improve the delivery of health services, and increase public safety in urban areas. The heads of welfare

families are qualified to perform many of these tasks. Yet welfare
pays persons not to work and penalizes them if they do work. Does it
make sense to pay millions of persons not to work at a time when so
many vital jobs go undone? Can this Nation continue to consider unemployable mothers of school-age children on welfare and pay them
to remain unemployed when more than half of mothers with schoolage children in the general population are already working?
It is the committee's conclusion that paying an employable person
a benefit based on need, the essence of the welfare approach, has not
worked. It has not decreased dependency—it has increased it. It has
not encouraged work—it has discouraged it. It has not added to the
dignity in the lives of recipients, and it has aroused the indignation
of the taxpayers who must pay for it.
As President Nixon has stated:
In the final analysis, we cannot talk our way out of poverty; we
cannot legislate our way out of poverty; but this Nation can work

its way out of poverty. What America needs now is not more
welfare, but more "workfare". . . This would be the effect of
.

the transformation of welfare into "workfare," a new work-

rewarding program.
The committee agrees that the only way to meet the economic needs
of poor persons while a.t the same time decreasing rather than increas-

ing their dependency is to reward work directly by increasing its
value. The committee bill seeks to put the President's words into
practice by:
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(1) Guaranteeing employable family heads a job opportunity
rather than a wèlf are income; and by

(2) Increasing the value of work by relating benefits directly
to work effort.

In meeting these objectives the committee bill will substantially
increase Federal expenditures to low-income working persons, but the
increased funds that go to them—about $2.4 billion—will be paid in
the form of wages and wage supplements, not in the form of welfare,
since the payments will be related to work effort rather than to need.

Under the welfare system, an employed person who cuts his or her
working hours in half receives a much higher welfare payment; under
the committee bill, a person reducing his or her work effort by half
would find the Federal benefits also reduced by half.
DESCRIPTION OF PROGRAM

Under the guaranteed employment program recommended in
the committee bill, persons considered employable would not be
eligible to receive their basic income from Aid to Families with Dependent Children but would be eligible on a voluntary basis to partic-

ipate in a wholly federally financed employment program. Thus,
employable family heads would not be eligible for a guaranteed welfare income, but would be guaranteed an opportunity to work.
In the description of the guaranteed job program that follows, it is
assumed that the Federal minimum wage will rise to at least $2.00
per hour.
The following table shows which families would continue to be
eligible for welfare and those which would no longer be eligible to receive their basic income from welfare under the committee bill:
Not Eligible To Receive Basic InEligible for Welfare
come front Welfare 1
1. Family headed by mother with 1. Family headed by able-bodied
child under age 6
father
2. Family headed by incapacitated 2. Family headed by mother with
father where mother is not in
no child under 6 (unless the

the home or is caring for

father
3. Family headed by mother who
is ill, incapacitated,
advanced age

mother is attending school
full time)

or of

4. Family headed by mother too
remote from an employment
program to be able to participate

5. Family headed by mother attending school ull time even

if there is no child under 6
6. Child living with neither parent, together with his caretaker relative(s) (though
State may deny welfare if his
mother is also receiving welfare)

'These families would be eligible for State supplementation if the State payment level
is over $2,400 a year for the family and if otherwise eligible under the State requirements.
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An estimated 40 percent or 1.2 million of the 3 million families cur-

rently receiving Aid to Families with Dependent Children would
have to obtain their basic source of income from employment once the
committee bill becomes effective.
All heads of families, whether eligible for welfare or not, as well as

heads of families no longer eligible for welfare, could volunteer to
participate in the new employment program.

The committee bill provides three basic types of benefit to heads
of families:
1. A guaranteed job opportunity with a newly established Work
Axlministration paying $1.50 per hour for 32 hours and with maximum weekly earnings of $48.

2. A wage supplement for persons employed at less than $2.00 per

hour (but at least at $1.50 per hour) equal to three quarters of the
difference between the actual wage paid and $2.00 per hour.

3. A work bonus equal to 10 percent of wages covered under social
security up to a maximum bonus of $400 with reductions in the bonus
as the husband's and wife's income rises above $4,000.
WOR1 INCENTIVES UNDER THE PROGRAM

The program would guarantee each family head an opportunity to
earn $2,400 a year, the same amount as the basic guarantee under the
House bill for a family of four. It also strengthens work incentives
rather than undermine them, as shown in the table below.
In table 5, the three types of employment are compared under the
guaranteed employment program.
The table also shows what happens to total family income under
the proposal if the father works 40 hours a week (32 hours in the case
of Government employment), 20 hours a week, or no hours a week.
The sources of income shown are: (a) wages paid by the employer,
(b) wages paid by the Government, either as employer or in the form
of a wage supplement to the employee (for those in jobs paying less
than $2.00 per hour), and (c) the work bonus equal to 10 percent of
wages covered under social security.

The table shows these major points about the committee plan:
(1) Since the participant is paid for working, his wages do not
vary with family size. Thus a family with one child would have
no economic incentive to have anot'her child. This feature also
preserves the principle of equal pay for equal work.

(2) As the employee's rate of pay increases, his total income

increases.

(3) As the employee's income rises due to higher pay in a

regular job, the cost to the Government decreases. $1.50-per-hour

employment by the Government costs the taxpayer $48 for a
32-hour week; working 40 hours for a private employer at the

same $1.50 hourly rate gives the employee a $33 boost in income
while cutting the cost to the Government by $27. Moving to an
unsubsidized job at $2.00 per hour increases the employee's income
another $7 while saving the Government about $13 more.

(4) The less the employee works, the less he gets. No matter
what the type of employment, the employee who works half-time
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gets half of what he would get if he works full time; he gets
no Federal benefit if he fails to work at all.

(5) The value of working is increased rather than decreased.
Working 32 hours for the Government is worth $1.50 per hour;
when a private employer pays $1.50, the value of working to the
employee is $2.02 per hour; and working at $2.00 per hour is
worth $2.20 per hour to the employee. This will assure that any
participant in private employment will receive more than $2.00
an hour. Under the House bill, by way of contrast, the value of
working is decreased rather than increased, since the family would
be eligible for welfare benefits if the family head does nothing.
Actual value of 40 hours
of employment under—
Wage paid by employer

House Bill Committee
(cents)
bill

$1.50
$2.00

73

'90

$2.02
2.20

'$1.23 for a family of 2; $1.04 for a family of 3.

(6) Earnings from other employment do not decrease the wages

received for hours worked. Thus an individual able to work in
private employment part of the time increases his income and
saves the Government money. Virtually no policing mechanism
is necessary to check up on his income from work.
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TABLE 5.—WORK INCENTIVES UNDER THE
COMMITTEE BILL
Employed by—

ment at
$1.50 per
hour

Private
employer
at $1.50
per hour

Private
employer
at $2.00
per hour

$48.00

$60.00
15.00
6.00

$80.00

Govern-

40 hours worked (32 hours if Government employment):
Wages paid by—
Employer
Government

Special 10-percent payment

8.00

Total Government payment...

48.00

21.00

8.00

Total income

48.00

81.00

88.00

30.00
7.50
3.00

40.00

24.00

20 hours worked: (16 hours if Govern-

ment employment):
Wages paid by—
Employer
Government
Special 10-percent payment

4.00

Total Government payment...

24.00

10.50

4.00

Total income

24.00

40.50

44.00

0

0

0

1.50

2.02

2.20

No hours worked

Hourly value of working

Worni DISINCENTIVES UNDER PRESENT LAW AND HOUSE BILL

By way of contrast, under present law a mother who is eligible
for welfare is guaranteed a certain monthly income (at a level set by
the State) if she has no other source of income; if she begins to work,
her welfare payment is reduced. Specifically, in addition to an allowance for work expenses, her welfare payment is reduced $2 for each
$3 earned in excess of $30 a month. Generally, then, for each dollar
earned and reported to the welfare agency, the family's income is
increased by 33 cents.

The House bill uses the same basic approach as present law but

substitutes a flat $60 exemption plus one-third of additional earnings
for the present $30 plus work expenses plus one-third of additional

earnings. The disincentive effects of this are clearly illustrated in
the following examples of the effect of the House bill on the head
of a family of 4 as shown in table 6:
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(1) The less the individual works, the more the Government
pays. For example, an individual working at $2.00 per hour for

20 hours receives $26.60 more in welfare than an individual work-

ing 40 hours a week at that wage; if he does not work at all, his
government benefit goes up by $44.10.

(2) An individual cutting back on his work effort decreases his
income by a relatively smaller amount, or, said another way, the
value of work is substantially lower under the House bill than
under the committee bill. The total income of an individual working at $2.00 per hour for 20 hours under the House bill is only
about $13 less than his total income if he works full time at that
wage. An individual who works not at all receives only $36 less
than the $82 received by an individual working 40 hours at $2.00
an hour.
(3) The value of working is decreased rather than increased.
Since the family is eligible for $46.20 in welfare for doing nothing,
the $29.20 in additional family income for 40 hours of work at
$1.50 per hour amounts to a value of only 73 an hour for working

Working 40 hours a week at $2.00 per hour is worth only 90
per hour to the employee.

(4) Earnings from any employment (as well as child support
payments), if reported, reduce the benefits received by the family.
TABLE 6.—WORK DISINCENTIVES UNDER THE HOUSE BILL:

INCOME FOR FAMILYOF4
Employed by—

40 hours worked:
Wages
Welfare

Total income
20 hours worked:
Wages
Welfare

Total income
No hours worked:
Wages
Welfare

Total income

Hourly value of working 40 hours

Private
employer
at $1.50
per hour

Private
employer
at $2.00
per hour

$60.00
15.40

$80.00
2.10

75.40

82.10

30.00
35.40

40.00
28.70

65.40

68.70

0

0

46.20

46.20

46.20

46.20

.73

.90
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ELIGIBILITY TO PARTICIPATE

Except as noted below, eligibility to participate in the employment
program would be open to all family heads who are U.S. citizens or
aliens lawfully admitted for permanent residence with a child under
age 18 (or under age 21 and attending school full time). Participation
would be purely voluntary. Mothers with children under age 6 who
were eligible for welfare would also be eligible to participate in the
employment program if they so chose.
PARTICIPATION IN WORK PROGRAM

Only one member of a family would be eligible to participate in
the work program, the head of the household. This would be deemed
to be the father unless he was dead, absent, or incapacitated, in which
case it would be deemed to be the mother.

A head of a household would not be permitted to participate in the
employment program as a $1.50-per-hour Government employee if he
or she:
(1) is a substantially full time student;

(2) is a a striker, but this disqualification would not apply to
any employee who is (1) not participating or directly interested in
the labor dispute and (2) does not belong to a group of workers

any of whom are participating in or financing or directly interested in the dispute. The disqualification also would not apply
to employees of suppliers or other related businesses which are
forced to shut down or lay-off work because of a labor dispute in

which they are not directly involved. This disqualification,
adapted from the unemployment insurance laws, is designed to
prevent the government financing one side of a labor-manage-

ment dispute.
(3) is receiving unemployment compensation;
(4) is a single person or is a member of a couple with no child

under 18 (or under age 21 and attending school full time); or
(5) has left employment without good cause or been discharged

for cause or misconduct during the prior 60 days. The Work
Administration would be authorized to extend the disqualification to as much as six months for individuals who are dis-

charged because of malicious misconduct or for the commission

of a crime against their employer.
In addition:
(6) a family would be ineligible if it has unearned income in

excess of $250 monthly or if total family income exceeds $5,600 an-

nually; and
(7) if an individual is able to find regular employment on a
part-time basis, he or she will be assured an opportunity for sufficient additional employment as a Government employee to result in a combined total of 40 hours work per week. If an individual working substantially full time in private employment wishes
to work up to 20 hours in addition for the Government, the local
office of the Work Administration (if it has work available) may
provide him or her such an employment opportunity. Similarly,
an individual working full time for the Government under the
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employment program could work an additional 20 hours with no
reduction in the number of hours of Government employment he
or she is provided.
KINDS OF EMPLOYMENT

Three kinds of employment are provided:
1. Regular employment in the private sector or in jobs in public or nonprofit private agencies;
2. Private or public employment with the employee's wages supplemented; and
3. Newly developed jobs, with the Federal Government bearing the full cost of the salary.
PLACEMENT IN REGULAR EMPLOYMENT

Some participants with little or no preparation could be placed immediately in regular employment involving no Government subsidy.
These jobs would all pay at least $2.00 per hour.
PUBLIC OR PRIVATE EMPLOYMENT WITH WAGE SUPPLEMENTS

In this category would be jobs not covered by the Federal minimum wage law, in which the employer paid less than $2.00 per hour
but at last $1.50 per hour. No supplement would be paid if the employer reduced pay for the job because of the supplement. Thus no jobs
presently paying the minimum wage would be downgraded under the
committee bill, and the minimum wage itself would not be affected.
Rather, the supplement relates solely to those jobs not covered today
under the minimum wage law. Some of these include:
Outside salesmen in any industry.
Small retail stores:
Sales clerk
Public sector:
Cashier
Recreation aide
Cleanup man
Swimming pooi attendant
Park service worker
Small service establishments:
Environmental control aide
Beautician assistant
Ecology aide
Waiter
Sanitation aide
Waitress
Library assistant
Busboy
Police aide
Cashier
Fire department assistant
Cook
Social welfare service aide
Porter
Family planning aide
Chambermaid
Child care assistant
Counterman
Consumer protection aide
Caretaker
Domestic service:
Home for the aged employee
Gardener

Handyman
Cook

Household aide
Child attendant
Attendant for aged or disabled person

Agricultural labor:

Jobs picking, grading, sort-

ing, and grading crops;
spraying, fertilizing, and
other preparatory work;

milking cows; caring for
livestock
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For these jobs, the Federal Government would make a payment
to any employee who is the head of a household equal to three quarters
of the difference between what the employer pays him and $2.00 per

hour, for up to 40 hours a week. Thus if an employer paid $1.50 an
hour the Federal supplement would amount to 38 cents an hour (threequarters of the 50-cent difference between $1.50 and $2.00). This wage

supplement would be administered by the local office of the Work
Administration.
GUARANTEED EMPLOYMENT

For persons who could not be placed in public or private employment (with or without a wage supplement), jobs would be created
which would pay at the rate of $1.50 per hour. An individual could
work up to 32 hours a week (an annual rate of about $2,400), and
would be paid on the basis of hours worked j;ust as in any other job.
There would be no pay for hours not worked.
However, a woman with school-age children would not be required
to be away from home during hours that the children are not in school
(unless child care is provided), although she may be asked, in order to

earn her wage, to provide after-school care to children other than her
own during these hours.
Participants would not be considered Federal employees, nor would
they be covered by social security, unemployment compensation or
workmen's compensation. The 10 percent special work-bonus would

not apply to their salary.

For these individuals who cannot be placed immediately in regular
employment at a rate of pay at least equal to the minimum wage, or
in employment with a wage supplement, the major emphasis would be

on having them perform useful work which can contribute to the betterment of lie community. A large number of such activities are currently
going undone because of the lack of individuals or funds to do them.
With a large body of participants for whom useful work will have to
be arrangea, many of these community improvement activities could

now be dione. At the same time, safeguards are provided so that the
program meets the goal of opening up new job opportunities and does
not simply replace existing employees, whether in the public or private

sector.
Any job in the regular economy paying $1.50 per hour or more, even

a part-time job, would yield a greater income than $1.50 per-hour
Government employment and it is anticipated that this will serve as
an incentive for participants to seek regular employment. In addition,
the cost to the Government would be substantially less for an individual in regular employment.

WORK BONUS FOR LOW-INCOME WORKERS

Low-income workers in regular employment who head families

would be eligible for a work bonus equal to 10 percent of their wages

taxed under the social security (or railroad retirement) program, if
the total income of the husbAnd and wife is $4,000 or less. For families where the husband's and wife's total income exceeds $4,000, the
work bonus would be equal to $400 minus one-quarter of the amount
by which this income exceeds $4,000. Thus there would be no work
bonus once total income reached $5,&RJ ($5,600 exceeds $4,000 by
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$1,600; one-quarter of $1,600 is $400, which subtracted from $400 equals

zero).

The size of the work bonus is shown on the table below for selected
examples:

Annual income of husband and wife (assuming
it is all taxed under social security)
$2,000
3,000
4,000
5,000
5,600

Work
bonus
$200
300
400
150
0

The plan incorporates the features of (1) not varying benefits by
family size, but only by income, providing no economic incentive for
having additional children; and (2) having a gradual phaseout of
the amount of the payment as income rises above $4,000 so as not to

create a work disincentive.

There are certain types of work which are covered under social security but only when the amount of wages earned from a single employer exceeds $50 in a quarter. This limitation applies to the employment of domestics, yardmen and other similar non-business employees.
Such employees, if they are the heads of a family, would get the work
bonus with respect to all of their wages including those not covered by
social security because of the $50 quarterly limitation. In order to quali fy for the work bonus on these wages, however, the individual would
have to arrange to perform the work as an employee of the Work Administration which would pay him the prevailing wage for the job and

bill the private employer for the wages and other costs associated
with making his services available. If the employment would ordinarily be covered by social security, then it will be covered under
social security when arranged on this basis by the Work Administration. If the employment is not covered by social security, then the em-

ployer will not have to pay social security taxes. In either case, the
Work Administration will have a record of all such wages which would
have been subject to social security taxes on which the payment of the
work bonus may be based.

The 10 percent work bonus would be administered by the Internal
Revenue Service.
TRANSPORTATION ASsIsTANcE

In recognition of the fact that a major reason for low-skilled jobs
going unfilled in metropolitan areas is the difficulty an individual
faces getting to the potential job, the Work Administration would
be authorized to arrange for transportation assistance where this is
necessary to place its employees in regular jobs. For example, the
Work Administration might determine the upper limit of transportation time to get to a job—say, 45 minutes or one hour, depending on
the average commuting time in the area. If the individual can get to
the job within that amount of time through ordinary public transportation or other arrangements, then ne would be expected to do so. If
this could not be done, however, then the Work Administration would

be authorized to provide transportation directly to employees who
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could be placed in regular jobs in order to cut the transportation time
down to the standard. The Work Administration could only do this
where it was necessary in order to increase employment opportunities.
In any case, the cost would ordinarily not be borne by the Government—the employee would pay the Work Administration, and perhaps be reimbursed by the employer if this is customary in the area for
the type of job involved. The Work Administration would have the
flexibility to absorb some of the costs involved in unusual circumstances.

INSTITUTIONAL TItAINING

Participants in the employment program would be eligible to volun-

teer for training to improve their skills under the training program
administered by the Work Administration. The individual would be
accepted for nrol1ment to the extent funds are available and only if
the individual is detennined to be:
1. Capable of completing training; and
2. Able to become independent through employment at the end
of the training and as a result of the training.
Employees under the employment program who wished to participate in training would be strongly motivated, for they would be paid
only $1.25 rather than $1.50 for each hour of training. Following the
successful completion of training (which could not exceed 1 year in

duration), the trainee would receive a lump-sum bonus for having
completed training equal to 10 percent of the total training stipends
which he received while he was in training.
SxiwlcEs

Since the purpose of the proposal is to improve the quality of life
for children and their families, any member of a family whose head

participates in the work program could be provided services to

strengthen family life or reduce dependency, to the extent funds are
available to pay for the services. Open-ended funding would be pro-

vided for family planning and child care services (the latter for

families with no preschool-age children). The agency administering

the employment program would refer family members to other
agencies in arranging for the provision of social and other services

which they do not provide directly. For example, a disabled family
member might be referred to the vocational rehabilitation agency, or
a 16-year-old out-of-school youth might be referred to an appropriate
work or training program, even though the cost of the services themselves. would not be borne by the employment program.

Former participants in the work program would have access to
free family planning services and to child care on a wholly or partly
subsidized basis, depending on family income. Other services needed to

continue in employment, including minor medical needs, could be
provided by the agency administering the program.
STATE SUPPLEMENTATION

In order to prevent the State welfare program from underminin
the objectives of the Federal employment program the State woul
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have to assume that individuals eligible for the State supplement who
are also eligible to participate in the employment program are actually
participating full time and thus receiving. $200 per month. A similar
rule would apply to mothers with children under age 6 who volunteer.
Furthermore, the State would be required to disregard any earnings
between $200 a month and $375 a month (the amount an employee

would earn working 40 hours a week at $2.00 per hour) to ensure
that the incentive system of the alternative plan is preserved. These
earnings disregards would be a flat requirement; States would not be
required to take into account work expenses.. The effect of this
requirement would be to give a participant in the work program a
strong incentive to work full time (since earnings of $200 will be
attributed to him in any case), and it would not interfere with the
strong incentives he would have to seek regular employment rather
than working for the Government at $1.50 per hour.
Foon STAMPS

Individuals participating in the employment program would not be
eligible to participate in the food stamp program. However, States
would be reimbursed the full cost of adjusting any supplementary
benefits they might decide to give to participants so as to make up for
the loss of food stamp eligibility. In order to avoid having States provide assistance to an entirely new category of recipient not now eligible for federally-shared Aid to Families with Dependent Children,
the committee provided that the Work Administration would pay
families headed by an able-bodied father the amount equal to the value

of food stamps (but only to the extent that the State provides cash
instead of food stamps for families which are now in the Aid to Families with Dependent Children category).
CHILDREN OF MOTHERS REFUSING To PARTICIPATE IN THE EMPLOYMENT
PROGRAM

Under the employment program, mothers in families with no children under age six would generally be ineligible to receive their basic
income from the Aid to Families with Dependent Children program.
It is possible that a few mothers will ignore the welfare of their children and refuse to take advantage of the employment opportunity. To
prevent the children from suffering because of such neglect, the Work
Administration would be authorized to make payment to the family
for up to one month if the mother is provided counseling and other

services aimed at persuading her to participate in the employment

program. Following this, the mother would either have to be found to
be incapacitated under the Federal definition (that is, unable to engage in substantial gainful employment), with mandatory referral to
vocational rehabilitation agency; or, if she is not found to be incapacitated, the State could arrange for protective payments to a third party
to ensure that the needs of the children are provided for.
ADMINISTRATION OF THE EMPLOYMENT PROGRAM

The employment program would be administered by a newly created
Work Administration headed by a 3-man board appointed by the Pres-
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ident with the advice and consent of the Senate. The actual operations

of the program would be carried out by local offices of the Work
Administration.
The local office would hire individuals (mostly participants or
former participants), develop employability plans for participants,
attempt to expand job opportunities in the community, arrange for
supportive services needed for persons to participate (utilizing the
Work Administration's Bureau of Child Care to arrange for child
care services), Sand operate programs utilizing participants which
are designed to improve the quality of life for the children of par.

ticipants in the employment program.

EMPLOYMENT PROGRAM IN PUERTO Rico

Certain modifications relating to the employment program in Puerto
Rico were made. 'These modifications are necessary because of the fact
that Puerto Rico has a different minimum wage structure than the rest

of the United States, has substantially lower per capita income, and
has a high rate of unemployment. Under the committee bill the wages
paid to Government. employees would be equal to three-quarters of the
lowest minimum wage applicable to a significant percentage of the
population. This would result in a lower wage for Government em-

ployees than in the rest of the United States, but it would be significantly higher than current welfare payments in Puerto Rico. The wage
supplement program for persons in regular employment at less than
the minimum wage would not be applicable to Puerto Rico, but the 10
percent work bonus for low-income earners in jobs covered by social
security would apply.
TAX Ciuiorr To DEVELOP JOBS IN THE PiIvArE SECTOR

The provision of the present tax law under which an employer
hiring a participant in the Work Incentive Program is eligible for
a tax credit equal to 20 percent of the employee's wages during the
first 12 months of employment, with a recapture of the credit if the
employer does not retain the employee for at least one additional year

(unless the employee voluntarily leaves or is terminated for good
cause), will be continued under the new guaranteed employment

program.
Because the guaranteed job opportunity program, unlike the Work

rncentive Program, would be open to the head of any family with

children, the following limitations would be added to the pro-

visions of the tax credit to ensure that the credit meets the primary aim
of expanding employment opportunities for participants in the cornmittee'swork program:
1. The credit would apply only with respect to individuals who
have been participating in the guaranteed job program for at least
one month;
2. The credit would not be applicable with respect to more than
15 percent of all employee of the employer in any one year (though
the employer would always be permitted to take the credit for at
least one employee);
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3. The credit would not be available with respect to an employee who replaces an employee who was discharged without
good cause; and
4. The credit could not exceed $800 in the case of any one employee (20 percent of $4,000, approximately the amount of annual

earnings at $2 an hour).

In order to create additional employment opportunities for participants in the guaranteed job program, the committee bill would extend

the credit to private employers hiring participants in addition to
businesses. A private employer taking the credit would not be eligible
at the same time for the income tax child care or household expense
deduction.
EFFECTIVE DATES

The effective date for the basic job opportunity program is January
1974. As of that date, families which include an employable adult
(including a mother with no child under age 6) will no longer be eligible for welfare as their basic income. If unable to find a regular job,
however, the family head will be assured of Government employment
paying $1.50 an hour for 32 hours weekly, producing $2,400 of income
annually, the same amount which would have been payable to a family
of 4 under the House-passed family assistance plan.
The 10 percent work bonus and the wage supplement payment would
become payable even before the full guaranteed employment program
is operative. Specifically, the work bonus which will be paid quarterly
to low-income workers will become effective starting in January 1973.

The wage supplement for family heads in regular jobs not covered
under the minimum wage law and paying less than $2.00 per hour will
be effective July 1973, utilizing the services of the local employment
service offices to make the payments until the Work Administration
mechanism is functioning.

F. General Provisions, Child Welfare Services, and
Other Provisions
1. GENERAL PROVISIONS

QUALITY OF WORX PERFORMED BY WEuuu PERSONNEL

In an effort to try to upgrade the quality of work performed by
welfare personnel, the committee bill directs the Secretary of the
Department of Health, Education, and Welfare to study and report to
the Congress by January 1, 1974, on ways of enhancing the quality of
welfare work2 whether by fixing standards of performance or otherwise. In making this study, the Secretary could draw on the knowledge and expertise of persons talented in the field of welfare adininis-

tration, including those having direct contact with recipients. He

should also benefit from suggestions made by recipients themselves as
to how the level of performance in the administration of the welfare
system might be improved, with a view toward ending the wide variatons in employee conduct which characterize today's system, and
moderating the extremes to which some social workers go in performing their duties.
OFFENSES BY WELFARE EMPLOYEES

Under present Federal law there is no provision particularly directed to the question of employee conduct in the administration of the

welfare program. On the other hand, the Internal Revenue Code

(Sec. 7214) contains a list of offenses the commission of any of which,
by a tax employee, would bring into effect discharge from employment
and penalties of (a) fines not to exceed $10,000, or (b) imprisonment

for not more than five years, or both. The provision in the Internal
Revenue Code also authorizes a court to award out of any fines imposed an amount up to one-half of the fine to be paid to the informer
whose information resulted in the detection of the criminal offense.
This law has contributed to the high quality of performance of Internal Revenue employees and has been a factor in assuring relatively
uniform standards of conduct.
Under the committee bill similar rules would apply under the welfare laws that could relate to an upgrading of the quality of performance by welfare workers in general and serve as the basis for standards
of conduct which hopefully might narrow the wide variations in employee conduct which exist today.
Specifically, under the committee bill it would be a crime punishable by a fine of up to $10,000 or imprisonment of up to 5 years, or
both, in the case of a welfare employee who is found guilty of:
(1) extortion or willful oppression under color of law; or
(2) knowingly allowing the disbursement of greater sums than
(99)
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are authorized by law, or receiving any fee, compensation, or
reward, except as prescribed, for the performance of any duty; or
(3) failing to perform any of the duties of his office or employment with intent to defeat the application of any provision of the
welfare statute; or
(4) conspiring or colluding with any other person to defraud

the United States or any local, county or State government; or
(5) knowingly making opportunity for any person to defraud
the United States; or
(6) doing or omitting to do. any act with intent to enable any
other person to defraud the United States or any local, county
or State government; or
(7) making or signing any fraudulent entry in any book, or
making or signing any application, form or statement, knowing
it to be fraudulent; or
(8) having knowledge or information of the violation of any
provision of the welfare statute which constitutes fraud against
the welfare system, and failing to report such knowledge or information to the appropriate official; or
(9) demanding, or accepting, or attempting to collect, directly
or indirectly as payment or gift, or otherwise, any sum of money
or other thing of value for the compromise, adjustment, or settle-

ment of any charge or complaint for any violatio.n or alleged
violation of law, except as expressly authorized by law.

In addition to these penalties the employee involved shall be dismissed from office or discharged from employment.
LIMITING HEW REGULATORY Atrriioiurv IN WELFARE PROGRAMS

The Social Security Act permits the Secretary of Health, Education,

and Welfare to "Make and publish such rules and regulations, not
inconsistent with this Act, as may be necessary to the efficient adminis-

tration of the functions" with which he is charged under the Act.
Similar authority is provided under each of the welfare programs.
Particularly since January, 1969, regulations have been issued under
this general authority with little basis in law and which sometimes
have run directly counter to legislative history. Many States have attributed at least a part of the growth of the welfare caseload in recent
years to these regulations of the Department of HEW.

A number of committee decisions deal with problems raised by
specific HEW regulations. In addition, the committee agreed to
modify the statutory language quoted above by limiting the Secretary's regulatory authority under the welfare programs so that he
may issue regulations only, with respect to specific provisions of the
Act and even in these cases the regulations may not be inconsistent
with these provisions.

DEMONSTRATION PROJECTS To REDUCE DEPENDENCY ON WELFARE

The Social Security Act currently authorizes appropriations for
research and demonstration projects in the area of public assistance
and social services. The authority has been used to fund several guaranteed minimum income experiments and also a large number of
projects related to providing social services to welfare recipients. The
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committee agreed to place emphasis on those programs helping persons to become economically independent by requiring that one-half
of the funds,spent under these two sections be spent on projects relating to the prevention and reduction of dependency on welfare, rather
than welfare expansion.
2. CHILD WELFARE SERVICES
GRANTS ro STATES FOR CHILD WELFARE SERVICES (INCLUDING FOSTER
CARE AND ADOPTIONS)

The committee adopted an amendment increasing the annual authorization for Federal grants to the States for child welfare services
to $200 million in fiscal year 1973, rising to $270 million in 1977 and
thereafter. For fiscal year 1973, this is $154 million more than the $46
million which has been appropriated every year since 1967. The committee anticipates that a substantial part of any increased appropriation under this higher authorization will go towards meeting the costs
of providing foster care which now represents the largest smgle item
of child welfare expenditure on the county level. The committee, however, avoided earmarking amounts sjjecifically for foster care so that
wherever possible the State and counties could use the additional funds
to expand preventive child welfare services with the aim of Felping
families stay together and thus avoiding the need for foster care. The
additional funds can also be used for adoption services, including
action to increase adoptions of hard-to-place children.
NATIONAL ADOPTION INFORMATION EXCHANGE SYSTEM

The committee bill would authorize $1 million for the first fiscal
year and such sums as may be necessary for succeeding fiscal years for
a Federal program to help find adoptive homes for hard-to-place children. The amendment would authorize the Secretary of Health, Education, and Welfare to "provide information, utilizing computers and
modern data processing methods, through a national adoption information exchange system, to assist in the placement of children awaiting adoption and in. the location of children for persons who wish to

adopt children, iñcludiiig cooperative efforts with any similar programs operated by or within foreign countries, and such other related
activities as would further or facilitate adoption."
3. OTHER PROVISIONS
EVAIAJATION OF PROGRAMS UNDER THE SOCIAL SEcmmrn ACT

The committee bill assigns to the General Accounting Office the
basic role of evaluating programs under the Social Security Act. In
addition, the amendment would not permit any Federal agency to
enter into a contract to evaluate any program under the Social Security Act (if an expenditure of more than $25,000 is involved) unless
the Comptroller General approves the study in advance. His approval
would be conditioned on his determination that:
(a) The conduct of such study or evaluation of such program
is justified;
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(b) The department or agency cannot effectively conduct the
study or evaluation through utilization of regular full-time employees; and
(c) The study or evaluation will not be duplicative of any study
or evaluation which is being conducted, or will be conducted within the next twelve months, by the General Accounting Office.
USE OF FEDERAL FUNDS TO UNDERMINE FEDERAL PROGRAMS

Another amendment approved by the committee would pvhibit
the use of Federal funds to pay, directly or indirectly, the compensation or expenses of any individual who in any way participates in
action relating to litigation which is designed to nullify Congressiona]
statutes or policy under the Social Security Act. This prohibition may,
however, be waived by the Attorney General. 60 days after he has
provided the Committee on Finance and the Committee on Ways and
Means with notice of his intent to waive the prohibition. This will allow

the committees time to take legislative action if appropriate. This
amendment is similar to one approved by the committee in 1970 as

part of the Social Security-Welfare bill of that year—a bill which was
not finally enacted.
APPOINTMENT AND CONFIRMATION OF ADMINISTRATOR OF SOCIAL
AND REHABILITATION SERVICES

The Social and Rehabilitation Service was established in 1967 by a
reorganization within the Department of Health, Education, and Welfare. Its responsibilities at present are broad, encompassing the federally aided welfare programs, medicaid, and programs in the areas
of vocational rehabilitation, aging, and juvenile delinquency. The sums

involved are huge; the bulk of the $14-billion 1972 budget for the
agency is spent on the public assistance and medicaid programs. The
committee agreed to upgrade the stature of the Administrator of the
Social and Rehabilitation Service by having the President select him
and by having him confirmed by the Senate as his colleagues with
equivalent positions in the Department (the Commissioner of Social
Security, the Commissioner of Education, and the Surgeon General)
now are.

G. Child Care
At the present time, the lack of availability of adequate child care
today represents perhaps the greatest single obstacle in the efforts of
poor families, especially those headed by a mother, to work their way

out of poverty. It also represents a hindrance to those mothers in

families above the poverty line who wish to seek employment for their
own self-fulfillment or for the improvement of their family's economic.
status.
The Committee on Finance has long been involved in issues relating
to child care. The committee has been dealing with child care as a segment of the child welfare program under the Social Security Act since
the original enactment of the legislation in 1935. Over the years, authorizations for child welfare funds were increased in legislation acted
on by the committee.

As part of its continuing concern for the welfare of families with
children who are in need, and in order to provide for the expansion
of child care required to enable the new employment program to meet
its goal of making present AFDC recipients independent, the committee is proposing a new approach to the problem of expanding the
supply of child care services and improving the quality of these services. The committee bill thus establishes within the new Work Administration a Bureau of Child Care with the eventual goal of making child
care services available throughout the Nation to the extent they are
needed, but are not supplied under other programs.
BUREAU OF CHILD CARE

The Bureau of Child Care would have as its first priority making available child care services to participants in the employment
program. Next in order of priority would be the provisions of child
care to low-income working mothers and to other mothers desiring
child care services.

Where child development services are available under any other
legislation approved by the Congress, the Bureau would attempt to
place children in those services.

To the maximum extent possible, the Bureau would attempt to utilize mothers participating in the employment program in providing
child care services.
Initially, the Bureau would train persons to provide family day care

and would contract with existing public, private non-profit, and proprietary facilities to serve as child care providers. To expand services,
the Bureau would also give technical assistance and advice to organiza-

tions interested in establishing facilities under contract with the Bureau. In addition, the Bureau could provide child care services in its
own facilities.
Federal child care standards are specified in the amendment to as-

sure that adequate space, staff and health requirements are met. In
(i03)
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addition, facilities used by the Bureau will have to meet the Life

Safety Code of the National Fire Protection Association. Any facility
in which child care is provided by the Bureau, either directly or by

contract, will have to meet the Federal standards, but will not be
subject to any licensing or other requirements imposed by States or
localities. This provision will make it possible for many groups and

organizations to establish child care facilities under contract with the
Bureau where they cannot now do so because of overly rigid State
and local requirements.
Subsidization of child care for low-income working mothers will
depend on the availability of appropriations. Mothers able to pay will
be charged the full cost of services.

In addition to appropriations to subsidize child care costs for lowincome working mothers, fees would be charged for services provided

or arranged for by the Bureau. They would be set at a level which
would cover the unsubsidized costs of arranging for child care. The
fees would go into the revolving fund to provide capital for further
expansion of services.

The child care amendment also includes provision to authorize the
Bureau to issue bonds for construction if, after the first two years of
operation, the Bureau feels that additional funds for capital construction of child care facilities are needed. Up to $50 million in bonds
could be issued each year, with an overall limit of $250 million on
bonds outstanding.
AUTIT0RIzATI0N

The committee agreed to authorize $800 million in fiscal year 1973
(and such sums as the Congress might appropriate thereafter) to arrange for and to pay for part or all of the cost of child care for the
children of participants in the employment program and to other low
income working mothers. (The House bill would provide $750 million
for substantially the same purposes.)
GRANTS TO STATES FOR ESTABLIShMENT OF MODEL DAY CARE

The committee expects that much of the child care offered by the
Bureau of Child Care will be similar to that provided by mothers in

their own home, since experience has shown that most working mothers
prefer family day care because of its convenience and its informality.
However, the committee has also provided a 3-year program of grants

to States to permit them to develop model child care. Appropriations
would be authorized to permit each State in fiscal years 1973, 1974 and
1975 to receive a grant of up to $400,000 per year to pay all or part of
the cost of model care, whether through the establishment of one child
care center or a child care system. Special emphasis would be placed
on utilizing the model child care for training persons in the field of
child care.

H. Aid to Families With Dependent Children
WELFARE AS A STATUTORY RIGHT

A number of court cases in recent years have been based on the view

that welfare is a property right rather than a gratuity provided for
under a statute. The committee agreed to make clear in the statute
that welfare is a statutory right granted under law which can be extended, restricted, altered, amended or repealed by law. It is distinct
from a property right or any right considered inviolate under the
Constitution.
USE OF SOCIAL SECURITY NUMBERS AND OTHER MEANS OF
IDENTIFICATION

The committee bill would require the use of social security numbers
in the administration of assistance programs. States would use social
security numbers for case file identification, for cross-checking purposes and as an aid in the compilation of statistical data with respect
to the welfare programs. In addition, States would be authorized to
use photographs and such other means of identification as they desire
in administering the welfare programs, as well as setting penalties for
misuse of these means of identification.
SEPARATION OF SERVICES AND ELIGIBILITY DETERMINATION

An example of hEW efforts at legislation through regulation involves the separation of social services from the welfare payment proc-

ess. On June 2, 1972, the Department of HEW issued a regulation
requiring States to have completely separate administrative units
handling the provision of social services and handling the determination of eligibility for welfare. The issuing of this regulaton was justified on the grounds that the Family Assistance Plan in the Housepassed bill would soon be enacted and it would require a separation of

the State-administered services program from the Federal welfare
payment programs. Under the committee bill States would not be re-

quired to separate the provision of social services from the determination of eligibility for welfare.
FURNISHING MANUALS AND OTHER POLICY ISSUANCES

Regulations issued by the Department of Health, Education, and
'Welfare in October, 1970, require States to make available current
copies of program manuals and other policy issuances without charge
to public or university libraries, the local or district offices of the Bureau of Indian Affairs, and welfare or legal services offices or organizations. The material may also be made available, with or without
(105)
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charge, to other groups and to individuals. The committee approved
an amendment under which States would be permitted to be reimbursed for the cost (but no more than the cost) of making this information available.

PERSONS ELIGIBLE FOR AID TO FAMILIEs WITH DEPENDENT CmIIREN

The committee bill, when the Guaranteed Employment program
goes into effect on January 1, 1974, will require that States:

1. Make eligible for AFDC only the following classes of

families:
a. Family headed by mother with child under age 6;
b. Family headed by incapacitated father where mother is
not in the home or is caring for father;
c. Family headed by mother who is ill, incapacitated, or of
advanced age;
d. Families headed by mother too remote from an employment program to be able to participate;

e. Family headed 'by mother attending school fuiltime

even if there is no child under 6; and
f. Child living with neither parent, together with his caretaker relative(s), providing his mother is not also receiving
welfare; and
2. Do not reduce payment levels to AFDC recipients below
$1,600 for a two-member family, $2,000 for a three-member family
and $2,400 for a family of four or more; or, if payment levels are
already below these amounts, they could not be reduced at al].

This requirement is not intended to act as a limitation on the right
of a State to make other persons eligible at its own expense for benefits under its AFDC program. Indeed, in many States with benefit
levels higher than those provided under the guaranteed employment

program, AFDC-type families participating in the work program

would receive supplemental payments under the State program sufficient to bring their incomes up to the payment standards generally applicable in the State. Specifically, the families not required to be covered by the State program (although it can be anticipated that many
States will continue to supplement them) are families headed by an
able-bodied male and families headed by an able-bodied female if all
her children have reached age 6.
DEFINITION OF "INCAPACITY" UNDER AID 'ro FAMILIES WITH
DEPENDENT CIIILDREN

Under present law the Federal Government will match payments
to families where the father is incapacitated. The definition of "incapacitated" is left up to the States. IJnder the committee bill the
term "incapacitated" would be defined as "inability to engage in any
substantial gainful activity by reason of any medically determinable
physical or mental impairment." This is the same definition as is used
in determining disability under the social security disability insurance
program, except that the definition suggested would also apply to
short term, temporary disability while social security benefits are
available only to persons whose disability will last at least 12 months.
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DURATION OF RESIDENCY

The committee agreed to require States to establish a three-month
duration of residence requirement in order to be eligible for welfare.
If a welfare recipient in one State moves to another State, the State

of origin would continue making the welfare payments for three

months; however, no State would be required to make welfare payments more than 90 days after an individual has left the State.
The committee also agreed with the provision in the House-passed
version of H.R. 1 that would make an individual ineligible for velfare payments during any mOnth in which the person is outside the
United States the entire month; once an individual has been outside
the United States for at least 30 consecutive days, he must remain in
the United States for 30 consecutive days before he may again become
eligible for welfare.

In addition, to become eligible for welfare, an individual must be
a resident of the United States and either a citizen or alien lawfully
admitted for permanent residence or a person who is a resident under
color of law.
WELFARE PAYMENTS FOR RENT

Under existing law welfare payments are ordinarily made directly
to the recipients. Some States have indicated that they could effect substantial administrative savings if they were permitted to make a single

payment directly to public housing authorities of the rent portion of
welfare payments for recipients in public housing. The committee bill
would permit States to do this. It would also permit State welfare
agencies to make a vendor payment for rent directly to a landlord provided that (a) the welfare recipient has failed to make rent payments
(whether or not to the same landlord) for two consecutive months, and
(b) the landlord agrees to accept the amount actually allowed by the
State to the recipient for shelter as total payment for the rent. The
committee also agreed to repeal a welfare amendment in Public Law
92—213 which would require welfare agencies in some circumstances to

pay as a rental allowance more than the actual cost of rent.
AICoHoLIcs AND ADDICTS

The committee was concerned over the fact that many thousands of
recipients on welfare who have been determined to be alcoholics and

addicts are not being provided necessary rehabilitative care and
treatment. For explanation of committee amendments related to care
and treatment of these persons, see the end of the section on medicare
and medicaid provisions.
SHARING THE COST OF PROSECUTING WELFARE FRAUD

Under present law, the Federal Government pays 50 percent of the
cost of administration of the welfare programs, as these costs are incurred by the State welfare agency. The committee bill extends an
amendment providing 50 percent Federal matching also for the cost
of State and local prosecuting attorney efforts to prosecute welfare
fraud.

78—178 0—72—8
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RECENT DISPOSAL OF ASSETS

Under present law, an individual with assets whose value exceeds
the welfare e1iibility level in the State, may dispose of those assets
in order to qualify for asistance.

The committee bill deals with this situation by providing that
anyone who has voluntarily assigned or transfered property to a
relative within one year prior to applying for public assistance and

who has received less than fair market value for the property, will be
ineligible for public assistance for a one year period commencing with
the date of transfer.
INELIGIBILITY OF STRIKERS

Until January 1, 1974, States would continue to be permitted to
make eligible for AFDC children whose fathers are unemployed.
However, a fwther would be disqualified if he were a striker. This
disqualification would not apply to any employee who is (1) not
participating or directly interested in the labor dispute and (2) does
not belong to a group of workers any of whom are participating in or
financing or directly interested in the dispute. The disqualification also
would not apply to employees of suppliers or other related businesses
which are forced to shut down or lay-off workers because of a labor dis-

pute in which they are not directly involved. This disqualification,
adapted from the unemployment insurance laws, is designed to prevent
the government financing one side of a labor-management dispute.
INELIGIBILITY OF UNBORN CmLDREN

Regulations of the Department of Health, Education, and Welfare
permit Aid to Families with Dependent Children payments for a
child who has not yet been born. The committee bill would make unborn children ineligible for AFDC.
CHILDREN LIVING IN A RELATIVE'S HOME

Under the present law an AFDC mother with more than one

child can enable a relative to become eligible for welfare by lending the relative one of her children. The committee bill would permit a State to deny welfare aid to the relative in such situation.
COOPERATION OF MOTHER IN IDENTIFYING THE FAThER AND SEEKING
SUPPORT PAYMENTS

The committee bill would require, as a condition of eligibility, that
a mother cooperate in efforts to establish the paternity of a child born

out of wedlock, cooperate in seeking support payments from the
father, and assign the right to collect support payments on her behalf
to the Government.

The provisions related to child support and establishing paternity
are described in greater detail under the heading "Child Support."
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FAMILIES WHERE THERE Is A CONTINUING PARENT-CHILD
RELATIONSHIP

The committee 'has approved a provision whidh would clarify con-

gressional intent with respect to the meaning of the term "parent"
under the AFDC program. In most cases, AFDC families are eligible
on the basis that the children in the family have been deprived of
parental support by reason of the continued absence from the home of

a parent. In 1968, the Supreme Court ruled that a State could not
consider a child ineligible for AFDC when there is a substitute father
with no legal obligation to support the child. This court decision was

based on an interpretation that Congress did not intend that such a
person would come within the meaning of the term "parent." The
committee bill would allow States to deny welfare payments to a dhild

living in the same household as his stepfather. The bill would wlso
authorize States to determine whether a man is a "parent" on the basis
of a total evaluation of his relationship with the child 'and not solely on

the question of his obligation to support.. The determination would
have to consider the fllowing indications of the existence of a parental
relationship:

1. The individual and the child are frequently seen together in

public;

2. The individual is the parent of a half-brother or half-sister of

the child;
3. The individual exercises parental control over the child;

4. The individual makes substantial gifts to the child or to members of his family;
5. The individual claims the child as a dependent for income tax
purposes;
6. The individual arranges for the care of the child when his mother
is ill or absent from the home;
7. The individual assumes responsibility for the child when there
occurs in the child's life a crisis such as illness or detention by public
authorities;

8. The individual is listed as the parent or guardian of the child
in school records which are designed to indicate the identity of the
parents or guardians of children;
9. The individual makes frequent visits to the place of residence of
the child; and
10. The individual o'ives or uses as his address the address of such
place of residence in ealing with his employer, his creditors, postal
authorities, other public authorities, or others with whom he may have
dealings, relationships, or obligations.
The relationship between an adult individual and a child would be
determined to exist in any case only after an evaluation of the factors
as well as any evidence which may refute any inference supported by
evidence related to such factors.

Under the committee bill, the use of this provision would be
optional with the States. If a State affirmatively exercised its option, however, it would have to comply with this method in determining the child-father relationship.
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DENIAL OF WELFARE FOR REFUSAL To ALLOW CASEWORKER IN HOME

In 1969 a Federal District Court ruled on constitutional grounds
that a State could not terminate welfare payments to a recipient who
refused to allow a caseworker in her home. In 1971, the Supreme
Court reversed the lower court's decision. The committee agreed to
codify the Supreme Court's decision in the statute by amending the
Act to permit a State to require as a condition of eligibility for welfare that a recipient allow a caseworker to visit the home at a reasonable time and with reasonable advance notiee.
DECLARATION METHOD OF DETERMINING ELIGIBILITY

Generally speaking, the usual method of determining eligibility for
public assistance has involved the verification of information provided
by the applicant for assistance through a visit to the applicant's home
and from other sources. For persons found eligible for assistance, redetermination of eligibility is required at least annually, and similar
procedures are followed.

The Department of Health, Education, and Welfare has required
States to use a simplified or "declaration method" for aid to aged, blind,

and disabled, and has strongly urged that this method be used in the
program of Aid to Families with Dependent Children. The simplified
or "declaration method" provides for eligibility determinations to be
based to the maximum extent possible on the information furnished by
the applicant, without routine interviewing of the applicant and without routine verification and investigation by the caseworker. The committee bill precludes the use of the declaration method by law. It also
explicitly authorizes the States in the statute to examine the application or current circumstances and promptly make any verification from

independent or collateral sources necessary to insure that eligibility
exists. The Secretary could not, by regulation, limit the State's authority to verify income or other eligibility factors.
RECOUPING OVERPAYMENTS

The committee agreed to provide statutorily that overpayments
constitute an obligation of an individual to be withheld from any
future assistance payments or any amounts (other than Social Security death benefits) owed by the Federal Government to the individual; in addition, overpayments could be collected through ordinary
collection procedures.
INELIGIBILITY FOR FOOD STAMPS

Under the committee bill (as under the House version), individuals
in the welfare programs will not be eligible for food stamps or surplus

commodities. States would be assured that there would be no additional expenses to them if they adjust their welfare payment levels to
take into account loss of entitlement for food stamps, so that recipients

would suffer no loss of income as a result of losing entitlement to
food stamps.
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INCOME DISREGARDED

Under preselit ]aw States are required, in determining need for Aid
to Families with Dependent Children, to disregard the first $30 earned
monthly by an adult plus one-third of additional earnings. Costs re-

lated to work (such as transportation costs) are also deducted from
earnings in calculating the amount of the welfare benefit.
Two problems have been raised concerning the earned income disregard under present law. First, Federal law neither defines nor limits
what may be considered a work-related expense, and this has led to
great variation among States and to some cases of abuse. Secondly,
some States have complained that the lack of an upper limit on the
earned income disregard has the effect of keeping people on welfare
even after they are w-orking full time at wages well above the poverty
line.

Until the committee's new employment program becomes effective
in January, 1974, the earnings disregard formula would be modified by

allowing only day care as a separate deductible work expense (with
reasonable limitations on the amount allowable for day care expenses).
States would be required to disregard the first $60 earned monthly by
an individual working full time ($30 for an individual working part
time) plus one-third of the next $300 earned plus one-fifth of amounts
earned above this. This differential between full time and part time
employment is designed to encourage those who are able to move into
full time jobs.
In addition, $20 of child support payments to a family would be disregarded to insure that a family receives a financial benefit when efforts
to collect child support are successful.
Once the employment program under the committee bill becomes
effective, however, these earned income exemptions under the recidual
welfare, program would be replaced by a flat monthly exemption of
$20, applicable to all kinds of income (with a separate $20 disregard

applicable to child support payments). It would be expected that
mothers interested in working would receive their work incentives
through participating in the employment program rather than by remaining on welfare.

In order to prevent the State welfare proram from undermining the
objectives of the Federal employment program, the States would have

to assume for purposes of supplemental payments provided under
AFDC or any welfare program that individuals, who are eligible to
participate in the employment program (but no longer eligible to receive their basic income from AFDC), are actually participating full
time in the employment program and thus receiving $200 per month.
A similar rule would apply to mothers with children under age 6 who
volunteer.
Futhermore, the State would be required to disregard any earnings
between $200 a month and $375 a month (the amount an employee
would earn working 40 hours a week at $2.00 per hour) to ensure that

the incentive system of the orkfare program is preserved. These

earnings disregards would be a flat requirement; States would not be
required to take into account work expenses. The effect of this requirement would be to give a participant in the work program a strong incentive to work full time (since earnings of $200 will be attributed to
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him in any case), and it would not interfere with the strong incentives
he would have to seek regular employment rather than working for
the Government at $1.50 per hour.
The table below shows how wages under the employment program
would be treated for State welfare purposes:
Hours worked per week
Hourly wage
Approximate actual monthly income
Income deemed available for State welfare
purposes

None

20

0

$1.50
$130

32
$1.50
$200

40
$.2')0
$375

$200

$200

$200

$200

ASSISTANCE LEVELS

Under existing law, each State decides the level of assistance it
will provide for AFDC families. The committee bill generally reaffirms the right of the State to make this determination. In moving
to a block grant approach which involves substantial fiscal relief,
however, the committee feels it is appronriate to require that States
could not reduce payments levels to AFDC recipients below $1,600
for a two-member family, $2,000 for a three-member faniilv, and
$2,400 for a family of four or more; or, if payment levels are already
below these amounts, they could not be reduced at all.
RIGHT To APPLY FOR AID AND To REcEIvE IT WITH REASONABLE
PROMPTNESS

The, present law requires that:

All individuals wishing to make application for Aid to Families
with Dependent Children shall have opportunity to do so, and
that Aid to Families with Dependent Children shall be furnished
with reasonable promptness to all eligible individuals.
The committee bill would reiterate this provision, but would make
clear the requirement that aid be furnished "with reasonable promptness" could not be so construed as to interfere with other requirements

of the law such as seeking a mother's cooperation in establishing

paternity and seeking support payments, or verifying information on
income, resources and other eligibility factors.
APPEALS PRocEss

Present law requires that a State plan must provide for granting
an opportunity for a fair hearing before the State agency to any individual whose claim for aid is denied or not acted upon with reasonable promptness.

On March 23, 1970, the Supreme Court ruled in two cases (Goldberg v. Kelly (397 U.S. 254) and Wheeler v. Montgomery (397 U.S.
280)) that assistance payments could not be terminated before a recipient is afforded an evidentiary hearing. The decision was made on
the constitutional grounds that termination of payments before such

a hearing would violate the due process clause. The Court argued
that welfare payments are a matter of statutory entitlement for per-
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qualified to receive them, and that "it may be realistic today
to regard
welfare entitlements as more like 'property' than a 'gratuity.' * * * The constitutional challenge cannot be answered by an
argument that public assistance benefits are 'a "privilege" and not a
right.
Sons

The HEW regulations based on the court's decision (45 CFR 205.10)

go much further than the court in spelling out the requirements for
fair hearings. The tone and emphasis of the regulations is shown in
these excerpts: "Agency emphasis must be on helping the claimant to
submit and process his request, and in preparing his case, if needed.
The welfare agency must not only notify the recipient of his right to
appeal, it must also notify him that his assistance will be continued
during the appeal period if he decides to appeal." The regulation continues: "prompt, definitive, and final administrative action will be
taken within 60 days from the date of the request for a fair hearing,
except where the claimant requests a delay in the hearing" (emphasis
added).
The committee bill deals with this situation by requiring State
welfare agencies to reach a final decision on the appeal of a welfare
recipient within 30 days following the day the recipient was notified

of the agency's intention to reduce or terminate assistance. The
bill would also require the repayment to the agency of amounts
which a recipient received prior to the appeal decision if it was
determined that the recipient was not entitled to them. Any amounts
not repaid would be considered an obligation of the recipient and
would be recouped in the same manner as other overpayrnents. In
addition, the committee bill would stipulate that the recipient has a

right to appeal at a higher administrative level but that payments
need net be continued once an initial adverse determination has been
made on the local level at a hearing at which evidence can be presented.

The committee provision was designed to assure that the appeals
procedures would be handled expeditiously by the State and also to
assure that appeals would not be made frivolously.
SAFEGUARDING INFORMATION

The statutes in all of the welfare programs under the Social Security
Act provide safeguards which restrict the use or disclosure of information concerning applicants and recipients to purposes directly connected with the administration of each welfare program. Regulations
issued by the Department of Health, Education, and Welfare state
that the same policies apply, to requests for information from a governp'ptl nit1'oritv, the courts or law enforcement officials as from
any other outside source.

'i'he committee bill re-enacts these statutory provisions for AFDC
but includes features making it clear that this requirement may not be
used to prevent a court, prosecuting attorney, tax authority, law enforcement official, legislative body or other public official from obtaining ]flformation in connection with his official duties including the
collection of support payments or prosecuting fraud or other criminal
or civil violations.
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COMMUNITY WORK AND TRAINING PROGRAMS

Prior to the enactment of the Work Incentive Program as part of
the 1967 Social Security Amendments, the Federal statute permitted
Federal matching of AFDC payments made to recipients participating
in a community work training program. Since the enactment of the
Work Incentive Program, however, the Department of Health, Education, and Welfare has taken the position that the Federal Government will not share in AFDC payments to recipients who are required
by State law to participate in an employment program—unless the
program is part of the Work Incentive Program. The committee bill
provides that during the period between enactment of the House bill
and the effective date of the new Federal employment program, the

community work training provisions in the law prior to the 1967
amendments would be applied so that States wishing to have such
programs in the interim could do so.
PROTECTIVE PAYMENTS FOR CHILDREN

The committee bill requires States under the AFDC program
to take certain actions to assure that welfare payments are being
used in the best interests of children. Existing law provides that when
the welfare agency has reason to believe that the AFDC payments are
not used in the best interests of the child, it "may" provide counseling
and guidance services so that the mother will use the payments in the

best interests of the child. This failing, the agency "may" resort to
protective payments to a third party who will use the funds for the
best interest of the child. The committee bill makes these procedures
mandatory in such cases.
REQUIREMENT FOR STATEWIDENESS FOR SOCIAL SERVICES

The Social Security Act requires that social services (including
child care and family planning services) under the welfare programs

be in effect in all political subdivisions of a State in order for the
State to obtain Federal matching funds. This requirement of statewideness has sometimes delayed the provision of these services. The
committee agreed to permit the Secretary to waive the requirement of
statewideness for services.
SOCIAL SERVICES

The Committee also approved an amendment to limit Federal funding for social services.

The Committee amendment is similar to the measure the Congress
will soon be acting upon in connection with the State and Local Fiscal
Assistance Act of 1972.
Under the amendment, Federal matching for social services to the
aged, blind and disabled, and those provided under Aid to Families
With Dependent Children wduld be subject to a State-by-State dollar
limitation, effective beginning fiscal year 1973. Each State would be
limited to its share of $2,500,000,000 based on its proportion of population in the United States. Child care, family planning, services pro-
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vided to a mentally retarded individual, services related to the treatment of drug addicts and alcoholics, and services provided a child in
foster care could be provided to persons formerly on welfare or likely
to become dependent on welfare as well as present recipients of welfare.

At least 90 percent of expenditures for all other social services, however. would have to be provided to individuals receiving aid to the aged,

blind, and disabled (or supplemental security income), care aid treat-

ment for drug addiction or alcoho]ism, or aid to families with dependent children. Until a State reaches the limitation on Federal
matching, 75 percent Federal matching would continue to be applicable for social services as under present law.

Under the amendment, services necessary to enable AFDC recipients to particij)ate in the Work Incentive Program would not be subject to the limitation described above; they would continue as under
present law, with 90 percent Federal matching and with funding of
these services limited to the amounts appropriated. In addition, Federal matching for emergency social services would be reduced from 75
percent to 50 percent.
FAMILY PLANNING SERVICES

The committee approved payment by the Federal Government of
100 percent of the cost of Family Planning Services as compared with
75 percent under present law. Funding for family planning would not
be subject to the $2.5 billion limitation.
ELIMINATE STATUTORY REQUIREMENT OF INDIVIDUAL PROGRAM OF
SERVICES FOR EACh FAMILY

Present law requires States to develop an individual program of
services for each family receiving AFDC. This has proven to be an
unnecessary administrative burden. The committee agreed to delete
this statutory requirement.
SUPPORTIVE SERVICES FOR PARTICIPANTS IN TIlE WIN PROGRAM

Until the Government Employment Program begins on January 1,
1974, the committee bill would continue 90 percent Federal matching
for supportive services other than family planning services to enable
AFDC recipients. to participate in the Work Incentive Program.
EMERGENCY ASSISTANCE FOR MIGRANT FAMILIES WITH CHILDREN

Under existing law, emergency assistance may, at the option of the
States, be provided to needy migrant families in crisis situations, and
it may be provided either statewide or in part of the State. Emergency
assistance programs have been adopted in about half of the States, and
they receive 50 percent Federal matching. Under the law, assistance
may be furnished fora period not in excess of 30 days in any 12-month
period in cases in which a child is without available resources and the
payments, ca.re, or services involved are necessary to avoid destitution
of the child or to provide living arrangements for the child. The cornmittee bill (1) requires that all States have a program of emergency

assistance to migrant families with children; (2) requires that the
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program be statewide in application; and (3) provides 75 percent
Federal matching for emergency assistance to migrant families.
MAKING ESTABLISHMENT OF: ADvISoRY COMMIrrEE OP'rIoNAL

Regulations issued by the Department of Health, Education, and
Welfare in 1969 require States to establish a welfare advisory committee for AFDC and child welfare programs "at the State level and
at local levels where the programs are locally administered," with the
cost of the advisory committees and their staffs borne by the States
(with Federal matching) as part of the cost of administering the welfare programs. The committee bill makes the establishment of such
committees optional with the States.
ADMINISTRATIVE COSTS

The committee agreed that the Federal Government would continue
to pay 50 percent of the cost of administration of the AFDC program

including administrative costs related to the provision of Social
Services.
FEDERAL FINANCIAL PARTICIPATION IN WELFARE PAYMENTS

The conmittee bill would make a major change in the basic method

of Federal funding for AFDC by providing a block Federal grant
with substantially more Federal funds than are now provided under
present law. This approach is described in detail under the heading
"Fiscal Relief for States."
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TABLE 7.—RECIPIENTS OF AID TO FAMILIES WITH DEPEND.
ENT CHILDREN, DECEMBER OF SELECTED YEARS
Number of
recipients

Year

Percent increase
since 1960

1940
1945
1950

1,222,000
943,000
2,233,000

1955
1960
1961

2,192,000
3,073,000
3,566,000

+16

1962
1963
1964

3,789,000
3,990,000
4,219,000

+24
+28
+38

1965
1966
1967

4,396,000
4,666,000
5,309,000

+44
+52
+73

1968
1969
1970

6,086,000
7,313,000
9,659,000

+98
+138
+215

1971

10,651,000
12,573,000

+247
+311

13,800,000

13,800,000

+349
+349

14,900,000

+385

8,940,000

+191

1972':....
1973: 1

Current law
Committee bill

1974: 1

Current law
Committee bill: persons eligibleto receive basic income
from AFDC

I

2

Estimated.

2 Some reductipn .9f caseload may be anticipated because of committee amend-

ments related to eligibility rules and administration; the extent of the reduction
will largely dependupon State action.
Reflects estirjatë that about 40 percent of current caseload will no longer be
eligible to get bSr Income from AFDC.
Source Departniert of Health Education and Welfare
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Statistical Material

TABLE 8.—AID TO FAMILIES WITH DEPENDENT CHILDREN:

INCOME ELIGIBILITY LEVEL FOR PAYMENTS AND LARGEST
AMOUNT PAID TO FAMILY OF 4, BY STATE, JULY 1972

level for
payments

Largest
amount
paid for
basic needs

$230
400
266
210
280

$97
300
173
106
280

235
335
287
245
223

235
335
158
245

Income

eligibility

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

Districtof Columbia
Florida

145

158

149

268
278
273

Indiana

268
278
273
355

Iowa
Kansas

243
322

Kentucky
Louisiana
Maine

193
114
349

243
322
193
114
168

Maryland
Massachusetts
Michigan
Minnesota
Mississippi

200
318
316
324
277

200
318
316
324
60

Missouri
Montana
Nebraska

313
206
274
176
294

Georgia
Hawaii
Idaho

Illinois

Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota

324
203
333
172

300

175

130

206
226
176

294

324
179
333
172

300
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TABLE 8.—AID TO FAMILIES WITH DEPENDENT CHILDREN:
INCOME ELIGIBILITY LEVEL FOR PAYMENTS AND LARGEST
AMOUNT PAID TO FAMILY OF 4, BY STATE, JULY 1972—
Continued
Income

level for
payments

Largest
amount
paid for
basic needs

$200

$200

189

189
243

eligibility

Ohio

OkIahoma
Rhode Island

243
301
255

South Carolina
South Dakota
Tennessee
Texas
Utah

208
270
217
148
235

104
270

Vermont
Virginia
Washington
West Virginia

319
261
290

319
261
290

146

Wisconsin

311
260

146
311
227

Oregon
Pennsylvania

Wyoming
Source:

Department of Health, Education, and Welfare.

301
255

132
148

235

I. Child Support
The committee has long been aware of the impact of deserting

fathers on the rapid and uncontrolled growth of families on AFDC.
As early as 1950, the Congress provided for the prompt notice to law
enforcement officials of the furnishing of AFDC with respect to a
child that had been deserted or abandoned. In 1967, the committee in-

stituted what it believed would be an effective program of enforcement

of child support and determination of paternity. Due to a total lack
of leadership by the Department of HEW, most States have not implemented these provisions in a meaningful way. The committee believes, therefore, that a new legislative thrust is required in this area
which will create a mechanism to obtain compliance with the law.
The major elements of this proposal have been adapted from those
States which have been the most successful in establishing effective
programs of child support and determination of paternity. Some of
the modes of assistance which are created by the committee plan will
be available to deserted families generally, regardless of welfare
status. It is hoped that making these provisions available to all deserted families will prevent further expansion of the welfare rolls.
Present law requires that the State welfare agency establish a separate, identified unit whose purpose is to undertake to determine the
paternity of each child receiving welfare who was born out of wedlock and to secure support for him; if the child has been deserted
or abandoned by his parent, the welfare agency is required to secure
support for him from the deserting parent, utilizing any reciprocal

arrangements adopted with other States to obtain or enforce

court orders for support. The State welfare agency is further required
to enter into cooperative arrangements with the courts and with law
enforcement officials to carry out this program. Access is authorized

to both Social Security and (if there is a court order) to Internal

Revenue Service records in locating deserting parents. The effectiveness of the provisions of present law have varied widely among the
States.

ASSIGNMENT OF RIGHT TO COLLECTION OF SUPPORT PAYMENTS

In some instances, mothers may have personal reasons for fearing to

cooperate in identifying and securing support payments from the

father of the child. To protect the mother, and also to allow for a more
systematic approach for the collection of support payments, the committee approved an amendment requiring a mother, as a condition of
eligibility for welfare, to assign her right to support payments to the
Government and to require her cooperation in identifying and locating the father and in obtaining any money or property due the family
or Gnvernment,. The assignment of family support rights would be

to the Federal Government, and the Department of Justice would
(121)
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be authorized to delegate these rights to those States which have

effective programs of determining paternity and obtaining child support. The Attorney General would also be authorized to delegate such
collection rights to counties that have effective programs, but only if
the State as a whole did not.

If the Attorney General found that a State did. not have an effective program, the collection rights would remain with the Federal
Government and would be enforced by Federal attorneys in either
State or Federal Courts. OEO lawyers would be made available to assist Justice Department attorneys in carrying out their responsibility.
In this situation the Federal Government would retain the full amount
not payable to the family.
The House bill provided that the Federal share for State expenses
for establishing paternity and securing support should be increased

from 50 to 75 percent. The committee adopted this provision, but
with a proviso that there be no Federal participation in such State
programs which do not meet the Attorney General's standards of
effectiveness.
LOCATING A DESERTING PARENT; ACCESS TO INFORMATION

Under the committee bill, the State or local Government would proceed to locate the absent parent, using any information available to it,
such as the records of the Internal Revenue Service and the Social Security Administration. The committee bill extends access to these Fed-

eral records to any parent seeking support from a deserting spouse
regardless of whether the family was on welfare. Non-welfare families
desiring to use this means of finding the absent parent would make the
necessary application at local welfare offices. The Federal Government would have to be reimbursed for the cost of these services by the
welfare agency or the individual if a welfare case was not involved.
As a further aid in location efforts, welfare information now wjthheld from public officials, under regulations concerning confidentiality, would be made available by the committee bill; this information
would also be available for other official purposes.
INCENTIVES FOR STATES AND LOCALITIES To COLLECT SUPPORT PAYMENTS

Under present law, when a State or locality collects support payments owed by a father, the Federal Government is reimbursed for its
share of the cost of welfare payments to the family of the father; the
Federal share currently ranges between 50 percent and 83 percent, depending on State per capita income. In a State with 50 percent Federal
matching, for example, the Federal Government is reimbursed $50

for each $100 collected, while in a State with 75 percent Federal
matching the Federal Government is reimbursed $75 for each $100
collected.

Consistent with the committee's block-grant approach for AFDC,
and as an incentive for the development of effective State and local
programs, the committee bill provides that the entire amount of any
savings in welfare payments from support collections would remain
with the States. If, however, the actual collection and determination
of paternity mechanism is carried out by local authority, the State
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would pay 25 percent of the governmental share of the support collections for a 12-month period to such authority.

In the situation where the location of runaway parents and the
enforcement of support orders is carried out by a State other than
that in which the deserted family resides, the State or local authority
which actually carries out the location and enforcement functions
will be paid the 25 percent bonus.

The committee bill provides, that the Federal Government would
have to be reimbursed for any Federal costs incurred by the States
and localities in their collection and determination of paternity
efforts.
VOLUNTARY APPROACH

The committee expects that most States will find it desirable to en-

courage parents to enter into voluntary arrangements for making
regular support payments; legal action would be used to the extent
that voluntary agreements have proven or are likely to prove unsuccessful. The use of the voluntary agreement can avoid the need for
court action and formal collection procedures. The record of the State
of Washington in collecting support payments voluntarily was highlighted in a recent study by the General Accounting Office as a key
element in their support collection program; hopefully, the experience
of Washington State can serve as a model for all States.
CIvIL ACTION To OBTAIN SUPPORT PAYMENTS

'Where the voluntary approach is not successful, the committee's
bill provides for strong legal remedies. The States, as agents of the
Federal Government, in enforcing the support rights assigned to them
by welfare applicants would have available to them all the enforcement and collection mechanisms available to the Federal Government, including the use of the Internal Revenue Service to garnishee
the wages of the absent parent. If these mechanisms are utilized the
Federal Government would have to be reimbursed on a cost basis.
DI5mIBUTI0N OF CoLLECTIoNs

The first $20 of any support collected in a month will be disregarded
and the remainder will be used to offset or reduce the AFDC payment

to the family for the month. If the support payment is sufficient to
entirely offset the family's AFDC eligibility for the month, the entire

support payment up to the amount of the family's support needs under

a court order or voluntary agreement will go to the family and any

excess will be returned to the State as a reimbursement lor past welfare
payments.
RESIDUAL OBLIGATION TO FEDERAL GOVERNMENT

The welfare payment would serve as the basis of a continuing mone-

tary obligation of the deserting parent to the United States. The
obligation would be the lesser of the welfare assistance paid to the
family, or 50 percent of the deserting spouse's income but not less than

$50 a month.
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A waiver of all or part of the Federal obligation might be allowed
upon a showing of good cause.
CRIMINAL ACTION

The committee bill has provided for Federal criminal penalties for
an absent parent who has not fulfilled his obligation to support his
family and the family receives welfare payments in which the Federal
Government participates. His obligation to support would be determined by applying State civil and/or criminal law. The sanctions for
failure to support could include a penalty of 50 percent of the amount
owed or a fine of up to $1,000 or imprisonment for up to 1 year or a
combination of these.
DETERMINING PATERNITY

The committee believes that an AFDC child has a right th have its
paternity ascertained in a fair and efficient manner. Although this may
in some cases conflict with the mother's short-term interests, the cornmittee feels that the child's right to support, inheritance, and his right
to know who his father is deserves the higher social priority. In 1967,
Congress enacted legislation requiring the States to establish programs
to establish the paternity of AFDC children born out of wedlock so
that support could be sought. The effectiveness of this provision was

greatly curtailed both by the failure of the Department of Health,
Education, and 'Welfare to exercise any leadership role and also by
Court interpretations of Federal law in decisions which prevented
State welfare agencies from requiring that a mother cooperate in
identifying the father of a child born out of wedlock.
COOPERATION OF MOTHER

The committee has made cooperation in identifying the absent parent a condition for AFDC eligibility. As a further incentive for cooperation, the first $20 a month in support collections would be disregarded for purposes of determining the amounts of welfare payments
to the family. Thus, the family would always be better off if support
payments were made by the absent parent.
BLOOD GROUPING LABORATORIES

The committee has also taken additional steps to provide for a more
effective system of determining paternity.

First, a father not married to the mother of his child would be required to sign an affidavit ,f paternity if he agreed to make support
payments voluntarily in order to avoid court action. Most States do

not permit initiation of paternity actions more than two or three
years after the child's birth; the affidavit would serve as legal evidence of paternity in the event that court action for support should
later become necessary.

Second, there is evidence that blood typing techniques have developed to such an extent that they may be used to establish evidence of
paternity at a level of probability acceptable for legal determinations.
Moreover, if blood grouping is conducted expertly, the possibility
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of error can all but be eliminated. Therefore, the committee adopted
a provision to authorize and direct the Department of Health, Educa-

tion, and Welfare to establish or arrange for regional laboratories
that can do blood typing for purposes of establishing paternity,
so that the State agencies and the courts would have this expert evidence available to them in paternity suits. No requirement would be
made in Federal law that blood tests be made mandatory. The services

of the laboratories would be available to courts with respect to any
paternity proceeding, not just a proceeding brought by, or for, a welfare recipient.
LEADERSHIP ROLE OF JUSTICE DEPARTMENT

To coordinate and lead efforts to obtain child support payments,
the committee action would require each U.S. Attorney to designate
an assistant who would be responsible for child support. This Assistant
U.S. Attorney would assist and maintain liaison with the States in
their support collection efforts and would undertake Federal action
as necessary. He would be required to submit a quarterly, report to
Congress concerning child support activities.
The committee bill requires that records be maintained by the Attorney General of the amounts of support collected and of the administrative expenditures incurred in the collection effort and that he submit
an annual report to Congress. Amounts collected but not otherwise
distributed would be deposited in a separate account which would
finance the expenses of the Federal collection efforts. An authorization for an appropriation would be included for the contingency of
a deficit in this fund in order to reimburse the Departments of Justice
and Treasury for their expenses in this area.
ArrACHMENT OF FEDERAL WAGES

State officials have recommended that legislation be enacted permitting garnishment and attachment of Federal wages and other obligations (such as income tax refunds) where a support order or judg-

ment exists. At the present time, the pay of Federal employees,

including military personnel is not subject to attachment for purposes

of enforcing court orders, including orders for child support or
alimony. The basis for this exemption is apparently a finding by the
courts that the attachment procedure involves the immunity of the
United States from suits to which it has not consented.
The committee bill would specifically provide that the wages and
employment-related annuities of Federal employees including military
personnel, and other payments under Federal programs be subject to
garnishment in support and alimony cases. This committee amend-

ment would be applicable whether or not the family bringing the
garnishment proceeding is on the welfare rolls.
CHILD SUPPORT UNDER WORKFABE

A deserted parent participating in the workf are program could take
advantage, of the support collection and, where applicable, the paternity determination mechanism provided in the committee bill. The
cost of collection, however, would be deducted from the amounts recovered and the balance would be turned over to the deserted family.
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EFFECTIVE DATES

Unless otherwise indicated in the bill, new features added by the
collection of support and determination of paternity provision would
be effective January 1, 1973.
TABLE 9.—AFDC FAMILIES BY PARENTAGE OF CHILDREN,
1971
Parentage

Number

Percent

2,523,900

100.0

Same mother and same father
Same mother, but 2 or more different fathers

1,800,200

71.3

638,400

25.3

mothers
2 or more different mothers and 2 or more

5,200

.2

53,400
26,700

2.1

Total

Same father, but 2 or more different
different fathers

Unknown

1.1

Source: Department of Health, Education, and Welfare.

TABLE 10.—AFDC FAMILIES WITH SPECIFIED NUMBER OF
ILLEGITIMATE RECIPIENT CHILDREN, 1971
Number of children

Total
None
1

2

Number

Percent

2,523,900

100.0

1,426,000
559,600
262,400

56.5
22.2
10.4

129,600
71,700
37,300
37,300

2.8

3

4

6 or more
Source: Department of Health, Education, and Welfare.

5.1
1.5
1.5
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TABLE ll.—AFDC FAMILIES BY STATUS OF FATHER, 1961,

1967, 1969, AND 1971
Percent of fa milies in—

Status

1961

Total

100.0

Dead

Incapacitated
Unemployed
Absent from the home:
Divorced
Legally separated
Separated without court
decree
Deserted
Not married to mother
In prison

1967

...

Absent for another reason....
Subtotal

Other status:
Stepfather case
Children not deprived of sup.
port or care of father, but
of mother
Not reported

-

7.7

1969

1971

100.0 100.0

100.0

43

18.1
5.2

5.5
12.0
5.1

5•5
11.5

4.8

6.1

13 7

J12.6

13.7
2.8

14.2
2.9

10.9
15.9

J

2.7

1

9.8

8.2
18.6
21.3
4.2

26.8
3.0

27.9
2.6

12.9
15.2
27.7
2.1

.6

1.4

1.6

1.2

66.7

74.2

75.4

76.2

1.9

1.9

2.6

1.3

.9

.9

9.7
18.1

22

1 Less than 0.05.

Source: Department of Health, Education, and Welfare.

(1)

.1
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TABLE 12.—AFDC FAMILIES BY WHEREABOUTS OF FATHER,
1971
Whereabouts

Total

In the home

In an institution:
Mental institution
Other medical institution
Prison or reformatory
Not in the home or an institution; he is
residing in:

Number

Percent

2,523,900

100.0

472,900

18.7

8,000
11,200
75,300

.3

.4
3.0

469,200
156,300

18.6
6.2

230,900
27,100
959,600
113,400

9.1

Same county
Different county; same State

Different State and in the United
States

Aforeign country
Whereabouts unknown
Inapplicable (father deceased)
Source: Department of Health, Education, and Welfare.

1.1

38.2
4.3

J. Fiscal Relief for States
The committee is well aware that the growth of the welfare rolls
since 1967 has been one of the significant factors in bringing about the

fiscal crisis currently facing State and local governmens. Under the
committee bill therefore, the fiscal burden on the States will be substantially decreased through increases in the Federal funding of assistance payments in AFDC and the Federal administration and funding of the supplemental security income program for the aged, blind
and disabled, as well as through indirect fiscal relief resulting from
improvements which the committee bill makes in the general structure
of the welfare programs.
Over the next 21/2 years, the bill provides $3.5 billion in fiscal
relief to the States. Of this, $2.3 billion represents fiscal relief in 1974,
the first year the new employment programs are fully effective. The
table below shows the detail for each of the years 1972—74.
(Dollars in billions]
1972

Aid to the aged, blind, and
disabled
Aid to families with dependent
children
Total
(129)

1973

1974

Total

$0.9

$0.9

$0.4

$0.8

1.4

2.6

.4

.8

2.3

3.5
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m. OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
BENEFITS
As passed by the House, H.R. 1 would have increased social security

cash benefits by $3.9 billion in 1973. More than half of this amount
related to a 5-percent across-the-board benefit increase in the I-louse
bill.

In the course of the committee's consideration of the House bill,
social security amendments were enacted as part of Public Law 92—336.

This law provides for a 20-percent across-the-board increase in benefits, effective with respect to checks received by beneficiaries early in
October 1972. The new law also provides for automatic increases in
social security benefits as the cost of living rises, and provides for an
increase both in wages subject to the social security tax (from $9,000
in 1972 to $10,800 in 1973, to $12,000 in 1974, with automatic increases

in the limit of wages taxable thereafter) and in the social security tax
rates.
In view of this action by the Congress, the committee deleted the
5-percent across-the-board benefit increase in the House bill. However,
the committee bill does provide about $3½ billion in additional social
security benefits, over $11/2 billion more than provided in comparable
provisions of the House bill. Most of the provisions in the committee
bill were approved by the Senate in 1970 as part of the social security

bill that passed the Senate in that year, but died when the House
refused to o to conference on the bill.
In addition to making more adequate provision for widows and for
disabled persons, the committee bill contains several provisions aimed

at strengthening the work incentive features of the social security
system.

One major feature of the committee bill would provide a special
minimum benefit to low-wage workers with longtime attachment to
employment covered under social security. A retired worker with at
least 30 years of covered employment would be guaranteed a benefit
of at least $200 (if the worker is married the couple would receive a
benefit of at least $300). Another provision of the committee bill would

increase retirement benefits for those persons who delay their retirement and thus do not receive benefits after age 65 and before age 72
because of their earnings. The committee bill also increases the earnings limit from the present $1,680 ($140 per month) to $2,400 ($200
per month).
The individual provisions of the committee bill arc described below.
(135)
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1. PROVISIONS OF THE HOUSE BILL THAT WERE NOT SUBSTANTIVELY

CHANGED BY THE COMMI11EE

Increased Widow's and Widower's Insurance Benefits
(Sec. 102 of the bill)
When social security benefits were first provided for widows by the
Social Security Amendments of 1939 they were set at 75 percent of the
worker's retirement benefit. This amount was based on the idea that a
widow should receive one-half of the combined benefit which would

have been paid to her and her husband had both been entitled to

benefits. Later, this amount was increased by 10 percent, to 82.5 percent, where it has remained up to the present time.
It is the committee's view that the expenses of a widow living alone

are no less than those of a single retired worker, and that there is
therefore no reason for paying aged widows less than the amoimt
which would be paid to their husbands as retirement benefits. Starting

in September 1972, the average benefit for a retired worker will be
about $162 a month, while the average benefit for a widow will be
about $138 a month. In addition, surveys of social security beneficiaries have shown that, on the average, women receiving widow's benefits have less other income than most other beneficiaries.
This provision of the committee bill, like the House bill, would provide benefits for a widow equal to the benefit her deceased husband

would have received if he were still living. Under the bill, a widow
who begins receiving benefits when she is 65 years of age or older
would receive either 100 percent of her deceased husband's primary
insurance amount (the amount he would have been entitled to receive if he began his retirement at age 65) or, if he began receiving
benefits before age 65, an amount equal to the actual benefit he would
have been receiving if he were still alive.
Under the committee bill, the benefit for a widow (or widower) who
comes on the rolls between the ages of 60 and 65 would be reduced (in a
way similar to the way in which widow's benefits are reduced under
present law when they begin between ages 60 and 62) to take account of

the longer period over which the benefit would be paid. For example,
the benefit amount for a widow becoming entitled to a widow's benefit
at age 63 would be 88.6 percent of her husband's benefit; for a widow
becoming entitled at age 64, the amount would be equal to 94.3 percent
of her husband's benefit.

Under the bill, the benefit amount for 3.8 million widows (and
widowers) who came on the benefit rolls before the new provisions
became effective would be redetermined as though the new provisions

had been in effect when they came on the rolls. Thus the widow already

on the rolls who started getting benefits before she reached age 65

would have the 100-percent widow's benefit reduced to take account of

the longer period for which she would be paid benefits. In order to
permit the use of machine records in determining the benefit amoUnt
that the deceased spouse would have been receiving if he were alive.
the Social Security Administration will assume that his benefits were
based on the same average monthly earnings which determine the pri-
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mary insurance amount on which the widow's (or widower's) benefits
are based for Dcember 1972.
Under the bill, as under present law, the benefit for a widow who
is age 62 or older when she starts getting benefits and who is the only
survivor getting benefits would be not less than $84.50, the minimum
benefit payable under present law to a retired worker at age 65. The
benefit for a widow who starts getting benefits before age 62 and who is
the only survivor getting benefits would be subject to an actuarial
reduction to take account of the longer period over which she will
receive benefits.

The changes made with respect to widows would also apply to eligible dependent widowers.

The committee bill makes some technical changes in the Housepassed provision which are intended to permit the Social Security
Administration to utilize the records now available in computerized
form.
Effective date.—January 1973.
Number of people affected and dollar payment8.—3.8 million widows

and widowers would get increased benefits on the effective date and
$1.1 billion in additional benefits would be paid in 1974.

Age-62 Computation Point for Men
(Sec. 104 of the bill)

Under present law, retirement benefits for men are figured
in a way which can result in a man getting a smaller benefit than
would be paid to a woman with identical earnings. For a man, the
period for determining the number of years of earnings that are
used in figuring the average monthly earnings on which his benefit

is based ends with the beginning of the year in which he reaches age
65. For a woman the period ends with the beginning of the year in
which she reaches age 62. Thus a woman may disregard 3 more years
of low earnings than a man when calculating average wages on which
benefits are based, and lower benefits are generally paid to a retired
man than are paid to a retired woman with the same earnings record.
For example, take the case of a man and a woman each of whom
reaches age 65 and retires in 1972; and each of whom has maximum
creditable earnings under the program in each year up to 1972. The
woman's benefit would be $269.70 a month under present law, while
the man's benefit would be $259.40 a month.

The provision would apply only to those who reach age 62 in the
future; a 3-year transition period would be provided. The number of
years used in computing benefits for men would be reduced in three
steps: men reaching age 62 in 1973 would have years up to age 64
taken into account; men who reach age 62 in 1974 would have years
up to age 63 taken into account; and men who reach age 62 in 1975 or
later would have years up to age 62 taken into account.

The bill would also provide a three-step reduction in the number
of quarters of coverage needed for insured status for men, making
the ending point age 62 for both men and women. The bill would thus
allow men to become fully insured on the basis of the same amount of
covered employment as is now required for women. The first step in
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this reduction would be effective for January 1973, with subsequent
reductions becoming effective in 1974 and 1975, as with the benefit

computation.
With the exception of a few technical changes, the committee amendment is identical to the House-passed provision.
Effective date.—January 1973.
Dollar payment8.—About $14 million in additional benefits would
be paid in 1974; the cost of the provision when it becomes fully effective is expected to be about $400 million.

Reduced Benefits for Widowers at Age 60
(Sec. 107 of the bill)

Tinder present law, a widow who is not disabled can become entitled
to widow's insurance benefits at age 60, but an aged dependent widower
cannot become entitled to dependent widower's benefits until age 62.
The 1965 amendments lowered the age of eligibility for widows from

62 to 60 but did not change the age of eligibility for dependent
widowers.
The committee believes that the age of eligibility should be the same

for aged dependent widowers as for widows. Accordingly, the bill
would lower the age of eligibility for dependent widower's benefits
from 62 to 60. The benefits payable to a dependent widower who starts
getting benefits before age 62 would be actuarially reduced, as are the
benefits under present law for widows who come on the benefit rolls
before age 62, to reflect the fact that benefits will be received over a
longer period of time.
Because the benefit amount payable at age 60 would be reduced to
take account of the longer period over which benefits would be paid,
the payment of these benefits would not result in any additional longrange cost to the program.
Effective date.—January 1973.

Entitlement to Child's Insurance Benefits Based on Disability
Which Began Between Ages 18 and 22
(Sec. 108 of the bill)

Under present law, a person can qualify for childhood disability
benefits if he has been continuously disabled—as defined in the law—
since before age 18 and is still disabled when his parent dies or becomes
entitled to social security benefits. The committee bill would permit
the payment of childhood disability benefits when the disability begins
before age 22, rather than before age 18.
People under age 22 who become so seriously disabled that they are

prevented from working generally depend on their parents for their
future support. The committee believes that it is consistent with the
philosophy of the social security program to provide benefits for these
disabled people after the insured parent dies, becomes disabled, or
retires.

The committee bill would also permit reentitlement to childhood
disability benefits for former childhood disability beneficiaries who
again become disabled within 7 years after their benefits terminate.
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This change would provide disability insurance protection to a former
childhood disability beneficiary until he had an opportunity to work

long enough to gain disability protection as a worker. The change
would be consistent with present law which permits disabled widows
and widowers to become reentitled to benefits if they again become
disabled after recovering from an earlier disability.
Effective date.—January 1973.
Number of people affected and dollar payments.—13,000 additional
people would become eligible for benefits on the effective date and $17
million in additional benefits would be paid in 1974.

Continuation of Child's Benefits Through End of Semester
(Sec. 109 of the bill)

Under present law, the child's benefits paid to a full-time student
end with the month in which he reaches age 22. The committee believes that benefits should not be terminated in the middle of a school
term. Accordingly, the committee bill includes a provision under
which the payment of benefits to a student who has not received,
or completed the requirements for, a degree from a 4-year college or
university would continue through the end of the school term in which
his 22d birthday occurs. If the educational institution in which he is
enrolled is not oprated on a semester or quarter system, benefits would
continue until the month following the completion of the course in
which he is enrolled or for two calendar months after the month in
which he reached age 22, whichever occurs first.
Effecti?'e date.—January 1973.
Number of people affected and dollar pai,ments.—55,000 beneficiaries

would receive additional benefits in the first full year and 6,000 additional people would become eligible for some benefits. About $19 million in additional benefits would be paid in 1974.

Child's Benefits in Case of Child Entitled on More Than One
Wage Record
(Sec. 110 of the bill)

Under present law, a child entitled to benefits based on the earnings
record of more than one worker gets benefits on only one earnings
record—the record of the worker with the highest primary insurance
amount.
When the present provision was enacted, a child's benefit was always

50 percent of the worker's primary insurance amount, regardless of
whether the worker was living or dead, so that the highest possible
benefit was always the benefit based on the highest primary insurance
amount. Subsequent changes increased a surviving child's benefit (but

not that for a child of a living worker) to 75 percent of the primary
insurance amount.

As a result of these changes, the amount of a child's benefit based on
the earnings record of the worker who has the highest primary insur-

ance amount may be smaller than the benefit based on the earnings record of another worker on whose record he is also entitled.
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This situation can arise because a child who is entitled to benefits
based on the earnings record of a retired or disabled worker gets a
benefit equal to 50 percent of the worker's primary insurance amount,
while a child who is entitled to benefits based on the earnings record
of a deceased worker gets a benefit equal to 75 percent of the deceased
worker's primary insurance amount.
The House-passed bill would provide that a child who is entitled to

benefits on the earnings record of more than one worker would be

paid benefits based on the earnings record which results in the

highest amount, if the payment would not reduce the benefit of any
other individual who is entitled to benefits based on that earnings
record. (Entitlement of a child on the earnings record that will give
the child the highest benefit could otherwise result in a reduction of
the benefits for other people entitled on the same earnings record
because of the family maximum limitation.) However, the committee
has been informed by the Social Security Administration that the
House-passed provision has certain technical deficiencies and the provision has been redraf ted to avoid these deficiencies.
Effective date.—Upon enactment.

Adoptions by Old-Age and Disability Insurance Beneficiaries
(Sec. 111 of the bill)

Under present law, a child (other than a natural child or a stepchild) who is adopted by a worker getting old-age insurance benefits
can get child's benefits based on the worker's earnings if the following conditions are met:

(1) the adoption took place within 2 years after the worker

became entitled to old-age benefits,
(2) the child wasreceiving at least one-half of this support from
the worker for the year before the worker became entitled to
benefits, and
(3) either (a) the child was living with the worker in or before
the month in which the worker filed application for old-age
benefits or (b) the worker had instituted adoption proceedings in
or before that month.

There is no provision in the law which would allow a child to
get child's benefits when lie is adopted by a worker more than 2
years after the worker becomes entitled to )I(l-age benefits.
In contrast, a child who is adopted by a worker getting disability
insurance benefits can get benefits regardless of whether he was being
supported by the worker when the worker became disabled, and regardless of when the adoption took place, if all of the following requirements are met:
(1) The adoption took place under the supervision of a childplacement agency;
(2) The adoption was decreed by a court of competent jurisdiction within the United States;
(3) The worker resided continuously in the United States for at
least 1 year immediately preceding the adoption; and
(4) The adoption occurred prior to the child's reaching age 18.
Alternatively, if the child was adopted by a worker getting disabil.

.
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ity insurance benefits within 2 years after the worker began to get
benefits, the child can get benefits if either the worker instituted adoption proceedings in or before the month when he became disabled or
the child was living with the worker in that month.
The provisions described above are unnecessarily complex and the
committee believes that the law should be changed so that eligibility
of children adopted by retired workers and children adopted by disabled workers would be determined under common rules. At the same
time, the committee believes that benefits for a child who is adopted
by a worker already getting old-age or disability benefits should be
paid oniy when the child lost a source of support. because his parent
retired or became disabled, and that the law should include safeguards
against. abuse through adoption of children solely to qualify them for
benefits. The committee has included in the bill a provision that it be-

lieves will accomplish these objectives.
'Under the bill, benefits would be payable to a child who is adopted
by an old-age or disability insurance beneficiary if the following conditions are met:
(1) The child lived with the worker in the United States for the
year before the worker became disabled or entitled to an old-age
or disability insurance benefit;
(2) The child received at least one-half of his support from the

worker for that year;
(3) The child was under age 18 at the time he began living with
the worker; and
(4) The adoption was decreed by a court of competent jurisdiction within the United States.
A child who was born in the 1-year period during which he would
otherwise be required to have been living with and receiving at least
one-half of his support from the beneficiary would be deemed to meet
the living-with and support requirements if he was living with the
beneficiary in the United States and receiving at least one-half of his
support from the beneficiary for substantially all of the period occurring after the child was born.
Effective date.—For benefits for months after December 1967 if an
application is filed within 6 months after the month of enactment;
otherwise for benefits for January 1973 and later.

Child's Insurance Benefits Not To Be Terminated by Reason of
Adoption

(Sec. 112 of the bill)
Under present law, a child's entitlement to benefits ends if he is

adopted unless he is adopted by (1) his natural parent, (2) his natural
parent's spouse jointly with the natural parent, (3) the worker (e.g., a
stepparent) on whose earnings the child is getting benefits, or (4) a
stepparent, grandparent, aunt, uncle, brother, or sister after the death
of the worker on whose earnings the child is getting benefits.
The committee believes that most adoptions are undertaken to obtain
for a child the legal and psychological advantages of adoption within
a close family group and that it is inappropriate to deprive the child
of his social security benefits when he is adopted. Accordingly, the bill
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provides for the continuation of benefits to an entitled child who is
adopted, regardless of who adopts him. A child whose entitlement to
benefits was terminated because he was adopted and who, except for
such adoption, would still be entitled to benefits may, upon filing
proper application, become re-entitled to benefits.
Effective date.—Effective upon enactment.

Elimination of the Support Requirements for Divorced Women
(Sec. 114 of the bill)

Benefits, under present law, are payable to a divorced wife age 62
or older and a divorced widow age 60 or older if her marriage lasted at
least 20 years before the divorce, and to a surviving divorced mother.
In order to qualify for any of these benefits a divorced woman is re-

quired to show that: (1) she was receiving at least one-half of her
support from her former husband; (2) she was receiving substantial
contributions from her former husband pursuant to a written agree-

ment; or (3) there was a court order in effect providing for substantial
contributions to her support by her former husband.
In some States the courts are prohibited from providing for alimony,
and in these States a divorced woman is precluded from meeting the
third support requirement. Even in States which allow alimony, the
court may have decided at the time of the divorce that the wife was
not in need of financial support. Moreover, a divorced woman's ehgibility for social security benefits may depend on the advice she received
at the time of her divorce. If a woman accepted a property settlement
in lieu of alimony, she could, in effect, have disqualified herself for

divorced wife's, divorced widow's, or surviving divorced mother's

benefits.

The intent of providing benefits to divorced women is to protect
women whose marriages are dissolved when they are far along in
years—particularly housewives who have not been able to work and
earn social security protection of their own. The committee believes
that the support requirements of the law have operated to deprive
some divorced women of the protection they should have received and,
therefore, recommends that these requirements be eliminated. The re-

quirement that the marriage of a divorced wife or widow must have
lasted for at least 20 years before the divorce would not be changed.
Effective date.—January 1973.
Number of people affected and dollar payments.—A bout 10,000 people would qualify for benefits and about $23 million in additional benefits would be paid in 1974.

Waiver of Duration of Relationship Requirement for Widow,
Widower, or Stepchild in Case of Remarriage to the Same
Individual

(Sec. 115 of the bill)

To qualify for survivors' benefits under present law, a worker's
widow or widower who is not the natural or adoptive parent of a child
of the worker must have been married to the worker for a period of not
less than 9 months immediately prior to the day on which the worker
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died (except where death was accidental or in the line of duty in a
Uniformed Service, in which case the period is 3 months). A stepchild
must have been the stepchild of the worker for a similar period.
This duration-of-relationship requirement is included in the law as
a general precaution against the payment of benefits where the marriage was undertaken to secure benefit rights. The committee, however, believes that in certain situations the purpore of paying benefits
to widows, widowers and stepchildren is being defeated by the application of the duration-of-relationship requirements. In some cases
of divorce and remarriage, the requirements were met at the time
of the divorce but the subsequent remarriage was too recent for the
requirements to be met on the basis of the time elapsing between the

date of the remarriage and the date of the worker's death. It does
not seem appropriate that benefits should be denied in such cases.

Accordingly, the committee has included in its bill a provision which
would waive the duration-of-relationship requirement in present law
for entitlement to benefits as a worker's widow, widower, or stepchild
in cases where the worker and his spoue were previously married.
divorced and then remarried, the relationship existed at the time of

the worker's death, and the duration-of-relationship requirement

would have been met if the worker had died on the date when he was
divorced from his spouse.
Effective date.—J.anuary 1973.

Applications for Disability Insurance Benefits Filed After Death
of Insured Individual
(Sec. 118 of the bill)

Under present law, an application must be filed with the Social
Security Administration to establish entitlement to social security
disability insurance benefits by the disabled worker or, if he is unable
to file an application, by another person on his behalf. In either event,
entitlement to disability insurance benefits cannot be established unless the application is filed during the worker's lifetime.
In most cases a timely application is filed by or on behalf of a disabled worker who meets the other eligibility conditions of the law, so
that the benefit rights of both the disabled worker and his dependents
are protected. However, in a relatively few cases a disabled worker
who would have been eligible for benefits dies before an application is
filed and his disability benefits are lost. As a result, the hving expenses
of the disabled worker during the period of his disablement may remain unpaid and become obligations of his survivors.
The committee has therefore included in the bill a provision which
would permit disability insurance benefits to be paid if an application
is filed within 3 months after the month of the death of a disabled
worker. Benefit payments which would have been payable upon appli-

cation by the disa'bled worker would then be payable for up to 12
months prior to the month in which an application is filed. An application filed within the 3-month period would also permit entitlement
to dependents' benefits to be established.
Effective date.—The provision would apply in cases of deaths occur-

ring after December 31, 1969. In cases in which the disabled worker
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after December 31, 1969 but prior to enactment of the bill, an
application could be filed within three months after the month of
died

enactment and the application would be deemed to have been filed in
the month of death.

Workmen's Compensation Offset for Disability Insurance
Beneficiaries

(Sec. 119 of the bill)
The committee bill would modify present provisions under which
social security disability benefits are reduced in some cases where the
disabled worker is also receiving workmen's compensation.
Under present law, when a disabled worker under age 62 qualifies for
both workmen's compensation and social security disability benefits,
the social security benefits payable to him and his family are reduced
by the amount, if any, that the total monthly benefits payable under the
two programs exceed 80 percent of his average current earnings before he became disabled. A worker's average current earnings for this
purpose are the larger of (a) the average monthly earnings used for

computing his social security benefits, or (b) his average monthly
earnings in employment or self-employment covered by social security
during the 5 consecutive years of highest covered earnings after 1950,
computed without regard to the limitations which specify a maximum

amount of earnings creditable for social security benefits. The
purpose of these provisions is to avoid the payment of combined

amounts of social security benefits and workmen's compensation payments that would be excessive in comparison with the beneficiary's
earnings before he became disabled.

While the committee subscribes to the principle underlying the

offset provisions—that the combined benefits should be somewhat less

than the worker's earnings before he became disabled—it believes
that the computation of average current earnings does not, in some
cases, realistically reflect the worker's earnings level before he became
disabled. The bill therefore provides a third alternative, under which a
worker's average earnings may be based on his highest year's earnings

in the period consisting of the calendar year in which he became
disabled and the 5 years immediately preceding that year.
Effective date.—January 1973.
Number of people affected and dollar payments.—40,000 people
would get increased benefits on the effective date, 2,000 additional
people would become entitled to benefits, and $22 million in additional
benefits would be paid in 1974.

Wage Credits for Members of the Uniformed Services
(Sec. 120 of the bill)
Under present law, social security coverage is provided on a contributory basis for people who serve in the uniformed services after
1956. The 19(7 social security amendments provided (in addition to
the contributory coverage of basic pay) noncontributory wage credits,
usually $300 for each calendar quarter of military service after 1967,
to take account of the wages in kind that servicemen receive.
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The bill would extend the 1967 provision to cover service during the
period 1957—67. This would provide noncontributory credit for service

on active duty for all years that military service has been covered
under social security, and would avoid the serious impairment of
social security protection that now exists for those people (and their
families) whose benefits are based on basic pay only for years of
military service during the period from 1957 through 1967.

The committee bill also would simplify the way the wage credit
is computed. Under present law, a member of a uniformed service
receives a noncontributory wage credit of $100 for any calendar quarter

in which his basic pay for the quarter was $100 or less, $200 for any
calendar quarter in which his basic pay was more than $100 but not
more than $200, and $300 for any calendar quarter in which his basic
pay was more than $200. Under the bill, the noncontributory wage
credits would be $300 for every calendar quarter of service in which a
person receives basic pay, regardless of the amoimt of basic pay.
The cost of additional social security benefits that would be paid
as a result of the enactment of these provisions would be financed
from general revenues, on the same basis as the benefits resulting from
the present noncontributory wage credits for years after 1967.
Effective date.—January 1973.
Number of people affected and dollar payments.—130,000 people
would get increased benefits on the effective date and $46 million in
additional benefits would be paid in 1974.

Optional Determination of Self-Employment Earnings
(Sec. 121 of the bill)
The present law provides social security credit to self-employed
people on the basis of their net earnings from the operation of a trade

or business. However, no credit is allowed for any year unless net

earnings are at least $400 for the taxable year. An optional method of
determining self-employment earnings is provided for farmers. The
option provides that when a farmer's gross income:
(1) is not more than $2,400, his net earnings may, at his option,
be deemed to be two-thirds of the gross income; or

(2) is more than $2,400 and the net earnings are less than
$1,600, his net earnings may, at his option, be deemed to be
$1,600.

When this optional method is used to determine self-employment
earnings no social security credit is given if the deemed self-employment earnings are less than $400.

The House-passed bill would provide a similar option for all selfemployed people. The committee, however, has been informed by the
Social Security Administration of certain technical problems which
would arise under the language of the House bill. Accordingly, the

provision has been redrafted to eliminate these problems. The bill,
therefore. would provide an option that may be used by people who
are regularly self-employed. The option would permit them to determine their nonfarm self-employment earnings for social security
purposes as the smaller of: (1) two-thirds of their gross income or (2)
$1,600. The nonfarm option, however, could not be used more than 5
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times by any self-employed person, and it could be used in any taxable

year only by an individual who had actual net earnings from selfemployment of $400 or more ¶n at least 2 out of the 3 immediately
preceding taxable years. An individial could use the optional method
only if his actual net earnings from nonfarm self-employment were
less than $1,600 and less than two-thirds of his gross income—he could
not use the optional method to report and pay the social security taxes
on an amount less than his actual net earnings. These limitations should
assure that the special method of determining net earnings from nonfarm self-employment would not be available to people who may have

insubstantial amounts of income in a year from a hobby or similar
activity.
Effective date.—Taxable years beginning after 1972.

Coverage for Vow-of-Poverty Members of Religious Orders

(Sec. 123 of the bill)
Under present law, the services performed by a member of a religious order who has taken a vow of poverty which are in the exercise of the duties required by the order are excluded from coverage
under social security. The committee's bill provides that such service
would be covered under social security as employment for the order
(or for an autonomous subdivision of the order) if the order (or subdivision) irrevocably elects coverage for its entire active membership,
and if the order also makes an irrevocable election to cover its lay
employees.

In 1967 the House passed legislation extending social security coverage to members of religious orders who were under a vow of poverty.

However, when the matter was considered in the Senate, representatives of religious orders requested time for further study of the effects
of coverage. The provision was not included in the Senate-passed bill
which went to conference, and the conference agreed to postpone the
matter pending study by the orders. The provision for extending coverage to members of religious orders which is included in the committee bill takes into account the recommendations which religious orders
proposd after completing their study.
The committee bill provides that the wages for social security purposes would be the fair market value of any board, lodging, clothing,

and other perquisites furnished to the member, and that the order

which elects coverage would file social security reports on such wages

and pay the employer and employee social security taxes on

them. The committee has been informed that the value of items furnished by an order do not vary significantly from member to member,

so that the order would generally report a uniform wage for each
member. The bill establishes $100 a month as the minimum amount of
wages which may be reported by an order for each of its members. The
committee expects, however, that the minimum figure would not be

used in those instances where it represents less than the fair market

value of the items furnished the member.
Under present law, a nonprofit organization which provides coverage for its lay employees, and a State which provides coverage for its

employees or the employees of any of its political subdivisions are
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permitted to provide the coverage retroactively for up to 5 years. Such
a provision enables the employer to reduce the adverse effects of late
entry into social security coverage on the newly covered employees. It
seems reasonable to permit the religious orders the same opportunity

to protect their members. Accordingly, the bill would permit each
order (or autonomous subdivision) to provide up to 5 years of retro-

active coverage for those persons who were active members when the
work was performed and who are alive when the election is made.

Self-Employment Income of Certain Individuals Temporarily
Living Ousade the United States
(Sec. 124 of the bill)
Under present law, social security coverage of self-employment performed by a U.S. citizen outside the United States is subject to major
restrictions because coverage is governed by provisions which were
designed to define liability for income tax purposes. In computing
earnings from self-employment, a U.S. citizen who retains his residence in the United States but who is present in a foreign country or
countries for 510 days (approximately 17 months) out of 18 consecutive months, must exclude the first $20,000 of earned income for income tax and social security purposes.
Some self-employed U.S. citizens—e.g., free-lance newspapermen

or news commentators—work outside the United States for long periods at a time before returning to the United States. Such citizens
usually had social security coverage before they went abroad. The interruption or reduction of their coverage, because they must exclude
their earned income up to $20,000 a year, has in some instances an
adverse effect on the social security protection of the worker and his
family.
The committee bill provides that for social security purposes, U.S.
citizens who are self-employed outside the United States and who retain their residence in the United States will compute their net earnings from self-employment in the same way as those who are selfemployed in the United States; the present exclusion for income tax
purposes will no longer apply with respect to the self-employment
tax but will continue to apply for income-tax purposes. The bill would
not affect the exclusions (for either social security or income-tax purposes) taken by U.S. citizens who have established residence in a
foreign country.
Effective date.—Taxable years beginning after 1972.

Coverage of Federal Home Loan Bank Employees

(Sec. 125 of the bill)
The Social Security Amendments of 1956 provided for coverage of
employees of the Federal Home Loan Banks on condition that their
retirement system be coordinated with social security and that the
plan for coordination be submitted to the Secretary of Health, Education, and Welfare and approved by him before July 1, 1957; this condition was not fulfilled.
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The Federal Home Loan Bank Board has again requested that

social security coverage be extended to the approximately 500 employees of Federal Home Loan Banks. These employees are eligible
for retirement coverage under the Savings Association Retirement
Fund which the committee is informed now provides coverage that is

coordinated with the benefits provided under the social security
program.

The bill would extend coverage to all services performed in the
employ of a Federal Home Loan Bank starting with the first calendar
quarter which begins on or after the date of enactment. Persons who
are Bank employees on the first day of such calendar quarter would
also have any services they performed in the employ of any of the
Banks after the last day of the sixth calendar year before the year of
enactment covered, but only if the employer and employee social security contribution on account of such services are paid by July 1,
1973, or by such later date as may be provided under an agreement
entered into between the Banks and the Secretary of the Treasury.

Policemen and Firemen in Idaho
(Sec. 126 of the bill)
The bill would make applicable to the State of Idaho the provision
in the Social Security Act which makes social security coverage available, in certain jurisdictions specifially named in the law, to policemen and firemen who are in positions covered under a State or local
retirement system, on much the same basis as to other persons under

retirement systems. Under present law, the provision applies to 19
States, Puerto Rico, and to nfl interstate instrumentalities. The 19
States which are now included in the provision are Alabama, California. Florida, Georgia, Hawaii, Kansas, Maine. Maryland, Ne
York, North Carolina, North Dakota. Oregon, South Carolina, South
Dakota, Tennessee, Texas, Vermont. Virginia, and Washington.
In Idaho, and in other States not named in the law, social security
coverage is not available, to policemen who are in positions covered

under a State or local retirement system. It is available for firemen

under a retirement system in these States, but only if special conditions
set forth in the Federal law are met. The Governor of the State must
certify that the overall benefit protection of the group of firemen which
would be brought under coverage would be improved by reason of the

extension of coverage to the group, and coverage can be extended
only by means of a referendum in which oniy firemen may vote.

Coverage of Certain Hospital Employees in New Mexico
(Sec. 127 of the bill)

The committee bill would permit the State of New Mexico within 3
months after the month of enactment, to provide social security coverage, under its coverage agreement with the Secretary of Health, Education, and Welfare, for employees of certain public hospitals without
regard to certain provisions of the Social Security Act which pertain
to the conditions under which a State may bring a group of employees
uzi der social security coverage.
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As a result of a misunderstanding within the State, certain hospital
employees were covered under the New Mexico Public Employees
Retirement Association for a short period of time, although the coverage was unintended as far as the hospital and the hospital employees
were concerned. This period of coverage under the State retirement
system prevents the employees in question from obtaining social
recurity coverage because of the provisions of the Social Security
Act that are designed to protect the rights of such employees against
the replacement of coverage under a State or local government retirement system by social security coverage. The unusual situation in
New Mexico is not the type of situation to which these provisions,
designed to provide safeguards for retirement system members. were
directed.

Coverage of Certain Employees of the Government of Guam
(Sec. 128 of the bill)

Employees of the Government of Guam are not covered under social security. (Employees of private employers in Guam have been
covered since 1960 on the same basis as workers in the U.S.)
There are about 1,500 employees of the Government of Guam classified as temporary or intermittent employees who are not covered under
social security and who are excluded from coverage under the govern-

ment retirement system. As a result, they have no protection under
any government retirement system. Under present law, social security
coverage can be provided for these employees only if it is provided
for employees covered under the Government of Guam retirement
system. The Government of Guam has requested that coverage be
provided for temporary and intermittent employees who are excluded
from coverage under the government retirement system.
The committee bill would add a provision to cover on a compulsory
basis the services of temporary and intermittent employees of the Government of Guam who are excluded from coverage under any retirement system established by the Governments of the United States or

Guam. Services performed as members of the Legislature of Guam,

or as an elected official, or in a hospital or penal institution by a patient
or inmate thereof could not be covered under this amendment.
Effective date.—For services performed on and after the first day
of the calendar quarter which begins on or after the date of enactment.

Coverage Exclusion of Students Employed by Nonprofit Organizations Auxiliary to Schools, Colleges and Universities
(Sec. 129 of the bill)
Under present law, services of a student performed in the employ of

a private nonprofit organization which is auxiliary to a public or

private school, college, or university at which the student is enrolled
and in regular attendance are generally covered under social security.
These auxiliary nonprofit organizations may operate such enterprises
as bookstores, housing, publishing, or food service. The committee is
informed that an unfair situation exists when services performed by
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students in the employ of schools, colleges, or universities in which

they are enrolled and in regular attendance are excluded from social
security coverage while services performed by students for a nonprofit
organization established for the benefit of the same schools, colleges,
or universities are covered.
Therefore, the committee bill provides for the exclusion from social
security coverage of services of students performed in the employ of an
auxiliary nonprofit organization which is organized and operated exclusively for the benefit of and supervised or controlled by the school,
college, or university. However, the provision would not exclude from
coverage services of a student for an auxiliary nonprofit organization
connected with a public school, college, or university whose student
employees are covered under social security pursuant to a State coverage agreement with the Secretary.
Effective date.-—With respect to services performed after December
-

1972.

Increase of Amounts in Trust Funds Available To Pay Costs of
Rehabilitation Services
(Sec. 131 of the bill)

The committee bill includes a provision which is intended to increase the number of social security disability beneficiaries who are
rehabilitated and enabled to return to gainful employment. Under
present law, the total amount of trust fund money that may be used
in any year for reimbursing State agencies for the costs of rehabilitation services provided disability beneficiaries may not exceed 1 percent
of the social security disability benefits paid in the previous year. The
committee bill would increase the authorization for use of trust fund
money for rehabilitation in two steps—to 1.25 percent for fiscal year

t973, and to 1.5 percent for fiscal year 1974 and subsequent years.
The Department of Health, Education, and Welfare has informed
the committee that the savings to the trust funds resulting from the
increased number of disability beneficiaries who would be rehabilitated
and returned to employment would substantially exceed the additional
costs of the rehabilitation services.
About $29 million in additional funds would be available in 1974.

Acceptance of Money Gifts Made Unconditionally to Social
Security
(Sec. 132 of the bill)

There is no authorization in the law for the Managing Trustee of
the social security trust funds (by law, the Secretary of the Treasury)

to accept gifts and bequests made to the social security program.

While unrestricted bequests can be deposited in the general funds of
the Federal Government, bequests restricted to the social security
program cannot be accepted without enactment of special legislation.
There is precedent in the law for the Government to accept gifts
for special purposes. The Secretary of Health, Education, and Welfare
can accept gifts for certain divisions of the Public Health Service (such
as the National Library of Medicine, the National Cancer Institute,
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the National Heart Institute, and St. Elizabeths Hospital), and the

Cuban refugee program.
There have been some cases where money has been bequeathed to

the social security trust funds. Because such a bequest cannot be

accepted, confusion and delay in settling the estate may have resulted.

The Department of Health, Education, and Welfare points out that
while the amount of money lost to the trust funds is insignificant, it
seems unjustifiable that an act presumably motivated by appreciation for, and confidence in, a Government program should cause complicated legal problems for the survivors.
The committee bill, therefore, includes a provision which would
authorize the Managing Trustee of the social security trust funds to
accept money gifts or bequests made unconditionally to the trust funds
or to the Department of Health, Education, and 'Welfare, or any part

or officer thereof, for the benefit of any of the social security trust
funds or any activity financed through such funds, and to deposit

such gifts or bequests in the social security trust funds.

Under this amendment, gifts would be credited to the particular
trust fund designated by the donor (the old-age and survivors insurance trust fund, the disability insurance trust fund, the hospital insurance trust fund, or the supplementary medical insurance trust fund).
If no fund is designated, the gift would be credited to the old-age and
survivors insurance trust fund.

Payment in Certain Cases of Disability Insurance Benefits With
Respect to Certain Periods of Disability
(Sec. 133 of the bill)

Under a 1967 amendment certain disabled people were allowed to
establish a period of disability—the so-called disability freeze—even
though the period provided in the law for filing effective applications
had terminated. This 1967 provision was designed to protect a limited
number of people who, when the disability program was new, had
been so severely disabled that they did not have the opportunity or
ability to file an application.
The committee has been informed that these people also lost benefits
which would otherwise have been paid. Therefore, the committee bill
would provide for the payment of cash disability benefits for periods
of disability that began after 1959 and ended prior to 1964 that have
been established by those persons under the 1967 amendments.

Recomputation of Benefits on Combined Railroad and Social
Security Earnings
(Sec. 134 of the bill)

A social security beneficiary may receive benefits in a given year

based only on earnings in prior years; but his primary insurance
amount is automatically recomputed from year to year if he has
current earnings. Recomputation is provided for "if an individual
has wages or self-employment income for a year after 1965." This
wording has inadvertently created a problem when people are entitled
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to benefits
systems.

under both the social security and railroad retirement

A living individual with entitlement to both social security and
railroad retirement benefits may receive benefits separately under
both systems. If he dies, however, his survivors may receive benefits
from only one system, based on his combined earnings under both
systems. Thus, upon his death, a recomputation is necessary. The
language of the law has been interpreted as preventing the Social
Security Administration from automatically recomputing survivor
benefits based on combined social security and railroad retirement
earnings where the deceased person retired before 1966 and had no
earnings after 1965. A specific provision in the law is needed to make
it clear that survivor's benefits will continue to be based on the worker's
combined social security and railroad earnings.
Effective date.—Upon enactment.

2. PROVISIONS OF THE HOUSE BILL THAT WERE MODIFIED BY THE
COMMIFEE

Special Minimum Primary Insurance Amount
(Sec. 101 of the bill)

Under present law, in order to be eligible to receive any social

security retirement benefit, an individual must have worked at least
a specified amount of time in employment covered under the social
security program. Eventually, everyone will need 10 years of employment covered under social security in order to be eligible for retirement benefits; however, a man reaching age 65 in 1960 required only
years of covered employment to be eligible for retirement benefits;
one attaining age 65 in 1965 required only 31/2 years of covered employment; and a man reaching age 65 in 1971 required only 5 years
of covered employment.
Once an individual has sufficient years of covered employment to be
eligible for social security benefits, the amount of the benefit for which
he is eligible is calculated on the basis of his average earnings in covered employment, including years with no earnings if his employment
under the social security program is slight. For example, the benefits
for men retiring at age 65 in 1972 generally are based on their 16 years
of highest earnings after 1950 under the social security system; a man
with 16 years of earnings of $250 monthly will have the same average
21/4

monthly earnings as one with 8 years of earnings of $500 monthly
combined with 8 years of no earnings under social security. Thus, the
committee feels that it would be appropriate in increasing benefits to
distinguish between individuals whose low average earnings result
from only slight connection with covered employment and those individuals who worked for years at low wages.
Beginning September 1972, an individual whose average monthly

earnings are less than $76 is eligible for a monthly social security
benefit of $84.50. Typically, an individual has average wages of ]ess
than $76 monthly because for a number of years he was not working in
covered employment at all, and these years of no earnings, when aver-

aged in with the years of covered employment, brought his average
wages to a low level. This would occur if an individual spent most of
his working career in employment not covered under social security
but instead covered by another public pension system (such as employment in the Federal civil service, under a State retirement system not
linked to social security, or as a policeman or fireman). A woman who

spent most of her adult life not working but who had some earnings
under social security would ordinarily receive wife's or widow's benefits based on her husband's earnings under social security; however, if
he receives another public pension because he never worked under social security, she will probably be receiving the minimum benefit even
though his pension benefit may be substantial.
(153)

1.54

Thus, it appears that many, if not most, people receiving the minimum benefit under social security are doing so because they have had
little connection with employment covered under social security.
On the other hand, many people receive relatively low social security benefits because they have worked for years at low wages under the
social security system. For example, an individual with average wages
of $200 monthly (whether he worked for 30 years under social security

or only for 10 years) receives monthly social security benefits of

$154.40, and a person with average earnings of $250 monthly (regardless of the number of years worked under social security) is eligible for
monthly benefits of $174.80. These amounts represent the benefits to a

single person retiring at age 65; a married couple would receive an

additional 50 percent.
The House bill would provide a new special minimum benefit of $5
times the number of years of coverage a person has under social security. The benefit would be $85 for a person who had 17 years of coverage, $100 for a person with 20 years of coverage, $125 for a person with
25 years of coverage, with a maximum of $150 for a person with 30
or more years of coverage.
The committee is recommending a special minimum benefit under
the program which would provide a payment of $200 per month ($300

for a couple) for persons who have been employed in covered employment for at least 30 years. This benefit would be paid as an
alternative to the regular benefit in cases where a higher benefit would
result.
Specifically, the amendment would provide a special minimum of

$10 per year for each year of coverage in excess of 10 years (there
would be no credit for the first 10 years of coverage). TJiider this
provision, the new higher minimum benefit would become payable to
people with 19 or more years of coverage; at that point, the special
minimum benefit would be more than the regular rninimum—$90 as
compared to the regular minimum benefit of $84.50. A worker with
20 years of coverage under social security would receive a minimum benefit of $100; one with 25 years would receive a minimum of
$150, while one with 30 years would receive $200 a month. Minimum
payments to a couple would be one and one-half times these amounts.
The minimum benefits under the amendment for persons with various years of covered employment are shown in the following table:
Years of covered employment:
19

Special minimum benefit

20

$90
100

21

110

22
23
24

120
130
140

25
26
27

150
160
170

28
29

180
190

30 or more

200
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These special minimum benefits would not be raised under the automatic benefit increase provisions of the law.
Under the bill, for purposes of determining the amount of an individual's special minimum benefit, the number of years of coverage
for the period 1937—1950 would be determined on a presumptive basis

by dividing the total wages credited to an individual for years fter
1938 and prior to 1951 by $900, disregarding any fraction and limit-

ing the total to 14. (This method is a practical way to deter-

mine years of coverage for the period 1937—1950 because the records
of the Social Security Administration available for machine use indi-

cate total earnings for the entire 14-year period but not earnings for
individual years.) The number of years of coverage after 1950 would
be determined on an individual-year basis; each year for which the
individual is credited with wages and self-employment income of at
least 25 percent of the contribution and benefit base for that year would
be a year of coverage. The amount used for determining years of cover-

age before 1951 has been set at $900, rather than 25 percent of the
$3,000 base ($750) in effect before 1l51 as an offset to the generous
treatment resulting from the use of the presumptive basis.
Effective date.—January 1973.
Number of people affected and dollar payments.—700,000 people
would become eligible for additional benefits on the effective date and
$152 million in additional benefits would be paid in 1974.

Delayed Retirement Credit
(Sec. 103 of the bill)

Under present law, a person who continues working and delays
retirement beyond age 65 pays contributions on his earnings, foregoes

benefits, and may get no more in monthly benefits when he finally
retires than he would have been paid had he retired at age 65. In some
cases, however (where average monthly earnings increase due to work

after age 65) monthly benefits can be greater than the benefits that
would have been paid at 65, because earnings in years after 65 can be
substituted for lower earnings in prior years in figuring the average

earnings on which benefits are based.

The committee bill would provide increased benefits for people
who do not get benefits because they are working between ages 65

and 72.

Beginning with the month of attainment of age 65 and ending with
the month before the month in which a worker reaches age 72, his
benefit would be increased by one-twelfth of 1 percent for each month
for which his benefit was not payable.
As under present law, benefits would be recomputed for any year

after age 65 in which a person has earnings. Benefits reflecting the
increase (after taking into account the months in which a worker was
insured but for which he got no benefits) would be payable beginning
the following January.
For example; a man who retires at age 65 in January 1973 with
earnings of $4,000 in each year of his computation period could get a
monthly benefit of $205.80 for each month of 1973. If he worked for
12 months in 1973, earning $6,000, his average monthly earnings would
78—178

O—72—11
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be increased from $333 to $343, and his benefit before application of
the delayed-retirement credit provision would be increased to $211.20.
This amount would then be increased by 1 percent to $213.40.
The delayed-retirement increment—unlike the increase resuitnig
from the increase in average monthly earnings—would apply to the
old-age insurance benefit only, and would not affect benefits of dependents or survivors.
The provisions of the committee bill would require the recomputation of .the benefits payable to all retired workers now on the benefit

rolls to take account of months (beginning with January 1940) for
which benefits were not paid between ages 65 and 72 because of earnings from work. In this respect it differs from the House-passed provision which would only take account of months after 1970 for which
benefits were not paid between ages 65 and 72 because of earnings.
Effective date.—January 1973.
Number of people affected and dollar payment8.—5 million people
would .get increased benefits on the effective date and $198 million in
additional benefits would be paid in 1974.

Liberalization and Automatic Adjustment of Earnings Limitation
(Sec. 105 and Sec. 106 of the bill)

Under present law, if a beneficiary under age 72 earns more than
$1,680 in a year, his benefits are reduced by $1 for each $2 of earnings
between $1,680 and $2,880 and by $1 for each $1 of earnings above $2,880. However, full benefits are paid, regardless of the amount of annual

earnings, for any month in which the beneficiary neither works for
wages of more than $140 nor renders substantial services in selfemployment. Under the committee bill, beginning in 1973, a beneficiary

would receive the full amount of his benefits each month if his annual earnings did not exceed $2,400 (compared with $2,000 in the
House bill) ; the bill would also increase from $140 to $200 the
amount of wages a beneficiary may earn in a given month and still
get full benefits for that month. In addition, the committee bill would
provide that only $1 in benefits would be withheld for each $2 of
earnings above $2,400, regardless of how high the earnings might be.
The committee bill, like the House bill, would also change the retire-

ment test as it applies in the year in which a worker reaches age 72.
TJnder present law, benefits are not withheld after age 72. However,
in the year in which a beneficiary reaches age 72, earnings in and after
the month in which he reaches age 72 are counted in determining his
annual earnings and thus have an effect on whether benefits are reduced
or withheld for the months before he reached age 72.
Many beneficiaries believe that earnings after they reach age 72 do
not affect benefits for the year in which they are 72. However, the law

requires that they be included in the individual's earnings for that
year, and as a result some people receive—and have to repay—excess
benefits because of this misunderstanding.
To eliminate this confusion, the committee bill would pro-

vide that only amounts earned before the month in which the

beneficiary became 72 would be used in determining his earnings for
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the year. (A self-employed person would have his self-employment
earnings for the year prorated to each month in his taxable year.)
The provisions in the House bill providing for automatic increases
in social security benefits and in the contribution and benefit bases
were enacted into law on July 1, 1972, as part of H.R.. 15390 (Public
Law 92—336).

Under the provisions of the bill reported by the committee, as under
the House bill, the retirement test exempt amount—the amount a bene-

ficiary under age 72 can earn in a year and still receive all his benefits—would be automatically increased in proportion to the increase in
the level of average covered wages in the first quarter of the year in

which the computation is made over the level of average covered
wages in the first calendar quarter of the later of: the most recent
year in which an increase in the retirement test exempt amount was
enacted, or the most recent year in which a determination was made

to automatically adjust the exempt amount. The exempt amount would
be automatically increased in the same manner as the contribution and
benefit base is increased under present law. Like the base increases, the
automatic retirement test increases would occur only when there is an
automatic increase in benefits. This provision would provide retirement test changes current with increases in earnings and would avoid
extended lags between such increases and changes in the test.

Effective date.—The earnings limitation would be increased to

$2,400 beginning January 1973; the first automatic increase could be
effective for January 1975.
Number of people affected and dollar payments.—1.2 million beneficiaries would become entitled to higher benefit payments when the
earnings limitation is raised to $2,400, and additional people would
become entitled to benefits. About $1.1 billion in additional benefits
would be paid in 1974.

Benefits for Child Based on Earnings of Grandparent
(Sec. 113 of the bill)
The House-passed bill would add a new provision to the law so that

the grandchild of a retired, disabled or deceased worker (Or of his
spouse) can, under certain circumstances, qualify for child's insurance
benefits where both of the child's parents are dead. There is no provi-

sion now in the law that provides benefits for a child based on the
earnings of a person other than his parent or stepparent.
The committee agrees with the House that for some children, the
present provisions do not provide sufficient protection. However the
House-passed bill does not make provision for children whose parents
are severely disabled and who are caied for and supported by a grand-

parent. The committee bill would modify the House bill to provide
benefit payments to these cnildren as well as to those whose parents
have died.
The committee bill like the House bill also modifies the benefit eligibility requirements, as they would apply to grandchildren, for a child
who is adopted after a worker's death by his surviving spouse. In order
to qualify for benefits under present law, the child must be adopted
within 2 years of the worker's death if the worker had not instituted
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adoption proceedings before his death, and the child musi not have
been receiving reguiar contributions toward his support from any person other tnan the worker or his spouse or from a public or private

welfare organization which furnishes services or assistance for

children.

The committee believes that while these requirements are appropriate and desirable in most cases, they are too restrictive for grandchildren. The committee bill would modify these requirements as they
would apply to grandchildren.

Under the coramittee bill, a grandchild of a worker, or of his

spouse, could qualify for child's insurance benefits if: (1) the child was

living with, and receiving at least one-half of his support from the
worker for the year immediately before the worker became disabled,
or became entitled to old-age or disability insurance benefits, or died;
(2) the child began living with the worker before he attained age 18;
and (3) at the time the worker became disabled or became entitled to
old-age or disability benefits or died the child's natural or adopting
parents or stepparents were not alive or were disabled (as defined for
purposes of social security disability benefits) ,or the child was adopted

by the w-orker's surviving spouse aiter the worker's death and the
child's natural or adopting parent or stepparent was not living in the
worker's household and making regular contributions toward the
child's support at the time the worker died.
A child who was born in the 1-year period during which he would
otherwise be required to have been living with and receiving at least
one-half of his support from the grandparent would be deemed to meet

the requirement if he was living with the grandparent in the United
States and receiving at least one-half of his support from the grandparent for substantially all of the period occurring after the child was
born.
Effecti've date.—J anuary 1973.

Reduction From 6 to 4 Months of Waiting Period for Disability
Benefits

(Sec. 116 of the bill)

The committee bill, like the Senate-passed bill in the 91st Congress, would modify the House-passed bill by reducing the waiting
period for disability insurance benefits by two months, rather than
by one month. Under present law, entitlement to disability benefits
cannot begin until after a worker has been disabled throughout a waiting period of 6 consecutive full months. For example, if a worker becomes disabled on January 10, the waiting period is the 6 full months

February through July; his first month of entitlement to benefits is
August, and the first benefit check is payable early in September. No
benefit is payable, however, unless the disability is expected to last
(or has lasted) at least 12 consecutive months, or to result in death;
this latter provision would not be changed by the committee bill.
While many workers have some protection against loss of income

due to sickness or disability under various public or private plans
(such as group policies, sick-leave plans, etc.), such protection usually
expires before the end of the present disability waiting period. Reduc-

19
ing the waiting period from 6 months to 4 months would diminish
the financial hardships faced by those workers who have little or no
savings or other resources to fall back on during the early months of
long-term total disability.
Effective date.—January 1973.
Number of people affected and dollar payments.—950,000 beneficiaries would become entitled to higher benefit payments and 8,000 addi-

tional people would become entitled to benefits during 1974. About
$274 million in additional benefits would be paid in 1974.

Disability Benefits for Individuals Who Are Blind
(Sec. 117 of the bill)

To be insured for disability protection under present law, a worker
must be fully insured and meet a requirement of substantial recent
covered work. Generally, to meet the latter requirement, a disabled
worker needs at least 20 quarters of social security coverage during
the period of 40 calendar quarters ending with t.he quarter in which
he became disabled; a special provision takes into account the fact that
workers who are disabled while young may have been in the work force
for a relatively short time.

The committee recommends—as it did in the 91st Congress—an
extension of social security disability protection to additional blind
persons by providing that a blind person would be insured for disability benefits with six quarters of coverage earned at any time.
In addition to changing the insured-status requirements, the committee bill would change the definition of disability for the blind to
permit them to meet the definition regardless of their capacity to
work, and to receive disability benefits regardless of whether they
work. Under present law, a blind person must be unable to engage in
any substantial gainful activity, or if age 55 or over, unable to engage
in substantial gainful activity requiring skills or abilities comparable
to those used in any previous work, in order to be considered disabled
for benefit purposes.

Under present law, disability benefits are not payable after attainment of age 65, but the beneficiary automatically becomes entitled to
old-age benefits. The bill would permit blind persons who have six
quarters of coverage to continue to receive disability benefits, rather
than retirement benefits, beyond age 65, and because they would be
receiving disability benefits rather than retirement benefits, they would
not be subject to reduced benefit, payments under the retirement test.
The bill would also exclude blind persons from the requirement of
present law that disability benefits be suspended for any months during which a beneficiary refuses without good cause to accept vocational rehabilitation services.
Effective date.—January 1973.
.
Number of people affected and dollar payments.—250,000 additional
people would become eligible for benefits on the effective date and $246
million in additional benefits would be paid in 1,974.
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Payments to Disabled Former Employee or to Survivor or Estate
of Former Employee
(Sec. 122 and Sec. 140 of the bill)

Under present law, social security taxes must be paid on wages paid
to an employee after he becomes totally disabled or .to an employee's
estate or survivor after the year the employee dies even though the
wages cannot be used to determine eligibility for or the amount of social security benefits. These provisions have worked a hardship, particularly in the case of life insurance salesmen whose renewal commissions have been taxed for many years after their death without increasing the social security benefits. Accordingly, the House-passed bill

would exclude from the definition of wages amounts earned by a

worker in covered employment which are paid after the year in which
he died. The committee believes, however, that similar provision should
apply to disability insurance beneficiaries and has modified the House
bill accordingly by adding such a provision to the bill.
The provision would be effective with regard to any payment made
after December 1972.

Issuance of Social Security Numbers and Penalty for Furnishing
False Information To Obtain a Number
(Sec. 130 and Sec. 137 of the bill)

Under present law, social security account numbers are issued upon

application, often by mail, upon the individual's motion. Criminal
penalties are provided for any person who makes a false representation

to obtain payment of social security benefits which are not due him.
These penalties may be applied, for example, if a person attempts to
get benefits based on his own earnings under more than one social security number, or to avoid having his benefits withheld under the retirement test by drawing benefits under one number while continuing
to work for high earnings under a false name and another number,
or to continue to draw disability benefits while engaged in substantial
gainful employment under another name and number. Penalties are
not provided in the social security law for those individuals who give
false information in order to secure multiple social security numbers
with an intent to conceal their true identities.
Two types of situations have recently beeui brought to the committee's attention which demonstrate the ease with which additional
social security numbers can be obtained and subsequently used for
fraudulent purposes. The first situation involved the use of several
social security numbers in applying for welfare payments under different names; the second situation concerned the use of social security
numbers by aliens entering the United States illegally.
The committee does not believe that Congress should permit the lax
system of issuing social security numbers to facilitate evasion of other
Federal laws or fraud against federally financed programs. Accordingly, there is a need to take steps to eliminate the issuance of more
than one social security number in the future and to provide penalties
for the fraudulent obtaining or use of a social security number. It is
the committee's belief that more orderly rules for the issuance of num-
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would make it difficult for an individual to obtain a number, or
an additional number, in order to hide his true identity and thus obtain
benefits to which he is not entitled or to obtain a job for which he is
not eligible.
bers

To deal with this situation, the committee proposes that today's
system of issuing social security numbers on a case-by-case basis be
replaced by more orderly and systematic rules under which most numbers would be issued through economical group registrations. Specifically, under the committee bill, numbers in the future generally would
be issued at the time an individual enters the school system; for most
persons, this would be the first grade. In the case of non-citizens entering the country under conditions which would permit them to work,
numbers would be issued at the time they enter the country or in the
case of a person who may not legally work at the time he is admitted

to the United States, at the time his status changes. In addition to
these general rules, numbers would be issued to persons who do not
have them at the time they apply for benefits under any federally
financed program.

After the procedures for issuing social security numbers to school

children, aliens, and welfare applicants have been in effect long enough
to support the presumption that all persons above school entrance age
have been enumerated, the burden of proof would rest on every applicant for a social security number above school entrance age to provide

convincing reasons establishing that he had not previously been assigned a social security number. When such individuals established
to the satisfaction of the Social Security Administration that they had
been assigned no number previously, they would be assigned numbers

using the personal data provided by birth certificates or other convincing documents.

Social security numbers are currently used for many purposes beyond the social security system. For example, they must be used by
taxpayers in filing their income tax returns and in opening bank accounts or purchasing securities. Similarly, they are used in applying
for jobs, credit cards and drivers' licenses. For this reason, the committee's amendment largely relates to the point in time at which a number
is issued, and not to whether it is issued to someone who will never need
it for social security purposes. Moreover, the committee has been informed that the cost of a group issuance as contemplated by the committee amendment will be substantially less in the long run than issuing
numbers on an ad hoc individual basis as is now being done.
As a corollary to this more orderly system of issuing social security
account numbers, the committee amendment would provide criminal

penalties for an individual who (1) knowingly and willfully uses

a social security number that was obtained with false information to
obtain benefits under a program financed in whole or in part from Federal funds, or (2) uses someone else's social security number or a num-

ber purporting to be a social security number, to conceal his true
identity. Under the amendment, the penalty would involve a fine of
lip to $1,000 or imprisonment for up to one year or both. The committee changes are designed to perfect and improve upon features of the
House bill relating to false information with respect to social security

numbers.
Effective date.—On enactment.
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PROVISIONS ADDED BY THE COMMITFEE

Sister's and Brother's Benefits
(Sec. 138 of the bill)

Under the present law, social security protection is provided for
a worker's wife, widow and children and when actual dependency is
established, for the worker's aged husband, widower and surviving
parent. While these provisions take care of most of the situations in
which a person could lose a source of support when a worker retires,
becomes disabled or dies, there are some situations in which a sister
or brother may be dependent on the worker but can not qualify for
social security benefits. These situations are few in number and come
about, for example, when a sister remains at home to be a housekeeper
for a bachelor or widowed brother or when a severely disabled man
or woman is supported by a brother or sister.

The committee believes that in these situations benefits might be
appropriately paid to a brother or sister. Thus, the committee bill provides for the payment of monthly benefits to a dependent sister who:
(a) has attained age 62,

(b) was receiving at least one-half of her support from her
brother at the time he became entitled to benefits, was disabled
or died, and

(c) who files proof of dependency within two years after the
time of her brother's retirement, disability, or death.
Payments would also be made to the disabled brother or sister, regardless of age whose disability began before age 22 and who:
(a) was receiving at least one-half of his, or her, support from
a brother or sister at the time he became entitled to benefits, was
disabled or died, and
(b) who files proof of dependency within two years after the
time of his brother's retirement, disability, or death.
In the case of a living worker, the benefit payable would be one-half
of the worker's disability or retirement benefit. If the worker has died,
the benefit to the surviving dependent brother or sister would be 82½
percent of the worker's retirement benefit when only one such person
qualifies for a benefit and 75 percent of the retirement benefit when

more than one such benefit is payable. (In the case of a deceased
worker, the benefit amounts would be determined in the same way
that benefits for dependent parents are determined under present
law.)
Effective date.—January 1973.
Number of people affected and dollar payments.—50,000 additional
people would become e]igible for benefits on the effective date and $79
million in additional benefits would be paid in 1974.

Refund of Social Security Tax to Members of Certain Religious
Faiths Opposed to Insurance
(Sec. 139 of the bill)

Since the enactment of the Social Security Amendments of 1965,
members of certain religious sects, who have conscientious objections
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to social security by reason of their adherence to the established

tenets or teachings of the sect, may be exempt from the self-

employment tax provided they also waive their eligibility for social
security benefits. This exemption is not available, however, for "employees" covered by the social security tax. The exemption was
written largely to relieve the Old Order Amish from having to pay
the social security tax when, because of their religious beliefs, they
would never draw social security benefits.
As indicated above, the 1965 amendment applies only to members
of a religious sect who are self-employed; it does not apply to members of the same, sect who work as employees. The report of the
Finance Committee in 1965 makes clear that this distinction was
intended. It reads in part:
"The proposed exemption would be limited to the self-employment
tax under social security since those persons for whom the payment
of social security taxes appears to be irreconcilable with their religious
convictions also, by reason of their religious beliefs, limit their work
almost entirely to farming and to certain other self-employment."
In the interval since the 1965 amendment was enacted, an increasing
number of members of the Amish sect have become employees. To
some extent this is a result of the unavailability of farm land in areas

where they reside. In large measure, in the past, the Amish have
confined their labors to agricultural pursuits.
In recognition of the changing pattern of employment, the committee concluded that it was appropriate to extend employees the exemptions that are now available only to the self-employed.

Under this provision, an employee who receives wages where the
social security tax is deducted may, if the "authorization" under this
provision applies, obtain a credit or refund of this tax.
To obtain this treatment, the individual must file an application
for the authorization for credit or refund of the social security tax.
To qualify for this authorization:
(1) the individual must belong to a religious sect, which conscientiously objects to the acceptance of benefits under private or
public insurance plans;
(2) it must be the practice of the sect to make provision for
dependent families which is reasonable in view of their general
standard of living; and

(3) the sect must have been in existence at all times since

December 31, 1950.

Additionally, for the refund or credit to be available the individual
involved must be a member of a sect (or a division thereof) referred

to above and an adherent of the established tenets or teachings of
the sect (or division), and the Secretary of the Treasury may require
such evidence of this as he deems necessary.

It should be clear that the allowance of a credit or refund for the
employee's portion of the social security tax does not involve any
forgiveness of the employer portion of the social security tax.
In order to give effect to this waiver, a provision is added to the Social

Security Act (section 202(v)) making it clear that where such a

waiver has been filed, no benefit payments are to be made with respect
to the wages or self-employment income of such individual and no payments are to be made to him on the basis of the wages or self -employ-
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ment income of any other person so long as the individual's authorization remains effective.
Finally, the individual must waive his eligibility for social security

and medicare benefits (under titles II and XVIII of the Social
Security Act) on the basis of his wages and self -emp]oyment income
or on the basis of the wages and self-employment income of any other
person.
The credit or refund is applicab1e to wages paid for the first calendar

year after 1972 throughout which the individual meets the requirements specified above, and in which an application for authorization
is filed (except that if an application is filed on or before the date
prescribed by law for filing an income tax return for a year the application may be treated as having been filed in the calendar year in which

the taxable year begins). The refund or credit ceases to be available
in the first calendar year in which the individual ceases to meet the
requirements specified above, or the sect (or division thereof) of which

the individual is a member, is found by the Secretary of Health,

Education, and Welfare to no longer meet the requirements applicable
to it.
Effective. date.—January 1973.

Lump Sum Death Payment When Body Is Not Available for
Burial
(Sec. 141 of the bill)
In a bill enacted last year (P.L. 92—223) the Congress provided, for
deaths occurring after 1970, that the costs of memorial and other expenses connected with the death of an insured individual can be considered as funeral expenses even though the body of the deceased
individual (for example a member of the Armed Forces who died in
Southeast Asia) is not available for burial or cremation.

Under the provisions of the bill reported by the committee, this
provision would be made retroactive to cover deaths occurring after
1960 and would therefore cover the entire period of U.S. involvement
in the Southeast Asian conflict.
Effective date.—Upon enactment.

Disposition of Underpayments
(Sec. 142 of the bill)
Under present law, when a beneficiary dies before receiving social seciirity cash benefits due him payment may be made only to a surviving
spouse, child, parent, or legal representative of the deceased beneficiary's estate, in that order of priority.

Where there is no surviving spouse, child, or parent and the de-

ceased beneficiary's estate consists of little more than social security
benefits due, payment may not he made because some survivors find it
too costly to take action necessary to become the legal representative of
the estate. W'hen the present order of priority was under consideration
in 1967, the committee added a further category under which underpayments could be paid to persons related to the deceased individual
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by blood, marriage, or adoption. The Senate change was dropped from
the bill by the conference committee. Since then, experience has shown
that disposition of underpayments can be made in only about 60 percent of the cases without formal probate proceedings. Where formal

probate procedures are necessary, the minimum cost is about $200,
while 90 percent of underpayments amount to less than $150.

The committee amendment provides that if there is no survivor
in the categories listed in present law, any other relative (by blood,
marriage, or adoption) of the deceased social security beneficiary may
be determined by the Secretary, under regulations, to be the appropriate person to receive, on behalf of the estate, any social security payments due the deceased under title II of the Social Security Act. This
provision was contained in the bill reported by the committee in 1970.
Effective date.—On enactment.

Treatment of Income From Sale of Certain Literary or Artistic
Items

(Sec. 143 of the bill)

The purpose of the social security earnings test is to provide a
practical way of determining whether a person has retired and thus
suffered a reduction in income from current work. Accordingly, the
law exempts from the test what may be broadly classified as nonwork
income such as income from rents, dividends, interest, and pensions.
The committee has been informed that an additional class of unearned

income—income from the sale of literary and artistic properties

created before age 65 but sold after age 65—is currently considered
to be earned income. These properties however, are similar to savings
or investments in that the income they generate does not result from
current work effort. The committee believes that income from their
sale should not be counted in determining an individual's income under
the earnings test.
The committee therefore added a provision to exclude income from

sale of certain literary or artistic items created before age 65 from
income for purposes of determining the amount of benefits to be withheld under the social security earnings test. Under existing law, such
income is not counted if it is derived from a literary work which was
copyrighted before age 65. Under the amendment, the income is not
counted for earnings test purposes, regardless of whether or not the
work is copyrighted, so long as the work which produced the literary
or artistic item was performed before age 65.
Effective date.—January 1973.

Louisiana Registrars
(Sec. 144 of the bill)

The committee has added a provision to the House bill, applicable
only to registrars of voters and employees of the registrars, in the
State of Louisiana, which would permit the removal of services performed by these workers from social security coverage. About 150
workers are involved.
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Under the provision, the registrars and their employees would be
given one year in which to decide if they wished to continue their
social security coverage and if by December 31, 1973, they decide that

they do not wish to do so, and the State notifies the Secretary of
Health, Education, and Welfare of its intent to terminate coverage,
this coverage would be terminated effective January 1976. Thus, the
termination of coverage would not be effective for 2 years in accord
with the provision of present law that a State cannot terminate coverage of a. group of employees until 2 years after it has advised the
Secretary of Health, Education, and Welfare of its intent.
This same provision was contained in the committee bill in 1970.
Social Security Coverage for Foreign Missionaries
(Sec. 145 of the bill)
Under present law, ministers working abroad who have not elected to

be exempt from coverage and who are employees of an American
employer or serve a predominantly American congregation compute
their earnings for social security purposes without regard to the exclusion for social security and income tax purposes of up to $20,000 of
earned income of Americans working abroad. They are therefore covered by social security. Section 130 of H.R. 1 includes amendments
which eliminate the $20,000 exclusion of income earned abroad, for
purposes of determining social security coverage, for any U.S. citizen

provided he is a resident of the United States during the taxable
year.

In order to remove any question as to the social security coverage
of U.S. citizens who are priests serving foreign congregations outside the United States and who do not maintain a residence in the

United States, the committee added a provision to the House-passed bill

removing the requirement that a minister or member of a religious
order with earned income abroad must have been either an employee of
an American employer or serve a congregation which is composed pre-

dominantly of U.S. citizens in order to compute income for social
security purposes without regard to the $20,000 exclusion.

Effective date.—Taxable years beginning after 1972.

Exclusion From State and Local Coverage of Certain Students
and Certain Part-Time Employees
(Sec. 146 of the bill)
The committee added a provision to the House bill which would permit a State to modify its social security coverage agreement with the
Secretary of Health, Education, and Welfare so as to remove from
coverage two types of services—services of students employed by the
public school, college, or university which they are attending, and the
services of employees of the State or a political subdivision in parttime positions. Under present law, both types of services can be excluded at the time social security coverage is provided for employees
of State or local governments, but some States did not elect to exclude
the services. There are valid reasons for excluding from coverage employees in these two categories, and some States now wish to exercise
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the option they could have made at the time social security coverage
was provided for State and local government employees. However,
under present law they cannot do so without terminating the coverage
of all employees in the affected group. Under the bill, a State could
exclude these two types of employment by modifying its coverage

agreement with the Secretary of Health, Education, and Welfare
before January 1, 1974.

Wage Credits for World War II Internees
(Sec. 147 of the bill)

The committee added to the House-passed bill a new provision
designed to protect the rights to social security benefits of certain
U.S. citizens of Japanese ancestry who were interned by the U.S. Government during World War II. The credits are intended as a replacement of the wage credit that these internees would have obtained had
they not been prevented from working by their internment. Thus, the

committee bill would provide noncontributory wage credits for internees who were age 18 and older. The credits will be determined on
the basis of the then prevailing minimum wage or the individual's
prior earnings, whichever is the larger.
Effective date.—January 1973.

West Virginia Policemen and Firemen
(Sec. 148 of the bill)

The committee has been informed that certain policemen and firemen in West Virginia have been paying social security contributions

but that the Social Security Administration ruled (and the courts
have agreed) that the law does not provide for this coverage. Under
the law, policemen in West Virginia are not allowed coverage if they
are also covered under a State or local retirement program and firemen under a State or local retirement program are not allowed coverage unless certain specified conditions are met. The laws of West
Virginia require certain local governments to provide a retirement
program for their employees, including policemen and firemen, but
some of the local governments have not provided the programs and
instead have relied on social security coverage to provide retirement,
disability, and survivor insurance for their employees. Because this
coverage for policemen and firemen, but not for other employees has
been determined to be in conflict with the present law, the committee
bill includes a provision which will permit the State of West Virginia
to modify its social security coverage agreements to provide retroactive coverage for the policemen and firemen who have paid social
security contributions in the past and to continue this coverage in the
future for those police and fire departments affected.

Termination of Coverage for Policemen and Firemen
(Sec. 149 of the bill)
In a number of instances, policemen and firemen who are covered
under social security have subsequently been covered additiona11y

168

by a pension plan specifically designed to meet the needs of policemen

and firemen. In other instances, where policemen and firemen were
covered under both social security and a pension plan, the pension
plan has subsequently been greatly liberalized and made more expensive. As a result, some policemen and firemen face a financial burden
in attempting to pay both social security contributions and substantial
contributions required by their pension plan. It a State terminates
social security coverage for such policemen and firemen, the termination must apply to all other employees in the coverage group, ordinarily all the employees of a State or political subdivision, except
those engaged in a proprietary function of the State or subdivision.
This, of course, often means that other employees who need and want
coverage under social security lose protection under the program. In
other cases, the termination desired by policemen and firemen is
blocked by the opposition to the termination by other employees in the
same coverage group.
In view of this, the committee bill adds a new provision which would
allow States to terminate coverage for policemen and firemen who are

under 'a retirement system without affecting the coverage of other
employees in the same coverage group. Terminations would be subject

to the requirements of present law under which States wishing to
terminate coverage must give the Secretary of Health, Education,
and Welfare 2 years' advance notice; the notice can be given only after
coverage of the group involved has been in effect for at least 5 years.
The provision would also permit the reinstatement of social security
coverage (with no break in continuity) of employees other than policemen and firemen whose coverage had been terminated by prior actions
taken to terminate coverage of policemen and firemen, if a majority
of the other employees vote to again be covered under social security.
The committee believes that providing this special termination provision for policemen and firemen does not provide a precedent for doing the same for other occupational groups, since present law has long
included special restrictions designed to prevent policemen and firemen from being brought under social security against their desire, and
these provisions have not been extended to other occupational groups.

Compensation of Commissioner of Social Security

(Sec. 520 of the bill)
At the present time the Commissioner of Social Security is at level V
of the Executive Schedule (at a salary of $36,000 per year), as is his

deputy. In contrast, other similar positions in the Department of
Health, Education, and Welfare are at level IV of the Executive

Schedule (at a salary of $38,000 per year) while their deputies are at
level V, one grade. lower. The duties of the Commissioner of Social
Security—both in terms of the number of employees and responsibilities for supervising expenditures of public funds—are much greater
than those of any comparable position in the Department of Health,
Education, and Welfare.
In recognition of the high-level responsibilities of the Commissioner
of Social Security and to preserve a grade-level separation between
him and his deputy, the committee bill in 1970 contained a provision
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which was adopted by the Senate that would have placed the position
of Commissioner of Social Security at level IV of the Executive Sched-

ule, one grade higher than the grade level of his deputy.
The committee amendment to the House-passed bill again would
place the position of Commissioner of Social Security at level IV of the
Executive Schedule.
4. PROVISIONS OF THE HOUSE BILL WHICH WERE DELETED BY
THE COMMITTEE

During the course of the committee's consideration of the Housepassed bill, social security amendments were enacted as part of Public
Law 92-336 providing for a 20 percent across-the-board benefit increase effective with respect to checks received by beneficiaries m early
October 1972; automatic increases in benefits as the cost of living increases; and a guarantee that no family would have its benefits reduced as a result of any increase in a worker's benefit. In view of this
action, the committee has deleted the 5 percent across-the-board benefit
increase in the House bill as well as the automatic cost-of-living mcrease provision and the family guarantee provision.
The committee also deleted three provisions of the House-passed bill
which would have little cost impact in the near future, but which over
the long run would add significantly to the cost of the social security

program; the long-range cost of these three provisions is approximately equal to the long-range cost of a 5 percent across-the-board
benefit increase. The committee bill would delete these three provisions outlined below, and instead use the funding to pay for several of
the new features in the committee bill already described.

Additional dropout years.—Allows a beneficiary to disregard 1
additional year of low earnings (for purposes of computing average
monthly wages on which benefits are based) for each 15 years of

coverage.

Actuarially reduced beneflts..—Eliminates the provision in present
law under which the actuarial reduction made in one benefit (for example, a widow's benefit) lowers the amount of another type of benefit taken later based on another earnings record (for example, a retirement benefit based on one's own earnings).

Combined earnings for couples.—Allows couples married at least
20 years to combine wage credits (up to maximum taxable wages for
any one year) for benefit computation purposes.

The first two of these provisions were included in the House-

passed bill that was considered by the Senate in 1970 but were 'not
included in the 1970 bill passed by the Senate. The third provision, on
the other hand, has not been considered previously by the Senate.
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IV. PROVISIONS RELATING TO MEDICARE-MEDICAID
AND MATERNAL AND CHILD HEALTH
1. PROVISIONS OF THE HOUSE BILL NOT SUBSTANTIALLY MODIFIED

BY THE COMMIFEE

Coverage for Disability Beneficiaries Under Medicare
(Sec. 201 of the bill)
The committee has given extensive consideration to proposals to
provide health insurance protection under title XVIII for persons
entitled as a result of disability to monthly cash benefits under the
social security and railroad retirement programs. It has in past years
regretfully concluded that considerations of cost precluded recommending such an extension of coverage. It is now clear that a major
unmet ieed for health insurance protection exists among the disabled.
To determine the dimensions of the health insurance problem confronting the disabled and to evaluate all the possible approaches to
providing or assuring adequate health insurance for such people, the
committee has in recent years directed a number of advisory coun-

cils to study this question and to report their findings and recommendations to the Congress. In each case, the council charged with
responsibility for examining the issue has recommended the extension
of medicare coverage to the disabled. Use of health services by people
who are severely disabled is substantially higher than that by the non-

disabled. Disabled workers receiving cash benefits under the social
security program use about seven times as much hospital care, and

about three times as much physicans' services as does the non-disabled
population. These facts account both for the great need for and the

substantial costs of covering the disabled under medicare. Yet the
disabled have limited incomes in comparison to those who are not
disabled, and most disabled persons are unable financially to purchase
adequate private health insurance protection, or to obtain such insurance at all.

Accordingly, the committee bill, as is provided for in the House

bill, would extend medicare protection to social security disability bene-

ficiaries. Those covered would include disabled workers, disabled
widows and disabled dependent widowers between the ages of 50 and

65, people aged 18 and over who receive social security benefits because

they became disabled before reaching age 22, disabled dependent

sisters and brothers, and disabled qualified railroad retirement
annuitants.
(177)
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The committee would also extend medicare protection to women,
age 50 or older, entitled to mother's benefits who, for 24 months prior
to the first month they would be entitled to medicare protection, met
all the requirements for disability benefits except for actual filing of
a disability claim. Under the House bill such a woman .would have

to wait 12 additional months after filing and becoming entitled to

disabled widow's benefits before becoming eligible for medicare, because her application would have only 12 months retroactivity. The
committee believes that special consideration should be given to these
persons who did not file a disability claim earlier because disability
determinations are too expensive to be made where no monetary benefit could, under present law, accrue to them. This special consideration would apply for a period <pf 12 months after the effective date
of this provision (until July 1, 1974) in order that all persons who, on
the effective date, would have been entitled to disability benefits for 12
to 24 or more months, could avail themselves of medicare protection at
the earliest possible time. Those persons who would have been disabledfor 12 months or less would, of course, be able to establish their
entitlement to disability beiiefits at a point which would assure them
medicare protection as early as possible.
The committee believes, given the cost and financing considerations
involved in extending medicare coverage to the disabled, that it is
imperative to proceed on a conservative basis. Consequently, the committee bill would provide health insurance protection only after the
disabled beneficiary has been entitled to social security disability benefits in one or more of the disability benefit categories mentioned above
for not less than 24 consecutive months. Such an approach would help
to keep program costs within reasonable bounds, avoid overlapping
private health insurance protection, particularly in those cases where
a disabled worker may continue his membership in a group insurance

plan for a period of time following the onset of his disability, and
minimize certain administrative problems that might otherwise arise
in cases in which entitlement to disability benefits is not determined
until some time after application is made because of delays due to the
appellate process. Moreover, this approach would provide assurance
that the protection will be available to those whose disabilities have
proven to be severe and long lasting.

Under this provision of the committee bill, medicare protection
would begin with the later of (a) July 1973, or (b) the 25th consecutive month of the individual's entitlement to social security disability
benefits. The House bill provides that medicare entitlement ceases at
the same time that eligibility for disability benefits terminates. In a
substantial percentage of these cases, disability termination is retroactive; thus, medicare coverage would also terminate retroactively.
This would result in expensive administrative adjustments of mdividual records and would create overpayments for which in most cases,
after costly development, the Social Security Administration would
have to waive recovery. The committee bill would remedy this situation to the extent of extending medicare protection through the month
following the month notice of termination of disability benefits is
mailed.
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Hospital Insurance Benefits for Uninsured Individuals

(Sec. 202 of the bill)
Present law provides hospital insurance protection under the "special transitional provision" for people who are not qualified for cash
benefits under the social security or railroad retirement program. (The
provision excludes an active or retired Federal employee, or the spouse
of such an employee, who is covered or could have been covered under
the provisions of the Federal Employees Health Benefits Act of 1959;
aliens residing in the United States for less than 5 years; and people
who have been convicted of a crime against the security of the United
States, including sabotage, espionage, treason, etc.) The "special transitional provision" covers people who are not qualified for cash benefits

under the social security or railroad retirement program and who
reached aged 65 before 1968 even though they had no work under social

security (or in the railroad industry). Those who attained or will
attain age 65 after 1967 must have had specified amounts of work
under these programs in order to be eligible for hospital insurance
protection. The transitional provision will phase out as of 1974 as

persons attaining age 65 in those years must be insured for cash benefits under one of the two programs in order to be eligible for hospital
insurance protection.
Further, it has become very difficult for many uninsured older people to obtain private hospital insurance comparable to coverage under

medicare. Since the passage of the medicare law, private insurance
companies have generally changed their hospital insurance plans available to people age 65 and over to make their coverage complementary
to medicare. While there is generally some type of hospital insurance
available to persons age 65 and over, most of that which is offered is in
the form of specified cash payment insurance, paying from $25 to $200

per week for limited periods of hospitalization. Few private health
insurance companies offer their regular hospital expense plans to the
aged.

The committee agrees with but has made some minor changes in
the provision in the House bill which would make available hospital
insurance coverage on a voluntary basis to persons age 65 and over,
who are not entitled to such coverage under existing law. A State or
any other public or private organization would be permitted to purchase such protection on a group basis for its retired or active employees age 65 and over. The intent is that the cost of such coverage would
be fully financed through payment of a monthly premium by those

who elect to enroll for this protection. During the first year, such
premium would be $33 a month beginning July 1973 and would be
recomputed each year and increased in the same proportion as the
inpatient hospital deductible. The same restrictions on enrollment and
reenroilment (including a. 10-percent-per-year charge for late enroll-

ment) would apply as now apply to enrollment for supplementary
medical insurance (including the changes in such enrollment provisions made by other provisions in the bill). Aliens who have been in the
United States less than five years and persons who have been convicted
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of subversive crimes would be excluded from participation under this

provision, just as they are excluded from enrolling for supplementary medical insurance.
The committee bill also would require that in order for persons to
be eligible to enroll for hospital insurance they must also enroll for
supplementary medical insurance. Those persons who have failed to
enroll for supplementary medical insurance within the 3-year enrollment limit as prescribed by present law would be able, under another
provision in the committee's bill to meet this requirement since they
would no longer be excluded from enrolling for supplementary meth-

cal insurance. If a person terminates his supplementary medical in-

surance, his hospital insurance coverage under this provision would be'
automatically terminated effective the same date. The committee believes that such a restriction is necessary to reduce the possibility of
excessive utilization of the more expensive hospital insurance coverage
as might occur if an individual were enrolled for hospital insurance

(covering primarily institutional care) but not for supplementary

medical insurance (covering primarily outpatient care).

Amount of Supplementary Medical Insurance Premium
(Sec. 203 of the bill)
Under present law, the Secretary of Health, Education, and Welfare
is directed to determine and promulgate a premium in December of
each year for individuals enrolled in the supplementary medical insurance program. The dollar amount of the premium is the amount the
Secretary estimates to be necessary so that the aggregate premiums
for the 12-month period commencing July 1 in the succeeding year
will equal one-half'of the total supplementary medical insurance program costs that will be payable during that fiscal year. (The Federal
Government pays the other half of the costs by matching the premium
amount paid by each enrollee.) During the first five years of the program it has been necessary to increase the premium 93 percent—from
$3 in July 1966 to $5.80 as of July 1972.

The committee is concerned about the increasingly severe financial
burden that the premium amount, established under this method, will
come to represent in future years. The premium is not only likely to

continue to rise significantly but will do so without regard to the
ability of beneficiaries living on reduced retirement incomes to bear
the increased financial burden.
Accordingly, the committee approves the provision in the House
bill which would increase the supplementary medical insurance premium in any given year only if monthly cash social security benefits

had been increased in the interval since the premium was last increased.
Moreover the premium would rise by no more than the percentage by
which cash benefits had been increased across the board (whether by

act of Congress or automatically under the provision in the Social
Security Act which provides automatic increases in cash benefits under
certain circumstances). Enrollment in the supplementary medical insurance program would remain voluntary and premium payments by
enrollees would still be required, but premiums w-ould be increased
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only at times and by amounts that would be related to the beneficiary's
ability to meet the cost.

The revised procedure for establishing the medical insurance

premium would operate as follows. The medical insurance premium
would continue at $5.80 per month during fiscal 1973. Beginning in
December of 1972, and each year thereafter, the Secretary would be
required, as he is under present law, to determine and promulgate

the monthly premium amount for the 12-montji period beginning
the following July. As one step in determining the premium amount,
however, he would determine a monthly actuarial rate for aged
enrollees representing the dollar amount he estimates will equal,
in the aggregate over the 12-month period, one-half of the total
benefit and administrative costs (plus a small contingency reserve)
that the program will incur with respect to enrollees age 65 and over.

The premium for all enrollees (including disability beneficiaries)

would then be set to equal the lesser of (a) the actuarial rate described
above or (b) the most recently promulgated premium rate, increased
by the total percentage by which monthly cash benefits have increased
or are scheduled to increase during the fiscal year to which such recently promulgated rate applies. When he promulgates the premium

the Secretary would be required to issue a public statement setting
forth the actuarial assumptions and bases used in arriving at the actüanal rate, and the derivation of the premium amount.

The provision approved by the committee would also authorize
the appropriation from general revenues of sufficient funds to meet
all supplementary medical insurance program costs above those met

by the aggregate premium amounts paid by aged and disabled
enrollees.

Automatic Enrollment for Supplementary Medical Insurance
(Sec. 206 of the bill)
Under present law an individual eligible for supplementary medical
insurance must take the. positive action of enrolling to obtain coverage for such insurance. If he does not act within the time imposed by
the law, he stands to lose several months of medical insurance coverage. In recognition of the importance of timely enrollment, a concerted
effort is made to notify people of their opportunity to enroll in medical
insurance as they become eligible and, in fact, nearly 96 percent of
eligible individuals are enrolled. Some few, however, fail to enroll
at their first opportunity due, for example, to inattention, or because
they are incapable of managing their own affairs.
Therefore, the committee believes, as does the House, that it would
be good public policy to assure that individuals are enrolled for supplementary medical insurance when they are first eligible, unless they
elect not to have the coverage. Under the bill, the aged and the disabled would be automatically enrolled for supplementary medical

insurance as they become entitled to hospital insurance. Persons
already receiving monthly social security or railroad retirement benefits would be deemed to have enrolled in the month before the month

for which they became entitled to hospital insurance, so that their
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medical and hospital insurance coverage will start at the same time.

Others, not already on the cash benefit rolls, would be deemed to have
enrolled for supplementary medical insurance in. the month in which

they file an application establishing their entitlement to hospital
insurance, and their coverage under medical insurance would begin
at the time specified by existing law for people enrolling in that month.

The committee has modified the House provision to exclude residents of Puerto Rico and foreign countries from the automatic enroll-

ment provisions since it would usually be to their disadvantage to
enroll. Many residents of Puerto Rico are eligible for comprehensive
care under its medicaid program, which generally eliminates the need
for supplementary medical insurance. Since supplementary medical
insurance does not cover services or items furnished outside the United
States, beneficiaries living in a foreign country would be protected
only to the extent they travel to the United States for treatment.
The committee expects that persons eligible for automatic enrollment
will, to the extent possible, be fully informed and given an opportunity
to decline the coverage. They would be deemed to have enrolled if they

do not decline coverage before it is scheduled to begin. Once their
coverage has begun they would of course be free to disenroll if they
wish in accordance with existing law.

The automatic enrollment provisions would be applicable only to
persons who become entitled to hospital insurance after June 1973,
because of the practical difficulties that would be involved in locating
nonenrollees whose eligibility for medical insurance was established
prior to July 1973, and giving them an opportunity to decline the
coverage.

Payment Under Medicare to Individuals Covered by Federal
Employees Health Benefits Program
(Sec. 210 of the bill)

Under present law, Federal employees and annuitants who are
enrolled for Federal employees health benefits (FEHB) are also

covered under the medicare hospital insurance plan (part A) if they
have worked in employment covered by social security or railroad
retirement and are eligible for monthly cash benefits under these programs. In addition, Federal employees, whether or not eligible for
part A benefits, may enroll in the medicare. voluntary supplementary

medical insurance plan (part B) which is available to essentially
all persons age 65 and over.

Part A hospital insurance protection under medicare is earned during a person's working years through a separate tax on his earnings
and no payments are made by those entitled to beiiefits after they
have stopped working. In contrast, persons who are eligible for health

insutance protection under a FEHB plan continue to pay the same
premium rates for their coverage after retirement (on the basis of
age or disability) as they did when they were active employees
(although the coverage may I)e more valuable since older and disabled
people use more medical services). The Federal Government currently

pays about 40 percent of the overall cost of FEHB protection.
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When the medicare program was enacted in 1965, it was intended
that it would provide basic health insurance protection for people age
65 and over and that it would pay its benefits in full without regard to
any other benefits that might be payable under an employee health
benefits plan. At the same time, it was expected that such plans would
adjust their benefit policies to complement the protection provided
under medicare rather than to duplicate the benefits. Under the committee bill the medicare program would be extended to (1) persons
entitled to monthly cash benefits under the social security and railroad
retirement programs after they had been entitled to disability benefits for at least 2 years and, (2) certain individuals age 60 to 64. It
is the committee's intention that, under medicare, the disabled and
others under age 65 will be afforded the same basic health care protection as those age 65 and over and that employee health plan policies
will be adjusted to complement the protection provided under medicare rather than duplicate the benefits.
Unlike most employers, the Federal Government has not arranged
the health insurance protection it makes available to its employees
age 65 and over or to its annuitants so that such protection would be

supplementary to medicare benefits. It is true, however, that some

individual plans have, afforded more protection to those enrollees with
medicare coverage th:ui thoso without such coverage.

Although most Federal employment covered by a Federal staff
retirement system is excluded from social security coverage, many
Federal employees become insured under social security on the basis
of other employment. About 50 percent of retired and active Federal
employees age 65 and over are entitled to hospital insurance benefits

under medicare.
Several problems arise under the present situation. The FEHB plans

cover many of the same health care expenses that are covered under
medicare. In cases where health care expenses are covered under both
medicare and a Federal employee plan, the medicare benefits are paid
first, and the Federal employee plan then pays its benefits in an amount
which, when added to the benefits payable under medicare, may not
exceed 100 percent of the expenses allowable under the FEHB plan.
A Federal employee who is covered under a high-option FEHB plan
as well as the medicare plans has somewhat better protection than is
afforded under the FEHB plan alone. But, because of the nonduphcation clauses in the FEHB contracts, he does not derive the full value of
the protection of the FEHB contracts. If a Federal annuitant entitled
under medicare cancels his enrollment under a FEHB plan because of
the high total cost of his health care protection he will lose the high
level of protection he previously enjoyed under the FEHB program

at an age where his health care costs can be expected to increase
substantially.
Federal annuitants and employees who are covered under a FEHB

plan generally do not find it advantageous to enroll in the medicare
voluntary supplementary medical insurance plan, because of the overlapping of FEHB benefits and benefits under the supplementary plan.
Thus, Federal annuitants and employees do not receive the advantage
available to virtually all other persons eligible to enroll in the supplementary medical insurance program, of the 50-percent Government
contribution toward the cost of the protection.
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In order to assure a better coordinated relationship between the
FEHB program and medicare and to assure that Federal employees
and annuitants will eventually have the full value of the protection
offered under medicare and FEHB, the committee has approved a
provision in the House bill which would provide that effective January 1, 1975, the medicare program (both parts A and B) would not
pay for any otherwise covered service if such service is covered under
the FEHB plan in which the beneficiary to whoni the service was provided is enrolled. This provision would not go into effect (or would be
suspended, if already in effect) if the Secretary of Health, Education,
and. Welfare certifies that the FEHB program has been So modified

as to assure (1) that there is available to Federal employees or anmutants one or more Federal health benefit plans which offer protection supplementing the combined protection of parts A and B of medi-

care, the protection of Part A alone, and the protection of pert B
alone, and (2) that the Government is making a contribution toward

the health insurance of all Federal employees or annuitants which is
at least equal to the contribution it makes for high option coverage
under Governmentwide FEHB plans. Nor would this provision ap-

ply with respect to an individual plan if the Secretary of Health,

Education, and Welfare certifies that such plan (1) has made available
to its enrollees entitled to medicare protection supplementing the combined protection of parts A and B of medicare, the protection of part
A alone, and the protection of part B alone, and (2) is making a contribution toward the health insurance of its enrollees entitled to medicare which is at least equal to the contribution made by the Federal
Government for high option coverage under Governmentwide FEHB
plans. The contribution, whether by the Federal Government or by the
individual plan, could be in the form of a contribution toward the sup-

plementary FEHB protection or a payment to or on behalf of the
individual employee or annuitant to offset the cost of his purchase of

medicare protection, or a combination of the two. The Secretary
would, of course, prepare his certification on the basis of information
he obtains from the Civil Service Commission about the characteristics
and operations of each of the various plans as well as the Federal program as a whole. It is the hope and the intent of the committee and
the Committee on Ways and Means that the Secretary will be able to

make this certification for each of the plans under the FEHB program before January 1975. A similar provision was approved by the
committee in 1970 and included in H.R. 17550 as passed by the Senate.

Limitation on Federal Participation for Capital Expenditures
(Sec. 221 of the bill)
Under title XVIII depreciation on buildings and equipment, and

interest on loans used to acquire them, are reimbursable as part of the
cost of providing services to medicare beneficiaries. Such reimbursement is paid without regard to whether the items were constructed or
purchased in conformity with any type of health facility planning re-

quirement. Similarly, reimbursement on a cost basis 'for inpatient
hospital services provided under titles V (maternal and child health)
and XIX (medicaid) of the Social Security Act includes a recognition
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of certain capital costs without regard to conformance to planning
reauirements.
There are few aspects of the health care system in the United States
which have been so thoroughly explored as the need for comprehensive
areawide planning for the development and utilization of all types of
health care facilities.. But the acceptance of the purposes of State and
areawide health facility planning has not always been matched by purposeful application of the incentives required to achieve the end result
of such planning. Thus, while a significant amount of Federal money
is currently being expended under the comprehensive health planning
provisions of the Public Health Service Act in the interest of furthering health facility planning at the State and local levels, Federal funds
are being expended for health services provided under medicare, medic-

aid, and the maternal and child health programs without regard to
whether the facilities providing the services are cooperating in such
health facility planning. The committee and the Committee on Ways
and Means believe that the connection between sound health facility
planning and the prudent use of capital funds must be recognized
if any significant gains in controlling health costs are to be made.
Thus, the committee believes it is necessary to assure that medicare,
medicaid, and the maternal and child health programs are consistent
with State and local health facility planning efforts, in order to avoid
paying higher costs unnecessarily in the future where these costs
result from duplicatiQn or irrational growth of health care facilities.
At present, efforts are being made on the Federal, State, and local
levels to assure that the need for the expansion and modernization of
health facilities is evaluated, coordinated, and planned on a rational
and controlled basis. At the Federal level, comprehensive health planning legislation provides for Federal grants for the establishment and

funding of areawide and comprehensive State health care planning
agencies. Currently, all 50 States, the District of Columbia, and five
territories have State comprehensive health planning agencies. It is
estimated that 200 areawide planning agencies are receiving grants
and that about 125 of such agencies are operational.
To avoid the use of Federal funds to support unwarranted capital
expenditures and to support health facility and health services planning activities in the various States, the committee has approved, with
a mmor change concerning health care facility construction which was

already in progre, the House provision which would authorize the

Secretary of Health, Education, and 'Welfare to withhold or reduce reimbursement amounts to providers of services and health maintenance
organizations under title XVIII for depreciation, interest, a-nd, in the
case of proprietary providers, a return on equity capital, related to certain capital expenditures that are determined to be inconsistent with
State or local health facility plans. (Similar authority would be provided with respect to the Federal share of payment for inpatient hospital care under titles V and XIX.) Capital expenditures for the purposes of this provision include expenditures (1) for plant and equipment in excess of $100.000; (2) which change the bed capacity of the

institution; or (3) which substantially change the services provided
by the institution. Where the expenditures are in the form of rental expenses for facilities or equipment which would have been excluded
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from reimbursement if they had been acquired by purchase, the Secretary would disallow the "higher" of the actual rental expenses or an
amount which he finds to be the reasonable eqiuvalentof the amount
which would have been excluded from reimbursement if the facilities

or equipment had been purchased. The Secretary would take such
action on the basis of findings and recommendations submitted to him

by various qualified planning agencies. If lie determines, however,
after consultation with an appropriate national advisory council, that
a disallowance of capital expenses would be inconsistent with effective
organization and delivery of health services or effective administration

of titles V, XVIII, or XIX, he would be authorized to allow such
expenses.

The Secretary would be authorized to enter into agreements with
the States under which designated planning agencies would submit
their findings and recommendations (along with those of other qualified planning agencies) with respect to proposed capital expeditures
that are inconsistent with the plans developed by such agencies. It is
generally expected that the agency will be the agency established

under section 314(a) of the Public Health Service Act. (All such

health facility and health services planning agencies must have gov-

erning bodies or advisory bodies at least half of whose members
represent consumer interests.) An adverse decision by a State planning

agency may be appealed to an appropriate agency or individual at
the State level. The Secretary would be authorized to pay from the
Federal Hospital Insurance Trust Fund the reasonable costs incurred
(on an estimated or proportionate basis without necessarily specific
and highly detailed cost-finding of costs with respect to each facility
decision undertaken) by the planning agencies in preparing and forwarding findings and recommendations. The bill would in no way
change the autonomy or authority of existing State or local planning
agencies, or the relationships between such agencies, either within
States or across State lines.

It is not intended that any new planning agencies be established
where existing State and local agencies are available and capable of
assuming necessary responsibility. The statewide agency may make
use of local agencies to assist it. Existing local planning agencies
should be utilized, however, only to the extent that they are broadly
representative of health care interests in the community. The Secretary should assure himself that a local planning agency selected to
make such recommendations to the statewide agency is broadly representative of the interests of various types of health care and services
and that no single type of facility or service would control the planfling and approval mechanism. Additionally, such local agencies should
employ or regularly utilize the services of personnel knowledgeable in

health care planning. It is expected that decisions to approve capital
expenditures would be made only after thorough consideration has
been given to alternative health care resources already available in the
area or approved in a given community or medical service area, including outpatient and other alternative sources of care which may
lead to reduced needs for inpatient beds. The statewide agency with
overall responsibility should, wherever possible, be the Comprehensive
Health Planning Agency.
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These limitations generally would be effective with respect to obligations for capital expenditures incurred after December 31, 1972 or
earlier, if requested by the State. However, the committee modified the
House bill to, as indicated above, make the provision inapplicable to
construction toward which preliminary expenditures of $100,000 or
more had been made in the 3-year period ending December 17, 1970,
the date on which the amendment providing a similar exception was
offered to H.R. 17550.

Limitations on Coverage of Costs Under Medicare
(Sec. 223 of the bill)

The committee is mindful of the fact that costs can and do vary
from one institution to another as a result of differences in size, in
the nature and scope of services provided, the type of patient treated,
the location of the institution and various other factors affecting the
efficient delivery of needed health services. The committee is also
aware, however, that costs can vary from one institution to another
as a result of variations in efficiency of operation, or the provision of
amenities in plush surroundings. The committee believes that it is
undesirable from the standpoint of those who support Government
mechanisms for financing health care to reimburse health care institutions for costs that flow from marked inefficiency in operation or
conditions of excessive service.

To the extent that differences in provider costs can be expected to
result from such factors as the size of the institution, patient mix,
scope of services offered or other economic factors, wide, but not unlimited recognition should be given to the variations in costs accepted

as reasonable. However, data frequently reveals wide variations in
costs among institutions that can only be attributable to those elements of cost that would ordinarily not be expected to vary substantially 'from one institution to another.
Where the high costs do in fact flow from the provision of services
substantially in excess of or more expensive than generally considered

necessary to the efficient provision of appropriate patient care, patients may nevertheless desire such services. It is not intended that
patients who desire unusually expensive service should be denied the
service. However, it is unreasonable for medicare or medicaid (which
are financed by almost all people in the country rather than the patient or community that wants the expensive services) to pay for it.
Similarly when the high costs flow from inefficiency in the delivery
of needed health care services the institution should not be shielded

from the economic consequences of its inefficiency. Health care institutions, like other entities in our economy should be encouraged to 'per-

form efficiently and when they fail to do so should expect to suffer
the financial consequences. Unfortunately a reimbursement mechanism that responds to whatever costs a particular institution incurs
presents obstacles to the achievement of these objectives. The cornmittee believes that the objectives can only be accomplished by reimbursement mechanisms that limit reimbursement to the costs that

would be incurred by a reasonably prudent and cost-conscious
management.
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Present law provides authority to disallow incurred costs that are
not reasonable. However, there are a number of problems that inhibit
effective exercise of this authority. The disallowance of costs that are
substantially out of line with those of comparable providers after such
costs have been incurred creates financial uncertainty for the provider,
since, as the system now operates, the provider has no way of knowing
until sometime after it incurs expenses whether or not they will be in
iine with expenses incurred by comparable providers in the same penod. Furthermore, present law generally limits exercise of the authority to disallow costs to instances that can be specifically proved on a
case-by-case basis. Clear demonstration of the specific reason that a
cost is high is generally very difficult. And, since a provider cannot
charge a beneficiary more than the program's deductible and coinsurance amounts for covered services, exercise of either type of authority
can leave the provider without reimbursement for some costs of items
or services it has already incurred for patients treated some time ago.
Tinder these circumstances the provider would have to obtain funds
from some other source to make up for its deficit.
Accordingly, t.he committee has approved a provision in the House
bill which would authorize the Secretary of Health, Education, and
Wrelfare t.o set limits on costs recognized as rasonable for certain

classes of providers in various service areas. This authority differs
from existing authority in several ways and meets these problems.
First, it would be exercised on a prospective, rather than retrosnective,
basis so that the provider would know in advance the limits to Government recognition of incurred costs and have the opportunity to act to
avoid having costs that are not reimbursable. Second, the evaluation of
the costs necessary in delivering covered services to beneficiaries would
be exercised on a class and a presumptive basis—relatively high costs

that cannot be justified by the provider as reasonable for the result
obtained would not be reimbursable—so that implementation of
the proposed authority would appear more feasible than present
authority. Third, since the limits would be defined in advance except
with respect to emergency care, provision would be made for a provider to charge the beneficiary for the costs of items or services substantially in excess of or more expensive than those that are determined to be necessary in the efficient delivery of needed health services. Public notice would be provided where such charges are imposed
by the institution and the beneficiary would be specifically advised of
the nature and amount of such charges prior t.o admission so that there

is opportunity for the public, doctors, and their medicare patients to
know what additional payment would have to be made. The cOmmittee expects that the provision will not be applicable where there is
only one hospital in a community—that is, where, if the provision
were applied, additional charges could be imposed on beneficiaries who

have no real opportunity to use a less expensive, non-luxury institution, and where the provision would be difficult to apply because comp'r'tive cost data for the area are lacking.
The committee, along with the Committee on Ways and Means,
recognizes that the initial ceilings imposed will of necessity be imprecise in defining the actual cost of efficiently delivering, needed

health care. And the committee recognizes that these provisions
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will apply to a relatively quite small number of institutions. The
data that are available for this purpose will often be less than perfectly reliable—for example, it maybe necessary to use unaudited cost.
reports or survey or sampling techniques in estimating the costs necessary to the efficient delivery of care. Under medicare's administrative
system, however, cost reports prepared by the providers are now being
submitted more promptly after the close of the accounting period and

should be available for analysis in the next year and for the establishment of limits in the second following year. Also, the precision of

the limits determined from these data will vary with the degree to

which excessive costs can be distinguished from the provision of higher
quality or intensity of care.
For costs that would not generally be expected to vary with essen-

tial quality ingredients and intensity of medical care—for example,
the costs of the "hotel" services (food and room costs) provided by
hospitals—the Secretary might set limits sufficiently above the average

costs per patient day previously experienced by a class of hospitals
to make allowance for differing circumstances and short-term economic fluctuations. Hotel services may be easiest to establish limits for

and be among the first for which work can be completed. Attention
might be given as well to laundry costs, medical record costs, and administration costs within the reasonably near future.
Setting limits on overall costs per patient day and specific costs that
vary with the quality and intensity of care would be more difficult,
but the Secretary might be able to set reasonable limits sufficiently
above average oosts per patient day previously experienced by a class
of institutions so that only cases wit.h extraordinary expenses would

be subject to any limits. In addition, special limits could be established on cost elements found subject to abuse. For example, the
Secretary might establish limits on the level of standby costs that
would be recognized as reasonable under the program to prevent Government programs from picking up the cost of excessive amounts of
idle capacity—particularly relatively high personnel costs in relation
to patient loads where occupancy rates are low—in reimbursing for
services to covered patients.
Providers would, of course, have the right to obtain reconsideration
of their classification for purposes of cost limits applied to them and to
obtain relief from the effect of the cost limits on the basis of evidence
of the need for such an exception.
For other than emergency care, providers will be permitted to collect
costs in excess of the medicare ceilings from the beneficiary (except in

the case 9f admission by it physician who has a direct or indirect
financial interest in a facility) where these costs flow from items or

services substantially in excess of or more expensive than those necessary for the effective delivery of needed services, provided all patients

are so charged and the beneficiary is informed of his liability in advance. Information on additional charges assessed would also be made
available generally in the community. The committee is also request-

mg that the Secretary submit annually to it a report identifying the
providers that make such additional charges to beneficiaries and
furnishing information on the amounts being charged by such
providers.
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The determination of the cost of the excess items or services for
which the beneficiary may be charged will be made on the basis of
costs previously experienced by the provider. For example, if costs for
food services experienced in 1969 among a group of hospitals in an
area ranged from $4 to $9 a day with a median cost of $5 a day and
the limit for food services set by the Secretary for 1971 was $7.20 a

day, the hospital previoisly experiencing costs of $9 a day could

charge patients $1.80 a day for food services. However, should total
reimbursement for covered services from the program plus charges
billed for such services exceed actual costs in any year, the excess
will be deducted from payments to the provider. Thus, the provider
would not profit from charges to beneficiaries based on excess costs
in the prior year.
In addition it should be noted that the fact that a provider's costs
are below the ceilings established under this provision will not exempt
it from application of the ceiling of customary charges where such
charges are less than cost under another provision in the committee
bill.
The provision would be effective with respect to accounting periods
beginning after December 31, 1972.

Limits on Prevailing Charge Levels
(Sec. 224 of the bill)
Under present administrative policies under medicare, the prevailing limit on the reasonable charge for a service is intended, over the
long run, to be set at a level no higher than is necessary to embrace
the 75th percentile of customary charges for that service in the physicians' locality. To illustrate, if customary charges for an appendectomy
in a locality were at five levels, with 10 percent of the services rendered
by physicians whose customary charge was $150, 40 percent rendered
by physicians who charge $200, 40 percent rendered by physicians who

charge $250 and 5 percent rendered by physicans who charge $300
and with the remaining 5 percent rendered by physicians charging
in excess of $300, the prevailing limit would be $250, since this is the
level that, under medicare regulations would cover at least 75 percent
of the cases.

Customary charges for services that are within the prevailing fee
limit are generally recognized in full. Normally, only a relatively small
number of situations are affected by additional rules used to judge the

reasonableness of charges. In fiscal 1973, however, the increase in
allowed charges is to fall under the limitations established by price

stabilization policies.
The committee, as well as the Committee on Ways and Means, be-

lives that it is necessary to move in the direction of an approach to
reasonable charge reimbursement that ties recognition of fee increases
to appropriate economic indexes so that the program will not merely
recognize whatever increases in charges are established in a locality but
would limit recognition of charge increases to rates that economic data
indicate would be fair to all concerned and follow rather than lead any
inflationary trends.

Under the provision approved by the committee, the prevailing

charges recognized for a locality could be increased in fiscal year 1974
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in ]ater years only to the extent justified by indexes reflecting
changes in the operating expenses of physicians and in earnings
levels. What the bill provides is a limit on the increases that would
be recognized on the basis of the other reasonable charge criteria.
Increases in the customary charges of individual physicians and in
and

the charges prevailing among physicians in a locality would continue

to be recognized only on the basis of adequate evidence that such
increases had been in effect for a period of time. The new ceiling on
recognition of increases in prevailing charge limits that is provided
would come into play only when the adjustments necessary to meet
increases in the actual charges prevailing in a locality exceeded, in
the aggregate, the level of increase justified by other changes in the
economy.

For purposes of this amendment a "locality" would be defined as an
area of a size and nature permitting proper calculation and determination of the types required to adjust prevailing charge levels.

The Secretary would establish the statistical methods that would
be used to make the calculations to establish the limit on the increases
allowed by this provision.
The base for the proposed economic indexes would be calendar year
1971. The increase in the indexes that occurs in a succeeding calendar
year would constitute the maximum allowable aggregate increase in
prevailing charges that would be recognized in the fiscal year beginning
after the end of that calendar year.

Initially, the Secretary would be expected to base the proposed
economic indexes on presently available information on changes in
expenses of practice and general earnings levels combined in a manner consistent with available data on the ratio of the expenses of prac-

tice to income from practice occurring among self-employed physicians

as a group. If, for example, available data indicated that for selfemployed physicians as a group, expenses of practice absorbed approxi-

mately 40 percent of gross receipts of practice (the proportion indicated by data compiled by IRS from tax returns), the Secretary could
determine that the maximum aggregate increase in prevailing charge
levels that could be recognized would be 40 percent of the increase
in expenses of practice indicated by IRS data plus 60 percent. of the
increase in earnings levels indicated by social security data. Thus, if
during calendar year 1972 the area increase in expenses of practice
was 3 nercent and the area increase in earnings was 5 percent, the.
allowable aggregate increase, in prevailing charges recognized by the
carrier in each locality during fiscal year 1974 would be 4.2 percent:

(.40x.03)+(.60x.05)=.042
The carrier would apply the prevailing charge criteria now in the

law to data on charges in calendar year 1972 to determine the increases
in prevailing charges that it would he appropriate to recognize during

flscal year 1974. If the aggregate increase in prevailing charges so
determined was less than 4.2 percent. the adjustments would be permitted and the portion of the allowable aggregate increase not used
in that fiscal year could be carried forward and used in future fiscal
years. However, if the aggremat.e increase in prevailing charges found
otherwise appropriate exceeded 4.2 percent, such increases would be
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reduced to the extent necessary to bring the aggregate of all increases

within the 4.2 ceiling.
It is. of course, contemplated under the bill that the Secretary would
use, both initially and over the long run, the most refined indexes that

can be developed. However, the committee believes that the viability
of the proposal does not depend on a great deal of further refinement.
The objectives of the proposal could be attained with equity through
the use of an approach such as that described above. This is so because
the indexes are not to be applied on a procedure-by-procedure basis
that would raise serious questions of equity in absence of refinements to
take account of variations in the mix of factors of production among
various types of medical services and to take account of changes in
productivity with respect to various services. Rather, the indexes will
operate as overall ceilings on prevailing fee level increases recognized
in a carrier area under which adjustments permitted by the present
customary and prevailing charge criteria could be made to take account
of the shifting patterns and levels and actual charges in each locality.
Thus, whether the new limit on prevailing charges will actually affect
the determination of reasonable charges depends on the degree to
which physicians' fees rise in the future. If the rise in fees in the aggregat.e was no more thin the rise in operating expenses of physicians

and in earnings, the rise in fees would be allowed in full.
The committee, along with the Committee on Ways and Means, believes it desirable to embody in the statute the limitations on medical
charges recognized as prevailing now set forth in medicare regulations

under which no charge may be determined to be reasonable if it ex-

ceeds the greater of the prevailing charge recognized by the

carrier and found acceptable to the Secretary for similar services in the
same locality on December 31, 1970, or the prevailing charge level
that, on the basis of statistical data and methodology acceptable to the
Secretary, would cover 75 percent of the customary charges made for
similar services in the same locality during the last preceding calendar
year elapsing prior to the start of the fiscal year.
The committee believes that it is essential to implementation of the
original congressional intent that the Department of Health, Education, and Welfare require that in an area where a significant number of
payments are made under Blue Shield and other service benefit and
insurance contracts and to the extent such payments are generally
accepted by physicians as payment in full, they should be properly
reflected in the charge data used in the determination of reasonable
charges. Under service benefit plans, for example, the participating
physician agrees to accept the Blue Shield allowance as payment in full
for services to patients with incomes below specified limits. l.'Vhere the
actual number of cases in which the Blue Shield payment represents
payment in full is unknown and valid estimates cannot be obtained,
reasonable presumption should be drawn from the number and probable income levels of those covered by service benefit contracts and
whether such income levels would generally encompass most beneficiaries and as to the number of instances in which the Blue Shield
payment would usually represent the physician's full payment.

While relating the allowability of future increases in prevailing
charges to general economic indicators is an appropriate method for
reasonable charge determinations with respect to the services of physi-
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cians, the committee believes it would be inappropriate for reasonable
charge determinations with respect to medical supplies, equipment,
and services that do not generally vary in quality from one supplier to
another. This is so because no program purpose would be served by
allowing charges in excess of the lower levels (the comparable House
provision referred to "lowest levels") at which supplies, equipment, or
services can be readily obtained in a locality. For this reason, the com-

mittee bill permits deviation from generally applicable reasonable
charge criteria where it is determined that medical supplies, equipment, and services do not generally vary in quality from one supplier
to another.
The committee recognizes that it will not be possible for the Secre-

tary to immediately establish special charge or cost limits for every
item or service not materially affected in quality by the supplier who
actually furnishes it. to the patient. However, the committee believes
that it is important to make explicit the Secretary's authority and it
is expected that he will assert such authority to impose rules for determining reasonable charges when, after due consideration, he determines that a particular item or service does not vary in quality from
one supplier to another and devises special rules for reasonable charge
determinations that he considers equitable and administratively feasible. Until the Secretary designates an item or service as falling within
the scope of this provision and establishes rules for determining reasonable charges for that item, the presently applicable rules, including
any special rules imposed by the carrier, would generally remain in
effect.

The committee believes that it would be advisable for the Secretary
to give priority attention to items of service or equipment most frequently paid for under the program. The committee also believes that
there are certain items of service for which special reasonable charge
rules can be readily established. Where a separate charge is made by a
physician for an injection, for example, the maximum allowance
should be a scheduled amount based upon the approximate ingredient
and supply cost plus a modest specified amount (such as $1 or $2) to
cover the injection service. This seems reasonable since an injection
generally is not a service requiring a high level of training and experience; paramedical personnel are normally capable of providing and
often provide the service. Similarly, schedules of allowances should be
established by geographic or medical service area, where appropriate,
for routine laboratory work—including interpretation of results—for
tests not ordinarily included in the charge for a physician's visit. The
scheduled allowance should be based on the costs of tests (including
common groupings of tests) when undertaken by qualified, efficient and
economical sources—such as independent automated laboratories—to
which physicians in an area have reasonable access.

While the provision discussed above, which would be applicable
beginning .January 1, 1973, is directed to items and services that do
not generally vary in quality from one supplier to another, the committee notes that present law provides authority for special reasonable
charge rules and limits with respect to any item or service for which

such special ules are found to be necessary and appropriate. The

committee believes that it is reasonable and desirable to limit charges
recognized fOr routine follow-up visit.s to institutionalized patients
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to a reasonable proportion of charges for the initial visit and to limit
charges recognized for visits on the same day to a number of patients
in the same institution to amounts that are reasonable in relation to
the time usually spent and services provided under such circumstances.

Of course, such limitations would not preclude individual consideration of requests for higher allowances where such followup visits or
multiple visits are justifiable as being nonroutine.
The effect of the new limits established under this provision would

be extended to the medicaid and child health programs by providing
that payments under these programs after enactment of the bill may
not be made with respect to any amount paid for items and services
which exceeds these new limits. This would be consistent with policy
in the present medicaid program.
The medicaid provisions of the Social Security Amendments of 1965
contained nothing which attempted to limit the charges by physicians
that States could pay under their medicaid programs. States could
and usually have set some type of limits of their own, typically less
than usual or customary charges. The Social Security Amendments of
1967 added a new medicaid provision which required that a State plan
must provide assurances that "payments (including payment for any
drugs under the plan) are not in excess of reasonable charges consistent
with efficiency, economy, and qualityof care."

On November 11, 1971, HEW issued regulations which limited
fees paid to physicians, dentists, and other individual providers of
medical services under medicaid. The regulation stipulated that in
no case could payment exceed the highest of:
(1) Beginning July 1, 1971, the 75th percentile of customary charges

in the same localities established under title XVIII during the calendar year preceding the fiscal year in which the determination is made.

(2) Prevailing charge recognized under part B, title XVIII for

similar services in the same locality on December 31, 1970.

(3) Prevailing reasonable charge recognized under part B, title
XVIII.
Under the House bill, the Health Insurance Benefits Advisory Council is directed to study the methods of reirithursement for physicians'
services under medicare and to report to the Congress by July 1, 1972,
on how these methods affect physicians' fees, the extent to which they
increase or decrease the number of cases for which physicians accept
assignments, and the share of total physician charges which beneficiaries must pay. It is clear, however, that the group will be unable
to complete the study requested by the House by July 1, 1972. The
committee has therefore extended the deadline to January 1, 1973
so that HIBAC may comply with the House request.

The proposed amendment is substantially along the lines of the

present regulation, and would be effective upon enactment.

Payment for Supervisory Physicians in Teaching Hospitals
(Sec. 227 of the bill)
When medicare was enacted, the general expectation was that physi-

cians' services to patients (but not intern or resident services) would
generally be paid for on a fee-for-service basis. Flowever, the issue of
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how medicare should reimburse for the services of a physician when
he supervised interns and residents in the care of patients was not
specifically detailed. Nevertheless, it was clear that charges paid for a
physician's services under medicare should be reasonable in terms of
both the patient care services that a particular physician provided as
well as the charges made for similar services to other patients—that
is, if a physician merely took legal responsibility for care, no fee for
service was intended to be paid. Or, if the physician performed the
services differently than is usually done when a patient engages his
own private physician, the differences were to be reflected in the charge
paid by medicare.

Under present law, hospitals are reimbursed under the hospital
insurance part (part A) of the medicare program for the costs they
incur in compensating physicians for teaching and supervisory activities and in paying the salaries of residents and interns under approved
teaching programs. In addition, reasonable charges are paid under the
medical insurance program (part B) for teaching physicians' services
to patients.
There is a wide variety of teaching arrangements. At one extreme
there iS the large teaching hospital with an almost exclusively charity
clientele in which the treatment of medicare beneficiaries may, in fact,
though not in law, be turned over to the house staff; in such hospitals
many teaching physicians have had the roles exclusively of teachers
and supervisors and have not acted as any one patient's physician.
Since in these cases the services of the teaching physicians are
manly for the benefit of the hospital teaching program and hospital
administration rather than being focused on the relationship between
doctor and patient, the services of these physicians should be. reimbursed as a hospital cost rather than on a fee-for-service basis under
the supplementary medical insurance program.
At the other extreme, there is the community hospital with a residency program which relies in large part for teaching purposes on
the private patients of teaching physicians whose primary activities
are in private practice. The private patients contract for the services
of the physician whom they expect to pay and on whom they rely to
provide all needed services. The resident or intern normally acts as
a subordinate to the attending physician, and the attending physician
personally renders the major identifiable portion of the care and di-

rects in detail the totality of the care. Moreover, there are teaching
hospitals in which a teaching physician may be responsible both for
private patients whom he has admitted and for patients who have
presented themselves to the hospital for treatment at no cost and who

have been assigned by the hospital to his care.
It has proved to be difficult to achieve effective and uniform application of present policies to the large number of widely varying teaching
settings. In some cases, charges have been billed and paid for services
rendered in teaching hospitals which clearly did not involve any degree
of teaching physician participation. In some cases charges were billed
for the services that residents and interns rendered in every case where

a supervising physician had overall responsibility for their actions,

even though he may not actually have become involved in the patient's
care. In other cases, charges for covered services were billed in amounts

that were out of all proportion to the covered service or the charges
billed to other patients.
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In the typical community hospital and other teaching settings where

patients are expected to pay fees for these services, fee-for-service
payment for physicians' services would continue to be made by the
medicare program. For example, payment for the services a community physician provides to his private patient is clearly in accord
with the usual practices of other health insurance programs and patients who pay their bills out of pocket.
On the other hand, in the case of all the ward or other accommodations in many large hospitals and the service wards of other teaching
institutions where patients are not expected to pay any fees for physicians' services or only reduced fees are normally paid, the payment of
full charges represents an expense to the program that is not necessary

to give medicare patients access to the care they receive, Also, the
payments tend to support the maintenance of two classes of patients
in some cases.

To deal with these problems, H.R. 1 as passed by the House and approved by the committee, contains a provision, originally developed

by this committee in 1970, which would provide that reimbursement for services of teaching physicians to a nonprivate medicare

patient should be included under part A, on an actual

cost

or "equivalent cost" basis. A mechanism for computing payment for services of supervisory physicians on the unpaid voluntary medical staff of a hospital would be developed on a reasonable "salary equivalency" basis of the average salary (exclusive of

fringe benefits) for all full-time physicians (other than house staff) at
the hospital or, where the number of full-time salaried physicians is
minimal, at like institutions in the area. The committee expects that
any determination with respect to whether the size of a particular hospital's salaried staff is sufficient to provide the proper basis for reimbursement of donated services would take into account the ratio of
salaried to voluntary nonpaid staff members as well as the absolute
number of salaried staff. The average salary equivalent, which would
be distilled into a single hourly rate covering all physicians regardless
of specialty, would be applied to the actual time contributed by the
teaching physician in direct patient care or supervision on a regularly
scheduled basis to nonprivate patients. Such services would be reimbursed to a fund designated by the organized medical staff.
Medicare would pick up its proportionate share of such costs on a
basis comparable to the method by which reimbursement is presently
made for the services of interns and residents. The salary-equivalent
allowance would provide reasonable and not excessive payments for
such services. The payment. represents compensation for contributed
medical staff time which, if not contributed, would have to be obtained
through employed staff on a reimbursable basis. Medicare payments for
such services would be made available on an appropriate legal basis by

the fund to the organized medical staff for their disposition for purposes such as payment of stipends enhancing the hospital's capacity to
attract house staff or to upgrade or to add necessary facilities or services, the support of continuing education programs in the hospital, and
similar charitable or educational purposes. Contributions to the hos-

pital made by the staff from such funds would not be recognized as
a reimbursable cost when expended by the hospital nor would depreciation expense be allowed with respect to equipment or facilities donated
to the hospital by the staff.
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Fee-for-service would continue to be payable for medicare beneficiaries who are bona fide "private patients." This would ordinarily

be a patient who was seen by the physician in his office prior to

hospital admission; for whom he arranged admission to the hospital,
whose principal physicians' services were provided by him, Who was

visited and treated by him during his hospital stay; who would
ordinarily turn to him for foflowup care after discharge from the

hospital; and who is legally obligated to pay the charges billed, including deductibles and coinsurance, and from whom collection of
such charges is routinely and regularly sought by the physicians. To
facilitate efficient administration, a presumption may be made that all
of the patients in an institution, or portion of an institution, are private
patients but only where the institution offers satisfactory evidence that
all patients are treated the same with respect to arrangements for care
and accommodations, that all patients receive their principal physician
services from an attending physician, and that all of the patients are

billed for professional services and the great majority pay. Of

course, appropriate safeguards should be established to preclude feefor-service payment on the basis of pro forma or token compliance
with these private patient criteria.

It is recognized, however, that this concept of a private patient

is not a complete definition primarily because it does not take account
of the customary arrangements for reimbursing consultants and specialists who are not serving as the patient's attending physician, but
who may provide a service to the patient for which a fee-for-service
payment is appropriate and for which services the patient is legally
obligated and which he expects to pay. For example, where a general

practitioner refers his patient to a surgeon for necessary operative
work and where the surgeon ordinarily charges and collects from all
referred patients for his services.

In some cases hospitals that normally do not bill for physician services have special centers, such as a center for severely burned people,
where patients able to pay are regularly admitted and pay charges. It
would be intended that medicare follow the pattern of the private patient in such centers. Also, the outpatient department of a hospital may
organize the provision of and billing for physicians' services in that
department differently from the inpatient setting. In such cases, the
decision regarding whether cost or charge reimbursement is appropriate should be made separately for inpatients and outpatients. However, if the services are contracted for on a group basis, and medicare
and medicaid directly or indirectly pay for such services, the normal
basis of reimbursement by the two progrms would be one of cost if the
services are provided by a directly or indirectly related organization.
The second exception to the cost-reimbursement coverage of teaching physician services is intended to permit the continuation of feefor-service reimbursement for professional services provided to medicare patients in institutions which traditionally billed all patients (and
the majority of whom paid) on a fee or package charge basis for professional services. This exception would apply if, for the years 1966,

1967, and each year thereafter for which part B charges are being
claimed: all of the institution's patients were regularly billed for professional services; reasonable efforts were made to collect these billed

charges and a majority of all patients actually paid the charges in
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whole or in substantial part. The hospital would have to provide
evidence that it meets these tests for fee-for-service reimbursement
before the payments could be made.
A hospital eligible for fee-for-service reimbursement on the basis of

the requirement described in the above exception could, if it chose,
elect to be reimbursed on the cost basis provided for by the bill if
the election would be advantageous to the program in that it might
reduce billing difficulties and costs. Similarly, where it would be
advantageous to the program and would not be expected to increase
the program's liability, the cost reimbursement provisions of the bill
could serve as the basis for payment for teaching physicians' services
furnished in the past where procedural difficulties have prevented a
determination of the amount of fee-for-service that is appropriate.
The committee expects that in any borderline or questionable areas
concerning whether reimbursement for the services of teaching physiclans in a given institution or setting should be on a costs or charges

basis, reimbursement would be on the basis of costs.
Where States elect to compensate for services of teaching or supervisory physicians under medicaid, Federal matching should be limited
to reimbursement not in excess of that allowable under medicare.
An important effect of these various coverage and co-pay provisions
would be that, where the cost-reimbursement approach is applicable,
reimbursement for the physician's teaching activities and his related
patient care activities would always be provided under the same provisions of the law. This would greatly simplify the administration of
the program by making it unnecessary to distinguish, as required by
present law, between a physician's teaching activities and patient care
activities in submitting and paying bills.
Another provision in this section would permit a hospital to include

among its reimbursable costs the reasonable cost to a medical school
of providing services to the hospital which, if provided by the hospital, would have been covered as inpatient hospital services or outpatient hospital services. In order to receive reimbursement the hospital would be required to pay the reasonable cost of such services

to medicare patients to the institution that bore the cost. The committee expects that such costs will be reimbursable only where there

is a written agreement between the hospital and medical school specifying the types and extent of services to be furnished by the school and
disposition of any reimbursement received by the hospital for those
services.
.
This amendment would be effective with respect to accounting
periods beginning after December 31, 1972.

Advance Approval of Extended Care and Home Health Coverage
Under Medicare
(Sec. 228 of the bill)
TTnrlp.r nrsent, law, extended care benefits are payable only On
behalf of patients who, following a hospital stay of at least 3 consecutive days, require skilled nursing care on a continuing basis for further treatment of the condition which reciuired hospitalization. The

posthospital home health benefit is payable on behalf of patients
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who, following hospitalization or an extended care facility stay, con-

tinue to require essentially the same type of nursing care on an intermittent basis, or physical or speech therapy. However, extended care
facilities and home health agencies often care for patients who need
less skilled and less medically oriented services in addition to patients
requiring the level of care which is covered by the program.
Under current law, a determination of wheher a patient requires the
level of care that is necessary to qualify for postliospital extended care
or home health benefits cannot. generally be made until some time after
the services have been furnished. The committee is aware that in many
cases such benefits are being denied retroactively and that another provision in the committee bill, which would revise the definition of ex-

tended care to permit coverage of additional types of skilled care,
would not eliminate the probability that such retroactive denials will

continue. The harsh result is that the patient is faced with a large bill he
expected would be paid or the facility or agency is faced with a patient
who may not be able to pay his bill. The uncertainty about eligibility
for these benefits that exists until after tl1e care has been given tends to

encourage physicians to either delay discharge from the hospital,
where coverage may less likely be questioned, or to recommend a less
desirable, though financially predictable, course of treatment. The aggregate effect is to reduce the value of the posthospital extended care
and home health benefits as a continuation of hospital care in a less
intensive—and less expensive—setting as soon as it is medically feasible for the patient to be moved.

The committee believes that to the extent that valid criteria can
be established posthospital extended care and home health benefits
should be more positively identified by type of medical condition
which ordinarily requires such care and that minimum coverage periods should be assured for such conditions. To achieve this purpose
the committee has concurred with a provision in the House bill which
would authorize the Secretary to establish, by medical conditions and
length of stay or number of visits, periods for which a patient would
be presumed to be eligible for benefits. The Secretary would undertake
such activities to the extent that a Professional Standards Review Or-

ganization was not exercising comparable responsibility in an area.
These periods of presumed coverage would be limited to those conditions which program experience indicates are most appropriate for
the extended care or home health level of services following hospitalization, taking into account such factors as length of hospital stay,
degree of incapacity, medical history and other health factors affecting
the type of services to be provided.
The committee recognizes that, in order to avoid the risk of presum-

ing coverage (by general medical category) in substantial numbers of
cases where exfended care or home health care may not be required,
presumed coverage periods must necessarily be limited in duration
and will not, in many cases, encompass the entire period for which the
patient will require covered care. Nevertheless, these minimum presumed periods will provide a dual advantage over the present system of
coverage determination by (1) encouraging prompt transfer through
assurance that the admission or start of care will be reimbursed and

(2) identifying in advance the point at which further assessment

should be made, on an individual case basis, of continuing need for
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extended or home health care. Where request for coverage beyond the

initial presumed period, accompanied by appropriate supporting

evidence, is submitted for timely advance consideration, it is expected
that a decision to terminate extended care or home health coverage
would ordinarily be effected on a prospective basis. For those conditions for which specific presumed periods cannot be established, current procedures for determining coverage would continue to apply.

However, the Professional Standards Review Organization. which
would be established under section 249F of the committee's bill (or
the fiscal intermediary where no PSRO is performing such functions)
should be able to make appropriate reviews on a timely basis for such
admissions.

To prevent abuse of the advance approval procedure the PSRO
or intermediary (in the absence of a PSRO) aid facilities would be
expected to monitor, through periodic review of a sample of paid
stays, utilization review committee studies, and similar measures, the
reliability of individual physicians in describiiig the patients' conditions or certifying patients' needs for posthospital extended care and
home health services. The Secretary could suspend the applicability
of the advance approval procedure for patients certified by physicians who are found to be unreliable in this respect.
This provision would be effective .January 1, 1973.

Authority of Secretary To Terminate Payments to Suppliers of
Services

(Sec. 229 of the bill)

Present law does not authorize the Secretary to withhold future
payments for services furnished by an institutional provider of services, a physician, or any other supplier who either abuses the program
or endangers the health of beneficiaries, although payment for past or

current claims may be withheld on an individual basis where the
services are not reasonable or necessary for treatment of illness or
injury or where the supplier fails to provide the necessary payment

information.
The committee believes it important to protect the medicare, medicaid, and maternal and child health programs and their beneficiaries
from those suppliers of services who have made a practice of furnishing inferior or harmful supplies or services, engaging in fraudulent
activities, or consistently overcharging for their services. Such protection is not now provided under the law. For example, if a physician
is found guilty of fraud in connection with the furnishing of services
to a medicare beneficiary, there is no authority under present law to
bar payment on his subsequent claims so long as the physician remains
legally authorized to practice. States can, and some do, bar from medicaid providers who abuse the program, but they are not now required
to do so.

The committee approves the House provision, previously included
in H.R. 17550, under which the Secretary would be given authority to
terminate or suspend payments under the medicare program for services rendered by any supplier of health and medical services found to

be guilty of program abuses. The Secretary would make the names
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of such persons or organizations public so that beneficiaries would be
informed about which suppliers cannot participate in the program and
for whose services payment will not be made. The situations for which
termination of payment could be made include overcharging, furnish-

ing excessive, inferior, or harmful services, or making a false statement to obtain payment. Also, there would be no Federal financial
participation in any expenditure under the medicaid and maternal and
child health programs by the State with respect to services furnished
by a supplier to whom the Secretary would not make medicare payments under this provision of the bill.
Program review teams would be established in each State by the Secretary, following consultation with groups representing consumers of
health services, State and local professional societies, and the appro-

priate intermediaries and carriers utilized in the administration of
title XVIII benefits. Both the professional and the nonprofessional
members of the program review teams would be responsible for review-

ing and reporting on statistical data on program utilization (which
the Secretary would periodically provide). Only the professional
members of the program review teams would review cases involving
the furnishing of excessive, inferior, or harmful services in order to
assure that only professionals will review other professionals under
this provision. The committee notes that a Professional Standards
Review Organization (PSR.O), to be established under another provision of the committee bill, would generally have the personnel and
expertise to perform this function and, therefore, expects the Secretary to utilize the services of a PSRO whenever feasible in lieu of a
separate program review team, as PSRO's become operative.
It is not expected that any large number of suppliers of. health serv-

ices will be suspended because of abuse. However, the existence of the
authority and its use in even a relatively few cases is expected to provide a substantial deterrent.

Any person or organization dissatisfied with the Secretary's decision to terminate payments would be entitled to a hearing by the
Secretary and to judicial review of the Secretary's final decision.
It is not intended that this provision would in any way change the
Secretary's present right to withhold payment where necessary payment information is not provided. Nor would the supplier of services
be entitled to a hearing or judicial review with respect to payments
withheld under such existing authority.
The provisions relating to title XVIII would be effective with re-

spect to determinations made by the Secretary after enactment of
the bill. The provisions relating to titles V and XIX would be effective
with respect to items or services furnished on or after December 31,
1972.

Elimination of Requirement That States Move Toward
Comprehensive Medicaid Programs
(Sec. 230 of the bill)

Section 1903(e) of the medicaid statute requires that each State
make "a satisfactory showing that it is making efforts in the direction
of broadening the scope of the care and services made available under
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the plan and in the direction of liberalizing the eligibility requirements

for medical assistance." Under an amendment adopted by the Congress in 1969 (Public Law 91—36), the operation of this provision was

suspended for two years, until July 1, 1971, and the date by which
the States were to have comprehensive medicaid programs (applying
to everyone who meets their eligibility standards with respect to income and resources) was changed from 1975 to 1977.
The committee has been concerned with the burden of the medicaid

program on State finances. The expansion of the medicaid program
and liberalization of eligibility requirements for medical assistance
which is required by section 1903(e) could increase this burden and
may result in States either cutting back on other programs or their
considering dropping medicaid.
The committee agrees with the action of the House repealing section 1903 (e). When the operations of the State medicaid programs
have been substantially improved and there is assurance that program
extensions will not merely result in other medical costs inflation, the
question of expansion of the program can then be reconsidered.

Amount of Payments Where Customary Charges for Services
Furnished Are Less Than Reasonable Cost
(Sec. 233 of the bill)
Under present law, reimbursement under the medicare program is
based on the reasonable costs incurred by providers of services (but
oniy for inpatient hospital services under medicaid and the maternal
and child health programs) in providing services to individuals covered by these programs. This results, in some cases, in these programs
paying higher amounts for services received by covered individuals
than such individuals would be charged if they were not covered by
these programs, because, in some cases, a provider's customary charges
to the general public are set at a level which does not reflect the provider's full costs.

The committee believes that it is inequitable for the medicare,

medicaid, and the child health programs to pay more for services than
the provider charges to the general public. To the extent that a provider's costs are not reflected in charges to the public generally, such
costs are expected to be met from income other than revenues from
patient care—for example, from endowment or investment income.

The bill would provide, therefore, that reimbursement for services
under the medicare, medicaid, and maternal and child health programs could not exceed the lesser of the reasonable cost of such services
as determined under section 1861(v) of the Social Security Act, or the
customary charges to the general public for such services.

However, the committee believes that it would be undesirable to
apply this provision in the case of services furnished by public providers of services free of charge or at a nominal fee. The bill would
provide, therefore, that where services are furnished by a public provider of services free of charge or at a nominal charge, the Secretary
shall specify by regulation reimbursement based on those elements of
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costs generally allowed in the determination of reasonable cost that he
finds will result in fair reimbursement for such services. In such cases
fair reimbursement for a service could not exceed, but could be less than

the amount that would be paid under present law.
The committee recognizes that a provider's charges may be lower
than its costs in a given period as a result of miscalculation or special
circumstances of limited duration, and it is not intended that providers should be penalized by such short-range discrepancies between
costs and charges. Nor does the committee want to introduce any incent.ive for providers to set charges for the general public at a level sub stantially higher than estimated costs merely to avoid being penalized

by this provision. Thus, the committee recognizes the desirability of
permitting a provider that was reimbursed under the medicare, medic-

aid and child health programs on the basis of charges in a fiscal

period to carry unreimbursed allowable costs for that period forward
for perhaps two succeeding fiscal periods. Should charges exceed costs
in such succeeding fiscal periods, the unreimbursed allowable costs
carried forward could be reimbursed to the provider along with current allowable costs up to the limit of current charges.
The committee intends that for purposes of administering this provision, "customary charges" shall mean (1) the charges listed in an
established charge schedule (if the institution has only a single set of
charges applied to all patients), or (2) the most frequent or typical
charges imposed (if the institution uses more than one charge for a
single service). However, in order to be considered to be the "customary

charge," a charge would have to be one that was actually collected
from a substantial number of individuals. A charge set up in name
only, perhaps primarily to avoid the effect of this provision, is not intended to determine medicare reimbursement.
The provisions relating to medicare would be effective with respect
to services furnished by hospitals, skilled nursing facilities 'and home
health agencies in accounting periods beginning after December 31,

1972. Provisions relating to medicaid and maternal and child health
would be effective for accounting periods beginning after December 31,
1972.

Institutional Planning Under Medicare
(Sec. 234 of the bill)

Tinder present medicare law, there is no requirement for providers of
services to develop fiscal plans such as operating and capital budgets.
However, the committee is aware of the fact that health care facilities
have come under increasing criticism on the grounds that they fail to
follow sound business practices in their operations. The Advisory Com-

mittee on Hospital Effectiveness, established by the Secretary of
HEW in its report stated, " * * the fact must be faced that deficiencies in hospital management owe something, at least to inatten-

tion, indifference, or lack of information on the part of some hospital
boards, and some trustees with the best intentions and energy have
not been adequately informed by administrations on what the functions of a hospital trustee, or a hospital should be." In recommending
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the requirement contained in the bill, the Secretary's connnittee
stated, "The requirement that detailed budgets and operating plans
be prepared annually as a condition of approval for participation in
Federal programs can be expected to disclose management inefficiencies in such health care institutions as a necessary first step toward
bringing about needed improvements. Especially, the committee believes this requirement will compel the attention of many hospital
trustees to lapses in management that would not be permitted in their
own businesses."

The Committee on Finance agrees with the provision in the House
bill which would require providers of services (including hospitals
accredited by the Joint Commission on Accreditation of Hospitals),
as a condition of participation under the medicare program, to have
a written overall plan and budget reflecting an operating budget and
a capital expenditures plan. The overall plan would be expected to
contain information outlining the services to be provided in the future.

the estimated costs of providing such services (including proposed
capital expenditures in excess of $100,000 for acquisition of land, build-

ings, and equipment and rep]acement, modernization, and expansion
of the buildings and equipment), and the proposed methods of financing such costs. It would have to be prepared under the direction of the
governing body of the institution, by a committee consisting of rep-

resentatives o that body, the administrative staff and the medical
staff. The plan would cover the immediately following year and the
immediately following 3-year accounting period and would be, reviewed and updated annually to assure that it is consistent with the
budgetary program of the provider.
The plan would not be reviewed for substance by the Government or
any of its agents. The purpose of the provision is to assure that, such

institutions carry on budgeting and planning on their own. It is not
intended that the Government will play any role in that nroces.

A similar provision was approved by the committee in 1970 and in-

cluded in H.R. 17550 as passed by the Senate.

The new condition of participation would have to be met with re-

spect to any provider of services for fiscal years of the provider
beginning after the fifth month after the month of enactment.

Prohibition Against Reassignment of Claims to Benefits
(Sec. 236 of the bill)
Under present law, payment for services furnished by a physician
or other person under the supplementary inedictl insurance program is
made: (1) to the beneficiary on the basis of an itemized bill, or (2) to
the physician or other person who provided the services on the basis of
an assignment under the terms of which the reasonable charge is the full
charge for the service. Present law also provides that payment for such
services under the medicaid prorram is made to the physician or other
person providing the services. The law is silent with respect to reassignment by physicians or others who provide services of their right
to receive payment under these programs. The Department of Health,
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Education, and Welfare makes such reassigned payments under medicare without specific legislative authority.
Experience with this practice under these programs shows that some
physicians and other persons providing services reassign their rights
to other organizations or groups under conditions whereby the organization or group submits claims and receives payment in its own name.
Such reassignments have been a source of incorrect and inflated claims
for services and have created administrative problems with respect to
determinations of reasonable charges and recovery of overpayments.
Fraudulent operations of collection agencies have been identified in
medicaid. Substantial overpayments to many such organizations have
been identified.in the medicare program, one involving over a million
dollars.
The committee concurs with a provision in the House bill which

seeks to overcome these difficulties by prohibiting payment under
these programs to anyone other than the patient, his physician, or
other person who provided the service, unless the physician or other
person is required as a condition of his employment to turn his fees
over to his employer, or unless the physician or other person has an
arrangement with the facility in which the services were provided
under which the facility bills for the services. Also, direct payment
could be allowed to a foundation, association, plan, or contractor
which provides and administers health care through an organized
health care delivery system. An example of this type of organization
would be a prepaid group practice or other system recognized by the
State title XIX agency. It is not the intent of the committee that this
provision apply to payments to providers of services that are based on

the reasonable cost of the services.

This provision would not preclude a physician or other person who
provided the services and accepted an assignment from having the
payment mailed to anyone or any organization he wishes, but the payment would be to him in his name.
The provision would in no way interfere with the fiscal relationships

between physician and hospitals. in the case of hospital-based pathologists and radiologists, for example.
This provision as it applies to medicare would be effective with re-

spect to bills submitted after the enactment date. For medicaid the
provision would be effective January 1, 1973, or earlier if the State
plan so provides.

Notification of Unnecessary Admission to a Hospital or Extended

Care Facility Under Medicare
(Sec. 238 of the bill)

Under present law, the utilization review committee required to
function. in each hospital and extended care facility must review all
]ong-stay cases and at least a sample of admissions. When in the review of a long-stay case the utilization review committee determines
that further stay in the institution is not medicaily necessary, the committee is requited to notify promptly the physician, the patient, and
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the institution of its finding. No medicare payment is made for any
services furnished after the third day fo]lowing such notification.

The committee approves the provisions in the House bill which
would require a similar notification, and a similar payment cut-off
after 3 days, to be made where the utilization review committee in
its sample or other review of admissions finds a ease where hospitalization or extended care is no longer necessary (or never was
necessary). Thus, the committee's bill would remove the anomaly of
continuing payment in a case where the utilization review committee
determined in the course of sample or other review that admission to
the institution or further stay was not necessary and would make
parallel the treatment accorded long-stay cases and cases reviewed
on a sample basis.
This provision would be effective with respect to services furnished
after the second month following enactment of the bill.

Use of State Health or Other Appropriate Medical Agency To
Perform Certain Functions Under Medicaid and Maternal and
Child Health Programs
(Sec. 239 of the bill)

Under present law, one State agency may have the responsibility
for certifying health facilities for participation in the medicare program and another agency for certifying health facilities for participation in medicaid and maternal and child health programs. The committee believes that this duplication of effort in the verification of and
in the establishment and maintenance of health standards is unnecessary and inefficient. The committee's bill would require the State
to provide that the State health agency (or the State medical agency
which licenses health facilities) shall perform these functions for med-

icare, medicaid, and the maternal and child health programs.
In its approval of a similar provision in H.R. 17550, the committee
authorized the use of the appropriate State agency rather than limiting the designation to "State health agency," since in some States another agency performs the certification function for medicare. The
House has incorporated this change into this section in H.R. 1.
The committee also believes that the effectiveness and economy
of the medicaid program would be enhanced through development
of capability in each State to perform utilization reviews, to estab-

lish standards relating to the quality of health care furnished to
medicaid recipients, and to review the quality of the services provided. Activities such as these would provide information on the

under- or over-utilization of resources and the quality and appropriateness of care. These activities w-ould be undertaken only where they
are not duplicative of responsibilities assumed by professional standards review organizations.
To encourage the development of the capabilities upon which these

improvements would be based, the committee bill provides for the
establishment of standards relating to the quality of care furnished
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to medicaid recipients, and, review by appropriate professional health

personnel of the quality and appropriateness of services provided.
Federal matching at the 75-percent rate is now available for the costs
of the health professionals and their supporting staff found necessary
in carrying out such functions.
This provision would be effective January 1, 1973.

Relationship Between Medicaid and Comprehensive Health Care
Programs
(Sec. 240 of the bill)

Present law provides that under medicaid all eligible recipients
should receive the same scope of services; that those services should be

available throughout the State and that recipients should have freedom of choice with regard to where they receive their care.
Section 1902 (a) (23) also provides that recipients be allowed to obtain medical care through organizations which provide such services
(or arrange for their availability) on a prepayment basis, if the recipient so chooses.
State agencies often cannot make pre-payment arrangements with
organizations such as neighborhood health centers or prepaid group
practices to provide services to medicaid recipients which might result
in more efficient and economical delivery of health services, because

the prospective arrangements might violate the law in that some

recipients might receive a broader scope of benefits than others. This
is so because the possibility for making such arrangements may only
exist in certain areas of a State. In addition, these organizations provide services which are often broader in scope than the services re-

ceived under the medicaid plan, and, therefore, are not available
throughout the State. Under current law States are able to contract
with such organizations only; (a) through a waiver provision because

the particular contract is a demonstration project, or (b) through
establishing a separate premium rate for the particular set of services
off ered under the State plan.
The committee added an amendment to H.R. 17550 designed to
meet this problem by allowing States to waive Federal statewidens
and comparability requirements when arranging for the delivery of
health services on a prepaid basis. The House has incorporated this
provision into H.R. 1.
The committee reaffirms its earlier position in approving the House
provision which would enable States to waive Federal statewideness
and comparability requirements, if a State contracts with an organization which has agreed to provide health care and services in addition
to those offered under the State plan to eligible people who reside in the
geographic area served by such an organization, and who elect to obtain such care and services from such an organization. Payments to
such organizations could not be higher on a per capita basis than per
capita payments expended for medicaid eligibles in the same general
geographic area who are not under the proposed arrangement.

208

Penalties for Fraudulent Acts and False Reporting Under
Medicare and Medicaid

(Sec. 242 of the bill)
Under present law, a false statement or representation of a material fact in any application for payment under social security programs is defined as a misdemeanor and carries a penalty of up to 1
year of imprisonment, a fine of $1,000, or both.
The committee believes that a specific provision defining acts subject to penalty under the medicare and medicaid programs should be

included to provide penalties for certain practices which have long
been regarded by professional organizations as unethical, as well as
unlawful in some jurisdictions, and which contribute appreciably to

the cost of the medicare and medicaid programs. Thus, under a provision in the House bill approved by the committee with technical
changes, the criminal penalty provision would include such practices
as the soliciting, offering, or accepting of kickbacks or bribes, including the rebating of a portion of a fee or charge for a patient referral,
involving individuals, providers of health care services and business
entities such as corporations, companies, associations, firms, partnerships, societies, and joint stock companies. In addition, the provision
would include penalties for concealing or failing to disclose knowledge
of any event affecting a person's right to any benefit payment with the
intent to defraud, or for knowingly, and willfully converting benefits
or payments to improper use. The penalty for such acts, as well as
false statements or representations of material facts in any application for payment under the medicare and medicaid programs, would
be a fine of $10,000, 1 year of imprisonment, or both.

Continuing investigation and review of reports by the General

Accounting Office have indicated that false statements may have been
made by individuals and institutions with respect to health and safety
conditions and operating conditions in health care facilities in order to
secure approval for participation in the medicare and medicaid pro-

grams. 'While the numbers of different individuals and institutions
involved in such fraud may not be large in relation to the number
participating in the program, the committee believes that a specific
penalty for such acts should be provided to deter the making or inducing of such statements. Thus, specific provisions would be included

under title XVIII (medicare) and under title XIX (medicaid) of
the Social Security Act whereby anyone (including, but not limited to,
such business entities as corporations, companies, associations, firms,

partnerships, societies, and joint stock companies) who knowingly
and willfully makes, or induces or seeks to induce the making of, a
false statement of material fact with respect to the conditions and
operation of a health care facility or agency in order to secure certification or recertification or approval to participate in the medicare
and medicaid programs would be subject to imprisonment for up to 6
months, a fine not to exceed $2,000, or both.

These provisions would be in addition to and not in lieu of any other

penalty provisions in State or Federal law. A similar provision was
approved by the committee in 1970 and included in H.R. 17550 as
passed by the Senate.
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Coverage

of Supplies Related to Colostomies

(Sec. 252 of the bill)
Medicare covers the bag and straps which must be used in conjunction with some colostomies (an artificial opening of the bowel to the
abdominal vall which is often made necessary by surgery for cancer
of the bowel). The equipment is covered as it is considered a prosthetic
device (a replacement for a body organ).
Some bowel cancer patients have surgery which results in a different

type of colostomy necessitating daily irrigation and flushing rather
than permanent attachment of a bag. Medicare does not cover this
irrigation and flushing equipment, since it is not permanently attached
to the body and is therefore not considered a prosthetic device. This
results ill unequal treatment by the program of patients with
colostomies.

The committee bill would add a phrase to the statute to include
coverage for material directly related to the care of a colostomy.
The amendment is effective upon enactment.

Coverage Prior to Application for Medicaid
(Sec. 255 of the bill)

Under present law a State may, at its own option, cover the cost of
health care provided to an otherwise qualified recipient for the three
months prior to his application for medicaid. Thirty-one States have
elected to provide this coverage, thereby protecting persons who are
eligible for medicaid but do not apply for assistance until after they
have received care, either because they did not know about the medic-

aid eligibility requirements or because the sudden nature of their

illness prevented their applying.
The committee agrees with the House that such coverage is reasonable and desirable and recommends, as it did in 1970 in H.R. 17550,
that States be required to provide protection for that 3-month period.
Therefore, the committee bill requires all States to provide coverage

for care and services furnished in or after the third month prior to

application to those individuals who were otherwise eligible when the
services were received. Included as eligible under the three-months
retroactive coverage requirement would be deceased individuals whose
fatal condition prevented them from applying for medicaid coverage
but who would have been eligible if application had been made.

States are expected to modify their provider agreements where
applicable so as to permit the application of appropriate utilization
control procedures retroactively in these cases to assure that appropriate and necessary care was delivered.
This provision would be effective July 1, 1973.

Hospital Admissions for Dental Services Under Medicare
(Sec. 256 of the bill)

Under present medicare procedures, when a patient is hospitalized
in connection with the performance of noncovered dental procedures,

payment may be made for inpatient hospital services if the patient
has other impairments so severe that hospitalization is necessary. In
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some cases, intermediaries require that a physician certify to the
medical necessity of dental admissions, since hospitalization is ordinarily not necessary for the provision of dental services. Where
such a certification is required, the dentist who will be performing the
dental procedures must arrange for a physician to make the necessary
certification.

'rhe committee approves the provision in the House bill which

would authorize the dentist who is caring for the patient to make the
certification of the necessity for inpatient hospital admission for noncovered dental services under the above circumstances without requiring a corroborating certification by a physician. The committee believes that in these kinds of cases the dentist is in a better position to
make the necessary evaluation of the patient's condition and probable
reaction to dental surgery than is a physician who may not be familiar
either with the patient or the nature of the dental procedures to be
performed.
This provision would be effective with respect to admissions occurring after the second month following enactment of the bill.

Extension of Grace Period for Termination of Supplementary
Medical Insurance Coverage Where Failure To Pay Premiums
Is Due to Good Cause
(Sec. 257 of the bill)

Under present law, an individual's coverage under the supplementary medical insurance part of medicare is terminated for non-

payment of premiums. The tetmination

is

effective on a date

determined under regulations which may be established so as to provide a grace period (not in excess of 90 days) during which overdue
premiums may be paid and coverage continued.
Several types of cases have arisen in which termination of an individual's supplementary medical insurance protection for failure to
pay all premiums due within 90 days is clearly inequitable. For example, there have been cases where for reasons of physical or mental

incapacity the enrollee was unable to make the premium payment
within the allowed time limit and there was no one acting on his
behalf to protect his interests. In other cases. coverage has been terminated because the enrollee mistakenly believed that payment had been

made when actually it had not.
The committee approves the provision in the House bill which

would extend the 90-day grace period for an additional 90 days

where the Secretary finds that there was good cause for failure to pay
the premium before the expiration of the initial 90-day grace period.
This provision would apply to such cases of flOflJ)ayment of premiums due within the 90-day period preceding the date of enactment.

Extension of Time for Filing Claim for Supplementary Medical
Insurance Benefits Where Delay Is Due to Administrative Error
(Sec. .258 of the bill)

Under present law, a claim for benefits under the supplementary
medical insurance program must be filed by December 31 of the year
following the year in which the services were provided. (For this pur-
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pose, services furnished in the last 3 months of a year are deemed to
have been furnished in the following year.) The present time limit is
adequate for the zast majority of supplementary medical insurance
claims. In some few cases, however, beneficiaries have failed to file a
timely claim due to a mistake or other action on the part of the Government or one of its agents. For example, misinformation from an official
source or delay in establishing supplementary medical insurance entitlement has resulted in late filing of claims.
The committee has approved a provision in the House bill which
would provide that where a claim under supplementary medical insurance is not filed timely due to error of the Government or one of

its agents, the claim may nevertheless be honored if filed as soon as
possible after the facts in the case have been established. This provision would assure that claimants would not be treated inequitably
because of such an error.

This amendment would apply with. respect to bills submitted and

requests for payment made after March 1968.

Waiver of Enrollment Period Requirements Where Individual's
Rights Were Prejudiced by Administrative Error or Inaction
(Sec. 259 of the bill)

Tinder present law, an individual can enroll in the supplementary
medical insurance program during his initial 7-month enrollment
period, beginning with the third month before the month he attains age
65, or during any general enrollment period (during the first 3 months
of each year), which begins within 3 years after the end of his initial

enrollment period. (The committee bill includes a provision which
would eliminate the 3-year limit on enrollment. That provision is
discussed immediately following discussion of this provision.)

There have been some relatively rare cases in which it has been dis-

covered that due to an action, inaction, or error on the part of the
Government an individual is in fact enrolled, or is in fact not enrolled,
under suppementary medical insurance when both the individual and

the Government had until then believed that the reverse was true.
Although rare, such cases may be a cause of considerable hardship and
distress to the individuals involved, and present law permits no relief
to be given.
The committee shares the belief of the Committee on Ways and
Means that where an individual's enrollment rights under supplementary medical insurance has been prejudiced because of the action,

inaction or error on the part of the Government, he should not be
penalized or caused hardship. The bill, therefore, authorizes the Secretary to provide such equitable relief as may be necessary to correct
or eliminate the effects of these situations, including (but not limited

to) the establishment of a special initial or subsequent enrollment
period, with a coverage period determined on the basis thereof and
with appropriate adjustments of premiums.
This provision would apply to all cases which have arisen since the
beginning of the program but it is not contemplated that the administration be required to conduct an extensive search for cases which
arose prior to enactment.
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Elimination of Provisions Preventing Enrollment in Supplemen-

tary Medical Insurance Program More Than 3 Years After
First Opportunity
(Sec. 260 of the bill)

Under present law, an individual can enroll for the first time in the
supplementary medical insurance program during his initial 7-month
enrollment period, be.ginning with the third month before the month
he attains age 65, or during any general enrollment period (during the
first 3 months of each year) which begins within 3 years after the end
of his initial enrollment period. A person whose enrollment has terminated may not enroll for the second time in supplementary medical insurance unless he does so in a general enrollment period which begins
within 3 years after the effective date of such termination. An individual may reenroll only once.

The 3-year enrollment limit was included in the law (as are other

limitations on enrollment in the supplementary medical insurance program) in the interest of avoiding antiselection in case the enrollment

under the program was not a very substantial proportion of people

eligible to enroll. For example, substantial numbers of people who are
relatively healthy might delay enrollment until they are well past age
65 and have become sick, at which point they would enroll and receive
substantial benefits without having paid much in premiums. However,
since there is now a 95-percent rate of participation in the program and
since the vast majority of enrollees enroll atthe earliest possible time,
there would seeni to be no reason to retain the 3-year limit on enrollment. Further, present law provides that premiums for late enrollees
are increased 10 percent for each full 12 months elapsed between the
time they could have enrolled and actually do enroll and this provision

would be retained. Such late-enrollment charges serve to prevent
antiselection and to meet the higher costs associated with those who
enroll at older ages. It is not intended, of course, that the months for

which the law itself precluded individuals from enrolling or reenrolling would apply in determining the late-enrollment charges.
The committee approves the provision in the House bill which would
eliminate the 3-year limit with respect to both initial enrollment and
reenroilment after an initial termination. Enrollment periods would
remain as presently defined and the restriction limiting individuals
who terminate enrollment to reenroll only once would be retained.
This provision would apply to all those who are ineligible to enroll
because of the 3-year limit in effect imder present law.

Waiver of Recovery of Incorrect Medicare Payments From
Survivor Who Is Without Fault
(Sec. 261 of the bill)

Under present law, an individual to whom (or on behalf of whom)
a medicare overpayment is made is subjected to recovery action with re-

spect to such overpayment, except that the recovery action may be
waived if the individual is without fault and if recovery would de-
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feat the purposes of the cash social security title (title II) of the
Social Security Act or would be against equity and good conscience. If
such individual dies, recovery action is initiated as necessary from any
other individual who is receiving cash social security benefits on the
same earnings record as the deceased overpaid beneficiary. In the latter situation, however, waiver of recovery action is not permitted even
though the surviving beneficiary—a widow, for example—is without
fault with respect to the overpayment.
The Social Security Amendments of 1967 included a provision which
permitted recovery to be waived in the case of cash benefits if the individual from whom recovery is being considered is without fault, even
though the overpaid individual was at fault. However, the comparable

change with respect to medicare overpayments was not made. As a
result, there are situations in which, for example, an overpayment
made to a deceased beneficiary is the responsibility of his widow even
though she was without fault in causing the overpayment, whereas if
the overpayment had been made to or on behalf of the widow herself,
the waiver provision would apply if she were not at fault.
The committee approved a provision in the House bill which would

rectify this anomaly by permitting any individual who is liable for
repayment of a medicare overpayment to qualify for waiver of recovery of the overpaid amount if he is without fault and if such recov-

ery would defeat the purposes of title II or would be against equity
and good conscience.•

Requirement of Minimum Amount of Claim To Establish Entitle-

ment to Hearing Under Supplenientary Medical Insurance
Program

(Sec. 262 of the bill)

Under present law, people enrolled in the supplementary medical
insurance program are assured an opportunity for a fair hearing by
the carrier when requests for payment under supplementary medical
insurance are denied or are not acted upon with reasonable promptness.
or when the amount of the payment is in controversy, regardless of the

dollar amount at issue. Experience under the program indicates that
the holding of a full fair hearing is unwarranted in cases where the
amount in controversy is relatively small. Carriers have reported cases
involving $5 and $10 claims for which the cost of holding a fair hearing has exceeded $100. Approximately 45 percent of the hearings held
since the beginning of the program have involved an amount less than
$100. Further, regulations require carriers to have a reconsideration
review of all denied claims. Such review involves different claims personnel than those who acted on the original claim and should be sufficient protection in small claims cases.
The committee approved a provision of the House bill which would
require that a minimum amount of $100 be at issue before an enrollee

in the supplementary medical insurance program will be granted a
fair hearing by the carrier.
The provision would be effective with respect to hearings requested
after the enactment of the bill.
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Provide That Services of Optometrists in Furnishing Prosthetic
Lenses Not Require a Physician's Order
(Sec. 264 of the bill)

Under present law, optometric services are not covered except with
respect to services incidental to the fitting and supplying of prosthetic

lenses ordered by a physician. The House bill does not provide for
any change in the present limitation on coverage of optometric services.
The committee believes that the medicare requirement that a phy-

sician's prescription or order accompany requests for payment for
covered prosthetic lenses when such lenses are furnished by an optome-

trist unduly limits both patient and optometrist. The patient's choice
of having either an ophthalmologist or an optometrist to furnish him
with prosthetic lenses should no longer be biased b.y this requirement.
The committee therefore agrees with the provision in the House bill
which would recognize the ability of an optometrist to attest to a
beneficiary's need for prosthetic lenses by amending the definition of
the term "physician" in title XVIII to include a doctor of optometry
authorized to practice optometry by the State in which he furnishes
services. An optometrist would be recognized as a "physician" only for
the purpose of attesting to the patient's need for prosthetic lenses. (Of
course, neither t.he physician nor the optometrist would be paid by
medicare for refractive services when the beneficiary has been given
a prescription by a physician for the necessary prosthetic lenses.) This
change would not provide for coverage of services performed by
optometrists other than those covered under present law, nor would it

permit an optometrist to serve as a "physician" on a professional

standards review organization.
A similar provision was developed by the committee in 1970 and
included in H.R. 17550 as passed by the Senate.

Refund of Excess Premiums Under Medicare
(Sec. 266 of the bill)
Under present law, where part B entitlement terminates due to the
death of the enrollee, refund of any excess premiums is made, upon
claim, to the legal representative of the enrollee's estate. If there is no
legal representative and it is reasonably certain that none will be
appointed, refund may be made, only upon claim, to a relative of the

deceased on behalf of the estate.
Early in the program it was recognized that excess part B premiums

paid by a deceased enrollee could be best disposed of, in those cases
where there is no legal representative of the deceased's estate, by adding them to benefits subsequently payable on the same medicare claims
number or to those relatives who would (except for age or dependency
requirements) be eligible on the same record. However, the Office of
General Counsel advised that this could not be done in the absence of
necessary authority in the law. Consequently, the much more cumbersome claims procedure has had to be used. Where there is no claim for
the excess premium payments, no refund is made.
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A similar problem is likely to exist with respect to premiums pai
in advance under those provisions of the bill which would provide,
an initial cost of $33 per month per enrollee, hospital insurance covey
age for people who are age 65 and over who are not eligible for sue.
coverage under present law and certain other peisons age 60 to 64.
The committee has therefore approved a provision in the House bil
which would provide authority for the Secretary to dispose of exces
supplementary medical insurance premiums and excess hospital insur
ance premiums in the same manner as unpaid medical insurance bene
fits are treated.
A similar provision was approved by the committee in 1970 and
included in H.R. 17550 as passed by the Senate.

Exemption of Christian Science Sanatoriums From Certain
Nursing Home Requirements Under Medicaid
(Sec. 268 of the bill)
Tinder present law, Christian Science sanatoriums are permitted to
participate in the medicaid program as skilled nursing homes, and as
such, are required to meet the general requirements established for
skilled nursing homes.
The committee agrees with the House that Christian Science sanatoriums which do not actually provide medical care, should not be
required to have a skilled nursing home administrator licensed by the
State, to maintain an organized nursing service under the direction of
a registered nurse, to maintain detailed medical records, or to have
diagnostic and other service arrangements with general hospitals. The
bill would, therefore, exempt Christian Science sanatoriums from the
requirements for a licensed nursing home administrator, requirements

for medical review, and other inappropriate requirements of the

medicaid program;
Such sanatoriums will be expected to continue to meet all applicable
safety standards.
The committee approved a similar amendment in 1970.

Increase in Maximum Federal Medicaid Amount for
Puerto Rico
(Sec. 271 of the bill)
At present, Federal matching funds for Puerto Rico's medicaid

expenditures are at a rate of 50 percent, except that the total amount
of Federal funds may not exceed $20 million in any fiscal year.
The committee believes that the $20 million Federal maximum on
medicaid payments to Puerto Rico should be adjusted to reflect the
rise in hospital and health care costs, as well as the increase in the
number of persons eligible for medicaid since 1967, when the ceiling
and matching rates were established.
The committee recognizes the efforts made by Puerto Rico to. provide comprehensive health care. Among the jurisdictions with medic-

aid programs, Puerto Rico ranks 13th in expenditures per inhabitant
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for medical assistance. Because Puerto Rico spends considerably more
on its medicaid program than the $20 million necessary to receive full
Federal matching, the Federal share of Puerto Rico's title XIX program was only about 39 percent in fiscal year 1971.
The committee therefore added a provision to H.R. 17550 providing

that the Federal ceiling on title XIX payments to Puerto Rico be increased to $30 million effective with fiscal year 1972 and fiscal years

thereafter. The 50 percent Federal matching rate would remain
unchanged.

The House indicated their approval of the committee action in 1970
by including a similar provision in H.R. 1.

Inclusion of American Samoa and the Trust Territory of the
Pacific Islands Under Title V
(Sec. 272 of the bill)
American Samoa and the Trust Territory of the Pacific Islands are
not presently eligible to receive formula fund allocations under the
maternal and child health and crippled children programs, as are
States and Puerto Rico and the Virgin Islands.
In order to improve maternal and child health and crippled children programs in these areas, the Finance Committee has approved an
amendment to authorize eligibility under title V for Samoa and the
Trust Territory of the Pacific Islands.
The resulting cost is estimated to be approximately $35,000 per year.
2. PROVISIONS OF THE HOUSE BILL SUBSTANTIALLY MODIFIED BY
THE COMMITFEE

Change in Hospital Insurance Coinsurance for Lifetime Reserve
Days Under Medicare
(Sec. 205 of the bill)
'Under present law, payment may be made for up to 90 days of
inpatient hospital services furnished during a benefit period (spell of
illness), with the beneficiary being responsible for an inpatient hospital deductible (currently $68) and, beginning with the 61st day of
his stay, a daily coinsurance amount equal to one-fourth of the inpatient hospital deductible (now $17). In addition, present law provides each beneficiary with a nonrenewable lifetime reserve of 60 days
of inpatient hospital coverage upon which he may draw after having
exhausted the 90 days of covered care regularly available to him in a

benefit period; a coinsurance amount equal to one-half of the inpatient
hospital deductible is applicable to each lifetime reserve day used.

The House bill would provide for the application of a daily coinsurance amount equal to one-eighth of the inpatient hospital deductible for each day of inpatient hospital coverage during a benefit
period beginning with the 31st day and through the 60th day. The
House bill also would provide for an increase from 60 to 120 in the
number of "lifetime reserve" days for which inpatient hospital benefits may be paid so that each medicare beneficiary would have avail-
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able to him at least 210 days of covered hospitalization, even' if he had
only one benefit period. As under present law, the beneficiary would be
responsible for a coinsurance amount equal to one-half of the inpatient
hospital deductible for each lifetime reserve day used.

The committee bill would delete the provision in the House bill

requiring co-insurance payments from the 31st through the 60th day.
'While the committee agrees that there is a need to more fully protect medicare beneficiaries against the high costs associated with prolonged use of inpatient hospital services and to promote the most effective utilization of such services, the committee believes that these
objectives can best be accomplished with little modification in present
lifetime-reserve provisions. The committee bill, therefore, would reduce the coinsurance amount applicable to lifetime reserve days from
½ to 1/4 of the inpatient hospital deductible. The bill would make no

change in the number of lifetime reserve days provided for under
present law.
The committee believes that this approach will be of greater assistance to those seriously ill aged who can least afford a high coinsurance

amount after having incurred heavy out-of-pocket costs during prolonged hospitalization. Effective professional review is the preferable
approach toward preventing unnecessary or avoidable utilization.
The change with respect to the reduced coinsurance for lifetime reserve days would apply to services furnished during spells of illness
beginning after December 31, 1972.

Penalty for Failure by States To Undertake Required
Institutional Care Review Activities
(Sec. 207 of the bill)
The committee is concerned over the fact that there exists in many
areas of the country a substantial degree of unnecessary and avoidable
utilization of costly institutional care under medicaid, accompanied by
insufficient usage of less costly alternative out-of-institution health
care. This has been repeatedly demonstrated by investigations of the
General Accounting Office, in 1-IEW Audit Agency reports and in

other testimony. As a practical matter, the Department of Health,
Education, and Welfare has seldom, if ever, recovered from a State
amounts improperly spent for non-covered care or services. Additionally, many States have not properly complied with utilization
review and independent medical audit requirements of the medicaid
program.
While Federal dollars should be. used to match State medicaid dol-

lars for the coverage of necessary institutional services under title

XIX, those Federal dollars should not be used to pay for unnecessary
or inappropriate institutional services.
The Committee on Ways and Means shares this concern. In order to
discourage and prevent overutilization, the house bill provided for:
(a) a decrease in the Federal medical assistance percentage by one-

third after the first 60 days of care (in a fiscal year) in a general or
TB hospital; (b) a reduction in the Federal percentage by one-third
after the first 60 days of care (in a fiscal year) in a skilled nursing
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home unless the State makes a showing satisfactory to the Secretary
that there is in the State an effective program of controls over utilization of institutional care; (c) a decrease in Federal matching by onethird after 90 days of care in a mental hospital (except this period
may be extended by an additional 30 days if the State agency certifies
that the patient is receiving active treatment and will benefit therapeutically from such additional hospitalization) and provision for no

Federal matching after a total of 365 days of such care during an
individual's lifetime; and (d) authority for the Secretary to compute
a reasonable cost differential for reimbursement purposes between
skilled nursing homes and intermediate care facilities.
Despite general agreement with the objectives of the House bill the

committee believes that the approach of the House bill needed improve-

ment because it did not differentiate between those States which are
adequately controlling utilization and those which are not, thereby
uniustifiably penalizing some States.
The committee has modified the House provision so that, in addition to requiring each State to make a satisfactory showing to the
Secretary that it has an effective program of utilization controls over
institutional care, it would also require that States, in fact, conduct the
independent professional audits of patients as mandated by present
law.

The committee believes that a cutoff of Federal matching for hospital and mental hospital care utilizing arbitrary limitations would be inappropriate where the State can demonstrate that the patient needs the
care and is benefiting from it. Therefore the committee has amended the
House provision so that where a State makes a satisfactory showing to
the Secretary that it has an effective program of control over the util-

iation of hospital and mental hospital care. the 60-day ]imitation in
general and TB hospitals and the 90-day or 120-day annual limitation
and the 365-day lifetime limitation on care in mental hospitals would
not apply.
In view of the transfer of the title XI intermediate care facility
program to the title XIX program, the committee has brought ICF

services into the scope of this amendment. ICF services would be subject to a reduction in Federal matching after 60 days unless the State
provides satisfactory assurance that the required review and audits are
being undertaken.
To assure actual—rather than paper—compliance with these requirements, the committee amendment would require the Secretary's vali-

dation of State utilization controls and independent professional
audits to be made on a sample, on-site basis in each State and that such
findings be made a matter of public record.

The committee believes that this approach would differentiate between those States which are adequately controlling utilization and
those which are failing to meet this objective, and would not unfairly
penalize those States which. have established proper controls. Thus,
only those States which do not employ and apply proper utilization and
medical review methods would suffer a decrease in Federal matching.
The committee has eliminated the House provision authorizing an

increase in the Federal matching percentage for States contracting
with health maintenance organizations or other comprehensive health
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care organizations. If health maintenance organizations and other comprehensive health care organizations represent a more efficient and eco-

nomical approach to the delivery of health services, increased Federal matching should not be necessary as an added incentive for the
States to contract with these organizations.
The amendment would be effective July 1, 1973.

Cost-Sharing Under Medicaid
(Sec. 208 of the bill)
Under present law and regulations, States may require payment by
the medically indigent (those not eligible for cash assistance because
of income and resources) of premiums, deductibles and co-payment
amounts with respect to medicaid services provided them, but such
amounts must be "reasonably related to the recipient's income and resources." States cannot impose deductibles or co-payments on cash assistance recipients.
The House bill would require States which cover the medically indigent to impose premium charges on the medically indi.gent. The
premium would be graduated by income in accordance with standards
prescribed by the Secretary. In addition, under the House bill, States
could at their option require payment by the medically indigent of
deductibles and copayment amounts which would not have to vary by
level of income. Finally, with respect to cash assistance recipients,
nominal deductible and copayment requirements, while prohibited for
the six mandatory services, would be permitted with respect to optional
medicaid services.

The committee substantially modified the above House provisions.
The committee bill, as does the House bill, requires States which
cover the medically indigent under their medicaid programs to im-

pose a monthly premium enrollment fee, graduated by income, in
accordance with standards prescribed by the Secretary, for those who
are not eligible for cash assistance. It is expected that the amount of
the premium would not serve as a barrier to entry into the program.
For persons entering the program through the so-called spend-down
(where medical expenses are deducted from income in determining
eligibility), the amount of the premium would be considered as a
medical expense. No other premium or enrollment fee could be imposed on the medically indigent under a State's plan, but States may
at their option impose non-income related deductibles and co-payments

on the medically indigent with respect. to patient initiated elective
services only. These deductibles and co-payments are expected to be
of a nominal nature. The committee does not intend them to apply
to inpatient hospital services, skilled nursing home care, or similar
services, where the practitioner determines utilization, but only to
services where the patient generally initiates use of the service, such as
initial office visits to physicians and dentists for routine care. With re-

spect to those services for which the practitioner in the main, determines utilization, the committee expects that the major control of
utilization will occur through professional review mechanisms such
as PSRO review.

78—178 O—72—15
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Limiting co-payments and deductibles for the medically indigent
to modest amounts for patient-initiated elective services only is consistent with the committee's belief that such cost-sharing devices in
the medicaid program should not impose such a financial
hardship on the recipient that he is hesitant to seek needed medical
services when he is ill. This limitation represents a modification of the
House bill, which would allow States to impose non-income related
co-payments and deductibles on the medically indigent for all medical
services under the medicaid program.

With respect to the indigent required to be under the medicaid
program, the committee believes that no premium enrollment fees,
deductibles or co-payments should be imposed. The committee believes

that the savings which would result from the imposition of co-payments on optional services ($5 million) would most probably be
exceeded by the administrative costs.

Conditions of Medicaid Eligibility for Certain Employed Families

and Newly Eligible Adult Recipients
(Sec. 209 of the bill)

Under present law, a portion of the earnings of cash assistance
recipients is disreirarded in determining the amount of their cash

assistance benefit. These "earnings disregard" provisions are intended
as an incentive for employment by public assistance recipients. However, the conseouent gradual loss of cash assistance as earned income
increases can have an unintended work disincentive effect at points in
the earnings scale where the earning of an extra dollar can mean the
phase-out of cash assistance and the loss of medicaid coverage. Just
below this income point, a person might not want to seek greater earnings since additional earnings could make him ineligible for medicaid,
with the result that he would lose medical benefits worth many times

more than the dollar of marginal income which moved him off the
cash assistance rolls. This so-called "medicaid notch" is both inequitable and a disincentive to work.

Even in States which do cover the medically indigent a problem
exists, since the maximum eligibility level for the medically needy
(1331/3% of the payment level) is, in a number of States, several
thousand dollars below the income level where cash assistance phases
out under the earnings disregard provision. Consequently, a family
which has worked off of cash assistance and lost medicaid coverage
would have to "spend down" to the eligibility level for the medically
needy to re-establish their eligibility for medicaid.

The House attempted to remove this "notch" by requiring AFDC
families with earnings to pay a medicaid deductible. In States without
a medically indigent program this deductible would be equal to onethird of all earnings over $720 a year. The deductible amount is identical to the amount of earnings which AFDC families would be allowed
to retain as an incentive to work. In those States with programs for the

medically indigent, an AFDC recipient would not have to pay the
deductible until his retained earnings exceeded the difference between
a State's cash assistance level and its medically indigent level. At this
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point, however, his medicaid deductible would increase dollar for

dollar with his retained earnings.
Although the House provision eliminates any sudden loss of eligi-

bility for medicaid, the provision acts as a substantial work dis-

incentive, since the medicaid deductible increases dollar for dollar, in
many cases with retained earnings. In addition, the provision would
probably be extremely difficult to administer.
Therefore, the committee has eliminated from the House bill all of

section 209, except subsection (d). It has developed in its stead a
substitute provision designed to assure that: 1) the medicaid notch
is mitigated and no longer operates as a substantial disincentive to
work, 2) cash assistance recipients who are now eligible for medicaid
will not lose their medicaid eligibility as a result of increased income
from employment, and 3) administration of the provision will be equitable and reasonably simple. To accomplish this, the committee has
added an amendment which provides that when a welfare family with
children loses eligibility for eash assistance because of changes in earn-

iugs, medicaid eligibility for that family would be continued for a
period of 12 months beginning with the month following the month
when cash assistance was terminated, provided that such family had
been recipients of cash assistance for at least three of the preceding 6
months.

The committee intends that medicaid benefits are to be available to
all families who can meet the cash assistance requirements in the State
(regardless of whether such family is receiving welfare cash payments,
employment program payments, wage subsidy, or a work bonus). States
would continue to provide medicaid coverage for the family for 1 year

after their earnings increase to the point where income exceeds the
relevant standard. Regular Federal matching available to States under
the title XIX program would be provided for such services.
Following the expiration of the 12 months of coverage such families

may elect to participate in the medicaid program by paying to the
Federal Government (or to the State acting as the Federal agent) a
premium equal to 20 percent of the family income in excess of $2,400
(calculated on a monthly basis). For this purpose, the amount of any
work bonus (authorized by title IV of this bill) will not be considered
as income. However, all other earned and unearned income, without
any disregard, will be considered in establishing the amount of premium liability for the family.
The Federal Government would assume the costs of such families

which are otherwise ineligible for medicaid in the State and which
opt for medicaid following the end of the 12-month period to the
extent that such costs exceed any premiums derived from all such
families in a State. If the State has established a premium for the
medically needy, in accordance with standards established by the Secretary, as set forth in section 208, that premium would be applied to
these families no longer eligible for cash assistance because of increased
earnings, during the 12 months of special eligibility for medicaid ex-

tended to them under this provision. No other premium could be
imposed.

Similarly, employment program families otherwise ineligible for
medicaid could opt for such coverage on the 20 percent premium
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basis with the Federal Government assuming any additional costs of
their coverage.
The medicaid services available to those families not otherwise

covered under the State title XIX program and who elect to pay

premiums as described above, would include the mandatory services
of medicaid, subject to the limitations of duration and scope established by the State in its title XIX State plan, and such other optional
services as are provided in that plan for eligible persons under the
State program.
The committee has included the substance of the House amendment,
which gives States the option of covering under medicaid aged, blind
and disabled persons made newly eligible for cash assistance as a result
of the increases in payment levels to these persons provided under
title III of this bill.
No State would be required to furnish medical assistance to any individual receiving aid as a needy aged, blind or disabled adult unless

the State would be (or would have been) required to furnish such

assistance to such individual under its medicaid plan that was in effect
on January 1, 1972. However, if a State should elect to provide medic-

aid benefits on the basis of its January 1, 1972 medical assistance
standard it would be required to incorporate a spend-down provision
comparable to that contained in section 1903(f) so that any eligible
individual would be entitled to medicaid only if the income of such
individual or family (after deducting incurred medical expenses) was
not in excess of the State standard for medical assistance as in effect
on January 1, 1972.

For this purpose, the medical assistance standard in effect on

January 1, 1972 is considered to be the eligibility standard for cash
assistance, or the medical assistance standard for the medically needy
program (if the State has established one), whichever is higher.

Payment Under Medicare for Certain Inpatient Hospital and
Related Physicians' Services Furnished Outside the United
States

(Sec. 211 of the bill)

Under present law, services furnished outside the United States

(defined to include the 50 States, the District of Columbia,

Puerto Rico, the Virgin Islands, Guam, and American Samoa) are
excluded from coverage, with the single exception that hospital insurance benefits are payable for emergency inpatient services provided in
nearby foreign hospitals if the beneficiary is physically present within
the United States when the emergency arises and the foreign hospital

to which he is admitted is closer to the place where the emergency
arose or is more accessible than the nearest U.S. hospital that is

adequately equipped and available for his treatment..
The House-approved bill provides, with respect to admissions after
December 31, 1971, for payment of medicare benefits for inpatient hos-

pital services furnished outside the United States if the beneficiary
is a resident of the United States and the foreign hospital is closer to,
or substantially more accessible from his residence than the nearest
hospital in the United States which is suitable and available for his
treatment. For such beneficiaries, benefits would be payable without
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regard to whether an emergency existed or where the illness or accident occurred. Only patient services furnished by a hospital which has
been accredited' by the Joint Commission on Accreditation of Hospitals or by a hospital-approval program having essentially comparable standards would be covered. (The House-approved bill would
retain the provisions of present law with respect to coverage of emergency inpatient hospital services furnished outside the United States.)
Under the bill approved by the House, payment for all covered hospital services furnished outside the United States would be made on
essentially the same basis as payment for emergency services furnished
by a nonparticipating hospital within the United States. Where the
hospital elected to bill the medicare program it would be reimbursed
on the basis of the reasonable cost of the covered services furnished
the beneficiary, as is now done withrespect to emergency services furnished by a nonparticipating hospital which furnishes actual cost data.
Where payment could not be made solely because the hospital did not
elect to bill the program, benefits would be payable directly to the
beneficiary on the basis of an itemized bill if he filed an acceptable
application for reimbursement. Subject to the appropriate deductibles
and coinsurance, the beneficiary would be reimbursed in an amount
equal to 60 percent of the hospital's reasonable charges for "routine
services" in the room occupied by him or in semiprivate accommodations, whichever is less, plus 80 percent of the hospital's reasonable
charges for "ancillary services," or, if separate charges for routine and
ancillary charges are not made by the hospital, two-thirds of the hospital's total charges.
The House-approved bill also would provide for coverage under
the medical insurance program of medically necessary physicians'
services and ambulance services furnished in conjunction with covered
foreign inpatient hospital services, in order to assure that medicare
beneficiaries would be adequately protected against other medically
necessary health care costs they may incur while receiving foreign
inpatient hospital care.
Payment for physicians' services would be limited to the period of
time during which the individual is eligible to have payment made
for the foreign hospital services he receives. Further, the Secretary
would be authorized to establish, by regulations, reasonable limitations
upon the amount of a foreign physician's charge that would be accepted as reimbursable under the medical insurance program. In recognition of the administrative difficulties that would arise in applying
the assignment method of reimbursement to medical services furnished
in other countries, the House-approved bill would provide that benefits for foreign physicians' and ambulance services would be payable
only in accordance with the itemized bill method of reimbursement
provided for under present law. This provision was developed by the
Committee on Finance in 1970 and included in H.R. 17550 as passed
by the Senate:

The committee is fully in agreement with the provisions of the

House-approved bill. It has, however, added a new provision to take

care of a unique problem faced by U.S. residents who, if they use
land transportation to travel between Alaska and the 48 contiguous
States, must travel through Canada. The committee amendment would
extend coverage to emergency hospital services furnished in Canada to
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U.S. residents traveling without unreasonable delay by the most
direct route (as determined by the Secretary) between Alaska and
another State. The Canadian hospital would have to be closer to, or
substantially more accessible from the place where the emergency occurred, than the nearest hospital in the United States which was suitable and available for treatment.
These provisions would apply to services furnished with respect to
hospital admissions occurring after December 31, 1972.

Demonstrations and Reports: Prospective Reimbursement; Peer
Review; Extended Care; Intermediate Care and Homemaker
Services; Ambulatory Surgical Centers; Physicians' Assist.
ants; Performance Incentives
(Sec. 222 of the bill)
Prospective Reimbursement

Under present law, institutional providers furnishing covered

services to medicare beneficiaries are paid on the basis of the rea-

sonable cost of such services. Payment on this basis, with retroactive corrective adjustments, is consistent with the long history of
public and private third party agency reimbursement for institutional
health care on a cost basis. However, as experience under the medicare,
medicaid, maternal and child health, and other third party programs
has clearly demonstrated there is little incentive to contain costs or to
produce the services in the most efficient and effective manner.
The committee believes that payment determined on a prospective
basis offers the promise of encouraging institutional policymakers and

managers, through positive or negative financial incentives, to plan,

innovate and generally to manage effectively in order to achieve

greater financial reward for the provider as well as a lower total cost
to the programs involved. Prospective reimbursement differs from the
present method of reimbursement in that a rate of payment is set in
advance of the period over which the rate is to apply. The theory is
that once the rate is set a provider will institute cost saving measures
which will maximize the difference between its actual costs and the
higher prospective rate. This difference could be expressed as the
"profit." Of course, if the provider's costs turned out to be higher than
the prospective rate, there would be a loss. Theoretically, this appr6ach
to reimbursement introduces incentives not present under the existing
reimbursement method which, since it tends to pay whatever the costs
turn out to be, provides no incentives for efficiency.

However, the committee, along with the Committee on Ways and
Means, is well aware that in considering such a fundamental
change in the present reimbursement method, possible disadvantages

as well as the potential advantages must be taken into account.
While it is clear, for example, that prospective rate setting will
provide incentives for health care institutions to keep costs at a

level no higher than the rates set, it is not clear that the rates set would
result in Government reimbursement at levels lower than, or even as
low as, that which would result under the present retroactive cost finding approach. Providers could be expected to press for a rate that
would cover all the costs, including research costs and bad debts, as
well as margins of safety in the prospective rates that might result in
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reimbursement—if their requests were met—in excess of the costs that
would have been reimbursed under the present approach. Moreover,
any excess of reimbursement over costs to voluntary providers would
probably be used to expand services, and the new level of expenditures
might be reflected in setting higher prospective rates for future years.
Also to be considered is the fact that under prospective reimbursement it will be necessary to take steps to assure that providers do not
cut back on services necessary to quality care in order to keep actual
costs down and thus increase the difference between costs and the pros-

pective rate established. The development of adequate and widelyagreed-upon measures of quality of care will clearly be needed to
provide that assurance and should be immediately developed by the
Department.

In view of the far-ranging implications of such a change in the
approach to reimbursement, the Committee on Finance agrees with
the House bill which provides for a period of experimentation under

titles XVIII, XIX and V with various alternative methods and

techniques of prospective reimbursement. It is the intent of the committee that experimentation be conducted with a view to developing
and evaluating methods and techniques that might stimulate providers
through positive financial incentives to use their facilities and personnel more efficiently, thereby reducing their own as well as program
costs while maintaining or enhancing the quality of the health care
provided.
The experiments and demonstration projects directed to be carried

out under this provision are to be of sufficient scope and on a wide
enough scale to give assurance that the results would obtain generally
(but not so large or comprehensive as to commit the programs to
any prospective payment system either locally or nationally). No

experiment or demonstration project is to be undertaken by the

Secretary until he consults with and takes into consideration the advice and recommendations of recognized specialists in the health care
field who are qualified and competent to evaluate the feasibility of any
given experiment or demonstration project.
Under the committee's bill, the Secretary would be required to sub-

mit to the Congress no later than July 1, 1974, a full report of the
results of the experiments and demonstration projects, as well as an

evaluation of the experience of other programs with respect to prospective reimbursement. The report is to include detailed recommendations

with respect to the specific methods that might be used in the full
implementation of a prospective reimbursement system.

Although recognizing the promise and potential offered by prospective reimbursement the committee does not wish to preclude experimentation with other forms of reimbursement. The committee believes

that a solid foundation of experience is required with all possible
alternative forms of reimbursement before permanent changes can
be. made. The bill therefore includes authorization for the Secretary
of Health, Education, and Welfare to engage in experiments and
demonstration projects involving negotiated rates, the use of rates
established by a State for administration of one or more of its laws
for payment or reimbursement to health facilities located in such
State, and alternative methods of reimbursement with respect to the
services of residents, interns, and supervisory physicians in teaching
settings. Authority is also provided to make payments, on an ex-
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perimental or demonstration project basis, to organizations and instittitions for services which are not currently covered under titles V,
XVIII, XIX, and which are incidental to services covered under the

programs, if the inclusion of the additional services would in the
judgment of the Secretary offer the promise of program savings
without any loss in the quality of care.
Peer Review
The committee has eliminated the experiments in areawide or community-wide peer review authorized by the House provision as these
experiments would be unnecessary in view of its approval of the Professional Standards Review Amendment.
Extended Care
The committee is concerned about the difficulties facing some bene-

ficiaries who need extended care as a result of the present title
XVIII provision under which payment may be made for services
furnished in an extended care facility only if the beneficiary was
transferred from a hospital after a stay of a least three days. There

fore, in addition to the other experiments the Secretary will be
undertaking. the committee expects him to conduct studies and en-

gage in experiments to determine the effects of eliminating or reducing
the three-day prior hospitalization requirement, which he has authority
to waive for the purpose of such experimentation, and report to the committee his findings together with any recommendations he may have
for changes in this provision of existing law.
intermediate Care and Homema1cer Service8
The bill would also authorize experimentation with the use of institutional and homemaker services as alternatives to more costly post-

hospital benefits presently provided under title XVIII. This authority would be designed to determine the most suitable level of care for
medicare beneficiaries who are ready for discharge from a hospital,
or who are unable to maintain themselves at home without assistance.
Experiments and projects could include (1) making payment for each
day of care provided in an intermediate care facility count as one covered day of care provided in a skilled nursing facility, if that care was
for the condition for which the person was hospitalized, (2) following
hospitalization covering the services of homemakers for up to 3 weeks,
where institutional services are not needed, (3) determining whether
such coverage would effectively lower long-range costs by postponing
or precluding the need for higher-cost institutional care or by shortening such care, and (4) ascertaining what eligibility rules may be appro-

priate and the resultant costs of application of various eligibility requirements, if the project suggests extension of coverage would be desirable. These experiments and projects would be conducted only in
areas where there is effective professional control precluding inappropriate utilization, as determined by the Secretary.
Anibulatory Surgical Centers
Recently, a new type of health care facility—the ambulatory slirgical center—has come into existence. This type of facility functions
independently of a hospital and is primarily engaged in performing
on an outpatient basis surgical procedures which usually involve the
use of general anesthesia.
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Under the medicare law, reimbursement for services provided in
ambulatory surgical centers is limited to the reasonable charges for
physicians' services. No reimbursement is made for costs attached to
the facility itself—that is, cost of the ope.rating room, the recovery
room, or other space provided. The committee believes that such facilities may meet a useful need, in economical fashibn, in the health
care delivery system. However, the committee believes that it is advisable to defer consideration of this type of facility as a provider of
services under medicare until the concept of an ambulatory surgical

center can be further evaluated. At present there is a lack of agreement

among professional people as to the feasibility and desirability of
these centers.

The committee added to the House bill a provision which would
authorize the Secretary to conduct a study of the various types of
facilities (such as the Surgicenter in Phoenix, Arizona) engaged in
providing surgical or other services to ambulatory patients. If, as a
result of this study, the Secretary finds that coverage of presently noncovered services provided by one or more types of ambulatory surgical
or health care centers offer promise of improved care or more efficient
delivery of care and would not result in cost to the program in excess
of what would otherwise be incurred for such services, he would be

authorized to enter into an arrangement with one or more of such
facilities to conduct a demonstration project to determine the best
method of reimbursing such facilities under medicare.
Physician8' A8sistants
Under present law, part B of medicare pays for physicians' services.
Within the scope of paying for physicians' services, the program pays
for services commonly rendered in a physician's office by para-medical
personnel. For example, if a nurse administers an injection in the office,

medicare will recognize a small charge by the physician for that
service.

Medicare will not pay where a physician submits a charge for a
professional service, performed by a para-medical person, in cases
where the service is traditionally performed by a physician. For example, the program would not recognize a charge for a complete physical
.
exam conducted by a nurse.
Additionally, medicare will not recognize a physicians charge for a
service performed by a para-medical person outside of the physician's

office. In other words, he would not be reimbursed for an injection
administered by a para-medical employee in a nursing home.

Over the past few years, a number of programs have been developed

to train physicians' assistants. These assistants are seen as a way to
extend the physician's productivity and to bring necessary care to
many who would otherwise not receive it. HEW is currently supporting the training of these physicians' assistants. There are some 100
experimental training programs for physician assistants and nurse
practioners. Each of these, however, is structured differently, reflecting the lack of agreement among professionals on the experience and
education that should be required of training program applicants,
the content of the programs, or the responsibilities and supervision
that are appropriate for their graduates. These unresolved issues have
prompted the American Medical Association, the American Hospital
Association, the American Public Health Association, as well as the
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Department (in its "Report on Licensure and Related Health Person-

nel Credentialing") and other organizations to ask for a moratorium
on State licensure of the new categories of health personnel.
Some feel that it is inconsistent for HEW to support the training of
these personnel, while medicare does not, in some instances, recognize
all their services as reimbursable items.

Others argue that medicare does reimburse physicians for services
provided by these new physicians' assistants, so long as they are services commonly provided by para-professional personnel in a physi-

cian's office. They contend that, until the training and licensure of
physicians' assistants becomes more uniform, it would be inappropriate for medicare to take the lead in encouraging doctors—by generous reimbursement—to use physicians' assistants to work independently or to expand their responsibilities.
The committee has included a provision authorizing demonstration

projects to determine the most appropriate equitable methods of
compensating for the services of physicians' assistants. The objectives
are development of non-inflationary alternatives which, if accepted
for general use, would not impede the continuing efforts to expand the
supply of qualified physicians' assistants.
Reimbursement under these demonstration projects would not be
made to physicians for services performed by physicians' assistants
unless such services are of kinds performed independent of the employing physician's immediate supervision and unless such assistants are

clearly trained and legally authorized to specifically perform those
independent services.

In addition it would seem inappropriate to reimburse a physician
his regular fee-for-service rate if the service was performed wholly by
the physician's assistant. This would merely serve to vastly increase
and inflate medical care costs in large part by increasing physicians'
incomes.

Medicare would be given demonstration authority to study, develop,

and make such types of reimbursement on a demonstration basis as
might serve to provide bases for equitable. economical and nGninflationary compensation for the independently rendered services of
physicians' assistants.
Carrier Performance Incentive Contracts
Authority is also provided to experiment with the use of fixed price
or performance incentive contracts to determine whether they would
have the effect of inducing more effective, efficient and economical performance by carriers and intermediaries.

Financing
It is intended that benefit costs and administrative costs incurred
under this section would be paid out of the Federal Hospital Insurance
Trust Fund and the Federal Supplementary Medical Insurance Trust
Fund for projects for services delivered to medicare patients.
Demonstration projects for prospective reimbursement for services
delivered to medicaid and title V recipients would be financed with

funds appropriated under titles XIX and V of the Social Security
Act. To the extent that joint projects are funded, involving medicare
beneficiaries as well as medicaid and title V recipients, the cost would
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be appropriately divided between the trust funds and the other two
titles.

The Secretary is to submit to the Committee on Ways and Means

and the Oommittee on Finance, for their information, plans for

each experiment or project authorized under these provisions, including a description, in detail, of its nature, methodology, and objectives.
The intent is that there be an opportunity for congressional study—

rather than approval—before the experiment or project is put into
operation.

Payments to Health Maintenance Organizations
(Sec. 226 of the bill)

Introduction
Under present law, organizations providing comprehensive health
services on a per capita prepayment basis cannot be reimbursed by
medicare through a single capitation payment such as the organizations normally charge for services covered under both the hospital insurance and supplementary medical insurance parts of the medicare
program. Instead medicare reimbursement to group practice prepayment plans may not exceed the costs to the organization of providing
specific services to beneficiaries, so that any of the financial incentives
which such organizations may have in their regular nonmedicare busi-

ness to keep costs low and to control utilization of services are not
fully incorporated directly in their relationship with medicare.
Of course, the committee believes that a proper sense of professional

responsibility also should obtain in patient care and should be of

greater significance than economic incentives in assuring appropriate
utilization of health care services.
Nonetheless, a disincentive to control of costs and utilization of
services occurs to an extent in the present, usual approach to payment
for services in the health field where payment is made to the provider

for each individual service performed, so that other things being
equal, there is an inherent economic incentive to provide services

which may not be essential, and may even be unnecessary.
Because the comprehensive care organization receives a fixed annual
payment from enrollees, regardless of the volume of services rendered,
there is a financial incentive to the organization, by its administrative
supervision and review, to control costs and to provide only the least
expensive service appropriate to the enrollee's needs. The incentive to

the organization may be passed on to the doctor by paying him on a
salary basis or providing a bonus or similar profit-sharing arrangement when costs are kept low. On the other hand, there is also present
in such systems an economic incentive to provide less care than is
necessary so as to reduce costs and further maximize financial gain;
thus, a strong need exists to provide effective assurances of proper care.

The committee believes it is desirable for medicare to relate itself
to prepayment health care organizations in a way which conforms
on a closer basis to their usual way of doing business, and agrees with
the concept, embodied in the House bill, of making a health maintenance organization (HMO) option available to medicare beneficiaries.
The HMO amendment to the Social Security Act does not purport
to serve as the definitive legislation or otherwise limit organizations
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which might be termed HMO's for purposes of organized delivery of
health care. Such organizations may assume a variety of guises and
play a varying range of roles. The purpose of this amendment is solely
to establish a mechanism for determining which ilMOs are acceptable
for incentive reimbursement under medicare. It is an amendment
intended to protect beneficiaries and public trust funds—in fulfillment
of the committee's responsibilities.
The committee's study of the House provision reveals a number of
serious problems with respect to HMO's which should be remedied.
Consequently the committee has made several modifications in the
HMO provision designed to reasonably safeguard the interests of the
public programs and beneficiaries while, at the same time, encouraging
the development and recognition of qua]ified HMO's. The major modi-

fications fall into two general areas—reimbursement of HMO's and
assurance of quality of care.

Under the House provision, medicare payment to a health maintenance organization with respet to beneficiaries enrolled with it would
be made on a prospective per capita basis, encompassing all medicarecovered services, determined annually in accordance with regulations
of the Secretary, at a rate equal to 95 percent of the estimated amount
that would be payable if such covered services were furnished outside
of the framework of a health maintenance organization. Within this
payment, the rate of retention (gross revenue less costs) on medicare
enrollees would not be permitted to exceed the rate on other enrollees

of the health maintenance organization. The Secretary would examine the relative rate of retention, as determined by generally accepted accounting principles, after each accounting period and any

excess retention realized on behalf of medicare beneficiaries must be
applied toward additional benefits or reductions in premiums charged
tomedicare enrollees or refunded to the trust funds.
The committee has several basic reservations about the House provi-

sion for HMO reimbursement. First, it is clear that the actuarial
adjustment process used to determine the amount payable to the HMO
will not be of sufficient precision for the purpose—certainly during
the first several years. Factors such as enrolling the disabled and covering the cost of maintenance drugs wOuld involve estimates with which

experience is very limited. If an HMO were to enroll relatively

good risks (i.e., the healthier medicare beneficiaries), payment to
that organization in relation to average per capita non-HMO costs—
without accurate actuarial adjustment—could result in large "windfalls" for the HMO as the costs of caring for these beneficiaries might
turn out to be much less than medicare's average per capita costs. A
similar windfall might accrue if the HMO were to offer poorer than
average service or less qualified physicians than those generally utilized

in an area. Errors of estimate might also go against the HMO, even
though the HMO's would strongly resist accepting a level of reimbursement which involved a high risk of loss. Furthermore, changing
enrollment or conditions of enrollment could have significant cost
effects on all but the largest HMO's.

Once a valid reimbursement rate is determined, a second issue remains as to the extent to which the HMO and the Government should
sha.re in any savings achieved by the HMO.

231

f?eimbursement

To more adequately respond to the full range of legitimate reimbursement needs of HMO's, the committee bill would provide for two
methods of reimbursement, each designed for a particular type of

organization. One method of reimbursement, available to HMO's

which have reasonably demonstrated a capacity to provide
health care of acceptable quality in an organized and effective manner,

would relate the ultimate payment directly to the actual costs of a
similar beneficiary population outside the HMO, providing a formulaincentive payment when the HMO achieves savings compared with
average costs of health care delivery. The other reimbursement provision is designed primarily for newly established HMO's whose operating experience and medicare population are not sufficient to provide
a satisfactory base for actuarial rate determination or to assure ability
to deliver health care services effectively and economically. Start-up
costs would normally have the effect that no savings over outside costs

could be achieved soon after the development of an HMO. Therefore, this reimbursement provision was designed to give such orgamzations experience with the capitation payment mechanism but
would tie the ultimate medicare payment directly to actual costs incurred by the HMO for the types of expense allowable under medicare
on behalf of its medicare enrollees.
Under the reimbursement provisions developed by the committee,
the Secretary would be authorized to contract on a prepaid per capita
basis for medicare services with substantial, established HMO's: (1)

with reasonab]e standards for quality of care at least equivalent to
standards prevailing in the HMO's area, and which can be adequately
monitored, and (2) which have sufficient operating history and sufficient enrollment to provide an adequate basis for evaluating their
ability to provide appropriate health care services and for establishing a combined part A-part B capitation rate. Such reimbursement
would be authorized for HMO's which: (1) have been providing for
at least 2 years, a comprehensive range of services similar to those
required to be provided to medicare enrollees under this provision and
(2) have a minimum of 25,000 enrollees, not more than one-half of
whom are age 65 or over.
The Secretary would be authorized to make exceptions to the minimum enrollment requirement only in the case of HMO's in smaller communities or sparsely populated areas which had demonstrated through
at least 3 years of successful operation, capacity to provide health care
services o proper quality on a prepaid basis (even though they may not

have actually provided such care on this basis to any large number
of people for an extended period) but which have at least ,00O mem-

bers. This would enable organizations with proved ability to be

eligible for participation as an HMO. An HMO could be considered
to serve a sparsely populated area if it is located in a nonmetropolitan
county (that is, a county with fewer than 50,000 inhabitants), or if it
has at least one such county in its service area, or if it is located outside

of a metropolitan area and its facilities are reasonably accessible to
less than 50,000 people.
liMO's with fewer than 25,000 enrollees would present special problems because of the difficulty of determining a valid rate on a relatively
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small population base, and because such organizations will have less inhouse capacity to provide medical specialty services. Accordingly,
exceptions to the 25,000 minimum enrollment principle in rural or

sparsely populated areas should be contingent on a finding by the
Secretary that the HMO (1) has established effective referral mecha-

nisms to assure that its enrollees have the benefit of appropriate

specialty services so that they are not disadvantaged with respect to
quality of care as compared with other residents of the same geographical area, and (2) has operating experience and an enrolled
population sufficient to provide a reasonable basis for establishing a
valid reimbursement rate. Reimbursement to the HMO would be related to the costs of services for the types of expenses allowable under
medicare for a non-member population that receives services normal
for the specific area or similar areas.
l?eimbur.geqment: Established HMO's

An organization which qualifies as an "established" HMO would
be eligible to contract with the Secretary for reimbursement on an

incentive basis. Under this provision, the HMO would submit,
at least 90 days prior to the beginning of a prospective medicare

contract year, an operating costs and enrollment forecast. On the basis

of the estimate and available information regarding medicare costs
in its area, the 1-IMO and the Secretary would arrive at an interim per
capita reimbursement i'ate. The rate, which would be payable monthly,
in advance, would reflect estimated costs of the HMO for its enrolled
population but might not exceed 100 percent of the estimated "adjusted

average per capita cost." If the HMO failed to submit the required
cost data on a timely basis, the Secretary could reduce the interim pay-

ments as appropriate until the necessary information was submitted
and an equitable interim reimbursement rate determined.
The initial cost estimates would be updated by the HMO (using
reasonable estimating procedures satisfactory to the Secretary) on
a quarterly basis, during the contract year to reflect any substantial
changes in actual costs compared with the estimates. Interim payments

to the HMO would be adjusted as indicated in such reports, subject
also to the estimated adjusted average per capita cost ceiling.
At the end of the fiscal year the HMO would submit independently
certified financial statements, inc]uding certified cost statements allocating allowable types of operating costs (on an incurred basis) to the
medicare population. Allocations may use utilization data, statistics,
and methods of analysis acceptable to the Secretary in lieu of allocations based upon charges in the case of an HMO which does not operate
on a fee-for-service basis. Such statements would be developed in accordance, generally, with medicare accounting principles. All HMO's
would be subject to audit in accordance with the selective audit procedures of the Bureau of Health Insurance and would also be subiect
to audit and review by the Comptroller General and the Inspector General for Health Care Administration.
.
The Secretary would retroactively determine, on an actuarial basis,
the "adjusted average per capita cost" incurred for the fiscal year; that
is, what the average per capita costs for part A. and part B services
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would have been if the liMO's medicare beneficiaries had been served

through other health care arrangements including other lIMO's in the
same general area. Where the area was significantly underserved and
the HMO provided adequate service costs of adequate service in other

areas would be taken into account.
The committee recognizes that, inthe early stages of administration

of the HMO provisions, the number of individual actuarial adjustment factors which can be effectively applied in making such calculations will be more limited than will be the case subsequently. At a
minimum, however, the actuarial determination would include, in
addition to adjustment for geographic variations, adjustments (determined and applied separately for part A and part B services) for
age and sex distribution and institutional and disability status of the
enrolled beneficiary population. Social security data could be used to
obtain information on these characteristics. As additional experience
is acquired, adjustments should also take into account other factors
such as the extent of use of specialists as compared to general use of
specialists in the area and, the extent of the use of interns or residents. Also, in the initial stages of implementation, the definition of
"area" used in calculating non-liMO costs may not adequately take
account of the particular circumstances of individual liMO's. For example, if "area" were defined as the county or counties included in its
service area, an liMO providing services in a high-density, high-cost
location might be unduly penalized because the county in which it was

located was largely rural and low-cost. It is expected that as the

actuarial methodology is refined, the definition of area will be modified
so as to prevent an lIMO from being either penalized or rewarded by
anomalies.
If the liMO's incurred costs are less than the adjusted average per
capita cost, the difference, called "savings," would be divided between
the Government and the lIMO in accordance with a prescribed formula. Savings between 90 percent and 100 percent would be divided
equally between the Government and the lIMO. Savings between 80
and 90 percent would be divided 75 percent to the Government and 25
percent to the HMO. Savings below the 80-percent level would be allocated entirely to the Government. Thus, assuming an lIMO operated
at 80 percent of adjusted average per capita costs, it would receive a
bonus equal to 71/2 percent of the adjusted average per capita costs.
Of course the 71/2 percent of outside costs would represent a bonus of
almost 10 percent in terms of the liMO's costs.
At the option of the lIMO, it could apply any amount of its bonus

toward improved benefits, reduced supplemental premium rates,
other advantages for beneficiaries, or retain the money. It could not,
however, make cash refunds to beneficiaries.

If, on the other hand, lIMO costs exceed adjusted average per
capita costs, the "excess costs" would also be allocated. The amount
of excess costs between 100 percent and 110 percent would be divided
equally between the Government and the lIMO. Excess costs between
110 percent and 120 percent would be borne 25 percent by the lIMO and
75 percent by the Government. Costs in excess of 120 percent would be
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borne entirely by the Government. Any losses incurred would
carry

forward and be recovered from future favorable experience. Thus, any
losses by the Government would be recovered in full before any bonus
could be paid to an HMO in future years.

In aggregate effect, this comniittee provision for reimbursing

HMO 's differs from the House version in two basic respects. First the
House version provides that comparative economies achieved by the
HMO will be allocated to one or more of three groups—the beneficiary,
the HMO and the Government—whereas the committee version would

mandate a two-way sharing of savings between the HMO and the
Government. The committee believes that the HMO itself would be

in the best position to decide whether to allocate part of its bonus to the
beneficiary. One organization might decide to use its incentive bonus to
offer additional benefits to medicare enrollees, another to attract personnel, or expand facilities. In this regard, the committee is also concerned with the real possibility that, under the House version, beneficiaries might get additional benefits following receipt of incentive payments for a "good" year and would count on them only to have them
taken away in the next "bad" year.
While the committee believes it is not improper for medicare to
offer the possibility of profit to a health care deliverer if there is reasonable expectation that this approach will benefit the program gen-

erally, it does not believe that medicare should, by statute, favor

one group of beneficiaries over another. Mandating increased benefits
in an HMO as the House bill would have done could have that effect,
since it would result in some of those beneficiaries who have had an

opportunity to enroll in certain HMO's being mandated advantages
in the form of extra benefits over persons who did not choose or have an
opportunity to enroll in such an HMO even though they may have used
service arrangements—including efficient fee-for-service practitioners
and providers—with as low or lower costs than some of the HMO's.

The second basic difference between the House version and the
committee provision for incentive-based reimbursement lies in the
allocation of differences between the HMO's costs and costs of other
beneficiaries. On this point, the committee believed that the provision
should be more equitable to the HMO and Government throughout the
full range of possible outcomes and should not provide as potentially

significant an incentive to underservicing or inadequate service as does
the House version. The committee approach calls for sharing of both
savings and losses in an individual contract year, with provision for
recouping any prior "loss" amount from future savings. By contrast,
the House provision places the entire loss burden (plus the 5 percent

difference between full outside per capita costs and the 95 percent
payment rate) directly on the HMO with no provision for subsequent recoupment of prior losses. This places a significant risk of insolvency or inability to provide contracted-for services during a "bad"
year on the HMO with limited financial reserves. The following table
shows the difference in gain (or loss) earned, House and committee
versions assuming the gain in nonmedicare business equals or exceeds
the profit on medicare:
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COMPARISON OF GAINS (OR LOSSES) TO AN lIMO UNDER THE HOUSE AND FINANCE COMMITTEE VERSIONS
AT SELECTED LEVELS OF COST
Under the Ho use version

,
If an HMO's cost as a
percent of outside costs
is—

Under the Finance C ommittee version

The HMO's gain (or
loss) as a percent I
of outside costs

The HMO's gain (or
loss) as a percent I
of its own costs

will be—

will be—

(25)
(15)
(10)
(5)

120
110
105
100
97
95
92
90
88
85
80
50

(2)

(21)
(14)
(10)

(5)
(2)

The HMO's gain (or
loss) usa percent
of outside costs
will he—

(8)
(5)
(3)

The lIMO's gain (or
loss) as a percent I
of its own cnsts
will be—

(7)
(5)
(2)

----

----

3
5
7

3

2
3
4

6
8

5

3
4
6

6

6

10

12
19
90

6

7
9
15

15

45

8
8

2

I Rounded to the next full percent

As the table shows, the committee version is more favorable than
the provision in the House bill when HMO costs are more than 90
percent of outside costs. The House version may offer large incentives—
as much as a 90 percent excess payment above HMO cost—if services

to the aged (and nonmedicare members) are greatly reduced.1 The
committee approach is based on the belief that such a reduction is
likely to be detrimental to the aged. Research in costs of health care
for the aged shows no such potential saving if adequate services are
provided when needed.
It is intended that the medicare program make every effort to achieve
prompt final settlements with HMO's at the end of their fiscal years.

However, program experience indicates that processing of detailed

cost reports and the inevitable time lag between the close of a fiscal year
and the availability of data on non-HMO costs could produce substan-

tial delays in final settlement. Therefore, the committee has included
a provision which would assure that the efficient HMO realizes full
value of its share in program savings (even though incentive bonuses

would be paid only at the close of the year); that HMOs suffer no
financial disadvantage through delayed settlement when an additional
sum is payable at year's end; and that the Government suffers no loss
when repayment of an overpayment is delayed.
The committee expects that, within 90 days following close of the
accounting perod, an interim settlement would be reached on the basis
of the best available data; 50 percent of any estimated residual amount

due the HMO or Government under the sharing formula would be
paid at that time. For purposes of the interim settlement, the HMO's
per capita incurred costs during the course of the year (or, if feasible,.
a reestimate at the end of the year) would be compared with the up-.
dated estimated adjusted average per capita incurred cost outside the
HMO, which serves as the ceiling in determining capitation payments,
to make a tentative determination of payment or repayment due. Final
1It should be noted that the gain under the House version may actually not be as large
as Indicated because it could not exceed the retention in nonmedicare business.

78—178 O—72—16
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settlement, including payment of additional savings or underpayment

of cost due the HMO, as well as overpayments recoverable by the
Government, would take place as soon as feasible following accumulation of sufficient data necessary to assure reasonably precise actu-

arial determinations of per capita expenses within and outside the
HMO: Any amount due at the time of final settlement would be paid
with interest accruing from the 91st day following the close of the
year and would be payable at the average rate of interest payable on
obligations of the Federal Government if issued on the 91st day for

purchase by the medicare trust funds. Thus, the HMO would not
suffer financial penalty from delays in final settlement before full pay-

ment is made of savings, nor would the Government gain by such
delay.

Reini.bursement. New HMO's
The committee believes that, in general, HMO's with less than 2
years' operating experience are not apt to have a medicare popula-

tion sufficient to provide a satisfactory basis for evaluating their
actual ability to deliver health care services in satisfactory fashion
to beneficiaries and for actuarially sound rate determination. Nor will
their operating experience be sufficient to provide a proper basis actuarially for estimating financial requirements for a year in advance..
Thus, a per capita reimbursement rate would be difficult to develop
and administer, and would involve uncertainty.
However, it seems appropriate to permit a new HMO, at its request,
to function under "costs only" per capita rate system of payment so
that the organization can become accustomed to planning and functioning on the basis of a predetermined budget rather than in traditional fee-for-service terms. Accordingly under the committee bill, an
alternative reimbursement provision authorizes the Secretary to contract with developing HMO's for an interim periodic payment method
of reimbursement to cover both part A and B Services (provided the
HMO undertakes responsibility for providing or arranging for such
services). This payment would be interim only and would be subject to
adjustment at the end of the contract period to reflect the HMO's expenses otherwise reimbursable under title XVIII of providing covered
services to its medicare enrollees.

Under this option, developing HMO's would neither have an opportunity to profit nor be at risk. At the same time, HMO's in the
developing category might, of course, be eligible for grant, loan, and
loan guarantee assistance.
After at least two years of providing comprehensive services and
when its enrollment reaches a minimum of 25,000, such HMO's would
become eligible to apply for reimbursement as established HMO's. The
same would be true after 3 years of operation in the case of HMO's
in smaller communities ai1d sparsely populated areas with 5,000 enrollees under the exception provisions previously discussed. The 2 or 3
year operating period would not be deemed to commence until the organization was, in fact, serving a sufficient number of enrollees to provide an adequate basis for accurately projecting per capita costs. Ordin arily such period would begin with the time when it has enrolled
about one-third of the minimum enrollment requirements.
.

.
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The Secretary would issue regulations defining the conditions a

developing HMO would have to meetin order to qualify as potentially
eligible for reimbursement on an incentive basis. It is contemplated
that the developing HMO would not have to completely meet the
standards required for participation as an established HMO. For example, it would not be required to provide as comprehensive a benefit
package as the established HMO, nor would it be required to operate
primarily on a prepayment basis, although it would need to be providing services to an enrolled population or have some other method

acceptable to the Secretary of providing a sound base for making
proper cost projections.

Since the developing HMO. could not be assumed to provide

all the services or meet the standards of established HMO's, if benefichries enrolled in developing HMO's obtained services covered
under medicare from sources other than the HMO, these outside
services would be paid for by the medicare program if not covered
by the HMO; that is, the enrollees would not be "locked-in" to the
developing HMO. The developing HMO, as previously noted, would
not be eligible for incentive payments until fully qualified. It is expected, of course, that the various elements of a developing HMO, such
as a hospital, skilled care facility, or clinical laboratory, would, like
the elements of a risk-sharing HMO, have to meet the conditions of
participation or other quality standards which apply to such organizations under present law. It is also expected that the Secretary's
regulations would be designed to assure that only organizations which
offer ii reasonable-prospect of eventually fully meeting the statutory
definition of an HMO would be permitted to participate for purposes
of medicare as a developing HMO.

To provide needed flexibility, the committee provision would also
permit new HMO's which are divisions or subsidiaries of an established HMO and for which an established HMO is willing to assume
responsibility for financial risk and assurance of adequate management and supervision of health care services to be treated the same as
an established HMO and would not be required to demonstrate actual
experience as independent units. In addition, two or more independent
HMO's would be permitted to combine through merger or effective
affiliation arrangements in order to satisfy the minimum enrollment
standard. As in the case of the limited exception to the minimum size
requirement previously discussed, the Secretary would be expected to
exercise careful judgment to assure that the relationships between
established and new HMO's or between two or more smaller HMO's
which wish to combine to meet the 25,000 member standard are effective
and viable, rather than pro forma.

Reimbursement.' General
Under the reimbursement provisions of the committee bill, the per
capita cost determinations will, as under the House provision, recognize as allowable reasonable costs only those types and items of expense
allowed under medicare generally.
The committee expects that a return on equity capital would be payable to proprietary ECF's and hospitals owned by an HMO under
the same regulations applicable to such facilities under the principles
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of reimbursement for provider costs under the regular medicare program. The committee would emphasize that reimbursement to HMO's

would, as is all reimbursement under title XVIII, be subject to standards of reasonableness, and the Secretary would be expected to assure,
by means of postpayment audits on a sample basis or by other appropriate procedures, that the allowable costs incurred by HMO's in providing and arranging for services for medicare beneficiaries are not
excessive. The Secretary would, of course, be expected to establish regulatory guidelines as to the reasonableness of incurred costs in certain
areas where there is a substantial possibility, of abuse, as he does under
existing law. An example of a cost item where the Secretary would be
expected to establish reasonable limits would be the amount of net

profit allowed in the reimbursement of physician partnerships (or

other forms of medical group practice) and compensation of the physicians involved which the HMO would be 'allowed to include as a cost
under medicare.

Another potentially troublesome area might be costs incurred by
organizations related to the HMO. To avoid excessive payments in the
case of related organizations (those with overlapping financial inter-

ests, either direct or indirect) the committee provision requires that

all HMO financial statements called for be submitted on a consolidated
basis, disclosing costs, and charges if different, pertaining to medicare
services furnished by the related organizations. In addition, the Secretary could recover or adjust amounts found on the basis of compara-

tive data to constitute excess payment (using in general, medicare
limitations on such payments) to related organizations, owners, controllers or sponsors of the HMO.

An HMO which arranges for part A institutional (hospital and

skilled nursing facility) services would be free to negotiate payment
rates, subject to certain limitations. If the institution is an affiliated
unit, the consolidation provisions, and restrictions on payments to related organizations and excessive compensation would apply. If the
HMO maintains that it should compensate an institution at a level
greater than the regular medicare level of payment (or equivalent) to

that institution it would be required to provide justification satisfactory to the Secretary that a reasonable return was received for the
excess payment.
Where the HMO finds this a more feasible and economical arrange-

ment, it would have the alternative of letting the Social Security
Administration pay for part A institutional services directly under
the medicare payment system, and charge the HMO's account for such
services.

The committee notes that some HMO's will provide a substantial

number of services to non-HMO enrollees oit a fee-for-service basis and
that there will also be cases in which, although the HMO itself might
not be providing substantial amounts of such services to non-enrollees,

the physicians with whom the HMO enters into contractual arrangements to provide comprehensive services, and the facilities used to
provide such services, may be identical with those used to provide feefor-service services to non-enrollees. Such situations would raise the
possibility of an HMO's encouraging high-risk individuals to withdraw from the HMO with the understanding that they receive the
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same services from the same individuals and in the same setting, but
have payment made under the regular medicare program. One method
of preventing this type of situation would be to place limits on reimbursement under the regular medicare program in such cases. However, the committee does not think this would be desirable. Nor does
it want to prohibit an HMO from providing services to non-enrollees
on a fee-for-service or other non-capitation basis. Rather, it intends
that the Secretary identify HMO arrangements where the possibility
of this type of situation exists, and establish policies—such as a requirement for statistical comparisons of the cost and utilization of
HMO and non-HMO beneficiaries in such settings—which would mini-

mize the likelihood of, and facilitate identification of this type of
problem. if such abuse is found, and is not promptly rectified, the

Secretary would be expected to report his experience with such problems iu his reports to the Congress on the HMO provision.
In general, medicare reimbursement principles applicable to overhead items would be applied in determining acceptable HMO costs.
In view of the opeii enrollment requirements under which HMO's
will need to communicate with medicare beneficiaries in their service
areas regarding open enrollment periods, reasonable costs incurred in
satisfying the open enrollment requirement would be treated as allowable administrative costs. On the other hand, any reinsurance costs—
including underwriting of risk above 100 percent of adjusted average
per capita costs—would not be treated as allowable cost for HMO cost
determination purposes with the exception of reinsurance of out-ofarea costs.
Before approving an HMO for contracting on an incentive per
capita reimbursement basis the HMO should submit evidence that it
is financially responsible and will be able to carry out its contractual
commitments. The committee believes that, at a minimum, the HMO

should be able to present evidence satisfactory to the Secretary of
capacity to assume its proportionate share of risk on up to 20 percent
above total estimated adjusted average per capita costs during the
prospective medicare year. This could include calculations based upon

capacity to provide covered services apart from actual financial resources. Also, an HMO should not be permitted to switch back and
forth between the per capita rate reimbursement system and the regular cost reimbursement system, depending upon which appears more
advantageous at any particular time. Accordingly a provision has
been added to permit an HMO which has commenced contracting ona
risk-sharing basis to switch back to the regular reimbursement basis
but subject to the condition that it could not again be accepted to contract on a per capita rate basis.
Definition of HAlO

Under the I-louse and committee bill, to qualify for reimbursement
as an HMO, the organization must be one which provides: (1) either
directly or through arrangements with others, health services on a
prospective per capita prepayment basis and (2) physician's services,
for the most part, rendered either directly by physicians who are employees or partners of the organization, or under an arrangement with

an organized group of physicians under which the group is reimbursed for its services primarily on the basis of an aggregate fixed
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sum or on a per capita basis. It is expected that such payment ar-

rangement would contain an element of incentive for such physicians
to assure that medicare patients are provided needed services in the

most efficient and economical manner. (The group of physicians which
has the arrangement with the health maintenance organization could,
in turn, pay its physician members on any other basis, including feefor-service.) Some specialist physician services could, as is often the
case in existing HMU's, be purchased from physicians as needed on a
fee-for-service or fee-for-time basis.

Other provisions in the House and committee bill require that the

various elements of a health maintenance organization, such as the hospital, the skilled care facility or clinical laboratory, would each continue to have to meet the conditions of participation or other quality
standards which apply to such organizations under present law. Also,

a health maintenance organization must have at least half of its enrolled membership under age 65 or be expected to meet this requirement within a period not exceeding 3 years with evidence of positive
and continuing efforts to achieve the required enrollment distribution.
Additional requirements are: (1) that the organization furnish to the
Secretary proof of its financial responsibility and its capacity to provide comprehensive health services, including institutional services,
effectively and economically; (2) that the organization assure that the
health services required by its enrollees are received promptly and
appropriately and that they measure up to proper quality standards.
Under the committee provision, the HMO would have to maintain

an appropriate mix of primary care and specialty care physicians
in relation to its size and in relation to the physician manpower mix

in the general geographical area; physicians should not be classified as
specialists unless they are board certified or eligible for specialty board

certification; provided, however, that for good cause and under unusual circumstances the Secretary might recognize a physician as a
specialist if, in fact, such physician can show substantial equivalence
of training and experience, and a record of demonstrated proficiency.
The HMO would be expected to assure that the appropriate mix of
specialists is properly assigned and utilized. Thus, for example, in an
area where major surgery is generally done by board eligible or board
certified surgeons, the same situation should prevail in the HI%'IO except in cases of emergency or other highly unusual circumstances.
The HMO should have effective referral arrangements to assure that
members would, in cases of medical necessity, have access to qualified
practitioners in those specialties which are generally available to the
general public in the service area but not included within professional
staff directly associated with the HMO.
The committee made clarifying modifications in two other portibns
of the House definition of a health maintenance organization. A provision of the House bill which would require the HMO to provide all
the services and benefits covered under both part A and part B has been
modified to require it to provide all such services which are generally
available to persons residing in the area served. Thus, for example, if
there were no home health agency in the area, the HMO would not be
required to create such an agency solely for its medicare enrollees. The
committee also modified a House requirement that the HMO hold an
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annual open enrollment period during which applicants would be

accepted on a nondiscriminatory basis up to the limits of capacity. The
House bill authorizes an exception to this requirement if acceptance
of all applicants would result in an HMO enrollment of more than 50
percent of individuals over age 65; the committee would also permit

the HMO to limit acceptance of applicants from any particular age
group to prevent its membership from becoming substantially nonrepresentative of the geographic area which it serves. Generally, a sub-

group of enrollees would not be considered to be non-representative
unless its proportion among all enrollees exceeds by at least 10 percent
its proportion in the general population in the area.
Other Provisions
The com.mittee agrees with the House that the Secretary should
issue regulations establishing means for effective implementation of
an ongoing review program to assure that the health maintenance
organization effectively fulfills beneficiary service needs by adhering
to specified requirements for full-time qualified medical staff, keeping
beneficiaries fully informed on the extent of coverage of services received outside the organization, taking positive actions to avoid any
possibility of beneficiaries being deprived of benefits through devices
such as scheduling appointments at inconvenient times or unwarranted
delay in scheduling of elective surgery, and avoiding discrimination
against poor health risks through selective enrollment or poor service
aimed at encouraging disenroilment of high users of services.
in addition, while the committee recognizes the desirability of permitting considerable latitude in organizational arrangements, it also
expects that the Secretary's regulations will require organizations,
such as medical foundations, which furnish a significant amount of
institutional or other services under arrangements, to provide sufficient
management and coordination of services to assure that the full range
of covered care, to the extent generally available in an area, is provided as needed to the beneficiary population.
The individuals with respect to whom medicare would pay capitation payments are medicare beneficiaries who are entitled to both
hospital insurance and supplementary medical insurance or to medical
insurance only and who are enrolled with an HMO. Under the House
bill, such enrollees would receive medicare-covered services only
through the health maintenance organization, except for those emergency services as are furnished by other physicians and providers of
services. The HMO would be responsible for paying the costs of such
emergency services.
The committee has made this House-passed requirement applicable
to HMO's which have contracted on a risk-sharing basis and has added
a provision which would also require the HMO to assume expenses for

"urgently needed" services received by a medicare enrollee who is
temporarily outside the HMO's service area. Services covered under
this provision would generally be those services which, 'while not
"emergency" to the extent of requiring use of the most accessible hospital in order to prevent death or serious impairment of health, are
nevertheless immediately necessary to prevent serious deterioration of
health and cannot feasibly be provided at the HMO's treatment facili-
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ties because of the beneficiary's temporary absence from the service

area, such as during a vacation trip. If an enrolled individual received
care other than emergency or urgently needed services, through some
other means than the health maintenance organization, he would have
to meet the entire expense of such care, except in the case where a determination has been made that the individual received care outside the
HMO which should have been furnished by it. but was not made reasonably available.

The committee recognizes that many medicare beneficiaries are

highly mobile, so that restrictions on out-of-area coverage by the liMO
may well be seen by beneficiaries as a serious disadvantage and may

also be difficult for beneficiaries to fully understand when they are
considering whether to enroll in an HMO. It is also recognized that
an IHMO would generally have little chance of exercising control over
costs of urgently needed services received by medicare beneficiaries,

other than through restrictions on the extent to which such services
are covered. Therefore, in order to encourage an HMO to provide as
full coverage of urgently needed out-of-area services as it feasibly can,
it would be permitted to reinsure such costs, provided that its coverage
of them meets the minimum requirements which the Secretary would
establish in regulations. Also, the Secretary would be expected to consider the feasibility of permitting HMO's to enter into arrangements
to have payment for out-of-area services to beneficiaries made
through the regular medicare program, with appropriate adjustments
made in the HMO's account; the Secretary would be authorized to implement such a system, if he determined that it would be administraively feasible.

The committee also realizes that some HMO's may not be able to
provide urgently needed services to beneficiaries who are temporarily
outside their service area, because they cannot obtain reinsurance for
these costs or for other good reasons. While under the House bill an
HMO that could not provide emergency services to such beneficiaries
could not qualify as an liMO, the committee believes that such a result
would be unfortunate, especially since there does not seem to be a very

strong precedent for coverage of such services among prototype

HMO's. The committee believes that otherwise qualified organizations
that are unable, for good reason, to provide coverage of urgently required services furnished outside the 1-IMO area should nevertheless
be permitted to participate as liMO's. In such cases, out-of-area covered services received by beneficiaries enrolled in such an liMO would
be payable under the regular medicare program. The capitation pay-

able to such organizations should be adjusted to exclude an amount
estimated to represent costs of covered services which the HMO's
beneficiaries receive outside the liMO's service area. The committee
would expect the Secretary to take any necessary precautions to assure
that this provision was not used by liMO's to encourage beneficiaries
to secure certain high-cost medically necessary services from outside

the lIMO.
If the HMO provides only the services covered by the medicare
program to its enrollees, the premiums or other charges it makes

to its enrollees cannot exceed the actuarial value of the cost-

sharing provisions of the hospital and supplementary medical in-

surance parts of the medicare program which the plan covers

in its enrollment charge. Beneficiaries could not be charged premiums
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for covered services which include cost-sharing on non-covered types
of expense such as the maternity expense factor in hospital care. If,
however, the organization provides its enrollees services in addition to
those covered under medicare, it must inform enrollees of the portion
of the premium or other charges applicable to such additional services,
and the portion applicable to medicare-covered services may not exceed the actuarial value of the cost-sharing provisions of the medicare
program. Any portion of the actuarial value of deductibles and coinsurance which the HMO may assess at the time individual services
are rendered may not exceed the actuarial value of medicare copayments. Under the House bill, the HMO could require a medicare bene-

ficiary to accept and pay for coverage of services in addition to

medicare benefits as a condition of enrollment. The committee believes

that such a condition could place undue financial hardship on some
medicare beneficiaries and has therefore modified the provision to
make acceptance of a supplemental benefit package optional with the
beneficiary. These requirements are intended to assure that beneficiaries enrolled with an HMO benefit fully from their medicare coverage
and are, in effect, charged no more than the deductible and coinsurance
amounts. This provision will also assure that beneficiaries who elect

additional benefits are made aware of the exact cost of the supple-

mental coverage provided by the HMO.
Beneficiaries enrolled with a health maintenance organization who
are dissatisfied with decisions of the organizations on benefit coverage

would have the right to a hearing before the Secretary, in which the
health maintenance organization would be an interested party, and
to judicial review with respect to disputes involving amounts exceeding specified limits.

Beneficiaries could terminate t.heir enrollment with a health maintenance organization and revert to regular coverage under the program
in accordance with regulations. It is expected that, to the extent practicable, dienrol]men would be patterned after the disenroilment pro-

cedure as is followed now with respect to disenrollment under the

supplementary medical insurance program.
The committee also agrees with the concern reflected in the House

bill that some organizations potentially qualified to contract on an
incentive basis currently have enrollees who may desire to continue
membership in the organization but who do not wish to agree to receive
covered services only from that organization. Sihce it would seem in-

equitable to require such individuals to either disenroll immediately
or involuntarily accept a limitation on their access to covered services,
the committee has included a provision under which a health maintenance organization which has contracted on an incentive basis could
continue through June 1976 to be reimbursed for covered care provided to beneficiaries who were members prior to July 1973 but who
do not elect the option. For beneficiaries who do not elect the option,
the usual capitation payment would be subject to additional actuarial
adjustment to reflect projected use of out-of-plan services to the extent
that such services would have been considered sufficiently reasonable
and necessary to be provided by the HMO under the rules of that
organization. Retroactive adjustment would be made at the end of the
year to reflect actual expenses of the type otherwise reimbursable uñder the program incurred on behalf of such beneficiaries. Any savings
or losses (and related apportionment thereof) would be determined
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by comparing the HMO's actual incurred per capita costs, increased by
a factor reflecting the costs of sufficiently reasonable and necessary
out-of-plan services received by such beneficiaries, with the adjusted
average per capita cost.
While the modifications and additional safeguards which have been

included establish the potential for effective administration of the
HMO provision, the committee nevertheless recogmzes that use of the
HMO approach to provision of health care services remains relatively
unknown in many geographic areas. Accordingly, the committee be-

lieves that the Congress should be kept fully informed of program
experience with the HMO provision so that appropriate modifications, as required, can be made as expeditiously as possible. It has,
therefore, added a provision which would require the Secretary of
Health, Education, and Welfare to report to the Congress within a
reasonable period after the first annual reports by HMO's are received, and annually thereafter, in the HEW annual report, regarding experience with the HMO provision. Such reports should include
general evaluation of the HMO provision in operation, and should
specifically cover cost experience, quality of care considerations, numbers of beneficiaries who enroll, enrollment trends, and other relevant
information including evaluation of the performance of the different
types of HMO's. Enrollment trends are particularly significant as the
medicare program would not benefit directly in a financial sense from
the possible efficiencies of HMO's until a substantial number of medi-

care beneficiaries not presently enrolled choose to enroll in such

organizations.
The committee expects that the Department will provide technical
assistance, particularly with regard to matters concerning determina-

tion of proper actuarial rates, to ussist States participating in the
title XIX program to enter into contracts with HMO's (eligible as
such under medicare) to provide services to medicaid eligibles where
a State requests such assistance. The Federal Government would assume the cost of such technical and actuarial assistance as is necessary.
The provision would become effective with respct to services provided on or after July 1, 1973.

Repeal of Section 1902(d) of Medicaid

(Sec. 231 of the bill)
TJnder section 1902(d) of the medicaid law, a State may reduce the

range, duration or frequency of the services it provides under its

medicaid program, but it cannot reduce its aggregate expenditures for
the State share of its medicaid program from 1 year to the next. Failure to comply with this requirement means ineligibility for Federal
medicaid matching funds.
The House bill restricts the application of section 1902(d) to the
mandatory health care services which all State medicaid programs
must make available to eligible recipients. The [-louse provision would
permit a State to modify the scope and extent of such optional
ices as drugs, dental care and eyeglasses, but it could not reduce the
amount of expenditures for the mandatory services.
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The committee has been concerned about the effect of section 1902
(d) on States which maybe faced with fiscal crises. Further, the committee believes that the maintenance of effort provision of section
1902(d) functions as a barrier to orderly development and operation
of State programs, and that States are generally best able to determine
the changing needs of their people.
The committee has therefore substituted for the House provision an
amendment repealing section 1902(d). This action is consistent with
the committee and Senate action on H.R. 17550 in 1970.
The committee does not expect that removal of the maintenance of
effort requirement will result in large-scale cut-backs in benefits under
the medicaid program, but it does believe that elimination of this provision will provide States with greater flexibility to design their programs to meet effectively the needs of their people for medical care
within the fiscal constraints faced by given States from time-to-time.

Payments to States Under Medicaid for Development of Cost
Determination Systems for State-Owned General Hospitals
(Sec. 235 of the bill)
Under present law, States are required to use methods of administration deemed necessary by the Secretary for efficient operation of
the program. Despite this requirement, many States do not have effective claims administration or well-designed information storage and
retrieval systems; nor do they possess the financial and technical re-

sources to develop them if required to do so by the Secretary.
Section 235 as approved by the House authorizes 90 percent Federal
matching for the cost necessary to design, develop, and install mechanized claims processing and information retrieval systems deemed nec-

essary by the Secretary and 75 percent Federal matching for the

operation of systems approved by the Secretary. States would not be
eligible to receive this increased Federal support until they have developed the capacity to provide basic information to recipients on services

paid for by the program, including the names of the providers, the
dates on which services were furnished, and the amount of payment
made. In addition, section 235 would provide 90 percent Federal
matching during fiscal years 1972 and 1973 for the cost of design,
development, or installation of cost determination systems for Stateowned general hospitals, with total funds paid to all States under
this clause not exceeding $150,000 in either year.
Although the committee acknowledges the obligation of the Federal

Government to provide technical assistance to each State operating
a medicaid program, it believes that the inducements of more efficient
and effective administration of the program, and resulting reductions

in program costs, should be sufficient to stimulate States to implement
mechanized claims processing and information retrieval systems under
the matching provisions of current law. Further, possible major
changes in the nature and allocation of administrative responsibilities

under medicaid during the next several years might quickly render
such systems obsolete.
Therefore, the committee has deleted all of section 235 except for
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the

provision authorizing funds for cost-determination systems for
State-owned enera1 hospitals (such as that being undertaken by the
State of Mississippi).

Utilization Review Requirements for Hospitals and Skilled
Nursing Homes Under Medicaid and Maternal and Child
Health Programs
(Sec. 237 of the bifl)

Under medicare, each hospital and extended care facility is required
to have a utilization review committee to review all long-stay cases as
well as review, on a sample or other basis, admissions, durations of
stay and professional services. The reasons for requiring hospitals and
extended care facilities to have utilization review committees for medicare eases apply with equal validity to review of medicaid cases, but
there is now no such requirement in the medicaid law. Under medicaid,

the medical assistance unit of the State agency administering the
medicaid program is responsible for all utilization review plans and
activities under the medicaid program. The medical assistance unit
may iii lieu of establishing its own utilization review system delegate

utilization review responsibilities for inpatient hospital and skilled
nursing home care to the agency which monitors utilization review
activities for such services under medicare.
The committee approved in H.R. 17550, and supports again in
H.R. 1, the House provision which would require hospitals and skilled

nursing homes participating in the medicaid or maternal and child
health program to have cases reviewed by the same utilization review
committee already reviewing medicare cases or, if one does not exist,

by a review group which meets the standards established under

medicare. However, the committee does not intend that where medicaid requires more stringent or comprehensive utilization review than
does medicare, such requirements be reduced by virtue of operation of
this section. Several States have developed and are applying utilization review procedures, different from the medicare utilization review
committees, which have met with some success. The committee has,
therefore, modified the House bill to provide that until such time as

professional standards review organizations are operational in the
States, the Secretary may waive the requirements of this section to

permit States to substitute alternative utilization review systems where
it can be demonstrated to his satisfaction that the alternative systems
will be superior in effectiveness to the medicare requirement. To avoid
duplication of review activity in such cases, the Secretary might also
require usage where appropriate of the more effective medicaid review
method for medicare patients as well, in lieu of the regular medicare
procedure.
This provision would be effective January 1, 1973.

Program for Determining Qualifications for Certain Health Care
Personnel
(Sec. 241 of the bill)

Under present law, the Secretary establishes various health and

safety criteria as conditions for the participation of providers of service in the medicare program. In setting these standards it is necessary
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to establish criteria for judging the professional competency and quali-

fications of key personnel in these health facilities. Medicare and med-

icaid regulations have relied heavily on formal training courses and
professional society membership in judging professional competency.
In the report of this committee on the Social Security Amendments
of 1967 (H.R. 12080), the committee agreed with the Secretary that
appropriate criteria as prima facia evidence of competence are necessary. However, the committee expressed concern that reliance solely on
specific formal education or training, or membership in private professional organizations might serve to disqualify, people whose work ex-

perience and training might make them equally or better qualified

than those who meet the existing requirements. The committee pointed

out in 1967 that failure to make the fullest use of competent health
personnel was of particular concern because of the shortage of such
personnel.

In 1967, the committee recommended that the Secretary of Health,
Education, and Welfare consult with appropriate professional health
organizations and State health agencies and, to the extent feasible, explore, develop, and apply appropriate means—including testing procedures—for determining the proficiency of health care personnel
otherwise disqualified or limited in responsibility under regulations of
the Secretary. Moreover, the committee instructed the Secretary to encourage and assist programs designed to upgrade the capabilities of
those not sufficiently skilled to qualify initially but who could perform
satisfactorily and qualify on a proficiency basis with relatively little
additional training.

However, despite that formal instruction and expectation of the
ccmmittee the l)epartment of Health, Education, and Welfare has
since 1967 continued to rely almost entirely on formal training and
professional society membership in measuring the qualifications of
health care personnel. The Department has taken little or no action,
except with respect to directors of clinical laboratories and to physical therapists in developing proficiency testing and training courses.
The persoimel problems which existed in 1967 and which the committee sought to alleviate, have been aggravated as a result of the Department's continued inaction.
The Medical Services Administration issued a ruling effective July
1, 1970, concerning licensed practical nurses in skilled nursing homes

participating in medicaid. Nursing homes, according to the ruling,
must have as charge nurses for each shift (other than the day shift
which requires a registered nurse) a registered nurse or a. licensed
practical nurse, with a degree from a State-accredited school or its

equivalent. There is an acute shortage of nursing personnel, and many
hundreds of nursing homes have been covering some shifts with "waiv-

ered" practical nurses. These are practical nurses, who do not have
the required formal training, and who, in many States, have been licensed on a waivered basis. Undoubtedly, a substantial proportion of
these practical nurses have years of experience and are competent;
obviously, other waivered practical nurses are not competent to serve
as charge nurses.

As noted, the l)e.partment of Health, Education, and Welfare has
taken no action since 1967, in developing proficiency testing or short-

term supplemental training for these personnel, and consequently,
many otherwise qualified nursing homes are being, or soon may be,
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forced out of the program because of their inability to locate a registered nurse or a licensed practical nurse. Problems somewhat similar
to those confronting' waivered licensed practical nurses exist with re-

spect to some therapists, medical technologists, and psychiatric
technicians.

In view of this, the committee approved a provision in 970, included in H.R. 17550 as passed by the Senate, which would require the
Secretary to explore, develop, and apply appropriate means of deter-

mining the proficiency of health personnel disqualified or limited in
responsibility under present regulations, and regularly report to the
committee and to the Committee on Ways and Means of the House of
Representatives concerning the Department's progress in this area.
Except for the time limit described, the House bill includes this
provision. The committee has modified the House provision by again
setting a time limit—December 31, 1977—beyond which determinations of proficiency would not apply with respect to persons initially
licensed by a State or seeking initial qualification as a health care person. In addition, the committee specified that cytotechnologists were
intended to be included among the types of health personnel to which
the proficiency testing would apply.
The committee would emphasize again its concern that only qualified personnel be utilized in providing care under medicare and medic-

aid. However, appropriate methods and procedures are capable of
being promptly developed and applied to determine qualifications and
to upgrade skills to qualifying levels. The committee does not advo

cate "grandfathering" of poorly qualified health care personnel nor
does it advocate usage of arbitrary and inflexible cut-off standards of
qualification which rule out of program participation many competent personnel.

Reimbursement Appeals by Providers of Services
(Sec. 243 of the bill)

Under present law a fiscal intermediary determines the amount of
reasonable cost to be paid to a provider of services. There is no specific legislative provision for an appeal by the provider of the intermediary's final reasonable cost determinations. Although the Social
Security Administration has instituted certain administrative procedures to assist providers and intermediaries to reach reasonable and
mutually satisfactory settlements of disputed reimbursement items,
the committee believes that it is desirable to prescribe in law a specific
appeals procedure for disputed final settlements applying to reasonable cost determinations. This procedure does not apply to questions
of coverage or disputes involving individual beneficiary claims.
The committee has therefore approved, with modifications, a provision in the House bill which would provide for the establishment of
the Provider Reimbursement Review Board. The Board would be
composed of five members, knowledgeable in the field of health care
reimbursement, appointed by the Secretary of Health, Education, and
Welfare. At least one member of the Board would be a certified public
accountant. The Secretary would select two of the members from quali-

fied and acceptable nominees of the providers. The Provider Reimbursement Review Board would be authorized to make rules and
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establish

procedures necessary to its operation in accordance with
regulations established by the Secretary of Health, Education, and
'Welfare.

Under the House bill, any provider of services which has filed a
timely cost report may appeal an adverse final decision of the fiscal
intermediary to the Board where the amount at issue is $10,000 or
more. The appeal must be filed within 180 days after notice of the
fiscal intermediary's final determination. The committee modified this
portion of the provision by including two additional situations which
could serve as a basis for provider appeals. The first provision would
enable groups of providers to appeal adverse final decisions of the
fiscal intermediary to the Board where the amount at issue aggregates
$10,000 or more. The second modification enables any provider which

believes that its fiscal intermediary has failed to make a timely cost
determination on its annual cost report, if such report is susbtantially
in proper order, or a timely determination on an acceptable supp]emental filing where the initial filing was deficient, to appeal to the
Board where the amount involved is $10,000 or more. Implementation
of the intermediary determinations would not be held in abeyance

pending the Board's decision.
The provider shall have the right to reasonable notice as to the time

and place of hearing and reasonable opportunity to appear at the
hearing. It may be represented by counsel and introduce reasonable

and pertinent evidence to supplement or contradict the evidence considered by the fiscal intermediary. Reasonable opportunity to examine
and cross-examine witnesses shall be provided. All decisions by the
Board shall be based upon the record made at such hearing which may
include any evidence submitted by the Department. Such evidence shall
include the evidence or record considered by the intermediary. Based
upon examination of all of the evidence, such Board may find in whole

or in part for the provider or the Government (including a finding
based upon the evidence before it that the provider or Government

owes sums in addition to the amount raised in the appeal).
A decision of the Provider Reimbursement Review Board would be
final unless the Secretary, on his own motion, and within 60 days after
the provider of services is notified of the Board's decision, reverses or

modifies the Board's decision adversely to the provider. In any case
where such reversal or modification occurs, the provider of services
would have the right to obtain a review of such a decision by the United

States District Court for the district in which it is located or in the
United States District Court for the District of Columbia, as an aggrieved party under the Administrative Procedures Act, notwithstanding any other provision in section 205 of the Social Security Act.
The amendment would become effective with respect to accounting
periods beginning on or after July 1, 1972.

Physical Therapy and Other Therapy Services Under Medicare
(Sec. 251 of the bill)

Under present law, physical therapy is covered as an inpatient hospital service, an inpatient extended care service, a home health service,
and a service incident to physicians' services. Physical therapy is also
covered when furnished under prescribed conditions by a participating
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hospital, extended care facility, home health agency, clinic, rehabilita-

tion agency, or public health agency to outpatients. The physical
therapist may either be an employee of the participating facility or
he may be self-employed and furnish his services under arrangements
with and under the supervision of the facility.
The House bill would provide for coverage, under the supplementary medical insurance program, of up to $100 per calendar year. of
physical therapy services furnished by a licensed physical therapist
in his office or in the patient's home under a physician's plan. Reimbursement for the reasonable charges for the covered services rendered
by the physical therapist would be made either to the beneficiary or,
on assignment, directly to the physical therapist.

The committee has been advised by the Department of Health,
Education, and Welfare that the House provision would be difficult

to administer in terms of assuring the provision of appropriate

services, or of effectively enforcing the health, safety, and quality
safeguards embodied in present law, since physical therapists would

be furnishing services outside the controlled environment of an institutional setting or responsibility. Moreover, this provision would compound the already costly and troublesome problem of restraining overutilization and inappropriate utilization of physical therapy services.

The committee agrees with the Department that at the present time
whatever advantage might accrue to beneficiaries from increased
availability of services would be at the expense of higher benefit and
administrative costs. For these reasons, the committee h'as deleted this
special $100 feature of the House bill.
The committee is concerned about the few cases under present law

where an inpatient exhausts his inpatient benefits or where he is

otherwise ineligible for hospital insurance inpatient benefits and can
continue to receive supplementary medical insurance reimbursement
for physical therapy treatment only if the hospital or extended care
facility is able to arrange for another participating facility to furnish
the physical therapy treatment as an outpatient service. The House
bill would authorize a hospital or extended care facility to furnish out-

patient physical therapy services to its inpatients in the above

categories. The committee concurs with the House bill on this provision and the effective date for this subsection would make the
provision effective for services furnished after enactment of the bill.
The House bill also includes a provision for controlling program
expenditures and for preventing abuses. Under this provision payment for the reasonable cost, of physical, occupational, and speech
therapy services, or the services of other health specialists, furnished
by a provider of services, a clinic, rehabilitation agency, or a public
health agency under arrangements with others to supply such services,

may not exceed an amount equivalent to the salary and other costs
which would reasonably have been payable if the services had been

performed in an employment relationship, plus the cost of such
expenses an individual not working as an employee might have, such
as maintaining an office, tiaveltime and expense, and similar costs.
The committee concurs with the House amendment, which reflects

the changes made by the committee during its consideration of
H.R. 17550, the Social Security Amendments of 1970. The committee

21
expects—as does the Committee on Ways and Means—that the Secre-

tary will, in establishing the criteria for determining the reasonable

cost of such services, consult with the professions directly affected and

give thorough consideration to procedures used in other public and
private plans that may be loca], regional, or national in scope. Further,
the committee expects that the Secretary will establish salary equivalents by appropriate geographic areas (including, where appropriate

and feasible rural and urban distinctions) and that such amounts
will be set at the 75th percentile of the range of salaries paid in the
area to therapists working full-time in an employment relationship,
with such additional or adjusted allowance for salaries paid to therapists whose duties are supervisory or administrative in nature, as the

Secretary finds to be appropriate. To the extent feasible, timeiy,

and accurate, salary data compiled by the Bureau of Labor Statistics
would be used in determining the 75th percentile level of salaries
in an area. If a provider requires the services of a physical therapist

on a limited part-time basis or only to perform intermittent services the Secretary may make payment on the basis of a reasonable

rate per unit of service greater per unit of time than salary equivalent
amounts where he finds that such greater payment is in the aggregate
less than would have resulted if the provider employed a therapist on
a full or part-time salaried basis.
The above provision would be effective with respect to accounting
periods beginning on or after January 1, 1973.

Collection of Supplementary Medical Insurance Premiums From

Individuals Entitled to Both Social Security and Railroad
Retirement Benefits

(Sec. 263 of the bill)

Under present law, the responsibility for collecting supplementary
medical insurance premiums for enrollees entitled to both railroad
retirement benefits and social security benefits is vested in either the
Social Security Administration or the Railroad Retirement Board,
depending upon the circumstances of entitlement at the time of enrollment. This arrangement requires an administrative procedure under

which persons so entitled can enroll in the supplementary medical
insurance program with either agency. The result has been that some
individuals (because all the facts are not made known at the time of

enrollment) are enrolled twice and have two different identifying
numbers; others are enrolled by the Social Security Administration

and not enrolled by the Railroad Retirement Board, or vice versa, and
thus may have two medicare cards—one showing entitlement to benefits under part A only and the other showing entitlement to benefits
under both parts A and B. Such discrepancies, even though ultimately
corrected, are a sQurce of confusion to beneficiaries and a cause of
unnecessary administrative expense.
Also, the processing of medical insurance claims is established so as
toreouire that all claims submitted by or on behalf of railroad beneficiaries be handled by a single carrier, presently the Travelers Insur-

ance Company. Because the account numbers assigned to railroad
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beneficiaries who enroll with the Social Security Administration are
not identified as applying to railroad beneficiaries (because the beneficiary does not make this known), many railroad beneficiary claims
are submitted to other carriers and require rerouting to Travelers Insurance Company. This is expensive and a cause of delay in making
payments.
The committee agrees with the provision in the House bill which
provides that the Railroad Retirement Board shall be responsible for
collection of supplementary medical insurance premiums for all enrollees who are entitled under that program. This change will eliminate the confusion, payment delay, and administrative expense deriving from the related provisions of presentS law.

Under the House bill the Railroad Retirement Board would be

authorized to contract with a carrier or carriers for purposes of servicing its beneficiaries with respect to part B benefits, an arrangement
presently in effect as a result of the Commissioner of Social Security
having delegated his authority to do this to the Railroad Retirement
Board. However, in the interest of program efficiency, economy, and
consistency of administration in an area, the committee bill would
delete that part of the provision which grants the Railroad Retirement

Board authority to choose the carrier for part B benefits for its
beneficiaries so that the Secretary of Health Education, and 'Welfare
would continue to have this authority.
This provision would be effective for premiums becoming due and
payable after the fourth month after the month of enactment.

Waiver of Requirement of Registered Professional Nurses in
Skilled Nursing Facilities in Rural Areas
(Sec. 267 of the bill)
Under current law, a skilled nursing facility certified to participate
in the medicaid program is required to maintain an organized nursing
service under the direction of a registered professional nurse who is
employed full time. The law requires the nursing service to be composed of sufficient nursing and auxiliary personnel to provide adequate and properly supervised nursing services to patients during all

hours of each day and all days of each week. The House was concerned that this requirement posed special problems for skilled nursing facilities in rural areas where there is inadequate availability of
registered nurses to staff a facility and therefore authorized a waiver
of the requirement for a full-time registered nurse in rural skilled
nursing homes.
'While the committee recognizes the difficulty faced by many rural
skilled nursing facilities in obtaining necessary nursing staff, the committee also believes it necessary to safeguard the patient whose nursing

needs warrant continuing care by a registered nurse, such as those
patients requiring administration of potent injectable and intravenous
medications or medicinal gases on a regular basis, maintenance of
tracheotomies or gastrotomies, tubal feeding, etc.
In recognition of the staffing difficulties of the rural skilled nursing

facilities, the committee amendment provides that, to the extent
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that law or regulation requires the presence of a registered nurse

on one full-shift 7 days a week, a special waiver of the nursing requirement for these facilities may be granted provided that a registered nurse is absent from the facility for not more than two dayshifts (if the facility employs one full-time registered nurse) and the
facility is making good faith efforts to obtain another on a part-time
basis. The American Nurses Association has indicated that State
nurses' associations would willingly cooperate in efforts to secure
necessary nursing personnel; the committee expects that, to the extent
such cooperation is extended it will be utilized toward alleviating a
skilled nursing shortage in a facility.
Additionally, to protect those patients who may need daily skilled

nursing care, this special waiver may be granted only if (1) the facility is caring only for patients whose physicians have indicated (in
written form on order sheet and admission note) that they could go
without a registered nurse's services for a 48-hour period or (2) if the
facility has any patients for whom physicians have indicated a need
for daily skilled nursing services, the facility has made arrangements
for a registered nurse or a physician to spend such time as is necessary at the facility to provide the skilled nursing services required by
patients on the uncovered day.

Coverage of Chiropractic Services Under Medicare
(Sec. 273 of the bill)

Under the House bill, the Secretary would be required to conduct a
study of chiropractic services covered under State plans approved
under title XIX. The study would determine whether and to what
extent chiropractic services should be covered under the supplementary

medical insurance program of title XVIII, giving particular attention to the limitations which should be placed on such coverage and
on the amounts to be paid for whatever services might be furnished.
The Committee on Finance believes, however, that further study of
chiropractic services is not required to support coverage of the services
of chiropractors under the supplementary medical insurance program.

In providing coverage for the services of chiropractors, the committee recognizes the need for controls on the quality, cost, and utilization of such services. Accordingly, the committee bill would broaden

the definition of the term "physician" in title XVIII to include a licensed chiropractor who also meets uniform minimum standards to be

promulgated by the Secretary. The committee believes that at least
uniform minimum standards of the following kinds should underlie
licensure: satisfactory evidence of preliminary education equal to the
requirements for graduation from an accredited high school or other
secondary school; a diploma issued by a college of chiropractic approved by the State's chiropractic examiners and where the practitioner has satisfied the requirements for graduation including the com-

pletion of a course of study covering a period of not less than three
school years of six months each year in actual continuous attendance
covering adequate courses of study in the subjects of anatomy, physiology, symptomatology and diagnosis, hygiene and sanitation, chem-
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istry, histology, pathology, and principles and practice of chiro-

practic, including clinical instruction in vertebral palpation, nerve
tracing and adjusting; and passage of an examination prescribed by
the State's chiropractic examiners covering said subjects. Moreover,
the committee does not intend that the practice of operative surgery,
osteopathy, or administering or prescription of any drug or medicine
included in materia meclica should be covered by the practice of
chiropractic. Such standards would also be applicable to coverage of
chiropractic services under medicaid.
The services furnished by chiropractors would be covered under the
program as "physicians' services," but only with respect to treatment
of the spine by means of manual manipulation which the chiropractor
is legally authorized to perform. As with other program benefits, the
committee is aware of the possible overutilization of chiropractic services, and expects that the Secretary will issue guidelines to medicare

carriers for use in review of bills for such services, to assure proper
usage of the benefit.
The amendment would become effective with respect to services provided on or after July 1, 1973.
3. NEW PROVISIONS ADDED BY THE FINANCE COMMIEE

Professional Standards Review
(Sec. 249F of the Bill)
According to recent estimates the costs of the medicare hospital insurance program will overrun the estimates made in 1967, by some
$240 billion over a 25-year period. The monthly premium costs for
part B of medicare—doctors' bills—rose from a total of $6 monthly
per person on July 1, 1966, to $11.60 per person on July 1, 1972.
Medicaid costs are also rising at precipitous rates.

The rapidly increasing costs of these programs are attributable to
two factors. One of these is an increase in the unit cost of services
such as physicians' visits, surgical procedures, and hospital days.
H.R. 1, as reported, contains a number of desirable provisions which
the committee believes should help to moderate these unit costs.
The second factor which is responsible for the increase in the costs
of the medicare and medicaid programs is an increase in the number of
services provided to beneficiaries. The Committee on Finance has, for

several years, focused its attention on methods of assuring proper
utilization of these services. That utilization controls are particularly

important was extensively revealed in hearings conducted by the subcommittee on medicare and medicaid. Witnesses testified that a sigrnficant proportion of the health services provided under medicare and
medicaid are probably not medically necessary. In view of the per diem
costs of hospital and nursing facility care, and t.he costs of medical and
surgical procedures, the economic impact of this overutilization becomes extremely significant. Aside froni the economic impact the com-

mittee is most concerned about the effect of overutilization on the
health of the aged and the poor. Unnecessary hospitalization and unnecessary surgery are not consistent with proper health care.
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REVIEW OF PRESENT UTILIZATION CONTROLS

The committee has found that present utilization review require-

ments and activities are not adequate.
Under present law, utilization review by physician staff committees
in hospitals and extended care facilities and claims review by medicare
carriers and intermediaries are required. These processes have a number ? inherent defects. Review activities are not coordinated between
medicare and medicaid. Present processes do not provide for an integrated review of all covered institutional and noninstitutional services
which a beneficiary may receive. The reviews are not based upon
adequately and professionally developed norms of care. Additionally,

there is insufficient professional participation in, and support of,

claims review by carriers and intermediaries and consequently there is
only limited acceptance of their review activities. With respect to the
quality of care provided, only institutional services are subject to qual-

ity control under medicare, and then only indirectly through the
application of conditions of participation.
Under present law, each hospital and extended care facility must

have a utilization review plan covering services provided to medicare
patients which provides for review, on a sample or other basis, of
admissions, duration of stays, and the professional services furnished.
The review is to include consideration as to the medical necessity
of the services and the efficient use of health facilities and services.
The utilization review is undertaken by either (1) a group, including

at least two physicians, organized within the institution or (2) a

group (including at least two physicans) organized by a local medical
society or other group approved by the Secretary of Health, Education,
and Welfare. The statute provides also that the utilization review
group must be organized as in (2) above, if the institution is small or
for such other good reasons as may be included in regulations. The
utilization review group must also review long-stay cases and inform
those concerned (including the attending physician) when it determines that hospitalization or extended care is no longer medically
necessary.

The Finance Committee and the Ways and Means Committee
stressed in 1965 that these requirements, if effectively carried out,
would discourage improper and unnecessary utilization. The Finance
Committee Report (S. Rept. 404, pt. I, 89th Cong., p. 47) stated:
The committee is particularly concerned that the utilization and review function is carried out in a manner which
protects the patients while at the same time making certain
that they remain in the hospital only so long as is necessary,
and that every effort be made to move them from the hospital to other facilities which can provide less expensive, but
equal, care to meet their current medical needs.

The detailed information which the committee has collected and
developed as well as internal reports of the Social Security Administration indicate clearly that utilization review activities have, generally speaking, been of a token nature and ineffective asa curb to unnecessary use of institutional care and services. Utilization review in
medicare can be characterized as more form than substance. The pres-
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ent

situation has been aptly described by a State medical society in

these words:
Where hospital beds are in short supply, utilization review
is fully effective. Where there is no pressure on the hospital
beds, utilization review is less intense and often token.
The current statute places upon the intermediary as well as the State

health agency responsibility for assuring that participating hospitals
and extended-care facilities effectively perform utilization review.
Available data indicate that in many cases intermediaries have not
been performing these functions satisfactorily despite the fact that the
Secretary may not, under the law, make agreements with an intermediary who is unwilling, or unable, to assist providers of services
with utilization review functions.

Apart from the problems experienced in connection with their
determinations of "reasonable" charges, the performance of the
carriers responsible for payment for physicians' services under medicare has also varied widely in terms of evaluating the medical necessity
and appropriateness of such services. Moreover, ever since medicare

began, physicians have expressed resentment that their medical
determinations are challenged by insurance company personnel. The
committee has concluded that the present system of assuring proper

utilization of institutional and physicians' services is basically in-

adequate. The blame must be shared between failings in the statutory
requirements and the willingness and capacity of those responsible for
implementing what is required by present law.
There is no question, however, that the Government has a responsibility to establish mechanisms capable of assuring effective utilization
review. Its responsibility is to t.he millions of persons dependent upon

medicare and medicaid, to the taxpayers who bear the burden of
billions of dollars in annual program costs, and to the health care
system.

In light of the shortcomings outlined above, the committee believes

that the critically important utilization review process must be restructured and made more effective through substantially increased
professional participation.
The committee believes that the review process should be based upon

the premise that only physicians are, in general, qualified to judge
whether services ordered by other physicians are necessary. The committee is aware of increasing instances of criticism directed at the use
of insurance company personnel and Government employees in reviewing the medical necessity of services.
The committee generally agrees with the principles of "peer review"

enunciated in the report of the President's Health Manpower Commission, issued in November 1967. That report stated:

Peer review should be performed at the local level with

professional societies acting as sponsors and supervisors.
Assurance must be provided that the evaluation groups
perform their tasks in an impartial and effective manner.

Emphasis should be placed on assuring high quality of
performance and on discovering and preventing unsatisfactory performance.
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The more objective the quality evaluation procedures,
the more effective the review bodies can be. To enable greater

objectivity, there should be a substantial program of research to develop improved criteria for evaluation, data
collection methods, and techniques of analysis.'

The committee has therefore included an amendment, as it did in
H.R. 17550, which authorizes the establishment of independent professional standards review organizations (PSRO's) by means of which
practicing physicians would assume responsibility for reviewing the
appropriateness and quality of the services provided under medicare
and medicaid.

Ti CoMMIrnE PRovIsIoN
The committee has provided for a review mechanism through which
practicing physicians can assume full responsibility for reviewing the
utilization of services. The committee's review mechanism at the same
time contains numerous safeguards intended to fully protect the public
interest.

The committee provision would establish broadly based review
organizations with responsibility for the review of both institutional
and outpatient services, as opposed to the present fragmented review
responsibilities.

The new review organizations would be large enough to take full
advantage of rapidly evolving computer technology, and to minimize
the inherent conflicts of interest which have been partially responsible
for the failure of the smaller institutionally based review organizations. The review process would be made more sophisticated through
the use of professionally developed regional norms of diagnosis and
care as guidelines for review activities, as opposed to the present usage
of arbitrarily determined checkpoints. The present review process,
without such norms, becomes a long series of episodic case-by-case
analyses on a subjective basis which fail to take into account in a systematic fashion the experience gained through past reviews or to sufficiently emphasize general findmgs about the pattern of care provided.
The committee believes that the goals of the review process can be
better achieved through the use of norms which reflect prior review
experience.

The committee's bill provides specifically for the establishment of
independent professional standards review organizations (PSRO's)
formed by organizations representing substantial numbers of practicing physicians in local areas to assume responsibility for the review
of service (but not payments) provided through the medicare and

medicaid programs.
Recognizing the problem, on their own, a number of medical societies and other health care organizations have already sponsored similar
types of mechanisms for purposes of undertaking unified and coordinated review of the total range of health caie provided patients. Additional medical societies are proceeding to set up such organizations.

In reaffirming its conviction that the establishment of PSRO's

should result in important improvements to the medicare and methcaid

programs, the committee has taken particular note of the progress
which has been made by a number of prototype review organizations
1

Report of the Health Manpower Commtssion, November 1967, P. 48.
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across the country. Experience by these organizations has provided
the committee with convincing evidence t.hat peer review can—and
should—be implemented on an operational, rather than merely an
experimental basis.
The committee expects that in developing t.he policies and regulaLions implementing the PSRO provision, the Secretary will seek the
advice and counsel of physicians and administrators connected with
existing successful review organizations.
However, in most parts of the country, new organizations would need
to be developed.
The committee would stress that physicians—preferably through
organizations sponsored by their local associations—should assume
responsibility for the professional review activities. Medicine, as a
profession, should accept the task of advising the individual physician
where his pattern of practice indicates that he is overutilizing hospital
or nursing home services, overtreating his patients, or performing unnecessary surgery.
It is preferable and appropriate that organizations of professionals
undertake review of members of their profession rather than for Government to assume that role. The inquiry of the committee into medicare and medicaid indicates that Government is ill equipped to assure
adequate utilization review. Indeed, in the committee's opinion, Government should not have to review medical determinations unless the
medical profession evidences an unwillingness to properly assume the

task.

But, the committee does not intend any abdication of public

responsibility or accountability in recommending the professional
standards review organizations approach. 'While persuaded that comprehensive review through a unified mechanism is necessary and that
it should be done through usage, wherever possible and wherever

feasible, of medical organizations, the committee would not. preclude
other arrangements being made by the Secretary where medical organizations are unwilling or unable to assume the required work or where
such organizations function not as an effective professional effort to

assure proper utilization and 9uality of care but rather as a token

buffer designed to create an illusion of professional concern.

In a number of areas of the country, carriers and intermediaries—
even though their activity is limited to restrospective review—are
doing a reasonably effective job of controlling unnecessary utilization
of health care services. Such efforts should not be terminated in any

area until such time as a PSRO has satisfactorily demonstrated the
willingness, operational capacity, and performance to effectively supplant and improve upon existing review work. Even where the PSRO
becomes the paramount review organization, the existing review, if it is
efficient and effective, should not be dismantled, if the PSRO can benefit by utilizing its experience and services.

ESTABLISHMENT OF PSRO's

The amendment requires the Secretary, following consultation
with national, State and local, public and, private medical care

organizations, and medical societies, to tentatively designate PSRO
areas throughout the country by January 1, 1974. In smaller or more
sparsely populated States, the designations would probably be on a
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statewide basis. Each area, defined in geographic or medical service
area terms, would generally include a minimum of 300 practicing
physicians_in most cases substantially more than that number. Because of the minimum number of physicians required—intended to
assure broad, diverse, and objective representation—it is expected that
there will be many multicounty PSRO areas.
Tentative area designations could be modified if, as the system was
placed into operation, changes seemed desirable. Area designations
would also take into consideration the need to assure a reasonably
coordinated administrative arrangement among PSRO's and the various medicare and medicaid administrative mechanisms in a State or
area. The Secretary would provide prototype plans of organization
and operation to prospective PSRO's in each area. The prototypes
would be developed in consultation with proposed PSRO's and with
various organizations presently operating comprehensive review mechanisms as well as national, State and local, private and public, health
organizations.
It should be emphasized that in recommending operational, rather
than experimental authority, it is recognized that the successful development of professional review organizations can encompass a variety of prototypes and that changes in technology can be expected to
result in continued modifications in procedures, and that much remains to be done in the area of the development and refinement of

professional norms. It is believed, though, that the proposal can

be implemented within an overall framework of innovation and flexibility. The committee believes, further, that only a full implementation effort will provide the impetus needed to establish effective and
equitable comprehensive professional review throughout the Nation.
Priority in designation as a PSRO would be given to organizations
established at local levels representing substantial numbers of racticing physicians who are willing and believed capable of progressively
assuming responsibility for overall continuing review of institutional
and outpatient care and services. Local sponsorship and operation
should help engender confidence in the familiarity of the review group
with norms of medical practice in the area as well as in their knowledge
of available health care resources and facilities. Furthermore, to the
extent that review is employed today, it is usually at the local level.

To be approved, a PSRO applicant must provide for the broadest
possible involvement, as reviewers on a rotating basis, of physicians
engaged in all types of practice in an area such as solo, group, hospital,
medical school, and so forth.

Participation in a PSRO would be voluntary and open to every

physician in the area. Existing organizations of physicians should be
encouraged to take the lead in urging all their members to participate
and no physician could be barred from participation because he is
or is not a member of any organized medical group or be required to
join any such group or pay dues or their equivalent for the privilege
of becoming a member or officer of any PSRO nor should there be any
discrimination in assignments to perform PSRO duties based on membership or nonmembership in any such organized group of physicians.
Physician organizations or groupings would be completely free to
undertake or to decline assumption of the responsibilities of organizing
a PSRO. If they decline, the Secretary would be empowered to seek
alternative applicants from among other medical organizations, State
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and local health departments, medical schools, and failing all else,
carriers and intermediaries or other health insurers. In no case, however, could any organization be designated as a PSRO which did not

have professional medical competence. And, in no case could any final
adverse determinations by a PSRO with respect to the conduct or provision of care by a physician be made by anyone except another qualified physician.
PSRO physicians engaged in the review of the medical necessity for
hospital care and justification of need for continued hospital care must
be active hospital staff members. The purpose here is to assure that
only doctors knowledgeable in the provision and practice of hospital
care will review such care. To the extent feasible, it is intended that a
physician not be involved in decisionmaking in the review of care for
the PSRO which was provided in a hospital where he has active staff

privileges (except to the extent of his involvement with "in-house"
review acceptable to the PSRO).

The committee expects that the Secretary will provide every possible assistance to the PSRO's. The Department would be re-

quired to develop prototype review plans and would be expected
to provide assistance and encouragement in the development of acceptable review plans. Proposals submitted to the Secretary by prospective PSRO's would be made available, on request, to appropriate
concerned organizations and individuals who, in turn, would

be free to submit to the Secretary such comments on the proposal as
might assist his evaluation of the prospective PSRO. The Department
would also be required to develop the capacity tO evaluate the potential
of review plans proposed by organizations throughout the country, and
with the assistance and advice of the National Professional Standards
Review Council, to monitor on a regular and continuing basis the performance of the organizations selected through the use of statistical
comparisons and other means of evaluation.
The committee recognizes that proper administration of this provision will involve substantial administrative effort and expense. However, over the long run, the PSRO provision, properly implemented,
should result in substantial reductions in program costs and improved
quality of care. The Secretary is expected to take such administrative
steps and provide all necessary assistance and cooperation to assure
that no PSRO fails because it does not have access to the means or
information required to perform adequately.
CONDITIONAL STATUS OF PSRO's

A qualified PSRO applicant would be approved on a conditional
basis for a period not to exceed 2 years during which it would develop
and expand its review activities and capacity. Contracts may be terminated upon 90 days' notice by either the PSRO or the Secretary. During
the conditional period, existing medicare and medicaid review operations would also continue so as to provide backup and standby capacity
in the event a PSRO encounters difficulties or is terminated. At the end
of the conditional period, where the PSRO has satisfactorily demonstrated its effectiveness in review, the Secretary would have authority
and would be expected to waive any other professional review requirements, in whole or part, imposed under the law and regulations.
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Medicare and medicaid claims-paying agencies would be expected to
abide by final decisions of the PSRO during this trial period. Placing
reliance on the PSRO decision during the trial period is necessary to
permit an accurate appraisal of the effectiveness with which the conditionally approved PSRO's could be expected to exercise the review
function in the absence of concurrent review by others.
As noted, once an organization is accepted as a PSRO the Secretary
would regularly evaluate its performance using statistical comparison
and other means of evaluation including the findings and recommendations of the statewide and national professional standards review
councils established under the amendment. Where performance of an
organization was determined to be unsatisfactory, and timely efforts
to bring about its improvement failed1 the Secretary could terminate
its participation after appropriate notice and opportunity for administrative hearing. A finding, for example, that one PSRO was accepting without question substantial numbers of requests which other apparently well-run PSRO's were generally investigating and denying
would be expected to result in termination of the agreement with the

former PSRO unless the situation is justified by factors related to

medical necessity or unless reasonable action to correct the problem is
undertaken.

The committee anticipates that PSRO's will function in effective
and dedicated fashion under the guidance of concerned physicians. In
instances where there might be only nominal or halfhearted performance, it would be expected that necessary remedial action would be
promptly taken through the initiative of the medical profession and,
failing that, by the Secretary.
If the Secretary found it necessary to replace a review organization,
as a first step lie would consult with other review organizations in the
State involved as well as with the State medical society to determine
whether another local organization or an organization sponsored by
the State society itself was willing and capable of undertaking review
responsibility in the geographic area concerned. In the event that such
was not the case, he could then contract with State or local health
departments or employ other suitable professional means of assuring
the necessary review activity in the area.
REsPoNsIBIUTIEs OF A PSRO

A PSRO would have the responsibility of determining—for pur-

poses of eligibility for medicare and medicaid reimbursement—whether
care and services provided were: first, medically necessary, and second,
provided in accordance with professional standards. Additionally, the

PSRO where medically appropriate, would encourage the attending
physician to utilize less costly alternative sites and modes of treatment.
The PSRO would not be involved with questions concerning the reasonableness of charges or costs or methods of payment nor would it be
concerned with internal questions relating to matters of managenal
efficiency in hospitals or nursing homes except to the extent that such
questions substantially affect patterns of utilization. The PSRO's responsibilities are confined to evaluating the appropriateness of medical
determinations so that medicare and medicaid payments will be made
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only for medically necessary services which are provided in accordance
with professional standards of care.

The local PSRO would be primarily responsible for review of all
medicare and medicaid services rendered or ordered by physicians in
its area. The purpose of the provision is to establish a unified review
mechanism for all health care services under the aegis of the principal
element in the health care equation, the physician. Christian Science
practice, however, would not be encompassed in the overall review and
review arrangements required of a PSRO.
In carrying out its responsibilities the PSRO would be required to
regularly review provider and practitioner profiles of care and service
(that is, the patterns of services delivered to medicare and medicaid
beneficiaries by individual health care practitioners and institutions)
and other data to evaluate t.he necessity, quality, and appropriateness
of services for which payment may be made under the medicare and
medicaid programs.
The PSRO would be expected to analyze the pattern of services
rendered or ordered by individual practitioners and providers and to
concentrate its attention on situations in which unnecessary, substandard, or inappropriate services seem most likely to exist or occur.
Emphasis in review efforts would be related to the results expected to
be achieved by these efforts so that the net advantage from the review
time would be maximized.
A PSRO would have authority to approve the medical necessity of
all elective hospital admissions in advance—solely for the purpose of
determining whether medicare or medicaid will pay for the care. The
PSRO would also be required to acknowledge and accept, in whole or
in part, an individual hospital's own review of admissions and need
for continued care, on a hospital-by-hospital basis, where it has determined that a hospital's "in-house" review is effective. It is expected
that where such "in-house" review is effective this authority would
be exercised by the PSRO. Similarly, a PSRO would be required to
acknowledge and accept for its purposes, review activities of other
medical facilities and organizations, including those internal review
activities of comprehensive prepaid group practice programs such as

the Kaiser Health plans and the Health Insurance Plan (H.I.P.) in

New York to the extent such review activities are effective. In issuing
regulations to assure orderly operation of this procedure of evaluating
in-house review the Secretary would be expected to incorporate reasonable appeals procedures to avoid any non-professional prejudice or
bias by the PSRO in acceptance or rejection of in-house review. In
order to assure the broadest possible participation in PSRO activities
by physicians in an area, internal review activities will not be accepted
by a PSRO where the physicians of the institution or medical organization concerned do not participate in the overall review activities
conducted by the PSRO. Thus an institution or medical organization
which is carrying out effective review would bring its desirable ex
pertise to the benefit of the entire community, to the extent that the
PSRO finds those review activities and experience effectively assist in
fulfilling its overall responsibilities.
The purpose here is to build upon and encourage improvement in
existing systems of review to the extent those systems are capable of
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assisting

in fulfilling the overall responsibilities of a PSRO. Thus

effective review mechanisms would be recognized and encouraged by
the PSRO. Of course, PSRO's would use this authority carefully. Indiscriminate acceptance of hospital and other review activities would
undoubtedly be reflected in an overall poor performance rating when

a PSRO was measured against other PSR.O's operating in careful
fashion. A poor rating could, in turn, lead to termination and replacement of the negligent PSRO. Where provision of services was disapproved by the PSRO, payment for the services could not be made under

medicare or medicaid (unless the disapproval was reversed in the
course of reconsideration, hearing, or court review). In case of advance

review the institution and the patient alike would know in advance
whether medicare will pay for the health care services being contemplated, although denial of certification for admission would not bar
admission of any patient to an institution if his physician desires to
admit him and if the institution accepts his admission. In this regard,
medicare parallels private health insurance where a private policy
issuer might determine that the care proposed or rendered was not
reimbursable under the terms of the policy.

Where advance approval by the review organizations for institutional admission was required and provision of the services was
approved by the PSRO, or where and to the extent the PSRO accepted "in-house" review, such approval would provide the basis for a
presumption of medical necessity for purposes of medicare and medicaid benefit payments. However, advance approval of institutional admission would not preclude a retroactive finding that ancillary services

(not specifically approved in advance) provided during the covered
stay were excessive.

The PSRO, where it has not accepted in-house review in a given
hospital as adequate, would be responsible for reviewing attending
physicians' certifications of need for continued hospital care beyond
professionally determined regional norms directly related to patients'
age and diagnoses, using criteria such as the types of data developed
by the Commission on Professional and Hospital Activities, which is
sponsored by the American Hospital Association, the American College of Physicians, and the American College of Surgeons. It is expected that such certification would generally be required not later
than the point where 50 percent of patients with similar diagnoses and
in the same age groups have usually been discharged. However, it is
recognized that there are situations in which such stays for certain
diagnoses may be quite short in duration. In such situations the PSRO
might decide against requiring certification at or before the expiration
of the period of usual lengths of stay on the grounds that the certification would be unproductive; for example, when the usual duration of
stay is two days or less. Certification on the first day of stay might
yield no significant advantage in the review process. This professionally determined time of certification of need for continued care is a
logical checkpoint for the attending physician and is not to be construed as a barrier to further necessary hospital care. Neither should
the use of norms as checkpoints, nor any other activity of the PSR.O,
be used to stifle innovative medical practice or procedures. The intent
is not conforniism in medical practice—the objective is reasonableness.
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PSRO disapproval of the medical necessity for continued hospital
care beyond the norm for that diagnosis will not mean that the physician must discharge his patient. The physician's authority to decide
the date of discharge as well as whether his patient should be admitted
in the first place cannot be and are not taken from him by the PSRO.
The review responsibility of the PSRO is to determine whether the
care should be paid for by medicare and medicaid. By making this
determination in advance, the patient, the institution, and the physician will all be forewarned of the desirability of making alternative
plans for providing care or financing the care being contemplated.
Similarly, as feasible, out-of-institution norms would be developed

and utilized based upon patterns of actual and proper practice by
physicians. Such norms are available in many areas to an extent today.
It is recognized that continuing efforts will need to be made to improve
the scope and comprehensiveness of such norms.
OPERATION OF A PSRO

It is expected that a PSRO would operate in a manner which conserves and maximizes the productivity of physician review time without unduly imposing on his principal function, the provision of health
care services to his own patients. One way to conserve physician review
time is through automated screening of claims by computers and other
devices used in the claims process carried out under review specifica-

tions and parameters set forth by the PSRO. Another way to con-

serve physician time would be through the use of other qualified personnel such as registered nurses who could, under the direction and
control of PSRO physicians, aid in assuring effective and timely review. And as already pointed out, a third is by utilizing the services of
active and conscientious utilization review committees in hospitals
and in local medical organizations.
It is expected that the Secretary will develop necessary procedures
for coordination between medicaid agencies, medicare carriers and
intermediaries and the PSRO's. To the extent that profiles are presently maintained by State agencies, carriers and intermediaries, these

would be made available to the PSRO's. Following completion
of the conditional period of PSRO designation the Secretary
would be authorized to waive any control or review activity

required by ] aw which he determines to be unnecessary in view of the
review and control activities assumed by and effectively performed by
a PSRO. Thus, the PSRO activity would be fitted into the medicaremedicaid process with an eye to efficiency in the system. When a federally financed system of operation of a PSRO is developed, whether
directly by the PSRO or by contract, that system would be made available without charge for use by other PSRO's.

Existing medical organizations, such as the San Joaquin and
Sacramento Medical Foundations in California, and others have

developed patient and practitioner profile forms and approval certification and other review methods which may provide the bases for devel-

opment of uniform data gathering and review procedures capable of
being employed in many areas of the Nation. The committee expects
that the Secretary, in conjunction with various medical and other
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organizations, would assist the local professional standards review
organizations through providing them with model operational guides,
forms and methodology descriptions. To the greatest extent possible,
standardized forms and procedures should be utilized by the local
review organizations. Of course, this approach would not preclude
acceptable modification and adaptation to meet local circumstances,
but basic formats should be established for national usage and basic
comparable data for inter-PSRO comparisons should be developed.
It is expected that where economical and efficient computer and
other resources already exist in carriers and intermediaries they would
be utilized to the extent feasible and that operations would be consolidated and coordinated wherever possible. In a similar fashion, the
PSRO could use the established communication channels of State and
local medical associations to keep practicing physicians fully informed of review activities.
The committee would stress that the approach recommended does
not envisage Blue Cross or Blue Shield or other insurance organizations or hospital or medical association review committees, assuming
the review responsibilities for the professional standards review organizations. Where Blue Cross or Blue Shield or other insurers, or
agencies have existing computer capacity capable of producing the
necessary patient, practitioner, and provider profiles in accordance
with the parameters and other requirements of the PSRO, on an ongoing expeditious and economical basis, it would certainly be appropriate to employ that capacity as a basic tool for the professional
standards review organizations; but that mechanism would be employed essentially to feed computer printouts to the review organizations which would be responsible for their evaluation. Where it would
facilitate administration, the Secretary could designate a specific carrier or intermediary as "lead" carrier or intermediary for purposes of
coordination with PSRO's in an area. The responsibility for handling
requests for such prior approval of hospital admissions, elective procedures and services as might be required, as well as the administrative
mechanism for processing such requests, would lie with the PSRO's.

A "lead" carrier or intermediary would not interfere with nor interrupt direct contact between the Secretary and the PSRO's.
It is expected that PSRO's would make specific arrangements with
groups representing substantial numbers of dentists for necessary review of dental services.

PSRO's would be authorized and expected to retain and consult
with other types of health care practitioners such as podiatrists to
assist in reviewing services which their fellow practitioners provide.
However, physicians should not be precluded—in fact they should be
encouraged—to participate in the review of services ordered by physicians but rendered by other health care practitioners. For example,
physical therapists may be utilized in the review of physical therapy
services, hut physicians should determine whether the services should
have been ordered. The PSRO would be responsible for seeing to it
that any arrangement it made was carried out effectively.
Expenses reasonably and necessarily incurred by the PSRO's, statewide councils and advisory groups and the national council would be
borne by the Federal Government. Since overutilization of health serv-

266

ices is not restricted to medicare and medicaid but affects private health
insurance as well, the PSRO would be at liberty to provide its review

services to private health insurers provided the additional review efforts do not lower the quality of the medicare-medicaid reviews.
In such a case, there would be a proportionate allocation of costs
between medicare, medicaid, and others served by the review organization.
Employees of the PSRO would be selected by the organization and
would not be Government employees. Where the Federal GovernmentS
has paid for or supplied necessary equipment to the review organizations, title to such property would remain with the Government.

A PSRO agreement would include provision for orderly transfer
of medicare and medicaid records, data and other materials developed
during the trial period to the Secretary or such successor organization
aS he might designate in the event of termination of the initial agreement. Such transfer would involve only those records pertinent to medicare and medicaid patients and would be made solely for purposes of
permitting orderly continuity of review activities by a successor
PSRO.
SANCTIONS AND LIAinIJTY

It is anticipated that in those areas where PSRO's function effectively, the need for sanctions will be minimal. However, sanctions are
provided under the amendment to deter improper activity.
On the basis of its investigations of situations of possible abuse
identified in its own review or referred to it by the Secretary or his
administrative agents, the PSRO would (after reasonable notice and
opportunity for discussion with the practitioner or provider involved)
recommend to the Secretary appropriate action against persons
responsible for gross or continued overuse of services, for use of services in an unnecessarily costly manner, or for inadequate quality of
services and would act to the extent of its authority and influence to
correct improper activities.
In determining responsibility for ovei'use of services, uneconomical
use of services or the provision of substandard services, the PSRO
would take into account actual ability of the provider or physician

to control the activities in question.
Where a review organization finds that voluntary and educational
efforts fail to correct or remedy an improper situation with respect
to a practitioner or provider, it would transmit its recommendations
concerning sanctions through the statewide council to the Secretary
of HEW. Protective appeals procedures are afforded to those against
whom sanctions have been recommended. Where he receives such a
recommendation, the Secretary could terminate or suspend medicare
and medicaid payment for the services of the practitioner or provider
involved, or assess an amount reasonably related to the excessive costs
to the programs deriving from the acts or conduct involved—but not
to exceed $5,000 against persons or institutions found to be at fault.
In such cases the practitioner or provider would be granted a hearing
by the Secretary on request and could seek judicial review of the final
determination of the Secretary.

The amendment provides protection from civil liability for those
engaged in required review activities, or who provide information to
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PSRO's in good faith, for actions taken in the proper performance
of these duties. Activities taken with malice toward a practitioner or
institution, or group of practitioners would not be considered action
taken in the proper performance of these duties. In addition, physicians and providers would be exempt from civil liability arising from
adhere.nce to the recommendations of the review organization (where
it was a physician-sponsored and operated PSRO) provided they exercise due care in the performance of their functions. The intention

of this provision in the amendment is to remove any inhibition to

proper exercise of PSR.O functions, or the following by practitioners
and providers, of standards and norms recommended by the review
organization. Thus, a physician following practices which fall within
the scope of those recommended by a PSRO would not be liable, in the
absence of negligence in other respects for having done so.
Failure to order or provide care in accordance with the norms employed by the PSR.O is not intended to create a legal presumption of
liability.

The exemptions from civil liability would apply to a range of
patterns which fall within the scope of the norm, to the extent that

such a range is considered acceptable by the PSRO in accordance with
regulations of the Secretary. For example, the usual length of stay for
a given illness might be 6 days, but an individual practitioner might
only hospitalize his patient for 4 days. hi this case the doctor

might be motivated to keep his patient in the hospital for an extra
2 days to assure himself of exemption from liability. However, as
described above, the PSRO could approve a range of norms, each of

which was considered medically acceptable by the PSRO, which could

encompass a hospital stay of 4 days as being sufficient. It is not
intended, however, that this protection preclude the liability of any

person who is negligent in performing PSRO functions or who misapplies or causes to be misapplied the professional standards promulgated by a review organization.
A physician or provider should not be relieved of responsibility
where standards or norms are followed in an inappropriate manner
or where an incorrect recommendation by the PSRO is induced
through provision of erroneous or incomplete information.
Objective and impartial review must be provided by a PSRO if
it is to be effective and respected. Malice, vendettas, or other arbitrary
and discriminatory practices or policies are by definition "nonprofessional," and in the unlikely event of such occurrences the Secretary
is expected to promptly act to terminate the contract with the organization involved unless it immediately undertakes voluntary corrective measures.
HEARINGS, REVIEW AND WAIVER OF LIABILFrY

A medicare beneficiary, medicaid recipient, provider of services or
health care practitioner who was dissatisfied with a determination by
a PSRO under this provision would be entitled to reconsideration of
the determination by the PSRO; where the matter in cóntroversy is
$100 or more the reconsideration would be subject to review, on appeal, by a State Professional Standards Review Council or by the Secretary. Where the amount in question exceeded $1,000, the Secretary's
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final decision would be subject to judicial review. A review or appeal
proceeding under the PSRO provision would be in lieu of any other
review unler the Social Security Act with respect to the same issue.
Generally, where the PSRO disapproved items or services furnished
under medicare and medicaid, payment for such items and services
could not be made by these programs. However, provision is made for

the Secretary to make payment for disapproved items and services
where he determined that a claimant was without fault with respect
to the provision of items or services. This provision is needed to prevent making individuals liable for payment for the disapproved services when they accepted the services under the impression they would
be paid for by medicare or medicaid.
STATE AND NATIONAL ORGANIZATIONS

Under the amendment statewide professional standards review
councils (and an advisory group to each council) would be established
in States which have three or more PSRO's. A council would consist

of one representative from each PSRO, two physicians designated
by the State medical society, two physicians designated by the State
hospital association, and four persons, knowledgeable in health care,
selected by the Secretary as public representatives. Two of the public
representatives would be selected from nominees recommended by the
Governor of the State.
A statewide council would serve to coordinate the activities of the

PSRO's within the State, disseminate information and other data to
them and review the overall effectiveness of each of the PSRO's
operations. The council would be advised and assisted in its activities
by an advisory group consisting of representatives of health care
practitioners (other than physicians) and health care institutions.
Completing the structure, a national professional standards review
council would be established. That council would consist of 11 physicians of recognized standing and distinction in the review of medical
practice who would be appointed by the Secretary. A majority of the
members would be selected from nominees of national organizations
representing practicing physicians. The council would also include
physicians nominated by consumer groups and other health care interests such as hospitals. The national council would arrange for the col-

lection and distribution of data and other information useful to the
statewide and local professional standards review organizations; particularly, norms of care employed in various geographic or medical
service areas and various methods of utilizing and applying those
norms. The national council would also report regularly to the Secretary and to the Congress on the overall and area-by-area effectiveness
of the review program and offer such recommendations as it might
have for improvement of the program.
ROLE OF THE INSPECTOR GENERAL

Properly established and properly implemented throughout the
Nation, professional standards review mechanisms can help relieve
the tremendous strain which soaring health costs are placing upon the
entire population. Emphasis, wherever possible, upon the provision of
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necessary care on an outpatient rather than inpatient basis could
operate to reduce need for new construction of costly hospital facilities.

Hospital bed need would be further reduced by reductions in lengths
of hospital stay and avoidance of admission for unnecessary or avoidable hospitalization.
To be effective, the PSRO provisions will require full and forthright implementation. Equivocation, hesitance, and half-hearted compliance will negate the intended results from delegation, with appropriate public interest safeguards, of primary responsibility for professional review to nongovernmental physicians. For these reasons,
the committee expects that the Inspector General for Health Administration (whose office is established under another amendment) will
give special attention to monitoring and observing the establishment
and operation of the PSRO's to assure conformance and compliance
with congressional intent.

Coverage of Certain Maintenance Drugs Under Medicare
(Sec. 215 of the bill)
BACKGROUND

The committee added an amendment to the House bill which would
provide coverage of certain maintenance drugs under part A f medicare. Medicare presently covers the cost of drugs given to an inpatient
in a hospital or extended care facility, but does not, however, pay for
prescription drugs on an outpatient basis.
Beneficiaries and others have frequently indicated the lack of coverage for outpatient drugs as the most significant gap in the medicare

benefit structure. Prescription drug expenses account for a large
part of the health expenses of older people. More important, per-

haps, than the fact that drugs represent a large out-of-pocket expense
for the elderly is that this expense is distributed unevenly among the

elderly. Those with chronic illnesses such as heart or respiratory
diseases are often faced with recurring drug expenses and many of

these drugs are critical to the survival of these chronically ill patients.
As a result, the elderly with chronic illnesses have, on the average,

prescription drug expenditures nearly three times as high as those

without chronic illnesses.
The committee believes that an outpatient prescription drug benefit
is the most important and logical benefit addition to the Medicare program. However, the committee was quite concerned with the cost and
administrative problems associated with proposals to cover all outpatient prescription drugs under medicare. Covering all drugs for the
aged and disabled, with a $1 copaymeht, was estimated by the Social

Security Administration to cost about $2.8 billion. In addition, the
administrative burden of covering all drugs would be enormous since
the program would have to deal with millions of small prescriptions,
and the utilization controls to assure that prescriptions reimbursed
under medicare were reasonable and necessary and used only by beneficiaries, would be quite cumbersome.
In studying the problems posed with respect to establishing an outpatient drugs benefit, the committee concluded that the problems could
in large part be surmounted by an approach which focused on provid-
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ing specified drugs which are necessary for the treatment of the most
common crippling or life-thratening chronic diseases of the elderly.
This approach would have four advantages: (1) It would result in the
medicare dollar being targeted toward patients with chronic diseases
who need drugs on a continuing basis for a lengthy period of time;
(2) it would substantially simplify administration of a drugs benefit; (3) it would incorporate almost self-policing utilization controls at a relatively low administrative cost, since the program would
involve only a relatively small number of drug entities and the necessity for these drugs would be comparatively easy to establish; and (4)
this approach would substantially lower the cost of providing a drugs
benefit. The cost of the amendment is estimated at $740 million for
the first full year beginning July 1, 1973.
The committee approach is consistent with the recommendation of

the Task Force on Drugs of the Department of Health, Education,
and Welfare. The Task Force, in accordance with the Social Security
Amendments of 1967, undertook many months of study concerning
the appropriateness and possible methods of covering drugs under

medicare. In their final report, issued in February 1969, the Task

Force stated:

"Available data on drug use by the elderly support the

hypothesis that coverage of only those drugs which are im-

portant for the treatment of chronic illness among the

elderly, and which usually are required on a continuing or
recurring basis, would concentrate the protection provided
by a drug program where it is most clearly needed."
After reviewing the relative advantages of this approach, the Task

Force recommended:
"In order to achieve maximum benefits with whatever funds

may be available, and to give maximum help to those of the
elderly whose drug needs are the most burdensome, the Task
Force finds that particular consideration should be given to
providing coverage at the outset mainly for those prescription
drugs which are most likely to be essential in the treatment of
serious long-term illness."

The committee commends the Task Force for its exhaustive and
definitive efforts and agrees w-ith its recommendation.
SUMMARY OF C0MMIrrEE AMENDMENT

Basically, the committee amendment would cover specific drugs
necessary for the treatment of the many crippling or life-threatening
diseases of the elderly with the beneficiary subject to a copayment of
$1 per prescription.
The chronic illnesses covered under the amendment were carefully

chosen. The Task Force on Prescription Drugs issued a voluminous
study containing extensive data with respect to drug utilization among
the elderly. The table below, taken from the Task Force report, list;
the more common chronic illnesses of the elderly, in order of the num•
her of prescriptions related to each condition.
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DESCENDING ORDER FOR NUMBER OF PRESCRIPTIONS USED IN TREATMENT
OF ILLNESSES AMONG THE AGED

[Excluding mental conditions, gastrointestinal disorders, chronic skin diseases
and anemiaj
Diagnosed Conditions

Heart

High blood pressure
Arthritis and rheumatism
Genito-urinary conditions
Diabetes

Colds, coughs, throat conditions and influenza
Other disorders of circulatory system
Injuries and adverse reactions
Neoplasm
Eye

Emphysema

Asthma and hay fever
Other respiratory conditions
Sinus and bronchial conditions
Ear

Number of Rx's
in thousands

46,512
19,681
17,343
9,127
8,085
7,504

4,776
4,000
3,701
3,683
2,766
2,547
2,415
2,138
2,113

Pneumonia
Thyroid

1,531
1,491
Not included in amendment because of generally short-term nature of condition and need

for prescriptions.

The amendment would cover serious chronic conditions necessitat-

ing long-term drug treatment with the exception of mental and

nervous conditions, chronic skin disease, anemia, and gastrointestinal
disorders. These diagnoses are excepted because many of the drugs

used in their treatment (for example, tranquilizers, anttcids, antispasmodics, antidiarrheals, vitamins, iron, and skin ointments) are
drugs which are also used by many people for general reasons and
are, therefore, difficult to confine to appropriate usage by beneficiaries
only (for example, they could be acquired for use by nonbeneficiaries)
as opposed to drugs such as insulin or digitalis which are ahnost invariably used only by those who have a specific need for them. In addi-

tion, concern has been expressed that coverage of the "major" tranquilizers used in the treatment cf mental illnesses might encourage
over-prescribing of potent tranquilizers for older people.
The amendment would further limit coverage to only certain drugs

used in the treatment of covered conditions. In other words, people
with chronic heart disease often use digitalis drugs to strengthen their
heartbeat, anticoagulant drugs to reduce the danger of blood clots and
other drugs to lower their blood pressure. These types of drugs would

be covered under the amendment as they are necessary in the treatment
of the heart condition and they are not types of drugs generally used
by people without heart conditions. However, other drugs which might
be used by those with chronic heart conditions (such as sedatives, tranquilizers and vitamins) would not be covered as they are drugs which
are generally less expensive, less critical in treatment and much more
difficult to handle administratively, as many patients without chronic
heart disease may also utilize these types of medications.
Phe provision is designed to establish a basis for coverage of drugs

capable of administration at reasonable cost. In this form and scope
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it is an approach capable of providing significant help and of allowing
for orderly future expansion if that were later decided.

tt is expected that the Formulary Committee will study the problems related to the question of possible medicare coverage of drugs
used in the treatment of mental illness with particular attention to
development of means of assuring appropriate usage of such drugs.
The Formulary Committee would submit to the Congress, through the
Secretary, a report concerning its findings, conclusions and recommendations with respect to this matter.
ELIGIBILITY

All persons covered under part A of medicare would be eligible for
the new outpatient drugs benefit. Under the provision, the drugs covered are necessary in the treatment of the following conditions:
Diabetes
Gout
Tuberculosis
High blood pressure
Glaucoma
Chronic cardiovascular
Thyroid disease
disease
Chronic respiratory disease Cancer
Epilepsy
Chronic kidney disease
Arthritis and Rheumatism
Parkinsonism
Myasthenia gravis

The fact that the patient needs the drug would indicate that he
suffers from one of the above illnesses. Thus generally the existence of
a specific chronic illness would not have to be established in connection

with the application for payment for the prescription.
BENEFITS

The covered drug therapeutic categories are as follows:
Andrenocorticoids
Cardiotonics
Anti-anginals
Cholinesterase inhibitors
Anti-arrhythmics
Diuretics
Anti-coagulants
Gout suppressants
Anti-convulsants
Hypoglycemics
(excluding phenobarbital) Miotics
Anti-hypertensives
Thyroid hormones
Anti-neoplastics
Tuberculostatics

Anti-Parkinsonism agents
Anti-rheumatics
Bronchodilators
Within these categories, eligible drugs would be those prescription
drug entities which are included by dosage form and strength in the
Medicare Formulary described below. The amendment would exclude
drugs not requiring a physician's prescription (except for insulin),
drugs such as antibiotics which are generally used for a short period
of time and drugs such as tranquilizers and sedatives which may be
used not only by beneficiaries suffering from serious chronic illnesses,
but also by many other persons as well. Beneficiaries would incur a $1

copayment obligation for each prescription. They would also be
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obliged to pay any charges in excess of the product price component of

the reasonable allowances where a higher-priced product of a drug
included in the Formulary was prescribed and where the allowances
were based upon generally available lower cost products (see "reasonable allowance" below). Payment under this program would not be
made for drugs supplied to beneficiaries who are inpatients in a hospital or skilled nursing facility because their drugs are already covered under medicare.
FORMULARY COMMIrrEE

To assure rational and professional control over the drugs covered
and the cost of the drugs benefit, and to assure that funds are being
targeted toward the most necessary drug entities within each covered
therapeutic category, a Medicare Formulary would be established.
The Formulary would be compiled by a committee consisting of
five members, a majority of whom would be physicians. The members
would include the Commissioner of Food and Drugs and four individuals of recognized professional standing and distinction in the fields
of medicine, pharmacology or pharmacy who are not otherwise employed by the Federal Government and who do not have a direct or indirect financial interest in the economic aspects of the committee's decisions. Members would be appointed by the Secretary for 5-year staggered terms and would not be eligible to serve continuously for more
than two terms. The Chairman would be elected by and from the public
members for renewable one-year terms.

It is expected that appointees to the Formulary Committee will

have the stature and expertise to assure objective effort and informed
decision-making of a level engendering public and professional confidence in their integrity and judgment.
The Formulary Committee would be authorized, with the approval
of the Secretary, to engage or contract for such reasonable technical
assistance as it determined it might need from time to time to enhance
its capacity for judgment concerning inclusion of drugs in the Formulary. This could include utilizing the services of the committees and
technical staff of the official compendia (the United States Pharmacopeia and the National Foimulary). The committee expects that such
contracting would be undertaken on a limited ad hoc basis, and will
be used to supplement, as necessary, the services available within the
Department.

The Formulary Committee's primary responsthility would be to

compile, publish, and revise periodically a Medicare Formulary which

would contain a listing of the drug entities (and dosage forms and
strengths) within the therapeutic categories covered by the program
which, based upon its professional judgment, the committee finds neces-

sary for proper patient care, taking into account other drug entities
included in the Frmu1ary. To aid fully its consideration as to whether
a drug entity should be included in the Formulary, the Formulary
Committee would be authorized to obtain any records pertaining to a
drug which were available to any other department or agency of the
Federal Government and to request of suppliers of drugs and other
knowledgeable persons or organizations pertinent information concern-
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ing the drug. The committee would be authorized to establish procedures which it might require to determine the appropriateness of

including or excluding a given drug from the Formula ry.
The Formulary Committee would exercise utmost. care in main-

taining the confidentiality of any material of a confidential nature

made available to it.
For purposes of inclusion in or exclusion from the Formulary of any

drug entity (in a given dosage form and strength), the principal

factors to be taken into account by the committee would be: (1) Clini-

cal equivalence, in the case of the Same dosage forms in the same
strength of the same drug entity; and (2) relative theripeutic value
in the case of similar or dissimilar drug entities in the same therapeutic category. The price of a drug entity would not be a consideration in the judgment of the Formulary Committee.
In considering which drug entities and strengths, and dosage forms,
to include in the Medicare Formulary, the Formulary Committee is
expected, on the basis of its professional and scientific analysis of
available information, to exclude such drugs as it determines are not
necessary for proper patient care taking into account those drugs (or
strengths and dosage forms) which are included in the Formulary.
For example, in their consideration of drug entities in the therapeutic
category known as anti-anginals, a therapeutic category included in
the covered categories, the Formulary Committee would be expected
to take into account professional appraisals such as the following
which appears in "Drug Evaluations—1971," an authoritative publication of the American Medical Association:
"The effectiveness of the short-acting agents, such as nitroglycerin and amyl nitrite, has been established through many

years of use. * * * The oral administration of the so-called
'long-acting nitrates e.g., pentaerythritol tetranitrate, .
erythrityl tetranitrate, . . isosorbide-dinitrate, as well as
some preparations of nitroglycerin are alleged to reduce the
number of episodes and the severity of the pain of angina
pectoris. The effectiveness of these agents is even more difficult to determine than that of the short-acting nitrates, and
thus the beneficial value of their long-term use is controversial. * * * Thus, it cannot be concluded that the long acting nitrates are of definite therapeutic value for prolonged
.

use.

"Many products are available that contain a. mixture of
antianginal agents or an antianginal agent with a sedative or
other drug(s); however, none of these fixed-dose combinations is rational. There is no evidence that a combination of
antianginal agents has any advantage over the individual
agents and, if more than one type of drug is needed, they
should be prescribed separately."
The above quotation is illustrative of the type of source and information to which the Formulary Committee is anticipated to give serious consideration and weight in determining those drug entities (and
dosage forms and strengths) which are reasonably appropriate as eligible drugs for purposes of medicare reimbursement.
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Prior to removing any drug entity (or a particular dosage form

or strength) from the Formulary, the committee would afford reasonable opportunity for a hearing on the matter to persons engaged in
manufacturing or supplying the drug involved. Similarly, any person
manufacturing or supplying a drug entity not included in the Formulary, but which he believed to possess the requisite qualities for inclusion, could petition the committee for consideration of the inclusion of
his drug and, if the petition was denied, might, at the discretion of the
committee, upon reasonable showing to the Formulary Committee of
ground for a hearing, be afforded a hearing on the matter.
Iii addition to the list of drug entities included in the Formulary,
the Formulary would also include a listing of the prices (generally
the average wholesale prices) at which the various products of the
drug entities are usually sold by suppliers to establishments dispensing
drugs.
The Formulary Committee would be solely responsible for profes-

sional judgment as to which drug entities (and dosage forms or
strengths) are included in the Formu]ary. The Secretary would not
be involved in the making of those professional determinations.
REiMBURSEMENT

Reimbursement would be based, generally, on the average wholesale
price at which the prescribed product of the drug entity included in the

Formulary is sold to pharmacies plus a professional fee or other
dispensing charges, except that reimbursement could not exceed an
amount which, when added to the copayment required of the beneficiary, exceeded the actual customary charge at which the dispenser
sells the prescription to the general public.
Both components of the reimbursement would be subject to overall
limitations just as medicare's reimbursement to physicians, hospitals
and other suppliers is subject to overall limitations. The professional
fee or other dispensing charge would not be recognized for medicare

reimbursement purposes to the extent that. it was in excess of the
75th percentile of fees or charges for other pharmacies in the same
census region. In establishing the 75th percentile limit in an area
where some pharmacies use one system of calculation and others use a
different system, it is the intent that the 75th percentile of charges be
calculated independently for the two systems only where a substantial
number of pharmacists in an area used each of the methods of charging for dispensing costs. Otherwise, use of the percentile would have
the result that a scattering of pharmacists using a given form could set
their own limit which might not be reasonable in relation to the usual

practices in a community. In order to avoid this undesirable effect,

where only a few pharmacists in an area used a given form of dispensing charge, the limit on this charge would normally be set at a level
essentially equivalent to the 75th percentile for the form of dispensing
charge most frequently used by pharmacists in an area. In determining the 75th percentile, pharmacies with a lesser volume of prescription business would be compared with each other and all larger volume
pharmacies would be similarly compared with each other.

Increases in the prevailing protessional fees or other dispensing
charges would be recognized in a manner similar to recognition of
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increases in prevailing physicians' fees. That is to say, increases in pre-

vailmg fees or dispensing charges could be recognized (not more than

annually) up to limits established for program purposes by factors
based upon changes in costs of doing business and average earnings
levels in an area during a given period of time. A given pharmacy
could change from a professional fee to another dispensing charge
basis or vice versa, but for program reimbursement purposes the net
effect of such change should be neutral.

Program payment for the drug entity (in given dosage forms and
strengths) would be limited to reasonable allowances determined by
the Secretary on the basis of the average wholesale prices at which the

various products of the drug entity (in a given dosage form and

strength) are commonly sold to pharmacies in a region plus the professional fee or dispensing charge. The beneficiary would be obligated
to pay $1 of the reasonable allowance. If there was only one supplier
of a drug entity, the price at which it was generally sold (plus the fee
or dispensing charge) would represent the reasonable allowance. If,
however, several products of the drug (in the same strength and dosage
form) were generally available, reasonable allowances would be established which would encompass the lower priced products which were
generally available and sold to pharmacies in a region. The number of
lower priced products selected would stop at the point where reasonable availability of the drug entity is assured. In the latter case, other
products of the drug entity (in the covered dosage form and strength)
could also be reimbursable—even though not specifically included in
the range of lower-priced products.—where the average wholesale
price of any such product was at or below the point used by the Secretary in establishing a reasonable allowance. This procedure avoids the
problem of having to list every eligible drug product falling within

the range of acceptable supplier prices in order for it to be reimbursable.

Products of a drug entity included in the Formulary which are
priced above the highest reasonable allowance would be reimbursable
but only to the extent of the highest ieasonable allowance. The beneficiary would be obligated to pay the excess cost.
There would be three circumstances under which the program payment for a prescription could exceed reasonable allowances. First, if

the supplier of a given drug product (of a drug entity in a strength
and dosage form included in the Formulary) can demonstrate to the
Formulary Committee that his product possesses distinct therapeutic
advantages over other products (of the same dosage form and
strength) of that drug entity, then the reasonable allowance for that

drug product would be based upon the price at which it was generally
sold to pharmacies. Second, where the Formulary Committee believed
there was legitimate question concerning the clinical equivalency of
the various products of different suppliers of a covered drug entity
(or of given dosage forms and strengths) the Formulary Committee
would be expected to list all of the products of the covered drug entity
(in the dosage forms and strengths in question) so as to provide the
prescriber with complete discretion until such time as the matter was
resolved. Thus, the reasonable allowance would be based upon the reasonable customary price to the pharmacy for the product prescribed by
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the physician in such cases. Third, if the physician felt in a specific
instance that a particular manufacturer's product of a drug entity
included in the Formulary, but which was priced above the highest
product price component of the reasonable allowance, provides superior therapy to his patient and if he prescribes that product in his
own handwriting by its established name and the name of its supplier,

the reasonable allowance for the product would be based upon the

price at which it was generally sold to pharmacies. Thus, a physician's
reasonable discretion to prescribe a particular product of a drug entity

included in the Formulary would be accommodated. In such cases,

however, the reasonable allowance would not be greater than the actual
usual or customary charge at which the pharmacy sells that particular
drug product to the general public. The committee expects that these

unusual prescribing situations will occur in only a small percent of
cases, and this procedure would not negate the overall medicare requirement that services be reasonable and necessary. The Professional
Standards Review Organizations (or, in the absence of a PSRO, other
appropriate professional review), would be available to routinely review prescribing practices.
In circumstances other than those described above, where the cost
of the drug product prescribed by the physician exceeds the highest
product price component of the reasonable allowance, the beneficiary
would be liable for charges to the extent of this excess including any
related dispensing fee or charge.
Ordinarily, however, the beneficiary's obligation would be $1 per
prescription, with the program paying the balance to the pharmacy.

Reimbursement to providers participating under medicare for

other than the drugs program (such as hospitals) would be made on
the regular reasonable costs basis.

In the case of insulin, reimbursement would be made to a pharmacy for its reasonable, usual and customary charge to the general
public, plus a reasonable billing allowance less the $1 copayment.
Reimbursement would generally be made only to participating
pharmacies. The exception would be that payment may be made
for covered drugs dispensed by a physician where the Secretary de-

termines that the drug was required in an emergency or that no
pharmacy was reasonably available in the area.
PARTICIPATING PHARMACIES

As mentioned above, reimbursement under this program would he
limited to participating pharmacies. No program reimbursement would
be made either to the beneficiary or to a pharmacy where the prescription was dispensed by a non-participating pharmacy. The use of participating pharmacies would substantially decrease the administrative
costs of the program, as participating pharmacies would generally
submit batches of prescriptions and the program would not need to
reimburse individual beneficiaries on a prohibitively costly prescription-by-prescription basis.
Such pharmacies would have to be licensed (where required) in
the State in which they operate and would have to meet conditions
of participation established by the Secretary of Health, Education,
and Welfare. Participating pharmacies would file with the Secretary
.

278

a statement of their professional fee or dispensing charges (including

minimum charges) as of June 1, 172, so that the Secretary could
determine the initial prevailing fee or charges in the census region for
purposes of calculating reasonable allowances.

Participating pharmacies would agree to accept medicare reimbursement as payment in full and would further agree not to charge
the beneficiary more than $1 copayment (except to the extent that a
product prescribed by a physician was one whose cost exceeded the
reasonable allowance).

The participating pharmacy would be paid directly by medicare
on a prompt and timely basis with respect to eligible prescriptions
submitted. The prescriptions from each pharmacy would be audited
from time to time, on a sample basis to assure compliance with program requirements.
ADMINISTRATION

The committee amendment has been structured in such a way as
to simplify and facilitate provision of and payment for benefits.

However, the committee has chosen not to specify a particular
method or mold of administration. Because this is a new benefit, it
is difficult to forecast which methods or organizational structures
might most suitably implement the committee's intent that the drugs
benefit be administered in the most efficient, expeditious and economi-

cal fashion. Fulfillment of the committee's intent would not necessarily entail uniform organization and procedures in each region. The
Secretary could find that different means of administration in different regions or areas were appropriate in achieving the administrative
objectives of the committee.

Inspector General for Health Administration
(Sec. 216 of the bill)

Based upon its years of inquiry and extensive examination of the
medicare and medicaid programs, the committee found that these programs have suffered from the lack of a dynamic and ongoing mechanism with specific responsibility for continuing review of medicare
and medicaid in terms of the effectiveness of program operations and
compliance with congressional intent.

While the Comptroller General and the Department of Health,

Education, and Welfare's Audit Agency have done some valuable and

helpful work along the above lines, there is a pronounced need for
vigorous day-to-day and month-to-month monitoring of these programs, conducted by a unit relatively free of constant pressures from
various nonpublic interests at a level which can promptly call the
attention of the Secretary and the Congress to important problems and
which is charged with authority to remedy such problems in timely,
effective, and fully responsible fashion.

To achieve the above objectives, the committee has approved an
amendment which would establish an Office of Inspector General for
Health Administration in the Department of Health, Education, and
Welfare. The amendment is similar to the amendment approved by
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the committee in 1970 and included in H.R. 17550 as passed by the
Senate.

The responsibilities and role envisaged for the Inspector General
for Health Administration are essentially patterned after the successful approach employed in the Agency for International Development
and the investigative and reporting responsibilities, with respect to
congressional requests, required of the U.S. Tariff Commission.
The Inspector General would be provided with authority sufficient
to assure that medicare and medicaid function as Congress mtends.
He would be appointed or reappointed by the President with the

consent of the Senate for a term of 6 years. A Deputy Inspector

General and such additional personnel as are necessary to carry out
the functions of the Inspector General's office are also authorized.
The Inspector General is to report directly to the Secretary of HEW
and in carrying out his responsibilities he is not to be under the control of, or subject to supervision by, any officer of HEW other than
the Secretary.
The Inspector General will have the duty and responsibility of

arranging, conducting, or directing reviews, investigations, inspections,
and audits of medicare, medicaid, and any other programs of health
care established under the Social Security Act as he considers necessary for determining—
(a) Efficiency and economy of administration;
(b) Consonance with provisions of law; and
(c) The attainment of the objectives and purposes for which
the provisions of law were enacted.
He will be required to maintain continuous observation and review

of the programs to determine the extent to which they comply with
applicable laws and regulations and to evaluate the extent to which

the programs attain the legislative objectives and purposes. The Inspector General is to make recommendations for correction of deficiencies
or for improving the organization, plans, procedures, or administration
of the health care programs.
In carrying out his duties, the Inspector General will have access to
all records, reports, audits, reviews, documents, papers, recommenda-

tions, or other material of or available to the Department of Health,
Education, and Welfare which relate to the health care programs. The
head of any Federal department, agency, bureau, office, et cetera, and
the head of any State agency administrating an approved medicaid
plan would also, upon his request, provide any information which the
Inspector General determines would assist in the carrymg out of his
responsibilities.
The Inspector General wifl have authority to suspend (upon at least
30 days' notice to the Secretary) any regulation, practice, or procedure

employed in the administration of any of the health care programs if
he determines (as a result of any study, investigation, review, or audit)
that the suspension will promote efficiency and economy in the administration of the program, or that the regulation, practice, or procedure
involved is contrary to or does not carry out the objectives and purposes
of applicable provisions of law. Any suspension would remain in effect

until an order of reinstatement was issued by the Inspector General
except that the Secretary might, at any time prior to or after any such
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suspension by the Inspector General, issue an order revoking the
suspension.

When the Inspector General issued any order of suspension or
reinstatement, he would promptly notify the Committee on Ways
and Means of the House of Representatives, the Committee on Finance of the Senate and, in the case of an order relating to a State
medicaid plan, the Governor or other chief executive officer of the
State, of the order, and submit to them information explaining the
reasons for suspension or lifting of suspension. Where the Secretary
terminates an order of suspension issued by the Inspector General,
he is required also to submit an explanation of his reasons to the two
committees.

Where the Inspector General issues an order suspending any State
regulation, practice, or procedure regarding its approved medicaid
plan, and the State fails to comply with the order, the amount of
Federal medicaid payment due the State during the period it so fails
to comply will be reduced by an amount equal to the excess of the
Federal medicaid funds payable to the State during the period it so
fails to comply over the amount of Federal funds payable to the State

if it had complied with the order.
The Inspector General could submit to the Committees on Ways and
Means and Finance such reports relating to his activities as he deemed
appropriate. He would, upon the request of either committee for any
information, study, or investigation relating to, or within his responsibilities, cause such information to be furnished and such study or investigation to be undertaken.
This new office, with lines of communication direct to the Secretary
of the Department and to the concerned committees of Congress, will
make a major—and badly needed—contribution to the efficiency of
the massive Federal health programs reflected in the medicare and
medicaid statutes.
Expenses of the Inspector General are authorized in such amounts

as are necessary to carry out the purposes of the amendment with
the Secretary of HEW allocating proportions of the total amount
to the various health care programs and trust funds involved.
The Inspector General may make confidential expenditures of up to

$50,000 in any fiscal year, except that not more than $2,000 may
ever be paid with respect to any one individual. He would submit an
annual confidential report of any such expenditures to the Committee
on Finance and to the Committee on Ways and Means.

Medicaid Coverage of Mentally Ill Children
(Sec. 299B of the bill)

Under present medicaid law, reimbursement for inpatient care of

individuals in institutions for mental diseases is limited to those otherwise eligible individuals who are 65 years of age or older.
Matching for outpatient care for mentally ill children, as well as

needy adults, is currently available under title XIX. The comimttee
supports use of these funds where appropriate, and believes that outpatient treatment in the patient's own community should be used wher-
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ever possible. However, in some cases, inpatient care in an institution
for mental diseases is necessary.

The committee amendment would therefore authorize Federal

matching under medicaid for eligible children, age 21 or under, receiv-

ing active care and treatment for mental diseases in an accredited
medical institution. The definitions of active care and treatment in

accredited mental institutions are those applinable to psychiatric institutional care under the medicare program. An appropriate "maintenance of effort" provision is included to assure that the new Federal
dollars are utilized to improve and expand treatment of mentally-ill
children.
The committee believes that the nation cannot make a more compassionate or better investment in medicaid than this effort to restore
mentally ill children to a point where they may very well be capable

of rejoining and contributing to society as active and constructive
citizens.

The committee also believes that the potential social and economic
benefits of extending medicaid inpatient mental hospital coverage to
mentally ill persons between the ages of 21 and 65 deserves to be
evaluated and has therefore authorized demonstration projects for this
purpose.
The amendment is effective January 1, 1973.

Uniform Standards for Skilled Nursing Facilities Under
Medicare and Medicaid
(Sec. 246 of the bill)

Under current law, skilled nursing acilities wishing to participate
in both the medicare and medicaid programs are subject to similar conditions of participation although there are differences in the way reg-

ulations governing participation in the two programs are interpreted
and applied from State to State.
While the emphasis of the care in skilled nursing facilities covered
under the two programs differs somewhat—medicare focusing on the
short-term care patient and medicaid on the long-term care patient—
patients in these facilities intended to be covered under both plans
require the availability of essentially the same types of services and
are often in the same institution. Indeed, not infrequently, after expiration of medicare benefits, the patient may remain in the same

facility—even in the same room—continuing on as a medicaid

recipient.

Because of the substantial similarities in the services required of
skilled nursing facilities under the two programs, the existence of
separate requirements (which may differ only slightly) and separate
certification processes for determining institutional eligibility to participate in either program is both administratively cumbersome and
unnecessarily expensive. The same facility is more often than not approved to provide care under both medicare and medicaid. The committee believes therefore that it would be desirable to apply a single
set of requirements to skilled nursing facilities under both medicare
and medicaid.
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The committee amendment provides for a single definition (skilled
nursing facility) and a single set of requirements for the skilled nursing home and the extended care facility. The definition would incorporate the best features of the medicaid and medicare requirements.
The amendment would further provide that facilities which satisfy
the new definition of "skilled nursing facility" under one program
shall be eligible to participate in the other provided it agreed to contract terms. The amendment would incorporate the present medicare
definition and requirements for an extended care facility and would
add the following three requirements:
(a) That it supply full and complete information as to the

identity of each person having (directly or indirectly) an

ownership interest of 10 percent or more in such facility; in
case a facility is organized as a corporation, of each officer
and director of the corporation; and in case a facility is or-

ganized as a partnership, of each partner; and promptly

report any change which would affect the current accuracy
of the information so required to be supplied;
(b) That it cooperate in an effective program of independ-

ent medical evaluation and audit of the patients in the

facility;
(c) That it meet such provisions of the Life Safety Code of
the National Fire Protection Association (21st edition, 1967)
as are applicable to nursing homes; except that the Secretary
may waive, for such periods as he deems appropriate, specific
provisions of such Code which if rigidly applied would result
in unreasonable hardship upon a nursing facility, but only if
such waiver will not adversely affect the health and safety of
the patients.
A single consolidated survey would be performed at least every 12
months to determine a facility's qualifications for both medicare and
medicaid.
The committee's amendment is not intended to result in any dilution
or weakening of standards for skilled nursing facilities. As at present,

a State may continue to require higher standards of skilled nursing
facilities than those mandated by Federal statute and regulation.
Where a State imposes additional requirements in its own right, then,
as under the present section 1863, those standards would apply to both
medicare and medicaid skilled nursing facilities in the State.
This amendment incorporates the general thrust of an amendment
previously developed by the committee and included in H.R. 17550.
The amendment is effective July 1, 1973.

Definition of Care in Skilled Nursing Facilities
(Sec. 247 of the bill)

The committee bill contains a provision which would conform the
definition and the participation standards for skilled nursing facilities under medicare and medicaid. A common definition-of-care requirement under medicare and medicaid to assure that the benefits are
payable on behalf of those types of patients who can best utilize the
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skilled types of services available in such institutions would be con-

sistent with the role these skilled nursing facilities should play in

medical care.
The comiiiittee bill would establish a single common definition of
care requirements for extended care services under medicare and skilled
nursing services under medicaid as follows: Services provided direetly
by or requiring the supervision of skilled nursing personnel, or skilled
rehabilitation services, which the patient needs on a daily basis, and
which as a practical matter can only be provided in a skilled nursing

facility on an inpatient basis.

Skilled nursing services include: assessment of the total needs of
the patient, planning and management of a patient care plan, observation and monitoring of the patient's responses to care and treatment,
and rendering or supervising the rendering of direct services to the
patient where the ability to provide the services or supervise the provision of the services requires specialized training.
Services such as help in walking and getting in and out of bed, assistance in bathing, dressing, feeding and using the toilet, preparation
of special diets, and supervision of medication which can usually be
self -administered and which does not require the continuing attention
of trained paramedical personnel, would not be included as skilled
nursing services. Of course, if a patient needed a variety of unskilled

services on a regular daily basis, that patient could, nonetheless, be
considered a skilled care patient if the planning and overseeing of the
aggregate of the unskilled services required regular daily involvement of skilled personnel.

Some examples of services which meet the definition of skilled nursing services are:
—Intravenous or intramuscular injections and intravenous feeding.
(Injections which can usually be self-administered—for example,
the well-regulated diabetic who receives a daily insulin injection—
do not require skilled services.)
—Levine tube and gastrostomy feedmgs.
—Naso-pharyngeal and tracheotomy aspiration.
—Insertion or replacement of catheters.
—Application of dressings involving prescription medications and
aseptic techniques.

—Care of extensive decubitus ulcers and other widespread skin
disorders.

—Initial phases of a regimen involving administration of medical
gases.

—Restorative nursing procedures, including the related teaching
and adaptive aspects of skilled nursing, which are part of active
treatment and require the presence of licensed nurses at the time
of performance, e.g., teaching the skills and facts necessary for
understanding adherence to a regimen such as bowel and bladder
training.
Both the availability of alternative health care facilities and services
and the patient's condition would be taken into account in determining
whether his need for care or supervision justifies the utilization of a
skilled nursing facility rather than a more economical alternative. (In
other words, if, in the case of medicaid, there were no intermediate
.
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care facility beds available, placement in a skilled nursing facility
might be appropriate for a patient who did not need skilled services
as defined above although, in such cases, reimbursement to the facility
should be at a reduced rate commensurate with the services provided.)
The types of services which would be covered under both medicare
and medicaid would include those skilled services which are essential
to the rehabilitation and recovery of the patient, and also those which

are necessary to prevent deterioration of the patient's condition and
sustain the patient's current capacities even when full recovery or
medical improvement is not imminent.
Since the principal aspect of covered care relates to the skilled services being rendered, the restorative potential of the patient is not controlling. Many patients who have no potential for rehabilitation require

a level of care which is covered under the program. For example, a
terminal cancer patient whose life expectancy is not more than a few
months who requires palliative treatment, periodic "tapping" to relieve
fluid accumulation, and careful skin care and hygiene to minimize discomfort is receiving care covered by this definition. Thus, the controlling factor in determining whether a person is receiving covered care
is the skill and frequency involved and the supervision that the patient
requires, rather than considerations such as diagnosis, type of condition, or degree of functional limitation.
In the case of medicare, the services must be a continuation of treatment of a condition for which the beneficiary received hospital services
in the period immediately before his admission to the skilled nursing
facility.

It has come to the committee's attention that the application of
the definition of the extended care level of services can result in
denial of medicare payment for services received in skilled nursing
facilities by patients who are in regular need of skilled rehabilitation services (other than nursing) which are essential to their recovery from an inhospital stay or to prevent, their condition from
worsening and which as a practical matter should be provided in an
institution. Often, transporting a patient from his home to a place
where he may receive'the needed rehabilitation is an excessive physical hardship on ill patients and uneconomical, especially when the
patient requires ambulance transportation.
The recognition of a patient's need for skilled rehabilitative services
as a basis for meeting the level of care requirement is intended to
cover situations such as the following: (1) non-ambulatory stroke
patients who need daily skilled rehabilitative services such as speech
therapy, but who do not necessarily need skilled nursing services; and
(2) hip fracture patients who need daily physical therapy services
after the fracture has healed to the weight-bearing stage.
These kinds of services, however, would be covered oniy f they
can as a practical matter be provided only in the skilled nursing facility setting because other arrangements that could be made to provide the needed services (e.g., bringing the services to the patient in
his place of residence or daily transportation to an outpatient facility) are not practical because of the patient's condition or from the
standpoint of efficient delivery of the required services. In determining whether other arrangements would be practical, the coverage or
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noncoverage of the various alternatives under medicare or medicaid should not be taken into account—the issue is feasibility amd not

whether coverage is provided in one setting and not provided in

another.
In some cases a skilled nursing facility may have patients who re-

quire only intermediate care rather than daily services which

must be provided by or under the supervision of skilled personnel.
When regular skilled care is not required, medicare would make no
payment unless the care was received during a posthospital stay in
which skilled services were normally required and provided there was
only a day or two on which no skilled services were provided but
discharge from the skilled nursing facility was not practical. Under
medicaid, intermediate care is usually covered and would be paid for
at an amount commensurate with the level of service required and provided, not at the amount paid for skilled care. However, a State could,
with respect to those patients needing skilled care, as defined herein,
reasonably classify such patients (for reimbursement or other appro-

priate purposes) so as to distinguish between those who require a
greater or lesser range or quantity of skilled services or supervision.

The committee expects that the Professional Standards Review
Organizations (established under another provision of the committee's bill) would provide scrutiny over whether appropriate patient

placement was being made and that the Inspector General (also
established under this bill) would also observe the operation of the
provision.

The committee recognizes that the modified definition of care
which would be reimbursable in skilled nursing facilities may

have a substantial impact on extended care benefit costs. The Department of Health, Education, and Welfare has estimated that the cost

of extended care benefits in skilled nursing facilities under medi-

care may increase some $90 million during the first full year of operation. However, the committee believes that to some extent these costs
would be offset by reduced expenditures for hospital care and reduced

medicaid expenditures. Under medicaid, the impact of the change
will vary among the States, but to some degree it should have the
effect of stimulating the removal of patients requiring only intermediate care or the reclassification of such patients in skilled nursing
facilities which also provide intermediate care.
The amendment would become effective with respect to services
furnished on and after January 1, 1973.

Authorization for the Secretary to Determine Whether a Facility
Is Qualified to Participate as a "Skilled Nursing Facility" in
Both Medicare and Medicaid
(Sec. 249A of the bill)

At present, the decision as to whether a skilled nursing home is
qualified to participate in the medicaid program is ultimately determined ' by each State medical assistance agency (the title XIX
agency). The facility makes 'application to the State medical assistance

agency which in turn makes the arrangements for a survey of the
facility by the surveying agency (generally the State health agency).
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The

title XIX agency reviews the survey findings and makes the

final decision regarding the facility's qualifications for participation.
Unlike medicaid facilities, facilities participating in the medicare
program are subject to a certification process whioh reduces—but

does not totally avoid—State to State variability. The Secretary
of Health, Education, and Welfare, acting through the appropriate
Regional Office staff of the Social Security Administration, arranges
for the State health agency to survey the facility desiring to participate

under medicare and uses the results of the survey to make the final
determination on certification of the facility.
Facilities certified to participate under both medicare and medicaid
may be subject to differences in application of requirements inherent

rn the different certification operations of each program. The com-

mittee believes that present State certification of skilled nursing facilities has certain disadvantages, including lack of uniformity in application of standards to which all facilities are subject and duplication of
certification efforts by State and Federal Governments. In addition,
development of common standards for skilled nursing homes and ex-

tended care facilities as skilled nursing facilities, approved by the
committee in another section of this bill, makes separate certification
procedures unnecessary.
The committee's amendment provides, therefore, that determination
of basic eligibility of skilled nursing home under title XIX be made
by the Secretary. The appropriate State health agency would survey

facilities wishing to participate in either (or both) the medicare or
medicaid programs and report its findings and recommendations to
the Secretary. The Secretary would make a determination as to eligibility and advise the State if a facility meets the 'basic requirements
for participation as a skilled nursing facility.
A State could for good cause decline to accept as a participant in

the medicaid program a facility certified by the Secretary. Good cause,
for example, could include non-usage of a facility because an area is
"overbedded" as determined by an areawide facilities plan or because
the rates charged were out-of-line.
A State could not receive Federal matching funds for services provided .by any facility not approved by the Secretary.

In applying uniform certification standards for skilled nursing
facilities, the test will be whether the facility is in full compliance

with all certification requirements. The State's judgment as to whether
a facility is in full compliance with a requirement will be subject to
the Secretary's review and approval. If it is determined that a facility
is not in full compliance with one or more requirements (which do not

jeopardize the health or safety of patients) reasonable time will be
permitted for correction of deficiencies. Use of provider agreements
without fixed expiration dates would not be continued because this
procedure has in the past caused serious difficulties and delays in decertifying a facility with deficiencies. Therefore, a facility will be

issued time-limited provider agreements of up to twelve-months duration. But in no case. longer than the period allowed for correction of
deficiencies as determined by the Secretary.
.
.

The Department would be provided with sufficient flexibility in

applying this procedure in its initial year of implementation to estab-
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lish a staggered schedule of surveys and expiration of contracts to
avoid "peaking" of workloads. It would be expected that surveys
would ordinarily be scheduled at least 60 days before the expiration
of the contract.
Review and certification of intermediate care facilities would remain
a State responsibility.
This amendment would be effective July 1, 1973.

Requirements for States Participating in Medicaid To Pay Skilled

Nursing and Intermediate Care Facilities on a Reasonable
Cost-Related Basis

(Sec. 249 of the bill)

Under the medicare program extended care facilities are reimbursed
for the reasonable costs they incur in providing covered services plus,

in the case of proprietary institutions, an allowance related to net
capital equity. Under medicaid States have been free to develop

their own bases for reimbursement to skilled nursing facilities and intermediate care facilities. States generally establish (in advance) per
diem or similar basic rates payable for patients receiving skilled nurs-

ing facility and ICF care. Concern has been expressed that some
skilled nursing facilities and ICF's are being overpaid by medicaid,
while others are being paid too little to support the quality of care that
medicaid patients are expected to need and receive.
On the other hand the reasonable cost reimbursement approach of

the medicare program has in many cases created difficulties for ex-

tended care facilities. The detailed and expensive cost-finding requirements can prove cumbersome.
The committee bill would require States to reimburse skilled nursing
and intermediate care facilities on a reasonable cost-related basis by
July 1, 1974. This approach is preferable to the arbitrary rate-setting
currently in effect in some States which provide no incentive to facilities to upgrade the level of care provided. The States would use acceptable cost-finding techniques (not necessarily those utilized for medi-

care purposes) to determine reasonable reimbursement and apply
to the results appropriate methodologies for determining payment.
The methods would have to be approved and validated by the Secretary. The committee does not intend that this provision should require
use of the specific medicare reasonable cost reimbursement formula

by States for purposes of reimbursing skilled nursing homes and
intermediate care facilities under medicaid, although States are
free to choose this option. Rather, the States could develop

other reasonable cost-related methods of rate-setting. Whatever methodology is authorized should include adequate procedures for auditing,
as necessary, the financial records of an institution. States would not
be required to reimburse for luxury services, questionable allowances
for depreciation and similar items which they might reasonably choose
not to recognize as "reasonable." States would be free to provide for

retroactive adjustments of rates or costs to the extent necessary to
prevent "windfalls" or unjustifiably low payment. The Secretary

would be expected to validate, on site, a State's methodology through
sample audits. Reasonable cost-related rates could be determined on a
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geographic basis, a class basis, or on an institution-by-institution basis.

The committee amendment provides that cost reimbursement methods which the Secretary would find acceptable for a State's medicaid

program would also be adapted, with appropriate adjustments, in
the State for purposes of medicare reimbursement.. The Secretary
would be permitted to adjust a rate upward where appropriate, to reimburse for specific factors related to medicare requirements (such as

keeping a reasonable number of beds available, type of occupancy

covered, any additional administrative costs) which are not considered
by the State or included in the computation of its medicaid rates. Such
adjustments would be distilled into a percentage factor (not in excess

of ten percent) so as to simplify reimbursement. These percentage
adjustments may be made on a geographic basis of classes of facilities and not necessarily on an institution-by-institution basis. A similar
provision was included inH.R. 1750.
Where a skilled nursing facility is a distinct part of, or directly
operated by a hospital, reimbursement would be made for care in
such facilities in the same manner as is applicable to the hospital's
costs. Where a skilled nursing facility functions in a close formal

medical satellite relationship with a hospital (which would be defined

in regulations of the Secretary) reimbursement would be made on
the basis of costs not to exceed 150 percent of the adjusted medicaid
rate of payment (if the Secretary applies such rates to medicare

facilities in that State) for care in that facility (or comparable

facility.
This approach avoids substantial auditing and cost-finding expense
and provides a means of making equitable adjustments where appropriate.

Public Disclosure of Information Concerning Required Survey
Reports of an Institution
(Sec. 299D of the bill)

At present, information as to whether a hospital, skilled nursing

facility, or other organization fully meets the statutory and regulatory
requirements relating to conditions for participation for medicare and
medicaid or whether it has significant deficiencies, is generally available only to the facility involved, and certain State and Federal agencies. Physicians and the public, in general, are currently unaware as to
which institutions have significant deficiencies and which do not. The
committee believes that in the absence of public knowledge about the
nature and extent of deficiencies of individual facilities, it is difficult
for physicians and the public to rationally choose among health care
facilities and to effectively direct their concern about short-comings to
the deficient facilities and to bring pressures for improvement to bear
on those facilities.
The committee believes that ready public access to timely information about the existence or absence of deficiencies (such as in areas of

staffing, sanitation, fire and other safety requirements) would help
substantially in encouraging facilities to correct their deficiencies and,
at the same time, enable physicians and patients to make sound judg-
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ments about their own use of available facilities in the community.
Given the necessary information, the community should be able to exert
greater influence on institutions to assure that they develop and maintain high standards of care.

The committee bill, therefore, requires the Secretary of Health,

Education, and Welfare, following completion of a survey of a health

care facility or organization, to identify and make available to the
public information from the survey on the absence or presence of deficiencies in every significant area relating to requirements in titles
XVIII and XIX and related regulations. Significant areas would
include all statutory requirements such as those relating to nursing
personnel, as well as other requirements the Secretary establishes by
regulation for the health and safety of patients.
Information on the significant survey findings relative to individual institutions and other organizations identified in the course of a
survey, would be available for public inspection in readily accessible
form and fashion in Social Security district offices and local welfare
offices upon request within 90 days of completion of a survey.

This provision is similar to the provision developed by the com-

mittee in 1970 and included in H.R. 17550 as passed by the Senate.
The provision is effective beginning with surveys completed after the
sixth month following the month of enactment.

Validation of Services Made by the Joint Commission on the
Accreditation of Hospitals in Medicare
(Sec. 2,44 of the bill)

Under present law an institution is deemed to meet the certification
requirements of medicare (except for utilization review requirements)

if such an institution is accredited as a hospital by the Joint Commission on Accreditation of Hospitals (JCAH).
In addition, the law states, under the definition of a hospital, that an
institution must meet such requirements as the Secretary finds neces-

sary in the interests of health and safety, except that such other
requirements may not be higher than the comparable requirements prescribed for the accreditation of hospitals by the Joint Commission on
the Accreditation of Hospitals. However, if a State sets higher stand-

ards for institutions within its jurisdiction for medicaid, these requirements are also used for medicare.

The JCAH, which consists of representatives of the American

Medical Association, the American Hospital Association, the American College of Surgeons, and the American College of Physicians, has
been surveying hospitals which voluntarily request accreditation since
1952. Two-thirds of the hospitals, including almost all large hospitals certified to participate in medicare, received such certification as
a result of JCAH accreditation. Of over 6,700 hospitals approved to
participate in medicare, about 4,500 have been certified on the basis
of JCAH accreditation. About 2,300 additional facilities were certified
by the Social Security Administration, following surveys performed
by State health facility licensure agencies, as meeting statutory requirements and standards established by the Public Health Service.
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Initially, the conditions of participation were linked to those of the
JCAH to provide assurance to those who were concerned, prior to the
enactment of medicare, that only professionally established conditions
would have to be met by providers of health services who wished to
participate in the medicare program as well as providing for use of a
certification program which was operational before medicare. However, the committee has since found several areas of concern with respect to the JCAH role in the medicare certification process.
The JOAH survey process is not subject to Federal review, and all
JCAH survey reports are confidential, available only to JCAH, itself,
and the concerned facility. These elements prevailed, however, prior to
medicare's enactment and were understood at the time of enactment of

the program. No inference should be drawn that hospitals and the
JCAH changed the "rules of the game" in any way. However, since
JCAH survey reports are not available to the Government, the Federal
agencies responsible to the Congress for the administration of medi-

care are not in a position to audit the validity of the overall JCAH
survey process, and thus the Government is unable to determine the
extent to which serious deficiencies may exist in these participating
hospitals.

A further potential difficulty arises because, under present law,
medicare cannot set standards which are higher than comparable
JCAH requirements. This has been interpreted by the Social Security
Administration to bar establishment of any standards in any area
where JCAH has remained silent. Since the law does not refer to any
specific JCAH standard, but rather to any standards prescribed by
the JOAH, the law serves to provide an almost blanket delegation of
authority over hospita.l standards to a private agency. Thus theoretically, if the Joint Commission chose to lower a standard, medicare
would also be required to accept that reduced standard. Though the
Federal Government is limited to JCAH standards, a State may
promulgate higher standards for facilities within the State for State
programs. Licensure requirements, of course, apply to all facilities.
The committee added to the House bill a provision developed with

the complete cooperation of the Joint Commission, which would
authorize the Secretary to enter into an agreement with any State
under which the appropriate State or local certifying agency would
survey JCAH-accredited hospitals on a selective and limited sample
basis, or where the Secretary finds in the case of a given institution
that a survey, or more limited investigation, is appropriate because
he has received a substantial allegation with evidence, or believed

to have substance, of the existence of a condition significantly adverse
to the health or safety of patients. The Secretary is expected to establish procedures for orderly and timely submission and transmittal of

any such allegations. Such a condition would exist when there is a
lack of conformity with a standard or critical factor of medicare conditions of participation which would, under procedures applicable to
nonaccredited hospitals, constitute a deficiency or deficiencies of such
character as to seriously limit the capacity of the institution to render
adequate care and to require State agency survey and followup action.
One or more Federal members could be added to a State team which
has been assigned to survey an accredited hospital, to the extent that
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it desirable in the interest of maintaining uniformity of results in carrying out sample studies, or to augment a
survey team's capability. These sample and special surveys would
serve as a mechanism to validate the JCAH survey process. If in the
course of such a survey an institution were found to have significant
deficiencies, following timely discussion of such deficiencies with
JCAH the detailed medicare standards and compliance procedures
would be applied in place of the general JCAH standard.
The requirements of this provision have been discussed with the
the Secretary found

JCAH and are generally acceptable to it as reasonable. The JCAH has

offered its full cooperation and it is expected that the Joint Commission will be fully and continually consulted and involved (on a
reimbursable basis, where appropriate) in the implementation of this
provision. To implement the sample surveys and to follow up effec-

tively on any deficiencies found the amendment provides that JCAHaccredited hospitals would have to agree, in order to qualify for reimbursement under medicare and medicaid, to authorize JCAH to furnish the Secretary and State health agencies, on a confidential basis,
with copies of the JCAH survey report, when and if the hospital was
to be surveyed. (Significant deficiencies found in medicare-medicaid
surveys of accredited hospitals authorized under this provision would
be subject to public disclosure under another provision of this bill.)

The Secretary would be authorized, after consultation with the
JCAH, to promulgate standards, as necessary for health and safety,
which may be higher or more precise than those of the JCAH and
which all hospitals would have to meet after appropriate and adequate
time for compliance. It is expected that this provision would seldom
be used because. if a worthwhile improvement in accreditation require-

ments were identified by the Secretary, it would, in all probability,
be adopted by the JCAH. If the JCAH, as a condition for accreditation of a hospital, requires a utilization review plan, or a substantially
equivalent requirement, or imposes a standard which the Secretary
determines is at least equivalent to the standard promulgated by him,
the Secretary may find that all institutions so accredited by the JCAH
comply with medicare standards.
The purpose of the committee amendment is to provide a mechanism

for reasonable continuing validation of the voluntary accreditation
process and not to duplicate that process. The Secretary would also be
required to include in his Annual Report to the Congress on medicare
an evaluation of the JCAH accreditation process as indicated by the
survey process.

Medicare Coverage for Certain Individuals Aged 60-64
(Sec. 214 of the bill)

Present law provides hospital insurance protection for persons aged
65 and over who are insured or are deemed to be insured for cash bene-

fits under the social security or railroad retirement programs. Essentially, all persons aged 65 and over are eligible t6 enroll for medical insurance (part B) without regard to insured status. The committee has
approved a provision in the House bill which would permit persons
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aged 65 and over who are not insured or deemed insured for cash bene-

fits to enroll in part A at a premium rate equal to the cost of their

proteetion.
The committee is concerned that many social security and railroad
retirement cash beneficiaries aged 60—64 and spouses aged 60—64 of

medicare beneficiaries find it difficult to obtain adequate private
health insurance at a rate which they can afford. Frequently these

older persons—retired workers, wives, husbands, widows, widowers,
mothers, parents, brothers and sisters, for example—have been dependent for health insurance protection on their own group coverage or
that of a related worker who is now retired or deceased. It is a. difficult
task for such older persons to secure comparable protection at affordable cost when they are not connected with the labor force.
The committee, therefore, has added to the House bill a provision

which would make medicare protection (both part A and part B)

available on an optional basis at cost to spouses aged 60—64 of medicare
beneficiaries; others aged 60—64 who are entitled to retirement, wife's,

husband's, widow's, widower's, mother's, parent's, or brother's and
sister's benefits under social security and the railroad retirement programs; and disability beneficiaries aged 60—64 not otherwise eligible
for medicare because they have not been entitled to cash disability
benefits for 24 months. The availability of medicare protection would
be limited to persons aged 60—64 because the committee believes that
people under age 60 who are not disabled generally have relatively
little difficulty in obtaining private health insurance. About 6 million
persons aged 60—64 would be potentially eligible to enroll for medicare
as spouses of medicare beneficiaries or as beneficiaries entitled to the
benefits specified above.
Persons who elect to avail themselves of medicare protection under

this provision would pay the full cost of such protection. Enrollees

would pay a monthly part A premium based upon the estimated cost of
hospital insurance protection for persons eligible to enroll plus amounts
sufficient to cover administrative expenses and underwriting losses or
gains, if any; such premium would be $33 a month through June 1974
and would be adjusted for each 12-month period thereafter to reflect
both the experience of the group and any changes in costs.
The monthly premium før persons in the group who enroll for part
B would be twice the premium paid 'by an individual who has attained
age 65 until June 1974 and would be adjusted for each 12-month period
thereafter to reflect the estimated cost of supplementary medical insurance protection for persons eligible to enroll under the provisions plus
amounts sufficient to cover administrative expenses and underwriting
losses or gains,, if any. Aliens who have been in the United States less
than 5 years and persons who have been convicted of certain subversive
crimes would be excluded from participation under this provision, just

as they are excluded from enrolling for supplementary medical
insurance.

The committee bill would require, as it requires under the provision in the bill making medicare protection available to uninsured
persons aged 65 and over, that in order for persons to be eligible to
enroll for hospital insurance they must be enrolled for supplementary
medical insurance. If a person terminates his supplementary medical
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insurance, his hospital insurance coverage under this provision would

be automatically terminated effective the same date as his supplementarv medical insurance termination. The committee believes that such
a restriction is necessary to reduce the possibility of excessive utilization of the m,ore expensive hospital insurance coverage as might occur

if an individual were enrolled for hospital insurance (covering primanly institutional care) but not for supplementary medical insurance (covering primarily outpatient care).
Coverage would be initially available as of July 1, 1973, to enrolled
eligible persons.

Maternal and Child Health Project Grants
(Sec. 291 of the bill)

The 1967 Amendments to title V of the Social Security Act authorized $350 million for 1972 and each year thereafter for Maternal and
Child Health Services. The 1967 provision contained an allocation
formula which divided the title V authorizations as follows:
(a) 50 percent of any appropriations for formula grants to the
States
(b) 40.percent of any appropriations for special project grants
(c) 10 percent of any appropriations for research and training
grants.
The intent of this portion of the 1967 Amendments was to divide

available funds in this fashion for a few years so that the Federal

Government could fund innovative special projects which States might

not be able to fund out of their formula grants. The special project

grants were to terminate as of fiscal year 1973 and the project moneys

converted to the formula grants. The rationale underlying this approach was that after a few years time, States would recognize the
value of worthwhile projects and continue to support such project
grants as part of an overall State program for improving maternal

and child health.
Two problems have developed since the present law was enacted.
First, the special project grants have been utilized primarily in urban

areas, while the formula grants, on the other hand, are weighted in
favor of rural States. Thus, a significant shift of funds from urban

States with project grants to rural States without project grants

would occur, if the project grant authorities were terminated as pres-

ently scheduled. Additionally, many project grant directors have
indicated that because of other pressures on State finances, State

health departments would be reluctant to use new formula grant funds
to continue support for project grants, however worthy they might be.

The committee is concerned with the risk of terminating worthy

projects and also recognizes the need for a full evaluation of perform-

ance under and reassessment of the maternal and child health program and its inter-relationship with broader issues of revenue sharing

and national health insurance.
The Congress recently approved an extension of the project grant

authority to June 30, 1973. To assist orderly budgeting by grantees
and to provide time for proper evaluation of the program the Finance
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Committee has approved an amendment which extends for an adcli-

tional fiscal year (i.e., through June 30, 1974) the present special
project grant authorization contained in title V.

Waiver of Beneficiary Liability in Certain Situation Where
Medicare Claims Are Disallowed
(Sec. 213 of the bill)

Under present law, whenever a medicare claim is disallowed2 the
ultimate liability for the services rendered falls upon the beneficiary.
This is true even where the program has paid the claim and subsequently reopens and disallows it. The result is that in many cases a
beneficiary is liable for payment even though he acted in good faith
and did not know that the services he received were not covered, and
even though the hospital, physician or other provider of services was
at fault.

The committee bill amends title XVIII so that the beneficiary

could be "held harmless" in situations where claims were disallowed
because the expenses were incurred for services which were not reasonable or necessary for the diagnosis or treatment of an illness or injury
or where the expenses were for custodial care and the beneficiary was
without fault. In such situations the liability would shift either to the
Government or to the provider—depending upon whether the provider utilized due care in applying medicare policy in his dealings
with the beneficiary arid the Government.
Where both the provider and beneficiary exercised due care (i.e.,
they did not know, and had no reason to know, that noncovered services were involved), the liability would shift to the Government and
payment would be made as though covered services had been furnished.

However, in making such a payment it would be necessary to make
certain that the provider and patient are put on notice that the service
was noncovered with the result that in subsequent cases involving simi-

lar situations and further stays or treatments in the given case (or
similar types of cases in the instance of the provider) they could not
show they had exercised due care. Thus, the Government's liability
would be progressively limited.

Where the provider did not exercise due care, but there was good
faith on the part of the beneficiary, liability would shift to the provider. The provider would be told that he could appeal the intermediary's decision both as to coverage of the services and due care. If, on
the other hand, he exercised his rights under State law and received
reimbursement from the beneficiary, the program in turn would indemnify the beneficiary (subject to deductibles and coinsurance). The
indemnification could then be treated as an overpayment against the
provider and recovery would be effectuated through a set-off against
any amounts otherwise payable to the provider.
Where the beneficiary was aware, or should have been aware, of the

fact that the services were not covered, liability would remain with
the beneficiary and the provider could either exercise his rights under
State law to collect for the services furnished or appeal the determination through the SSA appeals process. 'Where expenses were incurred
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for clearly noncovered services such as routine physical checkups, eye-

glasses or eye examinations to determine the refractive state of the
eyes, hearing aids or examinations therefor, routine dental services or
immunizations there will be a presumption made that the beneficiary
and/or the provider was aware, or should have been aware, of the fact
that the services were not covered.

In providing for a waiver of liability in certain cases it is not the
committee's intent to modify existing provisions of law which define
covered services. However, the committee also does not intend that
these provisions for waiver will be construed to encourage overly strict
application of coverage provisions under the assumption that beneficiaries who cannot afford to pay for the noncovered services will be
relieved of the obligation to do so. For example, inpatient hospital
care is now covered under medicare only when hospital services are
required on an inpatient basis from a medical standpoint. The decision

as to the point in time when an individual no longer requires the
hospital level of care—i.e., when he can be cared for as an outpatient
or in a less costly type of facility—requires a careful exercise of professional judgment and considerable weight should be given to the
attending physician's opinion because of his much greater familiarity

with the patient's needs. Under certain circumstances, it may be

reasonable to keep a medicare patient in the hospital even though he
required only an extended care facility level of care. Sometimes there
may be no extended care facility bed available. Or, there may be a
period of a few days at the conclusion of a hospital confinement when
a convalescing patient requires only an extended care level of services
but where, as a practical matter, it would be unreasonable to transfer
the patient to an extended care facility for such a short period of time.
Similarly, there are situations where a terminal hospital patient could
be discharged to another institution or his home a few days before his
death but where it would not be economical or humane to do so. In
these cases, it would continue to be appropriate to approve the few
additional days of the hospital stay that are involved.
However, where the patient remains in the hospital beyond the point
where it would have been practical to transfer him to a less intensive
setting, coverage ends as of the time when, based on the information
that was available at the time, it would be reasonable to expect the
transfer to have been made. Payment of benefits for hospitalization
beyond that point could be made only if the hospital's and patient's
liability for the costs incurred can be waived.

The provision would be effective with respect to claims filed after
the month of enactment or if filed before or in the month of enactment
was for services provided on or after July 1, 1971, and for which final
determinations have not been made.

Family Planning Services
(Sec. 299E of the bill)

The committee bill provides for an increase in Federal funding of
family planning services for present and former welfare recipients of
child-bearing age and also for those persons likely to become recipients

26
in the absence of such services by authorizing 100 percent Federal
funding for State family planning programs, including both information counseling and the provision of medical and social services.
The committee believes that its amendment will give impetus to the
availability and provision of family planning services in the States.
A beginning was made in 1967, when provisions were included in the

social security amendments which required that family planning
services be offered on a voluntary basis, to all appropriate AFDC
recipients, and authorized 75 percent Federal matching funds for this
purpose. In addition the same matching was made asaiIable to the
States on an optional basis for services for former or potential recipients of welfare.
The progress which has been made under the 1967 amendments,
however, has not met the committe&s expectations. The annual report
by the Department of Health, Education, and Welfare covering f amily planning services includes information which makes clear that the

mandate of the Congress that all appropriate AFDC recipients be
provided family planning services has not been fulfilled. The report
states:
Many problems, of course, remain. Medical services [family planning] still are too limited, especially in rural areas
but frequently in large urban areas as well. Replying to the
question whether medical family planning programs currently available are adequate to meet the needs of eligible
clients, 36 State welfare agencies answered in the negative
in March, 1970. Thirty-one cited geographic inacceibility as
a major problem. Many reported a shortage of health professionals and paraprofessionals and some reported that existing
facilities are overcrowded. Even in the Nation's principal
counties and cities where clinics are more likely to be found
than in less populous sections, 50 out of 106 local welfare
agencies reported that currently available medical planning
programs are inadequate.
Looking at their own capability of providing family planfling services, many State and local welfare agencies report

a shortage of staff to provide services and to arrange for
adequate follow-up. Training programs for staff have not
been mounted on the scale required. Although Federal funds
may be used to match $3 for every $1 spent from State funds
for services, time and again agencies emphasize the difficulty

of raising the 25 percent share at State and local levels.

Generally, no special funds have been made available to develop family planning services, as indicated, for example,
by the general absence of full-time staff leadership for this

program. Expectations among some groups that title IV
funds would be available to reach substantial numbers of
low-income families not currently receiving welfare have not
been realized. . .
Evidence indicates the situation is not significantly improved today.
The committee is persuaded that the 75 percent Federal matching
percentage, although a major step in promoting family planning services, has not been sufficient to achieve the aims of the Congress. By
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providing 100 percent Federal funding, the committee bill will remove

any existing financial barrier to the availability of family planning
counseling and services to those desiring those services.
The committee amendment would authorize States to make available
on a voluntary and confidential basis family planning counseling, serv-

ices, and supplies, directly and/or on a contract basis with family
planning organizations (such as Planned Parenthood clinics and
Neighborhood Health Centers) throughout the State, to present,
former, or potential recipients including any eligible medically needy
individuals who are of child-bearing age and who desire such services.
In addition to the provision of counseling, services and supplies
designed to aid those who voluntarily choose not to risk an initial
pregnancy, emphasis would be placed upon assisting those families
with children who desire to control family size in order to enhance
their capacity and ability to seek employment and better meet family
needs.

The Secretary would be required to work with the States to assure

that particular effort is made in the provision of family planning
services to minors (and non-minors) who have never had children but

who can be considered to be sexually active; for example, persons
who have contracted venereal diseases, etc.

The Secretary would also be required to work with States to assure
maximum utilization of persons participating in the Work Incentive
Program as family planning aides and to perform related jobs.
In order to assure that States do in fact inform welfare recipients

and other eligible persons of the availability of family planning

services, and that those who so desire receive the necessary medical
and counseling services the amendment would reduce the Federal
share of AFDC funds by 2 percent, beginning with calendar year 1974,
if a State in the prior year fails to inform at least 95 percent of the
adults in AFDC families and on workf are of the availability of family

planning services and/or if the State fails to actually provide or

arrange for such services for 100 percent of those persons desiring to
receive them.
Because of the difficulties of enforcing or monitoring the mandatory
provision of family planning services to former or potential recipients,

the penalty provision will be limited to the offering and provision of
services to present adult recipients of AFDC and workfare. However, family planning services must be offered and made available

on an optional basis to former and potential recipients of childbearing age.

It is envisioned that individuals of child-bearing age applying for
or receiving AFDC would formally acknowledge that they have been
informed that they are eligible to receive family planning services on
a voluntary and confidential basis. If they desire family planning services, an appointment would be set up at that time and a copy of the
form would be sent to the clinic or physician providing necessary serv-

ices and supplies. This would not preclude "walk-in" requests for
family planning assistance by present and former recipients or those
likely to become recipients in the absence of such services.

The effectiveness of the program would be monitored by Federal
officials on a sample basis. The operation of the program would also

be subject of review by the Inspector-General for Health Care
Administration.
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Although the committee views family planning services as primarily medical services, it also recogmzes the importance of counschn

and informational services which are more traditionally considerea
to be social services. Therefore, the Committee amendment makes 100
percent Federal financial support for family planning services avai:1
able under both the title XIX and the title TV—A programs.
The committee has amended title XIX to provide that family plan-

fling services are a mandatory service under all title XIX plans. The
committee intends that the 100 percent Federal funding of family
planning services through titles XIX and TV—A will reimburse for
the reasonab]e costs of directly related family planning services.

Penalty for Failure to Provide Required Health Care Screening
(Sec. 299F of the bill)

Under present medicaid law as defined in regulation by the

Department of Health, Education, and Welfare, States are required
to provide health screening and treatment services for all children
under 6 and eligible for medicaid by February 7, 1972, and to provide
screening and treatment services to all eligible children up to age 21
by July 1, 1973.

The medicaid health screening and treatment regulation requires
States to assure that eligible children receive early and periodic
screening and diagnosis to ascertain physical and mental defects, and

treatment of conditions discovered, within the limits of the State
plan; and that in addition, eye-glasses, hearing aids arid other kinds
of treatment for visual and hearing defects, and at least such dental

care as is necessary for relief of pain and infection and for restoration
of teeth and maintenance of dental health, will be available, whether

or not otherwise included under the State plan, subject however to
such utilization controls as may be imposed by the State agency.

Although States are required to provide treatment services indicated
as necessary by the screening only to the extent that they are covered
under the State plan or are required by the regulation, it is expected
that States will be responsible for referring eligible children to other
sources for uncovered services, and will make every effort to arrange
for their provision. The regulation further requires States to establish
administrative mechanisms to identify available screening and diagnostic facilities. States are also required to assure referral of appro-

priate children to the title V (maternal and child health) grantees
for care and services, and to effect agreements to assure maximum
utilization of existing screening, diagnostic; and treatment services

provided by other public and voluntary agencies such as child health
clinics, neighborhood health centers, day care centers, nursery schools,
school health programs, family planning clinics, maternal clinics, and
similar facilities.
The committee recognizes the significance of early detection and
treatment of illness in children—both in human and economic terms—
and therefore believes that the possibility of a reduction in Federal
matching AFDC funds would serve to assure that States implement
the title XIX requirements for health, screening, diagnosis, and treat-
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ment for eligible children. Moreover, it would underline the committee's intent, that the health screening programs should be fully implemented by the States.
The committee has therefore approved an amendment which speci-

fies that the Federal share of AFDC matching funds would be reduced by 2 percent beginning in fiscal year 19Th if a State in the
prior year has (a) failed to inform at least 95 percent of the AFDC
families of the availability of child health screening services for children of ages eligible for such services; or (b) failed to actually provide for or arrange for such services; or (c) failed to arrange for or
refer to appropriate corrective treatment children disclosed by such
screening as suffering illness or impairment.
Because of the difficulties of monitoring the mandatory provision of
screening, diagnosis and treatment service to eligible medically needy
children, the penalty provision will be limited to services to children
in cash assistance families. However, medically needy children are entitled to these services, and States have an obligation to provide them
in accordance with the law and regulations.
Although the penalty for noncompliance by States with the child
health screening and treatment regulation would not become effective
until July 1, 1975, States will be expected to have health screening and
treatment programs for eligible children under age 21 by July 1, 1973,
as required by medicaid regulation.

Care and Treatment for Drug Addicts and Alcoholics
(Sec. 299G of the bill)
BACKGROUND

Federal statutes and legislative history are silent in terms of specific references concerning the eligibility of alcoholics and drug addicts, on account of these diseases, for public assistance under the program of Aid to the Totally and Permanently Disabled (APTD). However, the Department of Health, Education, and Welfare has ruled that
otherwise eligible persons whose primary disabling condition was
alcoholism or addiction could be classified at the option of a State as
eligible for APTD.
In June 1970, some 12,000 APTD recipients were classified as disabled with a primary diagnosis of alcoholism. The Department of
Health, Education, and Welfare estimates, in general terms, that, nationwide, under the HEW ruling approximately 200,000 alcoholics
are potentially eligible for APTD because of low income and assets.
Also, based upon Department of Health, Education, and Welfare data,
as many as 200,000 drug addicts may be eligible or potentially eligible
for APTD because of low income and assets.
APTD recipients are eligible for cash maintenance payments, medic-

aid and social services. A recent Department of Health, Education,
and Welfare agreement with the State of New York resulted in the
dehnition of social services for addicts being broadened to include
many medical services. This agreement resulted in increased Federal
funds for New York because social services receive 75 percent Federal
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matching, whereas medicaid services in New York are matched at only
50 percent. In addition many services which previously had not been

considered eligible for Federal matching were reclassified as social
services and now qualify for 75 percent Fedra1 matching.
HOUSE BILL

Under the House bill, alcoholics and addicts meeting the definition
of disability would not receive cash assistance if treatment were available which they refused. The House bill did not provide any mechanisms for assuring the care and treatment of those addicts and alcoholics on welfare.
COMMIVrEE CONCERN

The Finance Committee is concerned that this provision might result, in many cases, in alcoho]ics and addicts receiving cash payments
without being involved—or while only being nominally involved—in
treatment programs. Related to this is the obvious problem of alcoholics and addicts using welfare payments to support their addiction

or alcoholism. By the nature of their illness, alcoholics and addicts
might well use cash assistance to support their alcoholism or addiction
rather than for the purposes for which it was provided.
COMMITTEE PROVISION

The committee has therefore approved an amendment precluding
eligibility of medically determined alcoholics and addicts for welfare

under the program of Aid to Families With Dependent Children
(AFDC) and for benefits, on the basis of disability, under the Supplemental Security Income program. Thus addicts and alcoholics may
not be eligible for income maintenance under AFDC and the Supplemental Security Income program in the future. Instead the committee
bill would establish a program under title XV of the Social Security
Act designed to encourage appropriate care and treatment of alcoholics
and addicts.

The committee amendment provides that alcoholics and addicts
who are otherwise eligible for AFDC, in a State (in terms of residency,
income and resources) or for Supplemental Security Income and who
also meet a definition of eligibility parellel to the social security program's definition, that is, who are unable to engage in any substantial

gainful activity (regardless of whether required to engag in such
activity) by reason of a medically determinable (by a physician
qualified to make such determiiiations) addictive dependence upon
drugs or alcohol which has lasted or can be expected to last for a
period of 12 months or more—would be eligible to receive help
through an alcoholism and/or addiction treatment program which
would be established under title XV, if the State chooses to institute
such a program.

Recent Federal legislation, particularly the Alcohol Abuse and

Treatment Act of 1970 and the Drug Abuse Office and Treatment Act
of 1972, defined a broad expanded Federal role in dealing with problems of alcoholism and addiction. The Comprehensive Alcohol Abuse

and Alcoholism Treatment Act authorized the establishment of the
National Institute on Alcohol Abuse and Alcoholism to develop and
conduct comprehensive programs of research, and control of alcohol
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abuse and alcoholism. The Drug Abuse Office and Treatment Act of
1972 (approved March 21) expanded existing programs for the control of drug abuse and provided for the coordination of all Federal
efforts relating to drug abuse, treatment, education and research. Each
statute also authorized a new formula grant progriim for assistance to
States in planning, establishing, maintaining, coordinating and evaluating alcoholism and drugs abuse projects, respectively. In order to
qualify for the formula grants under either Act, a State must submit
a plan for attaliung the goals of each program and must. designate or
establish a single State agency for preparation and administration of
each plan. To date, all States have an active State agency designated
pursuant to the provisions of the Alcoholism Treatment Act. A majority of the States have an agency which would meet the statutory
requirements of the Drug Abuse Treatment Act, and all fifty have
some agency charged with coordinating current efforts to control drug
abuse.

In order to coordinate the new title XV program with these

recently established drug and alcohol abuse treatment programs, title
XV funds would be made available only to local treatment agencies,
institutions, practitioners, and organizations which are certified to be
appropriate and qualified to provide such care and treatment by the
designated State drug or alcohol abuse and treatment agency. Once
enrolled in the title XV treatment program, the alcoholic or addict
would be referred to a local treatment organization or agency. There
would be no independent separate programs of care and treatment for
the alcoholics and addicts under the welfare laws.

To be eligibli for reimbursement under title XV, the individual
treatment program must be carried out under a professionally developed plan for rehabilitation designed to terminate dysfunctional
dependency upon alcohol or drugs. The rehabilitation plan must be
reviewed (and modified as necessary) at three month intervals in
order to formally evaluate the adequacy and continued necessity of
the care and treatment. However, to assure continuity of necessary care

and treatment, the initial medical determination of addiction or

alcoholism could be deemed valid for up to 12 months. Additionally,
this review requirement is intended to guard against pro forma application of the rehabilitation plan. The plan of treatment must include
to the maximum extent feasible work rehabilitation. Authorities in
treatment and rehabilitation of alcoholics and addicts have strongly
emphasized the importance of work therapy as part of a comprehensive plan of rehabilitation and the committee bill incorporates t.his
desirable feature.
Further, the Secretary and the Inspector General would be required
to regularly determine that pro forma compliance was not being
undertaken. Federal matching funds would be automatically terminated for medically determined alcoholics nd addicts not involved in
an active program.
In a State which provides assistance under Aid to Families with
Dependent Children, to persons medically determined to be alcoholics
or addicts, such persons would have to be referred for care and treatment to the Title XV agency as a condition of continued eligibility
for Federal matching. Refusal of care and treatment by an addict or
.

.
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alcoholic would result in termination of assistance payments and
medicaid for that individual.

Similarly, in States which do not opt to establish a title XV program, alcoholics and addicts will not be eligible for any federally
matched cash assistance payments. The same conditions apply to addicts and alcoholics eligible for benefit under the supplemental income
program on the basis of a disability.
MAINTENANCE OF FISCAL EFFORT

To assure maintenance of expenditure levels in the primary Federal
and State programs directed toward treatment and rehabilitation of
alcoholics and addicts, and to avoid any shifting of those expenditures
to title XV, the amendment would provide that: If a reduction in Federal, State, or local expenditures is made, either through reduction in

appropriations or expenditure levels (including impounding of appropriated funds), then the Federal matching funds available under
title XV would be reduced proportionate to the other decreases.
Funds spent under the program for supportive assistance payments
and medicaid payments to persons otherwise eligible for those payments and services under a State plan (and who are receiving care and
treatment under title XV) would be excluded from the amount determined to be spent for care and treatment for purposes of calculating
levels of fiscal effort.

The Finance Committee is also concerned that some States have circumvented the intent of present law in efforts to obtain higher Federal
matching for services to rehabilitate alcoholics and addicts. Services

which are health related should be reimbursed under the medicaid
matching rates and not as social services. The committee amendment
provides that matching under title XV would be at the rates otherwise provided for the types of payments made. For example, medical care and treatment would be matched at the medicaid rates and
cash payments and defined social services would be matched or otherwise financed at the rate applicable to the category under which the
person would otherwise be aided.

To the extent that at least 50 percent of medically determined
alcoholics and addict.s are not enrolled and receiving active care
and treatment under title XV within 6 months of enactment of the
amendment States would lose Federal matching for those not in treatment; similiarly at least 75 percent must be enrolled and in treatment

within 9 months and all such persons brought into title XV by the

end of 12 months.

SUPPORTIVE ASSISTANCE FOR ALCoHoLICs AND ADDICTS

As described, the committee amendment makes medically deter-

mined alcoholics and addicts ineligible for payments under the AFDC
program and the supplemental income program. Owing to the nature
of their illnesses, alcoholics and addicts might well use these payments
to support their alcoholism or addiction rather than for the purposes
for which the assistance was provided.
The committee's concern is shared by many individuals and agencies

active in the treatment of alcoholics and addicts. For example, in a
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recent letter to the committee, the Association of Voluntary Agencies
on Narcotics Treatment, Inc (AVANT) of New York stated:
"The tragedy in New York and other major citiçs is that there
are not enough treatment facilities like the member agencies of
AVANT. Welfare officials claim they frequently approve welfare
payments to addicts not in treatment because the addicts in question cannot get into crowded treatment programs. These officials
naively ignore the fact that the addicts will immediately use the
money for drugs."
"The solution to this dilemma is not to keep dispensing more
money * * * hut to provide more treatment facilities and to

enact stronger legislation requiring abusers of all illicit drugs

to undergo treatment."
It is recognized that, in some cases, the plan of proper treatment or

rehabilitation could be furthered with protective payments for the

enrolled alcoholic or addict's needs with respect to food, clothing and
shelter. Therefore, the committee amendment provides that in those

specific cases where it is determined that proper treatment or rehabilitation would be aided by protective assistance payments, such
assistance could be granted in a fashion which would support the
treatment activities, but only to persons otherwise eligible in a State
for aid or assistance (except for their medically determined alcoholism or drug addiction). To the extent that an enrollee received
food, clothing and shelter in an institutional or other setting, protective payment amounts, if ally, would be adjusted accordingly. At certain stages of treatment, it is conceivable that supportive payments
could be made (in whole or part) directly to the enrollee where those

in charge of his treatment determine that direct support would enhance rehabilitation and further capacity for independent living. The
amendment authorizes exceptions, in such cases, to the protective payments approach. The determination as to whether protective payments
are necessary to support the treatment plan would have to be specifi-

cally reevaluated at least every three months. Such payments could
be no greater than comparable payments under the appropriate cash
program and would be made by the title XV agency. Authorization
as to payments and frequencies thereof, would usually be based upon

the recommendation of the local treatment program.
Payments would come from funds for the cash program for which
the person would otherwise be eligible.

Modification of the Role of the Health Insurance Benefits
Advisory Council
(Sec. 288 of the bill)

The Health Insurance Benefits Advisory Council (HIBAC), established under the 1965 Social Security Amendments, advises the Secre-

tary of Health, Education, and Welfare on matters of general policy
in the administration of the medicare program, including the formulation of reg&ations. The 1967 amendments expanded the functions of
th Coiiiwii to include the responsibility for reviewing and reporting
to the Congress on the effectiveness of the medicare program and on
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possible improvements in the administration of the program and in
the law itself.

In keeping with its concern that the proliferation of advisory

l)odies in HEW be periodically evaluated, the committee has found
that the need for and role of the Health Insurance Benefits Advisory
Council have substantially changed since the initiation of medicare. During the formative years of medicare there was some advantage to having a group such as HIBAC, broadly representative
of the major health care interests, to review and offer recommendations to the Secretary on the formulation of a large body of regulations and program policies. However, much of that work is now completed, and there seems little need for permanent authority to deal
with the often routine modifications and refinements in medicare in
view of the program's present status and the development of administrative expertise and capabilities. The National Professional Standards Review Council, which would be established under the PSRO
amendment previously approved by the Committee, would undertake
functions with respect to evaluation of utilization of health care
services presently part of HIBAC's charge.
The present status of medicare would seem to require different
kinds of advice from outside advisors. During the initial years of the
program, advisory bodies broadly representative of the major health
care interests were a source of information about the possible reactions
of their constituencies to proposed policies and regulations. Now that
the major policy features of the program have been established a.nd

additional formal and informal lines of communication with the
major interests set up, there is a decreased need for such advice. For
example, the Department has established formal consultation procedures with medicare carriers and intermediaries to deal with operational problems related to the claims process.
The committee has, therefore, added to the House-approved bill a
provision that modifies the role of the Health Insurance Benefits Advisory Council so that its role would be that of offering suggestions
for the consideration of the Secretary on matters of general policy in
the medicare and medicaid programs.

Durable Medical Equipment
(Sec. 245 of the bill)
Present law provides for reimbursement under part B of the medi-

care program for expenses incurred for the rental or purchase of
durable medical equipment used in the patient's home. The beneficiary
has the option to rent or purchase such equipment. In the case of

purchase, medicare reimbursement is generally made in monthly installments equivalent to amounts that would have been paid had the
equipment been rented. Payments continue for as long as the equipment is medically required by the individual's condition or until the
total of the monthly installments paid equals 80 percent of the reasonable purchase price less an applicable portion of the deductible, whichever comes first. Payment in the case of the purchase of inexpensive
equipment (presently defined as equipment for which the reasonable
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charge is $50 or less) may be made in a lump sum if such method of

payment is leEs costly or more practical than periodic payment.
Where the beneficiary elects to rent, the program is bound to continue indemnifying him for his rental expenses as long as his medical
need for the item continues.. Extensive review by the General Accounting Office showed that rental payments for durable medical equipment

often exceed the purchase price. Wbere it is reasonably predictable
that rental cost would exceed the cost of purchase but the equipment
is nevertheless, rented, the rental provision may impose unreasonable
expenses on the program.
The committee has added to the House bill a provision to help
avoid unreasonable expenses to the program which result from prolonged rentals of durable medical equipment. The Secretary of Health,

Education, and Welfare would be authorized to experiment with
reimbursement app roaches (in various geographic areas) which are
intended to prevent these unreasonable expenses and to implement
without further legislation any purchase approach found to be workable, desirable, and economical. The committee suggests that among
the possible approaches to be evaluated would be the feasibility of
suppliers contracting with the Secretary of Health, Education, and
Welfare under arrangements whereby rental would be undertaken by
means of lease-purchase arrangements which provided for rental pay-

nients to terminate when an agreed-upon total for purchase was
reached; under another approach, medicare payment for a eovered
item of durable medical equipment would be made to the supplier in a
lump sum where it was determined, in accordance with guidelines of
the Secretary, that outright purchase would probably be more econom-

ical than, lease-purchase; another approach would be to encourage
beneficiaries., to purchase used equipment by waiving the present
20-percent-coinsurance requirement where the purchase price of the
used equipment was at least 25 percent less than the reasonable price
of new equipment.

Disclosure of Information Concerning the Performance of Car-

riers, Intermediaries, State Agencies, and Providers Under
Medicare and Medicaid

(Sec. 249C of the bill)
As part of his responsibility for administration of the medicare
program, the Secretary, through, the Social Security Administration
regularly prepares formal evaluations of the performance of contractors—carriers, intermediaries and State agencies—which assist in
program administration. In addition the Social Security Administration prepares program validation review reports, which are used as
management and audit devices for informing intermediaries of
findings and recommendations concerning selected providers of services and some of the aspects of their own medicare operations and of
indicating necessary corrective follow-up action with respect to both
the provider as well as the intermediary.
These evaluations and reports are of significant help in reviewing
either the overall administrative performance of an individual con-

306

tractor or a particular aspect of its operation. Additionally, the summary evaluations comparmg the periormance of one contractor with
that of another are very userul. However, these evaluations and reports
are not available to the public ingeneraL
r1he committee recognizes the dilemma which exists in this situa-

tion. On the one hanct is the need br pubuc awareness of the deficiencies of contractors and provider performance with the accompanying pressures for improvement in administration that only such
awareness can bring as well as the desire to conform with the overall
intent of the Freedom of Information Act. On the other hand, these
evaluations and reports require review of details some of which do not
provide a basis for conclusion as to overall performance and the initial
evaluation may not always be based on all the pertinent facts. The
possible release of portions of a report which may include unqualified
or incomplete information may be unfair to the contractors or providers. The committee recognizes that when there is public disclosure
of this type of information on contractor performance there is a need
to provide contractors with sufficient opportunity to respond to the
information in the reports before their publication so as to avoid
release of possibly erroneous findings, without rebuttal, which might
prove damaging to their reputation.
The committee bill would require that the Secretary make public the
following types of evaluations and reports dealing with the operation
of the medicare and medicaid programs: (1) individual contractor
performance reviews and other formal evaluations of the performance
of carriers, intermediaries, and State agencies, including the reports of
followup reviews; (2) comparative evaluations of the performance
of contractors—including comparisons of either overall performance
or of any particular contractor operation; (3) program validation survey reports—with the names of individuals deleted.

The bill would require prompt and timely public disclosure of reports prepared by the Secretary and submitted to any contractor or
provider of services for review and comment after the third month

following enactment. Such reports would include only those which are
official in nature and would not include internal working documents
such as informal memoranda. Under the bill, public disclosure of
evaluations and reports would not be required to be made until the
contractor, State agency, or facility was given suitable opportunity—
not to exceed 60 days—for comments as to the accuracy of the findings and conclusions of the evaluation or report with such comments being made part of the report where the portions originally
objected to have not been modified in line with the comment. The reports would not be required to contain information concerning those
deficiencies which are known by the Secretary to have been fully corrected within 60 days of the date they were initially brought to the
attention of the contractor or provider of services.
It is the committee's intent that the requirement of disclosure of
such evaluations and reports not lessen the effort of the Secretary in
his present information-gathering activities nor is the provision in
any way to be interpreted as otherwise limiting any disclosure of information otherwise required under the Freedom of Information Act.
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Requirement for States To Deem Eligible for Medicaid Those As-

sistance Recipients Who Would Lose Eligibility Because of 20-

percent Social Security Increase
(See 249D of the bill)
The Congress recently passed legislation (Public Law 92—336) providing a 20 percent increase in social security benefits effective September 1, 1972. As a result of this increase an estimated 190,000 aged, blind,

and disabled persons will lose their eligibility for cash assistance and
will be moved off the cash assistance rolls. Approximately half of these

persons reside in States which have no medically needy program.
Their loss of cash assistance eligibility will therefore preclude them
from receiving any medicaid coverage.

Persons residing in States with medically needy programs who are
removed from the cash assistance rolls are insured against permanent

loss of medicaid eligibility. In these States, categorically related
individuals may lose their medicaid coverage if their income resources

exceed the State's eligibility standards for medicaid, but they may
regain coverage after having incurred medical costs equal to the
amount by which their income exceeds the standard. This is the
so-called "spend-down" feature.

Title XIX requires States with a medically needy program to disregard in determining income all expenses incurred by an individual

for medical and remedial care recognized under State law in the

process of determining an individual's eligibility for medicaid. This
provides a limit on the medical costs a person must absorb from his
own income before he is eligible to receive assistance under medicaid.
Thus, while under present law the social security benefit increase
could result in a loss of medicaid coverage in those States for cash
assistance recipients who are receiving assistance in an amount less
than their social security benefit increase, these categorically related
individuals could regain medicaid coverage after "spending down" a
specified amount of their income on covered medical care. In States
without programs covering the medically needy, however, persons who
lose their medicaid eligibility because of the increase in social security
benefits have no similar recourse. When they lose their cash assistance,

they lose all opportunity for medicaid coverage no matter how high
their medical bills or how pressing their medical needs.

The committee is particularly concerned that the recently passed
social security benefit increase should not force formerly eligible individuals to lose all medicaid coverage. It has therefore included a
provision in the bill which would require that in those States which
limit medicaid coverage to categorically needy persons (recipients of
cash assistance or persons who would be eligible for cash payments
except that they reside in an institution), no person who was medicaideligible in August 1972 could be deemed ineligible for medicaid solely
because of the increase in income resulting from the 20 percent increase in social security benefits voted by the Congress in June 1972.
In implementing this provision, a State may have the option of requiring a person who leaves the cash rolls because of the social security
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increase to incur medical expenses in the amount of the excess income
resulting from he benefit change before he receives medicaid coverage
(in effect, instituting for these persons a spend-down similar to that

applied in States with programs for the medically needy). Alter-

nately, a State may simply disregard that amount of the social security
benefit increase by which income exceeds the standard for purposes
of determining medicaid eligibility. Such a disregard would not be
applicable for purposes of the cash assistance program.
The committee has included this amendment to prevent total loss
of medicaid coverage to individuals who lose eligibility as a result of
the recently enacted increase. This amendment will not preclude persons, residing in medically needy States, from losing their eligibility
as categorically needy persons and becoming medically needy (subject to State requirements including the spend-down provision).

Preventing Payment for Institutional Health Care Tinder the

Cash Welfare Programs to Avoid Compliance With Medicaid
Standards
(Sec. 249(E) of the bill)

Under present law (Section 121(b) of Public Law 89—97), no Federal matching payment may be made to any State under the cash assistance programs with respect to "aid or assistance in the form of medical
or any other type of remedial care" for any period for which States receive title XIX payments or for any period after December 31, 1969.
The Department has restricted application of the 1965 provision to
prohibit only vendor payments for medical or remedial care. States
therefore have the option of including the cost of medical service in
the cash welfare payment to recipients. To date, States have had little
incentive to use this cash grant method of payment, although there is
evidence that some States have used this device to avoid application of

medicaid standards to some substandard nursing homes and inter-

mediate care facilities.
The Department of Health, Education, and Welfare is currently engaged in efforts to strengthen enforcement of skilled nursing home and
extended care facility standards in accordance with statutory requirements. With the recent transfer of the administration of intermediate
care facilities to the title XIX program, Federal efforts have also been
directed toward development and enforcement of standards and statutory requirements for these facilities. The committee has included a
number of important provisions designed to upgrade long-term care

services and facilities and strengthen the Federal Government's enforcement activities. The combination of these efforts will require a
large number of facilities, currently receiving title XIX matching
funds, to make substantial improvements in order to remain eligible
providers.

The committee is concerned that a number of substandard skilled
nursing facilities and intermediate care facilities may seek to avoid
the burden of correcting their deficiencies. Under current practice,
they could withdraw from the medicaid program and possibly force
the State agency to continue the support of patients in these homes by
adding the cost of care to the patients' monthly welfare payments.
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The committee has therefore included a provision to preclude Federal matching for that portion of any money payment which is related
to institutional, medical, remedial or other care which is (or could be)

included under the medicaid program. The thrust of this provision
is to bar using the cash grant system to finance nursing facility care
and services in intermediate care facilities as a means of avoiding
application of title XIX standards for facilities providing these services. It is not expected to relate to other title XI X services—such as
dental care or prescription drugs—which are generally not delivered
in an institutional setting (except to the extent such services are defined

by the Secretary to be an essential part of skilled nursing facility or
intermediate care facility services).
A facility providing care which in general resembles or is similar

to that provided under medica.id but which fails to meet Federal
requiments could not seek to circumvent application of this provision
with the claim that since it did not meet title XIX standards and was
not a title XIX facility, its services could not be considered title XIX
services and were therefore not subject to this restriction. Any cash
recipient receiving care in an institution which could, if it upgraded
its services or facilities, be an eligible provider would be precluded

from receiving Federal matching for that portion of his payment
which is related to institutional, medical, remedial, or similar care.
States would continue to receive Federal matching for payments to
persons to finance the cost of room and board in the case of recipients

who require no health related services beyond room and board. In
determining whether cash grant payments for institutional care were
being used to subvert the intent of this pr.ovision, however, it is expected that the Department would carefully examine the amount of
payment included for the purchase of room and board and compare
it to amounts expended for title XIX institutional care; a significant
differential in the amount of this payment and the average payments
for ICF or skilled nursing home care would be expected. In addition,
the State would have an obligation to demonstrate to the satisfaction
of the Secretary that persons residing in an institutional setting, financed through the cash grant programs, (1) were not receiving intermediate care facility services or skilled nursing home care and (2)
were not in need of such services—i.e., were appropriately placed in
such facilities.

Conditions of Coverage of Outpatient Speech Pathology
(Sec. 283 of the bill)
At present, speech therapy services are covered under medicare when

provided by approved hospitals (on both an inpatient and outpatient
basis) or home health agencies. The services may be provided by an
employee of the provider or by an outside source (agency, clinic, or

independent practitioner) under contract to the provider. Speech

therapy services are also covered under part B as incident to physician
services, provided they are furnished under the direct supervision of
the physician.
While speech pathology services are generally useful to aged persons
with certain disorders, such services are sometimes unavailable to the
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aged due to the small percentage of speech pathologists who are emloyed by providers eligible to participate in the medicare program.
Part of the problem is the fact that the outpatient services must be

provided under the direct supervision of a physician.
The committee has approved an amendment providing that medi-

care part B coverage include speech pathology services—the same
services now covered as speech therapy when furnished as a provider

service—furnished to beneficiaries on an outpatient basis by organized
agencies, clinics or other health centers without necessarily requiring
direct physician supervision of such services. Generally, an organized
setting would be one in which two or more qualified practitioners are

furnishing covered services. Providers would be required to meet
conditions established by the Secretary to assure proper coordination, continuity, and quality of care. Individuals should continue
as under present law, to be referred by a physician for services furnished by or under the direct supervision of a qualified speech therapist, under a plan for the individual's total care, established and
periodically reviewed by the physician who retains overall responsibil-

ity for the individual's care. Reimbursement for services would be
made to the agency, clinic, or center on the basis of reasonable cost.
The amendment would be effective with respect to services furnished
after December 31, 1972.

Conditions of Coverage of Services of Clinical Psychologists
(Sec. 284 of the bill)
Coverage of the services of clinical psychologists is presently available on a basis which includes a requirement that the services of such
psychologists must be provided as part of hospital or extended care
services or under direct physician supervision.
The requirement that outpatient services of such psychologists be
rendered under direct physician supervision apparently restricts the

availability of such services to the elderly as there are many psy-

chological clinics which are not physician-directed.
The committee has approved an amendment which would liberalize

the coverage provision under part B limiting coverage of outpatient
services of a clinical psychologist to those provided under direct physician supervision retaining, however, the other requirements of present

law as well as those additional general requirements described with
respect to broader coverage of speech therapy including that which
would require an organized setting to be one in which two or more
qualified practitioners are furnishing covered services. Additionally,
with respect to psychological treatment, such costs would be included
in and limited by the overall $250 annual limitation on outpatient
treatment of mental illness, as they are under present law when furnished by physicians. The amendment would be effective with respect
to services furnished after December 31, 1972.

Corerage of Podiatric Residents and Interns
(Sec. 276 of the bill)
The Social Security Amendments of 1967 amended the medicare
definition of "physician" to include podiatrists. However, no change
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was made in the definition of "approved" teaching programs in hospitals, which include the intern and residency programs of other medicare "physician" professionals. (Services provided to hospital inpatients by participants in such approved teaching programs are reimbursable on a cost basis under the hospital insurance program.) The
committee bill would remove this anomaly by including within the
definition of approved teaching programs the services furnished by

an intern or resident-in-training in the field of podiatry under a

teaching program approved by the Council on Podiatry Education of
the American Podiatry Association.
This provision would be effective with respect to accounting periods
beginning after December 31, 1972.

Outpatient Rehabilitation Coverage
(Sec. 285 of the bill)
Medicare beneficiaries who are not inpatients of hospitals or extended care facilities, or homebound and entitled to home health services, have limited access to certain restorative and rehabilitative services. While part B of medicare presently covers outpatient physical
therapy services furnished by providers of services, including clinics,
rehabilitation agencies, and public health agencies, similar coverage
for rehabilitation services which are useful to older people is not provided in certain types of settings under present law. Thus, medicare

payment cannot be made for services furnished by free-standing

rehabilitation facilities which provide a range of rehabilitation services on an outpatient basis which would be covered under existing law
if they were provided by participating home health agencies or by

hospital outpatient departments. The committee has therefore in-

cluded an amendment so that, with appropriate assurances of quality
of care, safety of the patient, and reasonable costs, such services would
be more accessible to beneficiaries.

The committee bill establishes a new benefit category which would
permit reimbursement under part B for outpatient rehabilitation furnished in organized settings. The new benefit would cover physical
therapy, speech pathology, occupational therapy, and medical social
services, provided on an outpatient basis by qualified outpatient rehabilitation facilities including providers of services, clinics, rehabilitation agencies, and public health agencies. A physician would have to
certify that the services are required by an individual who needs physical therapy or speech pathology services and the services must be

furnished in accordance with a plan established and periodically
reviewed by a physician. The plan would prescribe the specific types
of rehabilitation services to be provided and the amount and duration
of such services.

The requirements that organizations must meet in order to provide
the new outpatient rehabilitation benefit would be similar to the types
of standards now imposed on providers of outpatient physical therapy
services. These requirements are intended to assure that only health
care of proper quality will be paid for. The facility would be
required to satisfy conditions relating to medical records, policies governing the services provided, and State or applicable local licensing
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requirements. The facility would also have to be organized so as to
provide an adequate outpatient rehabilitation program for the services
which it is certified to provide. This would include a requirement that
they- have adequate physician participation to the extent necessary to

assure that the services provided are both efficient and properly related
to the total medical needs of the patient. In addition, the facility would
have to meet such other conditions relating to health and safety as the
Secretary may find necessary.
Payments for outpatient rehabilitation services will be on the basis of
reasonable costs as is now done for services furnished by other participating providers of services. For purposes of administration, it is expected that payment for outpatient rehabilitation services provided by
approved facilities or by others under arrangements with them, would
be handled by organizations serving as fiscal intermediaries under part
A of the program. In effect, approved clinics and agencies would be
treated as "providers of services" for purposes of facilitating payment
for outpatient rehabilitation services and as such would have to agree
not to charge any beneficiary for covered services for which payment
would be made under the program and to make adequate provision for
refund of erroneous charges.
The committee bill would extend the provisions of present law under
which State agencies, operating under agreements with the Secretary,
determine whether a provider of services meets the conditions fok participation in the health insurance program, to provide that State agencies would also determine whether an outpatient rehabilitation facility
meets the appropriate requirements.
The committee does not intend that outpatient rehabilitation coverage will be utilized to meet the needs of individuals whose problems

are not primarily related to health care. The committee expects that
the Secretary will take appropriate measures to assure that program
reimbursement will be made only for services furnished to an individual who requires skilled professional services which are reasonable and
necessary for the diagnosis or treatment of an illness or injury. Should
the Secretary's review of payments made for outpatient rehabilitation
services reveal abuses or improper utilization of such services which
the statute cannot help him curb, it is expected that he will report such
problems in his annual report to the Congress.
Benefits would be payable for covered outpatient rehabilitation services furnished beginning January 1, 1973.

Authority of Secretary To Select Intermediaries and Assign
Providers to Them
(Sec. 286 of the bill)
Under present law, a group or association of providers of services—
hospitals, extended care facilities, and home health agencies—have the
option of nominating an organization or agency to act as the "fiscal

intermediary" between the providers and the Secretary of Health,
Education, and Welfare. The Secretary is authorized to enter into an

agreement which provides for the organization or agency to determine
amounts due the providers. Any provider which either elects not to be
bound by the group's nomination of an intermediary or is not a member of a group making such a nomination, may elect to be paid through
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any organization or agency which has entered into an agreement with
the Secretary, if the Secretary and the organization agree to it, or the
provider may elect to deal directly with the Secretary. The Secretary
may enter into an agreement with an organization or agency to act as
a "fiscal intermediary" oniy if he finds that to do so would be consistent with effective and efficient administration of the program.

An agreement may be terminated by the intermediary or by the
Secretary, with appropriate notice. The Secretary may terminate an
agreement with an intermediary only if he finds that it has failed to

carry out the agreement or that continuation of the agreement is
inconsistent with efficient administration of the program.
The arrangement under present law giving providers of services
wide latitude in their choice of intermediaries was appropriate at the
outset of the medicare program. As the program has matured, however, such unrestricted choice may be an impediment to efficient and
economical administration. For example, where an intermediary is
selected by only a small minority of providers in an area, it is very
difficult for the intermediary to perform the cost comparisons and
other analyses which are an essential component. of determinations of
reasonable costs. Unrestricted choice of intermediaries also raises the
possibility that a provider will "shop" for the most lenient fiscal intermediary. Moreover, unrestricted choice interferes with the Administration's efforts to improve program administration by increasing the
responsibilities of the most efficient intermediaries, while decreasing
the roles of relatively inefficient intermediaries.
Accordingly, administrative prerogatives in the assignment of new
providers to intermediaries and the reassignment of existing providers
should be strengthened. The Secretary should have the primary authority to determine to which intermediary providers may be assigned
or reassigned when they wish to change intermediaries or where continued availability of a particular intermediary (or direct payment
by the Secretary) in a given locale is inefficient, ineffective, or otherwise not in the best interests of the program. The Secretary should
consider the preference of the provider, but should also be able to take

a different course of action in the interest of effective program
operation.

The committee bill would authorize the Secretary to assign or
reassign providers to available intermediaries or to require that payments to a given provider be made directly by the Secretary in any
case 'where such assignment or reassignment would result in more
effective and efficient administration of the medicare program.
This provision would become effective on January 1, 1973.

Limitations on Adjustment or Recovery of Incorrect
Payments Under the Medicare Program
(Sec. 281 of the bill)

Under present law, the Secretary is required to recover overpayments made to or on behalf of an individual where it is determined
that services for which payment has been made were not covered under medicare. Further, present law provides that overpayments made
to providers or other persons for services furnished an individual,
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which cannot be recovered from the overpaid provider of services or
other person, may be recovered by decreasing subsequent payments
to which an individual is entitled under title II of the Act.
Present law also provides that adjustment or recovery of an incorrect payment will not be made with respect to an individual who
is without fault and where such an adjustment (or recovery) would
defeat the purposes of title II or would be against equity and good
conscience. However, there are no similar provisions specifically authorizing the application of waiver with respect to providers of services
and other overpaid persons. While the Administration has developed
guidelines to specify the situations where a provider of services or
other person should not be held responsible for repayment of incorrect
amounts, the committee has added provisions to apply where it seems
inequitable to recover from a provider or the individual.
The committee is particularly concerned about overpayments discovered long after the payment was made. It has therefore, included
an amendment providing that, after 3 years have expired, there will
be a presumption, in the absence of evidence to the contrary, that the
provider or other person shall be deemed to be without fault with
respect to an overpayment and that under such circumstances no collection should be made. However, the Secretary would be authorized
to make the presumption before the 3 years have expired (but not before 1 year) if he finds that to do so would be consistent with the objectives of title XVIII.
The amendment also requires that providers under their participation agreements (or physicians or other persons where they have accepted assignments) where collection of an overpayment is made from
the provider or others, be prohibited, after 3 years, from charging
beneficiaries for services found by the Secretary to be medically unnecessary or custodial in nature, in the absence of fault on the part of

the individual who received the services. However, the Secretary would
be authorized to make the presumption before the 3 years have expired
(but not before 1 year) if he finds that to do so would be consistent
with the objectives of title XVIII.
Additionally, the Secretary would be authorized to deny ci aims for

reimbursement made after the lapse of a reasonable period of time
specified by him in regulation, of not less than 1 year nor more than 3
years. This provision is similar to one developed by the committee in
1970 and included in H.R. 17550 as passed by the Senate.
The limit on rirht of recovery would anply to notices of payment.
after 1968. The limit on filing claims would apply to requests for payment made after 1970.

14-Day Transfer Requirement for Extended Care Benefits
(Sec. 248 of the bill)
Under present law. medicare beneficiaries are entitled to extended
care benefits only if they are transferred to a skilled nursing facility
within 14 days of discharge from a hospital. The committee added to
the House bill a provision which would modify this requirement in
certain defihied cases where failure to begin receiving extended care
services within 14 days would not change the nature of the services as
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a continuation of treatment begun in the hospital. Intervals of more
than 14 days would be permitted when, following discharge from a
hospital, the patient's condition did not permit immediate provision of
skilled nursing or rehabilitation services, or the nonavailability of
appropriate bed space in facilities ordinarily utilized in the geographic
area prevented admission for not longer than 2 weeks beyond the 14
days. The Secretary would define in regulations the criteria to be applied in determining whether the 14-day requirement can be waived.

One example of the type of situation intended to be covered is a
patient with a fractured hip who may require little in the way of
skilled care for some time after his discharge from the hospital be-

cause the fracture will not have mended to the point where physical
therapy and restorative nursing can be utilized. In such a case, regu-

lations could indicate that payment of posthospital extended care benefits would start when the patient begins an active program of skilled
care, even though more than 14 days will have elapsed since his trans-

fer from the hospital, since such care would be clearly related to his
hospitalization. Another example would be the case where an mdividual was discharged from a hospital to his home rather than to a
skilled facility because no bed was available and the person's illness
required the use of private duty nursing on an essentially full-time
basis to provide skilled care. A third example would be a person who
needed daily skilled services and went home because no bed was available but lack of funds or appropriate services prevented him from re-

ceiving daily skilled care at home and the health of the patient suffered. The cost of this change would not be significant.

Consultants for Skilled Care Facilities
(Sec. 277 of the bill)
Among the conditions of participation for extended care facilities
in the medicare program is the requirement that these facilities retain
consultants in specialty areas such as the maintenance of medical
records and the formulation of policies governing the provision of
dietary and social services. Reimbursement is made to each facility
only for that portion of the costs of the consultants' services representing services provided to medicare patients. For example, if 20
percent of the patient days in an extended care facility are medicare
and the remaining 80 percent are medicaid patient days, the facility
can recover only 20 percent of the costs of the consultants' services
from the medicare program. The remaining 80 percent of the cost
must come from the fixed per diem payment made by the State for
medicaid patients.

The committee is aware that in many parts of the country consultants in these particular specialty areas are in short supply, competition for their services is intense, and the cost of retaining them on
a per diem basis is often prohibitive for many extended care facilities.
In some cases, the difficulty encountered by an extended care facility
in retaining and paying for a consultant is compounded by the fact
that a large number of the facility's patients are on medicaid. Often
the State has provided similar consultative services for these medicaid
patients, and no additional medicaid allowance can be made for the

78—178 O—72————21
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outside consultants employed to meet the medicare conditions of
participation.
Under the committee bill those State agencies that are able and

willing to provide these specialized consultative services for medicare
patients in an extended care facility which requests them, would be
authorized to do so, subject to approval of the State's arrangements by

the Secretary. The provision of consultative services by the State
agency on this basis would satisfy the medicare requirements relating
to the use of consultants in the appropriate specialty areas. Payment
by medicare would be made directly to the State agency for the costs
incurred in rendering the consultative services. The State agency

would be authorized to limit the availability of these services, consistent with its own assessment of available resources and needs.
This approach is in reality an extension of present responsibilities,
since State agencies have had a consultative as well as a certifying role
in medicare.
The amendment should result in lower costs to the medicare program as the consultants would be salaried employees of the State. It
should also lead to more effective use of scarce personnel. Finally,
determination of compliance by a facility with the required consultative services would be substantially simplified through verification at

a single source—the State agency—rather than with a multiplicity
of individual and scattered consultants.

A similar provision was approved by the committee in 1970 and
includedin H.R. 17550 as passed by the Senate in 1970.

Direct Laboratory Billing of Patients
(Sec. 279 of the bill)
Payment under medicare for low cost diagnostic laboratory tests
covered under the supplementary medical insurance program presents
a problem when patients are billed directly for such services by the
laboratory and assign their claims for medicare payment of a portion
of the cost to the laboratory. The problem is that the cost of collection

of an individual bill is large compared with the amount of the bill,
particularly with respect to collection of the coinsurance portion. For
example, where a bill for a laboratory service is $1.50, medicare will
pay only 80 percent, or $1.20, and the laboratory must bill the patient
for the 30 cents coinsurance for which he is responsible. The cost to

the laboratory of billing may exceed 30 cents, a situation which might
result in the laboratory raising its fee for such service to $2.00, so that
it could collect its full charge from medicare without billing the patient for .the coinsurance.
The committee therefore added a provision to the House bill, with
respect to diagnostic laboratory tests for which payment is o be made
to the laboratory, so that the Secretary would be authorized to negotiate a payment rate with the laboratory whicl would be considered the
full charge for such tests, for which reimbursement would be made
at 100 percent of such negotiated rate. However, such negotiated rate
would be limited to an amount not to exceed the total payment that
would have been made in the absence of such rate.
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Authority of Secretary to Administer Oaths in Medicare
Proceedings
(Sec. 289 of the bill)

Under present law, the Social Security Administration has the right
to take affidavits under oath from beneficiaries, other witnesses, and
principals in cases involving fraud, but only with respect to instances
involving cash or disability insurance benefits (under title II of the

Social Security Act). There is no provision in title XVIII which
grants the same right with respect to cases involving the medicare

program.
As a result, the Social Security Administration personnel have been
limited in their investigations of suspected program abuses because

they may obtain only statements from claimants and other persons
involved in potential fraud cases, as opposed to affirmations under
oath. Witnesses are less likely to change their testimony at the time
of trial if an affidavit is originally taken, since they generally attach
more legal significance to such an affidavit as opposed to a statement
completed on an administrative form.
The committee bill therefore includes a provision which would
authorize the Secretary, in carrying out his responsibility for administration of the medicare program, to administer oaths and affirmations in the course of any hearing, investigation, or other proceeding.
Termination of Medical Assistance Advisory Council
(Sec. 287 of the bill)

The 1967 Social Security Amendments established a 21-member
Medical Assistance Advisory Committee (MAAC) for the purpose of
advising the Secretary on matters of general policy in the administration of the medicaid program.
The committee believes that it is helpful from time to time to review the necessity for various advisory groups, and determine whether

they should continue to function, or whether their responsibilities
should be assumed by another existing advisory group.
Many of the areas of concern of the MAAC overlap those of the
Health Insurance Benefits Advisory Council (HIBAC) under meclicare. The similarities between medicare and medicaid are considerably
greater and more important than the differences. Both are concerned
with hospital, medical, skilled nursing facility care, and related care,

as the major and most costly items of service provided. Patterns of
payment and standards of care between the two programs are closely
related. Further efforts to conform them even more closely, particularly in the area of long-term care, have been made by the committee
in this bill, and by the Department. A single advisory group would
avoid duplicative activity.
The committee has therefore approved a provision to terminate the
Medical Assistance Advisory Council three months following enactment of H.R. 1. Of course the Secretary would still be free to appoint,
as necessary, temporary ad hoc advisory groups to deal with specific
medicaid areas of concern.
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The Council's responsibility for advising the Secretary on matters
of general policy affecting medicaid would be lodged with the Health
Insurance Benefits Advisory Council.

Extension of 75 Percent Federal Matching for Medical
Personnel Under Contract
(Sec. 282 of the bill)

Present law permits Federal financial participation at the 75percent rate for the compensation of skilled professional medical
personnel and staff directly supporting such personnel of the State
agency or of any public agency involved in the administration of the
medicaid program at the State or local level. Such personnel and
staff include physicians; members of other health professions such
as dentists, medical and psychiatric social workers, nurses, and pharmacists; other specialized personnel, such as research specialists and
experts on medical costs.
Present law, however, provides only 50 percent Federal matching

(the matching rate for general administration of the title XIX

program) for such medical personnel in non-public organizations under contract to the single State agency administering the medicaid program. This limitation handicaps States in securing, outside medical
personnel on a contract basis with respect to medicaid functions.
The committee has authorized Federal matching under medicaid of
75 percent of the reasonable costs of compensating skilled medical
personnel and direct supporting staff other than those of the State or
other public agencies. The committee included a similar amendment
in H.R. 17550 which was approved by the Senate.
States would thus be able, by contract arrangements, to use such
professional personnel for independent professional and medical
audits required with respect to patients in skilled nursing homes,
mental institutions, and intermediate care facilities whose use might
otherwise not be economical.

Increase in Maximum Federal Medicaid Amount for the
Virgin Islands
(Sec. 271 of the bill)

Under present law, there is an annual ceiling of $650,000 on Federal matching funds for the Virgin Islands' medicaid program.
Over the past several years, there have been substantial increases
in the unit costs of hospital and physicians' care in the Virgin Islands
which are expected to increase further. There has also been an increase in medicaid eligibles. The committee believes the $650,000
maximum on medicaid payments to the Virgin Islands should be ad-

justed to reflect the impact of these factors.
The committee has approved an increase in the ceiling on Federal
medicaid matching for the Virgin Islands from the present $650,000
to $1 million.
There would be no change in the 50 percent Federal matching rate.
The provision would be effective for fiscal year 1972 and each fiscal

year thereafter.
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100 Percent Federal Financing of Medicaid Nursing Home
Survey and Inspection Costs
(Sec. 249B of the bill)
At present, Federal matching fuiids for inspection of skilled nursing
facilities participating in the medicaid program are limited to 75 percent of necessary costs while reimbursement for inspection of medicare
extended care facilities is 100 percent of necessary costs.
The President has recommended that survey and inspection costs of
nursing facilities participating in the medicaid program be 100 percent federally financed.
Present State inspection systems for medicaid skilled nursing fa-

cilities and intermediate care facilities are less effective than they
could be, due in part to the reduced reimbursement rate for these inspections which provides an incentive for States to concentrate on
title XVIII reviews. Another result of this difference in reimbursement has been an inadequate number of skilled nursing facility and
intermediate care facility inspectors. The committee believes that full
Federal funding of the reasonable costs of nursing facility inspections
would improve the present system of determining an institution's qualifications to participate in medicaid and medicare and serve to upgrade
and standardize the quality of services provided by nursing facilities.

The committee has therefore added a provision to allow for 100

percent reimbursement for survey and inspection costs of skilled nurs-

ing facilities and intermediate care facilities under title XIX.
The amendment is effective January 1, 1972.

Definition of Physician Under Medicaid
(Sec. 280 of the bill)

Physicians' services are one of the mandatory items of health care
services which a State must include in its medicaid program. The
committee has amended section 1905(a) (5) of title XIX so as to
include in the statute the definition of a physician, as originally
intended, for purposes of this mandatory coverage as being a duly
licensed doctor of medicine or osteopathy.

Services of other types of health care practitioners are authorized

under other provisions of Section 1905(a). These other types of
practitioner services would remain optional with the States in accord-

ance with the clear intent of the committee originally expressed in
1965 with the enactment of medicaid.

This provision parallels a similar amendment added by the committee to H.R. 17550 and approved by the Senate.

Optometrists' Services Under Medicaid
(Sec. 212 of the bill)

Under present law a State can choose to provide optometrists' services as an optional service under its State plan. Some States, however,
which had chosen to include this service as an optional medicaid service have dropped optometric care as a reimbursable service from their
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plans, but specifically continued to provide for eye care which an optometrist is also licensed to provide under physicians' services, which
is a mandatory service under title XIX.
The committee believes that such provisions circumvent the legislative intent as expressed in 1969.
Under the committee bill, a State which previously covered opto-

metric services under medicaid and which, in its medicaid formal
plan, specifically provides coverage for eye care under "physicians'
services" which an optometrist is licensed to perform would also be
required to reimburse such care whether provided by a physician or
an optometrist; optometrists could not be excluded as potential providers in these cases.
Withholding of Federal Medicaid Matching Amounts for Certain
Terminated Medicare Providers
(Sec. 290 of the bill)

At present there are many hospitals and extended care facilities
which have withdrawn from participation in medicare without submitting cost reports to account for payments received under medicare
or refunding overpayments, yet they continue to participate in the
medicaid program and receive payments through that program with-

out penalty.
This problem has been the subject of an extensive study and report
by the Comptroller General in which he noted that improvements were
needed at both the intermediary and Federal level of medicare to minimize overpayments. In addition he recommended that steps be taken to

withhold other Federal payments, particularly under medicaid, to
these institutions.

The committee amendment would authorize the Secretary of
Health, Education, and Welfare to withhold (subsequent to sixty days
advance• notice to a State) future Federal financial participation in
State medicaid payments to institutions which have withdrawn from
medicare without refunding medicare overpayments or submitting
cost reports to account for medicare payments to them during their
participation in that program. The amendment is designed to recover
funds which have been overpaid to terminated medicare providers and
is not intended to penalize either the States or other title XVIII and/
or title XIX providers. If the terminated providers in question enter
into substantial negotiations with medicare, it is expected that the
withdrawal of Federal financial participation for that provider would

no longer apply.

Intermediate Care Facilities
(Secs. 297, 298, and 299 of the bill)
En order to provide a less costly institutional alternative to skilled
nursing home care, the committee and the Congress approved in 1967
an amendment to title XI of the Social Security Act which authorized
Federal matching for a new classification of care provided in "intermediate care facilities." The provision was intended to aut.horize a
mechanism for appropriate placement of patients pmfessionally determined to be in need of health-related supportive institutional care

321

but not that level of care provided by skilled nursing homes or mental
hospitals.
Section 254 of the House bill provides for the transfer of the inter-

mediate care facility program from title XI to title XIX, making
these facilities subject to standards set by the Secretary and services in

these facilities available to the medically indigent (at State option).
This provision is now unnecessary as the section was, subsequent to
House action on H.R. 1, separately enacted into law as part of Public
Law 92—223, with modifications, and became effective January 1, 1972.
The committee has therefore deleted section 254 from the House bill.

In its place, the committee has substituted several technkal amendments which clarify the committee intent with respect to the ICF provisions of P.L. 92—223. These changes make clear that: (a) independent

professional review of title XIX patients is required in all intermediate care facilities (section 298) and that (b) intermediate care facility services are to be covered for individuals age 65 or over in mental
institutions, as well as inpatient hospital services and skilled nursin
home services (section 297). Tn addition, language has been include
which clarifies the designation of the base period for the maintenance
of effort requirement pertaining to non-Federal expenditures with respect to patients in public institutions for the mentally retarded to be
the four quarters immediately preceding the quarter in which the State
elects to provide such services under title XIX. The committee limited
this maintenance of effort requirement to the first three years the program is in effect under title XIX (the requirement would expire
December 31, 1974 under the committee amendment) because the basic
purpose of such maintenance of effort requirements is to assure against
wholesale reductions in State effort with the introduction of Federal
dollars at the outset of a program and not to provide a perpetual obligation to continue expenditures at or above some previous historic
level which has no relationship to later circumstances. The committee
expects that the maintenance of effort provision will be implemented
in a manner which will not impede the relocation and transfer of persons in public institutions for the mentally retarded to non-institutional community settings, and between institutions in the State.

Training of Intermediate Care Facility Administrators
(Sec. 296 of the bill)

Until July 1, 1972, medicaid funds supported State training programs for waivered nursing home administrators designed to remove
deficiencies in the qualifications of the administrators which would
have otherwise prevented them from meeting State licensure
requirements.
Public Law 92—223 authorized the transfer of the title XI intermediate care facility program to the title XIX program making possible

the provision of ICF care as an optional service under a State
medicaid plan. It also provided the Secretary with authority to set
standards for ICF's. The committee has been advised by the Department that the ICF regulations to be issued by the Secretary will include
standards for administrators of ICF's, and that a substantial portion of
the administrators now operating ICF's may be unable to meet these
standards.
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The committee has therefore authorized expenditure of funds under
title XIX for the two-year period ending June 30, 1974 to provide for
supplemental training of ICF administrators who are unable to meet
such standards as may be established in regulations by the Secretary.

Intermediate Care Services in States Which Do Not Have a
Medicaid Program
(Sec. 292 of the bill)

Title XIX provides for Federal matching for medical services provided to ]ow-lncome persons through State medicaid programs. States

were required to have medicaid programs in effect as of January 1,
1970 or they could no longer receive Federal matching for medical
vendor payments. To date, 52 jurisdictions have established programs
under title XIX. Arizona and Alaska have not, as yet, chosen to participate in the program.
In 1967, the Congress made provision for Federal matching of payments for intermediate care facility services under title XI; as such,
these payments w-ere not considered to be medical vendor payments,
and Federal matching was available independently of whether the
State also had established a title XIX program. Public Law 92—223,
provided, effective January 1, 1972. for the transfer of the intermediate care facility program to title XIX, making possible the provision
of ICF care as an optional service under a State medicaid plan to
1)0th those eligible for cash assistance and the medically needy. Matching was no longer available for these services under the cash payment
programs.
An unintended effect of P.L. 92—223 was to deny the possibility of
Federal matching for intermediate care facility services in those States

without medicaid programs. Therefore the committee has added au
amendment to the bill to allow matching for intermediate care facility
services under title XI in those States which did not, on January 1,
1972 have in effect an approved State plan under title XIX: Thus
section 1121 would continue to apply to States without medicaid programs until the first day of the first month after January 1, 1972, that
the State has in operation an approved State plan under title XIX.

Intermediate care facilities participating in a program in those

States which do not have a title XIX program would be expected to
meet the same basic standards prescribed by the Secretary for intermediate care facilities participating in the medicaid program.

Deletion of the Maintenance of Effort Reonirement for Care for
Individuals Age 65 and Over in Mental Hospitals
(Sec. 295 of the bill)

Current medicaid law restricts coverage of inpatient care in institutions for mental diseases to individuals 65 years of age or older who
are otherwise eligible for medicaid. Under the provisions of the original statute, Federal matching for these services was tied to a require-

ment that the fiscal effort of State and local governments for these
services be maintained. Specifically, section 1903(b) (1) required that
States make a showing satisfactory to the Secretary that total expenditures from Federal, State, and local sources for iiintai health services
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(including payments to or in behalf of individuals with mental hehlth
problems) under State and local public health and public welfare programs for a given quarter exceed the average of the total expenditures
from such sources for such services for each quarter of the fiscal year
ending June 30, 1965.
The committee believes that this maintenance of effort requirement
has ceased to have any real effect because the base period for expenditures is now outdated. Continuation of the maintenance of effort requirement, even if updated, would not be desirable because it has fulfilled its basic purpose—to assure that there would not be substantial
decreases in non-Federal effort with the introduction of Federal dollars for support of inpatient care for those 65 and older in institutions
for mental diseases. The fiscal commitment of State and local governments to this health care area is now clearly established, and the possibility of a large-scale cut-back, does not appear likely. The committee
has, therefore, deleted the maintenance of effort requirement.

Disclosure of Ownership in Intermediate Care Facilities
(Sec. 299A of the bill)

Present legislation requires that information regarding the ownership of any facility participating as a skilled nursing home under
medicaid be made available to the State licensing agency. Each person
having a direct or indirect ownership interest of 10 percent or more in
the home must be identified: in the case of those homes organized as a
corporation, the identity of each officer and director of the corporation; and in the case of those homes organized as a partnership, the
identity of each partner. Each facility is to report to the State agency
any changes in the status of its ownership.
In the belief that standards for skilled nursing facilities under both
medicare and medicaid should be uniform, the committee has provided elsewhere in this bill that this requirement should also be applied

to skilled nursing facilities participating in the medicare program.
Intermediate care facilities, not otherwise licensed as skilled nursing
homes by a State, will make ownership information available to the
Secretary of Health, Education, and Welfare.
Public Law 92—223 transferred the intermediate care facility pro-

gram from title XI to title XIX effective January 1, 1972, and gave
the Secretary authority to establish standards for intermediate care
facilities.

Present law does not require disclosure of ownership of ICF's although these facilities have problems comparable to skilled nursing
homes which disclosure is intended to help solve. The committee believes that it is desirable to have the disclosure of ownership requirement also apply to intermediate care facilities participating under
medicaid and has approved an amendment to that effect.
4. PROVISIONS OF THE HOUSE BILL WHICH WERE DELETED BY THE
COMMITTEE

Supplementary Medical Insurance Deductible
Under present law, a deductible equal to the first $50 of expenses
incurred by a beneficiary for services of the type covered under the
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supplementary medical insurance program is payable by the beneficiary.

Recognizing that medical costs have risen considerably since the
beginning of the medicare program, the House concluded that it would

be appropriate to increase the supplementary medical insurance deductible to $60 as of January 1, 1972.
The committee has deleted this provision (section 204) from the
House bill. It is the committee's belief that the House provision does
not take into account the fact that due to increased medical care costs,
aged beneficiaries (according to the Department of Health, Education,
and Welfare) are paying nearly as much out of pocket for medical care
now as they were prior to medicare. The 20 percent coinsurance which
they must pay—apart from any amounts in excess of medicare's "reasonable charge" determination—is being paid on substantially higher
charges today than obtained in 1965. Finally, while it can be argued
that deductibles and co-payments may deter unnecessary care, it may
also be argued that such requirements can also serve to deter the seeking of necessary care. The committee believes that effective operation
of the Professional Standards Review Organizations should serve to
assure the medical necessity of services provided—an approach which
appears preferable to imposing economic barriers to necessary as well
as unnecessary care.

Limits on Payments for Skilled Nursing Home and Intermediate
Care Facility Services
Section 225 of the House bill provided that for any calendar quarter

beginning after December 31, 1971 the average per diem cost for
skilled nursing homes and intermediate care facilities countable for
Federal financial participation would be limited to 105 percent of such
costs for the same quarter of the preceding year. It would also authorize the Secretary by regulation, to increase the percentage to take ac-

count of increases in per diem costs which result directly from increases in the Federal minimum wage, or which otherwise result
directly from provisions of Federal law enacted (or amendments to
Federal law made) after the date of enactment of H.R. 1.
The committee shares the concern of the House over rising expenditures for skilled nursing home and intermediate care facility services
which are due to rising costs or inappropriate utilization. However,
it does not believe that section 225 would be an equitable or administrable method of achievin.g cost control.

The committee believes that section 225 is inconsistent with

an upgradmg of care in facilities which may result in addi-

tional costs for the facility. The provision would be difficult to
administer and inequitable in that it does not take into account many
uncontrollable expenses and places an arbitrary limit, unrelated to
services rendered, on payments to a facility. Furthermore, the Professional Standards Review provision approved by the committee
should assure proper utilization of long-term care facilities, and over
time should serve to effectively control costs for these services. In addition, the committee has approved an amendment which would require
States to reimburse skilled nursing facilities and IOF's on a reasonable-cost related basis by July 1, 1974. The PSRO amendment, as well
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as the requirement for a reasonable differential between average State-

wide reimbursement rates for IOF and skilled nursing facility care,
will also contribute to more equitable and rational payment for institutional care, while providing some control on cost increases.
The committee has therefore deleted the section from the House
bill.

Determination of Reasonable Cost of Inpatient Hospital Services
Under Medicaid and Maternal and Child Health Programs
Under regulations issued by the Secretary, States are required to
reimburse hospitals for inpatient care under medicaid on the basis of
the reasonable cost formula set forth in medicare, except on an experimental and demonstration basis.
Section 232 of the House-passed bill would allow States, generally,
to develop their own methods and standards for reimbursement of the
reasonable costs of inpatient hospital services, thereby giving them
flexibility in working out payment arrangements with their hospitals.
Reimbursement by the States would in no case exceed reasonable cost
reimbursement as provided for under medicare.
The possibility exists that section 232 may provide the opportunity
for States to reimburse hospitals under medicaid at less than the cost
of medicaid services, and the committee feels that this would be undesirable.
The committee has, therefore, deleted the section.

Coverage of Ptosis Bars
Under medicare's supplementary medical insurance program, specific provision is made for the coverage of leg, arm, back, and neck
braces, which includes a variety of devices used to support weak or
deformed body members or to restrict motion in a diseased or injured
part of the body. However, medicare does not pay for ptosis bars used
to support the drooping eyelids of patients suffering from paralysis
or atrophy of the muscles of the upper eyelid. The House bill would
cover these devices in the same way as other supportive devices or appliances. No payment would be made for eyeglasses to which such de-

vices may be attached. Based upon expert professional opinion that
ptosis bars are generally ineffective and usually contraindicated, the
committee has deleted the provision from the bill.

Prohibition Against Requiring Professional Social Workers in
Extended Care Facilities Under Medicare

In order to participate as an extended care facility under the

medicare program, institutions are now required to engage the services

of a professional social worker. This requirement is not specified

m the statute but was promulgated by the Secretary under his authority

to establish conditions deemed necessary for the health and safety
of patients. Some facilities have had difficulty obtaining such consultation, and where obtainable, the consultants have often been quite
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expensive. To alleviate this problem, a provision was included in the

House bill which would prohibit the Secretary from requiring provision of medical social services as a condition of participation for
an extended care facility under medicare.
The committee bill would delete the House provision. Social services are potentially valuable in controlling and assuring proper utihzation, since the social work personnel are primarily responsible for discharge planning. Just last year, subsequent to Hoiise approval of H.R.
1, the Joint Commission on Accreditation established a requirement

that hospitals have social service units designed to facilitate dis-

charge planning. Removal of the requirement to provide such services
would not be in the best interests of either the medicare program or
its beneficiaries.

Requirements for Nursing Home Administrators
Present law provides that a skilled nursing home which is receiving
medicaid payments must be operating under the supervision of an
administrator licensed by the State agency or board whose purpose
it is to develop, impose, and enforce standards regarding the qualifications and training of individuals applying for such a license. The
current provision also permits the appropriate State agency or boaid
to grant a waiver with respect to any of its standards to individuals
who served as an administrator for the calendar year immediately
preceding the calendar year in which the requirements for a licensure
program were first met by the State provided there is a training program onerating in the State to enable individuals to meet the requirements necessary to obtain a license. The waiver authority, however,
expired on June 30, 1972.
The House was concerned that persons who have worked as nursing

home administrators should not be precluded from serving in this
capacity because they fail to meet certain statutory requirements of
the medicaid program. The House therefore amended present law

to permit States to grant a permanent waiver from title XIX
requirements for licensure to those individuals who served as nursing

home administrators for the three-year period preceding the year
the State established a licensure program.

The Finance Committee approved the licensure provision in 1967

as a means of upgrading the quality of personnel administering

nursing homes. The oommittee believes that a permanent waiver in
regard to licensure requirements would be inconsistent with and possibly detrimental to assuring patient care of proper quality and the
emohasis on the professional upgrading of nursing home standards.
The committee has therefore deleted this provision (section 269)
from the bill.

Termination of the National Advisory Council on Nursing Home
Administration
Included in the Social Security Amendments of 1967 was a provision for the establishment of a National Advisory Council on
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Nursing Home Administration whose purpose was to study, develop,
and advise the Secretary of Health, Education, and Welfare and the

States on issues related to qualifications, training, and licensure
prograips of nursing home administrators. The Council was scheduled
to terminate on December 31, 1971.

After reviewing the operation of the Council, and since the Council
had completed its work at a date earlier than that provided by statute,
the committee included a provision in H.R. 17550 providing for termination of the Council as of December 31, 1970. The House included a
similar provision (section 270) in H.R 1. However, the Council expired by statute on December 31, 1971, and the amendment terminating
the Council is now unnecessary.
5. ADDITIONAL MATTERS OF CONCERN TO THE COMMITI'EE

Coordination of Regulatory Activities for Clinical Laboratories
At present, the Department of Health, Education, and Welfare regulates laboratory operations and performance under two different
programs—the medicare program, administered by the Social Security Administration, and the program for regulating laboratories
engaged in interstate commerce, administered by the Center for Disease Control of the Health Services and Mental Health Administration. The two Federal programs issue separate regulations, apply
different standards, and are administered by different personnel.
However, the committee has been informed that efforts have been undertaken by the Department to coordinate the activity of its components with respect to regulation of clinical laboratories.
In order to try to eliminate the dual operation in favor of a single
approach, the committee expects that the Secretary of Health, Education, and Welfare will continue to initiate such administrative changes
as might result in uniform standards and policies and the placing of
responsibility for regulating interstate laboratories in one organizational component of the Department. The committee also expects that
the Secretary will report to it not later than 6 months after enactment,

concerning the changes initiated, and that he will recommend such
legislative action, if any, which may be required to avoid duplication.

Outpatient Physical Therapy in Rural Communities
Under present law outpatient physical therapy services are covered
under medicare only when furnished by participating hospitals, extended care facilities, home health agencies, clinics, rehabilitation agen-

cies, and public health agencies. The participating provider may furnish outpatient physical therapy through employees or by making suitable arrangements for self-employed physical therapists to work under
its supervision. Payment is permitted for services in a self -employed
therapist's private office only where the participating organization is a
public health agency and neither it nor the other participating providers in the area are able to furnish a full range of physical therapy
procedures on an outpatient basis. This approach was adopted be-
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cause of the probability that participating organizations which provide
none of the services themselves would not be able to adequately super-

vise the services independent practitioners perform in their private
offiées. An exception was made in the case of public health agencies be-

cause they represent the only participating provider in many rural
areas and they often are not able to provide physical therapy on their
premises. These agencies have no choice but to rely on a local independent practitioner and his facilities to provide physical therapy to
their patients.
While the committee supports this policy, it has come to t.he
committee's attention that there are also some rural communities where
the only participants in the medicare program are hospitals which do
not provide physical therapy on their premises. The committee believes
that the Secretary should accord such hospitals the same treatment accorded to public health agencies in order to assure that covered out-

patient physical therapy is available to beneficiaries in these rural
areas. The committee understands that some rural hospitals have already arranged for necessary physical therapy services to be provided
to beneficiaries off their premises but in the community served by the
hospital. If he has not already done so, it expects that the Secretary
will validate such arrangements where they were reasonable under the
circumstances.

Qualification of Home Health Agency
One of the statutory requirements for participation in medicare
as a "home health agency" is that the agency must be "primarily
engaged in providing skilled nursing services and other therapeutic
services." It has come to the committee's attention that this requireinent has been interpreted to mean that an agency which has only
nurses on its staff may not participate in medicare as a home health
agency even though the nurses may perform services in addition
to nursing. In the committee's view, a home health agency which
provides skilled nursing and other therapeutic services should not be
disqualified from participating solely on the ground that it employs
only skilled nurses to provide such services. The committee expects

that the Secretary will take this view into account in determining
an agency's eligibility to participate in medicare and medicaid as a

home health agency.

Home Health Services
Home health services are presently covered under medicare only

if they are provided by a qualified home health agency under an overall
plan of treatment prescribed by a physician for a beneficiary who has

a need for such services. Although there is no requirement that the
coverage of home health services under medicaid be similarly limited
in fact the same requirements have also, been applied. However, in some
rural areas and small towns there are no home health agencies and only

a few physicians to provide services over broad geographical areas.
Some physicians in these areas call.upon nurses to provide certain serv-
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ices to homebound patients. Such services could be covered as "home
health services" if provided by a qualified home health agency or as
services "incident to a physician's service" where the physician actually
accompanied the nurse. These services are, of course, services which

the nurse is licensed to perform. In the absence of a home health

agency, the only way they now may be paid for under medicare is for
the physician to perform such services himself or to accompany his
nurse to the patient's home.
The committee believes that these alternative arrangements for payment represent a highly uneconomical use of scarce physician manpower. The Secretary of Health, Education, and Welfare should waive
the normal requirements with respect to coverage of health services
performed in the patient's home, so as to cover certain added services
where: (1) the service was individual or intermittent; (2) the service
was rendered by a nurse or trained technician employed or engaged
(under arrangements acceptable to the Secretary) by a visiting nurse
association or similar organization or by a physician; (3) the service

of such a professional was required for the care of the patient; (4)
there was either no participating home health agency servicing the
area or none servicing the area which could provide the service in a
timely fashion; (5) the cost to the program is probably less than it
would have been had the service been performed incident to a physician's services; and (6) the service is ordinarily provided in a manner
which the Secretary finds appropriate. The Committee expects that
similar services would also qualify for reimbursement as homehealth
services under the medicaid program.
The committee suggests that the services covered by the waiver be

limited to those services which could be covered if performed as a
regular home health service or incident to a physician's service. Payment would be made at no more than the reasonable charge or reasonable cost, as appropriate, for such services.
MEDICAID BENEFIT COST ESTIMATES UNDER CURRENT LAW AND SENATE
VERSION OF H.R. 1, CALENDAR YEARS 1973—77

In compliance with section 252 (a) of the Legislative Reorganization
Act of 1970, the following statement, provided by the Department of
Health, Education, and Welfare, is made relative to the costs incurred
in carrying out the medicaid provisions of this bill. With the exception of the item noted on the projected costs and savings, the committee and the Department reasonably agree.
1. Base program costs for medicaid are derived from estimates of
medical vendor payments, projected from the base of the fiscal year
1973 expenditures contained in the President's budget, and adjusted to
reflect the inclusion of services in intermediate care facilities (transferred from title XI to title XIX, effeétive January 1, 1972). Three
basic factors influence the estimates of title XIX costs over the 5-year
period: inflation in medical care costs, growth in the eligible population (generally reflecting the increase in the cash assistance popula-

tion), and changes in patterns of utilization. The rates of inflation
assumed vary somewhat by type of Service; they are in line with the
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policies of the wage-price guidelines, and parallel those used by the
Social Security actuaries in estimating future costs under title XVIII.
2. The current law estimate is based on assumptions of continuation
of current programs for cash assistance for famihes and needy adults,
and continuation of current medicaid. The estimates are based on
assumptions of slightly increased use of noninstitutional services in
response to. program policies and initiatives planned over the 5-year
period.

3. Estimates of the impact of the Senate version of H.R. 1 account
only for the impact of the title II provisions. Offsets occurring under
title XIX because of changes in title XVIII coverage have been in-

cluded. It should be noted, however, that the impact of extending
medicaid to employment program families (who are ineligible under
the terms of the current program because of the presence of an employed father in the home) have not been included, because they are
more properly reflected as a cost resulting from title IV of the bill.
Similarly, no estimate has been prepared of the impact of the provision for treatment of alcoholics and addicts under title XV of the
Social Security Act. In general, the cost implications of that provision
will consist of transfers from one program (in this case title XIX) to
another, the title XV program.
4. It should be noted that the cost estimates of the Senate version of
H.R. 1 are not directly comparable to similar estimates of the impact
of the House version on H.R. 1. This is the result of several factors:
(a) The projections of program costs prepared in conjunction with
the House version of H.R. 1 were derived from a slightly different base
than was used for estimating purposes for the Senate bill. This reflects
the fact that the estimates prepared in conjunction with the Senate version of H.R. 1 were prepared nearly one full year later, and more recent data were available upon which to base program estimates. The
projection of current program costs prepared in conjunction with this
bill are therefore more recent and more accurate.
(b) The base figures used for preparation of estimates for this bill
included expenditures for intermediate care facilities, reflecting the
transfer of this service to title XIX.
(c) The 20 percent increase in social security benefits recently enacted into law caused some reduction in the size of the population eli-

gible for medicaid, and lowered slightly the base of medicaid

expenditures.
(d) The estimates prepared in conjunction with the House bill were
fiscal year figures. The figures accompanying this bill are on a calendar
year basis.
(e) The figures prepared in cOnjunction with the Senate bill rep-

resent total title XIX expenditures (medical vendor payments and
administrative costs). The estimates prepared in conjunction with the

I-louse bill represented medical vendor payments only; administrative
costs were not included. In general, administrative costs are approximately 5 percent of medical vendor payments under title XIX.
(f) The effective dates of many of the provisions in the Senate bill
are later than those contained in the House bill. This accounts for a
substantial difference in the estimate of the impact of the two bills in
the initial years.
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IMPACT OF SENATE VERSION OF H.R. 1 ON FEDERAL MEDICAID
COSTS, CALENDAR YEARS 1973-77
[Millions of dollars]
Federal fiscal impact
Calendar
year 1973

1974

—30
—74
—62

—67
—162
—62

Section (from House bill):
201 Coverage of disabled under medicare

207 Comprehensive health care
208 Cost sharing under medicaid
209 Determination of payments
231 Maintenance of effort
271 Increased matching to Puerto Rico...
New provisions:
Drugs under medicare
Coverage of mentally ill children
Level of care requirements
75 percent matching on contract medical
personnel
100 percent reimbursement-SNH inspectors
Reasonable cost related reimbursement

Total Federal fiscal impact

+79

'—570

+10

+29

'—640

+10

—24

—51

+52

+120

—13

—14

+5

+6

+19

+21
+17

'—608

'—793

1 The committee does not agree with the Department concerning the estimate of
savings. Because of the substantial savings accruing to States under various provisions of the bill, the committee does not anticipate any wholesale cutbacks by
States in their medicaid programs. The purpose of the amendment involved was to
permit States to make orderly (and often short-term) adjustments in their medicaid
programs from time to time as circumstances dictated. Thus, the calendar year
1973 total of savings should be reduced by about $500,000,000 and that for 1974
by some $600,000,000.

MEDICAID COST ESTIMATES, CURRENT LAW AND SENATE
VERSION OF H.R. 1, CALENDAR YEARS 1973-77
[Millions of dollars]
calendar year

1973

1974

1975

1976

1977

Current law
5,655 6,559 7,542 8,579 9,674
H.R. 1, Senate version. ... 5,047 5,766 6,679 7,609 8,593
1 608 1 793
1 863 1970 1 1,081
Federal savings
'Committee does not agree. See footnote on preceding table.
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V. FINANCING OF SOCIAL SECURITY TRUST FUNDS
A. Financing Provisions
Consistent with the policy of maintaining the social security program on a financially sound basis, which has been followed in the past,
the committee bill would make provision for meeting the cost of the

expanded program under the bill. To meet the cost of the improvements in the cash benefit programs and the extension of medicare
coverage to disabled beneficiaries and to include drug coverage, the
schedule of tax rates would be revised as shown in table 1 below. Under
both present law and the committee bill, the limitation on wages taxable under social security would be increased from $9,000 in 1972 to
$10,800 in 1973, to $12,000 in 1974, and starting in 1975 the limit would
rise as average wages increase.
TABLE 1.—SOCIAL SECURITY TAX RATES FOR EMPLOYERS
EMPLOYEES, AND SELF-EMPLOYED PERSONS UNDER PRES-

ENT LAW AND COMMITTEE BILL
[In percent]
Employe r and employee,
each
OASDI

Present law:

Total

HI

0.6
.9
.9

7.5
7.8
7.8

1.1
1.2

5.5
5.6
5.7

1.2

6.55

6.7
6.7
6.7
7.0

1.0
1.1
1.2
1.2

7.7
7.8
7.9
8.2

4.6
4.9
4.95

.6
1.1
1.3

5.2

6.0
6.25

6.9
7.0
7.0

.6
1.1
1.3

7.5
8.1
8.3

4.95
4.95
6.05

1.5
1.6
1.6

6.45
6.55
7.65

7.0
7.0
7.0

1.5
1.6
1.6

8.5
8.6
8.6

4.5
4.5
4.5
5.35

1.0

1972
1973 to 1977
1978 to 1980

1981 to 1992

1978 to 1985
1986 to 1992

1993 to 2010
2011 and after

.9
.9

Committee bill:

1993to2010

2011 and alter

Total

HI

6.9
6.9
6.9

0.6

1974 to 1977

OASDI

5.2
5.5
5.5

4.6
4.6
4.6

1972
1973

Self.employed
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B. Social Security Cash Benefit Programs
ACTUARIAL AssuMr'rloNs USED BEFORE 1972

The financing of the social security cash benefit programs has
always been carefully considered by the Congress with a view toward

ensuring the actuarial soundness of the old age, survivors and disability insurance system. Actuarial soundness has meant that the estimated future income from contributions and interest earnings on the
accumulated trust fund investments would over the next 75 years pay
for the expenditures for benefits and administrative expenses.
The long-range estimates for the social security cash benefit programs have until now been based on the assumption that earnings
and benefit levels would iiot change over the next 75 years. This
does not mean that covered payrolls were assumed to be the same
each year; rather, they were projected to rise steadily as the covered
population at the working age was expected to increase.
The assumption that neither wages nor prices would increase in the
future was not meant as an economic forecast but rather as a purposefully conservative assumption on which to base a measure of the
long-range cost of the program and proposed changes in the program.

The assumptions recognize the probability that wage levels will
continue to rise in the future and that Congress will act to increase
benefits. Moreover, because of the conservative nature of the assumptions, when the costs are expressed in terms of a percentage of payroll,
they allow for an increase in benefit levels in proportion to any rise

in wage levels that actually does occur. In fact, as earnings levels
and prices have actually increased, actuarial surpluses accumulated
which could be and were used to finance a part of the cost of further
benefit increases. Along with the periodic congressional action to increase benefits, the tax rates for the short-range future were generally
adjusted to prevent a large accumulation of trust funds. These adjustments have generally meant that in recent years the trust funds have
had sufficient assets to pay for a little more than 12 months of current
benefits, as shown in the table below. Thus as a practical matter, the
legislation enacted by the Congress in the past decade has resulted
in the social security program being operated on a pay-as-you-go

basis.
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TABLE 2.—INCOME AND OUTGO OF SOCIAL SECURITY CASH
BENEFIT TRUST FUNDS
tin billions of dollars]

Year

1961
1962
1963

1964
1965
1966
1967
1968
1969
1970
1971

Income

Outgo

12.9
13.7
16.2

13.4
15.2
16.2

17.5

Net
increase or
decrease

Assets, end
of year

—0.5
—1.5

22.2
20.7
20.7

17.0

0.5

21.2

19.2

—1.3

23.4

20.9

2.5

19.8
22.3

2.5

28.7

5.5

34.2

17.9

26.4

22.5

28.5

26.0

33.3

27.9

37.0
40.9

33.1
38.5

3.9

3.9
2.4

26.2

38.1

40.4

CHANGE IN ACTUARIAL A8sUMrrIoNs

With the enactment of Public Law 92—336, the Congress adopted a
schedule of tax rates which is based on a new set of actuarial assumptions. The new assumptions do not change the cost of the program;
they merely change the way in which the cost is measured and consequently the tax rates scheduled in the law. The major modification is
that the actuarial projections now assume an increase in both wages
and prices in future years.
CONTRIBUTION RATE SCHEDULE FOR OLD-AGE, SURVIVORS, AND
DISABILITY INSURANCE IN THE COMMITTEE Biu.

The contribution rate schedule for old-age, survivors, and disability
insurance contained in the committee bill, as well as that under present
law, is shown in table 3 below. The maximum earnings bases to which

these tax rates are applied are the same under the committee bill as
under present law—that is, $9,000 for 1972, $10,800 for 1973 and
$12,030 for 1974; thereafter, the base wouM rise automatically as
average earnings rise.
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TABLE 3.—TAX RATES FOR SOCIAL SECURITY CASH BENEFIT
PROGRAMS, PRESENT LAW AND COMMITTEE BILL
(In percent]
Combined employeremployee rate
Calendar year

1972
1973 to 1977

1978to2010

2011 and after

Present Committee
law
bill

9.2
9.2
9.0
10.7

Self-employed rate
Present
law

Committee

6.9
6.9
6.7
7.0

6.9
7.0
7.0
7.0

9.2
9.8
9.9
12.1

bill

SELF-SUPPORTING NATURE OF SYSTEM

The Congress has always carefully considered the cost aspects of
the old-age, survivors, and disability insurance system when amendments to the program have been made. In connection with the .1950
amendments, the Congress stated the belief that the program should
be completely self-supporting from the contributions of covered individuals and employers. Accordingly, in that legislation the provision
of the law in effect at that time which authorized appropriations (if
needed) from general revenues of the Treasury was repealed. This
policy has been continued in subsequent amendments. The Congress
has very strongly believed that the tax schedule in the law should make
the system as nearly self-supporting as possible, on the basis of the
best available actuarial projections.
ACTUARIAL SOUNDNESS OF THE SYSTEM

The concept of actuarial soundness as it applies to the old-age, survivors, and disability insurance system differs considerably from this
concept as it applies to private insurance or private pension plans,

although there are certain points of similarity with the latter. In

connection with individual insurance, the insurance company or other
administering institution must have sufficient funds on hand so that
if operations are terminated, it will be in a position to pay off all the
accrued liabilities. This, however, is not a necessary basis for a national compulsory social insurance system and, moreover, is frequently
not the case for well-administered private pension plans, which may
not, as of any given time, have enough assets to cover all the liability
for prior service benefits.

It can reasonably be presumed that, under Government auspices,
such a social insurance system will continue indefinitely into the future The test of financial soundness then, is not a question of whether
there are sufficient funds on hand to pay off all accrued liabilities.
Rather, the test is whether the expected future income from tax contributions and from interest on invested assets will be sufficient to
meet anticipated expenditures for benefits and administrative costs
over the long-range period considered in the actuarial valuation. Thus,
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the concept of "unfunded accrued liability" does not have the same

significance ma social insurance system as it does in a plan established
under private insurance principles. In a social insurance system, unlike
a private system, it is quite proper to count both on receiving contri-

butions from new entrants to the system in the future and on paying
benefits to this group during the period considered in the valuation

in determining whether a social insurance system is in actuarial
balance.

The old-age, survivors, and disability insurance program is actuarially sound if the estimated future income from contributions and
from interest earnings on the accumulated contingency trust funds
will, over the long-range period considered in the valuation, support
all the system's expenditures. Obviously, future experience may be
expected to vary from any actuarial cost estimates made now. Nonetheless, the intent that t.he system be self-supporting (and actuarially
sound) can be expressed in law by utilizing a contribution schedule
that, according to the cost estimates being used, results in the system
being in balance or substantially close thereto.
BASIC Asstmn'rIoN 10R COST ESTIMATES

General Ba8i8 for Long-Range Co8t E8timate8
The long-range estimates for the old-age, survivors, and disability
insurance program presented in this report are based on the assumption that average earnings in covered employment will increase in the

future at an annual rate of 5 percent. Similarly, the assumption has
been made that the Consumer Price Index will increase at a constant
annual rate of 23/4 percent. These two assumptions yield an implied
increase in real earnings of 21/4 percent per year, which is close to the
actual average experience of the last 20 years (however, the most recent
experience would indicate a lower average value). In order to protect
the financing of the system against possible future fluctuations in factors used in the cost estimate, a safety margin of % of one percent

has been added for every year after 1973 and up to the year 2010.
It will be noted that the addition of this margin is approximately
equivalent to an assumption that for the period 1974—2010, average
real earnings will increase by 1 percent per year.
These long-range cost projections are based on assumptions that are
intended to represent close to full employment. The aggregate amount

of earnings taxable in 1973 under the scheduled base of $10,800 is

estimated at about $557 billion. Similarly it is estimated that $618 billion of earnings will be taxable in 1974 under the scheduled $12,000
earnings base. The latter amount is projected to increase in the future
as the covered population grows and as the average taxable earnings
increase due to increases in the tax base as well as to increases in average earnings in covered employment.
The long-range cost estimate presented in t.his report was prepared
for a 75-year period. A shorter period of valuation would not be appropriate because of the projected movement in the aged population. The

reason for this is that the number of births in.the 1930's was very
low as compared with both prior and subsequent experience. As a
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result, there will be a dip in the relative proportion of the aged from

1995 to about 2015, which would tend to result in low benefit costs for
the old-age, survivors, and disability insurance system during that period. For this reason, a period extending beyond the year 2015 is
needed to show the effect of a changing aged population on the cost
of the social security cash benefit programs.
Measurement of Costs in Relation to Taxable Payroll
In general, long-range costs in this report are shown as a percentage of taxable payroll. This is the best measure of the long-range cost
of the program. Dollar figures taken alone could be misleading. It
should be recognized that cost projections based on assumptions of
increasing wages and benefits involve the use into the distant future
of geometric growth in economic factors, which would tend to make
the resulting dollar figures difficult to relate to current dollar values.
General Basis for Short-Range (Yost Estim,ates
The basis for the short-range cost estimates (shown for the individual years 1972—77) is similar to that used in the past and assumes that
employment and earnings will increase each year. A gradual rise in
the earnings level in the future (about 5—6 percent per year), somewhat below that which has occurred in the past few years, is assumed.
Covered employment is assumed to increase by about 2.4 million workers per year during the period.
Average-Cost Concept

In the past an important measure of long-range cost has been the
level-equivalent contribution rate required to support the system for
75 years, based on discounting at interest. Supporting the system includes not only meeting the benefit costs, the administrative expenses,
and other expenditures, but also maintaining a reasonable contingency

fund which at the end of the period amounts to one year's
disbursements.
If the tax rate was actually set at this level rate for the next 75 years,

relatively large accumulations in the trust funds would result, and
there would eventually be a sizable income from interest. In practice, the Congress has set tax schedules with relatively lower rates in
earlier years and higher rates in later years to avoid an unnecessary
accumulation of funds in the early years. But the concept of levelpremium costs is a convenient way to measure long-range costs and
might also be used with the new cost estimate assumptions. In fact,
such a concept might be simplified by an approximation in the case
of the new assumptions. The Social Security Administration Actuary
informed the committe& that it can be shown that if the discount interest rate assumed in the level-cost is not too different from the rate of
growth of the taxable payroll assumed, the level-cost concept could be
approximated by the simple arithmetic averaging of the annual costs

as percent of payroll. It is believed that this simplified average-cost
concept does not depart significantly from the level-cost values that
have been used in the past. As an example, it is estimated that for the
social security cash benefit programs under present law, the averagecost computed over the next 75 years is 9.77 percent of taxable payroll, which is comparable to the level-cost of 9.79 percent of taxable
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payroll. On the same basis the average future tax rate is 9.84 percent
of taxable payroll while the level-equivalent tax rate is 9.87 percent
of taxable payroll. The actuarial balance would be +0.07 percent of
taxable payroll under the average-cost concept as compared to + 0.08

percent of taxable payroll under the level-cost concept.
Interrelationehip With Railroad Retirement Systems

An important element affecting old-age, survivors, and disability
insurance costs arose through amendments made to the Railroad Retirement Act in 1951. These amendments provided for a combination
of railroad retirement compensation and old-age, survivors, and disability insurance covered earnings in determining retirement and disability benefits for workers with less than 120 months of railroad service and also for all survivor cases.

Financial interchange provisions were established so that the OldAge and Survivors Insurance Trust Fund and the Disability Insurance Trust Fund are placed in the same financial position in which
they would have been if railroad employment had always been covered under the program. It is estimated that, over the long range, the
net effect of these provisions will be a small loss to the old-age, sur-

vivors, and disability insurance system since the reimbursements from
the railroad retirement system will be somewhat smaller than the net
additional benefits paid on the basis of railroad earnings.
ACTUARIAL BALANCE OF THE PROGRAM IN PAST YEARS

Actuarial Balance of the Program After Enactment of P.L. 92—5
The social security changes in P.L. 92—5 approved in March 1971
contained a 10 percent benefit increase (which was guaranteed to all
future as well as present beneficiaries), an increase in the maximum
taxable earnings base to $9,000, and an increase iii the tax rates going
into effect after 1975. After these changes the program was in close
actuarial balance. The old-age and survivors insurance portion had a

small deficit of 0.06 percent of taxable payroll, while the disabilit
insurance portion had a deficit of 0.04 percent of taxable payroll, bot
of which were within acceptable limits of va.riation.

Actuarial Balance of the Program After Enactment of P.L. 9—336
The social security changes in P.L. 92—336 enacted in July 1972
contained a 20 percent benefit increase effective for the month of September 1972. In addition the earnings base was increased to $10,800 for
1973 and to $12,000 for 1974 and both the benefits and the earnings
base are to be automatically adjusted thereafter. After these changes,

as measured under the new methodology, the program is in close

actuarial balance. The old-age, survivors, and disability insurance program has an actuarial balance of + 0.07 percent of taxable payroll.
ACTUARIAL BALANCE UNDER THE COMMIVrEE BILL

Table 4 traces through the changes in the actuarial balance of the
system from its situation under present law, according to the latest
estimates, to that under the committee bill, by type of change involved.
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TABLE 4.—CHANGES IN ACTUARIAL BALANCE OF THE OLDAGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM,
EXPRESSED I.N TERMS OF ESTIMATED AVERAGE-COST AS
PERCENT OF TAXABLE PAYROLL, BY TYPE OF CHANGE, LONG-

RANGE DYNAMIC COST ESTIMATES, PRESENT LAW AND
COMMITTEE BILL
[In percent]
OASDI

Item

system

Actuarial balance of present system
Age 62 point for men (prospective)
Earnings test changes

+0.07
— .22
— .28

Widow's benefits of 100 percent PIA at 65
Special $200 minimum benefit
Delayed retirement increment

— . 24
— . 14

4-month disability waiting period
Liberalized disability benefits for blind
Miscellaneouschanges'
Revised contribution schedule

— .09
— .09
— .03

Total effectof changes in bill
Actuarial balance under bill

— .06

— .09

+1.12

+ .01

'Includes the following: Workmen's compensation offset based on 80 percent of
highest earnings; child's benefits to children disabled at ages 18 to 21; disabled
child 7 years reentitlement; broaden definition of adopted child; student's benefits
to end of semester of attainment of age 22; child's benefits on grandparent's
account if supported by him and both parents are disabled or deceased; benefits
to dependent sister and dependent disabled brother elimination of support req uirement for divorced wife's and widow's benefits; and reduced widower's benefits
at age 60.

The changes made by the committee bill would maintain the sound
actuarial position of the old-age, survivors, and disability insurance
program. The system would be close to being in exact actuarial balance. There would be a negligible actuarial surplus of + 0.01 percent
of taxable payroll.
Under the tax schedule recommended by the committee the old-age,
survivors, and disability insurance trust funds would decrease to about
75 percent of the following year's outgo by 1977; thereafter the funds
would grow slowly towards 100 percent of the following year's outgo.
AVERAGE-COST o BENEFIT PAYMENTS hF TYPE

The average-cost of the old-age, survivors, and disability insurance
benefits (excluding the cost of administrative expenses, the railroad
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retirement finaiicial interchange and the effect of the size of the fund)

under the present law is 9.50 percent of taxable payroll. The corresponding figure for the program as modified by the committee's bill
would be 10.66 percent of taxable payroll.

Table 5 presents the average-cost by type of benefit for the program as it would be modified by the committee bill.
TABLE 5.—ESTIMATED AVERAGE.COST BY TYPE OF BENEFIT
PAYMENT, ADMINISTRATIVE EXPENSES, RAILROAD RETI REMENT FINANCIAL INTERCHANGE, AND EFFECT OF THE FUND

SIZE FOR THE OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM AS MODIFIED BY THE COMMITTEE BILL,
AS PERCENT OF TAXABLE PAYROLL, LONG-RANGE DYNAMIC
COST ESTIMATE
[In percent]
Item

OASDI

Primary benefits
Wife's and husband's benefits
Widow's and widower's benefits
Parent's benefits
Child's benefits
Mother's benefits
Lump-sum death payments

Total benefits

L34
.01

.94
.13
.07
10.66

Administrative expenses
Railroad retirement financial interchange
Size of existing trust fund
Net total average-cost
INCOME

7.60
.57

.21

.05
.03

10.95

AND OUTGo IN NEAR Frrruit

Under the committee bill, benefit disbursements under the old-age
survivors, and disability insurance program would increase by about
$3.3 billion over present law in 1974, the first full calendar year of
operation under the modified program. The contribution income for
the old-age, survivors, and disability insurance program in 1974 would
be about $3.5 billion higher than under present law (see Table 6).
The estimates in Table 6 are based on an assumption that the automatic adjustment provisions in present law will result in general benefit increases of 5.1 percent in 1975 and 5.5 percent in 1977, while the
taxable earnings base would be increased to $12,600 in 1975 and to
$14,100 in 1977.

TABLE 6.—PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE AND DISABILITY INSURANCE TRUST FUN DS,

COMBINED, CALENDAR YEARS 1965-77
(In millions)
Income

Disbursements
Railroad

Contri-

Interest
on fund

Benefit
payments

Administrative
expenses

1965
1966
1967

$17,205
22,679
25,518

$651
702
896

$18,311
20,051
21,417

$418
393
515

$459
469
539

—$1,331
2,467
3,942

$19,841
22,308
26,250

1968
1969
1970
1971

27,448
32,004
35,202
38,880

1,045
1,342
1,791

24,954
26,767
31,884
37,199

603
612
635
719

458
513
589
626

2,479
5,453
3,886
2,366

28,729
34,182
38,068
40,434

Calendar year

butions

retirement
financial
interchange

Net
increase
in funds

Funds at
end of
year

Past experience:

2,027

t
L

Estimated future experience
under committee bill:3
1972
1973
1974

43,925
52,914
59,135

2,238
2,308
2,472

41,608
52,530
55,588

877
886
916

749
829
1,000

2,929
977
4,103

43,363
44,340
48,443

1975
1976
1977

63,837
67,335
72,847

2,746
2,998
3,184

60,802
63,866
70,202

959
1,002
1,045

1,067
1,069
1,085

3,755
4,396
3,699

52,198
56,594
60,293

'Includes reimbursements from general fund of Treasury for costs

General

of noncontributory credits for military service and payments to
noninsured persons aged 72 and over.
2 Includes payments for vocational rehabilitation services.

Year

3 Based on a contribution rate of 4.9 percent for employer and

employee, each, in the calendar years 1973—77, and a contribution
and benefit base of $10,800 in 1973 and $12,000 in 1974. Under the
automatic increase provisions, the following changes are assumed to
occur on January 1 of the stated years:

1975
1977

benefit
increase
(percent)
5.1
5.5

Contribution
and

benefit
base

$12,600
14,100

-.1
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Under the program as modified by the committee bill, the old-age,
survivors, and disability insurance trust funds would increase slowly
between 1972 and 1977, rising from $43 billion to $60 billion. However,

as a percentage of the following year's outgo, the funds would remain
relatively constant at about 77-IS percent.
Long-Range Projection of OASDI "Current Cost"
Table 7 shows the estimated "current cost" of the old-age, survivors,
and disability insurance program under the committee bill as percent
of taxable payroll for various future years.
TABLE

7.—ESTIMATED "CURRENT' OF OLD-AGE,

SUR-

VIVORS, AND DISABILITY INSURANCE SYSTEM AS PERCENT
OF TAXABLE PAYROLL,2 UNDER COMMITTEE BILL, LONGRANGE DYNAMIC COST ESTIMATE,3 FOR SELECTED YEARS,

1980 TO 2045

[In percent]
OASDI

Calendar year

1980
1985
1990

"current

cost"'
9_go

9.72
10.08

1995
2000
2005

9.71

2010
2015
2020

10.16
10.89
11.74

2025
2030
2035

12.33
12.55
12.57

2040
2045

12.63
12.80

949
9.55

Average

10.95

Represents the cost as percent of taxable payroll of all expenditures in the year,

including amounts needed to maintain the funds at about the following year's
expenditures.

2 Payroll is adjusted to take into account the lower contribution rate on self.
employment income, on tips, and on multiple-employer "excess wages" as compared with the combined employer-employee rate.
Under the dynamic assumptions, the average taxable earnings and the taxable
earnings base are assumed to increase at a rate of 5 percent per year, while the
benefit table is subiect to annual increases of 2 percent according to increases
in CPI. In addition, a margin of '/8 of 1 percent is added for every year after 1973
and before the year 2011.
Represents the arithmetic average of the "current cost" for the 74-year period
1973 to 2046 and includes the effect of the fund ratio at the end of 1972.
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The above projection is based on the assumption that no future

changes in the system will be enacted. However, benefits are subject to

the automatic cost-of-living adjustment and under the assumptions

used, the average benefit will increase in the future at lower rate than
taxable earnings.

According to this projection, the "current-cost" of the Old-Age,
Survivors, and Disability Insurance Program as a percentage of taxable payroll will be almost flat for about the next four decades. Thereafter, the cost as a percentage of taxable payroll would tend to increase.

C. Actuarial Cost Estimates for the Hospital Insurance System
SUMMARY OF ACTUARIAL COST ESTIMATES

The hospital insurance system, as modified by the committee bill,
has an actuarial balance of + .01% of taxable payroll. The small size
of this balance indicates that future income and future outgo are in
close balance and that the system is actuarially sound, according to
the assumptions used.
It should be noted, however, that this balance is based on an actuarial methodology somewhat different from that employed in past
reports of this committee and in the annual reports of the Board of
Trustees of the hospital insurance program before 1972. The new
methodolgy, however, produces approximately the same balance. The
new methodolgy employed is the same as that endorsed by the Board
of Trustees in their 1972 annual report, for a system which includes
an automatic adjustment of the taxable wage base.
The only change in actuarial methodology from that previously
used lies in the adoption of the average of current costs ratios as the
criterion of actuarial balance, rather than an interest discounted level
cost calculation. Dynamic assumptions both as to income and outgo

have always been used for the hospital insurance program by the
Administration. Since 1970, it has also been assumed that the wage
base would be adjusted to reflect the average increase in earnings in
employment covered by Social Security; Public Law 92—336 explicitly

provided for such adjustment. The derivation, however, of the actuarial balance from these calculations is different than previously used,
although the results are approximately the same as resulted from the
previous methodology.
The assumptions employed are consistent with those underlying the
cost estimates contained in the 1972 Annual Report of the Board of
Trustees for the Hospital Insurance Program. A detailed analysis

of the methodology and a summary of the principal actuarial assumptions used appears in the actuarial appendix to the Trustees

report.*

SUMMARY OF COMMITTEE ACTIONS WhICH HAVE A SUBSTANTIAL
IMPAcT ON THE COST OF THE PROGRAM

1. Extension of the Hospital Insurance System to the Disabled
The most important change in the hospital insurance system provided for in the committee bill is the extension of the system to disabled workers under age 65 who have been entitled to benefits under
the disability insurance system for no less than 24 consecutive months;
and to disabled widows, dependent widowers, and beneficiaries entitled
to child's benefits based on disability which began prior to age 22 who
(See page 359.)
(350)
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have

been entitled to cash benefits for no less than 24 consecutive

months.

The committee bill also includes under the hospital insurance program several new categories of persons eligible for disability insurance benefits beginning in January 1973, who are not covered under
the House version of the bill. When these beneficiaries have been on

the rolls 24 consecutive months, they will be eligible for hospital insurance coverage, and paying benefits to them will increase the cost of this
provision in subsequent years.
The committee has also increased the number of beneficiariss eligi-

ble for hospital insurance benefits by reducing the waiting period
from 6 to 4 months (which results in hospital insurance benefits beginning after the 28th consecutive month of disability) and extended
coverage to the month following termination for those recovering from
disability.

The estimated cost for the extension of the HI system to the dis-

abled in 1974 is $1,412 million, including $6 million to cover certain

widows over age 50 who Ware collecting mother's benefits, but who could
qualify for disabled benefits if they chose to apply.
Estimating the cost for hospitalization and related benefits for a

disabled population is more difficult than estimating the cost for similar benefits for those age 65 and over, since there is no program data
from which to establish a reliable basis for forecasting future experience. Consequently, the estimates provided for the cost of this provision are not as reliable as those for the regular benefits covered under
the program.
3. Coverage of Specific

Prescription Drugs for Specified Chronic

Conditions
A major change in the coverage provided by the hospital insurance
system is the extension of the benefits provided for both aged and disabled to include the cost of specific prescription drugs which are normally prescribed for specified chronic conditions, subject to a $1 copayment. Coverage is to begin on July 1, 1973. The estimated cost in
1974 is $740 million.

Estimates as to the cost of this provision are necessarily less reliable

then the cost estimates for benefits already provided under the hospital insurance program. Further, the cost of the provision will depend
partially on the determinations of the National Formulary Committee
established by the provision in establishing the specific drugs that will
be covered and the allowances that the Secretary of Health, Education, and Welfare determines will be paid for covered drug items.
3. Liberalieation of Rehabilitation Services Covered in Extended Care
Facilities and in Home Health Agencies

The committee bill extends the coverage provided for skilled rehabilitation services in extended care facilities and in home health
agencies to include rehabilitative services provided on a regular daily
basis to patients who may not require skilled nursing care on a regular
basis but who do need the skilled rehabilitation services in the skilled
facility. The requirements relating to the institution in which coverage is provided will remain the same as at present. 1974 cost: $110
million.

352
4. Waiver of Beneficiary Liability for Disallowed Claim,s

The committee bill provides for the waiver of beneficiary liability
(and in some instances the liability of the provider) where the claim
for reimbursement to the provider has been disallowed retroactively
as an unnecessary service, custodial care, or otherwise noncovered care
if the beneficiary did not know or had no reason to know such services
or care was involved. Provision is also made to reimburse such claims
that have been disallowed in previous years from July 1, 1971. 1974
cost:
$85 million.
5. Reduction of Co payment on Lifetime Reserve Days
The committee bill reduces the copayment on lifetime reserve days
from '/2 of the inpatient deductible to 1/4 of the inpatient deductible.
1974 cost: $79 million.
The committee did not adopt two provisions included in the House

bill which provided for the introduction of a copayment provision
equal to '/8 of the hospital insurance deductible applicable from the 31st

to the 60th day of hospitalization and to increase the number of lifetime reserve days from 60 to 120 days.
It should be noted that some of the increases in benefits provided will
have much larger cost in the future than in 1974, especially those which

liberalize the requirements to draw benefits under the disabled insurance program.
PRovIsIoNs REDUCING THE COST OF THE PROGRAM

The committee bill also contains a number of additional provisions
which are intended to reduce the cost of the program. Among these
provisions are the elimination of payments to certain providers of
services who have abused the program, the limitation of the payments
to certain providers of services who furnish services which are determined to be unduly expensive or unnecessary for efficient delivery
of health services, certain limitations on financial participation for
supporting unnecessary capital expenditures, the possibility of increased economy under prospective-reimbursement experiments and
demonstration projects, the limitation of reimbursement to customer
charges in certain instances when these are less than reasonable cost,
and the requirement of reasonable institutional planning. These provisions will require several years 1o become fully effective.
The committee bill also contains provision that would eliminate
payments under the medicare program for services covered by the
Federal Employees Health Benefits Plan, beginning in 1975, unless
such plan is modified to make available coverage supplementary to
that under the medicare program. The actuarial cost estimates do not
take any possible reduction in benefit payments into account due to
the likelihood t.hat such modification will occur.

Another major change made by the bill is to revise the reimburse-

ment mechanism applicable to covered services received by individuals

who obtain medicare coverage through a health maintenance organization (HMO). HMO's which participate on a risk-sharing basis
will receive reimbursement for services provided to hospital and medical insurance beneficiaries on a prospective capitation basis, but with
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retroactive adjustments which share any savings to the HMO (resulting from its achievement of lower costs per capita than the actuarial
equivalent costper capita outside the HMO) or any corresponding loss
between the HMO and the trust fund. The basis for such prospective
capitation rate and for the determining and allocating of any savings
or loss is explained elsewhere in this report. Since the decision to participate on a risk-sharing basis lies with the liMO, it is assumed that
relatively more organizations which will be able to achieve savings will
participate than those which will incur losses. Since the organizations
which elect to participate on a risk-sharing basis would have otherwise
been rei?nbursed at cost, there will be an excess of savings over losses
and thus an increase in reimbursement under the program. Over time
however, to the extent that a larger proportion of beneficiaries enroll
in HMO's which are able to provide services more economically, there
may be a reduction in reimbursement. No valid experience is available
to estimate the possible extent of long-rim savings.
Several other provisions should have a significant impact in reducing the cost of the program in the longrun and to an unknown extent in
the short-run but for which adequate data upon which to project estimated savings are not available. The most significant of these cost
saving provisions is the establishment of professional standards review organizations, which would evaluate and determine the medical
necessity of all institutional and out-of-institution care for purposes
of eligibility for program payment as well as to provide for the review of the quality of care. Significant savings have been achieved by
prototype professional standards review organizations.
Other potential cost-saving provisions include the limitation on the

Federal participation in payment for disapproved capital expenditures and the authority to the Secretary to reassign providers to
intermediaries.
CoNmIBu'rIoN RATE SCHEDULE FOR HOSPITAL INSURANCE IN THE

CoMMIrrJE BILL

The schedule of contribution rates for the hospital insurance program under present law and under the committee bill are shown below. The maximum earnings base to which these rates are applied is
$10,800 in 1973, $12,000 in 1974 and adjusted automatically thereafter.
TABLE 8.—HOSPITAL INSURANCE TAX RATES UNDER PRESENT

LAW AND UNDER COMMITTEE BILL
(In percent]
Combined employer.
employee rate
Calendar year

1973 to 1977

1978to 1980

1981 to 1985
1986to 1992

1993to 1997

Present Committee
bill
law

1.8

2.0
2.0
2.2
2.4

2.2
2.6
3.0
3.0
3.2

Seif-empioyed rate
Present Committee
law

bill

0.9

1.1

1.0
1.0
1.1
1.2

1.3
1.5
1.5
1.6
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LONG RANGE COST ESTIMATES

The tax rates specified in the bill are set according to the "current
cost" of the program, i.e., the ratio of (i) the sum of benefit payments
and administrative expenses for insured persons, and an allowance

for trust fund growth proportional to the size of the program to
(ii) the effective taxable payroll. The tax rates for the early years
are enough higher than such current cost rates to allow the trust fund
to grow to the level of 75 percent of the next year's expenditures by
1977. The committee believes that this method will provide sound

financing for the hospital insurance program. The current cost rates
for the committee bill and according to present law, are shown in the
table below.

TABLE 9.—CURRENT COST RATES FOR HOSPITAL INSURANCE

UNDER PRESENT LAW AND COMMITTEE BILL
(In percent]
Year

Present law

1973
1974
1975
1980
1985
1990
1995

bill

1.54

1.61
1.71
2.01
2.12

2.28
2.37
25-year average

2.09

2.86
3.21

2.82

The adequacy of the financing is assessed according to the "actuarial balance" of income and current cost rates. The actuarial balance
is the difference between the average of the tax rates specified in the

bill and the average over 25 years of the current cost rates. The
actuarial balances of the committee bill and those of present law are
shown in table 10 below.

TABLE 10.—ACTUARIAL BALANCE FOR HOSPITAL INSURANCE

UNDER PRESENT LAW AND COMMITTEE BILL
(In percent]

Averagetax rate
Average current cost
Actuarial balance

2.10
2.09

2.83
2.82

.01

.01
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The adequacy of the financing also depends upon whether the assumptions used in estimating both income and outgo turn out to be
sound forecasts of the future. The assumptions underlying the estimates in this report are the same as those used in the 1972 Report of
the Board of Trustees of the Hospital Insurance Program, and a full
discussion is available in the actuarial appendix to that report. Estimates for the hospital insurance program depend particularly on the
increase in the cost of hospital services. The increases underlying these

cost estimates assume that significant pressure will be exerted to
restrain the increases in the cost of hospital services, either through

price controls, or other substantial public regulation. Such pressure is
already being applied through the reimbursement procedures adopted
to enforce the wage-price guidelines. The long-run assumptions as
to hospital cost increases assume that such pressure to contain costs
will be intensified. If not, the long-run cost of the hospital insurance
program may be substantially greater than shown in these estimates.
At the same time, however, effective functioning of professional standards review organizations might well reduce the utilization of services
and thereby lower program cost estimates.
SHORT-RANGE ESTIMA'EES OF CASH INCOME AND OUTGO

Estimates of the cash income and outgo of the hospital insurance
trust fund and the resulting balance in the trust fund in 1972—17 are
summarized in table 11 below for the committee bill, and compared
to estimates for present law.

TABLE 11.—ESTIMATED OPERATIONS OF THE HOSPITAL INSURANCE TRUST FUND UNDER PRESENT
LAW AND UNDER COMMITTEE BILL
1972

1973

1974

5,576

9,349

10,635

11,493

12,114

13,127

504
48
65

566
48

388

112

572
48
119
563

577
48

164

468
48
89
226

122
721

573
48
122
860

Total income

6,357

10,180

11,749

12,795

13,582

14,730

Disbursements:
Benefits
Administrativecosts

6,614

Present law:
Income:
Contributions

General revenue contribution for the unin-

sured
Military wage credits
Transfer from railroad retirement
Interest

Total disbursements
Fund at end of year

Wage base
Tax rate

-

1975

1976

1777

7,464

165

187

8,486
212

9,611
240

10,830
271

12,119
303

6,779

7,651

8,698

9,851

11,101

12,422

2,612
9,000

5,141
10,800
1.8

8,192
12,000

11,136
12,600
1.8

13,617
12,600
1.8

15,925
14,100
1.8

1.2

1.8

Committee bill:

Income:
Contributions

5,576

11,653

12,998

14,047

14,806

16,044

504
48
65
164

468
48
262

566
48
137
462

572
48
145
626

577
48
149
753

573
48
149
842

Total income

6,357

12,534

14,211

15,438

16,333

17,656

Disbursements:
Benefits
Administrative costs

6,614

165

8,502
257

10,813
311

12,525
356

14,155
401

15,897
448

— 6,779

8,759

11,124

12,881

14,556

16,345

2,612
9,000

6,387
10,800
2.2

9,474
12,000
2.2

12,031
12,600
2.2

13,808
12,600
2.2

15,119
14,100
2.2

General revenue contribution for the uninsured

Military wage credits
Transfer from railroad retirement
Interest

Total disbursements
Fund at end of year
Wage base
Tax rate

1.2
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SUMMARY AND CONCLUSIONS

The committee has provided, following the actuarial assumptions
and recommendations of the Social Security Administration, for adequate financing of the hospital insurance program over 25 years into.
the future through tax rates specified in the bill. These tax rates are
adequate to support current benefits and administrative expenses and
to build the trust fund to the level of a year's expenditure and mains
tam the trust fund at that level. The actuarial methodology used in deriving the tax rates that would be required to meet these objectives,
although slightly different from that used in the past by the committee, is the same as that underlying the cost estimates presented in the

1972 Report of the Board of Trustees of the Hospital Insurance

Program.

APPENDIX A.—EXCERPT FROM 1972 TRUSTEES' REPORT ON HOSPITAL
INSURANCE

(N0TE.—In this excerpt from the 1972 Trustees' Report on the Hospital Insurance Trust Fund, costsexpressed as a percentage of payroll
do not take into account the subse9uent enactment of Public Law 92—
336, which provides for a $12,000 limit on wages taxable in 1974.)
ASSUMPTIONS AND METHODOLOGY FOR LONG-RANGE COST ESTIMATES

The basic methodology and assumptions for the long-range cost esti-

mates for the hospital insurance program are described in this appendix.
1. Methodology

The adequacy of financing for the hospital insurance program for
the next 25 years is expressed in this report as an actuarial balance.
The actuarial balance is calculated as the difference between the average tax rates specified in current law and the average current cost
rate for the 25 year period. The current cost rate for any year is the
incurred cost of benefits and administration for insured persons divided by the incurred effective payroll for that year, plus an amount
(expressed as a percent of payroll) required to build the trust fund
balance to the level of a full year's benefits by 1985 and maintain it at
that level thereafter. In projecting the incurred payroll, it is assumed
that the wage base is adjusted periodically to keep pace with rising
earnings.
The actuarial balance is —0.61% of payroll indicating that the program is seriously underfinanced.
9. Principal problems in forecasting the cost. of the hospital insurafiwe

program
The principal problems involved in forecasting the future costs of
the hospital insurance program are (1) establishment of the current
cost of the services provided by type of service, to serve as a base for
projecting the future, and (2) forecasting of the increase in the cost
of hospital services (which account for approximately 95% of the
cost of the program).
(a) Problems ivívolved in establishing the current cost of services in-

curred as a base for forecasting future costs.—In order to establish a
suitable base from which to forecast the future costs of the hospital
insurance program, it is necessary to eliminate the effect of any transitory factors. Thus the initial problem is to find the incurred cost of
services provided for the most recent year for which reliable estimates
can be made. To do this, the non-recurring effects of any changes
regulations or administration of the program and of any irregularities
in the system of payments to providers must be eliminated.
(359)
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The reimbursement system of the hospital insurance program is intended to reimburse institutions for the actual cost of providing covered services concurrently with the provision of the services. Payment
is initially madeon an "interim" or temporary basis. In theory, the
rate at which such interim) payments are made is an estimate of the
actual average cost of providing the services. Actually, on the average,
these rates are set lower than the estimated costs, as recovery of any
overpayment is thought to pose a serious problem for the institutions'
management. Due to the time required for (1) the institutions to bill
intermediaries, (2) for the intermediaries to query the Social Security
Administration to determine the spell of illness status of the patient,
determine that the services are covered, and draw checks for approved
services; and (3) for the institutions to present these checks for payment—there is a lag between the date on which services are performed
and on which payment therefor on an interim basis is received.
In order to bring interim reimbursements up to a current basis, an
amount, not exceeding the program liability for services performed but
for which no payment has been made, can be advanced to the institution. Such amounts are referred to as "current financing" payments.
Another method of interim reimbursement, called the "periodic
interim payment" method, achieves the same results as current financing by making regular payments to the hospitals at short intervals
throughout the year. The payments are based on cost studies of past
experience and are not delayed until individual bills are submitted.
In order to adjust interm payments to the actual cost of providing
services (as determined by an audited cost report which makes the
necessary allocations of all of an institution's costs on a functional
basis), a series of settlements are made with each institution. These
payments have run 4% to 5% of interm payments during the early
years of the program. Due to the time that has been required to obtain
cost reports from institutions and to verify and audit these reports,
the settlements have lagged behind the liability for such payments, as
much as several years for many institutions. The final cost of the program has not been completely determined even for the initial year of
the program, and more uncertainty exists as to the final cost of subsequent years. An additional complication stems from the policy of
reimbursing the hospital insurance program from the SMI program
for the cost of certain salaried physicians. If a hospital has an agreement with salaried radiologists and pathologists under which the institution bills for the professional component of these services, interim
payments are made from the hospital insurance trust fund and later
reimbursed from the supplementary medical insurance trust fund on
the basis of that hospital's cost report. There is no reliable statistical
information concerning these costs, which must be estimated from the
settlements. Interim transfers are also made from the supplementary
medical insurance trust fund to the hospital trust fund for the estimated difference between current incurred costs and cash settlements
for these services. Since the beginning of the hospital insurance program, the incidence of payments other than those for interim costs
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have, been irregular, and consequently have distorted the cash expenditure figures. For example, in the early years of the program, relatively few cost settlements were made. In later years, there was some

catching up, through making more than one settlement payment to
some hospitals in the same year. These changes in the incidence of
payment undermine judgments as to the ongoing cost of the program
from the present cost. Further, inadequate aggregate data concerning
the periods for which the various payments other than interm costs
have been made, and the incomplete filing of audited cost reports—have
prevented accurate reconstitution of the actual costs.

Additional problems are posed by changes in administrative or
reimbursement policy which have a substantial effect on either the
amount or incidence of payment. For example, the 2% allowance for
unallocated costs that was paid during the initial years pf the program was discontinued in July 1969. The extent and incidence with
which this change was incorporated into interim payment rates is

not known.
Further, regulations were promulgate.d in July 1971 which specify

that a similar allowance will be made for the higher than average
cost of performing certain services (e.g. nursing) for aged patients.
Reimbursement will be made retroactively for these "differential"
costs, which will add approximately $100 million of non-recurring
expenditures which should be paid during fiscal 1972, but may be
paid partially in subsequent years. The new allowance for differential costs will also increase the liability of the program in all future
years. Allocating the various payments to the proper periods, using
incomplete data and estimating the impact of administrative actions
present very difficult problems—the solution of which can only be
approximate. Under the circumstances, the best that can be expected
is that the actual incurred cost of the program for a recent period can
be estimated within a few percent. This situation has the dual effect
of (1) increasing the error of forecast directly, through incorporating

any error in estimating the base year into all future years, and (2)
lengthening the periods that must be forecast, since a projection of
the most recent year is more accurate than an attempt to reconstruct

the actual cost in that year.
Hospital insurance program data from 1968 indicate that aged patients used 4.13 days per capita of hospital services and 1.08 days per
capita of extended care facility services.

Program data for 1970, corrected for anticipated final settlements
with providers, indicates that the average cost of a day of hospital
care for the aged was $62.17 per day for insured persons and $55.28
per day for the uninsured. The insured paid 6.3% of their costs themselves in the form of the inpatient deductible and coinsurance. In
1970, the average cost per day in extended care facilities for services
covered by the hospital insurance program was $22.19 for insured
persons and $20.56 for uninsured persons. The unit cost of home health
services was approximately $12.30 in 1970.
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(b) Problem involved in forecasting the increase in hospital costs.—

In order to evaluate the adequacy of a tax schedule to support the
hospital insurance program, it is necessary to relate the increases in
the costs of institutional care to the increases in covered earnings
which support those costs. 1-lospital insurance cost increases due to in-

creases in covered population are fairly stable and predictable. The
cost of the services provided per capita, however, have varied substantially from year to year. The next section discusses in detail the
problems involved in forecasting hospital costs.

3. Principal assumptions used in forecasting future costs of the hospit at insurance program
(a) Trend in hospital costs and the impact of the Economic Stcthiliation Pro gram.—The increase in the cost per capita of hospital services may be analyzed into the following components:

(1) The number of days of confinement in a hospital per capita:
the level of use of inpatient care by the covered population.

(2) Factor prices: the increase in unit costs that would result if
every function was performed in precisely the same way by the same
people and only the salaries of the people employed or the cost of the
equipment and other supplies used changed.
(3) Increases due to changes in the services provided per patient day
and the method of provision consisting of—
(a) Change in the method of providing services, i.e., any increase (or decrease) in unit costs for providing the same services,
other than those due to factor price increases. This component
consists of two different types of influences:

(i) Improvements to a given service, normally increasing

the unit cost.
(ii) The effect of more efficient techniques or use of labor
saving equipment, which normally decrease the unit cost.
(b) Provision of new services not previously provided (normally new, technically advanced services).

(c) Number and composition by relatives expense of services

furnished per day of care.
It has been possible to isolate some of these elements and identify

their role in previous hospital cost increases. The increases due to
changes in services provided (per patient day) and the method of provision, however, must be combined to use available data, and separated
into (i) a portion due to hiring more employees per day of care pro-

vided and (ii) a residual due to all other causes. A large portion of
historical increases must thus be studied only as a residual element.

Table A shows the historical values of the principal components of the
increase together with the forecasts underlying the increases in hospital costs per capita used in the estimates.
Hospital use, as measured by the number of inpatient days per capita, depends on many factors such ts medical practice, administrative
policies of health insurers, and chance fluctuations in morbidity.
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TABLE A.—COMPONENTS OF INCREASE IN COST OF HOSPITAL
SERVICES PER CAPITA FOR THE AGED (INCREASE IN YEAR
SHOWN OVER PREVIOUS YEAR)
[In percent]
Due to
change in
Year

I.

Patient days
per capita 1

Factor
prices 2

services, and
how provided

increase 1

(1)

(2)

(3)

(4)

3.5

17.6

Historical data:
1956-65
1966
1967

1968
1969
1970
II. Forecast:
1971
1972
1973
1974
1975
1980
1983 and
later

2.4

6.7

3.2
6.7
7.6

7.3
1.5
—2.0

7.6
7.8
8.4

7.2
5.5
4.5

23.4
15.4

—1.5
1.0
.5

7.1
5.7
5.7

4.6
4.5
4.4

10.3
11.6
11.1

.5
.5

4.3
4.2
2.8

11.1
10.6

0

5.7
5.6
4.6

0

4.1

1.8

6.0

1.5

I Historical data from health insurance program.
2 See table B.
See table C.

78—178 O—72—24

Total

10.9

7.5
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TABLE B.—PRICE INCREASES FOR FACTORS USED BY HOSPITALS (INCREASE IN YEAR SHOWN OVER PREVIOUS YEAR)
(In percent]

Year

I.

Average
Average
wages of
earnings
hospital
in covered
employment 1 employees2

Average
CPI

all items

factor
prices

Historical data:

1956-65
1966
1967
1968
1969
1970
II. Forecast:
1971
1972
1973

1974
1975
1980

3.6
4.4
6.3

4.7
0.6
9.3

1.6

3.5

2.9
2.9

6.7

7.0
6.0
4.8

9.9
9.4
10.1

4.2
5.4
5.9

7.6
7.8
8.4

5.7
5.5
5.5

9.0
7.5
7.5

4.3
3.0
3.0

7.1

5.5
5.4
5.0

7.5
7.4
5.8

3.0
3.0
2.9

5.7
5.6
4.6

5.0

5.0

2.8

4.1

1.5

5.7
5.7

1983 and
later

1 Average earnings subject to OASDI taxes in first quarter.
2 Historical data from American Hospital Association.

The past three decades have witnessed a long term increasing trend
in the number of days of hospital care per capita. In 1970 and 1971,
however, use of hospital facilities decreased for the aged population,
due to a shorter average length of stay. By contrast, the admission rate
per capita continued to grow. In view of this two year downturn in
utilization, the estimates of future increases in utilization have been
substantially decreased from those shown in last year's report, assuming an increase of only ½% per year through 1977 and no increase
thereafter. An additional increase of 1/2% is assumed in 1972 to pro'ride an allowance for the expected value of additional hospital stays
due to influenza epidemics, none of which occurred in the base year.
Table A shows the actual experience under the health insurance pro-
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gram for 1967—1968 and the assumptions used to project hospital costs

for subsequent years.
Hospital factor prices can be divided into those for personnel and
those for non-personnel expenditures. Approximately 60% of hospital
costs are for personnel. For several years preceding the beginning of
the hospital insurance program, average hospital wages and salaries
(as reported by the American Hospital Association) increased at a
rate of about 1% per year more than the rate of increase in earnings
in OASDI covered employment. Since the beginning of the hospital
insurance program, this differential has been about 3% per year.
The Pay Board has restricted wage increases to the range 5% to
6% per year, but has exempted very low paid workers from this standard and has approved many settlements at a higher rate. More important, the Price Board has ruled that the costs established by the
Social Security Administration for reimbursement purposes are prices
and that such reimbursements cannot recognize any increase in wages
and salaries higher than 5½% per year (although with unlimited provision for exceptions through rulings). Part of the increase in average wages has been due to a change in composition of the work force
so as to include relatively more higher paid personnel; this part of
the increase is not restricted by the wage guidelines. The cost estimates
assume that the immediate impact of these controls will be to reduce

the. average increase in hospital wages to 7½% per year during

1972—74, still higher than the 5/2% assumed for all workers. Eventu-

ally, this difference should disappear entirely as hospital workers'
wages become comparable to those for similar workers in other industries and the proportion of highly trained personnel grows very large;
this has been assumed to occur by 1983.

Increases in the prices of the goods and services hospitals purchase
are treated as a function of increases in the Consumer Price Index

for all items. There is some question as to whether this index is appropriate since hospitals purchase a large volume of services. No index
of hospital non-personnel factor prices is available, however. The price
increases that may be recognized for reimbursement under the Price
Commission guidelines are limited to 2½% per year. Part of the increase is due to the mix of goods and services purchased, which is not
subject to this limit. Table B summarizes the historical data used and

the comparable forecasts in estimating the increase in factor prices.
Since the beginning of the hospital insurance program, the number
of hospital workers per adjusted 100 census count in nonfederal shortterm general. hospitals has been increasing about 3% per year (as reported by the American Hospital Association). Statistics adjusted for
changes in outpatient care are not available prior to 1966, but some
indicators suggest a level of about 2% per year.
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TABLE C.—INCREASES IN HOSPITAL COSTS PER PATIENT DAY
DUE TO CHANGES IN SERVICES AND METHOD OF PROVISION'
(INCREASE IN YEAR SHOWN OVER PREVIOUS YEAR)
[In percentj
Increases due to

changes in servYear

I.

ices and

Employees per
patient day 2

Nonemployee
increases

method of
provision

2.0
5.8

5.0
8.2
16.5
14.0
8.0
6.6

3.2
6.7
7.6

7.0
6.9
6.8
6.7
5.6
4.0
3.0

4.6
4.5
4.4
4.3
4.2
2.8
1.8

Historical data:
1956-65

1966
1967
1968
1969
1970
II. Forecast:
1971
1972
1973
1974
1975
1980

1983 and later

1.7

2.5
4.0
3.1

3.0
2.9
2.8
2.7
2.6
2.0
1.0

7.1

5.6
4.5

'See text for explanation.
2 Historical data are from American Hospital Association. These increases apply
only to that part of hospital expenses due to personnel, which are approximately
60 percent of hospital costs.
Actually a residual; i.e. the increase in hospital costs not explained by increases
in days of inpatient care per capita, factor cost increases, or the number of employees per patient day. Expressed so as to apply to nonpersonnel costs.

A residual item is required to balance the historical increases in hospital costs, which allows for the effect of changes in the services provided and method of provision not accounted for by an increase in the
number of personnel (this item is stated so as to apply only to nonpersonnel costs). Before 1966, this residual averaged about 5% per
year. After a surge in the early years of the hospital insurance program, 161/2% in 1967 and 14% in 1968, the residual has declined to a
level of around 7% in 1969—1970.

Hospital cost increases due to changes in the services provided and
method of provision will be partially restricted under the Price Commission guidelines, which specify that "aggregate expenses for new
technology such as new equipment and new services directly related
to health care, to the extent they are not charged directly to persons
benefiting directly from that equipment or those services, which exceed 1.7% of total annual expenses" cannot be recognized for reimbursement purposes. This limitation thus applies jointly to items (3)
(a) and (3) (b), but not to (3) (c)—assuming hospital managements
will charge users for any new services offered, including services that
in the absence of controls would have been included in the room and
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board charge. To use the data base available, a judgment is thus required as to the portion of the total increase due to changes in the
services provided and method of provision that is due to new services;

the rest of this component is restricted to 1.7% per year. There are,
however, many items whose attribution in cost accounting is not
clearly designated. With constraints on other costs, there is pressure on

hospital managements to adopt policies which allocate more of the
cost of overhead items to new services than might otherwise have been
the case. The historical data related to increases in cost due to changes
in the services, analyzed by personnel and non-personnel subcomponents, are shown in table C, together with the forecast for the future.
It is assumed that the current rate of increase in the number of personnel per adjusted census of around 3% per year will continue for a
few years and then gradually decrease to a level of about 1% per year,

a level lower than obtained before the hospital insurance program.
The 1% per year is assumed to persist over the full period for which
estimates are prepared.

The restriction on increases due to changes in the services and

method of provision is estimated to reduce moderately the non-labor
portion of this component of the increase in the immediate future.

It is assumed that ultimately this rate will drop to 3% per year, a

level substantially lower than that which prevailed during the decade
before the hospital insurance program began.
Table A shows the increases in hospital costs that have occurred under the hospital insurance program, and those resulting from compounding the forecasts for each of the three principal components into
which such increases were analyzed. It can be noted that the long run
increases are assumed to be higher than the long run increases in earn-

ings, and hence in income, so that the current cost of the program
rises indefinitely. Such increases assume a willingness on the part of
the public to spend part of the increases in real income resulting from
the differences between earnings and consumer prices on higher quality
hospital care, at a rate of 1% per year. As emphasized throughout this
report, this rate is below the historical average and far below the rate
experienced since the beginning of the hospital insurance program.
It thus presumes a significant amount of public pressure to reduce the
increases in hospital costs as the cost of these services bite deeper into
disposable income, either directly through payment of higher charges
or indirectly in the form of higher insurance premiums and taxes to
support government programs. It is also assumed that the investments
of Federal programs in quality of hospital management should in the
longer run reduce the cost of care.
(b) Assumptions as to increases in the cost per capita of extended
care facility benefits.—TJtilization of extended care facilities dropped
very sharply in 1970 and moderately in the first quarter of 1971 as a

result of strict enforcement of regulations separating convalescent
from custodial care. Adjusted for the trend to increasing use of these
facilities, the current level of utilization is a little over half of that
which occurred during the early years of the program. It is anticipated
that increases in utilization are to be anticipated over the next several
years, however, as providers and patients become more familiar with
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the level of care covered in these institutions under the new adminis-

trative policies.

Increases in the average cost per day in extended care facilities
under the program are caused principally by (i) the higher cost of
the nurses and other skilled labor required and (ii) the addition to

covered facilities of new, better equipped, and more expensive facilities. Nurses have been in particularly short supply since the beginning
of the hospital insurance programs and consequently their wages have
been increasing far more rapidly than earnings in general. This trend
may be expected to continue for the foreseeable future due to (i) the
continued rapid increase in demand for nursing services and (ii) the
opening of a wide variety of occupations to women, forcing employers
of nurses to be more competitive in wages and working conditions.
The average cost per day of extended care facility services covered
by the program increased by approximately 10% in 1970 over 1969.
It is assumed that a similar level of cost increases will prevail for a
few years and then gradually decrease so as to merge with the annual
rate of increase in general wages by 1982. The resulting increases in
the cost per capita of extended care facility services are shown in
table D.
TABLE D.—PERCENT INCREASES IN COST

PER CAPITA BY TYPE

OF SERVICE ASSUMED FOR FORECASTING THE CURRENT
COST RATES OF THE HOSPITAL INSURANCE PROGRAM IN
THE 1972 TRUSTEES REPORT (INCREASE OVER PRIOR YEAR)
LI n percent]
Year

Hospitals

Extended care

facilities

Home health
agencies

1970
1971
1972

11.4
10.5
11.5

—26

1973
1974
1975

11.0
11.0
10.5

22
21
19

19.0
18.0
18.0

1976
1977
1978

10.5
9.5
8.5

16
12
11

15.0
11.0
10.0

1979
1980

8.0
7.5
7.0

9
7
6

8.0
7.0
6.0

6.5
6.0

5
5

5.0
5.0

1981

1982

1983 and later

0
15

19.5
19.5
19.5
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The long run assumption that increases in the cost per day of care
in extended care facilities will be equal to the increases in the average

earnings after 198F requires increases in productivity to offset the
higher than average increases in earnings anticipated for nurses and
any tendency to upgrade the quality of services. As in the case of
hospitals, public pressure to contain these costs will be required,

through legislation if necessary.
(c) Assumptions as to home health 8ervwe beneflts.—Data on utilization of home health services are very slow in reaching the Social
Security Administration. Early in the program, increases in utilization

were very large, running around 30% per year; but it now appears
that the rate of increase may be substantially lower, perhaps 10% per

year. The assumptions used in the cost estimates are shown in table D.
(d) Administrative expen8es.—Total administrative expenses are
assumed to be 21/2% of benefits through 1977. After that, the projection
assumes that the per capita expenses increase at 4% each year—that

is, 1% less than the projected increase in all wages in covered
employment.

(e) Interest rate.—Jt has been assumed that trust fund investments
will earn an average of 6% interest per annum. The actual rate earned

on the hospital insurance trust fund during fiscal 1971 was 6.5%.
(f) Population.—The population projections used in this report
are based on those in Actuarial Study Number 62, Social Security

Administration.
4. Sensitivity testing of long term cost e8timates
Sensitivity testing has always been incorporated in examination of

the cost of the hospital insurance program; but the results of these
sensitivity studies have not been shown explicity in the reports. Sensi-

tivity testing reported here is limited to investigating the effect of a
single change in the assumptions as to the long term increases in hospital costs, to reflect a weaker degree of public pressure to contain such
costs. For this test the rate of hospital cost increases for 1981 and later
is held at the 1980 level (7.5%), rather than declining to 6% for 1983
and later as assumed in the cost estimates. The higher level after 1980

assumes the same excess of hospital cost increases over factor cost
increases that prevailed in the decade before the beginning of the
hospital insurance program.
A summary of the assumptions used in this test appears in table E
and the resulting current cost ratios appear in table F.

5. Accuracy of past estimates
Table G compares the actual incurred expenditures for the hospital
insurance program with the estimates of such expenditures prepared
at various times in the past. Since the estimates of incurred expenditures are used primarily to recommend and test the financing of the
program, the appropriate test of these estimates is to compare the estimated current cost rates to the actual results.

The earliest of these estimates, prepared before any program experience was available, underestimated the first year and one half of
expenditures by around 8%, but because of too little allowance for
what proved to be a steep trend, underestimated 1971 expenditure
by 27%.
The 1967 estimate was about 10% low for 1968, and 18% low for

1971, again indicating that the increase in hospital costs over the
period was sharper than anticipated.
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TABLE E.—INCREASES IN COST PER CAPITA BY TYPE OF
SERVICE ASSUMED FOR FORECASTING THE CURRENT COST

RATES FOR THE HOSPITAL INSURANCE PROGRAM IF THE
LONG-RANGE INCREASE IN HOSPITAL COSTS IS COMPARABLE

TO THAT IN THE DECADE BEFORE 1966 (INCREASE OVER
PRIOR YEAR)
[In percent]
Extended

Hospitals

facilities

Home health
agencies

1970
1971
1972

11.4
10.5
11.5

—26
0
15

19.5
19.5
19.5

1973
1974
1975

11.0
11.0
10.5

22
21

19.0
18.0
18.0

1976
1977
1978

10.0
9.5
8.5

16
12

1979
1980
1981

8.0

9

7•5

7

7.5

6

8.0
7.0
6.0

1982
1983 and later

7.5
7.5

5
5

5.0
5.0

Calendar year

19

11

15.0
11.0
10.0

TABLE F.—INCURRED COST' OF HOSPITAL INSURANCE
PROGRAM (FOR THE INSURED ONLY) AS A PERCENT OF
TAXABLE PAYROLL2
[In percent]
Calendar year

Incurred cost

1972
1973
1974

1.50
1.60
1.70

1975..
1980
1985

1.80
2.20
2.40

1990
1995
25 year average

2.76
3.08
2.38

benefit payments and administrative expense, plus a provision for trust fund
growth equal to one year's expenditures for 1985 and thereafter.
2 Earnings in covered employment and taxable earnings base assumed to rise
5% annually.
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TABLE G.—COMPARISON OF PREVIOUS COST ESTIMATES
EXPRESSED AS A PERCENT OF TAXABLE PAYROLL WITH
ACTUAL RESULTS'
[In percent]

Date estimate made

•

Decem-

July

1965'

Estimate of experience in:
1966
1967
1968

0.41
.82
.82

1969
1970
1971

.87
.91
.95

ber

1967

March

1970

0.39
.95
1.03

0.93
.98
1.03
1.07

Actual6

1.19
1.32

1.09
1.17
1.30

I The estimated benefits and administrative expenses shown are divided by the
effective payroll; i.e., that payroll which when multiplied by the combined tax rate
for employers and employees together, will produce the estimated contribution
income.
2 Committee on Ways and Means, Committee Print 51—291, July 30, 1965. The

contributions for 1966 and 1967 were adjusted to an incurred basis using the
assumption mad in 1965 that the average lag between incurred and cash contributions is 1 month.
'committee on Ways and Means, Committee Print 87—369, Dec. 11, 1967.
1970 Trustees' Report for the HI program.
6 See table H.

The 1970 estimate proved to be very accurate for each of its first

two years, this time overestimating the expenditure by a small margin.
Much more information was available for this estimate than for those
made earlier.
The estimates shown are not strictly comparable, due to the changes

in legislation or regulations between the date on which an estimate
was prepared and the year for which it was made. For example, for
the initial estimates prepared for the House Ways and Means Committee in February 1965 (and reported in the Committee Report published on July 30, 1965) the following adjustments should be made
for comparability:
(1) Increase in benefits as a result of the 1967 Amendments, raising
the cost of the program by approximately '/2% per year after 1967.
(2) Change in the earnings base applicable to 1968 and subsequent
years from $6,600 to $7,800, which increased the covered payroll by
approximately 7% in 1968, by 6% in 1971, and by lower amounts in
later years.

(3) Passage of legislation including hospital workers under the

minimum wage.

(4) Payment to hospitals of an allowance of 2% of costs in addition to all determinable costs. For reimbursements for services provided after June 1969, this allowance was reduced to approximately
1.2% of costs.
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(5) Payment during the initial years of the program for services
in a very large number of extended care facilities which did not meet

the standards set forth under the law but that were taking steps to
overcome the deficiencies that prevented meeting such standards.
(Most of these institutions were subsequently dropped.)

(6) Payment during the initial years of the program for a larger
proportion of the services in extended care facilities than specified
in the law. (This situation was subsequently corrected, resulting in a
decrease in extended care patient days per capita of approximately
50%.)

There are also many less important differences between specifications at the time of enactment and the actual program that developed.
Rates comparable to the 1965 estimates that have been standardized
for the above factors (except the minimum wage legislation) would

be as follows:

TABLE H.—COMPARISON OF ESTIMATED AND ACTUAL

HOSPITAL INSURANCE TAX RATES
[In percent]
Year

1966
1967

Estimate

Standardized

Actual

Ratio to actual

0.41

0.42

.82
.82

0.39

1.08

.82

.95
1.03

.92
.80

1969

.87

1970
1971

.86

1.09

.79

.91

.89
.93

1.17
1.30

.76
.72

1968

.95

The standardized rates are only 4% low for the first year and one
half of the program, but are 28% low for 1971.
The more past experience available at the time of an estimate, and
the shorter the time period between date of estimate and the year being
estimated, the more accuracy one should expect. Experience with the
hospital insurance program to date bears out this expectation. There
is nonetheless much that can go wrong in the estimation process, and
present estimates for years far in the future must be considered to have
a relatively large likelihood for substantial error.

D. Cost Estimates for the Supplementary Medical Insurance
Program
PRINCIPAL IMPACT OF COMMITTEE ACTIoNs

The committee bill substantially expands the protection provided by
the supplementary medical insurance program, by extending its provisions, effective July 1, 1973, to disabled workers under age 65 (and to
disabled widows and widowers, and to beneficiaries entitled to child's
benefits based on disability which began prior to age 22 (who have
been entitled to cash benefits under the old-age, survivors, and disability insurance system for no less than 24 consecutive months. Due to the
provision in the committee bill to reduce the waiting period for disability insurance benefits from 6 to 4 months, coverage will become
effective in the 29th consecutive month of disability. The protection
under the SMI system is automatic for these disabled beneficiaries although they may optionally disenroll.

The average cost for the disabled enrollees under age 65 will be
much higher than the average cost for the age 65 and older enrollees
now under the program. The premium rate charged to disabled enrollees under age 65 will be the same, however, as the rate charged to
enrollees age 65 or older. Any difference between an actuarially adequate rate and the premium rate charged will be financed from the
general fund of the Treasury. The additional general revenue financing required in calendar year 1974 is $426 million.
LIMITATION ON THE INCREASE IN SMI PREMIUM RATE

The committee bill provides for the SMI premium rate to be promulgated during December of each year for the 12 month period commencing on July 1st of the succeeding year, as is presently the case.

However, the bill provides that the premium rate shall be the lessor
of (i) the "actuarially adequate rate" for enrollees 65 and over as determined under current law and (ii) the premium rate promulgated
the previous December increased by the rate of increase in cash benefits. Such rate of increase in cash benefits will be equal to the increase in

the general level of cash benefits from that which appears in the cash
benefit table for June 1st of the year in which the premium is promulgated to that which will appear (or is believed will appear) June 1st
of the succeeding year. Thus, the increase that can occur in the premium
rate which takes effect in July of any year cannot be greater relatively
than the increase in cash benefits that occurred during the previous 12

months. The limitation will affect premium rates promulgated in December of 1972 and subsequent years.

Despite the limitation on the increase in the premium rate charged
enrollees under the supplementary medical insurance program, the
(373)
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actuarial soundness of the program is not impaired. The bill provides
that the supplementary medical insurance trust fund will be reimbursed from the general fund of the Treasury for the excess of the
incurred cost of the program over the premiums collected. The incurred cost of the program, on which such reimbursement from the

general fund of the Treasury will be based, is determined by the

"actuarially adequate rates" promulgated by the Secretary of Health,
Education, and Welfare for aged beneficiaries and disabled insurance
beneficiaries respectively. Such rates will be ½ of the average monthly
cost of benefits and related administration for services provided under
the program during the fiscal year to which the rate applies for aged
and for disabled beneficiaries separately. Such actuarially adequate
rates will be determined and promulgated in December for the subsequent fiscal year beginning the following July.
The actuarially adequate rates to be promulgated in December 1972
will include the cost of the new benefits provided by the committee
bill, which take effect prior to the period, fiscal 1973, to which these
rates apply. The actuarially adequate rate for the aged will thus in-

crease over the current premium rate due not only to the normal
increase in cost per enrollee of the program (due to price increases
and relatively greater use of more expensive services) but also as a
result of such new benefits. As a result of the 1972 amendments to the
Social Security Act, however, the general level of cash benefits will
increase by 20 percent in September 1972. Since the increase in cost due
to normal increases and the new benefits combined are less than 20 percent, the limitation on premium increases will have no effect on the
premium promulgated for fiscal 1974.

The effect of the limitation on the premium rate for the aged and
of the limitation of the premium rate for the disabled to that charged
the aged is that a greater proportion of the program will be paid
from general revenues then has been the case in the past.
SUMMARY OF OTHER CHANGES WHICH HAVE A SIGNIFICANT IMPACT
ON COST

The committee has also adopted several other changes which have

a significant impact on the cost of the supplementary medical insurance program. A summary of those changes which have a significant impact on cost, together with an estimate of the increase in
the premium that will be required when such premium is not constrained by the limitation on increases in the premium rate discussed
above, and an estimate of the cash outgo resulting from the change

in 1974 follows:

1. Coverage of chiropractors services. 1974 cost: $113 million.
Premium increase: $.19 per month.

2. Coverage of outpatient rehabilitation care provided in the

SMI program and elimination of the House provision for

additional coverage of physical therapy in the practitioner's office
or patient's home. 1974 cost: $16 million. Premium increase: $.03
per month.
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3. Coverage of the services of clinical psychologists when furnished through facilities which provide oniy clinical psychologists'
services, as well as clinics, rehabilitation agencies, public health

agencies, and providers under the program. (Such services are
now covered if the clinic or agency is directed by a physician.)
1974 cost: $7 million. Premium increase: $0.01 per month.
4. Coverage of speech pathology when furnished through facili-

ties which provide only speech pathology services, as well as
clinics, rehabilitation agencies, public health agencies, and providers uniler the program. 1974 cost: $24 million. Premium
increase: $0.04 per month.
The impact. of the committee decisions is to increase the expenditures

of the SMI program by $625 million in 1974 and by substantially
more in later years when the impact of the liberalization of the disability insurance program will affect the cost of the SMI program. The
premium rate will itself be increased by $.27 per month initially, as a
result of those changes which affect the coverage provided to the aged

enrollees. Due to the limitation on increases in the premium rate,
however, subsequent increases resulting from these provisions may be

met from general revenues rather than premium payments from the
individuals covered.

The committee has eliminated the provision in the House bill to
increase the deductible from $50 to $60 per year, which would have
reduced the cost of the program by $115 million in 1974.
SUMMARY OF INCOME AND DISBURSEMENTS

The income and disbursements of the supplemental medical insurance program are summarized in the table below. The disbursements
shown are the cash expenditures that will be made in the years indicated and are consistent with the estimates carried in the 1972 President's budget and those in the 1972 Report of the Board of Trustee
of the Supplemental Medical Insurance Program. The premium rate
during fiscal 1973 is $5.80, which determines the premiums and general revenue financing during this period. For periods after July 1,
1974, the sum of the income from premiums and general revenue contributions is equal to the incurred cost of benefits and administrative
costs. The lag between the time services are performed and the date
payment is made for them results in additions to the trust fund, supplemented further by interest earned on the trust fund.

TABLE 12.—ESTIMATED OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND UNDER

PRESENT LAW AND COMMITTEE BILL

Present law:
Income:
Premiums
General revenue
Interest
Total income

-

Disbursements:
Benefits
Administrative costs

Total disbursements

Trust fund at end of year

-

1972

1973

1974

1975

1976

1977

31

1,511
39

1,674
1,674
47

1,862
1,862
57

2,067
2,067
67

2,292
2,292

2,829

3,058

3,395

3,781

4,201

4,663

2,340
330

2,572
355

2,850
397

3,169
442

3,519
491

3,903
545

2,670

2,927

3,247

3,611

4,010

4,448

609

740

888

1,058

1,249

1,464
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Committee bill:
Income:
Premiums
General revenue
Interest

1,985

2,084
3,607

1,796
2,239

31

1,589
1,768
45

61

1,889
2,722
74

3,144
88

Total income

2,829

3,402

4,096

4,685

5,217

5,794

Disbursements:
Benefits
Administrative costs

2,340
330

2,705
373

3,407
465

3,927
535

4,368
596

4,851
663

2,670

3,078

3,872

4,462

4,964

5,514

609

933

1,157

1,380

1,633

1,913

Total disbursements

Trust fund at end of year

1,392
1,406
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VI. SUPPLEMENTAL SECURITY INCOME FOR THE
AGED, BLIND, AND DISABLED
(Title III of the bill)
Three categories of needy adults are eligible for federally matched
assistance payments: persons 65 and over, blind persons (without regard to age), and permanently and totally disabled persons 18 years of
age and older. The programs of aid to the aged, blind, and disabled are
State-administered, with States setting the payment levels. The committee bill would replace these welfare programs with a new Federal
Supplemental Security Income program.
Under the new program, aged, blind, and disabled people would be
assured a monthly income of at least $130 for one person living alone
and $195 for a couple.

In addition, the first $50 of social security or other income and an
additional $85 of earned income would not cause any reduction in the
amount of the supplementary income payment.

Present Law
Under present law for the Federally matched welfare programs,
each State establishes a minimum standard of living (needs standard)
upon which assistance payments are based; any aged, blind or disabled person whose income is below the State needs standard will be
eligible for some assistance, although the State need not pay the full
difference between the individual's income and the needs standard.
Generally speaking, all income and resources of an aged, blind or
disabled person must be considered in determining the amount of the
assistance payment (though a portion of earnings may be disregarded
as a work incentive). States also place limitations on the real and personal property an aged, blind or disabled individual may retain without being disqualified for assistance.

Monthly State payments to an aged, blind or disabled individual
with no other income range between $66 and $250 and for an aged
couple between $121 and $350.

The current State assistance levels are shown in tables 1 and 2.

House Bill
The House-passed bill would establish a new Federal assistance program for the needy aged, blind and disabled which would:
(1) replace the three present State-administered programs of assistance to the aged, blind, and disabled with one combined adult assistance program which would be federally administered by the Social
Security Administration and would have nationally uniform requirements for such eligibility factors as the level and type of resources allowed and the degree of disability or blindness;
(2) provide that each needy aged, blind, or disabled adult would
receive assistance sufficient to bring his total monthly income up to
(383)
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$130 in fiscal year 1973, $140 in fiscal year 1974, and $150 thereafter
(for couples the levels would be $195 in fiscal 1973 and $200 there-

after); and

(3) provide that the cost of these basic benefit levels for the aged,
blind, and disabled will be paid entirely by the Federal Government.
In August 1971 the President requested that the effective date for
the welfare provisions of the House-passed bill be delayed for one
year. Thus, the $150 Federal guaranteed minimum income for the
aged, blind and disabled would become effective in July 1975 rather
than July 1974.
Committee Bill
The committee bill would make a major departure from the traditional concept of public assistance as it now applies to the aged, the
blind, and the disabled. Building on the present social security program, it would create a new Federal program administered by the
Social Security Administration, designed to provide a positive assurance that the Nation's aged, blind, and disabled people would no
longer have to subsist on below-poverty-level incomes.

Eligibility
Under the new Supplemental Security Income program, persons
65 and over, blind persons, and disabled persons would be assured an
income of $130 a month for individuals and $195 a month for couples.
Individuals (or couples) with assets (other than excluded assets) of
more than $2,500 would not qualify for Supplemental Security Income payments.

The committee bill would provide that the definitions of blindness
and disability which are used in the disability insurance program estab]ished under title II of the Social Security Act would be generally
applicable to disabled and blind people under the new supplemental
income program.
A person would be considered disabled if he were unable to engage
in any substantial gainful activity by reason of a medically determinable physical or mental impairment which can be expected to result in
death or has lasted, or is expected to last, for not less than 12 months.
The Secretary would be expected to secure the needed medical evidence where the evidence was needed to make a sound determination.
An individual would be found disabled if his impairments are so
severe that he is not only unable to do his previous work but cannot,
considering his age, education, and work experience, engage in any
other kind of substantial gainful work which exists in the national

economy, regardless of whether such work exists in the immediate
area in which he lives, or whether a specific job vacancy exists for
him, or whether he would be hired if he applied for work.

The term "blindness" is defined as central visual acuity of 20/200
less in the better eye with the use of correcting lens. Also included ?'
in
this definition is the particular sight limitation referred to as "tunnel
vision,,.

In order to facilitate an orderly transitional process, those blind

and disabled neople who are on tl, benefit rolls in December1973 under

existing State nrograms would he considered blind or disabled for
purposes of this program provided that they meet the definition of
disability or blindness which was in effect as of October 1972.
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Under the bill, a disabled individual who goes to work would be
allowed a trial-work period in which to test his ability to work before a
decision would be made as to whether or not his disability has ceased.
Under the trial-work provisions, a disabled individual could work in

each of 9 months, so long as he had a medically determinable disability, before it could be determined that his disability no longer
prevented him from performing substantially gainful work. Any
services he performs would not serve to demonstrate an ability to engage in substantial gainful activity during the 9-month trial-work
period. After 9 months of trial work have been completed, however,
any work he had done would be evaluated to determine whether he had

demonstrated an ability to engage in substantial gainful activity. If
he had demonstrated this ability, it would be determined that he is no
longer disabled.
The House-passed bill would extend Federal benefits to permanently
and totally diabled children under age 18. The benefits would be substantially higher than benefits for these children if they received family
welfare benefits. Parents' income and resources would have to be taken

into account in determining the eligibility and benefits of children
under 21, and the benefit would be reduced by one-third to reflect the
value of room and board provided by the parent to the child.
The House justified its inclusion of disabled children under age 18
under aid to the disabled, if it is to their advantage, rather than under

the program for families with children, on the grounds that their needs
are often greater than those of nondisabled children. The needs of disabled children, however, are generally greater only in the area of health
care expenses. In all but the two States that do not have medicaid programs, children now eligible for cash assistance are covered under existing State medical assistance programs. Disabled children's needs for

food, clothing, and shelter are usually no greater than the needs of

nondisabled children..
Under the committee bill, the new income security program would
apply only to disabled persons 18 years of age and older.
Benefits under the new program would be paid only to people who
are residents of the 50 States and the District of Columbia, and who
are either United States citizens or aliens lawfully admitted for per-

manent residence. (The present provisions of Titles I, X, XIV, and
XVI of the Social Security Act would continue in effect for Puerto
Rico, the Virgin Islands, and Guam.) Residence abroad for a full calendar month would preclude eligibility for that month, and when an
individual has been residing abroad for 30 consecutive days or more,
he would not again be eligible for payments until he had returned to
the United States for at least 30 consecutive days.

Under the new program, the Secretary of Health, Education, and
Welfare would be required to determine an individual's eligibility for
benefits for each quarter in a year. This does not mean, though, that
quarterly investigations of all aspects of eligibility would be required
in every case. Such frequent redetermination of disability in many
cases, or of blindness in most cases, would serve nb useful purpose. The
Secretary would, therefore, have the authority to make redeterminations of blindness and of disability at such intervals as he considers
reasonable and necessary, considering the severity of individual condi-
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tions and the purpose of the program, to assure that benefits are not
paid to people who are no longer eligible.
In some cases, the financial status of beneficiaries will fluctuate dur-

ing the year and periodic examination of an individual's income and
resources would be needed in order to assure that benefits paid would
be based on current income. Therefore, the Secretary ordinarily would
make a redetermination as to income and resources on a quarterly
basis. Somewhat less frequent redeterminations of income and resources, however, would be required in the oases of the very old, blind,

or the extremely disabled—where large increases in income are unlikely. Whenever changes in income do occur, however, they would
have to be reported and appropriate adjustments in the amount of
benefits payable would be made.

In keeping with the basic concept of the new program as providing
supplemental security income, beneficiaries and prospective beneficiaries would be required to apply for, and make every effort to obtain,
all other benefits for which they might be eligible. Therefore, an individual who does not take all appropriate steps to obtain such pay-

ments within 30 days of the date that he applies for benefits under
this new program would not qualify for any payments under the program and any benefits which had already been paid would be considered

overpayments. Of course, if the time limit or other conditions with
respect to the other benefit could not be met, or applying for the other
benefit would otherwise be futile, the provision would not operate.

In determining marital status, State law will apply, except that, if
a couple has been determined married for purposes of receiving social
security benefits or if they hold themselves out as married in the com-

munity in which they live, they will be considered married for purposes of the new program. In the absence of such a provision in the

new program, there would be a strong incentive for married couples to

allege that they were not married (in order to get higher payments)
and there would be a difficult, if not impossible, administrative burden

of determining whether a marriage existed between two individuals
alleging to be single (but who hold themselves out to be married).
Also, to avoid encouraging couples to live separately in order to get
the higher total benefit, your committee's bill provides that an eligible
individual and spouse will receive a couple's benefit mtil they have
lived apart for six months.
People who are residents of certain public institutions, or hospitals
or nursing homes which are getting Medicaid funds, would get benefits

of up to $25 a month (reduced by nonexcluded income). For these
people most subsistence needs are met by the institution and full benefits are not needed. Some payment to these people, though, would be
needed to enable them to purchase small comfort items not supplied
by the institution. No supplemental security benefits will be paid to an
individual in a penal institution.

Determination of Income and Resources
Definitions of i'iworne.—Income for purposes of the committee's bill
includes both earned and unearned income. Earned income is defined
generally by reference to the definition of earnings for earnings test

purposes under the old-age, survivors, and disability insurance
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(OASDI) program and includes both wages and self-employment
income.

Net earnings from self-employment are defined in the bill by reference to the present definition applicable to the OASDI program with
the exception of certain provisions of that definition which your cornrnittee believes inappropriate for this program, such as the special
provision under which a farmer's net income may be preumed to be a
given percent of his gross income.
Income which does not fall within the bill's definition of earned
income would be considered unearned. However, certain forms of remuneration which are specifically excluded from the OASDI defini-

tion of earnings are not to be considered as income. For example.
contributions by an employer into a health insurance or retirement

fund for his employees are a form of remuneration, but such contributions would not be considered income—earned or unearned—for the
individual employees.
The kinds of income which would be considered unearned include

annuities, prizes and awards, proceeds of life insurance not needed
for last illness and burial (with a maximum of $1,500), gifts, support
payments, inheritances, grants, dividends, interest payments, as well
as benefits from all ot.her public and private pension, disability, or
unemployment programs.
The House-passed bill sets a guaranteed minimum income level for
aged, blind, and disabled persons which will eventually reach $150 per

month. The House bill allows a portion of earned income to be disregarded, but reduces assistance payments one dollar for each dollar
of social security benefits or other unearned income. Thus under the
House bill, an individual who retires after working for many years
imder social security could end up with exactly the same total monthly
income as an individual who had never worked, or his social security

benefits might be little more than the assistance payment he would
receive if he had never worked. The committee is concerned that the
value to him of his years of working and contributing to social security
is little or nothing.
The committee also recognizes that some people do not qualify for
social security benefits because their work was not covered, but have
attempted to provide themselves with a regular source of income from
some other source—a small annuity or public pension, perhaps.
In the opinion of the committee, these provisions in present law and
in the House-passed version of H.R. 1 give inadequate recognition to

the efforts working people make to provide for themselves in

retirement.
The committee bill, therefore, provides that the first $50 per month
of regular income from any source (other than need-related income)
will not be considered in determining eligibility for, or the amount of,
the supplemental security payment. In addition, the committee recognizes that some people will continue to work and attempt to be self-

supporting long after others would have stopped. These attempts

should be encouraged and those who work should find that their work
provides a higher level of income than can be had without working.
Accordingly, the committee bill provides that an additional $85 a
month plus Si for each $2 in excess of $85 in earned income shall be
disregarded in determining an individual's (or a couple's) income for

388

purposes of determining the amount of supplemental security payments for aged, blind or disabled people.
As a result of these exemptions, everyone who qualifies for social
security benefits will be assured a monthly income of $180 for an individual and $245 for a couple.
In recognition of the practical problems that would be encountered

in determining the value of room and board for people who live in

the household of a friend or relative, the committee bill would provide
specific rules for use in these situations. Under the bill, the value of

room and board, regardless of whether any payment was made for
room and board, would be assumed to be equal to one-third of the applicable benefit standard. For example, an individual who was entitled
to a monthly benefit of $130 on the basis of a disability and who lived
in the home of his son would have his monthly benefit reduced to $87
whether or not he paid for his room and hoard. On the other hand, if
the jndividiial lived in a rooming or boarding house, there would be no
reduction in his benefit.
In addition, the committee bill would provide that in determining
an individual's income for purposes of supplementary security income
payments, aiiy rebate of State or local taxes (such as real property or
food taxes) received by an aged, blind or disabled recipient would not
be counted as income or assets.

For example, some States provide an income tax credit to elderly
homeowners in recognition of the impact which rising property taxes
have on those who are retired and living on fixed incomes. If the individual has an income tax liability for the year, the credit is used to
offset that liability. Because the supplementary income payment would
be based on gross income without regard t.o the amount of taxes paid
the credit represents a real gain in income. If, however, the individual
ha.s no income tax liability, the credit may be paid to him in the form
of a tax "refund." Tf the law made no special provision, such a refund
would be considered an increase in gross income, which would result
in an offsetting reduction in his supplementary income payment and
therefore no change in his real income. The committee bill provides for
such refunds or rebates to be disregarded so that people who get supplementary income payments and who receive tax refunds will enjoy
the same increase in real income as those who get credits against their
tax liability.
In line with the committee's desire to provide every opportunity
and encouragement to the blind and disabled to return to gainful employment, the new program. would permit the blind and disabled and
their spouses to exclude additional income that is needed to pursue a
plan that has been approved by the Secretary for achieving self-sup-.
port and the committee intends that these provisions be liberally construed if necessary to accomplish these objectives. A blind person,
for example. mirht be getting $80 per month from a brother, in addition to. say, $100 a month he is earning himself. If the money from
his brother were being saved for the establishment of a business—possibly a ma.razine stand or small store—which could help make him

self-sunporting, the money could be excluded if the Secretary approved his plan to establish a business.
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The bifl also includes a provision under which payments provided
on the basis of need by a State or local government (including from
Indian tribes) to supplement the Federal benefits provided under this
program would be excluded from income.

The new program would provide that unearned income, in addition
to other excluded income, of $60 or less in a quarter, if received irregularly or infrequently, would not reduce a person's benefit. Under this
provision, a small gift and insignificant earnings from occasional work
would be excluded from income.
Home produce used by members of the household for their own consumption would be excluded because of the administrative difficulties
involved in determining the value of such produce.

One-third of any payment received from an absent parent for the

support of a child eligible for benefits under the program would be excluded from income.
Income received by eligible individuals for the care of a foster child
placed in the individual's home by a public or nonprofit child-placement or child-care agency would also be excluded. Your committee
believes this exclusion would permit a needy individual to continue as
a foster parent and to furnish a home and guidance to a needy child.
Excluded resource8.—An individual (or an individual and his eligible spouse) with resources in excess of $2,500 would not be eligible
for payments under the program. However, in determining resources
for purposes of eligibility certain resources would be wholly or partially excluded.
An individual's home, household goods, and personal effects and
automobile, would be excluded, within limits determined by the Secretary of Health, Education, and Welfare. Because househola goods and
personal effects generally are not counted as resources under most of
the present programs, it seems appropriate to continue their exclusion
under the new program.
The bill also contains an exclusion of resources essential to an mdividual's means of self-support, such as the tools of a tradesman, farm
machinery, the inventory of a small business and the land surrounding a small rural home.
Life insurance policies would not be counted as resources if the total
face value of the policies is not more than $1,500. In the case of a husband and wife, each could have insurance policies of up to $1,500 face
value. Otherwise, the cash surrender value of n insurance policy would
be counted as a resource.
Resources that are readily convertible to cash, such as stocks and
bonds, would be counted as a resource in determining whether the assets

of the individual (or couple) are within the $2,500 limit. Incomeproducing property which is not used as part of a 'trade or business,

would be excluded from the resources limitation only to the extent it is
producing a reasonable return. The exclusion would be based on a fixed

percentage return, to be set forth in the regulations of the Secretary,
in order to permit adjustments for changing economic conditions.
Property not used in the operations of a trade or business and which
does not provide a reasonable return should clearly be included as re-
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Assets such as buildings or land not used as the individual's
abode (which is excluded as described above) which are not readily
convertible to cash must be disposed of within a time limit prescribed
by the Secretary of Health, Education, and Welfare. The Secretary,
however, may pay conditional benefits during the period allowed for
sources.

disposal of these assets. Any proceeds resulting from the disposition of

the assets would be taken into account in determining eligibility for
benefits. The individual would be obligated to return the conditional
benefits to the extent that such benefits would not have been payable if
the proceeds had been taken into account at the time the person started
getting the benefits.
An individual (or couple) disposing of assets to a relative for less

than fair market value will be assumed under the committee bill to
have done so for the purpose of qualifying for supplemental security
payments and will accordingly be disqualified from receiving such
payments for a period of one year.

Vocational Rehabilitation
Many blind and disabled people want to work and, if the opportunity for rehabilitation for suitable work were available to them,
they could become self-supporting.
Under the new program, all individuals under age 65 who are receiving supplemental benefits based on disability or blindness would be referred to the State vocational rehabilitation agencies for rehabilitation

services. The Secretary would be authorized to pay the full costs of
the vocational rehabilitation services provided to qualified individuals; the primary objective is to restore as many as possible to productive activity.
Every disabled or blind person who is offered rehabilitation services

would be required to accept such services. No individual would be
eligible for benefits if he refused without good cause to accept rehabilitation services.

Payment of Benefits
While the committee believes that in a program such as it proposes
benefits generally should be paid monthly, it recognizes that a few situations will occur in which the needs of particular beneficiaries can be met

by other than monthly payments or where monthly payments would
not be consistent with good administration. The bill, therefore, would
provide the Secretary with discretionary authority to make payments
at such times as he deems appropriate in light of the particular circumstances. In addition, the Secretary would be authorized to make payments on behalf of a beneficiary to some other person (including an
appropriate public or private agency) when it appears to him that the
other person has an interest in the beneficiary and payment to the other
person would be in the beneficiary's interest.
When a husband and wife are entitled to benefits, each may be paid
one-half of the total monthly benefit.
In the interest of efficient administration and to permit the rounding
of income and benefits, the Secretary would be permitted to establish
ranges of income—that is, to use income brackets within which a single
benefit amount would apply.
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The bill also provides that payments may be made to individuals
initially applying for benefits when there is strong evidence of the
likelihood of eligibility and if they are faced with financial emergencies. Advances of up to $100 against future benefits may be paid to each

such applicant, where the applicant is presumptively eligible for
benefits.

A special provision for the disabled would be made in recognition
of the fact that in some cases additional time is needed to obtain and
evaluate medical and other evidence to establish disability, and that a
mechanism is needed for meeting living costs during the period in

which a formal determination of disability is pending. Under this
provision, disabled applicants could be paid up to 3 months' benefits
when a prima facie case for determining that a disability existed had
been presented. In order to avoid any interruption in benefits to an
eligible disabled person, the committee expects that the Secretary will

make the initial determination of disability before the end of the
3-month period. Any benefits paid on the basis of this special provision would not constitute an overpayment that would have to be
recovered in the rare case where an individual later is found not to
have been disabled.

Procedural and Miscellaneous Matters
(a) O'verpayment8 and underpayments.—Whenever the Secretary
finds that an individual had been paid more than the correct amount
of supplemental income he would be authorized to recover the overpayment. The Secretary could waive overpayments in the interest of
equity where the overpaid individual was without fault. Also, if less
than the correct amount of benefits had been paid, the Secretary would
pay the balance due to the underpaid individual. If the individual dies
before the amount due has been paid to him, or before he negotiates
the check representing the correct payment, the amount due would be
paid to his eligible spouse, if there is one, and the payment would not
be taken into account in determining the spouse's eligibility under this
program. TJnderpayments, however, would not be paid to the estate
of a deceased individual since that would not further the objective of
providing supplemental income to individuals. Overpayments, on the
other hand, could be reôovered from the estate of a deceased individual.
(b) Beneficiary. reports.—Beneficiaries would be required to report

any changes in circimstances, as the Secretary deems necessary, to
determine continued eligibility or any necessary changes in benefit
amounts. An individual's willful failure to submit reports requested
by the Secretary, or willful delay in submitting such reports, would
be cause for the Secretary to reduce the individual's benefit by $25 in
the case of the first such failure or delay, $50 in the case of the second,
and $100 in the case of the third or subsequent failure or delay.

(c) Hearings and review.—The bill requires that there be notice
and opportunity for hearings for any individual who disagrees with
a determination with respect to eligibility for payments or the amount
of the payments. The individual would have to request the hearing
within 30 days after receiving notice of the determination. Decisions
would be rendered within 90 days following a properly submitted request for a hearing (except that the 90-day requirement would not
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apply when a hearing is held to determine whether a person is disabled). If payments during the heating process were continued, they
would be considered overpayments if the Secretary's initial determination were sustamed. Final determinations of the Secretary would
be subject to judicial review in the Federal district courts. However,
determinations as to the facts w-hich the Secretary makes after a hearing provided by him would be conclusive and not subject to judicial
review.

Where an individual who has requested a hearing is represented
before the Secretary by an attorney, the provisions of the cash social
security program (pertaining to attorney fees) would be applicable
except that there would be no withholding of attorney fees from such
individual's benefits.

Also, the protective rules and regulations on representation of
claimants that apply to the old-age, survivors, and disability insurance

program would be applied to the Supplemental Security Income
program.

(d) Prohibition of assiqnments, rulemaking authority; sub pena
power.—Any amounts paid or payable under the new program would,
like social security benefits, generally be exempt from levy, garnishment, or other legal process. Also, entitlement to these benefits would
not be transferable or assignable.
The Secretary would be authorized to establish rules, regulations,
and procedures necessary to administer the new program and to prescribe the evidence required to qualify for the supplemental income
that would be provided.
However, the Committee bill provides a specific prohibition against
the use of the so-called "declaration method" of establishing eligibility
for benefits.
The Secretary, for the purpose of any hearing or other proceeding

authorized under this program, could issue a subpena requiring the
attendance and testimony of witnesses and the production of evidence

relative to any matter in connection with hearings or proceedings.
In case of contumacy, or refusal to obey a duly served subpena, the
nroper United States district court could, upon application by the
Secretary, issue an order to comply with such subpena and failure to
obey such court order could be punished as contempt of court..
The bill would also provide that the privilege against self -incrimination would not excuse any person from testifying, but that he would
not be prosecuted or subjected to a penalty or forfeiture on account of
any matter concerning which he is compelled to testify after claiming
his privilege against self-incrimination, except in case of perjury.

(e) Furnishing of information by other Federal age'ncies.—The
committee's bill would require that the heads of all Federal agencies
provide such information as the Secretary may require for purposes of
determining eligibility for benefits under this title. For example, the
records of the Internal Revenue Service would be made available in

verifying information as may be needed.
(f) Fraud.—The bill would provide a fine of not more than $1,000,
or imprisonment for not more than one year,. or both, for individuals

convicted of fraud in connection with a claim for benefits. The penalties which would be provided by the bill are the same as those provided for fraud under title II of the Social Security Act.
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(g) Aninual report8.—Annual reports by the Secretary to the Congress and the President on the operations and administration of the
program, and on its impact on related programs would be required.
(h.) Food stamps and surplus commoditie8.—Under the committee
bill (as under the House-passed bill), individuals receiving payments
under the new program will not be eligible for food stamps; they
will also not be eligible for surplus commodities.

(i) Confidentiality of information.—Information in the records of
the Secretary would generally be held in confidence. However, the bill

would direct that any information in his records must be released to
the General Accounting Office, Congressional Committees, State legislature committees, State and Federal law enforcement agencies, Federal, State, and local prosecutors and the Immigration and Naturalization Service. Such information would be available, of course, only in
connection with the official duties of such officials, and except for a

court prosecution or a quasi-judicial administrative proceeding they
would be required to maintain the confidentiality of the information.
(j) Adm,inistration.—In the course of the deliberations leading up
to the committee's decision to recommend the new federally administered program, it became convinced that by utilizing the administrative structure of the Social Security Administration excessive expansion of the Federal bureaucracy could be avoided. There is, however,
some apprehension that administration of the new program and the
existing social security programs by a single agency could lead to
confusion between the new program and the old-age, survivors and
disability insurance program. In this regard, the committee reemphasizes the point made in the House report that while a single agency
might administer the programs, there is no intent to merge the new
supplemental program with the existing social security program. Each
is to maintain its own identity and this uniqueness would be stressed
by requiring separate applications and reports for each type of benefit
and in particular by issuing separate benefit checks.
Because of the practical problems involved in determining how the
actual disbursements for administrative expenses should be made when
the same officers will be providing services for both the OASDI program and the new Supplemental Security Income program, it may be
necessary to make the initial disbursements for administering the new

program from the OASI trust fund and the bill provides for this
authority. If any disbursement should be made from the social security
trust. fund to pay any of the administrative costs of the new program,

it would be considered as an administrative convenience only and
moneys should be promptly repaid to the trust fund, with an additional payment to make up for any interest earnings that were lost
to the trust fund as a result of the transaction. Any disbursements
from the trust fund for the administrative expenses of the proposed
supplemental program must be fully covered in advance by available
appropriated funds; in no sense should the procedure be looked upon as

a shortcut around the regular appropriation process or as a way to
undercut limitations contained in enacted appropriations. Moreover,
thc bill would provide that the authority to make expenditures out of
the trust fund would expire after any fiscal year for which advances
from the trust fund, including payments in lieu of lost interest, had
not been repaid.
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Social Services for the Aged, Blind, and Disabled
The section in chapter IX of this report concerning social services
(see pp. 483ff) outlines the provisions of the committee bill providing

Federal matching for social services. For beneficiaries of Supplemental Security Income services are provided for in a new title VI
of the Social Security Act.

The new title will authorize the provision of rehabilitation and
other services to help aged, blind, and disabled individuals to obtain
or retain capability for self care, the same definition as in existing law.
Federal matching for these services will be subject to the limits the
Congress will soon be acting upon which are contained in the Conference Committee substitute for the Senate amendment to the State and
Local Fiscal Assistance Act of 1972.

Under the substitute, Federal matching for social services under
programs of aid to the aged, blind, and disabled and aid to families
with dependent children would be subject to a State-by-State dollar
limitation effective beginning fiscal year 1973. Each State would be
limited to its share of $2,500,000,000 based on its proportion of population in the United States. Child care services, services provided to a
mentally retarded individual, services related to the treatment of drug

addicts and alcoholics, and services provided a child in foster care
could be provided to persons formerly on welfare or likely to become
dependent on welfare as well as present recipients of welfare. At least
90 percent of expenditures for all other social services, however, would
have to be provided to individuals receiving aid to the aged, blind, and

disabled or aid to families with dependent children. Until a State

reaches the limitation on Federal matching, 75 percent Federal matching would continue to be applicable for social services as under present law.
Puerto Rico, Guam, and the Virgin Islands would continue under
the provisions and funding limitations of existing law as to social
services.

Medicaid Coverage
Under present law, the States are required to cover all cash assistance recipients under the medicaid program. The committee bill, like
the House-passed bill, would exempt from this requirement persons
who are eligible for Supplemental Security Income but would not have
been eligible for assistance under the State welfare programs for the
aged, blind, and disabled as they were in effect prior to the initiation
of this new program.
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Effective Date
The provisions of the committee bill establishing a new supplemental security income program for the aged, blind, and disabled
are effective January 1, 1974.

Amendments to the Program of Aid to the Aged, Blind, and
Disabled

The new Federal Supplemental S.ecurity Income program will not
be effective until January 1, 1974, in order to allow the I)epartment of
1-Iealth, Education, and Welfare ample lead-time to prepare for the

administrative tasks involved. Until this date, the current State administered programs of aid to the aged, blind, and disabled will remain in effect.
Many of the amendments which the Committee bill makes in the program of Aid to Families with Dependent Children are designed to give

the State greater flexibility in administering that program and would
be equally useful in the administration of aid to the aged, blind, and
disabled. Accordingly the Committee bill makes a number of temporary

amendments to those programs to be effective during calendar year
1973. These amendments are listed below. A more complete description of each of them is given in the chapter on Aid to Families with

Dependent Children at the pages indicated.

In providing social services to the aged, blind, and disabled, each
State would be authorized to utilize either the same organizational unit
as administers cash assistance or a different unit as it determines best.
States would be permitted to require persons requesting copies of manuals and other policy issuances to pay the costs involved. The Committee bill would authorize the States to terminate assistance to persons who have been out of the State for 90 days. (See chapter IX.)
Under certain conditions vendor payments for rent could be made to
recipients' landlords and rent payments for recipients in public housing
could be combined in a single check payable to the Housing Authority.
Under at least one court decision, welfare agencies have been required
to continue assistance payments to a recipient who has been found ineligible even after the finding was affirmed at an evidentiary hearing

at the local level pending a further appeal to a hearing at the State

leveL The Committee bill would authorize States to put the findings
of an evidentiary hearing at the local level into effect immediately.
(See chapter IX.) The Committee bill would make clear that the requirement that welfare information be kept confidential may not be
used to prevent public officials from obtaining information they require in connection with their official duties. The bill would allow the
Secretary of Health, Education, and Welfare in appropriate cases
to waive the requirement that social services be provided on a statewide basis. This provision would become a permanent part of the new
title VI program of services for the aged, supplemental income program starting in 1974.
In addition, the committee bill would make applicable to the State
programs of aid to the aged, blind. and disabled for 1973 the same
provisions with respect to drug addicts and alcoholics which the committee has adopted for the aid to families with dependent children and
the Supplemental Security Income programs. In general, addicts and
78—178 O—72——26
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alcoholics would be ineligible for assistance but would be referred to

the new alcoholism and addiction program established by the bill as
title XV of the Social Security Act.
TABLE 1.—OLD-AGE ASSISTANCE: INCOME ELIGIBILITY LEVEL

FOR PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC
NEEDS, BY STATE, JULY 1972
Aged individual
Income

eligibility
level for
payments

Alabama
Alaska

Arizona
Arkansas
California
Colorado
Connecticut
Delaware

Largest
amount
paid for
basic

Aged couple
Income

eligibility

Largest
amount
paid for
basic

needs

level for
payments

$158

$115

$266

250

250

$230

350

118
149
183

118
105
183

350

164

210
330

164
210
330

needs

145

145

238

238

290
286

140
113
121

290
286

140
113
121

197
158
160

197
158
160

102
132
182
173
185

96

159

159

132
182
173

205
219
214
247

205
219
214
160

Kentucky
Louisiana
Maine

117
203
96
147
123

117
203
96
100
115

Maryland
Massachusetts
Michigan
Minnesota
Mississippi

96
189
184
158
150

96

131

131

189
184
158
75

280
237
230
218

280
237
230

Missouri
Montana
Nebraska

181
111

85

247

111
182

175

170
175

235
271

235
271

District of Columbia
Florida
Georgia
Hawaii
Idaho

Illinois
Indiana
Iowa

Kansas

Nevada

182
170

80

170

178

178

247

247

160
235
214

160
188

214

150
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TABLE 1.—OLD-AGE ASSISTANCE: INCOME ELIGIBILITY LEVEL
FOR PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC
NEEDS, BY STATE, JULY 1972—Continued
Aged individual

Aged couple

Largest
amount
paid for

eligibility

basic
needs

level for
payments

$173

$173

$228
222

116
184
115

162
116
184
115

Oregon
Pennsylvania

125
126
130
122
138

Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah

Income

eligibility
level for
payments

New Hampshire
New Jersey
New Mexico
New York
North Carolina

12

Income

Largest
amount
paid for
basic
needs

$228
222

155

155

234

234

153

153

125
126
130
122
138

190
212
212
177
208

190
212.

163
87
180
102

163

211

211

87

121

121

180
97

220
194

220

119
112
177
152

192
150

192
150

Vermont
Virginia

119
112
177
152

233
199

233

Washington
West Virginia
Wisconsin
Wyoming

149
123
175
139

149
123
175
104

214

214

156
241
195

156
241
178

North Dakota
Ohio
Oklahoma

212
177
208

142

199
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TABLE 2.—AID TO THE BLIND AND AID TO THE PERMANENTLY
AND TOTALLY DISABLED: INCOME ELIGIBILITY LEVEL FOR
PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC NEEDS,
BY STATE, JULY 1972
Disabled individual

Blind individual

Alabama
Alaska

Largest
amount
paid for
basic

eligibility

Largest
amount
paid for

eligibility

level for
payments

basic
needs

level for
payments

$125
250

$125

$71
250

$71
250

105

118
149

118
105

198

177

177

Income

250
118

Income

needs

Arkansas

118
149

California

198

Colorado
Connecticut
Delaware

105

105

123

123

238

238

238

238

189
113
121

150
113
121

117
113
121

117
113
121

Georgia
Hawaii
Idaho

102
132
182
173

96
132
182
173

100
132
182
173

132
182
173

Indiana

185
144

125
144

185
117

80
117

203
96

203
96

106

101

203
96
99

203
96
66

Maine
Maryland
Massachusetts
Michigan
Minnesota

123

123

115

180
184
158

115
96
180
184
158

Mississippi

150
255
123
182
155
173
162
116
184

Arizona

District of Columbia
Florida

Illinois

Iowa
Kansas

Kentucky
Louisiana

Missouri

Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York

96

96

96

96

178
184
158

178
184
158

75
100
123
182
155

150
170
111
182

75

111
182

173
162
116
184

173
162
116
184

173
162
116
184

(1)

80
(1)
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TABLE 2.—AID TO THE BLIND AND AID TO THE PERMANENTLY
AND TOTALLY DISABLED: INCOME ELIGIBILITY LEVEL FOR
PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC NEEDS,
BY STATE, JULY 1972—Continued
Blind individual
Income

eligibility
level for
payments

North Carolina
North Dakota
Ohio
Oklahoma

$120

Largest
amount
paid for
basic
needs

Disabled individual
Income

eligibility

level for
payments

Largest
amount
paid for
basic
needs

$115

$115

126
130
163

125
116
130
122

125
116
130
122

138
163
87
180
102

138
163
80
180
97

$120
125

Oregon

125
126
130
163

Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee

150
163
103
180
102

150
163
95
180
97

Texas

110

110

110

105

Utah

Vermont

122
177

122
177

112
177

122
177

Virginia
Washington

153
149

153
149

152
149

152
149

West Virginia
Wisconsin
Wyoming

123
175
139

123
175
104

123
175
127

123
175
104

1

program.

TABLE 3.—NUMBER OF PERSONS AGED 65 OR OVER RECEIVING OASDI CASH BENEFITS, OAA MONEY
PAYMENTS, OR BOTH, BY STATE, FEBRUARY 1972
1

Number
State

Total
Alabama

Unduplicated
total

Numbe r per 1,000 aged population
Both
OAA

and OAA

18,700,668 17,961,700

2,014,815

312,616
6,374
155,507
226,821

274,000
5,600
150,000
206,000

1,667,889

1,601,000

112,882
1,947
13,376
58,179
314,033

Colorado
Connecticut
Delaware

168,510
263,660
41,932

164,000
261,000
41,000

31,083
8,130
2,806

District of Columbia
Florida

52,922
910,060

51,100
888,000

4,023
55,719

349,747
43,696
66,020
975,479
457,842

308,000
42,700
64,900
958,000
453,000

90,728
2,744
3,319
33,879
15,974

Alaska
Arizona

Arkansas
California

Georgia
Hawaii
Idaho
Illinois

Indiana

OASDI

OASDI 2

Undupticated

Both
OASDI

tota'

OASDI 2

OAA

and OAA

1,275,847

891

856

96

61

74,266

919
911
879
922
898

806
800
847
837
862

332
278
76
237

218

855
891
932

832
882
911

158
27
62

435

33,659

756
849

730
828

57
52

31
31

48,981

911

1,748
2,199
16,400
11,132

910
917
876
905

802
890
901
860
895

236
57
46
30

128
36
31

32

22

1,173
7,869

37,358
247,144
26,573
5,470
1,874

2,201

169

168

44
152
133
18

42

15

Iowa. 326,937
243,137

319,000

39
19

13,903

911

889

61

9,195
57,892
114,836
10,786

5,058
33,875
73,668
8,066

891
898
891
946

875
830
762
923

34
164
360
92
31

15

88
54
40
355

67
33
24
227

21,840

Kentucky
Louisiana
Maine

316,017
284,168
110,720

239,000
292,000
243,000
108,000

Maryland

262,778
564,197
728,212
378,806
215,294

258,000
550,000
712,000
372,000
186,000

9,523
57,432
41,569
17,063
81,538

4,745
43,235
25,357
10,257
52,244

842
868
938

936

827
846
918
875
809

514,789
63,844
167,708
29,087
75,853

487,000
62,700
165,000
28,400
74,800

93,682
3,240
7,239
2,959
4,594

65,893
2,096
4,531
2,272
3,541

891
899
878
881
925

843
883
864
861
912

162

Montana
Nebraska
Nevada
New Hampshire

46
38
90
56

114
30
24
69
43

NewJersey
New Mexico

632,467
67,843

626,000
63,200

19,657
8,533
110,741
35,202
3,700

13,190
3,890
70,388
15,702
2,168

876
905
883
919
919

867
843
863
874
897

27
114
55
81
54

52
35
36
31

51,033
67,124
7,528
50,230
20,536

28,354
38,107
4,847
29,284

887
901
911
889
867

865
808
900
873
759

Kansas

Massachusetts
Michigan
Minnesota
Mississippi

Missouri

1,774,353

1,734,000

North Carolina
North Dakota

400,500
63,432

381,000
61,900

Ohio

905,679
282,017
217,681

883,000
253,000
215,000

1,159,946
162,193

1,139,000
142,000

New York

Oklahoma
Oregon
Pennsylvania
Puerto Rico

343

891

96
231
69

18

50

28

214

122

31

20
22

38
110

2

TABLE 3.—NUMBER OF PERSONS AGED 65 OR OVER RECEIVING OASDI CASH BENEFITS, OAA MONEY
PAYMENTS, OR BOTH, BY STATE, FEBRUARY 1972 '—Continued
Number

State

Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah

Vermont
Virgin Islands
Virginia

Washington
West Virginia

Wisconsin

Wyoming

Unduplicated
total

Numb er per 1,0 00 a ged population
Both
OASDI

Both
OASDI

OASDI 2

OAA

and OAA

96,354
184,680
76,544
360,904
918,534

94,900
172,000
74,900
337,000
834,000

3,899
17,467
3,678
49,337
209,916

2,445
4,787
2,034
25,433
125,382

900
923
922
902
877

887
860
902
842
797

123
200

120

71,807
45,413
2,213
332,075
306,696

70,300
44,200

2,849
4,151

1,342

2,938

847
902

34
85

1,900

325

60

12

325,000
300,000

7,136
12,493

792
853
909

135

14,211
19,189

865
927
922
872
929

37
58

38

181,964
449,101
27,650

175,000
442,000
27,200

12,205
19,695
1,399

5,241
12,594

901

866
906
850

60
40
44

26
26
30

Does not include Guam; data not reported.
2 State data estimated as of Jan. 31, 1972, by the Social Security Administration.
1

Unduplicated
total

949

920
864

OASDI

2

OAA

and OAA

36
87
44

23
24
25

64
16
5
19
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Costs

The new Federal program as a substitute for the present assistance

programs for needy aged, blind, and disabled result in increased
Federal expenditures as shown in table 4.
TABLE 4.—FEDERAL COSTS FOR THE AGED, BLIND,

AND DISABLED, 1974
[In millions of dollars]

Present law:
Welfare payments

Administration
Food stamps

Total

Committee bill increases:
Supplemental security income payments (including
cashing out food stamps).
Administration

$2.1
.2
.3

2.6

3.1
.3

Food stamps

Total increase

+3.1

VII. GUARANTEED JOB OPPORTUNITY
FOR FAMILIES

(405)

Guaranteed Job Opportunity for Families
CONTENTS

Description of guaranteed employment program
Work incentives underthe program
Work disincentives under present law and administration proposal
Elements of employment program:
Kinds of employment
Placement in regular employment
Public or private employment with wage supplement
Guaranteed employment
Eligibility for federally funded jobs
Work bonus for low-income workers
Transportation assistance
Institutional training
Supportive services
State supplementation
Ineligibility for food stamps and surplus commodities
Job placement standards
Children of mothers refusing to participate in the employment program
Employment program in Puerto Rico
Tax credit to develop jobs in the private sector
Administration of the employment program
Effective dates

Page

412
414
416

420
420
420
421
424
425
426
427
427
427
428
428
429
429
430
430
431

STATISTICAL MATERIAL

1. Work incentives under the committee bill
2. Work disincentives under the House bill: Income for a family of 4
3. Work disincentives under the House bill: Income for a family of 2
4. Work disincentives under the House bill: Income for a family of 3
(407)
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VII. GUARANTEED JOB OPPORTUNITY FOR FAMILIES
(Part B of title IV of the bill, establishing a new tile XX of the
Social Security Act)
The whole Nation has become increasingly concerned at the rapid
growth of the welfare rolls in recent years, and with good reason.
By far the major factor in this growth has been the increase in the
number of persons receiving Aid to Families with Dependent Children. From 5.3 million recipients at the end of 1967, the number of

AFDC recipients doubled during the next four years. The soaring
costs of this program have forced States to shift funds into welfare
that would otherwise go for education, health, housing and other
pressing social needs. There is universal agreement that something
must be done, but there remains much confusion about the nature of
the problem that must be solved. The committee feels that a more
expensive and expansive welfare program is not the answer.
The soaring welfare rolls reflect three developments.

First, they show that there are a large number of children in this
country who are needy and whose parents in most cases are not
working.
Second, they show an alarming increase in dependency on the tax-

payer. The proportion of children in this country who are receiving
AFDC has climbed sharply, from three percent in the mid-fifties to
nine percent today. This means that an increasing number of families
are becoming dependent on welfare and staying dependent on welfare.
Third, the growth in the AFDC rolls reflects increasing family
breakup and increasing failure to form families in the first place.
Births out of wedlock, particularly to teenage mothers, have increased
sharply in the past decade. Two striking statistics highlight the problem: the number of families headed by women increased by 15 percent
between 1970 and 1971, while the number of families with both father
and mother present declined in absolute numbers during the same oneyear period. Today almost 8 million women and children receive welfare because of the "absence of the father from the home"—principally
due to family breakup or failure of the father to marry the mother of
his child.

Many persons who strongly advocate increasing welfare benefits
have simply glossed over the problem of family breakup and the increase of births out of wedlock. Even more importantly, they have
avoided discussing the problem of increasing dependency.
In an article that appeared in the New York Magazine in October
971, Nathan Glazer raises the fundamental question of what increasg dependency on welfare has done for recipients in New York City:
Has it reduced starvation and given them more food l Has it
improved their housing? Has it improved their environment? Has
it improved their clothing? Has it heightened their self-respect
(409)
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and. sense of power? Has it better and more effectively incorporated them into the economic and political life of the city?
Blanche Bernstein, director of research at the New School's Center for New York City Affairs, has estimated that 50 percent of
the increase in welfare recipients in New York City during the
1960's was due to desertion and 25 percent was due to illegitimate
births. She reports that in 1961 there were 12,000 deserted families

on welfare in New York City. By 1968 there were 80,000. What

happened in New York City was not an explosion in wel-

fare alone. The city witnessed an explosion in desertion and in
illegitimacy.
Welfare. along with those who pressed its expansion, deprived
the poor of New York of what was for them—as for the poor who
preceded them—the best and indeed only way to the improvement
of their condition, the way that involved commitment to work and

the strengthening of family ties. In place of this, the advocates
of revolution through welfare explosion propagated a false and
demeaning sense of the "rights" of the poor, one which had disastrous consequences

Relief is necessary to the poor. In any civilized society it must
be given generously, and if needed, extensively. But it should be

the aim of every society to find and encourage other means to
the maintenance of a decent standard of living than the distribution of charity. For whatever the position of modern advocates of welfare rights, welfare can never, if given regularly on
an extensive scale, be other than alms, and whatever alms did for
the souls of those who gave them, they could not be good for the
souls of those who received them. Every society—capitahst, socialist, or "welfare state"—tries to find ways to replace money
relief and to make it unnecessary. To advocate its expansion as
a means of dealing with distress is one thing; to advocate its expansion as a means of breaking the commitment to work with its
attendant effects on self-respect and on family life is irresponsible.

The fundamental problem is raised somewhat differently in an

article entitled "Welfare: the Best of Intentions, the Worst of Results"
that appeared in the August, 1971, issue of Atla'n.tic Magazine. The
author, Irving Kristol, begins by quoting from the 19th century social
commentator Alexis de Tocqueville:
"There are two incentives to work : the need to live and the desire
to improve the conditions of life. Experience has proven that the
majority of men can be sufficiently motivated to work only by the
first of these incentives. The second is only effective with a small
minority. . A law which gives all the poor a right to public aid,
whatever the origin of their poverty, weakens or destroys the first
stimulant and leaves only the second intact."
At this point, we are bound to draw up short and take our leave
of Tocqueville. Such gloomy conclusions, derived from a less than
benign view of human nature, do not recommend themselves either
to the twentieth-century political imagination or to the American
political temperament. We do not like to think that our instincts
of social compassion might have dismal consequences—not accidentally but inexorably. We simply cannot believe that the universe is so constituted. We much prefer, if a choice has to be made,
.

.
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to have a good opinion of mankind and a poor opinion of our
sociQ-economic system.

Somehow, the fact that more poor people are on welfare, receiv-

ing more generous payments, does not seem to have made this
country a nicer place to live—not even for the poor on welfare,
whose condition seems not noticeably better than when they were
poor and off welfare. Something appears to have gone wrong: a
liberal and compassionate social policy has bred all sorts of unanticipated and perverse consequences.
To raise such questions is to point to the fundamental problems
of our welfare system, a vicious circle in which the best of intentions merge into the worse of results.
As Congress examines fundamental questions concerning the effect
of dependency on welfare, it must also take note of developments in
American society, such as the changing role of women in America and
the increasing public demand for action to improve the quality of life
in this country.
When the AFDC program was first established under the Social Security Act of 1935, American society generally viewed a mother's role
as requiring her to stay at home to take care of her children; she would

be considered derelict in her duties if she failed to do so. But values
have changed, and today, one-third of all mothers with children under
age six are members of the labor force, and more than half of the mothers with school-age children only are members of the labor force. This
number has been growing steadily in the past 20 years, and it may be
expected to continue to grow. In families where the father is not present, two-thirds of the mothers with school-age children are in the labor
force.

At the same time, it is widely recognized today that many important
tasks in our society remain undone, such as jobs necessary to improve
our environment, improve the quality of life in our cities, improve the

quality of education in our schools, improve the delivery of health
services, and increase public safety in urban areas. The heads of wel-

fare families are qualified to perform many of these tasks. Yet welfare
pays persons not to work and penalizes them if they do work. Does it
make sense to pay millions of persons not to work at a time when so
many vital jobs go undone? Can this Nation treat mothers of schoolage children on welfare as though they were unemployable and pay
them to remain at home when more than half of mothers with schoolage children in the general population are already working?
It is the committee's conclusion that paying an employable person
a benefit based on need, the essence of the welfare approach, has not
worked. It has not decreased dependency—it has increased it. It has

not encouraged work—it has discouraged it. It has not added to the
dignity of the lives of recipients, but it has aroused the indignation
of the taxpayers who must pay for it.
As President Nixon has stated:
In the final analysis, we cannot talk our way out of poverty; we
cannot legislate our way out of poverty; but this Nation can work
its way out of poverty. What America needs now is not more
welfare, but more "workfare". . . This would be the effect of
.

the transformation of welfare into "workfare," a new workrewarding program.

78—178 0—72—27
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The committee agrees that the oniy way to meet the economic needs
of poor persons while at the same time decreasing rather than increas-

ing their dependency is to reward work directly by increasing its
value. The committee bill seeks to put the President's words into
practice by:
(1) Guaranteeing employable family heads a job opportunity
rather than a welfare income; and by
(2) Increasing the value of work by relating Federal benefits
directly to work effort.
The committee found that the House-passed bill would not carry
out these objectives. It would not reform the existing welfare system,
but would merely expand it; instead of reducing the welfare rolls it
would increase them by some fifteen million people in the first year
alone. It would not reward work effort but would instead penalize tr—
more than present law in most cases. It would not provide work for the
employable but instead would provide welfare for those who work.
Though it would ostensibly separate employables and unemployables,
it in fact would provide welfare payments for both categories.
The basic approach of the House bill is to keep on the welfare rolls
all of those who are now on and to add to the welfare rolls those who
are now working at low incomes. This is welfare expansion, not welfare reform. Having added millions to the welfare rolls the House bill
then operates on the hope that those who have been put onto the welfare rolls can be removed through expanded work and training programs. The relatively small work and training programs under present law have failed to have an impact on the growing AFDC rolls—
how much more unlikely, then, that expanded work and training programs would have an impact on welfare rolls that have been doubled.

The committee bill takes a different approach.
The committee bill will substantially increase Federal expenditures

to low-income working persons, but the increased funds that go to
them—about $2.4 billion—will be paid in the form of wages and wage

supplements, not in the form of welfare, since the payments will be
related to work effort rather than to need. Under the present welfare

system and under the House-passed bill, an employed person who cuts
his or her working hours in half receives a much higher welfare payment; under the committee bill, a person reducing his or her work effort
by half would find the Federal benefits also reduced by half.

Description of Guaranteed Employment Program
Under the guaranteed employment program recommended in

the committee bill, persons considered employable would not be eligible to receive their basic income from Aid to Families with Dependent Children but would be eligible on a voluntary basis to participate in a wholly federally financed employment program. Thus,
employable family heads would not be eligible for a guaranteed welfare income, but would be guaranteed an opportunity to work.
In the description of the guaranteed job program that follows, it is
assumed that the Federal minimum wage will rise to at least $2.00
per hour.
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The following table shows which families would continue to be
eligible for welfare and which families would no longer be eligible to
receive their basic income from welfare under the committee bill:
Not Eligible 7' Receive Basic Income from Welfare 1
Eligible for Welfare
1. Family headed by mother with 1. Family headed by able-bodied
father
child under age 6

2. Family headed by incapacitated 2. Generally, family headed by
mother with no child under
father where mother is not in

the home or is caring for

age 6

father
3. Family headed by mother who
is ill,

incapacitated, or of

advanced age

4. Family headed by mother too
remote from an employment
program to be able to participate
5. Family headed by mother attending school full time even

if there is no child under
age 6

6. Family headed by mother need-

ed at home to care for disabled family member

7. Child living with neither parent, together with his caretaker relative(s) (though
State may deny welfare if his
mother is also receiving welfare)
An estimated 40 percent or 1.2 million of the 3 million families cur-

rently receiving Aid to Families with Dependent Children would
have to obtain their basic source of income from employment once the
committee bill becomes effective.

All heads of families, whether eligible for welfare or not, as well as
heads of families no longer eligible for welfare, could volunteer to
participate in the new employment program.

The committee bill provides three basic types of benefit to heads

of families:
1. A work bonus equal to 10 percent of wages covered under social
security up to a maximum bonus of $400 annually with reductions in
the bonus as the husband's and wife's wages rise above $4,000.
2. A wage supplement for persons employed at less than $2.00 per

hour (but at least at $1.50 per hour) equal to three quarters of the
difference between t.he actual wage paid and $2.00 per hour.
3. A guaranteed job opportunity with a newly established Work
Administration paying $1.50 per hour for 32 hours and with maximum weekly earnings of $48.
1 These families would be eligible for State supnlementation if the State payment level
is over $2,400 a year for the family and if otherwise eligible under the State requirements.
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Work Incentives Tinder the Program
The program would guarantee each family head an opportunity to
earn $2,400 a year, the same amount as the basic guarantee under the
House bill for a family of four. It also strengthens work incentives
rather than undermining them, as shown in the tables below.
Tables 1 through 4 show the work incentive effects under the House
bill and under the committee bill. In table 1, the three types of employment are compared under the guaranteed employment program.
Since the House bill generally contemplates a Federal welfare benefit
rather than direct employment by the Federal Government, tables 2,
3, and 4 show welfare benefits for the family if the father earns $1.50
an hour or $2.00 an hour in regular employment. The tables also show

what happens to total family income under the House bill and the
committee bill if the father works 40 hours a week (32 hours a week
in the case of guaranteed employment), 20 hours a week (16 hours a

week in the case of guaranteed employment), or no hours a week. The
sources of income shown are: (a) wages paid by the employer, (b)
wages paid by the Government, either as employer or in the form of a

wage supplement to the employee (for those in jobs paying between $1.50 and $2.00 per hour), and (c) the work bonus equal to
10 percent of wages covered under social security.
Table 1 shows these major points about the committee plan:
(1) Since the participant is paid for working, his wages do not
vary with family size. Thus a family with one child would have

no economic incentive to have another child. This feature also
preserves the principle of equal pay for equal work.

(2) As the employee's rate of pay increases, his total income

increases.

(3) As the employee's income rises due to higher pay in a

regular job, the cost to the Government decreases: $1.50-per-hour

employment by the Government costs the taxpayer $48 for a
32-hour week; working 40 hours for a private employer at the
same $1.50 hourly rate gives the employee a $33 boost in income
while cutting the cost to the Government by $27. Moving to an
unsubsidized job at $2.00 per hour increases the employee's income
another $7 while saving the Government about $13 more.
(4) The less the employee works, the less he gets. No matter
what the type of employment, the employee who works half-time

gets half of what he would get if he works full time; he gets

no Federal benefit if he fails to work at all.

(5) The value of working is increased rather than decreased.
Working 32 hours for the Government is worth $1.50 per hour;
when a private employer pays $1.50, the value of working to the
employee is $2.02 per hour; and working at $2.00 per hour is
worth $2.20 per hour to the employee. This will assure that any
fami]y head in private employment will receive more than $2.00
an hour. Under the House bill, by way of contrast, the value of
working is decreased rather than increased, since the family would
be eligible for welfare benefits if the family head does nothing.
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Actual value of 40 hours of
employment under—
Wage paid by employer

House bill
(cents)

Committee
bill

73

$2.02
2.20

$1.50
$2.00

'90

'$1.23 for a family of 2; $1.04 for a family of 3.

(6) Earnings from other employment do not decrease the wages

received for hours worked. Thus an individual able to work in
private employment part of the time increases his income and
saves the Government money. Virtually no policing mechanism
is necessary to check up on his income from work.
TABLE 1.—WORK INCENTIVES UNDER THE COMMITTEE BILL
E mployed

ment at
$1.50 per
hour

Private
employer
at $1.50
per hour

Private
employer
at $2.00
per hour

$60.00
15.00
6.00

$80.00

$48.00

Govern-

40 hours wbrked (32 hours if guaranteed employment):
Wages paid by—
Employer
Government
Special 10-percent payment

by—

8.00

Total Government payment...

48.00

21.00

8.00

Total income

48.00

81.00

88.00

24.00

30.00
7.50
3.00

40.00

24.00

10.50

4.00

24.00

40.50

44.00

0

0

0

1.50

2.02

2.20

20 hours worked (16 hours if guaranteed employment):
Wages paid by—
Employer

Government
Special 10-percent payment

Total Government payment...
Total income
No hours worked

Hourly value of working

-

4.00
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Work Disincentives Under Present Law and Administration
Proposal
By way of contrast, under present law a mother who is eligible
for welfare is guaranteed a certain monthly income (at a level set by
the State) if she has no other source of income; if she begins to work,
her welfare payment is reduced. Specifically, though an allowance
is made for work expenses, her welfare payment is reduced $2 for each

$3 earned in excess of $30 a month. Generally, then, for each dollar
earned and reported to the welfare agency, the family's income is
increased by only 33 cents.

The House bill uses the same basic approach as present law but
substitutes a flat $60 exemption plus one-third of additional earnings
for the present $30 plus work expenses plus one-third of additional

earnings. The disincentive effects of this are clearly illustrated in
the following examples of the effect of the House bill on the income
of a family of 4 as shown in table 2:

(1) The less the individual works, the more the Government
pays. For example, an individual working at $2.00 per hour for
20 hours receives $26.60 more in welfare than an individual work-

ing 40 hours a week at that wage; if he does not work at all, his
government benefit goes up by $44.10.

(2) An individual cutting back on his work effort decreases his
income by a relatively smaller amount, or, said another way, the
value of work is substantially lower under the House bill than
under the committee bill. The total income of an individual working at $2.00 per hour for 20 hours under the House bill is only
about $13 less than his total income if he works full time at that
wage. An individual who works not at all receives only $36 less
than the $82 received by an individual working 40 hours at $2.00
an hour.

(3) The value of working is decreased rather than increased.

Since the family is eligible for $46.20 in welfare for doing nothing,

the $29.20 in additional family income for 40 hours of work at
$1.50 per hour amounts to a value of only 73 an hour for working.

Working 40 hours a week at $2.00 per hour is worth only 90
per hour to the employee.

(4) Earnings from any employment (as well as child support
pavments', if reported, reduce the benefits received by the family.
Tables 3 and 4 similarly show income under the House-passed bill
for a family with two members and for a family with three members.
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TABLE 2.—WORK DISINCENTIVES UNDER THE HOUSE BILL:
INCOME FOR A FAMILY OF 4
Employed by—

40 hours worked:
Wages
Welfare

Total income
20 hours worked:
Wages
Welfare

Total income
No hours worked:
Wages
Welfare

Total income

Hourly value of working 40 hours.

Private employer
at $1.50 per hour

Private employer
at $2.00 per hour

$60.00
15.40

$80.00
2.10

75.40

82.10

30.00
35.40

40.00
28.70

6540

68.70

0

0

46.20

46.20

46.20

46.20

.73

.90
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TABLE 3.—WORK DISINCENTIVES UNDER THE HOUSE BILL:
INCOME FOR A FAMILY OF 2
Employed by—

40 hours worked:
Wages
Welfare

Total income
20 hours worked:
Wages
Welfare

Total income
No hours worked:
Wages
Welfare

Total income

Hourly value of working for 40 hours..

Private
employer
at $1.50
per hour

Private
employer
at $2.00
per hour

$60.00

$80.00

0

0

60.00

80.00

30.00
20.00

40.00

50.00

53.30

0

13.30

0

30.80

30.80

30.80

30.80

.73

1.23
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TABLE 4.—WORK DISINCENTIVES UNDER THE HOUSE BILL:
INCOME FOR A FAMILY OF 3
Employed by—

Private
employer

at$1.50

per hour

40 hours worked:
Wages
Welfare

Total income
20 hours worked:
Wages
Welfare

Total income
No hours worked:
Wages
Welfare

Total income

Hourly value of working 40 hours

Private
employer
at$2.OO
per hour

$60.00
7.70

$80.00

67.70

80.00

30.00
27.70

40.00
21.00

57.70

61.00

0
38.50

38.50

38.50

38.50

.73

1.04

0

0

4
In brief, the committee bill would pay more to the person who works
more, and save the Government the most money if the individual increases his wages to the $2.00 per hour level or above. The Housepassed bill, by way of contrast, would substantially diminish the value
of an individual's work by paying him more if he works less and by
allowing him to gain only slightly if his rate of pay is increased.
The committee bill thus provides strong and mutually reinforcing
incentives to the individual, the Government, and the employer to
move welfare recipients into employment and independence. For the
individual every hour worked increases his income; regular work for
a private employer increases his income more than guaranteed employment provided by the Government; and work without a Federal wage
supplement (that is, work paying $200 per hour or more) increases
his income more than lower-paying work with a wage supplement.
These incentives for the individual to seek more and higher paying
employment are reinforced by incentives for the Government to move
him in the same direction. As the individual moves from guaranteed
employment to employment with a wage supplement, the Federal cost
drops from $1.50 per hour to 53 cents per hour or less, and as he moves
into a job paying at least $2.00 per hour, the Federal cost drops still
further—to 20 cents per hour if his hourly wage is $2.00, decreasing
to zero by the time his hourly wage reaches $2.80. Similarly, the incentives for employment which the individual and the Government have
under the committee bill are further reinforced by incentives for private employers to provide such employment since they will qualify for
a tax credit of 20 percent of the wages paid for a year (up to a maximum $800 credit) if they hire participants in the guaranteed employment program.

Elements of Employment Program
KINDS OF EMPLOYMENT

The committee contemplates that the employment program would
involve placement in three kinds of employment:
1. Regular employment in the private sector or in jobs in pub-

lic or nonprofit private agencies;
2. Private or public employment with the employee's wages
supplemented; and
3. Newly developed jobs, with the Federal Government bearing
the full cost of the salary.
PLACEMENT IN REGULAR EMPLOYMENT

When program participants are ready for employment with little
or no preparation, the Work Administration would attempt to place
them in regular jobs paying $2.00 per hour or more (and thus involving no wage supplement). This would be the Work Administration's
first priority.
PUBLIC OR PRIVATE EMPLOYMENT WiTH WAGE SUPPLEMENT

The next priority would be jobs not covered by the Federal minimum wage law, in which the employer paid less than $2.00 per hour
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but at least $1.50 per hour. No supplement would be paid if the employer reduced pay for the job because of the supplement. Thus no jobs
presently paying the minimum wage would be downgraded under the

committee bill, and the minimum wage itself would not be affected.
Rather, the supplement relates solely to those jobs not covered under
the minimum wage law. Some of these include:
Outside salesmen in any industry.

Small retail stores:
Sales clerk
Cashier
Cleanup man
Small service establishments:
Beautician assistant
Waiter
Waitress
Busboy
Cashier
Cook

Public sector:
Rec•reaton aide
Swimming pooi attendant
Park service worker
Environmental control aide
Ecology aide
Sanitation aide
Library assistant
Police aide
Fire department assistant
Social welfare service aide

Porter

Family planning aide
Child care assistant
Consumer protection aide
Caretaker
Home for the aged employee

Chambermaid
Counterman
Domestic service:
Gardener

Handyman

Agricultural labor:
Jobs picking, grading, sort-

Cook

Household aide
Child attendant

ing, and grading crops;

Attendant for aged or disabled person

spraying, fertilizing, and
other preparatory work;

milking cows; caring for
livestock

For these jobs, the Federal Government would make a payment
to any employee who is the head of a household equal to three quarters
of the difference between what the employer pays him and $2.00 per

hour, for up to 40 hours a week. Thus if an employer paid $1.50 an
hour the Federal supplement would amount to 38 cents an hour (threequarters of the 50-cent difference between $1.50 and $2.00). This wage

supplement would be administered by the local office of the Work
Administration.
GUARANTEED EMPLOYMENT

For persons who could not be placed in either regular, public or
private employment (with or without a wage supplement), the Work
Administration would provide employment which would pay at the
rate of $1.50 per hour. An individual could work up to 32 hours a

week (an annual rate of about $2,400), and would be paid on the

basis of hours worked just as in any other job. There would be no pay
for hours not worked.
However, a woman with school-age children would not be required
to be away from home during hours that the children are not in school
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(unless child care is provided), although she may be asked, in order to
earn her wage, to provide after-school care to children other than her
own during these hours.
Participants would not be considered Federal employees, nor would
they be covered by social security, unemployment compensation or
workmen's compensation. The 10 percent special work-bonus would
not apply to their salary.
For these individuals who cannot be placed immediately in regular
employment at a rate of pay at least equal to the minimum wage, or
in emplOyment with a wage supplement, the major emphasis would be

on having them perform useful work which can contribute to the
betterment of the community. A large number of such activities are
currently going undone because of the lack of individuals or funds to
do them. With a large body of participants for whom useful work will
have to be arranged, many of these community improvement activities
could now be done. At the same time, safeguards are provided so that
the program meets the goal of opening up new job opportunities and
does not simply replace existing employees, whether in the public or
private sector.
To this end, the committee bill requires that the Work Administration observe the following criteria in making arrangements with State
and local governments and with nonprofit agencies for work projects
to be performed by participants in the guaranteed employment program: such work is performed on projects which serve a useful public
purpose and do not result either in displacement of regular workers or
in the performance of work that would otherwise be performed by
employees of public or private agencies, institutions, or organizations.
However, the Work Administration could utilize participants in the
program on a temporary or project basis to supplement the work of
such employees in situations where more workers than those who
are normally employed can be effectively used. Thus the job program
cannot be used to undermine existing wage standards.
For mothers with younger children particularly, the Work Administration would provide training and other activities designed to im-

prove the quality of life for the children of participants through

improvement of home, neighborhood, and other environmental conchtions in which the children live. For example, mothers can be trained

in skills to improve their homemaking and upgrade the physical
conditions in which the children live. This would include cleaning up
and beautifying their apartments or homes, perhaps in groups with
other participant mothers, as well as training in consumer skills and
providing a pleasing home atmosphere with child-centered activities
in the home in which the child can join and ha'e fun. Many of these

activities could occur in the home and in the neighborhood with other
participant mothers to provide a social life for participants as well. A
major goal of this type of activity would be to impress upon articipants that they have the ability to improve the living conditions of
their children and to increase and reward their desire to do so. Participants engaged in this type of activity as part of their employment
during the week would be required to report for work to a participant
or regular Work Administration employee serving as a supervisor.
Since expansion of child care will be an immediate need, a number of
mothers will be trained initially in providing good child care.
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Temporary employment could be arranged with private employers.
During such temporary employment, participants would continue to
be transitional employees of the Work Administration: that is, they
would continue to be paid by the Work Administration. The employee
would be paid the prevailing wage for the job, however, and the Work
Administration would bill the private employer for the employee's
wages and other costs associated with making those services available.
Unlike other forms of transitional employment by the Work Administration, such temporary employment with private employers would be
covered under social security if the employment would be covered by
social security when performed directly for the employer.
The Work Administration would attempt to the greatest possible
extent to place participants in the transitional government employment program into regular permanent employment. The following
categories of regular permanent employment are envisioned:
1. Regular employment without a wage supplement;
2. Regular employment with a wage supplement; and
3. Full time employment as staff for the Work Administration.
Employment in any of these categories would pay more than the
$48 paid transitional employees for working a 32-hour week.
The Work Administration will have need for a great number of employees including the following:
1. Administrative employees to determine eligibility, process

payments, etc.;

2. Persons to develop employability plans designed to lead

participants into regular employment;
3. Staff to wage a massive effort to develop jobs;

4. Supervisors to oversee the work activities of transitional
employees;
5. Family planning aides;

6. Persons arranging for supportive services for participants,
including child care; and

7. Persons to direct training activities designed to improve the
quality of life of children of participants.

Though a number of the Work Administration's employees would
have to be recruited from other sources, it is contemplated that a substantial majority would be drawn from participants in the guaranteed
employment program.

Any job in the regular economy paying $1.50 per hour or more, even

a part-time job, would yield a greater income than $1.50 per-hour
Government employment and it is anticipated that this will serve as
an incentive for participants to seek regular employment. In addition,
the cost to the Government would be substantially less for an individual in regular employment.
Like other income from employment, wages under the guaranteed
employment program would be treated as taxable income. However,
since even a two-member family need not file a tax return if family
income is less than $2,800—considerably in excess of the $2,400 that
can be earned under the program—these wages would never be taxed.

For families with more than two members, of course, even higher
amounts are tax-exempt, and thus in no case would wages under the
guaranteed employment program be taxed.
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ELIGIBILITY FOR FEDERALLY FUNDED JOBS

Except as nOted below, eligibility to participate in the employment
program would be open to all family heads who are U.S. citizens or
aliens lawfully admitted for permanent residence with a child under
age 18 (or under age 21 and attending school full time). Participation
would be purely voluntary. Mothers with children under age 6 who
are eligible for welfare would also be eligible to participate in the
guaranteed employment program if they so choose and if child care is
available.

Only one member of a family would be eligible to participate in
the work program, the head of the household. This would be deemed
to be the father unless he is dead, absent, or incapacitated, in which
case it would be deemed to be the mother. If neither father nor mother

is in the household, a relative undertaking to provide for the child
would be eligible to participate.
A head of a household would not be permitted to participate in the
employment program as a $1.50-per-hour Government employee if he
or she:
(1) is a substantially full time student;
(2) is unemployed because Of a strike or lockout, but this disqualification would not apply to any employee who is (1) not participating or directly interested in the labOr dispute and (2) does
not belong to a group of workers any of whom are participating
in or financing or directly interested in the dispute. The disqualification also would not apply to employees of suppliers or other
related businesses which are forced to shut down or lay-off work-

ers because of a labor dispute in which they are not directly

involved. This disqualification, adapted from the unemployment
insurance laws, is designed to prevent the Government from indirectly subsidizing one side of a labor-management dispute;
(3) is receiving unemployment compensation;
(4) is a single person or is a member of a couple with no child
under age 18 (or under age 21 and attending school full time) ; or
(5) has left employment without good cause or been discharged
for misconduct during the prior 60 days. The Work Administration would be authorized to extend the disqualification to as much

as six months for individuals who are discharged because of
malicious misconduct or for the commission of a crime against
their emnloyer.
In addition:
(6) a family would be ineligible if it has unearned income in
excess of $250 monthly or if total family income exceeds$5,600 an-

nually; and
(7) if an individual is able to find regular employment on a
part-time basis, he or she will be guaranteed an opportunity for

sufficient additional employment as a Government employee to resuit in a combined total of 40 hours of work per week. In addition

to this guarantee, if an individual working substantially full
time in private employment wishes to work up to 20 hours in
addition for the Government, the local office of the Work Admin-

istration (if it has work avai1abie' may provide him or her such
an employment opportunity. Similarly, if the Work Admnistra-

425

tion has sufficient work available, an individual working full time
for the Government under the employment program could work
an additional 20 hours with no reduction in the number of hours
of Government employment he or she is provided.

Participation in the work program would also be conditioned on
compliance with State child labor laws. No work by minors that would

be ordinarily prohibited under such laws would be permitted in the
Federal program. Moreover, the committee expects that in the case of
children who are of such an age that a work permit is required as a
condition of their employment, the States would ordinarily not issue
such permits with respect to work under this guaranteed employment
program.
WORK BONUS FOR LOW-INCOME WORKERS

Low-income workers in regular employment who head families
would be eligible for a work bonus equal to 10 percent of their wages

taxed under the social security (or railroad retirement) program, if
the total income of the husband and wife is $4,000 or less. For families where the husband's and wife's total income exceeds $4,000, the
work bonus would be equal to $400 minus one-quarter of the amount
by which this income exceeds $4,000. Thus there would be no work
bonus once total income reaches $5,600 ($5,600 exceeds $4,000 by $1,600;
one-quarter of $1,600 is $400, which subtracted from $400 equals zero).

The work bonus could be taken as a tax credit when an indi-

vidual files his annual tax return (this would most likely be done if an
individual is entitled to only a small payment). However, the bonus

could be applied for on a quarterly basis if the family's entitlement
(either for the quarter or cumulatively) exceeds $30. For exemple,

a family head earning $2.00 per hour (where the family has no

other income) would be eligible for about $75 quarterly, and he could

apply for and receive the bonus quarterly. If the family head earns
$100 a week (and the family has no other income), annual income will

total $5,200 and he will be entitled to a work bonus of $100 annually ($5,200 exceeds $4,000 by $1,200; one-quarter of $1,200 is $300,
which subtracted from $400 leaves $100). In this case, he may receive

$50 after the end of the second quarter and $50 after the end of the

fourth quarter since his entitlement in each of the first and third
quarters is less than $30.

The size of the work bonus is shown on the table below for se-

lected examples:
Annual income of husband and wife (assuming
it is all taxed under social security)

$2,000
3,000
4,000
5,000
5,600

Work
bonus

$200
300
400

150
0

The work bornis described above incorporates the features of (1) not
varying benefits by family size, but only by income, providing no eco-
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nomic incentive for having additional children; and (2) having a
gradual phaseout of the amount of the payment as income rises above
*4,000 so as not to create a work disincentive.

The committee bill would apply the 10 percent work bonus only to
earmngs taxed under the social security and railroad retirement programs. The bonus thus may be viewed as a kind of rebate of these taxes

for low-income workers (including a substantial portion of the tax

paid by the employer on the employee's wages). However, the employer
would continue to withhold social security taxes from the employee's
earnings for deposit into the trust funds, and the employee would continue to receive credit for these earnings for social security purposes—
in other words, the social security program would not be affected in
any way by the work bonus.
There are certain types of work which are covered under social
security but oniy when the amount of wages earned from a single
employer exceeds $50 in a quarter. This limitation applies to the employment of domestics, yardmen and other similar non-business employees. Such employees (if they are still heads of a family) would
get the work bonus with respect to all of their wages including those
not covered by social security because of the $50 quarterly limitation.
In order to qualify for the work bonus on these wages, however, the
individual would have to arrange to perform the work as an employee

of the Work Administration which would pay him the prevailing

wage for the job and bill the private employer for the wages and other
costs associated with making his services available. If the employment
would ordinarily be covered by social security, then it will be covered
under social security when arranged on this basis by the Work Administration. If the employment is not covered by social security, then the
employer will not have to pay social security taxes. In either case, there
will be a Federal record of all such wages on which the payment of the
work bonus may be based.

The 10 percent work bonus would be administered by the Internal
Revenue Service.
TRANSPORTATION ASSISTANCE

In recognition of the fact that a major reason for low-skilled jobs
going unfilled in metropolitan areas is the difficulty an individual
faces getting to the potential job, the Work Administration would
be authorized to arrange for transportation assistance where this is
necessary to place its employees in regular jobs. For example, the
Work Administration might determine the upper limit of transportation time to get to a job—say, 45 minutes or one hour, depending on
the average commuting time in the area. If the individual can get to
the job within that amount of time through ordinary public transportation or other arrangements, then he would be expected to do so. If
this could not be done, however, then the Work Administration would

be authorized to provide transportation directly to employees who
could be placed in regular jobs in order to cut the transportation time
down to the standard. The Work Administration could only do this
where it is necessary in order to increase employment opportunities.
In any case, the cost would ordinarily not be borne by the Government—either the employer would pay the Work Administration, or
the employee would pay the Work Administration, and perhaps be
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reimbursed by the employer if this is customary in the area for the
type of job involved. The Work Administration would have the flexibility to absorb some of the costs involved in unusual circumstances.
INSTITUTIONAL Tit1NINo

Participants in the guaranteed employment program would be eligible to volunteer for training to improve their skills under the training
program administered by the Work Administration. The individual
would be accepted for enrollment to the extent funds are available and
only if the Work Administration is satisfied that the individual is:
1. Capable of completing training; and
2. Able to become independent through employment at the end
of the training and as a result of the training.
Employees under the employment program who wished to participate in training would have to be strongly motivated, for they would
be paid only $1.25 rather than $1.50 for each hour of training. Each
hour of training would be treated as an hour of guaranteed employment, except for the rate of pay. Following the successful completion
of training (which could not exceed 1 year in duration), the trainee
would receive a lump-sum bonus for having completed training equal
to 10 percent of the total training stipends he has received while he was
in training.
SUPPORTrVE SERVICES

Since the purpose of the proposal is to improve the quality of life
for children and their families, any member of a family whose head
participates in the guaranteed employment program could be provided
services to strengthen family life or reduce dependency, to the extent
funds are available to pay for the services. Open-ended funding would
be provided for family planning, and for child care services for families with school-age children only (for families with children under
age 6, child care services would be provided to the extent funds are
available). The agency administering the employment program would
refer family members to other agenies in arranging for the provision
of social and other services which they do not provide directly. For
example, a disabled family member might be referred to the vocational
rehabilitation agency, or a 16-year-old out-of-school youth might be
referred to an appropriate work or training program, even though the
cost of the services themselves would not be borne by the employment
program. Other services needed to continue in employment, including
minor medical needs, could be provided by the Work Administration.
Former participants in the guaranteed employment program would
have access to free family planning services and to child care on a
wholly or partly subsidized basis, depending on family income and
availability of appropriated funds.
STATE SUPPLEMENTATION

In order to prevent the State welfare program from undermining
the objectives of the employment program the State would have to
assume for the purposes of their AFDC program that families which
include an employable parent (including a mother with no child under
78—178 O_72—28

428

age 6) are actually participating full time in the employment program
and thus receiving $200 per month. For example, if a State ordinarily
pays $250 per month to an AFDC family of four headed by a mother
with at least one child under age 6, the State would pay $50 per month
to a similar family of four with no child under age 6. A similar rule
would apply to mothers with children under age 6 who volunteer to
participate in the employment program.
Furthermore, the State would be required to disregard any earnings
between $200 a month and $375 a month (the amount an employee
would earn working 40 hours a week at $2.00 per hour) to ensure that
the incentive system of the employment program is preserved. These
earnings disregards would be a flat requirement; States would not be
required to take into account work expenses. The effect of this require-

ment would be to give a participant in the work program a strong

incentive to work full time (since earnings of $200 will be attributed to
him in any case), and it would not interfere with the strong incentives
he would have to seek regular employment rather than working for the
Government at $1.50 per hour.
INELIGIBILITY FOR Foon STAMPS AND SURPLUS CoMMoDrrIrs

Individuals participating in the employment program would not be
eligible to participate in the food stamp or surplus commodity pro-

grams. However, States would be reimbursed the full cost of adjusting
any supplementary benefits they might decide to give to participants
so as to make up for the loss of food stamp eligibility. In order to avoid
having States provide assistance to an entirely new category of recip-

ient not now eligible for federally-shared Aid to Families with Dependent Children, the committee provided that the Work Administration would pay families headed by an able-bodied father the amount
equal to the value of food stamps (butt only to the extent that the State
provides cash instead of food stamps for families which are now in the
Aid to Families with Dependent Children category).
Joii PLACEMENT STANDARDS

The committee bill is designed to stimulate job opportunities in
the private sector; it also contains penalties for refusing to accept
these jobs. The Work Administration would prepare an employability

plan for each transitional employee. Based on the transitional employee's skills, qualifications, experience, and desires, the Work Admin-

istration would attempt to direct the employability plan toward employment in an area of interest to the transitional employee, and employment which offers the greatest possibility of self-support. However, participants in the employment program would not be allowed to
continue in guaranteed employment if an opportunity for regular
employment is available. After one month on the job, an individual
could request not to continue in that employment. The request would
be handled by an appeals group which would include other participants in the employment program. The participant would not have
the right to reject an employment opportunity beforehand. The pen-
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alty for failure to take available regular employment would be suspension of the right to participate in the guaranteed employment program, for one day for the first time, one week for the second (including

a second rejection of the same opportunity), and one month for the
third and succeeding times.
CHILDREN OF MOTHERS REFUSING To PARTICIPATE IN Till EMPLOYMENT
PROGRAM

Under the employment program, mothers in families with no children under age six would generally be ineligible to receive their basic
income from the Aid to Families with Dependent Children program.
However, such mothers would be assured an opportunity for employment such as to maintain their income at a level above or equal to that
which a comparable size family with a child under age 6 gets from
welfare alone. It is, of course, possible that in some few instances the
mother will ignore the welfare of her children and refuse to take advantage of the employment opportunity. To prevent the children from
suffering because of such neglect on the part of their mother, the Work

Administration would make payment to the family for up to one
month during which time the mother would be provided counseling
and other services aimed at persuading her to participate in the em-

ployment program. Following this, the mother would either have to be
found to be incapacitated under the Federal definition (that is, unable
to engage in substantial gainful employment), with mandatory referral to a vocational rehabilitation agency; or, if she is not found to be
incapacitated, the State would arrange for protective payments to a
third party to ensure that the needs of the children are provided for.
EMPLOYMENT PROGRAM IN PUERTO RICO

Certain provisions relating to the employment program in Puerto
Rico are included in the committee bill. These modifications are neces-

sary because of the fact that Puerto Rico has a different minimum
wage structure than the rest of the United States, has substantially

lower per capita income, and has a high rate of unemployment. Under
the committee bill the wages paid to Government employees would be
equal to three-quarters of the lowest minimum wage applicable to a
significant percentage of the population. This would result in a lower
wage for guaranteed employment than in the rest of the United States,
but it would be significantly higher than current welfare payments in

Puerto Rico. The wage supplement program is designed to provide
additional income for family heads who are working in jobs not covered by and paying less than the minimum wage. This program is
based on the situation prevailing in the United States in which there
is the same Federal minimum wage rate for most jobs to which any

minimum wage is applicable. Because of the variety of minimum wage
rates in Puerto Rico, however, the committee believes that a similar
wage supplement program would not be appropriate there. However,
the 10-percent work bonus for low-income earners in jobs covered by
social security would apply to Puerto Rico under the same conditions
as in the rest of the United States.
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Tax Credit to Develop Jobs in the Private Sector

Under the present tax law, an employer hiring a participant in the
Work Incentive Program is eligible for a tax credit equal to 20 percent
of the employee's wages during the first 12 months of employment. The
credit is recaptured if the employer does not retain the employee for at
least one additional year (unless the employee voluntarily leaves or is
terminated for good cause). This tax credit approach will be continued
under the new guaranteed employment program.

The guaranteed job opportunity program, unlike the Work Incentive Program, would be open to the head of any family with
children. The committee therefore added the following limitations to

the provisions of the tax credit to ensure that the credit meets the

primary aim of expanding employment opportunities for participants
in the committee's work program:
1. The credit would apply only with respect to individuals who

have been participating in the guaranteed job program for at
least one month;
2. The credit would not be applicable with respect to more than

15 percent of all employees of the employer in any one year
(though the employer would always be permitted to take the

credit for at least one employee)
3. The credit would not be available with respect to an employee
who replaces an employee discharged without good cause; and
4. The credit could not exceed $800 in the case of any one em-

ployee (20 percent of $4,000, approximately the amount of annual earnings at $2 an hour).
In order to create additional employment opportunities for participants in the guaranteed job program, the committee bill would extend
the credit to private individuals hiring participants to perform work
not related to a trade or business. (An employer taking the credit would
not be eligible at the same time for the income tax child care or household expense deduction.) While this provision of the bill would provide a credit worth up to $800 to the employer, it would save the Federal Government $4,800 in wages under the work program during the
two-year period. Thus the $800 credit may actually represent a $4,000
savings in Federal expenditures.

Administration of the Employment Program
A new Work Administration would be created with the responsibility of administering the employment program and paying the wage
supplement. The Work Administration's goals would be (1) to improve the quality of life of the children of participating families, (2)
to place participants in regular employment, and (3) until this is possible, to serve as transitional employer of participants with the objective of preparing participants for and placing them in regular employment at the earliest possible time.
On the national level, the Work Administration would be headed by
a three-member board appointed by the President with the advice and
consent of the Senate. A 15-member national advisory committee (with
representatives from industry, organized labor, State and local governments, nonprofit employers, social service organizations, minority
groups, etc.) would make policy recommendations to the board.
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The actual operations of the Work Administration would be locally
based, with the bulk of the local employees being persons who are cur-

rently participating or who were former participants in the guaranteed employment program. On the local level, the Work Administration would be organized along the same lines as the national office.
Coordination with other local service agencies, local government, and
local employers, labor organizations, etc., and their cooperation would
be critical to the success of local operations.
The local Work Administration office would hire individuals applying to participate, would develop employability plans for participants,

engage in job development and job preparation activities, arrange
fçr supportive services needed for persons to participate (utilizin
the Work Administration's Bureau of Child Care to arrange for chil
care services), and operate programs utilizing participants which are
designed to improve the quality of life for the children of participants
in the employment program.

Effective Dates
The effective date for the basic job opportunity program is January
1974. As of that date, families which include an employable adult
(including a mother with no child under age 6) will no longer be eligible for weif are as their basic income. If unable to find a iegular job,
however, the family head will be guaranteed employment paying $1.50
an hour for 32 hours weekly, producing $2,400 of income annually, the
same amount which would have been payable to a family of 4 under
the House-passed family assistance plan.
The 10. percent work bonus and the wage supplement payment would
become payable even before the full guaranteed employment program
is operative. Specifically, the work bonus which will be paid quarterly
to low-income workers will become effective starting in January 1973.

The wage supplement for family heads in regular jobs not covered
under the minimum wage law and paying less than $2.00 per hour will
be effective July 1973, utilizing the services of the local employment
service offices to make the payments until the Work Administration
mechanism is functioning.
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VIII. CHILD CARE

Child Care Services Today
At the present time, the lack of availability of adequate child care
represents perhaps the greatest single obstacle in the efforts of poor
families, especially those headed by a mother, to work their way
out of poverty. It also represents a hinderance to those mothers in
families above the poverty line who wish to seek employment for their
own self-fulfillment or for the improvement of their family's economic
status.
The need for expanding our child care resources reflects the increasing participation of mothers in our Nation's labor force. The number
of working mothers has increased more than seven times since 1940,

and has more than doubled since 1950. It is estimated that there are
today about 12 million women with children under age 18 in the labor
force, of whom more than 4 million have children under age six.
The number of women workers is expected to grow rapidly in the
years to come. By 1980, it is projected that the labor force will include
more than five million mothers with children under, age five—an increase of more than 40 percent in the number of such mothers just in
the course of this decade.

Such information as we have indicates that many mothers today
would be working if they could arrange adequate care for their
children.

Several studies have shown that lack of child care

is a major impediment preventing mothers on welfare from working or participating in employment and training programs. Other
studies have reported that a substantial majority of mothers receiving
welfare would prefer to work if they could find adequate care for their
children. In a study of the employment potential of welfare mothers
over the past decade, Perry Levinson of the Department of Health,
Education, and Welfare pointed out that with the growth of the AFDC
caseload over the past decade, "recipients were more and more women
who had stronger educational and occupational backgrounds, that is,
high employment potential." However, over 80 percent Of the women
reportedly could not take jobs because they had children under eight
at home, while more than 50 percent lacked child-care facilities.
There is little question that the demand by parents at all economic
levels for child care services is great. Unfortunately, the supply is

much smaller and is increasing only slowly. The Department of
Health, Education, and Welfare estimates that licensed child care

facilities today can only accommodate about 700,000 children. As a
result, many thousands of children are either left with no supervision

whatever or are placed in facilities which do not provide care of

adequate quality.
The Committee on Finance has long been involved in issues relating
to child care. The committee has been dealing with child care as a seg(437)
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fnent of the child welfare program under the Social Security Act since
the original enactment of the legislation in 1935. Over the years, authorizations for child welfare funds were increased in legislation acted
on by the committee. In legislation acted on in 1962, the committee
placed new emphasis on child care services for the children of working mothers through a specific earmarking of child welfare funds for
the provision of these services.
In the 1967 Social Security Amendments, the committee made what
it believed to be a monumental commitment to the expansion of child
care services, as part of the Work Incentive Program. Although much

less child care has been provided than was anticipated, the fact remains that child care provided with Federal matching under the
Social Security Act constitutes the major Federal support for the care
of children of working parents today. Through its support of child
welfare legislation and programs, the committee has shown its interest,
too, in the quality of care which children receive.

As part of its continuing concern for the welfare of families with
children who are in need, and in order to provide for the expansion
of child care required to enable the new employment program to meet
its goal of making present AFDC recipients independent, the committee is proposing a new approach to the problem of expanding the
suppiy of child care services and improving the quality of these services. The committee bill thus establishes within the new Work Admin-

istration a Bureau of Child Care with the eventual goal of making
child care services available throughout the Nation to the extent they
are needed and not supplied under other programs. It is the conunittee's belief that this new and innovative approach to child care services can make a substantial impact on the Nation's problems of poverty
and dependency.

Providing for More Child Care
Though the Congress has provided additional funding for child
care in various legislation enacted over the past decade, past ap-

proaches have not sufficed to expand the availability of child care
services to the extent necessary to meet the Nation's child care needs.
Federal funds available for child care under the Social Security Act
have gone unused.

A major reason for this failure to utilize the funds available was
th lack of administrative organization, initiative and know-how to
create and provide child care services, as well as barriers at the local
level through licensing and other requirements. In other words, the
present method of simply providing Federal matching funds to the
States, and hoping that child care will become available, has been
disappointing. It has not resulted in the necessary increase in supply.
Most States have had very limited resources to devote to child care
and for many, child care services have been given a low priority. A
number of State governments are simply not staffed to handle child
care services even on a minor scale. Many States which have established licensing requirements do not have the staff to constructively
help organizations wishing to establish child care facilities to meet
the licensing requirements or even to insure that the requirements
are met by licensed facilities.
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State and local governments, private voluntary organizations, and
private enterprise, while they have done an admirable job in many
instances, cannot be. expected to broadly expand the availability of
child care services without substantial Federal help.
It is for this reason the committee feels a new mechanism is needed,

a single organization with both the responsibility and capability of
meeting the Nation's child care needs. The organization would be a
new Bureau of Child Care, located in the Work Administration. This
organization would be. able both to make use of the child care resources which now exist, and to promote the creation of new resources
through the utilization of the efforts of governmental agencies, private
voluntary organizations, a tid p 1.1 VLte enterprise.

Establishment of Bureau of Child Care
(Sec. 431 of the bill, establishing a new title XXI of the Social
Security Act)

The committee bill would establish a new Bureau of Child Care
within the Work Administration whose basic goal would be to arrange
for making child care services available throughout the Nation to the
extent they are needed. The Bureau has two top priority goals: first,

to arrange for child care services to participants in the guaranteed
employment program and.other low-income working mothers, and sec-

ond, to arrange for care in facilities providing hours of child care

sufficient to meet the child care needs of children whose mothers are
employed full time.
The committee bill would authorize $800 million in appropriations
in fiscal year 1973 (and thereafter such sums as the Congress may
appropriate) which would be placed in a revolving fund. With these

funds the Bureau would begin arranging for child care services.
Initially, the Bureau would contract with existing public, nonprofit
private, or proprietary facilities providing child care services. The
Bureau would also provide technical assistance and advice to groups
and organizations interested in setting up child care facilities under
contractual relationship with the Bureau. In addition, the Bureau
could provide child care services directly in its own facilities. It would
be expected that services would be provided directly only where pub.

lic or private agencies, individuals, or organizations are unable to
develop adequate child care.

The funds appropriated by the Congress would permit the Bureau

of Child Care to arrange for child care and would also allow the
Bureau to subsidize a portion of child care costs for children in
low-income families not in employment under the guaranteed job
opportunity program where such services are necessary to enable

the mother to work. The percentage of costs subsidized would depend
on the appropriations, with the Bureau authorized to set up a schedule
of subsidy percentages based on family income and the funds available. The fee schedule established for working mothers would incor-

porate these two elements: (1) the increase in fee related to family
income would be reasonably gradual so as not to provide a work disin-

centive by sharply diminishing the value of each additional dollar
earned; and (2) the subsidy would be on a percentage rather than flat
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dollar basis so that a mother desiring a more educationally oriented
form of child care will receive a higher subsidy if she chooses this kind
of child care, but her own contribution to the cost of the more expensive care would also be greater.

Financing Child Care Provided by the Bureau of Child Care

The Bureau would have three sources of funds with which to

operate:
1. Appropriations with which to arrange for child care and
to subsidize part or all of the cost of child care;

2. Fees paid by parents or on parents' behalf for child care
services; and
3. Revenue bonds which could be sold to finance construction
of facilities.
The Bureau would set fees for all child care services provided or

arranged for; part or all of the fee might come from the subsidy

appropriation to the Bureau, as well as from funds of other public or
private agencies. The fees together with the subsidies would go into a
revolving fund to provide capital for further development of child
care services. The fees would have to be set at a reasonable level so
that parents desiring to purchase child care can afford them; but the
fees would have to be high enough so that together with the subsidies
they would fully cover the Bureau's costs in arranging for the care.
If after the first 2 years the development of child care facilities were
inadequate to meet the need, the Bureau could obtain funds for capital
investment in the construction of new Federal child care facilities or the
remodeling of old ones by issuing bonds backed by its future fee
collections. Up to $50 million in bonds could be issued each year beginning with the third year after the Bureau's establishment, with an
overall limit of $250 million on bonds outstanding.

Kinds of Child Care Offered
From the standpoint of parents, the Bureau would provide a con-

venient source of all kinds of child care services, at reasonable fees, for
both preschool and school-age children. Like the Social Security Administration, the Bureau would maintain offices in all larger communities of the Nation, where parents desiring child care services would

be able to obtain them through the Bureau either in facilities under
contract with the Bureau or directly in Bureau facilities. In either case,
the parents could be confident that the child care services were under
the supervision of the Bureau and met the standards set forth in the
bill.
The committee bill would require the Bureau, to the extent its priorities and funds permit, to make available a wide variety of child care
services, some already well known and some unavailable in most places
today. For example:
Parents wishing to have their preschool-age children cared for

in a home setting among a small group of children under the

supervision of a trained adult would be able to select a family day
care home.
.
. .
Parents seeking full day child care in a facility offering a bal-

anced program of education and recreation for preschool-age
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children would be able to send their children to a child care center.

Parents primarily interested in an intensive educational experience for their preschool-age children would be able to send their
children to nursery schools, kindergartens—where these are not
already provided by the school system—or child development
centers such as those under the Headstart program.
Parents of school-age children would be able to choose a facility

whose hours and programs were patterned to complement the
child's day in school. School-age child care could take the form of

a recreational program run by the school itself, or it could be

offered, like preschool-age child care, under trained adult supervision in a home or in a center.
Parents seeking child care during the summer school vacation

period would be able to send their children to day camps or

summer camps.
The Bureau would be required to establish temporary or dropin child care facilities for the parent who requires child care services from time to time while taking courses at a school or university, shopping, or while otherwise engaged.

The Bureau would be. required to arrange for at-home child
care, for babysitting. This would enable a parent to continue at
work if the child became sick or had a brief school vacation. It
would also assure the parent of the availability of babysitting
during the day as well as in the evening when the parent was
absent.

Parents requiring child care services regularly at night would
be able to send their children to night care facilities, primarily
designed to care for the child during sleeping hours. Nurses,
maintenance staff, and persons in other night-time jobs now find
it almost impossible to arrange for child care services while they
work.

From the wide variety of kinds of care available, parents would be
able to choo2e the kind of child care best fitting their needs and desires.
For parents participating in the guaranteed employment program
under the committee bill and who prefer educationally oriented child
care, the Bureau would first attempt to arrange for enrollment of children in child care under Headstart or other child development programs in existence in the area. Though the Bureau would not pay for
care received in these progrants (since Federal funds are already avail-

able for such purposes), it would attempt to secure in this way an
opportunity for children of mothers in the employment program to
receive child development services.

Though the Bureau would make available a number of types of
child care, the care would be subsidized by the Federal Government
only if it is provided to low-income families, and only if it is necessary
to permit the mother to work.

Establishing New Child Care Faeilities
The Bureau will depend for its success in expanding the availability
of child care services on the efforts of individuals and public and private groups at the local level in establishing child care facilities. It is
the committee's hope that local parent groups, churches, and other or-
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ganizations will be stimulated to establish child care facilities, includ-

ing family day care homes and child care centers. Today, such groups
must go through cumbersome administrative procedures to establish
a child care facility, if indeed they are able to establish one at all.
Under the committee bill, they would merely need to contract with
the Bureau for the provision of child care services. If the Bureau is assured that the group can fulfill its commitment, the group will be able
to receive advance funding to begin operations. Moreover, certification by the Bureau will replace the present time-consuming approvals
required from various agencies at the local level.
Since its priorities will require the Bureau to arrange for the care
of school-age children in particular, the committee expects that where
appropriate, the Bureau will give consideration to the use of local
school systems through arrangements with local educational agencies.
If the Bureau is in particular need of child care facilities in an area
and facilities exist but are of low quality, the Bureau might contract
with the understanding that the facility will be promptly improved. If
the promised improvement does not take place, the Bureau would be
expected either to contract elsewhere or to provide child care services
directly in the future rather than to continue to contract for services
in a facility of low quality.
Child care services organized by parents or run with extensive parent participation have shown great promise in raising the educational
level of disadvantaged children in deprived areas. Often, however,
such groups are curbed or stopped in their efforts to set up child care
facilities by unnecessarily rigid licensing requirements, cumbersome
procedures, or lack of initial operating expenses. For them, the Bureau
will represent a source of both technical assistance and initial funding,
making it possible for groups interested in promoting parent involvement to establish child care facilities through the Bureau where they
are unable to do so today.

Training of Child Care Personnel
It is unfortunate that lack of trained personnel has hampered efforts
to expand child care services in the past.

Training will be one of the major activities of the Bureau in its
efforts to make child care more broadly available. In particular, the
Bureau will give priority to the training and preparation of mothers
participating in the guaranteed employment program and other low
income mothers in the provision of child care services. The Bureau
would be authorized to conduct, either directly or by contract, traming
programs to prepare individuals in the child care field. The training

provisions in the committee bill will enable the Bureau to accomplish two aims at once: providing new job opportunities, and expanding child care services so that other mothers will have an opportunity
for employment. It is through training that the committee hopes for
significant improvement in the quality of care offered children.

Construction of Child Care Facilities
Child care services can be greatly expanded through the utilization
of existing facilities not now used during the week. Schools often are

not used after school hours, churches and Sunday schools are fre-
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quently available during the week. Apartment houses, public housing
units, office buildings and even factories can serve as convenient child
care locations, though they are seldom so used today. The committee
bill provides authority for the Bureau to issue revenue bonds for the

cost of constructing Federal child care facilities, but construction
should be resorted to only when child care services may not otherwise
be provided. With other provisions of the bill which enable facilities
arranged for through the Bureau to be safe while avoiding unnecessar-

ily stringent local building codes, it should be possible to expand
facilities with only sparing resort to the construction authority.

Child Care Standards
Of the millions of children who are not cared for by their parents
during the day, well under one million receive care in licensed child
care facilities. One of the major goals of the committee bill is to insure
that the facilities providing care under the Bureau's auspices meet
national child care quality standards which are set forth in the bill.
Many persons have argued that State and local licensing require-

ments are all too often overly rigid and restrictive—to the point
where instead of protecting children, they relegate them to unsuper-

vised and unlicensed cpre, if indeed any care, while their parents
work.

The committee bill includes standards requiring child care facilities
to have adequate space, adequate staffing, and adequate health requirements. It avoids overly rigid requirements, in order to allow the Bureau

the maximum amount of discretion in evaluating the suitability of
an individual facility. The Bureau will have to assure the adequacy of
each facility in the context of its location, the type of care provided
by the facility, and the age group served by it.
To promote the healthy development of children, parents should be
actively involved in their children's progress. The committee bill sets

as a Federal standard the requirement that every child care facility
provide the parents with an opportunity to meet and consult with the
staff concerning the child's development, and an opportunity to observe
the child while he is receiving care.

Under the committee bill, the Bureau may not require more adults
than are needed to achieve a ratio of:
1. Eight children per adult, if child care is furnished in a home;
2. Ten children per adult if care is furnished in a child care ce'nter;
and
3. 25 to 1 for recreational programs.

Although the Bureau may not require a lower number of children
per adult, it may arrange for care in facilities with less children per

adult.
To assure the physical safety of children, the bill requires that facilities (other than homes) must meet the life safety code of the National

Fire Protection Association. Homes in which child care is provided
must meet requirements adopted by the local area that are applicable
to general residential occupancy. This will provide protection for those
many children today who are being cared for in unlicensed facilities,
the safety of which is unknown.

78—1780—72—29
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One of the major administrative tasks of the Bureau will be the
monitoring of child care facilities to insure that they meet the Federal
standards. The committee bill requires the Bureau to establish an
Office of Program Evaluation and Auditing to fulfill this function.
Unfortunately, experience under the medicare and medicaid programs
has shown that some individuals will abuse Federal programs for
personal gain. It will be the job of the Office of Program Evaluation
and Auditing to do their utmost to prevent this from happening.
In other provisions of the bill, penalties would be set for fraud or
misrepresentation concerning the conditions and operation of a health
care facility in order to be certified for participation under the medicare or medicaid programs. The penalty was set at imprisonment for
up to 6 months, or a fine of up to $2,000, or both. To discourage in-

dividuals from fraud or misrepresentation concerning a child care
facility, a similar penalty is included in the committee bill with respect
to child care facilities. In addition, the facility involved will be in-

eligible to participate in any federally funded or assisted child care
program for 2 years following conviction.

Any facility in which child care was provided by the Bureau,

whether directly or under contract, would have to meet the Federal
standards in the law, but it would not be subject to any licensing or
other requirements imposed by States or localities. If any individual,
group, State, or locality feels that the fire and safety standards are
less protective of the welfare of children than those imposed by State
and local ordinances, a hearing procedure is provided.

Requiring facilities to meet only the Federal standards will make
it possible for many groups and organizations to establish child care
facilities under contract with the Bureau where they cannot now do
so because of overly rigid State and local requirements. From the
standpoint of the group or individual wishing to establish the facility,
this provision would end an administrative nightmare. Today, it can
take months to obtain a license for even a perfect child care facility,
by the time clearance is obtained from agency after agency at the local
level. Under the bill, persons and groups wishing to establish a child
care facility would be able to obtain technical assistance from the

Bureau; they would have to meet the Federal standards and they

would have to be willing to accept children whose fees were partially

or wholly paid from Federal funds, in order to contract with the
Bureau.

Child Care and Early Childhood Education
An emotional and controversial issue frequently raised in the discussion of child care concerns the position taken by some persons that
all child care should provide an early childhood education experience.

Without being too specific about the nature of this experience (for
example, the Federal interagency day care reouirements only state
that "the daily activities for each child in the facility must be designed
to influence a positive concept of self and motivation, and to enhance

his social, cognitive, and communication skills"), early childhood
education advocates contrast it with "mere custodial care" t.hat is,
care like that provided by mothers in their own home to their own
children.

445

Effectivene8s of early childhood educational programs.—Though
advocates of early childhood education programs cite the immediate
intellectual gains children realize as a result of their participation,
evaluations of the programs have been virtually unanimous in agree-

ing that the gains are short-lived. For example, in a summary of
recent' research on early childhood development issued by the National

Institute of Mental Health in 1970, the authors noted the "consistent
findings of a clropoff of the gains achieved in the short-term programs
when these programs are terminated. . . . Almost all the studies in

the literature show a decline in performance after the short-term

programs are ended for the children. . . . The evidence is fairly clear
that the gains of programs that are of a shorty term are gains that fail
to last. . . . There is no evidence . . . that pre-school instruction has
lasting effects upon mental growth and development."
In an article entitled "The Environmental Mystique" that appeared
in the magazine Childhood Education in 1970, Dr. Edward Zigler,
Director of the Office of Child Development in the Department of
Health, Education, and Welfare, stated:

Learning is an inherent feature of being a human being.

The only meaningful question, therefore, is not "Why do children

learn?" but, "Why is it that some children do not learn?" Approached in this way, the problem is not one of getting intelligence into nonlearners but rather of determining the conditions
and attitudes that interfere with the natural process of learning.
We are all aware that children learned before cognitive theorists
told us how and before the invention of talking typewriters.
Indeed, children learned before schools of any sort existed. How
could this learning have been possible without the formal programing of experiences which we have come to associate with the
formal educational process? The answer, I think, is that in his
natural state the child is a much more autonomous learner than
adherents of the pressure-cooker approach would believe. I am
convinced the child does most of his learning on his own and often
the way to maximize it is simply to let him alone. He accomplishes
some of the most significant learning in his every day interaction
with his environment. Learning for the child is, thus, a continuous
process and not one limited to the formal instruction and whizbang
remedial efforts that have recently captured our attention.
Whatever the nature of cognitive development might be, such
development has been overemphasized in our current society.
Thus it has been repeatedly found that by the third or fourth grade

there is no difference between children who have had preschool
educational experience and those who have not. Professor Carl

Bereiter, who has devoted his career to the education of young children,
drew the following conclusion in a paper presented at Johns Hopkins
last year:
It appears that the main thing wrong with day care is that there

is not enough of it and the main reason there is not enough of it
is that it costs too much. At the same time, those who are professionally dedicated to advancing day care seem to be pressing continually to make it more costly by setting certification requirements for day care workers and by insisting that day care should
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be educational and not just high-quality institutionalized babysitting.
Producing a measurable educational effect in young children
. . . it requires as serious a commitment to curriculum and teaching as does education in older children. I cannot
imagine day care centers on a mass basis carrying out educational
programs of the kind needed to produce measurable effect. If they
cannot do so, then it will prove in the long run a tactical blunder
to keep insisting that day care must be educational. Sooner or later

is far from easy;

those who pay for it will begin demanding to see evidence that
educational benefits are being produced, and the evidence will not
come forth.
It would seem to me much wiser to seek no more from day care

than the sort of high quality custodial care that a child would
receive in a well-run home, and to seek ways to achieve this level
of care at a cost that would make it reasonable to provide it to all

those who need it. One should not have to justify day care on
grounds that it will make children do better in school any more
than one should have to justify a hot lunch program that way.
Educational services for school-age children.—It is anticipated
that most of the children receiving child care under the guaranteed
employment program in the committee bill will be children who are in
school most of the hours of the day for nine months of the year, and

who will require supervision only during the hours they are not in
school and during vacation periods. There appears to be no reason to
require that educational services be provided to a child who already
spends six hours a day in school.
In testimony before the Finance Committee, Dr. Zigler stated that
for $80 a year jer child an enrichment program could be provided for
children receiving child care in family day care homes. Another approach suggested would have children receiving care in family child

care homes go to a child care center several times during the week for
a more educationally oriented experience at a much lower cost than if
they spent full time in the day care center. Thus it should be possible
with some imagination to enrich the experience of children who receive
care in a home setting while at the same time not adding prohibitively
to the cost of child care.
Committee bill.—In view of the considerations discussed above, the
committee bill does not require that all child care arranged for by the
Bureau of Child Care be educational in nature, nor does it require a

formal educational component. However, in arranging for a child's
care the Bureau would first have to see if a place is available under a
child development program under other legislation if the parent prefers this type of care. Furthermore, educationally oriented child care
could be arranged for by the Bureau if feds are available to pay for
this kind of care.

Any educationally oriented child care arranged for by the Bureau

would have to meet any applicable State or local educational standards,

in keeping with the general philosophy of State and local control
over education.
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Director of the Bureau and National Advisory Council
The Bureau would be headed by a Director appointed by the President with the consent of the Senate. A National Advisory Council on
Child Care would be established to provide advice and recommendations to the Director on matters of general policy and with respect to
improvements in the administration of the Bureau. The Council would
be composed of the Secretary of Health, Education, and Welfare, the
Secretary of Labor, the Secretary of Housing and Urban Development? and eight individuals—five of them representative of consumers
of child care—appointed by the Director.

Effective Date
The provisions of the committee bill establishing the new Bureau of
Child Care would be effective upon enactment.

Grants to States for Establishment of Model Day Care
(Sec. 432 of the bill)
The committee expects that much of the child care offered by the
Bureau of Child Care will be similar to that provided by mothers in

their own home since experience has shown that most working mothers
prefer family day care because of its convenience and its informality.
However, the committee has also provided a 3-year program of grants
to States to permit them to develop model child care. Appropriations
would be authorized to permit each State in fiscal years 1973, 1974 and
1975 to receive a grant of up to $400,000 per year to pay all or part of
the cost of model care, whether through the establishment of one child
care center or a child care system. Special emphasis would be placed

on utilizing the model child care for training persons in the held of
child care.
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IX. AID TO FAMILIES WITH DEPENDENT CHILDREN,
SOCIAL SERVICES, CHILD WELFARE SERVICES, AND
OTHER PROVISIONS RELATED TO WELFARE PROGRAMS

(Title IV of the bill)

1. AID TO FAMILIES WITH DEPENDENT CHILDREN AND
SOCIAL SERVICES

The Developing Problem
The original Social Security Act of 1935 established our FederalState grant programs which today provide assistance to the aged,
blind, and disabled, and to needy families with children. Unlike the
federally administered social security program, the welfare titles of
the Social Security Act do not set benefit levels nor describe in detail
methods of administering the welfare programs; States establish their
own assistance programs within the broad guidelines of the Federal
law.

Within the past 5 years, however, the Federal-State relationships
have undergone substantial change. Three factors have played an important role in the changing relationships:
1. The tremendous growth in the Aid to Families with Dependent Children rolls has created both a fiscal and administrative
burden which many States find difficulty coping with.
2. A number of court decisions have had far reaching impact on

all aspects of the welfare programs under the Social Security

Act. These decisions have used the very broadness of the Federal
statute (intended to allow States more latitude) against the States
by saying sometimes that anything the Congress did not expressly

prohibit it must have intended to require—and sometimes that

what the Congress did not expressly permit it must have intended
not to permit. This position was explicitly stated by the Supreme
Court in Town8end v. Swank (opinion dated December 20, 1971),
where it was said that "at least in the absence of congressional
authorization for the exclusion clearly evidenced from the Social
Security Act or its legislative history, a State eligibility standard
that excludes persons eligibile for assistance under Federal AFDC
standards violates the Social Security Act and is therefore invalid
under the Supremacy Clause."
3. The Department of Health, Education, and Welfare has issued a series of regulations beginning in January 1969, whose effect has been to make it easier to get on welfare and harder to get
off welfare, regulations which many States have vigorously, but
unsuccessfully, opposed.
The committee bill would make a substantial portion of the present
AFDC caseload ineligible to receive its basic income from welfare, and
(453)
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would instead guarantee an opportunity to earn an income through

working. This shift of emphasis from a guaranteed income through
welfare to a guaranteed job opportunity should have a significant impact on the future growth of the welfare rolls, but by itself the creation

of the work program will not guarantee the integrity of the AFDC
program that remains, particularly in view of the factors outlined
above.

Various studies conducted by the Department of Health, Education,
and Welfare, the General Accounting Office and the States in the past
few years have shown that in many States, the welfare programs are
not under proper administrative control—as evidenced by an unacceptably high rate of ineligibility, overpayments and underpayments. As a

matter of fact, the actions of the Department of Health, Education,
and Welfare and the courts in recent years when added together seem

to form a broad avenue making it very easy for an individual—ineligible as well as eligible—to find his way onto welfare, and a mystic maze
making it very difficult for the welfare agency to get him off of welfare
even if ineligible. This pattern of regulations and court action is outlined below:
1. Use of "simplified declaration" method pus hed.—T he Depart-

ment of Health, Education, and Welfare has required that

eligibility for aid to the aged, blind, and disabled be based solely
on the individual's statements, without routine verification and
investigation of this information. The Department initially wished

to require use of the simplified declaration method in Aid to
Families with Dependent Children also, but limited its require-

ment to testing on a sample basis, while strongly encouraging the

States to adopt the declaration method for this program (26
States have done so). Even where the simplified declaration
method is not used, the Department of Health, Education, and
Welfare regulations (45 CFR 206.10(a) (12)) require that in determining initial and continuing eligibility:
Applicants and recipients will be relied upon as the primary

source of information in making the decision about their

eligibility. . . Verification of circumstances pertaining to
eligibility will be limited to what is reasonably necessary to
.

ensure the legality of expenditures under this program.
The agency takes no steps in the exploration of eligibility to
which the applicant or recipient does not agree. It obtains
specific consent for outside contacts, gives a clear explanation
of what information is desired, why it is needed, and how it

will be used.

.

.

.

When

information available from the

applicant or recipient is inconclusive and does not support a
decision of eligibility, the agency explains to the individual

what questions remain and how he can resolve or help to
resolve them, what actions the agency can take to resolve
them and the need for their resolution if eligibility is to be
established or reconfirmed. If the individual is unwilling to
have the agency seek verifying information, the agency, unable to determine that eligibility exists, denies or terminates
assistance.

2. Impact of increase in applicationB on traditional method of
determining eligibility.—In a study of the declaration method
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conducted in 1971, the General Accounting Office found that even
where the welfare agency was supposed to be using a traditional

method of determining eligibility (that is, with routine verification and investigation of information), the crush of the tremendous increase in applications for Aid to Families with Dependent
Children resulted as a practical matter in the use of a "simplified declaration" method simply because the agency was too overburdened handling applications to carry out its usual verification
procedures.
3. Wel fare payments are estimated.—The social security benefit
an individual receives in a given month is based on his entitlement

during the prior month. By way of contrast, welfare payments
re based on estimated entitlement during the current month.
While this is no problem if an individual has no source of income
other than the welfare payment, it means that in most cases the

welfare payment will be at least slightly wrong if the recipient
has another source of income during the month, such as earnings.
Thus, in many cases overpayments and underpayments may result
simply from changing circumstances, because entitlement is based
on estimated income during the current month.
4. Hearing required before assistance can be reduced o'i terminated.—In 1970 the Supreme Court ruled in two cases (Goldberg
v. Kelly (397 U.S. 254) and Wheeler v. Montgomery (397 U.S.

280)) that assistance payments cou.Id not be terminated or reduced before a recipient was afforded an evidentiary hearing, on
the constitutional grounds that this would violate the due process
clause. The Department of Health, Education, and Welfare regu-

lations (45 CFR 205.10) go much further than the court, requiring

agencies to help recipients to request hearings and to tell them
of their right to appeal and that welfare payments will continue

during the appeal.
5. Payments miust continue during appeal at State level.—In a
recent court case in New Jersey (Serritella v. Engelman, opinion
dated February 24, 1972), a Federal District Court held that the
welfare payment must not only be continued without reduction
during the evidentiary hearing at the local level, but must also be

continued without reduction during a subsequent appeal at the
State level.

6. Recouping overpayment when recipient is not at fault.—
The regulations of the Dpartment of Health, Education, and
Welfare (45 CFR 233.20(a) (3) (ii) (d)) do not permit a State to
reduce current welfare payments because of prior overpayments
unless the recipient willfully withheld information about income
or resources.
7. Recouping welfare benefits when recipient is at fault.—The

court went even further than the HEW overpayment regulations
in Bradford v. Juras, when a Federal District Court in Oregon
ruled on July 12, 1971 that a State may not reduce current welfare
payments when an overpaid AFDC recipient willfully withholds
information but has no resources apart from the current assistance
grant.
8. Miranda warning required in fraud i'nivestigation.—A new
dimension was added to welfare fraud investigation in a recent

456

New Jersey State Superior Court decision (New Jersey v. Graves,
April 2, 1971), in which an AFDC recipient had failed to tell the
welfare agency that her husband had returned home. The welfare
agency investigated and was told by the recipient of her husband's
return, without the investigator first advising her of her right to

remain silent. This warning was required, the court stated,
because:

When defendant was subjected to interrogation by a

representative of the fraud division and in the presence of the
supervisor of that division, the interrogation had reached an

accusatory stage in which she was the target. It is important, also, to note that the circumstances surrounding the
investigation contained clear elements of psychological
duress, as evidenced by defendant's testimony that she did
not notify the welfare board of her husband's return because
she was "afraid," presumably of losing some of her benefits.
9. Supreme Court attitude on protecting State fiscal interest.—
In a recent case (Townsend v. Swavk, opinion dated December 20,
1971) the Supreme Court did not permit the State of Illinois to
distinguish for welfare purposes between students attending voca-

tional schools and students attending other kinds of schools.
Particularly significant in the opinion handed down was the
court's comment that "a State's interest in preserving the fiscal
integrity of its welfare program by economically allocating
limited AFDC resources may not be protected by the device of
adopting eligibility requirements restricting the class of children
made eligible by Federal standards ithat is, those eligible under
Federal statute and regulations]. That interest may be protected
by the State's 'undisputed power to set the level of benefits.'"
Thus the court took the position that the only way a State could

restrict welfare expenditures was by an across-the-board cut
affecting needy persons it considered worthy of assistance as well

as other persons the State would have preferred to consider ineligible for assistance.
These pressures from without have led to the welfare programs
not being under sufficient adininistratve control in a number of States.

The recent quality control sample of the Department of Health,
Education, and Welfare has shown a high rate of ineligibility, overpayment, and underpayment in aid to the aged, blind, and disabled
as well as Aid to Families with Dependent Children. The Department
has argued that the situation is hopeless and that only direct Federal

administration of the welfare programs can result in proper and
efficient administration.
The committee does not agree with the Department's attempt at a

self-fulfilling prophecy. It is the committee's view that the present
Federal-State system would operate much more effectively—as intended by the Congress—if States were relieved of the added burden
now placed on them by court decisions and Federal regulations extending welfare eligibility and payments beyond what is contemplated

in the statute, and if they were given help in getting at some of the
major causes of the increases in the AFDC rolls. This is what the com-

mittee has attempted to achieve in the revised version of the AFDC
program it is recommending to the Sehate.
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Outline of the AFDC Program as Modified
The committee bill would recast the Aid to Families with Dependent Children program to clarify its nature as a federally shared program under which States can provide assistance to needy families.
Beginning January 1, 1974, families headed by an employable parent
would obtain their basic income from employment rather than from
welfare. An estimated 40 percent or 1.2 million of the 3 million families currently receiving AFDC would have to obtain their basic source
of income from employment beginning on that date.
Conditions of Eligibility

As under existing law, tle Federal AFDC statute would limit
eligibility to needy families containing at least one child who is under
age 18 (or a full-time student under age 21), who is living in the home
of his parent or other specified relative, and who has been deprived of
support because of the death, absence from the home, or incapacity of a
parent. Unlike current law, the AFDC program could not be used to
provide the basic income of any family which includes at least one
employable parent. In general, any able-bodied father would be considered employable, as would any able-bodied mother heading a family

other than one who is caring for a child under age 6 or for another
member of the household who is ill or disabled. Federal law would
also spell out certain other requirements or limitations on eligibility.
in addition to the Federal requirements, States would be authorized
to establish such conditions of eligibility as they might determine to be
appropriate to carry out the objectives of the program. For example,
States would (as they do now) establish the amount of assets which a
family may retain and still receive assistance. Similarly, States could
condition eligibility on the fulfillment of certain other requirements not
spelled out in Federal law. One such condition might be a requirement
that the school-age children in an AFDC family actually attend school.
Such conditions would have to be reasonably related to the purposes

of the program and could not be used as a subterfuge for changing
its basic nature. For example, States could not impose conditions
which would have the effect of excluding from AFDC all families
with no child under age 3.

In general, then, the Federal law would define the outside limits
of eligibility which a State could incorporate in its AFDC program.
States would not be required to provide assistance to all families f ailing within these limits but would, rather, be free to establish reasonable additional conditions or limitations on eligibility.
Level of Assistance and Federal Funding

The committee bill would continue the approach of present

law under which each State determines the level of assistance which
will be provided to needy families. States could not, however, reduce
payment levels to AFDC recipients below $1,600 for a two-member
family, $2,000 for a three-member family, and $2,400 for a family of
four or more; or if payment levels are already below these amounts
they could not be reduced at all.

Unlike present law, Federal funding would not be provided according to a flat percentage (50 to 83 percent, depending upon per capita
income in the State) of whatever the State expends for assistance. In-
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stead, the Federal Government would make flat grant payments to the
States for Aid to Families with Dependent Children which would provide a substantial measure of fiscal relief to the States. The Federal
Government would also reimburse the States fully for any additional
cash assistance provided to families to offset the loss of food stamps.
Families eligible for AFDC would not be eligible for food stamps or
surplus commodities. States would be required to assure that families

participating in the employment program receive as much in total
income as welfare families of similar composition.

Adm.initratjon and controZ of AFDU
As under existing law, the AFDC program would be administered

by State welfare agencies or by local welfare agencies under the supervision of a State agency. The States would be expected to have greater
control over their AFDC programs than is now the case. In the context of the committee's block grant approach, the general authority of
the Department of Health, Education, and Welfare to interfere with
the States' methods of administration or to impose its regulations on
the States would be restricted under the committee bill.

Aid to Families With Dependent Children Under the Committee
Bill

The following pages describe the AFDC program as it would be
modified under the committee bill. The modifications would be effective January 1, 1973; some further changes would be made once the
committee's employment plan became effective on January 1, 1974.
The AFDC program under the committee bill would consist of the
following elements:
1. Purpose; authorization of appropriations;
2. General administrative provisions;
3. Eligibility for AFDC;
4. Determining eligibility and amount of benefits;
5. Statutory rights of applicants for and recipients of
assistance;
6. Protection of children;
7. Social services;

8. Community work and training programs (effective until
January1974);
9. Relationship with Work Incentive Program (effective until
January 1974);
10. Emergency assistance; and
11. Federal financial participation.

Purpose; Authorization of Appropriations
Section 401 of the Social Security Act sets forth the purpose of the
AFDC program as follows:
For the purpose of encouraging the care of dependent children
in their own homes or in the homes of relatives by enabling each
State to furnish financial assistance and rehabilitation and other
services, as far as practicable under the conditions in such State,

to needy dependent children and the parents or relatives with
whom they are living to help maintain and strengthen family life
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and to help such parents or relatives to attain or retain capability
for the maximum self-support and personal independence consistent with the maintenance of continuing parental care and protection, there is. hereby authorized to be appropriated for each
fiscal year a sum sufficient to carry out the purposes of this part.

The sums made available under this section shall be used for
making payments to States which have submitted, and had approved by the Secretary of Health, Education, and Welfare State
plans for aid and services to needy families with children.
As rewritten under the committee bill, the following clarifications
would be made in this declaration of purpose to make explicit what
the committee feels is now implicit: (1) it would be made clear that
welfare is a matter of statutory entitlement rather than a property
right; (2) the purpose of aiding children in establishing paternity
and obtaining support payments would be an explicit goal of the
AFDC program; and (3) the central role of the State in determining
the nature of the AFDC program, within the broad outline of Federal
law, would be strongly emphasized.

WELFARE AS A STATUTORY RIGHT

A number of court cases have been predicated on the judicial finding

that welfare is a property "right" rather than the traditional view
that is a "gratuity" granted' as a privilege by the Congress and the
States subject to such eligibility conditions as are imposed by law.

Benefits under any of the welfare programs are a statutory right,
and like any other statutory right, are subject to the establishment of

specific conditions and limitations which may be altered or repealed by
subsequent legislative action. In fact, the Social Security Act, in section 1104 makes explicit what would be the case in any event, that
"the right to alter, amend, or repeal any provision of this Act is hereby
reserved to the Congress."
The "right to welfare" implies no vested, inherent or inalienable
right to benefits. It, confers no constitutionally protected benefit on
the recipient. To the contrary, the right to welfare is no more substantial, and has no more legal effect, than any other benefit conferred
by a generous legislature. The welfare system as we know it today has
its legal genesis in the Social Security Act and the statutory rights
granted under, and pursuant to, that Act can be extended, restricted,
or otherwise altered or amended—or even repealed—by a subsequent
act of Congress. It is this ability to change the nature of a statutory
right which distinguishes it from a property right or any right considered inviolate under the Constitution. The committee firmly restates this view of the nature of the "right" to a welfare benefit.
RIGHT OF CHILDREN To HAvE PATERNITY ESTABLISHED AND To RECEIVE
SUPPORT PAYMENTS

The committee is aware of the tendency of many persons involved

in the administration of AFDC not to seek the establishment of
paternity and support for an AFDC child. Their rationale is that

such action may have an adverse effect on the childs mother. But this
overlooks the adverse effect on the child of failure to act. The corn-
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mittee feels that the child must be recognized as a legal person who is

in a direct relationship with society and who is not a chastel of his
mother. The committee believes that children born out of wedlock have

the right to have the identity of their father established, and that all
children have the right to be supported by their parents. The committee bill contains a number of provisions concerning this subject, set
forth in detail in chapter X of this report (pages 501 if.) and because
of its importance the committee feels that it should be stressed as one
of the purposes of the AFDC program.
CENTRAL ROLE OF STATE

It is the committee's view that the present AFDC statute is clear in
establishing the central role of the State in determining the nature of

its AFDC program, within the broad outline of Federal law. The
Department of Health, Education, and Welfare, however, has attempted to severely limit State flexibility with a series of regulations
which are more in the nature of legislation than interpretation of the
Federal statute. In addition, the courts have used the very broadness of
the Federal statute (intended to allow States great latitude in operating their AFDC programs) against the States by taking the position
sometimes that anything the Congress did not expressly prohibit it
must have intended to require and sometimes that anything the Congress did not expressly permit, it must have intended nqt to permit. A
number of the provisions of the committee bill are designed to deal with
problems raised by specific HEW regulations. In addition, the com-

mittee bill limits the Department's regulatory authority under the

welfare programs so that it may issue regulations only related to specific provisions of the Act, and so that the regulations may not be
inconsistent with any provision of the Act. The committee bill would
thus free the States to again assume their central role in operating their
AFDC programs.

State Plans for Aid and Services To Needy Families With
Children

General Administrative Provisions
PROVISIONS IN PRESENT LAW

The present law contains a number of requirements of a general
administrative nature related to State AFDC programs, under which
they must---.

1. Be in effect in all political subdivisions of the State;
2. Provide for financial participation by the State;
3. Designate a single State agency to administer the program
or supervise its administration;
4. Be administered by employees selected on a merit basis;
5. Use subprofessional staff and volunteers; and

6. Furnish reports and other information to the Secretary of
Health, Education, and Welfare.
These present law provisions are repeated in the committee bill as
well, with the one exception that the Secretary would be permitted
to waive the requirement of statewideness as it applies to the provi-
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sion of social services (this is further discussed below in the section on
social services, pages 485—486).
USE

OF

SoCIAL SEctmITy NUMBERS AND OTRER MEANS OF
IDENTIFICATION

In its social security provisions, the committee bill contains a procedure designed to introduce additional administrative controls over
the issuance of social security numbers and to impose additional penalties for fraudulent use of social security numbers.
In the revised AFDC program under the committee bill (as well as
under the other welfare titles of the Social Security Act), applicants
for public assistance would be required to furnish their social security
numbers to State welfare agencies. These agencies, in turn, are required by the bill to use recipients' social security numbers in the administration of assistance programs.
For example, it is expected that States would use social security
numbers for case file identification, for cross-checking purposes, and
as an aid in the compilation of statistical data. The committee feels
that this provision is a logical extension of the use of social security
numbers for identification purposes—a procedure which has proven
highly effective as an aid in the administration of the Internal Revenue
Code. This use of the social security number for identification purposes
on tax returns was adopted at the suggestion of the committee. The
committee understands that a number of States have, on their own
initiative, undertaken to use social security numbers in this way in administering their welfare programs. The committee believes that the

use of this numbering system should contribute to improving the
administration of welfare programs and aiding in the detection and
prevention of fraudulent practices. It will also permit States to exchange lists of these numbers as an additional safeguard against
fraudulent attempts to receive more than one welfare check.
In addition, States would be explicitly authorized in the statute to

use photographs and such other means of identification as they desire
in administering the welfare programs, and to set penalties for misuse
of these means of identification.
SEPARATION or SERVICES AND ELIGIBILITY DETERMINATION

An example of HEW efforts at legislation through regulation involves the separation of social services from the welfare payment
process. On June 2, 1972, the Department of HEW issued a regulation requiring States to have completely separate administrative units
handling the provision of social services and handling the determination of eligibility for welfare.
The committee notes that the General Accounting Office in its study

of the "simplified declaration" method found that "caseloads in
the centers using a simplified method increased disproportionately
when . . they no longer required the same welfare agency worker
.

to determine an applicant's eligibility and also provide social services."
In the committee's view there is little justification for requiring
States to make this kind of administrative separation and there are
good arguments for not making such a separation at all—in particular,
the fact that a good deal of casefinding for services occurs as part of
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the eligibility determination process. The committee bill therefore
makes it clear that States may not be required to separate the provision

of social services from the determination of eligibility under the
AFDC program. States which feel that such a separation will contribute to improved administration would be free to separate the two.
ESTABLISHMENT OF ADVISORY COMMITTEES

Regulations issued by the Department of Health, Education, and
Welfare in 1969 require States to establish a welfare advisory committee for AFDC and child welfare programs "at the State level and at
local levels where the programs are locally administered," with the
cost of the advisory committees and their staffs borne by the States
(with Federal matching) as part of the cost of administering the welfare programs.
Committee provi8n.—The committee bill would make the establishment or continuation of such advisory committees optional with the
States.
FuiNIsHINo MANUALS AND OTHER POLICY ISSUANC2ES

Regulations issued by the Department of Health, Education, and
Welfare in October 1970 require States to make available current
copies of program manuals and other policy issuances related to any
of the welfare programs—
without charge to public or university libraries, the local or district offices of the Bureau of Indian Affairs2 and welfare or legal
services offices or organizations. The material may also be made

available, with or without charge, to other groups and to individuals. Wide availability of agency policy materials is recommended.

In addition, the regulations state that:

Upon request, the agency will reproduce without charge the
specific policy materials necessary for an applicant or recipient,
or his representative, to determine whether a fair hearing should
be requested or to prepare for a fair hearing; and will establish
policies for reproducing policy materials without charge, or at a

charge related to cost, for any individual who requests such

material for other purposes (45 3FR 205.70(b)).
Com.'niittee provision.—The committee bill would make clear that
States would not be required to furnish these materials without charge,
and that States would be permitted to require that the material be made
available only at cost.

Eligibility for Aid to Families with Dependent Children
Under present law, Aid to Families with Dependent Children may
be furnished to families with children in which a child "has been deprived of parental support or care by reason of the death, continued
absence from the home, or physical or mental incapacity of a parent."
In addition, a State may provide AFDC payments to children who
have been deprived of parental support or care by reason of the unem-

ployment of the father. The committee bill would continue these
broad categories of eligibility until January 1, 1974, at which tune the
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following kinds of families would receive their basic income from
employment rather than AFDC:

1. A family headed by a father who is not incapacitated;
2. A family headed by a mother (or headed by an incapacitated
father where the mother is not providing care to the father) with
no child under age 6, unless the mother is (a) ill, incapacitated or
of advanced age; (b) too remote from an employment program to
be able to participate; (c) needed at home to care for a disabled
family member; or (d) attending school full time.
Under the committee bill, States would be required to make eligible
for AFDC:
1. A family headed by a mother with a child under age 6;
2. A family headed by an incapacited father where the mother
is not in the home or is caring for the father;
3. A family headed by a mother who is ill, incapacitated, or of
advanced age;
4. A family headed by a mother too remote from an employment
program to be able to participate;
5. A family headed by a mother attending school full time even

if there is no child under age 6;

6. A family headed by a mother who is needed at home to care
for a disabled family member; and
7. A child living with neither parent, together with his caretaker
relative(s), providing his mother is not also receiving welfare.
However, the following individuals or groups would not be eligible
to receive Aid to Families with Dependent Children:

1. Persons residing in a State less than 3 months (however,

the former State of residence would continue to provide assistance
for the 3 months);
2. Persons who are neither citizens nor aliens lawfully admitted
for permanent residence;
3. Persons who have been outside the United States for at least
30 consecutive days but have not yet been back in the United States
for 30 consecutive days;

4. Unborn children;
5. Mothers who fail to cooperate in establishing the paternity
of a child born out of wedlock and mothers who fail to cooperate
in seeking support payments;

6. Persons who are medically determined to be addicts or

alcoholics;

7. Individuals receiving another form of federally matched

welfare;
8. Until January 1, 1974, persons refusing without good cause

to participate in the Work Incentive Program or to accept employment; and
9. Persons who have recently disposed of their assets for the

sake of qualifying for welfare.
At the State's option the following additional groups could be excluded from welfare eligibility:
1. Persons absent from the State for more than 3 months;
2. Children living in the same household as their stepfather,
and families in which there is a continuing parent-child relation-

ship with a man;
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3. Persons who refuse to allow a caseworker in their home;
4. A child living with a relative when the child's mother is receiving AFDC in another household; and
5. AFDC children between age 18 and 21 attending school.
6. A family headed by an unemployed father who is a striker.
These items are discussed individually below.
DEFINITION OF INCAPACITY UNDER Am TO FAMILrsS WITH
DEPENDENT CHILDREN

Present law.—JJnder Aid to Families with Dependent Children, the

Federal Government will match payments to families where the
father is incapacitated. The definition of "incapacitated" is left up to
the States.

Under a regulation issued by the Secretary of Welfare in Pennsylvania, incapacity is defined in a way that allows the State to
classify virtually any general assistance recipient with children as
incapacitated for purposes of Federal matching. The regulation states:
The determination of incapacity is based on the simple fact of
the existence of incapacity and not upon its cause, degree, dura-

tion or accompanying factors. It is not necessary to show an

affirmative relationship between the incapacity of the parent and
the. lack of parental support or care. It is immaterial whether the
parent was the chief breadwinner or devoted himself or herself
primarily to the care of the child, or whether or not the parents
were married to each other.
To prove incapacity, there must be proof that a parent has an
impairment, but it is not necessary to show that the impairment
limits the parent's ability to support or care for the child. . . . The
impairment must be proved. If the impairment can be seen, the
worker's statement that he has seen it is proof of the existence of
the impairment.
Committee provision.—Under the committee bill, the term "mcapacitated" would be defined as "inability to engage in any substantial
gainful activity by reason of any medically determinable physical or
mental impairment." This is the same definition as is used in determining disability under the social security disability insurance program,
except that the definition would also apply to short-term, temporary
disability while social security benefits are available only to persons
whose disability will last at least 12 months. A family head not found
to be "incapacitated" under this definition would be assured employment under the guaranteed job opportunity program.
PERSONS RESIDING IN A STATE LESS THAN Tm MONTHS

Present law.—JJnder the present Federal statute the Secretary of
Health, Education, and Welfare may not approve a State plan for
Aid to Families with Dependent Children if it includes a duration of
residence requirement of more than one year. In the programs of cash
assistance for the aged, blind, and disabled, the present statute would
permit, in additiOn to the requirement of one year's residence preced-

ing the date of application, a requirement that the individual have
resided in the State for five of the preceding nine years.
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In April 1969, the Supreme Court ruled that the duration of residence requirement of the Connecticut and Pennsylvania AFDC programs constituted an action by those States which violated the equal
protection clause of the 14th amendment. The Supreme Court stated
that the Federal statute "does not approve, much less prescribe, a oneyear requirement" and went on to say that even if it were to assume

"that Congress did approve the imposition of a one-year waiting

period, it is the responsive State legislation which infringes constitutional rights." The court further declared that if somehow the constitutionality of the Federal law is involved that "insofar as it permits
the one-year waiting-period requirement" it would be unconstitutional
because "Congress may not authorize the States to violate the Equal
Protection Clause."
This Supreme Court action in outlawing duration of residence requirements may have been one of the factors influencing many States
to cut back on their we] fare payment levels or not to provide increasçs
as they had in the past. A dissenting member of the Supreme Court
noted that "of longer-range importance, the field of welfare assistance
is one in which there is a widely recognized need for fresh solutions
and consequently for experimentation. Invalidation of welfare residence requirements might have the unfortunate consequence of dis-

couraging the Federal and State governments from establishing
unusually generous welfare programs in particular areas on an experimental basis, because of fears that the program would cause an influx
of persons seeking higher welfare payments." This Justice concluded

that it was "particularly unfortunate that this judicial roadblock to

the powers of Congress in this field should occur at the very threshold
oi the current discussions regarding the 'federalizing' of these aspects
of welfare relief."
Committee l9rovision.—The committee bill contains a provision
aimed at eliminating the constitutional question raised by the Supreme

Court by making it an affirmative requirement of Federal law that
the State plan for Aid to Families with Dependent Children include
a requirement of three months' residence in the State as a condition of
eligibility. (The committee bill, however, would not deny Federal
funds to States which by virtue of State law do not in fact impose a
duration of residency requirement.) Thus under the committee bill,
a three-month duration of residence in a State would, in effect, be a
nationally uniform condition of eligibility for assistance. With this
structure the question of State violation of the equal protection clause
of the 14th amendment is eliminated.

In addition, the committee bill would require a State to continue
welfare payments to eligible persons for 3 months after they move to
another State unless they become eligible for welfare in the other State

earlier than this. The payments themselves would be made by the
welfare agency in the new State of residence, with reimbursement
made under a cooperative agreement.

ELIGIBILITY OF ALIENS FOR WELFARE; PERSONS OirrsIDE THE

UNrrin

STATES

Present law.—Ijnder the Social Security Act, the Secretary of

Health, Education, and Welfare may not approve a State plan of aid
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to the aged, blind, or disabled which imposes as a condition of eligibility for welfare "any citizenship requirement which excludes any
citizen of the United States" (sections 2(b) (3), 1002(b) (2), 1402(b)
(2), and 1602(b) (3)). There is no similar clause in the Federal title
relating to Aid to Families with Dependent Children. Thus all the welfare titles of the Social Security Act would permit a State to exclude
noncitizens from welfare benefits, although the law does not say so
explicitly.
House bill.—For the new program of Federal aid to the aged, blind,
and disabled, H.R. 1 as it passed the House would limit eligibility to
an individual who "is a resident of the United States, and is either

(i) a citizen or (ii) an alien lawfully admitted for permanent residence" (section 2014(a) (1) (B)). There is a similar provision under
the Family Assistance Program in the House-passed bill.

The House bill also (secs. 2011(f) and 2155(a) (4) (B)) makes
an individual ineligible for welfare payments during any month in
which the person is outside the United States the entire month; once

an individual has been outside the United States at least 30 consecutive
days, he must remain in the United States 30 consecutive days before
he may again be eligible for welfare.

Court cases.—The Supreme Court on June 14, 1971 (Gra1iam v.
Richardson) ruled that a State could not condition welfare benefits
either upon the applicant bein.g a U.S. citizen or, if an alien, on his
having resided in the United States for a specified number of years.
Such eligibility requirements were held to violate the Equal Protection

Clause of the 14th amendment. As far as the explicit provisions
of the Social Security Act were concerned, the Court concluded
that they did not affirmatively authorize, much less command, the
States to adopt duration of residency requirements or other eligibility
restrictions applicable to aliens, but instead merely directed the Sec-

retary not to approve a State plan which excluded U.S. citizens

from eligibility. Although the Federal Government admittedly had
broad constitutional power to determine what aliens should be admitted to the United States, the period they could remain, and the
terms and conditions of their naturalization, the Court felt that the
Congress nevertheless did not have the power to authorize the indi-

vidual States to violate the Equal Protection Clause.
Committee provision.—Tlnder the committee bill this matter would
be handled in the same manner as the issue of duration of residency
requirements. That is, States would be mandated in Federal law to
require as a condition of eligibility for the AFDC welfare program
under the Social Security Act (in addition to the 3-month duration of
residence requirement) that an individual be a resident of the United

States and either a citizen or alien lawfully admitted for permanent
residence or a person who is a permanent resident under color of law
(that is, a person who entered the United States before July 1948 and
who may be eligible for admission for permanent residence at the discretion of the Attorney General under section 1259 of title 8 of the
United States Code).
The committee bill also incorporates the provision of the House bill
making an individual ineligible for welfare payments if he has been
outside the United States at least 30 consecutive days but has not yet
been back in the United States for 30 consecutive days.
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UNBORN CHILDREN

Present law.—Tlnder the Social Security Act, the term "dependent
child" for purposes of Aid to Families with Dependent Children is
defined as a needy child "deprived of parental support or care by
reason of the death, continued absence from the home, or physical or
mental incapacity of a parent" and who is living with his mother or
other relative.
Regulations of the Department of Health, Education, and Welfare
permit Federal matching, even if the child has not yet been born.
In January 1971, for example, when about 7 million children were
receiving Aid to Families with Dependent Children, 53,400 or a little
less than 1 percent of the total number of children had not yet been
born. About two-fifths of these unborn children were in the State of
California alone, where they constituted 2 percent of the recipient
caseload.

In a case that came before the New York State Supreme Court in
1971, a woman who had been receiving welfare for her unborn child

while pregnant sought a retroactive payment for the second child
upon giving birth to twins. Fortunately, in this case, the court ruled
against the recipient.
House-passed biU.—Tn discussing the meaning of "child" under H.R.

1, the House Ways and Means Committee report (p. 184) states:
Your committee wants to make clear that an unborn child
would not be included in the definition of a child. This will preclude the practice, now used in the AFDC program in some States,
of finding that an unborn child does meet the definition, thereby

establishing a "family" even before the child is born.
Committee provision.—The committee bill, like the House bill,
would provide that only children who have actually been born would
be eligible for Aid to Families with Dependent Children.
C00PEL&T10N OF MOTHER IN IDENTIFYIiG THE FATHER AND SEEKING
SuPPORT PAYMENTS

Present law.—The Congress has written into the Social Security
Act a provision requiring the State welfare agency "in the case of a
child born out of wedlock who is receiving Aid to Families with Dependent Children, to establish the paternity of such child."
Court aotion.—Despite this clear legislative history, a U.S. district
court in August 1969 (Doe v. Shapiro, 302 F Supp. 761), ruled that a
mother's refusal to name the father of her illegitimate child could not
result in denial of Aid to Families with Dependent Children. The
applicable State regulation was held to be inconsistent with the provision in Federal law that AFDC be "promptly furnished to all eligible individuals," on the grounds that the State regulation imposed an
additional condition of eligibility not required by Federal law.
The dissenting opinion stated:
Unless the principle of personal parental responsibility is to be
abandoned, as an obsolete cornerstone for gauging welfare eligibility, a full disclosure is a necessary and implied governmental
prerogative, which requires the applicant to disclose all relevant
information. Absent this personal responsibility and cooperative-
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ness between the applicant-mother and the government, the effectiveness of the program would be seriously challenged because she
is the sole source of this information; and without it the system
designed to establish paternity could not function. * * *
Congress created this system which required only the identity
of the father to allow enforcement officials with the assistance of
the Internal Revenue Service and the social security files, to locate
an absconding father. It is one of the very few occasions when the
information in those records is statutorily made available for use
outside the agencies' official business. Could it be that Congress
contemplated this elaborate system would be paralyzed by an uncooperative applicant-mother who could still successfully insist
that she be paid her full monetary allotment?
ComiriAttee provision.—The committee's answer to this question is

an emphatic "No!" The provisions of the committee bill related to
child support and establishing paternity are described in greater detail
in chapter X of this report (see 501 if.), but it is appropriate to note
here that the committee bill would require, as a condition of eligibility,
that a mother cooperate in efforts to establish the paternity of a child
born out of wedlock, cooperate in seeking support payments from the
father, and assign the right to collect support payments on her behalf
to the Government.
Dirnci ADDICTS AND ALCOHOLICS

The committee is concerned that substantial numbers of drug addicts and alcoholics today receive welfare payments as disabled or incapacitated individuals, but receive no treatment for their alcoholism or
drug addiction. Under the committee bill, persons medically determined to be drug addicts on alcoholics would no longer be eligible for
welfare payments except through a program specifically designed for
rehabilitation and active treatment. Those provisions are described in
greater detail chapter IV of this report (see pp. 299ff.).
INDIvmuALs RECEIVING ANOTHER FORM or FEDERALLY MATCHED
WELFARE OR BENEFITS FROM TIlE SUPPLEMENTAL SECURITY INCOME
PROGRAM

The committee bill, like present law and the House-passed version
of H.R. 1, would make ineligible for welfare under the family welfare program an individual who receives aid to the aged, blind, and
disabled or benefits from the Supplemental Security Income program.
RECENT DISPOSAL OF ASSETS

Present law.—TJnder present law, an individual with assets whose
value exceeds the welfare eligibility level in a State may dispose of
t.hose assets purposely in order to qualify for assistance.
Convnl4ttee provision.—TJnder the committee bill, anyone who has

voluntarily assigned or transferred property to a relative within one
year prior to applying for aid under one of the public assistance pro-
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grams.

and who has received less than fair market value for the

property, would be ineligible for welfare for a 1-year period (commencing with the date of transfer) on the grounds that he has purposely pauperized himself in order to qualify.
ABSENCE FROM A STATE

Court action.—The Department of Health, Education, and Welfare
found the Arizona welfare programs out of compliance in 1971 because
the State automatically terminated the welfare eligibility of recipients

absent from the State for more than 90 days. The State's policy was
contrary not to Federal law (which in no way would preclude the
State from doing this) but to HEW regulations which provide that

a temporary absence from the State with an intent to return after
accomplishing the purpose of the absence shall not interrupt contioption, to require as a condition of eligibility under AFDC welfare
payments (45 CFIR 233.40).

The State challenged the HEW compliance ruling, but the U.S.
Court of Appeals sided with HEW (Arizona State Department of
Public Welfare v. Departnu3nt of Health, Education, and Welfare,
opinion dated September 14, 1971). The Court found the HEW regulation consistent with the Social Security Act, which did not define
residency, and that it was legitimate for the Secretary to exercise his

"broad rule-making powers" under section 1102 of the Social Security
Act to define residency in such a way as to limit the States' permissible choice of residency requirements. The regulation defining resi-

dency, the Court held, was not inconsistent with the letter or spirit
of the Social Security Act merely because it held the State to a higher
standard.
Committee provi.sion.—The committee bill explicitly permits a State

to terminate welfare payments to an individual continuously absent
from the State for more than 90 days.
FAMILIES WHERE THERE Is A CONTINUING PARENT-CHILD
RELATIONSHrP

Present Zaw.—Under present law, Aid to Families with Dependent
Children is available to children who have been deprived of parental

support by reason of the "continued absence from the home" of a
parent. The so-called "man-in-the-house" or "substitute father"
statutes of the States were attempts to define the term "parent"
mder the Aid to Families with Dependent Children program for
eligibility purposes. The State statutes have been varied, some
emphasizing cohabitation with the mother as being determinative of
the parental relation, while others have required indications of a
positiv.e relationship of the man with the child.

Court action.—On June 17, 1968, the Supreme Court ruled that a
State could not consider a child ineligible for Aid to Families with
Dependent Children when there was a substitute father with no legal
obligation to support the child. The Court decision was based on its
interpretation of congressional intent as expressed in the Social
Security Act and its legislative history. The decision stated: "We believe Congress intended the term 'parent' in section 406 (a) of the
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Act * * * to include only those persons with a legal duty of support."
The implication of this decision, as made clear by subsequent cases,

was that a State could not deny Aid to Families with Dependent
Children even in the situation where there was a stepfather with
substantial income.
Committee provision.—The committee believes that a legal obliga-

tion to support is too narrow a base upon which to determine eligibility and income accountability for a welfare program for families.
Under the committee bill, a State could at its option deny welfare to
a child living in the same household as his stepfather. In other cases,
the committee feels that the determination whether a man is a "parent"
within the meaning of this term in section 406 of the Social Security
Act should depend on the total evaluation of his relationship with the
child, with the following being positive indications of the existence
of such a parental relationship;

(1) The individual and the child are frequently seen together
in public;
(2) The individual is the parent of a half-brother or half-sister
of the child;
(3) The individual exercises parental control over the child;

(4) The individual makes substantial gifts to the child or to

members of his family;
(5) The individual claims the child as a dependent for income
tax purposes;

(6) The individual arranges for the care of the child when his
mother is ill or absent from the home;

(7) The individual assumes responsibility for the child when
there occurs in the child's life a crisis such as illness or detention
by public authorities;

(8) The individual is listed as the parent or guardian of the
child in school records which are designed to indicate the identity
of the parents or guardians of children;

(9) The individual makes frequent visits to the place of resi-

dence of the child; and
(10) The individual gives or uses as his address the address of
such place of residence in dealing with his employer, his creditors,
postal authorities, other public authorities, or others with whom
he may have dealings, relationships, or obligations.

The committee amendment specifically states that "such a relationship may be determined to exist in any case only after an evaluation of the [above] factors * * * as well as any evidence which may
refute any inference supported by evidence related to such factors."
it is not necessary that all factors be present in a case, nor need they be
given identical weight. The important thing in the committee's judgment is whether the factors indicating a continuing parent-child relationship are more persuasive than factors which tend to refute such a
•

relationship. If they are, then the State may consider the child ineligible.

Under the committee provision, this limitation on AFDC eligibility
would be optional with the States. If a State affirmatively exercises
its option, however, it would have to comply with this statutory method
m determining the child-father relationship.
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REFUSAL To ALLOW CASEWORKERS IN HOME

Court action.—In August 1969, a U.S. district court in New York
in the case of James v. Goldberg (303 F. Supp. 935) ruled, on constitutlQnal grounds, that New York State could not terminate welfare
payments to a recipient who refused to allow a caseworker in her home.
The decision stated: "This court cannot with deference to the fourth
amendment excuse the absence of a search warrant without a showing
by those who seek exemption from the constitutional mandate that

the exigencies of the situation make that course imperative. * * *
No such showing has been made herein."

On January 12, 1971, the Supreme Court in Wyman v. James

reversed the lower court's decision, finding that the New York home
visit procedure was a reasonable administrative tool serving a valid
and proper purpose; it was not an unwarranted invasion of personal
privacy but was basically concerned with the child and with any possible exploitation of the child.
Committee provision..—The committee bill would codify the Supreme Court's decision in the statute by permitting the States, at their
option, to require as a condition of eligibility under the AFDC welfare
program that a recipient allow a caseworker or other duly authorized
person to visit the home. In doing so, the committee is not endorsing
the so-called "midnight raids," which have been generally considered
objectionable as a means of enforcing welfare eligibility rules. The bill
specifically requires that such home visits must be made at a reasonable
time and with reasonable advance notice.

However, the committee wants to make clear its belief that in

"means test" programs, States should have the right to take reasonable steps to establish the facts relating to eligibility. If a State decides that visits by caseworkers to the homes of certain recipients are
essential to the establishment of necessary facts, then it should be allowed to provide for these through its laws or regulations. The committee recognizes that there may well be circumstances under which
the interests of the welfare recipient and of the Government may best
be served by visits of the caseworker to the home.
CHILDREN ABSENT FROM THE

Court aetion.—On September 14, 1971, a U.S. Court of Appeals
agreed with an earlier decision of the Department of Health, Educa-

tion, and Welfare that the Arizona State plan for Aid to Families

with Dependent Children was out of compliance with the Social Security Act. One of the faults found with Arizona's State plan was the
requirement that a relative have legal custody of a child living with
the relative, when the parent of the child is an AFDC recipient, in
order for the relative also to be eligible for AFDC. In effect, the court
action made Arizona provide welfare to a child living with a relative
even if the child had been loaned to the relative in order to qualify
the relative for welfare.
Committee provi.thrn.—The committee bill would allow a State to
deny aid to a child of a parent receiving Aid to Families with Dependent Children if the child is not living in the same household as the
mother and his brothers or sisters but instead is living with another
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relative (unless the relative has legal custody of the child). The purpose of this provision of the bill is to prevent a situation in which an
AFDC mother can enable a relative to become eligible for welfare by
lending the relative one of her children.

Benefits for Strikers
Present law.—The Social Security Act permits a State to provide
benefits to a needy child whose father is unemployed, provided that
the father is currently registered with the employment office and is
not receiving unemployment compensation. Both the Federal law

and the regulations of the Department of Health, Education, and
Welfare are silent on the question of benefits to strikers.

Court action.—In a recent case in the U.S. District Court of Maryland (Francis v. Davidson, opinion dated January 28, 1972) the Court
stated that Maryland could not disqualify a family from Aid to Fam'lies with 1)ependent Children on the grounds that the father's unemployment was due to a strike or discharge for cause because this condition of eligibility was in conflict with the HEW regulation which

provided that if a State provides benefits to families in which the
tather is unemployed, it must have a definition of "unemployed

father" which includes a father who is employed for less than a stated
number of hours. The Court felt there was nothing in the regulation
which permitted a State plan to deny welfare benefits on the ground
that the father of a needy child was unemployed because he had been
discharged for cause or because he was on strike; such a father is

clearly unemployed. The Court added that the fact that HEW had
itself, by approving the Maryland plan, given approval to the viola-

tion of its own regulation in no way relieved Maryland of the requirement that its program be administered in accordance with the HEW
regulation. Although great weight is ordinarily given to the inter-

pretation by an administrative agency of its own regulations, the
Court noted that once an agency has promulgated a regulation, even in
an instance where it is not required to do so, that agency is bound to
follow the regulation, particularly where the regulation uses unambig-

uous and mandatory language. A man out of work because he was
discharged for cause or because he was on strike is unemployed; in
granting the Secretary of HEW the power to make regulations, the
Congress said nothing about fathers unemployed because they were
involved in labor disputes. Although the Secretary could have excluded such fathers from the program he chose not to.

By paying benefits to individuals involved in a labor dispute, a
State injects the Federal Government into the dispute by providing
substantial Federal funds to strikers; the Federil share of such welfare payments is at least 50 percent. A dramatic case in point occurred
in Michigan where the number of AFDC recipients in families with an
unemployed father increased 75,000 between October and December
1970 during the General Motors strike, with the Federal Government
underwriting 50 percent of the payments that went to the strikers. If
the District Court decision in Maryland is upheld, welfare benefits to
strikers may become mandatory unless the Congress sets a different
policy statutorily.
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Committee provision.—The Committee bill modifies the unemployed

father provision of Aid to Families with Dependent Children so that
welfare benefits will not be available for strikers. This disqualification
would not apply to any employee who is (1) not participating or di-

rectly interested in the labor dispute and (2) does not belong to a
group of workers any of whom are participating in or financing or

directly interested in the dispute. The disqualification also would not
apply to employees of suppliers or other related businesses which are
forced to shut down or lay-off workers because of a labor dispute in
which they are not directly involved. This disqualification, adapted
from the unemployment insurance laws, is designed to prevent the
government financing one side of a labor-management dispute.
Suits to enjoin violation of this provision may be brought by any
person deeming himself aggrieved by such violation in any district
court of the United States having jurisdiction of the parties, without
respect to the amount in controversy and without regard to the diversity of citizenship of the parties.
PROVIDING WELFARE PAY1IENTS FOR CERTAIN MEMBERS OF AN AFDC
HOUSEHOLD

Present law.—TJnder present law, a State agency may include within
the household of a child receiving AFDC "any other individual (living
in the same home as such child and relative) whose needs the State
determines should be considered in determining the need of the child
or relative claiming such aid" (section 402(a) (7)).

Committee proision.—The Committee bill provides that AFDC
would not be extended to any member of the household who is not
either (1) a relative of the child, or (2) a brother or sister of the child
and under age 18 (or under 21 and attending school full-time).

Determining Eligibility and Amount of Benefits
Under the committee bill, in the context of the committee's block
grant approach, States would be freed from a number of regulations
of the Department of Health, Education, and Welfare which have
made it all but impossible for them to protect the integrity of their
welfare programs. The provisions of the committee bill relating, to
determining eligibility and amount of benefits are discussed individually below.
DETERMINING ELIGIBILITY: "DECLARATION METHOD" PRoHIBITED

Generally speaking, the usual method of determining eligibility for
public assistance has involved the verification of informatrnn provided
by the applicant for assistance through a visit to the applicant's home

and from other sources. For persons found eligible for assistance,
redetermination of eligibility is required at leasI annually, and similar
procedures are followed.

Regulations issued by the Department of Health, Education, and
'Welfare on January 17, 1969, required States to test a simplified
method for the determination of eligibility for welfare in selected
areas of the State. The simplified or "declaration method" provides
for eligibility determinations to be based to the maximum extent pos-
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sible on the information furnished by the applicant, without routine
interviewing of the applicant and without routine verification and
investigation by the case worker. The regulations requiring testing
of the declaration method arbitrarily state that a three percent level
of ineligibility would be considered "acceptable."
A. Aid to the aged, blind, and disubled.—New regulations issued in

1970 required States to use the simplified declaration method in

welfare programs for the aged, blind, and disabled beginning July 1,
1970. The new regulations were justified by the Department of Health,
Education, and Welfare on the basis that testing of the declaration
method showed conclusively that it did not result in an unacceptable
level of ineligibility.
The committee asked the General Accounting Office to look into the

testing of the method to see if the results were truly conclusive. In
its report, the General Accounting Office found that:
1. The simplified declaration method required by the new
Department of Health, Education, and Welfare regulations in fact

was pretested almost nowhere; most States actually used oral
interviewing or other forms of verification of the information
supplied by the applicant;

2. Five-sixths of the total cases tested were simply redeterminations of the eligibility of persons who had previously been
subjected to the usual (nondeclaration) application procedures,
and thus were not indicative of the manner in which the simplified
method would operate; and
3. The sample size under the testing was so small that there is a
substantial probability that the ineligibility level exceeded the
Department of Health, Education, and Welfare's arbitrary 3-per-

cent "acceptable" level.
B. Aid to Families with Dependent Children.—In 1971, at the committee's request, the General Accounting Office reviewed the testing
that had been done of the "simplified declaration" method, this time

in the program of Aid to Families with Dependent Children. The
General Accounting Office study concluded that welfare centers
supposedly using the simplified method started out by using this
method in its purest form but soon modified it by conducting personal
interviews and by verifying certain eligibility factors:

Without exception, the directors of the centers using the

simplified method stated that the centers should not rely completely on applicants' statements as a basis for making eligibility
determinations. The directors emphasized that, although they
believed that most applicants were honest, eligibility workers
had an obligation to assure themselves that their decisions were

based on a reasonable amount of evidence that applicants

qualified.
The General Accounting Office found that:

1. AFDC caseloads in the centers using a simplified method
increased disproportionately (compared to centers using the tradi-

tional method of determining eligibility) when the centers first
began using the simplified declaration method, that is, before
they modified it to include some verification;

2. Caseloads in the simplified method centers increased disproportionately when it was required that the provision of serv-
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ices be completely separated from the determination of eligibility;

3. The rate at which applications were disallowed dropped
significantly immediately after adopting the simplified method
but tended to level off once the sim1ified method was modified
to include personal interviews and verification of certain eligibility

factors; and

4. Where local welfare departments made special reviews of the
eligibility of recipients who had qualified for assistance under a
simplified method, they found that a high percentage of these
recipients were ineligible, could not be located, or refused to cooperate. Where data was available—regardless of the method used
to determine eligibility—the ineligibility rates either exceeded the
3-percent tolerance level established by HEW or contained many
cases where eligibility was questionable.

Study of ineligibility rates.—In January 1972, the Department of
Health, Education, and Welfare released a study showing that six
percent of a sample of Al"DC recipients and five percent of a sample of
aged, blind, and disabled individuals receiving welfare were ineligible.
H.!?. 1.—Though the House bill gives the Secretary of HEW some

latitude in determining eligibility, the 'Ways and Means Committee
report states clearly that committee's attitude about the "simplified
declaration" method:
Your committee believes that maintaining the integrity of the
program requires that eligibility for benefits under this program

must be established by suitable and convincing evidentiary
materials, such as birth certificates. There will be no simple
declaration process. (House Report, p. 161; emphasis in original.)

With regard to verifying information supplied by welfare applicants and recipients, the House report (page 190) states:
The possibility or probability of a validation check as explained
in the interview will be a deterrent to program abuse. Validation
will be performed under a continuing eligibility control program.
It is expected that such an eligibility control program will consist
of complete verification of a scientifically selected sample of applications. The verification would involve checking every element

of eligibility in great detail. For example, each birth certificate would be checked against the public record it purports to
represent. Earnings would be checked directly with employers,
and so on. In addition, the Secretary would validate certain
eligibility items on each application as experience demonstrated
to be necessary. The verification and review would be performed

by specifically trained employees operating out of a separate
eligibility control unit.
Committee proviion.—Under the committee bill the declaration

method of determining eligibility would be statutorily precluded.

When an individual furnishes information in applying for assistance,
he correctly assumes that the information he furnishes is subject to
verification, with or without his explicit consent, and that other information will be sought to verify his initial or continuing eligibility.
The committee bill would require States explicitly in the statute to
examine the application or current circumstances of the applicant or
recipient and promptly make any verification concerning eligibility
factors and other relevant factors from independent or collateral
78—178 O—72————31
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sources necessary to insure that eligibility exists for all persons in the

assistance group and the amount of. aid furnished is correct. The
Setretary could not by regulation limit the State's authority to verify
income or other eligibility factors, or to require reapplication for
assistance after a reasonable period.
RECOUPMENT OF OVERPAYMENTS

HEW regulation.—Regulations of the Department of Health, Education, and Welfare preclude the recapture of previous overpayments,
regardless of amount, "unless the recipient has income or resources
currently available in the amount by which the agency proposes to re-

duce payment; except that where there is evidence which clearly
establishes that a recipient willfully withheld information about his
income or resources, such income or resources may be considered in
the determination of need to reduce the amount of the assistance payment in current or future periods." (45 CFR 233.20(a) (3) (ii) (d).)
This means that only income actually available may be considered

when recouping overpayments.
Court action.—A Federal District Court in Oregon went even further than this regulation when it ruled (Bradford v. elura8, OMfliOfl
dated July 12, 1971) that a State may not reduce current welfare pay-

ments when an overpaid Aid to Families with Dependent children
recipient willfully withholds information but has no resources apart
from the current assistance grant. The court felt that recoupment from
current assistance grants even when the recipient purposefully failed
to report income violated the spirit and intent of the statute establishing Aid to Families with Dependent Children and that if the Congress
had wanted to allow recoupment from current AFDC grants it would
have included an explicit provision in the statute.
Committee provision.—lljnder the committee bill, this matter would

be resolved by providing statutorily that overpayments under the
AFDC program constitute an obligation of an individual to be withheld from any future assistance payments or any amounts owed by
the Federal Government to the individual (other than death bene-

fits), with the amounts so withheld paid over to the State; in addition,
overpayments could also be collected by the States through ordinary
collection measures.
INCOME DISREGARDED

Pre8ent Zaw.—Under present law States are required, in determining
need for Aid to Families with Dependent Children, to disregard:
1. All earned income of a child who is a full-time student, or a
part-time student who is not a full-time employee; and
2. The first $30 earned monthly by an adult plus one-third of
additional earnings. Costs related to work (such as transporta-

tion costs) are also deducted from earnings in calculating the

amount of the welfare benefit.
.
Two problems have been raised concerning the earned income dis-

regard under present law. First, Federal law neither defines nor limits
what may be considered a work-related expense, and this has led to
great variation among States and to some cases of abuse. Secondly,
some States have complained that the lack of an upper limit on the
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earned income disregard has the effect of keeping people on welfare
even after they are working full time at wages well above the poverty
line.

Comiimittee prov8on.—Until January 1974, when the new employment program becomes effective, the committee bill would deal with
both of these problems by modifying the earnings disregard formula
and by allowing only day care as a separate deductible work expense
(with reasonable limitations on the amount allowable for day care
expenses). Under the committee bill, States would be required to dis-

regard the first $60 earned monthly by an individual working full
time ($30 in the case of an individual working part time) plus onethird of the next $300 earned plus one-fifth of amounts earned above
this. This differential between full time and part time employment is
designed to encourage recipients to move into full time jobs.
In addition, $20 of child support payments to a family would be
disregarded to insure that a family receives a financial benefit when
efforts to collect support payments are successful.

Once the employment program under the committee bill becomes
effective in January 1974, the earned income exemptions would be
replaced by a flat monthly exemption of $20, applicable to all kinds of

income other than child support; in addition, the separate $20 dis-

regard applicable to child support payments would be continued. With
the exception of the amounts disregarded under these two provisions,
the AFDC payments for any family would have to be reduced by the
amount of their other income. It would be expected that mothers interesed in working would receive their work incentives through participating in the employment program established under the committee
bill rather than by remaining on welfare.
Income of families participating in the employment program, however, would be treated differently. In order to prevent the State welfare program from undermining the objectives of the Federal guar-

anteed employment program the State would have to assume for
purposes of AFDC or any other welfare program that individuals
eligible for the State supplement who are also eligible to participate
in the guaranteed employment program (but no longer eligible to

receive their basic income from AFDC) are actually participating full
time and thus receiving $200 per month. A similar rule would apply
to mothers with children under age 6 who volunteer.
Furthermore, assuming a Federal minimum wage of at least $2.00
per hour, the State would be required to disregard any earnings between $200 a month and $375 a month (the amount an employee would
earn working 40 hours a week at $2.00 per hour) to ensure that the
incentive system of the guaranteed employment program under the
committee bill is preserved. These earnings disregards would be a flat

requirement; the States would not be required to take into account
work expenses. States would be free to treat income above $375 monthly

in any way they wished as long as the first $375 earned is treated as
though it were $200. The effect of this requirement would be to give
a participant in the guaranteed employment program a strong incentive to work full time (since earnings of $200 will be attributed to him
in any case), and it would not interfere with the strong incentives he
would have to seek regular employment rather than working in guaranteed employment at $1.50 per hour.
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The table below shows how wages under the guaranteed employment
program would be treated for State welfare purposes:

Hours worked per week

20

32

40
$2.00

0

$130

$200

$375

$200

$200

$200

$200

None

Hourly wage

Approximate actual monthly income

$1.50 $1.50

Income deemed

available for
State welfare purposes

INELIGIBILITY FOR FOOD STAMPS AND SURPLUS COMMODITIES

Under H.R. 1, individuals eligible for welfare benefits would no
longer be eligible to participate in the food stamp program. Under
the committee amendment, persons eligible for welfare would similarly not be eligible for food stamps, nor for surplus commodities.
However, States would be assured that there would be no additional
expense to them if they adjust their welfare payment levels to take
into account loss of entitlement to food stamps.
ASSISTANCE LEVELS

Under existing law, each State decides the level of assistance it will
provide for AFDC families. The committee bill generally reaflirms

the right of the State to make this determination. In moving to a
block grant approach which involves substantial fiscal relief, however,

the committee feels it is appropriate to require that States could not
reduce payment levels to AFDC recipients below $1,600 for a twomember family, $2,000 for a three-member family, and $2,400 for a
family of four or more; or, if payment levels are already below these
amounts, they could not be reduced at all.
PAYMENTS FOR RENT

Present law.—Tn determining eligibility for and the amount of
assistance given to a needy family or aged, blind, or disabled individual, a State establishes a needs standard. This standard includes
an allowance for rent; some States provide a fiat amount for rent in
their needs standard, while other States establish a needs standard for
items other than rent and then make an allowance for the actual rent
paid (generally up to some limit).
Treatment of public housing bonus.—In 1971 a provision was included in a bill extending the authority of the Secretary of Housin

and Urban Development with respect to interest rates on insure

mortgages (Public Law 92—213, approved December 22, 1971). The
amendment which became section 9 of the Public Law in effect amends
the welfare law to prevent any welfare agency from reducing welfare
payments if there is a reduction in the cost of public housing rent for
welfare recipients.
Committee provision.—Inasmuch as welfare payments are intended
to provide families with the funds to meet their needs for such items
as food, clothing, and shelter, the committee feels that it is entirely appropriate for State welfare agencies to structure welfare payments in
proportion to those needs. In the case of shelter in particular. States
have found it necessary to use variable allowances because the rents
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charged for roughly comparable accommodations may differ considerably. Under such a va'*ihle illowance system, while a State may pay
more for rent for one family than another, it is actually meeting the
needs of the two families equally. If a State were required, as it is under Section 9 of Public Law 92—213, to pay some families in public
housing a larger shelter allowance than is necessary.to pay their sb6lter costs, the result would be that such families would receive preferential treatment in comparison with families not in public housing. The
committee bill, therefore, re'eals the welfare amendment of Public
Law 92—213 which requires State to pay a small proportion of welfare
recipients rent allowances which exceed rent costs.

In addition, the committee believes that substantial administrative
costs could be saved if Federal law permitted States to make vendor
payments directly to public housing agencies of the rent portion of
welfare payments in the case of recipients living in public housing.
The committee bill would permit them to do so.
Present law permits vendor payments to be made to a landlord directly for rent only in cases where a recipient has proven unable to use
the welfare funds she receives in the best interests of her children. Yet,
failure to make rent payments leads to evictions which are costly to
the taxpayers when new housing must be sought on an emergency basis.
The committee bill therefore would permit the State under its welfare
programs to make a vendor payment for rent directly to a. landlord
where (a) the welfare recipient had failed to make rent payments for
any two consecutive months (whether or not to their current landlord),
and (b) the landlord agreed to accept the amount actually allowed by
the State to the recipient for shelter as total payment for the rent.

Permitting States To Require Periodic Reapplication for
Welfare Benefits
Present law.—Under present regulations of the Department of
Health, Education, and Welfare, States are supposed to redetermine
the eligibility of each AFDC case at least once every 6 months. However, this is largely pro forma requirement, handled routinely by mail.
Committee provision.—The Committee amendment would permit
States to require reapplication for Aid to Families with Dependent
Children, if they so wish, once every two years (or less frequently).

Statutory Rights of Applicants for and Recipients of AssiStance
RIGHT To APPLY FOR AND To RECEIVE Am Win REASONABLE
PROMPTNESS

Present iaw.—The present law requires that:
All individuals wishing to make application for Aid to Families

with Dependent Children shall have opportunity to do so, and
that Aid to Families with Dependent Children shall be furnished
with reasonable promptness to all eligible individuals.

Committee provi.ion.—The committee bill would reiterate this provision, but would make clear the requirement that aid be furnished

"with reasonable promptness" could not be so construed as to interfere
with other requirements of the law such as seeking a mother's cooperation in establishing paternity and seeking support payments, or verify-

ing information on income, resources, and other eligibility factors.
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APPEALS PROCESS

Present law.—Present law requires that a State plan must provide

for granting an opportunity for a fair hearing before the State

agency to any individual whose claim for aid. is denied or not acted
on with reasonable promptness. Regulations of the Department of
Health, Education, and Welfare require States to provide a similar
opportunity in cases involving reduction or termination of assistance.
Court action: hearing required before welfare payments may be reduced or terminated.—On March 23, 1970, the Suprerre Court ruled in
two cases (Goldberg v. Kelly (397 U.S. 254) and Wheeler v. Montgomer?/ (397 U.S. 280)) that assistance payments could not be terminated before a recipient is afforded an evidentiary hearing. The decision
was made on the constitutional grounds that termination of payments
before such a hearing would violate the due process clause. The Court
argued that welfare payments are a matter of statutory entitlement for
persons qualified to receive them, and that "it may be realistic today

to regard welfare entitlements as more like 'property' than a 'gratuity.' * * * The constitutional challenge cannot be answered by an
argument
right. that public assistance benefits are 'a "privilege" and not a
The HEW regulations based on the court's decision (45 CFR 205.10)

go much further than the court in spelling out the requirements for
fair hearings. The tone and emphasis of the regulations is shown in
these excerpts: "Agency emphasis must be on helping the claimant to
submit and process his request, and in preparing his case, if needed.
The welfare agency must not only notify the recipient of his right to
appeal, it must also notify him that his assistance will be continued
during the appeal period if he decides to appeal." The regulation continues: "prompt, definitive, and final administrative action will be
taken within 60 days from the date of the request for a fair hearing,

except where the claimant requests a delaq,i in the hearing" (emphasis
added).
Court action: payments to continue during appeal at State level.—
In another recent court decision (Serritelia v. Engeiman, opinion dated
February 24, 1972) a Federal District Court in New Jersey issued a
preliminary injunction against New Jersey for its policy of reducing or
terminating welfare benefits after an evidentiary hearing on the county

level instead of continuing assistance without reduction until after
a hearing at the State level. The Court based its decision on regulations

issued by the Department of Health, Education, and Welfare. When
the defense contended that the HEW regulations went much further
than the due process standards of the 1970 Supreme Court decision, the
Court explained that Section 1102 of the Social Security Act conferred
plenary rule-making power upon the Secretary of HEW.

Committee provirion.—Under the committee bill. State welfare
agencies under any of the welfare programs (or local welfare agencies, if the program is locally administered) would be required to
reach a final decision after an evidentiary hearing on the appeal of a
welfare recipient within thirty days following the day the recipient
is notified of the agency's intention to reduce or terminate assistance. The bill would also require the repayment to the agency of
amounts which a recipient received prior to the appeal decision if
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it is determined that the recipient was not entitled to them. Any
amounts not repaid would be considered an obligation of the recipient
and would be recouped in the same manner as other overpayments.

In addition, the committee bill would stipulate that the recipient
has a right to appeal at a higher administrative level in States which
provide for such an appeal, but that payments need not be continued
once an initial adverse determination has been made on the local level
at a hearing in which evidence can be presented.

The committee provision is designed to assure that the appeals
procedure is handled expeditiously by the States and also to assure
that appeals are not made frivolously.
SAFEGUARDING INFORMATION

Present Zaw.—The statutes in all of the welfare programs under
the Social Security Act provide safeguards which restrict the use or
disclosure of information concerning applicants and recipients to purposes directly connected with the administration of each welfare
program.

HEW regulations.—Regulations issued by the Department of

Health, Education, and Welfare on February 27, 1971, limit the disclosure of information concerning applicants and recipients "to purposes directly connected with the administration of the program. Such
purposes include establishing eligibility, determining amount of assistance, and providing services for applicants and recipients." (45

CFR 205.50) The HEW regulations go on to state that "the same

policies are applied to requests for information from a governmental
authority, the courts, or a law enforcement official as from any other
outside source."
Comimittee provision.—The committee bill reenacts the statutory
provisions but includes an amendment making it clear that this requirement may not be used to prevent public officials from obtaining
information they require in connection with their official duties.

Protection of Children
The committee bill includes the provisions of the present program
of Aid to Families with Dependent Children relating to child abuse
and AFDC payments for foster care. In addition, the committee bill
would modify the provision of present law relating to protective
payments.
PROTECTIVE PAYMENTS UNDER Am TO FAMILIES WITH DEPENDENT
CHILDREN

Present law.—The major concern of the Congress in adopting provision for protective payments was to insure that welfare payments
to families are used for the benefit of the needy children in the families.

The Social Security Act provides that when the welfare agency has
reason to believe that the AFDC payments are not used in the best
interest of the child, it "may" provide counseling and guidance services so that the mother will use the payments in the best interests of
the child. This failing, the agency "may" resort to protective pay-
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ments to a third party who will use the funds for the best interest of
the child.
Conirnittee provision.—Under the committee bill this provision of
the Social Security Act would be modified to require rather than
permit States to take action when AFDC payments are not being used
for the best interests of the child.
PROTECTIVE PAYMENTS FOR CHILDREN OF PARENTS INELIOrBLE FOR WELFARE BECAUSE OF REFUSAL To PARTICIPATE IN THE GUARANTEED JOB
OPPORTUNITY PROGRAM OR FOR OTHER REASONS

Present aw.—The Federal statute provides that if a welfare recipient refuses without good cause to participate in the Work Incentive Program or refuses an offer of employment, the person making the
refusal may no longer be considered a part of the family for welfare
purposes. Thus for example a family consisting of a mother with three
children would receive a welfare payment as a three-member family
(rather than as a four-member family) if the mother refused work
or training. However, for a period of 60 days a State may continue payment to the mother if during this period she receives counseling or
other services aimed at persuading her to participate in work and training. Protective payments may be made on the childrens' behalf to another individual who is interested in or concerned with the welfare of
the children.
Hi?. .l.—The House bill would reduce a family's welfare payment

by $800 if the family head refuses to register or to accept work or
training.
Eniploy'inent pro gram.—Jjnder the committee's employment program, about 40 percent of the present AFDC families would have to

obtain their basic source of income from employment. The committee
is concerned lest children be cut off from any source of income if a
mother is no longer eligible for welfare and does not find a regular ob

or choose to participate in the employment program. Although it is
assumed that this will happen only in a small number of cases, the

children must be protected.
Cominittee provision.—The committee bill would continue the provision of present law until January 1, 1974, when the guaranteed employment program would become effective. At that time, the committee bill would deal with this problem b an approach based in part on
present law. Under this approach, if a case of potential child abuse or

neglect results because a mother who is ineligible for basic income
under AFDC also refuses to participate in the employment program,
the Work Administration would be authorized to make payment to the
family for up to one month if the mother is provided counseling and
other services aimed at persuading her to participate in the employ-

ment program. Following this, the mother would either have to be
found to be incapacitated under the Federal definition (that is, unable
to engage in substantial gainful employment), with mandatory referral to a vocational rehabilitation agency; or, if she is not found to be
incapacitated, the State could arrange for protective payments to a
third party to provide for the needs of the children.
Under the committee bill, protective payments would also be available to a child whose mother is ineligible for welfare because of her
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refusal to: (1) cooperate in establishing the paternity of a child or in
seeking support payments; (2) allow a caseworker in the home; or (3)
accept treatment, if she is a drug addict or alcoholic.

Social Services
PRESENT LAW

Before 1962, services provided to welfare recipients were subject to
the same 50% Federal matching as was available for administrative

expenses. In order to encourage States to provide social services
designed to prevent and reduce dependency on welfare, the Congress
in 1962 enacted legislation increasing the Federal matching for social
services to 75% while leaving Federal matching for administrative
costs at 50%. No definition of social services was included either in the
1962 bill or in the committee reports on the legislation; defining the
scope of services was left to the Secretary of Health, Education, and
Welfare and the States.

The regulations of the ijepartment of Health, Education, and
Welfare require States to provide child care and other services to

enable persons to achieve employment and self-sufficiency, foster care
services, services to prevent and reduce births out of wedlock family
planning services, protective services for neglected or abused children,
services to help families meet their health needs, and specified services

to meet particular needs of families and children. In addition, the

regulations permit 75% Federal matching for any services considered
by the State as assisting members of a family "to attain or retain capa-

bility for maximum self-support and personal independence."
In 1971 the Congress enacted legislation increasing to 90% the
Federal share of services needed in order for an AFDC recipient to
participate in the Work Incentive Program.
RAPID RISE IN FEDERAL FUNDS FOR SoCIAL SERVICES

Like Federal matching for welfare payments, Federal matching
for social services under present law is mandatory and open-ended.
Every dollar a State spends for social services is matched by three
Federal dollars. The Secretary, by law, is given specific authority to
limit the contracting authority for social services and to limit the
extent of services to. potential (as opposed to actual) welfare recipients. In both cases, however, he has failed to establish effective limitations. In fact, the regulations he has promulgated and the actions of
HEW regional officials have invited the very expansion which has
taken place. In the last two years particularly, States have made use
of the lack of limits on social services under the Social Security Act
and the Act's open-ended 75 percent matching to pay for many programs previously funded entirely by the States or funded under other
Federal grant programs at lower than 75 percent matching.
The Federal share of social services was about three-quarters of a billion dollars in fiscal year 1971, about $1.5 billion in 1972, and will be
an estimated $4.7 billion for fiscal year 1973. Under present administrative guidelines—or perhaps more correctly lack of guidelines—States

have succeeded in financing almost any government activity under
this provision. The distribution of social services today seems based
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more on a State's aggressiveness and administrative ingenuity than
the needs of its recipients of assistance. For example, one State financed a half million dollar TV documentary with social services
money. In another State, social service funds have gone into the State
highway department, whilein still another State, funds are going for
advice on personal grooming to potential parolees from the State
prisons. State welfare departments, which are supposed to exercise control over these expenditures, are becoming little more than fiscal con-

duits. Some States have even gone so far as to formally appropriate
private funds—like UGF, and so forth—so they will qualify for Federal matching money.
At this point in time when social services expenditures are expand-

ing at very rapid rates—and vary from State to State with no discernible relation to any objective factors—it appears that the Secretary of Health. Education, and Welfare, estopped by his past actions
in approving State plans, is now incapable of taking any effective
steps which will restore fiscal responsibility.
LIMITATION ON GRANTS TO STATES FOR SocIAi SERTICES

The Committee incorporates the limitations contained in the conference substitute to the amendment adopted by the Senate to the State
and Local Assistance Act of 1972. Under the substitute. Federal matching for social services to the aged, blind and disabled, and those nrovided under Aid to Families with Dependent Children would be subject

to a State-by-State dollar limitation, effective beginning fiscal year
1973. Each State would be limited to its share of $2,500,000,000 based
on its proportion of population in the. United States. Child care services, services provided to a mentally retarded individual, services related to the treatment of drug addicts and alcoholics, and services provided a child in foster care could be provided to persons formerly on
welfare or likely to become dependent on welfare as well as present recipients of welfare. At least 90 percent of expenditures for all other
social services, however, would have to be provided to individuals receiving supplemental security income or Aid to Families with Dependent Children. Until a State reaches the limitation on Federal matching,
75 percent Federal matching would continue to be applicable for social
services as under present law. Family ,planning services under the

Committee bill would not be subject to the Federal matching

limitation.
Under the Committee bill, services necessary to enable AFDC recipients to participate in the Work Incentive Program w-ould not be
subject to the limitation described above; they would continue as under
present law, with 90 percent Federal matching and with funding of
these services limited to the amounts appropriated. In addition, the
Committee bill incorporates the provision of the conference bill reducing Federal matching for emergency social services from 75 percent to
50 percent.
The Committee directs the Secretary of Health, Education, and Welfare to issue regulations prescribing the conditions under which State
welfare agencies may purchase services they do not themselves provide,
and regulations which clearly state that the State matching requirement cannot be met by funds donated by private sources.
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The Committee was told by the Secretary of Health, Education, and

Welfare that new regulations will require reporting of how social
service funds are used. The Committee expects the Secretary to have
available detailed information on how social service funds are being
spent and on their effectiveness.
MAKING SEPARATION OF SERVICES AND ELIGIBILITY DETERMINATION
OPTIONAL

On June 2, 1972 the Department of HEW issued a regulation requiring States to have completely separate administrative units handling
the provision of social services and handling the determination of eligibility for welfare. The issuing of this regulation was justified by the
Department on the grounds that the Family Assistance Plan would
soon be enacted and it would require a separation of the State-administered services programs from the Federal welfare payment programs.
(This action took place three weeks after the committee announced
its action not to require separation of services and eligibility determination.) It should be noted that the General Accounting Office in its
study of the "simplified declaration" method found that "caseloads in
the centers using a simplified method increased disproportionately
It should be noted that the General Accounting Office in its study of

the "simplified declaration" method found that "caseloads in the
centers using a simplified method increased disproportionately

when .
they no longer reqñired the same welfare agency. worker
to determine an applicant's eligibility and also provide social services."
.

.

Convimittee provz8zo'n.—--The committee feels that there is little justi-

fication for mandating that States make this kind of administrative
separation and there are good arguments for not making separation at
all—in particular, the fact that a good deal of casefinding for services
occurs as part of the eligibility determination process. Under the
committee bill, States would not be required to separate the provision
of social services from the determination of eligibility for welfare in
any of the welfare programs.
ELIMINATING STATUTORY REQUIREMENT OF INDIVIDUAL PROGRAM OF
SERVICES FOR EACH FAMILY

Present law requires States to develop an individual program of
services for each family receiving AFDC. This has proven to be an
unnecessary administrative burden, and the House bill incorporates
an amendment deleting this requirement from the law.
Committee provi8ion.—The committee bill, like the House bill,
would eliminate the statutory requirement of an individual program of
services for each AFDC family.
MODIFYING REQUIREMENT OF STATEWIDENESS FOR SocIAL SERVICES

Present Law.—The Social Security Act requires that social services
(including child care and family planning services) under the welfare
programs be in effect in all political subdivisions of a State in order for

the State to obtain Federal matching funds. This requirement of
Statewideness has sometimes delayed the provision of these services.
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Committee provision.—The committee bill, like the House bill, contains a provision permitting the Secretary to waive the requirement of
statewideness for services
SERVICES FOR PARTICIPANTS IN THE GUARANTEED Joi OPP0R'rriNrrv
PROGRAM

The committee has already agreed that, under its workf are program,

services for participants in the employment program would be arranged for by the Work Administration to the extent that they are
necessary in order to permit the participant to work. Other social
services would not be provided by the Work Administration, but by
the State welfare agency on the same basis as they are provided to
other low-income families.

Participation in Work and Training Programs
WORK INCENTIVE PROGRAM

The committee's employment program would before effective January 1, 1974. Until then the Work Incentive Program under present
law would be continued and States would be permitted to have community work training programs until January 1974 if they wish to do
so.
COMMUNITY WoRK AND TRAINING PROGRAMS

Present Law.—Prior to the enactment of the Work Incentive Program as part of the 1967 Social Security Amendments, the Federal
AFDC statute permitted Federal matching of AFDC payments made
to recipients participating in a community work training program.
Since the enactment of the WIN program, however, the Department
of Health, Education, and Welfare has taken the position that the
Federal Government will not share in AFDC payments to recipients
who are required by State law to participate in an employment program—unless the program either is part of the Work Incentive Program or is administered under the Economic Opportunity Act. The
employment programs for AFDC recipients that have been permitted
in California and New York have been funded as demonstration
projects.

Committee provision.—Tinder the committee bill, th eommunity
work training provisions in the law prior to the 1967 amendments
would be reenacted until January 1, 1974, so that States wishing to
have such programs in the interim could do so.

Emergency Assistance
GENERAL

Present Law.—Tjnder existing law, emergency assistance may, at
the option of the States, be provided to needy families in crisis situations, and it may be provided either statewide or in part of the State.
Emergency assistance programs have been u1opted in about half the
States, and they receive 50 percent Federal matching. Under the law,
assistance may be furnished for a period not in excess of 30 days in any

12-month period in cases in which a child is without available resources; the payments, care, or services involved are necessary to
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avoid destitution of the child or to provide living arrangements for
the child; and the destitution or need for living arrangements did not
arise because the child or relative refused without good cause to accept

employment or training for employment. Assistance could be in the
form of money payments, payments in kind, other payments as the
State agency may specify, or medical care or any other type of remedial care for the child or other member of the household in which the
child is living, and other services as may be specified by the Secretary.
Committee provision.—The committee bill would continue this provision of present law but would add special provisions relating to migrant families with children.
EMERGENCY ASSISTANCE FOR MIGRANT FAMILIES Wrm CmLmzN

Tinder existing law, emergency assistance may be provided needy mi-

grant families either statewide or in part of a State, at the option of
the State. The committee believes that there is an urgent need to assist
these families and children and that this problem is of a national nature. The committee bill therefore adds a provision: (1) requiring that
all States have a program of emergency assistance to migrant families
with children; (2) requiring that the program be statewide in application; and (3) providing 75 percent Federal matching for emergency
assistance to migrant families.

Federal Financial Participation
Committee provision.—The committee bill would make a major
change in the basic method of Federal funding for Aid to Famihes
with Dependent Children by providing a block Federal grant with
substantially more Federal funds than are now provided under present law. This new approach is described in detail in chapter XI 01 this
report, dealing with fiscal relief for States (see pp. 535ff.)
Federal funding for social services has been described above. Other
provisions relating to Federal matching are described below.
Adimini8tration.—As under present law, the Federal Government
would pay 50% of the cost of administration of the AFDC program
(including administrative costs related to the provision of social
services). Under the committee bill, 50 percent Federal matching
would also be provided for the cost of State and local efforts to prosecute welfare fraud.
Family planning services.—Under the committee bill the Federal
Government would pay 100% of the costs of birth control services (as

compared with 75% under present law, or 90% in the case of birth
control services required to enable an AFDC recipient to continue to
participate in the Work Incentive Program). Those services would not
be under the limitation on Federal matching for social services.
Supportive services for participants in the Work Incentive Program.—The committee bill would continue 90% Federal matchmg for

supportive services (other than birth control services, for which
100% Federal matching would be provided) to enable AFDC recipients to participate in the Work Incentive Program. Those services
would not be under the limitation on Federal matching for social services. This provision would expire on January 1, 1974 when the Committee's employment program would begin.
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Emergency assistance.—As described above, the Federal Government would provide 50% matching for emergency assistance, with
7'5% matching for emergency assistance to migrant families.

Adjusting payment levels to reflect loss of eligibility for food

stamps.—Under the committee bill, AFDC families would no longer
be eligible to receive food stamps. The Federal Government would
pay 100% of the cost to the States of adjusting their welfare payment
levels to reflect loss of eligibility for food stamps.

Lightening the Federal Burden on the States
In addition to the items already mentioned, the committee bill includes several provisions designed to ease a portion of the Federal
burden that has been placed on the States.

Section 1102 of the Social Security Act permits the Secretary of
Health, Education, and 'Welfare to "make and publish such rules and
regulations, not inconsistent with this act, as may be necessary to the
efficient administration of the functions" with which he is charged
under the act. Similar authority is provided under each of the welfare

programs. Particu]arly since Januaty 1969, regulations have been
issued under this general authority which have no basis in law and
which sometimes have run directly counter to legislative history.
Many States have attributed at least a part of the growth of the
welfare caseload in recent years to these regulations of the Department of HEW.
At the same time that the Department has attempted to create new
legislation through its regulations, it has made little effort to insure
that the States comply with such provisions of the statute as the requirement that family planning services be offered every appropriate

welfare recipient, that the States establish separate units to collect
child support payments, or that States terminate welfare payments to
individuals refusing without good cause to participate in work and
training programs.
Examples of legislative use of general regulatory authority.—The
courts have consistently upheld the Secretary's authority to issue
regulations that are essentially legislative. Examples include:
1. Requiring States to use the "simplified declaration" method;
2. Requiring States to pay benefits to persons absent from the
State more than 90 days; and
3. Requiring the continuation of unreduced welfare payments
during the entire appeals process.
Uomm,ittee provision.—A number of provisions already mentioned

are designed to deal with problems raised by specific regulations

issued by the Secretary. In addition, the committee bill would modify
Section 1102 of the Social Security Act to limit the Secretarys regu-

latory authority under the welfare programs so that he may issue
regulations only related to specific provisions of the Act and that the
regulations may not be inconsistent with these provisions.

Use of Federal Funds To Undermine Federal Programs
One of the often-stated aims of the Legal Services program of the
Office of Economic Opportunity is:
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The use of the judicial system and the administrative process
to effect changes in laws and institutions which unfairly and adversely affect the poor. (Page 534 of the Narrative Justifications
presented by OEO at the Senate fiscal year 1971 Appropriations
Hearings on July 20, 1970.)

In carrying out this broad, highly subjective, and basically legislative function, certain Legal Services activities have been aimed directly at undermining the welfare programs—which are, of course,
established by duly enacted Federal laws.
For example, a document entitled "Know Your Welfare Rights"
prepared by the Tulare County Legal Service Association (paid from

Federal poverty funds) stated: "If you don't want to work there is
no reason why welfare can force you to work, no matter what your
welfare worker says." The pamphlet was subsequently withdrawn from
circulation.
The Center of Social Welfare Policy and Law at Columbia University, funded by the Office of Economic Opportunity, published a book

entitled "How to Commence Welfare Litigation in a Federal Court,
Including Model Annotated Papers." This publication is explicitly designed to assist Legal Services attorneys who wish to commence welfare
litigation against the Government.

In response to a question by the chairman of the committee when
the Office of Economic Opportunity appeared before the committee
during the 1970 hearings on the welfare bill, information was provided
stating that one or more OEO legal services projects were involved in

each of the major cases affecting welfare law in recent years. These
decisions involved the prohibition of duration of residence requirements, voiding the man-in-the-house rules, requiring a hearing before
assistance can be terminated, and prohibiting denial of welfare for refusal to name the putative father (the reply appears in part 2 of the
1970 hearings, pp. 969—970).

Committee provision.—The committee believes that in many cases
the courts ruling in suits brought by legal services lawyers have misused the purposeful broadness of the Federal welfare statutes (which
was intended to leave the basic control over public assistance with the
States and their subdivisions) as an avenue for imposing by judicial

action Fderai requirements which, if imposed at all, should more

properly be determined legislatively. The committee recognizes, however, that a statute which is intentionally phrased so as to leave considerable discretion to those who administer it (that is, the States) may
give rise to some questions of interpretations. Accordingly, the committee bill provides a mechanism whereby it would be possible to avoid
the necessity of litigation which is likely to result in the courts feeling
constrained to assume legislative responsibilities. The bill would establish a prohibition against the use of Federal funds to pay, directly
or indirectly the compensation or expenses of any individual who in
any way participates in action relating to litigation which is designed
to nullify congressional statutes or policy under the Social Security
Act but would permit the Attorney General to waive this prohibition
60 days after he has provided the Finance Committee and the Ways
and Means Committee with notice of his intent to make such a waiver.
This will give the committees time to consider the issues being raised
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in the proposed litigation. If the committees determine that the intent
of the statute is, in fact, open to question, they would be able to put
this properly legislative question before the Congress with their recommendations for its solution and thus avoid the need for further litigation. On the other hand, if the committees determine that the suit
does not involve a question of legislative intent or that the statute al-

ready clearly expresses that intent, the matter could be left to the
courts.
The committees' action is in no way intended to affect the duties of
legal services lawyers in connection with legal representation that in-

volves assisting poor individuals \vit.h day-to-day problems in such
areas as support payments, landlord-tenant relations, consumer issues,
or even arbitrary actions of local welfare departments.

Appointment and Confirmation of Administrator of Social and
Rehabilitation Services
The Social and Rehabilitation Service was established in 1967 by a

reorganization within the Department of Health, Education, and
Welfare. Its responsibilities at present are broad, encompassing the
Federal social service programs, welfare programs, medicaid, and

programs in the areas of vocational rehabilitation, aging, and juvenile
delinquency. The sums involved are huge and growing; the bulk of
the $14-billion 1972 budget for the agency is spent on the public assistance and medicaid programs.
Committee provision.—Since the conduct of this office has such a
profound effect on the expenditure of vast sums of public funds, the
committee bill would require Presidential appointment and Senate
confirmation.

2. CHILD WELFARE SERVICES

Grants to States

Present laui
Under present law, grants are made to States for child welfare services (including foster care, adoption services, and protective services
for children). In 1967 the authorization for Federal grants for child
welfare services was raised to $110 million; however, the appropriation
for child welfare services has remained at $46 million since 1967.
A variety of services for children and their parents are provided
by child welfare agencies through the Federal grants for child welfare services. Child welfare agencies have developed services to help
children before and after trouble occurs and have worked to develop
community resources that will supplement or substitute for, (1) pareiltal care and supervision for the purpose of preventing, remedying, or
assisting in the solution of problems which may result in the neglect,

abuse, exploitation, or deliquency of children; (2) protecting iind
caring for homeless, dependent, or neglected children; (3) protecting
and promoting the welfare of children of working mothers; and (4)
otherwise l)1otecting and promoting the welfare of children, such as
strengthening their own homes where possible or, where needed, the

provision of adequate care of children away from their homes.
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Child welfare services are not limited to the poor but are available to
all children who need them.
Major child welfare services include the following:
1. Foster care in foster family homes or institutions when children must be removed from their own homes.

2. Emergency care and protection of children reported to
be abused, neglected, abandoned or exploited by parents or
guardians.

3. Services and assistance for unmarried mothers and their
babies including education and training of the mothers and family
planning services.
4. Homemaker services for care of children in their own home
or in a. foster home during the absence or incapacity of parents or

to help parents improve inadequate child care and household

practices to keep a family intact.
5. Counseling children and their parents in relation to behavior
problems, parent-child conflicts, physical and mental handicaps
and emotional and social adjustment.

6. Recruitment and licensing of child care facilities to assure
adequacy of care of children and to prevent their exploitation or
neglect.
7. Day care services to protect children whose mothers are tem-

porarily absent from the home and for children who need day
care for such reasons as training to compensate for a physical or

mental handicap.
8. Adoption placement services to provide a permanent family
home for children who have lost their parents or whose parents'
rights to them have been legally terminated.
Both child welfare services and social services under Aid to Families
with Dependent Children, must be administered through a single organizational unit at the State or local level. However, child welfare services funds are available for providing services to many children who
need them but who are not eligible to receive services under the AFDC
program.
House Bil'
H.R. 1 as it passed the House would retain the child welfare services
program under present law but would include a separate authorization
for grants to States for foster care and adoption services, beginning
with $150 million in fiscal year 1972 and rising to $220 million in 1976
and thereafter. Payments for foster care would include payments for
medical care not otherwise available, and adoption service are defined
in the bill to include payments to adoptive parents to provide them
with assistance in meeting the medical or remedial needs of a child who
is hard to place because of a physical or mental handicap.
Committee Provision

The committee recognizes that foster care represents the largest
single child welfare expenditure on the county level; foster care expenditures by counties now amount to about $350 million, with the
Federal Government paying about 8 percent of the total. But while
foster family care is less expensive than institutionalizing a child that
has no suitable home, providing services to keep a family together is
even less expensive—than foster care.
78—178 O—72——-—32
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In a recent study published by the Child Welfare League, David
Fanshel and Eugene B. Shinn found the cost of foster care to be very

high in New York City. They were particularly critical of the fact
that in New York funds were more readily available for foster care
than for services to help keep families from breaking up, even when it
was obvious that foster care would be far more expensive. Finding that
"too many children slip into long-term foster care careers and their

status becomes frozen through default rather than through a con-

sciously arrived decision that alternatives to placement are not feasible," Fanshel and Shinn recommend that cases be screened in order to
identify the ones in which foster care may be avoi&d through preventive services. If services can be provided to help the family to stay
together, substantial savings in public funds will result.
Accordingly, the committee bill would increase the authorization

for child welfare services in lieu of authorizing a separate grant

earmarked for foster care and adoption services. 'Under the committee
bill, $200 million would be authorized for child welfare services in
fiscal year 1973 ($154 million more than the amount included in the

President's 1973 budget for child welfare services), an increase of
about the same amount as included for foster care and adoptions under
the House-passed bill. The authorization would increase to $215 million in fiscal year 1974, $230 million for fiscal year 1975, $250 million
for fiscal year 1976, and $270 million for fiscal year 1977 and thereafter.

While the committee anticipates that the bulk of the additional
funds will be used to pay for foster care, the committee feels that an

important advantage of not earmarking amounts specifically for
foster care is that States and counties can use the child welfare services
grant money to expand preventive child welfare services with the aim
of avoiding the need for foster care wherever possible.

The committee urges States to eliminate any barriers hampering
the provision of protective services to keep families together, and to
make greater efforts to work with families wherever appropriate in
order to prevent the need for placing children in foster care.
Increases in child welfare services funds under the committee bill
would also make additional funds available for adoption services. The
House bill attempts to encourage the adoption of hard-to-place children by authorizing payments to adoptive parents to meet the cost
of remedial care for physically and mentally handicapped children if
the parents are unable to do so.
Physically and mentally handicapped children, however, represent
a small portion of hard-to-place children. Funds for subsidized adop-

tions are primarily needed in order to make adoption possible for
minority group children.
Provision of subsidies would make adoption possible for children
who otherwise would remain in tax-supported foster care until they
reach adulthood. Many prospective adoptive parents who could provide good permanent homes for these children cannot afford to do so
unless some financial aid is available for child support. These children,
therefore, lack the security of a permanent family and must remain in
foster care during their entire childhood. Moreover, subsidized adoption would benefit the taxpayers as well as the children since the costs
of subsidizing an adoptive child are much less than maintaining the
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child in foster care. States could save the administrative costs of foster
care as well as some of the cost of foster payments.
The committee bill, by increasing child welfare services funding,
would not limit the use of adoption service funds to physically and
mentally handicapped children. Placement would also be aided under
the National Adoption Information Exchange System described
below.

National Adoption Information Exchange System
In addition to the increased funds for child welfare services, the
committee bill would authorize $1 million for a Federal program to

help find adoptive homes for hard-to-place children. The amendment
would authorize the Secretary of HEW to "provide information,
utilizing computers and modern data processing methods, through a
national adoption information exchange system3 to assist in the p1 acement of children awaiting adoption and in the location of children
for persons who wish to adopt children, including cooperative efforts

with any similar programs operated by or within foreign countries, and such other related activities as would further or facilitate
adoption."

This program is patterned after the Adoption Resource Exchange
of North America (ARENA), which was established by the Child
Welfare League of America in 1967. Its purpose is to bring together
for adoption those children for whom public and private adoption

agencies in the United States and Canada can find no adoptive families,
and families for whom agencies have no children. A particular objective of ARENA has been to find more homes for children of minority
groups, mixed racial background, and children with physict1 or
psychological handicaps. Agencies register children who are waiting
to be adopted and families who are waiting to receive a child. Thus,
ARENA makes the adoption agencies of North America a part of a
large network of adoption resources. This effort helps to overcome uneven availability of homeless children and suitable adoptive families.
The committee amendment is aimed at making the program more
effective by providing for the utilization of computers and modern data
processing methods. Such a computerized system would encourage
and make possible many more registrations of children and families
than is presently possible.

3. OTHER PROVISIONS

Demonstration Projects To Reduce Dependency on Welfare
Present law.—The Social Security Act (sections 1110 and 1115)
currently authorizes appropriations for research and demonstratrnn

projects in the area of public assistance and social services. Authority
under these sections has been used to fund several guaranteed minimum income experiments and also a large number of projects related
to providing social services to welfare recipients.
Committee provision.—In order to place emphasis under these programs on helping persons to become economically independent, the
committee bill would require that one-half of the funds spent under

494

these two sections be spent on projects relating to the prevention and
reduction of dependency on welfare.

Quality of Work Performed by Welfare Personnel
Under present law, each State selects its own welfare personnel—
trains them as it sees fit, and administers the welfare program under
its own rules of conduct. There is apparently little effort to encourage

any uniformity of standards of performance for welfare workers

either between the States or within a State. Thus, situations have been
called to the committee's attention where some welfare workers perform their duties in a very oppressive manner while others consider
their principal function to simply involve the disbursement of as much
public money to their "clients" as possible with little or no regard for

the needs of the recipient for counseling and guidance. In many
instances counseling and guidance may be far more helpful than
money in rehabilitating a welfare family. Instinctively, welfare recipients become defensive and resist the former type of workers and the
latter type offers them little hope of escape from the welfare cycle.
Neither type is an asset to the system.

In an effort to try to upgrade the quality of work performed by
welfare personnel, the committee is directing the Secretary of the
Department of Health, Education, and Welfare to study and report to

the Congress by January 1, 1974, on ways of enhancing the quality of
welfare work, whether by fixing standards of performance or otherwise. In making this study, the Secretary could draw on the knowledge and expertise of persons talented in the field of welfare administration, including those having direct contact with recipients, and he
should also benefit from suggestions made by recipients themselves as
to how the level of performance in the administration of the welfare
system might be improved, with a view toward ending the wide varia-

tions in employee conduct which characterize today's system, and
moderating the extremes to which some social workers go in performing their duties.

Offenses by Welfare Employees

Under present Federal law there is no provision particularly directed to the question of employee conduct in the administration of the

welfare program. On the other hand, the Internal Revenue Code

(sec. 7214) has long contained a list of offenses the commission of any
of which, by a tax employee, would bring into effect discharge from
employment and penalties of (a) fines not to exceed $10,000, or (b)
imprisonment for not more than five years, or both. This law has contributed to the high quality of performance of Internal Revenue employees and has been a factor in assuring relatively uniform standards
of conduct.

Cornniittee proviion.—Under the committee bill similar rules

would apply under the welfare laws. Specifically, under the committee
bill it would be a crime punishable by a fine of up to $10,000 or im-

prisonment of up to five years, or both, in the case of a welfare employee who is found guilty of:

(1) extortion or willful oppression under color of law; or
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(2) knowingly allowing the disbursement of greater sums than

are authorized by law, or receiving any fee, compensation, or

reward, except as prescribed, for the performance of any duty; or
(3) failing to perform any of the duties of his office or employment with intent to defeat the application of any provision of the
welfare statute; or
(4) conspiring or colluding with any other person to defraud
the United States or any local, county or State government; or
(5) knowingly making opportunity for any person to defraud
the United States; or
(6) doing or omitting to do any act with intent to enable any

other person to defraud the United States or any local, county
or State government; or
(7) making or signing any fraudulent entry in any book, or
making or signing any application, form or statement, knowing
it to be fraudulent; or
(8) having knowledge or information of the violation of any
provision of the welfare statute which constitutes fraud against

the welfare system, and failing to report such knowledge or information to the appropriate official; or
(9) demanding, or accepting, or attempting to collect, directly
or indirectly as payment or gift, or otherwise, any sum of money
or other thing of value for the compromise, adjustment, or settle-

ment of any charge or complaint for any violation or alleged

violation of law, except as expressly authorized by law.
In addition to these penalties the employee involved shall be dismissed from office or discharged from employment.

Evaluation of Programs Under the Social Security Act
The Department of Health, Education, and Welfare has frequently
contracted with outside firms and organizations to evaluate programs
under the Social Security Act. A list of some of the evaluations carried
out in 1971 appears on table 1.

The evaluations involve millions of dollars, and are of uneven

quality. In addition, since the firm doing the evaluating is dependent
on the Federal agency for funds, it is rarely critical of the agency or
the program which is the source of its funds.
Conim,ittee provision.—The committee bill includes a provision
assigning to the General Accounting Office the basic role of evaluating
programs under the Social Security Act. In addition, the amendment
would not permit any Federal agency to enter into a contract to evaluate any program under the Social Security Act (if an expenditure of
more than $25,000 is involved) unless the Comptroller General approves the study in advance. His approval would be conditioned on his
determination that:
(a) The conduct of such study or evaluation of such program is
justified;
(b) The department or agency cannot effectively conduct the
study or evaluation through utilization of regular full-time employees; and
(c) The study or evaluation will not be duplicative of any study
or evaluation which is being conducted, or will be conducted
within the next twelve months, by the General Accounting Office.

TABLE 1.—EXAMPLES OF EVALUATIONS OF PROGRAMS UNDER THE SOCIAL SECURITY ACT BEING
CONDUCTED IN 1971

Project title

Grantee

Project period

Total funds

Social
Security Act

titles

Social Security Administration
Studies

1. Evaluation of Incentive
Hospital Research and
Reimbursement ExperiEducation Trust and
ment Conducted by the
the University of
Commission for AdminCalifornia.
istrative Services in
Hospitals (southern
California Blue Cross).
2. Evaluation of the Incentive Yale University
Reimbursement Experiment Conducted by the
Connecticut Hospital
Association.
3. Evaluation of Incentive
Harvard College
Reimbursement Experiment Conducted by the
Insurance Plan of Greater
New York.

June 1, 1970.-July I,
1973.

$169,069

XVIII.

July 1, 1969—Apr. 30,
1973.

77,473 XVIII.

Jan. 1, 1970—Dec. 31,
1973.

458,104 XVIII.

Health Services and Mental
Health Administration Studies

4. An Assessment of Child
Health Care Delivery and
Organization.
5. Evaluation Studies on
Maternal and Infant Care
Projects.
6. Influence of MediCal on
Outcome of Delivery.
7. Systems Analysis of
Pediatrician Efficiency.
8. Evaluation of Infant Group
Care in New York City.
9. Evaluation of Health
Services for Foster
Children.

Minnesota Systems
Research, Inc.

July 1, 1966—

1,415,082

V.

University of Maryland,
Baltimore.

June 1, 1961—June 30,
1973.

1,218,719

V.

Edwin H. Jackson

Jan. 1, 1970—June 30,
1972.
July 1, 1967—June 30,
1972.
Feb. 1, 1971—Dec. 31,
1976.
May 1, 1971—Apr. 30,
1974.

Robert E. Cooke, Neil H.
Sims.
Mark Golden

Florence Kavaler

Undetermined.

59,752 XIX.

857,962

V.

500,000

V.

300,000

IVB, V.

Social and Rehabilitation Service
Studies

10. "HEW Day Care Center".... Thiokol Chemical Corp... June 1, 1970—June 30,
11. "A Monitoring System for
Family and Child Care
Services."
12. Evaluation of Quality Control in Public Assistance.

University of Georgia
Westad, Inc

1973.
June 30, 1969—June

165,000

IVB.

543,000

IVA, B.

June 1970—October
1971.

103,500

I, IV, X,
XIV, XVI.

30, 1973.

TABLE 1.—EXAMPLES OF EVALUATIONS OF PROGRAMS UNDER THE SOCIAL SECURITY ACT BEING
CONDUCTED IN 1971—Continued

Project title

13. Earnings Exemption
Incentive Study.
14. Evaluation of the Social
Work Education Program
(Sec. 707).
15. Medicaid Utilization
Reporting System.
16. Design of an Information
and Display System for
Evaluating Child Care

Social
Security Act

titles

Grantee

Project period

National Analysts

April 1969—April 1971..

Datagraphics, Inc

April 1970—February
1971.

Scientific Resources

199,400 XIX.

AVCO

June 1970—March
1971.
June 1971—June 1972..

Booz-AlIen

June 1971—June 1972..

213,000 I, IV, X,

University of Georgia

June 1971—September
1972.

300,000

Touche-Ross

June 1971—May 1972...

243,000

State of Virginia, Human
Resources Planning.

June 1970—June 1971

50,000

June 1970—June 1971..

51,100

Total funds

261,600
95,562

147,373

I, IV, X,
XIV, XVI.
VII.

IVA, B.

Services.

17. Social Services Effectiveness Study.
18. Compliance Monitoring
System for Social Service
Programs.
19. Cost Analyses of Social
Services.

20. Pretest of Government

Social Services.
21. Purchase of Social Services
by States.

Booz-Allen

XIV, XVI.
I, IV, X,
XIV, XVI.

I, IV, X,
XIV, XVI.
I, IV, X,
XIV, XVI.
I, IV, X,
XIV, XVI.

22. Study of Community
Development Activity in
the Social Service System.
23. Study of Cost and Output
of Graduate Social Work

National Association for
Community Development.
Cooper & Co

June 1970—June 1971..
May 8, 1969—Nov. 20,
1970.

50,000

I, IV, X,
XIV, XVI.

105,086 VII.

Education and An Exploratory Study for the
Deans' Committee of the
Western Interstate Commission on Higher
Ed ucation.

24. Study of Organizational
Climate and Structure on
Social and Rehabilitation
Workers and Work Performa nce.

Manpower Science
Services, Inc.

June 30, 1970—Apr.

78,917 VII.

30, 1972.

May 1, 1970—Apr. 30,
Synetics Corp
25. Assessment of Title VII,
1972.
Section 707 Program.
26. Earnings Exemption Study... National Analysts, Inc.... Apr. 16, 1969—Oct. 31,
1971.
July 1, 1971—Dec. 31,
Department of Social
27. DSSH-Kaiser Health Plan
1972.
Services and Housing,
Evaluation Project.
Honolulu.

105,385 VII.

379,600
144,511

I, IV, X,
XIV, XVI.
XIX.

TABLE 1.—EXAMPLES OF EVALUATIONS OF PROGRAMS UNDER THE SOCIAL SECURITY ACT BEING
CONDUCTED IN 1971—Continued

Project title

Grantee

Project period

Total funds

Social
Security Act

titles

Department of Labor Studies

28. Supportive Services in Four Camil Association
Manpower Programs.
29. Longitudinal Study in WIN... Auerbach
30. The Development of Guide- Institute for Interlines for Referral of
disciplinary Studies.
AFDC Recipients to WIN
and Related Manpower
Programs.

June 1971—July 1972...

178,000

IVC.

July. 1969—July 1972....
June 1969—June 1972.;

1,500,000
691,000

IVC.
IVC.
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X. CHILD SUPPORT
The approach of the committee bill in dealing with the problem of
mounting dependency on Aid to Families with Dependent Children
involves the establishment of a new employment program, with strong
work incentives, for families headed by an employable adult, and it
involves bringing the remaining AFDC program under legislative
and administrative control.
There is a third and equally important element in the committee
approach, one which deals with the reasons most AFDC recipients are.
on the welfare rolls: the failure of the father to support his children,
whether or not born out of wedlock.

The committee believes that all children have the right to receive
support from their fathers. The committee bill is designed to help
children attain this right, including the right to have their fathers
identified so that support can be obtained. The immediate result will
be a lower welfare cost to the taxpayer, but more importantly, as an
effective support collection system is established fathers will be deterred from deserting their families to welfare and children will be
spared the effects of family breakup.

The Problem
Aid to Families with Dependent Children (AFDC) offers welfare
payments to families in which the father is dead, absent, disabled, or,
at the State's option, unemployed. When the AFDC program was first
enacted in the 1930's, death of the father was the major basis for eligibility. With the subsequent enactment of survivor benefits under the
social security program, however, the portion of the caseload eligible
because of the father's death has grown proportionately smaller, from
42 percent in 1940 to 7.7 percent in 1961 and 4.3 percent in 1971. The

percentage of AFDC families in which the father is disabled has

diminished from 18.1 percent in 1961 to 9.8 percent in 1971.
Absent fat/iers.—It is in those families in which the father is "absent
from the home" that the most substantial growth has occurred. As a
percentage of the total caseload, AFDC families in which the father
was absent from the home increased from 66.7 percent in 1961 to 74.2
percent in 1967, 75.4 percent in 1969, and to 76.2 percent in 1971.
In terms of numbers of recipients rather thai1 percentages, 2.4 mil-

lion persons were receiving AFDC in 1961 because the father was
absent from the home. By 1967, that figure had grown to 3.9 million
and by 1969 to 5.5 million. By the beginning of 1971, 7.5 million
persons were receiving AFDC because of the father's absence from
the home, and by the end of 1971 that figure had grown to almost 8
million. Thus in the past four years, families with absent fathers have
contributed more than 4 million additional recipients to the AFDC
rolls.

(505)
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Broke'n, lwmes.—What kinds of families are these in which the father
is absent from the home? Basically, they represent situations in which
the marriage has broken up or in which the father never married the
mother in the first place. In 45.2 percent of the AFDC families on the
rolls in the beginning of 1971, the father was either divorced or legally
separated from the mother, separated without court.decree, or he had
deserted the family. In 15.2 percent of the families receiving AFDC

at the beginning of 1971, the father had deserted. Applying that

percentage to the caseload today, this means that well over 11/2 million
welfare recipients are getting AFDC because the father has deserted.

Illegitimacy.—The largest single cause of AFDC eligibility is illegitimacy, and this has been the fastest growing category in recent
years. In 21.3 percent of the families receiving AFDC in 1961, the
mother was not married to the father of the child. By the beginning
of 1971, this proportion had grown to 27.7 percent. Applying that
percentage to the present caseload, almost 3 million AFDC recipients
today are found in families where the father is not married to the
mother.

Failure To Enforce Child Support

The enforcement of child support obligations is not an area of jurisprudence about which this country can be proud. Researchers for the
Rand Corporation (Winston and Forsher, "Nonsupport of Legitimate

Children by Affluent Fathers as a Cause of Poverty and Welfare
Dependence," December 1971) cite studies that show "a large discrepancy exists between the normative law as expressed in the statutes
and the law in action." Hundreds of thousands of unserved child support warrants pile up in many jurisdictions and often traffic cases have
a higher priority. The blame for this situation is shared by judges,
prosecutors, and welfare officials alike, and is reinforced by certain

myths which have grown up about deserting fathers. The Rand researchers state:
Many lawyers and officials find child support cases boring, and

are actually hostile to the concept of fathers' responsibility for
children. A report to the Governor [of California] expresses
concern at the "cavalier attitudes on the subject of child support
expressed by some individuals whose work responsibilities put
them in daily contact with persons affected by the problem." It
continues, "Some of these individuals believe that child support
is punitive and that public assistance programs are designed as
a more acceptable alternative to the enforcement of parental responsibility." The same phenomenon appears in our interview
material.
The researchers disnufe the myths about absent fathers that inhibit
enforcement of support obligations:
[The fathers] have not disappeared. Usually they were living in
the same county as their children. They are not supporting many
other children. Ninety-two percent of the nonsupporting fathers
had a total of three or fewer children.
Only 13 percent were married to other women, with another

1 percent each divorced or separated from another or of unknown marital status. The nonwelfare fathers were more likely
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to have remarried; the welfare fathers were more likely to be still

married to the "complaining witness."

The amount of child support awarded was not unreasonably
large. For those nonsupporting fathers who were already under
court order to contribute to their children's support, the typical
payment ordered was $50 a month. In 33 percent of the nonwelf are cases, the order called for $50 or less.
The Rand Corporation researchers emphasize the number of well-off

physicians and attorneys whose families ultimately are forced onto
welfare because of insufficient mechanisms for enforcement of obligations to support. This situation, they point out, is confirmed by investigators, who point to the difficulty of proving the income of the self-

employed, the ease with which unwilling fathers can conceal their
assets, the statutory barrier to collecting from military personnel and
Federal employees, and the low priority given child support investigations by the understaffed district attorneys' offices.
The Rand researchers further point out that although there is a
lack of definitive statistics on the number of affluent fathers whose
families are on welfare, census figures on poverty and AFDC caseloads are consistent with the hypothesis that much middle-class poverty is caused by fathers' nonsupport:
From 1959 to 1968, while the proportion of all families in poverty

declined from 20 to 10 percent, and the rate for male-headed
families went down to 7 percent, poverty among female-headed
families increased to 32 percent. In 1970 it reached 36 percent,
and 18 percent of college-educated female heads of families

were poor—the corresponding figure for males is 3 percent.
During the years 1961 to 1968, middle-class women appeared on
the AFDC rolls in large enough numbers to raise the average educational and occupational level of recipients. They become eligible
for aid when prevented from working by serious problems—and
they somehow managed, while still eligible, to go off the rolls at
twice their proportion in the active caseload. How many went on
welfare to obtain enforcement of child support orders?

Present Law
The committee has long been aware of the impact of deserting
fathers on the rapid and uncontrolled growth of families on AFDC.
As early as 1950. the Congress provided for the prompt notice to law
enforcement officials of the furnishing of AFDC with respect to a
child that had been deserted or abandoned. In 1967, the committee instituted what it believed would be an effective program of enforcement

of child support and determination of paternity. The 1967 Social
Security Amendments require that the State welfare agency establish
a separate, identified unit whose purpose is to undertake to establish

the paternity of each child receiving welfare who was born out of

wedlock, and to secure support for him; if the child has been deserted
or abandoned by his parent, the welfare agency is required to secure
support for the child from the deserting parent, utilizing any reciprocal arrangements adonted with other States to obtain or enforce court

orders for support. The State welfare agency is further required to
enter into cooperative arrangements with the courts and with law enforcement officials to carry out this program. Access is authorized to
78—178 O—72———--38
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both Social Security and (if there is a court order) to Internal R.evenue
Service records in locating deserting parents. The effectiveness of t.he
provisions of present law has varied widely among the States.

In its March 13, 1972, study of current child support programs in
four States, the General Accounting Office noted that the Department
of Health, Education, and Welfare
has not monitored the States' child support enforcement activities
and had not required the States to report on the status or progress
of the activities. Consequently, HEW regional offices did not have
information on the number of absent parents or amount of child
support collections involved or the progress and problems being
experienced by the States in collecting child support. Also, HEW
regional officials have not emphasized child support collection

activities within the total welfare program.

According to
. .
regional officials HEW has not emphasized the collection of child
support payments because of a shortage of regional staff and be.

cause this activity represents a small segment of the total effort
needed to administer the AFDC program. Regional officials informed us that they did not, at the time of our fieldwork, have any
plans to evaluate the support enforcement programs or impose reporting requirements on the States.

Experience of the State of Washington in Collecting Child
Support
Against this background of lack of leadership by the Denartmcnt of
Health, Education, and Welfare, the General Accounting Office singled
out the State of Washington as being considerably more successful in

locating deserting fathers and in collecting child support payments
than the other three States reviewed. The General Accounting Office
report concluded that Washington's success resulted from these four
features of its child support enforcement program:
Special unit.—The State has established a separate administrative
unit (the Collections Section) which is operated on a State-wide basis
much like a bill collection agency. The Collections Section, which is
responsible for locating absent parents and collecting child support,

is set up to quickly locate absent parents and encourage them to
begin regular support payments. The section's procedures also provide

for monitoring absent parents' payment records and following up

promptly when payments become delinquent.
Encouraging voluntary pai,ments.—Emphasis is placed on encour-

aging absent parents to contribute child support voluntarily; legal

actions or threatening legal action is used only as a last resort. Prompt
personal contacts are made by Collections Section personnel with the
parents of newly enrolled AFDC children to obtain voluntary support

payments based on the parent's ability to pay (regardless of the
existence of any court orders or amounts specified by court orders).
Regarding the use of legal action, the State's philosophy is that to

obtain child support the State must compete successfully for the
limited funds of the absent parent. Washington State believes that
legal action or even the threat of legal action might cause the absent
parent to relocate to avoid prosecution or discourage him from making
voluntary contributions within his means.
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No caseworker involvement.—Caseworkers do not become involved
in and have no responsibility for collection activities. Time spent by
caseworkers to locate and collect child support from absent parents
means less time for providing services, which is a caseworker's primary
interest and concern. A person other than a caseworker who is properly

trained to carry out location and collections activities and who can
devote full-time to these activities can be more effective in achieving
collections.

Legal debt of deserting father.—By State law, AFDC assistance

payments made to or on behalf of dependent children constitute a debt
payable to the State by the absent parent or person legally liable for
support of the children. Although the State of Washington had com-

mon law remedies for obtaining child support it was of the opinion
that these remedies were not effective. Therefore, the State enacted
specific legislation to supplement its existing common law remedies.

Committee Bill
In view of the fact that most States have not implemented the provisions of present law relating to the enforcement of child support
and establishment of paternity in a meaningful way, the committee
believes that new and stronger legislative action is required in this
area which will create a mechanism to require compliance with the
law. The major elements of this proposal have been adapted from those
States which have been the most successful in establishing effective programs of child support and establishment of paternity.

Some of the provisions of the committee bill will be available to
deserted families generally, regardless of welfare status. It is hoped
that making these provisions available to all deserted families will
help to prevent further expansion of the welfare rolls.
ASSIGNMENT OF RIGHTS TO COLLECTION OF SUPPORT PAYMENTS

The committee believes that the most effective and systematic
method for an AFDC family to obtain child support from a deserting
parent is the assignment of the family support rights to the government for collection. The committee bill requires that a mother, as a
condition of eligibility for welfare, assign her right to support payments to the government and requires her to cooperate in identifying
and locating the father, in securing support payments, and in obtaining any money or property due the family. The assignment of support
rights will continue as long as the family continues to receive assistance. When the family goes off the welfare rolls, the deserting parent
will continue for a three-month period to make payments to the gov-

ernment collection agency (which will pay the money over to the

family at no cost to them). This period will allow the collection agency

time to notify the father that he will be making support payments in

the future directly to the family, and to take any other necessary

administrative actions.
If by the end of the three-month period the father has met his support obligation for at least 24 consecutive months, he will begin making payments directly to the family which no longer receives 'welfare.
But if he has not yet demonstrated his reliability by making support
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payments for 24 consecutive months, the mother would have the election of continuing to assign her rights and to utilize the
'governmental mechanisms for collecting support for an addi-

'tional period until the father has met his support obligations for 24

consecutive months. IT she does so elect, the cost of collection will be
deducted from the amount collected and the net balance will be sent to
the mother.

The assignment of family support rights would initially be to the
Federal Government. However, the Attorney General is directed to
study the support programs in the various States, consult with State
and local law enforcement officials and knowledgeable private experts
in the field, and to derive and apply an objective set of criteria to evaluate the effectiveness of State programs of child support and determination of paternity. He would delegate the support rights which have
been assigned to him to those States which he finds to have efficient and

effective programs of establishing paternity and enforcing child

support. However, a residual obligation to the United States based on
welfare payments to the family would continue to lie against the absent parent and be enforceable by the Attorney General.
The Attorney General would also be authorized to delegate the assignment of family support rights to political subdivisions of the State
that have effective programs, even though the State as a whole does not.
Thus if a State does not have an effective program, the Attorney General might contract with those local jurisdictions which do have effective programs and he will directly operate the program in the rest of
the State.

If the Attorney General retains the assigned support rights, they
could be enforced by Federal attorneys in either State or Federal

courts. The committee bill would provide that OEO lawyers would be
made availab1e to assist Justice Department attorneys in carrying out
their responsibility.
The Attorney General, whether acting on his own behalf or at the
request of a State or local subdivision, may make certification to the

Secretary of the Treasury for collection by the Internal Revenue

Service of the amount of the obligation owed.
Since the support obligations are not a tax and will change periodically in amount, the statutes of limitations on the collections of taxes
assessed would be tolled by recertifications of the amount of the sup-

port obligation owed. For administrative reasons, the amount owed

by a specific individual could not be certified more often than quarterly.
Where the Federal Government retains the assigned support rights,
the full amount of moneys collected would be retained by the Federal

Government after the current needs of the family (as determined
under a court order or a voluntary agreement) have been met. More-

over, Federal AFDC payments to the State would be reduced by
the amount these collections of support decrease the State's welfare
costs. This constitutes one of the incentives for the development of
effective State programs; others are discusäed below.

The House bill provided that the Federal share for State expenses
for establishing paternity, locating absent parents, and securing supprt would be increased from 50 to 75 percent. The committee bill
adopts this approach, but with a proviso that there be no Federal participation in State programs which do not meet the Attorney Gen-

511

eral's standards of effectiveness. Under this provision 75 percent
matching will apply to expenditures under the State or local support
programs which will be composed of the following elements of existing law (some of them modified) plus such other elements which the
Attorney General finds necessary for efficient and effective administration: (a) Determination of paternity and securing support through a

separate organizational unit (sec. 402(a) (17) of existing law); (b)
cooperative arrangements with appropriate courts and law enforce-

ment officials (sec. 402(a) (18) of existing law) ; (c) location of deserting parents including use of records of Federal agencies (sec. 402 (a)

(21) of existing law); (d) the location and enforcement of support

orders from other States against the deserting parent (sec. 402 (a) (22)
of existing law).
The Attorney General will replace the Secretary of Health, Education, and Welfare in supervising the administration of these programs.
It should be noted that the provision in the committee bill provides
only that a separate organizational unit be established for enforcement
of support obligations and does not stipulate, as does existing law, that
the organizational unit be in the welfare agency. Under the committee bill, the States or subdivisions will be free to establish such a unit

within or outside their welfare agencies. Under existing law, the

States in administering their support collection and establishment of
paternity programs are allowed to enter financial arrangements with
courts and law enforcement officials in order "to assure optimum results". These financial arrangements will be subject to 75 percent Federal matching, but the committee expects the States to continue to
devote to this purpose at least as much non-Federal funding as they
currently provide.
The committee realizes that the January 1973 effective date means
that of necessity the Attorney General will have to provisionally approve some existing support collection programs whose effectiveness
has not been thoroughly studied. These studies, however, will be pursued as expeditiously as possible and determinations of effectiveness
should not be unduly delayed.
LOCATING A DESERTING PARENT; ACCESS TO INFORMATION

Under the committee bill, the State or local Government would proceed to locate the absent parent, using any information available to it,
such as the records of the Internal Revenue Service, the Social Security Administration and other government agencies. The committee bill
extends access to these Federal records to any parent seeking support
from a deserting spouse regardless of whether the family is on welfare.
Non-welfare families desiring to use this means of finaing the absent
parent would make the necessary application at local welfare offices.
These families would be charged a fee designed to cover the cost of
the location service, and the Federal, State, and local costs involved in
the service would be met from the fees collected.

As a further aid in location efforts. welfare information now withheld from public officials under regulations concerning confidentiality would be made available by the committee bill; this information
would also be available for other official purposes. The current regulations are based on a provision in the Social Security Act which since
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1939 has required State programs of Aid to Families with Dependent
Children to "provide safeguards which restrict the use or disclosure

of information concerning applicants and recipients to purposes
directly connected with the administration of Aid to Families
with Dependent Children." This provision was designed to prevent
harassment of welfare recipients. The committee bill makes it clear
that this requirement may not be used to prevent a court.. pr secuting
attorney, tax authority, law enforcement officer, legislative body or

other public official from obtaining information required in connection
with his official duties such as obtaining support payments or prosecuting fraud or other criminal or civil violations.
Incentives for States and localities to collect sisp port payments.—
Under present law, when a State or locality collects support payments
owed by a father, the Federal Government is reimbursed for its share

of the cost of welfare payments to the family of the father; the Federal share currently ranges between 50 percent and 83 percent, depending on State per capita income. In a State with 50 percent Federal
matching, for example, the Federal Government is reimbursed $50
for each $100 collected, while in a State with 75 percent Federal
matching the Federal Government is reimbursed $75 for each $100
collected.

Consistent with the committee's block-grant approach for AFDC,
and as an incentive for the development of effective State and local
programs, the committee bill provides that the entire amount of welfare payments from support collections collected by the State would
remain with the State. If, however, the actual collection and determination of paternity mechanism is carried out by local authority, the Stare
would pay the local authority 25 percent of 12 months' worth of wel-

fare payments (not taking into account the $20 disregard allowed
the family) or. if less, 25 percent of the amount collected relatina to a
12-month neriod. For example, assume a family receives $160 monthly
in AFDC. If the father begins contributing $100 per month, the local
authority which obtained the collection would receive $300 (25 percent
of $100 is $25; 12 times $25 equals $300). If the father begins contributing $200 per month, the local authority would receive $480 (25
percent of the $160 AFDC payment is $40; 12 times $40 equals $480).
Both of these examples assume the local authority actually collects the
required support payment for at least 12 months.

In the situation where the location of runaway parents and the
enforcement of support orders is carried out by a State other than
that in which the deserted family resides, the State or local authority
which actually carries out the location and enforcement functions
will be paid the 25 percent bonus.

The committee bill provides that the Attorney General would have
to be reimbursed for any Federal costs (other than for blood typing
tests) incurred to aid the States and localities in their support collection and determination of paternity efforts. These costs will, however,
be subject to 75 percent Federal matching if carried out under programs which meet the Attorney General's standards of effectiveness.
Voluntary approac.—The committee expeèts that most. States 'ill
find it desirable to encourage absent parents to enter voluntarily into
an arrangement for making regular support payments; legal action
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would be used to the extent that a State feels the voluntary method
has proven or is likely to prove unsuccessful. The use of the voluntary

approach can avoid the need for court action and formal collection
procedures. The record of the State of Washington in collecting support payments voluntarily was highlighted in a recent study by the
General Accounting Office as a key element in their support collection

program; the committee hopes that the experience of Washington
State can serve as a model for all States.
Under the committee bill, voluntary agreements may be made—(1) If there is no court order, or
(2) If there is a court order that can not reasonably be expected
to be enforced or collected.
Any voluntary agreement must provide that support payments will

not cease if the family goes off the rolls. If a State utilizes voluntary
agreements, it must provide an administrative mechanism for the enforcement of the agreements. As with other contractual arrangements,
the State or the absent parent can resort to judicial process to change
the agreement if they feel that it no longer is consistent with their
interests. But as long as the agreement remains in effect, it will be
enforceable by appropriate State administrative process.
Civil action to obtain support payments.—Where the voluntary
approach is not successful, the States can enforce the assigned support
rights through applicable judicial and administrative processes. The
States, as agents of the Federal Government, would be able to utilize,

through the Attorney General, all the enforcement and collection
mechanisms available to the Federal Government, including the use
of the Internal Revenue Service collection procedures. However, States
must be diligent in enforcing support rights and they will have to make
reasonable efforts in utilizing their own collection mechanisms before
the use of the Federal collection facilities would be authorized. If these

mechanisms are utilized the Federal Government would have to be
reimbursed on a cost basis.
D1SmIBUTI0N OF COLLECTIONS

The first $20 of any support collected in a month will be disregarded
and the remainder will be used to offset or reduce the AFDC payment

to the family for the month. If the support payment is sufficient to
entirely offset the family's AFDC eligibility for the month, the entire
support payment up to the amount of the family's support needs under

a court order or voluntary agreement will go to the family and any
excess will be returned to the State as a reimbursement for past welfare
payments.

For example, where a family is getting $200 per month in AFDC
and a support order for $250 has been obtained on their behalf, any

support payment collected by the State would be distributed a

follows:
1. If a support payment of $100 is made for a month, only $80 would
be used to reduce or offset the $200 AFDC payment smce $20 of the

support payment must be disregarded for welfare purposes. Thus the
total income of the family would be $220.

2. If a support payment of $225 is miide. all $225 is turned over to
the family, which would no longer be on the welfare rolls.
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3. If a support payment of $275 is made, the first $250 would be
paid to the family (the amount specified in the support order); and
the remaining $25 would be retained by the State to repay it for assistance provided to the family in the past. The family would no longer
be on the welfare rolls.

A somewhat different distribution of funds is provided where the
collection is made by the Attorney General or a political subdivision
acting as his delegate rather than by the State. The amounts shown in
the above example as being retained by the States for past welfare
payments would be retained by the Federal Government (or by the
political subdivision acting as delegate to the extent it participates in
the cost of the AFDC payment). In addition, an amount equal to the
State's saving would be deducted from the Federal AFDC grant to the
State. The end result with respect to the income to the family would,
however, be the same.
RESIDUAL OBLIGATION TO FEDERAL GOVERNMENT

Under the committee bill, past and continuing welfare payments
would serve as a residual monetary obligation of he absent parent to
the United States. The obligation would generally be the cumulative
amount derived from monthly amounts which would be based on the
lesser of the welfare assistance paid the family, or 50 percent of the
absent spouses' income (but not less than $50 a month). The obligation
would accrue interest at a rate of 6%. The committee bill would limit
the accumulation of further obligations when the absent parent makes
support payments. However, Support payments collected by the States
would not be used to discharge the obligation to the Federal Government in lieu of reducing welfare payments or terminating eligibility
altogether. Moreover, regardless of whether the State or the Attorney
General enforces the assigned support rights, meeting the continuing

support needs of the family (as determined under a court order or
voluntary agreement) would have a priority over the discharge of the
residual obligation to the Federal Government. If the father's monthly
support payments exceed the amount needed to eliminate the welfare
payment the family had been receiving, the excess would be paid to the
family (up to the amount of the family's support needs). Amounts in
excess of the family's monthly support needs would be retained by the

State or by the Federal Government as described earlier. In either
case, all monthly payments in excess of the welfare payment would

reduce his obligation to the Federal Government.
For example, a father who has been ordered to pay. his family $250
per month may have a $1,000 residual obligation to the Federal Government because AFDC payments of $100 per month were provided

to his family for 10 months while he was not making support payments. If in the next month a $300 support payment is collected from
him by the State, the family gets the first $250, removing it from the
welfare rolls, and the remaining $50 is retained by the State to reimburse it for past AFDC payments. The father's residual obligation is
reduced by $200 the amount by which his payment exceeds the AFDC
payment.

All or part of the obligation to the Federal Government might be
suspended or forgiven by the Attorney General upon a finding of good
cause.
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CRIMINAL ACTIoN

The committee bill provides Federal criminal penalties for an absent parent who has not fulfilled his obligation to support his family
and the family receives welfare payments in which the Federal Government participates. His ob]igation to support would be determined
by applying State civil and/or criminal law. In some cases this obl.
gation may be determined under a voluntary agreement, and an absent
father contributing to the support of his family in this manner would
be meeting the support requirements. The sanctions for failure to support could include a penalty of 50 percent of the amount owed or a
fine of up to $1,000 or imprisonment for up to one year or a combination of these.

The Federal criminal statute created by the committee bill would
not be exclusive, and State civil or criminal laws concerning nonsupport could be applied. In brief, this provision of the committee
bill represents an additional remedy rather than a replacement of
existing State remedies.

DETERMINING PATERNITY

Thi committee is concerned at the extent to which the dependency
on AFDC is a result of the increasing number of children on the rolls
who were born out of wedlock and for whom parental support is not
being provided because the identity of the father has not been deter-

mined. The committee believes that an AFDC child has a right to

have its paternity ascertained in a fair and efficient manner. Although
this may in some cases conflict with what a social worker may consider
the mother's short-term interests, the committee feels that the child's
right to support, inheritance, and to know who his father is deserves
the higher social priority. In 1967, Congress enacted legislation requiring the States to establish programs to determine the paternity of
AFDC children born out of wedlock so that support could be sought.
The effectiveness of this provision was greatly curtailed both by the
failure of the Department of Health, Education, and Welfare to exercise any leadership role and also by court interpretations of Fed-

eral law in decisions which prevented State welfare agencies from
requiring that a mother cooperate in identifying the father of a child
born out of wedlock.

Current statu8 of children born out of wedlock.—Children whose
parents have never married present a serious problem of support and
care. At common law such a child was a "son of nobody" and neither
parent could be held responsible for it. The original laws imposing
support of the child on a parent were enacted solely to prevent the
community from having the child as a public charge. In many States,
it is possible for the State's attorney, or the public welfare authorities,

to bring an action against the man who is alleged to be the father
of the child. If the mother of the child cannot afford her own attorney, she has recourse to such a procedure.

Whether the action is brought by the State's attorney or by the

mother of the child, the court procedure is essentially the same. The
reputed father is brought into court by a summons or by a warrant of
arrest, depending upon whether the law of the State makes the action
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a civil or a criminal one. There is usually a preliminary hearing before
a justice of the peace, county judge, or similar officer. There may then
be a trial by jury. The accused is required to give a bond' as security

l)ending the actual determination of paternity only if the judge has
reason to believe that the man is the father of the child. Such actions
may be brought in the county where the child was born or where the
father resides. They must be brought within a certain time, usually two
years, after the birth of the child.
After a man has been adjudged to be the father of an illegitimate
child, he is usually expected to assist with its support and to pay the
expenses of the mother's confinement. The amount of support varies
according to the State statutes.
In taking the position that a child born out of wedlock has a right
to have its paternity ascertained in a fair and efficient manner, the
committee acknowledges that legislation must recognize the interest
primarily at stake in the paternity action to be that of the child. Since
the child cannot act on his own behalf in the short time after his birth
when there is hope of finding its father, the committee feels a mechanism should be provided to ascertain the child's paternity whenever

it seems that this would both be possible and in the child's best
interest.
Cooperation of mother.—The committee bill would make cooper-

ation in identifying the absent parent a condition for AFDC eligi-

bility. As a further incentive for cooperation, the first $20 a month in
support collections for a family would be disregarded (effective January 1, 1973) for purposes of determining the amount of welfare payments to the family. Thus, the family would always be better off if support payments are made by the absent parent.
Blood gronping laboratories.—The committee is convinced that despite widely held beliefs to the contrary, paternity can be ascertained
with reasonable assurance, particularly through the use of scientifically conducted blood typing. It is impressed by evidence that blood
typing techniques have developed to such an extent that they may be
used to establish evidence of paternity at a level of probability wholly
acceptable for legal determinations.
In a book entitled Illegitimacy: Law and Social Policy, Harry D.
Krause, Professor of Law at the University of Illinois, deals at great
length with t.he value of blood typing in establishing paternity; he reports that the biological reliability of expertly performed blood tests
has been estimated to be extremely high. An individual may be ex-

cluded from possibility as a father on the basis of blood tests; in

addition, the probability of his being the father can also be computed
quite precisely on the basis of blood typing:
We may conclude that even if blood typing cannot establish
paternity positively in medical terms, the positive proof of paternity may reach a level of probability which is entirely acceptable

in legai terms. In other words, blood typing results should be
admissible as evidence even if an exclusion is not established. They

should be entitled to whatever weight the fact that an exclusion
was not established in a particular case should have—and that
weight should be computed by an expert in terms of statistical
probabilities. To put it very simply, if the blood constellation of
father, mother and child is such that only a small percentage of a
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random sample of men would not be excluded as possible fathers,
then it is of considerable significance that this particular man (if
he has been linked with this mother by other evidence) is not excluded. That "significance," of course, falls short of the absolute
certainty involved in an exclusion but, in a given case, may equal
that of other types of circumstantial evidence.
Blood grouping tests must be conducted expertly in order to avoid
error; but the possibility of error can be all but eliminated if appropriate and well-known medical procedures are followed by experts. Three
laboratories under U.S. Army control now do blood testing for use in
paternity matters. However, sufficient facilities to perform expert
blood typing are not currently available to the courts. Therefore, the
committee bill provides that the Department of Health, Education,
and 'Welfare be authorized and directed to establish or arrange for
regional laboratories that can perform the highly sophisticated blood
typmg work necessary for purposes of establishing paternity for State
agencies and the courts. Thus, such tests will be readily available by
having specialized blood typing laboratories meeting the highest professional standards within a few hours of air mail shipment from any
part of the country. No requirement would be made in Federal law
that blood tests be made mandatory. The committee notes, however,
that Rule 35 of the Federal Rules of Civil Procedure provides that
"when the mental or physical condition (including the blood group)
of a party .
is in controversy, the court in which the action is pending may order the party to submit to a physical or mental examination
by a physician. . . ."
Under the committee bill, the services of the laboratories would be
available with respect to any paternity proceeding, not just a proceeding brought by, or for, a welfare recipient. This service will be provided by the Department of Health, Education, and Welfare to courts
.

.

and governmental collection agencies without cost.

Affidavit of patei'nity.—Finally, the committee bill provides that a
father not married to the mother of his child would be required to sign
an affidavit of paternity if he agreed to make support payments voluntarily in order to avoid court action. Most States do not permit initiation of paternity actions more than two or three years after the child's
birth; the affidavit would serve as legal evidence of paternity in the
event that court action for support should later become necessary.
LEADERSHIP ROLE OF JusrIcE DEPARTMENT

The Attorney General would have primary responsibility for the
overall direction of the collection of support and determination of
paternity programs as well as responsibility for the enforcement of the
criminal and civil sanctions which may be applicable to runaway par-

ents. He will assess the effectiveness of the State and local pro-

grams and based on this assessment will determine which level of government will carry out these activities. To coordinate and lead efforts to
obtain child support payments, the committee bill would require each
U.S. Attorney to designate an assistant who would be responsible for
child support. This Assistant U.S. Attorney would assist and maintain

liaison with the States in their support collection efforts and would
undertake Federal action as necessary. He would also be required to

prepare for submission to Congress quarterly reports on all his activities in this area. The Attorney General would have the overall responsibility for enforcement of support rights. The bill would require the
States and political subdivisions to keep full records of their collections
and disbursements and to provide such other information as will enable
him to evaluate the effectiveness of their programs.

The committee bill requires that records be maintained of the

amounts of support collected and of the administrative expenditures
incurred in the collection effort at the Federal level. The Attorney
General would be required to submit an annual report to Congress
concerning his activities.
FEDERAL CHILD SUPPORT FUND

The committee bill would establish a Federal Child Support
Fund. All amounts collected by the Federal Government from absent
parents would be deposited in the Fund. Other receipts to the Fund
would include reimbursement by the States or political subdivisions

for the cost of using Federal location and child support collection

facilities, and fees collected from those individuals not on welfare who

may use Federal location and child support collection services. The
moneys in the Fund would be used for support payments to the families when these payments are made by the Federal Government, and to
meet the Federal expenses of location and support collections efforts.

Appropriations into this Fund would be authorized as necessary to
meet any costs not otherwise covered by receipts into the Fund. The
Fund would not be used for the 75 percent Federal matching of State
or political subdivision expenses nor for the expenses of establishing
blood typing laboratories.
ATTACHMENT OF FEDERAL WAGES

State officials have recommended that legislation be enacted permitting garnishment and attachment of Federal wages and other obligations (such as income tax refunds) where a support order or judgment
exists. At the present time, the pay of Federal employees, including
military personnel, is not subject to attachment for purposes of enforcing court orders, including orders for child support or alimony. The
basis for this exemption is apparently a finding by the courts that the
attachment procedure involves the immunity of the United States
from suits to which it has not consented.
In a 1941 case (Apple gate v. A pple gate), the Federal District Court
for the District of Columbia explained this position in this way:

While the Congress has seen fit to waive the immunity of the

United States from suit in the case of certain money claims
against it and also in case of many of the corporations created
by it, it has so far never waived that immunity and permitted
attachment or garnishee proceedings against the United States
Treasury or its Disbursing Officers. This cannot be done either
directly, or indirectly through the appointment of a sequestrator
or receiver or by contempt order against the debator defendant.
MeGrew vs. MeGrew, 59 App. D.C. 230,38 F. 2d 541.
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This is not a question of any right of personal exemption on
the part of the defendant Applegate but of the sovereign immunity of the United States from suits to which it has not
consented.
In 1969 the tax law was amended to reflect the importance the Congress attributes to support payments by giving them a higher priority
than tax liens in the collection of funds.

In 1971, the administration, commenting on a proposal to permit
the attachment of retirement pay of military personnel in connection
with court orders for child support or alimony, opposed the proposal
as extraneous to the bill being considered but noted:
If there is sufficient reason to attach retired pay, the same reason

undoubtedly exists for an attachment provision applicable to
other Federal pays and annuities. Accordingly, the broader subject of attachment of all Federal pays and annuities for support
of dependents may well deserve congressional attention as a
matter in its own right. (House Report 92—481, p. 24).

The committee bill would specifically provide that the wages of
Federal employees, including military personnel, would be subject to
garnishment in support and alimony cases. In addition, annuities and
other payments under Federal programs in which entitlement is based
on employment would also be subject to attachment for support and
alimony payments. This provision would be applicable whether or not
the family upon whose behalf the proceeding is brought is on the welfare rolls. It would also override provisions in various social insurance
or retirement statutes which prohibit attachment or garnishment.
CHILD SUPPORT UNDER GUARANTEED EMPLOYMENT PROGRAM

A deserted parent participating in the guaranteed job opportunity
program could take advantage of the support collection and, where
applicable, the paternity determination mechanism provided in the
committee bill. The cost of providing these services, however, would be
deducted from the amounts recovered and the balance would be turned
over to the deserted family.
EFFECTIVE DATES

The collection of support and determination of paternity provision
would be effective January 1, 1973.
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XI. FISCAL RELIEF FOR THE STATES
The committee recognizes that the growth of the welfare rolls over
the past several years has been one of the most significant factors in
bringing about the fiscal crisis currently facing State and local governments. Just in the past five years, non-Federal costs for the program of Aid to Families with Dependent Children have more than
tripled from $1.1 billion in fiscal year 1968 to an estimated $3.6 billion

in fiscal year 1973. In view of the fact that much of the runaway
growth of the welfare rolls is directly attributable to increased Federal interference—both by the Federal courts and by the Department
of Health, Education, and Welfare—with the State control of welfare
programs, the committee has carefully designed several elements of
the bill in such a way that the fiscal burden on the States will be substantially lightened while at the same time the States' control over
family welfare programs will be strengthened rather than weakened.
Much of the fiscal relief provided by the committee bill will be an
indirect result of the improvements which the bill makes in the general
structure of the welfare programs. Most significantly, the guaranteed
employment program will reverse what may be the single most import-

ant factor in the growth of welfare costs and caseloads by making
work once again more attractive than welfare. Similarly, the committee is convinced that the provisions strengthening the mechanisms

for collecting child support will have a substantial impact on State
costs both as a result of the actual collections made and as a result
the fact that individuals will no longer be able to feel free to have
and abandon children with no likelihood of being held responsible
for their support. Finally, eonsiderable indirect fiscal relief may be
expected from the committee's decisions reversing many of the incorrect interpretations of Congressional intent which the courts and
the Department of Health, Education, and 'Welfare have in recent
years used to force the States to expand the welfare rolls.
The committee is, however, aware that State and local governments
also desire and need more direct and immediate forms of relief from
their welfare burdens. The committee bill provides such relief.
The committee bill will provide close to $3.5 billion in fiscal relief to
the States in the 21/2 years between July 1972 and December 1974 as

a direct result of the changes in the funding of the cash assistance

programs.
The fiscal relief for each State under the committee bill is summarized in table 1. Overall, an estimated $2.3 billion in fiscal relief would
be provided in 1974, once the employment program approved by the
committee goes into effect. This contrasts with comparable savings of
$1.9 billion under H.R. 1 as it passed the House. The committee also

provided for more than $400 million in fiscal relief in the last six
months of calendar year 1972 and more than $800 million in fiscal
(525)
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relief in 1973; both savings figures relate to Aid to Families with
Dependent Chi]dren.
In summary, the committee bill would provide these savings to the

States:
[Dollars in billions]

Aid tothe Aged, Blind, and
Disabled
Aid to Families with Dependent
Children
Total

1972

1973

1974

Total

....

....

$0.9

$0.9

0.4

0.8

1.4

2.6

0.4

0.8

2.3

3.5

The details of the committee bill are shown in the material following table 1.

TABLE 1.—STATE SAVINGS IN WELFARE PAYMENT COSTS, 1974

1

[In millions of dollars]
Committee bill
State

Total

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho

Illinois

Indiana
See footnote it end of table.

Adult categories

Family welfare
benefits

Total

Estimated
savings under
House bill

(1)

(2)

(3)

(4)

853.1

1,378.9

2,232.0

1,859.2

20.9

12.9
2.9

33.8

31.1
3.5
40.5
21.5
180.9
16.5
16.7

2.1
10.0
9.2

32.0

5.0
42.0
16.7
363.3

200.0

7.5
163.3

3.0
4.0
3.8

15.3
11.5
3.7

13.0

30.0

45.4
90.3

18.3
15.5
7.5
58.4
120.3

24.0
3.5

36.5
8.7

60.5

1.1

20.0
7.8

1.8
100.6
29.2

12.2
2.9
120.6

37.0

4.7
50.8
135.3
58.9
9.4
2.0
167.0
28.2

TABLE 1.—STATE SAVINGS IN WELFARE PAYMENT COSTS, 1974'—Continued
[In millions of dollars]
Committee bill
State

towa
Kansas

Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi

Missouri
Montana
Nebraska
Nevada

New Hampshire

Adult categories

Family welfare
benefits

Total

Estimated
savings under
House bill

(1)

(2)

(3)

(4)

18.0
2.4
14.0

10.1
13.2
10.8

28.1
15.6
24.8
70.5
7.3

22.7

68.8
62.9

72.3
64.8
97.4

31.0

39.5
3.2

16.0

52.8
39.9
94.9

4.1

23.0

140

8.0

14.0

14.5
5.5

13.0
2.0

15.0
1.7

1.2
—0.2

3.0

4.4

1.9
1.2

108.9
22.5
19.5

28.0
3.7
5.6
1.7

4.2

12.1
15.3

68.8
2.5

17.5

20.8

10.8
1.7
7.1
1.7
2.2

New Jersey . 14.6

30.0
3.6
135.8

44.6
7.3

48.5
3.7
168.3
31.2

New Mexico
New York
North Carolina
North Dakota

3.7
90.0
18.0
2.4

Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

28.0
30.6
6.2
46.0
2.3

94.0
14.1
14.9
57.1

103.0
39.0
15.4
70.0

9.4

122.0
44.7
21.1
103.1
11.7

South Carolina
South Dakota
Tennessee
Texas
Utah

5.5
—0.8
12.0

7.0
1.4
16.3
32.5
5.6

12.5
0.6
28.3
71.5
7.9

12.9
1.4

26.8
44.8

1.6
12.1
14.6

2.3
17.7

29.7

3.7
20.8

32.0

39.6

Vermont
Visginia
Washington
West Virginia
Wisconsin
Wyoming

39.0
2.3

0.7
5.6
15.1
7.9
7.6
0.5

16.7
2.2

7.0

.8

225.8
34.7
4.6

14.9
1.3

1.2

7.1

5.2

12.0
14.4

44.6
.5

that the States
I Based on fiscal year 1974 data. Column 4 does not reflect the 20.percent social security incriase enacted in June. Column 1 assumes
supplement the Federal payments so as to maintain current assistance levels for present recipients of aid to the aged, blind, and disabled. In a few States
receive
assistance but
with high assistance levels there are a number of aged, blind, and disabled persons with incomes below these levels who do not now
would be eligible for supplemental security income payments. If these States extended supplementary payments to these newly eligible individuals, there
would be additional State costs not reflected in this table. Altogether these added State costs would reduce the total fiscal relief to the States by less than
$0.1 billion.

Aid to the Aged, Blind, and Disabled

Effective January 1, 1974, the Committee bill establishes a new
Supplemental Security Income program for aged, blind, and disabled
persons. This program will be Federally administered by the Social
Security Administration and will be funded entirely by the Federal
Government. Under this program, an aged, blind, and disabled person
will be assured a monthly income of at least $130 ($195 for a couple).
In addition the first $50 of social security or other income will be disregarded so that aged, blind, and disabled social security beneficiaries
will have an income of at least $180 ($245 for a couple). In addition,
there will be other disregards applicable to part of the earned income
of beneficiaries.
These income levels under the new Federal program for the aged,

blind, and disabled are such that they will largely replace the payments now being made to the needy, aged, blind, and disabled under
State public assistance programs for people in these categories. Since

the funding of these current assistance programs is partly Federal
and paitly non-Federal, the new )IogIam will represent a considerable savings to the States. Table 2 shows the impact on each State's ex-

penditures which the new Federal Supplemental Security Income
program will have. There are some States which now provide a higher
level of income supplementation under their assistance programs than
will be provided under the new Federal program. Such States will be
free to supplement the new Federal program in order to continue cur-

ient income levels for their aged, blind, and disabled citizens, and

Table 2 assumes that they do so. (States would, of course, also be free to

use a pait of their savings to provide supplementation which exceeds
present levels.)
In addition to the $0.9 billion savings shown in Table 2 as a result of
teduced State costs for public assistance payments to the aged, blind,
and disabled, it may be expected that the States will save a large part
of the $200 million which they now spend in administering these programs. Even if a State elects to supplement the Federal Supplemental
Security Income Payments it can do so virtually without administrative costs since the Committee bill authorizes agreements between the

States and the Department of Health, Education, and Welfare for
Federal administration of State supplemental payments without cost
to the States.
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TABLE 2.—IMPACT ON STATES OF COMMITTEE BILL WITH RESPECT

TO THE AGED, BLIND, AND DISABLED IN 1974'
[Dollars in millions]
State

State

corn-

rnittee bill
(1)

Total
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

District of Columbia
Florida
Georgia
Hawaii
Idaho

Illinois

Indiana

State costs

under current
aw
(2)

State savings
(3)

513.6

1,366.7

853.1

6.1
1.9

27.0
4.0

20.9

380.0

200.0
3.0
4.0
3.8

30.0
24.0
3.6

30.0
24.0
3.5

0

3.8
180.0
16.0
9.0
.4
0
0
0
.1

.8

43.0

.7

10.0
13.0
19.0
13.0
4.2
13.0

1.9

63.0
8.5

2.1
10.0
9.2

13.0

1.1

20.0
7.8

TABLE 2.—IMPACT ON STATES OF COMMITTEE BILL WITH RESPECT
TO THE AGED, BLIND, AND DISABLED IN 1974 '—Continued
[Dollars in millions]

State

Iowa

Kansas

Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
See footnotes at end of table.

State costs

State costs
under corn-

under current
law

State savings

(1)

(2)

(3)

mittee bill

0

4.1
0
0
0
0

38.0
35.0
6.0
0

19.0
0

3.0
1.4
1.7

18.0
6.5
14.0

31.0
4.1
16.0

61.0
49.0
14.0
14.0

32.0
2.0
4.2
1.2

4.7

18.0

2.4

14.0

31.0
4.1
16.0
23.0
14.0

8.0

14.0
13.0
2.0
1.2
—.2

3.0

.

New Jersey
New Mexico
New York

North Carolina
North Dakota

Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee
Texas
Utah

Vermont
Virginia
Washington.
West Virginia
Wisconsin
Wyoming

9.4
0

100.0
0
0
0

1.4
0

6.0
2.1
0
2.1
0
0
0

2.3
5.4
5.9
0

9.0
0

24.0
3.7
190.0
18.0

2.4
28.0
32.0
6.2
52.0
4.4

5.5
1.3
12.0

39.0
2.3
3.0

14.6
3.7

90.0

18.0

2.4
28.0
30.6
6.2
46.0
2.3
5.5
—.8
12.0

39.0
2.3
.7

11.0
21.0
7.9
16.6

5.6
15.1
7.9
7.6

.5

.5

I Based on fiscal year 1974 data. Table assumes that the States supplement the Federal payments so as to maintain current assistance levels for present
recipients of aid to the aged, blind, and disabled. In a few States with high assistance levels there are a number of aged, blind, and disabled persons with
incomes below these levels who do not now receive assistance but would be eligible for supplemental security income payments. If these States extended
supplementary payments to these newly eligible individuals, there would be additional State costs not reflected in this table. Altogether these added State
costs would reduce the total fiscal relief to the States by less than $0.1 billion.
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Federal Funding of Aid to Families With Dependent Children
Under the committee bill, the Federal Government would make a fiat
grant to the States as its share of the costs of the Aid to Families with
Dependent Children (AFDC) program:
For the last 6 months of calendar year 1972 and for calendar
year 1973, this grant would be based on the funding for calendar

year 1972. The grant for 1973 would equal the 1972 Federal
share, plus an additional amount equal to one-half of the 1972
State share, or if less the amount needed in 1972 to bring family
income up to $1,600, $2,000, or $2,400 for families with two,
three, or four or more members, respectively. In no case, however,

would the Federal block grant be less than 110 percent of the
Federal share in 1972. For the last 6 months of calendar year

1972, the grant would be one-half of the 1973 grant.
After the employment program becomes effective in January
1974, the Federal grant for AFDC would be reduced somewhat
in recognition of the fact that families with no children under age
6 would no longer be eligible to receive their basic income from

AFDC. This reduced grant would remain the same in future
years, except that it would be increased or decreased to reflect
changes in total State population.

For example, the Federal block grant for AFDC in California
would be $689.4 million in 1973. After the employment program

becomes effective, this would be reduced to $526.7 million. The $526.7

million would remain as the annual amount of the Federal grant to
California for AFDO except that it would be adjusted each year to
reflect any percentage increase or decrease in the State's population.
Tables 3 and 4 illustrate the effects of the committee bill before and
after the employment program becomes effective. The amounts shown
in these tables are estimated on the basis of the best information that
was available.
FISCAL RELIEF FOR THE STATES IN THE LAST 6 MONTHS

OF

CALENDAR YEAR 1972

In the last 6 months of calendar year 1972, the committee bill
would save the States more than $400 million, as shown in column 1

of table 3. Since the exact amount under the formula cannot be
determined until after the end of calendar year 1972, an amount
estimated to equal 75 percent of the State entitlement would be paid

within two months of enactment, with the final accountmg and
payment due by April 1, 1973.

FEDERAL FUNDING IN CALENDAR YEAR 1973

Table 3 also shows the impact of the committee bill in 1973.
Columns 2 through 4 show the current law costs for fiscal year 1973.
Using these fiscal year 1973 current law costs as the base, columns 5

through 7 show the effect of the committee bill. Column 5 shows
the amount of the Federal block grant. Column 6 shows the amount
that the States would be required to pay to maintain current assistance levels, and column 7 shows the amounts the States would save
by comparison with current law.

TABLE 3.—IMPACT OF COMMITTEE BILL ON STATE AFDC COSTS FOR 1972 AND 1973
(In millions of dollars]
Fiscal year 1973

State

Total

Alabama

Alaska'
Arizona'

Arkansas
California
Colorado
Connecticut
Delaware

Districtof Columbia
Florida

Georgia
Hawaii
Idaho

Illinois

Indiana
See footnote at end of taWe.

Current law

Committee bill

1972 State
and local
savings

Total cost

Federal
share

State and
local share

Federal
share

State and
local share

State and
local savings

(1)

(2)

(3)

(4.)

(5)

(6)

(7)

410.8

7,973.5

4,379.7

3,594.1

5,201.4

2,772.4

821.5

3.0

55.4

1.3
12.6
1.8

11.5

11.9
7.7

36.8
6.9
609.5

49.5
6.4
53.8
30.2
689.4

5.9

65.5
33.6
1,219.0

43.4
3.7
28.7
26.6
609.5

6.0
2.6

68.9
106.6
15.7
135.7
259.3

39.7
53.3
9.2
67.8
157.3

29.2
53.3
6.6
67.8
102.0

50.4
58.6
12.4
101.8
208.3

154.2

116.7
19.5
12.4
326.6
63.3

37.5

135.5
25.4
13.6
377.3
89.1

39.9

5.4
2.6
1.6
16.9
25.5

9.4
3.0
.6

25.4

13.0

38.4

17.3

653.2
114.9

18.9
4.9

326.6

51.7

5.1
11.7

3.4
529.6

25.1
3.5
79.9

18.5

48.0
3.3
33.9
51.0

10.7
5.3
3.3
33.9
51.0

18.7
13.0
3.7

18.8
5.9

275.9
25.8

1.2

50.7
25.9

Iowa.

Kansas

Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi

Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota

Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island.

41.0

60.0
64.8
65.4
137.9
36.8

34.8
38.2
47.0
101.3
25.6

25.2
26.5
18.4
36.6
11.2

61.0
170.4
233.5
70.7
24.9

76.8
170.4
233.5
53.7

1.2

137.8
340.9
467.0
124.4
30.0

5.1

289.6
77.8
27.5

7.0

96.5

68.8

3.1

4.9
4.6
9.2
2.8
19.2
8.5

28.0
3.6

48.1
56.2

U9.6
31.2

99.4

187.5

19.0
16.7
9.2
18.3
5.6

6.2
9.8
9.2
18.3
5.6

38.4
153.4
177.4
46.6
2.5

38.4
17.0
56.1
7.1
2.6

.7
1.8
.8

11.5
27.5
10.0

7.7
13.0
6.8

27.7
3.8
14.5
3.2

82.7
9.1
16.7
8.4

13.8
2.4
10.8

13.9
1.4

1.6

1.6

.4

13.9

8.2

5.6

9.1

4.8

.8

8.7

348.6
24.7
1,190.3
76.8

174.3
18.8
595.1
56.0
8.0

174.3
5.9
595.1
20.9
3.2

191.7

21.8
654.7
66.4
9.3

156.9
2.9
535.6
10.4
1.9

17.4
3.0
59.5
10.5

137.9
35.8
34.9

139.8
20.9
25.9
250.6
21.7

207.8
46.3
46.0
343.1
28.3

69.9
10.4
14.8
219.4

69.9

1.5

29.8
5.2
.6

35.0
5.2
5.6
15.6
3.2

11.2

277.7
56.7
60.8
562.5
43.6

311.9
21.9

15.3

3.7

1.3

10.5
11.1

31.2
6.4

TABLE 3.—IMPACT OF COMMITTEE BILL ON STATE AFDC COSTS FOR 1972 AND 1973—Continued
[In millions of dollars]
Fiscal year 1973

Committee bill

Curre nt law
State

South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont

Virginia...

Washington
West Vir9inia
Wisconsin

1972 State
and local
savings

Total cost

Federal
share

State and
local share

Federal
share

State and
local share

State and
local savings

(1)

(2)

(3)

(4)

(5)

(6)

(7)

1.6
.6

32.8

6.5
5.0

32.8

26.3
11.6
57.5
147.1
23.1

18.3
52.5

29.6
12.8
66.7
173.4
27.0

3.2
3.8
9.1
26.2
5.8

3.3

16.6
75.8
199.6

20.4
113.4
116.7
33.9
105.3

13.2
72.6
58.3
26.1
59.2

40.8
58.3
7.8
46.0

14.5
79.9
64.2
30.0
82.3

5.9
33.5
52.5
3.9
23.0

4.6
13.2
2.0

.6

3.6
2.9
2.0
11.5

9.7

7.2

1.2

9.2
26.3
3.9
1.3
7.3
5.8
3.9

23.0

3 Under the committee bill the Federal grant for Arizona and Alaska would be computed under the formula described on the page preceding the table except that current law costs would be assumed to be funded under the medicaid matching formula which is not now available
to those 2 States.
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FEDERAL FUNDING IN CALENDAR YEAR 1974 AND THEREAnER

Table 4 shows how the committee bill would work after the

employment program becomes effective, except that it does not take
account of any increases related to population growth. Column 1 shows

the Federal grant for 1973 as it would be reduced to take account of
the number of families with no children under age 6. Specifically, the
Federal grant would be reduced by 10 percentage points less than the
percentage of the AFDC caseload representing families no longer
eligible to receive their, basic income from welfare once the employment program becomes effective. This 10 percentage point factor in
effect represents revenue sharing since the reduction m the Federal
grant does not fully reflect the impact of initiating the employment
program on reducing welfare costs. Column 2 shows the State costs

under the committee bifi and column 3 shows 'ate costs under

current law. Net State savings (column 3 minus column 2) are shown
in column 4. States would enjoy additional savings to the extent that
mothers with children under age 6 elect to voluntarily participate in
the employment program instead of staying on welfare, and to the

extent that States take advantage of their greater flexibility under
the committee bill to tighten administration of their AFDC programs.

78—178 0—72—35
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TABLE 4.—IMPACT OF COMMITTEE BILL ON 1974 STATE
COSTS OF AID TO FAMILIES WITH DEPENDENT CHILDREN
[In millions of dollars]
State costs State costs
under
under
Federal committee
current
bill I
grant
law
(1)

Total
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

District of Columbia
Florida
Georgia
Hawaii
Idaho

Illinois

Indiana
Iowa

Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi

Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
See

footnote atend of table.

(2)

State

savings 1

(3)

(4)

3,679.9 2,504.9 3,883.7

1,378.9

29.1
4.2

37.0

0
5.4
7.8
0

12.9
8.3

12.9
2.9

39.8

32.0

7.5
658.2

7.5
163.3

31.5
57.6

16.3
526.7

494.9

39.1
44.3
9.7
75.2
131.4

16.2
46.1
3.4
27.9
19.9

7.1

15.3
11.5
3.7

73.3
110.2

45.4
90.3

83.6

4.0
11.7
3.5
252.1
26.6

40.5
20.4
5.3
352.7
55.8

36.5
8.7

17.1

27.2
28.6
19.9
39.5
12.2

19.5
9.9
282.6
55.9

27.0
34.7
30.3
64.1
19.0

15.4
9.1
0
9.0

77.0
141.2
206.8
52.5
17.6

30.1
144.2
157.3
43.5

53.4
6.3
11.4
6.6

14.9

6.1

4.9

6.1

136.5
15.1
493.0
38.5
6.1

158.2
2.8
506.9
5.8

188.2
6.4
642.7
22.5
3.5

0

2.4
11.2
1.5

1.3

82.9
184.1

252.2
58.0
5.5

29.9
4.1
15.6

3.4

1.8
100.6
29.2
10.1
13.2

10.8

39.5
3.2
52.8
39.9
94.9
14.5
5.5
15.0
1.7

4.4
1.9
1.2

30.0
3.6
135.8
16.7
2.2

541

TABLE 4.—IMPACT OF COMMITTEE BILL ON 1974 STATE
COSTS OF Alp TO FAMILIES WITH DEPENDENT CHILDREN—Con.

Ohio

OklahOma
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee
Texas
Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

State costs State costs
under
under
current
Federal committee
law
grant
bill

State
savings I

(1)

(2)

(3)

(4)

150.0
30.0
33.8
252.9
21.5

57.1
8.4
13.1

151.0
22.5
28.0
270.6
23.4

94.0

7.0

7.0

5.4

1.4
16.3
32.5
5.6

14.3
8.9

41.5
112.0
21.4

213.5
14.0

0

4.0
3.4
24.2
4.9

19.7

56.7
10.5

14.1
14.9
57.1

9.4

1.4
17.7

7.8
44.1
63.0
8.4
49.7

32.0

1.5

2.3

.8

10.6
50.7
45.1
19.0
58.4

6.2
32.0
48.4

2.1

1.6
12.1
14.6
7.0

I Where State costs under the committee bill are shown as zero, the amount
of the Federal grant may actually exceed the costs of AFDC payments by a small
amount. In these cases, the State would benefit from any such excess in addition to
saving the full amount of its current law costs shown in column 4.
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XII. COST OF PROGRAMS FOR FAMILIES

Costs in the First Full Year
The total cost of the committee's program for families is estimated
at $11.3 billionfor calendar year 1974, the first year the program is
fully effective—an increase of $4.3 billion over the projected cost of
current law for that year. The committee's estimates are based on the
assumption that the minimum wage will have been raised to $2 an
hour by the time the guaranteed work program becomes effective.
Table 1 shows the component elements of this cost.
TABLE 1.—1974 COST OF PROGRAMS FOR FAMILIES UNDER

COMMITTEE BILL
[Dollars in billions]

Government employment

$2.6
0.3

Wage supplement

10-percent work bonus
Welfare payments
Cost of cashing out food stamps
Child care: Additional
Included in Government employment
Services, training

Administration: Additional
Included in Government employment

1.0

3.7
1.8

0.8
(0.4)
0.4
0.7
(0.4)
11.3

Total

7.0

Present law

4.3

Net increased cost

The assumptions underlying the cost estimate for each of these components is described below.
GOVERNMENT EMPLOYMENT

The Department of Health, Education, and Welfare estimates that
there will be 3.3 million families eligible for Aid to Families with
Dependent Children in 1974. This figure is arrived at by taking the
2.9 million families on the rolls in January of 1972 and projecting
an 8-percent annual growth rate. Of this total AFDC caseload, about
40 percent are estimated to be headed either by an able-bodied man
(in States which make welfare payments to families headed by an
unemployed father) or by an able-bodied woman with no child under
6. The Department also estimates that there are an additional 200,000
families headed by an unemployed, able-bodied father, living in States
(547)

which do not pay welfare to families headed by an unemployed father.
This makes an estimated 1.5 million eligibles for the guaranteed work

program coming from families of the type currently eligible for
AFDC. The committee further estimates that approximately 100,000
men in employment who are earning less than the amount paid by
the Work Administration would volunteer to participate in the guaranteed employment program.

The committee estimate assumes that 250,000 women heading
families who have children under 6 will volunteer to participate in
the guaranteed employment program because their benefits under
that program would be substantially in excess of the benefits that
they would receive under the State AFI)C program. Thus the potential

participation in the work authority's guaranteed employment program is estimated to be:
TABLE 2.—ESTIMATED TOTAL POTENTIAL PARTICIPATION IN
GUARANTEED EMPLOYMENT PROGRAM

Miflion

Employable AFDC family heads
Unemployed fathers in States not now paying AFDC to their
families
Low-income families headed by employed fathers
Mothers eligible for AFDC who volunteer

1.30
20
10

25

1.85

Total

This total of potential participants must be reduced by the
following:

1. Placement in private employment: The Department of
Health, Education, and Welfare has estimated that 200,000 of
the participants can be placed immediately in private employ-

ment. The committee estimates an additional 250,000 placements

resulting from the tax credit for private employers who hire
persons from the guaranteed employment program, making a
total of 450,000 placements in private employment.
2. Fifty thousand persons will become regular employees of

the Bureau of Child Care.

3. One hundred thousand persons will become regular employees

of the Work Administration (other than in the area of child

care).
4. Not all persons eligible to participate in the guaranteed employment program will participate for all of the eligible hours;
a participation rate of 90 percent seems reasonable.
Applying these reductions, the total man-years for the guaranteed
employment program are estimated at 1.1 million, resulting in a cost—
when multiplied by $2,400 per man-year-—of $2.6 billion.
WAGE SUPPLEMENT

The committee estimates that approximately 1 million family heads
are employed in jobs paying between $1.50 and $2 an hour. The maximum work bonus payable to any worker is 37 cents per hour (three-
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quarters of the 50-cent difference between $1.50 and $2.00), but since
these workers are distributed in jobs paying between $1.50 and $1.99
per hour, the committee estimates that the average work bonus will

be 22 cents per hour. It is also recognized that low wage workers
generally do not work a full work week for 52 weeks a year and the
committee has accordingly estimated the wage bonus on the assumption that these workers average 30 hours of work per week over the
entire year. Based on these assumptions, the cost of the wage supplement would amount to $300 million.
WORK BONUS

The cost of the work bonus has been calculated from Internal Revenue Service data, taking into account the amount of social security
taxes paid by persons entitled to claim a child as a dependent. This
data shows that persons with income under $3,000 wou'd be entitled
to payments of $269 million; those with incomes between $3,000 and
$5,000 would be entitled to $615 million; and those with incomes over
$50O0 would be entitled to $39 million, making a total cost of $0.9 billion. This total has been increased by $100 million to take account of
the additional earnings resulting from the new employment generated
by the committee's tax credit provision.
FOOD STAMP CASHOUT

The Department of Health, Education, and Welfare estimated the
costs of providing the cash equivalent of the food stamp bonus available to poor families at $1.8 billion, and the committee has accepted
that estimate. The estimate is based on the assumption that there are
3.3 million families receiving Aid to Families with Dependent Chil-

dren and another 1.2 million low-income families eligible for the

cashout under the committee bill. With an average food stamp bonus
of $400 per family, the total cost equals $1.8 billion.
CHILD CARE

The committee bill authorizes $800 million in appropriations earmarked for child care, but the committee estimates that $1.2 billion
worth .of child care will be provided under the bill. This is possible
because the Bureau of Child Care will receive the services of 150,000
persons whose salaries will be paid under the guaranteed employment
program. The services of these employees (at $2,400 per year each)
equal another $360 million.
Of the child care funds appropriated, an estimated $200 million will
be devoted to the development of additional child care facilities, with
the balance paying for direct care.for children.
The employees of the Work Administration will have only school-age
children (except for those who volunteer for employment even though

they are eligible under State AFDC programs). The committee bill
provides that they shall not be assigned to work stations outside their
home for the hours their children are out of school, unless care for
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their children is available during those hours. Thus after-school care
for the children of participants in the guaranteed employment program will be supplied either by a family member or by other participants who will be assigned the duty of supervising not only their own
children but also other children of participants who reside in the vicinity. Thus the costs of child care for these children can be borne entirely

out of salaries paid to participants in the guaranteed employment
program.
Child care for preschool-age children of participants in the guaranteed employment program can also be provided by other participants

who will be assigned the task of looking after these children while

their mothers are at work.
The 150,000 participants assigned to child care will also be available
to supervise the children of the 250,000 persons placed in jobs under
the committee's tax credit provision.
The funds appropriated for child care, in addition to being used to
develop child care facilities, will primarily be used to subsidize child
care for those working mothers who are eligible for the work bonus. In
general, these are women who are already working and absorbing the
entire costs of child care at the present time. No very accurate estimate
number of children involved is possible from available data, and the
following estimate is presented only to give an impression of the orders
of magnitude involved, and to show that the $600 million will make

a. significant contribution toward the pressing need for child care
assistance.

Approximately 5 million families are eligible for the work bonus,
of whom approximately 1 million are also in the wage supplement pro-

gram. Of these remaining 4 million families about two-thirds are

headed by men, leaving about 11/4 million families headed by women,
with an average of two children each. It can further be assumed that
at least a quarte.r of these families can make child care arrangements
at no cost through the use of relatives, et cetera. This leaves about 2
million children for whom subsidized child care must be provided.

On the average, then, this will provide about $300 worth of sub-

sidy per child, a significant contribution to meeting the costs which are

currently being absorbed completely by the working mothers. The
committee bill provides for the Bureau of Child Care to establish a
fee schedule for working mothers who wish to receive child care. The
schedule can be modified as the appropriation for child care is increased in future years.

SERVICES AND TRAINING

The committee bill does not assume any expansion above current law
expenditures for services and training.
ADMINISTRATION

While the estimate for administrative costs is $0.7 billion, the Work
Administration will also use 150,000 participants in the guaranteed
employment program to perform administrative tasks. Including the
value of the services of these employees, there will be $1.1 billion available for administrative costs. The committee estimates that because of
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the shifting population in the program and the need for making weekly
calculation of the amounts due, administrative costs will equal 12 percent of benefit payments, that is, $0.5 billion. In addition, $0.2 billion
is the expected Federal share of the costs of administering State welfare programs.
The Work Administration will have additional administrative tasks
besides the payment of benefits. The Work Administration must develop work programs, provide supervision for its employees, develop
job opportunities and make transportation arrangements; $0.4 billion
is estimated for these administrative tasks.

Five-Year Cost Projections
The cost of the program for families is estimated at $11.3 billion
in calendar year 1974, the first full year of the new guaranteed employ-

ment program. The overall costs of the program are expected to increase gradually over the following 3 years. The projections are made
on the assumption that there will be only a moderate increase in wage
and price levels and no further increase in the minimum wage. The
expected costs for the different components of the program are shown
in the following table:
TABLE 3.—PROJECTED COST ESTIMATES OF PROGRAMS FOR
FAM I LI ES

(In billions of dollars]

Welfare payments
Government employment
Wage supplement
Work bonus
Food stamp cashout
Child care
Services, training
Administration
Total
Present law

Net increase

1973

1974

1975

1976

1977

$5.2

$3.7
2.6

$3.7
2.6

$3.7
2.5

$3.8
2.4

.3

.3
1.1

.3
1.1

.2
1.1

1.8
1.0
.4

1.6
1.4
.5
.8

.2
.7

1.0
1.8
.8
.4
.7

.7

1.7
1.2
.5
.8

8.9
6.4

11.3
7.0

11.6
7.3

11.8
7.7

11.8
8.2

2.5

4.3

4.3

4.1

3.6

1.0
.8
.4
.6

Welfare paymient8.—The amount of the block grant to States is adjusted only for growth in population. The 1973 figure is the amount of
the Federal block grant for that year.
Guaranteed em.ployment.—According to the Department of Health,

Education, and Welfare's projections of families eligible for the

AFDC program, there would be an increase of approximately 100,000
poor mothers with children under 6 in each of the 3 years following
1974. This increase in the basic population participating in the guar-

anteed employment program would be offset by the following fac-
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tors: (1) there would be few further volunteers from low-paid jobs as
the movement out of these jobs would occur primarily in the first year;

and (2) the tax credit provisions are estimated to result in an additional 250,000 placements each year. However, a substantial increase
can be expected in the number of mothers with children under 6 who
will wish to participate in the program because of the increase in in-

come which will result for them. Total participation should decline by
1976 as the additional placements exceed the number of new volunteers.
Wage eupplenient.—The 250,000 additional placements in private
industry resulting from the tax credit will produce an increase in the
wage supplement in the first year, but this increase is not projected to
continue in succeeding years because rising wage levels will both reduce the amount of subsidy payable per placement and will result in a
growing percentage of placements in jobs paying more than the minimum wage. These factors are expected to result in a gradual decline
in the wage supplement after 1974.
Work bonu8.—The cost of the work bonus will be increased by the

additional placements in private industry that are anticipated, but
this increase will be partially offset at first and totally offset in later
years by the general trend of rising wage levels.
Food stamp cashout.—Generally increasing wage levels will operate
to decrease the cost of this item as time goes on.
Child care.—Child care costs are projected to increase significantly

for two major reasons: (1) an increasing percentage of the participants in the guaranteed employment program will be mothers with
children under 6, with a resulting increase in the unit cost of child
care; and (2) an increasing number of persons in the wage supplement and work bonus portions of the program will be receiving child
care.

Services, training, and adminitration.—A modest increase in these
items is based on expected increases in wage levels and the general

price level.

BACKGROUND MATERIAL
The following material prepared by Mr. Robert Myers and by the
Department of Health, Education, and 'Welfare is included in the
report to show the detailed background related to the cost estimates.
The differences between the two are summarized in table 3 below.
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TABLE 4.—COMPARISON OF 1974 COST ESTIMATES RELATED
TO PROGRAMS FOR FAMILIES
[In billions of dollars]
House bill

Committee bill

Original

Government employment
Wage supplement
Children's allowance
10-percent work bonus1
Welfare payments
Cost of cashing out food
stamps
Child care: Additional
Included in Government employment
Public service jobs
Services, training
Administration: Additional
Included in Government employment
Total
Present law

Net increased cost..

Original

HEW

Myers

estimate

estimate

HEW

estimate

Myers
estimate

5.7

2.6

1.7
.5
1.1

.3

1.2

5.1

7.1

3.2

3.7

1.5
.8

1.5
.8

1.8
1.5

1.8
.8

.8
.6

.8
.6

.8

.4

.7

.7

1.7

.7

(.4)

(.4)
9.5
7.0

11.5
7.0

18.0
7.0

11.5
7.0

2.5

4.5

11.0

4.6

'The HEW and Myers estimates were both based on an earlier description of the
work bonus program, which was subsequently modified somewhat.
1.

Original Material Prepared by the Department of Health, Education, and Welfare Concerning the Cost of the Committee
Bill
INTRODUCTION

The following estimates were prepared by the Department of

Health, Education, and Welfare and the Office of Management and
Budget. The gross Federal costs of the Senate Finance Committee's
alternative welfare proposal are based on the descriptions provided
in committee prints 12 and 14 (dated April 12 and April 19, respectively). In many areas, the details of the various programs are not
clearly described. In others, there are options suggested rather than
a specific elan. This required numerous assumptions in order to arrive
at cost estimates.
In all cases, these assumptions are made explicit and a conservative
approach was used wherever doubt existed.
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The gross total cost of the Senate Finance Committee proposal is
$17.9 billion—or $9.4 billion over the comparable estimates for H.R. 1.
The costs are done on a full-year basis for fiscal year 1974.
TABLE 5.—COST COMPARISON: FINANCE COMMITTEE PRO-

POSAL VERSUS H.R. 1
[Note: This proposal is compared to H.R. 1 on the basis of gross costs for all family
programs (including food stamps, which are cashed out by H.R. 1).]

[In billions of dollars]
Finance
Committee
proposal

Guaranteed employment
10 percent rebate
Children's allowance'
Wage subsidy
Residual AFDC

Subtotal
Food stamps
Child care (required

Subtotal
Total

1.1
.5

6.4

1.7

3.2

iá

and training
Administration
Impact on other programs
Services

5.7

12.2

to work only)

H.R. 1

1:5

6.4
2

5

—.1

.7
.4
.6
— .1

5.7

2.1

17.9

685

.8

1.7

1 Family programs (full year of working poor, no deduction for public jobs).
2 While no H.R. 1 recipients receive food stamps, this is the amount paid States
through the hold harmless provision as a result of State action to cash out food
stamps.
To make the costs comparable, the $800,000,000 in H. R. 1 was adjusted downwards to eliminate the costs for volunteers.
Gross Federal costs of administration are estimated as follows:
Billions
Residual welfare program
$0.7
Guaranteed employment
6
10 percent rebate
2
Wage subsidy/children's allowance
2
Total

1.7

The $800,000,000 for public service jobs is not included, since the Finance
proposal refers to funding of public service jobs and may contain a like provision;
since it is not included in benefit payments, the net addition to H.R. 1 costs would
be $500,000,000.

6 Hold harmless payments not related to the food stamp cash out are not in-

cluded; inclusion would add some $200,000,000 more to H.R. 1 costs. The finance
proposals will undoubtedly also include a State fiscal relief provision.
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I.

GUARANTEED EMPLOYMENT

The Senate Finance Committee proposal would provide guaranteed
public sector jobs for all employable recipients at 75% of the minimum

wage. It 'is estimated that 1.9 million people would be directly employed by the Federal Employment Corporation, including some
600,000 persons presently working at jobs paying less than the Corporation wage. Based on legislation now before the Congress, a conservative estimate of the minimum wage for fiscal year 1974 is $2.00 per
hour, with the Corporation wage set at $1.50 per hour.
A. Estimated employees of the Federal Employment Corporation:

(1) Estimated AFDC families in fiscal year 1974
(million)
(2) 40 percent estimated employable by Finance
Committee definitions (million)
(3) Less direct placements in private employment
(million)
(4) Plus unemployed male heads who volunteer
(million)

133
1.3

—0.2

+0.2

(5) Unemployed persons in guaranteed employment (million)
(6) Number of "volunteers" from low-paying jobs
(million)

206

Total number of corporation employees
(million)

1.9

B. Estimated costs:
1.9 million employees X $3,000 salary 3(billion)..

1.3

$5.7

1 The number of actual families on the AFDC rolls as of Jan. 1, 1972, was
2.900,000. This was projected forward at an 8 percent annual growth rate reaching an average for fiscal year 1974 of 3,300,000. The assumed growth rate is
roughly half the rate of increase actually experienced over the preceding 5 years.
2 Assumes roughly 1/4 of 2,300,000 workers presently earning less than $1.60
per hour will quit their low-paying jobs and work for the Corporation. The num-

ber of total workers now earning less than $1.50 per hour is derived from 4
separate Labor Department surveys conducted during 1970 and 1971 by the
Employment Standards Administration. The number joining the Corporation
might even be larger were it not for the 1-month loss of benefits stipulated in
the committee print for those who quit work without good cause.
8 $1.50 per hour times 2,000 hours equals $3,000.

II.

10 PERCENT SPECIAL cINCENTIVE PAYMENT1

The $1.1 billion estimate for the 10% special incentive payment
is based on a March 10 computer run done by the Treasury Department's Office of Tax Analysis. The raw estimate, based on the Treasury's computerized tax model, was $1,213 million. The results of the
model were adjusted marginally upward to include non-filing earners

and downward to reflect the model's inclusion of all dependents
[1

The

HEW and ayers estimates were both based on an earlier description of the work

bonus program, which was subsequently modified somewhat.J

78—178 O—72——.—-36
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(rather than ehilaren only). These results are consistent with the $1.1
billion estimate of the Senate Finance Committee.
III. CHILDREN'S ALLOWANCE

Under the Senate Finance Committee proposal, a children's allowance would be payable to all low-income families working substantially

full-time. The full allowance would be set at $25 per month for the
fifth family member, $15 for the sixth, and $10 for each additional
family member. This allowance would only be payable for family mem-

bers born before July 1, 1973 and would be scaled down at a rate
of $1 in allowance for every $2 of earnings above annual earnings
of $3,600.

Therefore, the estimate begins with an assumption that only families with income of $3,000 or over would meet the work test and be
eligible for benefits. These benefits would then be a function of income
and family size. Census Current Population Reports for 1970 (Series
P—60, #80, Table 19) array income by family size and form the basis
for the total costs. Summary results are displayed below.

Type of families

Number of
families
(thousands)

Total
benefits
(millions)

600
300

$205
107

450

204

1,350

516

Working male-headed family
Working female-headed family
Former AFDC families in guaranteed
employment
Total
IV. WAGE SUBSIDY

Under the Senate Finance Committee proposal, family heads employed at less than the minimum wage would be given a wage subsidy.
These workers, earning at least $1.50 per hour, would receive a wage
supplement equal to three-fourths of the difference between their pay
and the minimum wage.

Estimates of the cost of this wage subsidy plan assume that the
number of heads of families eligible for H.R. 1 and their pattern of
work experience are approximately the same as family heads eligible
for the wage subsidy. These estimates, derived from the HEW model
used in computing H.R.. 1 costs, are based on Census Bureau Current
Population Survey reports.
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Billions

Total hours of work by eligible participants (2,400,000

3.4

workers)

Total earnings if paid at $2 per hour
Actual estimated earnings, from H.R. 1 computer run

$6.7
3.8

29

Difference

Subsidy (75 percent of difference)
Less offset from persons who leave private jobs to go into
guaranteed employment

2.2
.5

1.7

Total wage subsidy cost
V. RESIDUAL AFDC

The Senate Finance Committee plan would retain the present AFDC
program (with some possible modifications) for low-income, femaleheaded families with no employable members. These would be families
in which the father is dead, absent or incapacitated, and in which there
would be at least one pre-school age child.

The cost of such a residual program was estimated by an HEW

computer model using the same techniques as the one used to derive
H.R. 1 costs, but containing State caseloads and payment formulas.
The (osts were estimated to be $3.2 billion. As an independent check,
the following calculations were made—yielding the same total cost.
In the residual AFDC program, the Federal Government would pay
100% of the amount necessary to bring the family's countable income
upto a minimum level—depending on family size.
If the families had no income and their distribution by family size
was the same as it is for all AFDC families the average Federal payment would be $2,064 per family (see table below).
distribution

Minimum
payment

4 or more

30
25
45

$1,600
2,000
2,400

Total

100

2,064

Percent

Number of family members:
2
3

1 Average.

However, about 40% of AFDO families have some income other
than assistance. Assuming their eoimtable income averages about

$750, the overall average Federal benefit would be $1,800.

The number of AFDC families in the residual program in 1974

would be as follows:
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Millions

Gross AFDC
Less employables

3. 3
—1. 3
—. 3

Less estimated reduction due to stringent eligibility criteria

Total eligible for residual program
1. 8
Estimated number of families eligible for Federal matching
1. 8
Times estimated average Federal matching for case
$1, 800
Estimated Federal cost of residual AFDC
billion
$3. 2
1 To be conservative in our figures, a 10-percent reduction in unemployable
AFDC recipients is assumed to result from eligibility limitations being planned
by the Senate Finance Committee.

VI.

FOOD STAMP CASHOUT

Families eligible to participate in the employment programs of the
Senate Finance Committee plan would lose their eligibility for food
stamps. H.R. 1 has a similar provision. As in H.R. 1, the Senate Finance Oommittee proposal would assure States that the Federal Government would pay the full costs of State supplements to recipients
necessary to make up for their loss of entitlement to food stamps.
(1) Eligible families:
Millions

33

AFDC'
Working poor 2

1. 2

Total

(2) Average food stamp bonus per family
(3) $400 times 4,500,000 families

45
$400
$1,800,000

See No. I above for derivation of this projection.
2 From HEW model used to estimate H.R. 1 costs and caseload (table 10).

This actually understates the current average bonus which is about $40 per
family per month.

If the committee plan is modified to prohibit families who participate in the
wage subsidy program from further receipt of food stamps without compensating them, the costs could be reduced by $500,000,000—the full amount of the
benefits lost to the family ($400 times $1,200,000 equals $480,000,000).

Under the Finance Committee alternative, the Federal Employment

Corporation would have to provide child care for the children of
AFDC mothers deemed employable.
(1) Estimate number of families requiring care:
40 percent of 3,300,000 AFDC families are considered
"employable" (millions)

1. 3

Less 30 percent who have no children under 12 years of
age (million)

—.4

Total families requiring child care (million)
(2) Multiply by the average number of children per family.
(3) Total children requiring child care (millions)

2. 3
2. 1

.

(4) Multiply by annual cost of child care for school age
children

(5) Equals total potential child care costs (billions)
(6) Less possible offset
Estimated cost of child care (billions)

9

1 $800

$1. 7
2

—. 2

$1. 5

The $800 per child-year for part-time care (full time during the summer when
school is out) is the figure used for H.R. 1 for a level of care superior to custodial,
but not fully comprehensive.

2 This 12-percent redtiction reflects the possibility of (a) employing AFDC

mothers as child care staff or (b) providing more custodial care. No training costs
are added for training AFDC mothers as child care workers.
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VIII.

SERVICES AND TRAINING

Because of the severe financial penalties to a Federal Employment
Corporation employee who chooses training (33½ percent reduction of
his $1.50/hour wage), it is assumed that total training costs will be no
more than $200 million.
TRAINING $0.2 BILLION

The open-ended employability services and family planning, exclusive of child care, are estimated to cost $300 per family for the 1.3
million employable family heads and the 600,000 "volunteers" who
come into the corporation.
SERVICFS $ 0.6 BILLION

Note.—Any services offered to non-Corporation employables, such
as the direct private market placements or the wage subsidy people
(to keep them from coming into the Corporation at greatly increased
costs), would constitute added costs.
IX. ADMINISTRATION

Under the Finance Committee alternative, the Federal Government
would assume the full administrative cost of five separate programs,
four of which would be federally administered, one of which would
be State-administered.
Billions
Federal programs: 1
*Administrative cost of Guaranteed Employment pro. 6
gram '
2
Administrative cost of wage subsidy
2
*Children's allowance and tax rebate programs
-

-

1. 0

Total

*10 percent of benefit payments.
1 To retain the conservative bias, this includes only the administrative costs of
the distribution function of the wages without the costs of supervision, placement,
training, etc.

Total administrative costs under current law for all federally assisted programs in fiscal year 1974 is estimated to be $1.4 billion. Of
this, the Federal share is 50 percent or $700 million. Under the Finance
Committee's alternative, the States would, in order to preserve their
option for State administration without fiscal penalty in comparison
to choosing Federal administration, be reimbursed for the full costs of
administration.
Billions
State programs:
Federal
State

$1. 0

Total

1.7

.7

X. IMPACT ON OTHER PROGRAMS

The plan would reduce Federal costs for Cuban refugees and Indians by a total of over $100 million.
Offset: —$0.1 billion.

2. Memorandum on Cost Estimates Prepared for the
Committee on Finance by Robert J. Myers
June 8, 172.
Memorandum to: The Honorable Russell B. Long, Chairman, Committee on Finance.
From: Robert J. Myers, Actuarial Consultant.
Subject: Actuarial Cost Analysis of Workf are Program Proposal.
This memorandum will present my analysis of the Workfare Pro-

gram proposal. This analysis casts considerable light on the cost
aspects of the proposal, especially as my results differ from the cost
estimates therefor made by the Department of Health, Education, and
Welfare.
As part of this study, I shall discuss what I believe to be the weaknesses and deficiencies in the Department of HEW's cost estimates for
the Family Assistance Plan (FAP), as contained in H.R. 1, and for the
Workf are Program. One problem in considering the Department's cost
estimates is that they are changed so frequently without explanation
of why the differences have occurred; however, the methodology is
generally the same.
A. DEPARTMENT OF HEW COST-ESTIMATING METHODOLOGY FOR FAP

HEW has used the procedure of analyzing what results that FAP

would have if it had applied individually to each case in a small sample
derived by the interview process several years ago. Several difficulties
are involved in this process—and, quite admittedly, there are also difficulties involved in any procedure for making cost estimates for a new
and complex program.

Further, there is a question as to the adequacy and validity of the
sample. Is it properly representative of the lowest-income population
for whom FAP is designed? Who will be the group for whom most
costs will be due? How well is income reported in the survey (it is mentioned that the survey is deficient as to the amount of welfare payments reported, but no details are given as to just how much)? How
much less well will income be reported once FAP is enacted when there
is a financial incentive not th report?
Another very important criticism of the HEW cost estimates is that
they make no allovance for persons adjusting their economic conditions to the provisions of the plan. This is bound to occur in any program like FAP that provides benefits on a "rights" basis under a mathematically-determinable basis. This is evidenced by the manner in
which social security beneficiaries adjust their earnings to fit in with
the retirement test (and changes therein). Another evidence of this
was the significant increase in hospitalization of the aged after medicare went into effect as compared with the immediately precedin
experience; the actuarial cost estimates that were made initially ha
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included some allowance for this fact, but not for nearly as much as
actually occurred.
There will certainly be great pressure under FAP—and with resultant effect—for eligibles to get rid of income that cause a "$1 for $1"
reduction and to not report both such income and also earned income
in excess of the $720 annual exempt amount. This factor should be
recognized in the cost estimates.

Also, the use of electronic data processing methods—despite their
great attractiveness and utility in certain operations, such as mass
recordkeeping and tabulation of crude statistics—can quite possibly
introduce errors and bias that will be undetected when only the overall
results of the procedures are visible (because of possible program-

ming errors and because of gaps of misunderstanding between the
estimators and the FAP technicians). Even though completely precise and accurate arithmetical calculations can be made for each case
separately, and a completely accurate summation of these results obtained, there is no assurance that such summation will be an accurate
portrayal of costs. This is so because such individual-case calculations
might not be accurate portrayals of the situation which would result

after the program became effective. Thus, each of the basic bits of
data are in themselves imprecise, since the static conditions to which
they apply would be so vastly changed by what would actually happen
when the program goes into operation.
The fact that the social security earnings-record system would be
used to police FAP, at least insofar as earnings are concerned, is not
of great significance in reducing costs. Much of the earnings of the
FAP potential eligibles is not covered or is significantly under-reported
(or unreported) because of poor coverage compliance in the areas of
domestic, casual, small business, and agricultural work.
Still another important point is with regard to the adjustment made
by HEW to allow for non-claiming of FAP benefits. It is likely that
there will be some of this, particularly when only small residual benefits are involved, but I doubt greatly whether there will be anywhere

near as much as HEW assumes in its report of February 1971, to

the House Committee on Ways and Means, "Welfare Reform—Costs
and Caseloads" (90 percent where annual benefits are $200 or less,

decreasing to 5 percent where benefits are over $1,000). If FAP is
administered on the basis that I believe likely, great publicity will be
made, and beneficiaries will be sought after, so that there will be little
non-claiming (as is in income-tax refunds and Social Security benefits). The argument that there is much non-claiming in the New York
plan for the working poor is not relevant, since that plan is poorly
publicized and also since its payments carry a stigma. It is not at all
clear whether or not this non-claiming factor is included in the FAP
cost estimates contained in the House Report on H.R. 1 or in subsequent estimates for FAP furnished to the Committee on Finance.
The HEW projections of the cost of FAP curiously show a decreasing trend to recipients and costs as years go by. In fact, this appears to
be due to the assumption that FAP benefit amounts will remain static
(despite dynamic economic conditions), that there will be significant
incentives to leave the welfare rolls for paid employment, and that the
working-poor population will decline in size under the dynamic economic assumptions used. With the 662/3 percent "tax" on earnings
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above

the exempt amount, such incentives would seem to be con-

siderably dampened and thus ineffective.

In summary, I believe that the HEW estimates for FAP are

significant under-statements of cost, despite the assertions that they

are "conservative." On the very surface, it. is just not reasonable
that such an expansion of the number of welfare recipients will result
in so little an increase in cost.
B. COST ESTIMATES FOR H.R. 1

The latest of many changing cost estimates made by HEW shows a
total Federal cost for programs for families with children and for the
residual food stamp program under H.R. 1 as passed by the House of
Representatives of $8.5 billion for fiscal year 1974. This amount appears to be subdivided as follows:
Paymentstofamilies(FAP)
Food stamps, payments in lieu thereof

Childcare
Services and training
Administration
Gross total cost
Impact on other programs (Cuban refugees and Indians)
Net total cost

-

Bilkons

$5.8
1. 0

.5
.

6

8. 6
—. 1

8. 5

It should be noted that the above cost figures for programs for
families with children represent the gross cost of these particular portionS of the program. They thus do not show the net costs after allowance has been made for the elimination of existing programs (such as
AFDC). The same method of presentation of estimated costs is followed in dealing subsequently with the Workf are program.
Not included in these cost figures are the costs for two other items
in H.R. 1 that should properly be included in order to be comparable
with the cOsts later presented for the Workfare program. There is an
additional $300 million for child care representing the cost for the
services of women with children under age 6 who volunteer to do such
work, and there is an additional $500 million as the net cost of public
service jobs over the public assistance costs otherwise payable to persons in such jobs (which provision is not in the Workf are program).
The resulting net total cost of $8.4 billion for programs for families
with children (i.e., not considering the $1.0 billion remaining cost for
food stamps or the $.1 billion savings for other programs) according to
the adjusted HEW estimate is, in my opinion, too low as a measure of
the ongoing permanent-program costs for a number of reasons. First,
it includes only a half year of FAP costs for payments to families in
which both parents are present and neither is incapacitated and the
father is employed; adjustment for this factor would add $.3 billion.
Second2 the portion of the "hold harmless" provision cost due to AFDC

is not included; adjustment for this factor would add $.5 billion.
Finally, the basic cost for the FAP program is under-estimated be-

cause of not recognizing the strong incentives to go onto, and remain
on, the program (or conversely not to go off the program because of the
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little incentive to earn more); adjustment for this factor would add
$1.2 billion.

Thus, according to my views, the net total cost of programs for

families with children under H.R. 1 for fiscal year 1974 would be $10.4
billion (as compared with the adjusted HEW estimate of $8.4 billion).
C. COST ESTIMATES FOR WORKFARE PROGRAM

The HEW estimate for the Workfare program for fiscal year 1974,
assuming that it would be fully effective throughout this entire year,
including the cost for the residual food stamp program and the savings
due to the impact on other programs, but exclusive of the Federal cost
for the residual AFDC program (which provision was changed after
HEW made its cost estimates) is $14.2 billion, subdivided as follows:
Billions

Guaranteed job opportunity
Low-wage supplement
Work bonus of 10 percent
Food stamps
Child care
Services and training
Administration

$5. 7

Gross total cost
Impact on other programs

14. 3

Nettotalcost

1. 7
1 1. 1

1.8
1.5

.8
1. 7
—. 1

14.2

p The HEW and Myers estimates were both based on an earlier description of
the work bonus program, which was subsequently modified somewhat.]

To the above cost there should be added $3.7 billion, representing
the cost of the Federal funding of the residual AFDC program (as esti-

mated in the committee print "Fiscal Relief for States—Explanation of committee decisions," June 5, 1972). This makes a total cost
for the Workfare program, according to the HEW estimates, of $17.9

billion for fiscal year 1974.

In my opinion, the foregoing cost estimate made by HEW is significantly overstated. In large part, this is because of the failure to recognize the work incentives involved in the program and the built-in elements encouraging the full reporting of earnings and because of misunderstanding the full details and implications of .the total Workfare
proposal.
It should be noted that the HEW estimate for tile Workfare program
is based on the presumption that the Federal minimum wage will be
$2.00 per hour in fiscal year 1974. 1 will use this basis in my analysis
of how the HEW estimate should be modified and adiusted to produce
a more realistic estimate. However, the HEW estimate does not adequately reflect the effects of other changing economic conditions.
1. Guaranteed Job Opportunity
The HEW estimate for the Guaranteed Job Opportunity portion of
the Workfare program assumes that the estimated families who would
be on AFDC in fiscal year 1974 if that program were left unchanged
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would be 3.3 million and that 40 percent of them, or 1.3 million, would

be "employable" under the definition of the committee. To this 1.3
million would be added, according to the HEW estimate, .2 million
unemployed male heads who choose to take employment with the Work
Administration (WA), and there would be subtracted .2 million persons who would be direct employment placements in private industry.
Finally, the HEW estimate assumes that 600,000 persons will leave
low-paying private jobs (at less than $1.50 per hour in fiscal year
1974) to obtain the guaranteed employment with the WA.
This estimate, based on 1970 survey data (without apparent adjustment even for increasing wage levels, let alone for the fact that many
of these low-earnings jobs are such. because of being part-time, for
convenience, etc.), is really an arbitrary assumption, and it seems

unusually overstated and, at most, should be assumed at only a nominal
figure, such as only about 100,000.

In summary then, the HEW estimate for the Guaranteed Job Opportunity provisions is- that 1.9 million persons will, on the average, be
employed by the WA in fiscal year 1974 (1.3 million from AFDC, plus

.2 million unemployed male heads, minus .2 million direct employment
placements in private industry, plus .6 million who leave private jobs).
Furthermore, HEW assumes that all persons employed by the WA.
will work for 40 hours a week and will be paid $3,000 per year (i.e., 50
weeks of 40 hours per week at $1.50 per hour). First, it is obvious that
not all will choose to work a full 40 hours. Second, the committee,
intention is to have the annual pay rate not exceed $2,400, so that, with
the $1.50 hourly rate of pay, only 32 hours of work would be possible
(even so, not all would choose to work this long). Accordingly, I would
estimate the comparable cost of the Guaranteed Job Opportunity Program at $3.0 billion for fiscal year 1974, before taking into account the
effect of the provisions for income tax credits to employers ho hire
employees from the WA for at least two years and the effect of the per-

sons who would otherwise work for the WA but who move out into
regular work in the administration of the Workf are program (an
assumed 100,000 persons) and in the child care portion of the program
(an assumed 50,000 persons).

This cost is based on 1.4 million employees at an annual salary

rate of $2,400, minus a 10-percent adjustment to allow for those not

working the maximum possible time of 32 hours: in essence, this means
1.25 million employees on a full-time, or man-year, basis.

The $2,400 figure used above is merely the prescribed maximum

annual wage rate, while the 1.4 million employees used is that derived
by HEW in its estimate (1.9 million) reduced by my lower assumption
as to the number of persons who will leave private jobs to go to the
WA. The adjustment factor of a 10-percent reduction to allow for those
not working a full 32-hour week is empirically derived, but seems reasonable (and, if anything, is probably not large enough).

After taking into account the removal from WA employment of
250,000 persons as a result of the income tax credits to employers

who hire WA employees for at least two years and the 150,000 persons

who would otherwise work for the WA but who move into regular
work for the WA in administration or child cafe, and the addition of
an assumed 250,000 "volunteers" from the residual AFDC program,
(who prefer the higher WA earnings to AFDC and who thus add to
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the WA costs, but do not reduce the Federal cost for the residual
AFDC program), the net number of WA employees, on a man-year

basis is estimated at 1.1 million. Accordingly, my estimate of the cost
of the Guaranteed Job Opportunity Program, after making all appropriate ad]ustments, is $2.6 billion for fiscal year 1974.
Low-wage Supplement
The low-wage supplement portion of the Workfare program applies
to family heads in jobs not covered by the Federal minimum wage law
who earn at least 75 percent of the minimum wage prescribed there-

.

under, but less than such minimum wage. This program would, in
my opinion, have the effect that any wages below such 75 percent

point would be raised thereto, so as to qualify for the low-wage supplement. The HEW estimate is based on 2.4 million workers falling into
this category, working on average of only 27 hours per week at only
$1.10 per hour. These data are inconsistent with the conditions estabhshed m the proposal, which are that benefits are paid only to those
with wages of at least $1.50 per hour, and no account is taken of rising
wage trends up to 1974. Thus, the average wage supplement used in
the HEW estimate amounts to about $.68 per hour (75 percent of the

excess of $2.00 over $1.10), whereas the most that it can be is $.38
(75 percent of the excess of $2.00 over $1.50), and the average will
probably be about $.20.
I believe that, under the low-wage supplement provisions, not more
than 1.0 million workers would be involved, on the average, over the

course of a year, with an average supplement of about $.22 per hour
for an average work week of about 30 hours. This yields a total annual
cost of $.3 billion for the low-wage supplement provisions. The figure
of 1.0 million eligible workers on the average is derived from Social
Security earnings data, taking into account the facts that the supplements are payable only to family heads who are employees (i.e., excluding the self-employed) and that some with very 1ow amounts due
will not apply for them; also, projection of the wage levels in the tabulated data was made to what they will likely be in fiscal year 1974.

The average supplement is assumed at $.22 per hour, since the
supplement can range from $.01 to $.38, and it will be somewhat
higher than the midpoint of $.19'/2, because there will be less hkeh-

hood of people applying for very low amounts. The assumption as to
an average work week of 30 hours seems reasonable for low-income
persons such as would benefit under these provisions and is consistent

with the corresponding HEW figures of 27 hours.
3. WorA Bonus
The cost estimate of $1.1 billion for fiscal year 1974 for the Work
Bonus of 10 percent for low-earnings workers that was made both by
the Committee on Finance and by the Office of Tax Analysis Treasury
Department,1 seems reasonable and was confirmed by independent
calculations that I made using projected social security earnings data

for past years. To this however, must be added $.1 billion to allow
for the estimated 250,000 workers who transfer from the WA to

private employment as a result of the provisions for income tax credits
to employers who hire WA employees for at least 2 years.
(1

The HEW and Myers estimates were both based on an earlier description of the work

bonus program, which was subsequently modified somewhat.)
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4. Food Stamps Provisions
As to the Food Stamp provisions of the Workfare program, HEW
estnnates a cost therefor of $1.8 billion for fiscal year 1974. As indicated previously, this is not entirely—but rather only partially—a new

cost, since $1.0 billion thereof relates to persons who would be receiving such benefits if present law were left unchanged, and the
remaining $.8 billion represents the payment of the equivalent of the
value of food stamps to persons not now receiving them, even though
in a category eligible.

I believe that, in the aggregate, the HEW estimate is reasonably
good. The number of eligible families seems somewhat too high (because of over-estimating the number of eligible working poor) but this
is counterbalanced by the average value of the food stamps for which
payments in lieu are made being assumed somewhat too low.
5. Child Care
As to the HEW cost estimates for the Child Care provisions under
Workf are, the total children requiring child care (children between
ages 6 and 12) is derived by multiplying the 900,000 families with any
children at these ages by an average of 2.3 children per family. The
latter factor is far 'too high because it should represent the average
number of children aged 6—il per family in families with such chil-

dren; the proper factor is probably about 1.8 children per family
based on my analysis of census and social security data. Thus, my

estimate of the total potential child care costs is $1.4 billion for fiscal
year 1974 (based on the HEW estimate of 900,000 families requiring
child care, times the above-mentioned 1.8 children per family, times
the HEW estimate of $800 as the annual cost of child care per child).

But there should be an offset against this total potential cost to

allow for employing persons under the Guaranteed Job Opportunity
Program to run a substantial part of the Child Care program. The
HEW estimate allows only 12 percent for this factor. I believe that an
allowance of as much as 40 percent is actually reasonable (which includes $150 million representing the wages for the estimated 50,000
persons moved from WA employment to regular employment in this
program, but which does not include the sizable number of persons

who would work in this program but who would remain as WA
employees).

6. Services and Training
The HEW cost estimate for services and training for the Workf are
program for fiscal year 1974 is $.8 billion ($.2 billion for training
and $.6 billion for services), as against only $.6 billion for H.R. 1
($.5 billion for training and $.l billion for services).
In my opinion, since the emphasis is on work and on training while
working, the cost for training will probaibly be only about $.l billion.
The HEW estimated cost for services seems too high, both in relation
to the similar cost under H.R. 1 and in absolute terms. Thus, the unit
cost of $300 per year per family seems overstated, and then this is
applied to 1.9 million families. (As mentioned earlier, I 'believe that
the best estimate of the net number of full-time workers under the
Guaranteed Job Opportunity Program is 1.1 million, not 1.9 million.)
Accordingly, I estimate the cost for training for fiscal year 1974 is
about $.3 billion.
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Administration
As to administrative costs, the HEW estimate assumes such costs to
be 10 percent of the payments under the Guaranteed Job Opportunity,
Low-wage Supplement, and Work Bonus Programs. Considering the
complex nature of these programs and the flow of people in and out
of them a 'higher administrative expense ratio, such as 12 percent,
seems more reasona'ble. Applying this latter ratio to my estimates for
each of these programs yields a figure of $.4 billion (as compared with
HEW's figure of $1.0 billion) for fiscal year 1974. This figure allows
for a substantial part of the administrative work being performed by
WA employees, the cost for whom is included in the cost of the Guaranteed Job Opportunity Program.
Further, as to administrative expenses, such costs will be increased
as a result of the Federal Government paying the full State administrative expenses for any supplemental payments. HEW estimates
this element for fiscal year 1974 to be half of the $1.4 billion administrative expenses for the present federally-assisted programs (or
$.7 billion), since the States would pay such amounts under present
law. Tlis seems entirely too much since it represents administrative
expenses for the adult categories and for medicaid, in addition to those
for the AFDC category. The proper amount for these administrative
expenses of the residual AFDC would be about $.2 billion for fiscal
7.

year 1974, according to my estimate.

8. Taz Credits for Employers
The Joint Committee on Internal Revenue Taxation has estimated
that the previously-mentioned income-tax credits for employers who
hire WA employees will 'have an annual cost of $200 million (which
at $800 per person means 250,000 jobs).
9. Sum.mary

In summary, the estimated cost for the Workfare program, as I

have modified and corrected the HEW estimates, may be summarized

as follows for fiscal year 1974, assuming that the program is fully
effective throughout the entire year:

Billion

Guaranteed job opportunity
Low-wage supplement
Work bonus of 10 percent
Residual AFDC
Food stamps cash-out
Child care

Services and training
Tax credits for employers
Administrative expenses
Gross total cost

$2.6
.3
11.2

3.7
1.8
.8
.4
.2
.7

11.7

(1 The HEW and'Myers estimates were both based on an earlier description of the
work bonus program, which was subsequently modified somewhat.]

In summary, my analysis of the gross costs of the program for
families with children under H.R. 1 and under the Workfare program for fiscal year 1974 (assuming that the program will be fully
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effective throughout the entire year) may be presented as follows (in
billions)
Program

HEW estimate

My estimate

H.R. 1

$8.4

$10.4

Workfare

17.8

11.7

9.4

1.3

.

Increa se of workfare over H.R. 1.

As to net costs under H.R. 1, and under the committee proposals
as they relate to programs for families with children and to the food

stamp program as it applies to such families for fiscal year 1974
(assuming that the program will be fully effective throughout the
entire year), there are the fdllowing data according to my estimates.
[In billions]

Gross cost

Less food stamp cost'
Less impact on other programs 2
Less cost of present AFDC
Less present employer tax credits

Net cost

H.R. 1

Workfare

$10.4

$11.7

—1.1
—.1
—5.7

—1.1
—.1

—5.7
—.1

3.5

4.7

'Cost of present food stamp program for families with children only.
2 Reduction in cost for programs for Cuban refugees and Indians.
'Includes payments to recipients, child-care costs, training costs, and administrative expenses.
H.R. 1 would not e!iminate these provisions; the committee proposal would
substitute a new basis.
3.

Material Prepared by Department of Health, Education, and
Welfare in Response to Myers Memorandum
A. INTRoDucTIoN

On June 12, 1972, the Senate Finance Committee issued a committee
print entitled, "Staff Data on H.IR. 1: Analysis of Cost of Committee
Bill." In addition to summary cost data on Social Security cash benefits, medicare, medicaid and aid for the aged, blind, and disabled,
the print contains extensive material on different estimates of cost for
the family programs in H.R. 1 and the Finance Committee's AFDC
and workf are alternative.
The Department recognizes that when new programs are presented,
there will be reasonable differences among various estimates of pro-

gram cost and impact. However, the Department believes that the
material on the family programs in the committee print is presented
in a manner which distorts and overstates the actual differences in the
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estimates.

Further, it believes that the Administration's cost estimates

of both its own welfare reform proposals and of the committee's
ajternative are reasonable and conservative. It believes these estimates

to be more realistic than those prepared by the committee's consultant, Mr. Robert QJ. Myers who is a former chief actuary of the
Social Security Administration.
According to Mr. Myers, the Administration's estimates of the costs
of H.R. 1 family programs is too low; the Administration estimate of
the cost of committee proposals is said to be too high. The basis for
the Department's reiteration of support for the Administration estimates is discussed below.
B. H.R. 1 FAMiLY PROGRAMS

In his memo to Chairman Long, Mr. Myers states that the Department estimates the gross costs of the family programs in H.R. 1 to be
$8.4 billion. His own estimate is put at $10.4 billion, a difference of $2.0
billion. Actually, as reflected on page 48 of the June 12 print, the HEW
estimate was $8.5 billion. Committee decisions subsequent to April 26,

the date of the Administration cost estimates, make it necessary to include several additional cost items to achieve accurate comparison of
the two proposals; in particular, we now include the public service job
component (omitted earlier since the Finance Committee staff had suggested the possibility of a similar plan) and the full child care allotment (since the Finance Committee has now set an authorization limit
for child care). The H.R. 1 costs, on a fiscal year 1974 base adjusted

for a full year of all programs, is as follows:

H.R. 1 (fiscal year 1974 Base)
Dollars
In

billions
A. Payments to families:
Al: Fiscal year 1974 with one-half yearof working poor. $6.1
6.4
A2: Adjusted for full year of working poor
—.4
A3: Full year off-set for public service jobs
6.0
A4: Fullyearnetpayments

B. Hold harmless payments attributable to family program '
C. Public service jobs
D. Child care
E. Services and training
F. Administration
G. Impact on other programs
Total

.6

.8
.8
.6
.7
—.1

9.4

1 Of a total "hold harmless" payment estimated to be $1.3 billion in fiscal year
1974, the Federal amount attributable to refinancing the $2,400 base in the family

program, assuming States increase their supplement by an amount equal to the
cash bonus value of food stamps, is $.6 billion. (The remaining .7 is due to adult

category changes.)

This $9.4 billion estimate corresponds to suggestions by Mr. Myers
on page 20 of the June 12 print. Mr. Myers is mistaken in his assertion
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that our original $6.4 billion estimate for family benefits did not include a full year of the working poor. His suggestion to add $1.2 hi!lion to H.R. 1 costs without detail on the vague grounds "of not recognizing .
incentives to go onto and remain on . . the program"
must be totally rejected; in order to maintain our conservative bias, the
Administration estimates assumed 100 percent of eligibles come onto
the program and showed- no reduction due to the work provisions of
H.R. 1.
Before discussing the difference in estimates of the Senate Finance
.

.

.

Committee plan, it is perhaps well to respond to some of Mr. Myers
criticisms of the reliability of Administration cost estimating procedures. Folipwing are the basic points:
1. Adequacy and validity of the sample on which the estimates are
based.—The sample is the 50,000 household Current Population Survey (CPS) which is conducted monthly by the United States Bureau
of the Census. The particular survey used by the Administration for
-

its current estimates was conducted in March 1971, and reports income
for 1970. The CPS is widely used by both government and private
agencies and is a respected analytic and research tool.

2. Reliance on electronic data processing equipment.—The use of
electronic computer to assist in the manipulation of large amounts
of data is, of course, a well established and accepted analytic technique.

The Social Security Administration, which prepares the basic estimates, employs an extensive review procedure to assure that instructions to the computer are logical and appropriate and are translated
into the correct computer language.

3. Co'nstantly changing cost estimates.—The Administration has
published two different estimates of the costs of H.R. 1. The first was
prepared in May 1971, when the House of Representatives was considering the -bill. The second was prepared at the Finance Committee's

request in February 1972. The latter estimate relies on more current data from the Bureau of Census, more recent projections of cur-

rent welfare program costs from the States, and incorporated the

later effective dates requested by the President.
4. The projected costs of family payments decline in future years.—

It is a matter of simple arithmetic that, if benefit levels remain constant and the income of the working poor continues to increase as
it has in the past, this increase will more than offset any popula-

tion increases. Smaller and smaller payments would be made to recipients until eventually there would be no payments at all. H.R. 1 estimates asstime normal economic and population growth and therefore
reflect this fact.
Despite his criticisms in these and other areas, Mr. Myers apparently

accepts the basic Administration estimating methodology since he
bases his revisions in the estimates solely on the assumption that
potential recipients will alter their present behavior in a way which
will increase costs.
C. FINANCE COMMITTEE FAMILY PROGRAM ALTERNATIVE

Mr. Myers presents the Administration cost estimates, which were
published on April 26 on the basis of a Finance Committee print, as
though they would not be revised on the basis of subsequent committee
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actions. This produces a difference in estimated costs of $75 billion,

obviously an exaggeration of the true difference.
The following table is a more accurate protrayal of Administration
and Myers' estimates. Administration figures as presented here differ
from earlier ones only on the basis of committee decisions which have

revised or clarified the program as it was initially proposed in April.
For example, the children's allowance, suggested by the committee
staff, was not accepted by the committee itself and the costs are not
included below. A discussion of each item follows the table.
Myers
estimate

HEW

estimate

Government employment
Wage supplement
10 percent work bonus2
Welfare payments
Cost of cashing out food stamps
Child care
Services, training
Administration
Federal programs
State programs
Impact on other programs

Total'

$4.1
1.9

$2.6
.3
1.2

1.1

3.7
1.8
.8

3.7
1.8
.8
.4
.7

.7
1.3

(.7)
(.6)

(.4
(.2

—.1

15.3

Difference: HEW-Myers

11.5

3.8

1 The fiscal relief provisions and the $20 and $50 disregards have not been spelled

out clearly enough to determine how much additional Federal cost would result.
[2 The HEW and Myers estimates were both based on an earlier description of
the work bonus program, which was subsequently modified somewhat.]

D. GOVERNMENT EMPLOYMENT

Administration figures originally assumed that 1.9 million persons
including 600,000 family heads who would quit other jobs, would participate in the employment corporation at an annual cost of $3,000 a

year. The committee has since decided that, if the minimum wage
were to rise to $2.00 per hour as the Administration had assumed, the
employment corporation would offer only 32 hours at $1.50 per hour.
This would keep the maximum annual earnings at $2,400 or what it
would be now at year around work at 75% of the current minimum
wage. This change in maximum annual earnings alone would reduce
Administration cost estimates by $1.1 billion.
In addition, the lower annual income would undoubtedly produce
fewer persons who would quit to take the guaranteed jobs. We wou]d
now assume that only 400,000 such persons would volunteer, making
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the revised Administration cost estimates $4.1 billion. As has been previously detailed, the 600,000 was conservatively estimated; especially

in view of the total disregard by corporation of outside earnings, a
family head would make a poor economic decision if he did not quit
his private job to work for the corporation.
The Myers estimate of lower costs is predicated on the assumption

of (1) many more placements in non-corporation employment (he
apparently assumes no placements under ll.R. 1 and (2) far fewer
volunteers.

It is both the vice and the virtue of guaranteed employment pro-

grams that they must provide employment to all eligible persons who
seek it. The Administration believes it is unrealistic to assume that
only 100,000 family heads will find the government employment jobs
more desirable than their present private employment. This is especially so in the light of the committee decision that the employment
corporation will offer part-time work to those working full-time in private employment and continue to offer full-time work in the corporation to those working part-time in private employment. Because of this
part of the committee proposal, not only would some people quit their
present jobs but many others will seek part-time employment from the
corporation to supplement their regular earnings. Mr. Myers does not
explain why these poor families would not try to maximize their economic well-being.

The propensity to quit present jobs or to seek part-time employment would be greatly increased, if (as suggested in committee print
#27) the committee required the States to pay supplemental benefits to
families participating in the employment program.
E. WAGE SUPPLEMENT

It is around this aspect of the Finance Committee proposal, that the
Administration would most expect reasonable differences in estimates.

Analysis have found it difficult to estimate the cost of wage supplements or subsidies. An accurate estimate requires knowledge about the
number of family heads who work at jobs paying less than the minimum wage and the amount of hours they work at such jobs.

Because there is no known data source which provides such in-

formation, the Administration adopted a crude and conservative estimating technique. It assumes that the population of family heads who
have work experience and who would be eligible under H.R. 1 criteria
approximates the population which would be eligible for wage supplements. This is necessarily an under-estimate since H.R. 1 eligibility
is based on the earned and unearned income of all family members
whereas eligibility for wage supplement depends solely on wage rates.
There are many family heads who would be eligible for wage supplements as proposed by the committee but who would not be eligible
for assistance payments under H.R.. 1.
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The Administration estimates do not assume, as the Myers material indicates, that all 2.4 million family heads with work experience
would be eligible for wage supplements. The estimate is merely a
calculation of the amount necessary to raise the aggregate income of
these families by 75% of the difference of what they actually earned
and what they would have earned if their wage rate were at least $2.00
an hour. Since some family heads earn more than $2.00 per hour, the
actual wage subsidy (rather than the estimated) is likely to be a larger
amount to a smaller number of workers.
Administration estimates do not reflect the committee decision that
persons working for wages less than 75% of the minimum wage would
not be eligible for the wage supplement. As Mr. Myers points out, it is
unlikely, under such rules, that many, if any', family heads would hold
such jobs.
On the basis of social security earnings data, which contain no infor-

mation with respect to wage rate, hours worked, or family status,
Myers estimates that 1.0 million workers will be eligible for the supple-

ment. This seems very low when it is realized that there were nearly
two million families in 1970 where total family income (including
unearned public assistance, and earnings of all family members) was
less than what it would have been if the family head had earned $2.00
per hour for the hours he actually worked. Of these families, about 1.2
million of the family heads could not have earned more than $1.50
per hour. The estimate also seems small in the light of the at least 23
million workers in industries where hourly earnings averaged around
$2.00 per hour in 1970. (Any such average must include numbers of
persons at much lower rates.)
We continue to use this estimating methodology; adjusted for the
reduced estimate of persons leaving private jobs to enter corporation
work, we would raise the $1.7 billion to $1.9 billion.
F. WELFARE PAYMENTS

The initial Administration estimates of $3.2 billion were based on
the tentative and incomplete material contained in the April print.
The estimate of $3.7 billion, shown above in both the HEW and
Myers column was developed by committee staff on the basis of subsequent committee decisions. The estimate of Federal cost appears to be
reasonable.
G. Cost OF CASHINO OUT FOOD STAMPS

There is no disagreement on the cost at this provision, although
latest estimates of average food stamp bonus show a bonus closer to
$500 per person; this would increase the estimate of the committee
cashout provision from $1.8 billion to $2.3 billion.
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H. CHIu CARE

The committee has decided that there will be an $800 million authonzation for child care. This figure is shown for both the Myers
and HEW estimates.
The Department does not believe that $800 million could buy adequate child care for the 2.1 million children aged 6 through 11 whose
mothers would be ineligible for welfare, since this would be only
$380 per child per year. (Mr. Myers assumes that there will be slightly
fewer children although the departmental estimates are based on the

actual patterns in AFDC.)
I. SERVICES, TRAINING

Administration figures are revised downward by $100 million to reflect the reduced estimaite of volunteers for the employment corporation. However, the Department continues to believe that it is unrealistic
to assume that only minimal services and training costs would be necessary under the employment program recommended by the committee.
3. ADMINISTRATION

Earlier estimates of the cost of administration were based on: (1)
higher estimates of benefit payments, and (2) an assumption that the
States would administer the entire food stamp "cash out" program.
Departmental estimates shown above retain the assumption that the
Federal costs would be 10% of total benefit payments. These are:
Billion

Government employment
Wage supplements

Food stamp cash out for working poor and "employable"
welfare recipients
Total

$4.1
1.9
1.0
7.0

As we pointed out previously, we feel this underestimates the true
administrative costs, since we estimate a 10% cost for only the func-

tion of distribution of benefits (including establishing eligibility,

maintaining eligibility ifies, and paying the benefit) ; we do not include
costs of supervision, placement, training and other "service" costs in

the Corporation. Since the residual AFDC program would be about

60% of its former size, and fiscal year 1974 administrative costs under
AFDC are estimated at $1.0 billion, it is assumed that the cost of administration would be $600 million. We feel that this is a conservative
estimate, since reducing the benefit payments by 40% will undoubtedly
not reduce administrative costs by 40% due to a certain fixed cost of

administration. (Myers estimates a cost of $200 million or 4.4% of
benefit payments.)
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K. CONCLUSION

As a result of changes in the Finance Committee approach since
April 26, we can revise our estimate of the Finance Committee plan to
$15.3 billion (compared to Mr. Myers' estimate of $11.5 billion). The
comparable full-year cost of H.R. 1 is $9.4 billion, so that as of June 27,

before any additional changes by the committee, the Finance Cornmit,tec version would cost $5.9 billion more than Title IV of H.R. 1.

4. Comments of Robert J. Myers on Material Prepared by Department of Health, Education, and Welfare in Response to Myers
Memorandum
In summary, I am still convinced of the validity of my estimates
for the Family Assistance Plan contained in H.R. 1 as it passed the
House of Representatives and for the Workf are proposal of the
Senate Finance Committee. Equally, I continue to be convinced that
the original DHEW estimates for these two proposals were greatly
inconsistent, being biased upward as to the cost of Workfare relative
to FAP. The latest HEW estimates (in the June 27 memo) remove
some of this inconsistency, but by no means all. Quite naturally, I
recognize the inherent possible variability in any estimates for new
programs such as these, regardless of who makes the estimates.
Let me now give detailed comments on the DHEW memorandum:

(1) Item B, first paragrapli.—The DHEW memorandum maks
the quibbling comment that I stated the DHEW estimate of FAP

and related programs for children in H.R. 1 to be $8.4 billion, whereas
the actual figure was $8.5 billion. Actually, the former figure was an
adjusted one, to yield comparability and consistency, and is fully explained in item B of my memorandum.
(2) Item B, first paragraph followMg the table.—At one point, the
DHEW memorandum criticizes my statement of the DHEW estimate
of the FAP cost of $5.8 billion in FY 1974 as including only '/2 year
of payments to the working poor, whereas DHEW asserts that a full

year of such payments was included. The basis for my statement is
footnote 2 in the attached table 1 (which table was the basis for my $5.8
billion figure and was prepared by DHEW). More importantly, it may

be noted that the revised DHEW figure of $9.4 billion for FAP and
related programs for children in H.R. 1 (as shown on the table in item
B), when increased by my $1.2 billion estimate of the effect of the incentives to utilize FAP, is adjusted to $10.6 billion, or quite close
to my estimate of $10.4 billion (see last paragraph of item B of my
memorandum). Thus the only significant difference between the
1

See

pp. 581—2.
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DHEW estimate and mine is the extent of recognition of such incentives to utilize FAP once it were in existence.
I continue to believe—as I did when at DHEW and as my estimates
of such higher costs were submitted to the House Ways and Means
Committee—that this factor will occur (as it did for other legislated
progrms, such as Medicare and Medicaid). DHEW simply will not
recognize that many persons who appear to be not eligible according to
the data in the survey will make themselves eligible if the plan went
into effect, by changing their income patterns.
(3) Item B, paragraph 1.—As to the adequacy and validity of the
sample data, it may merely be pointed out that they grossly understate
welfare payments as against the known national total. Income report:
ing in the CPS, especially for those at the lower-income levels, is exceptionally poor.
(4) Item B, paragraph .—As to reliance on EDP methods, EDP is
without rival when it comes to recording mass data (e.g. the Social
Security wage records), but it is by no means perfect when it comes
to making estimates of an occasional nature that cannot be verified by
parallel "hand" computations or by "human inspection" of the detailed data, in lieu of blind acceptance of the aggregate results that
come out of the EDP machine at the end of the process.

(5) Item B, paragraph 4.—My point, which DHEW apparently
failed to understand, was that it is unrealistic (and poor estimating
technique too) to assume that, under conditions of dynamic economic
conditions (rising prices and wages), benefit amounts would remain
unchanged. Either constant economic conditions and constant benefits should have been assumed (preferably), or dynamic economic
conditions and rising benefits should have been used.

(6) Item C, first paragraph.—A "difference in estimated costs of
$75 billion"? Why did not DHEW prepare a later estimate than the
April 26 one? In any event, I did recognize that the plan had been
changed somewhat since DHEW had made its estimate (see item
C—i of my memorandum; also excluded there was $.5 billion estimated

by DHEW for a children's allowance program that was originally
considered, but was not in the proposal for which I made a cost
estimate).
(7) Item C, table.—The revised DHEW estimate for the Committee
proposal—revised both as to methodology and to reflect changes in
provisions—is now much closer to my estimate, but I believe that my
estimate is still valid and is closer to the likely results that would be
experienced. I recognize, cf course, that completely accurate estimates

cannot be made for any new, different program as this, without a

good likelihood of some variation between estimate and actual experience. Hereafter, I shall discuss the several items on which the DHEW
estimates and mine differ significantly.
(8) Item D.—With regard to the estimates for the Guaranteed Job

Opportunity portion of the Workfare proposal, DHEW has lowered
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its estimates to take into account the lower maximum wage in the
Work Administration (WA) than previously, from $3,000 to $2,400
per year—and a small reduction in the estimate of the number who
would leave private employment to go with the WA (from 600,000
to 400,000). I believe that the DHEW estimate of the latter is still far
too high (for reasons given in item C—i of my memorandum). DHEW
does not take into account, as properly should be done, the elements
that not all persons in the WA will work the maximum possible time
and that substantial numbers will leave WA employment to work in
private industry or "regular" WA employment (see item C—i in my
memorandum).

DHEW seems to believe that all persons in poor families
will seek to "maximize their economic well-being" by working as much
as possible. I do not believe that is so in many cases, because some will

feel that the additional work relative to the additional income is iiot
worthwhile (e.g. to work sufficient to earn $3, but to be able to retain
only $1 of it).
(9) Item E.—With regard to the estimates for the Low-Wage Supplement portion of the Workfare program, DHEW has actually increased its estimate (from $1.7 to $i.9 billion), despite the fact that the
original estimate was grossly—and obviously—overstated due to an
error in the assumptions (actually, by making an assumption that could
not possibly be true) — (see item C—2 in my memorandum). The increase is due to DHEW's lower estimate of the number of employees
who would leave private employment to go with the WA (and thus a

higher number would remain in• low-paid private employment). It

seems incredible that DHEW would continue to use the obviously impossible assumption that the average wage supplement would be as
much as $.68 per hour, when the csb8olute maximum possible for any
individual case is $.38 (so that the average would likely actually be
only about $.20)—(see item C—2 of my memorandum.)
The DHEW estimate of the number of eligible workers is too high,
because it uses 1970 data without adjusting for the effect of increasing
general wage levels between then and FY 1974, to which the estimates

are intended to relate. I believe that my estimate in the previous

memorandum continues to be reasonable, despite the new DHEW estimate and the DHEW criticism.
It may be noted that using the DHEW cost estimate of $1.9 billion
for FY i974 and an average work-week of 27 hours as DHEW has
assumed, plus an average hourly wage supplement of $.20 (see above),
there is thereby implied an average number of eligible workers of 5.3
million ($1.7 billion divided by 52 times 27 times $.20). This is obviously ridiculously high.
(10) Item 1.—As to the cost estimate for services and training, the
DHEW estimate is slightly reduced (from $.8 billion, to $.7 billion),
but is still well above my estimate ($.4 billion). For the reasons given
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in item C—6 of my memorandum, I continue to believe that my estimate is reasonable.

(11) Iten-t J.—As to the cost estimate for administrative expenses,
DHEW has reduced its estimate for $1. billion to $1.3 billion—as
compared with my estimate of $.7 billion. The difference between the
estimates for the Federal programs ($.7 billion vs $.4 billion) is en-

tirely due to the differing estimates of benefit payments, since the
estimates of administrative costs are based on a percentage thereof.
The difference between the estimates of Federal payment of the administrative expenses for the State programs ($.6 billion vs $.2 billion) is not so readily explained; my estimate may be a bit low, but the
DHEW estimate seems too high for reasons that I have given in item
C—7 of my memorandum (in any event, any change in my estimate
would be small relative to the estimate for the total program).
In summary then, I believe that my previous cost estimates for the

Family Assistance Plan and related proposals for children as contained in the House-passed version of H.R. 1 and for the Workfare
proposal were good estimates, despite the DHEW criticisms in its
memorandum of June 27. Similarly, I believe that the revised DHEW
estimates contained in that memorandum are too low as to the former
and too high as to the latter (although these estimates are improvements over earlier DHEW estimates, in some respects).

[ATTACHMENT 3]

POTENTIAL FISCAL YEAR 1974 COSTS OF ASSISTANCE PROVISIONS UNDER HR. 1

[In billions of dollars]
State and local'

Federal

Current
Payments to families
Less savings from public service jobs

Net

cost

law

H.R. 1

$4.8

2 $6.1
—.3

$1.3

Current
law

$3.9

H.R 1
$3.2

—.3

Net

cost
$0.7

Net cost
to all
Govern-

ments
$0.6
—.3

Subtotal
Payments to adult categories

4.8
2.2

5.8
4.1

1.0
1.9

3.9

3.2

— .7

1.5

1.6

.1

2.0

Cost of cash assistance

7.0

9.9

2.9

2.3

2.4
9.4

1.3
—1.4

5.4

— .6

1.3
1.0
12.2

.3
.2

.8
.5
.8

.5
.3
.8

.1

.1

.4

1.1

.7

Federal cost of "hold harmless" provision
Food programs
Cost of maintenance payments

Child care
Training
Public service jobs
Supportive services
Administration

2.8

5.4

4.8

—1.3

—1.3

3.5

—1.9

.3

—1.4
.9

.5
.3
.8
.1

.4

—.4

.3

Cost of related and support activities .
Total cost of program
Impacton other program's
Grand total

2.4

.4

15.5

5.2

5.9

—.1

—.1

15.4

5.1

.9

3.3

10.3

10.3

.

3.5

— .4

—2.3

2.0
2.9
—.1

5.9

3.5

—2.3

2.8

'Assumes that the States, through supplemental which both parents are present, neither is indapaciprogranis, maintain benefit level's including value of tated, and the father is employed. The effective date
for this provision is Jan. 1, 1974.
food stamp bonuses.
See page 576, item 2.
2 Includes only 6 months of payments to families in
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XIII. INTERNAL REVENUE CODE AMENDMENTS
Retirement Income Credit
(Sec. 531 of the bill and sec. 37 of the code)

1. General statement
Individuals 65 Years of Age or Over.—Under present law, individuals

who are 65 years of age or over may receive a tax credit based on
the first $1,524 of retirement income. The credit is 15 percent of this
retirement income. Each spouse who is 65 or over may compute his
tax credit on up to $1,524 of his own retirement income (whether they
file separate or joint returns). Alternatively, spouses 65 or over who
file joint returns may compute their credit on up to $2,286 of retirement income (one and one-half times $1,524) even though one spouse
received the entire amount of the retirement income.

To be eligible for this credit, however, an individual must have

received more than $600 of earned income in each of 10 years prior to
the taxable year (a widow or widower whose spouse had received such
earned income is considered to meet this earned income test).

Retirement income, for purposes of this credit, includes taxable
pensions and annuities, interest, rents, dividends, and interest on
Government bonds issued especially for the self-employed setting aside

amounts under "H.R. 10" retirement type plans.

The maximum amount of this retirement income which an individual

may claim ($1,524 or $2,286 for certain married couples) must be

reduced for two broad categories of receipts. First, it must be reduced
(on a dollar-for-dollar basis) by the amount of social security, railroad
retirement or other exempt pension income received by the taxpayer.
Second, the maximum amount of retirement income that can be eligible
for the credit is further reduced by one-half of the annual amount of
earned income over $1,200 and under $1,700 and by the entire amount
of earned income in excess of $1,700. This reduction for earned income
does not apply, however, in the case of individuals who have reached
the age of 72.
The committee agrees with the House that it is desirable to recast

the present retirement income credit for several basic reasons. One
reason is that the credit needs updating. Most of the features of the
present credit have not been revised since 1962 when the maximum
level of income on which the credit is computed was set and when the
current earnings limits were established.' Since then, there have been
numerous revisions of the social security law which substantially
liberalized the social security benefits. As a result, the present maximum amount of income eligible for the credit is considerably below
One other feature of the credit was adopted in the 1964 Revenue Act. This provision allowed spouses 65
and over who file joint returns to claim a credit on up to $2,286 of retirement income (one and one-half times
the $1,524 maximum base for single people) even if one spouse receives the entire amount of the married
couple's retirement income.
1
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the maximum social security primary benefit of slightly over $2,500
available for a retired worker and the maximum social security primary and supplementary benefit of slightly over $3,750 available for
a retired worker and his spouse.
In addition, the complexity of the present retirement income credit
prevents it from providing the full measure of relief it was intended
to grant to elderly people. This complexity stems from an attempt to
pattern the credit after the social security law in an attempt to give
persons not receiving social security payments the same tax benefits as
social security recipients. For example, to claim the credit on his tax
return, a taxpayer must show that he has met the test of earning $600
a year for 10 years; he must also segregate his retirement income from
his other income; he must reduce the maximum amount of retirement

income eligible for the credit by the amount of his social security
income and by the specified portions of his earned income under the
work test; a credit of one and one-half times the basic credit is available for a man and wife; and a credit is available for each spouse
separately if each spouse independently meets the eligibility tests.
The purpose 'of all of these provisions is to provide individuals who

receive little or no social security benefits, but receive retirement
income, the opportunity to receive tax treatment roughly comparable
to that accorded to those who get the maximum amount of taxexempt social security benefits. However, the result has been to impose
severe compliance burdens on large numbers of elderly people, many

of whom are not skillful in filing tax returns. Such individuals must
now compute their retirement income credit on a separate schedule,
which occupies a full page in the tax return packet, with 19 separate
items, some of which involve computations in three separate columns.
It is these coffiplexities which undoubtedly account for the fact that
some of the organizations representing retired people have estimated
that as many as one-half of all elderly individuals eligible to use the
retirement income credit do not claim this credit on their tax returns
The House also modified the present retirement income credit to
make it available in some cases to persons with earned income. The
committee believes, however, that this removes one of the important
objectives of the present retirement income credit; namely, to roughly
equate individuals who receive little or no social security tax benefits,

but receive retirement income, with individuals who receive the

maximum amount of social security benefits. As a result, the committee

amendments do not make the credit available for earned income. In
other words, the committee bill, in contrast to the House bill, retains
the provision of present law that bases the credit on the amount of
retirement income.
To deal with the problems described above, the committee agrees
with the House's decision to update the amount on which the credit is
based and to revise upward the earnings limitations. The committee
also agrees that the problem of complexity should be dealt with by

no longer attempting to pattern the credit closely after the social
security provisions. Instead, to the extent practical, complicating
features of the credit which previously were included in order to
parallel social security treatment have been eliminated. Thus, the
$600, 10-year earnings test has been eliminated. In addition, the
variation in treatment of married couples depending on whether they
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are separately eligible for credits is eliminated. However, the committee amendments, as under present law, limit the credit to the amount
of retirement income.
To update the credit, the maximum amount on which the credit is
computed is increased from the $1,524 under present law (or $2,286
for some married couples or $3,048 for other married couples where
both are separately eligible for the credit) to $2,500 for single persons
or married couples filing joint returns with only one spouse age 65 or
over and to $3,750 for married couples, filing joint returns where both
spouses are age 65 or over. (The maximum amount on which the credit
is based is to be $1,875 for a married person filing a separate return.)
These maximum amounts for computing the credit are reduced, as
under present law, by social security benefits and other exempt pension
income.

In addition, the maximum amounts are reduced by one-half of

earnings in excess of $2,000 received by a single taxpayer or by each
spouse if married and filing a joint return (or in excess of $1,000 for
married couples filing separate returns). This may be compared with
the reduction required by present law of one-half of earnings between
$1,200 and $1,700 and of all of the earnings in excess of $1,700. This
new level at which earnings result in a reduction is the same as that
for social security benefits provided by other provisions in the committee bill.
These reductions of the maximum amount for social security and
earnings determine the amount of retirement income eligible for the

credit. The credit is determined by simply multiplying the lesser
of the retirement income or the maximum amount (after any of the

reductions referred to above) by 15 percent.
Based upon 1972 exemption levels a single individual age 65 who
receives the maximum retirement income credit could receive up to
$4,321 before paying any income tax under present law if the income
is exclusively from pension or retirement income sources. Under the
revised credit, he may receive up to $5,142 of income and still pay no
tax again if the income is exclusively from pension or retirement income sources.
Under present law a married couple filing a joint return where both
are age 65 or over may receive $6,631 of pension or investment income

before paying any tax.' Under the revised credit, they could receive
up to $7,962 of pension or investment income before paying any tax.
Moreover, the revised credit continues to be of some value to a married couple with earnings of up to $11,500 if a joint return is filed and
both are age 65 or over.'

There will be a few rare instances in which a higher tax than under
present law may result from the revised credit. These cases arise where

one spouse has pension or investment income and is eligible for the
credit under present law, the other spouse has earned income and a
joint return is filed. Under present law, the earnings of the other spouse
do not reduce the base for the retirement income credit as is provided
under the new credit. The committee agrees with the House con'Assuming the alternative retirement income credit computation based on $2,286.
2 If
each spouse has at least $2,000 of earnings, the maximum amount of the credit Is reduced $1.00 for each
$2.00 of earnings in excess of $4,000. Thus, the credit disappears at twice $3,750 ($7,),plus $4,000, or $11,500.

________,
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however, that the very substantial additional simplification
of the tax form brought about for the majority of the elderly which
results from eliminating the separate husband and wife computation
procedure (which requires an additional two columns on the tax
elusion,

form) justifies the combination of the earnings requirement.
Moreover, the effect of the combined earning requirement is lessened
by increasing the earnings limitation to $2,400 for each spouse and

by phasing out the amount on which the credit is based for earned
income above $2,400 on a 50 cents per dollar basis rather than on the

dollar-for-dollar basis provided by present law.
An example of the type of simplified tax credit form for taxpayers
age 65 and over which these changes make possible is shown below.
This form is about one-third as long as the present form and involves

only one column instead of three. It requires the taxpayer to select
the appropriate amount on which to compute the credit and to deduct
social security benefits and certain other tax-exempt income. It also
requires the taxpayer to deduct earned income above specified levels.
The credit is computed at a 15 percent rate on the lesser of the amount
of the retirement income or the balance, and this is then entered on
the tax return as a tax credit.'

'An example of the type of tax form to be used by taxpayers under age 66 who receive pension income
from public retirement systems is shown at the end of the technical discussion.

SCHEDULE R.—Credit for taxpayers age 65 and over

(Joint returns with one spouse under age 65 who has public pension income, use
Schedule 5)

MAXIMUM AMOUNTS FOR CREDIT COMPUTATION

If you are: (check one box)
o Single filing jointly and only one spouse is 65 or over
o Married filing jointly, both age 65 or over
o Married filing a separate return and age 65 or over
o Married

Then gour maximum
amount for credit
computation is—

1. Enter (from above) your maximum amount for credit computation_
2. Amounts received as pensions or annuities under theSocial Security
Act, the Railroad Retirement Acts (but not supplemental annuities) and certain other exclusions from gross income
3. Earned income received (does not apply to persons age 72 and over).
Enter of earnings over—
$2,000 if single;

$2,000 received by the husband _, plus
if married and filing
$2,000 received by the wife
jointly; or
$1,000 if married and filing separately
4. Totalpflines2and3
5. Balance (subtract line 4 from line 1); if more than zero complete
this form; if zero or less, do not file this form
6. Amount of retirement income
7. Amount of credit; enter (here and on form 1040, line 52) 15 percent
of lesser of line 5 or line 6 but not more than the total tax on
form 1040, line 19

$2, 500
2, 500
3, 750
1, 875
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Those under 65 receiving pensions from public retirement systems.—

Under present law, individuals under the age of 65 also are eligible
for tax credits for retirement income but only with respect to pensions
received under a public retirement system. Only income from a pen'sion, annuity, retirement, or similar fund or system established by the
United States, a State, or a locality qualifies under this provision.
This restriction of retirement income for purposes of the credit to income from a public retirement system applies only until the individual
reaches the age of 65; thereafter he is entitled to take the credit on
the same basis as other individuals who have reached that age.
The retirement credit for individuals under 65, apart from the fact
that it applies only to a pension under a public retirement system,
presently is much like the credit applying to individuals 65 and over.
(There are some other differences, however, which are noted below.)
Thus, it is limited to 15 percent of retirement income up to $1,524.
Each spouse under 65 may claim the credit on up to $1,524 with respect

to his, own public retirement income either on joint or separate returns. However, unlike married couples 65 or over, those under 65
who file joint returns are not entitled to a $2,286 ceiling in computing
the credit.
To be eligible for the credit, individuals under 65 also are required
to meet the same 10-year, $600 earnings test as those over 65. Similarly,
for those under 65, the maximum amount of public retirement income

that can be eligible for the credit is reduced one dollar for each dollar
of social security or railroad retirement pensions received. However,
the reduction in the maximum amount eligible for the credit by reason
of earnings is different for individuals under age 62 who are receiving

public retirement pensions. In the case of such individuals, this

maximum amount is reduced dollar-for-dollar for all earned income

over $900. Starting with age 62, however, those receiving public
retirement pensions are eligible for the same mOre liberal earnings
rules which now apply to persons who are 65 or over; that is, under
present law, the maximum amount on which the credit is based is
reduced by one-half the amount of earned income over $1,200 but
not over $1,700, and the full amount of earned income in excess of
$1,700.

In view of the liberalized base for the credit made available to those

age 65 or over by this bill, the committee agrees with the House

decision to make comparable liberalizations in the amount of public
pension income eligible for the retirement income credit. To some
extent the application of the earnings test has also been liberalized
for those receiving public retirement pensions.
The maximum amount on which the tax credit computation may
be made for this group is increased from the present $1,524 to the
same amounts provided by the revised credit for those age 65 and over.

As is the case under present law, however, the credit is limited to
the amount of public pension income received, in addition, the
earnings level above which earnings reduce the base for the credif is

increased from $900 to $1,000 for those under age 62. For those from
age 62 to 65, the earnings limitation is increased so that the amount
on which the credit is based is reduced for one-half of earnings over
$2,000. (These amounts are $500 and $1,000 respectively in the case
of a married person filing a separate return.)
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The principles and method of computation of the credit are essentially the same as present law. Like the revised credit for those•65 and
over, however, the revised retirement income credit requires that the

earnings of both spouses be combined in the case of a joint return;
the separate computation of present law is eliminated.'
The committee agrees with the House conclusion that the form used
for computing the tax credit for those age 65 and over should not be
combined with the form used for the public service retirees eligible for
credit who are under age 65. Part (although by no means all) of the
complexity of the present form stems from different requirements

apphcable with respect to public service retirees and the general
retirees age 65 and over. The different variables which must be
accounted for on the return form are increased substantially when the

two somewhat different types of credits are combined on a single
form. An example of a tax credit form which might be used for public
retirees under age 65 is shown at the end of the general explanation
below.

Revenue effect.—It is estimated that the changes made for those
over age 65 and also for the public service retirees under age 65 will
reduce tax liability in calendar year 1973 by $225 million.

Effective date.—The House bill would have made the changes

proposed in its version of the bill effective for the calendar year 1972

and later years. In order to avoid retroactive effect, the committee
has postponed the effective date by one year. As a result, the provisions are to first apply to taxable years beginning after. December 31,
1972.

2. Technical discussion
Indisiduals 65 years of age and over.—In general, the credit provided
by the bill as amended by the committee (sec. 37 of the code) liberalizes
the retirement income credit available under present law for those age
65 and over in three respects. First, the amount of retirement income
with respect to which the 15-percent credit may be claimed is increased

to $2,500 for a single person and to $3,750 in the case of a married
couple fihin a joint return. Second, for individuals between ages 65 and
72, earned mcome received by them is to reduce the maximum amount
eligible for the credit only to the extent of one-half the amount of this
income in excess of $2,000. Third, the credit is to be available regard-

less of whether the individual has had work experience (i.e., has received earned income) in prior years. (In addition, as discussed more
fully below, the bill also liberalizes the credit presently allowed persons
under 65 years of age who are receiving pensions or annuities from a
public retirement system.)
As

indicated above, the committee has retained the concept of

present law that the amount of the credit is based upon the amount of

retirement income. For this purpose, retirement income, as under
present law, is defined to mean income from pensions and annuities
(including, as is the case under present law, public retirement system
I

In addition, In the case of a joint return with one spouse age 65 or over and the other under age 65 and

receiving public pension income, the $3,750 maxiVlum amount for the credit Is reduced by $1,250 minus the
public pension income received by the younger spouse. In effect, the taxpayer age 65 or over Is entitled to the
$2,500 available to elderly taxpayers, and in order for the couple toreceive the 53,750 maximum, the spouse
under age 65 must have at least $1,250 of pension income. Otherwise, the taxpayer age 65 with a spouse receiving public pension income could, in effect, receive a larger maximum credit than a taxpayer age 65 who.e
spouse did not receive such pension income.
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pension income), interest, rents, and dividends. As under exis.ng law,
there is a limit on the amount of retirement income which may be
taken into account.
Under the bill the amount of retirement income with respect

to which the 15-percent credit. may be claimed may not exceed

•

$2,500 in the case of a single individual age 65 or over or a married
couple filmg a joint return where only one spouse is age 65 or over.
In the case of a married couple filing a joint return where both spouses
are age 65 or over, the maximum amount is $3,750. (As under present
law the age of an individual is to be determined as of the close of the
taxable year in question.) This credit is to be available whether or not
the individual (or his spouse in the case of a joint return) has received
$600 of earned income in 10 prior years.
The maximum amount is to be reduced by amounts received by
the individual (and by his spouse in the case of a married couple filing
a joint return) as a pension or annuity under the Social Security Act,
the Railroad Retirement Acts or as a pension or annuity which is

otherwise excluded from gross income.

In addition, there is to be a further reduction of the maximum

amount for certain amounts of earned income received by the individual (and by his spouse in the case of a married couple filing a joint
return). (As under present law, no reduction is to be made for earned
income of an individual age 72 or over.) In the case of a single individual, the maximum amount is to be reduced by one-half of the amount
of earned income received by the individual for the year in excess of
$2,000.

In the case of a married couple filing a joint return, this earned
income reduction is to be determined separately with respect to the
earned income of each spouse. In other words, each spouse is to
separately compute the amount of this reduction (i.e., one-half the
amount of earned income received by him (or her) in the taxable year
in excess of $2,000), and then these separate amounts are to be aggregated to determine the total amount of the couple's earned income
reduction. Where only one spouse (of a married couple filing a joint
return) is age 65 or over, earned income of the spouse under age 65
is to reduce the couple's maximum amount to the extent of one-half
of the excess of that income over $2,000, regardless of the age of that
spouse (unless that spouse is the recipient of a public retirement system

pension in which case the earned income reduction rules discussed
below are to apply).
In the case of a married individual age 65 or over filing a separate
return, the maximum amount of retirement income with respect to
which the credit may be claimed is $1,875. In addition, the amount
of the reduction for earned income received by the individual is to
be one-half the amount of the individual's earned income in excess
of $1,000, rather than $2,000.

Those under 65 receiznng pensions from public retirement systems.—In

the case of individuals under age 65, the bill continues the allowance
of a credit to those who receive a pension or annuity from a public

(Federal, State or local) retirement system. This treatment is to be
available, however, only if the pension or annuity received by the
individual is paid in respect of services performed by him (or if he
is deceased, by his spouse). In the case of a single individual, or a
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married couple filing a joint return where only one spouse is receiving
a public retirement system pension, the maximum amount of retire-

ment income which may be taken into account for purposes of the
credit is $2,500. In the case of a married couple filing a joint return
where both husband and wife receive public retirement system pensions the maximum amount of retirement income is $3,750.
As in the case of those 65 years of age and over, the maximum

amount of retirement income is to be reduced by pensions or annuities
received by the individual (and by his spouse in the case of a married
couple filing a joint return) under the Social Security Act, Railroad
Retirement Acts,or which are otherwise excluded from gross income.

In addition, a reduction in the maximum amount of retirement

income is to be made for certain amounts of earned income received
by the individual (and by his spouse in the case of a married couple
filing a joint return). If the individual is between the ages of 62 and
65, the amount of the reduction is to be one-half the amount of earned
income received by him for the year in excess of $2,000. If the individual has not attained the age of 62, then the amount of the reduction is to be the amount of his earned income for the year in excess of
$1,000. In the case of a married couple filing a joint return (whether
one or both are receivin public retirement system pensions), the
earned income reduction is to be applied separately with respect to
each spouse (both with respect to the earned income received in the

taxable year by each spouse and with respect to the age of each

spouse), and then the amounts of the separately computed reductions
are to be aggregated to determine tple's totaihe cou earned income
reduction.

The bill limits the amount which may be taken into account for

purposes of the credit in the case of individuals under age 65 to public
retirement system pension income. However, in no event may more
than $2,500 of this income received by an individual during a taxable
year be taken into account. In the case of a married couple filing a joint

return where both spouses are receiving public retirement system
pension income, no more than $2,500 of this type of pension income
may be taken into account with respect to each spouse for purposes
of this additional limitation (although the total base of the credit for
such couple is limited, of course, to $3,750).

For example, assume a married couple under age 65 filed a joint
return and did not receive any social security (or similar amounts)

or earned income which would cause a reduction in their $3,750 maximum amount of retirement income which may be taken into account.

If one spouse received a $3,000 public retirement system pension
while the other spouse received only a $100 public retirement system
pension, they could take into account $2,600 (that is, $2,500 of pension

income of the one spouse and $100 of pension income of the other
spouse). Accordingly, the amount of retirement income with respect
to which the credit could be claimed would be limited to $2,600.
Where a married couple files a joint return and one spouse is age 65
or over and the other spouse is under age 65 but is receiving a public
retirement pension, the bill provides that a further reduction in the
maximum amount of retirement income is to be made if the pension
income of the spouse who is under 65 is less than $1,250.
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The amount of the reduction is the amount by which $1,250 exceeds

the amount of that spouse's public retirement system pension. For
example, if the public retirement system pension of the spouse under
age 65 was $1,000, the maximum initial amount for the married
couple in this case would be reduced from $3,750 to $3,500 (the $2,500

available for the spouse over age 65 plus the $1,000 for the spouse
under 65). If there were, in addition, $750 of social security and/or
earned income in excess of the limitations, there would be a further
reduction of the $3,500 to $2,750.
If a married individual under age 65 is receiving a public retirement

system pension and files a separate return, the maximum amount
which may be taken for purposes of the credit is $1,875. In addition,
under the earned income reduction, this maximum amount where a

separate return is filed is to be reduced if the individual is between 62
and 65 by one-half the amount of his earned income for the year in
excess of $1,000 or, if he is under age 62, by the amount of his earned
income for the year in excess of $500.
Miscellaneous provisions.—As under present law, since the bill makes
no specific provision for a refund in this case, the credit may not exceed
the individual's (or the married couple's, in the case of a joint return)

tax for the year. For this purpose, however, the bill provides that the
credit is to be taken before the foreign tax credit. In other words, the
tax for the year is to be computed before reduction for the foreign tax
credit and the credit for tax withheld on certain tax free covenant
bonds. A correlative change is made by the bill in the limitation on the
foreign tax credit to reflect this reordering of the priority of these two
credits. Thus, the limitation on the foreign tax credit is to be computed with respect to the tix for the year after reduction for the retirement income credit.
The bill also continues the definition of earned income which is
found in present law. The House bill further provides, however, that
for purposes of computing the earned income reductions under the bill,
community property laws are not to be taken into account in determining whether earned income received by a married couple is the
earned income of the husband or the earned income of the wife. The
committee agrees with the House decision and further believes that the
rule should apply to all income derived from personal effort. Accordingly, the committee has amended the House bill to further provide
that the community property laws are not to be taken into account in
determining whether income from pensions and annuities for personal
services (including public retirement income pensions) is the income of

the husband or wife. Accordingly, in a community property State,
earned income, or pension income, received by the husband for
personal services performed by him is to be considered entirely his
income and not in part attributable to his wife.
In addition, as under present law, nonresident aliens are not to be
eligible for the credit provided by the bill.
The amendments made by the committee's version of the bill with

respect to the retirement income credit are to apply to years beginning
after December 31, 1972. The House bill would have applied to years
beginning after December 31, 1971.

Earlier in the report, an ifiustrative schedule for the credit m the

case of those 65 and over was shown. The schedule which follows mdi-
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cates how the tax credit can be computed separately for those under
age 65 who have public retirement system pensions.
SCHEDULE S.—Credit where at least one taxpayer is under age 65 and recewez
pension or annuity income from public retirement 87/stems

if you ore (check one box):

o

Then your maximum
amount for creda
computa2ion is-

Single under 65 and receiving public retirement pension

Married filing jointly both under 65 and one receiving public
retirement pension
fl Married filing jointly both under 65 and both receiving public
retirement pension
D Married filing jointly, one under 65 and receiving public retirement pension and other spouse over 65
Married filing separately under age 65 and receiving public
retirement pension

$2, 500

2,500
3,750
3,750
1,875

1. Enter (from above) your maximum amount for credit computation..

2. Amounts received as pensions or annuities under the Social
Security Act, the Railroad Retirement Acts (but not supplemental annuities) and certain other exclusions from gross
income

3. Earned income received (does not apply to persons age 72 or
over):

Single: age 62 or over, enter of earnings over $2,000;
under age 62, enter all earnings over $1,000
Married filing jointly: enter of earnings in excess of
$2,000 for each spouse age 62 or over; and all earnings
over $1,000 for each spouse under age 62

Married filing separately: age 62 or over, enter

of

earnings in excess of $1,000; under age 62, enter earnings
in excess of $500

4. Total of lines 2 and 3
5. Balance (subtract line 4 from line 1); if more than zero complete
this form; if zero or less, do not file this form
6. Income received by taxpayers under age 65 from_pensions and
annuities under public retirement systems, (e.g., Federal, State

Governments, etc.) included on form 1040, line 18. But no more
than $2,500 for each spouse for married filing jointly
7. If married filing jointly, and one spouse is age 65 or over and the
other spouse has public pension income, subtract the amount
of such income from $1,250 and enter difference (not less than
zero)

8. Subtract line 7 from line 5 and enter remainder
9. Enter the smallest of lines 5, 6, or line 8
10. Amount of credit: enter (here and on form 1040, line 52) 15 percent of line 9 but not more than the total tax on form 1040, line
19

Tax Credit for Employing Welfare Recipients
(Sec. 532 of the bifi and sec. 50B of the code)

Present law.—Under present law, in certain cases an employer is
allowed an income tax credit equal to 20 percent of the wages he pays
to an employee during the first 12 months of his employment (whether
or not these are consecutive months). However, the aggregate amount
of any such credits which may be taken in any year may not exceed
the tax liability (before this credit) in the case of the first. $25,000 of
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liability plus 50 percent of this tax liability over $25,000. However,
a carryback of 3 years (but not before 1972) and a carryforward of
7 years are allowed with respect to any such unused amounts. The
principal conditions which must be met for this credit to be available
are:

1. The credit is available only for an employee employed in a
trade or business of the taxpayer.
2. The employee must be an individual certified by the Secretary of Labor as having been placed in employment under a Work
Incentive (WIN) Program (established under section 432(b)(1) of
the Social Security Act).
3. The individual must be continued in employment for at least

1 year after the completion of the first 12 months of employ-

ment unless the employee becomes disabled, or ceases his employ-

ment either voluntarily or because of misconduct. (If a credit is
taken but this 2-year employment rule is not met, the credit is
subject to a recapture rule.)
In addition to the WIN tax credit, elsewhere in the tax laws (sec.
214) a deduction is allowed for household service and dependent care

expenses incurred in order to permit the taxpayer to be gainfully

employed. The maximum deduction is $400 per month but is phased
out (on a 50 cents per dollar basis) when the adjusted gross income of
the taxpayer exceeds $18,000.
Reasons for c/iange.—The committee believes that it is highly
desirable to encourage not only businesses but also private individuals
to hire individuals who would otherwise be on public assistance rolls.
This reflects the committee's interest in developing job opportunities
for welfare recipients wherever possible in regular jobs. Encouraging

individuals to work is good not only from the standpoint of their

own self-esteem, but is also advantageous to the government in that it
relieves the government of substantial welfare costs.
The two tax provisions referred to above, the WIN tax credit and

the deduction for household service and dependent care expenses,
already accomplish the objectives sought by the committee in part.
The WIN tax credit, however, is limited to those employed in a trade
or business and, therefore, does not encourage the employment of
individuals to perform nonbusiness personal services. In addition, th€
committee bill replaces the present WIN program with an entirely new
guaranteed employment program, with its primary aim the placement

of employable persons who are now welfare recipients in regular
employment.

In view of this, the committee has added a provision to the bill

extending the application of the present work incentive credit to cover
nonbusiness as well as business employees. In addition, because the

WIN program will be phased out under the bill, the provision will

cover business employees certified under the Guaranteed Employment
Program by the Work Administration. In this connection, the name of
the credit is also changed to the guaranteed employment credit.
To be sure that the primary emphasis is placed on the hiring of bona
fide participants in the guaranteed employment program, the credit of
20 percent is provided only for persons who have been participatmg
in the program at least one month, and the credit applies with respect

to wages paid up to $4,000. To make sure that the credit given with
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respect to nonbusiness employees does not provide a doibIe tax benefit

(when taken into account with the deduction for household service
and dependent care expenses), the credit is not to be allowed in any
year in which, the household service and dependent care expense
deduction is claimed.
This credit, to the extent that it achieves its objective of obtaining

greater employment through the private sector of the economy, will
also have the effect of significantly reducing government costs, since
the cost of the guaranteed employment which ends upon entry into
private employment substantially more than offsets the cost of any

credit allowed under this provision. For example, the credit per

employee may result in a revenue reduction of as much as $800 but
may save the government up to $4,800 in wages under the guaranteed
employment program over the two-year period.
Explanation of provision.—The credit for the nonbusiness employees and for business employees whose employment begms after
1973 will be based on the employee's annual wage rate or $4,000,
whichever is smaller. With the credit being at a 20-percent rate, this
limits to $800 the amount of credit which may be obtained with respect to any one employee. The annual rate, as used here, means
compensation paid for at least three-fourths of the normal employ'ment period. As a result, if an employee is paid $4,000 per annum, but
works less than three-fourths of the normal employment period, the
maximum credit would be reduced commensurately. This limitation
does not apply in the case of those qualifying under the WIN program
who are employed before December 31, 1973.

A second limitation provides specifically that in the case of nonbusiness employees and business employees hired after 1973 the credit
is not to apply with respect to more than 15 percent of the aggregate
wagespaid (or incurred) by the employer to all employees dunng the
year. For purposes of this test, only so much of the aggregate wages

paid (or incurred) which do not exceed (for each employee) the
average rate of the wages paid the employees certified under this pro-

vision are to be taken into account. Generally, this will have the

effect of taking into account the first $4,000 of wages paid to all employees in determining whether or not the 15 percent test is met.
An exception to the 15 percent test, however, provides that the
employer may always take the full credit with respect to wages paid

to at least one employee even though this exceeds the amount

specified under the 15 percent rule. The limitations described here

apply separately in the case of business and nonbusiness employees of

an individual. Married taxpayers, whether filing a separate or joint

return, are to be entitled to a credit for only one nonbusiness employee

unless they qualify for additional credits under the 15 percent rule.

'Where they file separate returns, they are to be required to choose, in a

maimer to be prescribed by regulations, which of them is to receive
the credit.
Taxpayers electing to receive the credit are not to be eligible in the
same year to take a deduction for expenses for household and dependent care service, (sec. 214). As a result, the provision specifies that for
the credit to be available the taxpayer must make an election (within
such time and manner as may be prescribed by regulations) in order
to obtain the credit.
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To qualify for the new credit, nonbusiness employees and business
employees hired after 1973 must be certified by the Work Administration (created by this bill) as having participated immediately
before employment for at least one month in the Guaranteed Employment Program administered by the Work Administration (under the
new Title XX of the Social Security Act). Also it must be certified by
the Work Administration that these employees are not displacing any
individual from employment. Those business employees hired under
the WIN program before 1974 will continue to be certified as under
present law by the Secretary of Labor.
As under present law, in all cases the employer will be required to
retain an employee for at least one year after the expiration of the
initial 12-month period (which need not be consecutive) in order to
obtain the tax credit. Otherwise, the recapture provision of present
law is to apply to any credit already claimed on the prior year's return.
As under present law, exceptions to this requirement of one year addi-

tional employment are to apply in the case of employees whose

employment is discontinued because of death, voluntary withdrawal
from employment by the employee, or discharge for misconduct.
Revenue Effect.—Because it is difficult to evaluate the inducement
to employ individuals which this provision will provide, any estimate
of the revenue loss involved is at best only an approximation. Moreover, as indicated previously, any revenue cost involved should be
substantially more than offset by a decrease in welfare costs to the
government. As a result, it is anticipated that this provision, taking
into account both the revenue loss and decrease in welfare costs, will
result in a small decrease in any budget deficit which otherwise would
occur.

Employees of Members of Affiliated Groups of Organizations
(Sec. 533 of the bill and sees. 3121(t) and 3306(o) of the code)

Present law.—The social security tax (FICA tax) is based on the
wages paid to an employee with a limitation on the amount of wages
subject to tax. Under present law, the limitation is $9,000 (increased
to $10,800 in 1973 and $12,000 in 1974). The Internal Revenue Service
has held that where an employee on the payroll of one member of an
affiliated group of corporations also performs services for other members of the same group (although not specifically on their payrolls)
the FICA tax is payable on the first $9,000 (or larger amount in later
years) of wages attributed to each corporation. In such a case, the
individual is treated as if he were a separate employee of each member of the group for which he performs services and, as a result, the
remuneration he receives is attributed to each member of the group
for which he performs the services. In such a case, the total FICA

tax collected with respect to an individual's employment may be
based on compensation considerably in excess of the statutory limitation. In such a case, the employee may obtain a refund of any
excess FICA tax paid by him, but the members of the group which
are treated as his employers may not.

I These situations are described in Rev. Rul. 69-316 under groups 1 and 3.
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Similarly, the Federal unemployment tax (FUTA tax) is based on
the wages paid to an employee with a $4,200 limitation on the wages
subject to tax. This tax, which is imposed only on the employer, may
also in effect be imposed on compensation in excess of the statutory

limitation in cases of individuals treated as an employee by more

than one member of the same affiliated group of corporations.
Reasons for change.—The committee believes that it is not desirable
to impose double taxes on the employers in these cases, merely because
an employee of one corporation also performs services for another
corporation which is a member of the same affiliated group.
Explanation of provision.—For the reason given above, the com-

mittee has added to the bill a provision which, for purposes of the
FICA and FUTA taxes, provides that an individual who performs
services for more than one member of an affiliated group of corporations is to be treated as an employee only of the member of the group
from which he receives his compensation. Thus, the present practice of

attributing payments of compensation made by one member of an
affiliated group to other members of the group for purposes of determining whether the FICA and FUTA taxes apply is no longer to be
followed. The provisions of this bill do not provide a ceiling, however,

where an employee is transferred from one member of an affiliated
group to another member of the group and no longer performs services
as an employee of the first member. Nor does the provision provide

a ceiling in the case of an employee who is on the payroll of each
of two (or more) affiliated corporations.
For purposes of these provisions, the term "affiliated group" means
two or more corporations where there is 80 percent or more common

stock ownership (as defined in section 1504(a)). For this purpose,

however, any corporation is to be treated as an includible corporation.
That is, for this purpose there is to be included any exempt corporation, insurance company, foreign corporation, corporation receiving
most of its income from possessions, China Trade Act Corporation,
regulated investment company, real estate investment trust or DISC

corporation with respect to which there is the requisite 80 percent
common stock ownership.

The amendments made by these provisions of the bill are to apply
with respect to wages paid after December 31, 1972.

Revenue effect.—This provision is not expected to decrease tax

liability by more than $10 million for calendar year 1973.

Required Information Relating to Excess Medicare Tax
Payments by Railroad Employees
(Sec. 293 of the bill and sec. 6051 of the code)
Present law.—Under present law as provided by the Social Security
Amendments of 1967, a railroad employee or railroad representative

whose work is covered by railroad retirement and who is also employed
in other work covered by social security is entitled to receive a credit
or refund of the excess medicare tax he may have paid because of this
dual employment status. To inform an employee of his compensation

covered by railroad retirement and the hospital tax deducted from it,
the 1967 Amendments required railroads to include on the W—2 forms
(which must be furnished to employees by January 31 of each year),

601

the amount of wages paid subject to railroad retirement, the amount of
railroad retirement tax deducted from these wages, and the portion
of the tax attributable to hospital insurance (medicare). With this
information it was presumed that he would be aware of his refund
rights and thereby claim them as a credit on his return.
Reasons for change.—Unfortunately, the present information requirement cannot readily be complied with by the railroads in time
to meet the January 31 date. The railroads' inability to furnish this
information by January 31 results from the fact that the wage concept
under railroad retirement is different from the wage concept for
Federal income tax purposes. Adjustments required in arriving at
railroad retirement compensation (which is determined on a monthly
basis for any year), cannot be readily made in the 31-day period
following the close of the calendar year. Also, the railroads cannot

identify the relatively few employees who might be eligible for refunds
and thus must necessarily supply the information on the W—2 forms
to all their employees, which number about 580,000.
Explanation oJprovision.—In view of the problem described above,
the committee decided to delete the provision of present law requiring
railroads to supply separate hospital tax information on the W—2

forms for their employees. This is accomplished by deleting the
reference to section 3201 in section 6051(a) and by striking out para-

graphs (7) and (8) in that subsection. In addition, the reference to

section 3201 is deleted from section 6051(c).
In place of supplying the separate hospital tax information generally
on all W—2 forms, the bill requires that railroad employers include

on, or with, these forms a notification that any person who has a

second employment, in addition to his railroad employment, may be
eligible for a credit or refund of any excess medicare tax which he
might have paid because of employment under both social security
(including employee and self-employment coverage) and railroad

retirement. This is provided by adding a new subsection (e)(1) to
section 6051.

In addition, railroad employers, in the case of individuals having
this dual railroad retirement and social security coverage, are, upon
the request of the emiloyee, to furnish him a written statement showing the amount of railroad tax coverage, the total amount deducted
as tax, and the portion of the total amount which is for the financing
of the cost of hospitalization insurance under part A of title XVIII
of the Social Security Act.

This limits to a relatively small number the cases where the additional information needs to be supplied.
This provision is virtually identical with the provision contained
in H.R. 17550 which was passed by the Senate in the last Congress.
It is effective with respect to remuneration paid after December 31,
1971.

Work Bonus for Low-Income Workers

(Sec. 535 of the bill and secs. 10001, 10002, 10003, 10004, and 10005 of
the code)

Present law.—Presently, no Federal income tax is paid by those

with incomes at or below the poverty level. On the other hand,
there are no provisions for a work bonus under present law and

602

welfare payments generally are reduced if the individual begins to
work. For example, in the case of a welfare mother, after allowance
is made for work expenses, her welfare payments are reduced $2 for
each $3 earned in excess of $30 per month.
Rea8ons for change.—Although the low income allowance eliminates

income tax on those below the poverty level, the requirement that a
social security tax, without the benefit of this allowance or personal
exemptions, be paid by virtually any employed person still means
that the existing structure contains a disincentive for employment.
This social security tax burden does have the effect of diluting the
value of employment, a result which the committee finds inconsistent
with its overall objective of making employment more attractive
than welfare. For this reason the committee believes that the requirement that individuals heading low-income families pay social security
taxes if they work should not be a source of discouragement to their
seeking gainful employment. To overcome any such discouragement,
the committee added to the bill provisions f or payment of a work
bonus based on a percentage of the individual's wages up to a maximum

or $4,000. This approximates the combined social security tax taken
out of his wages and paid for him by his employer.
Explanation of provision.—For the reasons given above, the committee has amended the House bill by adding a new provision to the
tax laws providing that low-income workers (physically present in the

United States) who head families having one or more dependent
children are to receive a work bonus equal to 10 percent of their wages
(up to a maximum of $4,000) if they are subject to social security or
railroad retirement taxes or, in a few cases (explained below), even if
their employment is not covered by these taxes. In the case of married
taxpayers, the bonus would be computed on the basis of the combined

earnings of both. The bill provides a permanent appropriation to
provide for these bonus payments.
The work bonus (10 percent of their wages taxed under the social
security (or railroad retirement program), if the total income of husband and wife is $4,000 or less) is to be gradually reduced where the

$4,000 total income level is exceeded. It is to be reduced by one-quarter

of any income of the individual (and of the spouse in the case of a
married taxpayer) over $4,000 per year. This gradual phaseout of the

work bonus above a total income level of $4,000 minimizes any work
disincentive of the provision above $4,000. With this phaseout, there
is to be no work bonus once the total income of the individual (and
any spouse) reaches $5,600.'
In determining when an individual's "income" exceeds $4,000 for
purposes of this work bonus, "income" is defined as including all
mcome from whatever source derived, including income which is
excluded from the income tax base (for purposes of subtitle A).
The size of the work bonus is shown on the table below for selected
income levels:
'$6,600 exceeds $4,000 by $1,600,one-quarter of $1,600 Is $400, which subtracted from the maximum bonus
of $400 equals 0.
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Annual income of husband and wife (assuming
it is all taxed under social security)
$2,000
3,000
4,000
5,000
5,600

Work
bonus

$200
300
400
150
0

The work bonus, by not varying benefits by family size, but only by
income, provides n economic incentive for having additional children.

As indicated previously there are some cases where the work

bonus is available even though the individual is not subject to social
security or railroad retirement tax. Under present law, some work

ordinarily covered under social security is not covered where the

wages earned from a single employer are not in excess of $50 a quarter.

For example, this rule applies to the employment of domestics,

gardeners, and other smilar nonbusiness employees. Under the committee amendments, employees of the Work Administration (if they
otherwise qualify) are to be eligible to receive the work bonus if they
perform this type of work for persons who have entered into contracts
with the Work Administration for the performance of the work. In
this case, the Work Administration will pay the employee the prevailing wage for the job and bill the person for whom the services were
performed for the wages and other costs associated with making the

mdividual's services available. Under other provisions of the bill,

employees of the Work Administration who perform services for persons who have entered into contracts with the Work Administration
will be covered under social security if the services performed would
have entitled the employees to such coverage had they been performed
as employees of those persons. These employees (if they otherwise
qualify) will also be eligible for the work bonus since their wages will
be subject to social security tax. Other employees of the Work Administration (i.e., those who do not perform services for other persons
under contracts entered into with the Work Administration) will not
be eligible for the work bonus.
Individuals who are eligible to receive work bonus payments may
apply for advance payment of these amounts. Under this procedure,
at any time after completion of the first calendar quarter, and before
the expiration of the second quarter, an individual may apply for the

work bonus he is entitled to receive based on earnings in the first
quarter but taking account of the earnings he expects to receive in
subsequent quarters. After completion of the second quarter, applica-

tion may be made for an additional payment (or for an initial payment if no advance payment had been made for the first quarter). A
similar procedure may be followed after completion of the third quarter, but for the fourth quarter the bonus payment is to be applied f*
in connection with the filing of the statement, (referred to below) after
the end of the year, or claimed as a credit in the same manner as the
overpayment of income tax. Applications which would be filed with
the Internal Revenue Service are to be made in a manner to be prescribed under regulations.
78—178 0—72—39
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No advance payment for any quarter is to be made to any individual
who, on the basis of the income he expects to receive during the entire
year, is not eligible for a bonus payment for the year. In addition, to

ehmmate de minimi8 claims, no advance payment of less than $30
is to be made.

At the end of the year, the individual who has received advance
payments is to ifie a statement with the Internal Revenue Service
setting forth the amount of income which he (and his spouse) had
received during the year and the amount which he (and his spouse)
had received as advance payments, together with such other information as may be required by regulations. (in addition, all agencies and
departments of the United States Government would be authorized
and directed to cooperate with the Treasury Department in supplying
information necessary to implement the work bonus program.)
If the Internal Revenue Service determines an individual has received advance payments in excess of the work bonus to which he was

entitled for a year, it is to notify the individual of the amount due

and collect the amount due. The excess payments may be collected by
withholding from future work bonus payments which the individual
otherwise is entitled to receive, by treating the excess payments as a
deficiency under the tax laws, by entering into an agreement with the
individual providing for repayment or by taking such other action to
secure repayment as may prove necessary.
In lieu of receiving payment of a work bonus, the individual is to be
allowed to elect, at a time (not later than the due date for filing income
tax returns) and in a manner to be prescribed by regulations, to take
the amount of the work bonus as a credit against tax.
Each document and application to be filed in connection with the
work bonus program is to contain a written declaration that it was
made under penalty of law. The provisions of present law relating to
crimes, other offenses, and forfeitures (chap. 75) are to apply to all
of these documents.
This provision is to become applicable to taxable years beginning
after December 31, 1972.

Revenue effect.—It is estimated that the bonus payments and tax
credits under this provision would total approximately $900 million
for calendar year 1973.

XIV. CHANGES IN EXISTING LAW AND COMPLIANCE
WITH LEGISLATIVE REORGANIZATION ACT

(605)

A. VOTE OF THE COMMITTEE IN REPORTING THE BILL
In compliance with section 133 of the Legislative Reorganization
Act of 1946, the tabulation of the roll call vote to report the bill is as
follows:

In favor—15 (Messrs. Long, Anderson, Talmadge, Hartke, Fulbright, R.ibicoff, Byrd, Jr., Nelson, Bennett, Curtis, Miller, Jordan,
Fanning, Hansen, and Griffin).

B. CHANGES IN EXISTING LAW AND COMPLIANCE WITH
LEGISLATIVE REORGANIZATION ACT

In compliance with subsection 4 of rule XXIX of the Standing

Rules of the Senate, changes in existing law made by the bill, as reported, are shown in the following pages (existing law proposed to be
omitted is enclosed in black brackets, new matter is printed in italics,
existing law in which no change is proposed is shown in roman).
(607)

EXCERPTS FROM SOCIAL SECURITY ACT, AS
AMENDED
(Title I—Grants to States for Old-Age Assistance and
Medical Assistance for the Aged]
Title IL—Federal Old-Age, Survivors, and Disability

Page

Insurance Benefits
Title IV—Grants to States for Aid and Services to Needy
Families with Children and for Child Welfare Services.
Title V—Maternal and Child Health and Crippled Children's Services
(Title X—Grants to States for Aid to the Blind]
Title XL—General Provisions and Professional Standard
Review
(Title XI V—Grants to States for Aid to the Permanently
and Totally Disabled]
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Title XV—Grants to States for Care and Treatment
of Drug Addicts and Alcoholics
Title XVI—Grants to States for Aid to the Aged, Blind,

(or] and Disabled (, or for Such Aid and Medical

Assistance for the Aged]
Title XVIII—Health Insurance for the Aged and Disabled
Title XIX—Grants to States for Medical Assistance
Programs

Title XX—Federal Guaranteed Employment Opportunity Program for Heads of Families with Children
Title XXI—Bureau of Child Care
(609)

610

Sec. 1

610
AN ACT

To rovicle for the general welfare by establishing a system of Federal old-age

benefits, and by enabling the several States to make more adequate provision
for aged persons, blind persons, dependent and crippled children, maternal and
child welfare, public health, and the administration of their unemployment
compensation laws; to establish a Social Security Board; to raise revenue; and
for other purposes.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assenabled,

(TITLE I—GRANTS TO STATES FOR OLD-AGE ASSISTANCE AND MEDICAL ASSISTANCE FOR THE AGED 1
(Sec. 1. Appropriation
(See. 2. State Old-Age and Medical Assistance Plans
(Sec. 3. Payment to States
(Sec. 4. Operation of State Plans
[Sec. 5. Administration
[Sec. 6. DefinItions
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(Appropriation
(Section 1. For the purpose (a) of enabling each State, as far as
practicable under the conditions in such State, to furnish financial
assistance to aged needy individuals, (b) of enabling each State, as
far as practicable under the conditions in such State, to furnish medical assistance on behalf of aged individuals who are not recipients of
old-age assistance but whose income and resources are insufficient to
meet the costs of necessary medical services, and (c) of encouraging

each State, as far as practicable under the conditions in such State,
to furnish rehabilitation and other services to help individuals referred to in clause (a) or (b) to attain or retain capability for selfcare, there is hereby authorized to be appropriated for each fiscal
year a sum sufficient to carry out the purposes of this title. The sums
made available under this section shall be used for making payments
to States which have submitted, and had approved by the Secretary
of Health, Education, and Welfare (hereinafter referred to as the
"Secretary"), State plans for old-age assistance, or for medical assistance for the aged, or for old-age assistance and medical assistance
for the aged.

(State Old-Age and Medical Assistance Plans

(Sec. 2. (a) A State plan for old-age assistance, or for medical
assistance for the aged, or for old-age assistance and medical assistance
for the aged must—

((1) provide that it shall be in effect in all political subdivisions of the State, and, if administered by them, be mandatory
upon them;

[(2) provide for financial participation by the State;
((3) either provide for the establishment or designation of a
single State agency to administer the plan, or provide for the
iepea1ed effective January 1, i974.

Sec. 2(a)
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establishment or designation of a single State agency to supervise
the administration of the plan;

((4) provide for granting an opportunity for a fair hearing

before the State agency to any individual whose claim for assistance under the plan is denied or is not acted upon with reasonable promptness;

[(5) provide (A) such methods of administration (including
methods relating to the establishment and maintenance of personnel standards on a merit basis, except that the Secretary shall
exercise no authority with respect to the selection, tenure of office,
and compensation of any individual employed in accordance with
such methods) as are found by the Secretary to be necessary for

the proper and efficient operation of the plan, and (B) for the

training and effective use of paid subprofessional staff, with particular emphasis on the full-time or part-time employment of recipients and other persons of low income, as community service
aides, in the administration of the plan and for the use of nonpaid
or partially paid volunteers in a social service volunteer program
in providing services to applicants and recipients and in assisting
any advisory committees established by the State agency;
((6) provide that the State agency will make such reports, in
such form and containing such information, as the Secretary may
from time to time require, and comply with such provisions as
the Secretary may from time to time find necessary to assure the
correctness and verification of such reports;
((7) provide safeguards which restrict the use or disclosure of
information concerning applicants and recipients to purposes
directly connected with the administration of the State plan;
[(8) provide that all individuals wishing to make application
for assistance under the plan shall have opportunity to do so, and
that such assistance shall be furnished with reasonable promptness to all eligible individuals;
((9) provide, if the plan includes assistance for or on behalf of

individuals in private or public institutions, for the establish-

ment or designation of a State authority or authorities which shall

be responsible for establishing and maintaining standards for
such institutions;
[(10) if the State plan includes old-age assistance—
((A) provide that the State agency shall, in determining
need for such assistance, take into consideration any other
income and resources of an individual claiming old-age assistance, as well as any expenses reasonably attributable to the

earning of any such income; except that, in making such
determination, (i) the State agency may disregard not more
than $7.50 per month of any income and (ii) of the first $80
per month of additional income which is earned the State
agency may disregard not more than the first $20 thereof
plus one-half of the remainder;
[(B) include reasonable standards, consistent with the objectives of this title, for determining eligibility for and the
extent of such assistance; and

.

.

((C) provide a description of the services (if any) which

the State agency makes available to applicants for and recip-
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ients of such assistance to help them attain self-care, including a description of the steps taken to assure, in the provision
of such services, maximum utilization of other agencies providing similar or related services; and

((11) if the State plan includes medical assistance for the
aged—

((A) provide for inclusion of some institutional and some
noninstitutional care and services;

((B) provide that no enrollment fee, premium, or similar
charge will be imposed as a condition of any indivdual's eligibility for medical assistance for the aged under the plan;
((C) provide for inclusion, to the extent required by regulations prescribed by the Secretary, of provisions (conform-

ing to such regulations) with respect to the furnishing of

such assistance to individuals who are residents of the State
but are absent therefrom;
((D) include reasonable standards, consistent with the objectives of this title, for determining eligibility for and the
extent of such assistance; and
[(E) provide that no lien may be imposed against the property of any individual prior to his death on account of medical assistance for the aged paid or to be paid on his behalf
under the plan (except pursuant to the judgment of a court
on account of benefits incorrectly paid on behalf of such indi-

vidual), and that there shall be no adjustment or recovery
(except, after the death of such individual and his surviving
spouse, if any, from such individual's estate) of any medical
assistance for the aged correctly paid on behalf of such individual under the plan;

((12) if the State plan includes assistance to or in behalf of

individuals who are patients in institutions for mental diseases—
((A) provide for having in effect such agreements or other
arrangements with State authorities concerned with mental
diseases, and, where appropriate, with such institutions, as
may be necessary for carrying out the State plan, including
arrangements for joint planning and for development of alternate methods of care, arrangements providing assurance of
immediate readmittance to institutions where needed for in-

dividuals under alternate plans of care, and arrangements
providing for access to patients and facilities, for furnishing
information, and for making reports;
[(B) provide for an individual plan for each such patient
to assure that the institutional care provided to him is in his

best interests, including, to that end, assurances that there
will be initial and periodic review of his medical and other
needs, that he will be given appropriate medical treatment
within the institution, and that there will be a periodic deter-

mination of his need for continued treatment in the
institution;

[(C) provide for the development of alternate plans of

care, making maximum utilization of available resources, for
recipients who would otherwise need care in such institutions,
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including appropriate medical treatment and other assistance; for services referred to in section 3(a) (4) (A) (i) and
(ii) which are appropriate for such recipients and for such
patients; and for methods of administration necessary to assure that the responsibilities of the State agency under the
State plan with respect to such recipients and such patients
will be effectively carried out; and

((D) provide methods of determining the reasonable cost
of institutional care for such patients; and

((13) if the State 1an includes assistance to or in behalf of

patients in public institutions for mental diseases, show that the
State is making satisfactory progress toward developing and implementing a comprehensive mental health program, including
provision for utilization of community mental health centers,
nursing homes, and other alternatives to care in public institu1

tions for mental diseases.
(b) The Secretary shall approve any plan which fulfills the con-

ditions specified in subsection (a), except that he shall not approve
any plan which imposes, as a condition of eligibility for assistance
under the plan—
((1) an age requirement of more than sixty-five years; or
((2) any residence requirement which (A) in the case of applicants for old-age assistance excludes any resident of the State who
has resided therein five years during the nine years immediately
preceding the application for old-age assistance and has resided
therein continuously for one year immediately preceding the application, and (B) in the case of applicants for medical assistance
for the aged, excludes any individual who resides in the State; or
[(3) any citizenship requirement which excludes any citizen of
the United States.
[(c) Nothing in this title shall be construed to permit a State to have
in effect with respect to any period more than one State plan approved
under this title.

[Payment to States
(Sec. 3. (a) From the sums appropriated therefor, the Secretary of
the Treasury shall pay to each State which has a plan approved under
this title, for each quarter, beginning with the quarter commencing
October 1, 1960—

((1) in the case of any State other than Puerto Rico, the Virgin
Islands, and Guam, an amount equal to the sum of the following
proportions of the total amounts expended during each month of
such quarter as old-age assistance under the State plan (including
expenditures for premiums under part B of title XVIII for individuals who are recipients of money payments under such plan
and other insurance premiums for medical or any other type of
remedial care or the cost thereof) —
[(A) 3i/37 of such expenditures, not counting so much of
any expenditure with respect to such month as exceeds the
product of $37 multiplied by the total number of recipients
of old-age assistance for such month (which total number,
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for purposes of this subsection, means (i) the number of
mdividuals who received old-age assistance in the form of
money payments for such month, plus (ii) the number of
other individuals with respect to whom expenditures were
made in such month as old-age assistance in the form of
medical or any other type of remedial care) ; plus

((B) the larger of the following:
[(i) (I) the Federal percentage (as defined in section

1101(a) (8)) of the amount by which such expenditures exceed the amount which may be counted under
clause (A), not counting so much of such excess with
respect to such month as exceeds the product of $38 multiplied by the total number of recipients of old-age assist-

ance for such month, plus (II) 15 per centum of the

total expended during such month as old-age assistance
under the State plan in the form of medical or any other
type of remedial care, not counting so much of such ex-

penditure with respect to such month as exceeds the

product of $15 multiplied by the total number of recipients of old-age assistance for such month, or
((ii) (I) the Federal medical percentage (as defined
in section 6(c)) of the amount by which such expenditures exceed the maximum which may be counted under
clause (A), not counting so much of any expenditures
with respect to such month as exceeds (a) the product of
$52 multiplied by the total number of such recipients of
old-age assistance for such month, or (b) if smaller, the
total expended as old-age assistance in the form of medical or any other type of remedial care with respect to such

month plus the product of $37 multiplied by such total

number of such recipients, plus (II) the Federal percentage of the amount by which the total expended dur-

ing such month as old-age assistance under the State
plan exceeds the amount which may be counted under
clause (A) and the preceding provisions of this clause
(B) (ii), not counting so much of such excess with respect
to such month as exceeds the product of $38 multiplied by
the total number of such recipients of old-age assistance
for such month;

((2) in the case of Puerto Rico, the Virgin Islands, and Guam,
an amount equal to—

((A) one-half of the total of the sums expended during
such quarter as old-age assistance under the State plan (in-

cluding expenditures for premiums under part B of title

XVIII for individuals who are recipients of money payments
under such plan and other insurance premiums for medical
or any other type of remedial care or the cost thereof), not

counting so much of any expenditure with respect to any
month as exceeds $37.50 multiplied by the total number of
recipients of old-age assistance for such month; plus
((B) the larger of the following amounts: (i) one-half of
the amount by which such expenditures exceed the maximum
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which may be counted under clause (A), not counting so

much of any expenditure with respect to any month as exceeds (I) the product of $45 multiplied by the total number
of such recipients of old-age assistance for such month, or
(II) if smaller, the total expended as old-age assistance in
the form of medical or any other type of remedial care with
respect to such month plus the product of $37.50 multiplied
by the total number of such recipients, or (ii) 15 per centum
of the total of the sums expended during such quarter as oldage assistance under the State plan in the form of medical or
any other type of of remedial care, not counting so much of
any expenditure with respect to any month as exceeds the
product of $7.50 multiplied by the total number of such recipients of old-age assistance for such month;
((3) in the case of any State, an amount equal to the Federal

medical percentage (as defined in section 6(c)) of the total

amounts expended during such quarter as medical assistance for
the aged under the State plan (including expenditures for insurance premiums for medical or any other type of remedial care
or the cost thereof) ; and

((4) in the case of any State whose State plan approved under
section 2 meets the requirements of subsection (c) (1), an amount
equal to the sum of the following proportions of the total amounts
expended during such quarter as found necessary by the Secretary

of Health, Education, and Welfare for the proper and efficient
administration of the State plan—
((A) 75 per centum of so much of such expenditures as are
for—
((i) services which are prescribed pursuant to subsec-

tion (c) (1) and are provided (in accordance with the
next sentence) to applicants for or recipients of assistance under the plan to help them attain or retain capability for self-care, or
((ii) other services specified by the Secretary as likely
to prevent or reduce iependency, so provided to such applicants or recipients, or

((iii) any of the services prescribed pursuant to subsection (c) (1), and of the services specified as provided
in clause (ii), which the Secretary may specify as appropriate for individuals who, within such period or periods
as the Secretary may prescribe, have been or are likely
to become applicants for or recipients of assistance under
the plan, if such services are requested by such individuals and are provided to such individuals in accordance
with the next sentence, or

((iv) the training of personnel employed or preparing

for employment by the State agency or by the local

agency administering the plan in the political subdivision; plus

((B) one-half of so much of such expenditures (not in-

cluded under subparagraph (A)) as are for services provided
(in accordance with the next sentence) to applicants for or
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recipients of assistance under the plan, and to individuals
requesting such services who (within such period or periods
as the Secretary may prescribe) have been or are likely to
become applicants for or recipients of such assistance; plus
((C) one-half of the remainder of such expenditures.
The services referred to in subparagraphs (A) and (B) shall,
except to the extent specified by the Secretary, include only—
((D) services provided by the staff of the State agency, or
of the local agency administering the State plan in the politi-

cal subdivision: Provided, That no funds authorized under
this title shall be available for services defined as vocational
rehabilitation serivces under the Vocational Rehabitation Act
(i) which are available to individuals in need of them under

programs for their rehabilitation carried on under a State
plan approved under such Act, or (ii) which the State agency
or agencies administering or supervising the administration
of the State plan approved under such Act, are able and willing to provide if reimbursed for the cost thereof pursuant to

agreement under subparagraph (E), if provided by such
staff, and

[(E) subject to limitations prescribed by the Secretary,
services which in the judgment of the State agency cannot
be as economically or as effectively provided by the staff of
such State or local agency and are not otherwise reasonably
available to individuals in need of them, and which are provided, pursuant to agreement with the State agency, by the
State health authority or the State agency or agencies administering or supervising the administration of the State plan
for vocational rehabilitation services approved under the Vo-

cational Rehabilitation Act or by any other State agency

which the Secretary may determine to be appropriate

(whether provided by its staff or by contract with public
(local) or nonprofit private agencies);

except that services described in clause (ii) of subparagraph (D)
hereof may be provided only pursuant to agreement with such
State agency or agencies administering or supervising the administration of the State plan for vocational rehabilitation services
so approved. The portion of the amount expended for administration of the State plan to which subparagraph (A) applies and
the portion thereof to which subparagraphs (B) and (C) apply
shall be determined in accordance with such methods and procedures as may be permitted by the Secretary ;.and
((5) in the case of any State whose State plan approved under
section 2 does not meet the requirements of subsection (c) (1), an

amount equal to one-half of the total of the sums expended dur-

ing such quarter as found necessary by the Secretary for the
proper and efficient administration of the State plan, including

services referred to in paragraph (4) and provided in accordance
with the provisions of such paragraph.
((b) The method of computing and paying such amounts shall be
as follows:
((1) The Secretary of Health, Education, and Welfare shall,
prior to the beginning of each quarter, estimate the amount to
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paid to the State for such quarter under the provisions of
subsection (a), such estimate to be based on (A) a report filed
by the State containing its estimate of the total sum to be exbe

pended in such quarter in accordance with the provisions of such
subsection, and stating the amount appropriated or made available by the State and its political subdivisions for such expenditures in such quarter, and if such amount is less than the State's
proportionate share of the total sum of such estimated expenditures, the source or sources from which the difference is expected
to be derived, (B) records showing the number of aged individuals in the State, and (C) such other investigation as the Secretary may find necessary.
((2) The Secretary of Health, Education, and Welfare shall

then certify to the Secretary of the Treasury the amount so

estimated by the Secretary of Health, Education, and Welfare,
(A) reduced or increased, as the case may be, by any sum by
which the Secretary of Health, Education, and Welfare finds that
his estimate for any prior quarter was greater or less than the
amount which should have been paid to the State under subsection (a) for such quarter, .and (B) reduced by a sum equivalent

to the pro rata share to which the United States is equitably
entitled, as determined by the Secretary of Health, Education,

and Welfare, of the net amount recovered during any prior quarter by the State or any political subdivision thereof with respect

to assistance furnished under the State plan; except that such
increases or reductions shall not be made to the extent that such
sums have been applied to make the amount certified for any
prior quarter greater or less than the amount estimated by the
Secretary of Health, Education, and Welfare for such prior
quarter: Provided, That any part of the amount recovered from
the estate of a deceased recipient which is not in excess of the
amount expended by the State or any political subdivision thereof
for the funeral expenses of the deceased shall not be considered
as a basis for reduction under clause (B) of this paragraph.

((3) The Secretary of the Treasury shall thereupon, through
the Fiscal Service of the Treasury Department and prior to
audit or settlement by the General Accounting Office, pay to the
State, at the time or times fixed by the Secretary of Health, Education, and Welfare, the amounts so certified.

((c) (1) In order for a State to qualify for payments under aragraph (4) of subsection (a), its State plan approved under section 2

must provide that the State agency shall make available to applicants
for recipients of old-age assistance under such State plan at least those
services to help them attain or retain capability for self-care which arc
prescribed by the Secretary.
((2) In the case of any State whose State plan included a provision
meeting the requirements of paragraph (1), but with respect to which
the Secretary finds, after reasonable notice and opportunity for hearing to the State agency administering or supervising the administration of such plan, that—
((A) the provision has been so changed that it no longer complies with the requirements of paragraph (1), or
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((B) in the administration of the plan there is a failure to comply substantially with such provision,
the Secretary shall notify such State agency that further payments
will not be made to the State under paragraph (4) of subsection (a)
until he is satisfied that there will no longer be any such failure to
comply. Until the Secretary is so satisfied further payments with respect to the administration of such State plan shall not be made under
paragraph (4) of subsection (a) but shall instead be made, subject to
the other provisions of this title, under paragraph (5) of such subsection.
( (d) Notwithstanding the preceding provisions of this section, the

amount determined under such provisions for any State for any quarter which is attributable to expenditures with respect to patients in
institutions for mental diseases shall be paid only to the extent that
the State make a showing saisfactory to the Secretary that total expenditures in the State from Federal, State, and local sources for
mental health services (including payments to or in behalf of individuals with mental health problems) under State and local public health
and public welfare programs for such quarter exceed the average of
the total expenditures in the State from such sources for such services
under such programs for each quarter of the fiscal year ending June 30,
1965. For purposes of this subsection, expenditures for such services
for each quarter in the fiscal year ending June 30, 1965, in the case
of any State shall be determined on the basis of the latest data, satisfactory to the Secretary, available to him at the time of the first determination by him under this subsection for such State; and expenditures for such services for any quarter beginning after December 31,
1965, in the case of any State shall be determined on the basis of the
latest data, satisfactory to the Secretary, available to him at the time

of the determination under this subsection for such State for such
quarter; and determinations so made shall be conclusive for purposes
of this subsection.

(Operation of State Plans

(Sec. 4. In the case of any State plan which has been approved under

this title by the Secretary of Health, Education, and Welfare, if the
Secretary, after reasonable notice and opportunity for hearing to the
State agency administering or supervising the administration of such
plan finds—

((1) that the plan has been so changed as to impose any age,
residence, or citizenship requirement prohibited by section 2(b),
or that in the administration of the plan any such prohibited requirement is imposed, with the knowledge of such State agency,
in a substantial number of cases; or
[(2) that in the administration of the plan there is a failure to
comply substantially with any provision required by section 2(a)
to be included in the plan;
the Secretary shall notify such State agency that further payments
will not be made to the State (or, in his discretion, that payments will
be limited to categories under or parts of the. State plan not affected
by such failure) until the Secretary is satisfied that such prohibited
requirement is no longer imposed, and that there is no longer any such
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failure to comply. Until he is so satisfied he shall make no further
payments to such State (or shall limit payments to categories under
or parts of the State plan not affected by such failure).

(Administration
(Sec. 5. [Executed. Authorized appropriation for administrative

expenses of the Social Security Board under this title for the fiscal year
ending June 30, 1936.]

(Definitions
(Sec 6. (a) For the purposes of this title, the term "old-age assistance" means money payments to, or (if provided in or after the third
month before the month in which the recipient makes application for

assistance) medical care in behalf of or any type of remedial care
recognized under State law in behalf of, needy individuals who are
sixty-five years of age or older, but does not include any such payments to or care in behalf of any individual who is an inmate of a
public institution (except as a patient in a medical institution). Such

term also includes payments which are not included within the meaning
of such term under the preceding sentence, but which would be so included except that they are made on behalf of such a needy individual
to another individual who (as determined in accordance with standards
prescribed by the Secretary) is interested in or concerned with the welfare of such needy individual, but only with respect to a State whose
State plan approved under section 2 includes provision for—

((1) determination by the State agency that such needy individual has, by reason of his physical or mental condition, such
inability to manage funds that making payments to him would
be contrary to his welfare and, therefore, it is necessary to provide
such assistance through payments described in this sentence;

((2) making such payments only in cases in which such payments will, under the rules otherwise applicable under the State
plan for determining need and the amount of old-age assistance to
be paid (and in conjunction with other income and resources),
meet all the need of the individuals with respect to whom such
payments are made;
((3) undertaking and continuing special efforts to protect the
welfare of such individual and to improve, to the extent possible,
his capacity for self-care and to manage funds;
((4) periodic review by such State agency of the determination
under paragraph (1) to ascertain whether conditions justifying
such determination still exist, with provision for termination of
such payments if they do not and for seeking judicial appointment
of a guardian or other legal representative, as described in section
1111, if and when it appears that such action will best serve the
interests of such needy individual; and
(5) opportunity for a fair hearing before the State agency on
the determination referred to in paragraph (1) for any individual
with respect to whom it is made.

((b) For purposes of this title, the term "medical assistance for the
aged" means payment of part or all of the cost of the following care

78—178 O—72-—---—40

Sec. 6(c)

620

and services (if provided in or after the third month before the month
in which the recipient makes application for assistance) for individuals sixty-five years of age or older who are not recipients of old-age
assistance (except, for any month, for recipients of old-age assistance
who are admitted to or discharged from a medical institution during
such month) but whose income and resources are insufficient to meet
all of such cost—

((1) inpatient hospital services;
((2) skilled nursing-home services;
((3) physicians' services;
((4) outpatient hospital or clinic services;
((5) home health care services;
[(6) private duty nursing services;
((7) physical therapy and related services;
((8) dental services;
(9) laboratory and X-ray services;
E (10) prescribed drugs, eyeglasses, dentures, and prosthetic

devices;

((11) diagnostic, screening, and preventive services; and
((12) any other medical care or remedial care recognized under
State law;
except that such term does not include any such payments with respect
to care or services for any individual who is an inmate of a public
institution (except as a patient in a medical institution).
((c) For purposes of this title, the term "Federal medical percentage" for any State shall be 100 per centum less the State percentage;
and the State percentage shall be that percentage which bears the same
ratio to 50 per centum as the square of the per capita income of such
State bears to the square of the per capita income of the continental

United States (including Alaska) and Hawaii; except that (i) the
Federal medical percentage shall in no case be less than 50 per centum
or more than 80 per centum, and (ii) the Federal medical percentage
for Puerto Rico, the Virgin Islands, and Guam shall be 50 per centum.
The Federal medical percentage for any State shall be determined and
promulgated in accordance with the provisions of subparagraph (B)

of section 1101(a) (8) (other than the proviso at the end thereof);

except that the Secretary shall, as soon as possible after enactment of
the Social Security Amendments of 1960, determine and promulgate
the Federal medical percentage for each State—
((1) for the period beginning October 1, 1960, and ending with
the close of June 30, 1961, which promulgation shall be based on
the same data with respect to per capita income as the data used
by the Secretary in promulgating the Federal percentage (under

section 1101(a) (8)) for such State for the fiscal year ending

June 30, 1961 (which promulgation of the Federal medical percentage shall be conclusive for such period), and
[(2) for the period beginning, July 1, 1961, and ending with the
close of June 30, 1963, which promulgation shall be based on the
same data with respect to per capita income as the data used by the
Secretary in promulgating the Federal percentage (under section
1101 (a) i8)) for such State for such period (which promulgation

of the Federal medical percentage shall b 'onclusive for sich
period).]
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Federal Old-Age and Survivors Insurance Trust Fund and
Federal Disability Insurance Trust Fund
Section 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 gifts and bequests as may be made
as provided in subsection (i) (1),' and 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 appropriated 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 Revenue 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 January
1, 1953, with respect to assessments of such taxes made before
January 1, 1951; and

(3) 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 Revenue 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 re-

ports, less the amounts specified in clause (1) of subsection (b) of
this section; and
1

ApplIes

to gifts and bequests received after the date of enactment.

627

Sec. 201(b)

(4) the taxes imposed by subchapter E of chapter 1 of the
Internal Revenue 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 Secretary 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 Survivors Insurance Trust Fund, and the amounts
appropriated by clauses (1) and (2) of subsection (b) shall be transfeiied 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 Treasury 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 euch gifts and bequests as maj be made as provided in
subsection (i) (1),1 and 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) '/2 of 1 per centum of the wages (as defined in section

3121 of the Internal Revenue Code of 1954) paid after Decem-

ber 31, 1956, and before January 1, 1966, and reported to the Secretary of the Treasury or his delegate pursuant to subtitle F of the
Internal Revenue Code of 1954, (B) 0.70 of 1 per centum of the
wages (as so defined) paid after December 31, 1965, and 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
before January 1, 1970, and so reported, (D) 1.10 per centum of

AppileB to gifts and bequests received after the date of enactment.
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the wages (as so defined) paid after December 31, 1969, and before January 1, 1973, and so reported, (E) (1.0] 1.15 per centum

of the wages (as so defined) paid after December 31, 1972, and before January 1, 1978. and so reported, (F) (1.1] 1.40 per centum

of the wages (as so defined) paid after December 31, 1977, and
before January 1, 2011, and so reported, and (G) (1.4] 1.60 per

centum of the wages (as so defined) paid after December 31, 2010,
and so reported, which wages shall be certified by the Secretary of

Health, Education, and Welfare on the basis of the records of

wages established and maintained by such Secretary in accordance
with such reports; and
(2) (A) 3/ 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
January 1, 1968, and (C) 0.7125 of 1 per centum of the amount of
self-employment income (as so defined) so reported for any taxable year beginning after December 31, 1967, and before Janu-

ary 1, 1970, (D) 0.825 of 1 per centum of the amount of selfemployment income (as so defined) so reported for any taxable
year beginning after December 31, 1969, and before January 1,
1973, (E) (0.75] 0.83 of 1 per centum of the amount of self-employment income (as so defined) so reported for any taxable year
beginning after December 31, 1972, and before January 1, 1978,
(F) (0.825] 1.00 per centum of the amount of self-employment income (as so defined) so reported for any taxable year beginning
after December 31, 1977, and before January 1, 2011, and (0)
(0.915] 0.935 per centum of the amount of self-employment income (as so defined) soreported for any taxable year beginning
after December 31, 2010, which self -emp]oyment income shall be
certified by the Secretary of Health, Education, and Welfare on
the basis of the records of self-employment income estabhshe.d and
maintained by the Secretary of Health, Education, and Welfare
in accordance with such returns.
(c) Writh 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 (here-

inafter 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 1-Iealth, 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. Such 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;
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(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 unemploy-

ment 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 state-

ment 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 disbursements 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. 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 document of the
session of the Congress to which the report is made.

(d) It shall be the duty of the Managing Trustee to invest such portion of the rFrust Funds as is not, in his judgment, required to meet
current withdrawals. Such investments may be made only in interestbearing obligations of the IJnited States or in obligations 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 authorize 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 obliga-

tions 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 multiple 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 purchase of such other obligations is in the public
interest.
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(e) Any obligation acquired by the Trust Funds (except publicdebt obIiations 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 Fund and the Disability Insurance Trust
Fund, respectively.

(g) (1) (A) There are authorized to be made available for expenditure, out of any or all of the Trust Funds (which for purposes of this
paragraph shall include also the Federal Hospital Insurance Trust
Fund and the Federal Supplementary Medical 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, title XVI; 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 (with respect to title XVI)
by the general revenues of the United States and shall certify to the
Managing Trustee the amount, if any, which should be transferred
among such Trust Funds in order to assure that (after appropriations
made pursuant to section 1601, and repayment to the Trust Funds from
amount8 so appropriated) each of the Trust Funds and the general
revenues of the United States bears its proper share of the costs incurred during such fiscal year for the part of the administration of this
title and title XVIII 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.

(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(c) and (e) 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 deter-

631

Sec. 202(a)

mined 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 pursuant 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 subsequently appears that the estimates under
either such paragraph in any particular 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 section223, and
benefit payments required to be made under subsection (b), (c), [orJ
(d), or (x) of section 202 to individuals entitled to benefits on the basis
of the wages and self-employment income of an individual entitled to
disability insurance benefits, shall be made only from the Federal Dis-

ability 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.

(i) (1) The Managing Trustee of the Federal Old-Age and Surviyore Ineurance Trust Fund, the Federal Disability Insurance Trust
Fund. the Federal Hospital Insurance Trust Fund, and the Federal
Supplementary Medical Insurance Trust Fund is authorized to accept on behalf of the United States money gifts and bequest8 made
unconditionally to any one or more of such Tru8t Fund8 or to the
Department of Health, Education, and Welfare, or any part or officer
thereof, for the benefit of any of 8uch Funds or any activity financed
throuqh 8uch Funds.
(2) Any 8uch gift accepted pursuant to the authority granted in
paragraph (7) of thi8 sub8ection 8hall be deposited in—
(A) the specific trust fund designated by the donor or
(B) if the donor has not 80 designated, the Federal Old-Age
and Survivors Insurance Trust Fund.'

Old-Age and Survivors Insurance Benefit Payments
Old-Age Insurance Benefita

Sec. 202. (a) Every individual who—
(1) is a fully insured individual (as defined in section 214(a)),
(2) has attained age 62, and
I Applies
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(3) has filed application for old-age insurance benefits or was
entitled to disability insurance benefits for the month preceding
the month in which he attained the age of 65,
shall be entitled to an old-age insurance benefit for each month, beginning with the first month after August 1950 in which such individual becomes so entitled to such insurance benefits and ending with
the month preceding the month in which he dies. Except as provided in
subsection (q) and subsection (w), such individual's old-age insurance
benefit for any month shall be equal to his primary insurance amount
(as defined in section 215(a)) for such month.
Wife's Insurance Benefits

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

(B) has attained age 62 or (in the case of a wife) has in her
care (individually or jointly with such individual) at the time of
filing such application a child entitled to a child's insurance benefit on the basis of the wages and self-employment income of such
individual,
(C) in the case of a divorced wife, is not married, and
((D) in the case of a divorced wife, was receiving at least onehalf of her support, as determined in accordance with regulations
prescribed by the Secretary, from such individual, or was receiving substantial contributions from such individual (pursuant to a
written agreement) or there was in effect a court order for substantial contributions to her support from such individual—

[(i) if he had a period of disability which did not end

before the month in which he became entitled to old-age or
disability insurance benefits, at the beginning of such period
or at the time he becomes entitled to such benefits, or

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

time he became entitled to old-age insurance benefits, and—]
((E)] (D) is not entitled to old-age or disability insurance
benefits or is entitled to old-age or disability insurance benefits
based on a primary insurance amount which is less than one-half
of the primary insurance amount of such individual,
shall (subject to subsection (s)) be entitled to a wife's insurance benefit for each month, beginning with the first month in which she becomes
so entitled to such insurance benefits and ending with the month preceding the first month in which any of the following occurs—

[ (F)](E) she dies,

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

((I)](H) in the case of a divorced wife, she marries a person

other than such individual,

()](') in the case of a wife who has not attained age 62, no

child of such individual is entitled to a child's insurance benefit,
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((K)] (J) she becomes entitled to an old-age or disability

insurance benefit based on a primary insurance amount which is
equal to or exceeds one-half of the primary insurance amount of
such individual, or

((L)] (K) such individual is not entitled to disability insur-

ance benefits and is not entitled to old-age insurance benefits.'

(2) Except as provided in subsection (q), such wife's insurance
benefit for each month shall be equal to one-half of the primary insurance amount of her husband (or, in the case of a divorced wife, her
former husband) for such month.
(3) In the case of any divorced wife who marries—
(A) an individual entitled to benefits under subsection (f) (or
(h)], (h),or (x) of this section, or
(B) an individual who has attained the age of 18 and is entitled
to benefits under subsection (d),
such divorced wife's entitlement to benefits under this subsection shall,
notwithstanding the provisions of paragraph (1) (but subject to sub-

section (s)), not be terminated by reason of such marriage; except
that, in the case of such a marriage to an individual entitled to ben'sfits under subsection (d), the preceding provisions of this paragraph
shall not apply with respect to benefits for months after the last month
for which such individual is entitled to such benefits under subsection
(d) unless he ceases to be so entitled by reason of his death.
Husband's Insurance Benefits

(c) (1) The husband (as defined in section 216(f)) of an individual
entitled to old-age or disability insurance benefits, if such husband—
(A) has filed application for husband's insurance benefits,
(B) has attained age 62,

(C) was receiving at least one-half o his support, as determined in accordance with regulations prescribed by the Secretary, from such individual—

(i) if she had a period of disability which did not end

prior to the month in which she became entitled to old-age
or disability insurance benefits, at the beginning of such
period or at the time she became entitled to such benefits, or
(ii) if she did not have such a period of disability, at the
time she became entitled to such benefits,
and filed proof of such support within two years after the month
in which she filed application with respect to such period of dis-

ability or after the month in which she became entitled to such
benefits, as the case may be. or, if she did not have such a period,
t.wo years after the month in which she became entitled to such
benefits, and

(D) is not entitled to old-age or disability insurance benefits,
or is entitled to old-age or disability insurance benefits based on a
primary insurance amount which is less than one-half of the primary insurance amount of his wife,
1 Applies to the benefits payable under section 202 for month after December 1972, except
that in the ease of an individual not entitled to a benefit for December 1972, benefits will

be payable only on the basis of an application filed after Sept. 30, 1972.
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shall be entitled to a husband's insurance benefit for each month,

beginning with the first month after August 1950 in which he becomes so entitled to such insurance benefits and ending with the
month preceding the month in which any of the following occurs:
he dies, his wife dies, they are divorced, or he becomes entitled to an
old-age or disability insurance beiefit, based on a primary insurance
amount which is equal to or exceeds one-half of the primary insurance amount of his wife, or his wife is not entitled to disability insurance benefits and is not entitled to old-age insurance benefits.

(2) The provisions of subparagraph (C) of paragraph (1) shall

(subject to subsection (s)) not be applicable in the case of any husband who—

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

individual he was entitled to, or on application therefor and

attainment of the required age (if any) would have been entitled
to, a widower's, child's (after attainment of age 18), or parent's
insurance annuity under section 5 of the Railroad Retirement Act
of 1937, as amended.

(3) Except as provided in subsection (q), such husband's insurane°
benefit for each month shall be equal to one-half of the primary in"
ance amount of his wife for such month.
Child's Insurance Benefits

(d) (1) Every child (as defined in section 216(e)) of an individual
entitled to old-age or disability insurance benefits, or of an individual
who dies a fully or currently insured individual if such child—
(A) has filed application for child's insurance benefits,
(B) at the time such application w-as filed was unmarried and
(i) either had not attained the age of 18 or was a full-time student
and had not attained the age of 2-2, or (ii) is under a disability (as

defined in section 223(d)) which began before he attained the

age of (eighteen] , and

1

(C) was dependent upon such individual—
(i) if such individual is living, at the time such application
was filed,

(ii) if such individual has died, at the time of such death,

or

—

(iii) jf such individual had a period of disability which
continued until he became entitled to old-age or disability
insurance benefits, or (if he has died) until the month of his

1 Applies to benefits payable under sectIon 202 for months after December 1972, except
that in the case of an individual not entitled to a benefit for December 1972, benefits will

be payable only on the basis of an application filed after Sept. 30, i972.
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death, at the beginning of such period of disability or at the
time he became entitled to such benefits,

shall be entitled to a child's insurance benefit for each month, beginfling with the first month after August 1950 in which such child becomes so entitled to such insurance benefits and ending with the month
preceding whichever of the following first occurs—
(D) the month in which such child dies, [marries, or is adopted
(except for adoption by a stepparent, grandparent, aunt, uncle,
brother, or sister subsequent to the death of such fully or currently
insured individual),] or n'tarries,1
(E) the month in which such child attains the age of 18, but
only if he (i) is not under a disability (as so defined) at the time
he attains such age, and (ii) is not a full-time student during any
part of such month.

(F) if such child was not under a disability (as so defined)

at the time he attained the age of 18, the earlier of—

(i) the first month during no part of which he is a full-

time student, or
(ii) the month in which he attains the age of 22,
but only if he was not under a disability (as so defined) in such
earlier month; 2 or

(U) if such child was under a disability (as so defined) at

the time he attained the age of 18, or if he was not under a disability (as so defined) at such time but was under a disability
(as so defined) at or prior to the time he attained (or would at-

tain) the age of 22,2 the third month following the month in which

he ceases to be under such disability or (if later) the earlier of—

(i) the first month during no part of which he is a full-

time student, or
(ii) the month in which he attains the age of 22,

but only if he was not under a disability (as so defined) in such

earlier month.2
Entitlement of any child to benefits under this subsection on the basis
of the wages and self-employment income of an individual entitled to
disability insurance benefits shall also end with the month before the
first month for which such individual is not entitled to such benefits
unless such individual is, for such later month, entitled to old-age insurance benefits or unless he dies in such month. No payment under
thie paragraph may be made to a child who would not meet the defini-

tion of disability in section 223(d) ercept for paragrapii (1) (B)
thereof for any month in which he engages in substantial gainful
activity.2

(2) Such child's insurance benefit for each month shall, if the individual on the basis of whose wages and self-employment income the
child is entitled to such benefit has not died prior to the end of such
month, be equal to one-half of the primary insurance amount of such
individual for such month. Such child's insurance benefit for each
month shall, if such individual has died in or prior to such month, be

equal to three-fourths of the primary insurance amount of such

individual.
1

ApplIes

to benefits for months begInnIng with month of enactment.

See footnote on preceding page.
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(3) A child shall be deemed dependent upon his father or adopting

father or his mother or adopting mother at the time specified in
paragraph (1) (C) unless, at such time, such individual was not living
with or contributing to the support of such child and—

(A) such child is neither the legitimate nor adopted child of

such individual, or
(B) such child has been adopted by some other individual.
For purposes of this paragraph, a child deemed to be a child of a fully
or currently insured individual pursuant to section 216(h) (2) (B) or
section 216(h) (3) shall be deemed to be the legitimate child of such
individual.
(4) A child shall be deemed dependent upon his stepfather or step-

mother at the time specified in paragraph (1) (C) if, at such time,

the child was living with or was receiving at least one-half of his support from such stepfather or stepmother.
(5) In the case of a child who has attained the age of eighteen and
who marries—
(A) an individual entitled to benefits under subsection (a), (b),

(e), (f), (g), [or] (h), or (x) of this section or under section

223(a), or
(B) another individual who has attained the age of eighteen
and is entitled to benefits under this subsection,

such child's entitlement to benefits under this subsection shall, notwithstanding the provisions of paragraph (1) but subject to subsection (s), not be terminated by reason of such marriage; except that,
in the case of such a marriage to a male individual entitled to benefits
under section 223(a) or this subsection, the preceding provisions of
this paragraph shall not apply with respect to benefits for months
after the last month for which such individual is entitled to such benefits under section 2.23(a) or this subsection unless (i) he ceases to be
so entitled by reason of his death, or (ii) in the case of an individual
who was entitled to benefits under section 223(a), he is entitled, for
the month following such last month, to benefits under subsection (a)
of this section.
(6) A child whose entitlement to child's insurance benefits on the

basis of the wages and self-employment income of an insured individual terminated with the month preceding the month in which such
child attained the age of 18. or with a subsequent month, may again
become entitled to such benefits (provided no event specified in paragraph (1) (D) has occurred) beginning with the first month thereafter [in which he is a full-time student and has not attained the age
of 22 if he has filed application for such reentitlement. Such reentitlement shall end with the month preceding whichever of the following
first occurs: The first month during no part of which he is a full-time
studeiit, the month in which he attains the age of 22, or the first month

in which an event specified in paragraph (1) (D) occurs.] in which
he—

(A) (i) i a full-time student or is under a disability (as defined

in 8ectwn 923(d)). and (ii) had not attained the age of ,

or

(B) ie under a disability (as so defined) which began before
the close of the 84th month following the nw'nth in which hie
most recent entitlement to child's iwmranee benefits terminated
because he ceased to be under such disability,
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hut only if he has filed application for such reentitlement. Such reentitlement shall end with the month preceding whichever of the followi'ng first occurs:
(C) the first month in which an event 8peczfied in paragraph
(1) (D) occurs;
(D) the earlier of (i) the first month during no part of which
he is a full-time student, or (ii) the month in.which he attains the
age of 2, hut only if he is not under a disability (as so defined)
in such earlier month; or
(E) if he was under a disability (as so defined), the third month

following the month in which he ceases to be under such disability or (if later) the earlier of—
(i) the first month during no part of which he is a full-

time student, or
(ii) the month in which he attains the age of
(7) For the purposes of this subsection—
(A) A "full-time student" is an individual who is in full-time

attendance as a student at an educational institution, as determined by the Secretary (in accordance with regulations prescribed by him) in the light of the standards and practices of the

institutions involved, except that no individual shall be consdered
a "full-time student" if he is paid by his employer while attending an educational institution at the request, or pursuant to a requirement, of his employer.

(B) Except to the extent provided in such regulations, an

individual shall be deemed to be a full-time student during any
period of nonattendance at an educational institution at which
he has been in full-time attendance if (i) such period is 4 calendar
months or less, and (ii) he shows to the satisfaction of the Secretary that he intends to continue to be in full-time attendance at
an educational institution immediately following such period. An
individual who does not meet the requirement of clause (ii) with
respect to such period of nonattendance shall be deemed to have
met such requirement (as of the beginning of such period) if he
is in full-time attendance at an educational institution immediately following such period.

(C) An "educational institution" is (i) a. school or college or
university operated or directly supported by the United States,
or by any State or local government or political subdivision there-

of, or (ii) a school or college or university which has been approved by a State or accredited by a State-recognized or nationally-recognized accrcditing agency or body, or (iii) a nonaccredited school or college or university whose credits are
accepted, on transfer, by not less than three institutions which
are so accredited, for credit on the same basis as if transferred
from an institution so accredited.
(D) A child who attains age 2f2 at a time when he is a full-time

student (as defined in subparagraph (A) of this paragraph and
without the application of subparagraph (B) of such paragraph)
1 Applies to benefits payable under section 202 for months after December 1972, except
that in the case of an Individual not entitled to a benefit for December 1972, benefits will
be payable only on the basis of an application filed after Sept. 30, 1972.

Sec. 202(d)

638

but has not (at such time) completed the requirement8 for, Or
received, a degree from a four-year college or university shall be
deemed (for purposes of determining whether his entitlement to

benefits under this subsection has terminated under paragraph
(1) (F) and for purposes of determining his initial entitlement
to such benefits vwler clause (i) of paragraph (1) (B)) not to
have attained such age until the first day of the first month following the end of the quarter or semester in which he is enrolled
at such time (or, if the educational institution (as defined in this
paragraph) in which he is enrolled is not operated on a quarter
or semester system, until the first day of the first mont/i following

the completion of the course in which he is so enrolled or until
the first day of the third month beginning after such time, whichever first occurs).'
(8) In the case of—
(A) an individual entitled to old-age insurance benefits (other

than an individual referred to in subparagraph (B)), or2
(B) an individual entitled to disability insurance benefits, or
((B)] an individual entitled to old-age insurance benefits who
was entitled to disability insurance benefits for the month pre-

ceding the first month for which he was entitled to old-age insurance benefits,

a child of such individual adopted after such individual became entitled to such old-age or disability insurance benefits shall be deemed
not to meet the requirements of clause (i) or (iii) of paragraph (1)
(C) unless such child—

(C) is the natural child or stepchild of such individual (in-

cluding such a child who was legally adopted by such individual),
or
(D) (i) was legally adopted by such individual (before the end
of the 24-month period beginning with the month after the month

in which such individual most recently became entitled to disability insurance benefits, but only if—

((i) proceedings for such adoption of the child had been
instituted by such individual in or before the month in which
began the period of disability of such individual which still

exists at the time of such adoption (or, if such child was
adopted by such individual after such individual attained
age 65, the period of disability of such individual which existed in the month preceding the month in which he attained
age 65), or
((ii) such adopted child was living with such individual in

such month; or
((E) was legally adopted by such individual—
((i) in an adoption which took place under the supervision
of a public or private child-placement agency,
((ii) in an adoption decreed by a court of competent jurisdiction within the United States,
I Applies to benefits for months after December 1972.
2 Anpltes to benefits for months after December 1972 on the basis of applications filed
in or after month of enactment, except that with respect to benefits for any month before
month of enactment, application must be filed before seventh month of enactment.
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((iii) on a date immediately preceding which such mdividual had continuously resided for not less than one year
within the United States:
[(iv) at a time prior to the attainment of age 18 by such
child.] in an ado pton decreed by a court of competent jurisdiction within the United States,

(ii) was living with such individual in the United States
and receiving at ieat one-half of his support from such individual (I) if he is an individual referred to in subparagraph

(A), for the year immediately before the month in which

such individual became entitled to old-age insurance benefits
or, if such individual had a period of disability which continued until he had become entitled to old-age insurance benefits, the month in which such period of disability began, or

(Ii) if he is an individual referred to in subparagraph (B),
for the year immediately before the nwnth in which began
the period of disability of such individual which still exists
at the time of adoption (or, if such child was adopted by such

individual after such individual attained age 65, the period
of disability of such individual which existed in the month
preceding the month in which lie attained age 65), or the
month in which such individual became entitled to disability
insurance benefits, and

(iii) had not attained the age of 18 before he began living
with such individual.

In the case of a child who was born in the one-year period during
which such child must have been living with and receiving at least
one-half of his support from such individual, such child shall be
deemed to meet such requirements for such period if, as of the close

of such period, such child has lived with such individual in the United
States and received at least one-half of his support from such individual for substantially all of the period which begins on the date of
birth of such child.1

((9) If an individual entitled to old-age insurance benefits (but not
an individual included under paragraph (8)) adopts a child after such
individual becomes entitled to such benefits, such child shall be deemed

not to meet the requirements of clause (i) of paragraph (1) (C) unless such child—

[(A) is the natural child or stepchild of such individual (in-

cluding such a child who was legally adopted by such individual),
or
((B) was legally adopted by such individual before the end of
the 24-month period beginning with the month after the month in
which such individual became entitled to old-age insurance benefits, but only if—

((i) such child had been receiving at least one-half of his
support from such individual for the year before such individual filed his application for old-age insurance benefits or,
if such individual had a period of disability which continued

Applies to benefits for months after December 1967 on the basis of an application filed
in or after month of enactment, except that with respect to benefits for any month before
January 1973, application must be filed before sixth month after month of enactment.
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until he had become entitled to old-age insurance benefits, for
the year before such period of disability began, and
((ii) either proceedings for such adoption of the child had
been instituted by such individual in or before the month in
which the individual filed his application for old-age insurance benefits or such adopted child was living with such individual in such month.]

(9) (A) A child who is a child of an individual under clause (3)
of the first sentence of section 216(e) and is not a child of such individual under clause (1) or (2) of such first sentence shall be deemed
not to be dependent on such individual at the time specified in subparagraph (1) (C) of this subsection unless (i) such child was living
with such individual in the United States and receiving at least onehalf of his sup port from such individual (1) for the year immediately before the month in which such individual became entitled to oldage insurance benefits or disability insurance benefits or died, or (II)
if such individual had a period of disability which continued until he
had become entitled to old-age insurance benefits, or disability insurance benefits, or died, for the year immediately before the month in

which such period of disability begcin. and (ii) the period during
which such child was living with such individual began before the
child attained age 18.
(B) In the case of a child who was born, in the one-year period during which such child must have been living with and receiving at least

one-half of his sup port from such individual, such child shall be

deemed to meet such requirements for such period if, as of the close
of such period, such child has lived with such individual in the United
States and received at least one-half of his support from such indi-

vidual for substantially all of the period which begins on the date
of 8uch child's birth.1

Widow's Insurance Benefits

(e) (1) The widow (as defined in section 216(c)) and every surviving divorced wife (as defined in section 216(d)) of an individual who
died a fully insured individual, if such widow or such surviving divorced wife—

(A) is not married,

(B) (i) has attained age 60, or (ii) has attained age 50 but has
not attained age 60 and is under a disability (as defined in section 223 (d)) which began before the end of the period specified
in paragraph (5),
(Cs) (i) has filed application for widow's insurance benefits, or
was (entitled, after attainment of age 62, to wife's insurance bene-

fits,] entitled to wife's insurance benefits, on the basis of the
wages and self-employment income of such individual, or for

the month preceding the month in which he died, [or] and (I) has
attained age 85 or (II) is not entitled to beiie fits under subsection
(a) or section 223, or1

(ii) was entitled, on the basis of such wages and self-employment income, to mother's insurance. benefitc for the month preceding the month in which she attained age [62] 65,2 and
1 Applies to benefits for months after December 1972 on the basis of applications filed
on or after date of enactment.
2Appiies to benefits for months after December 1972.
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((D) in the case of a surviving divorced wife who was not entitled to wife's insurance benefits on the basis of the wages and
self-employment income of such individual for the month preceding the month in which he died, was receiving at least one-half
of her support, as determined in accordance with regulations prescribed by the Secretary, from such individual, or was receiving

substantial contributions from such individual (pursuant to a
written agreement) or there was in effect a court order for sub-

stantial contributions to her support from such individual—
[(i) at the time of his death (or, if such individual had a
period of disability which did not end prior to the month in
which he died, at the time such period began or at the time
of his death), or
((ii) at the time he became entitled to old-age insurance
benefits or disability insurance benefits (or, if such individual
had a p&riod of disability which did not end before the month
in which he became entitled to such benefits, at the time such

period began or at the time he became entitled to such
benefits). and] 1

[(E)] (D)1 is not entitled to old-age insurance benefits or is

entitled to old-age insurance benefits each of which is less than
(821/2 percent of] the primary insurance amount of such deceased
individual, shall be entitled to a widow's insurance benefit for
each month, beginning with—

((F)](E) if she satisfies subparagraph (B) by reason of

clause (i) thereof, the first month in which she becomes so entitled
to such insurance benefits, or

[(G)](F)1 if she satifies subparagraph (B) by reason of

clause (ii) thereof—
(i) the first month after her waiting period (as defined in

paragraph (6)) in which she becomes so entitled to such
insurance benefits, or

(ii) the first month during all of which she is under a disability and in which she becomes so entitled to such insurance
benefits, but only if she was previously entitled to insurance

benefits under this subsection on the basis of being under a

disability and such first month occurs (I) in the period

specified in paragraph (5) and (II) after the month in which
a previous entitlement to such benefits on such basis terminated,
and ending with the month preceding the first month in which any
of the following occurs: she remarries, dies, becomes entitled to an

old-age insurance benefit equal to or exceeding (821/2 percent of] the

primary insurance amount of such deceased individual, or, if she

became entitled to such benefits before she attained age 60, the third
month following the month in which her disability ceases (unless she
attains age (62] 65 1 on or before the last day of such third month).

(2) (A) Except as provided in subsection (q) (and], paragraph

(4) of this subsection, and subparaqraph (B) of thi.t paragraph, such
widow's insurance benefit for each month shall be equal to (821/2

percent of] the primary insurance amount of such deceased
individual.

1 Appiles to benefits for months after December 1972 on the basis of applications filed
on or after date of enactment.
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(B) If the deceased individual (on the basis of whose wages and
self -employment income a widow or surviving divorced wife is entitled to widow's insurance benefits under this subsection) was, at any
time, entitled to an old-age insurance benefit which was reduced by
reason of the application of subsection (q), the widow's insuraiwe
benefit of such widow or surviving divorced wife for any month shall,
if the amount of the widow's insurance benefit of such widow or sur-

viving divorced wife (as determined under subparagraph (A) and

after application of subsection (q)) is greater than—
(i) the amount of the old-age insurance benefit to which ueh
deceased individual 'would have been entitled (after application

of subsection (q)) for such nwnth if such individual were still
living,and
(ii) 82½ percent of the primary insurance amount of such
deceased individual,

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

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

marries—

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

entitled to benefits under subsection (d),
such widow's or surviving divorced wife's entitlement to benefits under
this subsection shall, notwithstanding the provisions of paragraph (1)

but subject to subsection (s), not be terminated by reason of such
marriage; except that, in the case of such a marriage to an individual
entitled to benefits under subsection (d), the p.receding provisions of

this paragraph shall not apply with respect to benefits for months
after the last month for which such individual is entitled to such benefits under subsection (d) unless he ceases to be so entitled by reason
of his death.
(4) If a widow, after attaining the age of 60, marries an individual
(other than one described in subparagraph (A) or (B) of paragraph
(3)), such marriage shall, for purposes of paragraph (1), be deemed
not to have occurred; except that, notwithstanding the provisions of

paragraph (2) and subsection (q), such widow's insurance benefit

for t.he month in which such marriage occurs and each month thereafter prior to the month in which the husband dies or such marriage is
otherwise terminated, shall be equal to one-half of the primary insurance amount of the deceased individual on whose wages and selfemployment income such benefit is based;

(5) The period referred to in paragraph (1) (B) (ii), in the

case

of any widow or surviving divorced wife, is the period beginning with
whichever of the following is the latest:

(A) the month in which occurred the death of t.he fully

insured individual referred to in paragraph (1) on whose wages
and self-employment income her benefits are or would be based,
or

(B) the last month for which she was entitled to mother's

insurance benefits on the basis of the wages and self-employment
income of such individual, or
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(C) the month in which a previous entitlement to widow's

insurance benefits on the basis of such wages and self-employment
income terminated because her disability had ceased,
and ending with the month before the month in which she attains age
60, or, if earlier, with the close of the eighty-fourth month following
the month with which such pBriod began.

(6) The waiting period referred to in paragraph

(1)((G)](F), in

the case of any widow or surviving divorced wife, is the earliest period
of (six] four 2 consecutive calendar months—
(A) throughout which she has been under a disability, and

(B) which begins not earlier than with whichever of the following is the later: (i) the first day of the [eighteenth] sixteenth 2
month before the month in which her application is filed, or (ii)
the first day of the (sixth] fourth 2 month before the month in
which the period specified in paragraph (5) begins.
Widower's Insurance Benefits

(f) (1) The widower (as defined in section 216(g)) of an individual
who died a fully insured individual, if such widower—

(A) has not remarried,
(B) (i) has attained age [62] 60, or (ii) has attained age 50
but has not attained age (62] 60 and is under a disability (as
defined in section 223(d)) which began before the end of the
period specified in paragraph (6),
(C) has filed application for widower's insurance benefits or
was entitled to husband's insurance benefits, on the basis of the
wages and self-employment income of such individual, for the
month preceding the month in which she died, and (I) ha8 attained age 65 or (Ii) is not entitled to benefits under subsection
(a) or section
(D) (i) was receiving at least one-half of his support, as determined in accordance with regulations prescribed by the Secretary,

from such individual at the time of her death or, if such individual had a period of disability which did not end prior to the
month in which she died, at the time such period began or at the
time of her death, and filed proof of such support within two
years after the date of such death, or, if she had such a period of
Applies to benefits for months after December 1072 on the baeis of applications filed
on or after slate of ens etment.
I Applies with respect to applications for disability insurance benefits under section 223
of the Social Security Act, annhications for widow's and widower's insurance benefits based
on disability under section 202, and applications for disability determinations under section 216(i), filed—
(1) (month and year of enactment), or
(2) before (month and year of enactment) if—

(A) notice of the final decision of the Secretary of Health, Education, and
Welfare has not been given to the applicant before (month and year of enactment), or
(B) the notice referred to in subparagraph (A) has been so given before (month
and year of enactment) but a civil action with respect to such final decision is
commenced under section 205(g) of the Social Security Act (whether before, in,
or after (month and year of enactment)) and the decision in such civil action has
not become final before (month and year of enactment)
except that no monthly benefits under title II of the Social Security Act shall be payable
or increased by reason of the amendments made by this section for any month before
January 1073.
Applies to benefits for months after December 1972.
4 Applies
to benefits payable under section 202 for months after December 1972, except
that in the case of an individual not entitled to a benefit for December 1972, benefits will
be payable only on the basis of an application filed In or after the month of enactment.
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disability, within two years after the month in which she filed
application with respect to such period of disability or two years
after the date of such death, as the case may be, or (ii) was receiving at least one-half of his support, as determined in accordance with regulations prescribed by the Secretary from such
individual at the time she became entitled to old-age or disability
insurance benefits or, if such individual had a period of disability

which did not end prior to the month in which she became so
entitled, at the time such period began or at the time she became
entitled to such benefits, and filed proof of such support within
two years after the month in which she became entitled to such
benefits, or, if she had such a period of disability, within two
years after the month in which she filed application with respect
to such period of disability or two years after the month in which
she became entitled to such benefits, as the case may be,
(E) is not entitled to old-age insurance benefits, or is entitled
to old-age insurance benefits each of which is less than (821/2 per-

cent of 1 the primary insurance amount of his deceased wife,
shall be entitled to a widower's insurance benefit for each month, beginning with—

(F) if he satisfies subparagraph (B) by reason of clause (i)

thereof, the first month in which he becomes so entitled to such
insurance benefits, or

(G) if he satisfies subparagraph (B) by reason of clause (ii)

thereof—

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

(ii) the first month during all of which he is under a dis-

ability and in which he becomes so entitled to such insurance
benefits, but only if he was previously entitled to insurance
benefits under this subsection on the basis of being under a
disability and such first month occurs (I) in the period speci-

fied in paragraph (6) and (II) after he month in which a
previous entitlement to such benefits on such basis termi-

nated,
and ending with the month preceding the first month in which any of
the following occurs: he remarries, dies, or becomes entitled to an oldage insurance benefit equal to or exceeding (821/2 percent of] 1 the
primary insurance amount of his deceased wife, [or the third month]
or, if lie became entitled to such benefits before he attained age 60,
the third month 2 following the month in which his disability ceases

(unless he attains age (62] 60 on or before the last day of such
third month).
(2) The provisions of subparagraph '(D) of paragraph (1) shall
(subject to subsection (s)) not be applicable in the case of any individual who—

(A) in the month prior to the month of his marriage to such
individual was entitled to, or on application therefor and attain-

I Applies to benefits for months after December 1972.

2 Applies to benefits payable under section 202 for, months after December 1972, except
that in the case of an Individual not entitled to a benefit for December 1972, benefits vlll
be payable only on the basis of an application filed In or after the month of enactment.

Applies to benefits for months after December 1972.
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ment of age 62 in such prior month would have been entitled to,
benefits under this subsection or subsection (h) ; or (x)

(B) in the month prior to the month of his marriage to such
individual had attained age eighteen and was entitled to, or on
application therefor would have been entitled to, benefits under
subsection (d) ; or
(C) in the month prior to the month of his marriage to such

individual he was entitled to, or on application therefor and

attainment of the required age (if any), would have been entitled
to, a widower's, child's (after attainment of age 18), or parent's
insurance annuity under section 5 of the Railroad Retirement Act
of 1937, as amended.

(3) (A) Except as provided in subsection (q), (and] paragraph (5),
of this subsection, and subparagraph (B) of this paragraph, such widower's insurance benefit for each month shall be equal to (821/2 percent
of] 1 the primary insurance amount of his deceased wife.

(B) If the deceased wife (on the basis of whose wages and Belt-

employment income a widower is entitled to widower's insurance benefits under this subsection) was, at any time, entitled to an old-age
insurance benefit which was reduced by reason of the application of

subsection (q), the widower's insurance benefit of such widower for
any month shall, if the amount of the widower's insurance benefit of
such widower (as determined under subparagraph (A) and after application of subsection (q)) is greater than—
(i) the amount of the old-age insurance benefit to which such
deceased wife would have been entitled (after application of subsection (q)) for such month if such wife were still living; and
(ii) 821/2 percent of the primary insurance amount of such deceased wife;

be reduced to the amount referred to in clause (i), or (if greater) the
amount referred to in clause (ii).
(4) In the case of a widower who remarries—

(A) an individual entitled to benefits under subsection (b),

(e), (g),or (h),or

(B) an individual who has attained the age of eighteen and is

entitled to benefits under subsection (d),

such widower's entitlement to benefits under this subsection shall,
notwithstanding the provisions of paragraph (1) but subject to subsection (s), not be terminated by reason of such marriage.
(5) If a widower, after attaining the age of [62] 60,2 marries an individual (other than one described in subparagraph (A) or (B) of
paragraph (4)), such marriage shall, for purposes of paragraph (1),
be deemed not to have occurred; except that, notwithstanding the provisions of paragraph (3) and subsection (q), such widower's insurance
benefit for the month in which such marriage occurs and each month
thereafter prior to the month in which the wife dies or such marriage
is otherwise terminated, shall be equal to one-half of the primary
insurance amount of the deceased individual on whose wages and selfemploymnt income such benefit is based.
(6) The period referred to in paragraph (1) (B) (ii), in the case
of any widower, is the period beginning with whichever of the following is the latest:
1

Applies to benefits for months after December 1972.
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(A) the month in which occurred the death of the fully insured individual referred to in paragraph (1) on whose wages
and self-employment income his benefits are or would be based, or

(B) the month in which a previous entitlement to widower's
insurance benefits on the basis of such wages and self-employment income terminated because his disability had ceased,
and ending with the month before the month in which he attains age
(62] 60,1 or, if earlier, with the close of the eighty-fourth month following the month with which such period began.

(7) The waiting period referred to in paragraph (1) (G), in the

case of any widower, is the earliest period of (six] four consecutive
calendar months—

(A) throughout which he has been under a disability, and
(B) which begins not earlier than with whichever of the following is the later: (i) the first day of the (eighteenth] BZXteenth month before the month in which his application is filed,
or (ii) the first day of the (sixth] fourth month before the month
in which the period specified in paragraph (6) begins.
Mother's Insurance Benefits

(g) (1) The widow and every surviving divorced mother (as defined in section 216(d)) of an individual who died a fully or currently
insured individual, if such widow or surviving divorced mother—
(A) is not married,
(B) is not entitled to a widow's insurance benefit,
(C) is not entitled to old-age insurance benefits, or is entitled

to old-age insurance benefits each of which is less than three-

fourths of the primary insurance amount of such individual,
(D) has filed application for mother's insurance benefits, or was
entitled to wife's insurance benefits on the basis of the wages and
self-employment income of such individual for the month preceding the month in which he died,
(E) at the time of filing such application has in her care a child
of such individual entitled to a child's insurance benefit, and
(F) in the case of a surviving divorced mother—

1(i) at the time of such individual's death (or, if such individual had a period of disability which did not end before
the month in which he died, at the time such period began or
at the time of such death) —
((I) she was receiving at least one-half of her support,
as determined in accordance with regulations prescribed

by the Secretary, from such individual, or
((II) she was receiving substantial contributions from
such individual (pursuant to a written agreement), or
((III) there was a court order for substantial contributions to her support from such individual.]2

1 Applies
to benefits payable under section 202 for months after December 1972, except
that in the case of an individual not entitled to a benefit for December 1972, benefits will
be payable only on the basis of an application filed In or after the mont!, of enaetment.
'Applies to benefits for months after December 1972 on the basis of applications filed On
or after date of enactment.
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((ii)](i) the child referred to in subparagraph (E) is her

son, daughter, or legally adopted child, and

((iii)](ii) the benefits referred to in such subparagraph
are payable on the basis of such individual's wages and selfemployment income.

shall (subject to subsection (s)) be entitled to a mother's insurance
benefit for each month, beginuing with the first month after August
1950 in which she becomes so entitled to such insurance benefits and
ending with the month preceding the first month in which any of the
following occurs: no child of such deceased individual is entitled to a
child's insurance benefit, such widow or surviving divorced mother
becomes entitled to an old-age insurance benefit equal to or exceeding
three-fourths of the primary insurance amount of such deceased individual, she becomes entitled to a widow's insurance benefit, she remarries, or she dies. Entitlement to such benefits shall also end, in the
case of a surviving divorced mother, with the month immediately
preceding the first month in which no son, daughter, or legally adopted
child of such surviving divorced mother is entitled to a child's insurance benefit on the basis of the wages and self-employment income
of such deceased individual.
(2) Such mother's insurance benefit for each month shall be equal
to three-fourths of the primary insurance amount of such deceased
individual.
(3) In the case of a widow or surviving divorced mother who marries—

(A) an individual entitled to benefits under subsection (a),

(f), (or (h)](h), or (x), or under section 223(a), or

(B) an individual who has attained the age of eighteen and is
entitled to benefits under subsection (d),
the entitlement of such widow or surviving divorced mother to benefits
under this subsection shall, notwithstanding the provisions of paragraph (1) bitt subject to subsection (s), not be terminated by reason
of such marriage; except that, in the case of such a marriage to an
individual entitled to benefits under section 223 (a) or subsection (d)
of this section, the preceding provisions of this paragraph shall not

apply with respect to benefits for months after the last month for

which such individual is entitled to such benefits under section 223(a)
or subsection (d) of this section unless (i) he ceases to be so entitled
by reason of his death, or (ii) in the case of an individual who was
entitled to benefits under section 223(a), he is entitled, for the month
following such last month, to benefits under subsection (a) of this
section.

Parent's Insurance Benefits

(h) (1) Every parent (as defined in this subsection) of an individual
who died a fully insured individual if such parent—
(A) has attained age 62,
(B) (i) was receiving at least one-half of his support from such
individual at the time of such individual's death or, if such indi-

vidual had a period of disability which did not end prior to the
month in which he died, at the time such period began or at the
time of such death, and (ii) filed proof of such support within
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two years after the date of such death, or, if such individual had

such a period of disability, within two years after the month in
which such individual filed application with respect to such period
of disability or two years after the date. of such death, as the case
may be,
(C) has not married since such individual's death,
(D) is not entitled to old-age insurance benefits, or is entitled
to old-age insurance benefits each of which is less than 821/2 percent of the primary insurance amount of such deceased individual
if the amount of the parent's insurance benefit for such amount is

determinable under paragraph (2) (A) (or 75 percent of such
primary insurance amount in any other case), and
(E) has filed application for parent's insurance benefits.
shall be entitled to a parent's insurance benefit for each month begin-

ning with the first month after August 1950 in which such parent
becomes so entitled to such parent's insurance benefits and ending with

the month preceding the first month in which any of the following
occurs: such parent dies, marries, or becomes entitled to an old-age
rnsurance benefit equal to or exceeding 82½ percent of the primary
insurance amount of such deceased individual if the amount of the
parent's insurance benefit for such month is determinable under paragraph (2) (A) (or 75 percent of such primary insurance amount in
any other case).
(2) (A) Except as provided in subparagraphs (B) and (C), such
parent's insurance benefit for each month shall be equal to 821h percent of the primary insurance amount of such deceased individual.
(B) For any month for which more than one parent is entitled to
parent's insurance benefits on the basis of such deceased individual's
wages and self-employment income, such benefit for each such parent

for such month shall (except as provided in subparagraph (C)) be
equal to 75 percent of the primary insurance amount of such deceased
individual.
(C) In any case in which—

(i) any parent is entitled to a parent's insurance benefit for a
month on the basis of a deceased individual's wages and selfemployment income, and

(ii) another parent of such deceased individual is entitled to a
parent's insurance benefit for such month on the basis of such
wages and self-employment income, and on the basis of an application filed after such month and after the month in which the
application for the parent's benefits referred to in clause (i) was
filed,

the amount of the parent's insurance benefit of the parent referred to
in clause (i) for the month referred to iii such clause f'hall be determined under subparagraph (A) instead of subparagraph (B) and the

amount of the parent's insurance benefit of a parent referred to in
clause (ii) for such month shall be equal to 150 percent of the primary
insurance amount of the deceased individual minus the amount (before the application of section 203(a)) of the benefit for such month
of the parent referred to in clause (i).
(3) As used in this subsection, the term "parent" means the mother
or father of an individual, a stepparent of an individual by a marriage
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contracted before such individual attained the age of sixteen, or an
adopting parent by whom an individual was adopted before he attained the age of sixteen.
(4) In the case of a parent who marries—

(A) an individual entitled to benefits under this subsection or

subsection (b), (e), (f),(or] (g),or (x),or

(B) an individual who has attained the age of eighteen and is
entitled to benefits under subsection (d),
such parent's entitlement to benefits under this subsection shall, notwithstanding the provisions of paragraph (1) but subject to subsection (s), not be terminated by reason of such marriage; except that,
in the case of such a marriage to a male individual entitled to benefits under subsection (d), the preceding provisions of this paragraph
shall not apply with respect to benefits for months after the last month
for which such individual is entitled to such benefits under subsection
(d) unless he ceases to be so entitled by reason of his death.
Lump-Sum Death Payments

(i) Upon the death, after August 1950, of an individual who died a
fully or currently insured individual, an amount equal to three times
such individual's primary insurance amount, or an amount equal to
$255, whichever is the smaller, shall be paid in a lump sum to the person, if any, determined by the Secretary to be the widow or widower
of the deceased and to have been living in the same household with the
deceased at the time of death. If there is no such person, or if such person dies before receiving payment, then such amount shall be paid—

(1) if all or part of the burial expenses of such insured individual which are incurred by or through a funeral home or
funeral homes remains unpaid, to such funeral home or funeral

homes to the extent of such unpaid expenses, but only if (A) any
person who assumed the responsibility for the payment of all or
any part of such burial expenses files an application, prior to the

expiration of two years after the date of death of such insured

individual, requesting that such payment be made to such funeral
home or funeral homes, or (B) at least 90 days have elapsed after
the date of death of such insured individual and prior to the expiration of such 90 days no person has assumed responsibility for
the payment of any such burial expenses;

(2) if all of the burial expenses of such insured individual
which were incurred by or through a funeral home or funeral
homes have been paid (including payments made under clause
(1)), to any person or persons. equitably entitled thereto, to the
extent and in the proportions that he or they shall have paid such
burial expenses; or
(3) if any part of the amount payable under this subsection re-

mains after payments have been made pursuant to clauses (1)
and (2), to any person or persons, equitably entitled thereto, to
the extent and in the proportions that he or they shall have paid
other expenses in connection with the burial of such insured individual, in the following order of priority: (A) expenses of
opening and closing the grave of such insured individual, (B)
expenses of providing the burial plot of such insured individual,
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and (C) any remaining expenses in connection with the burial of
such insured individual.
No payment (except a payment authorized pursuant to clause (1) (A)
of the preceding sentence) shall be made to any person tinder this subsection unless application therefor shall have been filed, by or on behalf of such person (whether or not legally competent), prior to the

expiration of two years after the date of death of such insured individual, or unless such person was entitled to wife's or husband's insurance benefits, on the basis of the wages and self-employment income

of such insured individual, for the month preceding the month in
which such individual died. In the cas of any individual who died outside the forty-eight States and the District of Columbia after December 1953 and before January 1, 1957, whose death occurred while he
was in the active military or naval service of the United States, and

who is returned to any of such States, the District of Columbia,

Alaska, Hawaii, the Commonwealth of Puerto Rico, the Virgin Islands, Guam, or American Samoa for interment or reinterment, the
provisions of the preceding sentence shall not prevent payment to
any person under the second sentence of this subsection if application
for a lump-sum death payment with respect to such deceased in-

dividual is filed by or on behalf of such person (whether or not legally
competent) prior to the expiration of two years after the date of such
interment or reinterment. In the case of any individual who died out-

side the fifty States and the District of Columbia after December

1956 while he was performing service, as a member of a uniformed
service, to which the provisions of section 210(1) (1) are applicable,
and who is returned to any State or to any Territory or possession of
the United States, for interment or reinterment, the provisions of the
third sentence of this subsection shall not prevent payment to any
person under the second sentence of this subsection if application for a
lump-sum death payment with respect to such deceased individual is
filed by or on behalf of such person (whether or not legally competent)
prior to the expiration of two years after the date of such interment or
reinterment.
Application for Monthly Insurance Benefits

(j) (1) An individual who would have been entitled to a benefit
under subsection (a), (b), (c), (d), (e), (f), (g), For] (h), or (x)
for any month after August 1950 had he filed application therefor
prior to the end of such month shall be entitled to such benefit for such
month if he files application therefor prior to the end of the twelfth
month immediately succeeding such month. Any benefit tinder this
title for a month prior to the month in which application is filed shall

be reduced, to any extent that may be necessary, so that it will not
iender erroneous any benefit which, before the filing of such application, the Secretary hns certified for payment for such prior month.
(2) An application for any monthly benefits under this section filed
before the first month in which the applicant satisfies the requirements for such benefits shall be deemed a valid application only if the
applicant satisfies the requirements for such benefits before the Secretary makes a final decision on the application. If upon final decision
by the Secretary, or decision upon judicial review thereof, such apph-
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cant is found to satisfy such requirements, the application shall be
deemed to have been filed in such first month.

(3) Notwithstanding the provisions of paragraph (1), an individual
may, at his option, waive entitlement to any benefit referred to in para-

graph (1) for any one or more consecutive months (beginning with
the earliest month for which such individual would otherwise be entitled to such benefit) which occur before the month in which such
individual files application for such benefit; and, in such case, such
individual shall not be considered as entitled to such benefits for any
such month or months before such individual filed such application.
An individual shall be deemed to have waived such entitlement for any
such month for which suchbenefit would, under the second sentence
of paragraph (1), be reduced to zero.
Simultaneous Entitlement to Benefits

(k) (1) A child, entitled to child's insurance benefits on the basis
of the wages and self-employment income of an insured individual,
who would be entitled, on filing application, to child's insurance bene-

fits on the basis of the wages and self-employment income of some
other insured individual, shall be deemed entitled, subject to the provisions of paragraph (2) hereof, to child's insurance benefits on the
basis of the wages and self-employment income of such other individual if an application for child's insurance benefits on the basis of the
wages and self-employment jncome of such other individual has been
filed by any other child who would, on filing application, be entitled
to child's insurance benefits on the basis of the wages and self -employment income of both such insured individuals.

(2) (A) Any child who under the preceding provisions of this

section is entitled for any month to (more than one] child's insurance
(benefit] benefits on the wages and self-employment income of more
than one insured individual shall, notwithstanding such provisions,
be entitled to only one of such child's insurance benefits for such month
(,such benefit to be the one based on the wages and self-employment
income of the insured individual who has th greatest primary insurance amount.]. Such child's insurance benefits for such month shall
be the benefit based on the wages and self-employment income of the
insured individual who has the greatest primary insurance amount,
except that such child's insurance benefits for such month shall be the
largest benefit to which such child could be entitled under subsection
(d) (without tile application of section 9d03(a)) or subsection (m) if
entitlement to such benefit would not, with respect to any person, result i'm a benefit lower (after the application of section O3(a)) than
the benefit which would be applicable if such child were entitled on

the wages and self-employment income of the individual with the
greatest primary insurance asmount. Where more than one child is
entitled to child's insurance benefits pursuant to the preceding provisions of this paragraph, each such child who is entitled on the wages
and self-employment income of the same insured individuals shall be
entitled on the wages and self-employment income of the same such
insured individual.'
Applies only with respect to monthly benefits under title II for months after Decem-

ber 1972.
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(B) Any individual (other than an individual to whom subsection
(e) (4) or (f) (5) applies) who, under the [preceding] provisions of
this section and under the provisions of section 223, is entitled for any
month to more than one monthly insurance benefit (other than old-age
or disability insurance benefit) under this title shall be entitled to only
one such monthly benefit for such month, such benefit to be the largest
of the monthly benefits to which he (but for this subparagraph (B))
would otherwise be entitled for such months. Any individual who is
entitled for any month to more than one widow's or widower's insurance benefit to which subsection (e) (4) or (f) (5) applies shall be entitled to only one such benefit for such month, such benefit to be the
largest of such benefits.

(3) (A) If an individual is entitled to an old-age or disability insurance benefit for any month and to any other monthly insurance
benefit for such month, such other insurance benefit for such month,
after any reduction under subsection (q) ,subsection (e) () or (f) (3)
and any reduction under section 203(a), shall be reduced, but not

,

below zero, by an amount equal to such old-age or disability insurance
benefit (after reduction under such subsection (q)).

(B) If an individual is entitled for any month to a widow's or

widower's insurance benefit to which subsection (e) (4) or (f) (5) ap-

plies and to any other monthly insurance benefit under section 202
(other than an old-age insurance benefit), such other insurance benefit for such month, after any reduction under subparagraph (A), any
reduction under subsection (q), and any reduction under section 203
(a), shall be reduced, but not below zero, by an amount equal to such
widow's or widower's insurance benefit after any reduction or reduc-

tions under such subparagraph (A) and such section 203(a).
(4) Any individual who, under this section and section 223, is entitled for any month to both an old-age insurance benefit and a disability insurance benefit under this title shall be entitled to only the
larger of such benefits for such month, except that, if such individual
so elects, he shall instead be entitled to only the smaller of such benefits for such month.
Entitlement to Survivor Benefits Under Railroad Retirement Act

(1) If any person would be entitled, upon filing application therefor to an annuity under section 5 of the Railroad Retirement Act of
1937, or to a lump-sum payment under subsection (f) (1) of such section, with respect to the death of an employee (as defined in such
Act) no lump-sum death payment, and no monthly benefit for the
month in which such employee died or for any month thereafter, shall
be paid under this section to any person on the basis of the wages and
self-employment income of such employee.

Minimum Survivor's [or Dependent's] Benefit

(m) (1) In any case in which [the benefit of any] an individual
[for any month under this section (other than subsection (a)) is, prior
to reduction under subsection (k) (3) and subsection (q), less than the
first figure in column IV of the table in section 215(a) and no other
Applies to benefits for months after Decembtr 1972.
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individual] is entitled to a monthly benefit under this section on the
basis of the wages and self-employment income of a deceased individual for any month and no other person is (without the application
of subsection [202] (j) (1)) entitled to a monthly benefit under this
section for such month on the basis of [the same] such wages and selfemployment income, such individual's benefit amount for such month

[shall], prior to reduction under [such] subsection (k) (3) [and subsection (q), be increased to the first figure in column IV of the table in
section 215(a).], shall be not less than the first amount appearing in
coluii'nn JV of the table in (or deemed to be in) section 215(a), except
as provided in paragraph (2).
(2) In the case of any such individual who i entitled to a monthly
benefit under subsection (e) or (f), such individual's benefit amount,
after reduction under subsection (q) (1), shall be not less than—.
(A) $84.50, if his first month of entitlement to such benefit is
the month in which such individual attained age 62 or a subsequent
month, or

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

(3) In the case of any individual whose benefit amount was computed (or recomputed) under the provisions of paragraph (2) and

such individual was entitled to benefits under subsection (e) or (f) for
a month prior to any month after 1972 for which a general benefit in-

crease under this title (as defined in section 215(i) (3)) or a benefit
increase under section 215(i) becomes effective, the benefit amount of
such individual as computed under paragraph (2) without regard to
the reduction specified in subparagraph (B) thereof shall be increased
by the percentage increase applicable for such benefit increase, prior to

the application of subsection (q) (1) pursuant to paragraph (2) (B)
and subsection (q) (4).1

Termination of Benefits Upon Deportation of Primary Beneficiary

(n) (1) If any individual is (after the date of enactment of this subsection) deported under paragraph (1), (2), (4), (5), (6), (7), (10),
(11), (12), (14), (15), (16), (17), or (18) of section 241(a) of the

Immigration and Nationality Act, then, notwithstanding any

provisions of

other

this title—

(A) no monthly benefit under this section or section 223 shall be
paid to such individual, on the basis of his wages and self -employ-

ment

income, for any month occurring (i) after the month in

which the Secretary is notified by the Attorney General that such

individual has been so deported, and (ii) before the month in
which such individual is thereafter lawfully admitted to the
United States for permanent residence.

(B) if no benefit could be paid to such individual (or if no

benefit could be paid to him if he were alive) for any month by
reason of subparagraph (A), no monthly benefit under this section
'Applies to benefits for months after December 1972.
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shall be paid, on the basis of his wages and self-employment in-

come, for such month to any other person who is not a citizen of
the United States and is outside the United States for any part of
such month, and
(C) no lump-sum death payment shall be made on the basis of
such individual's wages and self-employment income if he dies

(i) in or after the month in which such notice is received, and
(ii) before the month in which he is thereafter lawfully admitted

to the United States for permanent residence.
Section 203 (b), (c), and (d) of this Act shall not apply with respect
to any such individual for any month for which no monthly benefit
may be paid to him by reason of this paragraph.

(2) As soon as practicable after the deportation of any individual
under any of the paragraphs of section 241 (a) of the Immigration
and Nationality Act enumerated in paragraph (1) in this subsection,
the Attorney General shall notify the Secretary of such deportation.
Application for Benefits by Survivors of Members and Former Members of
the Uniformed Services

(o) In the case of any individual who would be entitled to benefits

under subsection (d), (e), (g), [or] (h), or (x) upon filing proper
application therefor, the filing with the Administrator of Veterans'

Affairs by or on behalf of such individual of an application for such
benefits, on the form described in section 3005 of Title 38, United States

Code,. shall satisfy the requirement of such subsection (d), (e), (g),
(or] (h), or (x) that an application for such benefits be filed.
Extension of Period for Filing Proof of Support and Applications for
Lump-Sum Death Payment

(p) In any case in which there is a failure—

(1) to file proof of support under subparagraph (C) of subsection (c) (1), clause (i) or (ii) of subparagraph (D) of subsection (f) (1), (or subparagraph (B) of subsection (h) (1)]
subparagraph (B) of subsection (h) (1), subparaqraph (B) of
subsection (cc) (1), or under cIause (B) of subsection (f) (1) of
this section as in effect prior to the Social Security Act Amendments of 1950, within the period prescribed by such subparagraph
or clause, or

(2) to file, in the case of a death after 1946, application for a
lump-sum death payment under subsection (i), or under sub-

section (g) of this section as in effect prior to the Social Security
Act Amendments of 1950, within the period prescribed by such

subsection,

any such proof or application, as the case may be, which is filed after
the expiration of such period shall be deemed to have been filed within
such period if it is shown to the satisfaction of the Secretary that there

was good cause for failure to file such proof or application within
such period. The determination of what constitutes good cause for
purposes of this subsection shall be made in accordance with regulations of the Secretary.
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Reduction of Benefit Amounts for Certain Beneficiaries

(q) (1) If the first month for which an individual is entitled to an
old-age, wife's, husband's, widow's, or widower's insurance benefit is
a month before the month in which such individual attains retirement

age, the amount of such benefit for (each] such month and for any
subsequent month shall, subject to the succeeding paragraphs of this
subsection, be reduced by—
(A) % of 1 percent of such amount if such benefit is an oldage [, widow's or widower's] insurance benefit, [or] 2%6 of 1 percent of such amount if such benefit is a wife's or husband's insur-

ance benefit (:], or i9/ of 1 percent of sue/i amount if such beneis a widow's or widower's insurance benefit, multiplied by—

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

period for such benefit (determined under paragraph (7)), if

such benefit is (I) for the month in which such individual attains

age 62, or (II) for the month in which such individual attains
retirement age (or for any month thereafter.];
[A widow's or widower's insurance benefit reduced pursuant to the
preceding sentence] and in the case of a widow or widower whose first
month of entitlement to a widow's or widower'8 insurance benefit is a
month before the month in which such widow or widower attains age
60, such benefit, reduced pursuant to the preceding provisions of this
paragraph (and before the application of the second sentence of paragraph (8)), shall be further reduced by—
(C) (43/198] 43/240 of 1 percent of the amount of such benefit,
multiplied by—
(D) (i) the number of months in the additional reduction
period for such benefit (determined under paragraph (6) (B) ), if
such benefit is for a month before the month in which such individual attains (retirement] age 62, or

(ii) if less, the number of months in the additional adjusted
reduction period for such benefit (determined under paragraph
(7)), if such benefit is for the month in which such individual
attains (retirement] age 62 or [for any month thereafter.1
(2) If ai individual is entitled to a disability insurance benefit for
a month after a month for which such individual was entitled to an
old-age insurance benefit, such disability insurance benefit for each
month shall be reduced by the amount such old-age insurance benefit
would be reduced under paragraphs (1) and (4) for such months had
such individual attained age 65 in the first month for which he most
recently became entitled to a disability insurance benefit.

(3) (A) If the first month for which an individual both is entitled
to a wife's, husband's, widow's, or widower's insurance benefit and
has attained age 62 (in the case of a wife's or husband's insurance
benefit) or age 50 (in the case of a widow's or widower's insurance
1

Changes

in this section apply to benefits for months after December 1972.
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benefit) is a month for which such individual is also entitled to—

(i) an old-age insurance benefit (to which such individual was
first entitled for a month before he attains age 65), or
(ii) a disability insurance benefit,

then in lieu of any reduction under paragraph (1) (but subject to
the succeeding paragraphs of this subsection) such wife's, husband's,
widow's, or widower's insurance benefit for each month shall be re-

duced as provided in subparagraph (B), (C), or (D).

(B) For any month for which such individual is entitled to an oldage insurance benefit and is not entitled to a disability insurance bene-

fit, such individual's wife's, or husband's insurance benefit shall be
reduced by the sum of—

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

(ii) the amount by which such wife's or husband's insurance
benefit would be reduced under paragraph (1) for such month
if it were equal to the excess of such wife's or husband's insurance

benefit (before reduction under this subsection) over such oldage insurance benefit (before reduction under this subsection).
(C) For any month for which such individual is entitled to a disability insurance benefit, such individual's wife's, husband's, widow's,
or widower's insurance benefit shall be reduced by the sum of—
(i) the amount by which such disability insurance benefit is reduced under paragraph (2) for such month (if such. paragraph
applied to such benefit), and

(ii) the amount by which such wife's, husband's, widow's, or
widower's insurance benefit would be reduced under paragraph
(1) for such month if it were equal to the excess of such wife's,
husband's, widow's, or widower's insurance benefit (before re-

duction under this subsection) over such disability insurance
benefit (before reduction under this subsection).

(D) For any month for which such individual is entitled neither
to an old-age insurance benefit nor to a disability insurance benefit,
such individual's wife's, husband's, widow's, or widower's insurance
benefit shall be reduced by the amount by which it would be reduced
under paragraph (1).
(E) If the first month for which an individual is entitled to an oldage insurance benefit (whether such first month occurs before, with,
or after the month in which such individual attains the age of 65) is
a month for which such individual is also (or would, but for subsection (e) (1) in the case of a widow or surviving divorced wife or
subsection (f) (1) in the case of a widower, be) entitled to a widow's or

widower's insurance benefit to which such individual was first entitled for a month before she or, he attained retirement age, then
such old-age insurance benefit shall be reduced by whichever of the
following is the larger:

(i) the amount by which (but for this subparagraph) such

old-age insurance benefit would have been reduced under para-

graph (1),or

(ii) the amount equal to the sum of the amount by which such
widow's or widower's insurance benefit was reduced for the month
in which such individual attained retirement age and the amount
by which such old-age insurance benefit would be reduced under
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paragraph (1) if it were equal to the excess of such old-age insurance benefit (before reduction under this subsection) over such
widow's or widower's insurance benefit (before reduction under
this subsection).

(F) If the first month for which an individual is entitled to a disability insurance benefit (when such first month occurs with or after
the month in which such individual attains the age of 62) is a month
for which such individual is also (or would, but for subsection (e) (1)
in the case of a widow or surviving divorced wife or subsection (f) (1)
in the case of a widower, be) entitled to a widow's or widower's insurance benefit to which such individual was first entitled for a month
before she or he attained retirement age, then such disability insurance
benefit for each month shall be reduced by whichever of the following is larger:
(i) the amount by which (but for this subparagraph) such disability insurance benefit would have been reduced under para-

graph (2),or

(ii) the amount equal to the sum of the amount by which such
widow's or widower's insurance benefit was reduced for the month
in which such individual attained retirement age and the amount
by which such disability insurance benefit would be reduced under
paragraph (2) if it were equal to the excess of such disability in-

surance benefit (before reduction under this subsection) over
such widow's insurance benefit (before reduction under this
subsection).

(G) If the first month for which an individual is entitled to a
disability insurance benefit (when such first month occurs before the
month in which such individual attains the age of 62) is a month for
which such individual is also (or would, but for subsection (e) (1) in
the case of a widow or surviving divorced wife or subsection (f) (1)

in the case of a widower, be) entitled to a widow's or widower's
insurance benefit, then such disability insurance benefit for each month
shall be reduced by the amount such widow's insurance benefit would
be reduced under paragraphs (1) and (4) for such month had such in-

dividual attained age 62 in the first month for which she or he most
recently became entitled to a disability insurance benefit.

(4) If—

(A) an individual is or was entitled to a benefit subject to reduction under paragraph (1) or (3) of this subsection, and
(B) such benefit is increased by reason of an increase in the
primary insurance amount of the individual on whose wages and
self-employment income such benefit is based,
then the amount of the reduction of such benefit for each month shall be

computed separately (under paragraph (1) or (3), whichever applies)
for the portion of such benefit which constitutes such benefit before
any increase described in subparagraph (B), and separately (under

paragraph (1) or (3), whichever applies to the benefit being increased) for each such increase. For purposes of determining the

amount of the reduction under paragraph (1) or (3) in any such increase, the reduction period and the adjusted reduction period shall
be determined as if such increase were a separate benefit to which
such individual was entitled for and after the first month for which
such increase is effedive.
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(5) (A) No wife's insurance benefit shall be reduced under this subsection—

(i) for any month before the first month for which there is in
effect a certificate filed by her with the Secretary, in accordance
with regulations prescribed by him, in which she elects to receive
wife's insurance benefits reduced as provided in this subsection, or
(ii) for any month in which she has in her care (individually
or jointly with the person on whose wages and self-employment
income her wife's insurance benefit is based) a child of such person
entitled to child's insurance benefits.

(B) Any certificate described in subparagraph (A) (i) shall be effective for purposes of this subsection (and for purposes of preventing
deductions under section 203(c) (2) )—
(i) for the month in which it is filed and for any month thereafter, and
(ii) for months, in the period designated by the woman filing
such certificate, of one or more consecutive months (not exceeding
12) immediately preceding the month in which such certificate is
filed;
except that such certificate shall not be effective for any month before
the month in which she attains age 62, nor shall it be effective for any
month to which subparagraph (A) (ii) applies.
(C) If a woman does not have in her care a child described in sub-

paragraph (A) (ii) in the first month for which she is entitled to a

wife's insurance benefit, and if such first month is a month before the
month in which she attains age 65, she shall be deemed to have filed
in such first month the certificate described in subparagraph (A) (i).

(D) No widow's insurance benefit for a month in which she has
in her care a child of her deceased husband (or deceased former husband) entitled to child's insurance benefits shall be reduced under this
subsection below the amount to which she would have been entitled had

she been entitled for such month to mother's insurance benefits on
the basis of her deceased husband's (or deceased former husband's)
wages and self-employment income.
(6) For the purposes of this subsection—

(A) the "reduction period" for an individual's old-age, wife's,
husband's, widow's, or widower's insurance benefit is the period—

(i) beginning—
(I) in the case of an old-age or husband's insurance
benefit, with the first day of the first month for which
such individual is entitled to such benefit, or

(II) in the case of a wife's insurance benefit, with the
first day of the first month for which a certificate de-

scribed in paragraph (5) (A) (i) is effective, or
(III) in the case of a widow's or widower's insurance

benefit, with the first day of the first month for which
such individual is entitled to such benefit or the first day

of the month in which such individual attains age 60,
whichever is the later, and

(ii) ending with the last day of the month before the

month in which such individual attains retirement age: and

(B) the "additional reduction period" for an individual's
widow's, or widower's insurance benefit is the period—
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(i) beginning with the first day of the first month for
which such individual is entitled to such benefit, but only if
such individual has not attained age 60 in such first month,
and

(ii) ending with the last day of the month before the

month in which, such individual attains age 60.
(7) For purposes of this subsection (,] the "adjusted reduction period" (or "additiona.1 adjusted reduction period"] for an individual's
old-age, wife's, husband's, widow's, or widower's insurance benefit is
the reduction period (or additional reduction period (as the case may

be)] prescribed in paragraph (6) (A) for such benefit, and the

"additional adjusted reductiOn period" for art individual's, widow's,
or wzdower's insurance benefit is the additional reduetion period prescribed by paragraph (6) (B) for such benefit,' excluding from each
such period—
(A) any month in which such benefit was subject to deductions under section 203(b), 203(c) (1), 203(d) (1), or 222(b),

(B) in the case of wife's insurance benefits, any month in

which she had in her care (individually or jointly with the person
on whose wages and self-employment income such benefit is
based) a child of such person entitled to child's insurance benefits,
(C) in the case of wife's or husband's insurance benefits, any
month for which such individual was not entitled to such benefits because the spouse on whose wages and self-employment income such benefits were based ceased to be under a disability,
(D) in the case of widow's insurance benefits, any month in
which the reduction in the amount of such benefit was determined

under paragraph (5) (D),

(E) in the case of widow's or widower's insurance benefits, any
month before the month in which she or he attained (retirement
age] age 6, and also for any later month before the month in
which lie attained retirement age,' for which she or he was not
entitled to such benefit because of occurrence of an event that
terminated her or his entitlement to such benefits, and
(F) in the case of old-age insurance benefits, any month for
which such individual was entitled to a disability insurance
benefit.

(8) This subsection shall be applied after reduction under section
203(a) and after application of section 215(g). If the amount of any
reduction computed under paragraph (1), (2), or (3) is not a multiple of $0.10, it shall be reduced to the next lower multiple of $0.10.
(9) For purposes of this subsection, the term "retirement age" means
age of 65 (with respect to an old-age, wife's, or husband's insurance
benefit and age 62 with respect to a widow's or widower's insurance
benefit].'
Presumed Filing of Application by Individuals Eligible for Old-Age Insurance
Benefits and for Wife's or Husband's Insurance Benefits

(r) (1) If the first month for which an individual is entitled to an
old-age insurance benefit is a month before the month in which such
individual attains age 65, nd if such individual is eligible for a wife's
'Applies to benets for months after December 1972.
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or husband's insurance benefit for such first month, such individual
shall be deemed to have filed an application in such month for wife's
or husband's insurance benefits.
(2) If the first month for which an individual is entitled to a wife's
or husband's insurance benefit reduced under subsection (q) is a month
before the month in which such individual attains age 65, and if such
individual is eligible (but for section 202(k) (4)) for an old-age insurance benefit for such first month, such individual shall be deemed to
have filed an application for old-age insurance benefits—
(A) in such month, or
(B) if such individual is also entitled to a disability insurance

benefit for such month, in the first subsequent month for which
such individual is not entitled to a disability insurance benefit.
(3) For purposes of this subsection, an individual shall be deemed
eligible for a benefit for a month if, upon filing application therefor
in such month, he would be entitled to such benefit for such month.
Child Aged 18 or Over Attending School

(s)(1) For the purposes of subsections (b)(1), (g)(1), (q)(5),

and (q) (7) of this section and paragraphs (2), (3), and (4) of sec-

tion 203(c), a child who is entitled to child's insurance benefits under
subsection (d) for any month, and who has attained the age of 18 but
is not in such month under a disability (as defined in section 223(d))
(which began before he attained such age,] 1 shall be deemed not entitled to such benefits for such month, unless he was under such a disability in the third month before such month.

(2) Subsection (f) (4), and so much of subsections (b) (3), (d)

(5), (e)(3), (g)(3), and (h)(4),

of

this section as precedes the

semicolon, shall not apply in the case of any child unless such child, at

the time of the marriage referred to therein, was under a disability

(as defined in section 223(d)) (which began before such child attained
the age of 18]' or had been under such a disability in the third month
before the month in which such marriage occurred.
(3) Subsections (c) (2) (B) and (f) (2) (B) of this section, so much

of subsections (b) (3), (d) (5), (e) (3), (g) (3), and (h) (4) of this
section

as

follows the semicolon, the last sentence of subsection (c) of

section 203, subsection (f) (1) (C) of section 203, and subsections
(b) (3) (B), (c) (6) (B), (f) (3) (B), and (g) (6) (B) of section 216
shall not apply in the case of any child with respect to any month
referred to therein unless in such month or the third month prior

thereto such child was under a disability (as defined in section

223(d)) (which began before such child attained the age of 18].'

Suspension of Benefits of Aliens Who Are Outside the United States

(t) (1) Notwithstanding any other provision of this title, no
monthly benefits shall be paid under this section or under section 223
to any individual who is not a citizen or national of the United States
for any month which is—
1 Applies to benefits payable under section 202 for months after December 1972. except
that In the case of an individual not entitled to a benefit for December 1972, benefits will
be payable only on the basIs of an application filed after Sept. 30. 1972.
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(A) after the sixth consecutive calendar month during all of
which the Secretary finds, on the basis of information furnished
to him by the Attorney General or information which otherwise
comes to his attention, that such individual is outside the United
States, and

(B) prior to the first month thereafter forall of which such

individual has been in the United States.
For purposes of the preceding sentence, after an individual has been
outside the United States for any period of thirty consecutive days he
shall be treated as remaining outside the United States until he has
been in the United States for a period of thirty consecutive days.
(2) Paragraph (1) shall not apply to any individual who is a citizen of a foreign country which the Secretary finds has in effect a social
insurance or pension system which is of general application in such
country and under which—
(A) periodic benefits, or the actuarial equivalent thereof, are
paid on account of old-age, retirement, or death, and
(B) individuals who are citizens of the United States but not
citizens of such foreign country and who qualify for such benefits
are permitted to receive such benefits or the actuarial equivalent

thereof while outside such foreign country without regard to

the duration of the absence.
(3) Paragraph (1) shall not apply in any case where its application

would be contrary to any treaty obligation of the United States in
effect on the date of the enactment of this subsection.

(4) Paragraph (1) shall not apply to any benefit for any month if—

(A) not less than forty of the quarters elapsing before such

month are quarters of coverage for the individual on whose wages
and self-employment income such benefit is based, or

(B) the individual on whose wages and self-employment income such benefit is based has, before such month, resided in the
United States for a period or periods aggregating ten years or
more, or

(C) the individual entitled to such benefit is outside the United
States while in the active military or naval service of the United
States, or
(D) the individual on whose wages and self-employment income such benefit is based died, before such month, either (i)
while on active duty or inactive duty training (as those terms are
defined in section 210(1) (2) and (3) as a member of a uniformed
service (as defined in section 210(m)), or (ii) as the result of a
disease or injury which the Administrator of Veterans' Affairs
determines was incurred or aggravated in line of duty while on
active duty (as defined in section 210(1) (2)), or an injury which
he determines was incurred or aggravated in line of duty while
on inactive duty training (as defined in section 210(1) (3)), as
a member of a uniformed service (as defined in section 210(m)),
if the Administrator determines that such individual was discharged or released from the period of such active duty or inactive duty training under conditions other than dishonorable,
and if the Administrator certifies to the Secretary his determinations with respect to such individual under this clause, or
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(E) the individual on whose employment such benefit is based
)d been in service covered by the Railroad Retirement Act which

s treated as employment covered by this Act pursuant to the
provisions of section 5(k) (1) of the Railroad Retirement Act;
except that subparagraphs (A) and (B) of this paragraph shall not
apply in the case of any individual who is a citizen of a foreign
country that has in effect a social insurance or pension system which
is of general application in such country and which satisfies subparagraph (A) but not subparagraph (B) of paragraph (2), or who is
a citizen of a foreign country that has no social insurance or pension
system of general application if at any time within five years prior
to the month in which the Social Security Amendments of 1967 are
enacted (or the first month thereafter for which his benefits are subject to suspension under paragraph (1)) payments to individuals residing in such county were withheld by the Treasury Department
under the first section of the Act of October 9, 1940 (31 U.S.C. 123).
(5) No person who is, or upon application would be, entitled to a
monthly benefit under this section for December 1956 shall be deprived, by reason of paragraph (1), of such benefit or any other benefit based on the wages and self-employment income of the individual
•

on whose wages and self-employment income such monthly benefit for
December 1956 is based.

(6) If an individual is outside the United States when he dies and
no benefit may, by reason of paragraph (1) or (10) be paid to him for
the month preceding the month in which he dies, no lump-sum death
payment may he made on the basis of such individual's wages and selfemployment income.

(7) Subsections (b), (c), and (d) of section 203 shall not apply
with respect to any individual for any month for which no monthly
benefit may be paid to him by reason of paragraph (1) of this subsection.

(8) The Attorney General shall certify to the Secretary such information regarding aliens who depart from the United States to any
foreign country (other than a foreign country which is territorially
contiguous to the continental United States) as may be necessary to
enable the Secretary to carry out the purposes of this subsection and
shall otherwise aid, assist, and cooperate with the Secretary in obtaining such other information as may be necessary to enable the Secretary
to carry out the purposes of this subsection.

(9) No payments shall be made under part A of title XVIII with
respect to items or services furnished to an individual in any month
for which the prohibition in paragraph (1) against payment of benefits to him is applicable (or would be if he were entitled to any such
benefits).

(10) Notwithstanding any other provision of this title, no monthly
benefits shall be paid under this section or under section 223, for any
month begnmng after June 30, 1968, to an individual who is not a
citizen or national of the United States and who resides during such
month ma foreign country if payments for such month to individuals
residing in such country are withheld by the Treasury Department
under the first section of the Act of October 9, 1940 (31 U.S.C. 123).
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Effect of Conviction of Subversive Activities, etc.

(u) (1) If any individual is convicted of any offense (committed
after the date of the enactment of this subsection) under—
(A) chapter 37 (relating to espionage and censorship), chapter

105 (relating to sabotage), or chapter 115 (r1ating to treason,
sedition, and subversive activities) of title 18 of the United States
Code, or
(B) section 4, 112, or 113 of the Internal Security Act of 1950,
as amended,
then the court may, in addition to all other penalties provided by law,
impose a penalty that in determining whether any monthly insurance
benefit under this section or section 223 is payable to such individual
for the month in which he is convicted or for any month thereafter, in
determining the amount of any such benefit payable to such individual

for any such month, and in determining whether such individual is
entitled to insurance benefits under part A of title XVIII for any such
month, there shall not be taken into account—
(C) any wages paid to such individual or to any other individual in the calendar quarter in which such conviction occurs or in
any prior calendar quarter, and

(D) any net earnings from self-employment derived by such
individual or by any other individual during a taxable year in

which such conviction occurs or during any prior taxable year.
(2) As soon as practicable after an additional penalty has, pursuant
to paragraph (1), been imposed with respect to any individual, the
Attorney General shall notify the Secretary of such imposition.
(3) If any individual with respect to whom an additional penalty
has been imposed pursuant to paragraph (1) is granted a pardon of

the offense by the President of the United States, such additional
penalty shall not apply for any month beginning after the date on
which such pardon is granted.

Waiver of Benefits

(v) (1) Notwithstanding any other provisions of this title, in the case
of any individual who files a waiver pursuant to section 1402(h) of the
Internal Revenue Code of 1954 and is granted a tax exemption thereunder, no benefits or other payments shall be payable under this title
to him, no payments shall be made on his behalf under part A of title
XVIII, and no benefits or other payments under this title shall be pay-

able on the basis of his wages and self-employment income to any
other person, after the filing of such.waiver; except that, if thereafter
such individual's tax exemption under such section 1402(h) ceases to
be effective, such waiver shall cease to be applicable in the case of
benefits and other payments under this title and part A of title XVIII
to the extent based on his self-employment income for and after the
first taxable year in which such tax exemption ceases to be effective
and on his wages for and after the calendar year (if any) which begins in or with the beginning of such taxable year.
Notwitli8tanding any other provion of this title, in the case
of any individual who files a waiver pursuant to section 6413(e) of the

()
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Internal Revenue Code of 1954 and is granted an authorization for

credit or refund thereunder, no benefits or other payments shall be
payable under this title to him, no payments shall be made on his behalf under part A of title XVJIJ, and no benefits or other payments
under this title shall be payable on the basis of his wages and selfemployment income to any other person, after the filing of such waiver;

except that, if thereafter such individual's authorization under such
section 6413(e) ceases to be effective, such waiver shall cease to be
applicable in the case of benefits and other payments under this title
and part A of title XVJII to the extent based on his wages beginning
with the first day of the calendar year for which such authorization
ceases to apply and on his self-employment income for and after his
taxable year which begins in or with the beginning of such calendar
year.

Increase in Old-Age In8urance Benefit Amount8 on Account of Delayed
Retirement

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

such individual attains age 65 (or his benefit payable at such age is
not reduced under subsection (q)), the amount of the old-age insur-

ance benefit (other than a benefit based on a primary insurance amount
determined under section 215(a) (3)) which is payable without regard
to this subsection to such individual shall be increased by—
(A) 1/i2 of 1 percent of such amount, multiplied by

(B) the number (if any) of the increment months for such

individual.
(2) For purposes of this subsection, the number of increment months
for any individual shall be a number equal to the total number of the
months—
(A) which have• elapsed after the month before the mont/i. in
which such individual attained age 65 and prior to the month in
which such individual attained age 72, and
(B) with respect to which—

(i) such individual was a fully insured individual (as

defined in section 14 (a) ), and

(ii) such individual either was not entitled to an old-age
insurance benefit or suffered deductions under section 203(b)

or 203(c) in amounts equal to the amount of such benefit.
(3) For purposes of applying the provisions of paragraph (1), a
determination shall be made under paragraph (2) for each year, beginning with 1972, of the total number of an individual's increment
months through the year for which the deterniiiation is made and the
total so determined shall be applicable to such individual's old-age
insurance benefits beginning with benefits for January of the year following the year for which 8uch determination is made; except that
the total number applicable in the case of an individual who attains
age 72 after 1972 shall be determined through the month before the
month in which lie attains such age and shall be applicable to his oldage insurance benefit beginninq with the month in which he attains
8uchi. age.
1

ApplIes to benefits for months after 1972.
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(4) This 8Ub8ection shall be applied after reduction under section
203(a).
Sister's and Brother's In8urance Benefits'

(x) (1) Every sister or brother (as defined in this subsection) of
an individual entitled to old-age or disability insurance benefit8, or of
an' individual who died a fully insured individual, if 8uch brother or
sister—
(A) (i) is under a disability (as defined in section 223(d))
which began before he or she attained the age of 22, or (ii) in
the case of a sister, has attained age 692,
(B) was receiving at least one-half of his or her support, as

determined in accordance with regulations prescribed by the Secretary, from such decea8ed or insured individual—
(i) if such individual is living, at the Ume such individual
became entitled to old-age or disability benefits,
(ii) if such individual has died, at the time of such death,
or

(iii) if such individual had a period of disability which
continued until he became entitled to old-age or disability
benefits, or (if he has died) until the month of his death,
at the beginning of such period of disability or at the time
of such death,
and has filed proof of such support within two years after the
mont/i in which 8uch individual filed application with re8pect to

such period of disability, became entitled to such benefits, or died,
as the case may be, or (if later) within two years after the month
in which the Social Security Amendments of 1972 is enacted,
(C) is not entitled to old-age or disability insurance benefits, or
is entitled to old-age or disability insurance benefits each of which
is (i) less than one-half of the primary insurance amount of such
individual if he is entitled to old-age or disability insurance benefits, or (ii) less than 821/2 per centum of the primary insurance
amount of such individual if he is deceased where the amount of

the sister's or brother's insurance be'ne/it is determinable under
paragraph (2) (A) (or 75 per centum of such primary insurance
amount if such individual is deceased in any other case),
(D) has filed application for sister's or brother's insurance
benefits, and

(E) has not married after the date such individual became en-

titled to old-age or disability benefits or died,

shall be entitled to a sister's or brother's insurance benefit for each
month, beginning with the first month lie or she become8 so entitled

to such insurance benefits and endinq with the month preceding whichever of the following first occurs—
(F) the month in which such sister or brother dies,

(G) (i) if 8u0h individual is entitled to old-age or disability
insurance benefits, the first month in which such sister or brothev
becomes entitled to an old-age insurance benefit or a di8ability insurance benefit which is equal to or exceeds one-half of the primary
insurance amount of 8uch individual, or (ii) if such individual

I Applies

with respect to benefits under section 202(x) of the Act for months after

December 1972 on the basis of applications for such benefits filed on or after the date of
enactment of this Act.
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has died, the first month in which such sister or brother becomes
entitled to an old-age insurance benefit or a disability insurance

benefit which is equal to or exceeds 821/2 per cent urn of the primary

insurance amount of such individual if the sister's or brother's
insurance anwunt is determinable under paragraph (2) (A) (or
75 per centum of such primary insurance amount in any other
case),
(H) the first month in which such individual is alive and is not
entitled to disability insurance benefits and is not entitled to oldage insurance benefits,

(I) in the case of a sister who has not attained the age of 62
or of a brother, the third month following the month in which

such sister or brother ceases to be under a disability (as defined in
section 223(d)) unless, in the case of such sister, she attains age
62 on or before the last day of such third month, or

(J) the month in which such sister or brother marries.
(2) (A) Except as provided in subparagraphs (B) and (C) of this
paragraph, such sister's or brother's insurance benefit for each month
shall be equal to—

(i) if the individual on the basis of whose wages and self-

employment income the sister or brother is entitled to such benefit has 'not died prior to the end of such month, one-half of the
primary insurance amount of such individual for such month, or

(ii) if such individual has died in or prior to such month,

8½ per centurn of the primai'y insurance amount of such individual.

(B) For any month for which more than one person is entitled to
sister's or brother's insurance benefits on the bas2s of the wages awl
self-employment income of an individual who died in or prior to
such month, such benefit for each such person for each 8uch month
shall be equal to 75 per centurn of the primary insurance amount of
such insured individual.
(3) As used in this subsection—
(A) the term "sister" means a sister by the wholeblood, a sister
the half blood, a stepsister by a marriage contracted before the

sister attained age 18, or an adopted sister by an adoption that
took place before the sister attained age 18; and
(B) the term "brother" means a brother by the wholeblood,
a brother by the half blood, a stepbrother by a marriage contracted

before the brother attained age 18, or an adopted brother by an
adoption that took place before the brother attained age 18.
(4)

In the case of a sister or brother who marries—

(A) an individual entitled to benefits under this subsection or

subsection

(b), (e), (f),

(g),or

(h),

(B) an individual who attained the age of 18 and is entitled
to

benefits under subsection (d), or
(C) an individual entitled to benefits under subsection (a) but,

with respect to a sister, only if she is under a disability (as
defined in section 223(d)),
such sister's or brother's entitlement to benefits under this subsection

shall, notwithstanding the provisions of paragraph (1) but subject
to subsection (s), not be terminated by reason of such marriage;
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that, in the case of such a marriage to an individual entitled
to benefits under subsection (d), the preceding provisions of this paragraph shall not apply with respect to benefits for month8 after the
last month during all of which such individual was under a disability
except

(as defined in section d3(d)) unless lie ceases to be so entitled by

reason of his death.

Reduction of Insurance Benefits
Maximum Benefits

Sec. 203. (a) Whenever the total of monthly benefits to which individuals are entitled under sections 202 and 223 for a month on the
basis of the wages and self-employment income of an insured individual is greater than the amount appearing on column V of the table
in (or deemed to be in) 1 section 215 (a) on the line on which appears
in column IV such insured individual's primary insurance amount,
such total of benefits shall be reduced to such amount; except that—
(1) when any of such individuals so entitled would (but for
the provisions of section 202(k) (2) (A)) be entitled to child's
insurance benefits on the basis of the wages and self-employment

income of one or more other insured individuals, such total of
benefits shall not be reduced to less than the smaller of: (A) the
sum of the maximum amounts of benefits payable on the basis of
the wages and self-employment income of all such insured individuals, or (B) the last figure in column V of the table iippearing
in section 215(a), or
(2)2 when two or more persons were entitled (without the ap-

plication of section 202(j) (1) and section 223(b)) to monthly
benefits under section 202 or 223 for August 1972 on the basis of
the wages and self-employment income of such insured individual
and the provisions of this subsection were applicable in January
Effective Jan. 1, 1974.
'P.L. 92—336, sec. 202(a) (2) (B), amended section 203(a) paragraph (2) In its entirety.
Effective January 1,1974, it will read as follows:
1

"(2) when two or more persons were entitled (without the application of section 202

(j)(1) and section 223(b)) to monthly benefits under sectIon 202 or 223 for January 1971
or any prior month on the basis of the wages and self-employment income of such insured
individual and the provisions of this subsection as in effect for any such month were
applicable in determining the benefit amount of any persons on the basis of such wages and
self-employment income, the total of benefits for any month after January 1971 shall not
be reduced to less than the largest of—
(A) the amount determined under this subsection without regard to this paragraph,
(B) the largest amount which has been determined for any month under this subsection for persons entitled to monthly benefits on the basis of such insured individual's wages and self-employment Income, or
(C) If any persons are entitled to benefits on the basis of such wages and selfemployment income for the month before the effective month (after September 1972)
of a general benefit Increase under this title (as defined In section 215(i) (3)) or a
benefit Increase under the provisions of section 215(i), an amount equal to the sum
of amounts derived by multiplying the benefit amount determined under this title
(excluding any part thereof determined under section 202(w)) for the month before
such effective month (including this subsection, but without the application of section
222(b), section 202(q), and subsections (b), (C), and (d) of this section), for each
such person for such month, by a percentage equal to the percentage of the increase
provided under such benefit Increase (with any such increased zlmo,lnt which is not
a multiple of $0.10 being rounded to the next higher multiple of $0.10)
but in any such case (I) paragraph (i) of this subsection shall not be applied to such
total of benefits after the application of subparagraph (B) or (C), and (ii) If section
202(k) (2) (A) was applicable in the case of any such benefits for a month, and ceases to
apply for a month after such month, the provisions of subparagraph (B) or (C) shall be
applied, for and after the month In which section 202(k) (2) (A) ceases to apply, as though
paragraph (1) had not been applicable to such total of benefits for the last month for
which subparagraph (B) or (C) was applicable, or".
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or any prior month in determining the total of the benefits

for persons entitled for any such month on the basis of such wages
and self-employment income, such total of benefits for September 1972 or any subsequent month shall not be reduced to less than
the larger of—
(A) the amount determined under this subsection without
regard to this paragraph, or

(B) an amount equal to the sum of the amounts derived

by multiplying the benefit amount determined under this title
for August 1972 (including this subsection, but without the
application of section 222(b), section 202(q), and subsections

(b), (c), and (d) of this section), for each person for

such month, by 120 percent and raising such increased amount,

if it is not a multiple of $0.10, to the next higher multiple of
$0.10; but in any such case (i) paragraph (1) of this subsec-

tion shall not be applied to such total of benefits after the
application of subparagraph (B), and (ii) if section 202(k)
(2) (A) was applicable in the case of any such benefits for
September 1972, and ceases to apply after such month, the
provisions of subparagraph (B) shall be applied, for and
after the month in which section 202(k) (2) (A) ceases to apply, as though paragraph (1) had not been applicable to such
total of benefits for September 1972,
(3) when any of such individuals is entitled to monthly benefits as a divorced wife under section 202(b) or as a surviving di-

vorced wife under section 202(e) for any month, the benefit
to which she is entitled on the basis of the wages and selfemployment income of such insured individual for such month
shall be determined without regard to this subsection, and the
benefits of all other individuals who are entitled for such month
to monthly benefits under section 202 on the wages and selfemployment income of such insured individual shall be deter-

mined as if no such divorced wife or surviving divorced wife were
entitled to benefits for such month. In any case in which benefits

are reduced pursuant to the preceding provisions of this subsection, such reduction shall be made after any deductions under this
section and after any deductions under section 222(b). Whenever
a reduction is made under this subsection in the total of monthly
benefits to which individuals are entitled for any month on the
basis of the wages and self-employment income of an insured individual, each such. benefit other than the old-age or disability
insurance benefit shall be proportionately decreased; except that
if such total of benefits for such month includes any benefit or
benefits under section 202(d)• which are payable solely by reason
of section 216(h) (3), the reduction shall be first applied to reduce
(proportionately where there is more than one benefit so payable)
the benefits so payable (but not below zero), (or]
(4) notwithstanding any other provision of law, when—
(A) two or more persons are entitled to monthly benefits
for a particular month on the basisof the wages and self-employment income of an insured individual and (for such particular month) the provisions of this subsection and section
202(q) are applicable to such monthly benefits, and

669

Sec. 203(b)

(B) such individual's primary insurance amount is in-

creased for the following month under any provision of this
title,
then the total of monthly benefits for all persons on the basis of

such wages and self-employment income for such particular

month, as determined under the provisions of this subsection, shall

for purposes of determining the total monthly benefits for all
persons on the basis of such wages and self-employment income for

months subsequent to such particular month to be considered to
have been increased by the smallest amount that would have been
required in order to assure that the total Of monthly benefits payable on the basis of such wages and self-employment income for
any such subsequent month will not be less (after the application
of the other provisions of this subsection and section 202(q)) than
the total of monthly benefits (after the application of the other
provisions of this subsection and section 202(q)) payable on the
basis of such wages and self-employment income for such particu-

lar month [.], or

(5) whenever the monthly benefits of such individuals are based

on an ineured indzi.ndua2's primary insurance amount which is
determined under section 215(a) (3) and such primary insurance
amount does not appear in column IV of the table in (or deemed
to be in) section 215(a), the applicable maximum amount in column V of such table shall be the amount in such column that appears on the line on which the 'next kigher primary insurance
amount appears in column IV, or, if Zarger, the large8t amount
determined for 8ueh persons under this 8ub8ection for any month
prior to October 7972.1
Deductions on Account of Work

(b) Deductions, in amounts and at such time or times as the Secretary shall determine, shall be made from any payment or payments
under this title to which an individual is entitled, and from any payment or payments to which any other persons are entitled on the basis
of such individual's wages and self-employment income, until the
total of such deductions equals—

(1) such individual's benefit or benefits under section 202 for
any month, and
(2) if such individual was entitled to old-age insurance benefits
under section 202 (a) for such month, the benefit or benefits of all
other persons for such month under section 202 based on such
individual's wages and self-employment income,.
if for such month he is charged with excess earnings, under the provisions of subsection (f) of this section, equal to the total of benefits
referred to in clauses (1) and (2). If the excess earnings so charged
are less than such total benefits, such deductions with respect to such
month shall be equal only to the amount of such excess earnings. If
a child who has attained the age of 18 and is entitled to child's insurance benefits, or a person who is entitled to mother's insurance bene1 Applies to benefits for months after December 1972 and to lump-sum death payments
for deaths after December 1972.
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fits, is married to an individual entitled to old-age insurance benefits
under section 202(a), such child or such person, as the case may be,
shall, for the purposes of this subsection and subsection (f), be deemed

to be entitled to such benefits on the basis of the wages and self-

employment income of such individual entitled to old-age insurance
benefits. If a deduction has already been made under this subsection
with respect to a person's benefit or benefits under section 202 for a
month, he shall be deemed entitled to payments under such section
for such month for purposes of further deductions under this subsection, and for purposes of charging of each person's excess earnings

under subsection (f), only to the extent of the total of his benefits

remaining after such earlier deductions have been made. For purposes
of this subsection and subsection (f)—
(A) an individual shall be deemed to be entitled to payments
under section 202 equal to the amount of the benefit or benefits to

which he is entitled under such section after the application of
subsection (a) of this section, but without the application of the
penultimate sentence thereof; and

(B) if a deduction is made with respect to an individual's

benefit or benefits under section 202 because of the occurrence in
any month of an event specified in subsection (c) or (d) of this
section or in section 222(b), such individual shall not be considered
to be entitled to any benefits under such section 202 for such month.
Deductions on Account of Noncovered Work Outside the United States or
Failure To Have Child in Care

(c) Deductions, in such amounts and at such time or times as t1e
Secretary shall determine, shall be made from any payment or payments under this title to which an individual is entitled, until the total
of such deductions equals such individual's benefits or benefit under
section 202 for any month—

(1) in which such individual is under the age of seventy-two

and on seven or more different calendar days of which he engaged
in noncovered remunerative activity outside the United States; or

(2) in which such individual, if a wife under age sixty-five
entitled to a wife's insurance benefits, did not have in her care
(individually or jointly with her husband) a child of her husband entitled to a child's insurance benefit and such wife's insurance benefit for such month was not reduced under the provisions
of section 202(q) ;or
(3) in which such individual, if a widow entitled to a mother's
insurance benefit, did not have in her care a child of her deceased
husband entitled to a child's insurance benefit; or

(4) in which such individual, if a surviving divorced mother
entitled to a mother's insurance benefit, did not have in her care a
child of her deceased former husband who (A) is her son, daugh-

ter, or legally adopted child and (B) is entitled to a child's insurance benefit on the basis of the wages and self-employment
income of her deceased former husband.

For purposes of paragraphs (2), (3), and (4) of this subsection, a
child shall not be considered to be entitled to a child's insurance benefit
for any month in which paragraph (1) of section.202(s) applies or an
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event specified in section 222(b) occurs with respect to such child.
Subject to paragraph (3) of such section 202(s), no deductions shall
be made under this subsection from any child's insurance benefit for
the month in which the child entitled to such benefit attained the age
of eighteen or any subsequent month; nor shall any deduction be
made under this subsection from any widow's insurance benefits for
any month in which the widow or surviving divorced wife is entitled
and has not attained age (62] 60 1 (but only if she became so entitled
prior to attaining age 60), or from any widower's insurance benefit for
any month in which the widower is entitled and has not attained age
(62.] 60 1 (but only,, if he became so entitled prior to attaining age 60) •2
Deductions From Dependents' Benefits on Account of Noncovered Work

Outside the United States by Old-Age Insurance Beneficiary

(d) (1) Deductions shall be made from any wife's, husband's, (or]
child's, sister's, or brother's insurance benefit, based on the wages and
self-employment income of an individual entitled to old-age insurance
benefits, to which a wife, divorced wife, husband, (or] child, sieter, or
brother is entitled, until the total of such deduction equals such wife's,
husband's, (or] child's, sister's, or brother's insurance benefit or benefits under section 202 for any month in which such individual is under
the age of seventy-two and on seven or more different calendar days of

which he engaged in noncovered remunerative activity outside the
United States.
(2) Deductions shall be made from any child's insurance benefit to
which a child who has attained the age of eighteen is entitled, or from
any mother's insurance benefit to which a person is entitled, until the
total of such deductions equals such child's insurance benefit or benefits or mother's insurance benefit or benefits under section 202 for any

month in which such child or person entitled to mother's insurance
benefits is married to an individual who is entitled to old-age insurance benefits and on seven or more different calendar days of which
such individual engaged in noncovered remunerative activity outside
the United States.
Occurrence of More Than One Event

(e) If more than one of the events specified in subsections (c) and
(d) and section 222(b) occurs in any one month which would occasion

deductions equal to a benefit for such month, only an amount equal
to such benefit shall be deducted.
Months to Which Earnings Are Charged

(f) For purposes of subsection (b)—
(1) The amount of an individual's excess earnings (as defined
in paragraph (3)) shall be charged to months as follows: There
shall be charged to the first month of such taxable year an amount
of his excess earnings equal to the sum of the payments to which
1

Applies to benefits for months after December 1972.

2 Applies to benefits payable under sectIon 202 for months after December 1972, except
that in the case of an individual not entitled to a benefit for December 1972, benefits will
be payable only on the basis of an application filed in or after the 'nonth of enactment.
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he

and all other persons are entitled for such month under section
202 on the basis of his wages and self-employment income (or the
total of his excess earnings if such excess earnings are less than
such sum), and the balance, if any, of such excess earnings shall
be charged to each succeeding month in such year to the extent, in
the case of each such month, of the sum of the payments to which
such individual and all other persons are entitled for such month
under section 202 on the basis of his wages and self-employment
income, until the total of such excess has been so charged. Where
an individual is entitled to benefits under section 202 (a) and other
persons are entitled to benefits under section 202(b), (c), or (d

on the basis of the wages and self-employment income of suc
individual, the excess earnings of such individual for any taxable
year shall be charged in accordance with the provisions of this
subsection before the excess earnings of such persons for a taxable
year are charged to months in such individual's taxable year. Notwithstanding the preceding provisions of this paragraph, but subject to section 202(s), no part of the excess earnings of an individual shall be charged to any month (A) for which such individual
was not entitled to a benefit under this title, (B) in which such
individual was age seventy-two or over, (C) in which such individual, if a child entitled to child's insurance benefits, has attained
the age of 18, (D) for which such individual is entitled to widow's
insurance benefits and has not attained age [62] 60 (but only if
she became so entitled prior to attaining age 60) or widower's insurance benefits and has not attained age [62] 60 1 (but only if he
became 80 entitled prior to attaining age 60) ,2 or (E) in which
such individual did not engage in self-employment and did not
render services for wages (determined as provided in paragraph
(5) of this subsection) of more than [$140] $200 or the exempt
amount as deterrn,ined under paragraph (8) .
(2) As used in paragraph (1), the term "first month of such
taxable year" means the earliest month in such year to which the
charging of excess earnings described in such paragraph is not
prohibited by the application of clauses (A), (B), (C), (D), and
(E) thereof.
(3) For purposes of paragraph (1) and subsection (h), an individual's excess earnings for a taxable year shall be 50 per cent urn
of his earnings for such year in excess of the product of [$140]
$200 or the exempt amount as detern-tineci under paragraph (8),
multiplied by the number of months in such year, except that
(of the first $1,200 of such excess (or all of such excess if it is less
than $1,200, an amount equal to one-half thereof shall not be included.], in determining an individual's excess earnings for the
taxable year in which he attains age 72, there shall be excluded any

earnings of such individual for the month in which he attains

such age and any subsequent month (with any net earnings or net
loss from self-employment in 8uch year beinq prorated in an equiApplies to benefits for months after December 1972.
ApplIes to benefits payable Under section 202 for months after
December i972, except
that in the case of an Individual not entitled to
1
2

a benefit for December i972, benefits will
be payable only on the basis of an application filed
in or after the month of enactment.
Applies with respect to taxable years ending after December 1972.
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table manner under regulatione of the Secretary). The excess earnings as derived under the preceding sentence, if not a multiple of
$1, shall be reduced to the next lower multiple of $1.2
(4) For purposes of clause (E) of paragraph (1)—

(A) An individual will be presumed, with respect to any
month, to have been engaged in self-employment in .such
month until it is shown to the satisfaction of the Secretary
that such individual rendered no substantial services in such
month with respect to any trade or business the net income or

loss of which is includible in computing (as provided in
paragraph (5) of this subsection) his net earnings or net
loss from self-employment for any taxable year. The Secretary shall by regulations prescribe the methods and criteria
for determining whether or not an individual has rendered
substantial services with respect to any trade or business.
(B) An individual will be presumed, with respect to any
month, to have rendered services for wages (determined as
provided in paragraph (5) of this subsection) of more than

[$140] $200 or the eJempt amount as determined under

paragraph (8) 1 until it is shown to the satisfaction of the Secretary that such individual did not render such services in
such month for more than such amount.

(5) (A) An individual's earnings for a taxable year shall be
(i) the sum of his wages for services rendered in such year and
his net earnings for self-employment for such year, minus (ii)
any net loss from self-employment for such year.
(B) For purposes of this section—
(i) an individual's net earnings from self-employment for
any taxable year shall be determined as provided in section
211, except that paragraphs (1), (4), and (5) of section 211
(c) shall not apply and the gross income shall be computed

by excluding the amounts provided by subparagraph (D),
and
(ii) an individual's net loss from self-employment for any
taxable year is the excess of the deductions (plus his distribu-

tive share of loss described in section 102 (a) (9) of the Internal Revenue Code of 1954) taken into account under clause

(i) over the gross income (plus his distributive share of in-

come so described) taken into account under clause (i).
(C) For purposes of this subsection, an individual's wages shall
be computed without regard to the limitations as to amounth of
remuneration specified in subsections (a), (g) (2), (g) (3), (h) (2),
and (j) of section 209; and in making such computation services

which do not constitute employment as defined in section 210,
performed within the United States by the individual as an employee or performed outside the United States in the active military or naval service of the United States, shall be deemed to be
employment as so defined if the remuneration for such services is
not includible in computing his net earnings or net loss from selfemployment.

I Applies with respect to taxable years ending after December 1972.
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(D) In the case of an individual—
(1) who has attained the age of 65 on or before the last day
of the taxable year, and
(ii) who shows to the satisfaction of the Secretary that he

is receiving royalties attributable to a copyright or patent
obtained before the taxable year in which he attained the age
of 65 and that the property to which the copyright or patent

relates was created by his own personal efforts,
there shall be excluded from gross income any such royalties.
(E) For purposes of this section, there shall be excluded from,
the gross income of any individual for any taxable year the gain
from the sale or other die position, during such year, of any property of such individual which is not, by reason of the provisions
of section 1P2?21 (3) (A) or (B) of the Internal Revenue Code of
1954, a capital asset of such indivdual as a taxpayer if—

(i) such individual attained age 65 on or before the last

day of such taxable year; and
(ii) such individual shows to the sati.sf action of the Secre-

tary that such property was created by him, or (in the case
such property consists of a letter, memorandum, or similar
property) was prepared or produced for him prior to the tax-

able year in which such individual attained age 65.1
(6) For purposes of this subsection, wages (determined as provided in paragraph (5) (C) which, according to reports received
by the Secretary, are paid to an individual during a taxable year
shall be presumed to have been paid to him for services performed
in such year until it is shown to the satisfaction of the Secretary
that they were. paid for services performed in another taxable
year. If such reports with respect to an individual show his wages
for a calendar year, such individual's taxable year shall be presumed to be a calendar year for purposes of this subsection until
it is shown to the satisfaction of the Secretary that his taxable
year is not a calendar year.

(7) Where an individual's excess earnings are charged to a

month and the excess earnings so charged are less than the total of
the payments (without regard to such charging) to which all per-

sons are entitled under section 202 for such month on the basis

of his wages and self-employment income, the difference between
such total and the excess so charged to such month shall be paid
(if it is otherwise payable under this title.) to such individual and
other persons in the proportion that the benefit to which each of
them is entitled (without regard to such charging, without the
application of section 202(k) (3), and prior to the application of
section 203(a)) bears to the total of the benefits to which all of
them are entitled.
(8) (A) Whenever the Secretary pursuant to section p15(i) increases benefits effective with the first month of the calendar year
following a cost-of -livinq computation quarter, he shall also deternvine and publish in the Federal Register on or before November 1 of the calendar year in which such quarter occurs (along
with the publication of such benefit increase as required by sec1

Effective In the case of taxable years beginning after December 31, 1972.
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tion 215(i) (2) (D)) a new exempt amount which shall be effec-

tive (unless such new exempt amount is prevented from becoming

effective by subparagraph (C) of this. pzragraph) with respect
to any individual's taxable year which ends with the close of or
after the calendar year with the first month, of which such benefit increase is eftectzve (or, in the case of an individual who dies
during such calendar year, with respect to such individual's taxable year which ends, upon his death, during such year).
(B) The exempt amount for each month of a particular taxable year shall be whichever of the following is the larger—
(i) the exempt amount which was in effect with respect to
months in the taxable year in which the determination under
8ub paragraph (A) was made, or
(ii) the product of the exempt amount described in clause

(i) and the ratio of (I) the average of the taxable wages of

all employees as reported to the Secretary for the first calendar quarter of the calendar year in which the determination

under subparagraph (A) was made to (II) the average of
the taxable wages of all employees as reported to the Secre-

tary for the first calendar quarter of 1978, or, if later, the
first calendar quarter of the most recent calendar year in
which an increase in the contribution and benefit base was
enacted or a determination resulting in such an increase was
made under section 230(a), with 8uch product, if not a multiple of $10, being rounded to the next higher multiple of $10
'where such product is a multiple of $5 but not of $10 and to
the nearest multiple of $10 in any other ca8e.
Whenever the Secretary determines that the exempt amount is to
be increased in any year under this paragraph, he 8hall notify the
House Committee on Way8 and Means and the Senate Committee
on Finance no later than August 15 of 8ucA year of the estimated
amount of 8uch increase, indicating the new exempt amount, the
actuarial e8timate8 of the effect of the increase, and the actuarial
a88umptions and methodology used in preparing such e8timate8.

(C) Notwithstanding the determination of 'a new exempt

amount by the Secretary under 8u1)paragraph (A) (and notwithstanding any publication thereof under such subparagraph or any
notification thereof vinder the last 8entence of subparagraph (B)),
8.uclz new exempt amount shall not take effect pur8uant thereto if
during the calendar year in which 8ueh determination is made a
la/w increasing the exempt amount or providing a general benefit
increase under this title (as defined in section 215(i) (3)) is enacted.

Penalty for Failure to Report Certain Events

(g) Any individual in receipt of benefits subject to deduction under
subsection (c) (or who is in receipt of such benefits on behalf of another individual), because of the occurrence of an event specified there-

in, who fails to report such occurrence to the Secretary prior to the
receipt and acceptance of an insurance benefit for the second month
following the month in which such event occurred, shall suffer deductions in addition to those imposed under subsection (c) as follows:
(1) if such failure is the first one with respect to which an
additional deduction is. imposed by this subsection, such addi-
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tional deduction shall be equal to his benefit or benefits for the
first month of the period for which there is a failure to report even
though such failure is with respect to more than one month.;
(2) if such failure is the second one with respect to which an
additional deduction is imposed by this subsection, such additional
deduction shall be equal to two times his benefit or benefits for the
first month of the period for which there is a failure to report even
though such failure is with respect to more than two months; and

(3) if such failure is the third or a subsequent one for which
an additional deduction is imposed under this subsection, such
additional deduction shall be equal to three times his benefit or
benefits for the first month of the period for which there is a
failure to report even though the failure to report is with respect.

to more than three months;
except that the number of additional deductions required by this subsection shall not exceed the number of months in the period for which
there is a failure to report. As used in this subsection, the. term "period
for which there is a failure to report" with respect to any individual
means the period for which such individual received and accepted insurance benefits under section 202 without making a timely report and
for which deductions are required under subsection (c).
Report of Earnings to Secretary

(h) (1) (A) If an individual is entitled to any monthly insurance
benefit under section 202 during any taxable year in which he has
earnings or wages, as computed pursuant to paragraph (5) of subsection (f), in excess of the product of [$140] $166.662/3 or the exempt
amount a determined under 8ub8ection (/) (8)1 times the number of
months in such year, such individual (or the individual who is in
receipt of such benefit on his behalf) shall make a report to the Secre-

tary of his earnings (or wages) for such taxable year. Such report
shall be made on or before the fifteenth day of the fourth month following the close of such year, and shall contain such information and

be made in such manner as the Secretary may by regulations prescribe. Such report need not be made for any taxable year (i) be-

ginning with or after the month in which such individual attained the
age of 72, or (ii) if benefit payments for all months (in such taxable
year) in which such individual is under age 72 have been suspended

under the provisions of the first sentence of paragraph (3) of this
subsection. The Secretary may grant a reasonable extension of time
for making the report of earnings required in this paragraph if he
finds that there is valid reason for a delay, but in no case may the

period be extended more than three months.
(B) If the benefit payments of an individual have been suspended
for all months in any taxable year under the provisions of the first
sentence of paragraph (3) of this subsection, no benefit payment shall
be made to such individual for any such month in such taxable year
after the expiration of the period of three years, three months, and
fifteen days foI1owin the close of such taxable year unless within
such period the individual, or some other person entitled to benefits
'Applies with respect to taxable years ending after Decembe,' 1972.
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under this title on the basis of the same wages and self-employment
mcome, files with the Secretary information showing that a benefit
for such month is payable to such individual.

(2) If an individual fails to make a report required under paragraph (1), within the time prescribed by or in accordance with such
paragraph, for any taxable year and any deduction is imposed under
subsection (b) by reason of his earnings for such year, he shall suffer
additional deductions as follows:

(A) if such failure is the first one with respect to which an

additional deduction is imposed under this paragraph, such additional deduction shall be equal to his benefit or benefits for the
last month of such year for which he was entitled to a benefit under
section 202, except that if the deduction imposed under subsection
(b) by reason of his earnings for such year is less than the amount

of his benefit (or benefits) for the last month of such year for.
which he was entitled to a benefit under section 202, the additional
deduction shall be equal to the amount of the deduction imposed
under subsection (b) but not less than $10;

(B) if such failure is the second one for which an additional
deduction is imposed under this paragraph, such additional deduction shall be equal to two times his benefit or benefits for the
last month of such year for which he was entitled to a benefit
under section 202;
(C) if such failure is the third or a subsequent one for which
an additional deduction is imposed under this paragraph, such
additional deduction shall be equal to three times his benefit or
benefits for the last month of such year for which he was entitled
to a benefit under section 202;

except that the number of the additional deductions required by this
paragraph with respect to a failure to report earnings for a taxable
year shall not exceed the number of months in such year for which
such individual received and accepted insurance benefits under section
202 and for which deductions are imposed under subsection (b) by
reason of his earnings. In determining whether a failure to report

earnings is the first or a subsequent failure for any individual, all
taxable years ending prior to the imposition of the first additional
deduction under this paragraph, other than the latest one of such
years, shall be disregarded.
(3) If the Secretary determines, on the basis of information
obtained by or submitted to him, that it may reasonably be expected
than an individual entitled to benefits under section 202 for any tax-

able year will suffer deductions imposed under subsection (b) by
reason of his earnings for such year, the Secretary may, before the
close of such taxable year, suspend the total or less than the total
payment for each month in such year (or for only such months as the
Secretary may• specify) of the benefits payable on the basis of such

individual's wages and self-employment income; and such suspension
shall remain in effect with respect to the benefits for any month until
the Secretary has determined whether or not any deduction is imposed

for such month under subsection (b). The Secretary is authorized,

before the close of the taxable year of in individual entitled to benefits
during such year, to request of such individual that he make, at such
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time or times as the Secretary may specify, a declaration of his
estimated earnings for the taxable year and that he furnish to the
Secretary such other information with respect to such earnings as the
Secretary may specify. A failure by such individual to comply with

any such request shall in itself constitute justification for a determination under this paragraph that it may reasonably be expected
that the individual will suffer deductions imposed under subsection
(b) by reason of his earnings for such year. If, after the close of a
taxable year of an individual entitled to benefits under section 202
for such year, the Secretary requests such individual to furnish a
report of his earnings (as computed pursuant to paragraph (5) of
subsection (f) for such taxable year or any other information with
respect to such earnings which the Secretary may specify, and the
individual fails to comply with such request, such failure shall in

itself constitute justification for a determination that such individual's
benefits are subject to deductions under subsection (b) for each month
in such taxable year (or only for such months thereof as the Secretary
may specify) by reason of his earnings for such year.
Circumstances Under Which Deductions and Reductions Not Required

(i) In the case of any individual, deductions by reason of the provisions of subsection (b), (c), (g), or (h) of this section, or the provisions of section 222(b), shall, notwithstanding such provisions, be
made from the benefit to which such individual is entitled only to the
extent that such deductions reduce the total amount which would otherwise be paid, on the basis of the same wages and self-employment
income, to such individual and the other individuals living in the
same household.

Attainment of Age Seventy-two

(j) For the purposes of this section, an individual shall be considered as seventy-two years of age during the entire month in which
he attains such age.
Noncovered Remunerative Activity Outside the United States

(k) An individual shall be considered to be engaged in noncovered
remunerative activity outside the United States if he performs services outside the United States as an employee and such services do
not constitute employment as defined in section 210 and are not performed in the active military or naval service of the United States, or
if he carries on a trade or business outside the United States (other
than the jerformance of service as an employee) the net income or
loss of which (1) is not includible in computing his net earnings from
self-employment for a taxable year and (2) would not be excluded
from net earnings from self-employment, if carried on in the United
States, by any of the numbered paragraphs of section 211(a). When
used in the preceding sentence with respect to a trade or business
(other than the performance of service as an employee), the term
"United States" does not include the Commonwealth of Puerto Rico,
the Virgin Islands, Guam, or American Samoa in the case of an alien
who is not a resident of the United States (including the Common-
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wealth of Puerto Rico, the Virgin Islands, Guam, and American
Samoa) and the term "trade or business" shall have the same meaning
as when used in Section 162 of the Internal Revenue Code of 1954.
Good Cause for Failure To Make Reports Required

(1) The failure of an individual to make any report required by subsection (g) or (h) (1) (A) within the time prescribed therein shall not
be regarded as such a failure if it is shown to the satisfaction of the

Secretary that he had good cause for failing to make such report
within such time. The determination of what constitutes good cause
for purposes of this subsection shall be made in accordance with regulations of the Secretary.

Overpayments and Underpayments
Sec. 204. (a) Whenever the Secretary finds that more or less than
the correct amount of payment has been made to any person under
this title, proper adjustment or recovery shall be made, under regulations prescribed by the Secretary, as follows:

(1) With respect to payment to a person of more than the correct
amount, the Secretary shall decrease any payment under this title
to which such overpaid person is entitled, or shall require such overpaid person or his estate to refund the amount in excess of the correc1
amount, or shall decrease any payment under this title payable to his
estate or to any othei person on the basis of the wages and self -employ-

inent income which were the basis of the payments to such overpaid
person, or shall apply any combination of the foregoing. A payment
made under this title on the basis of an erroneous report of death by
the Department of Defense of an individual in the line of duty while
he is a member of the uniformed services (as defined l11\ section 210
(m)) on active duty (as defined in section 210(1)) shall not be considered an incorrect payment for any month prior to the month such
Department notifies the Secretary that such individual is alive.

(2) With respect to payment to a person less than the correct
amount, the Secretary shall make payment of the balance of the
amount due such underpaid person, or, if such person dies before
payments are completed or before negotiating one or more checks

representing correct payments, disposition of the amount due shall be
made in accordance with subsection (d).
(b) In any case in which more than the correct amount of payment
has been made, there shall be no adjustment of payments to, or recov-

ery by the United States from, any person who is without fault if
such adjustment or recovery would defeat the purpose of this title or
would be against equity and good conscience.

(c) No certifying or disbursing officer shall be held liable for any
amount certified or paid by him to any person where the adjustment
or recovery of such amount is waived under subsection (b), or where
adjustment under subsection (a) is not completed prior to the death
of all persons against whose benefits deductions are authorized.
(ci) If an individual dies before any payment due him under this
title is completed, payment of the amount due (including the amount
of any unnegotiated checks) shall be made—
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(1) to the person, if any, who is determined by the Secretary
to be the surviving spouse of the deceased individual and who
either (i) was living in the same household with the deceased at

the time of his death or (ii) was, for the month in which the
deceased individual died, entitled to a monthly benefit on the basis

of the same wages and self-employment income as was the deceased individual;
(2) if there is no person who meets the requirements of paragraph (1), or if the person who meets such requirements dies
before the payment due him under this title is completed, to the
child or children, if any, of the deceased individual who were, for

the month in which the deceased individual died, entitled to

monthly benefits on the basis of the same wages and self -employ-

ment income as was the deceased individual (and, in case there
is more than one such child, in equal parts to each such child);
(3) if there is no person who meets the requirements of paragraph (1) or (2), or if each person who meets such requirements
dies before the payment due him under this title is completed,
to the parent or parents, if any, of the deceased individual who
were, for the month in which the deceased individual died, entitled to monthly benefits on the basis of the same wages and selfemployment income as was the deceased individual (and, in case
there is more than one such parent, in equal parts to each such

parent);

(4) if there is no person who meets the requirements of paragraph (1), (2), or (3), or if each person who meets such requirements dies before the payment due him under this title is completed, to the person, if any, determined by the Secretary to be
the surviving spouse of the deceased individual;
(5) if there is no person who meets the requirements of para-

graph (1), (2), (3), or (4), or if each person who meets such

requirements dies before the payment due him under this title is
completed, to the person or persons, if any, determined by the
Secretary to be the child or children of the deceased individual
(and, in case there is more than one such child, in equal parts to
each

such child);

(6)

if there is no person who meets the requirements of para-

graph (1), (2), (3), (4),or (5),orifeachpersonwhomeeSs1c11

requirements dies before the payment due him under this title
is completed, to the parent or parents, if any, of the deceased individual (and, in case there is more than one such parent, in equal
parts to each such parent) ; or
(7) if there is no person who meets. the requirements of para-

graph (1), (2), (3), (4),

(5),or (6),or if each person who meets

requirements dies before the payment due him under this
title is completed, to the legal representative of the estate of the
deceased individual (,if any.] or, if none, to the person or person8,
if any, who are determined by the Secretary, in accordance with
such

regulations, to be related to the deceased individual by blood, marriage, or adoption and to be the appropriate person or persons to
receive payment on behalf of the estate.
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Evidence, Procedure, and Certification for Payment
Sec. 205. (a) The Secretary shall have full power and authority to
make ruls and regulations and to establish procedures, not inconsistent with the provisions of this title, which are necessary or appropri-

ate to carry out such provisions, and shall adopt reasonable and
proper rules and regulations to regulate and provide for the nature

and extent of the proofs and evidence and the method of takmg and
furnishing the same in order to establish the right to benefits hereunder.
(b) The Secretary is directed to make findings of fact, and decisions

as to the rights of any individual applying for a payment under this
title. Upon request by any such individual or upon request by a wife,
divorced wife, widow, surviving divorced wife, surviving divorced
mother, husband, widower, child, or parent who makes a showing m
writing that his or her rights may be prejudiced by any decision the
Secretary has rendered, he shall give such applicant and such other
individual reasonable notice and opportunity for a- hearmg with respect to such decision, and, if a hearing is held, shall, on the basis of
evidence adduced at the hearing, affirm, modify, or reverse his findings
of fact and such decision. Any such request with respect to such a decision must be filed within such period after such decision as may be
prescribed in regulations of the Secretary, except that the period so
prescribed may not be less than six months after notice of such decision is mailed to the individual making such request. The Secretary
is further authorized, on his own motion, to hold such hearings and to
conduct such investigations and other proceedings as he may deem
necessary or proper for the administration of this title. In the course
of any hearing, investigation, or. other proceeding, he may administer
oaths and affirmations, examine witnesses, and receive evidence. Evi-

dence may be received at any hearing before the Secretary even

though inadmissible under rules of evidence applicable to court procedure.

(c) (1) For the purposes of this subsection

(A) The term "year" means a- calendar year when used with
respect to wages and a taxable year (as defined in section 211(e))
when used with respect to self-employment income.
(B) The term "time limitation" means a period of three years,
three months, and fifteen days.

(C) The term "survivor" means an individual's spouse, surviving divorced wife, surviving divorced mother, child, or parent,
who survives such individual.
(2) (A) On the basis of information obtained by or submitted to the
Secretary, and after such verification thereof as he deems necessary,
the Secretary shall establish and maintain records of the amounts of
wages paid to2 and the amounts of self-employment income derived
by, each individual and of the periods in which such wages were paid
and such income was 4erived and, upon request, shall inform any individual or his survivor, or the legal representative of such individual
or his estate, of the amounts of wages and self-employment income of
such individual and the periods during, which such wages ware paid
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and such income was derived, as shown by such records at the time of

such request.

(B) (i) In carrying out his duties under subparagraph (A), the

Secretary shall take affirmative measures to assure that social security
account numbers will, to the maximum extent practicable, be assigned
to all members of appropriate groups or categories of individuals by
assigning such numbers (or ascertaining that such numbers have already been assigned):
(I) to or on behalf of children who are below school aye at the

request of their parents or guardians;
(II) to children of school age at the time of their first enrollment in school;

(III) to aliens at the time of their lawful admission to the
United States either for permanent residence or under other authority of law permitting them to engage in employment in the
United States and to other aliens at such time as their status is
so changed as to make it lawful for them to engage in such
ployment;
(IV) to any individual who is an applicant for or recipient of
benelits under any program financed in whole or in part fron'.
Fed'ral funds, including an.y child on whose behalf such benefit'
are claimed by another person; and
(V) to any other individual when it appears that he could hava
been but was not assigned an account number under the provisions

of subclauses (I), (II), (III) or (IV) but only after such investigation as is necessary to establish to the satisfaction of the

Secretary the identity of such individual, the fact that an ac'-

count number has 'not already been assigned to such individual,
and the fact that such individual is a citi2en or a non-citisen who
is not, because of his alien status, prohibited from engaging in
employment.

(ii) The Secretary shall require of applicants for social security account numbers such evidence as may be necessary to establish the age,
citisenship, or alien status, and true identity of such applicants, and
to determine which (if any) social security account numbers have
previously been assigned to such individual.
(iii) In carrying out the requirements of this subparagraph, the Secretary shall enter into such agreements as may be necessary with the
Attorney General and other officials, and with State and local welfare

agencies and school authorities (including nonpublic school authorities).
(3) The Secretary's record shall be evidence for the purpose of proceedings before the Secretary or any court of the amounts of wages
paid to, and self-employment income derived by, an individual and of
the periods in which such wages were paid and such income was derived. The absence of an entry in such records as to wages alleged to
have been paid to, or as to self-employment income alleged to have
been derived by, an individual in any period shall be evidence that
no such alleged wages were paid to, or that no such alleged income was

derived by, such individual during such period.

(4) Prior to the expiration of the tme limftation following any

year the Secretary may, if it is brought to his attention that any entry
of wages or self-employment income in his records for such year is
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or that any item of wages or self-employment income for
such year has been omitted from such records, correct such entry or
include such omitted item in his records, as the case may be. After the
expiration of the time limitation following any year—
(A) the Secretary's records (with changes, if any, made purerroneous

suant to paragraph (5)) of the amounts of wages paid to, and
self-employment income derived by, an individual during any
period in such year shall be conclusive for the purposes of this
title;
(B) the absence of an entry in the Secretary's records as to the
wages alleged to have been paid by an employer to an individual
during any period in such year shall be presumptive evidence for
the purposes of this title that no such alleged wages were paid to
such individual in such period; and
(C) the absence of an entry in the Secretary's records as to the
self-employment income alleged to have been derived by an individual in such year shall be conclusive for the purposes of this
title that no such alleged self-employment income was derived
by such individual in such year unless it is shown that he filed a

tax return of his self-employment income for such year before
the expiration of the time limitation following such year, in which

case the Secretary shall include in his records the self-employment income of such individual for such year.
(5) After the expiration of the time limitation following any year
in which wages were paid or alleged to have been paid to, or selfemployment income was derived or alleged to have been derived by, an
individual, the Secretary may change or delete any entry with respect

to wages or self-employment income in his records of such year for
such individual or include in his records of such year for such individual any omitted item of wages or self-employment income but
only—

(A) if an application for monthly benefits or for a lump-sum
death payment was filed within the time limitation following
such year; except that no such change, deletion, or inclusion may
be made pursuant to this subparagraph after a final decision upon
the application for monthly benefits or lump-sum death payment;

(B) if within the time limitation following such year an in-

dividual or his survivor makes a request for a change or deletion,
or for an inclusion of. an omitted item, and alleges in writing that
the Secretary's records of the wages paid to, or the self-employment income derived by, such individual in such year are in one or
more respects errqneous; except that no such change, deletion, or
inclusion may be made pursuant to this subparagraph after a final
decision upon such request. Written notice of the Secretary's decision on any such request shall be given to the individual who
made the request;
(C) to correct errors apparent on the face of such records;

(D) to transfer items to records of the Railroad Retirement
Board if such items were credited under this title when they
should have been credited under the Railroad Retirement Act, or

to enter items transferred by the Railroad Retirement Board
which have been credited under the Railroad Retirement Act
when they should have been credited under this title;
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(E) to delete or reduce the amount of any entry which is erroneous as a result. of fraud;
(F) to conform his records to—

(i) tax returns or portions thereof (including information
returns and other written statements) filed with the Commis-

sioner of Internal Revenue under title VIII of the Social

Security Act, under subchapter E of chapter 1 or subchapter
A of chapter 9 of the Internal Revenue Code of 1939, under

chapter 2 or 21 of the Internal Revenue Code of 1954, or
under regulations made under authority of such title, subchapter, or chapter;
(ii) wage reports filed by a State pursuant to an agreement under section 218 or regulations of the Secretary, there-

under; or
(iii) assessments of amounts due under an agreement pursuant to section 218, if such assessments are made within the
period specified in subsection (q) of such section, or allowances of credits or refunds of overpayments by a State under
an agreement pursuant to such section;
except that no amount of self-employment income of an individ-

ual for any taxable year (if such return or statement was filed
after the expiration of the time limitation following the taxable
year) shall be included in the Secretary's records pursuant to this
subparagraph;
(G) to correct errors made in the allocation, to individuals o
periods, of wages or self-employment income entered in the records of the Secretary;

(H) to include wages paid during any period in such year to
an individual by an employer if there is an absence of an entry
in the Secretary's records of wages having been paid by such
employer to such individual in such period;

(I) to enter items which constitute remuneration for employment under subsection (o), such entries to be in accordance with

certified reports of records made by the Railroad Retirement
Board pursuant to section 5(k) (3) of the Railroad Retirement
Act of 1937; or

(J) to include self-employment income for any taxable year,
up to, but not in excess of, the amount of wages deleted by the
Secretary as payments erroneously included in such records as
wages paid to such individual, if such income (or net earnings
from self-employment), not already included in such records as
self-employment income, is included in a return or statement (referred to in subparagraph (F)) filed before the expiration of the
time limitation following the taxable year in which such deletion
of wages is made.

(6) Written notice of any deletion or reduction under paragraph
(4) or (5) shall be given to the individual whose record is involved or
to his survivor, except that (A) in the case of a deletion or reduction
with respect to any entry of wages such notice shall be given to such
individual only if he has previously been notified by the Secretary of
the amount of his wages for the period involved, and (B) such notice
shall be given to such survivor only if he or the individual whose
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record is involved has previously been notified by the Secretary of the
amount of such individual's wages and self-employment income for
the period involved.
(7) Upon request in writing (within such period, .after any change

or refusal of a request for a change of his records pursuant to this
subsection, as the Secretary may prescribe), opportunity for hearing
with respect to such change or refusal shall be afforded to any individ-

ual named therein, or by registered mail or by certified mail the
Secretary shall make findings of fact and a decision based upon

the evidence adduced at such hearing and shall include any omitted
items, or change or delete any entry, in his records as may be required

by such findings and decision.
(8) Decisions of the Secretary under this subsection shall be reviewable by commencing a civil action in the United States district court
as provided in subsection (g).

(d) For the purpose of any hearing, investigation, or other proceeding authorized or directed under this title, or relative to any
other matter within his jurisdiction hereunder, the Secretary shall

have power to issue subpenas requiring the attendance and testimony
of witnesses and the production of any evidence that relates to any
matter under investigation or in question before the Secretary. Such
attendance of witnesses and production of evidence at the designated
place of such hearing, investigation, or other proceeding may be re-

quired from any place in the United States or in any Territory or

possession thereof. Subpenas of the Secretary shall be served by anyone authorized by him (1) by delivering a copy thereof to the individual named therein, or (2) by registered mail or by certified mail addressed to such individual at his last dwelling place or principal place
of business. A verified return by the individual so serving the subpena
setting forth the manner of service, or, in the ease of service by registered mail or by certified mail, the return post-office receipt therefor
signed by the individual so served, shall be proof of service. Witnesses
so subpenaed shall be paid the same fees and mileage as are paid witnesses in the district courts of the United States.

(e) In case of contumacy by, or refusal to obey a subpena duly

served upon, any person, any district court of the United States for the
judicial district in which said person charged with contumacy or refusal to obey is found or resides or transacts business, upon application

by the Secretary, shall have jurisdiction to issue an order requiring
such person to appear and give testimony, or to appear and produce
evidence, or both; any failure to obey such order of the court may be
punished by said court as contempt thereof.

(f) No person so subpenaed or ordered shall be excused from attend ing and testifying or from producing books, records, correspondence,

documents, or other evidence on the ground that the testimony or

evidence required of him may tend to incriminate him or subject him
to a penalty or forfeiture; but no person shall be prosecuted or subjected to any penalty or forfeiture for, or on account of, any transaction, matter, or thing concerning which he is compelled, after having
claimed his privilege against self-incrimination, to testify or produce
evidence, except that such person so testifying shall not be exempt from
prosecution and punishment for perjury committed in so testifying.
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(g) Any individual, after any final decision of the Secretary made
after a hearing to which he was a party, irrespective of the amount
in controversy, may obtain a review of such dcision by a civil action
commenced within sixty days after the mailing to him of notice of
such decision or within such further time as the Secretary may allow.
Such action shall be brought in the district court of the United States
for the judicial district in which the plaintiff resides, or has his principal place of business, or, if he does not reside or have his principal

place of business within any such judicial district, in the District Court
of the United States for the District of Columbia. As part of his answer
the Secretary shall file a certified copy of the transcript of the record

including the evidence upon which the findings and decision complained of are based. The court shall have power to enter, upon the
pleadings and transcript of the record, a judgment affirming, modifying, or reversing the decision of the Secretary, with or without remanding the case for a rehearing. The findings of the Secretary as to
any fact, if supported by substantial evidence, shall be conclusive, and
where a claim has been denied by the Secretary or a decision is rendered under subsection (b) hereof which is adverse to an individual
who was a party to the hearing before the Secretary, because of failure
of the claimant or such individual to submit proof in conformity with
any regulation prescribed under subsection (a) hereof, the court shall
review only the question of conformity with such regulations and the
validity of such regulations. The court shall, on motion of the Secretary made before he files his answer, remand the case to the Secretary
for further action by the Secretary, and may, at any time, on good cause
shown, order additional evidence to be taken before the Secretary, and
the Secretary shall, after the case is remanded, and after hearing such
additional evidence if so ordered, modify or affirm his findings of fact
or his decision, or both, and shall file with the court any such additional
and modified findings of fact and decision, and a transcript of the addi-

tional record and testimony upon which his action in modifying or

affirming was based. Such additional or modified findings of fact and
decision shall be reviewable only to the extent provided for review of
the original findings of fact and decision. The judgment of the court
shall be final except that it shall be subject to review in the same manner as a judgment in other civil actions. Any action instituted in accordance with this subsection shall survive notwithstanding any change
in the person occupying the office of Secretary or any vacancy in such
office.

(h) The findings and decision of the Secretary after a hearing shall
be binding upon all individuals who were parties to such hearing. No
findings of fac,t or decision of the Secretary shall be reviewed by any
person, tribunal, or governmental agency except as herein provided.
No action against the United States, the Secretary, or any officer or employee thereof shall be brought under Section 24 of the Judicial Code
of the United States to recover on any claim arising under this title.
(i) Upon final decision of the Secretary, or upon final judgment of
any court of competent jurisdiction, that any person is entitled to any
payment or payments under this title, the Secretary shall certify to
the Managing Trustee the name and address of the person so entitled
to receive such payment or payments, the amount of such payment or
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payments, and the time at which such payment or payments should be

made, 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 accordance with the certification of the Secretary: Provided, That where a review of the Secretary's decision is or may be sought under subsection (g) the Secretary
may withhold certification of payment pending such review. The Managing Trustee shall not be held personally liable for any payment
or payments made in accordance with a certification by the Secretary.
(j) 'When it appears to the Secretary that the interest of an appli-

cant entitled to a payment would be served thereby, certification of

payment may be made, regardless of the legal competency or incompe-

tency of the individual entitled thereto, either for direct payment to
such applicant, or for his use and benefit to a relative or some other
person.

(k) Any payment made after December 31, 1939, under conditions
set forth in subsection (j), any payment made before January 1, 1940,
to, or on behalf of, a legally incompetent individual, and any payment
made after December 31, 1939, to a legally incompetent individual
without knowledge by the Secretary of incompetency prior to certification of payment, if otherwise valid under this title, shall be a complete settlement and satisfaction of any claim, right, or interest in and
to such payment.
(1) The Secretary is authorized to delegate to any member, officer,

or employee of the Department of Health, Education, and Welfare
designated by him any of the powers conferred upon him by this section, and is authorized to be representedby his own attorneys in any
court in any case or proceeding arising under the provisions of subsection (p).
(m) [Repealed.]
(n) The Secretary may, in his discretion, certify to the Managing
Trustee any two or more individuals of the same family for joint payment of the total benefits payable to such individuals for any month,
and if one of such individuals dies before a check representing such
joint payment is negotiated, payment of the amount of such unnegotiated check to the surviving individual or individuals may be authorized in accordance with regulations of the Secretary of the Treasury;
except that appropriate adjustment or recovery shall be made under
section 204 (a) with respect to so much of the amount of such check as
exceeds the amount to which such surviving individual or individuals
are entitled under this title for such month.
Crediting of Compensation Under the Railroad Retirement Act

(o) If there is no person who would be entitled, upon application
therefor, to an annuity under section 5 of the Railroad Retirement Act
of 1937, or to a lump-sum payment under subsection (f) (1) of such
section, with respect to the death of an employee (as defined in such
Act), then, notwithstanding section 210 (a) (9) of this Act, compensation (as defined in such Railroad Retirement Act, but excluding com-

pensation attributable as having been paid during any month on
account of military service creditable under section 4 of such Act if
wages are deemed to have been paid to such employee during such
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month under subsection (a) or (e) of section 217 of this Act) of such
employee shall constitute remuneration for employment for purposes
of determining (A) entitlement to and the amount of any lump-sum
death payment under this title on the basis of such employee's wages
and self-employment income and (B) entitlement to and the amount
of any monthly benefit under this title, for the month in which such
employee died or for any month thereafter, on the basis of such wages
and self-employment income. For such purposes, compensation (as so
defined) paid in a calendar year shall, in the absence of evidence to the
contrary, be presumed to have been paid in equal proportions with
respect to all months in the year in which the employee rendered services for such compensation.
Special Rules in Case of Federal Service

(p) (1) With respect to service included as employment under section 210 which is performed in the employ of the United States or in
the employ of any instrumentality which is wholly owned by the
United States, including service, performed as a member of a uniformed service, to which the provisions of subsection (1) (1) of such
section are applicable, and including service, performed as a volunteer

or volunteer leader within the meaning of the Peace Corps Act, to
which the provisions of section 210(o) are applicable and including
8ervice, performed by a participant in guaranteed employment pro-

vided by the Work Admini.stration, to which the provisions of section
lO(p) are applicable, the Secretary shall not make determinations as
to whether an individual has performed such service, the periods of
such service, the amounts of remuneration for such service which
constitute wages under the provisions of section 209, or the periods in
which or for which such wages were paid, but shall accept the determinations with respect thereto of the head of the appropriate Federal
agency or instrumentality, and of such agents as such head may designate, as evidenced by returns filed in accordance with the provisions of
section 3122 of the Internal Revenue Code of 1954 and certifications
made pursuant to this subsection. Such determinations shall be final
and conclusive.
(2) The head of any such agency or iTlstrumentality is authorized
and directed, upon written request of the Secretary, to make certification to him with respect to any matter determinable for the Secretary
by such head or his agents under this subsection, which the Secretary
finds necessary in administering this title.
(3) The provisions of paragraphs (1) and (2)'shall be applicable in
the case of service performed by a civilian employee, not compensated
from funds appropriated by the Congress, in the Army and Air Force
Exchange Service, Army and Air Force Motion Picture Service, Navy
Exchanges, Marine Corps Exchanges, or other activities, conducted by
an instrumentality of the United States subject to the jurisdiction of
the Secretary of Defense, at installations of the Department of Defense
for the comfort, pleasure, contentment, and mental and physical improvemént of personnel of such Department; and for purposes of
paragraphs (1) and (2) the Secretary of Defense shall be deemed to
Amendment in italic effective ranuary 1, 1974.
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be the head of such instrumentality. The provisions of paragraphs
(1) and (2) shall be applicable also in the case of service performed
by a, civilian employee, not compensated from funds appropriated by
the congress, in the Coast Guard Exchanges or other activities, conducted by an instrumentality of the IJnited States subject to the jurisdiction of the Secretary of the Treasury, at installations of the Coast

Guard for the comfort, pleasure, contentment, and mental and physical
improvement of personnel of the Coast Guard; and for purposes of
paragraphs (1) and (2) the Secretary of the Treasury shall be deemed
to be the head of such instrumentality.
Expedited Benefit Payments

(q) (1) The Secretary shall establish and put into effect procedures
under which expedited payment of monthly insurance benefits under
this title will, subject to paragraph (4) of this subsection, be made as
set forth in paragraphs (2) and (3) of this subsection.
(2) In any case in which—
(A) an individual makes an allegation that a monthly benefit

under this title was due him in a particular month but was not
paid to him, and

(B) such individual submits a written request for the payment

of such benefit—

(i) in the case of an individual who received a regular monthi
benefit in the month preceding the month with respect to whic
such allegation is made, not less than 30 days after the 15th day of
the month with respect to which such allegation is made (and in
the event that such request is submitted prior to the expiration of

such 30-day period, it shall be deemed to have been submitted
upon the expiration of such period), and

(ii) in any other case, not less than 90 days after the later of
(I) the date on which such benefit is alleged to have been clue2 or

(II) the date on which such individual furnished the last information requested by the Secretary (and such written request will

be deemed to be filed on the day on which it was filed, or the
ninetieth day after the first day on which the Secretary has evidence that sucl allegation is true, whichever is later),
the Secretary shall, if he finds that benefits are due, certify such benefits for payment, and payment shall be made within 15 days immedi-

ately following the date on which the written request is deemed to
have been filed.

(3) In any case in which the Secretary determines that there is

evidence, although additional evidence might be required for a final
decision, that an allegation described in paragraph (2) (A) is true, he
may make a preliminary certification of such benefit for payment even
though the 30-day or 90-day periods described in pararaph (2) (B)
(i) and (B) (ii) have not elapsed.
(4) Any payment made pursuant to a certification under paragraph
(3) of this subsection shall not be considered an incorrect payment for
purposes of determining the liability of the certifying or disbursing
officer.

(5) For purposes of this subsection, benefits payable under section
228 shall be treated as monthly insurance benefits payable under this
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title. However, this subsection shall not apply with respect to any
benefit for which a check has been negotiated, or with respect to any
benefit alleged to be due under either section 223, or section 202 to a

wife, husband, or child of an individual entitled to or applying for
benefits under section 223, or to a child who has attained age 18 and
is under a disability, or. to a widow or widower on the basis of being
under a disability.

Representation of Claimants
Sec. 206. (a) The Secretary may prescribe rules and regulations
governing the recognition of agents or other persons, other than attorneys as hereinafter provided, representing claimants before the
Secretary, and may require of such agents or other persons, before
being recognized as representatives of claimants that they shall show
that they are of good character and in good repute, possessed of the
necessary qualifications to enable them to render such claimants valuable service, and otherwise competent to advise and assist such claimants in the presentation of their cases. An attorney in good standing
who is admitted to practice before the highest court of the State, Territory, District, or insular possession of his residence or before the Supreme Court 'of the United States or the inferior Federal courts, shall
be entitled to represent claimants before the Secretary. The Secretary

may, after due notice and opportunity for hearing, suspend or prohibit from further practice before him any such person, agent,' or
attorney who refuses to comply with the Secretary's rules and regulations or who violates any provision of this section for which a penalty

is prescribed. The Secretary may, by rule and regulation, prescribe
the maximum fees which may be charged for services performed in
connection with any claim before the Secretary under this title, and
any agreement in violation of such rules and regulations shall be
void. Whenever the Secretary, in any claim before him for benefits
under this title, makes a determination favorable to the claimant, he
shall, if the claimant was represented by an attorney in connection
with such claim fix (in accordance with the regulations prescribed
pursuant to the preceding sentence) a reasonable fee to compensate
such attorney for the services performed by him in connection with
such claim. If, as a result of such determination, such claimant is entitled to past-due benefits under this title, the Secretary shall, notwith-

standing section 205(i), certify for payment (out of such past-due

benefits) to such attorney an amount equal to whichever of the following is the smaller: (A) 25 per centum of the total amount of such pastdue benefits, (B) the amount of the attorney's fee so fixed, or (C) the
amount agreed upon between the claimant and such attorney as the fee
for such attorney's services. Any person who shall, with intent to defraud, in any manner willfully and knowingly deceive, mislead, or

threaten any claimant or prospective claimant or beneficiary under
this title by word, circular, letter, or advertisement, or who shall
knowingly charge, or collect directly or indirectly any fee in excess of

the maximum fee, or make any agreement directly or indirectly to
charge or collect any fee in excess of the maximum fee, prescribed by
the Secretary shall be deemed guilty of a misdemeanor and, upon con-
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viction thereof, shall for each offense be punished by a fine not exceeding $500 or by imprisonment not exceeding one year, or both.
(b) (1) Whenever a court renders a judgment favorable to a claim-

ant under this title who was represented before the court by an attorney, the court may determine and allow as part of its judgment a
reasonable fee for such representation, not in excess of 25 percent of
the total of the past-due benefits to which the claimant is entitled by
reason of such judgment, and the Secretary may, notwithstanding the
provisions of section 205(i), certify the amount of such fee for payment to such attorney out of, and not in addition to, the amount of
such past-due benefits. In case of any such judgment, no other fee may
be payable or certified for payment for such representation except as
provided in this paragraph.
(2) Any attorney who charges, demands, receives, or collects for
services rendered in connection with proceedings before a court to
which paragraph (1) is applicable any amount in excess of that allowed by the court thereunder shall be guilty of a misdemeanor and
upon conviction thereof shall be subject to a fine of not more than
$500, or imprisonment for not more than one year, or both.

Assignment
Sec. 207. The right of any person to any future payment under this
title shall not be transferable or assignable, at law or in equity, and
iione of the moneys paid or payable or rights existing under this title
shall be subject to execution, levy, attachment, garnishment, or other
legal process, or to the operation of any bankruptcy or insolvency law.

Penalties

Sec. 208. Whoever—
(a) for the purpose of causing an increase in any payment author-

ized to be made under this title, or for the purpose of causing any
payment to be made where no payment is authorized under this title,
shall make or cause to be made any false statement or representation
(including any false statement or representation in connection with
any matter arising under subchapter E of chapter 1, or subchapter A
or E of chapter 9 of the Internal Revenue Code of 1939, or chapter 2
or 21 or subtitle F of the Internal Revenue Code of 1954) as to—
(1) whether wages were paid or received for employment (as

said terms are defined in this title and the Internal Revenue

Code), or the amount of wages or the period during which paid
or the person to whom paid; or
(2) whether net earnings from self-employment (as such term
is defined in this title and in the Internal Revenue Code) were
derived, or as to the amount of such net earnings or the period
during which or the person by whom derived; or
(3) whether a person entitled to benefits under this title had
earnings in or for a particular period (as determined under section 203(f) of this title for purposes of deductions from benefits),
or as to the amount thereof; or
(b) makes or causes to be made any false statement or representa-

tion of a material fact in any application for any payment or for a
disability determination under this title; or
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(c) at any time makes or causes to be made any false statement or
representation of a material fact for use in determining rights to payment under this title; or
(d) having knowledge of the occurrence of any event affecting (1
his initial or continued right to any payment under this title, or (2
the initial or continued right to any payment of any other individual
in whose behalf he has applied for or is receiving such payment, con-

ceals or fails to disclose such event with an intent fraudulently to
secure payment either in a greater amount than is due or when no
payment is authorized; or
(e) having made application to receive payment under this title for
the use and benefit of another and having received such a payment,
knowingly and willfully converts such a payment, or any part there-

of, to a use other than for the use and benefit of such other person,
shall be guilty of a misdemeanor and upon conviction thereof shall
be fined not more than $1,000 or imprisoned for not more than one
year, or both, or
(f) willfully, knowingly, and with intent to deceive the Secretary
as to his true identity (or the true identity of any other person) furnishes or causes to be furnished false information to the Secretary
with respect to anj information required by the Secretary in connection with the establishment and maintenance of the records provided
for in section 208(c) (2); 1 or
(g) for the purpose of causing an increase in any payment author-

ized under this title (or any other program financed in whole or in
part from Federal funds), or for the purpose of causing a payment
under this title (or any such other program,) to be made when no payment is authorized thereunder, or for the purpose of obtaining (for
himeelf or any other person) any payment or any other benefit to
which he (or such other person) is not entitled—

(1) willfully, knowingly, and with intent to deceive, uses a

social security account number, assigned by the Secretary (in the
exercise of his authority under section 205(c) (92) to establish and
maintain records) on tile basis of falee information furnished to
the Secretary by him or by any other person; or
(2) with intent to deceive, falsely repre8eflts a. number to be
the social security account number assigned by the Secretary to
him, or to another person, when in fact such number 28 not the
social security account number assigned by the Secretary to him
or to such other person; 1 shall be guilty of a misdemeanor and
upon conviction thereof shall be fined not more than $1,000 or
imprisoned for not more than one year, or both.

Definition of Wages
Sec. 209. For the purposes of this title, the term "wages" means
remuneration paid prior to 1951 which was wages for the purposes
of this title under the law applicable to the payment of such remunera-

tion, and remuneration paid after 1950 for employment, including
1

Applies

enactment

with respect to information furnished to the Secretary after the 'date of
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the cash value of all remuneration paid in any medium other than
cash; except that, in the case of remuneration paid after 1950, such
term shall not include—.

(a) (1) That part of remuneration which, after remuneration
(other than remuneration referred to in the succeeding subsections
of this section) equal to $3,600 with respect to employment has been
paid to an individual during any calendar year prior to 1955, is paid
to such individual during such calendar year;
(2) That part of remuneration which, after remuneration (other
than remuneration referred to in the succeeding subsections of this
section) equal to $4,200 with respect to employment has been paid
to an individual during any calendar year after 1954 and prior to
1959, is paid to such individual during such calendar year;
(3) That part of remuneration which, after remuneration (other
than remuneration referred to in the succeeding subsections of this
section) equal to $4,800 with respect to employment has been paid to
an individual during any calendar year after 1958 and prior to 1966,
is paid to such individual during such calendar year;
(4) That part of remuneration which, after remuneration (other
than remuneration referred to in the succeeding subsections of this
section) equal to $6,600 with respect to employment has been paid to
an individual during any calendar year after 1965 and prior to 1968,
is paid to such individual during such calendar year;
(5) That part of remuneration which, after remuneration (other
than remuneration referred to in the succeeding subsections of this
section) equal to $7,800 with respect to employment has been paid to
an individual during any calendar year after 1967 and prior to 1972,
is paid to such individual during such calendar year;
(6) That part of remuneration which, after remuneration (other
than remuneration referred to in the succeeding subsections of this
section) equal to $9,000 with respect to employment has been paid to
an individual during any calendar year after 1971 and prior to 1973
is paid to such individual during such calendar year;

(7) That part of remuneration which, after remuneration (other
than remuneration referred to in the succeeding subsections of this
section) equal to $10,800 with respect to employment has been paid to
an individual during any calendar year after 1972 and prior to 1974,
is paid to such individual during such calendar year;

(8) That part of remuneration which, after remuneration (other
than remuneration referred to in the succeeding subsections of this
section) equal to $12,000 with respect to employment has been paid
to an individual during any calendar year after 1973 and prior to
1975, is paid to such individual during such calender year;
(9) That part of remuneration which, after remuneration (other
than remuneration referred to in the succeeding subsections of this
section) equal to the contribution and benefit base (determined under
section 230) with respect to employment has been paid to an individual
during any calendar year after 1974 with respect to which such contribution and benefit base is effective, is paid to such individual during such calendar year;
(b) The amount of any payment (including any amount paid by an
employer for insurance or annuities, or into a fund, to provide for any

such payment) made to, or on behalf of, an employee or any of his
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dependents under a plan or system established by an employer which

makes provision for his employees generally (or for his employees
generally and their dependents) or for a class or classes of his employees (or for a class or classes of his employees and their dependents), on account of (1) retirement, or (2) sickness or accident disability, or (3) medical or hospitalization expenses in connection with
sickness or accident disability, or (4) death;
(c) Any payment made to an employee (including any amount paid
by an employer for insurance or annuities, or into a fund, to provide
for any such payment) on account of retirement;
(d) Any payment on account of sickness or accident disability, or
medical or hospitalization expenses in connection with sickness or accident disability, made by an employer to, or on behalf of, an employee
after the expiration of six calendar months following the last calendar
month in which the employee worked for such employer;
(e) Any payment made to, or on behalf of an employee or his beneficiary (1) from or to a trust exempt from tax under section 165(a) of
the Internal Revenue Code of 1939 at the time of such payment or, in
the case of a payment after 1954, under sections 401 and 501 (a) of
the Internal Revenue Code of 1954, unless such payment is made to an
employee of the trust as remuneration for services rendered as such
employee and not as a beneficiary of the trust, or (2) under or to an
annuity pian which, at the time of such payment, meets the require-

mentsofsectionl65(a) (3), (4), (5),and (6) ofthelnternalRevenue
Code of 1939, or, in the case of a payment after 1954 and prior to 1963,

the requirements of section 401(a) (3), (4), (5), and (6) of the Internal Revenue Code of 1954, or (3) under or to an annuity plan which,
at the time of any such payment after 1962, is a plan described in sec
tion 403 (a) of the Internal Revenue Code of 1954, or (4) under or to
a bond purchase plan which, at the time if any such payment after
1962, is a qualified bond purchase plan deribed in section 405(a) of
the Internal Revenue Code of 1954;
(f) The payment by an employer (without deduction from the remuneratiôn of the employee) (1) of the tax imposed upon an employee
under section 1400 of the Internal Revenue Code of 1939, or in the case
of a payment after 1954 under section 3101 of the Internal Revenue
Code of 1954, or (2) of any payment required from an employee under
a State unemployment compensation law;
(g) (1) Remuneration paid in any medium other than cash to an
employee for service not in the course of the employer's trade or business or for domestic service in a private home of the employer;
(2) Cash remuneration paid by an employer in any calendar quarter to an employee for domestic service in a private home of the employer, if the cash remuneration paid in such quarter by the employer
to the employee for such service is less than $50. As used in this paragraph, the term "domestic service in a private home of the employer"
does not include service described in section 210(f) (5)
(3) Cash remuneration paid by an employer in any calendar quarter
to an employee for service not in the course of the employer's trade
or business, if the cash remuneration paid in such quarter by the employer to the employee for such service is less than $50. As used in this
paragraph, the term "service not in the course of the employer's trade
;.
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or business" does not include domestic service in a private home of

the employer and does not include service described in section
210(f) (5);
(h) (1) Remuneration paid in any medium other than cash for agricultural labor;
(2) Cash remuneration paid by an employer in any calendar year
to an employee for agricultural labor unless (A) the cash remuneration paid in such year by the employer to the employee for such labor
is $150 or more, or (B) the employee performs agricultural labor for
the employer on twenty days or more during such year for cash re-

muneration computed on a time basis;

(i) Any payment (other than vacation or sick pay) made to an employee after the month in which he attains age 62 ((if a woman) or
age 65 (if a man)],' if he did not work for the employer in the period
for which such payment is made. As used in this subsection, the term
"sick pay" includes remuneration for service in the employ of a State,
a political subdivision (as defined in section 218(b) (2)) of a State,
or an instrumentality of two or more States, paid to an employee
thereof for a period during which he was absent from work because
of sickness;

(j) Remuneration paid by an employer in any quarter to an em-

ployee for service described in section 210(j) (3) (C) (relating to home

workers), if the cash remuneration paid in such quarter by the employer to the employee for such service is less than $50;

(k) Remuneration paid to or on behalf of an employee if (and to
the extent that) at the time of the payment of such remuneration it is
reasonable to believe that a corresponding deduction is allowable under
section 217 of the Internal Revenue Code of 1954;
(1) (1) Tips paid in any medium other than cash;

(2) Cash tips received by an employee in any calendar month in
the course of his employment by an employer unless the amount of
such cash tips is $20 or more; (or]

(m) Any payment or series of payments by an employer to an
employee or any of his dependents which is paid—

(1) upon or after the termination of an employee's employment relationship because of (A) death, (B) retirement for disability, or (C) retirement after attaining an age specified in the

plan referred to in paragraph (2) or in a pension plan of the
employer, and

(2) •under a plan established by the employer which makes
provision for his employees generally or a class or classes of his
employees (or for such employees or class or classes of employees
and their dependents),
other than any such payment or series of payments which would have
been paid if the employee's employment relationship had not been

so terminated(.];
(n) Any payment made by an employer to a 8urvivor or the e8tate
0/ a former employee after the calendar year in which such employee

died;' or

(o) Any payment made by an employer to an employee, if at the
time such payment i made such employee is entitled to disability in-

surance benefits under section 23 (a) and such entitlement comimeneed
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prior to the calendar year in which such payment is made, and if such
employee did not perform any services for such employer during the
period for which such payment is made.
For purposes of this title, in the case of domestic service clescribedin
subsection (g) (2), any payment of cash remuneration for such service
which is more or less than a whole-dollar amount shall, under such
conditions and to such extent as may be prescribed by regulations made
under this title, be computed to the nearest dollar. For the purpose of
the computation to the nearest dollar, the payment of a fractional part
of a dollar shall be disregarded unless it amounts to one-half dollar or
more, in which case it shall be increased to $1. The amount of any payment of cash remuneration so computed to the nearest dollar shall, in
lieu of the amount actually paid, be deemed to constitute the amount
of cash remuneration for purposes of subsection () (2).
For purposes of this title, in the case of an individual performing
service, as a member of a uniformed service, to which the provisions
of section 210(1) (1) are applicable, the term "wages" shall, subject to
the provisions of subsection (a) of this section, include as such individual's remuneration for such service only his basic pay as described in
section 102(10) of the Servicemen's and Veterans' Survivor Benefits
Act.

For purposes of this title, in the case of an individual performing
service, as a volunteer or volunteer leader within the meaning of the
Peace Corps Act, to which the provisions of section 210(o) are applicable, (1) the term "wages" shall, subject to the provisions of subsection (a) of this section, include as such individual's remuneration for
such service oniy amounts certified as payable pursuant to section 5(c)

or 6(1) of the Peace Corps Act, and (2) any such amount shall be
deemed to have been paid to such individual at the time the service,
with respect to which it is paid, is performed.
For purposes of this title, tips received by an employee in the course
of his employment shall be considered remuneration for employment.
Such remuneration shall be deemed to be paid at the time a written
statement including such tips is furnished to the employer pursuant to
section 6053 (a) of the Internal Revenue Code of 1954 or (if no statement including such tips is so furnished) at the time received.
For purposes of this title, in any case where an individual is a member of a religious order (as defined in section 81P1 (r) () of the Internal Revenue Code of 1954) performing service in the exercise of duties
required by such order, and an election of coverage under section 3E21
(r) of such Code is in effect with respect to such order or with respect
to the autonomous 8ubdivi.sion thereof to which such member belongs,
the term "wages" shall, subject to the provisions of subsection (a) of
this section, include as such individual's remuneration for such service
the fair market value of any board, lodging, clothing, and other perquisites furnished to such member by such order or subdivision
thereof or by any other person or organization pursuant to an agreement with such order or subdivision, except that the anwunt included

as such individual's remneration under this paragraph shall not be

less than $100 a month.

'Applies in the case of any payment made after December 1972.
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Definition of Employment
Sec. 210. For the purposes of this title—
Employment

(a) The term "employment" means any service performed after
1936 and prior to 1951 which was employment for the purposes of this
title under the law applicable to the period in which such service was
performed, and any service, of whatever nature, performed after 1950
either (A) by an employee for the person employing him, irrespective
of the citizenship or residence of either, (i) within the United States,
or (ii) on or in connection with an American vessel or American air-

craft under a contract of service which is entered into within the

United States or during the performance of which and while the employee is employed on the vessel or aircraft it touches at a port in the
United States, if the employee is employed on and in connection with
such vessel or aircraft when outside the United States, or (B) outside
the United States by a citizen of the United States as an employee (i)
of an American employer (as defined in subsection (e)), or (ii) of a
foreign subsidiary (as defined in section 3121 (1) of the Internal Revenue Code of 1954) of a domestic corporation (as determined in accordance with section 7701 of the Internal Revenue Code of 1954) during
any period for which there is in effect an agreement, entered into pursuant to section 3121 (1) of the Internal Revenue Code of 1954, with

respect to such subsidiary; except that, in the case of service performed after 1950, such term shall not include—

(1) Service performed by foreign agricultural workers (A)
under contracts entered into in accordance with title V of the
Agricultural Act of 1949, as amended, or (B) lawfully admitted to the United States from the Bahamas, Jamaica, and the
other British West Indies, or from any other foreign country or
possession thereof, on a temporary basis to perform agricultural
labor;
(2) Domestic service performed in a local college club, or local

chapter of a college fraternity or sorority, by a student who is
enrolled and is regularly attending classes at a school, college, or
university;
(3) (A) Service performed by an individual in the employ of

his spouse, and service performed by a child under the age of
twenty-one in the employ of his father or mother;
(B) Service not in the course of the employer's trade or business, or domestic service iii a private home of the employer, per-

formed by an individual in the employ of his son or daughter;
except that the provisions of this subparagraph shall not be applicable to such domestic service if—
(i) the employer is a surviving spouse or a divorced individual and has not remarried, or has a spouse living in the

home who has a mental or physical condition which results in
such spouse's being incapable of caring for a son, daughter,

stepson, or stepdaughter (referred to in clause (ii)) for at
least 4 continuous weeks in the calendar quarter in which the
service is rendered, and
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(ii) a son, daughter, stepson, or stepdaughter of such em ployer is living in the home, and

(iii) the son, daughter, stepson, or stepdaughter (referred
to in clause (ii)) has not attained age 18 or has a mental or
physical condition which requires the personal care and supervision of an adult for at least 4 continuous weeks in the calendar quarter in which the service is rendered;

(4) Service performed by an individual on or in connection

with a vessel not an American vessel, or on or in connection with

an aircraft not an American aircraft, if (A) the individual is
employed on and in connection with such vessel or aircraft when

outside the United States and (B) (i) such individual is not a

citizen of the United States or (ii) the employer is not an American employer;
(5) Service performed in the employ of any instrumentality
of the United States, if such instrumentality is exempt from the
tax imposed by section 3111 of the Internal Revenue Code of
1954 by virtue of any provisions of law which specifically refers
to such section in granting such exemption;

(6) (A) Service performed in the employ of the United States
or in the employ of any instrumentality of the United States, if
such service is covered by a retirement system established by a law

of the United States;
(B) Service performed by an individual in the employ of an
instrumentality of the United States if such an instrumentality
was exempt from the tax imposed by section 1410 of the Internal

Revenue Code of 1939 on December 31, 1950, and if such service
is covered by a retirement system established by such instrumentality; except that the provisions of this subparagraph shall
not be applicable to—
(i) service performed in the employ of a corporation which
is wholly owned by the United States;
(ii) service performed in the employ of a Federal land
bank, a Federal intermediate credit bank, a bank for cooperatives, a Federal land bank association, a production credit
association, a Federal Reserve Bank, a Federal Home Loan
Bank, or a Federal Credit Union;

(iii) service performed in the employ of a State, county,
or community committee under the Production and Marketing Administration;
(iv) service performed by a civilian employee, not compensated from funds appropriated by the Congress, in the
Army and Air Force Exchange Service, Army and Air Force
Motion Picture Service, Navy Exchanges, Marine Corps Exchanges, or other activities, conducted by an instrumentality
of the United States subject to the jurisdiction of the Secretary of Defense, at installations of the Department of Defense for the comfort, pleasure, contentment, and mental and
physical improvement of personnel of such Department; or
(v) service performed by a civilian employee, not compensated from funds appropriated by the Congress, in the Coast
Guard Exchanges or other activities, conducted by an instru-
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mentality of the United States subject to the jurisdiction of
the Secretary of the Treasury, at installations of the Coast
Guard for the comfort, pleasure, contentment and mental
and physical improvement of personnel of the âoast Guard;

(C) Service performed in the employ of the United States or in
the employ of any instrumentality of the United States, if such
ing Administration;
(i) as the President or Vice President of the United States

or as a Member, Delegate, or Resident Commissioner of or to
the Congress;
(ii) in the legislative branch;
(iii) in a penal institution of the United States by an in-

mate thereof;
(iv) by any individual as an employee included under section 5351(2) of title 5, United States Code (relating to certain interns, student nurses, and other student employees of
hospitals of the Federal Government), other than as a medi-

cal or dental intern or a medical or dental resident in

training;
(v) by any individual as an employee serving on a temporary basis in case of fire, storm, earthquake, flood, or other
similar emergency; or
(vi) by any individual to whom subchapter III of chapter
83 of title 5, United States Code, does not apply because such
individual is subject to another retirement system (other than

the retirement system of the Tennessee Valley Authority)
(7) Service performed in the employ of a State, or any politlcai
subdivision thereof, or any instrumentality of any one or more of

the foregoing which is wholly owned thereby, except that this
paragraph shall not apply in the case of—
(A) service included under an agreement under section 218,

(B) service which, under subsection (k), constitutes covered
transportation service,
(C) service in the employ of the Government of Guam or the

Government of American Samoa or any political subdivision
thereof, or of any instrumentality of any one or more of the
foregoing which is wholly owned thereby, performed by an officer

or employee thereof (including a member of the legislature of

any such Government or political subdivision), and, for purposes
of this title —
(i) any person whose service as such an officer or employee
is not covered by a retirement system established by a law
of the United States shall not, with respect to such service, be
regarded as an officer or employee of the United States or any
agency or instrumentality thereof, and

(ii) the remuneration for service described in clause (i)
(including fees paid to a public official) shall be deemed to
have been paid by the Government of Guam or the Government of American Samoa or by a political subdivision thereof
or an instrumentality of any one or more of the foregoing
which is wholly owned thereby, whichever is appropriate,

[or]
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(D) service performed in the employ of the District of Colum-

bia or any instrumentality which is wholly owned thereby, if
such service is not covered by a retirement system established by
a law of the United States; except that the provisions of this subparagraph shall not be applicable to service performed—
(i) in a hospital or penal institution by a patient or inmate
thereof;
(ii) by any individual as an employee included under section 5351(2) of title 5, United States Code (relating to certain
interns, student nurses, and other student employees of hospitals of the District of Columbia Government), other than
as a medical or dental intern or as a medical or dental resident
in training;
(iii) by any individual as an employee serving on a temporary basis in case of fire, storm, snow, earthquake, flood, or
other similar emergency; or
(iv) by a member of a board, committee, or council of the
District of Columbia, paid on a per diem, meeting, or other
fee basis(;], or

(E) 8erl)ice performed in the employ of the Government of
Guam (or any instrumentality which is who fly owned by such
Government) by an enipleyee properly classified as a temporary or

intermittent employee, if 8uch service is not covered by a retirement system established by a law of Guam; except that (i)
the provisions of this 8ub paragraph shall not be applicable to
services performed by an elected official or a member of the legis-

lature or in a hospital or penal institution by a patient or inmate
thereof, and (ii) for purposes of this subparagraph, clauses (i)
and (ii) of subparagraph (C) shall apply,1
(8) (A) Service performed by a duly ordained, commissioned,
or licensed minister of a church in the exercise of his ministry or
by a member of a religious order in the exercise of duties required
by such order, except that this subparagraph shall not apply to
service performed by a member of such an order in the ex&rcise of
such duties, if an election of coverage under section 3121 (r) of the

Inter'nal Revenue Code of 1954 is in effect with respect to such
order, or with respect to the autonomous subdivision thereof to
which such member belongs;
(B) Service performed in the employ of a religious, charitable,
educational, or other organization described in section 501 (c) (3)

of the Internal Revenue Code of 1954, which is exempt from income tax under section 501(a) of such Code, but this subparagraph shall not apply to service performed during the period for
which a certificate, filed pursuant to section 3121(k) of the Internal Revenue Code of 1954, is in effect if such service is performed by an employee—

(i) whose signature appears on the list filed by such organization under such section 3121(k),

(ii) who became an employee of such organization after
the calendar quarter in which the certificate (other than a
certificate referred to in clause (iii)) was filed, or
I Applies

to services performed on and after the first day of the first calendar quarter

beginning on or after the date of enactment.
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(iii) who, after the calendar quarter in which the certificate was filed with respect to a group described in paragraph
(1)(E) of such section 3121(k), became a member of such
group,

except that this subparagraph shall apply with respect to service performed by an employee as a member of a group described
in such paragraph (1) (E) with respect to which no certificate is
in effect;
(9) Service performed by an individual as an employee or
employee representative as defined in section 3231 of the Internal
Revenue Code of 1954;

(10) (A) Service performed in any calendar quarter in the

employ of any organization exempt from income tax under section

501 of the Internal Revenue Code of 1954, if the remuneration
for such service is less than $50;

((B) Service performed in the employ of a school, college, or
university if such service is performed by a student who is enrolled and is regularly attending classes at such school, college,
or university;]

(B) Service performed in the employ of—
(i) a school, college, or uPtiversity, or
(ii) an organisation described in sect2on 509(a) (3) of the

Internal Revenue Code of 1954 i/the organisatzon is organised, and at all times the.reafter is operated, exclusively for
the benefit of, to perform the functions of, or to carry out
the purposes of a 8choOl, college, or university and is operated, 8upervised, or ccsntrolled by or in connection with 8uCh
school, college, or university, unless it is a school, college, or

university of a State or a political subdivision thereof and
the 8ervices in its employ performed by a student referred to
in section 218(c) (5) are covered under the agreement between

the Secretary of Health, Education, and Welfare and 8UCh
State entered into pursuant to section 218;
if such service is performed by a 8tudent vho is enrolled and regularly
attending classes at such 8chOol, college, or university;
(11) Service performed in the employ of a foreign government
(including service as a consular or other officer or employee or a
nondiplomatic representative);

(12) Service performed in the employ of an instrumentality

wholly owned by a foreign government—

(A) If the service is of a character similar to that per-

formed in foreign countries by employees of the United States
Government or of an instrumentality thereof; and

(B) If the Secretary of State shall certify to the Secretary of the Treasury that the foreign government, with respect to whose instrumentality and employees thereof exemption is claimed, grants an equivalent exemption with respect

to similar service performed in the foreign country by

employees of the United States Government and of instrumentalities thereof;
1

Appiie8 to services performed after Dec. 31, 1972.
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Service performed as a student nurse in the employ of a

hospital or a nurses' training school by an individual who is
enrolled and is regularly attending classes in a nurses' training
school chartered or approved pursuant to State law;

(14) (A) Service performed by an individual under the ae of
eighteen in the delivery or distribution of newspapers or shopping news, not including delivery or distribution to any point for
subsequent delivery or distribution;
(B) Service performed by an individual in, and at the time of,
the sale of newspapers or magazines to ultimate consumers, under
an arrangement under which the newspapers or magazines are to
be sold by him at a fixed price, his compensation being based on
the retention of the excess of such price over the amount at which

the newspapers or mapzines are charged to him, whether or not
he is guaranteed a minimum amount of compensation for such
service, or is entitled to be credited with the unsold newspapers
or magazines turned back;

(15) Service performed in the employ of an international organization entitled to enjoy privileges, exemptions, and immunities as an international organization under the International Organizations Immunities Act (59 Stat. 669);

(16) Service performed by an individual under an arrangement with the owner or tenant of land pursuant to which—
(A) such individual undertakes to produce agricultural or
horticultural commodities (including livestock, bees, poultry,

and fur-bearing animals and wildlife) on such land,
(B) the agricultural or horticultural commodities produced

by such individual, or the proceeds therefrom, are to be divided between such individual and such owner or tenant, and
(C) the amount of such individual's share depends on the
amount of the agricultural or horticultural commodities produced;

(17) Service in the employ of any organization which is performed (A) in any quarter during any part of which such organization is registered, or there is in effect a final order of the Subversive Activities Control Board requiring such organization to
register, under the Internal Security Act of 1950, as amended, as
a Communist-action organization, a Communist-front organization, or a Communist-infiltrated organization, and (B) after June
30,1956;

(18) Service performed in Guam by a resident of the Republic
of the Philippines while in Guam on a temporary basis as a nonimmigrant ahen admitted to Guam pursuant to section 101 (a)
(15) (H) (ii) of the Immigration and Nationality Act (8 U.S.C.
1101 (a) (15) (H) (ii)); or
(19) Service which is performed by a nonresident alien indi-

vidual for the period he is temporarily present in the United
States as a nonimmigrant under subparagraph (F) or (J) of
section 101(a) (15) of the Immigrationand Nationality Act, as
amended, and which is performed to carry out the purpose specified in subparagraph (F) or (J), as the case may be.
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Included and Excluded Service

(b) If the services performed during one-half or more of any pay
period by an employee for the person employing him constitute employment, all the services of such employee for such period shall be
deemed to be employment; but if the services performed during more
than one-half of any such pay period by an employee for the person
employing him do not constitute employment, then none of the services ot such employee for such period s'hall be deemed to be employment. As used in this subsection, the term "pay period" means a period
(of not more than thirty-one consecutive days) for which a payment
of remuneration is ordinarily made to the employee by the person
employing him. This subsection shall not be applicable with respect to
services performed in a pay period by an employee for the person
employing him, where any of such service is excepted by paragraph
(9) of subsection (a).
American Vessel

(c) The term "American vessel" means any vessel documented or
numbered under the laws of the United States; and includes any vessel which is neither documented or numbered under the laws of the
United States nor documented under the laws of any foreign country,
if its crew is employed solely by one or more citizens or residents of

the United States or corporations organized under the laws of the
United States or of any State.
American Aircraft

(d) The term "American aircraft" means an aircraft registered
under the laws of the United States.
American Employer

(e) The term "American employer" means an employer which is
(1) the United States or any instrumentality thereof, (2) a State or

any political subdivision thereof, or any instrumentality of any one or

more of the foregoing, (3) an individual who is a resident of the

United States, (4) a partnership, if two-thirds or more of the partners
are residents of the United States, (5) a trust, if all of the trustees are
residents of the United States, or (6) a corporation organized under
the laws of the United States or of any State.
Agricultural Labor

(f) The term "agricultural labor" includes all service performed—
(1) On a farm, in the employ of any person, in connection with
cultivating the soil, or in connection with raising or harvesting
any agricultural or horticultural commodity, including the raising, shearing, feeding, caring for, training, and management of
livestock, bees, poultry, and fur-bearing animals and wildlife.
(2) In the employ of the owner or tenant or other operator of a
farm, in connection with the operation, management, conservation, improvement, or maintenance of such farm and its tools
and equipment, or in salvaging timber or clearing land of brush

Sec.210(g)
and
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other debris left by a hurricane, if the major part of such

service is performed on a farm.
(3) In connection with the production or harvesting of any com-

modity defined as an agricultural commodity in section 15(g) of
the Agricultural Marketing Act, as amended, or in connection
with the ginning of cotton, or in connection with the operation or
maintenance of ditches, canals, reservoirs or waterways, not
owned or operated for profit, used exclusively for supplying and
storing water for farming purposes.
(4) (A) In the employ of the operator of a farm in handling,
planting drying, packing, packaging, processing, freezing, grading, storing, or delivering to storage or to market or to a carrier

for transportation to market, in its unmanufactured state, any

agricultural or horticultural commodity; but only if such operator
produced more than one-half of the commodity with respect to
which such service is performed.

(B) In the employ of a group of operators of farms (other than
a cooperative organization) in the performance of service described in subparagraph (A), but only if such operators produced
all of the commodity with respect to which such service is performed. For the purposes of this subparagraph, any unincorporated group of operators shall be deemed a cooperative organization if the number of operators comprising such group is more

than twenty at any time during the calendar quarter in which
such service is performed.

(5) On a farm operated for profit if such service is not in the
course of the employer's trade or business or is domestic service
in a private home of the employer.

The provisions of subparagraphs (A) and (B) of paragraph (4)
shall not be deemed to be apjlicable with respect to service performed
in connection with commercial canning or commercial freezing or
connection with any agricultural or horticultural commodity after its
dtlivery to a terminal market for distribution for consumption.
Farm

(g) The term "farm" includes stock, dairy, poultry, fruit, fur-bearing animal, and truck farms, plantations, ranches, nurseries, ranges,
greenhouses or other similar structures used primarily for the raising
of agricultural or horticultural commodities, and orchards.
State

(h) The term "State" includes the District of Columbia, the Commonwealth of Puerto Rico, the Virgin Islands, Guam, and American
Samoa.

United States

(1) The term "United States" when used in a geographical sense
means the States, the District of Columbia, the Commonwealth of
Puerto Rico, the Virgin Islands, Guam, and American Samoa.
Employee

(j) The term "employee" means—

(1) any officer of a corporation; or
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(2) any individual who, under the usual common law rules
applicable in determining the employer-employee relationship,
has the status of an employee; or

(3) any individual (other than an individual who is an emploee under paragraph (1) or (2) of this subsection) who performs services for remuneration for any person—

(A) as an agent-driver or commission-driver engaged in
distributing meat products, vegetable products, fruit products, bakery products, beverages (other than milk), or laundry or drycleaning services, for his principal;
(B) as a full-time life insurance salesman;

(C) as a home worker performing work, according to

specifications furnished by the person for whom the services
are performed, on materials or goods furnished by such per-

son which are required to be returned to such person or a

person designated by him; or
(D) as a traveling or city salesman, other than as an agentdriver or commission-driver, engaged upon a full-time basis

in the solicitation on behalf of, and the transmission to, his
principal (except for side-line sales activities on behalf of
some other person) of orders from wholesalers, retailers, con-

tractors, or operators of hotels, restaurants, or other similar
establishments for merchandise for resale or supplies for uso
in their business operations;
if the contract of service contemplates that substantially all of
such services are to be performed personally by such individual;
except that an individual shall not be included in the term "employee" under the provisions of this paragraph if such individual
has a substantial investment in facilities used in connection with

the performance of such services (other than in facilities for
transportation), or if the services are in the nature of a single

transaction not part of a continuing relationship with the person
for whom the services are performed.
Covered Transportation Service

(k)(1) Except as provided in paragraph (2), all services per-

formed in the employ of a State or political subdivision in connection
with its operation of a public transportation system shall constitute
covered transportation service if any part of the transportation system was acquired from private ownership after 1936 and prior to 1951.
(2) Service performed in the employ of a State or political subdivision in connection with the operation of its public transportation system shall not constitute covered transportation service if—
(A) any part of the transportation system was acquired from
private ownership after 1936 and prior to 1951, and substantially
all service in connection with the operation of the transportation
system is, on December 31, 1950, covered under a general retirement system providing benefits which, by reason of a provision
of the State constitution dealing specifically with retirement sys-

tems of the State or political subdivisions thereof, cannot be
diminished or impaired; or
(B no part of the transportation system operated by the State
or political subdivision on December 31, 1950, was acquired from
private ownership after 1936 and prior to 1951;
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except that if such State or political subdivision makes an acquisition
after 1950 from private ownership of any part of its transportation
system, then, in the case of any employee who—-

(C) became an employee of such State or political subdivision
in connection with and at the time of its acquisition after 1950 of
such part, and
(D) prior to such acquisition rendered service in employment
in connection with the operation of such part of the transportation system acquired by the State or political subdivision.
the service of such employee in connection with the operation of the
transportation system shall constitute covered transportation service,
commencing with the first day of the third calendar quarter following
the calendar quarter in which the acquisition of such part took place,
unless on such first day such service of such employee is covered by a
general retirement system which does not, with respect to such employee, contain special provisions applicable only to employees described in subparagraph (C).
(3) All service performed in the employ of a State or political sub-

division thereof in connection with its operation of a public transportation system shall constitute covered transportation service if the
transportation system was not operated by the State or political subdivision prior to 1951 and, at the time of its first acquisition (after
1950) from private ownership of any part of its transportation system,

the State or political subdivision did not have a general retirement
system covering substantially all service performed in connection with
the operation of the transportation system.
(4) For the purposes of this subsection—
(A) The term "general retirement system" means any pension,

annuity, retirement, or similar fund or system established by a
State or by a political subdivision thereof for employees of the
State, political subdivision, or both; but such term shall not include such a fund or system which covers only service performed
in positions connected with the operation of its public transportation system.

(B) A transportation system or a part thereof shall be con-

sidered to have been acquired by a State or political subdivision
from private ownership if prior to the acquisition service per-

formed by employees in connection with the operation of the
system or part thereof acquired constituted employment under
this title, and some of such employees become employees of the
State or political subdivision in connection with and at the time
of such acquisition.

(C) The term "political subdivision" includes an instrumentality of (i) a State, (ii) one or more political subdivisions of a
State, or (iii) a State and one or more of its political subdivisions.
Service in the Uniformed Services

(1) (1) Except as provided in paragraph (4), the term "employment" shall, notwithstanding the provisions of subsection (a) of this
section, include service performed after December 1956 by an individual as a member of a uniformed service on active duty; but such term
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shall not include any such service which is performed while on leave
without pay.
(2) The term "active duty" means "active duty" as described in
section 102 of the Servicemen's and Veterans' Survivor Benefits Act,
except that it shall also include "active duty for training" as described
in such section.

(3) The term "inactive duty training" means "inactive duty train-

ing" as described in such section 102.

(4) (A) Paragraph (1) of this subsection shall not apply in the
case of any service, performed by an individual as a member of a
uniformed service, which is creditable under section 4 of the Railroad
Retirement Act of 1937. The Railroad Retirement Board shall notify
the Secretary of Health, Education, and Welfare, as provided in section 4(p) (2) of that Act, with respect to all such service which is so
creditable.

(B) In any case where benefits under this title are already payable
on the basis of such individual's wages and self-employment income
at the time such notification (with respect to such individual) is received by the Secretary, the Secretary shall certify no further benefits for payment under this title on the basis of such individual's wages
and self-employment income, or shall recompute the amount of any
further benefits payable on the basis of such wages and self -employment income, as may be required as a consequence of subparagraph
(A) of this paragraph. No payment of a benefit to any person on the
basis of such individual's wages and self-employment income, certified by the Secretary prior to the end of the month in which he
receives such notification from the Railroad Retirement Board, shall
be deemed by reason of this subparagraph to have been an erroneous
payment or a payment to which such person was not entitled. The
Secretary shall, as soon as possible after the receipt of such notification from the Railroad Retirement Board, advise such Board whether
or not any such benefit will be reduced or terminated by reason of subparagraph (A), and if any such benefit will be so reduced or terminated, specify the first month with respect to which such reduction
or termination will be effective.

Member of a Uniformed Service

(m) The term "member of a uniformed service" means any person
appointed, enlisted, or inducted in a component of the Army, Navy,
Air Force, Marine Corps, or Coast Guard (including a reserve component of a uniformed service as defined in section 102(3) of the Servicemen's and Veterans' Survivor Benefits Act) or in one of those
services without specification of component, or as a commissioned
officer of the Coast and Geodetic Survey or the Regular or Reserve
Corps of the Public Health Service, and any person serving in the
Army or Air Force under call or conscription. The term includes—
(1) a retired member of any of those services;

(2) a member of the Fleet Reserve or Fleet Marine Corps

Reserve;
(3) a cadet at the United States Military Academy, a midship-

man at the United States Naval Academy, and a cadet at the
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United States Coast Guard Academy or United States Air Force
Academy;

(4) a member of the Reserve Officers' Training Corps, the
Naval Reserve Officers' Training Corps, or the Air Force Reserve

Officers' Training Corps, when ordered to annual training duty

for fourteen days or more, and while performing authorized
travel to and from that duty; and

(5) any person while en route to or from or at, a place for

final acceptance or for entry upon active duty in the military or
naval service—
(A) who has been provisionally accepted for such duty; or
(B) who, under the Universal Military Training and Service Act, has been selected for active military or naval service;
and has been ordered or directed to proceed to such place.
The term does not include a temporary member of the Coast Guard
Reserve.

Crew Leader

(n) The term "crew leader" means an individual who furnishes
rndividuals to perform agricultural labor for another person, if such
individual pays (either on his own behalf or on behalf of such person) the individuals so furnished by him for the agricultural labor
performed by them and if such individual has not entered into a written agreement with such person whereby such individual has been designated as an employee of such person; and such individuals furnished

by the crew leader to perform agricultural labor for another person
shall be deemed to be the employees of such crew leader. A crew leader

shall, with respect to services performed in furnishing individuals to
perform agricultural labor for another person and service performed
as a member of the crew, be deemed not to be an employee of such
other person.
Peacs Corps Volunteer Service

(o) The term "employment" shall, notwithstanding the provisions
of subsection (a), include service performed by an individual as a
volunteer or volunteer leader within the meaning of the Peace Corps
Act.
Service Performed Under Contract by Participants in Guaranteed Employment

(p) The term "employment" shall notwithstanding the provisions of
subsection (a), include service performed by a participant in guaranteed employment provided by the Work Administration under title
XX, but only if—
(1) such service is performed for or on behalf of an employer
pursuant to a contract entered into between the Work Administration and such employer under section O592 (e); and
() the remuneration paid by the Work Administration to
such participant to compensate him for the performance of such
service would have constituted wages (within the meaning of
section 2O9) if—

(A) such participant had performed such service as an

employee of such employer; and
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(B) such employer had paid such remuneration to such
participant to corn pensate him for the performance of such
service.

Self-Employment
Sec. 211. For the purposes of this title—
Net Earnings From SeIf.Employment

(a) The term "net earnings from self-employment" means the gross
income, as computed under Subtitle A of the Internal Revenue Code
of 1954, derived by an individual from any trade or business carried
on by such individual, less the deductions allowed under such subtitle

which are attributable to such trade or business, plus his distributive share (whether or not distributed) of income or loss described
in section 702(a) (9) of the Internal Revenue Code. of 1954, from any
trade or business carried on by a partnership of which he is a member;
except that in computing such gross income and deductions and such
distributive share of partnership ordinary income or loss—
(1) There shall be excluded rentals from real estate and from

personal property leased with the real estate (including such
rentals paid in crop shares), together with the deductions at-

tributable thereto, unless such rentals are received in the course
of a trade or business as a real estate dealer; except that the preceding provisions of this paragraph shall not apply to any income

derived by the owner or tenant of land if (A) such income is

derived under an arrangement, between the owner or tenant and
another individual, which provides that such other individual
shall produce agricultural or horticultural commodities (including livestock, bees, poultry, and fur-bearing animals and wildlife) on such land, and that there shall be material participation
by the owner or tenant in the production or the management of
the production of such agricultural or horticultural commodities,

and (B) there is material participation by the owner or tenant

with respect to any such agricultural or horticultural commodity;
(2) There shall be excluded dividends on any share of stock,
and interest on any bond, debenture, note, or certificate, or other
evidence of indebtedness, issued with interest coupons or in registered form by any corporation (including one issued by a government or political subdivision thereof),' unless such dividends and
interest (other than interest described in section 35 of the Internal
Revenue Code of 1954) are received in the course of a trade or
business as a dealer in stocks or securities;
(3) There shall be excluded any gain or loss (A) which is considered under Subtitle A of the Internal Revenue Code of 1954 as
gain or loss from the sale or exchange of a capital asset, (B) from
the cutting of timber or the disposal of timber, coal, or iron ore, if
section 631 of the Internal Revenue Code of 1954 applies to such
gain or loss, or (C) from the sale, exchange, involuntary conversion, or other disposition of property if such property is neither
(i) stock in trade or other property of a kind which would properly be includible in inventory if on hand at the close of the taxable year, nor (ii) property held primarily for sale to customers
in the ordinary course of the trade or business;
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(4) The deduction for net operating losses provided in section
172 of such Code shall not be allowed;

(5) (A) If any of the income derived from a trade or business
(other than a trade or business carried on by a partnership) is
community income under community property laws applicable to
such income, all of the gross income and deductions attributable
to such trade or business shall be treated as the gross income and
deductions of the husband unless the wife exercises substantially
all of the management and control of such trade or business, in
which case all of such gross income and deductions shall be treated
as the gross income and deductions of the wife;
(B) If any portion of a partner's distributive share of the ordinary net income or loss from a trade or business carried on by a
partnership is community income or loss under the community

property laws applicable to such share, all of such distributive
share shall be included in computing the net earnings from selfemployment of such partner, and no part of such share shall be
taken into account in computing the net earnings from selfemployment of the spouse of such partner;
(6) A resident of the Commonwealth of Puerto Rico shall compute his net earnings from self-employment in the same manner as
a citizen of the United States but without regard to the provisions
of section 933 of the Internal Revenue Code of 1954;

(7) An individual who is a duly ordained, commissioned, or
licensed minister of a church or a member of a religious order
shall compute his net earnings from self-employment derived
from the performance of service described in subsection (c) (4)
without regard to section 107 (relating to rental value of parsonages), (and] section 119 (relating to meals and lodging furnished for the convenience of the employer) (of the Internal Revenue Code of 1954 and, in addition, if he is a citizen of the United

States performing such service as an employee of an American
employer (as defined in section 210(e)) or as a minister in a foreign country who has a congregation which is composed predominantly of citizens of the United States, without regard to],
and section 911 (relating to earned income from sources without

the United States) and section 931 (relating to income from

sources within possessions of the United States) of (such Code]
the Internal Revenue Code of 1954; 1
(8)

The term "possession of the United States" as used in

sections 931 (relating to income from sources within possessions
of the United States) and 932 (relating to citizens of possessions

of the United States) of the Internal Revenue Code of 1954
shall be deemed not to include the Virgin Islands, Guam, or
American Samoa; (and]
(9) There shall be excluded amounts received by a partner
pursuant to a written plan of the partnership, which meets such
requirements as are prescribed by the Secretary of the Treasury
or his degelate, and which provides for payments on account of
retirement, on a periodic basis, to partners generally or to a class
1Appties with respect to taxable years beginning after Dec. 31, 1972.

711

Sec. 211(a)

or classes of partners, such payments to continue at least until

such partner's death, if—

(A) such partner rendered no services with respect to
any trade or business carried on by such partnership (or its
successors) during the taxable year of such partnership (or
its successors), ending within or with his taxable year, in
which such amounts were received, and

(B) no obligation exists (as of the close of the partnership's taxable year referred to in subparagraph (A)) from
the other partners to such partner except with respect to retirement payments under such plan, and

(C) such partner's share, if any of the capital of the

partnership has been paid to him in full before the close of
the partnership's taxable year referred to in subparagraph

(A)[], and

(10) In the case of an individual 'who has been a resident of the
United States during the entire taxable year, the exclusion from
gross income provided by sectioi .911 (a) () of the Internal Revenue Code of 1954 shall 'not apply.1

If the taxable year of a partner is different from that of the partnership, the distributive share which he is required to include in computing his net earnings from self-employment shall be based upon
the ordinary net income or loss of the partnership for any taxable
year of the partnership (even though beginning prior to 1951) ending within or with his taxable year. In the case of any trade or business which is carried on by an individual or by a partnership and in
which, if such trade or business were carried on exclusively by employees, the major portion of the services would constitute agricultural labor as defined in section 210(f)—
(i) in the case of an individual, if the gross income derived by
him from such trade or business is not more than $2,400, the net

earnings from self-employment derived by him from such trade
or business may, at his option, be deemed to be 662/3 percent of
such gross income; or
(ii) in the case of an individual, if the gross income derived by
him from such trade or business is more than $2,400 and the net
earnings from self-employment derived by him from such trade
or business (computed under this subsection without regard to
this sentence) are less than $1,600, the net earnings from selfemployment derived by him from such trade or business may, at
his option, be deemed to be $1,600; and

(iii) in the case of a member of a partnership, if his distributive share of the gross income of the partnership derived from
such trade or business (after such gross income has been reduced
by the sum of all payments to which section 707(c) of the Internal Revenue Code of 1954 applies) is not more than $2,400,
his distributive share of income described in section 702(a) (9) of
such Code derived from such trade or business may, at his option,
be deemed to be an amount equal to 66% percent of his distribu1

ApplIes with respect to taxable years beginning after Dee. 31, 1972.
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tive share of such gross income (after such gross income has been
so reduced) ; or

(iv) in the case of a member of a partnership, if his distributive
share of the gross income of the partnership derived from such
trade or business (after such gross income has been reduced by
the sum of all payments to which section 707(c) of the Internal
Revenue Code of 1954 applies) is more than $2,400 and his distributive share (whether or not distributed) of income described
in section 702(a) (9) of such Code derived from such trade or
business (computed under this subsection without regard to this
sentence) is less than $1,600, his distributive share of income described in such section 702(a) (9) derived from such trade or
business may, at his option, be deemed to be $1,600.

For purposes of the preceding sentence, gross income means—
(v) in the case of any such trade or business in which the income
is computed under a cash receipts and disbursements method, the
gross receipts from such trade or business reduced by the cost or
other basis of property which was purchased and sold in carrying

on such trade or business, adjusted (after such reduction) in accordance with the provisions of paragraphs (1) through (6) and

paragraph () of this subsection; and

(vi) in the case of any such trade or business in which the income is computed under an accrual method, the gross income
from such trade or business, adjusted in accordance with the provisions of paragraphs (1) through (6) and paragraph (8) of this

subsection;
and, for purposes of such sentence, if an individual (including a member of a partnership) derives gross income from more than one such
trade or business, such gross income (including his distributive share
of the gross income of any partnership derived from any such trade or

business) shall be deemed to have been derived from one trade or
business.

The preceding sentence and clauses (i) through (iv) of the second

preceding sentence shall also apply in the case of any trade or business
(other than a trade or business specified in such second preceding sentence) which is carried on by an individual who is self-employed on a
regular basis as defined in subsection (g), or by a partnership of which
an individual is a member on a regular basis as defined in subsection
(g), but only if such individual's net earnings from self-employment
in the taxable year as determined without regard to this sentence are
less than $1,600 and less than 662/3 percnt of the sum (in such taxable

year) of such individual's gross income derived from all trades or

businesses carried on by him and his distributive share of the income
or loss from all trades or businesses carried on by all the partnerships
of which he is a member; except that this sentence shall not apply to
more than S taxable years in the case of ant, individual, and in no case
in which an individual elects to determine the amount of his net earninqe from self-employment for a taxable year under the provisions of
the two preceding sentences with respect to a trade or business to which
the second preceding sentence applies and with respect to a trade or
business to which this sentence applies shall such net earnings for
such year exceed $l,600.
I Applies with respect to taxable years beginning after Dec. 31, 1972.

713

Sec. 211(c)

Self-Employment Income

(b) The term "self-employment income" means the net earnings
from self-employment derived by an individual (other than a nonresident alien individual) during any taxable year beginning after
1950; except that such term shall not include—
(1) That part of the net earnings from self-employment which
is in excess of—

(A) For any taxable year ending prior to 1955, (i) $3,600,
minus (ii) the amount of the wages paid to such individual
during the taxable year; and
(B) For any taxable year ending after 1954 and prior to
1959, (i) $4,200, minus (ii) the amount of the wages paid to
such individual during the taxable year; and
(C) For any taxable year ending after 1958 and prior to
1966, (i) $4,800, minus (ii) the amount of the wages paid to
such individual during the taxable year; and
(D) For any taxable year ending after 1965 and prior to
1968, (i) $6,600, minus (ii) the amount of the wages paid
to such individual during the taxable year; and
(E) For any taxable year ending after 1967 and beginning
prior to 1972, (i) $7,800, minus (ii) the amount of the wages
paid to such individual during the taxable year; and
(F) For any taxable year beginning after 1971 and prior to
1973, (i) $9,000, minus (ii) the amount of the wages paid to
such individual during the taxable year; and
(G) For any taxable year beginning after 1972 and prior
to 1974, (i) $10,800, minus (ii) the amount of the wages paid
to such individual during the taxable year; and
(H) For any taxable year beginning after 1973 and prior
to 1975, (i) $12,000, minus (ii) the amount of the wages paid
to such individual during the taxable year; and
(I) For any taxable year beginning in any calendar year
after 1974, (i) an amount equal to the contribution and benefit base (as determined under section 230) which is effective
for such calendar year, minus (ii) the amount of the wages
paid to such individual during such taxable year; or
(2) The net earnings from self-employment, if such net earnings for the taxable year are less than $400.
An individual who is not a citizen of the United States but who is
a resident of the Commonwealth of Puerto Rico, the Virgin Islands,
Guam, or American Samoa shall not, for the purposes of this subsection, be considered to be a nonresident alien individual.
Trade or Business

(c) The term "trade or business", when used with reference to selfemployment income or net earnings from self-employment, shall have
the same meaning as when used in section 162 of the Internal Revenue
Code of 1954, except that such terms shall not include—
(1) The performance of the functions of a public office, other
than the functions of a public office of a State or a political subdivision thereof with respect to fees received in any period in
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which the functions are performed in a position compensated
solely on a fee basis and in which such functions are not covered
under an agreement entered into by such State and the Secretary
pursuant to section 218;

(2) The performance of service by an individual as an employee other than—
(A) service described in section 210(a) (14) (B) performed
by an individual who has attained the age of eighteen,
(B) service described in section 210 (a) (16),
(C) service described in section 210(a) (11), (12),or (15)

performed in the United States by a citizen of the United
States,
(D) service described in paragraph (4) of this subsection,
and
(E) service performed by an individual as an employee of

a State or a political subdivision thereof in a position compensated solely on a fee basis with respect to fees received in
any period in which such service is not covered under an
agreement entered into by such State and the Secretary pursuant to section 218;

(3) The performance of service by an individual as an employee or employee representative as defined in section 3231 of the
Internal Revenue Code of 1954;

(4) The performance of service by a duly ordained, commissioned, or licensed minister of a church in the exercise of his
ministry or by a member of a religious order in the exercise of
duties required by such order;

(5) The performance of service by an individual in the exercise of his profession as a Christian Science practitioner; or

(6) The performance of service by an individual during the
period for which an exemption under section 1402(h) of the Internal Revenue Code of 1954 is effective with respect to him.

The provisions of paragraph (4) or (5) shall not apply to service

(other than service performed by a member of a religious order who
has taken a vow of poverty as a member of such order) performed
by an individual unless an exemption under section 1402(e) of the
Internal Revenue Code of 1954 is effective with respect to him.
Partnership and Partner

(d) The term "partnership" and the term "partner" shall have the
same meaning as when used in subchapter K of chapter 1 of the Internal Revenue Code of 1954.
Taxable Year

(e) The term "taxable year" shall have the same meaning as when
used in subtitle A of the Internal Revenue Code of 1954; and the
taxable year of any individual shall be a calendar year unless he has
a different taxable year for the purposes of subtitle A of such Code, in
which case his taxable year for the purposes of this title shall be the
same as his taxable year under such subtitle A.
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Partner's Taxable Year Ending as Result of Death

(f) In computing a partner's net earnings from seif-empoyment
for his taxable year which ends as a result of his death (but only if
such taxable year ends within, and not with, the taxable year of the
partnership), there shall be included so much of the deceased partner's
distributive share of the partnership's ordinary income or loss for the

partnership taxable year as is not attributable to an interest in the
partnership during any period beginning on or after the first day of
the first calendar month following the month in which such nartner
died. For purposes of this subsection—

(1) in determining the portion of the distributive share which
is attributable to any period specified in the preceding sentence,
the ordinary income or loss of the partnership shall be treated as
having been realized or sustained ratably over the partnership
taxable year; and
(2) the term "deceased partner's distributive share" includes

the share of his estate or of any other person succeeding, by
reason of his death, to rights with respect to his partnership

interests.
Regular Basis

(g) An individual 8hall be deemed to be self-employed on a regular
basis in a taxable year, or to be a. member of a partnership on a regular
basis in such year, if lie had net eamlzng8 fro'im self-employment, a8
defined in the first sentence of subsection (a), of not less than $400 in at
least two of the three consecutive taxable years immediately preceding
such taxable year from trades or businesses carried on by 8uCh individual or such partnership.'

Crediting of Self-Employment Income to Calendar Quarters
Sec. 212. For the purposes of determining average monthly wage
and quarters of coverage the amount of self-employment income
derived during any taxable year shall be credited to calender quarters
as follows:

(a) In the case of a taxable year which is a calendar year the selfemployment income of such taxable year shall be credited equally to
each quarter of such calendar year.
(b) In the case of any other taxable year the self-employment income shall be credited equally to the calendar quarter in which such
taxable year ends and to each of the next three or fewer preceding
quarters any part of which is in such taxable year.

Quarter and Quarter of Coverage
Definitions

Sec. 213. (a) For the purposes of this title—

(1) The term "quarter", and the term "calendar quarter",

means a period of three calendar months ending on March 31,
June 30, September 30, or December 31.
'Applies with respect to taxable years beginning after Dec. 31. 1972.
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(2) The term "quarter of coverage" means a quarter in which
the individual has been paid $50 or more in wages (except wages
for agricultural labor paid after 1954) or for which he has been
credited (as determined under section 212) with $100 or more of
self-employment income, except that—
(1) no q,uarter after the quarter in which such individual
died shall be a quarter of coverage, and no quarter any part
of which was included in a period of disability (other than
the initial quarter and the last quarter of such period) shall
be a quarter of coverage;

(ii) if the wages paid to any individual in any calendar
year equal to $3,000 in the case of a calendar year before 1951,
or $3,600 in the case of a calendar year after 1950 and before
1955, or $4,200 in the case of a calendar year after 1954 and

before 1959, or $4,800 in the case of a calendar year after
1958 and before 1966, or $6,600 in the case of a calendar year
after 1965 and before 1968, or $7,800 in the case of a calendar

year after 1967 and before 1972, or $9,000 in the case of a
calendar year after 1971 and before 1973, or $10,800 in the
case of a calendar year after 1972 and before 1974, or $12,000
in the case of a calendar year after 1973 and before 1975, or
an amount equal to the contribution and benefit base (as determined under section 230) in the case of any calendar year
after 1974 with respect to which such contribution and benefit base is effective, each quarter of such year shall (subject to
clause (i)) be a quarter of coverage;

(iii) if an individual has self-employment income for a
taxable year, and if the sum of such income and the wages
paid to him during such year equals $3,600 in the case of a
taxable year beginning after 1950 and ending before 1955,
or $4,200 in the case of a taxable year ending after 1954 and
before 1959, or $4,800 in the case of a taxable year ending
after 1958 and before 1966, or $6,600 in the case of a taxable

year after 1965 and before 1968, or $7,800 in the case of a
taxable year ending after 1967, or $9,000 in the case of a taxable year beginning after 1971 and before 1973, or $10,800 in

the case of a taxable year beginning after 1972 and before
1974, or $12,000 in the case of a taxable year beginning after
1973 and before 1975, or an amount equal to the contribution
and benefit base (as determined under section 230) which is
ff ective for the calendar year in the case of any taxable year
beginning in any calendar year after 1974, each quarter any

part of which falls in such year shall (subject to clause (i))
be a quarter of coverage;

(iv) if an individual is paid wages for agricultural labor
in a calendar year after 1954, then, subject to clause (i), (a)
the last quarter of such year which can be but is not otherwise a quarter of coverage shall be a quarter of coverage if
such wages equal or exceed $100 but are less than $200; (b)
the last two quarters of such year which can be but are not
otherwise quarters of coverage shall be quarters of coverage
if such wages equal or exceed $200 but are less than $300;
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(c) the last three quarters of such year which can be but are
not otherwise quarters of coverage shall be quarters of coverage if such wages equal or exceed $300 but are less than $400;
and (d) each quarter of such year which is not otherwise a

quarter of coverage shall be a quarter of coverage if such
wages are $400 or more; and

(v) no quarter shall be counted as a quarter of coverage

prior to the beginning of such quarter.

If in the case of any individual who has attained age 62 or died or
is under a disability and who has been paid wages for agricultural

labor in a calendar year after 1954, the requirements for insured status

in subsection (a) or (b) of section 214, the requirements for entitlement to a computation or recomputation of his primary insurance
amount, or the requirements of paragraph (3) of section 216(i) are
not met after assignment of quarters of coverage to quarters in such
year as provided in clause (iv) of the preceding sentence, but would
be met if such quarters of coverage were assigned to different quarters
in such year, then such quarters of coverage shall instead be assigned,
for purposes only of determining compliance with such requirements,
to such different quarters. If, in the case of an individual who did not
die prior to January 1, 1955, and who attained age 62 (if a woman) or
age 65 (if a man) or died before July 1, 1957, the requirements for
insured status in section 214(a) (3) are not met because of his having too few quarters of coverage but would be met if his quarters of
coverage in the first calendar year in which he had any covered employment had been determined on the basis of the period during which
wages were earned rather than on the basis of the period during which

wages were paid (any such wages paid that are reallocated on an

earned basis shall not be used in determining quarters of coverage for
subsequent calendar years), then upon application filed by the individual or his survivors and satisfactory proof of his record of wages
earned being furnished by such individual or his survivors, the quarters of coverage in such calendar year may be determined on the basis
of the periods during which wages were earned.
Crediting of Wages Paid in 1937

(b) With respect to wages paid to an individual in the six-month
periods commencing either January 1, 1937, or July 1, 1937; (A) if
wages of not less than $100 were paid in any such period, one-half of
the total amount thereof shall be deemed to have been paid in each of
the calendar quarters in such period; and (B) if wages of less than
$100 were paid in any such period, the. total amount thereof shall be
deemed to have been paid in the latter quarter of such period, except
that if in any such period, the individual attained age sixty-five, all of
the wages paid in such period shall be deemed to have been paid before
such age was attained.
Alternative Method for Determining Quarters of Coverage With Respect to
Wages in the Period From 1937 to 1950

(c) For purposes of section 214(a), an individual shall be deemed
to have one quarter of coverage for each $400 of his total wages prior
to 1951 (as defined in section 215(d) (1) (C)), except where—
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(1) such individual is not a fully insured individual on the

basis of the number of quarters of coverage so derived plus the
number of quarters of coverage derived from the wages and selfemployment income credited to him for periods after 1950, or
(2) such individual's elapsed years (for purposes of section
'214(a) (1)) are less than 7.

Insured Status for Purposes of Old-Age and Survivors Insurance
Benefits

Sec. 214. For the purposes of this title
Fully Insured Individual

(a) The term "fully insured individual" means any individual who
had not less than—

(1) one quarter of coverage (whenever acquired) for each

calendar year elapsing after 1950 (or, if later, the year in which
he attained age 21) and before
((A) in the case of a woman, the year in which she died or
(if earlier) the year in which she attained age 62,
((B) in the case of a man who has died, the year in which
he died or (if earlier) the year in which he attained age 65, or

((C) in the case of a man who has not died, the year in
which he attained. (or would attain) age 65, except]
the year in which he died or (if earlier) the year in which he
attained age 62, except'

that in no case shall an individual be a fully insured in-

dividual unless he has at least 6 quarters of coverage; or
(2) 40 quarters of coverage; or
(3) in the case of an individual who died before 1951, 6 quarters of coverage;
not counting as an elapsed year for purposes of paragraph (1) any'
year any part of which wasincluded in a period of disability (as defined in section 216(i)).
Currently Insured Individual

(b) The term "currently insured individual" means any individual
who had not less than six quarters of coverage during the thirteenquarter period ending with (1) the quarter in which he died, (2) the
quarter in which he became entitled to old-age insurance benefits, (3)
the quarter in which he became entitled to primary insurance benefits

under this title as in effect prior to the enactment of this section, or
(4) in the case of any individual entitled to disability insurance benefits, the quarter in which he most recently became entitled to disability
insurance benefits, not counting as part of such thirteen-quarter period
any quarter any part of which was included in a period of disability
unless such quarter was a quarter of coverage.
Applies in the case of a man who attains (or wou'd attain) age 62 after December 1974.

In the case of a man who attains or will attain age 62 in 1973, the figure

65

shall be deemed to read "64'.
In the case of a man who attains or will attain age 62 in 1974, the figure "65
shall be deemed to read 63"
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Computation of Primary Insurance Amount
Sec. 215. For the purposes of this title—
(a) The primary insurance amount of an insured individual shall
e determined as follows:
(1) Subject to the conditions specified in subsections (b), (c),
and (d) of this section and except as provided in paragraphs ()
and (3) of this subsection, such primary insurance amount shall
be whichever of the following amounts is the largest:
(A) the amount in column IV of the following table (or,
if larger, the amount in column IV of the latest table deemed
to he such table under subsection (i) (2) (D) ) 1 on the line on

which in column III of such table appears his average

monthly wage (as determined under subsection (b));
(B) the amount in column IV of such table on the line on
which in column II appears his primary insurance amount
(as determined under subsection (c)) ; or
(C) the amount in column IV of such table on the line on
which in column I appears his primary insurance benefit (as
determined under subsection (d)).
(2) In the case of an individual who was entitled to a dis-

ability insurance benefit for the mounth before the month in

which he died, became entitled to old-age insurance benefits, or

attained age 65, [such primary insurance amouiit shall be the
amount in column IV of such table which is equal to the primary
insurance amount upon which such disability insurance benefit is
based; except that if such individual was entitled to a disability

insurance benefit under section 223 for the month before the

effective month of a new table (whether enacted by another law
or deemed to be such table under subsection (i) (2) (D) ) 2 and in
the following month became entitled to an old-age insurance benefit, or he died in such following month then his primary insurance
amount for such following month shall be the amount in column
IV of the new table on the line on which in column II of such
table appears his primary insurance amount for the month before
the effective month of the table (as determined under subsection

(c)) instead of the amount in column IV equal to the primary
insurance amount on which his disability insurance benefit is
based. For purposes of this paragraph, the term "primary insur-

ance amount" with respect to any individual means only a primary

insurance amount determined under paragraph (1) (and such
individual's benefits shall be deemed to be based upon the primary

insurance amount as so determined).] such primary insurance
amount shall be—

(A) the amount in column IV of such table which is equal
to the primary hzsurance anwunt upon which such disability
insurance benefit is based; except that if such individual was
entitled to a disability insurance benefit under section 23 far
the month before the effective month of a new table (whether
I
2

Effective Jan. 1, 1975.
Applies with respect to taxable years beginning after Dec. 31, 1972.

Sec. 215(a)

720

enacted by another law or deemed to be such table under i.ib-

section (i) (2) (D)) and in the following month became entitled to an old-age insurance benefit, or he died in such following month, then his primary insurance amount for such
following month shall be the imount in column IV of the
new table on the line on which in columin II of such table ap-

pears hi primary insurance amount for the month before
the effective nwnth of the table (as determined under subsection (c)) instead of the amount in colunvn IV equal to the

primary insurance amount on 'which his disability insur-

ance benefit is based. For purposes of this paragraph, the term

"primary insurance amount" with respect to any individual
means only a primary insurance amount determined under
paragraph (1) (and such individual's benefits shall be
deemed to be based upon the primary insurance amount as
so determined); or

(B) an amount equal to the primary insurance amount
upon which 8uch disability insurance benefit is based if such
primary insurance amount was determined under paragraph
(3) Such primary insurance amount shall be an amount equal to
$10 multiplied by the individual's years of coverage in excess of
10 in any case in which such amount is higher than the individual's primary insurance amount as determined under paragraph
(1) or (2).
For purposes of paragraph (3), an individual's "jears of coverage" is
the number (not exceeding 30) equal to the sum of (1) the number
(not exceeding 14 and disregarding any fraction) determined by dividing the total of the wages credited to him (including wages deemed
to be paid prior to 1951 to such individual under section 217, compensation under the Railroad Retirement Act of 1937 prior to 1951 which

is creditable to such individual pursuant to this title, and wages
deemed to be paid prior to 1951 to such individual under section 231)

for years after 1936 and before 1951 by $900, plus (ii) the number
equal to the number of years after 1950 each of which is a computation

base year (within the meaning of subsection (b) (2) (C)) and in each
of which he is credited with wages (including wages deemed to be
paid to such individual under section 217, compensation under the
Railroad Retirement Act of 1937 which is creditable to such individual
pursuant to this title, and wages deemed to be paid prior to 1951 to
such individual under section 229) and self-employment income of
not less than 25 percent of the maximum amount which, pursuant to
subsection (e), may be counted for such year.'
1 Applies
to benefits for months after December 1972 and to lump-sum death payments
for deaths after December 1972,
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TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM FAMILY BENEFITS

Ill

II

IV

V

(Primary

(Maximum
family
benefits)

(Primary
(Primary insurance benefit
under 1939 Act,as mndified)

If

an individual's primary
insurance benetit(as deter-

mined under subsec. (d))
is—

insurance
amnunt
under
1971 Act)

insurance

(Average monthly wage)

ainnunt)

But not
more than—

subsection

shall be—

And the
maximum
amnunt nf
benefits
payable (as
provided in
sec. 203(a))
on the basis
of his wages
and selfempfnyment
incnme
shall be—

$76
78
80

$84.50

$126.80

85. 80
87. 80
89. 40
91. 00
92. 90
94. 60

128. 80
131. 70
134. 20
136. 50
139. 40
141. 90

96.20

144.30

98. 10
99. 80
101. 40
103. 00
104. 90
106. 70
108. 80

147. 20
149. 70
152. 20
154. 50
157. 40
160. 10
163. 20

110.30
112.10
114.20
116.00
117.90
119.70
121.40
123.30
125.10

165.50
168.20
171.30
173.90
176.90
179.60
182.10
185.00
187.70

Or his
primary
insurance Or his average mnnthly wage (as
amount (as
determined under subsec. (b))
determined
is—

The amount

referred to
in the
preceding
paragraphs

of this
At least—

But nnt
mnre than—

subsec. (c))
is—

$16.20

$70.40

$16. 21
16. 85
17. 61
18. 41
19. 25
20. 01

16. 84
17. 60
18. 40
19. 24
20. 00
20. 64

71. 50
73. 10
74. 50
75. 80
77. 40
78. 80

20.65

21.28

80.10

21. 29
21. 89
22. 29
22. 69
23. 09
23. 45
23. 77

21. 88
22. 28
22. 68
23. 08
23. 44
23. 76
24. 20

81. 70
83. 10
84. 50
85. 80
87. 40
88. 90

24.21
24.61
25.01
25.49
25.93
26.41
26.95
27.47
28.01

24.60
25.00
25.48
25.92
26.40
26.94
27.46
28.00
28.68

28. 69
29. 26
29. 69

29. 25

30.37
30.93

30.92
31.36
32.00

31. 37
32. 01

29.68
30. 36

90.60
91.90
93.40

At east—

$77
79
81

82
84
86
88
90
91

93
95
97
98
100
102

83
85
87
89
90
92
94
96
97

99
101

105. 90
107. 30
108. 70

128
133

102
104
106
107
109
113
118
122
127
132
136

137

141

127. 10
128. 80
130. 50

190. 70
193. 20
195. 80

110.40
111.90

142
147

146
150

132.50
134.30

198.80
201.50

151

155

156

160
164
169
174
178
183
188
193
197
202
207

136. 00
138. 00

204. 00
207. 00

139.70
141.60
143.40

209.60

145. 20

217. 80

147.20
148.80
150.90

220.80
223.20
226.40

152. 70

229. 10
231. 60

95. 10

96.60
98.20
99.70
101.10
102.70
104.20

103
105
107
108
110
114
119
123

32. 60

113. 30
115. 00

32.61

33.20

116.40

161

33. 21

33. 88

118. 00

33.89

34.50

119.50

34. 51

35. 00

121. 00

35.01
35.81
36.41

35.80
36.40
37.08
37.60

122.60
124.00
125.70

165
170
175
179
184
189
194
198

37. 09
37. 61

81

38. 20

127. 20
128. 60

38.21
39.13
39.69
40.34

39.12
39.68
40.33
41.12

130.30
131.80
133.10
134.80

203
208
212

41. 13
41. 77
42. 45

41. 76
42. 44
43. 20

136. 30
137. 90
139. 40

222
226

43.21
43.77

43.76
44.44

141.10
142.50

44. 45
44. 89

44. 88
45. 60

143. 90
145. 60

236
240
245
250
254
259
264
268
273
278
282
287
292
296

147.10
148.40
150.10
151.60
153.20
154.70
156.20
157.90
159.20
160. 90

217

231

211

216
221
225

154.40
156.40
158.20
159.80
161.80
163.60

212. 40

215.20

234.60
237.30
239.70
242.70
245. 40
248. 30
251. 00

230
235
239
244

165. 50

249
253
258
263
267
272
277
281
286
291
295

172. 70
174. 80

263. 10
267. 30

176.60
178.10
180.20

27260

182. 00

287, 30

183.90
185.70
187.50
189.50
191.10

292.60
296.80
302.10
307.40
311.60

300

193. 10

316. 80

167.30
169.40
171.00

254.10
257.80

277.80
282.00
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TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM FAMILY BENEFITS—Continued

Ill

IV

V

(Primary
(Primary insurance benefit
under 1939 Act, as modified)

If

an

individual's primary

Insurance benefit (as deter-

mined under subsec. (d))
is—

——
At least—

But not
more than—

insurance
amount
under
1971 Act)

(Primary
insurance

(Average monthly wage)

amount)

Or his
primary
insurance
amount (as
determined
under
subsec. (c))
is—

162. 40

163.80
165.50
166. 90
168. 30
170. 00

171.50
173.20
174.50
176.00
177. 70

179.10
180.80
182. 20

183.60
185.30
186.80
188. 50

189.80
191.30
193.00
194. 40
196. 10
197. 40

198.80
200.20
201.80
203. 10
204. 50
206. 10

207.40
208.80
210. 40

211.70
213. 10
214. 50
216. 10

217.40
218.80
220.40
221.70
223. 10

224.70
226. 00

227.40
228.80
230.30
231.70
233. 10

234.70
236.00
237.40
239.00
240.30
241. 70

242.90
244.20
245. 50

246.80
248.00
249. 30
250. 50

Or his average monthly wage (as
determined under subsec. (b))
is—

The amount
referred to
in the
preceding
paragraphs

of this
At least—

But not
more than—

301
306

310
315
320
324
329
334
338
343
348
352
357
362
366
371
376

380
385
390
394
399
404
408
413
418
422
427
432
437
441
446
451

455
460
465
469
474
479
483
488
493
497
502
507
511
516
521
525
530
535
539
544
549
554
557
561
564
568
571
575
578

-

subsection
shall be—

(Maximum
tamil
benefits
And the
maximum
amount of
benefits
payable (as
provided in
sec. 203(a))
on the basis
of his wages
and selfemployment
incsme
shall be—

305
309
314
319
323
328
333
337
342
347
351
356
361
365
370
375
379
384
389
393
398
403
407
412
417

194. 90

322. 10

196.60
198.60

326.40
331.70

200. 30

337. 00
341. 20
346. 50

421

240. 30

426

242.20
243.80

431

202.00
204.00
205.80
207.90
209.40
211.20
213.30
215.00
217.00
218.70
220.40
222.40
224.20
226.20
227.80
229.60
231.60
233.30
235. 40

236.90
238.60

436
440
445
450
454
459
464
468
473
418
482

245. 40
247. 40

487
492
496
501
506
510
515
520
524
529
534
538
543
548
553
556
560
563
567
570
574
577
581

248.90
250.60
252. 50

254.10
255.80

351.80
356.00
361.20
366.50
370.70
376.00
381.30
385.50
390. 80

396.00
400.40
405.60
410.90
415. 10

420.40
425.70
429.90
435.20
440.40
444.60
449. 90
455. 20
460. 50

462.60
465. 30

467.90
470.00
472.60

257. 40

475. 20
477.40

259.40
260.90
262.60

480.00
482.70
484.80

264. 50

487. 50

266.10
267.80
269.70
271.20
272.90
274.60
276.40
278.10
279.80

490.10

281. 70
283. 20

512. 20
514. 40

284.90
286.80

517.00
519.60
522.30
523.80
526.00
527.60
529.70
531.30
533.30
535.00
537.00

288. 40
290. 10
291. 50

293.10
294.60
296.20
297.60
299. 20

300.60

492. 20

494.80
497.40
499.60
502.20
504.90
506.90
509.60
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TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM FAMILY BENEFITS—Continued

III

II

IV

(Primary
(Primary insurance benefit
under 1939 Act, as modified)

If an individual's primary
insurance benefit (as deter-

mined under subsec. (d))
is—

At least—

But not
more than—

insurance
amount
under
1971 Act)

(Primary
insurance
amount)

(Average monthly wage)

Or his
primary

subsec. (c))
is—

At least—

But not
more than—

The amount
referred to
in the
preceding
paragraphs
this
subsection
shall be—

251.80
253.00

582
585

584
588

302.20
303.60

254.40
255.60

591
595

305. 30
306. 80
308. 30
309. 80

283.40
284.40

589
592
596
599
603
606
610
613
617
621
624
628
631
635
638
642
645
649
653
657
661
666
671
676
681
686
691

285. 40

[699] 696

insurance
amount (as
determined

[251.40]

256. 90

258.10
259.40
260. 60

262.00
263.20
264. 50

265.70
267.00
268.20
269.50
270.80
272. 10

273.30
274.60
275.80
276.60
277.40
278. 40

279.40
280.40
281.40
282. 40

286.40
287.40
288.40
289.40
290.40
291.40
292.40

Or his average monthly wage (as
determined under subsec. (b))
is—

701

706
711
716
721

726
731

293. 40

736

294.40
295.40

741

746
751
756
761

766
771

776
781

786
791

796
801

806
811

816
821

826
831
836
841

8$
851
856

598
602
605
609
612
616
620
623
627
630
634
637
641
644

648
652
656
660
665
670
615
680
685
690
695
700
705
710
715
720
725
730
735
740
745
750
755
760
765
770
775
780
785
790
795
800
805
810
815
820
825
830
835
840
845
850
855
860

311.30
312.80
314.40
315.90
311.40
318.90
320. 40

321.90
323.40
325.00
326.60
328.00
329.60
331.00
332.00
332.90
334. 10

335.30
336.50
337.70
338.90
340. 10

341.30
342. 50

(Maximum
family
benefits)
And the
maximum
amount of
benefits
payable (as
provided in
sec. 203(a))
on toe basis
of his wages

and relfemployment
income
shall be—
538.60
540.80
542.30
544.50
546.00
548.20
549.80
551.80
553.50
555. 50

557.10
559.20
561.40
563.30
566. 10

568.70
571.50
574.00
576.80
579. 30
581. 00

582.60
584.70
586.80
588.90
591.00
593. 10
595. 20
597. 30
599. 40

343.70
344.90
346.10
347.30

601.50

348. 50

609.90
612.00

349.70
350.90
352. 10
353. 30
354. 50

355.50
356.50
357.50
358.50
359.50
360. 50

361.50
362. 50
363. 50

603. 60

605.70
607. 80

614. 10
616. 20
618. 30

620.40
622. 20

623.90
625.70
627. 40
629. 20

630.90
632.70
634.40
636. 20

364.50
365.50
366.50

637.90
639.70
641.40

367. 50

643. 20

368.50
369.50
370.50
371.50

644.90
646.70
648.40
650.20
651.90
653.70
655.40
657.20
658.90

372. 50

373.50
374.50
375.50
376.50
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TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM FAMILY BENEFITS—Continued

III

II

(Primary insurance benefit
under 1939 Act, as modified)

IV

(Primary
insurance
amount
under
1971 Act)

V

(Primary
insurance
amount)

(Average monthly wage)

(Maximum
family
benefits)
And the
maximum
amount of
benefits
payable (as

If

an individual's primary
insurance benefit (as deter.

mined under subsec. (d))
is—

At least—

——

But not
more than—

Or his
primary
insurance Or his average monthly wage (as
determined under subsec. (b))
amount (as
is—
determined
under ————-———
But nut
subsec. (c))
is—
At least—
more than—

of this

provided in
sec. 203(0))
on the basis
of his wages
and selfemployment

subsection
shall be—

income
shall be—

377.50

660.70

The amount
referred to
in the
preceding
paragraphs

378. 50

662. 40

379.50
380.50
381.50
382.50
383.50
384.50
385.50
386.50
387.50
388.50
389.50
390.50
391.50
392.50
393.50
394.50
395.50
396.50
397.50
398.50
399.50
400.50
401.50

664.20
665.90
667.70
669.40
671.20
672.90
674.10
676.40
678.20
679.90
681.70
683.40
685.20
686.90
688.70
690.40
692.20
693.90
695.70
697.40
699.20
700.90
702.70

991

865
870
875
880
885
890
895
900
905
910
915
920
925
930
935
940
945
950
955
960
965
970
975
980
985
990
995

996

1,000

404. 50

861

866
871

876
881

886
891

896
901

906
911

916
921
926
931
936
941

946
951

956
961
966
971
976
981

986

402. 50

704. 40

403.50

706.20
707.90

Average Monthly Wage

(b) (1) For the purposes of column III of the table appearing in
subsection (a) of this section, an individual's "average monthly wage"
shall be the quotient obtained by dividing—
(A) the total of his wages paid in and self-employment income

credited to his "benefit computation years" (determined under
paragraph (2)), by
(B) the number of months in such years.
(2) (A) The number of an individual's "benefit computation years"
shall be equal to the number of elapsed years (determined under paragraph (3) of this subsection), reduced by five, except that the number
of an individual's benefit computation years shall in no case be less
than two.

(B) An individual's "benefit computation years" shall be those computation base years, equal in number to the number determined under
subparagraph (A), for which the total of his wages and self -employment income is the largest.
(C) For purposes of subparagraph (B), "computation base years"
include only calendar years in the period after 1950 and prior to the
earlier of the following years—
(i) the year in which occurred (whether by reason of section
202(j) (1) or otherwise) the first month for which the individual
was entitled to old-age insurance benefits, or
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(ii) the year succeeding the year in which he died.
Any calendar year all of which is included in a period of disability
shall not be included as a computation base year.

(3) For purposes of paragraph (2), the number of an individual's
elapsed years is the number of calendar years after 1950 (or, if later,
the year in which he attained age 21) and [before—
((A) in the case of a woman, the year in which she died or, if it
occurred earlier but after 1960, the year in which she attained
age 62,

((B) in the case of a man who has died, the year in which he
died or, if it occurred earlier but after 1960, the year in which he
attained age 65, or
((C) in the case of a man who has not died, the year occurring
after 1960 in which he attained (or would attain) age 65.
For] before the year in which lie died, or if it occurred earlier but after
1960, the year in which he attained age 6P For purposes of the preceding sentence, any calendar year any part of which was included in a
period of disability shall not be included in such number of calendar
years.
(4) The provisions of this subsection shall be applicable only in the
case of an individual—
(A) who becomes entitled, after August 1972, to benefits under
section 202(a) or section 223; or

(B) who dies after August 1972 without being entitled to

benefits under section 202(a) or section 223; or

(C) whose primary insurance amount is required to be re-

computed under subsection (f) (2) •2
(5) [Repealed.]
Primary Insurance Amount Under Act of March 17, 1971

(c) (1) For the purposes of column II of the table appearing in subsection (a) of this section, an individual's primary insurance amount
shall be computed on the basis of the law in effect prior to September
1972.

(2) The provisions of this subsection shall be applicable only in the
case of an individual who became entitled to benefits under section
202(a) or section 223 before September 1972 or who died before such
month.3
Applies only in the case of a man who attains (or would attain) age 82 after December 1974. In the case of a man who attains age 62 prior to 1975, the number of elapsed
years shall be equal to the number under the law In effect on January 1, 1972, or, if less,
the number determined as thogh he attained age 65 In 1975, except that monthly benefits prior to January 1973 will be determined as though this law had not been enacted.
2 P.L. 92—336, sec. 202(a) (3) (B), revised section 215(b) paragraph (4) in its entirety.
Effective January 1, 1975, paragraph (4) of section 215(b) will read as follows:
"(4) The provisions of this subsection shall be applicable only In the case of an
individual—
(A) who becomes entitled to benefits under section 202(a) or section 223 in or
after the month in which a new table that appears in (or is deemed by subsection
(i) (2) (D) to appear in) subeection (a) becomes effective: or
(B) who dies in or after the month in which such table becomes effective without being entitled to benefits under section 202(a) or section 223; or
(C) whose primary insurance amount is required to be recomputed under subsection (f)(2)."

P.L. 92—336, sec. 202(a) (3) (C), amended section 216(c) in its entirety. Effective January 1, 1975. section 215(c) will read as follows:
"Primary Ii,snrance Amount Under Prior Provisions.
In (Or is

(c) (1) For the purposes of column II of the latest table thqt eppears
deemed to appear in) subsection (a) of this section, an Individual's primary Insurance amount shall be computed on the basis of the law in effect prior to tue month In
which the latest such table became effective.
(2) The provisions of this subsection shall be applicable only In the case of an
individual who became entitled to benefits under section 202(a) or section 223. or who
died, before such effective month."
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Primary Insurance Benefit Under 1939 Act

(d) (1) For purposes of column I of the table appearing in subsection (a) of this section, an individuaL's primary insurance benefit shall
be computed as follows:
(A) The individual's average monthly wage shall be determined

as provided in subsection (b) (but without regard to paragraph
(4) thereof) of this section, except that for purposes of paragraph
(2) (C) and (3) of such subsection, 1936 shall be used instead of
1950.

(B) For purposes of subparagraphs (B) and (C) of subsection
(b) (2), an individual whose total wages prior to 1951 (as defined
in subparagraph (C) of this subsection) —
(i) do not exceed $27,000 shall be deemed to have been paid
such wages in equal parts in nine calendar years after 1936
and prior to 1951;
(ii) exceed $27,000 and are less than $42,000 shall be deemed
to have been paid (I) $3,000 in each of such number of calendar years after 1936 and prior to 1951 as is equal to the integer
derived by dividing such total wages by $3,000, and (II) the
excess of such total wages over the product of $3,000 times
such integer, in an additional calendar year in such period; or
(iii) are at least $42,000 shall be deemed to have been paid
$3,000 in each of the fourteen calendar years after 1936 and
prior to 1951.

(C) For the purposes of subparagraph (B), "total wages prior
to 1951" with respect to an individual means the sum of (i) remuneration credited to such individual prior to 1951 on the records

of the Secretary, (ii) wages deemed paid prior to 1951 to such
individual under section 217, [and] (iii) compensation under the
Railroad Retirement Act of 1937 prior to 1951 creditable to him
pursuant to this titie(.], and (iv) wages deemed paid prior to
1951 to such individual under section p231.

(D) The individual's primary insurance benefit shall be 45.6
per centum of the first $50 of his average monthly wage as computed under this subsection, plus 11.4 per centum of the next $200
of such average monthly wage.
(2) The provisions of this subsection shall be applicable only in the
case of an individual—
(A) with respect to whom at least one of the quarters elapsing
prior to 1951 is a quarter of coverage;

(B) except as provided in paragraph (3), who attained age

'22 after 1950 and with respect to whom less than six of the quarters elapsing after 1950 are quarters of coverage, or who attained
such age before 1951; and
(C) (i) who becomes entitled to benefits under section 202(a)

or 223 after the date of the enactment of the Social Seurity
Amendments of 1967, or

(ii) who dies after such date without being entitled to benefits

under section 202(a) or 223, or

(iii) whose primary insurance amount is required to be recomputed under section 215(f) (2) or (6), or section 231.
(3) The provisions of this subsection as in effect prior to the enactmerit of the Social Security Amendments of 1967 shall be applicable
in the case of an individual—
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(A) who attained age 21 after 1936 and prior to 1951, or
(B) who had a period of disability which began prior to 1951,
but only if the primary insurance amount resulting therefrom is
higher than the primary insurance amount resulting from the ap-

plication of this section (as amended by the Social Security
Amendments of 1967) and section 220.

Certain Wages and Self-Employment Income Not To Be Counted

(e) For the purposes of subsections (b) and (d)—
(1) in computing an individual's average monthly wage there
shall not be counted the excess over $3,600 in the case of any
calendar year after 1950 and before 1955, the excess over $4,200
in the case of any calendar year after 1954 and before 1959, the
excess over $4,800 in the case of any calendar year after 1958
and before 1966, the excess over $6,600 in the case of any calendar
year after 1965 and before 1968, the excess over $7,800 in the case
of any calendar year after 1967 and before 1972, the excess over
$9,000 in the case of any calendar year after 1971 and before 1973,
the excess over $10,800 in the case of any calendar year after 1972
and before 1974, the excess over $12,000 in the case of any calendar

year after 1973 and before 1975, and the excess over an amount
equal to the contribution and benefit base (as determined under
section 230) in the case of any calendar year after 1974 with respect to which such contribution and benefit base is effective of

(A) the wages paid to him in such year, plus (B) the self-

employment income credited to such year (as determined under
section 212) ; and

(2) if an individual's average monthly wage computed under
subsection (b) or for the purposes of subsection (d) is not a multiple of $1, it shall be reduced to the next lower multiple of $1.
Recomputation of Benefits

(f) (1) After an individual's primary insurance amount has been
determined under this section, there shall be no recomutation of such
individual's primary insurance amount except as provided in this subsection or, in the case of a World War II veteran who died prior to
July 27,1954, as provided in section 217(b).
(2) If an individual has wages or self-employment income for a year
after 1965 for any part of which he is entitled to old-age insurance
benefits, the Secretary shall, at such time or times and within such
period as he may by regulations prescribe, recompute such individual's
primary insurance amount with respect to each such year. Such recom-

putation shall be made as provided in subsections (a) (1) (A) and
(C) and (a) (3)1 as though the year with respect to which such recomputation is made is the last year of the period specified in subsection
(b) (2) (C). A recomputation under this paragraph with respectto any

year shall be effective—

(A) in the case of an individual who did not die in such year,
for monthly benefits beginning with benefits for January of the
following year; or
'Applies to beneflts or month. after Deeember 1972 and to lamp-mm dath payment.

for deaths after December 1972.
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((B) in the case of an individual who died in such.year (including any individual whose increase in his primary insurance amount

is attributable to compensation which, upon his death, is treated

as remuneration for employment under section 205(o)), for

monthly benefits beginning with benefits for the month in which
he died.]
(B) in the case of an indi'vidual who died in such year, for
raonthy benefits beginning with benefits for the month in which
he died.
(3) In the case of any individual who became entitled to old-age
insurance benefits in 1952 or in a taxable year which began in 1952 (and
without the application of section 202(j) (1)), or who died in 1952 or in
a taxable year which began in 1952 but did not become entitled to such
benefits prior to 1952, and who had self-employment income for a tax-

able year which ended within or with 1952 or which began in 1952,
then upon application filed by such individual after the close of such
taxable year and prior to January 1961 or (if he died without filing
such application and such death occurred prior to January 1961) by a
person entitled to monthly benefits on the basis of such individual's
wages and se1f-emJloyment income, the Secretary shall recompute
such individual's primary insurance amount. Such recomputation shall
be made in the manner provided in the preceding subsections of this
section (other than subsection (b) (4) (A)) for computation of such
amount, except that (A) the self-employment income closing date
shall be the day following the quarter with or within which such taxable year ended, and (B) the self-employment income for any subsequent taxable year shall not be taken into account. Such recomputation shall be effective (A) in the case of an application filed by such
individual, for and after the first month in which he became entitled to
old-age insurance benefits, and (B) in the case of an application filed
by any other person, for and after the month in which such person who

filed such application for recomputation became entitled to such
monthly benefits. No recomputation under this paragraph pursuant to

an application filed after such individual's death shall affect the

amount of the lump-sum death payment under subsection (i) of section 202, and no such recomputation shall render erroneous any such
payment certified by the Secretary prior to the effective date of the
recomputation.
(4) Any recomputation under this subsection shall be effective only
if such recomputation results in a higher primary insurance amount.
(5) In the case of a man who became entitled to old-age insurance
benefits and died before the month in which he attained age 65, the
Secretary shall recompute his primary insurance amount as provided
in subsection (a) as though he became entitled to old-age insurance
benefits in the month in which he died; except that (i) his computation
base years referred to in subsection (b) (2) shall include the year in
which he died, and (ii) his elapsed years referred to in subsection
(b) (3) shall not include the year in which he died or any year thereafter. Such recomputation of such primary insurance amount shall be
effective for and after the month in which he died.
(6) Upon the death after 1967 of an i'ndividual entitled to benefits
under section 9202 (a) or section 9223, if any person is entitled to monthly
benefits or a lump-sum death payment, on the wages and self-employ-

ment income of such individual, the Secretary shall recompute te
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decedent's primary insurance amount, but oniy if the decedent during
his lifetime was paid compensation which was treated under 8ection
2O5 (o) as remuneration for employment.
Rounding of Benefits

(g) The amount of any primary insurance amount and the amount
of any monthly benefit computed under section 202 or 223 which (after
reduction under section 203 (a) and deductions under section 203(b))

is not a multiple of $0.10 shall be raised to the next higher multiple
of $0.10.

(h) (1) Notwithstanding the provisions of subchapter III of chapter 83 of title 5, United States Code, remuneration paid for services to
which the provisions of section 210(1) (1) of this Act are applicable and
which is performed by an individual as a commissioned officer of the
Reserve Corps of the Public Health Service prior to July 1, 1960, shall

not be included in computing entitlement to or the amount of any
monthly benefit under this title, on the basis of his wages and selfemployment income, for any month after June 1960 and prior to the
first month with respect to which the Civil Service Commission certifies to the Secretary that, by reason of a waiver filed as provided in

paragraph (2), no further annuity will be paid to him, his wife, and
his children, or, if he has died, to his widow and children, under subchapter III of chapter 83 of title 5, United States Code, on the basis
of such service.

(2) In the case of a monthly benefit for a month prior to that in

which the individual, on whose wages and self-employment income
such benefit is based, dies, the waiver must be filed by such individual;
and such waiver shall be irrevocable and shall constitute a waiver on
behalf of himself, his wife, and his children. If such individual did not
file such a waiver before he died, then in the case of a benefit for the
month in which he died or any month thereafter, such waiver must be
filed by his widow, if any, and by or on behalf of all his children, if
any; and such waivers shall be irrevocable. Such a waiver by a child
shall be filed by his legal guardian or guardians, or, in the absence
thereof, by the person (or persons) who has the child in his care.
Cost.of-Living Increases in Benefits

(i) (1) For purposes of this subsection—

(A) the term "base quarter" means (i) the calendar quarter

ending on June 30 in each year after 1972, or (ii) any other calendar quarter in which occurs the effective month of a general benefit increase under this title;

(B) the term "cost-of-living computation quarter" means a

base quarter, as defined in subparagraph (A) (i),in which the Con-

sumer Price Index perpared by the Department of Labor ex-

ceeds, by not less than 3 per centum, such Index in the later of (i)
the last prior cost-of-living computation quarter which was established under this subparagraph. or (ii) the most recent calendar
quarter in which occurred the effective month of a general beneftt
increase under this title; except that there shall be no cost-of-living
computation quarter in any calendar year in which a law has been
enacted providing a general benefit increase under this title or in
which such a benefit increase becomes effective; and
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(C) the Consumer Price Index for a base quarter, a cost-ofliving computation quarter, or any other calendar quarter shall
be the arithmetical mean of such index for the 3 months in such
quarter.
(2) (A) (i) The Secretary shall determine each year beginning with
1974 (subject to the limitation in paragraph (1) (B) and to subparagraph (E) of this paragraph) whether the base quarter (as defined in
paragraph (1) (A) (i)) in such year is a cost-of-living computation
quarter.
(ii) If the Secretary determines that such base quarter is a cost-ofliving computation quarter, he shall, effective with the month of January of the next calendar year (subject to subparagraph (E)) as provided in subparagraph (B), increase the benefit amount of each individual who for such month is entitled to benefits under section 227 or
228, and the primary insurance amount of each other individual under
this title (but not including a primary i'n8urance amount deterniined

under subsection (a) (3) of this section),' by an amount derived by
multiplying each such amount (including each such individual's primary insurance amount or benefit amount under section 227 or 228
as previously increased under this subparagraph) by the same percentage (rounded to the nearest. one-tenth of 1 percent) as the percentage
by which the Consumer Price Index for such cost-of-living computa-

tion quarter exceeds such index for the most recent prior calendar
quarter which was a base quarter under paragraph (1) (A) (ii) or, if
later, the most recent cost-of-living computation quarter under paragraph (1) (B). Any such increased amount which is not a multiple of
$0.10 shall be increased to the next higher multiple of $0.10.

(B) The increase provided by subparagraph (A) with respect to a
particular cost-of-living computation quarter shall apply (subject to
subparagraph (E)) in the case of monthly benefits under this title. for
months after December of the calendar year in which occurred such
cost-of-living computation quarter, and in the case of lump-sum death
payments with respect to deaths occurring after December of such
calendar year.
(C) (i) Whenever the level of the Consumer Price Index as published for any month exceeds by 2.5 percent or more the level of such
index for the most recent base quarter (as defined in paragraph (1)
(A) (ii)) or, if later, the most recent cost-of-living computation quarter, the Secretary shall (within 5 days after such publication) report
the amount of such excess to the House Committee on Ways and
Means and the Senate Committee on Finance.
(ii) Whenever the Secretary determines that a base quarter in a
calendar year is also a cost-of-living computation quarter, he shall
notify the House Committee on 'Ways and Means and the Senate Com-

mittee on Finance of such determination on or before August 15 of
such calendar year, indicating the amount of the benefit increase to
be provided, his estimate of the extent to which the cost of such
increase would be met by an increase in the contribution and benefit
base tinder section 230 and the estimated amount of the increase in
such base, the actuarial estimates of the effect of such increase, and
i Applies with respect to months after December 1972 and to lump-sum death payments
In the case of deaths occurring after such month.
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the actuarial assumptions and methodology used in preparing such
estimates.

(D) If the Secretary determines that a base quarter in a calendar
year is also a cost-of-living computation quarter, he shall publish in
the Federal Register on or before November 1 of such calendar year
a determination that a benefit increase is resultantly required and
the percentage thereof. He shall also publish in the Federal Register
at that time (along with the increased benefit amounts which shall be
deemed to be the amounts appearing in sections 227 and 228) a revision
of the table of benefits contained in subsection (a) of this sect.ion (as

it may have been most rFcently revised by another law or pursuant
to this paragraph) ; and such revised table shall be deemed to be the
table appearing in such subsection (a). Such revision shall be determined as follows:
(i) The headings of the table shall be the same as the headings

in the table immediately prior to its revision, except that the
parenthetical phrase at the beginning of column II shall reflect
the year in which the primary insurance amounts set forth in
column IV of the table immediately prior to its revision were
effective.

(ii) The amounts on each line of column I and column III,

except as otherwise provided by clause (v) of this subparagraph,
shall be the same as the amounts appearing in each such column

in the table immediately prior to its revision.
(iii) The amount on each line of column II shall be changed
to the amount shown on the corresponding line of column IV
of the table immediately prior to its revision.
(iv) The amounts on each line of column IV and column V
shall be increased from the amounts shown in the table immediately prior to its revision by increasing each such amount by the
percentage specified in subparagraph (A) (ii) of this paragraph.
The amount on each line of column V shall be increased, if neces-

sary, so that such amount is at least equal to one and one-half
times the amount shown on the corresponding line in cOlumn IV.
Any such increased amount which is not a multiple of $0.10 shall

be increased to the next higher multiple of $0.10.
(v) If the contribution and benefit base (determined under
section 230) for the calendar year in which the table of benefits is
revised is lower than such base for the following calendar year,

columns III, 1V, and V of such table shall be extended. The
amounts on each additional line of column III shall be the amounts
on the preceding line increased by $5 until in the last such line of

column III the second figure is equal to one-twelfth of the new
contribution and benefit base for the calendar year following the

calendar year in which such table of benefits is revised. The amount

on each additional line of column IV shall be the amount on the
preceding line increased by $1.00, until the amount on the last line
of such column is equal to the last line of such column as deter-

mined under clause (iv) plus 20 percent of one-twelfth of the
excess of the new contribution and benefit base for the calendar
year following the calendar year in which such table of benefits is
revised (as determined under section 230) over such base for the
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calendar year in which the table of benefits is revised. The. amount
in each additional line of column V shall be equal to 1.75 times the
amount on the same line of column IV. Any such increased amount

which is not a multiple of $0.10 shall be increased to the next
higher multiple of $0.10.

(E) Notwithstanding a determination by the Secretary under subparagraph (A) that a base quarter in any calendar year is a cost-ofliving computation quarter (and notwithstanding any notification or
publication thereof under subparagraph (C) or (D)), no increase in
benefits shall take effect; pursuant thereto, and such quarter shall be
deemed not to be a cost-of-living computation quarter, if during the
calendar year in which such determination is made a law providing a
general benefit increase under this title is enacted or becomes effective.

(3) As used in this subsection, the term "general benefit increase
under this title" means an increase (other than an increase under this
subsection) in all primary insurance amounts on which monthly insurance benefits under this title are based.

Other Definitions
Sec. 216. For the purposes of this title—

(a) [Repealed.]

Wife

(b) The term "wife" means the wife of an individual, but only if
she (1) is the mother of his son or daughter, (2) was married to him
for a period of not less than one year immediately preceding the day

on which her application is filed, or (3) in the month prior to the
month of her marriage to him (A) was entitled to, or on application
therefor and attainment of age 62 in such prior month would have
been entitled to, benefits under subsection (b), (e), (or] (h), or (x)
of section 202, (B) had attained age eighteen and was entitled to, or on

application therefor would have been entitled to, benefits under subsection (d) of such section (subject, however, to section 202(s)), or
(C) was entitled to, or upon application therefor and attainment of

the required age (if any) would have been entitled to, a widow's,
child's (after attainment of age 18), or parent's insurance annuity under section 5 of the Railroad Retirement Act of 1937, as amended.
Widow

(c) The term "widow" (except when used in section 202(i)) means
the surviving wife of an individual, but only if (1) she is the mother
of his son or daughter, (2) she legally adopted his son or daughter
while she was married to him and while such son or daughter was
under the age of eighteen, (3) he legally adopted her son or daughter
while she was married to him and while such son or daughter was
under the age of eighteen, (4) she was married to him at the time
both of them legally adopted a child tinder the. age of eighteen, (5)
she was married to him for a period of not less than nine months
immediately prior to the day on which he died, or (6) in the month
prior to the month of her marriage to him (A) she was entitled to,
or on application therefore and attainment of age 62 in such prior
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month would have been entitled to, benefits under subsection (b),
(e), (or:J (h), or (x) of section 202, (B) she had attained age eighteen
and was entitled to, or on application therefore would have been

entitled to, benefits under subsection (d) of such section (subject,
however, to section 202(s)), or (C) she was eptitled to, or upon appli-

cation therefor and attainment of the required age (if any) would

have been entitled to, a widow's, child's (after attainment of age 18),
or parent's insurance annuity under section 5 of the Railroad Retirement Act of 1937, as amended.

Divorced Wives; Divorce

(d) (1) The term "divorced wife" means a woman divorced from
an individual, but only if she had been married to such individual for
a period of 20 years immediately before the date the divorce became
effective.

(2) The term "surviving divorced wife" means a woman divorced
from an individual who has died, but only if she had been married
to the individual for a period of 20 years immediately before the date
the divorce became effective.

(3) The term "surviving divorced mother" means a woman divorced from an individual who has died, but only if (A) she is the
mother of his son or daughter, (B) she legally adopted his son or
daughte.r while she was married to him and while such son or daughter

was under the age of 18, (C) he legally adopted her son or daughter
while she was married to him and while such son or daughter was
under the age of 18, or (D) she was married to him at the time both
of them legally adopted a child under the age of 18.
(4) The terms "divorce" and "divorced" refer to a divorce a yincub matrimonii.
Child

(e) The term "child" means (1) the child or legally adopted child of
an individual, (and] (2) a stepchild who has been such stepchild for
not less than one year immediately preceding the day on which apphcation for child's insurance benefits is filed or (if the insured individual

is deceased) not less than nine months immediately preceding the
day on which such individual died, and (3) a person who is the grandchild or stepgrandchild of an individual or his spouse, but only if (A)

there was no natural or adoptive parent (other than such a parent
who was under a disability, as defined in section 3(d)) of such person living (ft the time (i) such individual became entitled to old-age
insurance benefits or disability insurance benefits or died, or (ii) if
such individual had a period of disability which continued vntil such
individual became entitled to old-age insurance benefits or disability
insurance benefits, or died, at the time such period of disability began,
or (B) such person was legally adopted after the death of such individual by such individual's surviving spouse in an adoption that was
decreed by a court of competent lu'risdiction within the United States
and such person's natural or adopting parent or stepparent was not
living in such individual's household and making regular cont'ribution8

toward such person's support at the time such individual died.1 For

1 Apphes to benefits for months after December 1972, but only on the basis of applicationa filed on or after date of enactment.
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purposes of clause (1), a person shall be deemed, as of the date of death

of an individual, to be the legally adopted child of such individual if
such person was at the time of such individual's death living in such
individual's household and was legally adopted by such individual's
surviving spouse after such individual's death but only if (A) proceedings for the adoption of the child had been instituted by such individual before his death, or (B) such child was adopted by such individual's surviving spouse before the end of two years after (i) the
day on which such individual died or (ii) the date of enactment of
the Social Security Amendments of 1958; except that this sentence
shall not apply if at the time of such individual's death such person
was receiving regular contributions toward his support from someone
other than such individual or his spouse, or from any public or private
welfare organization which furnishes services or assistance for children. For purposes of clause (2), a person who is not the stepchild
of an individual shall be deemed the stepchild of such individual if
such individual was not the mother or adopting mother or the father
or adopting father of such person and such individual and the mother
or adopting mother, or the father or adopting father, as the case may
be, if such person went through a marriage ceremony resulting in a
purported marriage between them which, but for a legal impediment
described in the last sentence of subsection (h) (1) (B), would have
been a valid marriage.
Husband

(f) The term "husband" means the husband of an individual, but
only if (1) he is the father of her son or daughter, (2) he was married
to her for a period of not less than one year immediately preceding the
day on which his application is filed, or (3) in the month prior to the
month of his marriage to her (A) he was entitled to, or on applica-

tion therefor and attainment of age 62 in such prior month would
have been entitled to, benefits under subsection (f), (or] (h), or (x)
of section 202, (B) he had attained age eighteen and was entitled to,
or on application therefor would have been entitled to, benefits under
subsection (d) of such section (subject, however, to section 202(s)), or
(C) he was entitled to, or upon application therefor and attainment of
the required age (if any) he would have been entitled to, a widower's,

child's (after attainment of age 18), or parent's insurance annuity
under section 5 of the Railroad Retirement Act of 1937, as amended.
Widower

(g) The term "widower" (except when used in section 202(i))

means the surviving husband of an individual, but only if (1) he is the
father of her son or daughter, (2) he legally adopted her son or daughter while he was married to her and while such son or daughter was
under the age of eighteen, (3) she legally adopted his son or daughter
while he was married to her and while such son or daughter was under
the age of eighteen, (4) he was married to her at the time both of them
legally adopted a child under the age of eighteen, (5) he was married

to her for a period of not less than nine months immediately prior
to the day on which she died, or (6) in the month before the month of

his marriage to her (A) he was entitled to, or on application there-
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for and attainment of age 62 in such prior month would have been
entitled to, benefits under subsection (f), (or] (h), or (x) of section
202, (B) he had attained age eighteen and was entitled to, or on application therefor would have been entitled to, benefits under subsection (d) of such section (subject, however, to section 202(s)), or (C)
he was entitled to, or on application therefor and attainment of the required age (if any) he would have been entitled to a widower's, child's
(after attaintnent of age 18), or parent's insurance annuity under section 5 of the Railroad Retirement Act of 1937, as amended.
Determination of Family Status

(h) (1) (A) An applicant is the wife, husband, widow, or widower
of a fully or currently insured individual for purposes of this title if
the courts of the State in which such insured individual is domiciled
at the time such applicant files an application, or, if such insured individual is dead, the courts of the State in which he was domiciled at the
time of death, or, if such insured individual is or was not so domiciled

in any State, the courts of the District of Columbia, would find that
such applicant and such insured individual were validly married at
the time such applicant files such application or, if such insured individual is dead, at the time he died. If such courts would not find that
such applicant and such insured individual were validly married at
such time, such applicant shall, nevertheless be deemed to be the wife,
husband, widow, or widower, as the case may be, of such insured individual if such applicant would, under the laws applied by such courts
in determining the devolution of intestate personal property, have the
same status with respect to the taking of such property as a wife, husband, widow, or widower of such insured individual.
(B) In any case where under subparagraph (A) an applicant is not
(and is not deemed to be) the wife, widow, husband, or widower of a
fully or currently insured individual, or where under subsection (b),

(c), (f), or (g) such applicant is not the wife, widow, husband, or

widower of such individual, but it is established to the satisfaction of
the Secretary that such applicant in good faith went through a marriage ceremony with such individual resulting in a purported mar-

riage between them which, but for a legal impediment not known
to the applicant at the time of such ceremony, would have been a valid
marriage, and such applicant and the insured individual were living
in the same household at the time of the death of such insured individual or (if such insured individual is living) at the time such appli-

cant files the application, then, for purposes of subparagraph (A)
and subsections (b), (c), (f), and (g), such purported marriage shall
be deemed to be a valid marriage. The provisions of the preceding
sentence shall not apply (i) if another person is or has been entitled
to a benefit under subsection (b), (c), (e), (f), or (g) of section 202

on the basis of the wages and self-employment income of such insured
individual and such other person is (or is deemed to be) a wife, widow,
husband, or widower of such insured individual under subparagraph

(A) at the time such applicant files the application, or (ii) if the

Secretary determines, on the basis of information brought to his atten-

tion, that such applicant entered into such purported marriage with
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such insured individual with knowledge that it would not be a valid
marriage. The entitlement to a monthly benefit under subsection (b),
(c), (e), (f), or (g) of section 202, based on the wages and self-employment income of such insured individual, of a person who would
not be deemed to be a wife, widow, husband, or widower of such insured individual but for this subparagraph, shall end with the month
before the month (i) in which the Secretary certifies, pursuant to
section 205(i), that another person is entitled to a benefit under sub-

section (b), (c), (e), (f), or (g) of section 202 on the basis of the

wages and self-employment income of such insured individual, if such

other person is (or is deemed to be) the wife, widow, husband, or
widower of such insured individual under subparagraph (A), or (ii)
if the applicant is entitled to a monthly benefit under subsection (b)
or (c) of section 202, in which such applicant entered into a marriage, valid without regard to this subparagraph, 'with a person other
than such insured individual. For purposes of this subparagraph, a
legal impediment to the validity of a purported marriage includes
only an impediment (i) resulting from the lack of dissolution of a previous marriage or otherwise arising out of such previous marnage or

its dissolution, or (ii) resulting from a defect in the procedure followed in connection with such purported marriage.
(2) (A) In determining whether an applicant is the child or parent

of a fully or currently insured individual for purposes of this title,
the Secretary shall apply such law as would be applied in determining

the devolution of intestate personal property by the courts of the
State in which such insured individual is domiciled at the time such
applicant files application, or, if such insured individual is dead, by
the courts of the State in which he was domiciled at the time of his
death, or. if such insured individual is or was not so domiciled in any

State, by the courts of the District of Columbia. Applicants who

according to such law would have the same status relative to taking
intestate personal property as a child or parent shall be deemed such.

(B) If an applicant is a son or daughter of a fully or currently

insured individual but is not (and is not deemed to be) the child of
such insured individual under subparagraph (A), such applicant shall
nevertheless be deemed to be the child of such insured individual if
such insured individual and the mother or father, as the case may be,
of such applicant went through a marriage ceremony resulting in a
purported marriage between them which, but for a legal impediment
described in the last sentence of paragraph (1) (B), would have been a
valid marriage.
(3) An applicant who is the son or daughter of a fully or currently
insured individual, but who is not (and is not deemed to be) the child
of such insured individual under paragraph (2), shall nevertheless be
deemed to be the child of such insured individual if:

(A) in the case of an insured individual entitled to old-age
insurance benefits (who was not, in the month preceding such

entitlement, entitled to disability insurance benefits) —
.
(i) such insured individual—
(I) has acknowledged in writing that the applicant is
his son or daughter,
.

(II) has been decreed by a court to be the father of

the applicant, or
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(III) has been ordered by a court to contribute to the
support of the applicant because the applicant is his son
or daughter,
and such acknowledgement, court decree, or court order was
made not less than one year before such insured individual
became entitled to old-age insurance benefits or attained age
65, whichever is earlier; or

(ii) such insured individual is shown by evidence satisfactory to the Secretary to be the father of the applicant and was

living with or contributing to the support of the applicant
at the time such insured individual became entitled to benefits or attained age 65, whichever first occurred;
(B) in the case of an insured individual entitled to disability
insurance benefits, or who was entitled to such benefits in the
month preceding the first month for which he was entitled to oldage insurance benefits—
(1) such insured individual—

(I) has acknowledged in writing that the applicant is

his son or daughter,

(II) has been decreed by a court to be the father of

the applicant, or

(III) has been ordered by a court to contribute to the
support of the applicant because the applicant is his

son or daughter,
and such acknowledgement, court decree, or court order was
made before such insured individual's most recent period of
disability began; or
(ii) such insured individual is shown by evidence satisfactory to the Secretary to be the father of the applicant and
was living with or contributing to the support of that applicant at the time such period of disability began;
(C) in the case of a deceased individual—
(i) such insured individual—
(I) had acknowledged in writing that the applicant is
his son or daughter,

(II) had been decreed by a court to be the father of

the applicant, or
(III) had been ordered by a court to contribute to the
support of the applicant because the applicant was his
son or daughter,
and such acknowledgment, court decree, or court order was
made before the death of such insured individual, or
(ii) such insured individual is shown by evidence satisfactory to the Secretary to have been the father of the apphcant, and such insured individual was living with or contributing to the support of the applicant at the time such insured
individual died.
Disability; Period of Disability

(i) (1) Except for purposes of sections 202(d), 202(e), 202(f), 223,
and 225, the term "disability" means (A) inability to engage in any
substantial gainful activity by reason of any medically determinable
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physical or mental impairment which can be expected to result in
death or has lasted or can be expected to last for a continuous period
of not less than 12 months, or (B) blindness; and the term "blindness"
means central visual acuity of 20/200 .or less in the better eye with the
use of correcting lens. An eye which is accompanied by a limitation
in the fields of vision such that the widest diameter of the visual field
subtends an angle no greater than 20 degrees shall be considered for
purposes of this paragraph as having a central visual acuity of 20/200

or less. The provisions of paragraphs (2) (A), (3), (4), and (5) of

section 223(d) shall be applied for purposes of determining whether

an individual is under a disability within the meaning of the first

sentence of this paragraph in the same manner as they are applied for
purposes of paragraph (1) of such section. Nothing in this title shall

be construed as authorizing the Secretary or any other officer or

employee of the United States to interfere in any way with the practice of medicine or with relationships between practitioners of medicine and their patients, or to exercise any supervision or control over
the administration or operation of any hospital.
(2) (A) The term "period of disability" means a continuous period
(beginning and ending as hereinafter provided in this subsection)

during which an individual was under a disability (as defined in
paragraph (1)), but only if such period is of not less than (6] four 1
full calendar months' duration or such individual was entitled to

benefits under section 223 for one or more months in such period.
(B) No period of disability shall begin as to any individual unless
such individual files an application for a disability determination with

respect to such period; and no such period shall begin as to any individual after such individual attains the age of 65.

In the case of a deceased individual, the requirement of an application under the preceding sentence may be sati4ed by an application

for a di8ability determination filed with respect to such individual
within 3 mont/is after the month in which he died.2
(C) A period of disability shall begin—
(i) on the day the disability began, but only if the individual
satisfies the requirements of paragraph (3) on such day; or
(ii) if such individual does not satisfy the requirements of
paragraph (3) on such day, then on the first day of the first quarter thereafter in which he satisfies such requirements.

(D) A period of disability shall end with the close of whichever
of the following months is the earlier: (i) the month preceding the
Section 116(d) of H.R. 1 would strike out "6" and insert in lieu thereof "four", effective
with respect to applications for disability insurance benefits under section 223 of the Social
Security Act, and for disability determinations under section 216(1) of such act, filed—
(1) in or afttr the month of enactment, or
(2) before the month of enactment if—
(A) notice of the final decision of the Secretary of Health, Education, and
Welfare has not been given to the applicant before the month of enactment; or

(B) the notice referred to in subparagraph (A) has been so given before the
month of enactment, but a civil action with respect to such final decislonis
commenced under section 205(g) of the Social Security Act (whether before, in, or
after the month of enactment and the decision in such civil action has not
become final before the month of enactment;

except that no monthly benefits under title II of the Social Security Act shall be payable
or increased by reason of the amendments made by H.R. 1 for months before January 1973.
2 ApplIes in case of deaths occurring after Dec. 31, 1969. Applications with respect to
deaths occurring after Dec. 31, 1969, but before the month and year of enactment which
is filed in, or within 3 months after the month and year of enactment shall be deemed filed
in the month in which such death occurred.
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month in which the individual at.tains age 85, or (ii) the second month
following the month in which the disability ceases.
(E) Except asis otherwise provided in subparagraph (F), no appli-

cation for a disability determination which is filed more than 12
months after the month prescribed by subparagraph (D) as the month
in which the period of disability ends (determined without regard to
subparagraph (B) and this subparagraph) shall be accepted as an application for purposes of this paragraph.

(F) An application for a disability determination which is filed

more than 12 months after the month prescribed by subparagraph (D)
as the month in which the period of disability ends (determined without regard to subparagraphs (B) and (E)) shall be accepted as an
application for purposes of this paragraph if—

(i) in the case of an application filed by or on behalf of an

individual with respect to a disability which ends after the month
in which the Social Security Amendments of 1967 is enacted, such
application is filed not more than 36 months after the month in
which such disability ended, such individual is alive at the time

the application is filed, and the Secretary finds in accordance
with regulations prescribed by him that the failure of such individual to file an application for a disability determination within

the time specified in subparagraph (E) was attributable to a
physical or mental condition of such individual which rendered
him incapable of executing such an application, and

(ii) in the case of an application filed by or on behalf of an

individual with respect to a period of disability which ends in or
before the month in which the Social Security Amendments of
1967 is enacted.

(I) such application is filed not more than 12 months

after the month in which the Social Security Amendments of
1967 is enacted,

(II)' a previous application for a disability determination
has been filed by or on behalf of such individual (1) in or
before the month in which the Social Security Amendments
of 1967 is enacted, and (2) not more than 36 months after the
month in which his disability ended, and

(III) the Secretary finds in accordande with regulations
prescribed by him, that the failure of such individual to file
an application within the then specified time period was attributable to a physical or mental condition of such individ-

ual which rendered him incapable of executing such an
application.

.

In making a determination under this subsection, with respect to the
disability or period of disability of any, individual whose application
for a determination thereof is accepted solely by reason of the provisions of this subparagraph (F), the provisions of this subsection (other

than the provisions of this subparagraph) shall be applied as such
provisions are in effect at the time such determination is made.
(G) An application for a disability determination filed before the

first day on which the applicant satisfies the requirements for a
period of disability under this subsection shall be deemed a valid

application only if the applicant satisfies the requirements for a period
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of disability before the Secretary makes a final decision on the application. If upon final decision by the Secretary, or decision upon
judicial review thereof, such applicant is found to satisfy such requirements, the application shall be deemed to have been filed on such
first day.

(3) The requirements referred to in clauses (i) and (ii) of paragraph (2) (C) are satisfied by an individual with respect to any quarter only if—
(A) he would have been a fully insured individual (as defined

in section 214) had he attained age 62 ((if a woman) or age 6
(if a man) and filed application for benefits under section 202
1

(a) on the rst day of such quarter; and
(B) (i) he had not less than 20 quarters of coverage during the
40-quarter period which ends with such quarter, or

(ii) if such quarter ends before he attains (or would attain)

age 31 not less than one-half (and not less than 6) of the quarters
during the period ending with such quarter and beginning after

he attained the age of 21 were quarters of coverage, or (if the
number of quarters in such period is less than 12) not less than
6 of the quarters in the 12-quarter period ending with such quarter were quarters of coverage,

[except that the provisions of subparagraph (A) of this paragraph
shall not apply in the case of an individual with respect to whom a
period of disability would, but for such subparagraph, begin before
1951. For purposes of subparagraph (B) of this paragraph, when the
number of quarters in any period is an odd number, such numbers shall

be reduced by one, and a quarter shall not be counted as part of any
period if any part of such quarter was included in a prior period of
disability unless such quarter was a quarter of coverage.]
except that the provisio'ns of subparagraph (B) of this paragraph shall
not apply in the case of an individual who is blind (within the meaning of "blindness" as defined in paragraph (1)).
(4) [Repealed.]
Periods of Limitations Ending on Nonwork Days

(j) Where this title, any provision of another law of the United
States (other than the Internal Revenue Code of 1954) relating to or
changing the effect of this title, or any regulation issued by the Secretary pursuant thereto provides for a period within which an act is
required to be done which affects eligibility for or the amount of any
benefit or payment under this title or is necessary to establish or protect any rights under this this title, and such period ends on a Saturday, Sunday, or legal holiday,, or on any other day all or part of which
is declared to be a nonwork day for Federal employees by statute or
Executive order, then such act shall be considered.as done within such
period if it is done on the first day thereafter which is not a Saturday,

Sunday, or legal holiday or any other day all or part of which is

ApplIes only In the case of a man who attains (or would attain) age 82 after DecemIn the case of a man who attains or will attain age 62 In 1973, the figure "65" shall be
deemed to read "64".
In the case of a man who attains or wIll attain age 82 in 1974, the figure "65" shall be
1

ber 1974.

deemed to read "63".
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declared to be a nonwork day for Federal employees by statute or
Executive order. For purposes of this subsection, the day on which a
period ends shall include the day on which an extension of such period,

as authorized by law or by the Secretary pursuant to law, ends. The
provision of this subsection shall not extend the period during which
benefits under this title nfay (pursuant to section 202(j) (1) or 223(b))
be paid for months prior to the day application for such benefits is

filed, or during which an application for benefits under this title
may (pursuant to section 202(j) (2) or 223(b)) be accepted as such.
Waiver of Nine-Month Requirement for Widow, Stepchild, or Widower in Case
of Accidental Death or in Case of Serviceman Dying in Line of Duty, or in
Ca8e of Remarriage to the Same Individual8

(k) The requirement in clause (5) of subsection (c) or clause (5)
of subsection (g) that the surviving spouse of an individual have been
married to such individual for a period of not less than nine months
immediately prior to the day on which such individual died in order

to qualify as such individual's widow or widower, and the requirement in subsection (e) that the stepchild of a deceased individual have
been such stepchild for not less than nine months immediately preceding the day on which such individual died in order to qualify as such
individual's child, shall be deemed to be satisfied, where such individual dies within the applicable nine-month period, (if] if—

(1) his death—
((1)] (A) isaccidental,or
((2)] (B) occurs in line of duty while he is a member of a
uniformed service serving on active duty (as defined in section

210(1) (2)),
and he would satisfy such requirement if a three-month period were
substituted for the nine-month period(;], or
(2) (A) the widow or widower of such individual had been previously married to such individual and subsequently divorced and Sue/i
requirement would have been 8atis fled at the time of such divorce if
such previous marriage had been terrn,inated by the death of 8uch individual at such time instead of by divorce; or
(B) the stepchild of such individual had been the stepchild of such
individual during a previous marriage of such stepchild's parent to
such individual which ended in divorce and sue/i requirement would
have been satisfied at the time of such divorce if such previous marriage had been terniinated by the death of such individual at such
time instead of by divorce; 2
except that this subsection shall not apply if the Secretary determines

that at the time of the marriage involved the individual could not have

reasonably been expected to live for nine months. For purposes Of
paragraph (1) (A) of (the preceding sentence] this subsection, the
death of an individual is accidental if he receives bodily injuries solely

through violent, external, and accidental means and, as a direct
result of the bodily injuries and independently of all other causes,
loses his life not later than three months after the day on which he
receives such bodily injuries, or in case of remarriage to the same
individual.
'Applies to benefits for months after December 1972 on the basis of applicatIons filed
in or after month of enactment.
2 Applies to benefits for months after December 1972 on the basis of applications filed in
or after month of enactment.
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Benefits in Case of Veterans
Sec. 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 vet-

eran, and for purposes of section 216(i) (3), 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 benefit or lump-sum death payment if—
(A) a larger 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 during World War II 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 215 prior to any recomputa-

tion 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 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 instru-

mentality of the United States that, on the basis of the military or
naval service of such veteran during World War II, 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 ow-ned 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
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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 immediateiy following his separation from the active
military or naval service of the United States shall be de&med 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(c))
of such veteran shall be determined as provided in this title as iu
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 1.951. 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 payable without its application;

(B) any pension or compensation is determined by the Vet-

erans' Administration to be payable by it on the basis of the death
of such veteran;
(C) the death of the veteran occurred while he was in the active
military or naval service of the United States; or

(D) such veteran has been 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 payable 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 or 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 benefits payable, as may be required by paragraph (1) of this subsection. Any
payment theretofore certified by the Secretary of Health, Education,
and Welfare on the basis of 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 3101 of title 38, United States
Code) be deemed to have been paid to him by such Administration on
account of such accrued pension or compensation. 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' Adminis-
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tration shall be deemed by reason of this subsection to have been an
erroneous payment.
(c) In the case of any World War II veteran to whom subsection (a)
is applicable, proof of support required under section 202(h) may be
filed 1y a parent at any time prior to July 1951 or prior to the expira-

tion of two years after the date of the death of such veteran, which-

ever is the later.
(d) For the purposes of this section—
(1) The term "World War II" means the period beginning with
September 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 World War II and who, if discharged
or released therefrom, was so discharged or released under condi-

tions 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(1)
(3), 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 January 1,
1957. 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 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'
Admunstration) to be payable by it under any other law of the
United States or under a system established by such agency or
instrumentality.
The jrovisions of clause (B) shall not apply in the case of any monthly

benent 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 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 payment is based. The
provisions of clause (B) shall also not apply for purposes of section
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-employment income of a veteran who performed
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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 service
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 deter-

mined by such agency or instrumentality ti 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 authoried by any law of the United States to pay
benefits, 'or has a system of benefits which are based, in whole orin

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.
(4) For the purposes of this subsection, the term "veteran" means

any individual 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 veteran (as defined in subsection (e) (4)) has
died or shall hereafter die, and his widow or child is entitled under

subchapter III 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)
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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-employ-

ment income; except 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

Secretary of Health, Education, and Welfare that (by reason of

such waiver) no further annuity will be paid to such widow or child

under such subchapter III 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 waiver 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 constitute 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 III 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 Septeniber 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 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 compounded 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 determined 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 under paragraph (1) in September
1965, and

(B) for each fiscal year in the period beginning with July 1,

1966, and eiiding with the close of June 30, 2015, an amount equal

to the annual installment for such fiscal year under the most
recent determination under paragraph (1) which precedes such
fiscal year.
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(3) For the fiscal year ending June 30, 2016, there is authorized to

be appropriated 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 Hospitad 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 Social

Security Act Amendments of 1950, and this section, had not been

enacted.

(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 subsections (a), (b), and (e), of such
benefits (including lump-sum death payments).
Gratuitous Wage Credits for American Citizens Who Served in the Armed
Forces of Allied Countries

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

(A) served during World War TI (as defined in subsection

(d) (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 II;
(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 TJnited 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 domiciled 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,
shall 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.

Voluntary Agreements for Coverage of State and Local
Employees

Purpose of Agreement

Sec. 218. (a) (1) The Secretary of Health, Education, and Welfare
shall, at the request of any State, enter into an agreement with such
State for the purpose of extending the insurance system established
78—178 O—72————48
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by this title to services performed by individuals as employees of such
State or any political subdivision thereof. Each such agreement shall
contain such provisions, not inconsistent with the provisions of this
section, as the State may request.
(2) Notwithstanding section 210(a), for the purposes of this title
the term "employment" includes any service included under an agreement entered into under this section.
Definitions

(b) For the purposes of this section—
(1) The term "State" does not include the District of Columbia,
Guam or American Samoa.
(2) The term "political subdivision" includes an instrumentality of (A) a State, (B) one or more political subdivisions of a
State, or (C) a State and one or more of its political subdivisions.

(3) The term "employee" includes an officer of a State or
(4) The term "retirement system" means a pension, annuity,
retirement, or similar fund or system established by a State or by

political subdivision.

a political subdivision thereof.

(5) The term "coverage group" means (A) employees of the
State other than those engaged in performing service in connection with a proprietary function; (B) employees of a political
subdivision of a State other than those engaged in performing
service in connection with a proprietary function; (C) employees
of a State engaged in performing service in connection with a
single proprietary function; or (D) employees of a political subdivision of a State engaged in performing service in connection
with a single proprietary function. If under the preceding sentence an employee would be included in more than one coverage
group by reason of the fact that he performs service in connection
with two or more proprietary functions or in connection with
both a proprietary function and a nonproprietary function, he
shall be included in only one such coverage group. The determination of the coverage group in which such employee shall be
included shall be made in such manner as may be specified in the
agreement. Civilian employees of National Guard units of a State
who are employed pursuant to section 90 of the National Defense
Act of June 3, 1916 (32 U.S.C., sec. 42), and paid from funds
allotted to such units by the Department of Defense, shall for
purposes of this section be deemed to be employees of the State

and (notwithstanding the preceding provisions of this paragraph), shall be deemed to be a separate coverage group. For
purposes of this section, individuals emyloyed pursuant to an
agreement, entered into pursuant to section 205 of the Agricul-

tural Marketing Act of 1946 (7 U.S.C. 1624) or section 14 of the
Perishable Agricultural Commodities Act, 1930 (7 U.S.C. 499n),
between a State and the United States Department of Agriculture
to perform services as inspectors of agricultural products may
be deemed, at the option of the State, to be employees of the
State and (notwithstanding the preceding provisions of this paragraph) shall be deemed to be a separate coverage group.
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Services Covered

(c) (1) An agreement under this section shall be applicable to any

one or more coverage groups designated by the State.

(2) In the case of each coverage group to which the agreement applies, the agreement must include all services (other than services
excluded by or pursuant to subsection (d) or paragraph (3), (5), or
(6) of this subsection) performed by individuals as members of such
group.

(3) Such agreement shall, if the State requests it, exclude (in the
case of any coverage group) any one or more of the following:
(A) All services in any class or classes of (i) elective positions, (11) part-time positions, or (iii) positions the compensation
for which is on a fee basis;

(B) All services performed by individuals as members of a
coverage group in positions covered by a retirement system on
the date such agreement is made applicable to such coverage
group, but only ii the case of individuals who, on such date (or,
if later, the date on which they first occupy such positions), are
not eligible to become members of such system and whose services

in such positions have not already been included under such
agreement pursuant to subsection (d) (3).
(4) The Secretary of Health, Education, and Welfare shall, at the
request of any State, modify the agreement with such State so as to
(A) include any coverage group to which the agreement did not
previously apply, or (B) include, in the case of any coverage group
to which the agreement applies, services previously excluded from the
agreement; but the agreement as so modified may not be inconsistent
with the provisions of this section applicable in the case of an original
agreement with a State. A modification of an agreement pursuant
to clause (B) of the preceding sentence may apply to individuals to
whom paragraph (3) (B) is applicable (whether or not the previous
exclusion of the service of such individuals was pursuant to such paragraph), but oniy if such individuals are, on the effective date specified
in such modification, ineligible to be members of any retirement system or if the modification with respect to such individuals is pursuant
to subsection (d) (3).

(5) Such agreement shall, if the State requests it, exclude (in the
case of any coverage group) any agricultural labor, or service performed by a student, designated by the State. This paragraph shall

apply only with respect to service which is excluded from employment
by any provision of section 210 (a) other than paragraph (7) of such

section and service the remuneration for which is excluded from

wages by paragraph (2) of section 209(h).
(6) Such agreement shall exclude—
(A) service performed by an individual who is employed to
relieve him from unemployment, .
(B) service performed in a hospital, home, or other institution
by a patient or inmate thereof,
(C) covered transportation service (as determined under sec.

.

tion2lO(k)),and
(D.) service (other than agricultural labor or service per-

formed by a student) which is excluded from employment by
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provision of section 210(a) other than paragraph (7) of

such section, and
(E) service performed by an individual as an employee serving

on a temporary basis in case of. fire, storm, snow, earthquake,

flood, or other similar emergency.

(7) No agreement may be made applicable (either in the original
agreement or by any modification thereof) to service performed by
any individual to whom paragraph (3) (B) is applicable unless such
agreement provides (in the case of each coverage group involved)
either that the service of any individual to whom such paragraph is
applicable and who is a member of such coverage group shall contmue to be covered by such agreement in case he thereafter becomes
eligible to be a member of a retirement system, or that such service
shall cease to be so covered when he becomes eligible to be a member
of such a system (but only if the agreement is not already applicable
to such system pursuant to subsection (d) (3)), whichever may be
desired by the State.
(8) Notwithstanding any other provision of this section, the agree-

ment with any State entered into under this section may at the

option of the State be modified on or after January 1, 1968, to exclude
service performed by election officials or election workers if the remuneration paid in a calendar quarter for such service is less than $50.

Any modification of an agreement pursuant to this paragraph shall
be effective with respect to services performed after an effective date,

specified in such modification, which shall not be earlier than the

last day of the calendar quarter in which the modification is mailed or
delivered by other means to the Secretary.
Positions Covered by Retirement Systems

(d)(1) No agreement with any State may be made applicable

(either in the original agreement or by any modification thereof) to
any service performed by employees as members of any coverage
group in positions covered by a retirement system either (A) on the
date such agreement is made applicable to such coverage group, or
(B) on the date of enactment of the succeeding paragraph of his subsection (except in the case of positions which are, by reason of action
by such State or political, subdivision thereof, as may be appropriate,
taken prior to the date of enactment of such succeeding paragraph,
no longer covered by a retirement system on the date referred to in
clause (A), and except in the case of positions excluded by paragraph (5) (A). The preceding sentence shall not be applicable to any
service performed by an employee as a member of any coverage
group in a position (other than a position excluded by paragraph
(5) (A)) covered by a retirement system on the date an agreement is
made applicable to such coverage group if, on such date (or, if later,
the date on which such individual first occupies such position), such
individual is ineligible to be a member of such system.
(2) It is hereby declared to be the policy of the Congress in enact-

ing the succeeding paragraphs of this subsection that the protection
afforded employees in positions covered by a retirement system on
the date an agreement under this section is made applicable to service performed in such positions, or receiving periodic benefits under
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such retirement system at such time, will not be impaired as a result
of making the agreement so applicable or as a result of legislative
enactment in anticipation thereof.

(3) Notwithstanding paragraph (1), an agreement with a State

may be made applicable (either in the original agreement or by any
modification thereof) to service performed by employees in positions
covered by a retirement system (including positions specified in para-

graph (4) but not including positions excluded by or pursuant to

paragraph (5)), if the governor of the State, or an official of the State
designated by him for the purpose, certifies to the Secretary of Health,
Education, and Welfare that the following conditions have been met:

(A) A referendum by secret written ballot was held on the

question of whether service in positions covered by such retire-

ment system should be excluded from or included under an

agreement under this section;
(B) An opportunity to vote in such referendum was given (and
was limited) to eligible employees;
(C) Not less than ninety days' notice of such referendum was
given to all such employees;
(D) Such referendum was conducted under the supervision of

the governor or an agency or individual designated by him

and

(E) A majority of the eligible employees voted in favor of

including service in such positions under an agreement under this
section.

An employee shall be deemed as "eligible employee" for purposes of
any referendum with respect to any retirement system if, at the time
such referendum was held, he was in a position covered by such retirement system and was a member of such system, and if he was in such
a position at the time notice of such referendum was given as required
by clause (C) of the preceding sentence; except that he shall not be
deemed an "eligible employee" if, at the time the referendum was held,
he was in a position to which the State agreement already applied,
or if he was in a position excluded by or pursuant to paragraph (5).
No referendum with respect to a retirement system shall be valid for
purposes of this paragraph unless held within the two-year period
which ends on the date of execution of the agreement or modification
which extends the insurance system established by this title to such
retirement system, nor shall any referendum with respect to a retirement system be valid for purposes of this paragraph if held less than
one year after the last previous referendum held with respect to such
retirement system.
(4) For the purposes of subsection (c) of this section, the following
employees shall be deemed to be a separate coverage group—
(A) all employees in positions which were covered by the same
retirement system on the date the agreement was made applicable
to such system (other than employees to whose services the agreement already applied on such date);
(B) all employees in positions which became covered by such

system at any time after such date; and
(C) all employees in positions which were covered by such
system at any time before such date and to whose services the
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insurance System established by this title has not been extended

before such date because the positions were covered by such retirement system (including employees to whose services the agreement was not applicable on such date because such services were

excluded pursuant to subsection (c) (3) (B)).
(5) (A) Nothing in paragraph (3) of this subsection shall authorize the extension of the insurance system established by this title to
service in any policeman's or fireman's position.
(B) At the request of the State, any class or classes of positions
covered by a retirement system which may be excluded from the agree-

ment pursuant to paragraph (3) or (5) of subsection (c), and to

which the agreement does not already apply, may be excluded from
the agreement at the time it is made applicable to such retirement system; except that, notwithstanding the provisions of paragraph (3)
(B) of such subsection, such exclusion may not include any services
to which such paragraph (3) (B) is applicable. In the case of any such

exclusion, each such class so excluded shall, for purposes of this
subsection, constitute a separate retirement system in case of any
modification of the agreement thereafter agreed to.
(6) (A) If a retirement system covers positions of employees of

the State and positions of employees of one or more political subdivisions of the State, or covers positions of employees of two or more
political subdivisions of the State, then, for purposes of the preceding

paragraphs o this subsection, there shall, if the State so desires, be
deemed to be a separate retirement system with respect to any one
or more of the political subdivisions concerned and, where the retirement system covers positions of employees of the State, a separate
retirement system with respect to the State or with respect to the State
and any one or more of the political subdivisions concerned. Where
a retirement system covering positions of employees of a State and
positions of employees of one or more political subdivisions of a State,
or covering positions of employees of two or more political subdivisions of the State, is not divided into separate retirement systems pur-

suant to the preceding sentence or pursuant to subparagraph (C),
then the State may, for purposes of subsection (f) only, deem the
system to be a separate retirement system with respect to any one or

more of the political subdivisions concerned and, where the retirement
system covers positions of employees of the State, a separate retirement system with respect to the State or with respect to the State and
any one or more of the political subdivisions concerned.
(B)• If a retirement system covers positions of employees of one or
more institutions of higher learning, then, for purposes of such preceding paragraphs there shall, if the State so desires, be deemed to be
a separate retirement system for the employees of each such institution

of higher learning. For the purposes of this subparagraph, the term
"institutions of higher learning" includes junior colleges and teachers
colleges. If a retirement system covers positions of employees of a
hospital which is an integral part of a political subdivision, then, for
purposes of the preceding paragraphs there shall, if the State so
desires, be deemed to be a separate retirement system for the employees
of such hospital.

(C) For the purposes of this subsection, any retirement system
established by the State of Alaska, California, Connecticut, Florida,
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Georgia, Illinois, Massachusetts, Minnesota, Nevada, New Mexico,
New York, North Dakota, Pennsylvania, Rhode Island, Tennessee,
Texas, Vermont, Washington, Wisconsin, or Hawaii, or any political
subdivision of any such State, which, on, before, or after the date of
enactment of this subparagraph, is divided into two divisions or parts,

one of which is composed of positions of members of such system who

desire coverage under an agreement under this section and the other
of which is composed of positions of members of such system who do
not desire such coverage, shall, if the State so desires and if it is provided that there shall be included in such division or part composed
of members desiring such coverage the positions of individuals who
become members of such system after such coverage is extended, be
deemed to be a separate retirement. system with respect to each such
division or part. If, in the case of a separate retirement system which
is deemed to exist by reason of subparagraph (A) and which has been
divided into two divisions or parts pursuant to the first sentence of
this subparagraph, individuals become members of such system by reason of action taken by a political subdivision after coverage under an
agreement under this section has been extended to the division or part
thereof composed of positions of individuals who desire such coverage, the positions of such individuals who become members of such

retirement system by reason of the action so taken shall be included
in the division or part of such system composed of positions of members who do not desire such coverage if (i) such individuals, on the
day before becoming such members, were in the division or part of an-

other separate retirement system (deemed to exist by reason of sub-j
paragraph (A)) composed of positions of members of such system who
do not desire coverage under an agreement under this section, and (ii)
all of the positions in the separate retirement system of which such individuals so become members and all of the positions in the separate

retirement system referred to in clause (i) would have ben covered
by a single retirement system if the State had not taken action to provide for separate retirement systems under this paragraph.
(D) (1) The position of any individual which is covered by any retirement system to which subparagraph (C) is applicable shall, if such
individual is ineligible to become a member of such system on August 1, 1956, or, if later, the day he first occupies such position, be
deemed to be covered by the separate retirement system consisting of
the positions of members of the division or part who do not desire
coverage under the insurance system established under this title.
(ii) Notwithstanding clause (i), the State may, pursuant to subsection (c) (4) (B) and subject to the conditions of continuation or
termination of coverage provided for in subsection (c) (7), modify its
agreement under this section to include services performed by all
individuals described in clause (i) other than those individuals to
whose services the agreement already applies. Such individuals shall
be deemed (on and after the effective date of the modification) to be
in positions covered by the separate retirement system consisting of
the positions of members of the division or part who desire coverage
under the insurance system established under this title.

(E) An individual who is in a position covered by a retirement
system to which subparagraph (C) is applicable and who is not a
member of such system but is eligible to become a member thereof
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shall, for purposes of this subsection (other than paragraph (8)), be

regarded as a member of such system; except that, in the case of
any retirement system a division or part of which is covered under
the agreement (either in the original agreement or by a modification
thereof), which coverage is agreed to prior to 1960, the precedmg
provisions of this subparagraph shall apply only if the State so
quests and any such individual referred to in such preceding provisions shall, if the State so requests, be treated, after division of the
retirement system pursuant to such subparagraph (C), the same as
individuals in positions referred to in subparagraph (F).
(F) In the case of any retirement system divided pursuant to sub-

paragraph (C), the position of any member of the division or part
composed of positions of members who do not desire coverage may be

transferred to the separate retirement system composed of positions
of members who desire such coverage if it is so provided in a modification of such agreement which is majled, or delivered, by other
means, to the Secretary prior to 1970 or, if later, the expiration of
two years after the date on which such agreement, or the modification
thereof making the agreement applicable to such separate retirement
system, as the case may be, is agreed to, but only if, prior to such
modification or such later modification, as the case may be, the individual occupying such position files with the State a written request
for such transfer. Notwithstanding subsection (f) (1), any such modification or later modification, providing for the transfer of additional
positions within a retirement system previously divided pursuant to

subparagraph (C) to the separate retirement system composed of
positions of members who desire coverage, shall be effective with
respect to services performed after the same effective date as that
which was specified in the case of such previous division.

(G) For the purposes of this subsection, in the case of any retire-

ment system of the State of Florida. Georgia, Minnesota, North

Dakota, Pennsylvania, Washington, or Hawaii which covers positions
of employees of such State who are compensated in whole or in part
from grants made to such State under title III, there shall be deemed
to be, if such State so desires, a separate retirement system with respect
to any of the following:
(i) the positions of such employees;
(ii) the positions of all employees of such State covered by such
retirement system who are employed in the department of such

State in which the employees referred to in clause (i) are em-

ployed; or
(iii) employees of such State covered by such retirement system who are employed in such department of such State in positions other than those referred to in clause (i).

(7) The certification by the governor (or an official of the State
designated by him for the purpose) required under paragraph (3)
shall be deemed to have been made, in the case of a division or part
(created under subparagraph (C) of paragraph (6) or the corresponding provision of prior law) consisting of the positions of members of a
retirement system who desire coverage under the agreement under this
section, if the governor (or the official so designated) certifies to the
Secretary of Health, Education, and Welfare that—
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(A) an opportunity to vote by written ballot on the question of
whether they wish to be covered under an agreement under this
section was given to all individuals who were members of such
system at the time the vote was held;
(B) not less than ninety days' notice of such vote was given to
all individuals who were members of such system on the date the
notice was issued;
(C) the vote was conducted under the supervision of the gover-

nor or an agency or individual designated by him; and•
(D) such system was divided into two parts or divisions in
accordance with the provisions of subparagraphs (C) and (D)
of paragraph (6) or the corresponding provision of prior law.
For purposes of this pargaraph, an individual in a position to which
the State agreement already applied or in a position excluded by or
pursuant to paragraph (5) shall not be considered a member of the
retirement system.
(8) (A) Notwithstanding paragraph (1), if under the provisions of
this subsection an agreement is, after December 31, 1958, made applicable to service performed in positions covered by a retirement system,

service performed by an individual in a position covered by such a
system may not be excluded from the agreement because such position
is also covered under another retirement system.

(B) Subparagraph (A) shall not apply to service performed by an
individual in a position covered under a retirement system if such
individual, on the day the agreement is made applicable to service
performed in positions covered by such retirement system, is not a

member of such system and is a member of another system.
(C) If an agreement is made applicable, prior to 1959, to service in
positions covered by any retirement system, the preceding provisions
of this paragraph shall be applicable in the case of such system if the
agreement is modified to so provide.
(D) Except in the case of agreements with the States named in subsection (p) and agreements with interstate instrumentalities,, nothing
in this paragraph shall authorize the application of an agreement to
service in any policeman's or fireman's position.
Payments and Reports by States

(e) (1) Each agreement ñnder 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 regulations 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.

(2) Where—
(A) an individual in any calendar year performs services to
which an agreement under this section is applicable (i) as the
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employee of two or more political subdivisions of a State or
(ii) as the employee of a State and one or more political subdivisions of such State; and

(B) such State provides all of the funds for the payment of
those amounts referred to in paragraph (1) (A) which are equiv-'
alent to the taxes imposed by section 3111 of the Internal Revenue
Code of 1954 with respect to wages paid to such individual for
such services; and
(C) the political subdivision or subdivisions involved do not
reimburse such State for the payment of such amounts or, in the
case of services described in subparagraph (A) (ii), for the payment of so much of such amounts as is attributableto employment by such subdivision or subdivisions;
then, nothwithstanding paragraph (1), the agreement under this section with such State may provide (either in the original agreement
or by a modification thereof) that the amounts referred to in paragraph (1) (A) may be computed as though the wages paid to such
individual for the services referred to in clause (A) of this paragraph
were paid by one political subdivision for services performed in its
employ; but t.he provisions of this paragraph shall be applicable only
where such State complies with such regulations as the Secretary
may prescribe to carry out the purposes of this paragraph. The preceding sentence shall be applicable with respect to wages paid after
an effective date specified in such agreement or modification, but in
no event with respect to wages paid before (i) January 1, 1957, in
the case of an agreement or modification which is mailed or delivered
by other means to the Secretary before January 1, 1962, or (ii) the
first day of the year in which the agreement or modification is mailed
or delivered by other means to the Secretary, in the case of an agree-

ment or modification which is so mailed or delivered on or after
January 1, 1962.

Effective Date of Agreement

(f) (1) Except as provided in subsection (e) (2), any agreement or
modification of an agreement under this section shall be effective with
respect to services performed after an effective date specified in such

agreement or modification; except that such date may not be earlier

than the last day of the sixth calendar year preceding the year in

which such agreement or modification, as the case may be, is agreed
to by the Secretary and the State.
(2) Tn the case of service performed by members of any coverage
group—
(A) to which an agreement under this section is made applicable. and
(B) with respect to which the agreement, or modification thereof making the agreement so applicable, specifies an effective date

earlier than the date of execution of such agreement and such

modification, respectively,
the agreement shall, if so requested by the State, be applicable to such

services (to the extent the agreement was not already applicable)

performed before such date of execution and after such effective date
by any individual as a member of such coverage group if he is such a
member on a date, specified by the State, which is earlier than such
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date of execution, except that in no case may the date so specified be

earlier than the date such agreement or such modification, as the case
may be, is mailed, or delivered by other means, to the Secretary.

(3) Notwithstanding the provisions of paragraph (2) of this subsection, in the case of services performed by individuals as members
of any coverage group to which an agreement under this section is
made applicable, and with respect to which there were timely paid
in good faith to the Secretary of the Treasury amounts equivalent to
the sum of the taxes which would have been imposed by sections 3101
and 3111 of the Internal Revenue Code of 1954 had such services
constituted employment for purposes of chapter 21 of such Code at

the time they were performed, and with respect to which refunds
were uiot obtained, such individuals may, if so requested by the State,
be deemed to be members of such coverage group on the date desig-

nated pursuant to paragraph (2).
Termination of Agreement

(g) (1) Upon giving at least two years' advance notice in writing
to the Secretary of Health, Education, and WTelfare, a State may ter-

minate, effective at the end of a calendar quarter specified in the

notice, its agreement with Secretary (either]—
(A) in its entirety but only if the agreement has been in effect

from its effective date for not less than five years prior to the
receipt of such notice; or

(B) with respect to any coverage group designated by the

State, but only if the agreement has been in effect with respect to

such coverage group for not less than five years prior to the
receipt of such notice[]; or
(C) with respect to services of—
(i) all employees included under the agreement as a single
coverage group within the meaning of subsection (d) (4)
which is composed entirely of positions of policemen or firemen or both;
(ii) all employees in positions of policemen or firemen or
both which are included under the agreement as a part of a
coverage group within the meaning of subsection (d) (4); or
(iii) all employees in positions of policemen or firemen or
both which were included under the agreement as a part of
a coverage group as defined in subsection (b) (5) and which
were covered by a retirement system after the date coverage
was extended to such group,
but only if the agreement has been in effect with respect to employees in such positions for not less than five years prior to the
receipt of such notice.
(2) If the Secretary, after reasonable notice and opportunity for
hearing to a State with whom he has entered into an agreement pursuant to this section, finds that the State has failed or is no longer
legally able to comply substantially with any provisuon of such agreement or of this section, he shall notify such State that the agreement
will be terminated in its entirety, or with respect to any one or more
coverage groups designated by him, at such time, not later than two
years from the date of such notice, as he deems appropriate, unless
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prior to such time he finds that there rio longer is any such failure
or that the cause for such legal inability has been removed.
(3) If any agreement. entered into under this section is terminated
in its entirety, the Secretary and the State may not again enter into
an agreement pursuant. to this section. If any such agreement is
terminated with respect to any coverage group, the Secretary and
the State may not thereafter modify such agreement so as to again
make the. agreement applicable with respect to such coverage group.
If any such agreement is terminated with respect to services of employees in positions of policemen or firemen as described in paragraph

(1) (C), the Secretary and the State may iot thereafter modify such
agreement so as to again. moke the agreement applicable to services
performed by employees in such positions.
Deposits in Trust Fund; Adjustments

(h) (1) All amounts, received by the Secretary of the Treasury
under an agreement made pursuant to this section shall be deposited
]n 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, subsection (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 pursuant. 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 he, prescribed by regulations 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, Elucatioii. 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 accordance with
such certification. The Managing Trustee shall riot be held personally

liable, for any payment or payments made in accordance with a
certification by the. Secretary of Heal'th, Education, and Welfare.
Regulations

(i) Regulations of the Secretary of Health. Education. and Welfare
to carry out. the purposes of this section shall he designed to make the
requirements imposed on States l)lii'suant to t.his section the same, so
far as practicable, as those imposed on employers pursuant to t.his title
and chapter 21 and subtitle, F of the Internal Revenue, Code of 1954.
Failure To Make Payments

(j) In case any State does not make, at the time or times due, the
payments provided for under an agreement pursuant, to t.his 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 Welfare may, in his discretion, deduct
such amounts plus interest from any amounts certified by him to the
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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).
Instrumentalities of Two or More States

(k) (1) The Secretary of Health, Education, and Welfare may, at
the request of any instrumentality of two or more States, enter into
an agreement with such instrumentality for the purpose of extending
t.he insurance system established by this title to services performed by
individuals as employees of such instrumentality. Such agreement, to
the extent practicable, shall be governed by the provisions of this section applicable in the case of an agreement with a State.

(2) In the case of any instrumentality of two or more States, if—
(A) employees of such instrumentality are in positions covered
by a retirement system of such instrumentality or of any of such
States or any of the political subdivisions thereof, and

(B) such retirement system is (on, before, or after the date
of enactment of this paragraph) divided into two divisions or
parts, one of which is composed of positions of members of such
system who are employees of such instrumentality and who desire
coverage under an agreement under this section and the other of
which is composed of positions of members of such system who
are employees of such instrumentality and who do not desire such
coverage, and
(C) it is provided that there shall be included in such division

or part composed of the positions of members desiring such

coverage the positions of employees of such instrumentality who
become members of such system after such coverage is extended,
then such retirement system shall, if such instrumentality so desires,
be deemed to be a separate retirement system with respect to each such

division or part. An individual who is in a position covered by a
retirement system divided pursuant to the preceding sentence and
who is not a member of such system but is eligible to become a member
thereof shall, for purposes of this subsection, be regarded as a member
of such system. Coverage under the agreement of any such individual

shall be provided under the same conditions, to the extent practicable, as are applicable in the case of the States to which the provisions of subsection (d) (6) (C) apply. The position of any employee.

of any such instrumentality which is covered by any retirement
system to which the first sentence of this paragraph' is applicable
shall, if such individual is ineligible to become a member of such
system on the date of enactment of this paragraph or, if later, the

day he first occupies such position, be deemed to be covered by the
separate retirement system consisting of the positions of members of
the division or part who do not desire coverage under the insurance
system established under this title. Services in positions covered by
a separate retirement system created pursuant to this subsection (and
consisting of the positions of members who desire coverage under an
agreement under this section) shall be covered under such agreement
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compliance, to the extent practicable, with the same conditions as
are applicable to coverage under an agreement under this section of
services in positions covered by a separate retirement system created
pursuant to subparagraph (C) of subsection (d) (6) or the corresponding provision of prior law (and consisting of the positions of
on

members who desire coverage under such agreement).

(3) Any agreement with any instrumentality of two or more States
entered into pursuant to this Act may, notwithstanding the provisions

of subsection (d) (5) (A) and the references thereto in subsections
(d) (1) and (d) (3), apply to service performed by employees of such
instrumentality in any policeman's or fireman's position covered by
a retirement system, but only upon compliance, to the extent practicable, with the requirements of subsection (d) (3). For the purpose
of the preceding sentence, a retirement system which covers positions
of policemen or firemen or both, and other positions shall, if the instrumentality concerned so desires, be deemed to be a separate retirement system with respect to the positions of such policemen or firemen,
or both, as the case may be.
Delegation of Functions

(1) The Secretary of Health, Education, and Welfare is authorized
pursuant to agreement with the head of any Federal agency, to delegate any of his functions under this section to any officer or employee
of such agency and otherwise to utilize the services and facilities of
such agency in carrying out such functions, and payment therefor'
shall be in advance or by way of reimbursement, as may be provided
in such agreement.
Wisconsin Retirement Fund

(m) (1) Notwithstanding paragraph (1) of subsection (d), the

agreement with the State of Wisconsin may, subject to the provisions
of this subsection, be modified so as to apply to service performed by
eniployees in positions covered by the Wisconsin retirement fund.
(2) All employees in positions covered by the Wisconsin retirement
fund at any time on or after January 1, 1951, shall, for the purposes
of subsection (c) only, be deemed to be a separate coverage group; except that there shall be excluded from such separate coverage group
all employees in positions to which the agreement applies without regard to this subsection.
(3) The modification pursuant to this subsection shall exclude (in
the case of employees in the coverage group established by paragraph
(2) of this subsection) service performed by any individual during
any period before he is included under the Wisconsin retirement fund.
(4) The modification pursuant to this subsection shall, if the State

of Wisconsin requests it, exclude (in the case of employees in the
coverage group established by paragraph (2) of this subsection) all
service performed in policemen's positions, all service performed in
firemen's positions, or both.
Certain Positions No Longer Covered by Retirement Systems

(n) Notwithstanding subsection (d), an agreement with any State
entered into under this section prior to t.he date of the enactment of
this subsection may, prior to January 1, 1958, be modified pursuant
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to subsect )n (c) (4) so as to apply to services performed by employees,

as member, of any coverage group to which such agreement already
applies (ant' to which such agreement applied on such date of enact-

ment), in positions (1) to which such agreement does not already
apply, (2) which were covered by a retirement system on the date
such, agreement was made applicable to such coverage group, and
(3) which, by reason of action by such State or political subdivision
thereof, as may be appropriate, taken prior to the date of the enactment of this subsection, are no longer covered by a retirement system
on the date such agreement is made applicable to such services.
Certain Employees of the State of Utah

(o) Notwithstanding the provisions of subsection (d), the agreement with the State of Utah entered into pursuant to this section may
be modified pursuant to subsection (c) (4) so as to apply to services
performed for any of the following, the employees performing serv-

ices for each of which shall constitute a separate coverage group:
Weber Junior College, Carbon Junior College, Dixie Junior College,
Central Utah Vocational School, Salt Lake Area Vocational School,
Center for the Adult Blind, Union High School (Roosevelt, Utah),
Utah High School Activities Association, State Industrial School,
State Training School, State Board of Education, and Utah School
Employees Retirement Board. Any modification agreed to prior to
January 1, 1955, may be made effective with respect to services performed by employees as members of any of such coverage groups
after an effective date specified therein, except that in no case may
any such date be earlier than December 31, 1950.
Policemen and Firemen in Certain States

(p) (1) Any agreement with the State of Alabama, California,

Florida, Georgia, Hawaii, Idaho, Kansas, Maine, Mary] and, New York,
North Carolina, North Dakota, Oregon, Puerto Rico, South Carolina,

South Dakota, Tennessee, Texas, Vermont, Virginia, or Washington
entered into pursuant to this section prior to the date of enactment
of this subsection may, notwithstanding the provisions of subsection
(d) (5) (A) and the references thereto in subsections (d) (1) and (ci)
(3), be modified pursuant to subsection (c) (4) to apply to service performed by employees of such State or any political subdivision there-

of in any policeman's or fireman's position covered by a retirement

system in effect on or after the date of the enactment of this subsection,
but only upon compliance with the requirements of subsection (d) (3).
For the purposes of the preceding sentence, a retirement system which
covers positions of policemen or firemen, or both, and other positions

shall, if the State concerned so desires, be deemed to be a separate
retirement system with respect to the positions of such policemen or
firemen, or both, as the case may be.

(2) A State, not otherwise listed by name in paragraph (1), shal)
be deemed to be a State listed in such paragraph for the purpose of
extending coverage under this title to service in firemen's positions
covered by a retirement system, if the Governor of the State, or an
official of the State designated by him for the pñrpose, certifies to the
Secretary of Health, Education, and Welfare that the overall benefit
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protection of the employees in such positions would be improved by
reason of the extension of such coverage to such employees. Notwithstanding the. provisions of the second sentence of such paragraph (1),
such firemen's positions shall be deemed a senarate retirement system
and no other positions shall be included in such system.
Time Limitation on Assessments

(q) (1) •Where a State is liable for an amount due under an agreement pursuant to this section, such State shall remain so liable until
the Secretary is satisfied that the amount due has been paid to the
Secretary of the Treasury.
(2) Notwithstanding paragraph (1), a State shall not be liable for
an amount due under an agreement pursuant to this section, with respect to the wages paid to individuals, after the expiration of the latest
of the following periods—

(A) three years, three months, and fifteen days after the year
in which such wages were paid, or

(B) three years after the date on which such amount became
due, or

(C) three years, three months, and fifteen days after the year
following the year in which this subsection is enacted,
unless prior to the expiration of such period the Secretary makes an
assessment of the amount due.

(3) For purposes of this subsection and section 205 (c), an assessment .of an amount due is made when the Secretary mails or otherwise
delivers to the State a notice stating the amount he has determined to
be due under an agreement pursuant to this section and the basis for
such determination.

(4) An assessment of an amount due made by the Secretary after
the expiration of the period specified in paragraph (2) shall nevertheless be deemed to have been made within such period if—

(A) before the expiration of such period (or, if it has pre-

viously been extended under this paragraph, of such period as
so extended), the State and the Secretary agree in writing to an
extension of such period (or extended period) and, subject to
such conditions as may be agreed upon, the Secretary makes the

assessment prior to the expiration of such extension; or
(B) within the 365 days immediately preceding the expiration

of such period (or extended period) the State pays to the Secretary of the Treasury less than the correct amount due under an
agreement pursuant to this section with respect to wages paid to
individuals in any calendar quarters as members of a coverage
group, and the Secretary of Health, Education, and Welfare
makes the assessment, adjusted to take into account the amount
paid by the State, no later than the 365th day after the day the
State made payment to the Secretary of the Treasury; lut the
Secretary of Health, Education, and Welfare. shall make such
assessment only with respect to the wages paid to such individuals in such calendar quarters as members of such coverage
group; or
(C) pursuantto subparagraph (A) or (B) of section 205(c) (5)
he includes in his records an entry with respect to wages for an
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individual, but only if such assessment is limited to the amount
due with respect to such wages and is made within the period
such entry could be made in such records under such subparagraph.

(5) If the Secretary allows a claim for a credit or refund of an

overpayment by a State under an agreement pursuant to this section,
with respect to wages paid or alleged to have been paid to an individual in a calendar year for services as a member of a coverage

group, and if as a result of the facts on which such allowance is
based there is an amount due from the State, with respect to wages

paid to such individual in such calendar year for services performed
as a member of a coverage group, for which amount the State is not
liable by reason of paragraph (2) then notwithstanding paragraph
(2) the State shall be liable for such amount due if the Secretary
makes an assessment of such amount due at the time of or prior to
notification to the State of the allowance of such claim. For purposes of this paragraph and paragraph (6), interest as provided for
in subsection (j) shall not be included in determining the amount due.
(6) The Secretary shall accept wage reports filed by a State under
an agreement pursuant to this section or regulations of the Secretary
thereunder, after the expiration of the period specified in paragraph
(2) or such period as extended pursuant to paragraph (4), with
respect to wages which are paid to individuals performing services
as employees in a coverage group included in the agreement and for
payment in connection with which the State is not liable by reasons
of paragraph (2), only if the State—
(A) pays to the Secretary of the Treasury the amount due
under such agreement with respect to such wages, and

(B) agrees in writing with the Secretary of Health, Education,
and Welfare to an extension of the period specified in paragraph

(2) with respect to wages paid to all individuals performing
services as employees in such coverage group in the calendar
quarters designated by the State in such wage reports as the
periods in which such wages were paid. If the State so agrees,
the period specified in paragraph (2), or such period as extended
pursuant to paragraph (4), shall be extended until such time as
the Secretary notifies the State that such wage reports have been
accepted.

(7) Notwithstanding the preceding provisions of this subsection,
where there is an amount due by a State under an agreement pursuant to this section and there has been a fraudulent attempt on the
part of an officer or employee of the State or any political subdivision
thereof to defeat or evade payment of such amount due, the State shall

be liable for such amount due without regard to the provisions of
paragraph (2), and the Secretary may make an assessment of such
amount due at any time.

Time Limitations on Credits and Refunds

(r) (1) No credit or refund of an overpayment by a State under
an agreement pursuant to this section with respect to wages paid or
alleged to have been paid to an individual as a member of a coverage
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group in a calendar quarter shall be allowed after the expiration of
the latest of the following periods—

(A) three years, three months, and fifteen days after the year
in which occurred the calendar quarter in which such wages were
paid or alleged to have been paid, or

(B) three years after the date the payment which included

such overpayment became due under such agreement with respect
to the wages paid or alleged to have been paid to such individual
as a member of such coverage group in such calendar quarter, or
(C) two years after such overpayment was made to the Secretary of the Treasury, or

(D) three years, three months, and fifteen days after the year
following the year in which this subsection is enacted,

unless prior to the expiration of such period a claim for such credit
or refund is filed with the Secretary of Health, Education, and Welfare by the State.

(2) A claim for a credit or refund filed by a State after the expiration of the period specified by paragraph (1) shall nevertheless
be deemed to have been filed within such period if—

(A) before the expiration of such period (or, if it has previously been extended under this subparagraph, of such period as
so extended) the State and the Secretary agreed in writing to an
extension of such period (or extended period) and the claim is
filed with the Secretary by the State prior to the expiration of
such extension; but any claim for a credit or refund valid because of this subparagraph shall be allowed only to the extent
authorized by the conditions provided for in the agreement for
such extension, or

(B) the Secretary deletes from his records an entry with re-

spect to wages of an individual pursuant to the provisions of sub-

paragraph (A), (B), or (E) of section 205(c) (5), but oniy with
respect to the entry so deleted.
Review by Secretary

(s) Where the Secretary has made an assessment of an amount due
by a State under an agreement pursuant to this section, disallowed a
State's claim for a credit or refund of an overpayment under such
agreement, or allowed a State a credit or refund of an overpayment
under such agreement, he shall review such assessment, disallowance,
or allowance if a written request for such review is filed with him b
the State within 90 days (or within such further time as he may allow
after notification to the State of such assessment, disallowance, or
allowance. On the basis of the evidence obtained by or submitted to
the Secretary, he shall render a decision affirming, modifying, or reversing such assessment, disallowance, or allowance. In notifying the
State of his decision, the Secretary shall state the basis therefor.
Review by Court

(t) (1) Notwithstanding any other provision of this title any State,
irrespective of the amount in controversy, may file, within, two years

after the mailing to such State of the notice of any decision by the
Secretary pursuant to subsection (s) affecting such State, or withm
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further time as the Secretary may allow, a civil action for a redetermination of the correctness of the assessment of the amount due,
the disallowance of the claim for a refund or credit, or the allowance of

the refund or credit, as the case may be, with respect to which the
Secretary has rendered such decision. Such action shall be brought in
the district court of the United States for the judicial district in which
is located the capital of such State, or, if such action is brought by an
instrumentality of two or more States, the principal office of such instrumentality. The judgment of the court shall be final, except that
it shall be. subject to review in the same manner as judgments of such

court in other civil actions. Any action filed under this subsection
shall survive notwithstanding any change in the person occupying the
office of Secretary or any vacancy in such office.

(2) Notwithstanding the provisions of section 2411 of title 28,
United States Code, no interest shall accrue to a State after final
judgment with respect to a credit or refund of an overpayment made
under an agreement pursuant to this section.
(3) The first sentence of section 2414 of title 28, United States Code,

shall not apply to final judgments rendered by district courts of the
United States in civil actions filed under this subsection. In such
cases, the payment of amounts due to States pursuant to such final
judgments shall be adjusted in accordance with the provisions of this
section and with regulations promulgated by the Secretary.
Positions Compensated Solely on a Fee Basis

(u) (1) Notwithstanding any other provision in this section, an
agreement entered into under this section may be made applicable to
service performed after 1967 in any class or classes of positions compensated solely on a fee basis to which such agreement did not apply
prior to 1968 only if the State specifically requests that its agreement
be made applicable to such service in such class or classes of positions.
(2) Notwithstanding any other provision in this section, an agreement entered into under this section may be modified, at the option of
the State, at any time after 1967, so as to exclude services performed
in any class or classes of positions compensation for which is solely
on a fee basis.

(3) Any modification made under this subsection shall be effective
with respect to services performed after the last day of the calendar
year in which the modification is agreed to by the Secretary and the
State.

(4) If any class or classes of positions have been excluded from
coverage under the State agreement by a modification agreed to under
this subsection, the Secretary and the State may not thereafter modif

such agreement so as to again make the agreement applicable wit
respect to such class or classes of positions.

Sec. 219. [Repealed.]

Disability Provisions Inapplicable if Benefit Rights Impaired
Sec. 220. None of the provisions of this title relating to periods of
disability shall apply in any case in which their application would
result in the denial of monthly benefits or a lump-sum death payment
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which would otherwise be payable under this title; nor shall they
apply in the case of any monthly benefit or lump-sum death payment
under this title if such benefit or payment would be greater without
their application.
Disability Determinations
Sec. 221. (a) In the case of any individual, the determination of
whether or not he is under a disability (as defined in section 216(i)
or 223 (ci)) and of the day such disability began, and the determination of the day on which such disability ceases, shall, except as provided in subsection (g), be made by a State agency pursuant to an
agreement entered into under subsection (b). Except as provided in
subsection (c) and (d), any such determinations shall be the determination of the Secretary for purposes of this title.
(b) The Secretary shall enter into an agreement with each State
which is willing to make such an agreement under which the State
agency or agencies administering the State plan approved under the
Vocational Rehabilitation Act, or any other appropriate State agency
or agencies, or both, will make the determinations referred to in subsection (a) with respect to all individuals in such State, or with respect
to such class or classes of individuals in the State as may be designated
in the agreement at the State's request.
(c) The Secretary may on his own motion review a determination,
made by a State agency pursuant to an agreement under this section,

that an individual is under a disability (as defined in section 216(i)
or 223(d)) and, as a result of such review, may determine that such
individual is not under a disability (as so defined) or that such disability began on a day later than that determined by such agency, or
that such disability ceased on a day earlier than that determined by
such agency.

(d) Any individual dissatisfied with any determination under sub-.
section (a), (c), or (g) shall be entitled to a hearing thereon by the
Secretary to the same extent as is provided in section 205(b) with
respect to decisions of the Secretary, and to judicial review of the
Secretary's final decision after such hearing as is provided in section
205(g).
(e) Each State which has an agreement with the Secretary under
this section shall be entitled to receive from the Trust Funds, in advance or by way of reimbursement, as may be mutually agreed upon,
the cost to the State of carrying out the agreement under this section.
The Secretary shall from time to time certify such amount as is necessary for this purpose to the Managing Trustee, reduced or increased,
as the case may be, by any sum (for which adjustment hereunder has
not previously been made) by which the amount certified for any prior
period was greater or less than the amount which should have been
paid to the State under this subsection for such period; and the Managing Trustee, prior to audit or settlement by the General Accounting
Office, shall make payment from the Trust Funds at the time or times
fixed by the Secretary, in accordance with such certification. Appropriate adjustments between the Federal Old-Age and Survivors

Insurance Trust Fund and the Federal Disability Insurance Trust
Fund w'ith respect to the payments made under this subsection shall
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be made in accordance with paragraph (1) of subsection (g) of section 201 (but taking into accoimt any refunds under suhsectior (f') of

this section') to insure that the Federal Disability Trust Fund is

charged with all expenses incurred which are attributable to the administration of section 223 and the Federal OTd-Ae and Survivors
Insurance Trust Fund is charred with all other expenses.
(f') All money paid to a State under this section shall he used solely
for the purposes for which it is paid; and any money so paid which
is not used for such purposes shall be returned to the Treasury of the
United States for denosit in the Trust Funds.
(g) In the case of individuals in a State which has no agreement
under subsection (b), in the case of individuals outside the United
States. and in the case of any class or classes of individuals not included in an agreement under subsection (b), the determinations referred to in subsection (a) shall be made by the Secretary in accordance with regulations prescribed by him.

Rehabilitation Services
Referral for Rehabilitation Services

Sec. 222. (a) It is hereby declared to be the policy of the 'Congress
that disabled individuals applying for a determination of disability,
and disabled individuals who are entitled to child's insurance benefits,
widow's insurance benefits, or widower's insurance benefits, shall be
promptly referred to the State agency or agencies administering or
supervising the administration of the State plan approved under the
Vocational Rehabilitation Act for necessary vocational rehabilitation
services, to the end that the maximum number of such individuals
may be rehabilitated into productive activity.
Deduction on Account of Refusal To Accept Rehabilitation Services

(b) (1) Deductions, in such amounts and at such time or times as the

Secretary shall determine, shall be made from any payment or payments under this title to which an individual is entitled, until the total
of such deductions equals such individual's benefit or benefits under
sections 202 and 223 for any month in which such individual, if a child
who has attained the age of eighteen and is entitled to child's insurance

benefits, a widow, widower or surviving divorced wife who has not
attained age 60, (a widower who has not attained age 62,] 1 or an
individual entitled to disability insurance benefits, (other than such an
individual whose disability is blindness,, as defined in section fJl6 (i)
(1) (B)), refuses without good cause to accept rehabilitation services
available to him under a State plan approved under the Vocational
Rehabilitation Act. Any individual who is a member or adherent of
any recognized church or religious sect which teaches its member or
adherents to rely solely, in the treatment and cure of any physical or
mental impairment, upon prayer or spiritual means through the application and use of the tenets or teachings of such church or sect, and
1 Applies to benefits payable under section 202 for months after December 1972. except
that in the case of an Individual not entitled to 'a benefit for December 1972, benefits will
be payable on1y on the basis of an application filed In or after the month of enactment.
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who, solely because of his adherence to the teachings or tenets of such

church, or sect, refuses to accept rehabilitation services available to
him under a State plan approved under the Vocational Rehabilitation
Act, shall, for the purposes of the first sentence of this subsection, be
deemed to have done so with good cause.

(2) Deductions shall be made from any child's insurance benefit to
which a child who has attained the age of eighteen is entitled or from
any mother's insurance benefit to which a person is entitled, until the
total of such deductions equals such child's insurance benefit or benefits
or such mother's insurance benefit or benefits under section 202 for any
month in which such child or person entitled to mother's insurance
benefits is married to an individual who is entitled to disability insurance benefits and in which such individual refuses to accept rehabilitation services and a deduction, on account of such refusal, is imposed

under paragraph (1). If both this paragraph and paragraph (3) are
applicable to a child's insurance benefit for any month, only an amount
equal to such benefit shall be deducted.

(3) Deductions shall be made from any wife's, husband's, or child's
insurance benefit, based on the wages and self-employment income of
an individual entitled to disability insurance benefits, to which a wife,

divorced wife, husband, or child is entitled, until the total of such
deductions equal such wife's, husband's, or child's insurance benefit or
benefits under section 202 for any month in which the individual, on
the basis of whose wages and self-employment income such benefit was

payable, refuses to accept rehabilitation services and deductions, on
account of such refusal, are imposed under paragraph (1).
(4) The provisions of paragraph (1) shall not apply to any child
entitled to benefits under section 202(d), if he has attained the age of
18 but has not attained the age of 22, for any month during which he
is a full-time student (as defined and determined under section 202

(d)).

Period of Trial Work

(c) (1) The term "period of trial work", with respect to an individual entitled to benefits under section 223 or 202(d), means a period of
months beginning and ending as provided in paragraphs (3) and (4).
(2) For purposes of sections 216(i) and 223, any services rendered
by an individual during a period of trial work shall be deemed not to

have been rendered by such individual in determining whether his
disability has ceased in a month during such period. For purposes
of this subsection the term "services" means activity which is performed for remuneration or gain or is determined by the Secretary to
be of a type normally performed for remuneration or gain.

(3) A period of trial work for any individual shall begin with the
month in which he becomes entitled to disability insurance benefits,
or, in the case of an individual entitled to benefits under section 202(d)
who has attained the age of eighteen, with the month in which he becomes entitled to such benefits or the month in which he attains the age

of eighteen, whichever is later. Notwithstanding the preceding sentence, no period of trial work may begin for any individual prior to
the beginning of the month following the month in which this paragraph is enacted; and no such period may begin for an individual in
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a period of disability of such individual in which he had a previous
period of trial work.
(4) A period of trial work for any individual shall end with the
close of whichever of the following months is the earlier:

(A) the ninth month, beginning on or after the first day of

such period, in which the individual renders services (whether or
not such nine months are consecutive) ; or

(B) the month in which his disability (as defined in section

223(d)) ceases (as determined after application of paragraph (2)
of this subsection).
(5) In the case of an individual who becomes entitled to benefits
under section 223 for any month as provided in clause (ii) of subsection (a) (1) of such section, the preceding provisions of this subsection shall not apply with respect to services in any month beginning
with the first month for which he is so entitled and ending with the
first month thereafter for which he is not entitled to benefits under
section 223.

Costs of Rehabilitation Services From Trust Funds

(d) (1) For the purpose 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 having 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] 60,1 to the end that savings

will result to the Trust Fund 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 attrib-

utable 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] may not exceed—

(i) 1 percent in the fiscal year ending June .90, 1972,
(ii) 1.25 percent in the flecal year ending June 30, 1973,
(iii) 1.5 percent in the fiscal year ending June .90, 1974, and
thereafter,
of the total of the benefits under section 202(d) for children who
have attained aqe 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 disability, the benefits under
'Applies to benefits payable under section 202 for months after December 1972, except
that in the case of an individual not entitled to a benefit for December 1972, benefits will
be payable only on the basis of an application filed in or after the month of enactment.
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section 202(f) for widowers who have not attained age (62] 60,
and the benefits under section 223, which were certified for paynient 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 accordance with criteria formulated by
the Secretary which are based upon the ehect 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 rehabilitation services shall be furnished under a State plan
for vocational rehabilitation serv ices 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 criteria
prescribed by the Secretary pursuant to paragraph (1), with

reasonable promptness and in accordance with the order of selection determined under such criteria, and
(C) provides that such services will be furnished to any individual without regard to (i) his citizenship or place of residence,
(ii) his need for financial 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 be

followed under the State plan pursuant to section 5(a) (4) of

the Vocational 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, institutions, 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 underpayments.
(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 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 l)msability 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 t.his 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 "vocational rehabilitation services" 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 accordance with regulations of the Secretary
designed to achieve the purposes of this subsection.
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Disability Insurance Benefit Payments
Disability Insurance Benefits

Sec. 223. (a) (1) Every individual who—
(A) is insured for disability insurance benefits (as determined
under subsection (c) (1)),
[(B) has not attained the age of sixty-five,]
(B) in the case of any individual other than an individual

whose disability is blindness (as defined in section 16(i) (1) (B)),
has not attained the age of 65,
(C) has filed application for disability insurance benefits, and

(D) is under a disability (as defined in subsection (d)) shall
be entitled to a disability insurance benefit (i) for each month

beginning with the first month after his waiting period (as defined

in subsection (c) (2)) in which he becomes so entitled to such
insurance benefits, or (ii) for each month beginning with the
first month during all of which he is under a disability and in
which he becomes so entitled to such insurance benefits, but only

if he was entitled to disability insurance benefits which terminated, or had a period of disability (as defined in section 216(i))
which ceased, within the sixty-month period preceding the first
month in which he is under such disability, and ending with the
month preceding whichever of the following months is the earliest: the month in which he dies, (the month in which he attains
age 65,]. in the case of any individual other than an individual
whose disability is blindness (as defined in section 216(i) (1)
(B)), the month in which he attains age 65 or the third month
following the month in which his disability ceases. [No payment
under this paragraph may be made to an individual who would
not meet the definition of disability in subsection (d) except for
paragraph (1) (B) thereof for any month in which he engages in
substantial gainful activity, and no payment may be made for such
month under subsection (b), (c), or (d) of section 202 to any person on the basis of the wages and self-employment income of such
individual.] In the case of a deceased individual, the requirement
of subparagraph (C) may be satisfied by an application for benefits

filed with respect to such individual within S monthe after the
month in which he died.'

(2) Except as provided in section 202(q), such individual's disability insurance benefit for any month shall be equal to hIs primary
insurance amount for such month determined under section 215 as
though he had attained age 62 ((if a woman) or age 65 (if a man)],2
and, in the case of any individual whose disability is blindness (as
defined in section P216 (i) (1) (B)), as though lie were a fully insured
individual, in—

'Applies in case of deaths occurring after Dec. 31. 1969. Applications with resnect to
deaths occurring after Dec. 31, 1969. but before date of enactment which are filed in,
or within 3 months after, the month of enactment shall be deemed filed in the month in
which
such death o&urred.
2 Applies
only in the case of a man who attains (or would attain) age 62 after December 1974.
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(A) the first month of his waiting period, or

(B) in any case in which clause (ii) of paragraph (1) of this
subsection is applicable, the first month for which he becomes

entitled to such disability insurance benefits,
and as though he had become entitled to old-age insurance benefits in
the month in which (he filed his application for disability insurance
benefits and was] the application for disability inura?we benefits was

filed and he was entitled to an old-age insurance benefit for each

month for which (pursuant to subsection (b)) he was entitled to a disability insurance benefit. For the purposes of the preceding sentence,
(in the case of a woman] in the case of an individual 1 who attained
age 62 in or before the first month referred to in subparagraph (A) or
(B) of such sentence, as the case may be, the elapsed years referred to
in section 215(b) (3) shall not include the year in which (she] he 2
attained age 62, or any year thereafter.
Filing of Application

(b) An application for disability insurance benefits filed before the
first month in which the applicant satisfies the requirements for such
benefits (as prescribed in snbsection (a) (1)). shall be deemed a valid
application only if the applicant satisfies the requirements for such
benefits before the Secretary makes a final decision on the application.

If, upon final decision by the Secretary, or decision upon judicial
review thereof, such applicant is found to satisfy such requirements,
the application shall be deemed to have been filed in such first month.
An individual who would have been entitled to a disability insurance

benefit for any month had he filed application therefor before the
end of such month shall be entitled to such benefit for such month
(if he files such application] if such application is filed before the
end of the 12th month immediately succeeding such mouth.
Definitions of Insured Status and Waiting Period

(c) For purposes of this section—
(1) An individual (other than an individual whose di.sability
is blindness, as defined in section d16 (i) (1) (B) ), shall be insured
for disability insurance benefits in any month if—

(A) he would have been a fully insured individual (as

defined in section 214) had he attained age 62 ((if a woman')

or age 65 (if a man)]3 and filed application for benefits
under section 202(a) on the first day of such month, and
(B) (i) he had not less than 20 quarters of coverage during
the 40-quarter period which ends with'the quarter in which
such month occurred, or
Applies only in the case of a man who attains (or would attain) age 62 after DecemApplies only in the case of a man who attains (or would attain) age 62 after December3 1974.
AjplIes only In the case of a man who attains (Or would attain) age 52 after
December 1974.
In the case of a man who attains or will attain age 82 in 1973, the figure '65 shall be
deemed to read "64".
In the case of a man who attains or will attain age 62 in 1974, the figure 65' shall
be deemed to read "63".
ber 1974.
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(ii) if such month ends before the quarter in which he attains (or would attain) age 31, not less than one-half (and
not less than 6) of t.he quarters during the period ending
with the quarter in which such month occurred and beginning after he attained age 21 were quarters of coverage,
or (if the number of quarters in such period is less than 12)
not less than 6 of the quarters in the 12-quarter period ending with such quarter were quarters of coverage. For pur-

poses of subparagraph (B) of this paragraph, when the
number of quarters in any period is an odd number, such
number shall be reduced by one, and a quarter shall not be

counted as part of any period if any part of such quarter
was included in a period of disability unless such quarter

was a quarter of coverage.

An individual whose disability is blindness (as defined in section
p16(s) (1) (B)) shall be insured for disability insurance benefits in any
mont/i if he had not less than six quarters of coverage before the
quarter in which 8UCh month occurs.

(2) The term "waiting period" means, in the case of any application for disability insurance benefits, the earliest period of
six] four consecutive calendar months—
(A) throughout which the individual [who files such application] with respect to whom such application is filed has
been under a disability, and

(B) (i) which begins not earlier than with the first day of

the (eighteenth] sixteenth month before the month in
which such apJ1ication is filed if such individual is insured

for disability insurance benefits in such [eighteenth] sixteenth month, or (ii) if he is not so insured in such month,
which begins not earlier than the first day of the first month

after (eighteenth] sixteenth month in which he is so insured.
Notwithstanding the preceding provisions of this paragraph, no
waiting period may begin for any individual before January 1,
1957.

Definition of Disability

(d) (1) The term "disability" means—

(A) inability to engage in any substantial gainful activity by

reason of any medically determinable physical or mental impairment which can be expected to result in death or which has lasted
or can be expected to last for a continuous period of not less than
12 months; or

((B) in the case of an individual who has attained the age of
55 and is blind (within the meaning of "blindness" as defined in
section 216(i) (1)), inability by reason of such blindness to engage

1 AptTlies In case of deaths occurring after Dec. 31. 1969. ApplicatIons with reapect
filed
to deaths occurring after Dec. 31. i969, but before date of enactment which aremonth
in, or within 3 months after, the month of enactment shall be deemed filed in the

in which such death occurred.
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in substantial gainful activity requiring skills or abilities comparable to those of any gainful activity in which he has previously

engaged with some regularity and over a substantial period of
time.]
(B) blindness (as defined in section 216(i) (1) (B))
(2) For purposes of paragraph (1) (A)—
(A) an individual (except a widow, surviving divorced wife, or

widower for purposes of section 202 (e) or (f); and except a

brother for purposes of section 202(x)) shall be determined to be
under a disability only if his physical or mental impairment or
impairments are of such severity that he is not only unable to do
his previous work but cannot, considering his age, education, and
work experience, engage in any other kind of substantial gainful
work which exists in the national economy, regardless of whether

such work exists in the immediate area in which he lives, or
whether a specific job vacancy exists for him, or whether he would

be hired if he applied for work. For purposes of the preceding
sentence (with respect to any individual), "work which exists in
the national economy" means work which exists in significant
numbers either in the region where such individual lives or in
several regions of the country.
(B) A widow, surviving divorced wife, or widower shall not be

determined to be under a disability (for purposes of section 202
(e) or (f) unless his or her physical or mental impairment or impairments are of a level of severity which under regulations prescribed by the Secretary is deemed to be sufficient to preclude an
individual from engaging in any gainful activity.
(3) For purposes of this subsection, a "physical or mental impairment" is an impairment that results from anatomical, physiological,
or psychological abnormalities which are demonstrable by medically
acceptable clinical and laboratory diagnostic techniques.

(4). The Secretary shall by regulations prescribe the criteria for

determining when services performed or earnings derived from services demonstrate an individual's ability to engage in substantial gain-

ful activity. Notwithstanding the provisions of paragraph (2), an

individual (other than an individval whose disabilit?/ is blindness, a
defined in section 216(i) (1) (B)) whose services or earnings meet
such criteria shall, except for purposes of section 222(c), be found not
to be disabled.

(5) An individual shall not be considered to be under a disability
unless he furnishes .such medical and other evidence of the existence
thereof as the Secretary may require.

Reduction of Benefits Based on Disability on Account of Receipt
of Workmen's Compensation
Sec. 224. (a) If for any month prior to the month in which an individual attains the age of 62—
(1) such individual is entitled to benefits under section 223, and

(2) such individual is entitled for such month, under a workmen's compensation law or plan of the United States or a State
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to periodic benefits for a total or partial disability (whether or not

permanent), and the Secretary has, in a prior month, received

notice of such entitlement for such month,
the total of his benefits under section 223 for such month and of any
benefits under section 202 for such month based on his wages and self-

employment income shall be reduced (but not below zero) by the
amount by which the sum of—

(3) such total of benefits under sections 223 and 202 for such
month, and
(4) such periodic benefits payable (and actually paid) for such
month to such individual under the workmen's compensation law
or plan,
exceeds the higher of—
(5) 80 per centum of his "average current earnings", or
(6) the total of such individual's disability insurance benefits
under section 223 for such month and of any monthly insurance
benefits under section 202 for such month based on his wages and
self-employment income, prior to reduction under this section.
In no case shall the reduction in the total of such benefits under sec-

tions 223 and 202 for a month (in a continuous period of months)
reduce such total below the sum of—

(7) the total of the benefits under sections 223 and 202, after
reduction under this section, with respect to all persons entitled
to benefits on the basis of such individual's wages and self-employ?
ment income for such month which were determined for such individual and such persons for the first month for which reduction
under this section was made (or which would have been so determined if all of them had been so entitled in such first month), and
(8) any increase in such benefits with respect to such individual

and such persons, before reduction under this section, which is

made effective for months after the first month for which reduction
under this section is made.

For purposes of clause (5), an individual's average current earnings
means the [larger] largest 1 of (A) the average monthly wage used for
purposes of computing his benefits under section 223, (or] (B) onesixtieth of the total of his wages and self-employment income (computed without regard to the limitations specified in sections 209(a)
and 211(b) (1)) for the five consecutive calendar years after 1950 for
which such wages and self-employment income were highest, or (C)
one-twelfth of the total of his wages and self-employment income (computed without regard to the limitations specified in sections O9 (a) and

211(b) (1)) for the calendar year in whieh lie had the highest 8UCh
wages and income during the period con8isting of the calendar year in
which lie became disabled (as defined in section 2J2S(d)) and the five
years preceding that year.2 In any case where an individual's wages
and self-employment income reported to the Secretary for a calendar
year reach the limitations specified in sections 209(a) and 211(b) (1),
the Secretary under regulations shall estimate the total of such wages
and self-employment income for purposes of (clause (B)] clauses (B)
and (0)2 of the preceding sentence on the basis of such information
1
2

Applies to benefits for months after December 1972.
Applies to benefits for months after December 1972.
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as may be available to him indicatiig the extent (if any) by which such
wages and self-employment income exceed such limitations.
(b) If any periodic benefit under a workmen's compensation law or

plan is payable on other than a monthly basis (excluding a benefit
payable as a lump sum except to tlhe extent that it is a commutation of,

or a substitute for, periodic payments), the reduction under this section shall be made at such time or times and in such amounts as the
Secretary finds will approximate as nearly as practicable the reduction
prescribed by subsection (a).
(c) Reduction of benefits under this section shall be made after any
reduction under subsection (a) of section 203, but before deductions
under such section and under section 222(b).
(d) The reduction of benefits required by this section shall not be
made if the workmen's compensation law or plan under which a periodic benefit is payable provides for the reduction thereof when anyone
is entitled to benefits under this title on the basis of the wages and selfemployment income of an individual entitled to benefits under section
223.

(e) If it appears to the Seciretary that an individual may be eligible
for periodic benefits under a workmen's compensation law or plan

which would give rise to redtiction under this section, he may require,
as a condition of certification for payment of any benefits under section
223 to any individual for andy month and of any benefits under section
202 of such month based on such individual's wages and self -employment income, that such individual certify (i) whether he has filed or
intends to file any claim for such periodic benefits, and (ii) if he has so
filed, whether there has been a decision on such claim. The Secretary
may, in the absence of evidence to the contrary, rely upon such a certification by such individual that he has not filed and does not intend to
file such a claim, or that he has so filed and no final decision thereon
has been made, in certifyiing benefits for payment pursuant to section

(f) (1) In the second ealendar year after the year in which reduc.
tion under this section in the total of an individual's benefits under
section 223 and any benefits under section 202 based on his wages and
self-employment income was first required (in a continuous period
of months), and in each third year thereafter, the Secretary shall redetermine the amount of such benefits which are still subject to reduction under this section; but such redetermination shall not result in any
decrease in the total amount of benefits payable under this title on the
basis of such individual's wages and self-employment income. Such

redetermined benefit shal1 be determined as of, and shall become
effective with, the January following the year in which such redetermination was made.
(2) In making the redetermination required by paragraph (1),
the individual's average, current earnings (as defined in subsection
(a)) shall be deemed to be the product of his average current earnings
as initially determined under subsection (a) and the ratio of (i) the
average of the taxable wages of all persons for whom taxable wages

were reported to the Secretary for the first calendar quarter of the
calendar year in which such redetermination is made, to (ii) the
average of the taxable wages of such persons reported to the Secretary
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for the first calendar quarter of the taxable year in which the reduction was first computed (but not counting any reduction made in benefits for a previous period of disability). Any amount determined under
the precedi'ng sentence which is not a multiple of $1 shall be reduced
to the next lower multiple of $1.

(g) Whenever a reduction in the total of benefits for any month
based on an individual's wages and self-employment income is made
under this section, each benefit, except the disability insurance benefit,
shall first be proportionately decreased, and any excess of such reduction over the sum of all such benefits other than the disability insurance benefit shall then be applied to such disability insurance benefit.
Suspension of Benefits Based on Disability
Sec. 225. If the Secretary, on the basis of information obtained by
or submitted to him, believes that an individual entitled to benefits
under section 223, or that a child who has attained the age of eighteen
and is entitled to benefits under section 202(d), or that a widow or
surviving divorced wife who has not attained age 60 and is entitled

to benefits under section 202(e), or that a widower who has not attained
age (62] 60 1 and is entitled to benefits under section 202(f), may have

ceased to be under a disability, the Secretary may suspend the pay-

ment of benefits under such section 202(d), 202(e), 202(f), or 223, until
it is determined (as pr9vided in section 221) whether or not such individual's disability has ceased or until the Secretary believes that such
disability has not ceased. In the case of any individual whose disability

is subject to determination under an agreement with a State under
section 221 (b), the Secretary shall promptly notify the appropriate
State of his action under this section and shall request a prompt determination of whether such individual's disability has ceased. For purposes of this section, the term "disability" has the meaning assigned
to such term in section 223(d). Whenever the benefits of an individual
entitled to a disability insurance benefit are suspended for any month,
the benefits of any individualentitled thereto under subsection (b),
(c), or (d) of section 202, on the basis of the wages and self -employment income of such individual, shall be suspended for such month. The

first sentence of this section shall not apply to any child entitled to
benefits under section 202(d), if he has attained the age of 18 but has
not attained the age of 22, for any month during which he is a full-time
student (as defined and determined under section 202(d)).

Entitlement to Hospital Insurance Benefits
Sec. 226.
(a) (1) Every individual who—

[(1)] (A) has attained age 65, and
[(2)](B) is entitled to monthly insurance benefits under section 202 or is a qualified railroad retirement beneficiary,
shall be entitled to hospital insurance benefits under part A of title
XVIII for each month for which he meets the condition specified in
1

Applies to benefits payable under section 202 for months after December 1972k except

that in the case an individual not entitled to a benefit for December 1972. benents will
be payable only on the basis of an application filed in or after the month of enactment.
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sub naragraph ((2)1(B), beginning with the first month after Jane
1966 for which he meets the conditions specified in subparagraphs
(11(A) ancl(21(B).
(b) Every individual who—
(1) has not attained age 65. and

(2) (A) is entitled to, and has for 24 consecutive calendar
months been entitled to, (i) di&ihility insurance benefits under sec-

tion 223. or (ii) child's insurance benefits under section 202(d)
or sister's and brother's benefits under section 202(ai) by reason
of a disability (as defined in section 22.9(d)), or (iii) widow's insurance benefits under section 202(e), or widower's insurance bene-

fits under section 202(1) by reason of a disability (as defined in
section 223(d)) or (B) is, and has been for not less than 24 con-

secutive months, a disabled qualified railroad retirem beneficiary, within the meaning of section 22 of the Railroad Retirement Act of 1937,

shall be entitled to hospital insurance benefits under part A of title
XVIII for each month beginning with the later of (I) July 1973 or
(II) the twenty-fifth consecutive month of his entitlement or status
as a qualified railroad retirement beneficiary described in paragraph
(2), and ending with the month following the month in which notice
of termination of such entitlement to benefits or status as a qualified
railroad retirement beneficiary described in paragraph (2) is mailed to
him, or if earlier, with the month before the month in which he attains
age 65.

(c) For purposes of subsection (a)—

(1) entitlement of an individual to hospital insurance benefits for a month shall consist of entitlement to have payment
made under, and subject to the limitations in, part A of title
XVIII on his behalf for inpatient hospital services, post-hospital
extended care services, post-hospital home health services, and
eligible drugs 1 (as such terms are defined in part C of title

XVIII) furnished him in the United States (or outside the

United States in the case of inpatient hospilal services furnished
under the conditions described in section 1814(f)) during such
month; except that (A) no such payment may be made for posthospital extended care services furnished before January 1967,
and (B) no such payment may be made for post-hospital extended
care services or post-hospital home health services unless the
discharge from the hospital required to qualify such services for
payment under part A of title XVIII occurred (i) after June 30,
1966, or on or after the first day of the month in which he attains
age 65, whichever is later, or (ii) if he was entitled to hospital
insurance benefits pursuant to paragraph (2) of subsection (a),
at a timc when he was so entitled; and
(2) an individual shall be deemed entitled to monthly insurance
benefits under section 202 or section 223, or to be a qualified
railroad retirement beneficiary, for the month in which he died
if he would have been entitled to: such benefits, or would have
been a qualified railroad retirement beneficiary, for such month
had he died in the next month.
1

Applies to eligible drugs furnished on and after July 1, 1973.
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(d) For purposes of this section, the term "qualified railroad retiremeiit beneficiary" means an individual whose name has been
certified to the Secretary by the Railroad Retirement Board under

section 21 or section 22 of the Railroad Retirement Act of 1937. An
individual shall cease to be a qualified railroad retirement beneficiary
at the close of the month preceding the month which is certified by the
Railroad Retirement Board as the month in which he ceased to meet
the requirements of section 21 or section 22 of the Railroad Retirement
Act of 1937.
(e) (1) For purposes of determining entitlement to hospital insurance benefits under subsection (a) (2) in the case of widows and widow-

ers described in subparagraph (B) (iii) thereof—
(A) the term "age 60" in sections 202(e) (1) (B) (ii) and 202
(e) (5), and the term "age 62" in sections 202(f) (1) (B) (ii) and
202(f) (6) shall be deemed to read "age 65", and
(B) the phrase "before she attained age 60" in the matter following subparagraph (F) of section 2092(e) (1) shall be deemed to
read "based on a disability".
(2) For purposes of deternining entitlement to hospital insurance
benefits under subsection (a) (92) in the case of an individual under
age 65 who is entitled to benefits under section 202 and who was entitled

to widow's insurance benefits or widower's insurance benefits based
on disability for the month before the first month in which such individual was so entitled to old-age insurance benefits (but ceased to be
e'iititled to such widow's or widower's insurance benefits upon becoming entitled to such old-age insurance benefits), such individual shall
be deemed to have continued to be entitled to such widow's insurance
benefits or widower's insurance benefits for and after such first month.
(8) For purposes of determining entitlement to hospital insurance
benefits under subsection (a) (92) any disabled widow age 50 or older
who is entitled to mother's insurance benefits (and who would have
been entitled to widow's insurance benefits by reason of disability if
she had filed for such 'widow's benefits) shall, upon application therefor, be deemed to have filed for such widow's benefits at the time she
filed for mother's insurance benefit8 and shall, upon furnishing proof
of such disability prior to July 1, 1974, under such procedure8 as tile
Secretary may prescribe, be deemed to have been entitled to 8uch
widow's benefits as of the time she would have been entitled to such
widow's benefits if she had filed a timely application there for.
L(d)](f) For entitlement to hospital insurance benefits in the case
of certain uninsured individuals, see section 103 of the Social Security
Amendments of 1965.

Transitional Insured Status
Sec. 227. (a) In the case of any individual who attains the age of
72 before 1969 but who does not meet the requirements of section
214(a), the 6 quarters of coverage referred to in (so much of paragraph (1) of section 214(a) as follows clause (C)] paragraph (1) of
section 214(a)1 shall, instead, be 3 quarters of coverage for purposes
I Applies

only in the case of a man who attains (or would attain) age 6 after

December 1974.
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of determining entitlement of such individual to benefits under sec-

tion 202(a), and of his wife to benefits under section 202(b), but, in
the case of such wife, only if she attains the age of 72 before 1969
and only with respect to wife's insurance benefits under section 202(b)
for and after the month in which she attains such age. For each month
before the month in which any such individual meets the requirements

of section 214(a), the amount of his old-age insurance benefit shall,
notwithstanding the provisions of section 202(a), be $58.00 1 and the
amount of the wife's insurance benefit of his wife shall, notwithstanding the provisions of section 202(b) ,be $29.00.'

(b) In the case of any individual who has died, who does not meet
the requirements of section 214(a), and whose widow attains age 72
before 1969, the 6 quarters of coverage referred to in paragraph (3)
of section 214(a) and in [so much of paragraph (1) thereof as follows
clause (C)] paragraph (1) thereof 2 shall, for purposes of determining her entitlement to widow's insurance benefits under section 202(e),
instead be—

(1) 3 quarters of coverage if such widow attains the age of 72
in or before 1966.

(2) 4 quarters of coverage if such widow attains the age of 72
in 1967, or

(3) 5 quarters of coverage if such widow attains the age of 72
in 1968.

The amount of her widow's insurance benefit for each month shall,
notwithstanding the provisions of section 202(e) (and section 202
(rn)), be $58.00.'
(c) In the case of any individual who becomes, or upon filing application therefor would become, entitled to benefits under section 202 (a)
by reason of the application of subsection (a) of this section, who dies,
and whose widow attains the age of 72 before 1969, such deceased individiial shall be deemed to meet the requirements of subsection (b)
of this section for purposes of determining entitlement of such widow
to widow's insurance benefits under section 202(e).

Benefits at Age 72 for Certain Uninsured Individuals
Eligibility

Sec. 228. (a) Every individual who—
(1) has attained the age of 72,
(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,

(3) 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
1 Effective January 1, 1975, "the larger of $58.00 or the amount most recently established in lieu thereof under section 215(1)" will replace "$58.00" and "the larger of

$29.00 or the amount most recently established in lieu thereof under section 215(1)"
will replace "$29.00" wherever they appear in sections 227 and 228. (P.L. 92—336 Sec.
202(a)
(4)).
2
Applies only in the

December 1974.

case of a man who

attains

(Or would attain) age 62 after
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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 benefits 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 $58.00.

(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 $58.00
and the amount of the wife's benefit for such month shall be $29.00.
Reduction for Governmental Pension System Benefits

(c) (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) $29.00.
(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) $58.00; and
(B) the benefit amount of the husband, 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 wife
is eligible for such month, over (ii) $29.00.
(4) For purposes of this subsection, in determining whether an

individual is eligible for periodic benefits under a governmental
pension system—

Sec. 228(d)

782

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

(B) to the extent that entitlement depends on an apulication
by such individual's spouse, such spouse shall be deemed to have
filed application, and
(C) to the extent that entitlement. denends on such individual
or his spouse having retired, such individual and his spouse. shall
be deemed to have. retire.d before the mont.h for which the determination of eligibility is being made.
(5) For purposes of this subsection, if any periodic benefit is nay-

able on any basis other than a calendar month, the Secretary shall

allocate, the amount. of such benefit to the appronriate calendar months.
(fi') If, under the foreyoin provisions of this section. the. amount
payable. for any month would he less than $1, such amount shall he
reduced to zero. In the. case. of a husband and wife. hnth of whom
are ent.it.led to benefits under this section for the month, the pre.cedin
sentence shall he applied with respect to the aggregate amount so
payable nr such month.

(7') If any benefit amount. computed under the. forejroino provisions
of this cection is not. a multiple of $0.10; it shall be raised to the. next
hilier multiple of $0.10.
(8') TTncler rerulations prescribed by the Secretary. benefit. navments

iirnle.r this section to an individual (or are.ate benefit. payments
under this section in the. ease of a hushand and wife) of less than $5
maybe accumulated until they equal or exceed $5.
Suspension for Months in Which Cash Payments Are Made Tinder Public
Assistance

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

(1) such individual re.e.ives aid or assistance in the form of
money payments in such month under a State plan approved
under fit 1e T. X. XIV. XV or XVI or part A of tifle TV or sip-

piem.e'ntal security hucome benefits nndei' title XTI (a8 in effect
after J)eeemlpr R1 197.9'), 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 assistance,

unless the State agency administering or supervising the admimst.ra-

tion of such plan notifies the Secretary, at such time. and in such
manner as may be. prescribed in accordance with renlations of the

Secretary. that. such payments to such individual (or such indi-

vidual's husband or w-ife) 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 individual is entitled under this sec-

tion for any month shall not be paid if. diirin such month, such
individual is not a resident of the United States. For purposes of this
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subsection, the term "United States" means the 50 States arid the
T)istrict of Columbia.
Treatment as Monthly Insurance Benefits

(f) For nurposes of subsections (t) and (ii' 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 Feileral (Ud-Age and Survivors Insurance
Trust Fund

(g) There are authorized to be apnropriated to the Federal OldAge and Survivors Insurance Trust Fund for the fiscal year ending
June 30, 1969, and for each fiscal yea.r thereafter, such sums as the
Secretary of Health, Education, and Welfare 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 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.

Dd.its

(h) For purposes of this section—

(1) The term "quarter of coverage" includes a quarter of coverage as defined 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 1Jnitrd 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 payment of (A)

pensions, (B) retirement or retired pay, or (C) annuities or
similar amounts payable on account of personal services performed by any individual (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.
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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] after December J97,1 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 indi-

vidual shall be deemed to have been paid, in each calendar quarter
occurring (after 1967] after 19.56 1 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 section 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 services were $100 or less,

((2) $200 if the wages actually 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.]
of $300.2

(b) There are authorized to be appropriated to the Federal OldAge and Survivors 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 XVIII are
paid after December 1967, such sums as the Secretary 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 interest to such trust funds resulting from the payment of such
amounts. Such additional costs shall be determined after any increases
in such benefits arising from the application of section 217 have been
made.

Adjustment of the Contribution and Benefit Base
Sec. 230. (a) Whenever the Secretary pursuant to section 215(i)
increases benefits effective with the first month of the calendar year
following a cost-of-living computation quarter, he shall also determine and publish in the Federal Register on or before November 1 of
the calendar year in which such quarter occurs (along with the publication of such benefit increase as required by section 215(i) (2) (D))
the contribution and benefit base determined under subsection (b)
which shall be effective (unless such increase in benefits is prevented
from becoming effective by section 215(i) (2) (E)) with respect to

remuneration paid after the calendar year in which such quarter

occurs and taxable years beginning after such year.
(b) The amount of such contribution and benefit base shall be the
amount of the contribution and benefit base in effect in the year in
which the determinatioii is made or, if larger, the product of—
(1) the contribution and benefit base which was in effect with
respect to remuneration paid in (and taxable years beginning in)
1 Applies
to benefits for months after December 1972 and to lump-sum death payments
for deaths occurring after December 1972, subject to exception in section 126(b) of the

amendments.
2 See footnote 1.
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the calendar year in which the determination under subsection
(a) with respect to such particular calendar year was made, and
(2) the ratio of (A') the average of the taxable wages of all
employees as reported to the Secretary for the first calendar
quarter of the calendar year in which the determination under
subsection (a) with respect to such particular calendar year was
made to the latest (or] af (B) the average of the taxable wages of
all employees as reported to the Secretary for the first calendar
quarter of 1973 or the first calendar quarter of the most recent
calendar year in which an increase in the contribution and benefit
base was enacted or a determination resulting in such an increase
was made under subsection (a),
with such product, if not a multiple of $300, being rounded to the next
higher multiple of $300 where such product is a multiple of $150 but
not of $300 and to the nearest multiple of $300 in any other case.
(c) For purposes of this section, and for purposes of determining
wages and self-employment income under sections 209, 211, 213, and
215 of this Act and sections 1402, 3121, 3122, 3125, 6413, and 6654 of
the Internal Revenue Code of 1954, the "contribution and benefit base"

with respect to remuneration paid in (and taxable years beginning
in) any calendar year after 1973 and prior to the calendar year with
the first month of which the first increase in benefits pursuant to sec-

tion 215 (F) of this Act becomes effective shall be $12,000 or (if applicable) such other amount as may be specffied in a law enacted subsequent to the law which added this section.

Benefits in Case of Certain Individuals Interned During World

War II

Sec. 231. (a) For the purposes of this section the term "internee"
imeane an individual who was i1nterned during any period of time from
December 7, 1941, through December 31, 1946, at a place within the
United States operated by the Government of the United States for the
internment of United States citisen.s of Japanese ancestry.

(b) (1) For purposes of determining entitlement to and the amount
of any monthly benefit for any month after December 1979, or entitlement to and the amount of any lunip-8um death payment in the 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 £16(i) (3), such individual shall be deemed to have been paid
during any period after he attained age 18 and for which he was an.

internee, wages (in addition to any wages actually paid to him) at a
weekly rate of basic pay during such period as follows—

(A) in the case 8uch individual was not employed prior to the
beginaiing of such period, 40 multiplied by the minimum hourly
rate or rates in effect at any such time under section £06 (a) (.1) of
title 29, United States Code, for each full week during such period; and
(B) in the case such individual who was employed prior to the
beginning of 8uch period, 4!) multiplied by the greater of (i) the
highest hourly rate received during any 8uch employment, or (ii)
the minimum hourly rate or rate8 in effect at any such time under
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206(a) (1) of title 29, United States Code, for each fufl

u,eek during such period.
() 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 ease may be, would
be payable without it8 application; or
(B) a benefit (other than a benefit payaMe in a lump-sum Uflle8S

it is a commutation of, or a substitute for, periodic pajlnient8)
which is based, in whole or in part, upon internment during any
period from December 7, 1941, throuqh December 31, 1946, at a
place within the United States operated by the Government of the
United States for the internment of United States citizens o/Japanese ancestry, is determined by any agency or wholly owned instrumentality of the United State8 to be payable by it under any other
law of the United State8 or under a system established by such
agency or instrumentality.
1'lie provisions of clause (B) 8hall not apply in the case 0/any monthly
benefit or lump-sum death payment under this title if itg application
would reduce by $0.50 or 1e88 the primary insurance amount (as computed under section 215 prior to any reconiputation thereof pursuant
to subsection (f) of such section) of the individual on whose wages and
8elf-emplol/ment income such benefit or payment ii based. The provisions of clause (B) 8hall also snot apply for purposes of section p316
(i) (3).

(3) Upon application for benefits, a recalculation of benefits (by
reason of this section), or a lump-sum death payment on the basis of
the wages and self-employment income of any individual who was an
internee, the Secretary of Health, Education, and Welfare shall accept
the certification of the Secretary of Defense or his designee concerning
any period of time for which an internee is to receive credit under paragraph (1) and shall make a decision without regard to clause (B) of
paragraph (2) of this subsection unless he has been notified by some
other agency or instrumentality of the United States that, on the basis
of the period for which such individual was an internee, a benefit described in clause (B) of paragraph (2) has been determined by such

agency or instrumentality to be payable by it. If the Secretary of

Health, Education, and Welfare has not been so notified, he 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 (2) 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 n6tify 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 this section.

(4) Any agency or wholly owned instrumentality of the flnited

States which is authorized by any law of the United States to pay benefits, or has a system of benefits which ar based, in whole or in part, on
any period for which any individual was an internee 81UZ11, at the re-

quest of the Secretary of Health, Education, and Welfare, certify to
him, with respect to any individual who was an internee suck inforination as the Seeretaru deems necessary to carry out his functions under
paragraph (3) of this subsection.
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(c) In the case of any individual who is entitled, on the basis of the
wages and self-employment income of any individual to whom, this

section applies, to monthly benefits under title II of such Act for
the month in which this Act is enacted, this section shall apply (1)
only if a written request for a recalculation of such benefits (by rea80fl of this section) under the provisio of section p215 (b) and (d)
of such Act, as in effect at the time such request is filed, is filed by such

individual, or any other individual, entitled to benefits under such

()

title lIon the basis of such wages and self-employment income, and
only with respect to such benefits for mont-/is begi'mning with whichever of the following is later: January 1973 or the twelfth month before the month in which such request was filed. Recalculations of benefits as required to carry out the provisions of this section shall be made
notwithstanding the provisions of section p15(f) (1) of the Social Security Act, and no such recalculation shall be regarded as a recomputation for purposes of section P215(f) of such Act.
(d) There are out hon 2ed to be appropriated to the Trust Funds and
the Federal Hospital insurance Trust Fund for the fiscal year ending
June 30, 1978, such sums as the Secretary determines would place the

7'rust Funds and the Federal Hospital Iurance Trust Fund in. the
same position in which they would have been if the preceding provisions of this section had not been enacted.
*
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*
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*
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[PART A—AID TO FAMILIES WITH DEPENDENT
CHILDREN

(Appropriation
(Section 401. For the purpose of encouraging the care of dependent
children in their own homes or in the homes of relatives by enablin
each State to furnish financial assistance and rehabilitation an
other services, as far as practicable under the conditions in such State,
to needy dependent children and the parents or relatives with whom

they are living to help maintain and strengthen family life and to
help such parents or relatives to attain or retain capability for the

maximum self-support and personal independence consistent with the
maintenance of continuing parental care and protection, there is hereby
authorized to be appropriated for each fiscal year a sum sufficient to

carry out the purposes of this part. The sums made available under

Sec. 402(a)
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this section shall be used for making payments to States which have

submitted, and had approved by the Secretary of Health, Education,
and Welfare, State plans for aid and services to needy families with
children.

(State Plans for Aid and Services to Needy Families with
Children

[Section 402. (a) A State plan for aid and services to needy
families with children must

((1) provide that it shall be in effect in all political subdivisions
of the State, and, if administered by them, be mandatory upon them;
((2) provide for financial participation by the State;
((3) either provide for the establishment or designation of a single
State agency to administer the plan, or provide for the establishment
or designation of a single State agency to supervise the administration
of the plan
((4) provide for granting an opportunity for a fair hearing before
the State agency to any individual whose claim for aid to families
with dependent children is denied or is not acted upon with reasonable
promptness;

((5) provide (A) such methods of administration (including

after January 1, 1940, methods relating to the establishment and maintenance of personnel standards on a merit basis, except that the Secretary shall exercise no authority with respect to the selection, tenure of
office, and compensation of any individual employed in accordance
with such methods) as are found by the Secretary to be necessary for
the proper and efficient operation of the plan, and (B) for the training

and effective use of paid subprofessional staff, with particular emphasis on the full-time or part-time employment of recipients and
other persons of low income, as community services aides, in the administration of the plan and for the use of nonpaid or partially paid
volunteers in a social service volunteer program in providing services
to applicants and recipients and in assisting any advisory committees
established by the State agency; and

((6) provide that the State agency will make such reports, in
such form and containing such information, as the Secretary may
from time to time require, and comply with such provisions as the
Secretary may from time to time find necessary to assure the correctness and verification of such reports;

((7) except as may be otherwise provided in clause (8), provide
that the State agency shall, in determining need, take into consideration any other income and resources of any child or relative claiming
aid to families with dependent children, or of any other individual
(living in the same home as such child and relative) whose needs the
State determines should be considered in determining the need of the
child or relative claiming such aid, as well as any expenses reasonably
attributable to the earning of any such income;
((8) provide that, in making the determination under clause (7),
the State agency—
[(A) shall with respect to any month disregard—
[(i) all of the earned income of each dependent child receiving aid to families with dependent children who is (as
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determined by the State in accorthnce with standards pre-

scribed by the Secretary) a full-time student or part-time
student who is not a full-time employee attending a school,
college, or university, or a course of vocational or technical
training designed to fit him for gainful employment, and
((ii) in the case of earned income of a dependent child not
included under clause (i), a relative receiving such aid, and
any other individual (living in the same home as such relative and child) whose needs are taken into account in making
such determination, the first $30 of the total of such earned.
income for such month plus one-third of the remainder of
such income for such month (except that the provisions of
this clause (ii) shall not apply to earned income derived from

participation on a project maintained under the programs
established by section 432(b) (2) and (3); and
((B) (i) may, subject to the limitations prescribed by the

Secretary, permit all or any portion of the earned or other income
to be set aside for future identifiable needs of a dependent child,
and (ii) may, before disregarding the amounts referred to in sub-

paragraph (A) and clause (1) of this subparagraph, disregard
not more than $5 per month of any income; except that, with
respect to any month, the State agency shall not disregard an
earned income (other than income referred to in subparagrap
(B)) of—

((C) any one of the persons specified in clause (ii) of subparagraph (A) if such person—
((i) terminated his employment or reduced his earned income without good cause within such period (of not less than
30 days) preceding such month as may be prescribed by the
Secretary; or
[(ii) refused without good cause, within such period preceding such month as may be prescribed by the Secretary, to
accept employment in which he is able to engage which is
offered through the public employment offices of the State, or
is otherwise offered by an employer if the offer of such employer is determined by the State or local agency administering the State plan, after notification by him, to be a bona fide
offer of employment; or
[(D) any of such persons specified in clause (ii) of subparagraph (A) if with respect to such month the income of the persons so specified (within the meaning of clause (7)) was in excess

of their need as determined by the State agency pursuant to

clause (7) (without regard to clause (8)), unless, for any one of
the four months preceding such month, the needs of such person
were met by the furnishing of aid under the plan;

((9) provide safeguards which restrict the use or disclosure of

information concerning applicants and recipients to purposes directly
connected with the administration of aid to families with dependent
children;
((10) provide, effective July 1, 1951, that all individuals wishing to

make application for aid to families with dependent children shall
have opportunity to do so, and that aid to families with dependent
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children shall be furnished with reasonable promptness to all eligible

individuals;
((11) effective July 1, 1952, provide for prompt notice to appropriate law-enforcement officials of the furnishing of aid to families
with dependent children in respect of a child who has been deserted
or abandoned by a parent;
((12) provide, effective October 1, 1950, that no aid will be furnished any individual under the plan with respect to any period with
respect to which he is receiving old-age assistance under the State
plan approved under section 2 of this Act;
((13) provide a description of the services which t.he State agency
makes available to maintain and strengthen family life for children,
including a description of the steps taken to assure, in the provision
of such services, maximum utilization of other agencies providing
similar or related services;
((14) provide for the development and application of a program
for such family services as defined in section 406(d) and child welfare
services, as defined in section 425, for each child and relative who receives aid to families with dependent children and each appropriate individual (living in the same home as a relative and child receiving such
aid whose needs are taken into account in making the determination under clause (7) ), as may be necessary in the light of the particular home
conditions and other needs of such child, relative, and individuals, in

order to assist such child, relative, and individuals to attain or retain

capability for self-support and care and in order to maintain and
strengthen family life and to foster child development;
((15) provide—
((A) for the development of a program, for each appropriate
relative and dependent child receiving aid under the plan, and

each appropriate individual (living in the same home as a relative
and child receiving such aid) whose needs are taken into account
in making the determination under clause (7), for preventing or

reducing the incidence of births out of wedlock and otherwise
strengthening family life, and for implementing such program by
assuring that in all appropriate cases family planning services are
offered to them, but acceptance of family planning services provided under the plan shall be voluntary on the part of such members and individuals and shall not be a prerequisite to eligibility
for or the receipt of any other service under the plan; and
((B) to the extent that services provided under this clause or
clause (14) are furnished by the staff of the State agency or the
local agency administering the State plan in each of the political
subdivisions of the State, for the establishing of a single organizational unit in such State or local agency, as the case may be, responsible for the furnishing of such services;
((16) provide that where the State agency has reason to believe that
the home in which a relative and child receiving aid reside is unsuitable for the child because of the neglect, abuse, or exploitation of such
child it shall bring such condition to the attention of the appropriate
court or law enforcement agencies in the State, providing such data
with respect to the situation it may have;
((17) provide—
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[(A) for the development and implementation of a program
under which the State agency will undertake—
((i) in the case of a child born out of wedlock who is receiving aid to families with dependent children to establish
the paternity of such child and secure support for him, and

((ii) in the case of any child receiving such aid who has
been deserted or abandoned by his parent, to secure support
for such child from such parent (or from any other person
legally liable for such support), utilizing any reciprocal arrangements adopted with other States to obtain or enforce
court orders for support, and
((B) for the establishment of a single organizational unit in the
State agency or local agency administering the State plan in each
political subdivision which will be responsible for the administra-

tion of the program referred to in clause (A);
[(18) provide for entering into cooperative arrangements with
appropriate courts and law enforcement officials (A) to assist the

State agency in administering the prograrri referred to in clause (17)
(A), including the entering into of financial arrangements with such
courts and officials in order to assure optimum results under such program, and (B) with respect to any other matters of common concern
to such courts or officials and the State agency or local agency administering the State plan;
((19) provide—
[(A) that every individual, as a condition of eligibility for and
under this part, shall register for manpower services, training,
and employment as provided by regulations of the Secretary of
Labor, unless such individual is—

((i) a child who is under age 16 or attending school full

time;
((ii) a person who is ill, incapacitated, or of advanced age;

((iii) a person so remote from a work incentive project
that his effective participation is precluded;
((iv) a person whose presence in the home is required because of illness or incapacity of another member of the household;

((v) a mother or other relative of a child under the age of

six who is caring for the child; or

((vi) the mother or other female caretaker of a child, if
the father or another adult male relative is in the home and
not excluded by clause (i), (ii), (iii), or (iv) of this subparagraph (unless he has failed to register as required by this
subparagraph, or has been found by the Secretary of Labor
under section 433(g) to have refused without good cause to
participate under a work incentive program or accept em-

ployment as described in subparagraph (F) of this paragraph);

and that any individual referred to in clause (v) shall be advised
of her option to register, if she so desires, pursuant to this paragraph, and shall be informed of the child care services (if any)
which will be available to her in the event she should decide so
to register;
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((B) that aid under the plan will not be denied by reason of
such registration or the individual's certification to the Secretary
of Labor under subparagraph (G) of this paragraph, or by reason
of an individual's participation on a project under the program
established by section 432(b) (2) or (3);

((C) for arrangements to assure that there will be made a

non-Federal contribution to the work incentive programs established by part C by appropriate agencies of the State or piivate
organizations of 10 per centum of the cost of such programs, a.
specified in section 435(b);
((D) that (i) training incentives authorized under section
434, and income derived from a special work project under the
program established by section 432 (b) (3) shall be disregarded
in determining the needs of an individual under section 402(a)
(7), and (ii) in determining such individual's needs the additional
expenses attributable to his participation in a program established
by section 432 (b) (2) or (3) shall betaken intoaccount;

((E) [Repealed].

((F) that if and for so long as any child, relative, or individual
(certified to the Secretary of Labor pursuant to subparagraph
(G)) has been found by the Secretary of Labor under section

433(g) to have refused without good cause to participate under a

work incentive program established by part C with respect to
which the Secretary of Labor has determined his participation is
consistent with the purposes of such part C, or to have refused
without good cause to accept employment in which he is able to
engage which is offered through the public employment offices of

the State, or is otherwise offered by an employer if the offer of
such employer is determined, after notification by him, to be a
bona fide offer of employment—

((i) if the relative makes such refusal, such relative's
needs shall not be taken into account in making the determination under clause (7), and aid for any dependent child
in the family in the form of payments of the type described
in section 406(b) (2) (which in such a case shall be without
regard to clauses (A) through (E) thereof) or section 408
will be made;

((ii) aid with respect to a dependent child will be denied
if a child who is the only child receiving aid in the family
makes such refusal;

((iii) if there is more than one child receiving aid rn
the family, aid for any such child will be denied (and his
needs will not be taken into account in making the determination under clause (7)) if that child makes such refusal;
'and

((iv) if such individual makes such refusal, such indi-

vidual's needs shall not be taken into account in making the
determination under clause (7) ;
except that the State agency shall for a period of sixty days, make
payments of the type described in section 406 (b) (2) (without
regard to clauses (A) through (E) thereof) on behalf of the relative specified in clause (i), or continue aid in the case of a child
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specified in clause (ii) or (iii), or take the individual's needs into
account in the case of an individual specified in clause (iv), but
only if during such period such child, relative, or individual accepts counseling or other services (which the State agency shall
make available to such child, relative, or individual) aimed at
persuading such relative, child, or individual, as the case may be,
to participate in such program in accordance with the determination of the Secretary of Labor; and
(G) that the State agency will have in effect a special program
which (i) will be administered by a separate administrative unit
and the employees of which will, to the maximum extent feasible,

perform services only in connection with the administration of
such program, (ii) will provide (through arrangements with
others or otherwise) for individuals who have been registered
pursuant to subparagraph (A), in accordance with the order of
priority listed in section 433(a), such health, vocational rehabilitation, counseling, child care, and other social and supportive
services as are necessary to enable such individuals to accept employment or receive manpower training provided under part C,
and will, when arrangements have been made to provide necessary supportive services, including child care, certify to the Secre-

tary of Labor those individuals who are ready for employment
or training under part C, (iii) will participate in the develop-

ment of operational and employability plans under section 433(b);
and (iv) provides for purposes of clause (ii), that, when more
than one kind of child care is available, the mother may choose
the type, but she may not refuse to accept child care services if
they are available;
((20) effective July 1, 1969, provide for aid to families with dependent child yen in the form of foster care in accordance with section
408;

((21) provide that the State agency will report to the Secretary,
at such times (not less often than once each calendar quarter) and in
such manner as the Secretary may prescribe—
((A) the name, and social security account number, if known,
of each parent of a dependent child or children with respect to
whom aid is being provided under the State plan—
((i) against whom an order for the support and mainte-

nance of such child or children has been issued by a court of
competent jurisdiction but who is not making payments in
compliance or partial complianc with such order, or against
whom a petition for such an order has been filed in a court
having jurisdiction to receive such petition, and
((ii) whom it has been unable to locate after requesting and
utilizing information included in the files of the Department
of Health, Education, and Welfare maintained pursuant to
section 205,

((B) the last known address of such parent and any information it has with respect to the date on which such parent could
last be located at such address, and

((C) such other information as the Secretary may specify to
assist in carrying out the provisions of section 410;
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((22) provide that the State agency will, in accordance with standards prescribed by the Secretary, cooperate with the State agency
administering or supervising the administration of the plan of another
State under this part—
((A) in locating a parent residing in such State (whether or not
permanently) against whom a petition has been filed in a court of

competent jurisdiction of such other State for the support and
maintenance of a child or children of such parent with respect to
whom aid is being provided under the plan of such other State,
and in securing compliance or good faith partial compliance by a
parent residing in such State (whether or not permanently) with
an order issued by a court of competent jurisdiction against such
parent for the support and maintenance of a child or children of
such parent with respect to whom aid is being provided under the
plan of such other State; and
((23) provide that by July 1, 1969, the amounts used by the State
to determine the needs of individuals will have been adjusted to reflect fully changes in living costs since such amounts were established,
and any maximums that the State imposes on the amount of aid paid
to families will have been proportionately adjusted.
((b) The Secretary shall approve any plan which fulfills the conditions specified in subsection (a), except that he shall not approve any
plan which imposes as a condition of eligibility for (aid to families
with dependent children) a residence requirement which denies aid
with respect to any child residing in the State (1) who has resided in
the State for one year immediately preceding the application for such
aid, or (2) who was born within one year immediately preceding the
application, if the parent or other relative with whom the child is living has resided in the State for one year immediately preceding the
birth.
[(c) The Secretary shall, on the basis of his review of the reports
received from the States under clause (15) of subsection (a), compile
such data as he believes necessary and from time to time publish his
findings as to the effectiveness of the programs developed and administered by the States under such clause. The Secretary shall annually

report to the Congress (with the first such report being made on or
before July 1, 1970) on the programs developed and administered by
each State under such clause (15).

(Payment to States
(Sec. 403. (a) From the sums appropriated therefor, the Secretary
of the Treasury shall (subject to subsection (d)) pay to each State
which has an approved plan for aid and services to needy families
wiii cniuren, f' eacii quaiter, beginning with the quarter commencing October 1, 1958—

.

[(1) in the case of any State other than Puerto Rico, the Virgin

Islands, and Guam, an amount equal to the sum of the following
proportions of the total amounts expended during such quarter
as aid to families with dependent children under the State plan
(including expenditures for premiums under part B of title XVIII
for individuals who are recipients of money navments un'1'r sich
plan and other insurance premiums for medical or any other type
of remedial care or the cost thereof)—
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((A) five-sixths of such expenditures, not counting so much

of any expenditure with respect to any month as exceeds
the product of $18 multiplied by the total number of recipients of aid to families with dependent children for such
month' (which total number, for purposes of this subsection,
means (i) the number of individuals with respect to whom

such aid in the form of money payments is paid for such

month, plus (ii) the number of other individuals with respect
to whom expenditures were made in such month as aid to
families with dependent children in the form of medical or
any other type of remedial care, plus (iii) the number of
individuals, not counted under clause (i) or (ii), with respect
to whom payments described in section 406(b) (2) are made
in such month and included as expenditures for purposes of
this paragraph or paragraph (2)) ; plus
((B) the Federal percentage of the amount by which such
expenditures exceed the maximum which may be counted
under clause (A), not counting so much of any expenditure
with respect..to any month as exceeds (i) the product of
$32 multiplied by the total number of recipients of aid to
families with dependent children (other than such aid in the
form of foster care) for such month, plus (ii) the product of
$100 multiplied by the total number of recipients of aid to
families with dependent children in the form of foster care

for such month; and
((2) in the case of Puerto Rico, the Virgin Islands, and Guam,
an amount equal to one-half of the total of the sums expended
during such quarter as aid to families with dependent children
under the State plan (including expenditures for premiums under

part B of Title XVIII for individuals who are recipients of

money payments under such plan and other insurance premiums
for medical or any other type of remedial care or the cost thereof)

not counting so much of any expenditure with respect to any

month as exceeds $18 multiplied by the total nmnber of recipients
of such aid for such month; and

((3) in the case of a-ny State, an amount equal to the sum of
the following proportions of the total amounts expended during
such quarter as found necessary by the Secretary of Health, Education, and Welfare for the proper and efficient admmistration
of the State plan—

((A) 75 per centum of so much of such expenditures as are
for—

((i) any of the services described in clauses (14)
and (15) of section 402(a) which are provided to any
child or relative who is receiving aid under the plan, or
to any other individual (living in the same home as

such relative and child) whose needs ai taken into
account in making the determination under clause (7) of
such section,

((ii) any of the services described in clauses (14) and
(15) of 402(a) which are provided to any child or relative who is applying for aid to families with dependent
children or who, within such period or periods as the
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Secretary may prescribe, has been or is likely to become

an applicant for or recipient of such aid,
[(iii) the training of personnel employed or preparing
for employment by the State agency or by the local
agency administering the plan in the political
subdivision,

((B) one-half of the remainder of such expenditures.
[The services referred to in subparagraph (A) shall include only—
((C) services provided by the staff of the State agency, or
of the local agency administering the State plan in the political subdivision: Provided, That no funds authorized under
this part shall be available for services defined as vocational
rehabilitation services under the Vocational Rehabilitation

Act (i) which are available to individuals in need of them
under programs for their rehabilitation carried on under a
State plan approved under such Act, or (ii) which the State
agency or agencies administering or supervising the administration of the State plan approved under such Act are able
and willing to provide if reimbursed for the cost thereof
pursuant to agreement under subparagraph (D), if provided
by such staff, and

[(D) subject to limitations prescribed by the Secretary,

services which in the judgment of the State agency cannot be
as economically or as effectively provided by the staff of such
State or local agency and are not otherwise reasonably available to individuals in need of them, and which are provided,

pursuant to agreement with the State agency, by the State
health authority or the State agency or agencies administering or supervising the administration of the State plan for
vocational rehabilitation services approved under the Vocational Rehabilitation Act or by any other State agency which
the Secretary may determine to be appropriate (whether
provided by its staff or by contact with public (local) or
nonprofit private agencies);
except that services described in clause (ii) of subparagraph (C)
hereof may be provided only pursuant to agreement with such
State agency or agencies administering or supervising the administration of the State plan for vocational rehabilitation services so
approved; and except that, to the extent specified by the Secretary,
child-welfare services, family planning services, and family services may be provided from sources other than those referred to in

subparagraphs (C) and (D). The portion of the amount ex-

pended for administration of the State plan to which subparagraph (A) applies and the portion thereof to which subparagraph (B) applies shall be determined in accordance with such
methods and procedures as may be permitted by the Secretary.

Repealed]
((5) in the case of any State an amount equal to the sum of—
[(A) 50 per centum of the total amount expended under
the State plan during such quarter as emergency assistance
to needy families with children in the form of payments or
care specified in paragraph (1) of section 406(e), and
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((B) 75 per centum of the total amount expended under
the state plan during such quarter as emergency assistance

to needy families with children in the form of services specified in paragraph (1) of section 406(e).
[The number of individuals with respect to whom payments described in section 406(b) (2) are made for any month, who may be
included as recipients of aid to families with dependent children for
purposes of paragraph (1) or (2), may not exceed 10 per centum of
the number of other recipients of aid to families with dependent children for such month. In computing such 10 percent, there shall not
be taken into account individuals with respect to whom such payments are made for any month in accordance with section 402(a) (19)

((b) The method of computing and paying such amounts snail be

as follows:

(1) The Secretary of Health, Education, and Weif are shall,
prior to the beginning of each quarter, estimate the amount to
be paid to the State for such quarter under the provisions of
subsection (a), such estimate to be based on (A) a report filed
by the State containing its estimate of the total sum to be cxpended in such quarter in accordance with the provisions of such
subsection and stating the amount appropriated or made available
by the State and its political subdivisions for such expenditures
in such quarters, and if such amount is less than the State's proportionate share of the total sum of such estimated expenditures,
the source or sources from which the difference is expected to be
derived, (B) records showing the number of dependent children
in the State, and (C) such other investigation as the Secretary
may find necessary.

[(2) The Secretary of Health, Educatiofl, and Welfare shall
then certify to the Secretary of the Treasury the amount so estimated by the Secretary of Health, Education, and Welfare, (A)
reduced or increased, as the case may be, by any sum by which the

Secretary of Health, Education, and Welfare finds that his estimate for any prior quarter was greater or less than the amount
which should ha'e been paid to the State for such quarter, and
(B) reduced by a sum equivalent to the pro ratá share to which
the United States is equitably entitled, as determined by the Secretary of Health, Education, and Welfare, of the net amount recovered during any prior quarter by the State or any political subdivision thereof with respect to aid to families with dependent
children furnished under the State plan; except that such increases or reductions shall not be made to the extent that such
sums have been applied to make the amount certified for any
prior quarter greater or less than the amount estimated by the
Secretary of Health, Education, and Welfare for such prior
quarter.
((3) The Secretary of the Treasury shall thereupon, through
the Fiscal Service of the Treasury Department and prior to audit
or settlement by the General Accounting Office, pay to the State,
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at the time or times fixed by the Secretary of Health, Education,

and Welfare, the amount so certified.

((c) Notwithstanding any other provision of this Act, the Federal
share of assistance payments under this part shall be reduced with respect to any State for any fiscal year after June 30, 1973, by one percentage point for each percentage point by which the number of individuals certified, under the program of such State established pursuant
to section 402 (a) (19) (G), to the local employment office of the State
as being ready for employment or training under part C, is less than 15
per centum of the average number of individuals in such State who,
during such year, are required to be registered pursuant to section
402(a) (19) (A).
((d) (1) Notwithstanding subparagraph (A) of subsection (a) (3)
the rate specified in such subparagraph shall be 90 per centum (rather
than 75 per centum) with respect to social and supportive services provided pursuant to section 402(a) (19) (G).
[(2) Of the sums authorized by section 401 to be appropriated for
the fiscal year ending June 30, 1973, not more than $750,000,000 shall be

appropriated to the Secretary for payments with respect to services to
which paragraph (1) applies.

[Operation of State Plans
[Sec. 404. (a) In the case of any State plan for aid and services
to needy families with children which has been approved by the Secretary of Health, Education, and Welfare, if the Secretary, after reasonable notice and opportunity for hearing to the State agency administering or supervising the administration of such plan, finds—
((1) that the plan has been so changed as to impose any residence requirement prohibited by section 402 (b), or that in the

administration of the plan any such prohibited requirement is
imposed, with the knowledge of such State agency, in a substantial number of cases; or (2) that in the administration of the plan
there is a failure to comply substantially with any provision required by section 402 (a) to be included in the plan;

the Secretary shall notify such State agency that further payments
will not be made to the State (or, in his discretion, that payments will
be limited to categories under or parts of the State plan not affected
by such failure) until the Secretary is satisfied. that such prohibited
requirement is no longer so imposed, and that there is no longer any
such failure to comply. Until he is so satisfied he shall make no further payments to such State (or shall limit payments to categories
under or parts of the State plan not affected by such failure).
((b) No payment to which a State is otherwise entitled under this
title for any period before September 1, 1962, shall be withheld by
reason of any action taken pursuant to a State statute which requires
that aid be denied under the State plan approved under this part with
respect to a child bec use of the conditions in the home in which the
child resides; nor shall any such payment be withheld for any period
beginning on or after such date by reason of any action taken pursu-

ant to such a statute if provision is otherwise made pursuant to a State

statute for adequate care and assistance with respect to such child.
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[Use of Payments for Benefit of Child
(Sec. 405. Whenever the State agency has reason to believe that any
payments of aid to families with dependent children made with respect
to a child are not being or may not be used in the best interests of the
child, the State agency may provide for such counseling and guidance
services with respect to the use of such payments and the management

of other funds by the relative receiving such payments as it deems
advisable in order to assure use of such payments in the best interests
of such child, and may provide for advismg such relative that continued failure to so use such payments will result in substitution therefor of protective payments as provided under section 406(b) (2), or in
seeking appointment of a guardian or legal representative as provided

in section 1111, or in the imposition of criminal or civil penalties

authorized under State law if it is determined by a court of competent
jurisdiction that such relative is not using or has not used for the benefit of the child any such payments made for that purpose; and the provision of such services or advice by the State agency (or the taking of
the action specified in such advice) shall not serve as a basis for withholding funds from such State under section 404 and shall not prevent
such payments with respect to such child from being considered aid to
families with dependent children.

[Definitions
[Sec. 406. When used in this part—
[(a) The term "dependent child" means a needy child (1) who

has been deprived of parental support or care by reason of the
death, continued absence from the home, or physical or mental
incapacity of a parent, and who is living with his father, mother,
grandfather, grandmother, brother, sister, stepfather, stepmother, stepbrother, stepsister, uncle, aunt, first cousm, nephew,
or niece, in a place of residence maintained by one or more of
such relatives as his or their own home, and (2) who is (A)
under the age of eighteen or (B) under the age of twenty-one
and (as determined by the State in accordance with standards
prescribed by the Secretary) a student regularly attending a
school, college, or university, or regularly attending a course
of vocational or technical training designed to fit him for gainful
employment.

((b) The term "aid to families with dependent children" means
money payments with respect to, or (if provided in or after the
third month before the month in which the recipient makes application for aid) medical care in behalf of or any type of remedial care recognized under State law in behalf of, a dependent
child or dependent children, and includes (1) money payments
or medical care or any type of remedial care recognized under
State law to meet the needs of the relative with whom any dependent child is living (and the spouse of such relative if living
with him and if such relative is the child's parent and the child is a

dependent child by reason of the physical or mental incapacity
of a parent or is a dependent child under section 407), and (2)
payments with respect to any dependent child (including pay-
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merits to meet the needs of the relative, and the relative's spouse,
with whom such child is living, and the needs of any other indi-

vidual living in the same home if such needs are taken into
account in making the determination under section 402(a) (1)

which do not meet the preceding requirements of this subsecti6n
but which would meet such requirements except that such payments are made to another individual who (as determined in ac-

cordance with standards prescribed by the Secretary) is interested in or concerned with the welfare of such child or relative,
or are made on behalf° of such child or relative directly to a person furnishing food, living accommodations, or other goods,

services, or items to or for such child, relative, or other individual,
but only with respect to a State whose State plan approval under
section 402 includes provision for—

((A) determination by the State agency that the relative
of the child with respect to whom such payments are made
has such inability to manage funds that making payments
to him would be contrary to the welfare of the child and,
therefore, it is necessary to provide such aid with respect to
such child and relative through payments described in this
clause (2);

((B) undertaking and continuing special efforts to develop greater ability on the part of the relative to manage
funds in such manner as to protect the welfare of the family;

((C) periodic review by such State agency of the determination under clause (A) to ascertain whether conditions
justifying such determination still exist, with provision for
termination of such payments if they do not and for seeking judicial appointment of a guardian or other legal representative, as described in section 1111, if and when it appears that the need for such payments is continuing, or 's
likely to continue, beyond a period specified by the Secre-

tary;

(( D) aid in the form of foster home care in behalf of
children described in section 408 (a) ; and

((E) opportunity for a fair hearing before the State

agency on the determination referred to in clause (A) for
any individual with respect to whom it is made;
((c) The term "relative with whom any dependent child is living" means the individual who is one of the relatives specified
in subsection (a) and with whom such child is living (within the
meaning of such subsection) in a place of residence maintained
by such individual (himself or together with any one or more of
the other relatives so specified) as his (or their) own home.
((d) The term "family services" means services to a family or
any member thereof for the purpose, of preserving, rehabilitating, reuniting, or strengthening the family, and such other services as will assist members of a family to attain or retain capability for the maximum self-support and personal independence.
((e) (1) The term "emergency assistance to needy families with
children" means any of the following, furnished for a period not
in excess of 30 days in any 12-month period, in the case of a needy
child under the age 21 who is (ør, within such period as may be
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specified by the Secretary, has been) living with any of the relatives specified in subsection (a) (1) in a place of residence maintained by one or more of such relatives as his or their own home,
but only where such child is without available resources, the payments, care, or services involved are necessary to avoid destitution of such child or to provide living arrangements in a home
for such child, and such destitution or need for living arrangemerits did not arise because such child or relative refused without
good cause to accept employment or training for employment—

((A) money payments, payments in kind, or such other

payments as the State agency may specify with respect to, or
medical care or any other type of remedial care recognized
under State law on behalf of, such child or any other member
of the household in which he is living, and
((B) such services as may be specified by the Secretary;
but only with respect to a State whose State plan approved under
section 402 includes provision for such assistance.

((2) Emergency assistance as authorized under paragraph (1)
may be provided under the conditions specified in such paragraph

to migrant workers with families in the State or in such part or
parts thereof as the State shall designate.

(Dependent Children of Unemployed Fathers
(Sec. 407. (a) The term "dependent child" shall, notwithstanding
section 406(a), include a needy child who meets the recjuirements of
section 406 (a) (2), who has been deprived of parental support or
care by reason of the unemployment (as determined in accordance
with standards prescribed by the Secretary) of his father, and who
is living with any of the relatives specified in section 406 (a) (1) in
a place of residence maintained by one or more of such relatives as
his (or their) own home.
((b) The provisions of subsection (a) shall be applicable to a State
if the State's plan approved under section 40Z—

((1) requires the payment of aid to families with dependent
children with respect to a dependent child as defined in subsection
(a) when—

((A) such child's father has not been employed (as determined in accordance with the standards prescribed by the Sec-

retary) for at least 30 days prior to the receipt of such aid,
((B) such father has not without good cause, within such
period (of not less than 30 days) as may be prescribed by the

Secretary, refused a bona fide offer of employment or training
for employment, and

((C) (i) such father has 6 or more quarters of work (as
defined in subsection (d) (1)) in any 13-calendar-9uarter
period ending within one year prior to the application for
such aid or (ii) he received unemployment compensation
under an unemployment compensation law of a State or of

the United States, or he was qualified (within the meaning of
subsection (d) (3)) for unemployment compensation under
the unemployment compensation law of the State, within one
year prior to the application for such aid; and
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((2) provides—
((A) for such assurances as will satisfy the Secretary that
fathers of dependent children as defined in subsection (a)
will be certified to the Secretary of Labor as provided in
section 402(a) (19) within thirty days after receipt of aid
with respect to such children;

((B) for entering into cooperative arrangements with the

State agency responsible for administering or supervising the
administration of vocational education in the State, designed
to assure maximum utilization of available public vocational

education services and facilities in the State in order to
encourage the retraining of individuals capable of being

retrained; and
((C) for the denial of aid to families with dependent children to any child or relative specified in subsection (a)—
((i) if, and for so long as, such child's father is not
currently registered with the public employment offices
in the State, and
[(ii) with respect to any week for which such child's
father receives unemployment compensation under an
unemployment compensation law of a State or of the
United States.
[(c) Notwithstanding any other provisions of this section, expendi'
tures pursuant to this section shall be excluded from aid to families
with dependent children (A) where such expenditures are made under
the plan with respect to any dependent child as defined in subsection
(a), (i) for any part of the 30-day period referred to in subparagraph

(A) of subsection (b) (1), or (ii) for any period prior to the time

when the father satisfies subparagraph (B) of such subsection, and
(B) if, and for as long as, no action is taken (after the 30-day period

referred to in subparagraph (A) of subsection (b)(2), under the

program therein specified, to certify such father to the Secretary of
Labor pursuant to section 402 (a) (19).
((d) For purposes of this section—

((1) the term "quarter of work" with respect to any individual
means a calendar quarter in which such individual received earned
income of not less than $50 (or which is a "quarter of coverage"

as defined in section 213(a) (2)), or in which such individual
participated in a community work and training program under

section 409 or any other work and training program subject to the
limitations in section 409, or the work incentive program established under part C;

((2) the term "calendar quarter" means a period of 3 con-

secutive calendar months ending on March 31, June 30, September 30, or December 31; and

((3) an individual shall be deemed qualified for unemployment
compensation under the State's unemployment compensation law

((A) he would have been eligible to receive such unem-

ployment compensation upon filing application, or

((B) he performed work not covered under such law and
such work, if it had been covered, would (together with any
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covered work he performed) have made him eligible to receive
such unemployment compensation upon filing application.

(Federal Payments for Foster Home Care of Dependent Children
(Sec. 408. Effective for the period beginning May 1, 1961—
((a) The term "dependent child" shall, notwithtanding section 406
(a), also include a child (1) who would meet the requirements of such
section 406 (a) or of section 407, except for his removal after April 30,
1961, from the home of a relative (specified in such section 406(a))
as a result of a judicial determination to the effect that continuation
therein would be contrary to the welfare of such child, (2) whose placement and care are the responsibility of (A) the State or local agency

administering the State plan approved under section 402, or (B)
any other public agency with whom the State agency administering

or supervising the administration of such State plan has made an agree-•
ment which is still in effect and which includes provision for assuring

development of a plan, satisfactory to such State agency, for such
child as provided in paragraph (f) (1) and such other provisions as
maybe necessary to assure accomplishment of the objectives of the State
plan approved under section 402, (3) who has been placed in a foster
family home or child-care institution as a result of such determination.

and ('4) who (A) received aid under such State plan in or for the

month in which court proceedings leading to such determination were
initiated, or (B) (i) would have received such aid in or for such month
if application had been made therefor, or (ii) in the case of a child
who had been living with a relative specified in section 406 (a) within
six months prior to the month in which such proceedings were initiated, would have received such aid -in or for such month if in such
month he had been living with (and removed from the home of) such
a relative and application had been made therefor;

((b) the term "aid to families with dependent children" shall notwithstanding section 406(b), include also foster care in behalf of a
child described in paragraph (a) of this section—
((1) in the foster family home of any individual, whether the
payment therefor is made to such individual or to a public or
nonprofit private child-placement or child-care agency, or
((2) in a child-care institution, whether the payment therefor
is made to such institution or to a public or nonprofit private
child-placement or child-care agency, but subject to hmitatipns
prescribed by the Secretary with a view to including as "aid to
families with dependent children" in the case of such foster care
in such institutions only those items which are included in such
term in the case of foster care in the foster family home of an
individual;

((e) the number of individuals counted under clause (A) of

section 403(a' (1) for any month shall include individuals (not otherwise included under such clause) with respect to whom expenditures
were made in such month as aid to families with dependent children
in the form of foster care; and
((d) services described in paragraph (-f) (2') of this section shall be
considered as part of the administration of the State plan for purposes
of seetion4O3(a) (3);
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but only with respect to a State whose State plan approved under
section 402—.

[(e) includes aid for any child described in paragraph (a) of this

section, and

((f) (e) includes provision for (1) development of a plan for each
such child (including periodic review of the ncessity for the child's
being in a foster family home or child-care institution) to assure that
he receives proper care and that services are provided which are designed to improve the conditions in the home from which he was re-

moved or to otherwise make possible his being placed in the home of a
relative specified in section 408(a), and (2) use by the State or local

agency administering the State plan, to the maximum extent practicable, in placing such a child in a foster family home or child-care
institution, of the services of employees, of the State public-welfare
agency referred to in section 522(a) (relating to allotments to States
for child welfare services under part 3 of title V) or of any local
agency participating in the administration of the plan referred to in
such section, who perform functions in the administration of such
plan.

[For the purposes of this section, the term "foster family home"
means a foster family home for children which is licensed by the State

in which it is situated or has been approved, by the agency of such

State responsible for licensing homes of this type, as meeting the stand-

ards established for such licensing; and the term "child-care institution" means a nonprofit private child-care institution which is licensed
by the State in which it is situated or has been approved, by the agency

of such State responsible for licensing or approval of institutions of
this type, as meeting the standards established for such licensing.

(Community Work and Training Programs
(Sec. 409. (a) For the purpose of assisting the States in ncouraging, through community work and training programs of a constructive nature, the conservation of work skills and the development of
new skills for individuals who have attained the age of 18 and are
receiving aid to families with dependent children, under conditions
which are designed to assure protection of the health and welfare of
such individuals and the dependent children involved, expenditures
(other than for medical or any other type of remedial care) for any
month with respect to a dependent child (including payments to meet
the needs of any relative or relatives, specified in section 406(a), with
whom he is living) under a State plan approved under section 402
shall not be excluded from aid to families with dependent children
because such expenditures are made in the form of payments for
work performed in such month by any one or more of the relatives
with whom such child is living if such work is performed for the
State agency or any other public agency under a program ( which
need not be in effect in all political subdivisions of the State) administered by or under the supervision of such State agency, if there ]S
State financial participation in such expenditures, and if such State
plan includes—
.
((1) provisions which, in the judgment of the Secretary, provide reasonable assurance that—
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((A) appropriate standards for health, safety, and other
conditions applicable to the performance of such work by
such relatives are established and maintained;
((B) payments for such work are at rates not less than
the minimum rate (if any) provided by or under State law
for the same type of work and not less than the rates prevailing on simi]ar work in the comniunity;

((C) such work is performed on projects which serve a
useful public purpose, do not result either in displacement of
regular workers or in the performance by such relatives of
work that would otherwise be performed by employees of
public or private agencies, institutions, or organizations, and
(except in cases of projects, which involve emergencies or
which are generally of a nonrecurring nature) are of a type
which has not normally been undertaken in the past by the
State or community, as the case may be;

(I)) in determining the needs of any such relative, any
ad itional expenses reasonably attributable to such work will
be considered;
((E) any such relative shall have reasonable opportunities

to seek regular employment and to secure any appropriate
trainiiig or retraining which may be available;
((F) any such relative will, with respect to the work so performed, be covered under the State workmen's compensation
law or be provided comparable protection; and
[(G) aid under the plan will not be denied with respect to
any such relative (or the dependent child) for refusal by such
relative to perform any such work if he has good cause for
such refusal;
((2) provision for entering into cooperative arrangements with
the system of public employment officers in the State looking toward employment or occupational training of any such relatives

performing work under such program, including appropriate

provision for registration and periodic reregistration of such relatives and for maximum utilization of the job placement services
and other services and facilities of such offices;
((3) provision for entering into cooperative arrangements with
the State agency or agencies responsible for administering or su-

pervising the administration of vocational education and adult
education in the State, looking toward maximum utilization of
available public vocational or adult education services and facilities in the State in order to encourage the training or retraining
of any such relatives performing work under such program and
otherwise assist them in preparing for regular employment;
((4) provision for assuring appropriate arrangements for the

care and protection of the child during the absence from the home

of any such relative performing work under such program in
order to assure that such absence and work will not be inimical
to the welfare of the child;

((5) provision that there be no adjustment or recovery by

the State or any political subdivision thereof on account of any
payments which.are correctly made for such work; and
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((6) such other provisions as the Secretary finds necessary to
assure that the operation of such program will not interfere with
achievement of the objectives set forth in section 401.
((b) In the case of any State which makes expenditures in the form
described in subsection (a) under its State plan approved under section 402, the proper and efficient administration of the State plan, for
purposes of section 403(a) (3) and (4) may not include the cost of
making or acquiring materials or equipment in connection with the
work performed under a program referred to in subsection (a) or the
cost of supervision of work under such program, and may include only
such other costs attributable to such programs as are permitted .by the
Secretary.
(Assistance by Internal Revenue Service in Locating Parents
(Sec. 410. (a) Upon receiving a report from a State agency made

pursuant to section 402(a) (21), the Secretary shall furnish to the

Secretary of the Treasury or his delegate the names and social security
account numbers of the parents contained in such report, and the name
of the State agency which submitted such report. The Secretary of the

Treasury or his delegate shall endeavor to ascertain the address of
each such parent from the master files of the Internal Revenue Service, and shall furnish any address so ascertained to the State agency
which submitted such report.

((b) There are hereby authorized to be appropriated such suis

as may be necessary to carry out the provisions of subsection (a). The
Secretary shall transfer to the Secretary of the Treasury from time to
time sufficient amounts out of the monies appropriated pursuant to
this subsection to enable him to perform his functions under subsection

(a).]

PART A—AID TO FAMILIES WiTH DEPENDENT
CHiLDREN

Appropriation
SEc. 401. For the purposes of (1) encouraging the care of dependent
children in their own homes or in the homes of relative8 by enabling
each State, to the extent it deems appropriate under State law, to furnish financial assi8ta'nce and rehabilitation and other services, as far
as practkable under the conditions in 8uch State, to needy dependent
children and the parents or relatives with whom they are living to help
maintain and strengthen family life and to help such parents or relative8 to attain or retain capability for the nviximum self-support and
personal independence consistent with the maintenance of cojn tinuing
parental care and protection, () aiding in obtaining support payment8 for such children from ab8ent parents, and (8) aiding in the
determination of the paternity of such children who are born out of
wedlock, there is hereby authorized to be appropriated for ea'h flecal
year a sum sufficient to carry out the purposes of this part. The sums
made available under this section shall be used for making payments
to States which have submitted, and had approved by the Secretary of
Health. Education, and Welfare, State plans for aid to families with
dependent cAildren.
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SUBP4R7' 1—STATE PLANS FOR AID TO FAMILIES
WITH DEPENDENT CHILDREN
General Administrative Provision8
SEC. 4O?.

A State plan for aid to families with dependent children

must—

(a) provide that, except to the extent permitted by the Secretary with respect to services under section 407, it shall be in effect
in all political subdivisions of the State, and, if administered by
them, be mandatory upon them;
(b) provide for financial participation by the State;

(c) provide for the establishment or designation of a single
State agency either to administer the plan or to supervise the

athn.inistration of the plan;
(d) set forth the methods of administration to be followed in
carrying out the State plan which—
(1) include methods relating to the e8tablishment and maintenance of personnel standards on a merit basi8, and
(p2) provide for the training and effective use of paid subpro fe8sional staff, with particular emphasis on the full-time
or part-time employment of recipients of public assistance —+
participants in the employment program operated pursuant
to title XX, — and other persons of low income ,as community services aides, in the administration of the plan and for

the use of nonpaid or partially paid volunteer8 in a social

service volunteer program in providing services to applicants
and recipients;

(e) provide that the State agency will make such reports, in
8uch form and containing 8uch information, as the Secretary may

from time to time require, and comply with such provisions as
the Secretary may from time to time find necessary to assure the
correctness and verification of such report8;

(f) provide for prompt notice (including the transmittal of all

relevant information) to the Attorney General of the United
States (or the appropriate State official or agency (if any) designated by him pursuant to part D) of the furnishing of aid to
families with dependent children with respect to a child who has
been deserted or abandoned by a parent (including a child born
out of wedlock without regard to whether the paternity of such
child ha8 been established);

(g) provide (1) that, as a condition of eligibility under the
plan, each applicant for or recipient of aid shall furnish to the
State agency his 8ocial security account number (or numbers, if
he has more than one such number),, and (ed) that such State
agency shall utilise such account numbers, in addition to any
other means of identification it may determine to employ, in the
administration of 8uch plan;
(h) (1) provide that, as a condition of eligibility for aid, each
applicant or recipient will be required to assign to the United

State8 any rights to 8upport from any other person he may have—
1

Amendment appearing between arrows effective January 1, 1974.
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(i) in hi8 own behalf or in behalf of any other family members for whom he is applying for o.r receiving aid, and

(ii) which have accrued at the time such assignment is
executed, and which will accrue during the period ending
with the third month following the month in which he (or
such other family members) will have received aid under the
plan or with such later month as may be determined under
section 455(b); and
(P2) contain such provisions pertaining to determining paternity

and securing sup port and locating absent parents as are prescribed by the A torney General of the United States in order
to comply with the requirements of part D;
(i) provide—
(1) that aid to families with dependent children shall not
be furnished to any individual unless such individual (A)
i8 a re8ident of the State, and (B) has re8ided in the State
continuously for ninety consecutive days immediately preceding the application for such aid;

(2) that such aid 8hall be furnished under the State plan
for a period of ninety consecutive days to any individual who

(A) has moved out of such State regardless of whether he

ha8 terminated his res!dence in such State, (B) was receiving
aid under such State plan in the month before the month in
which he moved out of such State, (C) continues to meet the

eligibility requirement8 of such State plan except for resi-

dency, and (D) i8 not receiving aid to families with dependent children under a plan of the State in which he is
present 8olely because he does not meet the dv;ration of resi-

dency requirements imposed under subclause (1);
(3) that for the purpose of furnishing aid under the State
plan to any individual described in subclause (P2), appropriate agreements (including provisions for reimbursement)
will be made with the State agency administering or supervising the administration of the plan approved under this
part of the other State so that the agency of such other State
will determine the continuing eligibility of and make payments to such individual; and

(4) that the State agency will enter into agreements with
the State agency administering or supervising the administration of the plan under this part of other States to carry
out for them the functions described in 8ubclause (3'); and
(j) provide that, if the State plan contains provisions limiting to a specified period of time eligibility of individual8 for aid
under the plan based on any approved application for such aid,
such period of time shall not be les8 than two years; and provide
that the right of any individual, whose eligibility for such aid
i8 affected by such provisions, to reap ply for. 8uch aid shall not be
adversely affected by 'reason of 8uch provisions.

At the option of the State, the State plan for aid to families with

dependent children may provide that manuals and other policy issuanee will be furnished to persons without charge for the reasonable
cost of such material8, but 8uch provision shall not be required by the
Secretary as a condition for the approval of such plan under this part.
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Eligibility F'or Aid io Families With Dependent Children
SEC. 403: A State plan for aid to families with dependent children
must provzde that such aid will be furnished to all individuals who
apply and are determined to be eligible there/or under such plan.

Determining Eligibility and Amount of Aid
SEC. 404. A State plan for aid to families with dependent childrem—

(a) must provide that aid furnished for any month under the

plan shall not be less than—
(1) $66.67, in the case of a family with ane member,
(2) $133.33, in the case of a family with two members,
(3) $166.67, in the case of a family with three members,
and

(4) $200.00, in the case of a family with four or more
members,

(or, if less, the amount which a family of 8uch size with no other
income would have received for June 1972 under the State plan

approved under this part) reduced by all income not required
to be disregarded by clause (d);

(b) must provide that eligibility for aid to families with dependent children will not be determined solely on the basis of
declarations concerning eligibility factors and other relevant fact8

by an applicant for or recipient of such aid, and that relevant

information will be verified to the maximum extent feasible from
independent or collateral sources and additional information obtained as necessary in order to insure that such aid is only pro-

vided to eligible persons and that the amounts of such aid are
correct;
(c) except as otherwise provided in clause (d), must provide
that the State agency shall, in determining need, take into consideration any other income or resources of any child or relatIve
claiming aid to families with dependent children or of any other
individual whose needs the State determines should be considered
in determining the need of the child or relative claiming such aid,

but in no event will the 'needs of any other individual be con-

sidered for purposes of making the determInation under this clause
(c) unless such individual is—
(1) livinq in the same home as such child and relative, and

(2) one of the relatives of such child specified in section

411 (a) (1) (A) (but not including a brother, sister, ste
brother, or step-si8ter of such child who does not meet t

-

requirements of section 411 (a) (1) (A) (ii));
(d) must provide that, in making the determination under clause
(.c), the State agency—
((1) shall with respect to any month disregard—
C (A) all of the earned income of each dependent child
receiving aid to families with dependent children who is

a full-time student or part-time student who is not a

full-time employee attending a 8ch0o1, college, or uni-
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versity, or a course of vocational or technical training
designed to fit him for gainful employment,

((B) in the case of the earned income of a dependent
child not included in subclause (1) (A), a relative receiv-

ing such aid, and any other individual (living in the
same home as such relative and child) whose needs are
taken into account in making such determination, the first

$60 (or, if such individual is not working at least 40
hours per week, or at least 35 hours per week and earning
per week an amount at least equal to 40 times the hourly
minimum wages specified in section 6(a) (1) of the Fair

Labor Standards Act of 1938, the fir8t $80) of such
earned income for 8uch month, plus one-third of the next
$00 of 8uch income for 8uch month, plus one-fifth of the

remainder of such income for such month, except that
(i) reasonable child care expenses (subject to such limitations as the #Secretary may prescribe in regulations) will

first be deducted before computing 8uch individual's
earned income and (ii) the provisions of this subelause
(1) (B) shall not apply to earned income derived from

participation on a project maintained under the program

established by section 408 or by clause (2) or (3) of

8ection432(b), and
((C) $20 per month, with respect to the dependent child
(or children), relative with whom the child (or children)
are living,and other individual (living in the same home
as 8ueh child (or children)) whose needs are taken into
account in making such determination, of all income derived from support payments collected pursuant to part

D;and

((2) (A) ma?,, subject to the liviitation8 prescribed by the
Secretary, permit all or any portion of the earned or other
income to be 8et aside for future identifiable needs of a dependent child, and (B) may, before disregarding the amount8
referred to in subclau8e (1) and 8ubclau8e (2) (A), disregard
not more than $5 per month of any income;
except that, with respect to any month, the State agency 8liall not

disregard any earned income (other than income re/erred to in

8ubclause (2)) of—
((3) any one of the persons specified in subclause (1) (B) if
8uch person—
((A) terminated his employment or reduced his earned

income without good cause within 8uch period (of not
le8s than 30 day8) preceding such month as may be pre8cri bed by the Secretary1 or

((B) re/used without good cause, within 8uch period

preceding such month as may be prescribed by the Secretary, to accept employment in which he is able to engage
which is offered through the public employment offices
of the State, or is otherwise offered by an employer if the
offer of such employer is determined by the State or local
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administering the State plan, after notification

by him, to be a bona fide offer of employment; or
((4) any of such persons specified in 8ubclause (1) (B) if
with respect to 8uch month the income of the persons 80 specified (within the meaning of clause (c)) was in excess of their

need as deternined by the State agency pur8uant to clau8e
(c) (without regard to this clause (d).) unle88, for any one
of the four months preceding 8uch month, the need8 of 8uCh

person were not met by the furnishing of aid under the
plan; 1

—(d) mu8t provide that, in making the determination under

clause (c)—

(1) the State agency 811(211, with respect to any month, dis-

regard $20, with respect to the dependent child (or children),
relative with whom the dependent child (or children) is living, and other individual (living inthe same home as 8uch

child (or children)) who8e needs are taken into account in
making such determination, of all income derived from support payments collected pursuant to part D;
(2) in the case of a family other than a fdm.ily headed by

an employable person (as defined in 8ection 411(g)), the
State agency 8hall. with re8pect to any month, disregard (in
addition to any amount disregarded pursuant to 8ubclause
(1)) $20 of any income other than (i) income derived from
8upport payments collected pursuant to part D or (ii) income
paid to any member of such family on the basis o/the need of
8uch member or family; and
(3) in the case of a family headed by an employable person
or of a family with earned income in excess of $200 per month,
that portion of the earned income of such family (regardless
of whether such family headed by an employable person doe8
in fact receive any such income) for any month which Z8 not
in excess of $300 (or, if' the minimum wage specified in section

6(a) (1) of the Fair Labor Standards Act of 1938 exceeds
$1.60 per hour, 187.5 times such minimum wage, but in no

event more than $375), 8hall be counted for purposes of this
part as $200 of such income for such month; 2
(e) may provide for the State agency to make rent payments
for any month directly to a public housing agency on. behal o an
individual or family receiving aid under the plan or on be f of
groups of such individuals or families, and that the State agency
may make rent payment8 directly to any private person on behalf
of an individual or family receiving aid under the plan, and that
if the State plan provides for 8uch payments to private persons,
such payments will be made only if (1) such individual or family
has failed without good cause under State law to make rent payment8 for which he was obligated, whether or not to his or their

current landlord, for any two consecutive months within the
twelve-month period immediately preceding the month for which
the State agency commences to make such rent paymenttr, (2)
such rent payments with respect to 8ueh individual or family are
Section 404(d) above is deleted January 1, 1974.
Section 404(d) appearing between arrows effective January 1, 1974.
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for any month equal to the least of (A) the amount of aid under
the plan far which such individual or family i8 eligible for 8uch
month, .(B) the full rent owed by 8uch individual.br family for
8Uch month, or (0) the amount u8ed by the State for 8UCh month
to determine the need for rent of an individual or family (of the
8ame 8ize as such family) with no, income other than aid under
the State plan, and (3) such person agrees to accept the payment
by the State agency of the amount de8cribed in 8ubclau8e (2) (B)

or (2) (C) as the full rent owed for 8uch month; and
(f) must provide, that in any case in which mQre, or less than
the correct amount of aid for any. month was paid with re8pect
to a family under the plan,
(1) in the case of underpayments, proper adjustment 811(111

be made in future payments with re8pect to such family

which are made within such maaimum period of time as the
State agency may prescribe, and
(2) in the case of overpayment8—
(A) proper adjustment or recovery shall be made by
adjustment in future payment& with re8pect to such / aim-

ily or by recovery from such family in accordance with
procedures of the State for collection o/ cverpaynwnts
or

(B) if 8uch adjustment or recovery cannot be made,
the State agency will so notify the Seoretary so that he
may make appropriate adjustments. to. or recovery from
other amounts which may be owed to any member of such
family by the United State8 pursuant to section 414.

Statutory Rights of Applicants for and Recipients of Aid to
Families With Dependent Children
Ssc. 405. A State plan for aid to famiie8 with dependent children.
(a) provide that all individtal8 wishing to make app'lication for
aid to /amilie8 with dependent children shall have opportunity to
do 80, and that such aid will only be furnished to or with respect
to eligible persons (as defined in 8ectwn 411(f)) and will, subject to 8ubsection8 (q), (h), and (i) of section 402, sub8ections (b)
and (f) of section 404, and sub ectio'ns (a) and (e) of 8ectiOfl 409,
be furnished with reasonable prOmptne8a;
(b) provide (1) for granting an opportunity for an evidentiary
hearing before the State agency or, if the State plan is administered in each of the political subdivisions of the State by a local
agency, before such local agency, to any individual whose claim

for aid to families with dependent children is denied, or is not
acted upon with reasonable promptness or to any individua' who is
receiving aid under the plan which aid such State or local agency
determines should be terminated or the amount of which should
be reduced, (2) that any hearing held at the reque.st of any individual to determine the matter of whether the aid provided to such

individual (or to member8 of Ms family) under the. State plan
should 7w temninateZ or the amount thereof reduced shall be comr
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pleted and the agency before which such hearing i8 held shall make

a decision on the basis of such evidentiary hearing with respect to

8Uch matter not later than thirty day8 after the date 8uch individual is notified of the intention of such agency to terminate or
reduce the amount of such aid, (3) that the agency before which
such hearing is held may put its decision into effect immediately
upon it's issuance, (4) that if th€ evidentiary hearing is held by a
local agency admini8tering the State plan in a political subdivision of such State, the individual will be provided an opportunity
to appeal such decision to the State agency, and (5) if any individual (or family) is determined under a final decision of the
State agency (or of the local agency if no appeal is taken therefrom) to have received, prior to such decision, aid under the plan
in any amount to which he (or his family) was not entitled, appro priate adjustment or recovery of 8uch amount will be made as

reguired by section 404(f);

except

that no individual whose

eligibility for aid under the State plan is terminated by reason of
the provisions (referred to in section 402(j) and relating to limitation of duration of eligibility based on any approved application
for aid) in a State plan shall be entitled to a hearing on accownt
of termination of his eligibility arising from the application of
such provisions; and
(c) provide safeguards which permit the use or disclosure of
information concerning applicants or recipient8 only (1) to public
officials who require such information in connection with their official dutie8, or (2) to other persons for purposes directly connected with the administration of aid to families with dependent
children.

Protection of Children
SEC. 406. (a)

dren must—

A State plan for aid to families with dependent chil-

(1) provide that where the State agency has reason to believe
that the home in which a relative and child receiving aid reside
is unsuitable for the child because of the neglect, abuse, or exploitation of such child, it shall bring such condition to the attention
of the appropriate court or law enforcement agencies in the State,
and shall provide 8uch data with respect to th€ 8ituation as it may
have;

(2) provide that, whenever the State agency has reason to
believe that any payments of aid to families with dependent

children made with respect to a child are not being or may not be

used in the best intere8t8 of the child, the State agency shall

provide for such counseling and guidance services with re8pect to

the use of such payments and the management of other funds
by the relative receiving such payments as it deems advisable in
order to assure use of such payments in the best interests of such
child, and shall provide for advising such relative that continued
failure to so use such payment8 will result in 8ub8titutiOn there-

/or of protective payments as defined in subsection (b), or in

seeking appointment of a guardian or legal repre8entatIve as pravided in 8ection 1111, or in the iflipO8itiofl of criminal or civil pen-
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alties authorized under State law if it is determined by a court of
competent jurisdiction that such relative is not using or has not
used for the benefit of the child such payments made for that purpose; and the provision of such service8 or advice by the State
agency (or the taking of the action specified in such advice) shall
not serve as a basis for withholding funds from such State under
8ection 413 and shall not prevent such payments with respect to
8uch child from being considered aid to famiiie8 with dependent
children,°

(3) provide for aid to families with dependent children in the
form of foster care, including provision for—
(A) development of a plan for each such child (including
periodic review of the necessity for the child'8 being in a fo8ter

family home or child-care institution) to assure that he receives proper care and that 8er'vices are provided which are
designed to improve the conditions in the home from which
he was removed or to otherwise make possible his being placed

in the home of a relative specified in section 411(a) (1), and

(B) use by the State or local agency administerIng the
State plan, to the maximum extent practicable, in placing

such a child in a foster family home or child-care institution,
of the services of employees of the State public-welfare agen-

ci referred to in section 41 (a) (relating to allotments to
S tates for child welfare services under part B) or of any local

agencyparticipating in the administration of the plan re-

ferred to in such 8ection, who perform functions in the administration of such plan; and
(4) provide that protective payment8 (as defined in subsection

(b) but without regard to paragraphs (1) through (5) thereof)

will be made to meet the needs of a dependent child in any case
in which the relative with whom such child is living is not an
eligible person by reason of—

[(A) his refusal to accept employment or to participate in
any employment or training program if his acceptance or
participation is otherwise required by this part.] 1
(B) her failure to cooperate with any official or agency of
the State or.of the United States in establishing the paternity
of such child (where 8uch relative is the mother of a dependent child born out of wedlock), or in obtaining support payments for herself or 8ueh child,

(C) a medical determination that such relative is a drag
addict or alcoholic if and for so long as he i8 not receiving

payment dire ctlyuncZer title XV, or

(D) his failure to agree to permit inspection of the home
in which such relative lives, at reasonable times and with
reasonable notice, by a duly authorised person employed by
or on behalf of such State in the administration of the State

plan approved under this part.
(b) For purposes of thi8 part, the term "protective payments" means
payments with respect to any dependent child (including payments to
This subsection 406(a) (4) (A) is deleted January 1, 1974.
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the need8 0/the relative, and the relative'8 8pouse, with whom
such child is living, and the need8 of any other individual living in the
same home if such need8 are taken into account in making the determination under section 404(c)) which are made to another individual
who (as determined in accordance with standards prescribed, by the
Secretary) is intere8ted in or concerned with the welfare of such child,
relati've, or other individual, or are made on behalf of 8uch child or
relative directly to a person furnishing food, living accommodations,
or other goods, services, or items to or for 8uch child, relative, or other
individual, but only with re8pect to a State whose State plan approved
under this part includes provision for—
(1) determination by the State agency that the relative of the
child withY respect to whom such payments are made has such
inability to manage /vnds that making payments to him would be
meet

contrary to the best intere8ts of the child and, therefore, it is
necessary to provide such aid with respect to 8uch child and relative through payment8 described in this subsection (b);
(92) undertaking and continuing special efforts to develop
greater ability on the part of the relative to manage june18 in
such manner as to protect the welfare of the family;

(3) periodic review by 8uch State agency of the determination
under clause (1) to ascertain whether conditions justifying 8uch
determination still exist, with provision for termination of such
payments if they do not and for seeking judicial appointment
of a guardian or other legal representative, as described in section
1111, if and when it appears that the need for 8uch payment8 is
continuing, or is likely to continue, beyond a period 8peczfied in
regulations prescribed by the Secretary;
(4) aid in the form of foster home care in behalf of children
described in section 411 (a) (3); and

(5) opportunity for an evidentiary hearing before the State

agency or, if the State plan is administered in each of the political

subdivisions of the State by a local agency, before such local
agency on the determination referred to in clause (1) for any
individual with respect to whom it is made;

but such term does not include any amount to meat the needs of an
individual who is nt an eligible person.

Social Services
Sgc. 407. (a) A State plan for aid to families with dependent children nwst—

(1) provide a description of the services to families with de-

pendent children which the State agency (using whatever internal
organizational arrangement it finds appropriate for this purpose)
makes available to maintain and strengthen family life for children, including a description of the steps taken to assure, in. the
provision of such services, maximum utilization of other agencies
providing similar or related services,
(2) provide, in such cases as the State agency finds appropriate,
for the development and application of a program for such 8ervices to families with dependent children, as defined in subsection
(&), for each child and relative who receives aid to families with
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dependent children, and each appropriate individual (living in
the same home as a relative and child receiving such aid whose
needs are taken into account in making the determination under
section 404(0)), as may be necessary in the light of the particular
home conditions and other needs of such child, relative, and
individual, in order to assist 8uch child, relative, and individual
to attain or retain capability for self-support and care and in order

to maintain and strengthen family life and to /oter child

development;
(3) provide for the development of a program for each appropriate relative and dependent child receiving aid under the plan,

and each appropriate individual (living in the same home as a
relative and child receiving such aid) whose needs are taken into
account in making the determination under section 404(c), for

preventing or reducing the incidence of births out of wedlock and
otherwise strengthening family life, and for implementing such

program by assuring, that in all appropriate cases family planning services (including supplies) are offered them and are provided promptly to all individuals requestinq such services, but
acceptance by such child, relative, or individual of family planning services under the plan shall be voluntary on the part of such

child, relative, or individual and shall not 'be a prerequisite to
eligibility for or the receipt of any other service or aid under the
plan; and
(4) provide that to the extent that services provided under the
State plan are furnished by the staff of the State agency or the
local agency administering the State plan in each of the political
subdivisions of the State, for the e8tablishment of a single organizational unit in such State or local agency, as the case may be,
responsible for the furnishing of svch services; and
(5) provide for the referral to the State or appropriate local
agency administering the plan of 8ueh State approved under title

XV of any individual applying for aid to families with dependent
children who is medically determ,ined to be a drug addict or alcoholic but who ot/ierwi8e would be eligible for such aid under the
State plan approved under this part.
(b) The term "services to families with dependent children" means
services to a family or any member thereof for the purpose of preserving, rehabilitating. reuniting,, or strengthening the family, and 8ucli
other services as will assist members of a family to attain or retain
capability for the maximums self-support and personal independence.

[Community Work and Training Programs1
(SEc. 408. (a) For the purpose of assisting the States in encouraging.

through community work and training programs of a constructive
nature, the conservation of work skills and the development of new
slcill8 for relatives with whom a dependent child is living and other
individuals whose needs are taken into account in making the determination under section 404(c) and who are receiving aid to families
with dependent children, under conditions which are designed to assure
SectIon 408 of this At Is repealed anuary 1, 1974.
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protection of. the health. and welfare of 8uch individuals and the dependent children involved, expenditure8 (other than for medical or
any other type of remedial care) for any month with respect to a dependent child (including payments to meet the needs of. any relative

or relatives, 8pecifled in section 411(a) (1) (A), with whom he is living)
under a State plan approved under thi8 part shall not be excluded
from aid to families with dependent children becau8e such expenditures are made in the forms of payment8 for work performed in 8uch
month by any one or more of the relatives specified in section 411 (a)
(1) (A) with whom such child is living if 8uch work is performed for
the State agency or any other public agency under a program (which
need not be in effect in all political 8ubdivi8ions of the State) adminiqtered by or under the supervision of such State agency, if there is State

financial participation in such expenditures, and if 8uch State plan
includes—

(1) provisions which, in the judgment of the Secretary, provi e reasonable assurance that—

[(A). appropriate 8tanda.rds for health 8afety, and other
conditions applicable to the performance of such work by such
relatives are estctbli8lied and maintained;

[(B) payments for ;uch work are at rate8 not less than the
minim,uim rate (if any) provided by or under State law for
the same type of work and not less than the rate8 prevailing
on similar work in the convnvunity;
[(C) such work is performed on projects which serve a use-

ful public purpose, do not result either in displacement of
regular workers or in the performance by such relatives of
work that would otherwise be performed by employees of
public or private agencies, institutions, or organizations, and
(except in cases of projects which involve emergencies or
which are generally of a nonrecurring nature) are of a type
which has not normally been undertaken in the past by the
State or community, as the case may be;

[(D) in determining the needs of any such relative, any

additional expenses reasonably attributable to such work wil
be considered;
[(F) any such relative shall have reasonable opportunitiei
to seek regular employment and to secure any appropriate
training or retraining which niay be available; and

[(F). aid under the plan wilt not 1e denied with respect
to any 8uch relative (or the dependent child) for refusal
by such, relative to perform any such work if he has good
cause for such refusal;

[(s) provision for entering into cooperative arrangements with

the system of public employment offices in the State looking toward employment or occupational training of any such relatives
performing work under such program., including appropriate provision for registration and periodic reregistration of such relatives
and for maximum utilization of the job pla.'enient services and
other services and facilities of such offices;

((3) provision for entering into cooperative arrangements with

the Stat agency or agencies responsible for administering or

supervising the administration of vocational education and adult
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education in the State, looking toward nuzxinvum utilization of

available public vocational or adult education 8ervice8 and facili-

ties in the State in order to encourage the training or retraining
of any such relatives performing work under such program and
otherwise assist them in preparing for regular employment;
((4) provision for assuring appropriate arrangements for the
care and protection of the child during the absence from the home

of any such -relative performing work under such program in
order to assure that 8uch ab8ence and work will not be inimical
to the welfare of the child;
((5) provision that there will be no adjustment or recovery by

the State or avy political 8ubdivision thereof on account of any
payments which are correctly made for such work; and

[(6) such other provisions as the Secretary flnd8 necessary to
assure that the operation of such program will not interfere with
achievement of the objectives set forth in section 401.
[(b) In the case of any State which makes expenditures in the formS
described in subsection (a) under its State plan approved under this

part, the proper and efficient administration of the State plan, for
purposes of section 412(a) (3) may not include the cost of making or
acquiring materials or equipment, in connection with the work performed under a pro grams referred to in 8ubsectwn (a) or the cost of
supervision of work under such program, and may include only such

other costs attributable to such programs as are permitted by the
Secretary.] 1

(Relationship

With Work Incentive Program2

[&c. 409. A State plan for aid to families with dependent children
must provide—

[(a) that every individual, as a condition of eligibility for aid
under this part, shall register for manpower services, training,
and employment as provided by regulations of the Secretary of
Labor, unless such individual is—

((1) a child who is under age 16 or attendinq school full
time;
((2) a person who is ill, incapacitated, or of advanced age;
(('3) a person 80 remote from a work incentive project that
his effective participation is precluded,
((4) a person whose presence in the home is required be-

cause of illness or incapacity of another member of the

household:
[(5) a mother or other relative of a child under the age of
8iX who is caring for the child; or
((6) the mother or other female caretaker of a child, if the
father or another adult male relative is in the home and not

excluded by 8uZ'clause (1), (2), (3), or (4) of this clause

(unle88 he as failed to register as required by this clause, or
has leen found by the Secretary of Labor under section 433(g)

to have refused without good cause to participate under a
Section 408 of this Act Is repealed January 1, 1974.
2 SectIon 409 of thi. Act (Including the heading), is deleted January 1, 1974, and substituted by the next following section 409 appearing Immediately below.
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work incentive ogram or accept employment as descri bed in
clause (e) of this section) ;

and that any individual referred to in subclause (5) 8hall be

advised of her option to regi8ter, if she 80 de8ire8, pursuant to thi8
paragraph. and shall be informed of the child care 8ervice8 (if
any) which will be available to her in the event she 8hould decide
80 to register;
((b) that aid under the plan will not be denied by reason of
8UCh regi8tration or the individual's certification to the Secretary
of Labor under clause (f) of thi8 section, or by reason of an indiividual's participation on a project under the program established by section 43'2 (b) (p3) or (3) so long as, in making the
determination required under 'section 404(c), the State agency

finds that such individual (and his family) remain eligible for
such aid;
((c) for arrangements to assure that there will be made a nonFederal contribution to the work incentive programs established
by part C by appropriate agencies of the State or private organizations of-JO per centum of the cost of such programs, as specified

in section 435(b);
((d) that (1) training incentives authorized under section 434
shall be disregarded in determining the need8 of an individual

under section 404(c), and () in determining such individual's
needs the additional expenses attributable to his participation in
a program e8tablished by section 4.9(b) (.92) or (3) shall be taken
into account;
((e) that if and for 80 long as any child, relative, or individual
(certified to the Secretary of Labor pursuant to clause (f)) has

been found by the Secretary of Labor under section 433(g) to
have 'refused without good cause to participate under a work incentive program e8tabh8hed by part C with respect to which the
Secretary of Labor has determined Ms participation is consistent
with the purposes of such part 1], or to have refused without good
cause to accept employment in which he is able to engage which
is offered through the public employment, offices of the State, or
is otherwise offered by an employer if tile offer of such employer is

determined, after notification by him, to be a bona fide offer of

employment—
((1) if the relative makes such refusal, 8uch relative's needs

shall not be taken into account in making the determination
u'nder 8ection 404(e), and aid for any dependent child in the
family in the form o/ protective payments as defined in section 406(b) (which in such a ease shall be without regard to

clauses (1) through (5) thereof) or section 406(a) (3) will

be made;
((92) aid with respect to a dependent child will be denied if
a child who is the only child receiving aid inthe family makes
such refusal

[(3) if t1ere is more than one child receiving aid in the

family, aid for any 8uch child will be denied (and his needs
will not be taken into account in making, the deter'ininatior
under seetion 404(c)) if that child makes suèh refusal; and
((4) if such individual makes such refusal, such individ-
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ual's needs will not be taken into account in making the deter-

mination under section 404(c);
except that the State agency shall for a period of 8ixty days, make

payments of the type de8cribed in 8ection 406(b) (without regard to clauses (1) through (5) thereof) on behalf of the relative
8peca fled in subclau8e (1), or continue aid in the case of a child
8pecifled in subclause (2) or (3), or ta/ce the individual'8 needs
into account in the case of an individual specified in subclau8e
(4), but only if during such period such child, relative, or individual accepts counseling or other 8ervice8 (which the State agency

shall make available to 8uch child, relative, or individual) aimed
at per8uadiny such child, relative, or individual, as the case may
be, to participate in 8uch program in accordance with the determinat ion of the Secretary of Labor; and
((f) that the State agency will have in effect a 8pecial program
which (1.) will be administered by a separate admini8tratià unit
and the employee8 of which will; to the maximum extent feasible,
perform 8ervice8 only in connection with the adrnini8tration of

such program, (2) will provide (thrOugh arrangement8 with

others or otherwise) for individuals who have been registered pursuant to clause (a), In accordance with the order of priority' listed
in section 433(a), such health, vocational rehabilitation, cOun8eling, child care, and other 8ociai and: supportive service8 as are
necessary to enable such indi'vidual8 to acóept employment or receive manpower training provided under part 0, and will, when

arrangements have been made to provide necessary 8upportive
services, including child care, certify to the Seóretary of Labor
those individuals who are ready for employnicnt or training under
part C, (3) will participate in the development of operational and
employability plans under section 433(b), and (4) wilt provide
for purposes of clause (2), that,whenmore than one icindof ohild
care '28 available, the mother may choose the type, but 8he may not
refu8e to accept child care 8ervwes if they are available.]

--Relatlonshlp With Employment Program1
-÷SEc. 409. A State plan for ai to families with dependent children
must provide that, in the ease of any family which is headed by an
employable per8on (as defined in section 411(g)) who, is a motl,ei
(de8cribed in paragraph (2') of 8ection 411(g)) who is applying for or
receiving aid under the plan, and refu8e8 to participate in t'ie employnient pro gram operated pursuirn t to title IX, if and for 80 long (15

any such refusal continues after the close of the thirty-day period
during which the Work Administration ha8 provided appropriate
counseling pursuant to section 2056(b), such person's needs 8hall not
be taken into, account in making the determination under section 404
(o), she sh(zll not be considered a member of the familj for purposes
of section 404(d) (3), (rind aid for any dependent child in the family

in the form of. payments of the type described in section 406(b
(which in suc,i

a case shall 'he without regard. to clauses (1) throug
(5. thereof) or se#tion 406(a) (3) wilt be made, and i/such person is
a recipient at the' time of her 'refu8ai, the State agency sha2l—
.

409 (1n,cludlng the heading) appearing between atrowe, effective January 1,
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— (1) if, at the end of such thirty day8, she has not agreed to
participate in 8uch pro gram, determine whether she i8 incapacitated, and, if so, refer her to the State agency administering the
State plan for vocational rehabilitation services approved under
the Vocational Rehabilitation Act and require that, as a condition
of eligibility for aid to familie8 with dependent children, she accept 8uch relta(nlztation service8 as are made available to her
under such State plan., and
if such person refu8ea to accept vocational rehabilitation
—
services following a referral pursuant to subcla.use (1) or is determined not to be incapacitated and refuses to participate in such
employment program, 8uch person shall not be considered an eligible person and payments of the type described in section 406(b)
(which in 8uch a case shall be made without regard to clauses (1)
through (5) thereof) or section 406(a) (8) 8haZl be made with ré•pect to the dependent children living with 8Uch person.4- 1

()

Emergenci, Assistance

SEC. 410. (a) A State plan for aid to faniilie8 with dependent

children—
(1) may provide emergency a88istance to needy fam.ilie8 with
children (as defined in subsection (b) ), and
must provide emergency assistance to needy families with

()

children (a8 so defined), on a statewide basis, to needy migrant
workers with children in the State.
(b) The term "emergency assi8tance to need' families with chil-

dren" means any of the following, furnished for a period not in

excess of 30 days in any 1-month period, in the case of a needy child
under age 1 who is (or, within such period as may be 8pecified in
regulatwn8 prescribed by the Secretary, has been) living with anj
of the relatives specified in 8ection 411(a) (1)(A) in a place of residence maintained by one or more of such relative8 as his or their own
home, but only where 8uch child is without available re'source8, the
payment8, care, or services involved are necessary to avoid destitution
of 8uch child or to provide living arrangements in a home for 8Uch
child, and 8uch destitution or need for living arrangement8 did not
arise because 8uch child or relative refused without good cause to accept
employment or training for employment

(1) money payment8, patyments in kind, or such other 7ay-

ments as the State agency may specify with respect to, or medical

care or any other type of remedial care recognized under State
law on behalf of, such child or any other member of the household in which he is living, and
(p3) such 8ervices as may be specified in regulatu.ins prescribed
by the Secretarii

STJBPART 2—DEFINITIONE
SEC. 411. When used in this part—

(a) (1) (A) The term "dependent child" means a needy child who
has been born and (i) who ha8 been deprived of parental support or
tSection 409 (including the heading) appearing between arrows, effective Tanuary 1,

1974.
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by reason of the death, continued absence from the home, or
phy8wal or mental incapacity of a parent, and who is living with his
father, mother, grandfather, grandmother, brother, 8ister, 8tepf at her,
stennother, stepbrother stepsister, uncle, aunt, first cousin, nephew,
or niece, in a place of residence maintained by one or more of such
relatives at his or their own home, and (ii) who is (I) under the age
of eighteen or (Ii) under the age of twenty-one and (as determined
by the State) a student regularly attending a school, college, or university, or (III) under the age of twenty-one and (as determined by
care

the State) a student regularly attending a course of vocational or
technical raining designed to fit him for gainful employment
(B) (i) The term "parent", 'when used wit/i respect to any child,
means such child's natural parent or his adoptive parent, and, at the
option of the State, may also include (I) his stepparent, or (II) if
such child's father or stepfather is deceased or continuously absent
from the home, any other adult individual (regardless of whether such
other individual is• living in the same home as such child and the relative with whom the child Z8 living) if and for so long as there exists

a continuing parent-child type relationship between such child and

such individual if such individual is not the grandfather, grand-

mother, brother, si8ter, 8tepbrot her, stepsister, uncle, aunt, first cousin,
nephew, or niece of such child, but no child shall be found to be deprived of parental sup port or care by reason of the continued absence
from the home of such individual.

(ii) For purposes of determining whether a continuing parentchild type relationship exiets between a child and such an adult individual, only the following factors may be taken into account: (1)
the frequency ióith which 8uch child. and such individual appear together in public, (II) whether such individual is the parent of a half
brother or half sister of such child, (III) whether such individual eceerci8es parental control over such child, (IV) whether substantial
gifts are made by such individual to such child or to members o/the
family of such child, (V) whether such inçlividual claime such child
as a dependent for income tax purposes, (TTI) whether 8U.ch individual
cares for Or arranqes for the care of 8ucli.child when the relative with

whom such child is living is ill or absent from home, (VII) whether
sue/i individual assumes responsibiliti, for such child when a crisis
occurs in such child'8 life, suCh as illness or detention of. such child
by public authorities, (VIII) whether such individual is listed as the
parent or guardian of such child in school records which are designed
to indicate the parents or guardians of children, (IX) whether such
individual makes frequent vi8it8 to such household, (I) 'whet/icr 8uch
individual gives or uses as his addres8 the address of sue/i household
in dealing with hi8 employer, his creditors, po8taZ authoritie8, other
public authorities, or others with whom. he may have dealings, relationships, or obligations. Such a relationship may be determined to
exist in any case only after an evaltçation 0/the factors specified in the
preceding sentence, as well as any evidence which may refute any
inference tupported by evidence related to such factors.
(2) (A) At the option of the State, the term "dependent child" may
include a needy child who meets the requirements of section bil (a)
(1) (A) (ii), who has been deprived of parental support or care by
reason of the unemployment (as determined in accordance with 8tand-
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ards prescribed by the Secretary) of lii8 father, and who is living with

any of the relatives specified in section 411 (a) (1) (A) in a place of
residence maintained by such relative (himself or together with any
one or more of the other relatives so specified) as hi (or their) own
home; Provided, that for purposes of this 8ub paragraph, an individual
who 28, the father of a dependent child shall not be considered to be
unemployed for any week in which his unemployment is on account of
a labor dispute at the establishment where he was previou8ly employed,

unless such individual (1) is not directly interested in and has not
participated in such dispute, and (2) is not a member of any group of
employees which is directly interested in, financing or participatinq in.
such dispute.
(B) The provisions of subparagraph (A) shall be applicable to a
State if the State's plan approved under this part—

(i) requires the payment of aid to families with dependent
children with respect to a dependent child as defined in sub paragraph (A) when—
(I) such child's father has not been employed (a8 determined in accordance with standards pre8cribed by the Secretary) for at least 30 days prior to the receipt of such aid,
(II) such father has not without good cause, within suc4
period (of not less than 30 days) as may be prescribed by the
Secretary, refused a bona tide offer of employment or training, and
(III) (a) 8uelt father has 6 or more quarter8 of work (as
defined in sub paraqraph (D) (i)) in any 13-calendar-quarter
period ending within one year prior to the application for
such aid or (b) he received unemployment compensation under an, unemployment compensation law of a State or of the
United States, or he was qualified (within the meaning of
subparagraph (D) (iii)) for unemplo?Jment compensation

under the unemployment compen8ation law of the State, within one year prior to the application for 8uch aid: and
(ii) provides—

(I) for such assurances as will 8atisfy the Secretary that
father8 of dependent children as defined ii 8ubparagraph
(A) will be certified to the Secretary of Labor as provided in
section 409 within 30 days after the receipt of ait with re8pect
to such children;

(II) for entering into cooperative arrangements with the

State agency responsible for administering or supervising the
administration of vocational education in the State, designed
to assure maimum utilisation of available' public voca.twnal
education services and facilities in the State in order to en-

courage the retraining of individuals capable of being retrained; and
(ill) for the denial of aid to families wit/i dependent children to any child or relative specified in subparagraph. (A)
if, and for as long as, such child's father-—
(a) is not currently registered with the public em.ployment offices in the State, o,
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(b) receive8unemplolfment compensation under an u
employment compensation law of a State or of the United
States.
(C) For purposes of this section,—

(i) the term "quarter of work" with respect to any individual

means a calendar quarter ia which such individual received earned
income of not less than $50 (or which is a 'qua'rter of coverage" as
defined in section 13(a) (s)), or in which such individual participated in a community work and' training program under section 408 or any other work and training pro gram subject to :the
limitations in section 408, oi the work incentive program e8tablished under part C;
(ii) the term "calendar quarter" means a period of 3 consecutive
calendar months ending on March 31, June 30, September .90, Or
December 81;and
(iii) an individual sttatl be deemed quzlified for unemployment
compensation under the State's unemployment compensation law
if—
(I) he would have been eligible to receive such unemployinent compensation upon filing application, or

(II) he performed work not covered under such law and
such work, if it had been covered, would '(together, with any

covered work he performed) have made him eligible to
receive such unemployment compensation upon filing
application

(8) The term "dependent child" shall also include a child '(A) who
would meet the requirements of paragraph (1) or (P3) except for his
removal from the home of a relative (specified in such paragraph (1))
as a result of a judicial determination to the effect that continuation
therein would be contrary to the welfare of such child, (B) whose

placement and care are the respOnsibility of (i) the State or local
agency administering the State plan approved under this part, or (ii)
any other public agency with whom the State agency administering
or supervising the administration of such State plan has made an
agreement which is still in effect and which includes provision for

assuring development of a plan, satisfactory to such State agency, for
such child as provided in section 406 (a) (3) (A) and such other provisions as may be necessary to assure accomplishrinent of the objectives

o/the State plan approved under this part, (C) who has been placed
in a foster family home or child-care i'nstituti'on as a result of suck
determinatwn, and (D) who (i) received aid under sizch State plan
in or for the month in which court proCeeding8 leading to 8uch deter-

mination were initiated; or (ii) (I) would have received 8uch aid in
or for such month if application had been made there for, Or (II) in
the case of a child who had been living with a relative specified in para-

graph (1) (A) within 6 months prior to the month in which such pro-'
ceedings were initiated, would haive received such aid in or for' such
month if in such, month he had been living with (and removed from
the hone of) such a relative and application had been made there/or.
(b) The term "aid to families with dependent children"—
(1) means money payments, rent payments meeting the requirements of section 404(e), and protective payments as defined in
8ectzon 406(b), with respect to a dependent child or dependent
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children and includes any 8uch payments to meet the needs of the

relative with whom the child 28 living (and the spouse of such
relative if living with him and if such relative is the child'8 parent
and the child is a dependent child by reason of the physical or
mental incapacity of a parent or is a dependent child 'inder section 411(a) (2) );.and
(2) also includes foster care in behalf of a child de8cribed in
paragraph (a) (8) of this sections—
(A) in the foster family home of any individual, whether
the payment theref or is made to such individual or to a public
or nonprofit private child-placement or chiki -care agency, or
(B) in a child-care institution (other than one which meets
the definition contained iii section 2118), whether the pay-

ment there/or is made to such institution or to a public or'
nonprofit private child-placement or child-care agency, but
subject to limitations prescribed by the Secretary with a view
to including as "aid to families with dependent children" in
the case of such foster care in such institutions oflly those items
which are included in such term in the case of foster care in
the foster family home of an individual.

(c) The term "relative with whom any dependent child is living"

means the individual who is one of the relatives specified in subsection

(a) (1) and with whom such child is living (within the meaning of
such subsection) in a place of residence maintained by such individual

(himself or together with any one or more of the other relatives so

specified) as his (or their) own home.
(d) The term "foster family home" means a foster family home for

children which is licensed by the State in which it is situated or has
been. approved, by the agency of such State responsible for licensing
homes of this type, as meeting the standards established for such ii cens-

ing; and the term "child-care institution." means a nonprofit private
chzld-ca.re institution which is licensed b?/ the State in which it is situated or has been approved, by the agency of such State responsible
for licensing or approval of institutions of this type. as meeting the
standards established for such licensing.

(e) 7'he tern-i "physical or mental incapacity" means the inability
to engage in any substantial gainful activity by reason of any medically
determinable physical or mental impairment.

(f) The term "ligible person", in the case of any Sate, means a

dependent child, a relative with whom any dependent child is living.
or any other individual (living in the same home as such a child and
relative) whose needs such State determines should be considered in
determining the need of the child or relative claiming aid under the
plan, of sue/i State approved under this part, except sue/i term does not
in elude any sue/i child, relative. or individual who for any month—
(1) (other than a member of a ?niqrant family, for purposes
of emergency assistance under section 410) has resided in such
State for a period of less than .90 consecutive days or,' in the case
of a child born within three mont/is immediately preceding the
application, for such aid, is living with a parent or other relative
who has resided in such State for a period of less than 90 consecutive days:
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is neither a citizen nor an alien lawfully admitted for per-

manent residence (or otherwise permanently reüding in the

United States under color of law);
(3) is outside the United States during all of such month (and

an individual who has been outside the United States for any

period of 30 consecutive days shall be treated as remaining outside the United States until he has been 'in the United States for
a period of 30 consecutive days);
(4) is a mother of a child born out of wedlock with respect to
whom such aid is claimed and who fails to cooperate with the State

agency or with the United States in establishing the paterniti of
such child;

(5) is the parent of a child with respect to whom such aid is
claimed who fails to cooperate with any agency or official of the
State or of the United States in obtaining support payments for
herself or such child or 'in obtaining any other payments or property due herself or such child;
(6) is medically determined to be a drug addict or alcoholic;
(7) is, prior to January 1. 1974, receiving aid under title, XVI,
or after I)ecember 31, 1973 is receiving supplemental security income benefits 'under such title;

(8) has refused without good cause to participate in the work
incentive program under part C, or who refuses without good
cause as determined by the Secretary of Labor to accept employment;

(9) within one year immediately preceding his application
for aid to families with dependent children transferred property
'(of any type) to a relative for less than fair market value, if the
retention of such property would have caused him to be found
to be ineligible for such aid,

and (but only if the State, at its option, so provides in its plan approved under this part) does not include any one or more of the
following—

(10) an individual who is absent from such State for a period
in excess of 90 consecutive days (regardless of whet/icr he mawtains his residence' in the State during such period) until lie has
been present in the State for 30 consecutive days in the case of
such an individual who has maintained his residence in such State
during such period or 90 consecutive day in the case of any other
such individual;
(11) an individual who will not agree, as a condition of initial
or continuing, eligibility for such aid, to permit inspection of his
home, at reasonable times and with reasonable notice, by any duly
authorized person employed by or on behalf of such State in the
administration of such plan; or
(12) a child and the relative with w/lonv the child is living if—

(A) such relative is not the child's natural or adoptive

parent or legal guardian and would not himself be an eligible
person if such child were not living with him, and
(B) the child's natural or adoptive parent is receiving aid

pursuant to a State pithi. approved under this part.
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—(g) The term "family headed by an employable person" means
any family which—
— (1) includes a father who is not incapacitated;
—* (2) includes a mother with no child under six, unless the
mother is—
—(A) ill, incapacitated, or of advanced age;
—÷ (B) too remote from an employment program operated
pursuant to title XX to be able to participate in such program;
—*' needed at home to care for an incapacitated family
member; or
— (D) attending school on a full-time basis; or
— (3) includes an individual who is participating in the employ-

ment program operated pursuant to title XX.- 1

SUBPART 3—PAYMENT TO STATES

Sec. 412. (a) (1) (A) From the sums appropriated there! or, the

Secretary shall, for the calendar year beginning January 1, 1973, pay

to each State which has an approved plan for aid to families with
dependent children an amount equal to the greater of—
(i) an amount equal to 110 per centum of the Federal share (as

defined in subparagraph (B) (i)) for such State for quarters in
calendar year 1972; or
(ii) an amount equal to whichever of the following is the lesser:

(I) the Federal share for such State for quarters in calendar year 1972, plus one-half of the State's share (as defined
in subparagraph (B) (ii)) for such quarters; or
(II) an amount equal to the total expenditures as aid to

families with dependent children (as defined in section
406(b), as such section was in effect during quarters in calendar year 1972) which would have been made in such quar-

ters if, for each of such quarters, the State plan had provided (a) for the furnishing of such aid in the form of
money payments to families with no other income, of $66.67

per month (in the case of a family with one member),

$133.33 per month (in the case of a family with two mem.bers), $166.67 per month (in the case of a family with three
members), and $200.00 yer month (in the ease of a family
with four or more members), and (b) for a reduction in the

amount of such aid payable to any s'uch family for any

month by an amount equal to any other income such family
received for such month which would not have been disregarded under section 404(d),
but such payment shall be made only if the State does not require its
political subdivisions to provide financial participation in expenditures for aid under the plan in excess of the difference between such
payment and such expenditures. In the case of any State which did
not have in effect a State plan approved under title XIX for quarters
in calendar year 1972, the amount described in clause (A) may, at
the option of such State, be determined by application of the Federal
medical assistance percentage (as defined in section 1905), instead of
Subsection (g)

becomes

effective January 1, 1974.
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percentages provided under paragraph (1) or (2) of section

408(a) (as such sections were in effect during calendar year 1972), to
the expenditures under its State plan approved under part A of title
IV (as such part was in effect during such calendar year) which would

be included in determining the amount of the Federal payments to
which such State is entitled under such section, but without regard to

any ?naxi?num on the dollar amounts per recipient which may be
counted under such section.

Notwithstanding any other provisions of this section, the Federal
payment under this paragraph shall be reduced by an amount equal
to an?/ expenditures made under the plan with respect to any dependent child as defined in section 411(a) (1) (A) (i), (I) for any part of
the 30-day period referred to in subclause (I) of section 411 (a) (2)
(B) (i), or (II) for any period prior to fhe time when the father
satisfies suhelause (II) of such section, and (ii) if, and for as ionq as,
no action is taken (after the 30-day period referred to in subelause
(I) of subparagraph (B) (ii)), under the program therein specified,
to certify such father to the Secretary of Labor pursuant to section
409.

(B) As used in this vara graph—

(i) the term "Federal share", with respect to any State, means
the amount determined for such State under subsection (a) (1)
or (2) of section .403, section 1118, and section 9 of the Act of
April 19, 1950, with respect to total expenditures as aid to families with dependent children (as defined in section 406(b)) under
the plan of such State approved under this part (as the above referred to sections were in effect during the quarters for which such
amount was determined), and

(ii) the term "State share", with respect to any State, means

such total expenditures reduced by the Federal share with respect
to such State.

(2) (A) From the amounts appropriated tlieref or, the Secretary
shall pay to each State (in addition to the amounts paid to such State
under any other provision of this section) for each quarter an amount
equal to the total amount by which payments of aid to families 'with
dependent children under the State plan 'with respect to any family
(when increased by the other income of the family taken into account
after application of section 404 (d)) exceed the adjusted payment level
(as defined in subparagraph (B)) of such State, but ot counting so
much of any such payments when so increased as exceeds the sum of
such adjusted payment level plus the bonus value of food stamps (as
defined in subparagraph (C)).

(B) (i) As used in this paragraph, the term "adjusted payment

level", in the case of any State, means the amount of the money payment which a family of a given size with no other income would have

reeived under the State plan. approved under this part for October
1972, increased by a payment level modicatio.
(ii) As used in this subparagraph. the term "payment level modification", in the case of any State, means that amount by which such
State (which for October 1.072 made money payments under its plan
approved under this part to families with no other income which were

less than 100 per centum of its standard of need) could have in-
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such money payments without increasing (if it reduced its
8tandard of need under such plan so that such increased money payments equaled 100 per centum of such standard of need) the non-Federal 8hare of expenditures for such money payments for October 1372
(as defined in subparagraph (D)).
creased

(C) As used in this paragraph, the term "bonus value of food

stamps" means—

(i) the face value of the coupon allotment which would have
been provided for October 1972 to a family of a given size under
the Food Stam4) Act of 1964, reduced by

(ii) the charge which such family would have paid for such

coupon allotment,

if the income of such family for such month. had been equal to the
adjusted payment level. The face valve of food stamps and the charge
there for in October 1972 shall be determined in accordance with rules
prescribed by the Secretary of Agriculture in effect for sue/i month.
(D) A8 used in this paragraph the tern-i "non-Federal share of ex-

penditure8 for money payments for June 1972", in the case of any
State, means—

(i) total expenditures by such State for money payments for
8uch month under its State plan approved under this part reduced by

(ii) the amount determined for such State for such month

under subsection (a) (1) or (2) of section 403, section 1118. and
8ectiOn 9 of the Act of April 19, 1950 (as such sections were in
effect during sue/i mOnth).

(3) In addition to the amounts paid pursuant to paragraphs (1)

and (2) the Secretary shall, subject to section 1130. pay to each State
an am.oun.t equal to the sum of the following proportions of the total
amounts expended during each quarter. commencing with the quarter
beginning January 1, 1973, as are found necessary by the Secretary

for the proper and efficient administration of the plan (except that

hze Secretary shall exercise no authority with respect to the selection,

tenure of office, and conpensation of any individual ethpioyed in
accordance with the methods of administration included in the State
plan pursuant to section 402(d) (1))—
(A) 100 per centun't of so much of such expenditures as are
for family planning services;
(B) 90 per centum of so much of such expenditures as are for
servzee (other than family planning services) which are provided
pursuan t to 8ection 409(1);
(0) 75 per ce'ntum of so much of such. expenditures as are for—

(i) the training of për8onnel employed or preparing for
employment by the State agency or by the local agency administering the plan in the political subdivision, and
(ii) emergency assistance provided pursuant to section
410(a) (2);.
(D) except as .otherwise provided under the preceding 8ubparagraphs, 75 per centum of 80 much of 8uch expenditures as are

for-

(i) an' services to families with dependent children which
are prov2ded ptrsuant to section 407 to any child or relative
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who i8 receiving aid under the plan, or to any other individual

(living in the same home as such relative and child) whose
needs are taken into account in niakini the determination
undeer section 404(c),

(ii) any such services which are provided to any child or
relative who is applying for aid to families with dependent
children or who, within such period or periods as the Secretary may by regulation prescribe, has been or is likely to
become a recipient of suchaid, and

(E) one-half the remainder of such expenditures, including—
(i) expenditures for emergency assistance to families other
than families of migrant workers,
(ii) expenditures by the State agency, or the local agency
administering the plan in the political subdivision, or a State
or local law enforcement agency, in connection with the prose-

cution of cases involving fraud related to the program
operated pursuant to the State plan approved under this
part, and

(iii) services provided pursuant to section 406(a) (3) (B).
Payment by the Secretary with respect to expenditures described in
subparagraph (E) (ii) by agencies other than the State agency shall
be made only to the extent that the State agency reimburses such local
agencies by the amount of such payment. The services referred to in
subparagraplis (A) and (D) shall include only—
(F) services provided by the staff of the State agency, or of
the local agency administering the State plan in the political sub-

division: Provided, That no funds authorised under this part

shall be available for 8ervices defined as vocational rehabilitation

services under the Vocational Rehabilitation Act (i) which are
available to individuals in need of them under programs for their
rehabilitation carried on under a State plan approved under such
Act, or (ii) which the State agency or agencies administering or
supervising the administration of the State plan approved under
such Act are able and willing to provide if reimbursed for the C08t

thereof pursuant to agreement under subparagraph (G), if provided by such staff, and
(G) subject to limitations prescribed by the Secretary, services
which in the judgment of the State agency cannot be as economically or as effectively provided by the staff of such State or local
agency and are not otherwise reasonably available to individuals

in need of them, and which are provided, pursuant to agreement
with the State agency, by the State health authority or the State
agency or agencies administering or supervising the administration of the State plan for vocational rehabilitation services approved under the Vocational Rehabilitation Act or by any other
State agency which the Secretary may determine to be appropriate (whether provided by its staff or by contract with public
(local) or nonprofit private agencies);
except that 8ervices described in subparagraph (.F) (ii) hereof may
be provided only pursuant to agreement with such State agency or
agencies administering or supervising the administration of the State
plan for vocational rehabilitation services so approved; and except
that, to the extent specified by the Secretary, services to families with
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dependent

children may be provided from sources other than those
referred to in each of 8ubparagraphs (F) and (G). The portion of
the amount expended for administration of the State plan to which

each of 8ub paragraphs (A) through (D) apply shall be determined in
accordance with such method8 and procedure8 as may be permitted by
the Secretary.
(b) The method of computing and paying suc1 amounts shall be as

folloW8.

(1) The Secretary shall, prior to the beginning of each quarter,
e8timate the amount to be paid to the State for such quarter under
the provisions of subsection (a), 8uch estimate to be ba8ecl on (A) one-

quarter of the amount determined for such State (for the calendar
year in which such /uarter occur8) under paragraph (1) of s2h sub8ection, (B) a report filed by the State containing its estimate of the

total sum to be expended in 8uch quarter in accordance with the other
provisions of such 8ubsection and stating the amount appropriated or
made available by the State and it8 political subdivisions for such expenditures in such quarters, and if 8uch amount is les8 than the State's
proportionate 8hare of the total sum of such e8ti?nated expenditures,
the source or sources from which the difference is expected to be derived, (C) records showing the number of dependnt children in the

State, and (D) such other investigation as the Secretary may find
neces8ary.

() The Secretary shall then certify to the Secretary of the Treasury the amount 80 estimated by the Secretary, (A) reduced or in-

creased, as the case ma.y be, by any sum by which the Secretary finds

that his estimate for any prior quarter was greater or less than the

amount which 8hould have been paid to the State for such quarter, and

(B) adjusted by a sum equivalent to the pro rata share to which the
United States or such State is equitably entitled, as determined by the

Secretary of the ne amount recovered during any prior quarterby
the State or any political subdivision thereof with respect to ai( to
familie8 with dependent children fur'iished under the State plan or,
by the United State8; except that 8uch increases or reductions shall not

be made to the extent that such sums have been applied to make the
amount certified for any prior quarter greater or le8s than the amount
estimated by the Secretary for such prior quarter.

(3) The Secretary of the Treasury shall thereupon, through the

Fiscal Service of the Treasury Department ançl prior to audit or settlement by the General Accounting Office, pay to the State, at the time
or times fixed by the Secretary, the amount so. certified.

[(c) Notwithstanding any other proui8ion of thi8 Act, the Federal
8hare of assistance payments under this part shall be reduced with
respect to any State for each of the first two quarters of the. fl8cal year
ending June 30, 1974, by one percentage point for each percentage by
which the number of individuals certified, under the p'ro gram of such
State established pursuant to section 409(f), 'to the local employment
office of the Stdte a8 being ready for employment or training under
part C, is less than. 15 per centurm of the average number of mdirid uol in 8ueh State who, durina such year. are recuired to he recistered pur8uant to 8ectwn 409(a).]
See footnote 1 on Dare 834.
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-+ (c) Notwith8tanding subsection (a), the anwunt payable to any

State under this part fOr quarters in fiscal years beginning after
June 30,1975, shall—
— (1) be reduced by 2 per centum. (calculated without regard to
any reduction under paragraph (2)) of such amount if such State,
in the immediately preceding fiscal year, failed to carry out fully

the provisions of section 407(a) (3) requiring the offering and
provision 0/ faiimily planning servicei and supplies; or
— (2) with respect to quarters in fiscal years beginning after
June 30, 1975, be reduced by 2 per centum (calculated without re-

gard to any reduction under paragraph (1)) of such anwunt if
such State, in the immediately preceding fiscal year, fails to—

-3(A) inform all adults in the State receiving aid to families with dependent children or participating in the employ-

ment program operated pursuant to title XX of the availability of child health screening services under the plan of

such State approved under title XIX,
— (B) provide or arrange for the provision of such services
in all cases where they are requested, or
— (C) arrange for (directly or through referral to appropri ate agencies. organi2ations, or individuals) corrective
treatment the need for which is disclosed by such child health
screening ser vices.

•

[(d) 0/the sums authori2ed by section 401 to be appropriated for

the fiscal year ending June 30, 1973, not more than $750,000,000 shall
be appropriated to the Secretary for payments with respect to services
to which subsection (a) (3) (B) applies.] 2
—3(d) From the sums appropriated there/or, the Secretary shall pay

to each State which has an approved plan for aid to families with

dependent children—

—+(1) for the calendar year beginning January 1, 1974, an

amount equal to the amount determined under subsection. (a) (1)
for such State reduced by that percentage of such amount determined under such subsection which, when increased by 10 percentage points, bears the same ratio to 100 as the average number of
families receiving aid under such State plan for months in calendar year 1973 which were headed by a father (including a stepfther) who was not disabled or by a mother with no child under
the age of 8iX bears to the average number of all families receiving
aid under such State plan for months in such year, and
— (2) for calender years beginning after December 31, 1974, an
amount which bears the same ratio to the amount determined for
such State under clause (1) as the population of such State in the
calendar year for which the detemnimition under thi8 clause (2)
is made bears to the population of such State in the calendar year
beginning January 1, 1974.
In order for a State to be eligible for payment.I under this subsection.,
any official or agency of. such State which aakes cash assistance payments based on need under any pro gram of t,he State shall apply the
provisions of section 404(d) (3) in determining eligibility for and the
1

Effective January 1, 1974, the first subsection 412(c) is deleted and replaced by the

next following subsection 412(c) appearing between arrows.
2 See footnote 1 on page 835.
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amount of 8uch payments in the same ?flanfler and to the same extent

as provided in the plan of such State approved under this part.
(e) Notwith8tanding any other provision of thi8 part, the payment
which would otherwise be made to a State pur8uaflt to 8ub8ectiofl (a).
(1) (A) shall be reduced by 1 percentage point for each percentage in
excess of 10 per centum by which the average monthly number of individuals (for months in the year for which 8uch payment would be
made) with respect to whom protective payments, as defined in section
406(b), are made exceeds the average monthly number of all indi-

viduals (for months in such year) receiving aid under the plan. In
computing such 10 per centum, there 8hall not be taken into account
individuals with respect to whom such payments are made for any
month in accordance with section 406(a) (4) or 409(e).

SUBPART 4—FEDERAL RESPONSIBILITY

Operation of State Plans
SEC. 418. (a) The Secretary shall approve any State plan which
meets the requirements of this part.
(b) In the case of any State plan for aid to families with dependent

children which has been approved under this part, if the Secretary,

after reasonable notice and opportunity for iwaring to the State

agency admini8tering or supervising the administration of 8uch plan,
f1nd8 that in the admzni8tration of the plan there is a failure to comply
substantially with any provision required by thi8 part to be included in
the plan (other than clause (i) of 8uch section 40 to the extent it pro-

hibits the furnishing of aid to persons who have not resided in the
State for 90 days), the Secretary shall notify 8uch State agency that

further paymeflt8 shall not be made to the State (er, in his, discretion,
that payment will be limited to categories under or parts of the State
plan not affected for such failure) until the Secretary is satisfied that
there is no longer any such failure to comply. Until he is so satisfied
he shall make no further payments to 8uch State (or shall limit pay-

ments to categories under or parts of the State plan not affected by
8uch failure).
(o) No payment to which a State is otherwise entitled under this
title, shall. be withheld by reason of any action taken pursuant to a
State 8tatute which requires that aid be denied under the State plan
approved under this part with respect to a child because of thi e conditions in the home in which the child reside8 if provision is otherwise
made pursuant to a State statute for adequate care and assi8taflce with
re8pect to such child.

Recovery of Overpayments of Aid to Fanu'lies With Dependent
Children
SEC. 414. In any case in which a State agsucy has notified the Secre-

tary that it cannot recover from members of a family overpayments
of aid to families with dependent children to such family, the Secretary shall recover the amount of such overpayment from any amounts
(other than lump-8um.. death benefits payable under section 0?(i))
otherwise due a member of such family or 1ecoming due such member
1Efft1ve äanuary 1, 1974, the firet eubsectlon 412(d) Is deleted and replaced by the

next followIng subsectIon 412(d) appearIng between arrows.
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from any officer or agency of the United States or under any Federal
program. Any amounts recovered under the preceding sentence shall
be credited to the State which made such overpayment.

Part B—Child-Welfare Services

Appropriation
Sec. 420. For the purpose of enabling the United States, through
the Secretary, to cOoperate with State public welfare agencies in
establishing, extending, and strengthening child-welfare services, the
following sums are hereby authorized to be appropriated: ($55,000,000
for the fiscal year ending June 30, 1968, $100,000,000 for the fiscal year
ending June 30, 1969, and $110,000,000 for each fiscal year thereafter]
$200,000,000 for the fiscal year ending June 30, 1973, $215,000,000 for
the fiscal year ending June 30, 1974, and $230,000,000 for the fiscal year
ending June 30, 1975, $250,000,000 for the fiscal year ending June 30,
1976, and $270,000,000 for each fiecal year thereafter.

Allotments tO States
Sec. 421. The sum appropriated pursuant to section 420 for each
fiscal year shall be allotted by the Secretary for use b cooperating
State public welfare agencies which have plans developed jointly by
the State agency and the Secretary, as follows: He shall allot $70,000
to each State, and shall allot to each State an amount which bears the.
same ratio to the remainder of the sum so appropriated for such year

as the product of (1) the population of such State under the age of
21 and ('2) the allotment percentage of such State (as determined
under section 423) bears to the sum of the corresponding products
of all the States.

Payment to States

Sec. 422. (a) From the sums appropriated therefor and the allotment available under this part, the Secretary shall from time to time
pay to each State—

(1) that has a plan for child-welfare services which has been
developed as provided in this part and which—
(A) provides that (i) the State agency designated pursuant
to section 402(a) (3) to administer or supervise the administration of the plan of the State approved under part A of
this title will administer or supervise the administration of
such plan for, child-welfare services and (ii) to the extent
that child-welfare services are furnished by the staff of the
State agency Or local agency administering such plan for
child-welfare services, the organizational unit in such State
or local agency established pursuant to section 402 (a) (15)
will be responsible for furnishing such child-welfare services,

(B) provide.s for coordination between the services provided under such plan and the services provided for depend-

ent children under the State plan approved under part A
of this title, with a view to provision of welfare and related
services which will best promote the welfare of such children
and their families, and
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((C) provides, with respect to day care services (inducting the provision of such care) provided under this title—

[(i) for cooperative arrangements with the State

health authority and the State agency primarily responsible for State supervision of public schools to assure
maximum utilization of such agencies in the provision of
necessary health services and education for children receiving day care,

((ii) for an advisory committee, to advise the State
public welfare agency on the general policy involved in
the provision of day care services under the plan, which
shall include among its members representatives of other
State agencies concerned with day care or services related

thereto and persons representative of professional or

civic or other public or nonprofit private agencies, organizations, or groups concerned with the provision of day
care,

((iii) for such safeguards as may be necessary to assure provision of day care under the plan only in cases in
which it is in the best interest of the child and the mother
and only in cases in which it is determined, under criteria
established by the State, that a need for such care exists;

and, in cases in which the family is able to pay part or
all of the costs of such care, for payment of such fees as
may be reasonable in the light of such ability,
((iv) for giving priority, in determining the existence
of need for such day care, to members of low-income or

other groups in the population, and to geographical

areas, which have the greatest relative need for extension
of such day care, and

((v) that day care provided under the plan will be
provided only in facilities (including private homes)

which are licensed by the State, or approved (as meeting
the standards established for such licensing) by the State
agency responsible for licensing facilities of this type,
and
((vi) for the development and implementation of ar-

rangements for the more effective involvement of the
parent or parents in the appropriate care of the child
and the improvement of the health and development of
the child, and]
(2) that makes a satisfactory showing that theState is extending the provisioi of child-welfare services in the State, with
priority being given - to communities with the greatest need for
such services after giving consideration to their relative financial
need, and with a view to making available by July 1, 1975, in
all political subdivisions of the State, for all children in need
thereof, child-welfare services provided by the staff (which shall
to the extent feasible be composed of trained child-welfare personnel) of the State public welfare agency or of the local agency
participating in the administration of the plan in the political
subdivision,
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except that (effective July 1, 1969, or, if earlier, on the date as of
which the modification of the State plan to comply with this requirement with respect to subprofessional staff is approved) such plan
shall provide for the training and effective use of paid subprofessional
staff with particular emphasis on the full-time or part-time employment of persons of low income, as community service aides, in the
administration of the plan and for the use of nonpaid or partially
paid volunteers in providing services and in assisting any advisory
committees established by the State agency, an amount equal to the
Federal share (as determined under section 423) of the total sum
expended under such plan (including the cost of administration of
the plan) in meeting thecosts of State, district, county, or other local
child-welfare services, in developing State services for the encouragement and assistance of adequate methods of community child-welfare
organization, in paying the costs of returning any runaway child who
has not attained the age of eighteen to his own community in another
State, and of maintaining such child until such return (for a period

not exceeding fifteen days), in cases in which such costs cannot be met
by the parents of such child or by any person, agency, or institution
legally responsible for the support of such child. In developing such
services for children, the facilities and experience of voluntary agencies shall be utilized in accordance with child-care programs and arrangements in the State and local communities as may be authorized
by the State.

(b) The method of computing and paying such amounts shall be
as follows:
(1) The Secretary shall, prior to the beginning of each period
for which a payment is to be made, estimate the amount to be paid
to the State for such period under the provisions of subsection (a).
(2) From the allotment available therefor, the Secretary shall
pay the amount so estimated, reduced or increased, as the case may

be, by any sum (not previously adjusted under this section) br
which he finds that his estimate of the amount to be paid the State

fOr any prior period under this section was greater or less than
the amount which should have been paid to the State for such
prior period under this section.

Allotment Percentage and Federal Share
Sec. 423. (a) The "allotment prcentage" for any State shall be

100 per centum less the State percentage; and the State percentage

shall be the percentage which bears the same ratio to 50 per centum as
the per capita income of such State bears to the per capita income of
the United States; except that (1) the allotment percentage shall in
no case be less than 30 per centum or more than 70 per centum, and
(2) the allotment percentage shall be 70 per centum in the case of
Puerto Rico, the Virgin Islands, and Guam.
(b) The "Federal share" for any State for any fiscal year shall be
100 per centum less that percentage which bears the same ratio to
50 per centum as the per capita income of such States bears to the per
capita income of the United States, except that (1) in no case shall
the Federal share be less than 331/3 per centum or more than 66% per
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centum, and (2) the Federal share shall be 662/3 per centum in the case
of Puerto Rico, the Virgin Islands, and Guam.

(c) The Federal share and allotment percentage for each State
shall be promulgated by the Secretary between July 1 and August
31 of each even-numbered year, on the basis of the averag per capita
income of each State and of the United States for the three most
recent calendar years for which satisfactory data are available from
the Department of Commerce. Such promulgation shall be conclusive
for each of the two fiscal years in the period beginning July 1 next
succeeding such promulgation: Provided, That the Federal shares and
allotment percentages promulgated under section 524(c) of the Social
Security Act in 1966 shall be effective for purposes of thjs section for
the fiscal years ending June 30 1968, and June 30, 1969.

(d) For purposes of this section, the term "United States" meais

the fifty States and the District of Columbia.

Reallotment
Sec. 424. The amount of any allotment to a State under section 421
for any fiscal year which the State certifies to the Secretary will not
be required for carrying out the State plan developed as provided in
such section shall be available for reallotment from time to time, on
such dates as the Secretary may fix, to other States which the Secretary determines (1) have need in carrying out their State plans so

developed for sums in excess of those previously allotted to them under
that section and (2) will be able to use such excess amounts during such

fiscal year. Such reallotments shall be made on the basis of the State
plans so developed, after taking into consideration the population
under the age o twenty-one, and the per capita, income of each such
State as compared with the population under the age of twenty-one,
and the per capita income of all such States with respect to which such
a determination by the Secretary has been made. Any amount so reallotted to a State shall be deemed part of its allotment under section
421.

Definition

Sec. 425. For purposes of this title, the term "child-welfare services" means public social services which supplement, or substitute for,

parental care and supervision for the purpose of (1) preventing or
remedying, or assisting in the solution of problems which may result
in, the neglect, abuse, exploitation, or delinquency of children, (2)
protecting and caring for homeless, dependent, or neglected children,

(3) protecting and promoting the welfare of children of working

mothers, and (4) otherwise protecting and promoting the welfare of
children, including the strengthening of their own homes where possible or, where needed, the provision of adequate care of children
away from their homes in foster family homes (or day-care] or other
child-care facilities other titan those defined in section 13118(c).

Research, Training, or Demonstration Projects
Sec. 426. (a) There are hereby authorized to be appropriated for
each fiscal year such sums as the Congress may determine—
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840

(1) for grants by the Secretary—

(A) to public or other nonprofit institutions of higher

learning, and to public or other nonprofit agencies and organizations engaged in research or child-welfare activities,
for special research or demonstration projects in the field of
child welfare which are of regional or national significance
and for special projects for the demonstration of new methods or facilities which show promise of substantial contribution to the advancement of child welfare;
(B) to State or local public agencies responsible for administering, or supervising the administration of, the plan under
this part, for projects for the demonstration of the utilization

of research (inchiding findings resulting therefrom) in the
field of child welfare in order to encourage experimental and
special types Of welfare services; and

(C) to public or other nonprofit institutions of higher

learning for special projects for training personnel for work

in the field of child welfare, including traineeships with
such stipends and allowances as may be permitted by the
Secretary; and
(2) for contracts or jointly financed cooperative arrangements
with States and public and other organizations and agencies for
the conduct of research, special projects, or demonstration projects relating to such matters.
(b) Payments. of grants or under contracts or cooperative arrangements under this section may be made in advance or by way of reimbursement. and in such installments, as the Secretary may determine;
and shall be made on such conditions, as the Secretary finds neces-

sary to carry out the purposes of the grants, contracts, or other
arrangements.

National Adoption information Exchange System
SEc. 427. (a) The Secretary is authorized to provide infor',rta.tion,
utilizing computers and modern data process'ng methods, through a
national adoption information exchange system to assist in the placement of children awaiting adoption and ill, the location of children for
persone 'who 'wish to adopt children, including cooperative efforts wit/i

any similar pro gi'ams operated by or within foreign countries, and
such other related activities as would further or facilitate adoptions.
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(b) There are authorized to be appropriated $1,000,000 for the fiscal
year ending June 30, 1973, and such sums as may be necessary for
succeeding /i8cal years, to carry out this section.

[Part C—Work Incentive Program for Recipients of Aid Under
State Plan Approved Under Part A
[Purpose
[Sec. 430. The purpose of this part is to require the establishment of
a program utilizing all available manpower services, including those
authorized under other provisions of law, under which individuals receiving aid to families with dependent children will be furnished incentives, opportunities, and necessary services in order for (1) the
employment of such individuals in the regular economy, (2) the training of such individuals for work in the regular economy, and (3) the
participation of such individuals in public service employment, thus
restoring the families of such individuals to independence and useful
roles in their communities. It is expected that the individuals participating in the program established under this part will acquire a sense
of dignity, self-worth, and confidence which will flow from being recognized as a wage-earning member of society and that the example
of a working adult in these families will have beneficial effects on the
children in such families.

[Appropriation
[Sec. 431. (a) There is hereby authorized to be appropriated to the
Secretary of Health, Education, and 'Welfare for each fiscal year a
sum sufficient to carry out the purposes of this part. The Secretary of
Health, Education, and 'Welfare shall transfer to the Secretary of
Labor from time to time sufficient amounts, out of the moneys appro-

priated pursuant to this section, to enable him to carry out such
purposes.

[(b) Of the amounts expended from funds appropriated pursuant
to subsection (a) for any fiscal year (commencing with the fiscal year
ending June 30, 1973), not less than 331/3 per centum thereof shall be
expended for carrying out the program of on-the-job training referred
to in section 432(b) (1) (B) and for carrying out the program of public service employment referred to in section 432(b) (3).

[(c) Of the surni appropriated pursuant to subsection (a) to carry
out the provisions of this part for any fiscal year (commencing with
the fiscal year ending June 30, 1973), not less than 50 percent shall be
allotted among the States in accordance with a formula under which
each State receives (from the total available for such allotment) an
amount which bears the same ratio to such total as—
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f(1) in the case of the fiscal year ending June 30, 1973, and the
fiscal year ending June 30, 1974, the average number of recipients
of aid to families with dependent children in such State during
the month of January last preceding the commencement of such
fiscal year bears to the average number of such recipients during
such month in all the States; and
((2) in the case of the fiscal year ending June 30, 1975, or in the
case of any fiscal year thereafter, the average number of individuals in such State who, during the month of January last preceding the commencement of such fiscal year, are registered pursuant
to section 402(a) (19) (A) bears to the average number of individuals in all States who, during such month, are so registered.

(Establishment of Programs
fSec. 432. (a) The Secretary of Labor (hereinafter in this part

referred to as the Secretary) shall, in accordance with the provisions
of this part, establish work incentive programs (as provided for in

subsection (b) in each State and in each political subdivision of a

State in which he determines there is a significant number of individuals who have attained age 16 and are receiving aid to families with
dependent children. In other political subdivisions, he shall use his
best efforts to provide such programs either within such subdivisions
or through the provision of transportation for such persons to political
subdivisions of the State in which such programs are established.
((b) Such programs shall include, but shall not be limited to, (1) a
program placing as many individuals as is possible in employment,
and utilizing on-the-job training positions for others, (2) a program
of institutional and work experience training for those individuals for
whom such training is likely to lead to regular employment, and (3) a
program of public service employment for individuals for whom a job
in the regular economy cannot be found.

((c) In carrying out the purposes of this part the Secretary may

make grants to, or enter into agreements with, public or private agencies or organizations (including Indian tribes with respect to Indians

on a reservation), except that no such grant or agreement shall be
made to or with a private employer for profit or with a private non-

profit employer not organized for a public purpose fpr purposes of the
work experience program established by clause (2) of subsection (b).
((d) In providing the manpower training and employment services
and opportunities required by this part, the Secretary of Labor shall,
to the maximum extent feasible, assure that such services and opportunities are provided by using all authority available to him under this
or any other Act. In order to assure that the services and opportuni-

ties so required are provided, the Secretary of Labor shall use the
funds appropriated to him under this part to provide programs required by this part through such other Act, to the same extent and
under the same conditions (except as regards the Federal matching
percentage) as if appropriated under such other Act and, in making
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use of the programs of other Federal, State, or local agencies (public
or private), the Secretary of Labor may reimburse such agencies for
services rendered to persons under this part to the extent such services
and opportunities are not otherwise available on a nonreimbursable
basis.

((e) The Secretary shall take appropriate Steps to assure that the
present level of manpower services available under the authority of
other statutes to recipients of aid to families with dependent children
is not reduced as a result of programs under this part.
((f) (1) The Secretary of Labor shall establish in each State, municipality, oi other appropriate geographic area with a significant number of persons registered pursuant to section 402 (a) (19) (A) a Labor
Market Advisory Council the function of which will be to identify
and advise the Secretary of the types of jobs available or likely to
become available in the area served by the Council; except that if there

is already located in any area an appropriate body to perform such
function, the Secretary may designate such body as the Labor Market
Advisory Council for such area.

[(2) Any such Council shall include representatives of industry,

labor, and public service employers from the area to be served by the
Council.

[(3) The Secretary shall not conduct, in any area, institutional

training under any program established pursuant to subsection (b) of

any type which is not related to jobs of the type which are or are
likely to become available in such area as determined by the Secretary
after taking into account information provided by the Labor Market
Advisory Council for such area.

[Operation of Program
(Sec. 433. (a) The Secretary shall provide a program of testing and
counseling for all persons certified to him by a State, pursuant to section 402(a) (19) (G), and shall select those persons whom he finds suit-

able for the programs established by clauses (1) and (2) of section
432(b). Those not so selected shall be deemed suitable for the program
established by clause (3) of such section 432(b) unless the Secretary

finds that there is good cause for an individual not to participate in
such program. The Secretary, in carrying out such program for individuals certified to him under section 402(a) (19) (G), shall accord
priority to such individuals in the following order, taking into account
employability potential: first, unemployed fathers; second, mothers,
whether or not required to register pursuant to section 402(a) (19)
(A), who volunteer for participation under a work incentive program;
third, other mothers, and pregnant women, registered pursuant to section 402(a) (19) (A), who are under 19 years of age; fourth, dependent children and relatives who have attained age 16 and who are not
in school or engaged ui work or manpower training; and fifth, all
other individuals so certified to him.
((b) (1) For each State the Secretary shall develop jointly with the

administrative unit of such State administering the special program
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referred to in section 402(a) (19) (G) a statewide operational plan.
((2) The statewide operational plan shall prescribe how the work
incentive program established by this part will be operated at the local

level, and shall indicate (i) for each area within the State the number and type of positions which will be provided for training, for

on-the-job training, and for public service employment, (ii) the manner in which information provided by the Labor Market Advisory
Council (established pursuant to section 432(f)) for any such area
will be utilized in the operation of such program, and (111) the par-

ticular State agency or administrative unit thereof wiuch will be

responsible for each of the various activities and functions to be performed under such program. Any such operational plan for any State
must be approved by the Secretary, the administrative unit of such
State administering the special program referred to in section 402 (a)
(19) (G), and the regional joint committee (established pursuant to
section 439) for the area in which such State is located.

[(3) The Secretary shall develop an employability plan for each
suitable person certified to him under section 402 (a) (19) (G) which
shall describe the education, training, work experience, and orienta-

tion which it is determined that such person needs to complete in
order to enable him to become self-supporting.
[(c) The Secretary shall make maximum use of services available

from other Federal and State agencies and, to the extent not otherwise available on a nonreimbursable basis, he may reimburse such
agencies for services rendered to persons under this part.
[(d) To the extent practicable and where necessary, work incentive

programs established by this part shall include, in addition to the
regular counseling, testing, and referral available through the Federal-State Employment Service System, program orientation, basic

education, training in communications and employability skills, work
experience, institutional training, on-the-job training, job development, and special job placement and followup services, required to
assist participants in securing and retaining employment and securing
possibilities for advancement.
((e) (1) In order to develop public service employment under the
program established by section 432(b) (3), the Secretary shall enter
into agreements with (A) public agencies, (B) private nonprofit or-

ganizations established to serve a public purpose, and (0) Indian

tribes with respect to Indians on a reservation, under which individuals deemed suitable for participation in such a program will be provided work which serves a useful public purpose and which would
not otherwise be performed by regular employees.
[(2) Such agreements shall provide—
((A) for the payment by the Secretary to each employer, with
respect to public service emplOyment performed by any individual
for such employer, of an amount not exceeding 100 percent of the
cost of providing such employment to such individual durin,g the
first year of such employment, an amount not exceeding 75 percent of the cost of providing such employment to such individual
during the second year of such employment, and an amount not
exceeding 50 percent of the cost of providing such employment to
such individual during the third year of such employment;
((B) the hourly wage rate and the number of hours per week
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individuals will be scheduled to work in public service employment for such employer;
[(C) that the Secretary will have such access to the premises of
the employer as he finds necessary
to determine whether such employer is carrying out his obligations under the agreement
and
this part; and

[(D) that the Secretary may terminate any agreement under
[(4) No wage rates provided under any agreement entered into
this subsection at any time.

under this subsection shall be lower than the applicable minimum wage
for the particular work concerned.

((f) Before entering into a project under section 432(b) (3), the
[(1) appropriate standards for the health, safety, and other

Secretary shall have reasonable assurances that—

conditions applicable to the performance of work and training on
such project are established and will be maintained,

[(2) such project will not result in the displacement of

ployed workers,

em-

[(3) with respect to such project the conditions of work, training, education, and employment are reasonable in the light of such
factors as the type of work, geographical region, and proficiency
of the participant,
((4) appropriate workmen's compensation protection is provided to all participants.
[(g) Where an individual certified to the Secretary of Labor pursuant to section 402 (a) (19) (G) refuses without good cause to accept
employment or participate in a project under a program established
by this part, the Secretary of Labor shall (after providing opportunity
for fair hearing) notify the State agency which certified such individual and submit such other information as he may have with respect
to such refusal.

[(h) With respect to individuals who are participants in public
(3), the Secretary shall periodically (bit at least once every six

service employment under the program established by section 432(b)

months) review the employment record of each such individual while
on such special work project and on the basis of such record and such
other information as he may acquire determine whether it would be
feasible to place such individual in regular employment or on any of
the projects under the programs established by section 432(b) (1)
and (2).

(Incentive Payment
(Sec. 434. (a) The Secretary is authorized to pay to any participant
under a program established by section 432(b) (2) an incentive payment of not more than $30 per month, payable in such amounts and at
such times as the Secretary prescribes.

((b) The Secretary of Labor is also authorized to pay, to any member of a family participating in manpower training under this part
allowances for transportation and other costs incurred by such memL
her, to the extent such costs are necessary to and directly related to the
participation by such member in such training.
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(Federal Assistance
(Sec. 435. (a) Federal assistance under this part shall not exceed
90 per centum of the costs of carrying out this part. Non-Federal
contributions may be cash or in kind, fairly evaluated, including but
not limited to plant, equipment, and services.
[(b) Costs of carrying out this part include costs of training, supervision, materials, administration, incentive payments, transportation,

and other items as are authorized by the Secretary, but may not include any reimbursement for time spent, by participants in work,
training, or other participation in the program.

(Period of Enrollment
(Sec. 436. (a) The program established by section 432(b) (2) shall
be designed by the Secretary so that the average period of enrollment

under all projects under such program throughout any area of the
United States will not exceed one year.

[(b) Services provided under this part may continue to be provided
to an individual for such period as the Secretary determines (in accordance with regulations prescribed jointly by him and the Secretary
of Health, Education, and Welfare) is necessary to qualify him fully
for employment even though his earnings disqualify him from aid
under a State plan approved under section 402.

(Relocation of Participants
(Sec. 437. The Secretary may assist participants to relocate their
place of residence when he determines uch relocation is necessary in
order to enable them tO become permanently employable and self -supporting. Such assistance shall be given only to participants who con-

cur in their relocation and who will be employed at their place of
relocation at wage rates which will meet at least their full need as
determined by the State to which they will be relocated. Assistance
under this section shall not exceed the reasonable costs of transportation for participants, their dependents, and their household belongings

plus such relocation allowance as the Secretary determines to be
reasonable.

[Participants Not Federal Employees

[Sec. 438. Participaflts in programs established by this part shall
be deemed not to be Federal employees and shall not be subject to the
provisions of laws relating to Federal employment, including those relating to hours of work, rate of compensation, leave, unemployment
compensation, and Federal employee benefits.

(Rules and Regulations
(Sec. 439. The Secretary and the Secretary of Health, Education,
and Welfare, shall, not later than Jtily 1, 1972 issue regulations to
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carry out the purposes of this part. Such regulations shall provide
for the establishment, jointly by the Secretary and the Secretary of
Health, Education, and Welfare, of (1) a national coordination committee the duty of which shall be. to establish uniform reporting and
similar requirements for the administration of this part, and (2)
a regional coordination committee for each region which shall be responsible for review and approval of statewide operational plans developed pursuant to section 433(b).

(Annual Report
[Sec. 440. The Secretary shall annually report to the Congress (with
the first such report being made. on or before July 1, 1970) on the work
incentive. programs established by this part.

[Evaluation and Research
[Sec. 441. The Secretary shall (jointly with the Secretary of Health,
Education, and Welfare) provide for the continuing evaluation' of the
work incentive programs established by this part, including their effectiveness in achieving stated goals and their impact on other related
programs. He also may conduct research regarding ways to increase
the effectiveness of such programs. 'He may, for this purpose, contract
for independent evaluations of and research regarding such programs
or individual projects under such programs. For purposes of sections
435 and 443, the costs of carrying out this section shall not be regarded
as costs of carrying out work incentive. programs established by this
patt. Nothing in this section shall be construed as authorizing the Secretary to enter into any contract with any organization after June 1,
1970, for the. dissemination by such organization of information about
programs authorized to be carried on under this part

(Technical Assistance for Providers of Employment or Training
(Sec. 442. The Secretary is authorized to provide technical assistance

to providers of employment or training to enable them to participate
in the establishment and operation of programs authorized to be established by section 432(b).

fCollection of State Share
[Sec. 443. If a non-Federal contribution of 10 per centum of the
costs of the work incentive programs established by this part is not
made in any State (as specified in section 402(a)), the Secretary of
Health, Education, and Welfare may withhold any action under section 404 because of the State's failure to comply substantially with a
provision required by section 402. If the Secretary of Health, Education, and Welfare does withhold such action, he shall, after reasonable
notice and opportunity for hearing to the appropriate State agency or

Sec. 444(a)

agencies, withhold any payments to be made to the State under sections 3(a), 403(a), 1003(a), 1403(a), 1603(a), and 1903(a) until the
amount so withheld (including any amounts contributed by the State
pursuant to the requirement in section 402 (a) (19.) (C)) equals 10 per

centum of the costs of such work incentive programs. Such withholding shall remain in• effect, until such time as the Secretary has assurances from the State that such 10 per centum will be contributed as required by section 402. Amounts so withheld shall be deemed to have

been paid to the State under such sections and shall be paid by the
Secretary of Health, Education, and Welfare to the Secretary. Such
payment shall be considered a non-Federal contribution for purposes
of section 435.

(Agreements With Other Agencies Providing Assistance to
Families of Unemployed Parents
(Sec. 444. (a) The Secretary is authorized to enter into an agreement (in accordance with the succeeding provisions of this section)
with any qualified State agency (as described in subsection (b)) under
which the program established by the preceding sections of this part.
C will (except as otherwise provided in this section) be applicable to
individuals by such State agency in the same manner, to the same
extent, and under the same conditions as such program is applicable
with respect to individuals to the Secretary by a State agency ad-

ministering or supervising the administration of a State plan approved by the Secretary of Health, Education, and Welfare under
part A of this title.

((b) A qualified State agency referred to in subsection '(a) is a

State agency which is charged with the administration of a program—
((1) the purpose of which is to provide aid or assistance to the
families of unemployed parents,
((2) which is not established pursuant to part A of title IV of
the Social Security Act;
((3) which is financed 'entirely from funds appropriated by the
Congress, and

[(4) none of the financing of which is made available under
any program established pursuant to title V of the Economic
Opportunity Act.
[(c) (1) Any agreement under this section with a qualified State
agency shall provide that such agency will, with respect to all individ-
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uals receiving aid or assistance under the program of. aid or assistance
to families of unemployed parents administered by such agency, comply with the requirements imposed by section 402(a) (19) in the same
manner and to the same extent as if (A) such qualified agency were

the agency in such State administering or supervising the administration of a State plan approved under part A of this title, and (B)
individuals receiving aid or assistance under the program administered by such qualified agency were recipients of aid under a State
plan which is so approved.

((2) Any agreement entered into under this section shall remain in
effect for such period as may be specified in the agreement by the Secretary and the qualified State agency, except that, whenever the Secretary determines, after reasonable notice and opportunity for hearing
to the qualified State agency, that such agency has failed substantially

to comply with its obligations under such agreement, the Secretary
may suspend operation of the agreement until such time as he is satisfied that the State agency will no longer fail substantially to comply
with its obligations under such agreement.
((3) Any such agreement shall further provide that the agreement

will be inoperative for any calendar quarter if, for the preceding
calendar quarter, the maximum amount of benefits payable under the
program of aid or assistance to families of unemployed parents administered by the qualified State agency which is a party to such
agreement is lower than the maximum amount of benefits payable
under such program for the quarter which ended September 30, 1967.

((d) The Secretary shall, at the request of any qualified State

agency referred to in subsection (a) of this section and upon receipt
from it of a list of the names of individuals rereferred to the Secretary, furnish to such agency the names of each individual on such list
participating in public service employment under section 433 (a) (3)
whom the Secretary determines should continue to participate in such
employment. The Secretary shall not comply with any such request
with respect to an individual on such list unless such individual has
been certified to the Secretary by such agency under such section
402 (a) (19) (G) for a period of at least six months.]
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PART D—CHJLD SUPPORT AND ESTABLISHMENT OF

PATERNITY
Appropriation
&c. 451. For the 7)UO8C8 of enforcing (1) the support obligations
owed by absent parent8 to children receiving a88z8tanee under Part A
of this title, (2) the residual monetary obligation owed to the United
States by ab8ent parents, and (3) the criminal, penalties for nonsttpport against absent parent8, there is hereby authorized to be appropri-

ated to the Attorney General for each fiscal year a 8?MTh sufficient to
car'y out the purposes of this part.

Duties of Attorney General
SEC. 452. (a) The Attorney General 81UZZ1 en/orce the support right8

as8igned to him under section 402(h) by applicants for and recipient8
of assistance under part A of this title, utilizing all fund8 and authority which are available to him for this purpose. To the extent required,
he shall locate absent parents, determine paternity in order to establish duty to support, obtain 8upport orders, collect sup port payments
by use of voluntary agreements or other means, and enforce the residual monetary obligation owed the United State8 and the criminal
provisions for nonsupport by 8ueh parents.
(b )1) The Attorney General shall, in accordance with procedures
applicable to the recovery of obligations due the United States, including, where appropriate, the use of voluntary agreements, and in accordance with the priorztze8 for distribution specified in 8ection 455,

collect and distribute amounts from enforcement of obligations
under paragraph (2). Whenever any individual is determined to be
liable to the United States for any amount under this 8ection, the
Attorney General may make certification of such amount to the Secretary of the Treasury for collection pur8uaflt to the provisions of
section 6305 of the Internal Revenue Code of 1954. The Attoimey Gen-

eral shall reimbure the Secretary of the Treasury for any CO8ts involved.

(2) The Attorney General is autlwrised to bring civil action in aity
court of competent jurisdiction (including the courts in any State or
political subdivision thereof) against an absent parent to secure (A)
support obligations assigned to him under section 402(h), and (.B).
the re8iduai monetary obligation owed to the United States as defined
in section 457, except that all or part of such obligation may be 8u8pe'nded or forgiven by. the Attorney General upon a finding, of good
cause. In taking actions against an absent parent, the Attorney General shall give priority to obtaining orders and proceeding with collections required under subsection (b)(2)(A).
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(3) The Attorney General may enter into voluntary agreements to
recover support obligations assigned under section 4092(h), if there is
no court order in effect directing payment of such obligation or if there
is such an order in effect but there is no reasonable expectation that it
can be enforced or that the obligation can be collected. Any voluntary
agreement so made shall provide that support payments will not cease
if the family ceases to receive assistance wiider part A of this title, and
the amounts payable under such agreement, if there is no court order
in effect, may be collected as authori2ed under the provisions of this
part.

(c) The Attorney General and the J)irector of the Office of Economic Opportunity are directed to enter into an appropriate arrangement under which the services of attorneys participating in legal serv.
ices programs e8tablzshed pursuant to section 929292(a) (3) of the
Economic Opportunity Act of 1964 will be made available to the Attorney General to assist him in carrying out his functions under this part.
The Attorney General shall, to the maximum extent feasible, utilize the

services of such attorneys in the performance of such fu.nction8 and
may ma/ce the services of such attorneys available to States or political subdivisions to assist them in carrying out the purposes of this
part. The Office of Economic Opportunity shall be reimbursed by the
Attorney General for the costs incurred in providing such services.
(d) The Attorney General shall require that each United States attorney designate an assistant United States attorney to be responsible
for enforcement of the provisions of this part in his judicial district
and øiaintain liaison with and assist the States and political subdivi-

sions thereof in their child sup port efforts. Each assistant United

States attorney so designated .9/ia/i prepare and submit to the Attorney
General for submission to the Congress quarterly reports on all activities undertaken pursuant to this section.
(e) (1) There is hereby established in the Treasury a revolving fund
to be kniwn as the Federal Child Support Fund (hereinafter referred
to as the "fund" which shall be available to the Attorney General without fiscal year limitation, to enable him to carry out his responsibilities
under this part.
(2) Except as provided in sections 454(d) and 458, all moneys appro priated pursuant to section 451 for the purpose of funding Federal
activities under this part and all moneys collected by the Federal Government pur8uant to this part (including sup port payments and payments by way of reimbursement received from Federal agencies, States
and political subdivisions thereof, and individuals) shall be paid into
the fund and shall be disbursed by the Attorney General from time to
time in accordance with the provisions of this part.

(3) There is hereby appropriated to the fund, out of any moneys
in the Treasury not otherwise appropriated, amounts equal to the
amounts collected under 8ection 6305 of the Internal Revenue

Code of 1954, reduced by the aniount8 credited or refunded as overpayments of the amounts so collected. The amouflt8 appropriated by
the preceding sentence shall be transferred at lea8t quarterly from the
general fund of the Treasury to the fund on the basis of estimates made
by the Secretary of the Treasury. Proper adjustments shall be made
in the amounts subsequently transferred to the extent prior e8tilThate8
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in excess of or less than the amounts required to be trans/erred.
(f) The Attorney General shall notify the Se&etary of the failure
of the State agency administering the plan approred under part A
of this t2tie to provide prompt notice (including the transmittal of
all relevant i'nforniation) of the furnishing of aid to. families with
dependent children with respect to a child who has been deserted or
abandoned by a parent as required under section 40 (f).
(g) The Attorney General shall maintain complete records of all
amounts collected under this part and of the costs incurred in collecting such amounts and shall, not later than June 30 of each year (commencing with June 30, 1974), submit to the Congress a written report
on all (LCtivitie8 undertaken pursuant to the provisions of this part.

were

Parent Locator Service
SEc. 453. (a) The Attorney General shall establi8h and conduct,
within the Department of Justice, a 'Parent Locator Service which
shall be used to obtain and transmit to any authorized person (as defined in 8ubsection (c)) information as to the whereabouts of any absent parent when 8vch information is to be used to locate 8uch parent
for the purpose of enf orcin v support obligations against such parent.

(b) Upon request, filed in accordance with subsection (d) of any
authorized person (as defined in subsection (c)) for the most recent
addres8 and place of enloyment of any individual, the Attorney General shall, notwithstanding any other'provision of law, provide through
the Parent Locator Service such information to such person, if 8Uch
information—
(1) is contained in any files or records maintained by the Attorney General or by the Department of Justice; or
() is not contained in such files or record8, but can be obtained

by the Attorney General, under the authority conferred by 8ubsection (e), from any other department, agency, or instrumentality, or the United States or of any State.

The Attorney General 8hall give priority to requests made by any
authorized person described in subsection (c) (1).

(c) As used in subsection (a), the term "authorized person"

means—

(1) any agent or attorney of the United States or of any State
or any political subdivision to which support collection functions
have been delegated under section 454, who ha8 the duty or authority to seek to recover any amounts under section45f4;

() the court which has authority to issue an order against an
absent parent for the eup port and maintenance of a child, or any
agent of such court; and

(3) the parent, guardian, attorney, or agent of a child (other
than a child receiving aid under part (A) without regard to the
existence of a court order against an absent parent who has a duty
to support and maintain any 8UCh child.
(d) A request for information under this section shall be filed in 8Uch

manner and form as the Attorney General shall by regulation prescribe and shall be 'accompanied or supported by such documents as

the Attorney General may determine to be nece88ary.
(e) (1) Whenever the Attorney General receives a reguest submitted

under subsection (b) which lie is reasonably satisfied meet8 the en-
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teria e8tablished by subsections (a), (b), and (c), he shall promptly
undertake to provide the information requested from the files and
records maintained by any of the departments, agencies, or instrumentalities of the United States or of any State.

() Notwithstanding any other provision of law, whenever the individual who is the head of any department, agency, or instrumen-

tality of the United States receives a request front tke Attorney General

for information authorized to be provided by the Attorney Gen-

eral under this section, such individual shall promptly cause a search
to be made of the files and records maintained by such department,
agency, or instrumentality with a view to determining whether the
information requested is contained in any such files or records. If such
search discloses the information requested, such individual shall immediately transmit such information to the Attorney General; and,
if such search fails to disclose the information requested, such individual shall immediately so notify the Attorney General. The costs
incurred by any such department, agency, or instrumentality of the
United States or of any State in providihg such information to the
Attorney General shall be reimbursed by hint. Whenever such services
are furnished to an individual specified in subsection (c) (3), a fee
shall be charged such individual. The fee so charged shall be deposited
in the fund and shall b used to reimburse the Attorney General or
his delegate for the expense of providing such services.
(f) The Attorney General, in carrying out his duties and functions
under this section, shall enter into arrangements with State agencies
administering or supervising the administration of State plans ayproved under part A of this title, under which the offices operated under

such plans will accept from parents, guardians, or agents of a child
described in subsection (c) (3) and transmit to the Attorney General
requests for information with regard to the whereabouts of absent
parents and will otherwise cooperate with the Attorney General in
carrying out the purposes of this section.

Delegation of Support Collection Functions to States or
Political Subdivisions

SEc. 454. (a) The Attorney Genera) shall delegate to any State
having a plan approved under part A of this title the authority to
recover the child support obligation assigned to the United State8
under section 4O ( h) if he determines that such State has an effective
program (in accordance with the standards e8tablished in subsection

(b)) for locating absent parents, determining paternity, obtaining

support order8, and collecting amounts of money owed by parents for
the support and maintenance of their child or children. Such a delegation may be made to a political subdivision of any such State upon
a finding that the State as a whole does not have an effective program
for locating absent parents, determining paternity, obtaining support
orders, and collecting child support but that such political subdivision
doe8 have an effective program which meets the standards established
in subsection (b).
(b) The Attorney General shall not approve any program pursuant
to subsection (a) unless such program provides—

(1) for the development and implementation of a program

under which such State or political subdivision will undertake—
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(A) in the case of a child born out of wedlock with respect
to whom an assignment under section 402(h) of this title 8
effective, to establish the paternity of such child, and

(B) in the case of any child with respect to whom such
assignment is effective, to secure support for such child from
his parent (or from an.y other person legally liable for such
support), utilizing any reciprocal arrangements adopted with
other States to obtain or enforce court orders for support, and
(2) for the establishment of an organizational whit in the State
or political subdivision administering the program under this
section;

(3) for entering into cooperative arrangements with appro-

priate courts and law enforcement officials (A) to assist the State

or political subdivision administering the program under this

section, including the entering into of financial arrangements with
such courts and officials in order to assure optimum results under
such program. and (B) with respect to any other matters of common concern to such courts or officials and the State or political

subdivision administering the program under this section;
(4) that the State or political subdivision will establish a service to locate absent parents utilizing—
(A) all sources of information and available records; and

(B) the Parent Locator Service in the Department of
Justice;
(5) that the State or political subdivision will, in accordance
with standards prescribed by the Attorney General, cooperate
with the State or political subdivision of another State or with
the Attorney General in administering a program under this
part—
(A) in establi8hing paternity, if necessary,

(B) in locating an absent parent residing in the State

(whether or not permanently) against whom any action is
being taken under this part in another State,
(C) in securing compliance by an absent parent residing
in such State (whether or not permanently) with a voluntary
agreement or an order issued by a court of competent jurisdiction against such parent for the support and maintenance
of a child or children of such parent with respect to whom aid

is being provided under the plan of such other States, and
(D) in carrying out other functions required b this part;
(6) that the State or political subdivision may enter into voluntary agreements to recover child support obligations delegated
under subsection (a), if there is no court order in effect directing
payment of such obligation or if there is such an order in effect
but there is no reasonable expectation that it can be enforced or
that the obligation, can be collected. Any voluntary agreement
so made shall provide that support payments will not cease if
the family ceases to receive assistance under part A of this title,
and the amounts payable under such agreement, if there is no
court order in effect, may be collected as authorized under the
provisions of this part;
(7) that the State or political subdivision require, as a condition of the absent parent beIng permitted to n-take support pay-
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on a voluntary basis, the execution by such parent of an
appropriate affidavit (which shall be recorded in the records of
the court or other appropriate agency) in which such parent acknowledges the paternity of such child or children;
(8) that, if the State uses voluntary agreements under paragraph (6), it will establish an administrative mechanism for enforcing such agreements;
(9) that such State or political subdivi8ion will comply with
such other requirements as the Attorney General determines to
be necessary to the establishment ofan effective program for locating absent parents, determining paternity, obtaining support
ments

orders, and collecting support payments including, but not limited
to, requiring a full record of collections and disbursements; and
(10) that the State or political subdivision shall reimburse the
A ttor'ney General for the costs incurred by the Federal Govern-

ment in enforcing and collecting support obligations assigned
under this section.

(c) The Attorney General shall, upon the request of any State or
political subdivision to which he has delegated the authority to recover
the child support obligation assigned to the United States under section 402 (h), make available to such State or political subdivision (1)
the services of attorneys participating in legal services programs who
are, by reason of the agreement required by 8ection 459J (c), assisting

the Attorney General in carrying out his functions under this part,
and (?) upon a showing by the State or political subdivision that such
State or political subdivision made diligent and reasonable efforts in
utilizing their own collection mechanisms, the collection facilities of
the Department of the Treasury (subject to the same requirements of
certification by the Attorney General imposed by section 45(b) and
subject to such limitations on the frequency of making such certification as may be imposed by the Attorney General).

(d) From the sums appropriated there/or, the Attorney General

shall pay to each State or political subdiviéion which has a program

approved under this section, for each quarter, beginning with the
quarter commencing January 1, 1973, an amount equal to 75 percent of
the total amounts expended by such State or political subdivision during such quarter for the operation of the program approved under this
section except as provided in sections 455(b) (s), 456, and 459.

Distribution of Proceeds From Support Collections
SEc. 455. (a) Amount8 collected as support obliqation8 as8iglwd
under section 4O(h) shall be distributed in the folowing order of
priority—
(1) If a Stale or its agent makes the collection, the proceeds
of such collection 8hall be distributed, beginning with the first
dollar, as follows—
(A) the family shall be paid—

(i) 100 percent of 8V1)h proceeds if they are equal to or

less than the amount of the assistance payment which
would otherwise be made, or

(ii) an amount of such proceeds that is equal to the
lesser of (I) the amount required by a court order to be
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paid for child support or (II) the amount agreed upon by

the parties to a voluntary child support agreement,
and any proceeds so paid that are in excess of the anwunt of
the assistance payment otherwise payable shall be deemed to
reduce the residual monetary obligation to the Federal Government by a like amount;
(B) such amounts as may be necessary to reimburse the

State for stch State's share of assistance payments (with
appropriate reimbursement of the political subdivision if it
participated in the fliviincing) made to the family prior to the
date on which the support obligation was collected shall be
paid to such State, and any amounts so paid shall be deemed
to reduce the residual monetary obligation to the Federal
Government by a like amount; and
(C) such amounts as may be necessary to reduce or eliminate the residual monetary obligation to the Federal Government by the absent parent shall be paid to the Federal Governiment and deposited in the fund.

() If a political subdivision or its agent makes the collection,
the proceeds of 8uch collection shall be distributed, beginning with
the first dollar, as follows—
(A) the family shall be paid—

(i) 100 percent of 8uch proceeds if they are equal to
or less than the uimount of the assistance payment which
would otherwise be made, or

(ii) an amount of such proceeds that is equal to the
lesser of (I) the amount required by a court order to be
paid for child support or (II) the amount agreed upon
by the parties to a voluntary child support agreement,
and any proceeds so paid that are in excess of the amount of the
assistance payment otherwise payable shall be deemed to reduce
the residual monetary obligation to the Federal Government by a
like amount;
(B) such amount8 as may be necessary to reimburse the
political subdivi8ion for its share of assistance payments
made to the family prior to the date on which the support
obligation was collected shall be paid to such political subdivision, and any amounts so paid shall be deemed to reduce
the residual m.onetary obligation to the Federal Government
by a like amount; and
(C) such amounts as may be necessary to reduce or eliminate the residual monetary obligation to the Federal Government by the absent parent shall be paid to the Federal
Government and deposited in the fund.
(3) If the Attorney General makes the collection, the proceeds
of such collection shall be distributed, beginning with the first
dollar, as follows—
(A) the family shall be paid—

(i) 100 percent of such proceeds if they are equal to or

less than the amount of the assistance payment which would
otherwise be made, or

(ii) an anwunt of 8uch proceeds that is equal to the lesser
of (I) the amount required by a court order to be paid for
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child support or (II) the a.nwunt agreed upon by the parties

to a voluntary child support agreement,
and any proceeds so paid that are in excess oJ the amount of the
a8s stance payment otherwise payable shall be deemed to reduce
the residual monetary obligation to the Federal Government by a
like amount; and
(B) such amounts as may be necessary to reduce or eliminate the residual monetary obligation to the Federal Government by the absent parent shall be paid to the Federal Government and deposited in the fund.
Whenever payments are made pursuant to paragraph (2) (A) or
(3) (A) to a family re8iding in a State which does not have an
approved sup port program under this part, the Attorney General
shall so certify to the Secretary, who shall reduce the amount of

any grant made to such State under part A of this title by an

amount equal to the amount so certified and deposit such amount
into the fund, except that such reduction shall not be greater than
the amount of the as8istance payment such family would have
received from such State had the payment under paragraph (2)
(A) or (3) (A) not been made.

(b) Whenever a family for whom support payments have been

collected and distributed under this part ceases to receive assistance

under part A of this title, the Attorney General, or the State or

political subdivision to which the Attorney General has delegated the
authority to collect support obligation8 pursuant to this part, shall—
(1) continue to collect such support payment8 from the absent
parent for a reriod of three months from the month following the
month in which such family ceased to receive assistance under part
A of this title, and pay all amounts so collected to the family; and
(2) at the end of such three-month period, if the Attorney General (A) is authorized to do so by the individual on whose behalf
the collection will be made and (B) finds that the absent parent
has not met his support obligation for the period of twenty-four
consecutive months immediately preceding the end of such threemonth period or throughout the tern-t of such obligation, whichever is shorter, continue to collect such support payments from the
absent parent until he has met his support obligation for a period
of twenty-four consecutive months. and pay the net amount of
any amount 80 collected to the family after deducting any costs
incurred in making the collection from the amount of any recovery made.

Incentive Payment to Localities
S'c. 456. When a political subdivision of a State makes the enforcement and collection of the support obligation assigned under section
402(h) (either within or outside of such State, and whether as the
agent of such. State or as the agent of the Attorney General), an
amount equa.i to 25 percent of any amount collected and required to
be distributed as provided in sections 455(a) (1) (A) and (B), or in
sections 455(a) (2) (A) and (B), as appropriate, to reduce or eliminate assistance paynents, shall be paid to such political subdivision liy
the State from amounts which the State would otherwise pay as assist-
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to the family of the ab8ent parent under 8ection 454(a) (1), or by
the Attorney General (when he, or a political subdivision acting as his
dele gate, makes the collection) from the amounts required to be deducted, by the last sentence of 8ectwn 455(a), from the grant made to
such State.
ance

Residual Monetary Obligation to the United States
i$s'c. 457. There is hereby imposed on any ab8ent parent whose child

or children have received assistance payrnent8 under part A of this
title a residual monetary obligation to the United States. Such obligation shall be in an amount that is equal to the total amounts of payments made to the family of an absent parent each month under the
State plan approved under part A of this title, or, if less, 50 percent
of the monthly income of the ab8ent parent for each such month (but

not less than $50 per month), except that during any month in

which an absent parent is meeting his 8upport obliqatione by paying
the full amount of a court ordered support payment or the full amount
of the sup port payment which he has agreed to pay according to the

terms of a voluntary support agreement entered into between him
and the Attorney General (or his delegate), whichever is larger, no
obligation 8hall be imposed. Interest on any such amount shall accrue
at the rate of 6 percent per annum, but the total amount of such obligation (including interest thereon) shall be reduced by the amount of any
sums collected by a State or political 8ubdivision which represent suct

State or political subdivision's share of a88utance payment8 made
under the State plan approved under part A of this title.

Regional Laboratories to Establish Paternity Through Analysis
and Classification of Blood
SEc. 458. (a) The Secretary shall establish, or arrange for the establi8hment or designation, in each region of the United States, a lab-

oratory which he determines to be qualified to provide services in
analyzing and classifying blood for the purpose of determining paternity, and whick i8 prepared to provide such services to cozçrts and public agencies in the region to be served by it.

(b) Whenever a laboratory is established or designated for any region by the Secretary under this section, he shall take such measures
as may be appropriate to notify appropriate courts and public agencies (including agencies administering any public welfare program
within such region) that 8uclz. laboratory 1108 been so established or
designated to provide 8ervice8, in analyzing and classifying blood for
the purpose of determining paternity, for court and public agencies in
8v.ch region.

(c) The facilities of any such laboratory shall be made available
without cost to courts and public agencies in the region-to be served
by it.
(d) There is hereby ..zuthorized to be appropriated for each fiscal
year such sums as may be necessary to carry out the provisions of this
.ection.
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Collection of Child Support for Participants in Guaranteed
Employment
SEc. 459. Any individual who is participating in guaranteed employment under subpart 1 of part B of title XX of thi8 Act 8hall be
eligible to receive the child sup port collection or paternity deterinination services estabhshed under this part. kSuch services shall be made
available to any such individual upon application filed while such individual i8 participating jn guaranteed employment (in' accordance
with such procedures and containing sch information as the Attorney
General shall by regulation prescribe) with the Attorney General or,
if a State or political subdivision has a program approved under sec-

tion 455, with such State or political 8ubdivj8ion., as may be ap'propri-

ate. Any costs incurred by the Attorney Gneral (or by a State Or
political subdivision) in furnishing such services shall be paid by such
individual by deducting such casts from the amount of any recovery
made.

Consent by the United States to Garnishment and Similar Pro-

ceedings for Enforcement of Child Support and Alimony

Obligations

Sec. 460. Notwithstanding any other provision of litw, moneys (the
entitlement to which is based upon remuneration for employment) due

from, or payable by, the United States (including any ageicy or instrumentality thereof and any wholly owned Federal corporation) to
any individual, including inembers'of the armed 8ervices,'sh(J2l be subject, in like manner and to the same extent as if the United State8 were
a private person, to legal process brought for the enforcement, against

such individual, of .hi legal obligationa to provide Mld support or
make alimony payments.

Penalty for Nonsupport
Sec. 4611. (a) Any individual who is the parent of any child or chil-'

dren and who is under a legal duty to prbvide for the 8U port and
maintenance of such child or children (as required under the law of

the State where such child or children reside) but fails to per-

form such duty and has left, deserted, or abandoned such chzld or
children and 'such child or children receive ae8istanee payments to

provide for their support and maintenance which are funded in whole
or in part from funds appropriated there for by the Federal Gonernment shall, upon conviction, be penalized in an amount equal to 50
percent of the re8idual monetary obligation owed t the United tates,
or fined not more than $1,000. or imprisoned for not more than one
year, or any combination of these three penaltw8.
(b) This section does not preempt any State law imposing a civil
or criminal penalty on an absent parent for failing to provide support
and maintenance to his child or children to whom such parent owes a
duty to support..
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PART E—GRANTS TO STATES FOR ESTABLISHMENT OF
MODEL DAY CARE

Appropriation
SEC. 471. There are authorized to be appropriated for grants to
States for development of model day care for ckildren such sums as
may be necessary during each of the fiscal years ending on June 30,
1973, June 30, 1974, and June 30, 1975. From the sums authorized to be

appropriated pursuant to this section, the Secreta'i'y is authorized to
approve grants to. each State during such fiscal years in amounts up
to $400,000 per year to pay all or part of the cost of developing model
child care through the establishment and operatw'm of a child care
center or system and to provide training for individuals in the field of
child care. Payments under this section may be in advance or by way
of reimbursement.

TITLE V—MATERNAL AND CHILD HEALTH AND
CRIPPLED CHILDREN'S SERVICES
Sec. 501. Authorization of Appropriations
Sec. 502. Purposes for Which Funds Are Available
Sec. 503. Allotments to States for Maternal and Child Health Servlces_.
Sec. 504. Allotments to States for Crippled Children's Services
Sec. 505. Approval of State Plans
Sec. 506. Payments

Sec. 507. Operation of State Plans
Sec. 508. Special Project Grants for Maternity and Infant Care
Sec. 509. Special Project Grants for Health of School and Preschool
Children
Sec. 510. Special Project Grants for Dental Health of Children
Sec. 511. Training of Personnel
Sec. 512. Research Projects Relating to Maternal and Child Health Services and Crippled Children's Services
Sec. 513. AdminIstration
—
Sec. 514. DefinitIon

Sec. 515. Observance of Religious Beliefs
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Authorization of Appropriations
Sec. 501. For the purpose of enabling each State to extend and

improve (especially in rural areas and in areas suffering from severe
economic distress), as far as practicable under the conditions in such
State,
(1) services for reducing infant mortality and otherwise promoting the health of mothers and children; and
() services for locating, and for medical, surgical, corrective,
and other services and care for and facilities for diagnosis, hospitalization, and aftercare for, children who are crippled or who
are suffering from conditions leading to crippling,
there are authorized to be appropriated $250,000,000 for the fiscal
year ending June 30, 1969, $275,000,000 for the fiscal year. ending
June 30, 1970, $300,000,000 for the.fiscai year ending June 30, 1971,
$325,000,000 for the fiscal year ending June 30, 1972, and $350,000,000

for the fiscal year ending June 30, 1973, and each fiscal year thereafter.

Purposes for Which Funds Are Available

Sec. 502. Appropriations pursuant to section 501 shall be available
for the following purposes in the following proportions:
(1) In the case of the fiscal year ending June 3Q, 1969, and each

of the next (4] 5 fiscal years, (A) 50 percent of the ajpropriation
for such year shall be for allotments pursuant to sections 503 and
504; (B) 40 percent thereof shall be for grants pursuant to sections 508, 509, and 510; and (C) 10 percent thereof shall be for
grants, contracts, or other arrangements pursuant to sections 511
and 512.
(861)

Sec. 503

862

(2) In the case of the fiscal year ending.June 30, (1974]4975
and each fiscal year thereafter, (A) 90 percent of the appropriation for such years shall be for allotments pursuant to sections
503 and 504; and (B) 10 percent thereof shall be for grants, contracts, or other arrangements pursuant to sections 511 and 512.
Not to exceed 5 percent. of the appropriation for any fiscal year under
this section shall be transferred, at the request of the Secretary, from

one of the purposes specified in paragraph (1) or (2)' to another

purpose or purposes so specified. For each fiscal year, the Secretary
shall determine the portion of the appropriation, within the percentage determined above to be available for sections 503 and 504, which
shall be available for allotment pursuant to section 503 and the portion thereof which shall be available for allotment pursuant to section 504. Notwithstanding the preceding. provisions of,. this section,
of the amount appropriated .for any fiscal year pursuant to section 501,
not less than 6 percent of the amount appropriated shall be available
for family planning services from allotments under section 503 and
for family planning services under projects under sections 508 and 512.

Allotments to States for Maternal and Child Health Services
Sec. 503. The amount determined to be available pursuant to sec-'
tion 502 for allotments under this section shall be allotted for, payments for maternal and child health services as follOws: /
(1) One-half of such amount shall be allotted by allotting to
each State $70,000 plus such part of the remainder of such onehalf as he fi,nds that the number of live births in such State bore to

the total number of live births .in the United States in the latest
calendar year for which he has statistics.
(2) The remaining one-half of such amount shall. (in addition

to the allotments under paragraph (1)) be allotted to the States
from time to time according to the financial need of each State
for assistance in carrying out its State plan, as determined by the
Secretary after taking into consideration the number of live
births in such State; except that not more than 25 percent of such
one-half shall be available for grants to State agencies (adinmistering or supervising the administration of a State plan approved under section 505), and to public or other nonprofit institutions of higher learning (situated in any .State), for special
projects of regional or national significance which may contribute
to the advancement of maternal and child health:

Allotments to States for Crippled Children's Services..
Sec. 504. The amount determined to be available pursuant to section 502 for allotments under this section shah be allotted for payments for crippled children's services as follows

'

,

(1) One-half of such amount shall be 'allotted by allotting to

each State $70,000 and allotting the remainder of such one-half
according to the need Of each State as determined by hun after

taking into consideration the number of crippled children m
such State in need of the services referied to in paragraph (2)
of section 501 and the cost of furnishing such services to them.

-
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(2) The remaining one-half of such amount shall (in addition
to the allotments under paragraph (1)) be allotted to the States
from time to time according to the financial need of each State
for assistance in carrying out its State plan, as determined by the
Secretary after taking into consideration the number of crippled
children in each State in need of the services referred to in paragraph (2) of section 501 and the cost of furnishing such services to them; except that not more than 25 percent of such onehalf shall be available for grants to State agencies (administering
or supervising the administration of a State plan approved under
section 505), and to public or other nonprofit institutions of higher

learning (situated in any State), for special projects of regional
or national significance 'vhich may contribute to the advancement
of services for crippled children.

Approval of State Plans
Sec. 505. (a) In order to be entitled to payments from allotments
under section 502, a State must have a State plan for maternal and
child health services and services for crippled children which—
(1') provides for financial participation by the State;

(2) provides for the administration of the plan by the State
health agency or the supervision of the administration of the
plan by the State health agency; except that in the case of those
States which on July 1, 1967, provided for administration (or
supervision thereof) of the State plan approved under section
513 (as in effect on such date) by a State agency other than the
State health agency, the plan of such State may be approved
under this section if it would meet the requirements of this subsection except for provision of administration (or supervision
thereof) by such other agency for the portion of the plan relating to services for crippled children, and, in each such case, the
portion of such plan which each such agency administers, or the
administration of which each such agency supervises, shall be regarded as a separate plan for purposes of this title;
(3) provides (A) such methods of administration (including
methods relati'g to the establishment and maintenance of personnel standards on a merit basis, except that the Secretary shall

exercise no authority with respect to the selection, tenure of
office, and compensation of any individual employed in accordance with such methods) as are necessary for the proper and effi-

cient operation of the plan and (B) provides for the training
and effective use of paid subprofessional staff,, with particular
emphasis on the full-time or part-time employment of persons
of low income, as community service aides, in the administration

of the plan and for the use of nonpai4 or partially' paid volunteers in providing services and in assisting any advisory committees established by the State agency;

(4) provides that the State agency will make such reports, in
such form and containing such information, as the Secretary may
from time to time require, and comply with such provisions as he
may from time to time find necessary to assure the correctness and
verification of such reports;
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(5) provides for cooperation with medical, health, nursing, educational, and welfare groups and organizations and, with respect

to the portion of the plan relating to services for crippled children, with any agency in such State charged with administering
State laws providing for vocational rehabilitation of physically
handicapped children;,

(6) provides for payment of the reasonable cost (as determined in accordance with standards, consistent with 8ectiOn
1122, approved by the Secretary and included in the plan) of
inpatient hospital services provided under the plan;
(7) provides, with respect to the portion of the plan relating to
services for crippled children, for early identification of children
in need of health care and services, and for health care and treatment needed to correct or ameliorate defects or chronic condi-

tions discovered thereby, through provision of such periodic
screening and diagnostic services, and such treatment, care and

other measures to correct or ameliorate defects or chronic conditions, as may be provided in regulations of the Secretary;
(8) effective July 1, (1973] 1974 provides a program (carried
out directly or through grants or contracts) of projects described
in section 508 which offers reasonable assurance, particularly in
areas with concentrations of low-income families, of satisfactorily
helping to reduce the incidence of mental retardation and other
handicapping conditions caused by complications associated with
child bearing and of satisfactorily helping to reduce infant and
maternal mortality;
(9) effective July 1,. (1973] 1974 provides a program (carried
out directly or through grants or contracts) of projects described
in section 509 which offers reasonable assurance, particularly in
areas with concentrations of low-income families, of satisfactorily

promoting the health of children and youth of school or pre-

school age;
(10) effective July 1, (1973] 1974 provides a program (carried
out directly or through grants or contracts) of projects described
in section 510 which offers reasonable assurance, particularly in
areas with concentrations of low-income families, of satisfactorily

promoting the dental health of children and youth of school or
preschool age;

(11) provides for carrying out the purposes specified in sec-

tion 501;

(12) provides for the development of demonstration services
(with special atte.nt.ion to dental care for children and family
planning services for mothers) in needy areas and among groups
in special need;

(13) provides that, where payment is authorized under the

plan for services which an optometrist is licensed to perform, the
individual for whom such payment is authorized may, to the extent practicable, obtain such services from an optometrist licensed
to perform such services except where such services are rendered
in a clinic, or another appropriate institution, which does not have
an arrangement with optometrists so licensed; (and]
(14) provides that acceptance of family planning services provided under the plan shall be voluntary on the part of the mdi-
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vidual to whom such services are offered and shall not be a prerequisite to eligibility for or the receipt of any service under the

plan (.];and

(15) provides—

(A) that the State health agency, or other appropriate

State medical agency, shall be responsible for establishing a
plan, consistent with regulations prescribed by the Secret any,
for the review by appropriate professional health personnel
of the appropriateness and quality of care and services furnislied to recipients of services under the plan and, where
applicable, for providing guidance with respect thereto to the
other State agency referred to in paragraph (s); and

(B) that the State or local agency utilized by the Secretary for the purpose specified in the first sentence of section
1864(a), or, if such agency is not the State agency which is
responsible for licensing health institutions, the State agency
responsible for such licensing, will perform the function of
determining whether institutions and agencies meet the requirements for participation in the program under the plan
unde? this title.
(b) The Secretary shall approve any plan which meets the requirements of subsection (a).

Payments

Sec. 506. (a) From the sums appropriated therefor and the allotments available under section 503(1) or 504(1), as the case may be, the
Secretary shall pay to each State which has a plan approved under this
title, for each quarter, beginning with the quarter commencing July 1,.
1968, an amount, which shall be used exclusively for carrying out the

State plau, equal to one-half of the total sum expended during such
quarter for carrying out such plan with respect to maternal and child
health services and services for crippled children, respectively.
(b) (1) Prior to the beginning of each quarter, the Secretary shall
estimate the amount to which a State will be entitled under subsection
(a) for such quarter, such estimates to be based on (A) a report filed
by the State containing its estimate of the total sum to be expended
in such quarter in accordance with the provisions of such subsection,
and stating the amount appropriated or made available by the State
and its political subdivisions for such expenditures in such quarter,
and if such amount is less than the State's proportionate share of the
total sum of such estimated expenditures, the source or sources from
which the difference is expected to be derived, and (B) such other investigation as the Secretary may find necessary.
(2) The Secretary shall then pay to the State, in such installments
as he may determine, the amount so estimated, reduced or increased to
the extent of any overpayment or underpayment which the Secretary
determines was made under this section to such State for any prior
quarter and with respect to which adjustment has not already been
made under this subsection.

(3) Upon the making of an estimate by the Secretary under this

subsection, any appropriations available for payments under this section shall be deemed obligated.
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(c) The Secretary shall also from time to time make payments to
the States from their respective allotments pursuant to section 503(2)

or 504(2). Payments of grants under sections 503(2), 504(2), 508,
509, 510, and 511, and of grants, contracts, or other arrangements
under section 512, may be made in advance or by way of i'eimbursement, and in such installments, as the Secretary. may determine; and
shall be made on such conditions as the Secretary finds necessary to
carry out the purposes of the section involved.

(d) The total amount determined under subsections (a) and (b)
and the first sentence of subsection (c) for any fiscal year ending after
June 30, 1968, shall be reduced by the amount by which the sum ex-

pended (as determined by the Secretary) from non-Federal sources
for maternal and child health services and services for crippled children for such year is less than the sum expended from such sources
for such services for the fiscal year ending June 30, 1968. In the case

of any such reduction, the Secretary shall determine the portion

thereof which shall be applied, and the manner of applying such reduction, to the amounts otherwise payable from allotments under section 503 or section 504.

(e) Notwithstanding the preceding provisions of this section, no
payment shall be made to any State thereunder from the allotments
under section 503 or section 504 for any period after June 30, 1968,
unless the State makes a satisfactory showing that it is extending the
provisions of services, including services for dental care for children
and family planning for mothers, to which such State's plan applies
in the State with a view to making such services available by July 1,
1975, to children and mothers in all parts of the State.
(f) Notwithstanding the preceding provisions of this section, no
payment shall be made to any State thereunder—
(1) with respect to any amount paid for items or services furnished under the plan after December 31, 1972, to the extent that
such amount exceeds the charge which would be determined to
be reasonable for such items or services under the fourth and fifth
sentences of section 1842(b) (3); or

(2) with respect to any amount paid for services furnished
under the plan after December 31, 1972, by a provider or other
person during any period of time, if payment may not be made
under title XVIII with respect to services furnished by such provider or person during such period of time solely by reason of a
determination by the Secretary under section 1862(d) (1) or
under clause (1)), (E),or (F) of section 1866(b) (2) ; or
(3) with respect to any amount expended for inpatient hospital services furnished under the plan to the extent that such
amount xceeds the hospital's customary charges with respect to
such services or (if such services are furnished under the plan
by a public institution free of charge or at nominal charges to the
public) exceeds in amount determined on the basis of those items
(specified in regulations prescribed by the Secretary) included
in the determination of such payment which the Secretary finds
will provide fair compensation to such institution for such se'rv-

ices; or'
1

ApplIes

with respect to services furnished by hospitals in accounting periods begin-

ning after December 31. 1972.
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(4) with respect to any amount expended for services furnished
under the plan by a hospital unless such hospital has in effect a
utilization review plan which meets the requirement imposed by
section 1861(k) for purposes of title XVIII; and if such hospital
has in effect such a utilization review plan for purposes of title
XVIII, such plan shall serve as the plan required by this subsection (with the same standards and procedures and the same review
comrtittee or group) as a condition of payment w'nder this title;
the Secretary is authorized to waive the requirements of this para-

graph in any State if the State agency demonstrates to his satisfaction that it has in operation utilization review procedures
which are superior in their effectiveness to the procedures required

under section 1861(k).
(g) For limit ation on Federal participation for capital expenditures
which are out of conformity with a comprehensive plan of a State or
areawide planning agency, see section 112g.

Operation of State Plans
Sec. 507. If the Secretary, after reasonable notice and opportunity
for hearing to the State agency administering or supervising the administration of the State plan approved under this title, finds—
(1) that the plan has been so changed that it no longer complies with the provisions of section 505; or

(2) that in the administration of the plan there is a failure

to comply substantially with any such provision;

the Secretary shall notify such State agency that further payments
will not be made to the State (or, in his discretion, that payments will
be limited to categories under or parts of the State plan not. affected
by such failure), until the Secretary is satisfied that there will no
longer be any such failure to comply. Until he is so satisfied he shall
make no further payments to such State (or shall limit payments to
categories under or parts of the State plan not . affected by suëh
failure).

Special Project Grants for Maternity and Infant Care
Sec. 508. (a) In order to help reduce the incidence of mental retardation and other handicapping conditions caused by complications associated with childbearing and to help reduce infant and maternal
mortality, the Secretary is authorized to make, from the sums available under clause (B) of paragraph (1). of section 502, grants to the
State health agency of an State and, with the consent of such agency,
to the health agency of any political subdivision Ofthe State, and to
any other public or nonprofit private agency, institution, or organization,.to pay not to exceed 75 percent of the cost (exclusive of general
agency overhead) of any project for the provision of—
(1) necessary health care to prospective mothers (including,

after childbirth, health care to mothers and thiir infants) who
have or- are likely to have conditions associated with childbearing
or are in circumstances which increase the hazards to the health
of the-mothers or their infants (including those which may cause
physical-or mental defects in the infants), or
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(2) necessary health care to infants during their first year of
life who have any condition or are in circumstances which increase the hazards to their health, or

3) family planning services, but only if the State or local

agency determines that the recipient will not otherwise receive
such necessary health, care or services because he is from a lowincome family or for other reasons beyond his control. Acceptance of family planning services provided under a project under
this section (and section 512) shall be voluntary on the part of
the individual to whom such services are offered and shall not be
a prerequisite to the eligibility for or the receipt of any service
under such project.

(b) No grant may be made under this section for any project for
any period after June 30, (1973] 1974.
Special

Project Grants for Health of School and Preschool
Children

Sec. 509. (a) In order to promote the health of children and youth
of school or preschool age, particularly in areas with concentrations
of low-income families, the Secretary is authorized to make, from the

sums available under clause (B) of paragraph (1) of section 502,
grants to the State health agency of any State and (with the consent
of such agency) to the health agency of any political subdivision of
the State, to the State agency of the State administering or supervising the administration of the State plan approved under section 50,
to any school of medicine (with appropriate participation by a school
of dentistry), and to any teaching hospital affiliated with such a school,

to pay not to exceed 75 percent of the cost of projects of a com-

prehensive nature for health care and services for children and youth
of school age or for preschool children (to help them prepare to start
schOol). No project shall be eligible for a grant under this section
unless it provides (1) for the coordination of health care and services

provided under it with, and utilization (to the extent feasible) of,

other State or local health, welfare, and education programs for such
children, (2) for payment of (A) the reasonable cost (as determined
in accordance with standards, consistent with section 1122, approved
by the Secretary) of inpatient hospital services provided under the
project, or (B) if 1e88, the oustomarq charges with respect to such
servwes provided wnder the project2 or' (C) if such services are furnished under the project by a public institution free of charge or at
nominal cllarge8 to the public, an amount detei,nined on the basis of
tho8e items (specified in regulations prescribed by the Secretary) included in the det&rimination,of such reasonable cost which the 'Secretary finds will pvovide fair compensation to such institution for such
services,1 and (3) that any. treatment, correction of defects, or after-

care provided under the project is available only to children who
would not' otherwise receive it because they are from low-mcome fam-

ilies or for other reasons'beyond their control; and no such project
for children and youth of school age shall be' considered to be of a
comprehensive nature for purposes of this section unless it includes
110

Applies with respect to services furnished 'by hospitals in accounting periods begin-

ning after December 31, 1972.

869

Sec. 512

(subject to the limitation in the preceding provisions of this sentence)
at least such screening, diagnosis, preventive services, treatment, correction of defects, and aftercare, both medical and dental, as may be
provided for in regulations Of the Secretary.

(b) No grant may be made under this section for any project for

any period after June 30, (1973] 1974.
Special

Project Grants for Dental Health of Children

Sec. 510. (a). In order to promote the dental, health of children

and youth of school or preschool age, particularly in areas with concentrations of low-income families, 'the Secretary is authorized to make

grants, from the sums available under clause (B) of paragraph (1)
of section 502, to the State health agency of any State and (with the
consent of such agency) to the health agency of any political subdi-

vision of the State, and to any'other public or nonprofit private agency,

institution, or organization, to py not to exceed 75 percent of the

cost ofprojects of a comprehensive nature for dental care and services

for children and youth of school age or for preschool children. No
project shall be eligible for a grant under this section unless it provides that any treatment, correction of ñefects, or aftercare provided
under the project is available only to children who would not otherwise receive it because they are from low-inèome families or for other

'reasons beyond their control, and unless it includes (subject to the
limitation of the foregoing provisions of this sentence)' atleast such
preventive services, treatment,- correction of defects, and aftercare,
for such age groups, as may be provided in regulations of the Secretary. Such projects may also include research looking toward the development of new methods of diagnosis or treatment, or demonstration

of the utilization of dental personnel with various levels of training.
(b) No grant may be made under this section for any project for
any period after June 30, (E973] 1974.

Training of Personnel
Sec. 511. From the sums available under clause (C) of paragraph
(1) or clause (B) of paragraph (2). of section 502, the Secretary is
authorized to make grants to public or nonprofit private institutions
of higher learning for training personnel for health care and related
services for mothers and children, particularly mentally retarded children and children with multiple handicaps. In making such grants the
Secrtary shall give special attention to programs providing training
at the undergraduate level.

Research Projects Relating to Maternal and Child Health
Services and Crippled Children's Services
Sec. 512. From the sums available under clause (C) of paragraph
(1) or clause (B) of paragraph (2) of section- 502, the Secretary is
authorized to make grants' to or jointly finnced cooperative arrangements 'with public or other nonprofit institutions of higher learning,
and, public or nonprofit private agencies and organizations engaged in

research or in. maternal and child health or crippled children's pro-
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grams, and contracts with public or nonprofit private agencies and or-

ganizations engaged in research or in such programs, for research
projects relating to maternal and child health services or crippled
children's services which show promise of substantial contribution to
the advancement thereof. Effective with respect to grants made and
arrangements entered into after June 30, 1968, (1) special emphasis
shall be accorded to projects which will help in studying the need for,
and the feasibility, costs, and effectiveness of, comprehensive health
care programs in which maximum use is made of health personnel
with varying levels of training, and in studying methods of training
for such programs; and (2) grants under this section may also include funds for the training of health personnel for work in such
projects.

Administration
Sec. 513. (a) The Secretary of Health, Education, and Wlfare

shall make such studies an4 investigations as will promote the efficient
administration of this title.

(b) Such portion of the appropriations for grants under section
501 as the Secretary may determine, but not exceeding one-half of
1 percent thereof, shall be available for evaluation by the Secretary
(directly or by grants or contracts) of the programs for which such
appropriations are made and, in the case of allotments from any such
appropriation, the amount available for allotments shall be reduced
accordingly.
(c) Any agency, institution, or organization shall, if and to the ex-

tent prescribed by the Secretary, as a condition to receipt of grants
under this title, cooperate with the State agency administering or
supervising the administration of the State plan apprOved under
title XIX in the provision of care and services., available under a plan

or project under this title, for children eligible therefor under such
plan approved under title XIX.
Definition

Sec. 514. For purposes of this title, a crippled child is an individual under the age of 21. who has an organic disease, defect, or
condition which may hinder the achievement of. normal growth and
development.

Observance of Religious Beliefs

Sec. 51. Nothing in this title shall be cénstrued to require any
State which has any plan or program approved under, or receiving
financial support under this title to compel any person to undergo any
medical. screening, examination, diagnosis, or treatment or to ,accept
any other health care or services provided under. such plan orprogram
for any purpose (other than for the purpose of, discovering and preventing thespead of infection or contagious disease or for the purpose

of protecting environmental health), if such person objects (or, in
case 'such person is a child, his parent or guardian objects) thereto on
religious grounds.
.

-
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[(4) periodic review by such State agency of the determination

under paragraph (I). to ascertain whether conditioiis justifying
such determination still exist, with' provision for termination of
such payments if they do not and for seeking judicial appointment of a guardian or other legal representative, as described in
section 1111, if and when it appears that such action will best
serve the interests of such needy individual; and
[(s) opportunity for a fair hearing before the State agency on
the determination referred to in paragraph (1) for any individual
with respect to whom it is made.]
*

*

*.

*

*

*

*

TITLE VI—GRANTS TO STATES FOR SERVICES TO THE
AGED, BLIND, OR DISABLED
Sec. 601. Appropriation
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Appropriation

Section 601. For the purpose of encouraging each State, as far as

practicable under the conditions in 8Uch State, to furnish reliabilitation and other services to help needy individuals who are &5 years

of age or over, are blind, or are disabled to attain or retain capability
for self -support or 8elf-care, there is hereby authorized to be appropriated for each fiscal year, 8ubject to Section 1130, a sum swfflcwnt
to carry out the purposes of this title. The sums made available itnder
this section shall be used for 'making payments to States which have
submitted, and had approved by the Secretary of Health, Education,
and Welfare, State plans for services to the aged, blind, or disabled.

State Plans for Services to the Aged, Blind, or Disabled
Sec. 6.02. (a) State plan for services to the aged, blind, or disabled,
disabled, must—
(1) except to the extent permitted by the Secretary, provide that
it shall be in effect in all political subdivisions of the State, and if
administered by them, be mandatory upon them;

(2) provide for financial participation by the State;
either provide for the establishment 'or designation of a

()

single State agency to administer the plan, or provide for the
establishment or designation of a 8ingle State agency to 8uperv8e
the administration of the plan;

(4) provide (A) such methods of administration (including
methods relating to the establishment and maintenance of personnel standards on a merit basis, except that the Secretary shall
exercise no authority with respect to the selection, tenure of office,
and compensation of any individual employed in accordance with
such methods) as are found by the Secretary to be necessary for

the proper and efficient operation of the plan, and (B) for the

training and effective use of paid 8ubprofes8ional staff, with particular emphasis on the full-time, or part-time employment of persons of low income, as community service aides. in the administration of the plan and for the use of nonpaid or partially paid volunteers in a social 8ervice volunteer program in providing services
under the plan. and in assisting any advisory commi/tees established by the State agency;
(872)
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(5)

Sec. 602(a)

provide that the State agency will make suck reports,

in such form and containing such information, as the Secretary
may from time to time require, and comply with 8Uch provisions
as the Secretary may from time to time find necessary to assure
the correctness and verification of 8ueh reports;
(6) provide safe guards which perinit the use or di8clo8ure of
information concening applicants or recipients only (A) to public
officiaL9 who require such information in connection. with their
official duties, or (B) to other persons for purposes directly con-

nected with the administration of the State plan:
(7) provide, if the plan includes services to individuals in private or public institutions, for the e8tabhehment or designation
of a State authority or authorities which shall b&respo'nsible for
establishing and maintaining standards for such institutions;
(8) provide a description of the services which the State agency

makes available under the plan, including a description of the

steps taken to assure, in the provision of such services, maxinvurn
utilization of other agencies providing similar or related service8;
(9) provide that, in dete'rnvining whether an individual is blind,

there shall be an examination by a phy8ician skilled in the diseases of the eye or by an optometrist, whichever the individual
may select;
(10) include reasonable standards, consistent with. the objectives of this title, for determining eligibility for and the extent of
services under the plan;
(11) if the State plan includes services to individuals 65 years
of age or older who are patients in institutions for mental diseases—

(A) provide for having in effect such agreements or other
arrangements with State authorities concerned with mental
diseases, and where appropriate, with such institutions, as
may be necessary for. carrying out the State plan, including

arrangement8 for joint planning and for development of

alternate method8 of care, arrangements providing assurance
of immediate readniittance to institutions where needed for
individuals under alternate plans of care, and arrangement8
providing for access to patients and facilities, for furnishing
information, and for making reports;

(B) provide for an individual plan for each such patient
to assure that the institutional care provided to him is in his
best interests,. including, to that end, assurances that there
will be initial and periodic review of his medical and other
needs, that he will be given appropriate medical treatment
within the institution, and that there will b a periodic determination of his need for continued treatment in the institu-

tion; and

(C) provide for the development of alternate ptuns of care,
making maximum utilization of available resources, for persons receiving services under the State plan who are 65 years
of ape or older aind who would otherwise need care in such
institutions; for services referred to in section 603(a) <1) (A)
(i) and (ii) which are appropriate for such persons receiving
services and for such patients; and for methods of adiminis-

Sec. 602(b)
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tration neeeat, to aeure that the responsibiitie8 of the State

agenay under the State plan with respect to 8uch peron receiving 8ervice8 and 8UCh patients will be effectively carried.

out;
(1) if the State plan includes services to individuals 65 years
of age or older who are patients in public institutions for mental
disea8e8, show, that the State is making 8atzs factory progress to-

ward developing and implementing a comprehen8ive. mental
health program, including provision for utilization of community
mental health center8, nur8ing home8, and other alternatives to
care in public institutiOn8 'for mental disease8.

Notwithstanding paragraph (3), if on October 1, 197, the State

agency which administered or supervz8ed the admini.9tration' of the
plan of 8uch State approved under 'title I (or so much of the plan of
8uch State approved under title XVI as applie8 to the blind) was different from the State agency which administered or 8upervised the
administration of the plan of 8uch State approved under ,title I and
the State agency which administered or 8upervi8ed the administràtion of the 'plan of 'such State approved under title XIV (or 80 much

of the plan of 8uclt State approved under title XVI as äpplie8

to the aged and disabled), the State agency which administered or
supervz8ed the administration of such plan approved under title I
(or so much of the plan of such State 'approved under title XVI as
applies to the blind) may be designated to administer or superv e the
administration of the portion of the State plan for 8ervice8 to the aged,

blind, or disabled which relates to blind individuals and a separate
State agency may be established or designated to administer or supervise the administration of the re8t of such plan.; and In such case the
part of the plan which each such agency administers, or the administration of which each such agency supervise8, 8hall be regairded as a
separate plan for purposes of this title.
(b) The Secretary 8hall' approve any plan which fulfills the conditions 8pecified in subsection (a), except that he shall not approve any:
plan which imposes, as a condition of eligibility for service8 under the
plan—
(1) an age requirement of more than sixty-five years; or
() ant?, residence requirement which excludes any' individual
who resides in the State; or
(3) any citizenship requirement which excludes any citizen of
the United States.

Payment8 to States
Sec. 603. (a) From the sums appropriated there/or, the Secretary
shall, subject to section t15O, pay to each State which has a; plan

approved under this title, for each quarter—
(.7) in the case of any State whose State plan approved under

eection 60f3 meets the requirements of subsection (c) (1), an,

amount equal to the sum of the folloioing proportions of the total
amounts expended during such quarter as found necessary ,by the
Secretary of Health, Education, and Welfare for the proper and
efficient administration of the State plan—
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(A) 75 per centuni of so much of such expenditures as are

for-

(i) services which are prescribed, pursuant to subsec-

tion (c) (1) and are provided (in accordance with the
next sentence) to applicants for or recipwnts of supplementary security income benefits under title XVI to help
them attain or retain capability for self-support or 8elfcare, or
(ii) other services, specified by the Secretary as likely
to prevent or reduce dependency, so provided to such applicants or recipients, or

(iii) any of the services prescribed pursuant to sub-

section (c) (1), and of the services specified as provided
in clause (ii), which the Secretary may specify as appropriate for individuals who, within such period or periods
as' the Secretary may prescribe, have been or are likely
to become applicants for or recipients of supplementary
security income benefits under title XVI, if such services

are requested by such individuals and are provided to
such individuals in accordance with the next sentence, or
(iv) the training of personnel employed or preparing
for employment by the State agency or by the local agency
administering the plan in the political subdivision; plus
(B) one-half of so much of such expenditures (not included

under subparagraph (A)) as are for services provided (in

accordance with the next sentence) to applicants for or recipients of supplementary security income benefits under title
XVI, and to individuals requesting such services who (within
such period or periods as the Secretary may prescribe) have
been or are likely to become applicants for or recipients of
such benefits; plus
(C) one-half of the remainder of such expenditures.
The services referred to in sub paragraphs (A) and (B) shall, except to the extent specified by the Secretary, include only—
(D) services provided by the staff of the State agency, or
of the local agency administering the State plan in the political subdivision: Provided, That no funds authorized under
this title shall be available for services defined as vocational
rehabilitation services under the Vocational Rehabilitation
Act (i) which are available to individuals in need of them
under programs for their rehabilitation carried on under a
State plan approved under such Act, or (ii) which the State
agency or agencies administering or supervising the administration of the State plan approved under such Act are able
and willing to provide if reimbursed for the cost thereof pursuant to agreement under subparagraph (E), if provided by
such staff, and
(E) under conditions which shall be prescribed by the
Secret arv, services which in the judgment of the State agency

cannot be as economically or as effectively provided by
the staff of such State or local agency and are not other-

wise reasonably available to individuals in need of them, and
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which are provided, pursuant to agreement with the State

agency, by the State health authority or the State agency or
agence administering or supervising the administration of
the State plan for vocational rehabilitation 8ervwe8 approved
under the Vocational Rehabilitation Act or by any other State
agency which the Secretary may determine to be appropriate
(whether provided by its staff or by contract with public
(local) or nonprofit private agencies);
except that services de8cmbed in clause (ii) of subparagraph (D)
hereof may be provided only pursuant to agreement with such
State agency or agencies administering or supervising the admin-

istration of the State plan for vocational rehabilitation ervwe

so approved. The portion of the amount expended for administration of the State plan to which 8ub paragraph (A) applies and the
portion thereof to which subparagraphs (B) and (C) zpply shall
be determined in accordance with such methods and procedures as
may be permitted by the Secretary; and

() in the case of any State whose State plan approved under
section 6O2 does not meet the requirements of subsection (c) (1),
an amount equal to one-half of the total of the sums expended dur-

ing such quarter as found necessary by the Secretary for the
proper and efficient administration of the State plan, including
servzce8 referred to in paragraph (1) and provided in accordance
with the provisions of such paragraph.
(b) (1) Prior to the beginning of each quarter, the Secretary shall
estimate the amount to which a State will be entitled under subsection
(a) for such quarter, such estimates to be based on (A) a report filed
by the State containi'rg its estimate of the total sum to be expended in
such quarter in accordance with the, provisions of such subsection, and
stating the amown.t appropriated or made available by the State and
its political subdivisions for such expenditures in such quarter, and
if such amount is less than the State's proportionate share of the total
sum of such estimated expenditures, the source or sources from which
the difference is expected to be derived, and (B) such other investigation as the Secretary may find necessary.
(p2) The Secretary shall then pay, in such installments as he may
determine, to the State the amount so estimated, reduced or increased
to the extent of any overpayment or underpayment which the Secre-

tary determines was made under this section to such State for any
prior quarter and with respect to which adjustment has not already
been made under this subsection.

(3) Upon the making of any estimate by the Secretary under this
8ubsection, any appropriations available for payments under this
section shall be deemed obligated.

(c) (1) In order for a State to qualify for payments under para-

graph (1) of subsection (a), its State plan approved under section 6O
must p#rovide that the State agency shall make available to applicants
for and recipient8 of supplementary security income benefits under
title XVI at least those services to help them attain or retain capability
for self-support or self-care which are prescribed by the Secretary.
() In the case of any State whose State plan included a provision
meeting the requirements of paragraph (1), but with respect to which
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the Secretary flnd8, after rea8onable notice and opportunity for hearing to the State, agency, administering or superv sing the administra-

tion of such plan, that—

(A) the provision ha8 been 80 changed that it no longer coin.plze8 with the requirements of paragraph (1), or

(B) in the administration of the plan there is a failure to

comply 8ubstantially with such provi8ion,
the Secretary shall notify such State agency that further payment8
will not be made to the State under paragraph (1) of subsection (a)
until he is satisfied that there will no longer be any such failure to
comply. Until the Secretary is 50 8atis fled further payments with
re8pect to the admini8tration of such State plan shall not be made

under paragraph (1) of subsection (a) but shall instead be made,
subject to the other provisions of this title, under paragraph (2) of
such 8ub8ection.

(d) Notwithstanding the preceding provisions of this section, the

amount determined under such provisions for any State for any

quarter which is attributable to expenditures with respect to individuals 65 years of age or older who are patients in institutions for mental
diseases shall be paid only to the extent that the State makes a showing
8atis factory to the Secretary that total expenditures in the State from
Federal, State, and local sources for mental health services (i'iwludi'ng
payments to or in behalf of individuals with mental health problems)
under State and lacal public health and public welfare pro grams for
such quarter exceed the average of the total expenditures in the State

from such sources for such services under such programs for each
quarter of the fiscal year ending June 30, 7965. For purposes of th.is

8ubsection, expenditures for such services for each quarter in the fiscal
year ending June 30, 1965, in the case of any State shall be determined
on the basis of the latest data, satisfactory to the Secretary, available

to him at the time of the first determination by him under this subsection for such State; and expenditures for such services for any
quarter beginning after December 31, 1965, in the case of any State
shall be determined on the basis of the latest data, satisfactory to the
Secretary, available to him at the time of the determination under this
subsection for such State for such quarter; and determinations so made
shall be conclusive for purposes of this subsection.

Operation of State Plans
Sec. 604. I/the Secretary, after reasonable notice and opportu-

nity for hearing to the State agency administering or supervising the
administration of the State plan approved under this title, finds—
(1) that the plain no longer complies with the provisions of
section 602; or

(2) that in the athnini8tration of the plan there is a failure

to comply substantially with any such provision;

the Secretary shall notify such State agency that further payments
will not be made to the State (or, in his discretion, that payments 'will
be limited to categories under or parts of the State plan not affected
by such failure)., until the Secretary is satisfied that there will no
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longer be any such failure to comply. Until he is 80 satis fled he 8hall

make no further payments to such State (or shall limit payments to
categorie8 under. or parts of the State plan not affected by 8WJh
failure).
Definition

Sec. 605. For purposes of this title, the terim "8ervices to the aged,
blind, or disabled" means services (including but not limited to the
services referred to in Section 603(a) (1) (A) and (B)) provided for
or on behalf of needy individuals who are 65 years of age or older or
are blind, or are disabled.
*

*

*

*

*

a

*

(TITLE X—GRANTS TO STATES FOR AID TO THE BLIND
(Sec.

Appropriation
(Sec. 1002. State Plans for Aid to the Blind
1001.

(Sec. 1003. Payment to States
(Sec. 1004. Operation of State Plans
(Sec. 1005. Appropriation for Administration
(Sec. -1006. Definition of "Aid to the Blind"
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(Appropriation
(Section 1001. For the purpose of enabling each State to furnish
financial assistance, as far as practicable under the conditions in such

State, to needy individuals who are blind and of encouraging each
State, as far as practicable under such conditions, to furnish rehabilitation and other services to help such individuals attain or retain
capability for self-support or self-care, there is hereby authorized to
be appropriated for each fiscal year a sum sufficient to carry out the
purposes of this title, The sums made available under this section shall
be used for making payments to States which -have submitted, and had

approved by the Secretary of Health, Education, and Welfare, State
plans for aid to the blind.

(State Plans for Aid to the Blind
(Sec. 1002. (a) A State plan for aid to the blind must (1) provide
that it shall be in effect in all political subdivisions of the State,
and, if administered by them, be mandatory upon them; (2) prOvide

for financial participation by the State; (3) either provide for the
establishment or designation of a single State agency to administer the
plan, or provide for the establishment or designation of a single State

agency to supervise the administration of the plan; (4) provide for
granting an opportunity for a fair hearing before the State agency
to any individual whose claim for aid to t1e blind is denied or is not
acted upon with reasonable promptness; (5) provide (A) such methods of administration (including after January 1, 1940, methods relating to the establishment and maintenance of personnel standards on a
merit basis, except that the Secretary shall exercise no authority with

respect to the selection, tenure of office, and compensation of any
individual employed in accordance with such methods) as are found

by the Secretary to be necessary for the proper and efficient operation
of the plan, and (B) for the training and effective use of paid subprofessional staff with particular emphasis on the full-time or part-time
employment of recipients and other persons of low-income, as community service aides, in the administration of the plan and for the use
of nonpaid or partially paid volunteers in a social service volunteer
program in providing services to applicants and recipients and in as-

sisting any advisory committees established by the State agency;
(879)
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(6) provide that the State agency will make such reports, in such form
and containing such information, as the Secretary may from time to
time require, and comply with such provisions as the Secretary may

from time to time find necessary to assure the correétness and verification of such reports; and (7) provide that no aid will be furnished any

individual under the plan with respect to any pe'iod with respect to
which he is receivmg old-age assistance under the State plan approved
under section 2 of this Act or aid to families with dependent children
under the State plan approved under section 402 of this Act; (8) provide that the State agency shall, in determining need, take into consideration any other income and resources of the individual claiming
aid to the blind, as well as any expenses reasonably attributable to the
earning of any such income, except that, in making such determination, the State agency (A) shall disregard the first $85 per month of
earned income, plus one-half of earned income in excess of $85 per
month, (B) shall, for a period not in excess of twelve months, and
may, for a period not in excess of thirty-six months, disregard such
additional amounts of other income and resources, in the case of an
individual who has a plan for achieving self-support approved by the
State agency, as may be necessary for the fulfillment of such plan, and
(C) may, before disregarding the amounts referred to in clauses (A)
and (B), disregard not more than $7.50 of any income; (9) provide
safeguards which restrict the use or disclosure of information concerning applicants and recipients to purposes directly connected with the
administration of aid to the blind; (10) provide that, in determining

whether an individual is blind, there shall be an examination by a

physician skilled in diseases of the eye or by an optometrist, whichever
the individual may select; (11) effective July 1, 1951, provide that all
individuals wishing to make application for aid to the blind shall have
opportunity todo so, and that aid to the blind shall be furnished with
reasonable promptness to all eligible individuals; (12) effective July 1,
1953, provide, if the plan includes payments to individuals in private
or public institutions, for the establishment or designation of a State
authority or authorities which shall be responsible for establishing and

maintaining standards for such institutions; and (13) provide a description of the services (if any) which the State agency makes available to applicants for and recipients of aid to the blind to help them
attain self-support or self-care, including a description of the steps
taken to assure, in the provision of such services, maximum utilization
of other agencies providing similar or related services.
[(b) The Secretary shall approve any plan which fulfills the conditions specified in subsection (a), except that he shall not approve any
plan which imposes, as a condition of eligibility for aid to the blind

under the plan—
[(1) Any residence requirement which excludesany resident of
the State who has resided therein five years during the nine years
immediately preceding the application for aid and has resided
therein continuously for one year immediately preceding the
application; or
[(2) Any citizenship requirement which excludes any citizen
of the United States.

.

In the case of any State' (other than Puerto Rico and the Virgin
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Islands) which did not have on January 1, 1949, a State plan for aid
to the blind approved under this title, the Secretary shall approve a
plan of such State for aid to the blind for purposes of this title, even
though it does not meet the requirements of clause (8) of subsection
(a)t of this section, if it meets all other requirements of this title for
an approved plan for aid to the blind; but payments under section
1003 shall be made, in the case of any such plan, only with respect
to expenditures thereunder which would be included as expenditures
for the purposes of section 1003 under a plan approved under this section without regard to the provisions of this sentence.

[Payments to States
(Sec. 1003. (a) From the sums appropriated therefor, the Secretary
of the Treasury shall pay to each State which has an approved plan
for aid to the blind, for each quarter, beginning with the quarter commencing October 1,1958—

[(1) in the case of any State other than Puerto Rico, the Virgin Islands, and Guam, an amount equal to the sum of the following proportions of the total amounts expended during such
quarter as aid to the blind under the State plan (including expendhures for premiums under part B of title XVIII for inchviduals who are recipients of money payments under such plan
and other insurance premiums for medical or any other type of
remedial care or the cost thereof)—
[(A) 31/37 of such expenditures, not counting so much of
any expenditure with respect to any month as exceeds the
product of $37 multiplied by the total number of recipients
of aid to the blind for such month (which total number, for
purposes of this subsection, means (i) the number of individuals who received aid to the blind in the form of money
payments for such month, plus (ii) the number of other individuals with respect to whom expenditures were made in
such month as aid to the blind in the form of medical or any
other type of remedial care) ; plus
[(B) the Federal percentage of the amount by which such

expenditures exceed the maximum which may be counted
under clause (A), not counting so much of any expenditure
with respect .to any month as exceeds the product of $75
multiplied by the total number of such recipients of aid to
the blind for such month; and
[(2) in the case of Puerto Rico, the Virgin Islands, and Guam,
an amount equal to onehalf of the total of the sums expended
during such quarter as aid to the blindunder the State plan (including expenditures for premiums under part B of title XVIII
for individuals who are recipients of money payments under such
plan and other insurance premiums for medical or any other type
of remedial care or the cost thereof), not counting so much of any
expenditure with respect to any month as exceeds $37.50 multiplied

by the total number of recipients of aid to the blind for such
month; and

[(3) in the case of any State whose State plan approved under

Sec. 1003(a)

section 1002 meets the requirements of subsection (c) (1) an
amount equal to the sum of the following proportions of the total
amounts expended during such quarter as found necessary by the
Secretary of Health, Education, and Welfare for the proper and
efficient administration of the State plan—

[(A) 75 per centum of so much of such expenditures as
are for—
((i) services which are prescribed -pursuant to subsec-

tion (c) (1) and are provided (in accordance with the
next sentence) to applicants for or recipients of aidto the

blind to help them attain or retain capability for selfsupport or self-care, or [(ii) other services, specified by the Secretary as like!

to prevent or reduce dependency, so provided to suc
applicants or recipients, or

((iii) any of the services prescribed pursuant to subsection (c) (1), and of the services, specified as provided

in clause (ii), which the Secretary may specify as appropriate for individuals who, within such period or
periods as the Secretary may prescribe, have been' or are

likely to become, applicants for or recipients of aid to
the blind, if such services are re4uested by such individuals and re provided to such individuals in accordance
with the next sentence, or

((iv) the training of personnel employed or preparing

for employment by the State agency or by the local

agency administering the plan in the political subdivisian; plus
[(B) one-half of so much of such expenditures (not included under subparagraph (A)) as are for services provided
(in accordance with the next sentence) to applicants for or
recipients of aid to the blind, and to individuals requesting
;

such services who (within such period or periods as the Secretary may prescribe) have been or are likely to become applicants for or recipients of such aid; plus

((C) one-half of the remainder of such expenditures.

The services referred to in subparagraph (A,) and (B) shall,
except to the extent specified by the Secretary, include only—
((D) services provided by the staff of the State agency,
or of the local agency administering the State plan in the
political subdivision: Provided, That no funds authorized
under this title shall be available for services defihed as vocational rehabilitation services under the Vocational Itehabih-

-tation Act (i) which are available to individuals in need of

them under programs for their rehabilitation carried on under
a State plan approved under such Act, or (ii) which the State
agency or agencies administering or supervising the adminis-.

tration of the State plan approved under such Act are able
and willing to provide if reimbursed for the cost thereof pursuant to agreement under sibpargraph (E), if provided by.
suck staff, and'
[(E) 'subject to limitations prescribed by the Secretary,
'

-
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services which in the judgment of the State agency cannot be
as economically or as effectively provided by the staff of such
State or local agency and are not otherwise reasonably available to individuals in need of them, and which are provided,

pursuant to agreement with the State agency, by the State
health authority or the State agency or agencies administermg or supervising the administration of the State plan for
vocational rehabilitation services approved under the Voca..
tional Rehabilitation Act or by any other State agency which

the Secretary may determine to be appropriate (whether
provided by its staff or by contract with public (local) or

nonprofit private agencies);
except that services described in clause (ii) of subparagraph (D)
hereof may be provided only pursuant to agreement with such
State agency or agencies administering or supervising the administration of the State plan for vocational rehabilitation services
so approved. The. portion of the amount expended for administration of the State plan to which subparagraph (A) applies and
the portion thereof to which subparagraphs (B) and (C) apply
shall be determined in accordance with such methods and procedures as may be permitted by the Secretary; and
((4) in the case of any State whose State plan approved under
section 1002 does not meet the requirements of subsection (c) (1),
an amount equal to one-half of the total of the sums expended
during such quarter as found necessary by the Secretary for the
proper and efficient administration of the State plan, including
services referred to in paragraph (3) and provided in accordance
with the provisions of such paragraph.
((b) The method of computing and paying such amounts shall be
as follows:
F (1) The Secretary of Health, Education, and Welfare shall,
prior to the beginning of each quarter, estimate the amount to be
paid to the State for such quarter under the provisions of subsection (a), such estimate to be based on (A) a report filed by the
State containing its estimate of the total sum to be expended in
such quarter in accordance with the provisions of such subsection,
and stating the amount appropriated or made available by the
State and its political subdivisions for such expenditures in such
quarter, and if such amount is less than the State's proportionate
share of the total sum of such estimated expenditures, the source
or sources from which the difference is expected to be derived,
(B) records showing the number of blind individuals in the State,
-

and (C) such other investigation as the Secretary may find
necessary.

[(2) The Secretary of Health, Education, and Welfare shall

then certify to the Secretary of the Treasury -the amount so estimated by the Secretary of Health, Education, and Welfare, (A)
reduced or increased, as the case may be, by any sum by which the
Secretary of Health, Education, and Welfare finds that his estimate for any prior quarter was greater or less than the amount
which should have been paid to the State under subsection (a) for
such quarter, and (B) reduced by a sum equivalent to the pro rata
share to which the llJniteci States is equitably entitled, as deter-
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mined by the Secretary of Tlealth, Education, and Welfare, of the
net amount recovered during a prior quarter by the State or any
political subdivision thereof with respect to aid to the blind furnished under the State plan; except that such increases or reduc-

tions shall not be made to the extent that such sums have been
applied to make the amount certified for any prior quarter greater

or less than the amount estimated by the Secretary of Health,
Education, and Welfare for such prior quarter: Provided, That'
any part o the amount recovered from the. estate of a deceased
recipient which is not in excess of the amount expended by the
State or any political subdivision thereof for the funeral expenses
of the deceased shall not be considered as a basis for reduction
under clause (B) of this paragraph.
((3) The Secretary of the Treasury shall thereupon, through

the Fiscal Service of the Treasury Department, and prior to

audit or settlement by the General Accounting Office, pay to the

State, at the time or times fixed by the Secretary of Health.

Education, and Welfare, the amounts so certified.
((c) (1) 'In order for a State to qualify for payments under paragraph (3) of subsection (a), its State plan approved under section
1002 must provide that the State agency shall make available to appli-

cants for or recipients of aid to the blind at least those services to
help them attain or retain capability for self-support or self-care
which are prescribed by the Secretary.
((2) In the case of any State whose State plan included a provision
meeting the requirements of paragraph (1), but with respect to which
the Secretary finds, after reasonable notice and opportunity for hearings to the State agency administering or supervising the administration of such plan, that—

[(A) the provision has been so clian_ged that it no longer

complies with the requirements of paragraph (1), or

[(B) in the administration of the plan there is a failure to

comply substantially with such provision,

the Secretary shall notify such State agency, that further payments
will not be made to the State wider paragraph (3) of subsection (a)
until he is satisfied that there will no longer be any such failure to
comply. Until the Secretary is so satisfied further payments with
respect to the administration of such State plan shall not be made
under paragraph (3) of subsection (a) but shall instead be made, subject to the other .provisions of this title, under paragraph (4) of such
subsection.

[Operation of State Plans

[Sec. 1004. In the case of any State plan for aid to the blind which
has been approved by the Secretary of Health, Education, and Wel-'

fare, if the Secretary, after reasonable notice and opportunity for

hearing to the State agency administering or supervismg the admmistration of such plan, finds—
[(1) that the plan has been so changed as to impose any residence or citizenship requirement prohibited by section 1002(b),

or that in the administration of the plan aiiy such prohibited
requirement is imposed, with the knowledge of such State agency,
in a substantial number of cases; or
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((2) that in the administration of the plan there is a failure
to comply substantially with any provision required by section
1002 (a) to be included m the plan;

the Secretary shall notify such State agency that further payments
will not be made to the State (or, in his discretion, that payments will
be limited to categories under or parts of the State plan not affected
by such failure) until the Secretary is satisfied that such prohibited
requirement is no longer so imposed, and that there is no longer any
such failure to comply. Until he is so satisfied he shall make no further

payments to such State (or shall limit payments to categories under
or parts of the State plan not affected by such failure).

(Administration
[Sec. 1005. Executed. Authorized appropriation for administrative

expenses of the Social Security Board for the fiscal year ending
June 30, 1936.

[Definition

(Sec. 1006. For the purpose of this title, the term "aid to the blind"
means money payments to, or (if provided in or after the third month
before the month in which the recipient makes application for aid)
medical care in behalf of or any type of remedial care recognized under
State law in behalf of, blind individuals who are needy, but does not
include any such payments to or care in behalf of any individual who
is an inmate of a public institution (except as a patient in a medical

institution) or any individual who is a patient m an institution for
tuberculosis or mental diseases. Such term also includes payments
which ar)e not included within the meaning of such term under the
preceding sentence, but which would be so included except that they
are made on behalf of such a needy individual to another individual
who (as determined in accordance with standards prescribed by the
Secretary) is interested in or concerned with the welfare of such needy
individual, but only with respect to a State whose State plan approved
under section 1002 includes provision for—

((1) determination by the State agency that such needy individual has, by reason of his physical or mental condition, such
inability to manage funds that making payments to him would
be contrary to his welfare and, therefore, it is necessary to provide
such aid through payments described in this sentence;

((2) making such payments only in cases in which such payments will, under the rules otherwise applicable under the State
plan for determining need and the amount of aid to the blind to be
paid (and in conjunction with other income and resources), meet
all the need of the individulLls with respect to whom such payments are made;
((3) undertaking and continuing special efforts to protect the
welfare of such individual and to improve to the extent possible,
his capacity for self-care and to manage unds;
((4) periodic review by such State agency of the determination under paragraph (1) to ascertain whether conditions justifying such determination still exist, with provision for termination
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of such payments if they do not and for seeking judicial Appointment of a guardian or other legal representative, as described in

section 1111, if and when it appears that such action will best
serve the interests of such needy individual; and
[(5) opportunity for a fair hearing before the State agency on
the determination referred to in paragraph (1) for any individual with respect to wham it is made.]
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PART A—GENERAL PROVISiONS
Definitions
Section 1101. (a) When used in this Act—

(1) The term "State", except where otherwise provided, includes
the District of Columbia and the Commonwealth of Puerto Rico, and

when used in titles (I,] IV, V, VII, (X,] XI, (XIV,] XV, XVI,

(and] XIX, XX, and XXI includes the Virgin Islands and Guam.
Such term. when u8ed in title V aleo include8 4merican Samoa and
the Truet Territory of the Pacific I8land8.

(2) The term "United' States" when used in a geographical sense
means, except when otherwise provided, the States.
(3) The term "person" means an individual, a trust or estate, a partnership, or a corporation.

(4) The term "corporation" includes associations, joint-stock companies, and insurance companies.

(5) The term "shareholder" includes a member m an association,

joint-stock company, or insurance company.

(6) The term "Secretary", except when the context otherwise requires, means the Secretary of Health, Education, and Welfare.

(7) The terms "physician" and "medical care" and "hospitalization" include osteopathic practitioners or the services of osteopathic
practitioners and hospitals within the scope of their practice as defined by State law.

((8) (A) The "Federal percentage" for any State (other than

Puerto Rico, the VirginIslands and Guam) shall be 100 per centum
less the State precentage; and the State percentage shall be that per-
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centage which bears the same ratio to 50 per centum as the square of the

per capita income of such State bears to the square of the per capita
income of the United States; except that the Federal percentage shall
in no case be less than 50 per centum or more than 65 per centum.]
(B) The Federal 8oczal 8ervwe percentage for each State (other
than Puerto Rico, the Virgin Islands, and Guam) shall be promulgated by the Secretary between July 1 and August 31 of each evennumbered year, on the basis of the average per capita income of each
State and of the United States for the three most recent calendar years
for which satisfactory data are available from the Department of
Commerce. Such promulgation shall be conclusive for each of the eight
quarters in the period beginning July 1 next succeeding such promul-

gation: Provided, That the Secretary shall promulgate such percentage as soon as possible after the enactment of the Social Security
Amendments of (1958] 1972, which promulgation shall be conclusive
for each of the (eleven] ten quarters in the period beginning (October 1, 1958] January 1, 1973, and ending with the close of June 30,
(1961] 1975.
(C) The term "United States" means (but only for purposes of

subparagraphs (A) and (B) of this paragraph) the fifty States and
the District of Columbia.
(D) Promulgations made before satisfactory data are available
from the Department of Commerce for a full year on the per capita
income of Alaska shall prescribe a Federal percentage for Alaska of
50 per centum and, for purposes of such promulgations, Alaska shall
not be included as part of the "United States". Promulgations made
thereafter but before per capita income data for Alaska for a full
three-year period are available from the Department of Commerce
shall be based on satisfactory data available therefrom for Alaska
for such one full year or, when such data are available for a two-year
period, for such two years.
(b) The terms "includes" and "including" when used in a definition
contained in this Act shall not be deemed to exclude other things
otherwise within the meaning of the term defined.
(c) Whenever under this Act or any Act of Congress, or under the
law of any State, an employer is required or permitted to deduct any
amount from the remuneration of an employee and to pay the amount
deducted to the United States, a State, or any political subdivision
thereof, then for the purposes of this Act the amount so deducted shall
be considered to have been paid to the employee at the time of such
deduction.

(d) Nothing in this Act shall be construed as authorizing any Federal official, agent, or representative, in carrying out any of the provisions of this Act, to take charge of any child over the objection of
either of the parents of such child, or of the person standing in loco
parentis to such child.

Rules and Regulations
Sec. 1102. The Secretary of the Treasury, the Secretary of Labor,
and the Secretary of Health, Education, and Welfare respectively,
shall make and publish such rules and regulations, not inconsistent
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with this Act, as may be necessary to the efficient administration of
the functions with which each is charged under this Act; except that
no rule or regulation which affect8 title IV, VI, or XV of this Act
8haZl be adopted unless such mile or regulation is related to a specific
provision in such title and no rule or regulation 80 adopted shall be
inconsistent with any provision of such title.

Separability
Sec. 1103. If any provision of this Act, or the application thereof to
any person or circumstance, is held invalid, the remainder of the Act

and the application of such provision to other persons or circumstances shall not be affected thereby.

Reservation of Power
Sec. 1104. The right to alter, amend, or repeal any provision of this
Act is hereby reserved to the Congress.

Short Title
Sec. 1105. This Act may be cited as the "Social Security Act."

Disclosure of Information in Possession of Department
Sec. 1106. (a) No disclosure of any return or portion of a return
(including information returns ahd other written statements) filed

with the Commissioner of Internal Revenue under title VIII of the
Social Security Act or under subchapter E of chapter 1 or subchapter
A of chapter 9 of the Internal Revenue Code of 1939, or under chapter
2 or 21 or, pursuant thereto, under subtitle F of the Internal Revenue

•Code of 1954, or under regulations made under authority thereof,
which has been transmitted to the Secretary of Health, Education,
and Welfare by the Commissioner of Internal Revenue, or of any

file, record, report, or other paper, or any information, obtained at any
time by the Secretary or by any officer or employee of the Department

of Health, Education, and Welfare in the course of discharging the
duties of the Secretary under this Act, and no disclosure of any such
file, record, report, or other paper, or information, obtained at any
time by any person from the Secretary or from any officer or employee
of the Department .of Health, Education, and Welfare, shall be made

except as the Secretary may by regulations prescribe. Any person

who shall violate any provision of this section shall be deemed guilty
of a misdemeanor and, upon conviction thereof, shall be punished by
a fine not exceeding $1,000, or by imprisonment not exceeding one
year, or both and except as provided in part D of title IV of this Act.
(b) Requests for information, disclosure of which is authorized by
regulations prescribed pursuant to subsection (a) of this section, and
requests for services, may, subject to such limitations as may be prescribed by. the Secretary to avoid undue interference with his functions under this Act, be complied with if the agency, person, or orgamzation making the request agrees to pay for the information or services
requested in such amount, if any (nOt exceeding the cost of furnishing
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the information or services), as may be determined by the Secretary.
Payments for, information or services furnished pursuant to this section shall be made in advance or by way of reimbursement, as may be
requested by the Secretary, and shall be deposited in the Treasury as a
special deposit to be used to reimburse the appropriations (includm
authorizations to make expenditures from the Federal Old-Age an

Survivors Insurance Trust Fund, the Federal Disability Insurance
Trust Fund, the Federal Hospital Insurance Trust Fund, and the Federal Supplementary Medical Insurance Trust Fund) for the unit or
units of the Department of Health, Education, and Welfare which
furnished the information or services. Notwit1standing the preceding
pPOV8ionS of this 8ubsection, requests for information made pursuant
to the provision8 of part D of title IV of this Act for the purpose of
using Federal records for locating parents 8hall be complied with and
the cost ineurred in providing 8uch information 8hall be paid for as
provided in sue hflart D of title IV.
((c) (1) (A) Upon request (filed in accordance with paragraph (2)
of this subsection) of any State or local agency participating in admin-

istration of the State plan approved under title I, X XIV, XVI or
XIX, or part A of title IV, or participating in the acministration ofany other State or local public assistance program, for the most recent
address of any individual included in the files of the Department of
Health, Education, and Welfare maintained pursuant to section 205,
the Secretary shall furnish such address, or the address of the most
recent employer, or both, if such agency certifies that—
[(i) an order has been issued by a court of competent jurisdic-

tion against such individual for the support and maintenance of
his child or children who are under the age of 16 in destitute or
necessitous circumstances.

[(ii) such child or children are applicants for or recipients of
assistance available under such a plan or program,
[(iii) such agency has attempted without success to secure such
information from all other sources reasonably available to it, and
[(iv) such information is requested (for its own use, or on the
request and for the use of the court which issued the order) for the
purpose of obtaining such support and maintenance.
[(B) If a request for the most recent address of any individual so
included is filed (in accordance with paragraph (2) of this subsection)

by a court having jurisdiction to issue orders or entertain petitions
against individuals for the support and maintenance of their children,
the Secretary shall furnish such address, or the address of the individual's most recent employer, or both, for the use of the court (and
for no other purpose) in issuing or determining whether to issue such
an order against such individual or in determining (in the event such
individual is not within the jurisdiction of the court) the court to
which a petition for support and maintenance against such individual
should be forwarded under any reciprocal arrangements with other
States to obtain or improve court orders for support, if the court certifies that the information is requested for such use.

[(2) A request under paragraph (1) shall be filed in such manner
and formas the Secretary may prescribe (and, in the case of a request
under paragraph (1) (A), shall be accompanied by a certified copy of
the order referred to in clauses (i) and (iv) thereof).
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((3) The penalties provided in the second sentence of subsection
(a) shall apply with respect to use of information provided under
paragraph (1) of this subsection except for the purpose authorized
by subparagraph (A) (iv) or (B) thereof.
((4) The Secretary, in such cases and to such extent as he may prescribe in accordance with regulations, may require payment for the
cost of information provided under paragraph (1); and the provisions of the second sentence of subsection (b) shall apply also with
respect to payment under this paragraph.]
(d) Notwithstanding any other provision of this section the Secretary 8hall make available to each State agency operating a program
under title XIX and shall, sub2ect to the limitations contained in 8ubsection (e), make available for public inspection in readily accessible
form and fashion, the following official report8 (not including, however, references to any internal tolerance rules and practices that may
be contained therein, internal working papers or other informal memoranda) dealing with the operation of the health pro grams established by titles XVIII and XIX—
(.7) individual contractor performance reviews and other formal evaluations of the performance of carriers, intermediaries,
and State agencies, including the reports of follow-up reviews;
(2) comparative evaluations of the performance of such contractors, including comparisons of either overall performance or
of any particular aspect of contractor operation; and
(3) program validation survey reports and other formal evaluations of the performance of providers of services, including the
reports of follow-up reviews, except that such reports shall not
identify individual patients, individual health care practitioners,
or other individuals.

(e) No report described in subsection (d) shall be made public by
the Secretary or the State title XIX agency until the contractor or
provider of services whose performance is being evaluated has had
a reasonable opportunity (not exceeding 60 days) to review such report and to offer com4nents pertinent parts of which may be incorporated in the public report; nor shall the Secretary be required to
include in any such report information with respect to any deficiency
(or improper practice or procedures) which is known by the Secretary
to have been fully corrected, within 60 days of the date such deficiency

was first brought to the attention of such contractor or provider of
8ervwe8, as the case may be.1

Penalty for Fraud
Sec. 1107. (a) Whoever, with the intent to defraud any person,
shall make or cause to be made any false representation concerning
the requirements of this Act, subchapter E of chapter 1 or subchapter
A, C, or E of chapter 9 of the Internal Revenue Code of 1989, or
chapter 2, 21, or 23 or section 6011 (a), 6017, or 6051(a) of the Internal Revenue Code of 1954 or of any rules or regulations issued
1

Applies

with respect to reports completed by the Secretary after the third calendar

month following enactment.
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thereunder, knowing such representations to be false, shall be deemed
guilty of a misdemeanor, and, upon convictjon thereof, shall be punished by a fine not exceeding $1,000, or by imprisonment not exceeding

one year, or both.
(b) Whoever, with the intent to elicit information as to the date of
birth, employment, wages, or benefits of any individual (1) falsely
represents to the Secretary of Health, Education, and Welfare that he
is such individual, or the wife, husband, widow, widower former wife
divorced, child, or parent of such individual, or the duty authorized
agent of such individual, or of the wife, husband, widow, widower,

former wife divorced, child, or parent of such individual, or (2)
falsely represents to any person that he is an employee or agent of
the United States, shall be deemed guilty of a misdemeanor, and,
upon conviction thereof, shall be punished by a fine not exceeding
$1,000, or by imprisonment not exceeding one year, or both.

Limitation on Payments to Puerto Rico, the Virgin Islands,
and Guam
Sec. 1108. (a) The total amount certified by the Secretary of
Health, Education, and Welfare under title I, X, XIV, and XVI, and

under part A of title IV (exclusive of any amounts on account of
services and items to which subsection (b) applies)—
(1) for payment to Puerto Rico shall not exceed—
(A) $12,500,000 with respect to the fiscal year 1968,
B $15,000,000 with respect to the fiscal year 1969,
C $18,000,000 with respect to the fiscal year 1970,
P $21,000,000 with respect to the fiscal year 1971, or
(E $24,000,000 with respect to the fiscal year 1972 and each
fiscal year thereafter:

(2) for payment to the Virgin Islands shall not exceed—
(A) $425,000 with respect to the fiscal year 1968,
(B) $500,000 with respect to the fiscal year 1969,
(C) $600,000 with respect to the fiscal year 1970,
(D) $700,000 with respect to the fiscal year 1971, or
(E) $800,000 with respect to the fiscal year 1972 and each
fiscal year thereafter: and

(3) for payment to Guam shall not exceed—
(A) $575,000 with respect to the fiscal year 1968,
(B) $690,000 with respect to the fiscal year 1969,
(C) $825,000 with respect to the fiscal year 1970,
CD) $960,000 with respect to the fiscal year 1971, or
(E) $1,100,000 with respect to the fiscal year 1972 and each
fiscal year thereafter.

(b) The total amount certified by the Secretary wider part A of

title IV, on account of family plainmg services and services provided
under section 402(a) (19) with respect to any fiscal year—
(1) for payment to Puerto Rico shall not exceed $2,000 000,
2) for payment to the Virgin Islands shall not exceed 65,000,
(3) for payment to Guam shall not exceed $90,000.

(c) The total amount certified by the Secretary under title XIX

with respect to any fiscal year—
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(1) for payment to Puerto Rico shall not exceed [$20,000,000]

$30 ,000,000 ,

(2) for payment to the Virgin Islands shall not exceed [$650,000]

$1,000,000,1 and

(3) før payment to Guam shall not exceed $900,000.
(d) otwithstanding the provisions of sections 502 (a) and 512 (a)
of this Act, and the provisions of sections 421, 503(1), and 504(1) of
this Act as amended by the Social Security Amendments of 1967,
and until such time as the Congress may by appropriation or other
law otherwise provide, the Secretary shall, in lieu of the initial allotment specified in such sections, allot such smaller amounts to Guam,
American Samoa, and the Trust Territory of the Pacific Islands as he
may deem appropriate.

Amounts Disregarded Not To Be Taken Into Account in Determining Eligibility of Other Individuals
Sec. 1109. Any amount which is disregarded (or set aside for future
needs) in determiningthe eligibility of and amount of the aid or assistance for any individual under a State plan approved under title [I, X,

XIV] IV, XI, XVI, XIX or part A of title IV, shall not be taken

into consideration in determining the eligibility of and amount of aid
or assistance for any other individual under .a State plan approved
under any other of such titles.

Cooperative Research or Demonstration Projects
Sec. 1110. (a) There are hereby authorized to be appropriated for
the fiscal year ending June 30, 1957, $5,000,000 and for each fiscal
year thereafter such sums as the Congress may determine for (1)
making grants to States and public and other nonprofit organizations and agencies for payment part of the cost of research or demonstration projects such as those relating to the prevention and reduction of dependency, or which will aid in effecting coOrdination of
planning between private and public welfare agencies or which will
help improve the administration and effectiveness of programs car-

ried on or assisted under the Social Security Act and programs
related thereto, and (2) making contracts or jointly financed cooperative arrangements with States and public and other organizations and agencies for the conduct of research or demonstration
projects relating to such matters. 0/the funds appropri ated under the
preceding sentence for any fiscal year commencing after June 30,
197, not• 1688 than 50 per centun thereof 8hall be used in projects
relatinq to the prevention and reduction of dependency.
(b) No contract or jointly financed cooperative arrangement shall
be entered into, and no grant shall be made, under subsection (a),
until the Secretary obtains the advice and recommendations of spe-

cialists who are competent to evaluate the proposed project as to
soundness of their desi'gn, the possibilities of securing productive re
suits, the adequacy of resources to conduct the proppsed research or
1Effeetlve beginning fiscal yeü 1972.
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demonstrations, and their relationship to other similar research or
demonstrations already completed or in process.

(c) Grants and payments under contracts or cooperative arrangements wider subsection (a) may be made either in advance or by way
of reimbursement, as may be determined by the Secretary; and shall
be made in such installments and on such conditions as the Secretary
finds necessary to carry out the purposes of this section.

Public Assistance Payments to Legal Representatives
Sec. 1111. For purposes of title [I, X, XIV,] XV[, and XVI,] and
Part A of title IV, payments on behalf of an individual made to another person.who has been judicially appointed, wider die law of the
State in which such individual resides, as legal representative of such
individual for the purpose of receiving and managing such payments
(whether or not he is such individual's legal representative for other
purposes), shall be regarded as money payments to such individual.

Medical Care Guides and Reports for Public Assistance and
Medical Assistance

Sec. 1112. In order to assist the States to extend the scope and
content, and improve the quality, of medical care and medical services for which payments are made to or on behalf of needy. and lowincome individuals wider this Act and in order to promote better
public understanding about medical care and medical assistance for
needy and low-income individuals, the Secretary shall develop and
revise from time to time guides or recommended standards as to the
level, content, and quality of medical care and medical services for
the use of the States in evaluating and improving their public assistance medical care programs and their programs of medical assistance;
shall secure periodic reports from the States on items included in,
and the quantity of, medical care and medical services for which expenditures wider such programs are made; and shall from time to
time publish data secured from these reports and other information
necessary to carry out the purpose. of this section.

Assistance foi United States Citizens Returned From Foreign
Countries

Sec. .1113. (a) (1) The Secretary is authorized to provide temporary. assistance to citizens of the United States and to dependents of
citizens of the United States, if they (A) are identified by the Department of State as having returned, or been brought, from a foreign
country to the United States because of the destitution of the citizen
of the United States or the illness of suëh citizen or any of his dependents or because of war, threat of war, invasion, or similar crisis,
and (B) are without available resources.
(2) Except in such cases or classes of cases as are set forth in regulations of the Secretary, provision shall be made for reimbursement
to. the United States by the recipients of the temporary assistance to
cover the cost thereof.

(3) The Secretary may provide assistance under paragraph (1)
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directly or through utilization of the services and facilities of apropriate public or private agencies and organizations, in accordance
with agreements providing for payment, in advance or by way of
reimbursement, as may be determined by the Secretary, of the cost
thereof. Such cost shall be determined by such statistical, sampling,
or other method as may be provided in the agreement.

(b) The Secretary is authorized to develop plans and make ar-

rangements for provision of temporary assistance within the United
States to individuals specified in subsection (a) (1). Such plans shall
be developed and such arrangements shall be made after consultation
with the Secretary of State, the Attorney General, and the Secretary
of Defense. To the extent feasible, assistance provided under subsection (a) shall be provided in accordance with the plans developed

pursuant to this subsection, as modified from time to time by the
Secretary.

(c) For purposes of this section, the term "temporary assistance"
means money payments, medical care, temporary billeting, transportation, and other goods and services necessary for the health or welfare

of individuals (including guidance, counseling, and other welfare
services) furnished to them within the United States upon their arrival in the United States and for such period after their arrival as
may be provided in regulations of the Secretary.

(d) No temporary assistance may be provided under this section
after June 30, 1973.

Appointment of Advisory Council and Other Advisory Groups
Sec. 1114. (a) The Secretary shall, during 1964, appoint an Advisory Council on Public Welfare for the purpose of reviewing the
administration of the public assistance and child welfare services programs for which funds are appropriated pursuant to this Act and
making recommendations for improvement of such administration,
and reviewing the status of and making recommendations with respect
to the public assistance programs for which funds are so appropriated,
especially in relation to the old-age, survivors, and disability insurance program, with respect to the fiscal capacities of the States and
the Federal Government, and with respect to any other matters bearing on the amount and proportion of the Federal and State shares in
the public assistance and child welfare services programs.
(b) The Council shall be appointed by the Secretary without regard

to the provisions of title 5, United States Code, governing appointments in the competitive service and shall consist of twelve persons
who shall, to the extent possible, be representatives of employers and
employees in equal numbers, representatives of State or Federal agen-

cies concerned with the administration or financing of the public

assistance and child welfare services programs, representatives of nonprofit private organizations concerned with social welfare programs,
other persons with special knowledge, experience, or qualifications
with respect to such programs, and members of the public.
(c) The Council is authorized to engage such technical assistance
as may be required to carry out its functions, and the Secretary shall,
in addition, make available to the Council such secretarial, cJerical,
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and other assistance and such pertinent data prepared by the Depart-

ment of Health, Education, and Welfare as it may require to carry
out such fiLnetions.

(d) The Council shall make a report of its findings and recommendations (including recommendations for changes in the provisions
of the Social Security Act) to the Secretary, such report to be submitted not later than July 1, 1966, after which date such Council shall
cease to exist.

(e) The Secretary shall also from time to time thereafter appoint

an Advisory Counc{1 on Public Welfare, with the same functions and
constituted in the same manner as prescribed for the Advisory Council
in the preceding subsections of this section. Each Council so appointed
shall report its findings and recommendations, as prescribed in sub-

section (d), not later than July 1 of the second year after the year
in which it is appointed, after which date such Council shall cease
to exist.

(f) The Secretary may also appoint, without regard to the provisions of title 5, United States Code, governing appointments in the
competitive service, such advisory committees as he may deem advisable to advise and consult with him in carrying out any of his func-

tions under this Act. The Secretary shall report to the Congress

annually on the number of such committees and on th membership
and activities of each such committee.
(g) Members of the Council or of any advisory committee appointed

under this section who are not regular full-time employees of the
United States shall, while serving on business of the Council or any
such committee be entitled to receive compensation at rates fixed by
the Secretary, but not exceeding $75 per day, including travel time;
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 Government service employed intermittently.

(h) (1) Any member of the Council or any advisory committeC
appointed under this Act, who is not a regular full-time employee of
the United States, is hereby exempted, with respect to such appointment, from the operation of sections 281, 283, and 1914 of title 18 of
the United States Code, and section 190 of the Revised Statutes (5

U.S.C. 99), except as otherwise specified in paragraph (2) of this
subsection.

(2) The exemption granted by paragraph (1) shall not extend—
(A) to the receipt or payment of salary in connection with
the appointee's Government service from any source other than
the employer of the appointee at the time of his appointment, or
(B) during the period of such appointment, to the prosecution or participation in the prosecution, by any person so appointed, of any claim against the Government involving any
matter with which such person, during such period, is or was
directly connected by reason of such appointment.

Demonstration Projects
Sec. 1115. In the case of any experimental, pilot, or demonstration
project which, in the judgment of the Secretary, is likely to assist in
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promoting the objectives of title [I, X, XIV, XVI] VI, XV, or XIX,
or part A of title IV, in a State or States—
(a) the Secretary may waive compliance with any of the requirements of (section 2,402, 1002, 1402, 1602, or] title VI, or XV,

part A of title IV, or section 1902, as the case may be, to the
extent and for the period he finds necessary to'enable such State
or States to carry out such project, and

(b) costs of such project which would not otherwise be included as expenditures under section (3, 403, 1003, 1403, 1603,]
412, 603, 1506, or 1903, as the case may be, and which are not included as part of the costs of projects under section 1110, shall, to
the extent and for the period prescribed by the Secretary, be regarded as expenditures under the State plan or plans approved
under such title, or for admmistration of such State plan or plans,
as may be appropriate.
In addition, not to exceed $4,000,000 of the aggregate amount appropriated for payments to States under such titles for any fiscal year
beginning after June 30, 1967, shall be available, under such terms
and conditions as the Secretary may establish, for payments to States
to cover so much of the cost of such project as is not covered by pay-

ments under such titles and is not included as part of the cost of
projects for purposes of section 1110. Not less tkan 50 per centuni of
the amounts made available to the States under this 8ection, for any
fiscal year beginning after June 30, 1972, shall be used in projects relating to the prevention and reduction of welfare dependency.

Administrative and Judicial Review of Certain Administrative
Determinations
Sec. 1116. (a) (1) 'Whenever a State plan is submitted to the Secretary by a State for approval under title [I, X, XIV, XVI] VI, XV
or XIX, or part A of title IV, he shall not later than 90 days after the

date the plan is submitted to him, make a determination as to whether
it conforms to the requirements for approval under such title. The 90day period provided herein may be extended by written agreement of
the Secretary and the affected State.

(2) Any State dissatisfied with a determination of the Secretary
under paragraph (1) with respect to any plan may, within 60 days

after it has been notified of such determination, file a petition with the
Secretary for reconsideration of the issue of whether such plan con-

forms to the requirements for approval under such title. Within 30 days
after, receipt of such a petition, the Secretary shall notify the State of
the time and place at which a hearing will be held for the purpose of
reconsidering such issue. Such hearing shall be held not less than 20
days nor more than 60 days after the date notice of such hearing is fur-

nished to such State, unless the Secretary and such State agree in
writing to holding the hearing at another time. The Secretary shall
affirm, modify, or reverse his original determination within 60 days of
the conclusion of the hearing.
.
(3) Any State which is dissatisfied with a final determination made
by the Secretary on such a reconsideration or a final determination of
the Secretary under section (4, 404, 1004, 1404, 1604] 413, 603, 1506.
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or 1904 may, within 60 days after it has been notified of such determination, file with the United States court of appeals for the circuit in which

such State is located a petition for review of such determination. A
copy of the petition shall be forthwith transmitted by the 1erk of the
court to the Secretary. The Secretary thereupon shall file in the court
the record of the proceedings on which he based his detecmination as
provided in section 2112 of title 28, United States Code.
(4) The findings of fact by the Secretary, if supported by substantial
evidence, shall be conclusive: but the court, for good cause shown, may
remand the case to the Secretary to take further evidence, and the Secretary may thereupon make new or modified findings of fact and may
modify his previous action, and shall certify to the court the transcript
and record of the further proceedings. Such new or modified findings
of fact shall likewise be conclusive if supported by substantial evidence.

(5) The court shall have jurisdiction to affirm the action of the
Secretary or to set it aside, in whole or in part. The judgment of the
court shall be subject to review by the Supreme Court of the United
States upon certiorari or certification as provided in section 1254 of
title 28, United States Code.

(b) For the purposes of subsection (a). any amendment of a State
plan approved under title [I, X, XIV, XVI] VI, XV, or XIX, or part
A of title IV, may, at the option of the State, be treated as the submission of a new State plan.
(c) Action pursuant to an initial determination of the Secretary
described in subsection (a) shall not be stayed pending reconsideration, but in the event that the Secretary subsequently determines that

his initial determination was incorrect he shall certify restitution
forthwith in a lump sum of any funds incorrectly withheld or otherwise denied.

(d) Whenever the Secretary determines that any item or class of
items on account of which Federal financial participation is claimed
under title [I, X, XIV, XVI] VI, XV, or XIX, or part A of title IV,
shall be disallowed for such participation, the State shall be entitled
to and upon request shall receive a reconsideration of the disallowance.

[Alternative Federal Payment With Respect to Public
Assistance Expenditures
(Sec. 1118. In the case of any State which has in effect a plan ap-

proved under title XIX for any calendar quarter, the total of the
payments to which such State is entitled for such quarter, and for each
succeeding quarter in the same fiscal year (which for purposes of this

section means the 4 calendar quarters ending with June 30), under
paragraphs (1) and (2) of sections 3(a), 403(a), 1003(a)., 1403(a),
and 1603 (a) shall, at the option of the State, be determined by appli-

cation of the Federal medical assistance percentage (as defined in section 1905), instead of the percentages provided under each such sec-

tion, to the expenditures under its State plans approved under titles

I, X, XIV, and XVI, and part A of title IV, which would be in-

cluded in determining the amounts of the Federal payments to which
such State is entitled under such seôtions, but without regard to any
maximum on the dollar amounts per recipients which may be counted
under such sections.]
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Federal Participation in Payments for Repairs to Home Owned

by Recipient of Aid or Assistance
Sec. 1119. In the case of an expenditure for repairing the home
owned by an individual who is receiving (aid or assistance, other than

medical assistance to the aged under a State plan approved under
title I, X, XIV or XVI] payments under a State plan approved under
title XV or XVI, or part A of title IV if—

(1) the State agency or local agency administering the plan
approved under such title has made a finding (prior to making
such expenditure) that (A) such home is so defective that continued occupancy is unwarranted, (B) unless repairs are made to
such home, rental quarters will be necessary for such individual,
and (C) the cost of rental quartersto take care of the needs of
such individual (including his spouse living with him in such
home and any other individual whose needs were taken into account in determining the need of such individual) would exceed
(over such time as the Secretary may specify) the cost of repairs
needed to make such home habitable together with other costs
attributable to continued occupancy of such home, and
(2) no such expenditures were made for repairing such home
pursuant to any prior finding under this section,
the amount paid to any such State for any quarter under section [3(a),
403(a), 1003(a), 1403(a), or 1603(a)] 412, or 1506, shall be increased by 50 per centum of such expenditures, except that the excess
above $500 expended with respect to any one home shall not be included in determining such expenditures.

Approval of Certain Projects
Sec. 1120. (a) No payment shall be made under this Act with

respect to any experimental, pilot, demonstration, or other project
all or any part of which is wholly financed with Federal funds made
available under this Act (without any State, local, or other nonFederal financial participation) unless such project shall have been
personally approved by the Secretary or Under Secretary of Health,
Education, and Welfare.

(b) As soon as possible after the approval of any project under
subsection (a), the Secretary shall submit to the Congress a description of such project including a statement of its purpose, probable
cost, and expected duration.
Sec. 1121. [Repealed.]

Limitation on Federal Participation for Capital Expenditure8l
SEC. 1122. (a) The purpose of this section is to assure that Federal
funds appropriated under titles V, XVIII, and XIX are not used to
sup port unnecessary capital expenditures made by or on behalf of
AppUes only with respect to a capltal expenditure the obligation for which i incurred
by or on behalf of a health care facility or health maintenance
organization subsequent to
whichever of the following is earlier: (A) December 31, 1972, or
with respect to any
State or any part thereof specified by such State the last day of (B)
the calendar quarter In
which the State req1ests that the amendment made by subsection (a)
of
this section apply
in such State or such part thereof.
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health care facilities or health maintenance organizations which are
reimbur8ed under any of 8UCh title8 and that, to the extent po8sible, reimbur8ement under 8UCh title8 8hall sup port planning activitie8 with
re8pect to health services and facilitie8 in the variou8 States.

(b) The Secretary, after con8ultation with th Governor (or other
chief executive officer) and with appropriate local public Offlczal8, 8ha2l

make an agreement with any State which is able and willing to do 80
under which a de8ignated planning agency (which 8hall be an agency
de8cribed in clause (ii) of subsection (d)(1) (B) that has a governing
body or advi8ory board at least half of whose members represent consumer intere8ts) will—
(1) make, and submit to the Secretary together with 8uch supporting materials as he may find. nece88ary, findings and recommendations with respect to capital expenditures )rOpo5ed by or
on behalf of any health care facility or health maintenance organization in such State within the field of it8 responsibilities,
(2) receive from other agencies de8cribed in clause (ii) of subsection (d) (1) (B) ,and submit to the Secretary toget her with such
supporting material as he may find necessary, the findings and
recommendations of such other agencies with respect to capital
expenditures proposed by or on behalf of health care facilities or
health maintenance organizations in such State within the fields of
their respective responsibilities, and
(3) establish and maintain procedures pursuant to which a person proposing any such capital ezpenditure may appeal a recommendation by the designated agency and will be granted an opportunity for a fair hearing by such agency or per8on other than the
designated agency as the Governor (or other chief executive officer) may designate to hold such hearings,
whenever and to the extent that the findings of such designated agency
or any such other agency indicate that any such expenditure is not consistent with the standards, criteria, or plans developed pursuant to the
Public Health Service Act (or the Mental Retardation Facilities and
Comminity Mental Health Centers Construction Act of 1963) to meet
the need for adequate health care facilities in the area covered by the
plan or plans so developed.
(c) The Secretary shall pay any such State from the Federal Hospital Insurance Trust Fund, in advance or by way of reimbur8ement
as may be provided in the agreement with it (and may make adjustments in such payments on account of overpayment8 or underpayments
previously made), for the reasonable cost of perform4ng the functions
specified in sub8ectio'n. (b).

(d) (1) Except as provided in paragraph (2), if the Secretary de-

termines that—

(A) neither the planning agency designated in the agreement
described in subsection (b) nor an agency de8cribed in clause

(ii) of subparagraph (B) 0/this paragraph had been given
notice of any proposed capital expenditure (in accordance
with such procedure or in such detail as may be required
by such agency) at least 60 days prior to obligation for such
expenditure; or
(B) (i) the planning agency so designated or an agency 80
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described had received such timely notice of the intention to
make such capital expenditure and had within a reasonable
period after receiving such notice and prior to obligation for
such expenditure, notified the person proposing such expenditure that the expenditure would not be in conformity with the
standards, criteria, or plans developed by such agency or any
other agency described in clause (ii) for adequate health care

facilities in such State or in the area for which such other agency
has responsibility, and
(ii) the planning agency so designated had, prior to submitting to the Secretary the findings referred to in subsection (b ) —
(1) consulted, with, and taken into consideration the findings
and recommendations of, the State planning agencies established

pursuant to sections 314 (a) and 604 (a) of the Public Health
Service Act (to the extent that either such agency is not the
agency so designated) as well as the public or nonprofit private
agency or organization responsible for the comprehensive regional, metropolitan area, or other local area plan or plans referred to in section 314(b) of the Public Health Service Act and
covering the area in which the health care facility or health
maintenance organization proposing such capital expenditure
is located (where such agency is not the agency designated in the
agreement), or, if there is no such agency, such other public or

nonprofit private agency or organization (if any) as performs,
as determined in accordance with criteria included in regulations, similar functions, and

(II) granted to the person proposing such capital expenditure an opportunity for a fair hearing with respect to such

findings;
then, for such period as he finds necessary in any case to effectuate
the purpose of this section, he shall, in determining the Federal payments to be made under titles V, XVIII, and XIX with respect to
services furnished in the health care facility for which such capital expenditure is made, not include any amount which is attributable to depreciation, interest on borrowed funds, a return on equity capital (inthe case of proprietary facilities), or other expenses related to such
capital expenditure. With respect to any organization which is reimbursed on a per capita basis, in determining the Federal payments

to be made under titles V, XVIII, and XIX, the Secretary shall

exclude an amount which in his judgment is a reasonable equivalent
to the amount which would otherwise be excluded under this subsection if payment were to be made on other than a per capita basis.
(p2) If the Secretary, after submitting the matters involved to the
advisor council established or designated under subsection (i), determines that an exclusion of expenses related to any capital expenditure
of any health care facility or health maintenance organization would
discourage the operation or expansion of such facility or organization,
or of any facility of such organization, which has demonstrated to
his satisfaction proof of capability to proide comprehensive health
care services (including institutional services) effldentlii, effectively,
and economically, or would otherwise be inconsistent with the effective
organization and delivery of health services or the effective adminis-
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tration of title V, XVIII, or XIX, he shall not exclude such expenses
pursuant to paragraph (1).
(e) Where a person obtains under lease or comparable arrangement
zny facility or part thereof, or equipment for a facility, which would
have been subject to an exclusion under subsection (d) if the person
had acquired it by purchase, the Secretary shall (1) in computing
8uch person's rental expense in determining the Federal payments to

be made under titles V, XVIII, and XIX with respect to services

furnished in such facility, deduct the amount which in his judgment
is a reasonable equivalent of the amount that would have been excluded it the person had acquired such facility or such equipment by
purchase, and (2) in computing such person's return on equity capital
deduct any amount deposited under the terms of the lease or comparable arrangement.
(f) Any person dissatisfied with a determination by the Secretary
under this section may within six months followinq notification of
such determination request the Secretary to reconsider such determination. A determination by the Secretary under this section shall not
be sub ject to administrative or judicial review.

(g) For the purposes of this section, a "capital expenditure" is an
expenditure which, under generally accepted accounting principles,
is not properly, chargeable as an expense of operation and maintenance
and which (1) exceeds $100,000, (2) changes the bed capacity of the
facility with respect to which such expenditure is made, or (3) substantially changes the services o/the facility with respect to which
8uCh expenditure is made. For purposes of clause (1) of the preceding
sentence, the co8t of the studies, surveys, designs, plans, working
drawings, 8peczfications, and other activities essential to the acquisition, improvement, expansion, or replacement of the plant and equipment with respect to which such expenditure is made shall be included
in determining whether such expenditure exceeds $100,000.

(ii) The provisions of this section shall not apply to Christian
Science sanatoriums operated, or listed ana certified, by the First
Church of Christ, Scientist, Boston, Massachusetts.

(i) (1) The Secretary shall establish a national advisory council,
or de8ignate an appropriate existing national advisory council, to
advise and as8ist him in the preparation of general regulations to
carry out the purposes of this section and on policy matters arising
in the administration of this section, including the coordination of
activities under this section with those under other parts of this Act
or under other Federal or federally assisted health programs.
(2) The Secretary shall make appropriate provision for consultaion between and coordination of the work of the advisory council
established or designated under paragraph (1) and the Federal Hospital Council, the National Advisory Health Council, the Health
Insurance Benefits Advisory Council, and other appropriate national
advisory councils with respect to matters bearing on the purposes and
zdministrationof this section and the coordination of activities under
this section with related Federal health programs.

(3) If an advisory council is established by the Secretary under

paragraph (1), it Bhall be composed of members who are not otherwise

in the regular full-time employ of the United State8, and who shall
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be appointed by the Secretary without regard to the civil service laws
from among leaders in the fields of the fundamental sciences, the medi-

cal sciences, and the organisation, delivery, and financing of health
care, and persons who are State or local officials or are active in community affairs or public or civic affairs or who are representative of
minority groups. Members of such advisory council, while attending
meetings of the council or otherwise serving on business of the council,

shall be entitled to receive compensation at rates fixed by the Secretary, but not exceeding the maximum rate specified at the time of such
service for grade GS—18 in section 53392 of title 5, United States Code,

including traveltime, and while away from their homes or regular
places of business they may also be allowed travel expenses, including per diem in lieu of subsistence, as autliorised by section 5703(b)

of such title 5 for persons in the Government service employed

intermittently.

Program for Determining Qualifications for Certain Health Care
Personnel
Ss'c. 11923.

(a) The Secretary, in carrying out his functions re-

lating to the qualifications for health care personnel under title XVIII,

shall develop (in consultation with appropriate professional health
organisations and State health and licensure agencies) and conduct
(in conjunction with State health and licensure agencies) until December 31, 1977, a program designed to determine the proficiency of
individuals (who do not otherwise meet the formal educational, professional membership, or other specific criteria established for determining the qualifications of practical nurses, therapists, laboratory
technicians, technologists, cytotechnologists, X-ray technicians, psychiatric technicians, or other health care technicians and technologists)

to perform the duties and functione of practical nurses, therapists,
laboratory technicians, technologists, cytotecknologists, X-ray technician8, psychiatric technicians, or other health care technicians and
technologists. Such program shall include (but not be limited to) the

employment of procedures for the formal testing of the proficiency of
individuals. In the conduct of such program, no individual who otherwise meets the proficiency requirements for any health care specialt,'
shall be denied a satisfactory proficiency rating solely because of his
failure to meet formal educational or professional memberhip
requirements.
(b) If any individual has been determined, under the program
established pursuant to subsection (a), to be qualified to perform the
duties and functions of any health care specialty, no person or provider utilising the services of such individual to p'erform such dutie8
and functions shall be denied payment, under title XVIII or under
any State plan approved under title XIX, for any health care services
provided by such person on the ground8 that such individual is not
qualified to perform such duties and functions.

Inspector General for Health Administration
SEC. 1124. (a) (1) In addition to other officers within the Department of Health, Education, and Welfare, there shall be, within such
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Department, an officer with the title of "Inspector General for Health

Administration" ('hereinafter in this section referred to as the "In8pector General"), who shall be appointed or reappointed by the
President, by and with the advice and consent of the Senate. In addition, there shall be a Deputy Inspector General for Health Ad-•
ministration (hereinafter referred to as the "Deputy Inspector General"), and such additional personnel as may be required to carry out
the functions ve8ted in the Inspector General by this section.
(2) The terms of office of any individual appointed or reappointed

to the position of Inspector General shall expire 6 years after the
date he takes office pursuant to 8ucli appointment or reappointment.

(b) The Inspector General shall report directly to the Secretary
of Health, Education, and Welfare (hereinafter in this section referred to as the "Secretary"); and, in carrying out the functions
vested in him by. this section, the Inspector General shall not be under
the control of, or subject to supervision by, any officer of the Depart-

ment of Health, Education, and Welfare, other than the Secretary.
(c) (1) It shall be the duty and responsibility of the Inspector
General to arrange for, direct, or conduct 8uch reviews, inspections,.

and audits of the health insurance program established by title

XVIII, the medical assistance programs established pursuant to title
XIX, and any other programs of health care authorized under any
other title of this Act as he considers necessary for ascertaining the
efficiency and economy of their administration, their consonance with
the provisions of law by or pursuant to which such programs were
established, and the attainment of the objectives and purposes for
whidh such provi8zons of law were enacted.
(2) The Inspector General shall maintain continuous observation
and review 0/programs with respect to which he ha8 repsonsibilities
under paragraph (1) of this subsection for the purpose of—

(A) deternining the extent to which such programs are in

compliance with applicable iaw8 and regulations;
(B) making recommendations for the correction of deficiencies
in, or for improving the organization, plans, procedures, or administration of, sudh pro gram8; and
(C) evaluating the effectivenes8 of such programs in attaining
the objectives and purposes of the provi8ions of law by or pursuant to which 8uch programs were established.
(d) (.1) For purposes of aiding in carrying out his duties under this
eection, the Inspector General shall have access to all records, repOrt8,
audits, reviews, documents, paper8, recommendations, or other material of or available to the Department of Health, Education, and Welfare which relate to the programs with respect to which the Inspector
General has responsibilities under this section.
(2) The head of any Federal department, agency, office, or instru-

mentality shall, and the head of any State agency administering or
supervising the administration .0/ any State plan approved under
title XIX shall, at the request of the Inspector General, provide any
information which the Inspector General deter-mines will be helpful
to him in carrying out his responsibilities under this 8ection.
(e) (1) The Inspector General shall have authority to suspend any
regulation, practice, or procedure employed in the administration of
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any program with respect to which he has responsibilities under this
section if, as a result of any study, investigation, review, or audit of
such program, he determines that—
(A) the suspension of such regulation, practice, or procedure
will promote efficiency or economy in the administration of such
program; or
(B) such regulation, practice, or procedure is contrary to applicable provisions of law, or doe8 not carry out the ob2ectzves and
purposes of the provisions of law by or pursuant to which there
was established the program in connection with which such regu-

lation, practice, or procedure is promulgated, instituted, or

applied.
(p2) (A) Any order of su8 pension by the Inspector General of any
regulation, practice, or procedure pursuant to this subsection shall
remain in effect until the Inspector General issues an order reinstating
such regulation, practice, or procedure; except that the Secretary shall
receive not less than 30 day8 notice of the proposed suspension and
may, at any time prior to or after any such suspension by the Inspector General, issue an order revoking such suspension.
(B) Whenever the Secretary issues an order revoking any 8UCh
actual or proposed order of suspension by the Inspector General, he
8hall promptly notify the Committee on Finance of the Senate and the
Committee on Ways and Means of the House of Representatives (and,
in case such order relates to any State regulation, practice, or procedure
employed by a State in the administration of its State plan approved
under title XIX, the Governor, or other chief executive officer, of such
State) of such order and shall submit to each such committee information explaining his reasons for t1 e issuance of such order.

(f) If—

(7) the inspector General issues any orde suspending any

State regulation, practice, or procedure employed by a State in
the administration of its State plan approved under title XIX,
and
(p2) for any period that such order is in effect, such State fails
to comply with such order, then, notwithstanding any other provision of law, the amount of the Federal payments otherwise payable to such State under section 1903 with respect to such period

shall be reduced by an amount equal to the amount (if any) of
the excess of—
(3) the amount of Federal funds payable to such State with
respect to such period under section 1903, as determined without
regard to thi8 sub8eetion, over
(4) the amount of the Federal fund8 which would have been
payable to such State under such section with respect to such
period if, for all of such period, such State had complied with
such order.
For purposes of the preceding sentence, an order of the inspector
General shall not be deemed to be in effect for any period if such
order has been revoked by an order of the Seqretary i8sued in accordance with subsection (e) (fe).

(g) (1) The Inspector General may, from time to time, submit

8uch reports to the Committee on Finance of the Senate and the Cam-
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mittee on Ways and Means of the House of Representative8 relating

to his actzvitws as he deems to be appropriate.

() Whenever either of the coinm,ittees referred tO in paragraph
(1) makes a request to the Inspector General to furnish such comemittee with any information, or to conduct any study or investigation
and report the findings resulting therefrom to such committee, the
Inspector General shall comply with such reque8t.

(3) Whenever the Inspector General issues an order suspending
or reinstating any regulation, practice, or procedures pursuant to
8ubsection (e), he shall promptly notify the Committee on Finance
of the Senate and the Committee on Ways and Means of the House
of Representatives (and, in case such order relates to any State regulation, practice or procedure employed by a State in the administra-

tion of its State plan approved under title XIX, the Governor, or
other chief executive officer, of such State) of such order and shall
submit to each such Committee information explaining his reasons
for the issuance of such order.
(h) The Inspector General may make expenditures (not in excess of
$50,000 in any fiscal year) of a confidential nature when he fInds that
such expenditures are in aid of inspections, audits, or reviews under this
section; but 8uch expenditures 80 niade shall not be utilized to make
payments, to any one individual, the aggregate of which exceeds $P,000.

The Inspector General shall submit aunually a confidential report on
expenditures under thi8 provision to the Committee on Finance, of the
Senate and the Committee on Ways and Means of the House of Represent at ives.

(i) (1) Expenses of the Inspector General relating to the health insurance program established by title XVIII shall be payable from the
Federal Hospital Insurance Trust Fund and from the Federal Supplementary Medical Insurance Trust Fund, with such portions being paid
from each such Fund as the Secretary shall deem to be appropriate.
Expenses of the Inspector General relating to medical assistance programs established pursuant to title XIX shall be payable from funds

appropriated to carry out such title; and expenses of the Inspector
General relating to any program of health care authorized under any
title of this Act (other than titles XVIII and XIX) shall be payable
from fund8 appropriated to carry out such program.
(2) There are hereby authorised to be appropriated 8uch 8Ufli8 as
may be necessary to carry out the purposes of this section.
(j) The Secretary shall provide the Inspector General and his staff
with appropriate and adequate office space within the facilities of the
Department of Health, Education, and Welfare, toVether with sue/i
equipment, office supplies., and communications facilities and services,
as may be necessary for the operation of such office and shall provide
necessary maintenance services for such office and the equipment and
facilities located therein.

Authorization and Allotment of Appropriations for Services
Ss'c. 1125. (a) There are authorized to be appropriated for each
fiscal year beginning after June 30, 1972, for payments to States under
sections 412 and 1609 with respect to services to families with depend-

78—1780—72—58

Sec. 1125(b)

908

ent children (as defined in 8ection 407(b) but not inc'uding ervzce
de8cribed in clause (1) or () of such subsection) and services to the
aged, blind, or disabled (as defined in section 1607(b) ), $1,000,000,000.

(b) From. the sums appropriated pursuant to subsection (a), the
Secretary shall allot to each State (other than Puerto Rico, the Virgin

I8la'nds, and Guam) an amount which bears the same ratio to the
amount so appropriated as the population of such State bears to the
total population of all the States.

(c) The amount of any allotment for any fiscal year pUr8uant to
subsection (b) which the Secretary determines will not be required
for providing the services described in subsection (a) for such fiscal
year shall be available for reallotment, for the purposes for which it
was originally made available, from time to time, on such dates as the

Secretary may fix, to other States which the Secretary deterniine8
have need in providing 8uch services of amounts in excess of those
previously allotted to them under subsection (b).
(92) after the allotment pursuant to paragraph (1) has been

made, from the sums remaining (if any) not in excess of
50, 000,000, the Secretary shall allot to each State which has a
service deficit (as defined in the last sentence of this subsection)
an amount which bears the same ratio to 8uch sums remaining as

8uch deficit bears to the total of the service deficits of all the States
having such deficits; and

(3) after the allotment pur8uant to paragraph (92) has been

made, from the sums remaining (if any), the Secretary shall allot
to each State an amount which bear8 the same ratio to such sums
remaining as the number of individual8 receiving benefits under
sections 92011 and 921092 in such State bears to the number of such

individuals in all the States.
As used in paragraph (92), the term, "service deficit", with respect to
any State, means the amount by which (i) the average service expenditure (as defined in subsection (d)) per recipient of benefits under 8ections 92011 and 21092 in such State is less than (ii) the average of the, ex-

penditures for training and services under titles [I, X, XIV and]1

XVI and part A of title IV in all the States (other than child care and
family planning Services under such part) multiplied by the number
of recipients of such benefits in such State.

Criminal Offenses by Welfare Employees
SEC. 1126. Any officer or employee of the United States or of any
State or of any political subdivision of such State acting in connection
with the administration or operation of any State plan approved under
title IV, XV, or XVI, of this Act—
(1) who is guilty of any extortion or willful oppression under
color of State or Federal law; or
(92) who knowingly allows the disbursement of greater sums
than are authorised by law, or receives any fee, compensation, or
reward, except as by law prescribed, for the performance of any

duty; or

'Deleted effective January 1, 1973.
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(3) who, with intent to defeat the application of any provision
of title IV, XV, or XVI, of the Social Security Act or any State
plan approved thereunder, fails to perform. any of the duties of

his office or employment; or
(4) who conspires or colludes with any other person to defraud

the United States, any State government, or any political subdivision of such State; or

(5) who knowingly makes opportunity for any person to defraud the United States, any State government, or any political
subdivision of such State; or
(6) who does or omits to do any act with intent to enable any
other person to defraud the United States, any State government,
or any political subdivision of such State;
(7) who makes or signs any fraudulent entry in any book, or
makes or signs any fraudulent applieation, form., or 8tatement,

knowing it to be fraudulent; or
(8) who, having knowledge or information of fraud com-

mitted by any person against the United States, any State govern-

ment, or any political subdivision of such State under title IV,
XV, or XVI, of the Social Security Act or any State plan approved thereunder, fails to report, in writing, such knowledge
or information to the Secretary or his delegate, or, if the fraud
is against a State government or any political subdivision of such
State, to the individual designated to administer the State plan
approved under such title or his delegate; or
(9) who demands, or accepts, or attempts to collect directly or
indirectly as payment or gift, or otherwise, any sum of money or
other thing of value for the compromise, adjustment, or settlement of any charge or complaint for any violation or alleged violation of law, except as expressly authorized by law so to do;
shall be dismissed from office or discharged from employment and,
upon conviction thereof, shall be fined not more than $10,000, or imprisoned not more than 5 years, or both.

Prohibition Against Use of Federal Funds to Undermine
Programs Under the Social Security Act
SEc. 1127. (a) (1) Subject to paragraph (2), no Federal funds shall
be used (whether directly or indirectly) to pay all or any part of the
compensation or expenses of any attorney or other person who, as a.
part of his federally financed activity whether as an employee in the
executive branch or under a grant or contractual arrangement with
the executive branch (or other employment), engages in any activity,
for or on behalf of any client or other person or class of persons, the
purpose of which is (by litigation or by actions related thereto) to
nullify, challenge, or circumvent any provision of the Social Security
Act, or any of the purposes or intentions of the Congress in enacting
any such title or provision thereof or relating thereto; and it shall be
unlawful for any such attorney or other person w'ho engages in any
such federally financed activity to accept or receive any Federal funds
to defray all or any part of his compensation.
(2) The prohibition contained in paragraph (1) shall not apply to
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any particular case or lawsuit (or to any attorney or other eron
involved therein) if the Attorney General issues an order specsfically
.'waiving such prohibition with respect to such case or lawsuit; except
that no such order shall become effective with respect to any case or
lawsuit until 60 days after the Attorney General s/tall have submitted

to the Committee on Finance of the Senate and the Committee on
Ways and Means of the House of Representatives a notice of his intention to waive such prohibition with respect to such case or lawsuit.

(b) Any person who authorizes t/ e disbursement of any Federal
funds, and any attorney or other person who receives or accepts any
such funds, in violation of subsection (a), shall be held accountable
for and required to make good to the United States the antount of
funds so disbursed or received or accepted.

Limitation on Authority of Secretary With Respect to Advisory
Councils

SEa. 1128. Nothinbl in this Act shall be construed to authorize or
permit the Secretary of Health, Education, and Welfare to prescribe
any rule or regulation requiring any State, in the operation of a State
plan approved under title IV, VI or XVI of this Act, to establish or
pay the expenses of any advisory council to advise the State with respect to such plan, its operation, or any program or programs conducted thereunder.

Evaluation of Social Security Programs
&c. 1129. (a) (1) The Comptroller General is hereby authorized to
make analyses and evaluations of programs under this Act.

(2) The departments and agencies shall make available to the

Comptroller General such information and documents as he considers
necessary for him to complete his work under this subsection.
(b) (1) No department or agency of the Federal Government 8/tall

enter into any contract for the conduct of, or employ any expert or
consultant to conduct, any study or evaluation of any program which—
(A) is established by or pursuant to this Act, or
(B) receives Federal financial assistance pursuant to authority
contained in this Act,

if the conduct of such study or evaluation involves the expenditure,

from Federal funds, of an amount in excess of $25,000, unless, prior to
the commencement of such study or evaluation, such department or

agencyshall have requested of, and obtained from, the Comptroller
Generql approval for the conduct of 8ueh study or evaluation.
(92) The Comptroller General shall not approve any request for the
conduct of any study or evaluation of any program under paragraph
(1), unless he determines that—
(A) the conduct of such study or evaluation of such program i8
justified;
(B) such department or agency cannot 4ectively conduct such
study or evaluation throng/i utilization of regular full-time employees of such department or agency; and

(C) such 8tudy or evaluation will not be duplicative of any
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study or evaluation which is being conducted, or will be conducted
within the next twelve months, by the General Accounting Office.
(c) (1) To assist in carrying out his functions under this section, the
Comptroller General may sign and issue sub penas requiring the production of negotiated contract and subcontract records and records of
other non-Federal persons or organizations to which he /ui8 a right of
access by law or agreement.
(2) In case of disobedience to a sub pena issued under the authority
contained in paragraph (1), the Comptroller General may invoke the
aid of any district court of the United States in requiring the production of the records referred to in paragraph (1). Any district court of
the United States within the jurisdiction in which the contractor, subcontractor, or other non-Federal person or organization is found or resides or in which the contractor, subcontractor, or other non-Federa'
person or organization transacts business may, in case of contumacy
or refusal to obey a sub pena i8sued by the Comptroller General, issue
an order requiring the contractor, subcontractor, or other non-Federal
person or organization to produce the records; and any failure to obey
such order of the court shall be punished by the court as a contempt
thereof.

Limitation on Funds for Certain Social Services
SEC. 1130. (a) Notwithstanding the provisions of section (3(a) (4)
and (5),412(a)(3),1003(a)(3) and (4),1403(a)(3) and (4),1505
(çi)(2), or 1603(a) (4) and (5)] — 412(a) (3), 603(a), or 1505
(a) (2) b..,1 amounts payable for any fiscal year (commencing with the

fiscal

year beginning July 1, 1972) under such section (as determined
regard to this section) to any State with respect to expenditures made after June 30, 1972 for services referred to in such section
(other than (the services provided pursuant to section 409(f), other

without

than] family planning services, and other than services described in
section 412(a) (3) (C) (ii) or 412(a) (3) (E) (i)) shall be reduced by
such amounts as may be necessary to assure that.—

(1) the total amount paid to such State (under all of such sections) for such fiscal year for such services does 'not exceed the
allotment of such State (as deter-m,ined under subsection (b));
and
(2) of the amounts paid (under all of 8uch sections) to 8uch
State for such fiscal year with respect to such expenditures, other
than expenditures / or—
(A) services provided to meet the needs of a child for
personal care, protection, and supervision, but only in the
case of a child where the provision of such services is needed
(i) in order to enable a member of such child's family to accept or continue in employment or to participate in training
to prepare such member for employment, or (ii) because of

death, continued absence from the home, or incapacity
child's mother and the inability of any member of
such child's family to provide adequate care and 8upervithe

of

the

sion / Or such child;

(B) services provided to a mentally retarded individual
(whether a child or an adult), but only if such 8e7'Vice8 are

'Material within brackets deleted effective Jan. 1, 1974; material between arrows added

effective Jan. 1, 1974.
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needed (as determined in accordance with criteria prescribed

by the Secretary) by such individual by reason of his condition of being mentally retarded;
(C) services provided to an individual who is a drug addict or an alcoholic, but only if such services are needed (as

determined in accordance with criteria prescribed by the
Secretary) by such individual as part of a program of active treatment of his condition as a drug addict or an alcoholic, and
(D) services provided to a child who is under foster care

in a foster family home (as defined in section 411 (d)) or in
a child-care institution (as defined in such section.), or while
awaiting placement in such a home or institution, but only
if such services are needed (as determined in accordance with
criteria prescribed by the Secretary) by such child because
he is under foster care,
not more than 10 per centuin thereof are paid with respect to expenditures incurred in providing services to individuals who are

not recipients of aid (,assistance,] or payments ((] under State
plane approved under title(s I, X, XIV,] XV[, XVI,] or part

A of title IV —+ or of supplemental security income benefits under

title XVJ€—), or applicants (as defined under regulations of the
Secretary) for such aid, (assistance, or] payments—+, or benefits*-.'
(b) (1) For each fiscal year (commencing with the fiscal year
be ginning July 1, 1973) the Secretary shall allot to each State an
amount which bears the same ratio to $,500,000,000 as the population
of such State bears to the population of all the States.
(92) The allotment for each State shall be promulgated for each fiscal year by the Secretary between July 1 and August 31 of the calendar
year im'mediately preceding such fiscal year on the basis of the population of each State and of all of the States as determined from the most
recent satisfactory data available from the Department of Commerce
at such time; except that the allotment for each State for the fiscal yeas
beginning July 1, 19792, and the following fiscal year shall be proimul-

gated at the earliest practicable date after the enactment of this
tion but not later than January 1, 1973.

sec-

(c) For purposes of this section, the term "State" means any one

of the fifty States or the District of Columbia.

PART B—PROFESSiONAL STANDARDS REVIEW

Declaration of Purpose
Sic. 1151. In order to promote the effective, ejicient, and economical
delivery of health care services of proper quality for which payment
may be made (in whole or in part) under this Act and in recognition of
the interests of patients, the public, practitioners, and providers in improved health care services, it is the purpose of tkie part to assure,
throvigh the application of suitable procedures of professional standards review, that the services for which payment may be made under
the Social Security Act will conform to appropriate professional standMaterial within brackets deleted effective Jan. 1, 1974; material between arrows added

effecUve Jan. 1, 1974.
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ards for the provi8ion of health care and that payment for 8UCh service8
will be made—

(1) only when, and to the extent, medically nece8sary, a determined in the exercise of rea8onable limit8 of pro fessional discretion; and
in the case of services provided by a ho8ptal or other health
care facility on an inpatient basis, only when and for such period
as such services cannot, consistent with professionally recognized

()

health care standards, effectively be provided on an outpatient
basis or nwre economically in an inpatient health care facility of a
different type, as determined in the exercise of reasonable limits of
professional discretion.

Designation of Professional Standards Review Organizations
SEC. 115g. (a) The Secretary shall (1) not later than January 1,1974,
g8tablish throughout the United States appropriate areas with respect
to which Pro fessio'nal Standards Review Organizations may be designated, and () at the earlie8t practicable date after designation of an
area enter into an agreement with a qualified organization whereby
such an organization shall be conditionally designated as the Professional Standards Review Organization for such area. If, on the basis of
its performance during such period of conditional designation, the
Secretary determines that such organization is capable of fulfilling, in
a satisfactory manner, the obligations and requirements for a Professional Standards Review Organization under this part, he shall enter
into an agreement with such organization designating it as the Professional Standards Review Organization for such area.
(b) For purposes of subsection (a), the term "qualified organization"
means

(1) when used in connection with any area—

(A) an organization (i) which is a nonprofit professional
association (or a component organization thereof), (ii) which
is compo8ed of licensed doctors of medicine or osteopathy
engaged in the practice of medicine or surgery in such area,
(iii) the membership of which includes a substantial proportion of all such physicians in such area, (iv) which is organized in a manner which makes available professional competence to review health care services of the types and kinds
with respect to which Professional Standards Review Organizations have review responsibiliies under this part, (v) the

membership of which is voluntary and open to all doctors
of medicine or osteopathy licensed to engage in the practice
of medicine or surgery in such area without requirement of
membership in or payment of dues to any organized medical
society or association, and ('vi) which does not restrict the
eligibility of any member for service as an officer of the
Professional Standards Review Organization or eligibility
for and assignment to duties of such Prof essional Standards
Review Organization, or, subject to Rubsection (c) (i),
(B) such other public, nonprofit private, or other agency
or organization, which the Secretary determines, in accord-
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ance with criteria prescribed by him in regulations, to be
of professional competence and otherwise suitable; and
(2) an organization which the Secretary, on the basis of his
examination and evaluation of a formal plan submitted to him
by the association, agency, or organization (as well as on the
basis of other relevant data and information), finds to be willing
to perform and capable of performing, in an effective, timely,

and objective manner and at reasonable cost, the duties, functions,

and activities of a Professional Standards Review Organization
required by or pursuant to this part.
(c) (1) The Secretary shall not enter into any agreement under this
part under which there is designated as the Professional Standards
Review Organization for any area any organization other than an
organization referred to in subsection (b) (1) (A) unless, in such area,
there is no organization referred to in subsection (b) (1) (A) which
meets the conditions specified in subsection (b) (2).
(2) Whenever the Secretary shall have entered into an agreement
under this part under which there is designated as the Professional
Standards Review Organization for any area any organization other
than an organization referred to in subsection (b) (1) (A), he shall
not renew such agreements with such organization if he determines
that—
(A) there is in such area an organization referred to in subsection (b) (1) (A) which (i) has not been previously designated
as a Professional Standards Review Organization, and (ii) is
willing to enter into an agreement under this part under which
such organization would be designated as the Professional Standards Review Organization for such area;
(B) such organization meets the conditions specified in subsection (b) (2); and
(C) the designation of such organization as the Professional
Standards Review Organization for such area is anticipated to
result in substantial improvement in the performance in such area
of the duties and functions required of such organizations under
this part.
(d) Any such agreement under this part with an organization (other
than
agreement established pursuant to section 1154) shall bà for
a term of twelve months; except that, prior to the expiration of such
•

term such aqreement may be terminated—

(1) by the organization at such time and upon such notice to
the Secretary as may be prescribed in regulations (except that
notice of more than three months may not be required); or
(p3) by the Secretary at such time and upon such reasonable

notice to the organization as may be prescribed in regulations, but

only after the Secretary has determined (after providinq such
organization with an opportunity for a formal hearinq on the
matter) that, such organization is not substantially complying
with or effectively carrying out the provisions of such agreement.

•

(e) In order to avoid duplication of functions and unnecessary review and control activities, the Secretary is authorized to waive any

or all of the review, certification, or similar activities otherwise
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under or pursuant to any provisions of this Act (other

than this part) where he finds, on the basis of substantial evidence of
the effective performance of review and control activities by Professional Standards Review Organizations, that the review, certification,
and similar activities otherwise so required are not needed for the
provision of adequate review and control.

Review Pending Designation of Professional Standards Review
Organization
SEc. 1153. Pending the assumption by a Professional Standards Review Organization for any area, a full review responsibility, and pending a demonstration of capacity for improved review effort with respect to matters involving the provision of health care services in such
area for which payment (in whole or in part) may be made, under this
Act, any review with respect to such services which has not been designated by the Secretary as the full responsibility of such organization,
shall be reviewed in the manner otherwise provided for under law.

Trial Period for Professional Standards Review Organizations
Sec. 1154. (a) The Secretary shall initially designate an organization as a Professional Standards Review Organization for any area on
a conditional basis with a view to determining the capacity of such or-

ganization to perform the duties and functions imposed under this
part on Professional Standards Review Organizations. Such designation may not be made prior to receipt from such organization and approval by the Secretary of a formal plan for the orderly assumption
and implementation of the responsibilities of the Professional Standards Review Organization under this part.
(b) During any such trial period (which may not exceed twentyfour months), the Secretary may require a Professional Standards Review Organization to perform only such of the duties and functions
required under this part of Professional Standards Review Organization as he determines such organization to be capable of performing. The number and type of such duties 8hall, during the trial period,
be progressively increased as the organization becomes capable of
added responsibility so that, by the end of such period, such organization 1tall be considered a qualified organization only if the Secretary

finds that it i8 substantially carrying out in a satisfactory manner,

the activities and functions 'required of 'Prof e8sional Standards Review organizations under this part with respect to the review of health
care services provided or ordered by physicians and other practitioners
and in8titutional and other health care facilities, agencies, and organizations. Any of such duties and functions not performed by such organization during such period shall be performed in the manner and
to the extent otherwise provided for under law:
(c) Any agreement under which any organization is conditionally
de8ignated as the Professional Standards Review Organization for
any area may be terminated by such organization upon ninety day8
notice to the Secretary or by the Secretary upon ninety days notice to
such organization.

Sec. 1155(a)
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Duties and Functions of Professional Standards Review

Organizations
Ss'c. 1155. (a) (1) Notwithstanding any other provision of law,
but consistent with the provisions of this part, it shall be the duty
and function of each Pro fessional Standards Review Organization
for any area to assume, at the earliest date practicable, responsibility
for the review of the professional activities in such area of physicians
and other health care practitioners and institutional and noninstitutional providers of health care services in the provision of health care
services and items for which payment may be made (in whole or in
part) under this Act for the purpose of determining whether—
(A) such services and items are or were medically necessary;
(B) the quality of such services meets professionally recognized standards of health care; and
(C) in case such services and items are proposed to be provided in a hospital or other health care facility on an inpatient
ba.sis, such services and items could, consistent with the provision

of appropriate medical care, be effectively provided on an outpatient basis or more economically in an in-patient health care
facility of a different type.

() Each Professional Standards Review Organization shall have

the authority to determine, in advance, in the case of—
(A) any elective admission to a hospital, or other health care
facility, or
(B) any other health care service which will consist of extended
or costly courses of treatment,

whether such service, if provided, or if provided by a particular
health care practitioner or by a particular hospital or other health
care facility, organization, or agency, would meet the criteria specified

in clauses (A) and (C) of paragraph (1).
(3) Each Professional Standards Review Organization shall, in
accordance with regulations of the Secretary, determine and publish
from time to time, the types and kinds of cases (whether by type of
health caie or diagnosis involved, or whether in term8 of other relevant
criteria relating to the provision of health care services) with respect
to which such organization will, in order most eflectively to carry out

the purposes of this part, exercise the authority conferred upon it
under paragraph (ed).
(4) Each Professional Standards Revie'w Organization shall be
responsible for the arranging for the maintenance of and the regular
review of profiles of care and services received and provided with
respect to patients, utilizing to the greatest extent practicable in such
patient profiles, methods of coding which will provide maximum confidentiality as to patient identity and assure objective evaluation consi8tent with the purposes of this part. Profiles shall also be regularly
reviewed on an ongoing basis with respect to each health care practitioner and provider to determine whether the care and services ordered or rendered are consistent with the criteria specified in clauses
(A), (B), and (C) of paragraph (1).
(5) Physicians assigned responsibility for the review of hospital
care may be only those having active hospital staff privileges in at
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least one of the participating hospitals in the area served by the Professional Standards Review Organizatio'n and, (except as may be
otherwise provided under subsection (e) (1) of this section) such
phy8icians ordinarily should not be responsible for, but may partwipate in the review of care and services provided in any hospital in
which such physicians have active staff privileges.
(6) No physician shall be per7mitted to review—

(A) health care services provided to a patient if he was di-

rectly or indirectly involved in providing such services, or
(B) health care services provided in or by an institution, orga-

nization, or agency, if he or any member of his family has, directly or indirectly, and financial interest in such institutwn,
organization, or agency.

For purposes of this paragraph, a physician's family includes only
his spouse (other than a spouse who is legally separated from, him
under a decree of divorce or 8eparate maintenance), children (includ-

ing legally adopted children), grandchildren, parents, and grandparents.
(b) To the extent necessary or appropriate for the proper perform-

ance of its duties and functions, the Professional Standards Review
Organization serving any area is authorized in accordance with regulations prescribed by the Secretary to—

(1) 'make arrangement8 to utilize the services of persons whc
are practitioners of or specialists in the various areas of medicine

(including dentistry), or other types of health care, which persons shall, to the maxiniwm extent practicable, be individuals
engaged in the practice of their profession within the area served
by such organization;
(J) undertake such professional inquiry either before or after,
or both before and after, the provision of 8ervices with re8pect to

which such organization has a responsibility for review under
subsection (a)(1);
(3) examine the pertinent records of any practitioner or provider of health care services providing services with respect to
which such organization has a responsibility for review under 8ub-

section (a)(1);and

(4) inspect the facilities in which care is rendered or services
provided (which are located in such area) of any practitioner or
provider.
(c) No Professional Standards Review Organization shall utilize
the services of any individual who is not a duly licensed doctor of
medicine or osteopathy to make final determinations in accordance
with it8 duties and function8 under this part with respect to the professional conduct of any other duly licensed doctor of medicine or
osteopathy, or any act performed by any duly licensed doctor of medicine or o8teopathy in the exercise of his profession.

(d) In order to familiarize physicians with the review functions and

activities of Professional &andards Review Organizations and to
promote acceptance of such functions and activities by physicians,
patient8, and other persons, each Prof essional Standards Review Or-

ganization, in carrying out it8 review responsibilities, shall (to the
maximium extent consistent with the effective and timely performance
of its duties and functions)—
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(1) encourage all physicians practicing their profession in the
area served by such Organization to participate as reviewers in

the review activities of sue/i Organization;
(2) provide rotating physician membership of review committees on an extensive and continuing basis;

() assure that membership on review committees have the
broadest representation feasible in temne of the various types of
practice in which physicians engage in the area served by such
Organization; and
(4) utilize, whenever appropriate, medical periodicals and
similar publications to publicize the functions and activities of
Professional Standards Review Organizations.
(e) (1) Each Prof es8ional Standards Review Organization shall

utilize the service8 of, and accept the findings of, the review committees

of a hospital or other operating health, care facility or organization

located in the area served by such organization, but only when and only
to the extent and only for such time that 8uch com4nzttees in such 1W8pital or other operating health care facility or organization have demonstrateci to the satisfaction of such organization their capacity effec-

tively and in timely fashion to review activities in such hospital or
other operating health care facility or organization (including the

medical neces8ity of admis8ion.s, types and extent of services ordered,
and lengths of stay) so as to aid in accomplishing the purposes and
responsibilities described in subsection (a) (1), except where the Secretary disapproves, for good cause, such acceptance.
(2) The Secretary may prescribe regulations to carry out the provisions of this sub8ection.
(f) (1) An agreement entered into under this part between the Secretary and any organization under which such organization is designated as the Prof essi onal Standards Review Organization for any area
shall provide that 'such organization will—
(A) perform such duties and functions and assume 8uch responsibilities and comply with such other requirements as may be required by this part or under regulations of the Secretary promiidgated to carry out the provisions of this part; and
(B) collect such data relevant to its functions and such information and keep and maintain such records in such. f orim as the Secre-

tary may require to carry out the purposes of this part and to

permit access to and use of 'any such records as the Secretary may
require for such purpo8e8.
(2) Any such agreement with an organization under this part shall
provide that the Secretary make payments to such organization equal
to the amount of expenses reasonably and nece8sarily incurred, as determined by the Secretary, by such organization in carrying out or pre-

paring to carry out the duties and functions required by such
agreement.
Norms of Health Care Services for Various illnesses or Health

Conditions
SEC. 1156. (a) Each Prof e8sional Standiirds Review Organization
shall apply professionally developed norms of care, diagnosis, and
treatment based upon typical patterns of practice in it8 regions (in-
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cluding typical lengths-of-stay for institutional care by age and diag'nose) as principal points of evaluation and review. The National Profes8io'nal Standards Review Council and the Secretary 8haU provide

such technical assistance to the organization as will be helpful in

utilizing and applying such norms of care, diagnosis, and treatment..
Where the actual norms of care, diagnosis, and treatment in a Profesewnal Standards Review Organization area are signiflAJantly different
from professionally developed regional norms of care, diagnosis, and

treatment approved for comparable conditions, the Professional

Standards Review Organization concerned shall be so informed, and
in the event that appropriate consultation and discussion indicate reasonable basis for usage of other norms in the area concerned, the Professional Standards Review Organization may apply such norms in
such area as are approved by the National Pro fes8ional Standards Review Council.

(b) Such norms with respect to treatment for particular illnesses
or health conditions shall include (in accordance with regulations
of the Secret ary)—

(1) the types qnd extent of the 'health care services which,

taking into account differing, but acceptable, modes of treatment

and methods of organizing and delivering care are considered
within the range Of appropriate diagnosis and treatment of such
illness or health condition, consistert with professionally recognized and accepted patterns of care;
(2) the type of health care facility which is considered, consistent with 8uch standards, to be the type in whidh health care
services which are medically appropriate for such iflnes8 or condition can most economically be provided.
(c) (1) The National Professional Standard8 Review Council 8liaZl

provide for the preparation and distribution, to each Professional
Standards Review Organization and to each other agency or person
performing review functions with respect to the provision of health
care services under this Act, of appropriate materials indicating the
regional norms to be utilized pursuant to this part. Such data concerning norms shall be reviewed and revised from time to time. The
approval of the National Professional Standards Review Council of
norms of care, diagno8is, and treatment 8hall be based on its analysis
of appropriate and adequate data.
(2) Each review organization, agency, or person referred to in paragraph (1) shall utilize the norms developed under this section as a
pn?wipal point of evaluation and review for determining, with respect
to any health care ervwes which have been or are proposed to be provided, whether such care and services are consistent with the criteria
specified in section 1155(a) (1).
(d) (1) Each Professional Stari.dard8 Review Organization 8hall—

(A) in accordance with regulations of the Secretary, specifly
the appropriate points in time after the admission of a patient for
inpatient care in a health care institution, at which the physician
attendin9 such patient shall execute a certification 8tating that
further inpatient care in such institution will be medically necessary effectively to meet the health care needs of 8uch patient; and
(B) require that there be included in any 8uch certification with
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re8pect

to any patient 8UCh in! orniation as may be necessary to
enable 8UCh organization properly to evaluate the medical nece88ity of the further institutional health care recommended by the
physician executin9 8uch certification.
The points in time at which any such certification will be required (usually, not later than the 50th percentile of lengtlis-o f-stay

()

for patients in similar age groups with 8inillar diagno8es) shall be
consistent with and based on pro fes8ionally developed norms of care
and treatment and data developed with re8pect to length of stay in
health care institutions of patients having various illnesses, injuries,
or health conditions, and requiring various types of health care serv-

ices or procedure8.

Submission of Reports by Professional Standards Review
Organizations

&c. 1157. If, in discharging it8 duties and functions under this part,
any Professional Standards Review Organization deterlnine8 that any
health care practitioner or any hospital, or other health care facility,
agency, or organic ation has violated any of the obligations imposed by
section 1160, such organization shall report the matter to the Statewide Professional Standards Review Council for the State in which
suck organization is located together with the recommendations of
such Organic ation as to the action which should be taken with respect
to the matter. Any Statewide Prof e88ional Standards Review Council
receiving any such report and recommendation shall review the same
and promptly transmit such report and recommendation to the Secre-

tary together with any additional comments or recommendations
thereon as it deems appropriate. The Secretary may utilize a Pro fes8ional Standards Review Organization, in lieu of a program review
team as specified in sections 186Pd and 1866, for purposes of sub paragraph (C) of section 186? (d) (1) and sub paragmaph (F) of section
1866(b)

(i).

Requirement of Review Approval as Coizdition of Payment of
Claims

Sec. 1158. (a) Except as provided for in section 1159, no Federal
funds appropriated under any title of this Act (other than title V)
for the provision of health care services or items shall be used (directly
or indirectly) for the payment, under such title or any program established pursuant thereto, of any claim for the provision of such services
or items, unles8 the Secretary, pursuant to regulation determ,ine8 that

the claimant is without fault if—
(1) the provision of such services or items is subject to review
under this part by any Professional Standards Review Organi-

ation, or other agency; and

(?2) such organization or other agency has, in the proper exer-

cise of it8 duties and functions under or con8istent with the
purposes of this part, disapproved of the services or items giving
rise to such claim, and ha8 notified the practitioner or provider
who provided or proposed to provide such services or items and the
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individual who would receive or was proposed to receive 8VAJh
services or items of its disapproval of the provision of 8uch 8ervice8 or items.
(b) Whenever any Professional Standards Review Organization,
in the discharge of its duties and functions as specified by or pursuant

to this part, disapproves of any health care services or items fur-

nished or to be furnished by any practitioner or provider, such orga-

nization shall, after notifying the practitioner, provider, or other
organization or agency of its disapproval in accordance with subsection (a), promptly notify the agency or organization having responsibility for acting upon claims for payment for or on account of such
services or items.

Hearings and Review by Secretarb
SEc. 1159. (a) Any beneficiary or recipient who is entitled to bene-

fits under this Act (other than title V) or a provider or practitioner
who is dissatisfied with a determination with respect to a claim made
by a Professional Standards Review Organization in carrying out its
responsibilities for the review of professional activities in accordance

with paragraphs (I) and (2) of 8ection 1155(a) shall, after being
notified of such determination, be entitled to a reconsideration thereof
by the Professional Standards Review Organization and, where the
Professional Standards Review Organization reaffirms such determi-

nation in a State which has established a Statewide Prof essional
Standards Review Council, and where the matter in controversy is
$100 or more, such determination shall be reviewed by professional
members of such Council and, if the Council so determined, revised.
(b) Where the determination of the Statewide Professional Standards Review Council is adverse to the beneficiary or recipient (or, in
the absence of such Council in a State and where the matter in controversy is $100 or more), such beneficiary or recipient shall be entitled to
a hearing thereon by the Secretary to the same erxitent as is provided in
section 205(b), and, where the amount in controversy i8 $1,000 or more,
to judicial review of the Secretary's final deci8ion after such hearing as
is provided in section 205(g). The Secretary will render a decision onZy
after appropriate professional con8v2tation on th€ matter.
(c) Any review or appeal8 provided under this section 8hall be in lieu

of any review, hearing, or appeal under this Act with respect to the

same issue.

Obligations of Health Care Practitioners and Providers of Health
Care Services; Sanctions and Penalties; Hearings and Review
SEC. 1160. (a) (1) It shall be the obligation of any health care practitioner and any other person (including a hospital or other health care
facility, organization, or agency) who provides health care servioes for
which payment may be made (in whole or in part) under this Act, to
assure that services or items ordered or provided by such practitioner
or person to beneficiaries and recipients under this Act—
(A) will be provided only when, and to the evtent, medically
necessary; and
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(B) will be of a quality which meets pro fe8sioflally reco,inized
standards of health care; and
(C) will be supported by evidence of such medical iiecessity and
quality in such form and fashion and at such time as nvty reasonably be required ly the Professional Standards Review Orga'nization in the exercise of its duties and responsibilitie8;
and it s1iall be the obligation of any health care practitioner, in ordering, authorizing, directly, or arranging for the provision by any other
person (including a hospital or other health care facility, organization,
or agency) of health care services for any patient of such practitioner,
to exercise his professional responsibility with a view to assuring (to
the extent of his influence or control over 8iwh patient, such per8on, or
the provision of such services) that such seri.'ices or items will be provided—
(D) only when, and to the extent, medically necessary; and
(E) will be of a quality which meets professionally recognized
standards of health care.
(92) Each health care practitioner, and each hospital or other provider of health care services, shall have the obligation, within reason•

able limits of professional discretion, not to take any action, in the
exercise of his pro fe8sion (in the case of any health care practitioner),
or in the conduct of its business (in the case of any hospital or 'other
8uch provider), which would authorize any individual to be admitted

as an inpatient in or to continue as an inpatient in any hospital or
other health care facility unless—

(A) inpatient care is determined by such practitioner and by
such hospital or other provider, con8istent with professionally
recognized health care standards, to be medically necessary for
the proper care of such individual; and

(B) (i) the inpatient care required by such individual cannot,
consistent with such standards, be provided more economically
in a health care facility of a different type; or
(ii) (in the case of a patient who reguires care which can, consistent with such standards, be provided more economically in a

health care facility of a different type) there is, in the area in
which such individual i8 located, no such facility or no 8uch
facility which is available to provide care to 8uch individual at
the time when care i8 needed by him.
(b) (1) If after reascinable notice and opportunity for discus8ion
with the practitioner or provider concerned, any Professional Standards Review Organization submits a report and recommendations to

the Secretary pursuant to section 1157 (whidh report and recommendations shall be submitted through the Statewide Prof e88ional Standards Review Council, if such Council has been established, which 8hall

promptly transmit such report and recommendations together with
ony additional comments and recommendations thereon as it deems ap-

propriate) and if the Secretary determines that such practitioner or
provider, in providing health care services over which such organization has review responsibility and for which payment (in whole or in
part) may be made under this Act has—
(A) by failing, in a substantial number of 'cases, substantially
to comply with any obligation impoáed on him under 8ub8ectio

(a),or
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(B) by grossly and flagrantly violating any such obligation in
one or more instances,

demonstrated an unwillingness or a lack of ability substantially to
comply with such obligations, he (in addition to any other sanction
provided under law) may exclude (permanently or for such period as
the Secretary may prescribe) such practitioner or provider from eli-

gibility to provide such services on a reimbursable basis.

() A determination made by the Secretary under this subsection

shall be effective at such time and upon such reasonable notice to the
public and to the person furnishing the services involved as may be
specified in regulations. Such determination shall be effective with respect to services furnished to an individual on or after the effective
date of such determination (except that in the case of institutional
health care services such determinations shall be effective in the manner provided in title XVIII with respect to terminations of provider
agreements), and shall remain in effect until the Secretary finds and
gives reasonable notice to the public that the basis for such determination has been removed and that there is reasonable assurance that it
will not recur.
(3) In lieu of the sanction authorized by paragraph (1), the Secre-

tary may require that (as a condition to the continued eligibility of
such practitioner or provider to provide such health care services on
a reimbursable basis) such practitioner or provider pay to the United
States, in case such acts or conduct involved the provision or ordering by such practitioner or provider of health care services which were
medically improper or unnecessary, an amount not in excess of the
actual or estimated cost of the medically improper or unnecessary serv-

ices so provided, or (if less) $5,000. Such amount may be deducted
from any sums owing by the United States (or any instrumentality
thereof) to the person from whom such amount is claimed.
(4) Any person furnishing services described in paragraph (1) who
is dissatisfied with a determination made. 1y the Secretary under this
subsection 8hall be entitled to reasonable notice and opportunity for a
hearing thereon by the Secretary to the same extent as is provided in

section ?205 (b), and to judicial review of the Secretary's final decision
after such hearing as is provided in section 92O5(g).
(c) It 8hall be the duty of each Professional Standards Review Organization and each Statewide Professional Standards Review Council to use such authority or influence it may possess as a professional
organization, and to enlist the support of any other professional or
governmental organization having influence or authority over health
care practitioners and any other person (including a hospital or other

health care facility, organization, or agency) providing health care
services in the area served by such review organization, in assuring
that each practitioner or provider (referred to in subsection (a)) providing health care services in such area shall comply with all obligations imposed on him under subsection (a).

Notice to Practitioner or Provider
&c. 1161. Whenever any Professional Standards Review Organization takes any action or makes any determination—
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(a) which denies any request, by a health care practitioner or
other provider of health care services, for approval of a health
care service or item proposed to be ordered or provided by such
practitioner or provider; or
(b) that any such practitioner or provider has violated any
obligation imposed on such practitioner or provider under sec-

tion 1160,

such organization shall, immediately after taking such action or making such deterniination, give notioe to such practitioner or provider
of such determination and the basis there for, and shall provide him
with appropriate opportunity for discussion and review of the matter.

Statewide Professional Standards Review Councils; Advisory
Groups to Such Councils
SEC. 1162. (a) in any State in which there are located three or

more Professional Standards Review Organizations, the Secretary
shall establish a Statewide Professional Standards Review Council.
(b) The membership of any such Council for any State shall be appointed by the Secretary and shall consist of—

(1) one representative from and designated by each Profes-

sional Standards Review Organization in the State;
(2) four physicians, two of whom may be designated by the
State medical society and two of whom may be designated by the
State hospital association of such State to serve as members on
such Council; and
(3) four persons knowledgeable in health care from such State
whom the Secretary shall have selected as representatives of the
public in such State (at least two of whom shall have been recomiinended for membership on the Council by the Governor of
such State).
(c) it shall be the duty and function of the Statewide Professional
Standards Review Council for any State, in accordance with regula-

tions of the Secretary, (1) to coordinate the activities of, and dis-

seminate information and data among the various Professional Standards Review Organizations within such State including assisting the
Secretary in development of uniform data gathering procedures and

operating procedures applicable to the several areas in a State (including, where appropriate, common data processing operations serv-

ing several or all areas) to assure efficient operation and objective
evaluation of comparative performance of the several areas and, (2)
to assist the Secretary in evaluating the performance of each Professional Standards Review Organization, and (3) where the Secretary
finds it necessary to replace a Professional Standards Review Organization, to assist him in developing and arranging for a qualified

replacement Professional Standards Review Organization.
(d) The Secretary is authorized to enter into an agreement with any
such Council under which the Secretary shall make payments to such
Council equal to the amount of expenses reasonably and necessarily
incurred, as determined by the Secretary, by such Council in carrying
out the duties and functions provided in this section.
(e) (1) The Statewide Professional Standards Review Council for
any State (or in. a State which does not have such Council, the Pro-
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fessional Standards Review Organizations in such State which have
agreements with the Secretary) shall be advised and assisted in carrying out its functions, by an advisory group (of not less than seven
nor more than eleven members) which shall be made up of representatives of health care practitioners (other than physicians) and
hospitals and other health care facilities which provide within the
State health care services for which payment (in whole or in part)
may be made under any program established by or pursuant to this
Act.

(2) The Secretary shall by regulations provide the manner in which
members of such advisory group shall be selected by the Statewide
Professional Standards Review Council (or Professional Standards
Review Organizations in States without such Councils).
(3) The expenses reasonably and necessarily incurred, as determined by the Secretary, by such group in carrmjinq out its duties and

functions under this subsection shall be considered to be expenses nec-

essarily incurred by the Statewide Professional Standards Review
Council served by such group.

National Professional Standards Review Council
SEc. 1163. (a) (1). There shall be established a National Professional Standards Review Council (hereinafter in this section referred
to as the "Council") which shall consist of eleven physicians, not otherwise in the employ of the United States, appointed by the Secretary
without regard to the provisions of title 5, United States Code, governing appointments in the competitive service.
(2) Members of the Council shall be appointed for a term of three
years and shall be eligible for reappointment.
(3) The Secretary shall from time to time designate one of the members of the Council to serve as Chairman thereof.

(b) Members of the Council shall consist of physicians of recognized standinq and distinction in the appraisal of medical practice.
A majority of such members shall be physicians who have been recommended to the Secretary to serve on the Council by national organiza-

tions recognized by the Secretary as representinq practicing physicians. The membership of the Council shall include physicians who
have been recommended for membership on the Council by consumer
groups and other health care interests.
(c) The Council is authorized to utilize, and the Secretary 8hall
make available, or arrange for, such technical and professional consultative assistance as may he required to carry out its functions, and
the Secretary shall, in addition, make available to the Council such
secretarial, clerical and other assistance and sudh pertinent data prepared by, for, or otherwise available to, the Department of Health,
Education, and Welfare as the Council may require to carry out its

functions.

(d) Members of the Council, while serving on business of the

Council, shall be entitled to receive compensation at a rate fixed by
the Secretary (but not in excess of the daily rate paid under (]S—18
of the General Schedule under section 5332 of title 5, United States
Code), including traveltime; and while so serving away from their

Sec. 1163(e)
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homes or regular places of business, they may be allowed travel eec-

penses, including per diem in lieu of subsistence, as authorizd by
section 5703 of title 5, United States (lode, for persons in Government
service employed intermittently.

(e) It shall be the duty of the Council to—
(1) advise the Secretary in the administration of this part;

(2) provide for the development and distribution, among St atewide Pro fesional Standards Review Councils• and Pro fessional
Standards Review Organizations, of information and data which
will assist such review councils and organizations in carrying out
their duties and functions;
(3) review the operations of Statewide Professional Standards
Review Councils and Professional Standards Review Organizations with a view to determining the effectiveness and comparative performance of such review councils and organizations in

carrying out the purposes of this part; and
(4) make or arrange for the making of studies and investigations with a view to developing and recommending to the Secretary and to the Congress measures designed more effectively to
accomplish the purposes and objectives of this part.
(f) The National Professional Standards Review Council shall

from time to time, but not less often than annually, submit to the
Secretary and to the Congress a report on its activities and shall include in such report the ndinq.9 of its studies and investigations together with any recommendations it may have with respect to the
more effective accomplishment of the purposes and objectives of this
part. Such report shall also contain comparative data indicating the
results of review activities, conducted pursuant to this part, in each
State and in each of the various areas thereof.

Application of This Part to Certain State Programs Receiving
Federal Financial Assistance
SEC. 1164. (a) In addition to the requirements imposed by law as
a condition of approval of a State plan approved under any title of
this Act under which health care services are paid for in whole or part,

with Federal funds, there is hereby imposed the requirement that
provisions of this part shall apply to the operation of such plan or
program.
(b) The requirement imposed by subsection (a) with respect to such
State plans approved under this Act shall apply—
(1) in the case of any such plan where legislative action by the
State legislature is not necessary to meet such requirement, on and
after January 1, 1974; and
(2) in the case of any such plan where legislative action by the
State legislature is necessary to meet such requirement, whichever
of the following is earlier—
(A) on and after July 1,1974, or
(B) on and after the first day of the calendar month which
first commences more than ninety days after the close of the

first regular sessio'rt of the legislature of such State which
begins after December 31, 1973.
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Correlation of Functions Between Professional Standards Review

Organizations and Administrative instrumentalities

SEC. 1165. The Secretary shall by regulations provide for such correlation of activities, such interchange of data and information, and
sue/i other cooperation consistent with economical, efficient, coordinated, and comprehensive implementation of this part (including but
not limited to, usage of existing mechanical and other data-gathering
capacity) between and among—
(a) (1) agencies and organizations which are parties to agreements entered into pursuant to section 1816, (2) carriers which are
parties to contracts entered into pursuant to section 1842, and (3)

any other public or private agency (other than a Professional
Standards Review Organization) having review or control functions, or proved relevant data-gathering procedures and experience, and
(b) Professional Standards Review Organizations, as may be
necessary or appropriate for the effective administration of title
XVIII, or State plans approved under this Act.

Prohibition Against Disclosure of information
SEC. 1166. (a) Any data or information acquired by an Profes-

sional Standards Review Organization, in the exercise of its duties
and functions, shall be held in confidence and shall not be disclosed to
any person except (1) to the extent that may be necessary to carry out
the purposes of this part or (2) in such eases and under such circum-

stances as the Secretary shall by regulations provide to assure adequate protection of the rights and interests of patients, health care
practitioners, or providers of health care.
(b) 'It shall be unlawful for any person to disclose any such in formation other than for such purposes, and any person violating the provisions of this section shall, upon conviction, be fined not more than
$1,000, and imprisoned for not more than six mont/is, or both, together
with the costs of prosecution.

Limitation on Liability for Persons Providing information, and
for Members and Employees of Professional Standards Review
Organizations, and for Health Care Practitioners and Providers
SEc. 1167. (a) Notwithstanding any other provision of law, no person
providing information to any Professional Standards Review Organization shall be held, by reason of having provided such information, to
have violated any criminal law, or to be civilly liable under any law, of
the United States, or of any State (or political subdivision thereof)
unless—

(1) such information is unrelated to the performance of the

duties and functions of such Organization, or
(fe) such information is false and the person providing such information knew, or had reason to believe, that such information
was falee.
(b) (1) No individual who, as a member or employee of any Pro fe88ional Standards Review Organization or who furnishes pro fe8sional
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counsel or services to such organisation, shall be held by reason of the

pert ormance by him of any duty, function, or activity authorised or
required of Professional Standards Review Organisations under this
part, to have violated any criminal law, or to be civilly liable under any
law, of the United States or of any State (or political subdivision
thereof) provided he has exercised due care.
(2) The provisions of paragraph (1) shall not apply with respect to
any action taken by any individual if such individual, in taking such
action, was motivated by malice toward any person affected by such
action.
(c) No doctor of medicine or osteopathy and no provider (including
directors, trustees, employees, or officials thereof) of health care services shall be civilly liable to any person under any law of the United
States or of any State (or political subdivision thereof) on account of
any action taken by him in compliance with or reliance upon professionally developed norms of care and treatment applied by a Pro fessio'nal Standards Review Organisation (which has been designated in
accordance with section 1152(b) (1) (A)) operating in the area where
such doctor of medicine or osteopathy or provider took such action but
only if—

(1) he takes such action (in the case of a health care practi-

tioner) in the exercise of his profession as a doctor of medicine or
osteopathy (or in the case of a provider of health care services) in
the exercise of his functions as a provider of health care services
and
(2) he exercised due care in all professional conduct taken or
directed by him and reasonably related to, and resulting from, the
actions taken in compliance with or reliance upon such professionally accepted norms of care and treatment.

Authorization for Use of Certain Funds to Administer the
Provisions of this Part
SEC. 1168. Eapense8 incurred in the administration of this part shall
be payable from—
(a) funds in the Federal Hospital Insurance Trust Fund;
(b) funds in the Federal Supplementary Medical Insurance

Tru8t Fund; and

(c) funds appropriated to carry out the health care provisions
of the 8everal titles of this Act;

in such amount8 from each of the sources of funds (referred to in
sub8ections (a), (b), and (c)) as the Secretary shall deem to be fair
and equitable after taking into consideration the costs attributable
to the administration of this part with respect to each of such plans
and programs.
Technical Assistance to Organizations Desiring To lie Designated

as Professional Standards Review Organizations
SEc. 1169. The Secretary is authorized to provide all necessary

technical and other assistance (including the preparation of prototype

plans of organization and operation) to organizations described in
sectwn .1152(b) (1) which—
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(a) ea,press a desire to be designated as a Professional Standard8 Review Organization; and
(b) the Secretary determines to have a potential for meeting the
requirements of a Prof essional Standards Review Oryanization;
to a9szst such organizations in developing a proper plan to be submitted to the Secretary and otherwiee in preparing to meet the requirements of this part for designatio'n. a a Prof essional Standards Review
Organization.

Exemptions of Christian Science Sanatoriwns
SEc. 1170. The provisione of this part shall not apply with respect
to a Christian Science sanatorium operated, or listed and certified,
1y the First Church of Christ, Scientist, Boston, Massachusetts.
*

*

*

*

*

*

*
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[Appropriation
(Section 1401. For the purpose of enabling each State to furnish
financial assistance, as far as practicable under the condition in such
State, to needy individuals eighteen years of age and older who are

permanently and totally disabled and of encouraging each State,
as far as practicable under such conditions, to furnish rehabilitation
and other services to help such individuals attain or retain capability
for self-support or self-care, there is hereby authorized to be appropriated for each fiscal year a sum sufficient to carry out the purposes
of this title. The sums made available under this section shall be used
for making payments to States which have submitted, and had ap-

proved by the Secretary of Health, Education, and Welfare, State
plans for aid to the permanently and totally disabled.

[State Plans for Aid to the Permanently and Totally Disabled
[Sec. 1402. (a) A State plan for aid to the permanently and totally
disabled must (1) provide that it shall be in effect in all political subdivisions of the State, and, if administered by them, be mandatory
upon them; (2) provide for financial participation by the State; (3)
either provide for the establishment or designation of a single State

agency to administer the plan, or provide for the establishment or
designation of a single State agency to supervise the administration
of the plan; (4) provide for granting an opportunity for a fair hearing before the State agency to any individual whose claim for aid to
the permanently and totally disabled is denied or is not acted upon
with reasonable promptness; (5) provide (A) such methods of administration (including methods relating to the establishment and maintenance of personnel standards on a merit basis, except that the Secretary shall exercise no authority with respect to the selection, tenure
of office, and compensation of any individual employed in accordance
with such methods) as are found by the Secretary to be necessary for
the proper and efficient operation of the plan, and (B) foi' the train-

ing and effective use of paid subprofessional staff, with particular
emphasis on the full-time or part-time employment of recipients and
other persons of low income, as community service aides, in the administration of the plan and for the use of nonpaid or partially paid
volunteers in a social service volunteer program in providing services
(930)
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to applicants and recipients and in assisting any advisory committees

established by the State agency; (6) provide that the State agency

will make such reports, in such form and containing such information,
as the Secretary may from time to time require, and comply with such
provisions as the Secretary may from time to time find necessary to

assure the correctness and verific.tion of such reports; (7) provide
that no aid will be furnished any individual under the plan with respect to any period with respect to which he is receiving old-age assistance under the State plan approved under section 2 of this Act,
aid to families with dependent children under the State plan approved
under section 402.of this Act, or aid to the blind under the State plan
approved under section 1002 of this Act; (8) provide that the State
agency shall, in determining need, take into consideration any other
income and resources of an individual claiming aid to the permanently
and totally disabled, as well as any expenses reasonably attributable to
the earning of any such income; except that, in making such determi-

nation, (A) the State agency may disregard not more than $7.50 of
any income, (B) of the first $80 per month of additional income which
is earned the State agency may disregard not more than the first $20

thereof plus one-half of the remainder, and (C) the State agency
may, for a period not in excess of 36 months, disregard such additional

amounts of other income and resources, in the case of an individual

who has a plan for achieving self-support approved by the State
agency, as may be necessary for the fulfillment of such plan, but only
with respect to the part or parts of such period during substantially
all of which he is actually undergoing vocational rehabilitation; (9)
provide safeguards which restrict the use or disclosure of information
concerning applicants and recipients to purposes directly connected
with the administration of aid to the permanently and totally disabled; (10) provide that all individuals wishing to make application
for aid to the permanently and totally disabled shall have opportunity
to do so, and that aid to the permanently and totally disabled shall be
furnished with reasonable promptness to all eligible individuals; (11)
effective July 1, 1953, provide, if the plan includes payments to individuals in private or public institutions, for the establishment or designation of a State authority or authorities which shall be responsible
for establishing and maintaining standards for such institutions; and
(12) provide a description of the services (if any) which the State
agency makes available to applicants for and recipients of aid to the
permanently and totally disabled to help them attain self-support or
self-care, including a description of the steps taken to assure, m the

provision of such services, maximum utilization of other agencies providing similar or related services.
((b) The Secretary shall approve any plan which fulfills the conditions specified in subsection (a), except that he shall not approve any
plan which imposes, as a condition of eligibility for aid to the perma-

nently and totally disabled under the plan—
((1) Any residence rquirement which excludes any resident of
the State who has resided therein five years during the nine years
immediately preceding the application for aid to the permanently
and totally disabled and has resided therein continuously for one
year immediately preceding the application;

Sec. 1403(a)

932

[(2) Any citizenship requirement which excludes any citizen of
the United States.

[Payments to States
(Sec. 1403. (a) From the sums appropriated therefor, the Secretary
of the Treasury shall pay to each State which has an approved plan
for aid to the permanently and totally disabled, for each quarter, beginning with the quarter commencing October 1, 1958—
((1) in the case of any State other than Puerto Rico, the Virgin

Islands, and Guam, an amount equal to the sum of the following
proport]ons of the total amounts expended during such quarter

as aid to the permanently and totally disabled under the State
plan (including expenditures for premiums under part B of title

XVIII for individuals who are recipients of money payments under such plan and other insurance premiums for medical or any
other type of remedial care or the cost thereof)—
((A) 3%7 of such expenditures, not counting so much of
any expenditure with respect to any month as exceeds the
product of $37 multiplied by the. total number of recipients of

aid to the permanently an totally disabled for such month
(which total number, for purposes of this subsection, means
(i) the number of individuals who received aid to the permanently and totally disabled in the form of money payments
for such month, plus (ii) the number of other individuals
with respect to whom expenditures were made in such month
as aid to the permanently and totally disabled in the form of
medical or any other type of remedial care) ; plus

((B) the Federal percentage of the amount by which such
expenditures exceed the maximum which may be counted
under clause (A), not counting so much of any expenditure
with respect to any month as exceeds the product of $75 mul-

tiplied by the total number of such recipients of aid to tha
permanently and totally disabled for such month; and
((2) in the case of Puerto Rico, the Virgin Islands, and Guam,
an amount equal to one-half of the total of the sums expended

during such quarter as aid to the permanently and totally disabled
under the State plan (including expenditures for premiums under

part B of title XVIII for individuals who are receipients of

money payments under such plan and other insurance premiums

for medical or any other type of remedial care or the cost

thereof), not counting so much of any expenditure with respect
to any month as exceeds $3.50 multiplied by the total number of
recipients of aid to the permanently and totally diss.hled for such
months; and
((3) in the case of any State whose State plan approved under
section 1402 meets the requirements of. subsection (c) (1), an
amount equal to the sum of the following proportions of the total
amounts expended during such quarter as found necessary by the
Secretary of Health, Education, and Welfare for the proper and
efficient administration of the State plan—
((A) 75 per centum of so much of such expenditures as are
.ct1.—
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((i)
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services which are prescribed pursuant to subsec-

tion (c) (1) and are provided (in accordance with the
next sentence) to applicants for or recipients of aid to
the permanently and totally disabled to help them attain
or retain capability of self-support or self-care, or
((ii) other services, specified by the Secretary as likely
to prevent or reduce dependency, so provided to such
applicants or recipients, or
((iii) any of the services prescribed pursuant to subsec-

tion (c) (1), and of the services specified as provided
in clause (ii), which the Secretary may specify as appropriate for individuals who, within such period or
periods as the Secretary may prescribe, have been or are
likely to become applicants for or recipients of aid to the

permanently and totally disabled, if such services are
requested by such individuals and are provided to such
individuals in accordance with the next sentence, or
((iv) the training of personnel employed or preparing
for employment by the State agency or by the local
agency administering the plan in the political subdivision; plus
((B) one-half of so much of such expenditures (not included under subparagraph (A)) as are for services provided (in accordance with the next sentence) to applicants for
or recipients of aid to the permanently and totally disabled,
and to individuals requesting such services who (within such
period or periods as the Secretary may prescribe) have been
or are likely to become applicants f or or recipients of such
aid; plus
((C) one-half of the remainder of such expenditures.

[The services referred to in subparagraphs (A) and (B) shall
except to the extent specified by the Secretary, include only—

((D) services provided by the staff of the State agency, or
of the local agency administering the State plan in the political subdivision: Provided, That no funds authorized under
this title shall be available for services defined as vocational
rehabilitation services under the Vocational Rehabilitation

Act (i) which are available to individuals in need of them
under programs for their rehabilitation carried on under a
State plan approved under such Act, or (ii) which the State
agency or agencies administering or supervising the adminis-

tration of the State plan approved under such Act are able
and willing to provide if reimbursed for the cost thereof pursuant to agreement under subparagraph (E), if provided by
such staff, and

((E) subject to limitations prescribed by the Secretary,

services which in the judgment of the State agency cannot be
as economically or as effectively provided by the staff of such
State or local agency and are not otherwise reasonably available to individuals n need of them, and which are provided,

pursuant to agreement with the State agency, by the State
health authority or the State agency or agencies administer-
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ing or supervising the administration of the State plan for
vocational rehabilitation services approved under the Vocational Rehabilitation Act or by any other State agency

which the Secretary may determine to be appropriate
(whether provided by its staff or by contract with public

(local) or nonprofit private agencies);
except that services described in clause (ii) of subparagraph (D)
hereof may. be provided only pursuant to agreement with such

State agency or agencies administering or supervising the
administration of the State plan for vocational rehabilitation
services so approved. The portion of. the amount expended for

administration of the State plan to which subparagraph (A)

applies and the portion thereof to which subparagraphs (B) and
(C) apply shall be determined in accordance with such methods
and procedures as may be permitted by the Secretary; and
[(4) in the case of any State whose State plan approved under
section 1402 does not meet the requirements of subsection (c) (1),
an amount equal to one-half of the total of the sums expended
during such quarter as found necessary by the Secretary for the'
proper and efficient administration of the State plan, including
services referred to in paragraph (3) and provided in accordance
with the provisions of such paragraph.
((b) The method of computing and paying such amounts shall be
as follows:
[(1) The Secretary of Health, Education, and Welfare shall,
prior to the beginning of each quarter, estimate the amount to
be paid to the State for such quarter under the provisions of subsection (a), such estimate to be based on (A) a report filed by the
State containing its estimate of the total sum to be expended in
such quarter in accordance with the provisions of such subsection,
and stating the amount appropriated or made available by the
State and its political subdivisions for such expenditures in such
quarter, arid if such amount is less than the State's proportionate
share of the total sum of such estimated expenditures, the source
or sources from which the difference is expected to be derived,
(B) records showiig the number of permanently and totally disabled individuals in the State, and (C) such other investigation
as the Secretary may find necessary.
((2) The Secretary of Health, Education, and Welfare shall

then certify to the Secretary of the Treasury the amount so

estimated by the Secretary of Health, Education, and Welfare,
(A) reduced or increased, as the case may be, by any sum by
which the Secretary of Health, Education, and Welfare finds
that his estimate for any prior quarter was greater or less than the
amount which should have been paid to the State under subsection (a) for such quarter, and (B) reduced by a sum equivalent

to the pro rata share to which the United States is equitably
entitled, as determined by the Secretary of Health, Education,
and Welfare, of the net amount recovered during a prior quarter

by the State or any political subdivision thereof with respect
to aid to the permanently and totally disabled furnished under
the State plan; except that such increases or reductions shall
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not be made to the extent that such sums have been applied to

make the amount certified for any prior quarter greater or less
than the amount estimated by the Secretary of Health, Education,

and Welfare for such prior quarter: Provided, That any part
of the amount recovered from the estate of a deceased recipient
which is not in excess of the amount expended by the State or
any political subdivision thereof for the funeral expenses of the
deceased shall not be considered as a basis for reduction under
clause (B) of this paragraph.
((3) The Secretary of the Treasury shall thereupon, through

the Fiscal Service of the Treasury Department, and prior to

audit or settlement by the General Accounting Office, paid to the

State, at the time or times fixed by the Secretary of Health,
Education, and Welfare, the amount so certified.

((c) (1) In order for a State to qualify for payments under paragraph (3) of subsection (a), its State plan approved under section
1402 must provide that the State agency shall make available to applicants for or recipients of aid to the permanently and totally disabled
at least those services to help them attain or retain capability for selfsupport or self-care which. are prescribed by the .Secretary.
((2) In the case of any State whose State plan included a provision
meeting the requirements of paragraph (1), but with respect to which
the Secretary finds, after reasonable notice and opportunity for hearing to the State agency administering or supervising the administration of such plan, that—
((A) the provision has been so changed that it no longer complies with the requirements of paragraph (1), or
((B) in the administration of the plan there is a failure to comply substantially with such provision,
the Secretary shall notify such State agency. that further payments
will not be made to the State under paragraph (3) of subsection (a)
until he is satisfied that there will no longer be any such failure to

comply. Until the Secretary is so satisfied further payments with
respect to the administration of such State plan shall not be made
under paragraph (3) of subsection (a) but shall instead be made,
subject to the other provisions of this title, under paragraph (4) of
such subsection.

(Operations of State Plans
(Sec. 1404. In the case of any State plan for aid to the permanently

and totally disabled which has been approved by the Secretary of
Health, Education, and Welfare, if the Secretary after reasonable
notice and opportunity for hearing to the State agency administering
or supervising the administration of such plan, finds—

((1) that the plan has been so changed as to impose any residence or citizenship requirements prohibited by section 1402(b),
or that in the administration of the plan any such prohibited requirement is imposed, with the knowledge of such State agency, in
a substantial number of cases; or
((2) that in the administration of the plan there is a failure to
comply substantially with any provision required by section 1402
(a) to be included in the plan;

Sec. 1405

the Secretary shall notify such State agency that further payments

will not be made to the State (or, in his discretion, that payments will
be limited to categories under or parts of the State plan not affected by

such failure) until he is satisfied that such prohibited requirement
is no longer so imposed and that there is no longer any such failure to
comply. Until he is so satisfied he shall make no further payments to
such State (or shall limit payments to categories under or parts of the
State plan not affected by such failure).

[Definition
(Sec. 1405. For the purposes of this title, the term "aid to the permanently and totally disabled" means money payments to, or (if pro-

vided in or after the third month before the month in which the

recipient makes application for aid) medical care in behalf of, or any
type of remedial care recognized under State law in behalf of, needy
individuals eighteen years of age or older who are permanently and
totally disabled, but does not include any such payments to or care in
behalf of any individual who is an inmate of a public institution (ex-

cept as a patient in a medical institution) or any individual who
is a patient in an institution for tuberculosis or mental diseases.

Such term also includes payments which are not included within the
meaning of such term under the preceding sentence, but which would
be so included except that they are made on behalf of such a needy
individual to another individual who (as determined in accordance
'with standards prescribed by the Secretary) is interested in or con-

cerned with the welfare of such needy individual, but only with

respect to a State whose State plan approved under section 1402 includes provision for—
((1) determination by the State agency that such needy individual has, by reason of his physical or mental condition, such inability to manage funds that making payments to him would be
contrary to his welfare and, therefore, it is necessary to provide
such aid through payments described in this sentence;

[(2) making such payments only in cases in which such payments will, under the rules otherwise applicable under the 'State
plan for determining need and the amount of aid to the permanently and totally disabled to be paid (and in conjunction with
other income and resources), meet all the need of the individuals
with respect to whom such payments are made;

((3) undertaking and continuing special efforts to protect the
welfare of such individual and to improve, to the extent possible,
his capacity for self-care and to manage funds;
[(4) periodic review by such State agency of the determination

under paragraph (1) to ascertain whether conditions justifying
such determination still exist, with provision for termination of
such payments if they do not and for seeking judicial appointment

of a guardian or other legal representative, as described in section 1111, if and when it appears that such action will best serve
the interests of such needy individual; and
((5) opportunity for a fair hearing before the State agency on
the determination referred to in paragraph (1) for any individual
with respect to whom it is made.]
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Purpose; Appropriation
Sec. 1501. For the purpose of enabling the States to furnish care
and treatment to drug addicts and alcoholic8 to help such individuals
to terminate their dysfunctional dependency on drugs or alcohol, there
is hereby authorised to be appropriated for each fiscal year a sum. sufficient to carry out the purposes of this title. The sums made available
under this section shall be used for making payment8 to States which
have sub!niitted, and had approved by the Secretary of Health, Edu-

cation, and Welfare, State plans for care and treatment of such

individuals.

SUBPART 1—STATE PLANS FOR CARE AND TREATMENT
OF DRUG ADDICTS AND ALCOHOLICS

General Administrative Provisions
Sec. 1502. A State plan for care and treatment of medically determined drug addicts and alcoholics niut—
(a) provide that it shall be in effect in all political subdivisions

of the State, and, if adm,inistered by them, be mandatory upon
them;
(b) provide for financial participation by the State;
(c) either provide for the de8ignation of a single State agencp
to administer the plan, or provide for the designation of a single
State agency to supervise the administration of the plan;
(d) provide that the State agency designated to administer or
supervise the administration of the plan will e'ivter into an agreement with the, appropriate State agencies designated under the
(937)
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Comprehensive Alcohol Abuse and Treatment Act of 1970 and the

Drug Abuse and Treatment Act of 1972 under which (1) such
agencies will prepare and implement a rehabilitation plan for each

individual enrolled in the care and treatment program and will
certify to the State agency those local treatment agencies, organiations, institutions, and practitioners qualified to provide care and

treatment under the State plan, and () the. State agency will

assume responsibility for financing the program, accept applicatio'ns from individuals desiring to enroll in the program, determine
eligibility, and certify the niaximum anwunt any enrollee may receive for his maintenance;
(e) set forth the 'methods of administration to be followed in
carrying out the State plan which—

(1) include methods relating to the establishment and

maintenance of personnel standards on a merit basis, and
() provide for the training and effective use of paid subpro fessional staff, with particular emphasis on the full-time
or part-time employment of recipients of assistance, as commiunity services aides, in the administration of the plan and
for the use of non paid or partially paid volunteers in a social
service volunteer program in providing services to applicants
and enrollees;

(f) provide that the State agency will make such reports, in
such form and containin' such information, as the Secretary may
from time to time require, and comply with such provisions as the
Secretary may from time to time find necessary to assure the correctness and verification of such reports; and

(g) provide (1) that, as a condition of eligibility under the

plan, each applicant or enrollee shall furnish to the State agency
his social security account number (or numbers, if he has more

than one such number), and () that such State agency shall

utilise such account n'wnbbers, in addition to any other means of
identification it may determine to employ, in the administration
of such plan.

Determining Eligibility for Care and Treatment;
Rehabilitation Plan
Sec. 1503. A State plan for care and treatment of drug addicts and
alcoholics must—

(a) provide that any individual who (1) would be eligible,
except for section 411(f) (6), for aid under the State plan ap-

proved under part A of title JV, or would be eligible for assistance

under the State plan approved under title XIV or XVI, or, after
December 31, 1973, would be eligible, except for section 1611(e)

(3), for supplementary security income under title XVI, and ()
who is medically determined, by a physician qualified to make
such a determination, to be unable to engage in any substantial
gainful activity (or, in the case of a child under the age of 18,
if he suffers from a physical or mental impairment of comparable severity) by reason of a medically determinable addictive dependency on drugs or alcohol which has lasted or can be expected

to last for a period of 1 months, shall be eligible, upon applica-
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tion, to enroll in the program of care and treatment established by
the State under thi8 title;
(b) provide that the appropriate agency (as determined under
the agreemen.t required by section 15O (d) ) —
(1) prepare a rehabilitation plan for each enrollee which
will—

(A) provide for active care and treatment under a professionally developed plan of rehabilitation that is designed to terminate dysfunctional dependency on alcohol
or drugs,
(B) include, to the extent appropriate, work experience, and

(C) include a determination of (i) the needs, if any,
of such enrollee for maintenance payments and (ii) the
amount of any such payment: Provided, That no such
payment shall be in excess of the amount of aid such
enrollee would be eligible to receive if he was eligible,

except for section 411(f) (6), for aid under the State
plan approved under part A of title IV, or if he was
eligible for assistance under the State plan approved

under title XIV or XVI, or, after December 31, 1973, if
he was eligible, except for section 1611 (e) (3), for suppleme'ntary security income under title XVI;
(J) make (in consultation with the State agency) arrange-

ments for protective payments to be made on behalf of the
enrollee to another individual who (as determined in accordance with standards prescribed by the Secretary) is intere8ted in or concerned with the welfare of such individual, or
directly to a person furnishing food, living accommodations,
or other goods, services, or items for such enrollee; and
(3) review the rehabilitation plan for each enrollee not less
often than every three months, and, as a part of such review,
determine whether protective payments should continue to
be made and whether such payments should be made directly
to 8uch enrollee;

(c) make funds available for the provision of active care and
treatment for individuals, pursuant to a rehabilitation plan prepared under subsection (b) (1), referred to local treatment agencies, organisations, institutions, or practitioners certified as
qualified under section 1502(d);
(d) provide that all individuai enrolled in the treatment program established by the State under this title will be referred

for care and treatment, pursuant to a rehabilitation plan pre-.
pared under subsection (b) (1), to a local treatment agency,
organi2ation, institutio or practitioner certified as qualified
under section 1502(d);

(e) provide that any individual referred to the appropriate
agency for care and treatment under the State plan or any enrollee under the plan who shall refuse such care and treatment,

without good cause, shall be ineligible to receive further care and
treatment under this title; and

(f) provide that in any case in which more or less than the
correct amount of any payment for any month was paid to an
78—1780—72—60
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enrollee (or to another individual on behalf of an enrollee) under

the plan,
(1) in the case of underpayments, proper adjustment 8hall
be made in future payment8 with respect to 8Uch enrollee
which are made within such maceimuni period of time as the
State agency may pre8cribe, and
() in the case of overpayment8—
(A) proper adjustment or recovery 8hall be made in
future payments with re8pect to such enrollee or by recovery from such enrollee in accordance with procedures
of the State for collection of overpa7/ment8, or
(B) if such adjustment or recovery cannot be made,
the State agency will 80 notify the Secretary so that he
may make appropriate adjustments to or recovery from
other amounts which may be owed to such enrollee by
the United States pursuant to 8ection 1511.

Statutory Rights of Applicants and Enrollees
Sec. 1504. A State plan for care and treatment of drug addicts and
alcoholics must—

(a) provide for granting an opportunity for an evidentiary

hearing before the State agency or, if the State plan is administered in each of the political 8ubdivisions of the State by a local
agency, be/ore 8uch local agency, to any individual (1) whose application for enrollment for care and treatment under the plan i8
denied or is not acted upon with reasonable promptness, or ()

wiw has been found ineligible for further care and treatment
pursuant to section 1503(e); and
(b) provide safe guard8 which permit the use of disclosure of
information concerning applicants or recipients only (1) to public
officials who require 8uch information in connection with their
official duties, or () to other persons for purposes directly connected with the administration of the plan for care and treatment
of drug addicts and alcoholics.

SUBPART J—PAYMENTS TO STATES

Payments to States
Sec. 1505. (a) From the sums appropriated there/or, the Secretary
8hall pay to each State which has a plan for care and treatment of

drug addict8 and alcoholie8 approved under thi8 title, for each quarter,
beginning with the quarter commencing with the calendar year be ginfling January 1,1973—
(1) (A) an amount equal to the amount such State would have
been entitled to receive as reimbursement for payments to individuals under this title if such individuals had been receiving aid or

assistance under (i) the State plan for aid to families with dependent children approved under part A of title IV, if such individual had been eligible to receive such aid except for the provisions of section 411(f)(6), or (ii) prior to January 1, 1974, the
State plan approved under title XIV or XVI; and
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(B) an amount equal to the amount such individual would have
received as suplententary security income under title XVI, if such
individual had been eligible to receive such income except for the
provisions of section 1611 (e) (3);
(2) an amount equal to the Federal social service percentage
(as defined in section 1101 (a) (8) of so nwch of such expenditures
as are for social services authorized to be made available under
sections 407(b) and 1607(b);
(3) an amount equal to the Federal medical assistance percentage (as defined in section 1905(b) of this Act) of the total amounts

expended during such quarter as medical assistance (as defined
in section 1905(a) of this Act) under the State plan for care and
treatment (including expenditures for premiums under part B
of title XVIII, for individuals who were, at the time of their enrollment, recipients of money payments under a State plan ap-

proved under another title of this Act, or payments for foster
care in accordance with section 406, and other insurance premiums for medical or any other type of remedial care or the cost
thereof) and as reasonable payment for professional activities,

other than the direct provision of services, performed in the
administration of this title by skilled professional medical personnel and staff directly supporting such personnel pursuant to
section 1902(a) (26) and (31), regardless of whether such activities are performed by State agency personnel or by others under
an arrangement with such agency; and

(4) an amount equal to 50 per centunt of the total amount
expended during such quarter as are found necessary by the Sec-

retary for the proper and efficient administration of the plan
(except that the Secretary shall exercise no authority with re-

spect to the selection, tenure of office, and compensation of any
individual employed in accordance with the methods of administration included in the State plan pursuant to section 1502(e)).
(b) (1) Prior to the beginning of each quarter, the Secretary shall
estimate the amount to which a State will be entitled under subsection
(a) for such quarter, such estimates to be based on (A) a report filed
by the State containing its estimates of tlie'total sum to be expended
in such quarter in accordance with the other provisions of such sub8ection, and stating the amount appropriated or made available by
the State and its political subdivisions for such expenditures in such
quarter, and if such amount is less than the State's proportionate
share of the total sum of such estimated expenditures, the source or
sources from which the difference is expected to be derived, (B) records showing the number of individuals disabled (as that term is used
in section 1503(a) (2)) by reason of addictive dependence upon alcohol or drugs in the State, and (C) such other investigation as the
Secretary may find necessary.
(2) The Secretary 8hall then pay, in such installments as he may determine, to the State the amount so estimated, reduced or increased to

the extent of any overpayment or underpayment which the Secretary
determines was made under this section to such. State for any prior
quarter and with re8pect to which adjustment has not already been
made under this subsection.
(3) The pro rata share to w1iio,i the United States is equitably en-
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titled, as deternvined by the Secretary, of the net amount recovered

during any quarter by the State or any political subdivision thereof
with respect to payments made under the State plan but excluding
any amount recovered fr&m the estate of a deceased recipient which is

not in excess of the amount expended by the State or any political
eubdwzszon thereof for the funeral expenses of the deceased, 8hall be
considered an overpayment to be adjusted under this subsection.
(4) Upon the making of any estimate by the Secretary under thi8
subsection, any appropriations available for payments under this section 8hall be deemed obligated.

(o) The level of expenditures for the program established by the
State under this title in any fiscal year beginning after the fiscal year
ending June 30, 1973, shall be reduced by that percentage which is
equal to the percentage reduction, if any, of total Federal, State, and
local government expenditures in such State.in the immediately preceding two fiscal years for all other programs of care and treatment
f or drug addicts aid alcoholics (exclusive of the program established
by the State under this title).

SUBPART 3—FEDERAL RESPONSIBILITY

Operation of State Plans
Sec. 1507. (a) The Secretary shall approve any plan which meets
the requirement8 of this title.

(b) If the Secretary, after reasonable notice and opportunity for a
hearing to the State agency administering or supervising administration of the State plan approved under this title, finds that in the administration of the plan there is a failure to comply substantially with
any such provision required by this title to be included in the plan, the
&cretary shall notify such State agency that further payments will
not be made to the State (or, in his discretion, that payments will be
limited to categories under or parts of the State plan not affected by
8uch failure), until the Secretary is satisfied that there will no longer
be any such failure to comply. Until he is so satisfied he shall make
no further payments to such State (or shall limit payments to categories under or parts of the State plan not affected by such failures).

Recovery of Overpayments to Drug Addicts and
Alcoholics
Sec. 1508. In any case in which a State agency has notified the Secretary that it cannot recover from an individual overpayments to drug
addicts and alcoholics, and that payments (if any) made to such individual, subsequent to the determination of the overpayment, are insufficient to permit adjustments to recoup such overpayment, the Secretary shall recover the amount of such overpayment from any amounts
(other than lump-sum death benefits payable under section J02(i))
otherwise due 8uch individual or becoming due such individual from
any officer or agency of the United States or under any Federal pro-

gram. An appropriate portion of amounts recovered under the

preceding sentence shall be credited to the State which made 8UCh
overpayment.

TITLE XVI—[GRANTS TO STATES FOR AID TO THE

AGED, BLIND, OR DISABLED, OR FOR SUCH AID AND
MEDICAL ASSISTANCE FOR THE AGED] SUPPLEMENTAL SECURITY INCOME FOR THE AGED, BLIND, AND
DISABLED
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[Appropriation
[Section 1601. For the purpose (a) of enabling each State, as far

as practicable under the conditions in such State, to furnish financial
assistance to needy individuals who are 65 years of age or over, are
blind, or are 18 years of age or over and permanently and totally disabled, (b) of enabling each State, as far as practicable under the conditions in such State, to furnish medical assistance on behalf of individuals who are 65 years of age or over and who are not recipients of
aid to the aged, blind, or disabled but whose income and resources
are insufficient to meet the costs of necessary medical services, and (c)
of encouraging each State, as far as practicable under the conditions
in such State, to furnish rehabilitation and other services to help individuals referred to in clause (a) or (b) to attain or retain capability
for self-support or self-care, there is hereby authorized to be appropriated for each fiscal year a sum sufficient to carry out the purposes of
this title. The sums made available under this section shall be used for
making payments to States which have submitted, and had approved
by the Secretary of Health, Education, and Welfare, State plans for
(943)
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aid to the aged, blind, or disabled, or for aid to the aged, blind, or
disabled and medical assistance for the aged.

[State Plans for Aid to the Aged, Blind, or Disabled, or for Such
Aid and Medical Assistance for the Aged
(Sec. 1602. (a) A State plan for aid to the aged, blind, or dis-

abled, or for aid to the aged, blind, or disabled and medical assistance
for the aged, must—
[(1) provide that it shall be in effect in all political subdivisions of the State, and if administered by them, be mandatory upon
them;
[(2) provide for financial participation by the State;
[(3) either provide for the establishment or designation of a

single State agency to administer the plan, or provide for the

establishment or designation of a single State agency to supervise
the administration of the plan;

[(4) provide for granting an opportunity for a fair hearing

before the State agency to any individual whose claim for aid or

assistance imder the plan is denied or is not acted upon with
reasonable promptness;

[(5) provide (A) such methods of administration (including
methods relating to the establishment and maintenance of personnel standards on a merit basis, except that the Secretary shall

exercise no authority with respect to the selection, tenure of

office, and compensation of any individual employed in accordance
with such methods) as are found by the Secretary to be necessary

for the proper and efficient operation of the plan, and (B) for
the training and effective use of paid subprofessional staff, with
particular emphasis on the full-time or part-time employment
of recipients and other persons of low income, as community serv-

ice aides, in the administration of the plan and for the use of
nonpaid or partially paid volunteers in a social service volunteer program in providing services to applicants and recipients
and in assisting any advisory committees established by the State
agency;

((6) provide that the State agency will make such reports,

in such form and containing such information, as the Secretary
may from time to time require, and comply with such provisions
as the Secretary may from time to time find necessary to assure
the correctness and verification of such reports;

((7) provide safeguards which restrict the use or disclosure
of information concerning applicants and recipients to purposes
directly connected with the administration of the plan;
((8) provide that all individuals wishing to make application
for aid or assistance under the plan shall have opportunity to
do so, and that such aid or assistance shall be furnished with

reasonable promptness to all eligible individuals;
((9) provide, if the plan includes aid or assistance to or on behalf of individuals in private or public institutions, for the establishment or designation of a State authority or authorities which
shall be responsible for establishing and maintaining stardards for
such institutions;
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((10) provide a description of the services (if any) which the
State agency makes available to applicants for or recipients of
aid or assistance under the plan to help them attain self-support
or sell-care, including a description of the steps taken to assure,
in the provision of such services, maximum utilization of other
agencies providing similar or related services;
((11) provide that no aid or assistance will be furnished any
individual under the plan with respect to any period with respect

to which he is receiving assistance under the State plan ap-

proved under title I or aid under the State plan approved under
part A of title IV or under title X or XIV;
[(12) provide that, in determining whether an individual is
blind, there shall be an examination by a physician skilled in
the diseases of the eye or by an optometrist, whichever the individual may select;
((13) include reasonable standards, consistent with the objectives of this title, for determining eligibility for and the extent of
aid or assistance under the plan;

[(14) provide that the State agency shall, in determining

need for aid to the aged, blind, or disabled, take into consideration any other income and resources of an individual claiming
such aid, as well as any expenses reasonably attributable to the
earning of any such income; except that, in making such determination with respect to any individual—
((A) if such individual is blind, the State agency (i) shall
disregard the first $85 per month of earned income plus onehalf of earned income in excess of $85 per month, and (ii)
shall, for a period not in excess of 12 months, and may, for
a period not in excess of 36 months, disregard such additional amounts of other income and resources, in the case
of any such individual who has a plan for achieving selfsupport approved by the State agency, as may be necessary
for the fulfillment of such plan,
[(B) if such individual is not blind but is permanently and

totally disabled, (i) of the first $80 per month of earned

income, the State agency may disregard not more than the
first $20 thereof plus one-half of the remainder, and (ii) the
State agency may, for a period not in excess of 36 months,
disregard such additional amounts of other income and resources, in the case of any such individual who has a plan
for achieving self-support approved by the State agency,
as may be necessary for the fulfillment of such plan, but
only with respect to the part or parts of such period during
substantially all of which he is actually undergoing vocational rehabilitation,
((C) if such individual has attained age 65 and is neither
blind nor permanently and totally disabled, of the first $80
per month of earned income the State agency may disregard

not more than the first $20 thereof plus one-half of the
remainder, and

((D) the State agency may, before disregarding the

amounts referred to above in this paragraph (14), disregard not more than $7.50 of any income;
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[(15) iLthe State plan includes medical assistance for the
aged—

[(A) provide for inclusion of some inst,itutional and some
nornnstitutionai care and services;
[(B) provide that no enrollment fee., premium, or similar

charge will be imposed as a condition of any individual's

eligibility for medical assistance for the aged under the plan;
((C) provide for inclusion, to the extent required by regulations prescribed by the Secretary, of provisions (conform-

ing to such regulations) with respect to the furnishing of

such assistance to individuals who are residents of the State

but are absent therefrom; and
((D) provide that no lien may be imposed against the
property of any individual prior to his death on account of
medical assistance for the aged paid or to be paid on his be-

half under the plan (except pursuant to the judgment of a
court on account of benefits incorrectly paid on behalf of
such individual), and that there shall be no adjustment or
recovery (except, after the death of such individual and his
surviving spouse, if any, from such individual's estate) of
any medical assistance for the aged correctly paid on behalf
of such individual under the plan;
((16) if the State plan includes aid or assistance to or in behalf
of individuals 65 years of age or older who are patients in institutions for mental diseases—
[(A) provide for having in effect such agreements or other
arrangements with State authorities concerned with mental

diseases, and where appropriate, with such institutions, as
may be necessary for carrying out the State plan, including

arrangements for joint planning and for development of
alternate methods of care, arrangements providing assurance of immediate readmittance to institutions where needed

for individuals under alternate plans of care, and arrangements providing for access to patients and facilities, for
furnishing information, and for making reports;
[(B) provide for an individual plan for each such patient
to assure that the institutional care provided to him is in his
best interests, including, to that end, assurances that there
will be initial and periodic review of his medical and other
needs, that he will be given appropriate medical treatment

within the institution, and that there will be a periodic
determination of his need for continued treatment in the

institution;
((C) provide for the development of alternate plans of
care, making maximum utilization of available resources, for
recipients 65 years of age or older who would otherwise
need care in such institutions, including appropriate medical
treatment and other aid or assistance; for services referred
to in section 1603(a) (4) (A) (i) and (ii) which are appropriate for such recipients and for such patients; and for
methods of administration necessary to assure that the responsibilities of the State agency under the State plan with

Sec. 1602(b)
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respect to such recipients and such patients will be effectively
carried out; and

((D) provide methods of determining the reasonable cost
of institutional care for such patients; and

((17) if the State plan includes aid or assistance to or in behalf of individuals 65 years of age or older who are patients in
public institutions for mental diseases, show that the State is
making satisfactory progress toward developing and implementing a comprehensive mental health program, including provision
for utilization of community mental health centers, nursing homes,

and other alternatives to care in public institutions for mental
diseases;

(Notwithstanding paragraph (3), if on January 1, 1962, and on the
date on which a State submits its plan for approval under this title,
the State agency which administered or supervised the administration
of the plan of such State approved under title X was different from

the State agency which administered or supervised the administration of the plan of such State approved under title I and the State
agency which administered or supervised the administration of the
plan of such State approved under title XIV, the State agency which
administered or supervised the administration of such plan approved
under title X may be designated to administer or supervise the administration of the portion of the State plan for aid to the aged, blind,
or disabled (or for aid to the aged, blind, or disabled and medical assistance for the aged) which relates to blind individuals and a separate
State agency may be established or designated to administer or supervise the administration of the rest of such plan; and in such case the
part of the plan which each such agency administers, or the administration of which each such agency supervises, shall be regarded as a
separate plan for purposes of this title.
((b) The Secretary shall approve any plan which fulfills the conditions specified in subsection (a), except that he shall not approve any
plan which imposes, as a condition oi e]igibility for aid or assistance
under the plan—
((1) an age requirement of more than sixty-five years; or
((2) any residence requirement which (A) in the case of applicants for aid to the aged, blind, or disabled excludes any resident

of the State who has resided therein five years during the nine
years immediately preáeding the application for such aid and has
resided therein continuously for one year immediately preceding
the application, and (B) in the case of applicants for medical
assistance for the aged, excludes any individual who resides in
the State; or
.

((3) any citizenship requirement which excludes any citizen of

the IJnited States.

.

(In the case of any State to which the provisions of section 344 of the

Social Security Act Amendments of 1950 were applicable on January
1, 1962, and to which the sentence of section 1002(b) following paragraph (2) thereof is applicable on the date on which its State plan for
aid to the aged, blind or disabled (or for aid to the aged, blind, or disabled and medical assistance for the aged) was submitted for approval
under this title, the Secretary shall approve the plan of such State for

aid to the aged, blind, or disabled (or for aid to the aged, blind, or
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disabled and medical assistance for the aged) for purposes of this title.

though it does not meet the requirements of pararanh (14) of
subsection (a) if it meets all other requirements of this title for an
approved nian for aid to the aged, blind, or disabled (or for aid to
even

the aged, blind, or disabled and medical assistance for the aged) ; but
payments under section 1603 shall be made, in the case any such plan,

only with respect to expenditures thereunder which would be included as expenditures for the purposes of section 1603 under a plan
approved under this section without regard to the provisions of this
sentence.

((c) Subject to the last sentence of subsection (a), nothing in this
title shall be construed to permit a State to have in effect with respect

to any period more than one State plan approved under this title.

[Payments to States
[Sec. 1603. (a) From the sums appropriated therefor, the Sec..

retary shall pay to each State which has a plan approved under this
title, for each quarter, beginning with the quarter commencing October 1 1962—
1: (1) in the case of any State other than Puerto Rico, the. Virgin
Islands, and Guam, an amount equal to the sum of the following
proportions of the total amounts expended during each month of

such quarter to the aged, blind, or disabled under the State plan

(including expenditures for premiums under Part B of title
XVIII for individuals who are recipients of money payments
under such plan and other insurance premiums for medical or
any other type of remedial care or the cost thereof)—
[(A) 3%7 of such expenditures, not counting so much of

any expenditure with respect to such month as exceeds the
product of $37 multiplied by the total number of recipients of
such aid for such month (which total number, for purposes
of this subsection, means (i) the number of individuals who
received such aid in the form of money payments for such
month, plus (ii) the number of other individuals with respect to whom expenditures were made in such month as aid
to the aged, blind, or disabled in the form of medical or any
other type of remedial care) ; plus

[(B) the larger of the following:
[(i) (I) the Federal percentage (as defined in section
1101 (a) (8)) of the amount by which such expenditures
exceed the amount which may be counted under clause
(A), not counting so much of such excess with respect
to such month as exceeds the product of $38 multiplied
by the total number of recipients of aid to the aged,
blind, or disabled for such month, plus (II) 15 per centuin

of the total expended during such month as aid to the
aged, blind, or disabled under the State plan in the form
of medical or any other type of remedial care, not count-

ing so much of such expenditure with respect to such
month as exceeds the product of $15 multiplied by the
total number of recipients of aid to the aged, blind, or
disabled for such month, or
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((ii) (I) the Federal medical percentage (as defined
in section 6(c)) of the amount by which such expenditures exceed the maximum which may be counted under
clause (A), not counting so much of any expenditure
with respect to such month as exceeds (a) the product of
$52 multiplied by the total number of such recipients of
aid to the aged, blind, or disabled for such month, or (b)
if smaller, the total expended as aid to the aged, blind, or
disabled in the form of medical or any other type of

remedial care with respect to such month pius the product
of $37 multiplied by such total number of such recipients
plus (II) the Federal percentage of the amount by which
the total expended during such month as aid to the aged,

blind, or disabled under the State plan exceeds the

amount which may be counted under clause (A) and the
preceding provisions of this clause (B) (ii), not counting so much of such excess with respect to such month
as exceeds the product of $38 multiplied by the total number of such recipients of aid to the aged, blind, or disabled for such month;
((2) in the case of Puerto Rico, the Virgin Islands, and Guam,
an amount equal to—
((A) one-half of the total of the sums expended during such

quarter as aid to the aged, blind, or disabled under the State
plan (including expenditures for premiums under part B of
title XVIII for individuals who are recipients of money pay-

ments under such plan and other insurance premiums for
medical or any other type of remedial care or the cost thereof), not counting so much of any expenditure with respect to
any month as exceeds $37.50 multiplied by the total number
of recipients of aid to the aged, blind, or disabled for such
month; plus

((B) the iarger of the following amounts: (i) one-half of

the amount by which such expenditures exceed the maximum

which may be counted under clause (A), not counting so
much of any expenditure with respect to any month as exceeds (I) the product of $45 multiplied by the total number
of such recipients of aid to the aged, blind, or disabled for
such month, or (II) if smaller, the total expended as aid to
the aged, blind, or disabled in the form of medical or any
other type of remedial care with respect to such month plus
the product of $37.50 multiplied by the total number of such
recipients, or (ii) 15 per centum of the total of the sums expended during such quarter as aid to the aged, blind, or dis-

abled under the State plan in the form of medical or any

other type of remedial care, not counting so much of any expenditure with respect to any month as exceeds the product
of $7.50 multiplied by the total number of such recipients of
aid to the aged, blind, or disabled for such month;

((3) in the case of any State, an amount equal to the Federal
medical percentage (as defined ha section 61(c)) of the total
amounts expended during such qIrter as medical assistance for
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the aged under the State plan (including expenditures for insur-

ance premiums for medical or any other type of remedial care or
the cost thereof) ; and
((4) in the case of any State whose State plan approved undor

section 1602 meets the requirements of subsection (c) (1), an

amount equal to the sum of the following proportions of the total
amounts expended during such quarter as found necessary by the
Secretary of Health, Education, and Welfare for the proper and
efficient administration of the State plan—
((A) 75 per centum of so much of such expenditures as are
for—.

((i) services which are prescribed pursuant to subsection (c) (1) and are provided (in accordance with .the
next sentence to applicants for or recipients of aid or
assistance under the plan to help them attain or retain
capability for self-support or self-care, or
((ii) other services, specified by the Secretary as likely

to prevent or reduce dependency, so provided to such
applicants or recipients, or

((iii) any of the services prescribed pursuant to subsection (c) (1), and of the services specified as provided

in clause (ii), which the Secretary may specify as appropriate for individuals who, within such period or periods as the Secretary may prescribe, have been or are
likely to become applicants for or recipients of aid or
assistance under the plan if such services are requested

by such individuals and are provided to such individuals
in accordance with the next sentence, or
((iv) the training of personnel employed or preparing

for employment by the State agency or by the local

agency administering the plan in the political subdivision; plus
((B) one-half of so much of such expenditures (not in-

cluded under subparagraph (A)) as are for services pro-

vided (in accordance with the next sentence) to applicants
for or recipients of aid or assistance under the plan, and to
individuals requesting such services who (within such period or periods as the Secretary may prescribe) have been or
are likely to become applicants for or recipients of such aid

or assistance;

((C) one-half of the remainder of such expenditures. The

services referred to in subparagraphs (A) and (B) shall,

except to the extent specified by the Secretary, include only—
((D) services provided by the staff of the State agency, or
of the local agency administering the State plan in the polit-

ical subdivision: Provided, That no funds authorized under
this title shall be available for services defined as vocational
rehabilitation services under the Vocational Rehabilitation
Act (i) which are available to individuals in need of them
under programs for their rehabilitation carried on under a
State plan approved under such Act, or (ii) which the State

agency or agencies administering or supervising the aciminis-
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tration of the State plan approved under such Act are able
and willing to provide if reimbursed for the cost thereof pursuant to agreement under subparagraph (E), if provided by
such staff, and

((E) subject to limitations prescribed by the Secretary,

services which in the judgment of the State agency cannot be
as economically or as effectively provided by the staff of such
State or local agency and are not otherwise reasonably available to individuals in need of them, and which are provided,

pursuant to agreement with the State agency, by the State
health authority or the State agency or agencies administering or supervising the administration of the State plan for
vocational rehabilitation services approved under the Vocational Rehabilitation Act or by any other State agency

which the Secretary may determine to be appropriate
(whether provided by its staff or by contract with public
(local) or nonprofit private agencies);

(except that services described in clause (ii) of subparagraph (D)

hereof may be provided only pursuant to agreement with such

State agency or agencies administering or supervising the administration of the State plan for vocational rehabilitation services
so approved. The portion of the amount expended for administration of the State plan to which subparagraph (A) applies and the
portion thereof to which subparagraphs (B) and (C) apply shall'
be determined in accordance with such methods and procedures as

may be permitted by the Secretary; and
((5) in the case of any State whose State plan approved under
section 1602 does not meet the requirements of subsection (c) (1),
an amount equal to one-half of the total of the sums expended dur-

ing such quarter as found necessary by the Secretary for the
proper and efficient administration of the State plan, including

services referred to in paragraph (4) and provided in accordance
with the provisions of such paragraph.
1(b) (1) Prior to the beginning of each quarter, the Secretary shall
estimate the amount to which a State will be entitled under subsection
(a) for such quarter, such estimates to be based on (A) a report filed
by the State containing its estimate of the total sum to be expended in
such quarter in accordance with the provisions of such subsection, and
stating the amount appropriated or made available by the State and
its political subdivisions for such expenditures in such quarter, and
if such amount is less than the State's proportionate share of the total
sum of such estimated expenditures, the source or sources from which
the difference is expected to be derived, and (B) such other investigation as the Secretary may find necessary.
((2) The Secretary shall then pay, in such installments as he may
determine, to the State the amount so estimated, reduced or increased to

the extent of any overpayment or underpayment which the Secretary
determines was made under this section to such State for any prior
quarter and with respect to which adjustment has not already been
made under this subsection.

((3) The pro rata share to which the United States is equitably

entitled, as determined by the Secretary, of the net amount recovered
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during any quarter by the State or any political subdivision thereof
with respect to aid or assistance furnished under the State plan, but
excluding any amount of such aid or assistance recovered from the
estate of a deceased recipient which is not -in excess of the amount
expended by the State or any political subdivision thereof for the
funeral expenses of the deceased, shall be considered an overpayment

to be adjusted under this subsection.
((4) Upon the making of any estimate by the Secretary under this
subsection, any appropriations available for payments under this
section shall be deemed obligated.
((c) (1) In order for a State to qualify for payments under paragraph (4) of subsection (a), its State plan approved under section 1602
must provide that the State agency shall make available to applicants
for or recipients of aid to the aged, blind, or disabled under such State
plan at least those services to help them attain or retain capability for
self-support or self-care which are prescribed by the Secretary.
((2) In the case of any State whose State plan included a provision

meeting the requirements of paragraph (1), but with respect to

which the Secretary finds, after reasonable notice and opportunity
for hearing to the State agency, administering or supervising the
administration of such plan, that—
((A' the provision has been so changed that it no longer complies with the requirements of paragraph (1), or

((B) in the administration of the plan there is a failure to

comply substantially with such provision,

(the Secretary shall notify such State agency that further payments
will not be made to the State under paragraph (4) of subsection (a)
until he is satisfied that there will no longer be any such failure to
comply. Until the Secretary is so satisfied further payments with respect to the administration of such State plan shall not be made under
paragraph (4) of subsection (a) but shall instead be made, subject

to the other provisions of this title, under paragraph (5) of such
subsection.

((d) Notwithstanding the preceding provisions of this section, the

amount determined under such provisions for any State for any
quarter which is attributable to expenditures with respect to individuals 65 years of age or older who are patients in institutions for

mental diseases shall be paid only to the extent that the State makes
a showing satisfactory to the Secretary that total expenditures in the
State from Federal, State, and local sources for mental health services (including payments to or in behalf of individuals with mental

health problems) under State and local public health and public
welfare programs for such quarter exceed the 'average of the total

expenditures in the State from such sources for such services under
such programs for each quarter of the fiscal year ending June 30,
1965. For purposes of this subsection, expenditures for such services
for each quarter in the fiscal year ending June 30, 1965, in the case
of any State shall be determined on the basis of the latest data, satis-

factory to the Secretary, available to him at the time of the first
determination by him tinder this subsection for such State; and expenditures for such services for any quarter beginning after December 31, 1965, in the case of any State shall be determined on the basis
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of the latest data, satisfactory to the Secretary, available to him at
the time of the determination under this subsection for such State
for such quarter; and determinations so made shall be conclusive
for purposes of this subsection.

(Operation of State Plans
(Sec. 1604. If the Secretary, after reasonable notice and opportunity
for hearing to the State agency administering or supervising the administration of the State plan approved under this title, finds—
((1) that the plan has been so changed that it no longer complies with the provisions of section 1602; or

((2) that in the administration of the plan there is a failure to
comply substantially with any such provision;
(the Secretary shall notify such State agency that further payments
will not be made to the State (or, in his discretion, that payments will
be limited to categories under or parts of the State plan not affected

by such failure), until the Secretary is satisfied that there will no

longer be any such failure to comply. Until he is so satisfied he shall
make no further payments to such State (or shall limit payments to

categories under or parts of the State plan not affected by such
failure).

(Definitions

(Sec. 1605. (a) For purposes of this title, the term "aid to the

aged, blind, or disabled" means money payments to, or (if provided
in or after the third month before the month in which the recipient
makes application for aid) medical care in behalf of or any type of
remedial care recognized under State law in behalf of, needy individuals who are 65 years of age or older, are blind, or are 18 years of age
or over and permanently and totally disabled, but such term does not
include—.

((1) any such payments to or care in behalf of any individual
who is an inmate of a public institution (except as a patient in a
medical institution) ; or
((2) any such payments to or care in behalf of any individual
who has not attained 65 years of age and who is a patient in an
institution for tuberculosis or mental diseases.
(Such term also includes payments which are not included within the
meaning of such term under the preceding sentence, but which would
be so included except that they are made on behalf of such a needy
individual to another individual who (as determined in accordance
with standards prescribed by the Secretary) is interested in or concerned with the welfare of such needy individual, but only with respect to a State whose State plan approved under section 1602 includes
provision for—
(A) determination by the State agency that such needy mdivi ual has, by reason of his physical or mental condition, sñch
inability to manage funds that making payments to him would
be contrary to his welfare and, therefore, it is necessary to provide
such aid through payments described in this sentence;
((B) making such payments only in cases in which such pay-
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will, under the rules otherwise applicable under the State
plan for determining need and the amount of aid to the aged,
blind, or disabled to be paid (and in conjunction with other income and resources), meet all the need of the individuals with
ments

respect to whom such payments are made;

((C) undertaking and continuing special efforts to protect the
welfare of such individual and to improve, to the extent possible,
his capacity for self-care and to manage funds;
[(D) periodic review by such State agency of the determination
under clause (A) to ascertain whether conditions justify such de-

termination still exist, with provision for termination of such
payments if they do not and for seeking judicial appointment of
a guardian or other legal representative, as described in section
1111, if and when it appears that such action will best serve the
interests of such needy individual; and
((E) opportunity for a fair hearing before the State agency on

the determination referred to in clause (A) for any individual
with respect to whom it is made.

((b) For purposes of this title, the term "medical assistance for the
aged" means paynent of part or all of the cost of the following care
and services (if provided in or after the third month before the month
in which the recipient makes application for assistance) for individuals who are sixty-five years of age or older and who are not recipients
of aid to the aged, blind, or disabled except, for any month, for recipients of aid to the aged, blind, or disabled who are admitted to or dis-

charged from a medical institution during such month) but whose
income and resources are insufficient to meet all of such cost—
(1) inpatient hospital services;
skilled nursing-home services;
physicians' services;
outpatient hospital or clinic services;
(5) home health care services
(6 private duty nursing services;
(7 physical therapy and related services;
(8 dental services;
(9 laboratory and X-ray services;
(2
(3
(4

(10) prescribed drugs, eyeglasses, dentures, and prosthetic

devices;

(11) diagnostic, screening, and preventive services; and

E (12) any other medical care or remedial care recognized under

State law;
except that such term does not include any such payments with respect

to care or services for any individual who is an inmate of a public
institution (except as a patient in a medical institution).]
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Purpose; Appropriations

Sec. 1601. For the purpose of establi8hing a national program to
provide supplemental security income to individuals who have attained
age 65 or are blind or disabled, there are authorized to be appropriated
sums sufflczent to carry out this title.

Basic Eligibility for Benefits
Sec. 1602. Every. aged, blind, or disabled individual who is deter-

mined under part A to be eligible on the basis of his income and
resources shall, in accordance with and subject to the provi8wns of
this title, be paid benefits by the Secretary of Health, Education, and
Welfare.
PART A—Determination of Benefits

Eligibility for and Amount of Benefits
Definition of Eligible Individual

Sec. 1671. (a) (1) Each aged, blind, or disabled individual who
does not have an eligible spouse and—

(A) whose income, other than income excluded pursuant to
sectvni 1612(b), is at a rate of not more than $1,560 for the

calendar year 1974 or any calendar year thereafter, and
(B) whose resource8, other than resources excluded pursuaint
to section 1613(a) are not more than $2,500,
shall be an eligible individual for purposes of this title.
(2) Each aged, blind, or disabled individual who has an eligible
spouse and—
(A) whose income (together with the income of such spouse),

other than income exc'uded pursuant to 8ection 1612(b), is at
a rate of not more than $2,340 for the calendar year 1974, or
any calendar year thereafter, and

(B) whose resources (together with the re8ources of such

spouse), other than resources excluded pur8uant to section 1613
(a) , are not more than $2,500,
8liall be an eligible individual for purposes of this title.
Amount of Benefits

(b) (1) The benefits under this title for an individual who does

not have an eligible spouse shall be payable at the rate of $1,560 for
the calendar year 1974 and any calendar year thereafter, reduced by
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amount of income, not excluded pursuant to section 16112(b), of
such individual.
(12) The benefit under this title for an individual who has an eligible
spouse shall be payable at the 'rate of $12,340 for the calendar year
1974 and any calendar year thereafter, reduced by the amount 0/income, nor excluded pursuant to section 1f1112 (b), of such inaividual
and spouse.
the

Period for Determination of Benefits

(c) (1) An individual's eligibility for benefits under this title and
the amount of such benefits shall be determined for each quarter of
a calendar year except that, if the initial application for benefits is
filed in the second or third month of a calendar quarter, such determinations shall be made for each month in such quarter. Eligibility
for and the amount of such benefits for any quarter shall be redetermined at such time or times as may be provided by the Secretary.
(12) For purposes of this subsection an application shall be considered to be effective as of the first day of the month in which it was
actually filed.
Special Limits on Gross Income

(d) The Secretary may prescribe the circumsta'iices under which,
consistently with the purposes of this title, the gross income from a
trade or business (including farming) will be considered sufficiently
large to make an individual ineligible for benefits wnder this title.
For purposes of this subsection, the term "gross income" has the
same 'meaning as when used in chapter 1 of the Internal Revenue Code
of 1954.
Limitation on Eligibility of Certain Individuals

(e) (1) (A) Except as provided in subparagraph (B), no person

shall be an eligible individual or eligible spouse for purposes of this
title with respect to any month if throughout such month he is an
inmate of a public institution.
(B) In any case where an eligible individual or his eligible spouse
(if any) is, throughout any month, in a hospital, extended care facility, nursing home, or intermediate care facility receiving payment8
(with respect to such individual or spouse) under a State plan approved under title XIX, the benefit under this title for such individual
for such month shall be payable—

(i) at a rate not in excess of $300 per year (reduced by the

amount of any income not excluded pursuant to section 16112(b))
in the case of an individual who does not have an eligible spouse;

(ii) at a rate not in excess of the sum of the applicable rate

specified in subsection (b) (1) and the rate of $300 per year (reduced by the amount of any income not excluded pursuant to
section 16112(b)) in the case of an individual who has an eligible
spouse, if only one of them is in such a hospital, home, or facility
throughout such month; and
(iii) at a rate not in excess of $600 per year (reduced by the
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amount of any income not excluded pursuant to 8ectiOn 1612(b))
in the case of an individual who has an eligible spouse, if both of
them are in such a hospital, home, or facility throughout 8UCh
month.
(2) No pe'ron shall be an eligible individual or eligible spouse for

purposes of this title if, after notice to such person by the Secretary
that it is likely that such person is eligible for any payment8 of the
type enumerated in section 1612(a) (2) '(B), such person fails within
30 days to take all appropriate step8 to apply for and (if eligible)
obtain any such payments.
(3) (A) No person who is under the age of 66, is not blind, and is
medically determined to be a drug addict or an alcoholic, shall be an
eligible individual or eligible spouse for purposes of this title.

(B) The Secretary shall refer to the State or appropriate local

agency administering the plan of such State approved under title XV
any individual described in subparagraph (A) who—
(i) is applying for or receiving benefits under this title, and
(ii) would be eligible for such benefits but for the provisions

of such subparagraph (A).

(4) No person 8lzall be an eligible individual or an eligible spouse
for purposes of this title if, within one year immediately preceding his
application for benefits under this title, he disposed of property çof
any type) to a relative for less than fair market value, if the retention
by him of such property would have caused him to be found ineligible
for benefits under this title.
Suspension of Payments to Individuals Who Are Outside the United States

(f) Notwithstanding any other provision of this title, no individual
shall be considered an eligible individual for purposes of this title for
any month during all of which such individual is outside the United
States (and no person shall be considered the eligible spouse of an
individual for purposes of this title with respect to any month during
all of which such person is outside the United States). For purposes
of the preceding sentence, after an individual has been outside the

United States for any period of 30 consecutive days, lie shall be
treated as remaining outside the United States until he has been. in
the United States for a period of 30 consecutive days.
Income
Meaning of Income

Sec. 1672. (a) For purposes of this title, income means both earned
income and unearned income; andy—
(1) earned income means only—

(A) wages as determined under section 203(f) (5) (C);

and
(B) net earnings from self-employment, as defined in sec..
tion 211 (without the application of the second and third sentences following subsection (a) (10), and the last paragraph
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of sub8ection (a)), including earnings for serviees de8crz7ied

in paragraphs (4), (5),and (6) of subsection (c);and
(2) unearned income means all other income, including—

(A) 8upport and maintenance furnished in cash orkind;
except that in the case of any individual (and his eligible
spouse, if any) living in another person's household and receiving support and maintenance in kind from such person
the dollar amounts otherwise applicable to such individual
(and spouse) as specified in subsections (a) and (b) of section 1611 shah be reduced by 331/3 percent in lieu of including

such sup port and maintenance in the unearned income of
such individual (rind spouse) s otherwise required by this
sub paragraph;
(B) any payments received as an annuity, pension, retirement, or disability benefit, including veterans' compensation
and pensions, workmen's compensation payments, old-age,
survivors, and disability insurance benefits, railroad retirement annuities and pensions. and unemployment 'insurance
benefits;

(C) pri2es and awards;
(D) the proceeds of any life insurance policy to the extent
that they exceed the amount expended by the beneficiary for

purposes of the insured individual's last illness and burial
or $1,500, whichever is less;

(E) gifts (cash or otherwise), support and alimony payments, and inheritances; and
(F) rents, dividends, interest, and royalties.
Exclusions From Income

(b) In determining the income of an individual (and his eligible

spouse) there shall be excluded—

(1) subject to limitations (as to amount or otherwise) prescribed by the Secretary, if such individual is a child who is, as
determined by the Secretary, a student regularly attendinq a
school, college, or university, or a course of vocational or technical
training designed to prepare him for gainful employment, the

earned income of such individual;
(2) the first $600 per year (or proportionately smaller amounts

for shorter periods) of income (whether earned or unearned)
other than income which is paid on the basis of the need of the

eligible individual;
(3) (A) the total unearned income of such individual (and such

spouse, if any) in a calendar quarter which, as determined in

accordance with criteria prescribed by the Secretary, 28 received
too infrequently or irregularly to be included, if such income so
received does not exceed $60 in such quarter, and (B) the total
earned income of such individual (and such spouse, if any) in a
calendar quarter which, as determined in accordance with such
criteria, is received too infrequently or irreaularly to be included,
if such income so received does not exceed $30 in such quarter;
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(4) (A) if such individual (or 8uch spouse) is blind (and has
not attained age 65, or received benefits under this title (or aid
under a State plan approved under section 1002 or 1602) for the
month before the mont/i in which he attained age 65), (i) the
first $1,020 per year (or proportionately smaller amounts for
Bhorter periods) of earrted income not excluded by the preceding
paragraphs of this subsection, plus one-half of the remainde
thereof, (ii) an amount equal to any expenses reasonably attributable to the earning of any income, and (iii) such additional
amounts of other income, where such individual has a plan for
achieving self-support approved by the Secretary, as may be
necessary for the fulfillment of sue/i plan,
(B) if such individual ( or such spouse) is disabled but not
blind (and has not attained 65, or received benefits under this
title (or aid under a State plan approved under section 14092 or
1602) for the month before the month in which he attained age 65),
(i) the first $1,020 per year (or. proportionately smaller amounts

for shorter periods) of earned income not excluded by the preceding paragraphs of this subsection, plus one-half of the remainder thereof, and (ii) such additional amounts of other in-

come, 'where such individual has a plan for achieving self-support
approved by the Secretary, as may be necessary for the fulfillment
of such plan, or

(C) if such individual (or such spouse) has attained age 65
and is not included under subparagraph (A) or (B), the first

$1,020 per year (or proportionately smaller amounts for shorter
periods) of ea'ned income not excluded by the preceding paragraphs of this subsection, plus one-half of the remainder thereof:
(5) any amount received from any public agency as a return
or refund of taxes paid on real property or on food purchased
by such individual (or such spouse);
(6) assistance described in section 1616(a) which is based on
need and furnished by any State or political subdivision of a State;
(7) any portion of any grant, scholarship, or fellowship received for use in paying the cost of tuition and fees at any educational (including technical or vocational education) institution;
(8) home produce of such individual (or spouse) utilised by
the household for its own consumption;
(9) if such individual is a child one-third of any payment for
his support received from an absent parent; and
(10) any amounts received for the foster care of a child who is
not an eligible individual but who is living in the same home as
such individual and was placed in such home by a public or nonprofit private child-placement or child-care agency.
Resources
Exclusion8 From Re8ources

Sec.. 1613. (a) In detec'imining the resources of an individual (and
his eligibl svo'use, if any) there shall be excluded—

(1) the home (including the land that appertains thereto), to
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the extent that its value doe8 not exceed such amount as the Secretary determines to be reasonable;
(93) household goods, personal effect8, and an automobile, to
the extent that their total value does not exceed such amount as the
Secretary determines to be reasonable;

(3) other property which, as determined in accordance with
and subject to limitations prescribed by the Secretary, is so essen-

tial to the means of self-support of sue/i individual (and such

spouse) as to warrant its exclusion; and
(4) 8uch resources of an individual who is blind or disabled and
who has a plan for achieving self-support approved by the Secretary, as may be necessary for the fulfillment of such plan.
In determining the resources of an individual (or eligible spouse) an
insurance policy shall be taken into account only to the extent of its

cash surrender value; except that if the total face value of all life

insurance policies on any person is $1,50() or less, no part of the value
of any such policy shall be taken into account.
Disposition of Resources

(b) The Secretary shall prescribe the period or period8 0/time
within which, and the manner in which, various kinds of property
must be disposed of in order not to be included in determining an individual's eligibility for benefits. Any portion of the individual's benefits paid for any such period shall be conditioned upon such disposal;

and any benefits so paid 8/iall (at the time of the disposal) be considered overpayments to the extent they would not have been paid had

the disposal occurred at the beginning of the period for which such
benefits were paid.

Meaning of Terms
Aged, Blind, or Disabled Individual

Sec. 1674. (a) (1) For purposes of this title, the term "aged, blind,
or disabled individual" means an individual who—

(A) is 65 years of age or older, is blind (as determined under
paragraph (2)), or is disabled (as determined under paragraph
(3)), and
(B) is a resident of the United States, and is either (i) a citisen
or (ii) an alien law fully admitted for permanent residence.

(2) An individual shall be considered to be blind for purposes of
this title if he has central visual acuity of 20/9300 or less in the better

eye with the use of a correcting lens. An eye which is accompanied by
a limitation in the fields of vision such that the widest diameter of the
visual field subtend8 an angle no greater than 20 degrees shall be considered for purposes of the first sentence of this subsection as having a
central visual acuity of 20/200 or less. An individual shall also be con-

sidered to be blind for purposes of this title if he is blind as defined

under a State plan approved under title I or XVI as in effect for

October 1972 and received aid under such plan (on the basis of blindness) for December 1973, 80 long as lie is continuously blind as so
defined.
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(3) (A) An individual 8/jail be considered to be disabled for purposes of this title if he is unable to engage in any substantial gainful
activity by reason of any medically determinable physical or mental
impairment which can be expected to result in death or which has
lasted or can be expected to last for a continuous period of not less than
twelve mont/is. An individual shall also be considered to be disabled
for purposes of this title if he is permanently and totally disabled as

defined under a State plan approved under title XIV or XVI as in

effect for October 1972 and received aid under such plan (on the basis
of disability) for December 1973,so long as he is continuously disabled
as so defined.

(B) For purposes of subparagraph (A), an individual shall be

determined to be under a disability only if his physical or mental im-

pairment or impairment8 are of such severity that he is not only
unable to do his previous work but cannot, considering his age, educa-

tion, and work experience, engage n any other kind of substantial
gainful work which exists in the national economy, regardless of
whether such work exists in the immediate area in which he lives, or
whet her a specific job vacancy exists for him, or whether he would be
hired if he applied for work. For purposes of the preceding sentence

(with respect to any individual), "work which exists in the national
economy" means work which exists in significant numbers either in
the region where such individual lives or in several regions of the
country.

(C) For purposes of this paragraph, a physical or mental impairment is an impairment that results from anatomical, physiological,
or psychological abnormalities which are demonstrable by medically
acceptable clinical and laboratory diagnostic techniques.
(D) The Secretary shall by regulations prescribe the criteria for
determining when services performed or earnings derived from services demonstrate an individual's ability to engage in substantial gainful

activity. Notwithstanding the provisions of subparagraph (B), an

individual whose services or earnings meet. such criteria, except for
purposes of paragraph (4), shall be found not to be disabled.
(4) (A) For purposes of this title, any services rendered during

a period of trial work (as defined in subparagraph (B)) by an ind

vidual who is an aged, blind, or disabled individual solely by reason of

disability (as determined under paragraph (3) of this subsection)

shall be deemed not to have been rendered by such individual in deter-

mininq whether his disability has ceased in a month during such
period. As used in this paragraph, the term "services" means activity
which is performed for remuneration or gain or is determined by the

Secretary to be of a type normally performed for remuneration or
gain.

(B) The term "period of trial", with respect to an individual who
is an aged, blind, or disabled individual solely by reason of disability
(as determined under paragraph (3) of this subsection), means a period of months beginning and ending as provided in sub paragraphs

(C) and (D).
(C) A period of trial work for any individual shall begin with the

month in which he becomes eligible for benefits under this title on the
basis of his disability; but no such period may begin for an individual
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who is eligible for benefits under this title on the basis of a disability
if he has had a previous period of trial work while eligible for benefits
on the basis of the same disability.

(D) A period of trial work for any individual shall end with the
close of whichever of the following months is the earlier:
(i) the ninth month, beginning on or after the first day of such
period, in which the individual renders services (whether or not
such nine months are consecutive) , or

(ii) the month in which his disability (as determined under

paragraph (3) of this subsection) ceases (as determined after the
application of subparagraph (A) of this paragraph).
Eligible Spouse

(b) For purposes of this title, the term "eligible spouse" means an
aged, blind, or disabled individual who is the husband or wife of another aged, blind, or disabled individual and who has not been living
apart from such other aged, blind, or disabled individual for more
than six months. If two aged, blind, or disabled individuals are hasband and wife as described in the preceding sentence, only one of them
may be an "eligible individual" within the meaning of section 1611

(a).
Definition of Child

(c) For purposes of this title, the term "child" means an individual
who is neither married nor (as determined by the Secretary) the head
of a household, and who is (1) under the age of eighteen, or (2) under
the age of twenty-one and (as determined by the Secretary) a student

regularly attending a school, college, or university, or a course of
vocational or technical training designed to prepare him for gainful
employment.
Determination of Marital Relationships

(d) in determining whether two individuals are husband and wife

for purposes of this title, appropriate State law shall be applied;

except that—
(1) if a man and woman have been determined to be husband

and wife under section 216(h) (1) for purposes of title II they
shall be considered (from and after the date of such determinatio'n
or the date of their application for benefits under this title, which-

ever is later) to be husband and wife for purposes of this title,
or

(2) if a man and woman are found to be holding themselves out
to the coiniimunity in which they reside as husband and wife, they

shall be so considered for purposes of this title notwithstanding
any other provision of this section.
United States

(e) For purposes of this title, the term "United States", when used

in a geographical sense, means the 50 States and the District of
Columbia.
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and re8ources of individuals other than eligible indwiduals and
eligible spouses

(f) (1) For purposes of determining eligiblity for and the amount
of benefits for any individual who is married and whose spouse is living with him in the same household but is not an eligible spouse, such
individual's income and resources shall be deemed to include any income and resources of such spouse, whether or not available to such

individual, except to the extent determined by the Secretary to be

inequitable under the circumstances.

() For purposes of determining eligibility for and the amount of
benefits for any individjual who is a child under age 1, such individual's income and resources shall be deemed to include any income and

resources of a parent of such individual (or the spouse of such a
parent) who is living in the same household as such individual,

whether or not available to such individual, except to the extent determined by the Secretary to be inequitable under the circumstances.

Rehabilitation Services for Blind and Disabled individuals
Sec. 1615. (a) in the case of any blind or disabled individual who—
(1) has not attained age 65, and
(p3) is receiving benefits (or with respect to whom benefits are
paid) under this title,
the Secretary shall make provision for referral of 8uOh individual to

the appropriate State agency administering the State plan for vocational rehabilitation services approved under the Vocational Rehabilitation Act, and (except in such cases as he may determine) for a review
not less often than quarterly of such individual's blindness or disability

and his need for and utilisation of the rehabilitation services made
available to him under 8uch plan.
(b) Every individual with respect to whom the Secretary is required

to make provision for referral under subsection (a) 8hall accept such
rehabilitation services as are made available to him under the State
plan for vocational rehabilitation services approved under the Vocational Rehabilitation Act; and the Secretary is authorized to pay
to the State agency administering or supervising the administration of
such State plan the co8ts incurred in the provision of such services to
individuals so 'referred.

(c) No individual shall be an eligible individual or eligible spouse
for purposes of this title if he refuses without good caiuse to accept

vocational rehabilitation services for whiOh he is referred under
subsection (a).
Optional State Supplementation
Sec. 1616. (a) Any cash payments which are made by a State (or
political 8ubdivision thereof) on a regular basis to individuals who
are receiving benefits under this title c'r who would but for their income

be eligible to receive benefits under this title, as assistance based on
need in supplementation of such benefits (as determined by the Secretary), shall be excluded under section 161f3 (b) (6) in determining
the income of auch individuals for purposes of this title and the Sec-
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retary and such State may enter into an agreement which satisfies sub-

section (b) under which the Secretary will, on behalf of such State
(or subdivivion) , make such supplementary payments to all such in
dividuo2s.

(b) Any agreement between the Secretary and a State entered into'
under subsection (a) shall provide—

(1) that such payments will be made (subject to subsection
(c)) to all individuals residing in such State (or subdivision)
who oyre receiving benefits under this title, and
() such other rules with respect to eligibility for or amount
of the supplementary payments, and such procedural or other
general administrative provisions, as the Secretary finds necessary (subject to subsection (c)) to achieve efficient and effective
administration of both the program which he conducts under this
title and the optional State supplementation.

(c) Any State (or political subdivision) making supplementary
payments described in subsection (a) may at its option impose as a
condition of eligibility for such payments, and include in the State'8
agreement with the Secretary under such subsection, a residence requirement which excludes individuals who have resided in the State
(or political subdivision) for less than a minimum period prior to'
application for such payments.
(d) Any State which has entered into an agreement with the Secretary under this section which provides that the Secretary will, on behalf of the State (or political subdivision), make the supplementary
payments to individuals who are receiving benefits under this title
(or who would but for their income be eligible to receive such benefits),

8hall, at such times and in such installments as may be agreed upon
between the Secretary and such State, pay to the Secretary an cemount
equal to the expenditures made by the Secretary as such supplementary
payments.
PART B—Procedural and General Provisions

Payments and Procedures
Payment of Benefits

Sec. 1631. (a) (1) Benefits under this title 8hali be paid at such

time or times and in such installments as will best effectuate the purposes of this title, as determined under regulations (and may in any
case be paid less frequently than monthly where the amount of the
monthly benefit would not exceed $10).

()

Payments of the benefit of any individual may be made to any
such individual or to his eligible spouse (if any) or partly to each, or,
if the Secretary deems it appropriate to any other person (including an

appropriate public or private agency) who is interested in or concerned with the welfare of such individual (or spouse).
(3) The Secretary may by requlation establish ranges of incomes
within which a single amount of benefits under this title shall apply.
(4) The Secretary—

(A) may make to any individual initially applying for bene-

fits under this title with is presumptively eligible for such benefits
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and who is faced with financial emergency a cash advance against
such benefit8 in an amount not exceeding $100; and

(B) may pay benefits under this title to an individual applying
for such benefits on the basis of disability for a period not exceeding 3 mont us prior to the determination of 8uch individual'8

disability, if such individual is presumptively disabled and is
determined to be otherwise eligible for such benefits, and any
benefits 80 paid prior to such determination shall in no event be
considered overpaymen.ts for purposes of subsection (b).
(5) Payment of the benefit of any individual who is an aged, blind,
or disabled individjual solely bjj reason of blindness (as determined
under section 1614(a) (fe)) or disability (as determined under section
1614(a) (3)), and who ceases to be blind or to be under such disability,
8hall continue (80 long as such individual is otherwise eligible) through

the second month following the month in which such blindness or
disability ceases.
Overpagments and Underpayments

(b) Whenever the Secretary finds that more or less than the correct amount of benefits has been paid with respect to any individual,
proper adjustment or recovery shall, subject to the stcceeding provisions of this subsection, be made by appropriate adjustments in future payments to such individual or by recovery from or payment to
such individual or his eligible spouse (or by recovery from the e8tate
of either). The Secretary shall make such provision as he finds appropriate in the case of payment of more than the correct amount of
benefits with respect to an individual with a view to avoiding penalizing 8uch individual or his eligible spouse who was without fault in
connection with the overpayment, if adjustment or recovery on account
0! such overpayment in such case would defeat the purposes of this
title, or be against equity or good conscience, or (because of the small
amount involved) impede efficient or effective administration of this
title.
Hearings and Review

(c) (1) The Secretary shall provide reasonable notice and oportunity for a hearing to any individual who is or claims to be an eligible

individual or eligible spouse and is in disagreement with any determination under this title with respect to eligibility of such individual
for benefits, or the amount of such individual's benefits, if such individual requests a hearin; on the matter in disagreement within thirty
dai/8 after notice of such determination is received.
(fe) Determination on the basis of such hearing, except to the extent
that the matter in disagreement involve8 the exi8tence of a di8ability

(within the meaning of section 1614(a) (3)), shall be made within
ninety day8 after the individual requests the hearing as provided in
paragrafik (1).
(3) The final determination of the Secretary after a hearing under
paragraph (1) shall be subject to judicial review as provided in 8ecturn O5 (g) to the same extent as the Secretary's final determinations
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under 8ection 205; except that the determination of the Secretary after

such hearing as to any fact shall be final and conclusive and not subject
to review by any court.
Pocedure8; Prohibition8 of Assignments; Representation of Claimants

(d) (1) The provisions of section 207 and subsections (a), (d), (e),
and (f) of section 205 8hall apply with respect to this part to the same
extent as they apply in the case of title II.
(2) To the extent the Secretary finds it will promote the achievement of the objectives of this title, qualified persons may be appointed
to serve as hearing examiners in hearings under subsection (c) without meeting the specific standards prescribed for hearing examiners
by or under subchapter II of chapter 5 of title 5, United States Code.
(8) The Secretary may prescribe rules and regulations governing

the recognition of agents or other persons, other than attorneys, as
hereini.zfter provided; representing claimants before the Secretary under this title, and may require of such agents or other persons, before
being recognised as representatives of claimants, that they shall show
that they are of good character and in good repute, possessed of the
necessary qualifications to enable them to render such claimants valuable service, and otherwise competent to advise and assist such claimants in the presentation 0/their case8. An attorney in good standing
who is admitted to practice before the highest court of the State, Territory, District, or insular possession of his residence or before the Supreme Court of the United States or the inferior Federal courts, shall
be entitled to represent claimants before the Secretary. The Secretary

may, after due notice and opportunity. for hearing, suspend or prohibit from further practice before him any such person, agent, or
attorney who refuses to comply with the Secretary's rules and regulations or who violates any provision of this paragraph for which a penalty is prescribed. The Secretary may, by rule and regulation, prescribe
the maximum fees which may be cliarqed for services performed in

connection with any claim before the Secretary under this title, and
any agreement in violation of such rules and regulations shall be void.
Any person who shall, with intent to defraud, in any manner willfully
and knowingly deceive, mislead, or threaten any claimant or prospective claimant, or beneficiar, under this title by word, circular, letter, or

advertisement, or who shall knowingly charge or collect directly or indirectly any fee in excess of the maximum fee, or make any agreement
directly or indirectly to charge or collect any fee in excess of the maxi-

mum fee,. prescribed by the Secretary, shall be deemed guilty of a
misdemeanor and, upon conviction thereof, shall for each offense be

puni8hed by a fine not exceeding $500 or by imprisonment not exceeding one year, or both.,
Applications and Furnishing of Information

(e) (1) (A) The Secretary shall, subject to subparagraph (B),
prescribe such requirements with respect to the filing of applications,
the suspension or termination of assistance, the furnishing of other
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data and material, and the reporting of events and changes in circumstances, as may be necessary for the effective and efficient administration of this title.
(B) The requirements prescribed by the Secretary pursuant to subparagraph (A) shall require that eligibility for benefits under this title
will not be determined solely on the basis of declarations by the applicant concerning eligibility factors or other releixint fact8, and that
relevant information will be verified to the maxim'um extent feasible
from independent or collateral sources and additional information obtained as necessary in order to assure that such benefits are only provided to eligible individuals (or eligible spouses) and that the amounts
of such benefits are correct.

(2) In case of the failure by any individual to submit a report of
events and changes in circumstances relevant to eligibility for or
amount of benefits under this title as required by the Secretary under
paragraph (1), or delay by any individual in submitting a report as so
required, the Secretary (in addition to taking any other action he may
consider appropriate under paragraph (1)) shall reduce any benefit8
which may subsequently become payable to such individual under this
title by—
(A) $25 in the case of the first such failure or delay,
(B) $50 in the case of the second such failure or delay, and

(C) $100 in the case of the third or a subsequent such failure

or delay,
except where the individual was without fault or good cause for such
failure or delay existed.
Furnishing of Information by Other Agencie8

(f) The head of any Federal agency shall provide such information
as the Secretary needs for purposes of determining eligibility for or
amount of benefits, or verifying other information with respect thereto.

Penalties for Fraud
Sec. 1632. Whoever—
(1) knowingly and willfully makes or causes to be made any
false statement or representation of a material fact in any application for any benefit under this title.
(2) at any time knowingly and willfully makes or causes to be
made any false statement or representation of a material fact for
use in determining rights to any such benefit,
(3) having knowledge of the occurrence of any event affecting
(A) his initial or continued right to any such benefit, or (B) the
initial or continued right to any such benefit of an,' other individual in whose behalf he has applied for or is receiving such benefit,
conceals or fails to disclose such event with an intent fraudulently
to secure such benefit either in a greater amount or quantity than
is due or when no such benefit is authorized, or
(4) having made application to receive any such benefit for the
use and benefit of another and having received it, knowingly and
willfully converts such benefit or any part thereof to kz use other
than for the use and benefit of such other person,
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shall be guilty of a misdemeanor and upon conviction thereof shall be
fined not more than $1,O) or imprisoned for not more than one year,
or both.

Administration
Sec. 1633. The Secretary may make such an administrative and other
arrangements (including arrangements for the determination of blindness and disability under section 1614(a)() and(S) in the same manner and sub jec to the same conditions as provided with re8pect to disability determinations under section fd1) as may be necessary or appropriate to carry out his functions under this title.

Determinations of Medicaid Eligibility
Sec. 1634. The Secretary may enter into an agreement with any State

which wishes to do so under which he will determine eligibility for
medical assistance in the case of aged, blind, or disabled individuals
under such State's plan approved under title XIX. Any such agreeinent shall provide for payments by the State, for use by the Secretary
in carrying out the agreement, of an amount equal to one-half of the
cost of carrying out the agreement, but in computing such cost with
respect to individuals eligible for benefits under this title, the Secretary shall include only those costs which are additional to the costs incurred in carrying out this title.
*

*

*

*

*

*

*
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Prohibition Against Any Federal Interference
Sec. 1801. Nothing in this title shall be construed to authorize any
Federal officer or employee to exercise any supervision or control oier
the practice of medicine or the manner in which medical services are
provided, or over the selection, tenure, or compensation of any officer

or employee of any institution, agency, or person providing health
services; or to exercise any supervision or control over the administration or operation of any such institution, agency, or person.

Free Choice by Patient Guaranteed
Sec. 1802. Any individual entitled to insurance benefits under this
title may obtain health services from any institution, agency, or person qualified to participate under this title if such institution, agency,
or person undertakes to provide him such services.

Option to Individuals To Obtain Other Health Insurance
Protection
Sec. 1803. Nothing contained in this title shall be construed to

preclude any State from providing, or any individual from purchasing or otherwise securing, protection against the cost of any health
services.

Part A—Hospital Insurance Benefits for the Aged and Disabled

Description of Program
Sec. 1811. The insurance program for which entitlement is established by section 226 provides basic protection against the costs of
hospital and related post-hospital services and eligible drug8 in accordance with this part for (1) individuals who are age 65 or over and
are entitled to retirement benefits under title II of this Act or under
the railroad retirement system and (2) individuals under age 65 who
have been e'iititled for not less than 24 consecutive months to benefits

78—178 0—72—62
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under title II of thie Act or under the railroad retirement 8y8te?m on
the ba8ie of a die ability.

Scope of Benefits
Sec. 1812. (a) The benefits provided to an individual by the insur-

ance program under this part shall consist of entitlement to have
payment made on his behalf or, in the case of payments referred to
in section 1814(d) (2) to him (subject to the provisions of this part)
for—

(1) inpatient hospital services for up to 150 days durmg any
spell of illness minus one day for each day of inpatient hospital
services in excess of 90. received during any preceding spell of ill-

ness (if such individual was entitled to have payment for such
services made under this part unless he specifies in accordance with

regulations of the Secretary that he does not desire to have such
payment made);
(2) post-hospital extended care services for up to 100 days
during any spell of illness; (and]
(3) post-hospital home health services for up to 100 visits (during the one-year period described in section 1861(n)) after the
beginning of one spell of illness and before the beginning of the

next(.] , and

(4) eligible drug8.
(b) Payment under this part for services furnished an individual
during a spell of illness may not (subject to subsection (c)) be made
for—.

(1) inpatient hospital services furnished to him during such

spell after such services have been furnished to him for 150 days
during such spell minus 1 day for each day of inpatient hospital
services in excess of 90 received during any preceding spell of
illness (if such individual was entitled to have payment for such
services made under this part unless he specifies in accordance
with regulations of the Secretary that he does not desire to have
such payment made);
(2) post-hospital extended care services furnished to him during such spell after such services have been furnished to him for
100 days during such spell; or

(3) inpatient psychiatric hospital services furnished to him

after such services have been furnished to him for a total of 190
days during his lifetime.
(c) If an individual is an inpatient of a psychiatric hospital on the
first day of the first month for which he is entitled to benefits under
this part, the days on which he was an inpatient of such a hospital in
the 150-day period immediately before such first day shall be included
in determining the number of days limit under subsection (b) (1) insofar as such limit applies to (1) inpatient psychiatric hospital serv-

ices, or (2) inpatient hospital services for an individual who is an
inpatient primarily for the diagnosis or treatment of mental illness
(but shall not be included in determining such numberof days limit
insofar as it applies to other inpatient hospital services or in determinmg the 190-day limit under subsection (b) (3)).
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(d) Payment under this part may be made for post-hospital home
health services furnished an individual only during the one-year period described in section 1861(n) following his most recent hospital
discharge which meets the requirements of such section, and only for
the first 100 visits in such period. The number of visits to be charged
for purposes of the limitation in the preceding sentence, in connection
with items or services described in section 1861(m), shall be determined in accordance with regulations.

(e) For purposes of subsections (b), (c), and (d), inpatient hos-

pital services, inpatient psychiatric hospital services, post-hospital extended care services, and post-hospital home health services shall be
taken into account only if payment is or would be, except for this section or the failure to comply with the request and certification require.
ments of or under section 1814(a), made with respect to such services
under this part.
(f) For definition of "spell of illness", and for definitions of other
terms used in this part, see section 1861.

Deductibles and Coinsurance
Sec. 1813. (a) (1) The amount payable for inpatient hospital services

furnished an individual during any spell of illness shall be reduced
by a deduction equal to the inpatient hospital deductible or, if less,
the charges imposed with respect to such individual for such services,
except that, if the customary charges for such services are greater
than the charges so imposed, such customary charges shall be considered to be the charges so imposed. Such amount shall be further reduced by a coinsurance amount equal to—
(A) one-fourth of the inpatient hospital deductible for each day

(before the 91st day) on which such individual is furnished such
services during such spell of illness after such services have been
furnished to him for 60 days during such spell; and
(B) (one-half] one-fourth of the inpatient hospital deductible
for each day (before the day following the last day for which such
individual is entitled under section 1812(a) (1) to have payment

made on his behalf for inpatient hospital services during such
spell of illness) on which such individual is furnished such services during such spell of illness after such services have been
furnished to him for 90 days during such spell; 1

except that the reduction under this sentence for any day shall not ex-

ceed the charges imposed for that day with respect to such individual
for such services (and for this purpose, if the customary charges for
such services are greater than the charges so imposed, such customary
charges shall be considered to be the charges so imposed).
(2) The amount payable to any provider of services under this part
for services furnished an individual during any spell of illness shall
be further reduced by a deduction equal to the cost of the first three

pints of whole blood (or equivalent quantities of packed red blood
cells, as defined under regulations) furnished to him as part of such
services during such spell of illness.

i Applies with respect to inpatient hospital services furnished during spells of illness

beginning after December 3i, 19T2.
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(3) The amount payable for post-hospital extended care services
furnished an individual during any spell of illness shall be reduced by

a coinsurance amount equal to one-eighth of the inpatient hospital
deductible for each day (before the 101st day) on which he is fur-

nished such services after such services have been furnished to him for
20 days during such spell.
(4) The reasonable allowance, as defined in section 183, for eligible

drugs furnished an individual pursuant to any one prescription (or
each renewal thereof) and purchased by such individual at any one
time shall be reduced by an amount equal to the applicable prescripticn copayment obligaticn which shall be $1.
(b) (1) The inpatient hospital deductible which shall be applicable
for the purposes of subsection (a) shall be $40 in the case of any spell
of illness beginning before 1969.
(2) The Secretary shall, between July 1 and October 1 of 1968, and

of each year thereafter, determine and promulgate the inpatient hospital deductible which shall he applicable for the purposes of subsection (a) in the case of any spell of illness beginning during the succeeding calendar year. Such inpatient hospital deductible shall be equal
to $40 multiplied by the ratio of (A) the current average per diem rate

for inpatient hospital services for the calendar year preceding the

promulgation, to (B) the current average per diem rate for such services for 1966. Any amount determined under the preceding sentence
which is not a multiple of $4 shall be rounded to the nearest multiple

of $4 (or, if it is midway between two multiples of $4, to the next
higher multiple of $4). The current average per diem rate for any
year shall be determined by t.he Secretary on the basis of the best information available to him (at the time the determination is made) as
to the amounts paid under this part on account of inpatient hospital
services furnished during such year, by hospitals which have agreements in effect under section 1866, to individuals who are entitled to
hospital insurance benefits under section 226, plus the amount which
would have been so paid but for subsection (a) (1) of this section.
(c) The prescripticn copayinent which shall be applicable for the
purposes of sub8ection (a) (4) shall be $1 and so much of the cost of
8uch prescription (in the case of a druq product prescribed by a physician, of a drug entity included in the forimulary where the cost of such
product exceeds the maximum medicare allowance) as is in excess of
the maximum medicare allowance established for such drug entity in
accordance with section 183.

Conditions of and Limitations on Payment for Services
Requirement of Requests and Certifications

Sec. 1814. (a) [Except as provided in subsection (ci)] Except as
provided in subsections (d) and (g)1 and in section 1876,2 payment for

services furnished an individual may be made only to providers of
services which are eligible therefor under section 1866 and only if—
(1) written request, signed by such individual, except in cases
'Anplies to accounting periods beginning after December 31, 1972.
Effective wItb respect to services provided on or after July 1. 1973.
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in which the Secretary finds it impracticable for the individual
to do so, i8 filed for such payment in such form, in such manner,
and by such person or person-s as the Secretary may by regulation
prescribe, no later than the close of the period of 3 calendar years
following the year in which 8uch services are furnished (deeming any services furnished in the last 3 calendar months of any
calendar year to have been furnished i'm the succeeding calendar
year) except that where the Secretary deems that efficient administration so requires, such period may be reduced to not less than
1 calendar year;
(2) a physician certifies (and recertifies, where such services
are furnished over a period of time, in such cases, with such frequency, and accompanied by such supporting material, appropriate to the case involved, as maybe provided by regulations,
except that the first of such recertifications shall be required in
each case of inpatient hospital services not later than the 20th
day of such period) that—
(A) in the case of inpatient psychiatric hospital services,
such services are or were required to be given on an inpatient

basis, by or under the supervision of a physician, for the
psychiatric treatment of an individual; and (i) such treatment can or could reasonably be expected to improve the
condition for which such treatment is or was necessary or
(ii) inpatient diagnostic study is or was medically required

and such services are or were necessary for such purposes;
(B) in the case of inpatient tuberculosis hospital services,
such services are or were required to be given on an inpatient
basis, by or under the supervision of a physician, for the treat-

ment of an individual for tuberculosis; and such treatment
can or could reasonably be expected to (i) improve the condition for which such treatment is or was necessary or (ii)
render the condition non-communicable;

[(C) in the case of post-hospital extended care services,
such services are or were required to be given on an inpatient
basis because the individual needs or needed skilled nursing
care on a continuing basis for any of the conditions with respect to which he was receiving inpatient hospital services]

(C) in the case 0/ post-hospital extended care 8er'vices,
such ervcee are or were required to be given because the
individual need8 or needed on a daily basi skilled nursing
care (provided directly by or requirinq the supervision of
'skilled nursing personnel) or other skilled rehabilitation
8er'vwes, which as a practical matter can only be provided in

a 8killed nursing facility on an inpatient basis, for any of
the condition8 with re8pect to which he was receiving in-

patient hospital services,' (or services which would constitute
inpatient hospital services if the institution met the requirements of paragraphs (6) (and (8)] and (9)2 of section

1861(e)) prior to transfer to the [extended care facility]
1
2

App11s'
Apnlies

with respect to services furnished after December 31, 1972.
to any ,rovider of services for fiscal years (of ucb provider) beginning after

the fifth month following the month of enactment.
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skilled nursing facility or for a condition requiring such

extended care services which arose after such transfer and
while he was still in the facility for treatment of the condition or conditions for which he was receiving such inpatient hospital services; [or]
(D) in the case of post-hospital home health services, such
services are or were required because the individual is or
was confined to his home (except when receiving items and
services referred to in sectiOn 1861 (m) (7)) and needed skilled

nursing care on an intermittent basis, or physical or speech
therapy, for any of the conditions with respect to which he
was receiving inpatient hospital services (or services which
would constitute inpatient hospital services if the institution
met the requirements of paragraphs (6) (and (8)] and (9)1
of 1861 (e)) or post-hospital extended care services; a plan for

furnishing such services to such individual has been established and is periodically reviewed by a physician; and such
services are or were furnished while the individual was under
the care of a physician; or
(E) in the case of inpatient hospital services in connection
with a dental procedure, the indi'vidual suffers froni impairments of such seventy as to require ho8pztaZiatiofl; 2

(3) with respect to inpatient hospital services (other than inpatient psychiatric hospital services and inpatient tuberculosis
hospital services) which are furnished over a period of time, a
physician certifies that such services are required to be given on
an inpatient basis for such individual's medical treatment, or that

inpatient diagnostic study is medically required and such services
are necessary for such purpose, except that (A) such certification
shall be furnished only in such cases, with such frequency, and

accompanied by such supporting material, appropriate to the
cases involved, as may be provided by regulations, and (B) the
first such certification required in accordance with clause (A) shall
be furnished no later than the 20th day of such period;

(4) in the case of inpatient psychiatric hospital services, the

services are those which the records of the hospital indicate were
furnished to the individual during periods when he was receiving
(A) intensive treatment services, (B) admission aid related services necessary for a diagnostic study, or (C) equivalent services;
(5) in the case of inpatient tuberculosis hospital services, the
services are those which the records of the hospital indicate were
furnished to the individual during periods when he was receiving
treatment which could reasonably be expected to (A) improve his
condition or (B) render it noncommunicable;
(6) with respect to inpatient hospital services furnished such
individual after the 20th day of a continuous period of such services and with respect to post-hospital extended care services furnished after such day of a continuous period of such services as
2

Applies

to any provider of services for fiscal years (of such provider) beginning

after the fifth month following the month of enactment.
2Applies to admissions occurring after the second month following the month of
enactment.

977

Sec. 1814(b)

may be prescribed in or pursuant to regulations, there was not in
effect, at the time of admission of such individual to the hospital

or (extended care facility] skilled nursing facility, as the case
may be, a decision under section 1866(d) (based on a finding that

utilization review of long-stay cases is not being made in such
hospital or facility) ; (and]
(1) with respect to inpatient hospital services or post-hospital
extended care services furnished such individual during a continuous period, a finding has not been made (by the physician mem-

bers of the committee or group, [as described in section 1861
(k) (4)] as described in section 1861(k) (4), including any finding
made in the course of a sample or other review of admissions to the

institution)1 pursuant to the system of utilization to review that
further inpatient hospital services or further post-hospital extended care services, as the case may be, are not medically necessary; except that, if such a finding has been made, payment may

be made for such services furnished before the 4th day after
the day on which the hospital or (extended care facility] skilled
nursing facility, as the case may be, received notice of such
flnding[.] ; and
(8) with respect to drugs or biologicals furnished pur8uant
to and requiring (except for insulin) a physician's prescription,
such drug8 or biologi.cal8 are eligible drugs as defined in section

1861 (t) and the participating pharmacy (as defined in section
1861 (dd)) has such prescription in its possession, or some other

record (in the case of insulin) that is satisfactor'y to the
Secretary.2
To the extent provided by regulations, the certification and recertification requirements of paragraph (2) shall be deemed satisfied where,
at a later date, a physician makes certification of the kind provided in

subparagraph (A), (B), (C), or (D) of paragraph (2) (whichever

would have applied), but only where such certification is accompanied

by such medical and other evidence as may be required by such
regulations.
(Reasonable Cost of Servicesj Amount Paid to

des8

(b) (1) The amount paid to any provider of services (other than a
pharmacy) with respect to services for which payment may be made
under this part shall, subject to the provisions of section 1813, be—
(the reasonable cost of such services, as determined under section
1861(v)]
(A) the les8er of (i) the reasonable cost of such service8, as
determined under section 1861(v), or (ii) the customary charge8
with respect to such services; or
(B) if such 8ervice8 are furnished by a public provider of services free of charge or at nominal charges to the public, the amount

determined on the basis of those items (specified in regulations

1Applies to services furnished after the second month following the month of enact2Appliee with respect to eligible drugs furnished on and after 3uly 1. 1973.
Applies to services furnished by hospitals skilled nursing facilities, end 'home health

ment.

agencies in accounting periods beginning after becember 31. 1972.
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pre8cri bed by the Secretary) induded in the determination of 8UCh
reasonable co8t which the Secretary finds mill provide fair corn-

pen8ation to such provider for 8uch 8er'vice8.

() The amount paid to any participating pharmacy which j& a provider oJ 8ervices with respect to eligible drugs for which

payment may
be made under thie part shall, 8ubject to the provisione of 8ection 1813,
be the reasonable allowance (as defined in section 183) with respect

to such drugs.

No Payments to Federal Providers of Services

(c) No payment may be made under this part (except under subsec-

tion (d)) to any Federal provider of services, exàept a provider of

services which the Secretary determines is providing services to the
public generally as a community institution or agency; and no such
payment may be made to any provider of services for any item or.

service which such provider is obligated by a law of, or a contract with,
the United States to render at pubhc expense.
Payments for Emergency Hospital Services

(d) (1) Payments shall also be made to any hospital for inpatient
hospital services furnished in a calendar year by the hospital or

under arrangements (as defined in section 1861(w)) with it, to an individual entitled to hospital insurance benefits under section 226 even
though such hospital does not have an agreement in effect under this
title if (A) such services were emergency services, (B) the Secretary
would be required to make such payment if the hospital had such an
agreement in effect and otherwise met the conditions of payment here-

under, and (C) such hospital has elected to claim payments for all
such inpatient emergency services and for the emergency outpatient
services referred to in section 1835(b) furnished during such year.
Such payments shall be made only in the amounts provided under subsection (b) and then only if such hospital agrees to comply, with
respect to the emergency services provided, with the provisions of
section 1866(a).
(2) Payment may be made on the basis of an itemized bill to an
individual entitled tQ hospital insurance benefits under section 226 for
services described in paragraph (1) which are emergency services if
(A) payment cannot be-made under paragraph (1). solely.. beause the
hospital does not elect to claim such payment, and (B) such individual
files application (submitted within such time and in such form and
manner and by such person, and containing and supported by such

information as the Secretary shall by regulations prescribe) for
reimbursement.

(8) The amounts payable under the preceding paragraph with

respect to services described therein shall, subject to the proviCions of
section 1813, be equal to 60 percent of the hospital's reasonable charges.
for routine services furnished in the accommodations occupied by the

individual or in semiprivate accommodations (as defined in section
1861(v) (4)), whichever is less, plus 80 percent of the hospital's reasonable charges for ancillary services. If separate charges for routine
and ancillary services are not made by the hospital, reimbursement
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may be based on two-thirds of the hospital's reasonable charges for the
services received but not to exceed the charges which would have been

made if the patient had occupied semiprivate accommodations. For
purposes of the preceding provisions of this paragraph, the term "rOutine services" shall mean the regular room, dietary and nursing services, minor medical and surgical supplies, and the use of equipment and

facilities for which a separate charge is not customarily made; the
term "ancillary services" shall mean those special services for which
charges are customarily made in addition to routine services.
Payment for Inpatienl Hospital Services Prior to Notification àf Noneligibility

(e) Notwithstanding that an individual is not entitled to have payment made under this part for inpatient hospital services furnished
by any hospital, payment shall be made. to such hospital (unless it
elects not to receive such payment or, if. payment has already been
made by or on behalf of such individual, fails to refund such payment
within the time specified by the Secretary) for such services which
are furnished to the individual prior to notification to such hospital
from the Secretary of his lack of entitlement, if such payments are
precluded only by reason of section 1812 and if such hospital complies
with the requirements of and regulations under this title with respect
to such payments, has acted in good faith and without knowledge of

such lack of entitlement, and has acted reasonably in assuming entitlement existed. Payment under the preceding sentence may not be
made for the services furnished an individual pursuant to any admission after the 6th elapsed day (not including as an elapsed day Saturday, Sunday, or legal holiday) after the day on which such admission
occurred.
Payment for Certain Emergency Hospital Services Furnished Outside the
United States] Payment for Certain Inpatient Hospital Services Furnished
Outside the United States'

((f) The authority contained in subsection (d) shall be applicable
to emergency inpatient hospital services furnished an individual by
a hospital located outside the United States if—

((1) such individual was physically present in a place within
the United States at the time the emergency which necessitated
such inpatient hospital services occurred; and
((2) such hospital was closer to, or substantially more accessible

from, such place than the nearest hospital within the United
States which was adequately equipped to deal with, and was

available for the treatment of, such individual's illness or injury.]
(f) (1) Payment shall be made for inpatient hO8pital services furniehed to an individual entitled to lto8pital ineurance benefit8 under
8ectzon J26 by a hospital located out8zde the United States, or under
arrangements (as defined in section 1861(w)) with it, if—
(A) such individual is a re8ident of the United States; and
(B) such hospital was closer to, or substantially more acce8sible
to services furnished with. respect to admissions occurring after December 31,
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from, the residence of such individual than the neare8t hospital
'within the United States which was adequately equipped to deal

with, and was available for the treatment of, such individual's
illness or injury.
(2) Payment may also be made for emergency inpatient ho8pital

servwes furnished to an individual entitled to hospital insurance benef1t8 under section 1226 by a hospital located out8ide the United States
if—
(A) such individual was physically present—
(i) in a place within the United States; or
(ii) at a place within Canada while traveling without unreasonable delay by the most direct route (as determined by
the Secretary) between Alaska and anot her St ate;
at the time the emergency which necessitated 8uch inpatient hospital 8ervices occurred, and
(B) such hospital was closer to, or substantially nwre accessible

from, such place than the nearest hospital within the United

States which was adequately equipped to deal with, and was available for the treatment of, 8uch individual's illness or injury.
(3) Payment shall be made in the amount provided under subsection (b) to any hospital for the inpatient hospital 8er'vices described
in paragraph (1) or (12) furnished to an individual by'the hospital or
under arrangements (as defined in section 1861 (w)) with it if (A) the
Secretary would be required to make such payment if the hospital had
an agreement in effect under this title and otherwise met the conditions
of payment hereunder (B) such. hospital elects to claim such payment,
and (C) such hospita' agrees to comply, with respect to such services,
with the provisions of section 1866(a).
(4) Payment for the inpatient hospital services described in paragraph (1) or (2) furnished to an individual entitled to hospital insurance benefits under section 226 may be made on the basis of an itemized

bill to such individual if (A) payment for such services cannot be
made under paragraph (3) solely because the hospital does not elect to
claim such payment, and (B) such individual files application (sub-

mitted within such time and in such form and manner and by such
person, and containing and supported by such information as the Secretary shall by regulations prescribe) for reimbursement. The amount
payable with respect to such services shall, subject to the provisions of
section 1813, be equal to the amount which would be payable under sub-

section (d)(3).

Payment for Services of a Physician Rendered In a Teaching Hospital'

(g) For purposes of 8ervice8 for which the reasonable cost thereof is

determined under section 1861(v) (1) (D), payment under this part
shall be made to such fund as may be designated by the organized med-

ical staff of the hospital in which such services were furnished oi, if
such services were furnished in such hospital by the faculty of a medical school, to such fund as may be designated by such faculty, but only
if—
1

ApplIes to accounting periods after December 31, 1972.
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(1) swh ho8pital has an agreement with the Secretary under
section 1866, and

(2) the Secretary has received written assurances that (A)

such payment will be u8ed by such fund solely for the improvement of care of hospital patients or for educational or charitable
purposes and (B) the individuals who were furnished 8uoh 8ervices or any other persons will not be charged for such services
(or if charged, provision will be made for returii of any moneys
incorrectly collected).
Payment for Posthospital Extended Care Services'

(h) (1) An individual shall be presumed to reqwire the care 8peciflecl

in subsection (a) (2) (C) of this section for purposes of making payment to a skilled nursing facility (subject to the provisions of section 1812) for post hospital extended care services which are furnished by such facility to such individual if—
(A) the certification referred to in sub8ection (a) (2) (C) of
this section is submitted prior to or at the time of admission of
such individual to such skilled nursing facility,
(B) such certification state8 that the medical condition of the
individual is a condition designated in regulations,

(C) such certification is accompanied by a plan of treatment

for providing 8uch 8ervices, and

(D) there is compliance with such other requirements and

procedures as may be specified in regulations,

but only for services furnished during such limited periods of time
with respect to such conditions of the individual as maj be prescribed
in regulations by the Secretary, taking into account the medical 8eVer-

ity of such conditions, the degree of incapacity, and the nthzinvum
length of stay in an institution generally needed for such conditions,
and such other factors affecting the type of care to be provided as the
Secretary deems pertinent.
(2) If the Secretary deterniine8 with respect to a phy8ician that
such physician is submitting with some frequency (A) ewJneou8
certifications that individuals have conditions designated in regulations as provided in this subsection or (B) plans for providing services which are inappropriate, the provisions of paragraph (1) shall
not apply, after the effective date of such deterini nation, in any case
in which such physician subniit8 a certification or plan referred to M
subparagraph (A), (B),or (C) of paragraph (1).
Payment for Posthospital Home Health Services'

(i) (1) An individual shall be presumed to require the services
specified in subsection (a) (2) (D) of this section for purposes of

making payment to a home health agency (subject to the provisions of
section 1812) for posthospital home health services furnished by 8uclt
agency to such individual if—
(A) the certification and plan referred to in subsection (a)
1
2

facilities Initiated on or after January 1, 1973.
nursin on
Applies to admissions to skilledInltIate
or after January 1. 1973.
Applies to home health plans
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(2) (D) of this section are submitted in timely fashion prior to
the first visit by such agency,

(B) such certification states that the medical condition of the
individual is a condition designated in regulations, and
(C) there is compliance with such other requirements and procedures as may be specified in regulations,
but only for 8ervices furn.ished during such limited numbers 01 'vi8it8
with respect to such conditions of the individual as may be 7Yre8cribed
in regulations by the Secretary, taking into account the medical severity of such conditions, the degree of incapacity, and the minimum period of home confinement generally needed, for such conditions, and
such other factors affecting the type of care to be provided as the Secretary deems pertinent.

(2) If the Secretary determines with re8pect to a phy8ician that
such physician is submitting with some frequency (A) erroneous certifications that individuals have conditions designated in regulations

as provided in this subsection or (B) plans for providing 8ervwes
which are inappropriate, the provisions of paragraph (1) shal not
apply, after the effective date of such determination, in any case in
which such physician submits a certification or plan referred to in
subparagraph (A) or (B) 0/paragraph (1).
Limitation on Payment for Eligible Druga'

(j) Payment may be made under this part for eligible drugs oiiy
when such drug8 are dispensed by a participating pharmacy; except
that payment under this part may be made for eligible drug8 dispensed
by a physician where the Secretary determines, in accordance with
regulations, thatsuch eligible drug8 were required in an emergency or
that there was no participating pharmacy available in the communit/,
in which case the physician (under regulations pre8cribed by the Secretary) shall be regarded as a participating pharmacy for purposes of
this part with respect to the dispensing of such elicible drug8.

Payment to Providers of Services
Sec. 1815. The Secretary shall periodically determine the amount
which should be paid under this part to each provider of services with

respect to the services furnished by it, and the provider of services
shall be paid, at such time or times as the Secretary believes appropriate (but not less often than monthly) and prior to audit or settlement by the General Accounting Office, from the Federal Hospital
Insurance Trust Fund, the amounts so determined, with necessary adjustments on account of previously made overpayments or underpaymerits; except that no such payments shall be made to any provider
unless it has furnished such information as the Secretary may request
in order to determine the amounts due such provider under this part
for the period with respect to which the amounts are bemg paid or
any prior period.
1

Appfles

with respect to eligible drugs furnished on and after July 1, 1973.
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Use of Public Agencies or Private Organizations To Facilitate
Payment to Providers of Services
Sec. 1816. (a) If any group or association of providers of services

wishes to have payments under this part to such providers made
through a national, State, or other public or private agency or organization and nominates such agency or organization for this purpose,
the Secretary is authorized to enter into an agreement with such

agency or organization providing for the determination by such

agency or organization ((subject to] subject to the provisions of section 1878 and to 1 such review by the Secretary as may be provided
for by the agreement) of the amount of the payments required pursuant to this part to be made to such providers, and for the making
of such payments by such agency or organization to such providers.
Such agreement may also include provision for the agency or organization to do all or any part of the following: (1) to provide consultative services to institutions or agencies to enable them to establish and
maintain fiscal records necessary for purposes of this part and otherwise to qualify as hospitals, extended care facilities, or home health
agencies, and (2) with respect to the providers of services which are to
receive payments through it (A) to serve as a center for, and communicate to providers, any information or instructions furnished to it
by the Secretary, and serve as a channel of communication from pro-

viders to the Secretary; (B) to make such audits of the records of

providers as may be necessary to insure that proper payments are made
under this part; and (C) to perform such other functions as are necessary to carry out this subsection.
(b) The Secretary shall not enter into an agreement with any
agency or organization under this section unless (1) he finds (A) that
to do so is consistent with the effeétive and efficient administration of
this part, and (B) that such agency or organization is willing and able

to assist the providers to which payments are made through it under
this part in the application of safeguards against unnecessary utilization of services furnished by them to individuals entitled to hospital
insurance benefits under section 226, and the agreement provides for
such assistance, and (2) such agency or organization agrees to furnish
to the Secretary such of the information acquired by it in carrying out
its agreement under this section as the Secretary may find necessary
in performing his functions under this part.
(c) An agreement with any agency or organization under this section may contain such terms and conditions as the Secretary finds
necessary or appropriate, may provide for advances of funds to the
agency or organization for the making of payments by it under subsection (a), and shall provide for payment of so much of the cost of
administration of the agency or organization as is determined by the
Secretary to be necessary and proper for carrying out the functions
covered by the agreement.

((d) If the nomination of an agency or organization as provided in
this section is made by a group or association of providers of services,
it shall not be binding on members of the group or association which
notify the Seqretary of their election to that effect. Any provider may,
'Applies to cost reports of providers of services as defined in title XVIII of the Act,

for accounting periods ending on or after June 30, 173.
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upon such notice as may be specified in the agreement under this section with an agency or organization, withdraw. its nomination to receive payments through such agency or organization. Any provider

which has withdrawn its nomination, and any provider which has

not made a nomination, may elect to receive payments from any agency
or organization which has entered into an agreement with the Secre.-

tary under this section if the Secretary and such agency or organization agree to it.]
(d) Effective January 1, 1973, the Secretary is authorised to assign
or reassign any provider of services to any agency or organisation

which ha8 entered into an agreement with him under this section

whenever he determines, in his sole discretion, that to do so would re-

sult in more effective and efficient administration of this part. In
making any such assignment or reassignment the Secretary shall take
into consideration the choice of any such provider, but he shall not
be bound by such choice.

(e) An agreement with the Secretary under this section may be

terminated—

(1) by the agency or organization which entered into such
agreement at such time and upon such notice to the Secretary,
to the public, and to the providers as may be provided in regulations, or
(2) by the Secretary at suth time and upon such notice to the
agency or organization, to the providers which have nominated it
for purposes of this section, and to the public, as may be provided

in regulations, but only if he finds, after reasonable notice and
opportunity for hearing to the agency or organization, that (A)
the agency or organization has failed substantially to carry out the

agreement, or (B) the continuation of some or all of the functions provided for in the agreement with the agency or organization is disadvantageous or is inconsistent with the efficient administration of this part.

(f) An agreement with an agency or organization under this section
may require any of its officers or employees certifying payments or
disbursing funds pursuant to the agreement, or otherwise participating
in carrying out the agreement, to give surety bond to the United States
in such amount as the Secretary may deem appropriate.

(g) (1) No individual designated pursuant to an agreement under
this section as a certifying officer shall, in the absence of gross negligence or intent to defraud the United States, be liable with respect to
any payments certified by him under this section.
(2) No disbursing officer shall, in the absence of gross negligence
or intent to defraud the United States, be liable with respect to any

payment by him under this section if it was based upon a voucher
signed by a certifying officer designated as provided in paragraph (1)
of this subsection.

(3) No such agency or organization shall be liable to the United
States for any payments referred to in paragraph (1) or (2).

Federal Hospital Insurance Trust Fund
Sec. 1817. (a) There is hereby created on the books of the Treasury
of the United States a trust fund to be known as the "Federal los-
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pital Insurance Trust Fund" (hereinafter in this section referred to as

the "Trust Fund"). The Trust Fund shall consist of such gifts and
bequests as may be made as provided in section Wi (i) (1), and 1

such

amounts as may be deposited in, or appropriated to, such fund as
provided in this part. There are hereby appropriated to the Trust
Fund for the fiscal year ending June 30, 1966, 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 imposed by section 3101(b) and 3111(b) of the
Internal Revenue Code of 1954 with respect to wages reported
to the Secretary of the Treasury or his delegate pursuant to subtitle F of such Code after December 31, 1965, as determined by
the Secretary of the Treasury by applying the applicable rates of
tax under such sections to such wages, which wages shall be certified by the Secretary of Health, Education, and Welfare on the
basis of records of wages established and maintained by the Secretary of Health, Education, and Welfare in accordance with such
reports; and
(2) the taxes imposed by section 1401(b) of the Internal Revenue Code of 1954 with respect to self-employment income reported to the Secretary of the Treasury or his delegate on tax
returns under subtitle F of such Code, as determined by the Secretary of the Treasury by applying the applicable rate of tax under
such section to such self-employment income, which self -employment income shall be certified by the Secretary of Health, Edu-

cation, and Welfare on the basis of records of self-employment
established and maintained by the Secretary of Health, Education, and Welfare in accordance with such returns.
The amounts appropriated by the preceding sentence shall be transferred from time to time from the general fund in the Treasury to the
Trust Fund, such amounts to be determined on the basis of estimates
by the Secretary of the Treasury of the taxes, specified in the preceding

sentence, 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 sentence.
(b) With respect to the Trust Fund, there is hereby created a body
to be known as the Board of Trustees of the Trust Fund (hereinafter
in this section referred to as the "Board of Trustees") composed of the

Secretary of the 'lreasury, the Secretary of Labor, and the Secretary
of Health, Education, and Welfare, all ex officio. The Secretary of the
Treasury slal1 be the Managing Trustee of the Board of Trustees
(hereinafter in this section referred to as the "Managing Trustee").
The Commissioner of Social Security shall serve as the 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 Fund;
(2) Report to the Congress not later than the first day of April
of each year on the operation and status of the Trust Fund dur-

1

Aplles to gifts and

bequests

received after the date of enactment.
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ing the preceding fiscal year and on its expected operation and

status during the current fiscal year and the next 2 fiscal years;
(3.) Report immediately to the Congress whenever the Board
is of the opinion that the amount of the Trust Fund is unduly
small; and
(4) Review the general policies followed in managing the Trust
Fund, and recommend changes in such policies, including necessary changes in the provisions of law which govern the way in
which the Trust Fund is to be managed.
The report provided for in paragraph (2) shall include a statement of

the assets of, and the disbursements made from, the Trust Fund

during the preceding fiscal year, an estimate of the expected income
to, and disbursements to be made from, the Trust Fund during the
current fiscal year and each of the next 2 fiscal years, and a statement
of the actuarial, status of the Trust Fund.. Such report shall be printed
as a House document of the session of the Congress to which the report
is made.

(c) It shall be the duty of the Managing Trustee to invest such por-

tion of the Trust Fund as is not, in his judgment, required to meet
current withdrawals. Such investments may be made only in interestbearing obligations of the United States or in obligations 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 authorize the issuance at par of public-debt obligations for
purchase by the Trust Fund. Such obligations issued for purchase by

the Trust Fund shall have maturities fixed with due regard for the
needs of the Trust Fund 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 4 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 on
such obligations shall be the multiple 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
purchase of such other obligations is m the public interest.
(d) Any obligations acquired by the Trust Fund (except publicdebt obligations issued exclusively to the Trust Fund) may be sold by
the Managing Trustee at the market price, and such public-debt obligations may be redeemed at par plus accrued interest.
(e) The interest on, and the proceeds from the sale or redemption
of, any obligations held in the Trust Fund shall be credited to and-

form a part of the Trust Fund.

(f) (1) The Managing Trustee is dircted to pay from time to time
from the Trust Fund into the Treasury the amount estimated by him
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as taxes imposed under section 3101 (b) which are subject to refund
under (section 6413(c)] sections 6418 (c) and (e) of the Internal
Revenue Code of 1954 with respect to wages paid after December 31,
1965. 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
Secretary of the Treasury or his delegate pursuant to subtitle F of

the Internal Revenue Code of 1954, and the Secretary of Health,
Education, and Welfare shall furnish the Managing Trustee such
information as may be required by the Managing 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.

(2) Repayments made under paragraph (1) shall not be available
for expenditures but shall be carried to the surplus fund of the Treas-

ury. If it subsequently appears that the estimates under such paragraph in any particular period were too high or too low, appropriate

adjustments shall be made by the Managing Trustee in future
payments.

(g) There shall be transferred periodically (but not less often than
once each fiscal year) to the Trust Fund from the Federal Old-Age
and Survivors Insurance Trust Fund and from the Federal Disability
Insurance Trust Fund amounts equivalent to the amounts not previously so transferred which the Secretary of Health, Education, and
Welfare shall have certified as overpayments (other than amounts
so certified to the Railroad Retirement Board) pursuant to section
1870(b) of this Act. There shall be transferred periodically (but not
less often than once each fiscal year) to the Trust Fund from the
Railroad Retirement Account amounts equivalent to the amounts not
previously so transferred which the Secretary of Health, Education,
and Welfare shall have certified as overpayments to the Railroad
Retirement Board pursuant to section 1870(b) of this Act.
(h) The Managing Trustee shall also pay from time to time from
the Trust Fund such amounts as the Secretary of Health, Education,
and Welfare certifies are necessary to make the payments provided
for by this part, and the payments with respect to administrative
expenses in accordance with section 201(g) (1).

Ho8pital Insurance Benefits for Uninsured Individuals Not
Otherwise Eligible
Sec. 1818. (a) Every individual who—
(1) has attained the age of 65,
is enrolled under part B of thi8 title,
(3) is a re8ident of the United States, and is either (A) a citizen or (B) an alien lawfully admitted for permanent residence
who has re8ided in the United States continuously during the 5
years immediately preceding the month in which he applie8 for
enrollment under this section, and
(4) is not otherwise entitled to benefits under this part,
shall be eligible to enroll in the insurance program established by this
part.

()
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(b) An individual may enroll under this section only in such manner and form as may be prescribed in regulations, and only durvng an
enrollment period prescribed in or under this section.
(c) The provisions of section 1837 (except subsection (f) thereof),
section 1838, subsection (c) of section 1839, and subsections (f) and
(iv) of section 1840 shall apply to persons authorised to enroll under
this section except that—
(1) individual8 who meet the conditions of subsection (a) (1),
(3), and (4) on or before the last day of the seventh nwnth after
the month in which this section is enacted may enroll under this
part and (if not already so enrolled) may also enroll under part B
during an initial general enrollment period which shall begin on
the first day of the second month which begins after the date on
which this section is enacted and shall end on the last day of the
tenth month after the month in which this Act is enacted;
(2) in the case of an individual who first meets the conditions of
eligibility under this section on or after the flr8t day of the eighth
month after the month in which this section is enacted, the initial
enrollment period shall begin on the first day of the third month
before the month in which he first becomes eligible and shall end
7 months later;
(3) in the case of an individual who enrolls pursuant to paragraph (1) of this subsection, entitlement to benefits shall begin

on-

(A) the first day of the second month after the month in

which he enrolls,

(B) Julyl,1973,or

(C) the first day of the first month in which he meet8 the
requirements of subsection (a),
whichever is the latest;
(4) termination of coverage under this section by the filing of
notice that the individual no longer wishes to participate in the
hospital insurance program shall take effect at the close of the
month following the month in which such notice i8 filed;

(5) an individual's entitlement under this section shall ter-

minate with the mont/v before the flr8t month in which he becomes
eligible for hospital insurairvee benefits under section 226 of this
Act or 8ectwn 103 of the Social S1ecurity Amendments of 1965;

and upon such ter-m4nation, such individual shall be deemed,

solely for purposes of hospital insurance entitlement, to have filed

in such first month the application required to establish such

entitlement; and
(6) ter?ni nation of coverage for supplementary medical insurance 8lvall result in simultaneous termination of hospital insura'nee benefits for uninsured individuals who are 'not otherwise
entitled to benefits under this Act.

(d) (1) The monthly premium of each individual for each month
in his coverage period before July 1974 shall be $33.
(2) The Secretary shall, during the last calendar quarter of each
year, beginning in 1973, determine and promulgate the dollar amount
(whether or not such dollar amount was applicable for premiums for
any prior month) which shall be applicable for premium8 for months
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occurring in the 12-month period commencing July 1 of the next year.
Such a4flOUnt 8h021 be equal to $33, multiplied by the ratio of (A) the
inpatient ho8pital deductible for 8ueh next year, as promulgated under

section 1813(b) (2), to (B) 8uch deductible promulgated for 1973.
Any almount determined under the preceding 8entence which 28 not
a multiple of $1 shall be rounded to the nearest multiple of $1, or if
midway between multiples of $1 to the next higher nwltiple of $1.
(e) Payment of the monthly premiu'ras on behalf of any individual
who meets the condition8 of 8ubsection (a) may be made by any public
or private agency or organization under a contract or other arrangement entered into between it and the Secretary if the Secretary deter,nines that payment of 8uch premiums under such contract or
arrangement is administratively feasible.
(f) Amounts paid to the Secretary for coverage under this section
shall be deposited in the Treasury to the credit of the Federal Hospital
Insurance Trust Fund.

!Iospilal insurance for individuals, Age 60 Through 64, Who Are
Entitled to Benefits Under Section 202 or Who Are Spouses of
individuals Entitled to Health insurance
Sec. 1819. (a) Every individual who—
(1) has attained the age of 60, but has not attained the age of
65; and
(2) is either—
(A) an. individual entitled to monthly insurance beneflt8
under 8ection 202 or beneflt8 under the Railroad Retirement
Act of 1937,or

(B) the wife or husband of a person entitled to benefits

under this part, or
(C) an individual entitled to benefits under—

(i) 8ection223(a),or
(ii) 8ub8ections (d), (e), (f), or (cv), of section 202

based on disability,
but who has not met the conditions of section 226(a) (2) (B);
and
(3) is enrolled under part B of this title shall be eligible to enroll in the insurance program established by this part.
(b) (1) An individual may enroll only once under this section and
only in such manner and for'ni as may be prescribed in regulations, and
only during an enrollment period prescribed in or under this section.
(2) In the case of an individual who satisfies paragraph (1) of sub-

8ection (a) of this section and either subparagraph (A) or subparagraph (C) of paragraph (2) of such 8ub8ection, his enrollment period
shall begin with whichever of the following is the latest:

(A) Aprill,1973,or

(B) the date 8uch individual first meet8 the conditzon8 in such

paragraph (2), or

(C) the date the Secretary sends notice to 8uch individual that

he i8 entitled to any monthly insurance beneflf8 as specified in 8ub-

paragraph .(A) or 8ubparagraph (C) of 8uóh paragraph. (2)

and shall end at the clo8e of the—
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(D) 90th day thereafter, if 8Uch enrollment period begins on
the date specified in subparagraphs (B) or (C) of this paragraph,
or
(E) the 180th day thereafter, if 8uch enrollment period begins
on April 1,1973.

(3) In the case of an individual 8atzsfying paragraph (1) and paragraph (2) (B) of subsection (a) of this section, hi8 enrollment period
8hall begin on whichever of the following i8 the later: (A) April 1,
1973, or (B) the date such individual first meets the conditions specified in such paragraphe, and shall end at the close of the (C) 90th day
thereafter, if such enrollment period begins on the date specified in
clause (B) of this paragraph or (D) the 180th day thereafter, if 8uch
enrollment period begins on April 1,1973.
(c) (1) In the case of an individual who enrolls pursuant to the provisions of tlii8 section, the coverage period during which he is entitled

to benefits under this part shall begin on the first day of the second

month after the month in which he enrolle, or July 1, 1973, whichever
is later.
(2) An individual's coverage period shall terminate at the earliest
of the following—

(A) for failure to make timely premium payments, at such
time as may be prescribed in regulations which may include a
grace period in which overdue premiums may be paid and coverage continued, but such grace period shall not exceed 30 days, except that it may be extended to not to exceed 60 days in any case
where the Secretary determines that there was good cause for failure to pay overdue premiums within such 30-day period; or
(B) at the close of the month following the month in which an
individual files a notice with the Secretary that he no longer de8ires to be enrolled under this 8ectwn; or

(C) with the month before the month he no longer meets the

conditions 8pecifled in 8ub8ection (a).
Nobwithstanding the preceding provisions of this paragraph, an indi-

vidual's coverage period shall terminate with the month before the
/ir8t month in which such individual becomes eligible for hospital insurance benefits under section 226 of this Act or section 103 of the

Social Security Amendment8 of 1965; and upon such termination such
individual shall be deemed, 8olely for purposes of hospital insurance

entitlement, to have filed in 8uch month the application required to

establish such entitlement.
(d) (1) The monthly premium of each individual under this section
for each month in his coverage period before July 1974 shall be $33.
(2) The Secretary shall, during December of 1973 and of each year
thereafter, determine and promulgate the dollar amount (whether or

not Buch dollar amount was applicable for premiums for any prior
month) which shall be applicable for premiums chargeable to individuals for months occurring in the 12-month period commencing
July 1 of the 'next succeeding year. Such amount 'shall be actuarially
adequate on a per capita basis to meet the estimated amounts of incurred claims and administrative expenses. for individuals enrolled
under this section during 8uch period; and such amount shall take
into consideration underwriting los8es or gains incurred during prior
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years.

Any amount determined under the preceding 8entence which i8
not a multiple of $1 8hall be rounded to the nearest $1, or if midway
between multiples of $1, to the next higher multiple of $1.
(e) Payment of the monthly premiums on behalf of any individual
who meets the conditions of 8ub8ection (a) may be made by any public
or private agency or organization under a contract or other arrangement entered into between it and the Secretary if the Secretary determ,ineg that payment of 8uch premiums under such contract or other
arrangement is administratively feasible.

(/) (1) The provisions of 8ectwn 1840 shall apply to individuals

enrolled under this section if such individuals are entitled to monthly
insurance benefits under section 202 or 223. The provisions of 8ubsec-

tions (e), (f), (g), and (h) of 8ueh section 1840 8liall apply to any

other individuals so enrolled.
(2) Where an individual enrolled under this section meets the provisions of paragraph (2) (B) of 8ubsectzon (a) (but does not meet the

provisions of paragraph (2) (A) or (2) (C) of such subsection) and

the person referred to in such paragraph (2) (B) is entitled to monthly
insurance benefits under section 202 or 8ection 223, the provisions of
section 1840(a) (1) 8hall ap-plyto such benefits as though such husband
or wife were entitled to 8uch benefits, unless such person files a notice
with the Secretary that the deductions provisions of such 8ection 1840
(a) (1) shall not apply.
(g) The term "wife" or "husband" as used in this 8ection shall have
the meaning assigned to those terms by subsection (b) and sub8ection
(f) of section 2.76, as the Oa8e may be, except that the provisions of
clause (2) of such subsection (b) and clause (2) of such subsection (f)
shall not apply.

Medicare Formulary Committee1
Sec. 1820. (a) (1) There is hereby established, within the Department of Health, Education, and Welfare, a Medicare Forinulary Com-

mittee (hereinafter referred to as the "Comnittee"), a majority of
whose members shall be physicians and which shall consist of the Com-

missioner of Food and Drugs and of four individuals (not otherwise
in the employ of the Federal Government) who do not have a direct
or indirect financial interest in the composition of the Formulary e.itãblished under this 8ectzon and who are of recognized pro fe8sional
standing and distinction in the fields of medicine, pharmacology, or
pharmacy, to be appointed by the Secretary without regard to the
provisions of title 5, United States Code, governing appointments in
the competitive service. The Cliair'man of the Committee shall be
elected annually from the appointed members thereof, by majority
vote of the members of the Committee.

(2) Each appointed member of the Committee shall hold office for
a term of five year8, except that any member appointed to fill a vacancy
occurring prior to the expiration of the term for which his predecessor
was appointed shall be appointed for the remainder of such term, and
except that the terms of office of the members first taking office 8hall
1

Applies with respect to eligible drugs furnished, on and after July 1. 1973.
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expire, as designated by the Secretary at the time of appointment, one
at the end of each of the first five year8. A member shall not be eligible
to serve continuously for more than two terms.
(b) Appointed members of the Committee, while attending meetings
or conferences thereof or otherwise 8erving on business of the Committee, shall be entitled to receive compensation at rates fixed by the
Secretary (but not in excess of the daily rate paid under GS—18 of

the General Schedule under section 5&92 of title 5, United States
Code), including traveltime, and while. 80 serving away from their
homes or regular places of bu8ines8 they may be allowed travel ex-

penses, as authorized by section 5703 of title 5, United State8 Code, for
persons in the Government service employed intermittently.
(c) (1) The Committee is authorized, with the approval of the Sec-

retary, to engage or contract for such technical assistance as may be
required to carry out it8 functions, and the Secretary shall, in addition, make available to the Committee such 8ecretarial, clerical, and
other assistance as the Formulary Committee may require to carry out
it8 functions.
(2) The Secretary shall furnish to' the Committee such office space,
materials, and equipment as may be necessary for the Formulary Committee to carry out its functions.

Medicare Formularg1
Sec. 182!. (a) (1) The Committee shall compile, publish, and make
available a Medicare Formulary (hereinafter in this title referred to
as the "Formulary").
(2) The Committee shall periodically revise the Formulary and
the listing of drugs so as to maintain currency in the contents thereof.
(b) (1) The Formulary shall contain an alphabetically arranged
listing, by e8tablished name, of those drug entities within the following therapeutic categorze8:
Adrenocorticoids
Anti-anginals
Anti-arrhythmics
Anti-coagulants
Anti-convulsants (excluding phenobarbital)
Anti-h ypertensives
Anti-neo plastics
Anti-rheumatics
Anti-Parkinsonism agents
Bronchodilators
Cardiotonics
Cholinesterase inhibitor8
Diuretic8
Gout suppressants
Hypoglycemics
Miotics
Thyroid hormones
Tuberculo8tatic8
1
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which the Committee decides are neceary for individuals using such
druqs. The Committee shall exclude from the Formulary any drug
entities (or osage forms and strengths thereof) whieh the Committee
decides are not necessary for proper patient care, taking into account
other drug entities (or dosage forms and strengths thereof) which
are included in the Formulary.

() Such listing shall include the specific dosage forms and strengths

of each drug entity (included in the Fornvulary in accordance with
paragraph (1)) which the Committee decides are necessary for individuals Using 8Uch drugs.

(8) Such li8ting shall include the prices at which the products (in
the same dosage form and strength) of such. drug entities are generally sold by the suppliers thereof and the limit applicable to such
prices under section 1823(b) (1)/or purposes of' determining the reasonable allowance.

(4) The Committee may also include in the Formulary, either as
a separate part (or parts) thereof or as a supplement (or supplements)
thereto any or all of the following information:
A) A supplementary list or lists, arranged by diagnostic, prophylactic, therapeutic, or other classifications, of the dvug entities
(and doiaçie forms and strengths thereof) included in the listing
referred to in paragraph (1).

(B) The proprietary names under which product8 of a drug
entity listed in the Formula'ry by established name (and do8age

form and strength) are sold and the names of each supplier
thereof.

(C) Any other information with respect to eligible drug entities which in the judgment of the Committee would be useful in
carrying out the purposes of this part.
(c) In considering whether a particular drug entity (or strength or
dosage form thereof) shall be included in or excluded from the Forimu-

lary, the Committee is authorised to obtain (upon request there for)
any record pertaining to the characteristics of such drug entity which
is available to any other department, agency, or instrumentality of the
Federal Government, and to request suppliers or manufacturers of
drugs and ot4er knowledgeable persons or organisations to make available to the Committee information relating to 8uch drug. If any 8uch
record or information (or any information contained in such record)
is of a confidential nature, the Committee shall respect the con fidentiality of such record or information and shall limit its usage thereof
to the proper exercise of its authority.
(d) (1) The Committee shall e8tablish such procedures as it deter-

mines to be necessary in its evaluation of the appropriateness of the
inclusion in or exclusion from the Formulary, of any dru9 entity (or
dosage form or strength thereof). For purposes of inclusion in or exclusion from the Forin.ula'ry the principal factors in the determination
of the Committee shall be:
(A) the factor of clinical equivalence in the case of the same
dosage forms in the same strengths of the same drug entity, and
(B) the factor of relative therapeutic value in the case of similar or dissimilar drug entities in the same therapeutic category.
(2) The Committee, prior to making a final decision to remove from
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listing in the Formula?'y any drug entity (or dosage forms or strengths

thereof) which is included therein, shall afford a reasonable opportunity for a formal or informal hearing on the matter to any person
engaged in manufacturing, preparing, compounding, or processing
s'tsch drug entity who shows reasonable ground for such a hearing.
(3) Any person engaged in the manufacture, preparation, com-

pounding, or processing of any drug entity (or dosage forms or

strengths thereof) not included in the For'imulary which such person
believes to possess the requisite qualities to entitle such drug to be included in the For'inulary pursuant to subsection (b), may petition for
inclusion of such drug entity and, if such petition is denied by the
Formulary Committee, shall, upon request there for, showing reasonable grounds for a hearing, be afforded a formal or informal hearing
on the matter in accordance with rules and procedures established by
such Committee.

Limitations on Medicare Payment for Charges of Providers of
Services 1
Sec. 1822. (a) Any provider of services as defined in section 1861
(u), whose services are otherwise reimbursable, under any pro.ran
under this Act in which there is Federal financial participation on the
basis of "reasonable cost", shall not be entitled to a professional fee
or dispensing charge or reasonable billing allowance as determined
pursuant to this part.
(b) A fee, charge, or billing allowance shall not be payable under
th2s section with respect to any drug entity that (as determined in
accordance with regulations) is furnished as an incident to a physician's professional service, and is of a kind commonly furnished in
physicians' offices and commonly either rendered without charge or

included in the physicians' bills.

Reasonable Allowance for Eligible Drugs 2
Sec.

1823. (a) For purposes of this part, the term "reasonable

allowance" when used in reference to an eligible drug (as defined in
subsection (h) of this section) means the following:
(1) When used with respect to a prescription legend drug entity, in
a given dosage form and strength, such term means the les8er of—

(A) an amount equal to the customary charge at which the

participating pharmacy sells or offers such drug entity, in a given
dosage form and strength, to the general public, or
(B) the price determined by the Secretary, in accordance with

subsection (b) of this section, plus the professional fee or dispensing charges detemnined in accordance wit/i subsection (c)

of this section.
(12) When used with respect to insulin such term means the charge
'not in excess of the reasonable customary price at which the partici-

pating pharmacy offer8 or sells the product to the general public,
plus a reasonable billing allowance.
Applies with respect to eligible drugs furnished on and after July 1, 1973.
2Applies with respect to eligible drugs furnished on and after July 1, 1973.
1
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(b) (1) For purposes of establishing the reasonable allowance in
accordance with subsection (a) the price shall be (A) in the case of
a drug entity (in any given, dosage form and strength) available from
and sold by only one supplier, the price at which such drug ellitity is
generally sold (to establishments dispensing drugs), and (B) in any
case in which a drug entity (in any given dosage form and strength)

is avadable and sold by more than one supplier, only each of the lower

prices at which the products of such drug entity are generally sold
(and such lower prices shall consist of only those prices of different
suppliers sufficient to assure actual and adequate availability of the
drug entity, in a given dosage form and strength, at such prices in
a region).

(2) If a particular drug entity (in a given dosage form and

strength) in the Formulary is available from more than one supplier,
and the product of such drug entity as available from one supplier
possesses demonstrated distinct therapeutic advantages over other
products of such drug entity as determined by the Committee on the
basis of its scientific and professional appraisal of information available to it, including information and other evidence furnished to it
by the supplier of such drug entity, then the reasonable allowance for
such .upplier's drug product shall be based upon the price at which
it is generally sold to establishments dispensing drugs.

(3) I/the prescriber, in his handwritten order, has specifically
designated a particular product of a drug entity (and dosage form
and strength) included in the Formulary by its established name
together with the name of the supplier of the final dosage form
thereof, the reasonable allowance for such drug product shall be based
upon the price at which it is generally sold to establishments dispensing drugs.

(c) (1) For the, purpose of establishing the reasonable allowance
(in accordance with subsection (a)) a participating pharmacy, shall,
in the form and manner prescribed by the Secretary, file with the
Secretary, at such times as he shall specify, a statement of its professional fee or other dispensing charges.
(2) A participating pharmacy, which has agreed with the Secretary
to serve as a provider of services under this part, shall, except for
subsection (a) (1) (A), be reimbursed, in addition to any price provided for in subsection (b),,the amount of the fee or charges filed in
paragraph (1), except that no fee or charges shall exceed the highest
fee or charges filed by 75 per centum of participating pharmacies
(with such pharmacies classified on the basis of (A) lesser dollar
volume of prescriptions and (B) all others) in a census region which
were customarily charged to the general public as of June 1, 1972.
Such prevailing professional fees or dispensing charges may be modified by the Secretary in accordance with criteria and types of data
comparable to those applicable to recognition of increases in reasonable charges for services under section 1842.
(3) A participating pharmacy shall agree to certify that, whenever
such pharmacy is required to submit its usual professional fee or dispensing charge for a prescription, such charge does not exceed its
customary charge.
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Part B—Supplementary Medical Insurance Benefits for the Aged
and Disabled

Establishment of Supplementary Medical Insurance Program for
the Aged and the Disabled
Sec. 1831. There is hereby established a voluntary insurance program to provide medical insurance benefits in accordance with the pro-

visions of this part for (individuals 65 years of age or over] aged
and disabled individuals who elect to enroll under such program, to be
financed from premium payments by enrollees together with contributions from funds appropriated by the Federal Government.

Scope of Benefits
Sec. 1832. (a) The benefits provided to an individual by the insurance program established by this part shall consist of—
(1) entitlement to have payment made to him or on his behalf

(subject to the provisions of this part) for medical and other

health services, except those described in paragraph (2) (B); and
(2) entitlement to have payment made on his behalf (subject to
the provisions of this part) for—

(A) home health services for up to 100 visits during a

calendar year;
(B) medical and other health services ((other than physicians' services unless furnished by a resident or intern of a
hospital and the services for which payment may be made
pursuant to section 1835(b) (2))] furnished by a provider of
services or by others under arrangements with them made by
a provider of services; (and] 1, excluding—
(i) physician services except where furnished by—
(I) a resident or intern of a hop8ital, or
(II) a physician to a patient in a hospital which

has a teaching program approved as specified in

paragraph (6) of section 1861 (b) (including services
in conjunction with the teaching programs of such
hospital whether or not such patient is an inpatient

of such hospital), unless either clause (A) or (B)
of paragraph (7) of such section is met, and
(ii) services for which payment may be made pursuant

to section 1885(b) (92);
(C) outpatient physical therapy services(.];
(D) outpatient speech pathology services; 2
(F) outpatient clinical psychologists' services; and

(F) outpatient rehabilitation service.
(b) For definitions of "spell of illness", "medical and other health

services", and other terms used in this part, see section 1861.

App'ies to accounting periods beginning after December 31, 1972.
to services furnished with respect to admissions occurring after Deceni

234 ApplIes

ber 31, 1972.
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Payment of Benefits
Sec. 1833. (a) [Subject to] Except as provided in section 1876, and
sub?ect to' the succeeding provisions of this section, there shall be
paid from the Federal Supplementary Medical Insurance Trust Fund,
in the case of each individual who is covered under the insurance pro-

gram established by this part and incurs expenses for services with
respect to which benefits are payable under this part, amounts equal
to—

(1) in the case of services described in section 1832(a) (1)—
80 percent of the reasonable charges for the services; except

that (A) an organization which provides medical and other health

services (or arranges for their availability) on a prepayment
basis may elect to be paid 80 percent of the reasonable cost of

services for which payment may be made under this part on behalf of individuals enrolled in such organization in lieu of 80
percent of the reasonable charges for such services if the organization undertakes to charge such individuals no more than 20
percent of such reasonable cost plus any amounts payable by
them as a result of subsection (b), [and] (B) with respect to expenses incurred for radiological or pathological services for which
payment may be made under this part, furnished to an inpatient
of a hospital by a physician in the field of radiology or pathology,
the amounts paid shall be equal to 100 percent of the reasonable
charges for such services, (0) with respect to expenses incurred
for those physicians' services for which payment may be made under this part that are described in section 18692 (a) (4), the amount8
paid shall be subject to such limitations as may be pre8cribed by
regulations, and (D) with respect to diagnostic tests performed in

a laboratory for which payment is made 'under this part to the
lalwratory, the aniount8 paid shall be equal to 100 percent of the
negotiated rate for such tests (as determined pursuant to subsection (g) of this 8ection) , and
(2) in the case of services described in section 1832(a) (2) —80
percent of [of the reasonable cost of the services (as determined
under section 1861 (v)).]
(A) the les8er of (i) the reasonable cost of such services, as
determined under section 1861(v), or (ii) the customary
charges with respect to such services; or

(B) if such services are furnished by a public provider of
services free of charge or at nominal charges to the public,
the amount determined in accordanoe with section 1814(b)
(2).
(b) Before applying subsection (a) with respect to expenses incurred by an individual during any calendar year, the total amount
of the expenses incurred by such individual during such year (which
would, except for this subsection, constitute incurred expenses from
which benefits payable under subsection (a) are determinable) shall

be reduced by a deductible of $50, except that (1) the amount of
the deductible for such calendar year as so determined shall first be
reduced by the amount of any expenses incurred by such individual
in the last three months of the preceding calendar year and applied
1

Applies

to services furnished with respect to admissions occurring after Demem-

ber 31, 1972.
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toward such individual's deductible under this section for such pre-

ceding year, and (2) such total amount shall not include expenses
incurred for radiological or pathological services furnished to such
individual as an inpatient of a hospital by a physician in the field of
radiology or pathology. The total amount of the expenses incurred by
an individual as determined under the preceding sentence shall, after

the reduction specified in such sentence, be further reduced by an
amount equal to the expenses incurred for the first three pints of
whole. blood (or equivalent quantities of packed red blood cells, as
defined under regulations) furnished to the individual during the
calendar year, except that such deductible for such blood shall in
accordance with regulations be appropriately reduced to the extent
t.hat there has been a replacement of such blood (or equivalent quantities of packed red blood cells, as so defined); and for such purposes
blood (or equivalent quantities of packed red blood cells, as so defined)
furnished such individual shall be deemed replaced when the institution or other person furnishing such blood (or such equivalent quantities of packed red blood e1ls, as so defined) is given one pint of blood

for each pint of blood (or equivalent quantities of packed red blood
cells, as so defined) furnished such individual with respect to which
a deduction is made under this sentence.
(c) Notwithstanding any other provision of this part, with respect
to expenses incurred in any calendar year in connection with the treatment of mental, psychoneurotic, and personality disorders of an individual who is not an inpatient of a hospital at the time such expenses
are incurred, there shall be considered as incurred expenses for purposes of subsections (a) and (b) only whichever of the following
amounts is the smaller:
(1) $312.50, or
(2) 62½ percent of such expenses.
TiLe provisions of this subsection shalt apply with respect to outpatient
clinical psychologists' services as defined in section .1861 (bb).

(d) No payment may be made under this part with respect to any
services furnished an individual to the extent that such individual is
entitled (or would be entitled except for section 1813) to have payment made with respect to such services under part A.

(e) No payment shall be made to any provider of services or other
person under this part unless there has been furnished such information as may be necessary in order to determine the amounts due such
provider or other person under this part for the period with respect to
which the amounts are being paid or for any prior period.
(f) (1) In the case of the purchase of durable medical equipment included under section 1861.(s) (6), by or on behalf of an individual, paynient shall be made in such amounts as the Secretary determines to be
equivalent to payments that would have been made under this part had
such equipment been rented and over such period of time as the Secretary finds such equipment would be used for such individual's medical
treatment, except that [with respect to purchases of inexpensive equipment (as determined by the Secretary)] (A) payment may be made in
a lump sum if the Secretary finds that such method of payment is less
costly or more practical than periodic payments, and (B) with respect
to purchases of used equipine'nt the Secretary i authorized to waive the
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coinsurance amount applicable under subsection (a) whenever the purchase price of such equipment is at least 5 percent less than
the reasonable charge for comparable new equipment.
(p2) in the case of rental of durable medical equipment, the Secretary may, pursuant to agreements made with suppliers of such equipment, e,stabiis/i any reimbursement procedures (including payment on
a 'ump sum basis in lieu of prolonged rental payments) which he finds
to be equitable, economical, and feasible.
2O percent

(g) With respect to diagnostic tests performed in a laboratory for
which payment is nuide under this part to the laboratory, the Secretary is authorized to establish a payment rate which is acceptable to
the laboratory and which would be considered the full charge for such
tests. Such negotiated rate shall be limited to an amount not in excess
of the total payment that would have been made for the services in the
absence of such a rate.

Limitation on Home Health Services
Sec. 1834. (a) Payment under this part may be made for home health
services furnished an individual during any calendar year only for 100
visits during such year. The number of visits to be charged for purposes of the limitation in the preceding sentence, in connection with
items and services described in section 1861(m), shall be determined
in accordance with regulations.

(b) For purposes of subsection (a), home health services shall be
taken into account only if payment under this part is or would be,
except for this section or the failure to comply with the request and
certification requirements of or uiider section 1835(a), made with
respect to such services.

Pro'edure for Payment of Claims of Providers of Services
Sec. 1835. (a) Except as provided in (subsections (b) and (c)]

sbsectiois (b), (c), (1,1(1 (e),' payniemit for services described iii section 1832 (a) (2) furnished an individual may be made only to providers of services which are eligible therefor under section 1866(a),
and only if—
[(1) written request, signed by such individual except in cases
in which the Secretary finds it impracticable for the individual
to do so, is filed for such payment in such form, in such manner,
within such time, and by such person or persons as the Secretary
may by regulations prescribe; and]
(1) wratten reuest, signed by such individual, except in cases
in 'which the Seci'eta'iy finds it impracticable for the individual
to do so, is filed for such payment in such form, in such manner
and by such person or persons as the Secretary may by regulation
pi'esci'zbe, no later than the close of the period of 3 calendar years
following the year in which such services are furnished (deeming
any services furnished in the last 3 calendar months of any calendar year to have been furnished in the 8ucceedvng calendar
year) except that, where the Secretary deems that efficient admin1

Applies to accounting periods beginning after December 31,1972.
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istration so requires, such period may be reduced to not less than

1 calendar year; and'
(2) a physician certifies (and recertifies, where such services are
furnished over a period of time, in such cases, with such frequency,
and accompanied by such supporting material, appropriate to the
case involved, as may be provided by regulations) that—

(A) in the case of home health services (1) such services

are or were required because the individual is or was confined
to his home (except when receiving items and services referred
to in section 1861 (m) (7)) and needed skilled nursing care on

an intermittent basis, or physical or speech therapy, (ii) a
plan for furnishing such services to such individual has been
established and is periodically reviewed by a physician, and
(iii) such services are or were furnished while the individual
is or was under the care of a physician;
(B) in the case of medical and other health services except

services described in subparagraphs (B), (C), and (D) of

section 1861 (s) (2), such services are or were medically required; and

(C) in the case of outpatient physical therapy services,

(i) such services are or were required because the individual
needed physical therapy services (on an outpatient basis],2
(ii) a plan for furnishing such services has been established,

and is periodically reviewed by a physician, and (iii) such
services are or were furnished while the individual is or was
under the care of a physician[.]; and
(D) in the case of outpatient speech pathology services,
(i) such services are or were required because the individual
needed speech pathology services, (ii) a plan for furnishing
such services has been established and is periodically reviewed

by a physician, and (iii) such services are or were furnished
while the individual is or was under the care of a physician 3;
and

(E) in the case of outpatient clinical psychologists' services,
(i) such services are or were required because the individual
needed clinical psychology services, (ii) a plan for furnishing
such services has been established and is periodically reviewed
by a physician, and (iii) such services are or were furnished
while the individual is or was under the care of a physician;
and

(F) in the case of outpatient rehabilitation services, (i)
such services are or were required because the individual
needed outpatient rehabilitation services, including physical
therapy or speech pathology services, (ii) a plan for furnishing such services has been established and is periodically re-

viewed by a physician, and (iii) such services are or were
furnished while the individual is or was under the care of a
physician.5
'Applies in the case of services furnished (or deemed to have been furnished) after

1970.

Applies to items furnished on or after date of enactment.
Applies to services rendered after December 31. 1972.
Applies to services rendered after December 31, 1972.
6 Applies to services rendered after December 31, 1972.

4
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For purpose of this section, the term "provider of services" shall
include a clinic, rehabilitation agency, or public health agency if, in
the case of a clinic or rehabilitation agency, such clinic or agency meets

the requirements of section 1861(p) (4) (A), or if, in the case of a
pib1ic health agency, such agency meets the requirements of section
lSfll(p) (4) (B), but only with respect to the furnishing of outpatient
physical therapy services [as therein defined], outpatient speech pathology ser'uwes, outpatient clinicat psychologzst8' services, and outpatient rehabilitation 8ervzces, ts defined in 8ectiOns 1861(p) , 1861 (aa),
1861 (bb), and 1861 (cc), respectively. To the extent provided by regulations, the certification and recertification requirements of paragraph
(2) shall be deemed satisfied where at a later date, a physician makes a

certification of the kind provided in subparagraph (A) or (B) of

paragraph (2) (whichever would have applied), but only where such
certification is accompanied by such medical and other evidence as
may be required by such regulations.

(b) (1) Payment may also be made to any hospital for services

described in section 1861 (s) furnished as an outpatient service by a
hospital or by others under arrangements made by it to an individual
entitled to benefits under this part even though such hospital does
not have an agreement in effect under this title if (A) such services
were emergency services, (B) the Secretary would be required to
make such payment if the hospital had such an agreement in effect
and otherwise met the conditions of payment hereunder, and (C
such hospital has made an election pursuant to section 1814(d) (1) (C
with respect to the calendar year in which such emergency services

are provided. Such payments shall be made only in the amounts
provided under section 1833(a) (2) and then only if such hospital
agrees to comply, with respect to the emergency services provided,
with the provisions of section 1866(a).

(2) Payment may also be made on the basis of an itemized bill to
an individual for services described in paragraph (1) of this subsection if (A) payment cannot be made under such paragraph (1)

solely because the hospital does not elect, in accordance with section
1814(d) (1) (C), to claim such payments and (B) such individual files
application (submitted within such time and in such form and manner, and containing and supported by such information as the Secretary shall by reü1ations prescribe) for reimbursement. The amounts
payable under this paragraph shall, subject to the provisions of section 1833, be equal to 80 percent of the hospital's reasonable charges
for such services.

(c) Notwithstanding the provisions of this section and sections

1832, 1833, and 1866(a) (1)(A), a hospital may, subject to such limitations as may be prescribed by regulations, collect from an individual
the customary charges for services specified in section 1861 (s) and
furnished to him by such hospital as an outpatient, but only if such
charges for such services do not exceed $50, and such customary charges
shall be regarded as expenses incurred by such individual with respect

to which benefits are payable in accordanc with section 1833 (a) (1).

Payments under this title to hospitals which have elected to. make

collections from- individuals in accordance with the preceding sentence
shall be adjusted periodically to place the hospital in the same position
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it would have been had it instead been reimbursed in accordance with
section 1833 (a) (2).
(d) No payment may be made under this part to any Federal provider of services or other Federal agency, except a provider of services

which the Secretary determines is providing services to the public

generally as a community institution or agency; and no such payment
may be made to any provider of services or other person for any item
or service which such provider or person is obligated by a law of, or
a contract with, the United States to render at public expense.
(e) For purposes of services (1) which are inpatient hospital services by reason of paragraph (7) of section 1861 (b) or for which entitlement exists by reason of clause (II) of section 1882(a) (2) (B) (i),

and (2) for which the reasonable cost thereof is determined under

section 1861(v) (1) (D), payment under this part shall be made to such
fund as may be desiqnated by the organized medical staff of the ho.spi-

tal in which such services were furnished or, if such services were
furnished in such hospital by the faculty of a medical school, to such
fund as flay be derignu fed by such faculty, but only if '—
(1) such hospital has an agreement with the Secretary under
section 1866, and

(2) the Secretary has received written assurances that (A) such
payment will be used by such. fund soielj for the improvemeit of
care to patients in such hospital or for educational or charitable
purposes and (B) the individuals who were furnished such. services or any other persons will not be charged for sue/i services (oi'
if charged provision will be made for return for any vwney.s incorrectly collected).

Eligible Individuals
Sec. 1836. Every individual who—
[(1) has attained the age of 65, and
[(2) (A) is a resident of the United States, and is either (i) a
citizen or (ii) an alien lawfully admitted for pernianeit residence
who has resided in the United States continuously during the 5
years immediately preceding the month in which he applies for
enrollment under this part, or (B) is entitled to hospital insurance

benefits under part A,
[is eligible to enroll in the insurance program established by this part.]
(1) is entitled to hospital insurance benefits under part A, or
(2) has attained age 65 and is a resident of the United States,

and is either (A) a citizen or (B) an alien iawfulii,' admitted for
permanent residence who has resided in the United States continu-

ously during the 5 years immediately preceding the month in

which he applies for enrollment under this part,
is eligible to enroll in the insurance program established by this part.

Enrollment Periods
Sec. 1837. (a) An individual may enroll in the insurance program
established by this part only in such manner and form as may be
I Applies to accounting periods beginning after December 31, 1972.
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prescribed by regulations, and only during an enrollment period
prescribed in or under this section.

((b) (1) No individual may enroll for the first time under this part
unless he does so in a general enrollment period (as provided in subsection (e)) which begins within 3 years after the close of the first enrollment period during which he could have enrolled under this part.

((2) An individual whose enrollment under this part has terminated may not enroll for the second time under this part unless he

does so in a general enrollment period (as provided in subsection (e))
which begins within 3 years after the effective date of such termina-

tion. No individual may enroll under this part more than twice.]
(b) No individual may enroll under this part more than twice.
(c) In the case of individuals who first satisfy (paragraphs (1)
and paragraph (1) or (2) of section 1836 before March 1, 1966, the
initial general enrollment period shall begin on the first day of the
second month which begins after the date of enactment of this title
and shall end on May 31, 1966. (For purposes of this subsection and
subsection (d), an individual who satisfies paragraph (2) of section
1836 solely by reason of subparagraph (B) thereof shall he treated
as satisfying such paragraph (2) on the first day on which he is (or
on filing application would be) entitled to hospital insurance benefits
under part A.] For purposes of this subsection and subsection (d), an
individual who has attained age 65 and who satisfies paragraph (1)
of section 1836 but not paragraph (2) of such section shall be treated
as satisfying such paragraph (1) on the first day on which he is• (or
on filing application would have been) entitled to hospital insurance
benefits under part A.

(d) In the case of an individual who first satisfies (paragraphs (1)
and (2)] paragraph (1) or (2) of section 1836 on or after March 1,
11966, his initial enrollment period shall begin on the first day of the
third month before the month in which he first satisfies such paragraphs and shall end seven months later. Where the Secretary finds

that an individual who has attained a 6 failed to enroll under this

part during his initial enrollment period (based on a determination by
the Secretary of the month in which such individual attained age 65),
because such individual (relying on documentary evidence) was mistaken as to his correct date of birth, the Sncretary shall establish for

such individual an initial enrollment period based on his attaining
age 65. at the time shown in such documentary evidence (with a cover-

ae period determined under section 1838 as though he had attained
such age at that time).

(e) There shall be a general enrollment period, after the period

described in subsection (c) (Turing the neriod hginrin on .January 1
and ending on March 31 of each year beginning with 1969.
(f) Any individual—
(1) who is eligible under section 1836 to enroll in f he medwal
insurance program by reason of entitlement to hospital insurance
benefits as described in pa.raqranh (.1) of such seetwn. and
(2) who.e initial enrollment period itnder subsection (d) begins after March 31.1973, and

(3) who is residing in the United States, exclusive of Puerto

Rico,
75—178—72——C4
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shall be deemed to have enrolled in the medical insurance program

established by this part.
(g) All of the provisions of this 8ectiofl shall apply to individuals
satisfying subsectwn (f), except that—
(1) in the case of am individual who satisfie8 SUb8ectiofl (f) by
reason of entitlement to disability insurance benefits described in
section 226(a) (2) (B), his initial enrollment period shall begin on

the first day of the later of (A) April 1973 or (B) the third

month before the 25th consecutive month of such entitlement,
and shall reoccur with each continuous period of eligibility (as defined in section 1839(e)) and upon attainment of age 65;
(2) (A) in the case of an individual who is entitled to monthly
benefits under section 202 or 223 on the first day of his initial enrollment period or becomes entitled to monthly benefits under 8ection 202 during the first 3 months of such period, his enrollment
shall be deemed to have occurred in the third month of his initial
enrollment period, and
(B) in the case of an individual who is not entitled to benefits
under section 202 on the fir8t day of his initial enrollment period
and does not become 80 entitled during the first 3 months of such

period, his enrollment shall be deemed to have occurred in the
month in which he files the application establishinq his entitlement
to hospital insurance benefits provided 8uch filing occurs during

the last 4 months of his initial enrollment period; and
(3) in the case of an individual who would otherwise 8atisfi/
subsection (f) but does not e8tablish his entitlement to ho8pital
insurance benefit8 until after the last day of his initial enrollment
period (as defined in subsection (d) of this 8ection), his enrollment shall be deemed to have occurred on the fir8t day of the
earlier of the then current or im'mediately succeeding general
enrollment period (as defined in 8ub8ection (e) of this section).

(h) In any case where the Secretary find8 that an individual's

enrollment or nonenroilment in the insurance program e8tablished by
this part or part A pursuant to section 1818 or Bectwn 1819 i8 unintentional, inadvertent, or erroneous and is the ?e8ult of the error, misrepresentation, or inaction of an officer, employee, or agent of the
Federal Government, or its instrumentalities, the Secretary may take
such action (inc'uding the designation for such individual of a 8pecial
initial or subsequent enrollment period, with a coverage period deter?mined on the basis thereof and with appropriate adjustments of
preniiuim.s) as may be necessary to correct or eliminate the effects of
such error, misrepresentation, or inaction.1

Coverage Period
Sec. 1838. (a) The period during which an individual is entitled to
benefits under the insurance program established by this part (hereinafter referred to as his "coverage period") shall begin on whichever
of the following is the latest:

(1) (July 1, 1966] July 1, 1966 or (in the case of a. disabled
individual who has not attained age 65) July .7,1973, or

1Effectlve

as

of July 1, 1966.
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(2) (A) in the case of an individual who enrolls pursuant to
subsection (d) of section 1837 before the month in which he first

satisfies (paragraphs (1) and (2)] paragraph (1) or () of

sec-

tion 1836, the first day of such month, or

(B). in the case of an individual who enrolls pursuant to such
subsection (d) in the month in which he first satisfies such para-

graph(s], the first day of the month following the month in
which he so enrolls, or

(C) in the case of an individual who enrolls pursuant to such
subsection (d) in the month following the month in which he first

satisfies such paragraph(s], the first day of the second month
following the month in which he so enrolls, or
(D) in the case of an individual who enrolls pursuant to such
subsection (d) more than one month following the month in which

he satifies such paiagraph(s], the first day of the third month
following the month in which he so enrolls, or
(E) in the case of an individual who enrolls pursuant to subsection (e) of section 1837, the July 1 following the month in

which he so enrolls(.]; or
(3) (A) in the ease of an individual who is deemed to have en-

rolled on or before the last day of the third month of his initial
enrollment period, the first day of the month in which lie first
meets the applicable requirements of section 1886 or July 1, 1973,
whichever is later, or
(B) in the case of an individual who is deemed to have enrolled

on or after the first day of the fourth nwnth of his initial enrollment period, as prescribed under subparagraphs (B), (C), (D),
and (E) of paragraph (92) of this subsection.
(b) An individual's coverage period shall continue until his enrollment has been terminated—
(1) by the filing of notice that the individual no longer wishes
to participate in the insurance program established by this part,
or
(2) for nonpayment of premiums.
The termination of a coverage period under paragraph (1) shall take
effect at the close of the calendar quarter following the calendar quarter in which the notice is filed. The termination of a coverage period
under paragraph (2) shall take effect on a date determined under regulations, which may be determined so as to provide a grace period
((not in excess of 90 days)] 1 in which overdue premiums may be
paid and coverage continued. The grace period detemined under the
preceding sentence shall not exceed 90 days; except that it may be extended to not to exceed 180 days in any case where the Secretary determ4nes that there was good cause for failure to pay the overdue premiams within such 90-day period.

Where an individual who is deemed to have enrolled for medical
insurance pursuant to section 1837(f) files a notice before the first day
of the month in which his coverage period begins advising that he doe8
1 Applies to nonpayment of premiums which become due and payable on or after the
date of enactment or which became payable within the 90-day period Imnedlately preceding such date and for purposes of this amendment any premium which became due
and payable within such 00-day period shall be considered a premium becoming due and

payable on the date of enactment.

Sec. 1838(c)

1006

'not wish to be so enrolled, the termination of the coverage period
resulting from such deemed enrollment shall take effect with the flrs
day of the month the coverage would have' been, effective and 8U04
notice shall not be considered a di8enrollment for the purposes of
section 1837(b). Where an individual who is deemed enrolled for
medical insurance benefits pursuant to section 7837(f) flies a notice
requesting termination of his deemed coverage in or afte the month
in which such coverage becomes effective, the termination of such
coverage shall take effect at the close of the calendar quarter following
the calendar quarter in which the notice is flied.
(e) In the case of an individual 8atisfyzng paragraph (1) of 'section

1836 whose entitlement to hospital insurance benefits under part A
is based on a disability rather than on his having attained the age of
65, his coverage period (and his enrollment under this part) shall be
terminated as of the close of the last month far which he is entitled to'
hospital insurance benefits.

((c)] (d) No payments may be made under this part with respect
to the expenses of an individual unless such expenses were incurred
by such individual during a period which, with respect to him, is a
coverage period.

Amounts of Premiums
Sec. 1839. (a) The monthly premium of each individual enrolled.
under this part for each month before 1968 shall be $3.
(b) (1) The monthly premium of each individual enrolled under
this part for each month after 1967 and before July 1, 1973, shall be
the amount determined under paragraph (2).
(2) The Secretary shall, during December 1968 and of each year
[thereafter] ending on or before December 31, 1971, determine and
promulgate the dollar' amount (whether or not such dollar amount
was applicable for premiums for any prior month) which shall be
applicable for premiums for months occurring in the 12-month period
commencing July 1 in each succeeding year.' Such dollar amount shall
be such amount as the Secretary estimates to be necessary so that the
aggregate premiums for such 12-month period will equal one-half of
the total of the benefits and administrative costs which he estimates
will be payable from the Federal Supplementary Medical Insurance
Trust Fund for such 12-month period. In estimating aggregate benefits payable for any period, the Secretary shall inclue an appropriate
amount for a contingency margin. Whenever the Secretary, pursuant

to the preceding sentence, promulgates the dollar amount which

shall be applicable for premiums for any period, he shall, at the time
such promulgation is announced, issue a public statement setting forth

the actuarial assumptions and bases employed by him in arriving
at the amount of premiums so promulgated.

(c) (1) The Secretary shall, during December of 197 and of each
year thereafter, determine the monthly actuarial rate for enrollees
age 65 and over which shall be applicable for the 1-nzonth period
commencing July 1 in the succeeding year. Such actuarial rat& 8hall
he. the anwunt the Secretary estimates to be necessa'ry 80 that the aggi'eqate amount for such 1-month period with respect to those enrollees age 65 and over will equal one-half of the total o/the benefit&
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and administrative costs which he estimates will be payable from t4e

Federal Supplementary Medical insurance Trust Fund for services
performed and related administrative costs incurred in such 12-month
period. In calculating the monthly actuarial rate, the Secretary shall
include an appropriate amount far a contingency margin.

(2) The monthly premium of each individual enrolled under this
part for each month after June 1973 shall, except as provided in subsection (d), be the amount determined under paragraph (3).
(3) The Secretary shall, during December of 1972 and of each year
thereafter, determine and promulgate the monthly premium applicable for the individuals enrolled under this part for the 12-month
period commencing July 1 in the succeeding year. The monthly premiuin shall be equal to the smaller of—

(A) the monthly actuarial rate for enrollees age 65 and over,
determined according to paragraph (1) of this subsection, for
that 12-month period, or

(B) the monthly premium rate most recently promulgated by
the Secretary, under this paragraph or, in the case of the determination made in December 1971, such rate promulgated under sub-

section (b) (2) multiplied by the ratio of (i) the amount in colviinn IV of the table which, by reason of the law in effect at the
time the promulgation is made, will be in effect as of June 1 next
following such determination appears (or is deemed to appear)
in section 215(a) on the line which includes the figure "750" in
column Ill of such table to (ii) the amount in column ZV of the
table which appeared (or was deemed to appear) in section 215(a)

on the line which included the figure "750" in columin ill as of
June 1 of the year in which such determination is made.
Whenever the Secretary promulgates the dollar amount which shall be
applicable as the monthly premium for any period, he shall, at the time
such promulgation is announced, issue a public statement setting forth
the actuarial assumptions and bases employed by him in arriving at the
amount of an adequate actiarial rate for enrollees age 65 and over as

provided in paragraph (1) and the derivation of the dollar amounts

specified in this paragraph.
(4) The Secretary shall also, during December of 1972 and of each
year thereafter, determine the monthly actuarial rate for disabled enrollees under age 65 which shall be applicable for the12-rnonth period
commencing July 1 in the succeeding year. Such actuarial rate shall be

the amount the Secretary estimates to be necessary so that the aggregate amount for such 12-month period with respect to disabled
enrollees under age 65 will equal one-half of the total of the benefits
and administrative costs which he estimates will be incurred by the
Federal Supplementary Medical Insurance Trust Fund for such 12month period with respect to such enrollees, in calculating the monthly
actuarial rate under this paragraph, the Secretary shall include an appropriate amount for a contingency margin.
[(c)] (d) In the case of an individual whose coverage period began

pursuant to an enrollment after his initial enrollment period (determined pursuant to subsection (c) or (d) of section 1837), the monthly
premium determined under subsection (b) or (c) shall be increased by
10 percent of the monthly premium so determined for each full 12
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months (in the same continuou8 period of eligibility) in which he could
have been but was not enrolled. For purposes of the preceding sentence,
there shall be taken into account (1) the months which elapsed between
the close of his initial enrollment period and the close of the enrollment

period in which- he enrolled, plus (in the case of an individual who
enrolls for a second time) (2) the months which elapsed between the
date of the termination of his first coverage period and the close of the
enrollment period in which he enrolled for the second time. Any increase in an individual's monthly premium under the first sentence 01
this 8ubsection with respect to a particukir continuous period of ehgability shall not be applicable with respect to any other continuous
period of eligibility which such individual may have.

[(d)] (e) If any monthly premium determined under the foregoing provisions of this section is not a multiple of 10 cents, such
premium shall be rounded to the nearest multiple of 10 cents.
((e)] (f) For purposes of 8ubsection ((c)] (d) (and sectwn 1887
(g) (1)), an individual's "contifluoU8 period of eligibility" is the
period beginning with the /irst day on which he is eligible to enroll
under section 1836 and ending with his death; except that any period
during all of which an individual satisfied paragraph (1) of section
1836 and which terniinated in or before the month preceding the month

in which he attained age 65 shall be a separate "continuous periodof

eligibility" with respect to such individual (and each such period

which terminates shall be deemed not to have existed for purposes of
subsequently applying this section)

Payment of Premiums
Sec. 1840. (a) (1) In the case of an individual who is entitled to
monthly benefits under section 202 or 33, his monthly premiums under

this part shall (except as provided in [subsection (d)] 8ubsectiOfl3
(b) (1) and (c)) 1 be collected by deducting the amount thereof from

the amount of such monthly benefits. Such deduction shall be made in

such manner and at such times as the Secretary shall by regulation
prescribe.

(2) TheSecretary of the Treasury shall, from time to time, transfer
from the Federal Old-Age and Survivors Insurance Trust Fund or the
Federal Disability Insurance Trust Fund to the Federal Supplementary Medical Insurance Trust Fund the aggregate amount deducted

under paragraph (1) for the period to which such transfer relates
from benefits under section 202 or 3?33 which are payable from such
Trust Fund. Such transfer shall be made on the basis of a certification

by the Secretary of Health, Education, and Welfare and shall be
appropriately adjusted to the extent that prior transfers were too
great or too small.
(b) (1) In the case of an individual who is entitled to receive for a

month an annuity or pension under the Railroad Retirement Act of
1937 (whether or not such indiridual is also entitled for such month to
a monthly insurance benefit under section O2), his monthly premiums
1 Applies to premiums becoming due and payable after the fourth month following the
month of enactment.
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under this part shall (except as provided in subsection ((d)](c)) '
be collected by deducting the amount thereof from such annuity or'
pension. Such deduction shall be made in such mariner and at such
times as the Secretary shall by regulations prescribe. Such regulations
shall be prescribed only after consultation with the Railroad Retirement Board.
(2) The Secretary of the Treasury shall, from time to time, transfer from the Railroad Retirement Account to the Federal Supplemen-

tary Medical Insurance Trust Fund the aggregate amount deducted

under paragraph (1) for the period to which such transfer re-

lates. Such transfers shall be made on the basis of a certification by
the Railroad Retirement Board and shall be appropriately adjusted
to the extent that prior transfers were too great or too small.
((c) In the case of an individual who is entitled both to monthly
benefits under section 202 and to an annuity or pension under the
Railroad Retirement Act of 1937 at the time he enrolls under this
part, subsection (a) shall apply so long as he continues to be entitled
both to such benefits and such annuity or pension. In the case of an
individual who becomes entitled both to such benefits and such an
annuity or pension after he enrolls under this part, subsection (a) shall

apply if the first month for which he was entitled to such benefits
was the same as or earlier than the first month for which he was entitled to such annuity or pension, and otherwise subsection (b) shall
apply.] 2

((d)] (c) If an individual to whom subsection (a) or (b) applies
estimates that the amount which will be available for deduction under

such subsection for any premium payment period will be less than
the amount of the monthly premiums for such period, he may (under
regulations) pay to the Secretary such portion of the monthly premiums for such period as he desires.'

((e)] (d) (1) In the case of an individual receiving an annuity under subchapter III of chapter 83 of title 5, United States Code, or any
other law administered by the Civil Service Commission providing
retirement or survivorship protection, to whom neither subsection (a)
nor subsection (b) applies, his monthly premiums under this part (and
the monthly premiums of the spouse of such individual under this part
if neither subsection (a) nor subsection (b) applies to such spouse and

if such individual agrees) shall, upon notice from the Secretary of
Health, Education, and Welfare to the Civil Service Commission, be
collected by deducting the amount thereof from each installment of
such annuity. Such deduction shall be made in such manner and at
such times as the Civil Service Commission may determine. The
Civil Service Commission shall furnish such information as the Secretary of Health, Education, and Welfare may reasonably request in
order to carry out his functions under this part with respect to individuals to whom this subsection applies. A plan described in section
8903 of title 5, United States Code, may reimburse each annuitant
enrolled in such plan an amount equal to the premiums paid by him
I Applies

to premiums due and payable after the fourth month following the month of

enactment.
2 Applies to premiums becoming due and payable after the fourth month following the
month of enactment.
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under this part if such reimbursement is paid entirely from funds of
such plan which are derived from sources other than the contributions
described in section 8906 of such title.

(2) The Secretary of the Treasury shall, from time to time, but. not
less often than quarterly, transfer from the Civil Service Retirement
and Disability Fund, or the account (if any) applicable in the case
of such other law administered by the Civil Service Commission, to
the Federal Supplementary Medical Insurance Trust Fund, the aggregate amount deducted under paragraph (1) for the period to which
such transfer relates. Such transfer shall be made on the basis of a
certification by the Civil Service Commission and shall be appropriately adjusted to the extent that prior transfers were too great or too

small.

[(f)] (e) In the case of an individual who participates in the insurance program established by this part but with respect to whom none
of the preceding provisions of this section applies, or with respect to
whom subsection ((d)] (c) 'applies, the premiums shall be paid to the
Secretary at such times, and in such manner, as the Secretary shall by
regulations prescribe.
((g)] (f) Amounts paid to the Secretary under subsection ((d) or
(f)] (c) or (e) shall be deposited in the Treasury to the credit of the
Federal Supplementary Medical Insurance Trust Fund.
((h)] (g) In the case of an individual who participates in the insur-,
ance program established by this part, premiums shall be payable for
the period commencing with the first month of his coverage period and

ending with the month in which he dies or, if earlier, in which his
coverage under such program terminates.
[(i)] (ii') In the case of an individual who is enrolled under the pro-

gram established by this part as a member of a coverage group to

which an agreement with a State entered into pursuant to section 1843
is applicable, subsection (a), (b), (c), ((d), and (e)] and (d) 2 of
this section shall not apply to his monthly premium for any month in
his coverage period which is determined under section 1843(d).

Federal Supplementary Medical Insurance Trust Fund
Sec. 1841. (a) There is hereby created on the books of the Treasury
of the TJ'nited States a trust fund to be known as the "Federal Supple-

mentary Medical Insurance Trust Fund" (hereinafter in this section
referred to as the "Trust Fund"). The Trust Fund shall consist of
such gifts and bequests as may be made as. provided in 8ection O1
(i) (1), and' such amounts as may be deposited in, or appropriated

to, such fund as provided in this part.

(b) With respect to the Trust Fund, there is hereby created a body
to be known as the Board of Trustees of the Trust Fund (hereinafter
in this section referred to as the 'Board of Trustees") 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
1

Applies to premiums becoming due and payable after the fourth month following the

month of enactment.
2 ApplIes
to premiums becoming due and payable 'after the fourth month following
the month of enactment.
Applies to gifts and bequests received after date of enactment.
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Treasury shall be the Managing Trustee of the Board of Trustees
(hereinafter in this section referred to as the "Managing Trustee").
The Commissioner of Social Security shall serve as the 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 Fund;

(2) Report to the Congress not later than the first day of April
of each year on the operation and status of the Trust Fund during
the preceding fiscal year and on its expected operation and status
during the current fiscal year and the next 2 fiscal years;
(3) Report immediately to the Congress whenever the Board

is of the opinion that the amount of the Trust Fund is unduly
small; and

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

The report provided for in paragraph (2) shall include a statement
of the assets of, and the disbursements made from, the Trust Fund
during the preceding fiscal year, an estimate of the expected income
to, and disbursements to be made from, the Trust Fund during the
current fiscal year and each of the next 2 fiscal years, and a statement
of the actuarial status of the Trust Fund. Such report shall be printed
as a House document of the session of the Congress to which the report
is made.
(c) It shall be the duty of the Managing Trustee to invest such por-

tion of the Trust Fund as is not, in his judgment, required to meet

current withdrawals. Such investments may be made only in interestbearing obligations of the United States or in obligations 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 authorize the issuance at par of public-debt obligations for
purchase by the Trust Fund. Such obligations issued for purchase by

the Trust Fund shall have maturities fixed with due regard for the
needs of the Trust Fund 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 4 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 on such obligations shall be the multiple 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 purchase of such other obligations is in the public
interest.
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(d) Any obligations acquired by the Trust Fund (except public

debt obligations\issued exclusively to the Trust Fund) may be sold by

the Managing Trustee at the market price, and such public-debt
obligations may be redeemed at par plus accrued interest.
(e) The interest on, and the proceeds from the sale or redemption ,of,

any obligations held in the Trust Fund shall be credited to and form
a part of the Trust Fund.
(f) There shall be transferred periodically (but not less often than
once each fiscal year) to the Trust Fund from the Federal Old-Age
and Survivors Insurance Trust Fund and from the Federal Disability
Insurance Trust Fund amounts equivalent to the amounts not previously so transferred which the Secretary of Health, Education, and
Welfare shall have certified as overpayments (other than amounts so

certified to the Railroad Retirement Board) pursuant to section

1870(b) of this Act. There shall be transferred periodically (but not
less often than once.each fiscal year) to the Trust Fund from the Railroad Retirement Account amounts equivalent to the amounts not previously so transferred which the Secretary of Health, Education, and
Welfare shall have certified as overpayments to the Railroad Retirement Board pursuant to section 1870(b) of this Act.

(g) The Managing Trustee shall pay from time to time from the
Trust Fund such amounts as the Secretary of Health, Education, and
Welfare certifies are necessary to make the payments provided for
by this part, and the payments with respect to administrative expenses
in accordance with section 201(g) (1).

(h) The Managing Trustee shall pay from time to time from the
Trust Fund such amounts as the Secretary of Health, Education, and
Welfare certifies are necessary to pay the costs incurred by the Civil
Service Commission in making deductions pursuant to section 1840
[(e) ](d). During each fiscal year, or after the close of such fiscal year,
the Civil Service Commission shall certify to the Secretary the amount
of the costs it incurred in making such deductions, and such certified
amount shall be the basis for the amount of such costs certified by the
Secretary to the Managing Trustee.
(i) 7'ke Managing Trustee shall pay from. time to time from. the
Trust Fund such amouflt8 as the Secretary of Health, Education, and
Welfare certifle8 (ire necessary to pay the C08t8 iiwurred by the Railroad

Retirement Board for services performed pursuant to 8ectiOn 1840(b)
(1). During each fiscal year or after the close of such iscal year, the
Railroad Retirement Board shall certify to the Secretary the amount
of the co8t8 it ineur,'ed in pert oning 8uch servwes and 8uCh certified
amount 8ha11 be the basis for the amount of such cost8 certified by the
Secretary to the Managing Trustee.1

Use of Carriers for Administration of Benefits
Sec. 1842. (a) In order to provide for the administration of the benefits under this part with maximum efficiency and convenience for in-

dividuals entitled to benefits under this part and for providers of

.servióes and other persons furnishing services to such individuals, and

1Applles to premlum8 becoming due and payable after the fourth month following the
month of enactment.
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with a view to furthering coordination of the administration of the
benefits under. part A and under this part, the Secretary is authorized

to enter into contracts with carriers, including carriers with which

agreements under section 1816 are in effect, which will perform some or

ill of the followmg functions (or, to the extent provided in such contracts, will secure performance thereof by other organizations); and,
with respect to any of the following functions which involve payments
for physicians' services on a reasonable charge basis,1 the Secretary
shall to the extent possible enter into such contracts:
(1) (A) make determinations of the rates and amounts of payments required pursuant to this part to be made to providers of
services and other persons on a reasonable cost or reasonable
charge basis (as may be applicable);
(B) receive, disburse, and account for funds in making such
payments; and
(C) make such audits of the records of providers of services as
may be necessary to assure that proper payments are made under

this part;

(2) (A) determine compliance with the requirements of section
1861(k) as to utilization review; and
(B) assist providers of services and other persons who furnish
services for which payment may be made under this part in the
development of procedures relating to utilization practices, make
studies of the effectiveness of such procedures and methods for
their improvement, assist in the application of safeguards against
unnecessary utilization of services furnished by providers of serv-

ices and other persons to individuals entitled to benefits under
this part, and provide procedures for and assist in arranging,
where necessary, the establishment of groups outside hospitals
(meeting the requirements of section 1861 (k) (2)) to make re-

views of utilization;
(3) serve as a channel of communication of information relating
to the administration of this part; and
(4) otherwise assist, in such manner as the contract may provide, in discharging administrative duties necessary to carry out
the purposes of this part.
(b) (1) Contracts with carriers under subsection (a) may be entered

into without regard to section 3709 of the Revised Statutes or any
other provision of law requiring competitive bidding.

(2) No such contract shall be entered into with any carrier unless
the Secretary finds that such carrier will perform its obligations under
the contract efficiently and effectively and will meet such requirements
as to financial responsibility, legal authority, and other matters as he
finds pertinent.
(3) Each such contract shall provide that the carrier—

(A) will take such action as may be necessary to assure that,
where payment under this part for a service is on a cost basis, the
cost is reasonable cost (as determined under section 1861(v));
(B) will take such action as may be necessary to assure that,
where payment under this part for a service is on a charge basis,

I Applies to accounting periods beginning after December 31, 1972.
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such charge will be reasonable and not higher thin the charge
applicable, for a comparable service and under comparable circumstances, to the policyholders and subscribers of the carrier; and
such payment will (except as otherwise provided in section 1870
(f)) be made—
(i) on the basis of an itemized bill; or
(ii) on the basis of an assignment under the terms of which

(I) the reasonable charge is the full charge for the service
(except in the case of physicians' services and ambulance
ser'vwe furnished as de8cribed in section 1862(a) (4), other
than for purposes of section 1870(f)) and (II) the physician or other per8n. furnishing euch service agrees not to charge for such 8ervice if payment may not be made there/or by reason of the provisions of paragraph (1) of section
1862, and if the individual to whom such service was furni8hed was without fault in incurriig the expenses of such
servwe, a-nd if the Secretary's determination that payment
(pursuant to such assignment) was incorrect and was made
subsequent to the third year following the year in which
notice- of such payment was sent to such individual; except
that the Secretary may reduce such three-year period to not
less than one ycitr if lie finds such reduOtion 28 consistent with
t'ie objectives of thi8 title;
but (in the case of bills submitted, or requests for payment made1
after March 1968) only if the bill is submitted, or a written request for payment is made in such other form as may be permitted under regulations, no later than the close of the calendar
year following the year in which such service is furnished (deeming any service furnished in the last 3 months of any calendar year
to have been furnished in the succeeding calendar year);
(C) willestablish and maintain procedures pursuant to which
an individual enrolled under this part will be granted an oppor-

tunity for a fair hearing by the carrier, in any case where the
amount in controver8y is $100 or more when requests for payment under this part with respect to services furnished him are
denied or are not acted upon with reasonable promptness or when
the amount of such payment is in controversy;
(D) will furnish to. the Secretary such timely information and
reports as he may find necessary in performing his functions un-

der this part; and•

(E) will maintain such records and afford such access thereto as
the Secretary finds necessary to assure the correctness and verifi-

cation of the information and reports under subparagraph (D)
and otherwise to carry out the purposes of this part;

and shall contain such other terms and conditions not inconsistent with

this section as the Secretary may. find necessary or appropriate. In
determining the reasonable charge for services for purposes of -this
paragraph, there shall be taken into consideration the customary
charges for similar services generally made by the physician or other
person furnishing such services, as well as the prevailmg charges in
the locality for similar services.

I Aut,Iies to hearings reonested (under the procedures established under section
1842(b) (3) (C) of the Act) after the date of enactment.
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No charge may be determined to be reasonable in the case of bills sub-

mitted or requests for payment made under this part after Deceniber 31, 1970, if it exceeds the higher of (i) the prevailing charge recog-

nied by the carrier and found acceptable by the Secretary for similar
services in the same locality in administering thi8 part on December 31, 1970, or (ii) the prevailing charge level that, on the basis of
statistical data and methodology acceptable to the Secretary, would
cover 75 percent of the customary charges made for similar services in
the same locality during the last preceding calendar year elapsing
prior to the start of the fiscal year in which the bill is submitted or theY
request for payment is made. in the case of physician 8ervices the prevailing charge level determined for purposes of clause (ii) of the preceding sentence for any fiscal year beginning after June 30, 1973, may
not exceed (in the aggregate) the level determined under such clause
for the fiscal year ending June 30, 1973, except to the extent that the
Se-cretary finds, on the basis of appropriate economic index data, that
such higher level is justified by economic changes. in the case of medical services, supplies, and equipment (including equipment servicing)

that, in the judgment of the Secretary, do not generally vary significantly in quality from one supplier to another, the charges incurred
after December 31, 197f2, determined to be reasonable may not exceed
the lower charge levels at which such services, supplies, and equipment
are widely and consistently available im a locality except to the extent
and under the crcu9m9tances specified by the Secretary.' The requirement in subparagraph (B) that a bill be submitted or request for pay-

ment be made by the close of the following calendar year shall not
apply if (i) failure to submit the bill or request the payment by the
close of such year is due to the error or misrepresentation of an officer,
employee, fiscal intermediary, carrier, or agent of the Department of
Health, Education, and Welfare performing functions under this title

and acting within the scope of his or its authority, and (ii) the bill is
submitted or the payment is requested promptly after such error or
misre present ation is eliminated or corrected.2

(4) Each contract under this section shall be for a term of at least
one year, and may be made automatically renewable from term to
term in the absence of notice by either party of intention to terminate
at the end of the current term; except that the Secretary may terminate any such contract at any time (after such reasonable notice and
opportunity for hearing to the carrier involved as he may provide in
regulations) if he finds that the carrier has failed substantially to
carry out. the contract or is carrying out the contract in a manner

inconsistent with the efficient and effective administration of the insurance program established by t.his part.
(5) No payment under this part for a service provided to any individual shall (except as provided in sectio'ii 1870) be made to anyone
other than such individual or (pursuant to an assignment described in

subparagraph (B) (ii) of paragraph (3)) the physician or other person who provided the service, except that payment may be made (A)

to the employer of such physician or other person if such physician or
other person is required as a condition of his emplo'yinent to turn over
1

1968.
Applies t notices sent to iniividuais after
Ailflee to bills stibinitted aiid requests for payment made after March 1968.
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hi8 fee for 8uch 8ervice to hi8 employer, or (B) (where the 8ervice wa8
pronded in a ho8pital, clinic, or other facility) to the facility in which
the 8ervzcewa8 provzded if there is a contractual arrangement between
8uch phy8zczan or other person and 8uch facility under which 8uC1&
facility sub'nuts the bill for such service.1

(c) Any contract entered into with a carrier under this section

shall provide for advances of funds to the carrier for the making of
payments by it under this part, and shall provide for payment of the
cost of administration of the carrier, as determined by the Secretary
to be necessary and proper for carrying out the functions covered by
the contract.
(d) Any contract with a carrier under this section may require such
carrier or any of its officers or employees certifying payments or dis.
-

bursing funds pursuant to the contract, or otherwise participating hr
carrying out the contract, to give surety bond to the United States in
such amount as the Secretary may deem appropriate.
(e) (1) No individual designated pursuant to a contract under this
section as a certifying officer shall, in the absence of gross negligence
Or intent to defraud the United States, be liable with respect to any
payments certified by him under this section.
(2) No disbursing officer shall, in the absence of gross negligence or
intent to defraud the United States, be liable with respect to any payment by him under this section if it was based upon a voucher signed
by a certifying officer designated as provided in paragraph (1.) of this
subsection.
(3) No such carrier shall be liable to the United States for any payments ref erred to in paragraph (1) or (2).
(f) For purpose of this part, the term "carrier" means—

(1) with respect to providers of services and other persons, a
voluntary association, corporation, partnership, or other nongovernmental organization which is lawfully engaged in providmg, paying for, or reimbursing the cost of, health services under
group insurance policies or contracts, medical or. hospital service

agreements membership or subscription contracts, or similar
group arrangements, in consideration of premiums or other eriodic charges payable to the carrier, including a health benehts
plan duly sponsored or underwritten by an employee organization; and
(2) with respect to providers of services only, any agency or
organization• (not described in paragraph (1)) with which an
agreement is in effect under section 1816.

State Agreements for Coverage of Eligible Individuals Who Are
Receiving Money Payments Under Public Assistance Programs
(or Ate Eligible for Medical Assistance)
Sec. 1843. (a) The Secretary shall, at the request of a State made
before January 1, 1970 enter into an agreement with such State pursuant to which all eligible individuals in either of the coverage groups
1

Applies

with respect to bills submitted and requests for payments made after the

date of enactment.
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described in subsection (b) (as specified iii the agreement) will be
enroUed under the program established by this part.
(b) An agreement entered into with any State pursuant to subsection (a) may be applicable to either of the following coverage groups:
(1) individuals receiving money payments under the plan of

such State approved under title I or title XVI; or
(2) individuals receiving money payments under all of the
plans of such State approved under titles I, X, XIV, XV, and
XVI, and part A of title IV. Effective January 1, 1974, and subject to section 1902(e), the Secretary at the request of any State
shall, notwithstanding the repeal of titles I, X, and XIV bi section 303(a) of the Social Security Amenthnents of 1972 and the

amendments made to title XVI and part A of title IV by sections
301 and 302 and sections 401 and 403 of such amendments, continue in effect the agreement entered into under this section with
such State insofar as it includes individuals who are eligible to
receive benefits under title XV or part A of title JV, or supplementary security income benefits under title XVI (as in effect
After December 31, 1973), or are otherwise eligible to receive med-

ical assistance under the plan of such State approved under title
XIX.. The provisions of subsection (h) (2) of this section as in
effect before the effective date of the repeals and amendments
referred to in the preceding sentence shall continue to apply with
respect to individuals included in any such agreement after such
date.

Except as provided in subsection (g), there shall be excluded from
any coverage group any individual who is entitled to monthly insurance. benefits under title II or who is entitled to receive an annuity
or pension under the Railroad Retirement Act of 1937.
(c) For purposes of this section, an individual shall be treated as an
eligible individual only if he is an eligible individual (within the
meaning of section 1836) on the date an agreement covering him is
entered into under subsection (a) or he becomes an eligible individual
(within the meaning of such section) at any time after such. date;
and he shall be treated as receiving money payments described in
subsection (b) if he receives such payments for the month in which
the agreement is entered into or any month thereafter.

(d)' In the case of any individual enrolled pursuant to this section—
(1) the monthly premium to be paid 'by the State shall be
determined under section 1839 (without any increase under subsection (c) thereof);
(2) his coverage period shall begin on whichever of the follow
ing is the latest:

(A) Julyl, 1966;

(B) the first day of the third month following the month.
in which the State agreement is entered into;
(C) the first day of the first month in which he is both an
eligible individual and a member of a coverage group specified in the agreement under this section; or
(D) such date as may be specified in the agreement; and
(3) his coverage period attributable to the agreement with
the State under this section shall end on the last day of whichever of the following first occurs:
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(A) the month in which he is determined by the State'

agency to have become ineligible both for money payments
of a kind specified in the agreement and. (if there is in effect
a modification entered into under subsection (h)) for medical
assistance, or

(B) the month preceding the first month for which he

becomes entitled to monthly benefits under title II or to an
annuity or pension under the Railroad Retirement Act of
1937.

(e) Any individual whose coverage period attributablo to the State
agreement is terminated pursuant to subsection (d) (3) shall be deemed
for purposes of this part (including the continuation of his coverage

period under this part) to have enrolled under section 1837 m the

initial general enrollment period provided by section 1837(c).
(f) With respect to eligible individuals receiving. money payments
under the plan of a State approved under title I, X, XIV, XV, or XVI
or part A of title TV, or receicinq supplemental security income benefits nnder title XVI (as in effect after December 31, 1973), or eligible

to receive medical assistance under the plan of such State approved
under title XIX. if the agreement entered into under this section so
provides, the term "carrier" as defined in section 1842(f) also includes
the State agency, specified in such agreement., which administers or
supervises the administration of the plan of such State approved under
title I, XVI, or XIX. The agreement shall also contain such provisions as will facilitate the financial transactions of the State and the
carrier with respect to deductions, coinsurance, and otherwise, and as
will lead to economy and efficiency of operation, with respect to mdividuals receiving money payments under plans of the State approved
under titles I, X, XIV, and XVI, and part A.of title IV, and individuals eligible to receive medical assistance under the plan of the State
approved under title XIX.
(g) (1) The Secretary shall, at the request of a State made before
January 1, 1970, enter into a modification of an agreement entered
into with such State pursuant to subsection (a) under which the second sentence of subsection (b) shall not apply with respect to such
agreement.

(2) In the case of any individual who would (but for this subsection) be excluded from the applicable coverage group described in
subsection (b) by thesecond sentence of such subsection—

(A) subsections (c) and (d) (2) shall be applied as if such

subsections referred to the modification under this subsection (in
lieu of the agreement under subsection (a)),

(B) subsectIn (d) (3) (B) shall not apply so long as there is

in effect a modification entered into by the State under this subsection, and
(C) notwithstanding subsection (e), in the case of any termination described in such subsection, such individual may terminate his enrollment under this part by the filing of a notice, before
the close of the third month which begins after the date of such
termination, that he no longer wishes to participate iii the insurance program established by this part (and in such a case, the

termination of his coverage period under this part. shall take
effect as of the close of such third month).
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(h) (1) The Secretary shall, at the request of a State made before
January 1, 1970, enter into a modification of an agreement entered into

with such State pursuant to subsection (a) under which the coverage
group described in subsection (b) and specified in such agreement is
broadened to include individuals who are eligible to receive medical

assistance under the plan of such State approved under title XIX.
(2) For purposes of this section, an individual shall be treated as
eligible to receive medical assistance under the plan of the State
approved under title XIX if, for the month in which the modifica-

tion is ciitcred into under this subsection or for any month thereafter,
he has been determined to be eligible to receive medical assistance

under such plan. in the case of any individual who would (but for
this subsection) be excluded from the agreement, subsections (c) and
(d) (2) shall be applied as if they referred to the modification under
this subsection (in lieu of the agreement under subsection (a)), and
subsection (d) (2) (C) shall be applied by substituting "second month
following the first month" for "first month."

Appropriations to Cover Government Contributions and
Contingency Reserve
Sec. 1844. (a) There are authorized to be appropriated from time
to time out of any moneys in the Treasury not otherwise appropriated,
to the Federal Supplementary Medical insurance Trust Fund—

(1) (A) a Government contribution equal to the aggregate

preiniuns payable for a moi,th for enrollees age 65 and over under

this part and deposited in the Trust Fund, (and] multiplied by

the ratio of—
(i) twice the dollar amount of the actuarially adequate rate

per enrollee age 65 and over, as determined under section
1889(c) (1) for such month, minus the dollar amount of the
premium per enrollee for such month as determined under
section 1839(c) (3), to
(ii) the dollar amount of the premium per enrollee for such
month, plus
(B) a Government. contribution equal to the aggregate prelniums payable for a month for enrollees under, age 65 under this
part and deposited in the Trust Fund, multiplied by the ratio of—
(i) twice the dollar amount of the actuarially adequate rate
per enrollee under age 65 as determined under section 1839
(c) (4) for such month, minus the dollar amount of the premium per enrollee for such month,. as determined under see-

tionl839(c)(3),to

(ii) the dollar amount of the premium per enrollee for such
mont/i.'

(2) such sums as the Secretary deems necessary to place the
Trust Fund, at the end of any fiscal year occurring after June 30,
1967, in the same position in which it would have been at the end
of such fiscal year if (A) a Government contribution representing
the excess of the premiums deposited in the Trust Fund during
1

Eective with respect to enrollee premiums payable for months after June 1973.
78—178—72—65
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the fiscal year ending June 30, 1967, over the Government contribution actually appropriated to the Trust Fund during such fiscal
year had been appropriated to it on June 30, 1967, and (B) the

Government contribution for premiums deposited in the Trust
Fund after June 30, 1967, had been appropriated to it when such
premiums were deposited.

(b) In order to assure prompt payment of benefits provided under
this part and the administrative expenses thereunder during the early
months of the program established by this part, and to provide a contingency reserve, there is also authorized to be appropriated, out of
any moneys in the Treasury not otherwise appropriated, to remain

available through the calendar year 1969 for repayable advances
(without interest) to the Trust Fund, an amount equal to $18 multiplied by the number of individuals (as estimated by the Secretary)
who could be covered in July 1966 by the insurance program established by this part if they had theretofore enrolled under this part.

Eligibility of individuals, Age 60 Through 64, Who Are Entitled to
Benefits Under Section 202 or Who Are Spouses of Individuals

Entitled o Hospital insurance
Sec. 1845. (a) Any individual who meets the conditions of paragraphs (1) and (2) of section 1819(a) shall be eligible to enroll in the
insurance program established by this part. The provsioiis of subsections (b), (c), (e), (f),and (h) of 8ection 1819 shall apply to individuals authorized to enroll under this section.
(b) An individual's coverage period shall al8o terminate when (A)
he no longer meets the conditions specified in paragraphs (1) and (2)
of section 1819(a) or (B) his enrollment under section 1819 is ternunated. Where termination occurs pursuant to this subsection, the coy-

eraqe period shall ter'ininate with the close of whichever of the

following months is the earliest: (C) the month before the month the
individual attains the age of 65 or (D) the month following the month
in which such individual no longer meets the conditions of paragraph

(2) of section 1819(a) or (E) the month in which his enrollment

under section 1819 terminates.

(c) (1) The monthly premium of each individual under this section
for each month in his coverage period before July 1974 shall be 200
per centum of the premium payable by an individual who has attained
age 65 for such month.

(2) The Secretary shall, during December of each year beginning
in 1973, determine and promulgate the dollar amount (whether or not
such dollar amount was applicable for premiums for any prior month)
which shall be applicable for premiums for months occurring in the
12-month period coimmenc'ing July 1 of the next year. Such amount
shaZ be actuarially adequate on a per capita basis to meet the estimated amounts of incurred claims and administrative expenses for in-

dividuals enrolled under this section during such period, and such
amount shall ta/ce into consideration underwriting losses or gains incurred during prior years. Any amount determined under the preceding sentence whi'h is not a multiple of $1 shall be rounded to the nearest $1 or if midway between multiples of $1, to the next hiqher multiple

of $1.
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(d) All premium8 collected from individuals enrolled pursuant to
thie 8eCtiOfl shall be depo8ited in the Federal Supplementary Medical
In.surance Trust Fund.

Part C—Miscellaneous Provisions

Definition of Services, Institutions, etc.
Sec. 1861. For purposes of this title—
Spell of Illness

(a) The term "spell of illness" with respect to any individual means
a period of consecutive days—

(1) beginning with the first day (not included in a previous
spell of illness) (A) on which such individual is furnished inpatient hospital services or extended care services, and (B) which
occurs in a month for which he is entitled to benefits under part A,
and
(2) ending with the close of the first period of 60 consecutive

days thereafter on each of which he is neither an inpatient of a
hospital nor an inpatient of [an extended care] a s/called nursing
facility.
Inpatient Hospital Services

(b) The term "inpatient hospital services" means the following
items and services furnished to an inpatient of a hospital and (except
as provided in paragraph (3)) by the hospital—
(1) bed and board;
(2) such nursing services and other related services, such use

of hospital facilities, and such medical social services as are
ordinarily furnished by the hospital for the care and treatment
of inpatients, and such drugs, biologicals, supplies, appliances,

and equipment, for use in the hospital, as are ordinarily furnished
by such hospital for the care and treatment of inpatients; and
(3) such other diagnostic or therapeutic items or services, furnished by the hospital or by others under arrangements with them

made by the hospital, as are ordinarily furnished to inpatients
either by such hospital or by others under such arrangements;
excluding, however—
(4) medical or surgical services provided by a physician, resi-

dent, or intern; and
(5) the services of a private-duty nurse or other private-duty
attendant.
Paragraph (4) shall not apply to services provided in the hospital [by
an intern or a resident-in-training under a teaching program approved
by the Council on Medical Education of the American Medical Association or, in the case of an osteopathic hospital, approved by the
Committee on Hospitals of the Bureau of Professional Education of
the American Osteopathic Association, or, in the case of services in
a hospital or osteopathic hospital by an intern or resident-in-training
in the field of dentistry, approved by the Council on Dental Education of the American Dental Association.] by—
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an intern or a re.s ievt-;n-tra nq uvder a teaching pro-

gram approved by the Council on Medical Education of the American Medical Association or, in the case of an osteopathic hospital

approved by the Committee on Hospitals of the Bureau of Professional Education of the American Osteopathic Association, or,
in the case of services in a hospital or osteopathic hospital by an
intern or resident-in-training in the field of dentistry, approved
by the Council on Dental Education of the American Dental
Association, or in the ease of services in a hospital or osteopathic
hospital by an intern or resident-in-training in the field of podi-

a try, approved by the Council on Podiatry Education of the
AIner?cafl Pod/ate?J Ac.cociatioi 011

(7) a physician where the hospital has a teacM'vq program
approl'ed as specified in paragraph (6), unless (A) such inpatient

is a private patient (as defined in regulations). or (B) the /ios
pital establishes that during the two-year period ending December 31, 1967, and each year thereafter all inpatients have been
regularly billed by the hospital for services rendered by physieians and reasonable efforts have been made to collect in full from
all patients and payment of reasonable charges (including applicable deductibles and coinsurance) has been regularly collected

in full or in substantial part from at least ôO percent of all
wpatients.

Inpatient Psychiatric Hospital Services

(c) The term "inpatient psychiatric hospital services" means inpa-

tient hospital services furnished to an inpatient of a psychiatric
hospital.

Inpatient Tuberculosis Hospital Services

(d) The term "inpatient tuberculosis hospital services" means inpatient hospital services furnished to an inpatient of a tuberculosis
hospital.

Hospital

(e) The term "hospital" (except for pulposes of sections 1814(d),
1814(f)2 and 1S5(b), subsection (a) (2) of this section, paragraph
(7) of this subsection, and subsections (i) and (n) of this section)
means an institution which—

(1) is primarily engaged in providing, by or under the supervision of physicians, to inpatients (A) diagnostic services and
therapeutic services for medical diagnosis, treatment, and care of
injured, disabled, or sick persons, or (B) rehabilitation services
for the rehabilitation of injured, disabled, or sick persons;
(2) maintains clinical records on all patients;
(3) has bylaws in effect with respect to its staff or physicians;

(4) has a requirement that every patient must be under the
care of a physician;
(5) provides 24-hour nursing service renderOd or supervised by
a registered professional nurse, and has a licensed practical nurse
Ap]b' with reepect to accounting periods beginning after December 31, 1972.
2-ppies to accounting periods after June 30, 1972.
1
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or registered professional nurse on duty at all times except that
until January 1, 1976, the Secretary is authorized to waive the requirement of this paragraph for any one-year period with respect
to any institution, insofar as such requirement relates to the provision of twenty-four-hour nursing service rendered or supervise

by a registered professional nurse (except that in any event a
registered professional nurse must be present on the premises to
render or supervise the nursing service provided, during at least
the regular daytime shift),, where immediately preceding such
one-year period he finds that—

(A) such institution is located in a rural area and the supply of hospital services in such area is not sufficient to meet
the needs of individuals residing therein,
(B) the failure of such institution to quality as a hospital
would seriously reduce the availability of such services to
such individuals, and

(C) such institution has made and continues to make a

good faith effort to comply with this paragraph, but such compliance is impeded by the lack of qualified nursing personnel
in such area;
(6) has in effect a hospital utilization review plan which meets
the requirements of subsection (k);

(7) in the case of an institution in any State in which State or
applicable local law provides for the licensing of hospitals, (A)
is licensed pursuant to such law or (B) is approved, by the agency
of such State or locality responsible for licensing hospitals, as
meeting the standards established for such licensing; (and]
(8) has in effect an overall plan aiid budget that meets the yeqwremelIt.l of •ub.ection () ; ' and
(9) ((8)] meets such other requirements as the Secretary finds
necessary in the interest of the health and safety of the individuals who are furnished services in the institution. [except that
such other requirements may not be higher than the comparable
requirements prescribed for the accreditation of hospitals by the
Joint Commission on Accreditation of Hospitals (subject to the
second sentence of section 1863).]

For purposes of subsection (a) (2), such term includes any institution
which meets the requirements of paragraph (1) of this subsection. For
purposes of sections 1814(d) and 1835(b) (including determination
of whether an individual received inpatient 1ospital services or diagnostic services for purposes of such sections) , section 1814(f) ()

and

subsections (i) and (n) of this section, such term includes any institu-

tion which (i) meets the requirements of paragraphs (5) and (7) of
this subsection, (ii) is not primarily engaged in providing the services
described in section 1801(j) (1) (A) and (iii) is priniarily engaged in
providing, by or under the supervision of individuals referred to in
paragraph (1) of section 1861 (r) to inpatients diagnostic services and
therapeutic services for medical diagnoisis, treatment, and care of injured, disabled, or sick persons, or rehabilitationservices for the rehabilitation of injured, disabled, or sick persons. For purposes of seaApplies to any provider of services for fiscal years (of such provider) beginning after
the fifth month following the month of enactment.
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tion 1814(f) (1), such term includes an institution which (i) is a hos-

pital for purposes of sections 1814(d), 1814(f) (s), and 1835(b) and
(ii) is accredited by the Joint Commisslon on Accreditation of Ho8pitale, or is accredited by or approved by a program of the country in
which 8uch institution is located if the $ecretary finds the accreditation or comparable approval standards of 8wch program to be essentially equivalent to those of the Joint Commission on Accreditation
of Hospitals.'
Notwithstanding the preceding provisions of this subsection, such
term shall not, except for purposes of subsection (a) (2), include any
institution which is primarily for the care and treatment of mental
diseases or tuberculosis unless it is a tuberculosis hospital (as defined
in subsection (g)) or unless it is a psychiatric hospital (as defined

in subsection (f)). The term "hospital" also includes a Christian
Science sanatorium operated, or listed and certified, by the First
Church of Christ, Scientist, Boston, Massachusettes, but only with
respect to items and services ordinarily furnished by such institution

to inpatients, and payment may be made with respect to services
provided by or in such an institution only to such extent and under
such conditions, limitations, and requirements (in addition to or in
lieu of the conditions, limitations, and requirements otherwise applicaable) as may be provided in regulations. For provisions deeming certain requirements of this subsection to be met in the case of accredited
institutions, see section 1865.
Psychiatric Hospital

(f) The term "psychiatric hospital" means an institution which—
(1) is primarily engaged in providing, by or under the supervision of a physician, psychiatric services for the diagnosis and
treatment of mentally ill persons;
(2) satisfies the requirements of paragraphs (3) through ((8)]
(9)2 of subsection (e);
(3) maintains clinical records on all patients and maintains
such records as the Secretary finds to be necessary to determine
the degree and intensity of the treatment provided to individuals
entitled to hospital insurance benefits under part A;
(4) meets such staffing requirements as the Secretary finds necessary for the institution to carry out an active program of treatment for individals who are furnished services in the institution;
and
(5) is accredited by the Joint Commission on Accreditation of
Hospitals.

In the case of an institution which satisfies paragraphs (1) and (2)

of the preceding sentence and which contains a distinct part which also

satisfies paragraphs (3) and (4) of such sentence, such distinct part
shall be considered to be a "psychiatric hospital" if the institution is
accredited by the Joint- Commission on Accreditation of Hospitals or
if such distinct part meets requirements equivalent to such accreditation requirements as determined by the Secretary.
1 Applies
to services furnished with respect to admissions occurring after Dec. 31,
1971.
2 Applies
to any provider of services for fiscal years (of such provider) beginning after

the fifth month following the month of enactment.
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Tuberculosis Hospital

an institution which—
(g) The term "tuberculosis hospital" means by
or under the super(1) is primarily engaged in providing,
diagnosis
and treatvision of a physician, mdical services for the
ment of tuberculosis;
(2) satisfies the requirements of paragraphs (3) through ((8)]

(9)1ofsuion (e);

(3) maintains clinical records on all patients and mamtams
such records as the Secretary finds to be necessary to determine
the degree and intensity of the treatment provided to individuals
covered by the insurance program established by part A;
(4) meets such staffing requirements as the Secretary finds necessary for the institution to carry out an active program of treatment for individuals who are furnished services in the institution;
and
(5) is accredited by the Joint Commission on Accreditation of
Hospitals.
In the case of an institution which satisfies paragraphs (1) and (2) of
the preceding sentence and which contains a distinct part which also
satisfies paragraphs (3) and (4) of such sentence, such distinct part
shall be considered to be a "tuberculosis hospital" if the institution is
accredited by the Joint Commission on Accreditation of Hospitals or
if such distinct part meets requirements equivalent to such accreditation requirements as determined by the Secretary.
Extended Care Services

(h) The term "extended care services" means the following items
and services furnished to an inpatient of (an extended care] a skilled
nursing facility and (except as provided in paragraphs (3) and (6))
by such (extended care] skilled nursing facility—

(1) nursing carö provided by or under the supervision of a

registered professional nurse;

(2) bed and board in connection with the furnishing of such
nursing care;
(3) physical, occupational, or speech therapy furnished by the

(extended care] 8klled nursing facility or by others under arrangements with them made by the facility;
(4) medical social services;

(5) such drugs, biologicals, supplies, applicances, and equipment, furnished for use in the lextended carel skilled nur8ing
facility as are ordinarily furnished by such facility for the care
and treatment of inpatients;

(6) medical services provided by an intern or resident-in-

training of a hospital with which the facility has in effect a trans-

fer agreement (meeting the requirements of subsection (1)),

under a teaching program of such hospital approved as provided

in the last sentence of subsection (b), and other diagnostic oi
therapeutic services provided by a hospital with which the facility
has such an agreement in effect; and
(7) such other services necessary to the health of the patients
as are generally provided by (extended care] skilled nursing
facilities;
1

See

footnote 2 on page i024.
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excluding, however, any item or service if it would not be included
under subsection (b) if furnished to an inpatient of a hospital.
Post-Hospital Extended Care Services

(i) The term "post-hospital extended care services" means extended
care services furnished an individual after transfer from a hospital in
which he was an inpatient for not less than 3 consecutive days before
his discharge from the hospital in connection with such transfer. For
purposes of thepreceding sentence, items and services shall be deemed
to have been furnished to an individual after transfer from a hospital,
and he shall be deemed to have been an inpatient in the hospital immediately before transfer therefrom, if he is admitted to the (extended

care] skilled nursing facility (within 14 days after discharge from
such hospital;]
(A) within 14 days after discharge from such hospital, or
(B) within 8 days after such discharge, in the case of an individual who was unable to be admitted to a skilled nursing facility

within such 14 days because of a shortage of appropriate bed
space in the geographic area i'm which he resides, or (C) within
such time as it would be medically appropriate to begin an active
course of treatment, in the case of an individual whose condition
is such that 8killed nursing facility care would not be medicaly

appropriate within 14 days after discharge from a hospital;

an individual shall be deemed not to have been discharged from
(an extended care] a skilled nursing facility if, within 14 days
after discharge therefrom, he is admitted to such facility or any
other (extended care] skilled nursing facility.
(Extended Care] Skilled Nursing Facility

(j) The term ("extended care] "skilled nursing facility" means

(except for purposes of subsection (a) (2)) an institute (or a distinct
part of an institution) which has in effect a transfer agreement (meeting the requirements of subsection (1)) with one or more hospitals
having agreements in effect under section 1866 and which—

(1) is primarily engaged in providing to inpatients (A) skilled
nursing care and related services for patients who require medical
or nursing care, or (B) rehabilitation services for the rehabilitation of injured, disabled, or sick persons;
(2) has policies; which are developed with the advice of (and
with provision of review of such policies from time to time by)
a group of professional personnel, including one or more physicians and one or more registered professional nurses, to govern

the skilled nursing care and related medical or other services it

provides;
(3) has a physician, a registered professional nurse, or a medical staff responsible for the execution of such policies;
(4) (A) has a requirement that the health care of every patient
must be under the supervision of a physician, and (B) provides
for having a physician available to furnish necessary medical care
in case of emergency;

(5) maintains clinical records on all patients;
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(6) provides 24-hour nursing service which is sufficient to meet
nursing needs in accordance with the policies developed as provided in paragraph (2), and has at least one registered professional nurse employed full time;
(7) provides appropriate methods and procedures for the dispensing and administering of drugs and biologicals;
(8) has in effect a utilization review plan which meets the requirements of subsection (k);
(9) in the case Of an institution in any State in which State or
applicable local law provides for the licensing of institutions of

this nature, (A) is licensed pursuant to such law, or (B) is approved, by the agency of such State or locality responsible for
licensing institutions of this nature, as meeting the standards
established for such licensing; [and]
(10) has in effect an overall plan and budget that meets the
requirements of subsection (z) ; 1
(11) supplies full and complete information to the Secretary or
his delegate as to the identity (A) of each person having (directly
or indirectly) an ownership interest of 10 per centum or more in
SUCh 8killed nUr8ing facility, (B) in case a skilled nursing facility
is organized as a corporation, of each officer and director of the
corporation, and (C) in case a skilled nursing facility is organized
as a partnership, of each partner; and promptly repOrt8 any
changes which would affect the current accuracy of the inforniatio'n so required to be sup plied;2

(12) coo perate8 in an effective program 'which provides for a
regular program of independent medical evaluation and audit of
the patients in the facility to the extent required by the programs
in which the facility participates (including medical evaluation of
each patient's 'need fo skilled nursing facility care) ;3
(13) meets 8uch provisions of the Life flafety Code of t8e Na-

tional Fire Protection A.sociation (21st edition, 1967) as are

applicable to nursing homes; except that the Secretary may waive,
for such. periods as he deems appropriate, specific provisions of
such Code which if rigidly applied would result in unreasonable

hardship upon a nursing home, but only if such waiver mill not
adversely affect the health and sat etyof the patients; except that
the provi8ions of such Code 8hall not apply in any State if the

Secretary finds that in 8uch State there is in effect a fire and
8afety code, imposed by State law, which adequately protects

patients in 'nursing homes; and
(10] (14) meets such other conditions relating to the health and
safety of individuals who are furnished services in such institution
or relating to the physical facilities thereof as the Secretary may
find necessary (subject to the second sentence of section. 1863),
except that such term shall not (other than for purposes of subsection (a) (2)) include any institution whjch is primarily for the
care and treatment of mental diseases or tuberculosis. For purposes of subsection (a)(2), such term includes any institution
1

Applies to any provider of services for fiscal years (of such provider beginning after

the fifth month foflowina the month of enactment.
Applies on or after July i, 1973.
Applies on or after July 1, 197i.
Applies on or after July 1,1973.
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which meets the requirements of paragraph (1) of this subsection.
The term ["extended care] "skilled nursing facility" also includes
an institution described in paragraph (1) of subsection (y), to the
extent and subject to the limitations provided in such subsection.
To the extent that paragraph (6) of this 8ubsection 'may be deemed
to require that any skilled nursing facilityengage the 8ervices of tz registered professional nurse for more than 40 hours a week, the Secretary
is aut/wrized to waive such requirement if he finds that—

(A) such facility is located in a rural area and the supply of
skilled nursing facility 8ervices in such area is not sufficient to
meet the needs of individuals residing therein,
(B) such facility has one full-time registered professional nurse
who is regularly on duty at such facility 40 hours a week, and
(C) such facility (i) has only patients whose physicians have indicated (through physicians' orders or admission notes) that each
such patient does not require the services of a registered nurse or
a physician for a 48-hour period, or (ii) has made arrangements
for a registered professional nurse or a physician to 8pefld such
time at such facility as may be indicated as necessary by the
physiaian to provide necessary skilled nursing services on days
when the regular full-time registered professional nurse is not
on duty.
Utilization Review

(k) A utilization review plan of a hospital or [extended care]

skilled nursing facility shall be considered sufficient if it is applicable
to services furnished by the institution to individuals entitled to insurance benefits under this title and if it provides—
(1) for the review, on a sample or other basis, of admissions to
the institution, the duration.of stays therein, and the professional

services (including drugs and biologicals) furnished, (A) with
respect to the medical necessity of the services, and (B) for the
purpose of promoting the most efficient use of available health

facilities and services;

(2) for such review to be made by either (A) a staff committee of the institution composed of two or more physicians, with
or without participation of other professional personnel, or (B) a
group outside the institution which is similarly composed and (i)
which is established by the local medical society and some or all
of the hospitals and (extended care] skilled nursing facilities in
the locality, or (ii) if (and for as long as) there has not been established such a group which serves such institution, which is
established in such other manner as may be approved by the
Secretary;
(3) for such review, in each case of inpatient hospital services
or extended care services furnished to such an individual during a
continuous period of extended duration, as of such days of such
period (which may differ for different classes of cases) as may be
specified in regulations, with such review to be made as promptly
as possible, after each day so specified, and in no event later than

one week following such day;, and

(4) for prompt notification to the institution, the individual,
and his attending physician of any finding (made after oppor-

1029

Sec. 1861(m)

tunity for consultation to such attending physician) by the physician members of such committee or group that any further stay
in the institution is not medically necessary.
The review committee must be composed as provided in clause (B) of

paragraph (2) rather than as provided in clause (A) of such ra-

graph in the case of any hospital or (extended care] 8lCilled nursing
facility where, because of the small size of the institution, or (in the
case of [an extended care] a skilled nursing facility) because of lack
of an. organized medical staff, or for such other reason or reasons as
may be included in regulations, it is impracticable for the institution
to have a properly functioning staff committee for the purposes of this
subsection. I/the Secretary determines that the utilization review procedures established pursuant to title XIX are superior in their effectiveness to the procedures required under this section, he may, to the
extent that he deems it appropriate, require for purposes of this title
that the procedures established pursuant to title XIX be utilized instead of the procedures required by this section.
Agreements for Transfer Between (Extended Care] Skilled Nursing Facilities
and Hospitals

(1) A hospital and [an extended care] a skilled nursing facility
shall be considered to have a transfer agreement in effect if, by reason
of a written agreement between them or (in case the two institutions
are under common control) by reason of a written undertaking by the

person or body which controls them, there is reasonable assurance
that—
(1) transfer of patients will be effected between the hospital and
the [extended care] skilled nursing facility whenever such transfer is medically appropriate as determined by the attending physician; and
(2) there will be interchange of medical and other information
necessary or useful in the care and treatment of individuals transferred between the institutions, or in determining whether such
individuals can be adequately cared for otherwise than in either
of such institutions.
Any [extended care] skilled nursing facility which does not have such
an agreement in effect, but which is found by a State agency (of the

State in which such facility is situated) with which an agreement
under section 1864 is in effect (or, in the case of a State in which no

such agency has an agreement under section 1864, by the Secretary) to

have attempted in good faith to enter into such an agreement with a
hospital sufficiently close to the facility to make feasible the transfer
between them of patients and the information referred to in para.
graph (2), shall be considered to have such an agreement in effect if
and for so long as such agency (or the Secretary, as the case may be)
finds that to do so is in the public interest and essential to assuring ex-

tended care services for persons in the community who are eligible' for
payments with respect to such services under this title.
Home Health Services

(m) The term "home health services" means the folkwing items
and services furnished to an individual, who is under the care of a

Sec. l861(n)

1030

physician, by a home health agency or by others under arrangements
with them made by such agency, under a plan (for furnishing auch
terns and services to such individual) established and periodically
reviewed by a physician, which items and services are, except as pro-

vided in paragraph (7), provided on a visiting basis in a place of
residence used as such individual's home—

(1) part-time or intermittent nursing care provided by or
under the supervision of a registered professional nurse;
(2 physical, occupational, or speech therapy;
(3 medical social services under the direction of a physician;
(4 to the extent. permitted in regulations, part-time or intermittent services of a home health aide;
(5) medical supplies (other than drugs and biologicals), and
the use of medical appliances, while under such a plan;
(6) in the case of a home health agency which is affiliated or
under common control with a hospital, medical services provided
by an intern or resident-in-training of such hospital under a
teaching program of such hospital approved as provided in the

last sentence of subsection (b) ; and
(7) any of the foregoing items and services which are provided

on an outpatient basis, under arrangements made by the home
health agency, at a hospital or [extended care] skilled nursing
facility, or at a rehabilitation center which meets. such standards
as may be prescribed in regulations, and—

(A) the furnishing of which involves the use of equipment
of such a nature that the items and services cannot readily be
made available to the individual in such place of residnce,or
(B) which are furnished at such facility while he is there
to receive any such item or service described in clause (A),
but not including transportation of the individual in connection with any such item or service;
excluding, however, any item or service if it would not be included
under subsection (b) if furnished to an inpatient of a hospital:
Post-Hospital Home Health Services

(n) The term "post-hospital home health services" means home
health services furnished an individual within one year after his most
recent discharge from a hospital of which he was an inpatient for not
less than 3 consecutive days or (if later) within one year after his most
recent discharge from Ian extended care] a skilled nursing facility of
which he was an inpatient entitled to payment under part A for posthospital extended care services, but only if the plan covering the home
health services (as described in subsection (m)) is established within
14 days after his discharge from such hospital or [extended care]

skilled nursing facility.

Home Health Agency

(o) The term "home health agency" means a public agency or private organization, or a subdivision of such an agency or organization,
which—
(1) is primarily engaged in providing skilled nursing services
and other therapeutic services;
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(2) has policies, established by a group of professional personnel (associated with the agency or organization),including one
or more physicians and one or more registered professional nurses,

to govern the services (referred to in paragraph (1)) which it
provides, and provides for supervision of such services by a physician or registered professional nurse;

(3) maintains clinical records on all patients;

(4) in the case of an agency or organization in any State in
which State or applicable local law provides for the licensing of
agencies or organizations of this nature, (A) is licensed pursuant
to such law, or (B) is approved, by the agency of such State oi
locality responsible for licensing agencies or organizations of this
nature, as meeting the standards established for such licensing;

(and]

(5) has in effect an overall plan and budget that meets the ye-

quHements of s

b.seetio ()

((JUl 1

((5)] (6) meets such other conditions of participation as the

Secretary may find necessary in the interest of the health and
safety of individuals who are furnished services by such agency or
organization;
except that such term shall not include a private organization which
is not a nonprofit organization exempt from Federal income taxation
under section 501 of the Internal Revenue Code of 1954 (or a subdivision of such organization) unless it is licensed pursuant to State law

and it meets such additional standards and requirements as may be
prescribed in regulations; and except that for purposes of part A
such term shall not include any agency or organization which is primarily for the care and treatment of mental diseases.
Outpatient Physical Therapy Services

(p) The term "outl?atient physical therapy services" means physcal
therapy services furnished by a provider of services2 a clinic, rehabili-

tation agency, or a public health agency, or by others under an arrangement with, and under the supervision of, such provider, clinic,
rehabilitation agency, or public health agency to an individual as an
outpatient—
(1) who is under the care of a physician (as defined in section
1861 (r) (1) ), and

(2) with respect to whom a plan prescribing the type, amount,
and duration of physical therapy services that are to be furnished
such individual has been established, and is periodically reviewed,
by a physician (as so defined);
excluding, however—
(3) any item or service if it would not be included under sub-

section (b) if furnished to an inpatient of a hospital; and
(4) any such service—
(A) if furnished by a clinic or rehabilitation agency, or
by others under arrangements with such clinic or agency
unless such clinic or rehabilitation agency—

1 Applies to any provider of services for fiscal years (of such provider) beginning after
the fifth month fllowIng the month of enactment.
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(i) provides an adequate program of physical therapy services for outpatients and has the facilities and
personnel required for such program or required for the
supervision of such a program, in accordance with such
requirements as the Secretary may specify,

(ii) has policies, established by a group of professional personnel, including one or more physicians
(associated with the clinic or rehabilitation ageicy) and
one or more qualified physical therapists, to govern the
services (referred to in clause (i)) it provides,
(iii) maintains clinical records on all patients,
(iv) if such clinic or agency is situated in a State in

which State or applicable local law provides for the
licensing of institutions of this nature, (I) is licensed

pursuant to such law, or (II) is approved by the agency
of such State or locality responsible for licensing institutions of this nature, as meeting the standards established for such licensing; and
(v) meets such other conditions relating to the health
and safety of individuals who are furnished services by

such clinic or agency on an outpatient basis, as the
Secretary may find necessary, or

(B) if furnished by a public health agency, unless such
agency meets such other conditions relating to health and
safety of individuals who are furnished services by such
agency on an outpatient basis, as the Secretary may find
necessary.

In addition, sUch ter7n includes physical therapy services which meet
the requirements of the first sentence of this subsection except that they
are furnished to an individual as an inpatient of a hospital or sicilled
nursing faeility.1

(5) For purposes of subsections (a), (b), and (bb) the term
"free standing rehabilitation facility" means a facility where only
one form of rehabilitation services shall be required to be provided
if such service is speech pathology or clinical psychology, respectively.2

Physicians' Services

(q) The term "physicians' services" means professional services performed by physicians, including surgery, consultation, and home, office, and institutional calls ((but not including services described in
the last sentence of subsection (b))] (but not including services described in subsection (b) (6)).3
Physician

(r) The term "physician", when used in connection with the performance of any function or action, means (1) a doctor of medicine
or osteopathy legally authorized to practice medicine and surgery by
the State in which he performs such function or action (including a
'Applies to services furnished on or after the date of enactment.
Applies to services rendered after December 31, 1972.
Applies to accounting periods beginning after December 31, 1972.
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physician within the meaning of section 1101 ça) (7)), (2) a doctor of

dentistry or of dental or oral surgery who is legally authorized to
practice dentistry by the State in which he performs such function
but only with respect to (A) surgery related to the jaw or any structure contiguous to the jaw or (B) the reduction of any fracture of the
jaw or any facial bone, or (C) the certification required by section
1814(a) (2) (E) of this Act 1 (or] (3) except for the purposes of section 1814(a), sectioti 1835, and subsections (j), (k), (m), and (o) of
this section, a doctor of podiatry or surgical chiropody, but (unless
clause (1) of this subsection also applies to him) only with respect to
functions which he is legally authorized to perform as such by the
State in which he performs them, (4) a doctor of optometry who is
legally authorized to practice optometry by the State in which he per/arnie 8uch function, but only with re8pect to establishing the nece88ity
for prosthetic lenses,2 or (5) a chiropractor who is licensed as such by
the State (or in a State which does not license chiropractor8 as 8uch, is
legally authorized to perform the services of a chiropractor in the jurisdiction in which he performs such services), and who meets uniform
minimum 8tandards promulgated by the Secretary, but only for the
purpose of sections 1861(s) (1) and 1861 (s) (2) (A) and only with re-

spect to treatment by means of manual manipulation of the 8pine
which he is legally authorized to perform by the State or jurisdiction
in which such treatment is provided.3 For the purposes of section
1862(a) (4) and subject to the limitations and conditions provided in
the previous sentence, such term includes a doctor of one of the art8,
specified in such previous sentence, legally authorized to practice such
art in the country in which the inpatient hospital services (referred
to in such section 1862 (a) (4)) are furnished.
Medical and Other Health Services

(s) The term "medical and other health services" means any of the
following items or services;

(1) physicians' services;
(2) (A) services and supplies (including drugs and biologicals
which cannot, as determined in accordance with regulations, be
self-administered) furnished as an incident to a physician's pro-

fessional service, of kinds which are commonly furnished in
physicians' offices and are commonly either rendered without
chtrge or included in the physicians' bills;

(B) hospital services (including drugs and biologicals which
cannot, as determined in accordance with regulations, be selfadministered) incident to physicians' services rendered to outpatients;
(C) diagnostic services which are—

(i) furnished to an individual as an outpatient by a hospital or by others under arrangements with them made by a
hospital, and

'Applies to admissions occurring after the second month following the month of

enactment.
2 Applies only with respect to services performed on or after the date of enactment.
Applies to services furnished after June 30, 1973.

'Applies to services furnished with respect to admissions occurring after December 31,

1972.
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(ii) ordinarily furnished by such hospital (or by others
under such arrangements) to its outpatients for the purpose
of diagnostic study [and];
(D) outpatient physical therapy services;
(E) outpatient speech pat koloqy sen'ices; 1
(F) outpatient cilnicel psychologists' services; 2 and
(G) outpatient rehabilitation services;

(3) diagnostic X-ray tests (including tests under the super.
vision of a0 physician, furnished in a place of residence used as
the patient's home, if the performance of such tests meets such
conditions relating to health and safety as the Secretary may find
necessary), diagnostic laboratory tests, and other diagnostic tests;
(4) X-ray, radium, and radioactive isotope therapy, including
materials and services of teehnicians;
(5) surgical dressings, and splints, casts, and other devices used
for reduction of fractures and dislocations;
(6) durable medical equipment, including iron lungs, oxygen
tents, hospital beds, and wheelchairs used in the patient's home
(including an institution used as his home other than an institution that meets the requirements of subsect.ion (e) (1) or (j) (1)
of this section), whether furnished on a rental basis or purchased;

(7) ambulance service where the use of other methods of
transportation is contraindicated by the individual's condition,
but only to the extent provided in regulations;
(8) prosthetic devices (other than dental) which replace all or

part of an internal I)odlv organ (includinq colostomy bags and
sup plies directly related to colostomy care) including replacement of such devices; and
(9) leg, arm, back, and neck braces, and artificial legs, arms,
and eyes, including replacements if required because of a change
in the patient's physical condition.
No diagnostic tests performed in any laboratory which is independent
of a physician's office or a hospital (which, for purposes of this sentence, means an institution considered a hospital for purposes of section 1814(d)) shall be included within paragraph (3) unless such
laboratory—

(10) if situated in any State in which Statr applicable local
law provides for licensing of establishments of this nature, (A)
is licensed pursuant to such law, or (B) is approved, by the agency
of such State or locality, responsible for licensing establishments

of this nature, as meeting the standards established for such

licensing; and
(11) meets such other conditions relating to the health and
safety of individuals with respect to whom such tests are performed as the Secretary may find necessary.
There shall be excluded from the diagnostic services specified in
paragraph (2) (C) any item or service (except services referred to in

paragraph (1)) which—

(12) would not be included under subsection (b) if it were fur-

nished to an inpatient of a hospital; or
'Applies to services rendered after December 31. 1972.
Applies to services rendered after December 31, 1972.
Applies to services rendered after December 31, 1972.

2
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(13) is furnished under arrangements referred to in such paragraph (2) (0) unless furnished in the hospital or in other facilities operated by or under the supervision of the hospital or its
organized medical staff.
None of the items and services referred to in. the preceding paragraphs
(other than paragraphs (1) and (2) (A)) of this subsection which are
furnished to a patient of an institution which meets the definition of

a hospital for purposes of section 1814(d) shalLbe included unless
such other conditions are met as the Secretary may find necessary
relating to health and safety of individuals with respect to whom such
items and services are furnished.
Drugs and Biologicals

(t) The term "drugs" and the term "biologicals", except for purposes of subsection (m) (5) of this section, include only such drugs
and biologicals, respectively, as are included (or approved for inclusion) in the United States Pharmacopoeia, the National Formulary,
or the United States Homeopathic Pharmacopoeia, or in New Drurs
or Accepted Dental Remedies (except for any drugs and biologicas
unfavorably evaluated therein), or as are approved by the pharmacy
and drug therapeutics committee (or equivalent committee) of the
medical staff of the hospital furnishing such drugs and biologicals
for use in such hospitals, or as are app'roved by the Formulary Committee. The term "eligible drug" means a drug or biological which (A)
can be self-administered, (B) requires a physician's prescription (except for insulin), (C) is prescribed when the individual requiring such
drug is not an inpatient in a hospital or extended care facility, during
a period of covered care, (D) is included by strength and dosage
forms among the drugs and biologicals approved by the Formulary
Committee, (E) is dispensed (except as provided by section 1814(j)),
by a pharmacist from a participating pharmacy, and (F) is dispensed
in quantities consistent with proper medical practice and reasonable
professional discretion.1
Provider of Services

(u) The term "provider of services" means a hospital, (extended
care] skilled nursing facility, [or] home health agency, or pharmacy,2
or, for puiposes of section 1814(g) and section 1835(e), a fund.'
Reasonable Cost

(v) (1) (A) [The reasonable cost] Except as provided n paragraph
(7), the medicare allowance of any services shall be the cost actually incurred, excluding therefrom any part of incurred cost found
to be unnecessary in the efficient delivery of needed health servwes,
and shall be determined in accordance with regulations establishing
the method or methods to be used, and the items to be included, in
1

2

3
4

Applies to eligible drugs furnished on and after July 1, 1973.

pplles to eligible—drugs furnished on and after July 1, 1973.

Applies to accounting periods beginning after December 31. 1972.
Applies to eligible drugs furnished on and after July 1, 1973.

Effective with respect to accounting periods beginning after December 31, 1972.
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determining such costs for various types or classes of institutions,
agencies, and services; except that in any case to which paragraph
(2) or (3) applies, the amount of the payment determined under
such paragraph with respect to the services involved shall be considered the reasonable cost of such services. In prescribing the regula-

tions referred to in the preceding sentence, the Secretary shall consider, among other things, the principles generally applied by national organizations or established prepayment organizations (which
have developed such principles) in computing the amount of payment,
to be made by persons other than the recipients of services, to providers

of services on account of services furnished to such recipients by
such providers. Such regulations may provide for determination of
the costs of services on a per diem, per unit, per capita, or other basis,
may provide for using different methods in different circumstances,
may provide for the use of estimates of costs of particular items or
services(,] may provide for the establishment of limits on the direct or
indirect overall incurred costs or incurred costs of. specific items or
services or groups of items or services to be recognised as reasonable
based on estimates of the costs necessary in the efficient delivery of

needed health servwe to individuals covered by the insurance programs established under this title,1 and may provide for the use of
charges or a percentage of charges where this method reasonably
reflects the costs. Such regulations shall ((A) take] (i) take into account both direct and indirect costs of providers of services (excluding
therefrom any such costs, including standby costs, which are determined in accordance with regulations to be unnecessary in the efficient delivery of services covered by the insurance programs estab-

lished under this title) 2 in order that, under the methods of determining costs, the (costs with respect] necessary costs of efficiently
delivering covered services to individuals covered by the insurance
programs established by this title will not be borne by individuals not
so covered, and the costs with respect to individuals not so covered

will not be borne by such insurance programs, and ((B) provide]
(ii) provide for the making of suitable retroactive corrective ad justments where, for a provider of services for any fiscal period, the aggre-

gate reimbursement produced by the methods of determining costs

proves to be either inadequate or excessive.
(B) Such regulations in the case of extended care services furnished
by proprietary facilities shall include provision for specific recognition
of a reasonable return on equity capital1 including necessary working
capital, invested in the facility and used in the furnishing of such serv-

ices, in lieu of other allowances to the extent that they reflect similar
items. The rate of return recognized pursuant to the preceding sentence for determining the reasonable cost of any services furnished in
any fiscal period shall not exceed one and one-half times the average
of the rates, of interest, for each of the months any part of which is included in such fiscal period, on obligations issued for purchase by the
Federal Hospital Insurance Trust Fund.
(C) Where a ho8pital has an arrangement with a medical school
'Effective wjth respect 'to accounting periods beginning after December 81, 1972.
EffectIve with respect to accounting periods beginning after December'31, 1972.
'Effective with respect to aecounting periods beginning after December 31, 1972.
2
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under vi hick the faculty of such school provides services at suck hospital, an amount not in excess of the reasonable cost of such services to
the medical school shall be included in determining the reasonable cost
to the ho8pital of furnishing service8—

(i) for which payment may be made under part A, but only if
(1) payment for such services as furnished under suck arrangement would be made under part A to the hospital had
such 8ervice8 been furnished by the hospital, and
(II) such hospital pays to the medical school at least the
reasonable cost of such 8ervices to the medical school, or

(ii) for which payment may be made under part B, but only
if such hospital pays to the medical 8chool at least the reasonable
co8t of such 8ervwes to the medical school.'

(D) Where (i) physicians furnish services which are either inpatient ho8pital 8ervices (including services in con ju'iwti.on with the
teaching programs of 8uch hos1iital) by reason of paragraph (7) of
subsection (b) or for which, entitlement exists by reason of clause (II)

of section 1832(a) () (B) (i) and (ii) such hospital (or medical

school under arrangement with 8uch hospital) incurs no actual cost in
the furnishing of such services, the reasonable cost of suck services
shall (under regulations of the Secretary) be deemed to be the cost such
hospital or medical school would have incurred had it paid a salary to
such physicians rendering such services approximately equivalent to
the average salary paid to all physicians employed by such hospital
(or if such employment does not exist, or is minimal in such hospital,
by similar hospitals in a geographic area of sufficient size to assure
reasonable inclusion of sufficient physicians in develovment of such
average salary) 2
(E) Such regulations may, in the case of skilled nursing facilities
in any State, provide for the uses of rates, developed by the State in
whwh such facilities are located, for the payment of the cost of skilled

nursing facility service8 furnished under the State's plan approved
under title XIX (and such rates may be increased by the Secretary
on a class or. size of institution or on a geographical basis by a 'percentage factor not in excess of 10 percent to take into account determinable items or services or other requirement8 under this title not
otherwise included in the computation of such State rates), if the
Secretary finds that 8uch rate8 are reasonably related to (but not necessarily limited to) analyses undertaken by such State of co8t8 of care
in comparable facilitie8 in such State; except that the foregoing pro-

visions of this subparagraph 8hall not apply to any skilled nur8ing
facility in such State if—
(i) such facility is a distinct part of or directly operated by a
hospital, or
(ii) 8uc1v facility operate8 in a close, formal satellite relationship (as defined in regulations of the Secretary) with a participating hospital or hospitals.
Notwithstanding the previous provisions of this paragraph in the case
of a facility specified in clause (ii) of this 8ub paragraph, the reason'Applies to accounting periods beginning after December 31, 1972..
Applies to accounting periods beginning after December 31, 1972.
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able cost of any services fvrnished by such facility as deterniined by
the Secretary under this subsection shall not exceed 150 percent of the
costs determined by the application of thiB subparagraph (without
regard to such clause (ii)).
Certification and Approval of Skilled Nursing Facilities

(2) (A) If the bed and board furnished as part of inpatient hospital
services (including inpatient tuberculosis hospital services and inpatient psychiatric hospital services) or post-hospital extended care
services is in accommodations more expensive than semi-private accommodations, the amount taken into account for purposes of payment
under this tit]e with respect to such services may not exceed an amount
equal to the reasonable cost of such services if furnished in such semiprivate accommodations unless the more expensive accommodations
were required for medical reasons.
(B) Where a provider of. services which has an agreement in effect
under this title furnishes to an individual items or services which are
in excess of or more expensive than the items or services with respect
to which payment may be made under'part A or part B, as the case may

be, the Secretary shall take into account for purposes of payment to
such prOvider of services only the equivalent of the reasonable cost of
the items or services with respect to which such payment may be made.

(3) If the bed and board furnished as part of inpatient hospital

services (including inpatient tuberculosis hospital services and inpatient psychiatric hospital services) or post-hospital extended care services is in accommodations other than, but not more expensive than,
semi-private accommodations and the use of such other accommodations rather than semi-private accommodations was neither at the request of the patient nor for a reason which the Secretary determines is.
consistent' with the purposes of this title, the amount of the payment
with respect to such bed and board under part A shall be the reasonable
cost of such bed and board furnished in semi-private accommodations
(determined pursuant to paragraph (1)) minus the difference between
the charge customarily made by the hospital or' (extended. care] skilled
nursing facility for bed and board in semi-private accommodations
and the charge customarily made by it for bed and board in the accommodations furnished.
(4) If a provider of services furnishe8 items or 8ervices to an individua which are substantially in excess of or more expeneive than
the items or 8ervices determined to be necessary in the efficient delivery
of needed health service8 and charge8 are impo8ed for such more expensive items or 8ervzces under the authority granted in section 1866

(a) () (B) (ii), the amount of payment with respect to such items or
8ervices otherwise due such provider in. any fiscal period 8hall be reduced to the ex4ent that such payment plus such charqe8 exceed the
cost actually incurred for such items or Berviee8 in the fiscal period
in which such charqe8 a.re imposed.1
(5) (A) Where phy8ieal therapy 8ervwes, occupational therapy semv-

ices, speech therapy. 8er'vices, or other therapy 8ervices or 8ervwes ',of
other health-related personnel (other than phy8icitns) are furmii8hed
under an arrangement with a provider of 8ervice8 or other organiBa1

EffectIve with respect to accounting periods beginning after December 31, 1972.
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tion 8pecified in the first sentence of section l8tJl(p), the amount

included in any payment to such provider or other organization

under this title as the reasonable cost of such services (as furnished

under such arrangements) shall not exceed an amount equal to

the salary which would reasonably have been paid for such services
(together with any additional costs that would have been incurred by
the provider or other organization) to the person perforniing them if
they had been performed in an employment relationship with such
provider or other organization (rather than under such arrangement)
plus the cost of such other expenses (including a reasonable allowance
for travel time and other reasonable types of expense related to any
differences in acceptable methods of organization for the provision
of such therapy) incurred by such person, as the Secretary may in
regulations deterrni'ne to be appropriate.1

(B) Notwithstanding the provisions of subparagraph (A), if a

provider of services or other organization specs fled in the first sentence of section l861(p) requires the serviee8 of a therapist on a lim-

ited part-time basis, or only to perform intermittent services, the

Secretary may ma/ce payment on the basis of a reasonable rate per unit
of service, even though such rate is greater per unit of time than salary

related amounts, where he finds that 8uch greater payment is, in the
aggregate, less than the amount that would have been paid if such
organization had employed a therapist on a full- or part-time salary
bacis.'
(6)

[4] For purposes of this subsection, the term, "semiprivate accommodations" means two-bed, three-bed, or four-bed
accommodations.
(7) For limitation on Federal participation for capital expenditures

which are out of conformity with a comprehensive plan of a State or
areawide planning agency, see section 1122.
(8) With respect to any eligible drl2g, the medicare allowance shall
le an amount determined in accordance with section 1823 of this Act.
Arrangements for Certain Services

(w) The term "arrangements" is limited to arrangements under
which receipt of payment by the hospital, [extended care] a skilled
nursing facility, or home health agency (whether in its own right or as
agent), with respect to services for which an individual is entitled to
have payment made under this title, discharges the liability of such
individual or any other person to pay for the services.
State and United States

(x) The terms "State" and "United States" have the meaning given
to them by subsections (h) and (i), respectively, of section 210.
Post-Hospital Extended Care in Christian Science (extended care] Skilled

Nursing Facilities

(y) (1) The term "[extended care] skilled nursinv facility" also inchides a Christian Science sanatorium operated, or listed and certified,
1

2

EffectIve with respect to accnunting periods beginning on or aftsr Dccpnher 31, 1C172.
Effective with respect to accountIng periods beginning on or after Dcceinber 31, i9i2.
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by the First Church of Christ, Scientist, Boston, Massachusetts, but

only (except for purposes of subsection (a) (2)) with respect to items
and services ordinarily furnished by such an institution to inpatients,
and payment may be made with respect to services provided by or in
such an institution only to such extent and under such conditions,
limitations, and requirements (in addition to or in lieu of the conditions, limitations, and requirements otherwise applicable) as may be
provided in regulations.
(2) Not wit het anding any other provision of this title, payment under part A may not• be made for services furnished an individual in
[an extended care] a skilled nur8ing facility to which paragraph (1)
applies unless such individual elects, in accordance with regulations,
for a spell of illness to have such services treated as post-hospital extended care services for purposes of such part; and payment under
part A may not be made for post-hospital extended care services—
(A) furnished an individual during such spell of illness in an
extended care] a skilled nursing facility to which paragraph 1)
applies after—
(i) such services have been furnished to him in such a
facility for 30 days during such spell, or
(ii) such services have been furnished to him during such
spell in [an extended care] a skilled nur8ing facility to which
such paragraph does not apply; or
(B) furnished an individual during such spell of illness in [an
extended care] a 8killed nursing facility to which paragraph (1)

does not apply after such services have been furnished' to hm
during such spell in [an extended care] a skilled nursing facility
to which such paragraph applies.

(3) The amount payable under part A for post-hospital extended
care services furnished an individual during any spell of illness in [an
extended care] a skilled nursing facility to which paragraph (1) applies shall be reduced by a coinsurance amount equal to one-eighth of
the inpatient hospital deductible for each day before the 31st day on

which he is furnished such services in such a facility during such spell
(and the reduction under this paragraph shall be in lieu of any reduction under section 1813(a) (3)).

(4) For purposes of subsection (i), the determination of whether
services furnished by or in an institution described in paragraph (1)
constitute post-hospital extended care services shall be made in accordance with and subject to such conditions, limitations, and requirements as may be provided in regulations.
lfl8litUtiOnal Planning1

()

An overall plan and budget of a hospital, skilled nursing facility, or home health agency shall be considered 8ufflcient i/it—
(1) provides for an annual operating budget which includes all
anticipated income and expenses related to items which would,
under generally accept'd account "eq princijles. 7'e considerp4
income and expense item8 (except that nothing in this parapraph
shall require that there be prepared, in connection with any
1
Annhles to any provider of services for fiscal years (of such prov'l(her) beginning after
the fifth month following the month of enactment.
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budget, an item-by-item identification of the coviponent8 of each
type of anticipated expenditure or income);
() provides for a capital expenditures plan for at lea8t a 3-year

period (including the year to which the operating budget described in subparagraph (1) 28 applicable) which includes and
identifies in detail the anticipated sources of financing for and
the objectives of, each anticipated expenditure in excess of 100,000 related to the acquisition of land, the improvement o/ land,
buildings, and equipment, and the replacement, modernwation,
and expansion of building8 and equipment which would, under
generally accepted accounting principles, be considered capital
items;
(3) provides for review and updating at least annually; and
(4) is prepared, under the direction of the governing body of
the institution or agency, by a committee consisting of representa-

tives of the governing body, the administrative staff, and the
medical staff (if any) of the institution or agency.
Outpatient Speech Pathology Services

(aa) The term, "outpatient speech pathology 8ervices" means speech

pathologj services furnished by a provider of services, a clinic, rehabilitation agency (including a single service rehabilitation facility),
or by a public health agency, or by others under an arrangement with,
and under the supervision of, such provider, clinic, rehabilitation
agency, or public health agency to an individual as an outpatieit,
subject to the conditions prescribed in subsection (p) relating to physical therapy services, except that the terms "speech pathology" and

"speech pathologists" shall be substituted for the terms "physical ther-

apy" and "physical therapists" as used throughout subsection (p).
For purposes of this section the term "single 8ervice rehabilitation
facility" means a facility in which only speech pathology shall be required to be provided.'
Outpatient Clinical Psgchoiogists' Services

(bb) The ter,n "outpatient clinical p8ychologists' services" means
clinical psychologists' servwe8 furnished by a provider of services,
a clinic, rehabilitation agency (including a single service rehabilitation facility), or by a public health agency, or by others under an
arrangement with, and under the supervision of, such provider, clinic,
rehabilitation agency, or public health agency to an individual as
an outpatient, subject to the conditions prescribed in such subsection

(p) relating to physical therapy services, except that the terms "clinical
psychology" and "clinical psychologist8" shall be substituted for the
terms "physical therapy" and "physical therapists" as used throughout
subsection (p). For purposes of this section the term "single service
rehabilitation facility" means a facility in which only clinical p8yChologists' services shall be required to be provided.2
'Applies to services rendered after December 31. 1972.
2 Applies with respect to services rendered after December 31, 1972.
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Outpatient Rehabilitation Service8

(cc) The term "outpatient rehabilitation service8" means pliy8ical
therapy. speech pathology, occupational therapy, and medical social
services furnished by a provider of 8ervices, a clinic, rehabilitation
agency, or a public, health agency. or by others under an arrangement
'with, and u'ivler the supervision of, such provider, clinic, rehabilitation
aqency, or pt blic health agency to an individual as an outpatient, 8Ubject to the conditions prescribed in 8ubsection (p) relating to physical
therapy services except that clause (ii) of paragraph 4(A) is amended
by inserting after "physical therapist" the phrase "or speech pat hol-

ogist, as appropriate," and the term "physical therapy" as used
throughout subsection (p) shall be deemed for purposes of this sub-

see f?on. to mean "rehabilitation." 1

Participating Pharmacy
(dd) The term "participating pharmacy" nieans a pharmacy, r
other establishment (including the outpatient department of a ho8pital) providing pharmaceutical services. (1) which is licensed as such
under the laws of the State (where such State requires such licensure
oi 'which is otlu'ririse lawfully providing pharmaceutical services) in
which such drug is provided or otherwise dispensed in accordance
with this title, (2) which has agreed with the Secretary to act as a
provider of services in accordance with the requirements of this 8ection. and which complies with such other requirements as may be established by the Secretary in regulations to assure the proper, eco'I?Omlcai. and efficient administration of this title, (3) which has
aqreed to submit, at such frequency and in such form as may be prescribed in regulations, bills for amounts payable under this title / or
eligible drugs furnished under part A of this title; and (4) which has
agreed not to charge beneflciaries under this title any amounts in excess of those allowable under this title with respect to eligible drugs
except as is provided under section 1813(a) (4), and except for so
inuch of the charge for a prescription (in the case of a drug product
prescribed by a physician, of a druq entity in a strength and dosage
form included in the Formular?J where the price at which such product is sold by the supplier thereof exceeds the reasonable allowance)
as is in excess of the reasonable allowance established for such drug
entity 'in accordance 'with section 1823.2

ExclusiOns From Coverage
Sec. 1862. (a) Notwithstanding any other provisions of this title, no
paymeiit may be made under part A or part B for any expenses incurred for items or services—
(1) which are not reasonable and necessary for the diagnosis or

treatment of illness or injury or to improve the functioning of a'
malformed body member;

(2) for which the individual furnished such items or services
1

2

Applies with respect to services rendered after December 31, 1972.
Applies to eligible drugs furnished on and after July 1, 1973.
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has no legal obliation to pay, and which no other person (by

reason of such individual's membership in a prepayment plan or
otherwise) has a legal obligation to provide or pay for;
(3) which are paid for directly or indirectly by a governmental
entity (other than under this Act and other than under a health
benefits or insurance plan established for employees of such an
entity), except in such cases as the Secretary may specify;
(4) which are not provided within the United States (except
for (emergency] inpatient hospital services furnished outside the
United States under the conditions described in section 1814(f)
and, subject to such conditions, limitations, and requirements as
are provided under or pursuant to this title, physicians' services
and ambulance services furnished an individual in conjunction
with such inpatient hospital services but only for the period during which such npatunt /w.s/lltai services we,e famished) ,. '
(5) which are required as a result of war, or of an act of war,

occurring after the effective date of such individual's current
coverage under such part;
(6) which constitute personal comfort items;

(7) where such expenses are for routine physical checkups,
eyeglasses or eye examinations for the purpose of prescribing,
fitting, or changing eyeglasses, procedures performed (during the
course of any eye examination) to determine the refractive state
of the eyes, hearing aids or examinations therefor, or
immunizations;
(8) where such expenses are for orthopedic shoes or other supportive devices for the feet;
(9) where such expenses are for custodial care;

(10) where such expenses are for cosmetic surgery or are incurred in connection therewith, except as required for the prompt
repair of accidental injury or for improvement of the functioning
of a malformed body member;
(11) where such expenses constitute charges imposed by immediate relatives of such individual or members of his household;
(12) where such expenses are for services in connection with the
care, treatment, filling, removal, or replacement of teeth or structures directly supporting teeth, except that payment may. be made
under part A in the case of inpatient hospital services in connection with a dental procedure where the individual 8uffers from
impairments of such severity as to require hospitalization; 2 or
(13) where such expenses are for—

(A) the treatment of flat foot conditions and the prescription of supportive devices therefor,
(B) the treatment of. subluxations of the foot, or
(C) routine foot care (including the cutting or removal of

corns, warts, or calluses, the trimming of nails, and other
routine hygienic care).
(b) Payment under this title may not be made with respect to any
item or service to the extent that payment has been made, or can
1 Applies
to services furnished with respect to admissions occurring after Dec. 3i,
1972.
2 Applies to admissions occurring after the second month following the month of en-

actment.
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reasonably be expected to be made (as determined in accordance with
regulations), with respect to such item or service, under a workmen's
compensation law or plan of the United States or a State. Any payment

under this title with respect to any item or service shall be condi-

tioned on reimbursement to the appropriate Trust Fund established by
this title when notice or other information is received that payment
for such item or service has been made under such a law or plan.
(c) No payment may be made under this title with respect to any
item or service furnished to or on behalf of any individual on or after
January 1,1975, if such item or service i8 covered under a health benefits plan in which suchindividual is enrolled under chapter 89 of title
5, United States Code, unless prior to the date on which such item or
8ervice is so furnished the Secretary shall have determined and certified that such plan or the Federal employees health benefits program
under chapter 89 of such title 5 has been modified so as to assure that—

(1) there is available to each Federal employee or annuitant
enrolled in 8uCh plan, upon becoming entitled to benefit8 under
part A or B, or both parts A and B of this title, in addition to the
health benefits plans available before he becomes 80 entitled, one
or more health benefit8 plans whwh offer protection supplementing the protection he has under this title, and
() the Government or such plan will make available to such
Federal employee or annuitant a contribution in an amount at
least equal to the contribution which the Government make8 toward the health insurance of any employee or annuitant enrolled
for high option coverage under the Government-wide plans establisited under chapter 89 of such title 5, with 8uch contribution
being in the form of (A) a contribution toward the supplementary protection referred to in paragraph (1), (B) a payment to or
on behalf of such employee or annuitant to offset the cost to him
of his coverage under this title, or (C) a combination of such contribution and such payment.
(d) (1) No payment may be made under this title with respect to
any item or services furnished to an individual by a person where the
Secretary determines under this 8ubsection that such person—
(A) has knowingly and willfully made, or caused to be made,
any false statement or representation of a material fact for use
in an application for payment under this title or for use in determining the right to a payment under this title;
(B) has submitted or caused to be submitted (except in the case
of a provider of services), bills or requests for payment under this
title containing charges (or in applicable cases requests for payment of costs to 8uch per8on) for services rendered which the
Secretary finds, with the concurrence of the appropriate program
review team appointed pursuant to paragraph (4), to be substantially in excess of such person'8 customary charges (or in applicable cases substantially in excess of such person's costs) for suck
services, unless the Secretary find8 there is good cause for such
bills Or requests containing such charges (or in applicable cases,
such costs); or
(C) has furnished services or supplies which are determined by
the Secretary, with the concurrence of the members of the appro-
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pri ate program review team appointed pursuant to paragraph (4
who are physicians or other professional personnel in the healt

care field, to be 8ubstantially in excess of the need8 of individuale

or to be harmful to individuals or to be of a .grossly inferior

qualztji.

(2) A determination made by the Secretary under thi.s subsection
shall be effective at such time and upon such reasonable notice to the
public and to the person furnishing the services involved as may be
specified in regulations. Such determination shall be effective with
re8pect to services /ur'-niehed to an individual on or after the effective
date of such determination (except that in the case of inpatient hospital services, post-hospital extended care services, and home health services such determination shall be effective in the manner provided in
section 1866(b) (3) and (4) with respect to terminations of agreements), and shall remain in effect until the Secretary finds and gives
reasonable notice to the public that the basis for such determination
has been removed and that there is reasonable assurance that it will
not recur.
(3) Any person furnishing services described in paragraph (1) who
is dissatisfied with a determination made by the Secretary under this
subsection shall be entitled to reasonable notice and opportunity for a
hearing thereon by the Secretary to the same extent as is provided in
section 205(b), and to judicial review of the Secretary's final decision
after such hearing as is provided in section 205(g).
(4) For the purposes of paragraph (1) (B) and (C) of this sub-

section, and clause (F) of section 1866(b) (2), the Secretary shall,
after consultation with appropriate State and local professional societies, the appropriate carriers and intermediaries utilized in the administration of this title, and consumer representatives familiar with
the health needs of residents of the State, appoint one or more program review teams (composed of physicians, other professional per-

sonnel in the health care field, and consumer representatives) in each
State which shall, among other things—
(A) undertake to review such statistical data on program utilization as may be submitted by the Secretary,
(B) submit to the Secretary periodically, as may be prescribed

in regulations, a report on the results of such review, together
with recommendations with respect thereto,
(C) undertake to review particular cases where there is a likelihood that the person or persons furnishing services and supplies
to individuals may come within the provisions of paragraph (1)

(B) and (C) of this subsection or clau8e (F) of section 1866(b)
(2), and
(D) submit to the Secretary periodically, as may be prescribed
in regulations, a report of cases reviewed pursuant to sub paragraph (C) along with an analysis of, and r.ecommendations.with
respect to, such cases.

Consultation With State Agencies and Other Organizations To
Develop Conditions of Participation for Providers of Services
Sec. 1863. In carrying out his functions, relating to determination of
conditions of participation by providers of services, under subsections

Sec. 1864

1046

((e) (8), (f) (4), (g) (4), (j) (10), and (o) (5)] (e) (9), (f) (4),
(') (4) ()) (11) aid (o) (6)1 of section 1861, the Secretary shall

consult with the T-Iealth Insurance Benefits Advisory Council establislied by section 1867, appropriate State agencies, and recognized
national ]isting or accrediting bodies, and may consult with appropriate local agencies. Such conditions prescribed under any ol such subsections may be varied for different areas or different classes of institutions or agencies and may, at the request of a State, provide higher

requirements for such State than for other States; except that. in

the case of any State or political subdivision of a State which imposes
higher requirements on institutions as a condition to the purchase of
services (or of certain specified services) in such institutions under a

State plan approved under title I, XVI, or XIX, the Secretary shall
impose like requirements as a condition to the payment for services
(or for the. services specified by the State or subdivision) in such
institutions in such State or subdivision.

Use of State Agencies To Determine Compliance by Providers of
Services With Conditions of Participation
Sec. 1864. (a) The Secretary shall make an agreement with any
State which is able and willing to do so under which the services of the

State health agency or other appropriate State agency (or the appropriate local agencies) will be utilized by him for the purpose of
determining whether an institution therein is a hospital or (extended
care] skilled nu?sing facility, or whether an agency therein is a home
health agency, or whether a laboratory meets the requirements of paragraphs (10) and (11) of section 1861(s), or whether a clinic, rehabilitation agency (iwludiig a einqle service -ieliabiiitation facility as ticfined in section 1861 (aa) or (bb)) or public health agency meets the
requirements of subparagraph (A) or (B), as the case may be, of section 1861(p) (4). To the extent that the Secretary finds it appropriate,
an institution or agency which such a State (or local) agency certifies
is a hospital, (extended care] skilled nursing facility, or home health
agency (as those terms are defined in section 1861) may be treated as
such by the Secretary. Any State agency which has such an agreement
may (subject to approval of the Secretary) furnish to a skilled nursing
facility, after proper request by such facility, such specialised consultative services (which such agency is able and willing to furnish in a
manner satisfactory to the ,Secretary) as such facility may need to meet
one or more of the conditions specified in section 1867 (j). Any such
services furnished by a State agency shall be deemed to have been furnished pursuant to such agreement. Within 90 days following the completion of each survey of any health care facility, laboratory, clinic,
agency, or organisation by the appropriate State or local agency descri bed in the first sentence of this subsection, the Secretary shall ma/ce
public in readily available form and place the pertinent findings of
each such survey reiatklg to the compliance of each such. hea7fh. care
facility, labo'ratory, clinic, agency, or organication with (1) the statutory conditions of participation imposed under this title and
the

()

1

Applies- to

any provider of services for fiscal years (of such provider) beginning after

the fifth month following the month of enactment.
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major additional conditions which the Secretary finds necessary in
the interest of health and safety of individuo2s who are furnished care
or services by any such facility, laboratory, clinic, agency, or
organization.
(b) The Secretary shall pay any such State, in advance or by way'
of reimbursement, as may be provided ifl the agreement with it (and
may make adjustments in such payments on account of overpayments
or underpayrnents previously made), for the reasonable cost of performing the functions spegified in subsection (a), and for the Federal
Hospital Insurance Trust Fund's fair share of the costs attributable
to the planning and other efforts directed toward coordination of activ-

ities in carrying out its agreement and other activities related to the
provision of services similar to those for which payment may be made
under part A, or related to the facilities and personnel required for
the provision of such services, or related to improving the quality of
such services.

(c) The Secretary is authorized to enter into an agreement with
any State under which the appropriate State or local agency which
performs the certification function described in subsection (a) will
survey, on a selective sample basis (or where the Secretary finds that
a survey is appropriate because of substantial allegations of the existence of a significant deficiency or deficiencies which would, if found
to be present. adeerselij affect health a nd safety of patients), hospitals
which have an agreement with the Secretary under section 1866 and

which are accredited by the Joint Commission on the Accreditation
of JJo.pitais. The Secretary shall pay for such services in the manner
prescribed in subsection (b).

Effect of Accreditation
(Sec. 1865. Except as provided in the second sentence of section 1863,

an institution shall be deemed to meet the requirements of the numbeitd paragraphs of section 1861 (e) (except paragraph (6) thereof)
if such institution is accredited as a hospital by the Joint Commission
on Accreditation of Hospitals. If such Commission, as a condition for
accreditation of a hospital, requires a utilization review plan or imposes another requirement which serves substantially the same purpose, the Secretary is authorized to find that all institutions so accredited by the Commission comply also with section 1861 (a) (6).]
Sec. 1865 (a) Except as provided in sub8eetion (b) and the second
sentence of section 1863, if—

(1) an institution is accredited as a hospital by the Joint Commission on Accreditation of Hospitals, and
(2) such institution (if it is included within a survey described

in section 1864(c)) authorizes the Commission to release to the
Secretary (on a confidential basis) upon his request (or to such
State agency as the Secretary may designate) a copy of the most
current accreditation survey of such institution made by such
Commission,

then, such institution shall be deemed to meet the requirements of
the numbered paragraphs of section 1861(e) ; except—

(3) paragraph (6) thereof, and
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(4) any standard, promulgated by the Secretary pur8uant to
paragraph (9) thereof, which, 28 higher titan the requirements
pre8cribed for accreditation by such Commission.
If 8uch Commis8ion, as a condition for accreditation of a hospital,
require8 a utilization review plan (or imposes another requirement
which serves 8ubstantially the same purpose) or imposes a standard
which the Secretary determines is at least equivalent to the standard
promulgated by the Secretary as described in paragraph (4) of this
subsection, the Secretary is authorized to find that all institutions
80 accredited by such Commission comply also with section .7861
(e) (6) or the 8tandard described in such paragraph (4) as the case
may be. In addition, if the Secretary finds that accreditation of an
institution or agency by the American Osteopathic Association or any
other national accreditation body provides reasonable assurance that
any or all of the conditions of section 1861 (e), (j), or (o), as the
case may be, are met, he may, to the extent he deems it appropriate,
treat such institution or agency as meeting the condition or conditions
with respect to which he made such finding.
(b) Notwithstanding any other provision of this title, if the Secretary finds following a survey made pursuant to section 1864(c) that

an institution has significant deficiencies (as defined in regulations per-

taining to health and safety), such institution shall, after the date

of notice of such finding to the hospital and for such period as may

be prescribed in regulations, be deemed not to meet the require-

ments of the num1red paragraphs of section 1861(e).

Agreements With Providers of Services
Sec. 1866. (a) (1) Any provider of services (except a fund designated
for purposes of section 1814(g) and section 18l5 (e) ) 1 shall be qualified to participate under this title and shall be eligible for payments
under this title if it ifies with the Secretary an agreement—
(A) not to charge, except as provided in paragraph (2), any
individual or any other person for items or services for which such
individual is entitled to have payment made under this title (or
for which he would be so entitled if such provider of services had
complied with the procedural and other requirements under or
pursuant to this title or for which such provider is paid pursuant
to the provisions of section 1814(e)), and
(B) not to charge any individual or any other person for items
or 8ervices for which 8UCh individual is not entitled to have payment made under this title because payment for expenses incurred
for such item.g or services may not be made by reason of the provi-.

sions of' paragraph (1) or (9), but only if (i) such individual

was without fault in incurring such expenses and (ii) the Secretary's determination that such payment may not be made for'
8u0h items and services was made after the third year followin9
the year in which notice of such payment was sent to such mdi-.
vidual; except that the Seóretary may rediuce such three-year
Applies to accounting periods beginning after December 31,1972.
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period to not less than one year if he finds 8uch reduction is consistent 'with the objectives of this title, and 1

((B)]

(C) to make adequate provision for return (or other

disposition, in accordance with regulations) of any moneys incorrectly collected from such individual or other person.

An agreement under this paragraph with a skilled nursing facility

shall be for a term of not exceeding 12 months, except that the Secretary may extend 8uch terim for a period not exceeding 2 months, where
the health and safety of patients will not be jeopardized thereby, if he
finds that such extension is necessary to prevent irreparable harms to
such facility or hardship to the individuals being furnished items or
services by such facility or if he finds it impracticable within such 12
month period to determ..ine whether such facility is complying with
the provisions of this title and regulations thereunder.2
(2) (A) A provider of services may charge such individual or other
person (i) the amount of any deduction or coinsurance amount imposed pursuant to section 1813(a) (1) or (a) (3), section 1833(b), or

section 1861(y) (3) with respect to such items and services (not in
excess of the amount customarily charged for such items and services
by such provider), (and (ii)] (ii) the amount of any copaynient obli-

gation and excess above the reasonable allowance consistent with section 1861 (dd) (4), and (iii) an amount equal to 20 per centum of the
reasonable charges for such items and services (not in excess of 20 per
centum of the amount customarily charged for such items and ervices

by such provider) for which payment is made under part B. In the
case of items and services described in section 1833(c), clause [(ii)]
(iii) of the preceding sentence shall be applied by substituting for 20

per centum the proportion which is appropriate under such section.
(B) (i) Where a provider of services has furnished, at the request of
such individual, items or services which are in excess of or more expensive than the items or services with respect to which payment may
be made under this title, such provider of services may also charge such
individual or other person for such more expensive items or services
to the extent that the amount customarily charged by it for the items
or services furnished at such request exceeds the amount customarily
charged by it for the items or services with respect to which payment
may be made under this title.

'(ii) Where a provider of services cuetomarily furnishes an individual items or 8ervwes which are substantially more expensive than
the items or services determined to be necessary in the efficient delivery
of needed health services under this title and 'which have not been requested by such individual, such provider may (except with respect to
emergency services) also charge such individual or other person for
such more expensive items or services to the extent that the costs of (or
if less, the customary charges for) 8uch more expensive items or services experienced by such provider in the second fiscal period immediately preceding the fiscal period in 'which such charges are imposed
1

Applies in the case of notices sent to individuals after 1968.

Effective with respect to agreements filed with the Secretary under sectIon 1866 by
skilled nursing facilities (as defined in section 1861(j)) before, on, or after date of enactment, but accepted by him on or after such date.
Applies with respect to eligible drugs furnished on and after July 1, 1973.
'Effective with respect to accounting periods beginning after December 31, 1972.
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exceed the cost of such items or services determined to be necessary in
the efficient delivery of needed health 8ervzces, but only if—
(I) the Secretary has provided notice to the public of any

charges being imposed on individuals entitled to benefits under
this title on account of costs substantially in excess of the C05t8
determined to be necessary in the efficient delivery of needed health

8ervices under this title by particular providers of 8ervices in the
area in which such items or services are furnished, and
(II) the provider of services has identified such charges to such
individual or other person, in such manner as the Secretary may
prescribe, as charges to meet costs sub8tantially in excess of the
cost determined to be necessary in the efficient delivery of needed
health services under this title.
(C) A provider of services may in accordance with its customary
practice also appropriately charge any such individual for any whole
blood (or equivalent quantities of packed red blood cells, as defined
under regulations) furnished him with respect to which a deductible
is imposed under section 1813(a) (2), except that (i) any excess of
such charge over the cost to such provider for the blood (or equivalent
quantities of packed red blood cells, as so defined) shall be deducted

from any payment to such provider under this title, (ii) no such

charge may be imposed for the cost of administration of such blood
(or equivalent quantities of packed red blood cells, as so defined)
and (iii) such charge may not be made to the extent such blood (or
equivalent quantities of packed red blood cells, as so defined) has been
replaced on behalf of such individual or arrangements have been
made for its replacement on his behalf.

(D) Where a provider of services customarily furniehe8 items or
services which are sub8tantially in excess of or more expensive than the
items or services with respect to which payment may be made under this

title, such provider, notwithstanding the preceding provisions of this
paragraph, may not, under the authority of section 186'C(a) () (B) (ii),
charge any individual or other person any amount for such items or
services in excess of the amount of the payment which may otherwise
be made for such item8 or services under this title if the admitting
physician has a direct or indirect financial interest in such provider.
For purposes of '[clause (iii) of the preceding sentence] sub paragraph (C) ,1 whole blood (or equivalent quantities of packed red blood
cells, as so defined) furnished an individual shall be deemed replaced
when the provider of services is given one pint of blood for each pint
of blood (or equivalent quantities of packed red blood cells, as so
defined) furnished such individual with respect to which a deduction

is imposed under section 1813 (a) (2).

(b) An agreement with' the Secretary under this section may be
[terminated—] terminated (and in the case of a skilled nursing facility, prior to the end of the term 8pecifled in 8ubsection (a) (1))—
(1) by the provider of services at such time and upon such
notice to the Secretary and the public as may be provided in regulations, except that notice of more than 6 months shall not 'be
required, or
1

Effective

with respect to accounting psriod beginning after December 31. 1972.
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(2) by the Secretary at such time and upon such reasonable
notice to the provider of services and the public as may be specified in regulations, but only after the Secretary has determined
(A) that such provider of services is not complying substantially
with the provisions of such agreement, or with the provisions of
this title and regulations thereunder, or (B) that such provider of
services no longer substantially meets the applicable provisions of
section 1861, or (C) that such provider of services has failed to
provide such information as the Secretary finds necessary to determine whether payments are or were due under this title and
the amounts thereof, or has refused to permit such examination of
its fiscal and other records by or on behalf of the Secretary as may
be necessary to verify such information, or (D) that such provider
has made, or caused to be made, any false statement or representation of a material fact for use in an application for payment under
this title or for use in determining the right to a payment under
this title, or (F) that such provider has submitted, or caused to be
submitted, requàts for payment under thi8 title of amount8 for
rendering seTviCe8 substantially in excess of the costs incurred by
such provider for rendering such services, or (F) that such provider has furnA8hed services or supplie8 which are determined by
the Secretary, wtih the concurrence of the members of the appropriate program review team appointed pursuant to section 186
(d) (4) who are physicians or other professional personnel in the
health care field, to be substantially in excess of the needs of mdi-

vidua.ls or to be harmful to individuals or to be of a grossly
inferior quality.
Any termination shall be applicable—

((3) in the case of inpatient hospital services (including inpatient tuberculosis hospital services and inpatient psychiatric
hospital service) or post-hospital extended care services, with
respect to such services furnished to any individual who is admitted to the hospital or extended care facility furnishing such
services on or after the effective date of such termination,]
(3) in the case of inpatient hospital services (including tuberculosis hospital services and inpatient psychiatric hospital services)
or po8t-liospital extended care services, with res peat to service8
furnished after the effective date of such termination, except that

payment may be made for up to thirty day8 with respect to in
patient institutional services furnished to any eligible individual
who was admitted to such institution prior to the effective date of
such termination,
(4) (A) with respect to home health services furnished to an individual under a plan therefor established on or after the effective date of such termination, or (B) if a plan is established before
such effective date, with respect to such services furnished to such

individual after the calendar year in which such termination is
ffective, and
(5) with respect to any other items and services furnished on or
after the effective date of such termination.

(c) (1) Where an agreement filed under this title by a provider of
services has been terminated by the Secretary, such provider may not
78—178—-72——---OT
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file another agreement under this title unless the Secretary finds that
the reason for the termination has been removed and that there is
reasonable assurance that it will not recur.

(2) In the case of a 8killed nursing facility participating in the
prop'ams established by this title and title XIX, the Secretary may
enter into an agreement under this section only if such facility has
been approved pursuant to section 1910, and the term of any such

aqreement shall be in accordance with the period of approval of eligibility specified by the ASecretary pursuan.t to such section.'
(d) If the Secretary finds that there is a substantial failure to make
timely review in accordance with section 1861(k) of long-stay cases in
a hospital or [extended care] 8lcilled nursing facility, he may, in lieu

of terminating his agreement with such hospital or facility, decide
that, with respect to any individual admitted to such hospital or facil-

ity after a subsequent date specified by him, no payment shall be made

under this title for inpatient hospital services (including inpatient

tuberculosis hospital services and inpatient psychiatric hospital services) after the 20th day of a continuous period of such services or for
post-hospital extended care services after such day of a continuous
period of such care as is prescribed in or pursuant to regulations, as
the case may be. Such decision may be made effective only after such
notice to the hospital, or (in the case of [an extended care) a skilled
nursing facility) to the facility and the hospital or hospitals with
which it has a transfer agreement, and to the public, as may be prescribed by regulations, and its effectiveness shall terminate when the
Secretary finds that the reason therefor has been removed and that
there is reasonable assurance that it will not recur. The Secretary shall
not make any such decision except after reasonable notice and opportunity for hearing to the institution or agency affected thereby.

(e) For purposes of this section, the term "provider of services"

shall include a clinic, rehabilitation agency including a single service
rehabilitation facility,2 or public health agenc.y if, in the case of a
clinic or rehabilitation agency, such clinic or agency meets the requirements of section 1861(p) (4) (A), or if, in the case of a public health
agency, such agency meets the requirements of section 1861 (p) (4) (B),
or if, in the case of a single service rehabilitation facility, such facility meets the requirements of 8ection 1861(aa), or (bb), whichever is

appropriate,3 but only with respect to the furnishing of outpatient
physical therapy services, ((as therein defined)] outpatient speech
pathology services, outpatient clinical psychologists' services, and out-

patient rehabilitation services, as defined in sections 1861(p), 1861
(aa), 1861(bb) and 1861(cc).4

Health Insurance Benefits Advisory Council
Sec. 1867. ((a) There is hereby created a Health Insurance Benefits
Advisory Council which shall consist of 19 persons, not otherwise
1 Effective with respect
to agreements filed with the Secretary under section 1566 by
skilled nursing facilities (as defined in section 1861(J)) before, on, or after the date of
enactment, but accepted by him on or after such date.
2 Applies to servtces rendered
after December 3i, i972.

3 Applies to services rendered after December 3i, 1972.
'Applies with respect to services rendered after December 31, 1972.
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in the employ of the United States, appointed by the Secretary without regard to the provisions of title 5, United States Code, governrng appointments in the competitive service. The Secretary shall from

time to time appoint one of the members to serve as Chairman.

The members shall include persons who are outstanding in fields related to hospital, medical, and other health activities, persons who
are representative of organizations and associations of professional
personnel in the field of medicine, and at least one person who is representative of the general public. Each member shall hold office for a
term of 4 years, except that any member appointed to fill a vacancy
occurring prior to the expiration of the term for which his predecessor
was appointed shall be appointed for the remainder of such term. A
member shall not be eligible to serve continuously for more than 2

terms. The Secretary may, at the request of the Advisory Council
or otherwise, appoint such special advisory professional or technical
committees as may be useful, in carrying out this title. Members of
the Advisory Council and members of any such advisory or technical
committee, while attending meetings or conferences thereof or otherwise serving on business of the Advisory Council or of such commit-.
tee, shall be entitled to receive compensation at rates fixed by the Sec-

retary, but 'not exceeding $100 per day, including travel time, 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 service employed intermittently.
The Advisory Council shall meet as frequently as the Secretary deems
necessary. Upon request of 5 or more members, it shall be the duty of
the Secretary to call a meeting of the Advisory Council.]

(a) There is hereby created a health insurance Benefits Advisory

Council which shall consist of 19 persons, not otherwise in the employ

of the United States, appointed by the Secretary without regard to
the provisions of title 5, United States Code, governing appointments
in the competitive services. The Secretary shall from ti'rne to time
appoint one of the members to serve as Chairman. The members 8hall

include persons who are outstanding in fleld8 related to hospital,
medical, and other health activities, persons who are representative

of organisatioizs and associations of pro fessional per8onne'l in the field
of medicine, and at least one person who is representative, of the gen-

eral public. Each member shall hold office for a term of four years,
except that any member appointed to fill a vacancy occurring prior
to the expiration of the, term for which his predecessor woe appointed

shall be appointed for the remainder of such term. A member 8hall
not be eligible to serve continuously for more than two terms. Members of the Advi8ory Council, while attending meetings or eon ference8
thereof or ètherwise serving on business of the Advisory Council, shall
be entitled to receive compensation at rates fixed by the Secretary, but
not exceeding $100 per day, including traveltime, and while 80 serving

away from their homes or regular places of business they may be

allowed travel expenee8, including per diem in lieu of subsistence, as
authori2ed by section 5703 of title 5, United States Code, for persons
in the Government service employed intermittently.. 7'lte Advisory
Council shall meet as the Secretary deems nece88ary, but not 1888
than annually.
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[(b) It shall be the function of the Advisory Council (1) to advise
the Secretary on matters of general policy in the administration of
this title and in the formulation of regulations under this title, and
(2) to study the utilization of hospital and other medical care and
services for which payment may be made under this title with a view
to recommending any changes which may seem desirable in the way
in which such care and ser.vices are utilized or in the administration
of the programs established by this title, or in the provisions of tius
title. The Advisory Council shall make an annual report to the
Secretary on the performance of its functions, including any recommendations it may have with respect thereto, and such report shall
be transmitted promptly by the Secretary to the Congress.]

(b) It shall be the function of the Advisory Council to provide
advice and recommendations for the consideration of the Secretary
on matters of general policy with respect to this title and title XIX.
[(c) The Advisory Council is authorized to engage such technical
assistance as may be required to carry out its functions, and the Secretary shall, in addition, make available to the Advisory Council such
secretarial, clerical, and other assistance and such perinent data ob-

tained and prepared by the Department of Health, Education, and

Welfare as the Advisory Council may require to carry out its
functions.]
Sec. 1868. [Repealed.1

Determinations; Appeals
Sec. 1869. (a) The determination of whether an individual is entitled

to benefits under part A or part B, and the determinatiOn of the
amount of benefits under part A, shall be made by the Secretary in
accordance with regulations prescribed by him.
(b) Any individual dissatisfied with any determination under subsection (a) as to entitlement under part A or part B, or as tO amount
of benefits under part A where the matter in controversy is $100 or

more, shall be entitled to a hearing thereon by the Secretary to the
same extent as is provided in section 205 (b), and, in the case of a
determination as to entitlement or as to amount of benefits where the
amount in controversy is $1,000 or more, to judicial review of the
Secretary's final decision after such hearing as is provided in section
2O5(g).

(c) Any institution or agency dissatisfied with any determination
by the Secretary that it is not a provider of services, or with any
determination described in section 1866(b) (2), shall be entitled to a

hearing thereon by the Secretary (after reasonable notice and opportunity for hearing) to the same extent as is provided in section
205(b), and to judicial review of the Secretary's final decision after
such hearing as is provided in section 205(g).

Overpayments on Behalf of Individuals and Settlement of Claims

for Benefits on Behalf of Deceased Individuals
Sec. 1870. (a) Any payment under this title to any provider of services or other person with respect to any items or services furnished
any individual shall be regarded as .a payment to such individual.
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(b) Where—
(1) more than the correct amount is paid under this title to a
provider of services or other person for items or services furnished

an individual and the Secretary determines (A) that, within

such period as he may specify, the excess over the correct amount
cannot be recouped from such provider of services or other person,
or (B) that such provider of services or other person was without
fault with respect to the payment of 8uCh excess over the correct
aniount, or1

(2) any payment has been made under section 1814(e) to a
provider of services or other person for items or services furnished
an individual,
proper adjustments shall be made, under regulations prescribed (after

consultation with the Railroad Retirement Board) by the Secretary,
by decreasing subsequent payments—

(3) to which such individual is entitled under title II of this
Act or under the Railroad Retirement Act of 1937, as the case
may be, or

(4) if such individual dies before such adjustment has been

completed, to which any other individual is entitled under title II

of this Act or under the Railroad Retirement Act of 1937, as

the case may be, with respect to the wages and self-employment
income or the compensation constituting the basis of the benefits
of such deceased individual under title II of such Act.
As soon as practicable after any adjustment under paragraph (3) or
(4) is determined to be necessary, the Secretary, for purposes of this

section, section 1817(g), and section 1841(f), shall certify (to the
Railroad Retirement Board if the adjustment is to be made by decreasing subsequent payments under the Railroad Retirement Act of
1937) the amount of the overpayment as to which the adjustment
is to be made. For purposes of clause (B) of paragraph (1), such

provider of services or such other person shall, in the absence of evidence to the contrary, be deemed to be wit/tout fault if the Secretary's
determination that more than such correct amount was paid was made
subsequent to the third year following the year in which notice was
sent to such individual that such amount had been paid; except that
the iSecretary may reduce such three-year period to not less than one
year if he finds 8uch reduction is consistent with the objectives of this
title.2

(c) There shall be no adjustment as provided in subsection (b) (nor
shall there be recovery) in any case where the incorrect payment has
been made (including payments under section 1814(e)) with respect
to an individual who is without fault (and where] or where the adjust ment (or recovery) would be made by decreasing payments to
which another person who is without fault is entitled as provided in
subsection (b) (4), if such adjustment (or recovery) would defeat

the purposes of title II or title XVIII or would be against equity

and good conscience. Adjustment or recovery of an incorrect payment
lApplies to notices of payment sent to individuals after date of enactment.
Applies to notices sent to individuals after 1968.
Applies to waiver actions considered after the date of enactment.
'Applies to notices sent to individuals after 1968.
2
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(or only such part of an incorrect payment as the Secretary detc'
mines to be inconsistent with the purposes of this title) against an
individual who is without fault shall be deemed to be against equity
and good conscience if (A) the incorrect payment was made for expenses incurred for items or services for which payment may not be
made under this title by reason of the provisions of paragraph (1) or
(9) of section 18C2 and (B) if the Secretary's determination that such
payment was incorrect was made subsequent to the third year following the year in which notice of such payment was sent to such individual; except that the Secretary may reduce such three-year period to
not less than one year if he finds such reduction is consistent with the
objectives of this title.'
(d) No certifying or disbursing officer shall be held liable for any
amount certified or paid by him to any provider of services or other
person where the adjustment or recovery of such amount is waived
under subsection (c) or where adjustment under subsection (b) is not
completed prior to the death of all persons against whose benefits such
adjustment is authorized.

(e) If an individual, who received services for which payment
may be made to such individual under this title, dies, and payment for

such services was made (other than under this title), and the indi-

vidual died before any payments due him under this title with respect
to such services was completed, paymeiit of the amount due (including
the amount of any unnegotiated checks) shall be made—

(1) if the payment for such services was made (before or

after such individual's death) by a person other than the deceased
individual, to the person or persons determined by the Secretary

under regulations to have paid for such services, or if the payment for such services was made by the deceased individual before his death, to the legal representative of the estate of such
deceased individual, if any;
(2) if there is no person who meets the requirements of paragraph (1), to the person, if any, who is determined by the Secretary to be the surviving spouse of the deceased individual and
who was either living in the same household with the deceased

at .the time of his death or was, for the month in which the
deceased individual died, entitled to a monthly benefit on the
basis of the same. wages and self-employment income as was the
deceased individual;
(3) if there is no person who meets the requirements of para-

graph (1) or (2), or if the person who meets such requirements
dies before the payment due him under this title is completed,
to the child or children, if any, of the deceased individual who

were, for the month in which the deceased individual died,

entitled to monthly benefits on the basis of the same wages and
self-employment income as was the deceased individual (and,
in case there is more than one such child, in equal parts to each
such child);
(4) if there is no person who meets the requirements of paragraph (1), (2), or (3), or if each person who meets such require1

ApplIes to notices sent to Individuals after 1968.

1057

Sec. 1870(g)

ments dies before the payment due him under this title is completed, to the parent or parents, if any, of the deceased individual
who were, for the month in which the deceased individual died,
entitled to monthly benefits on the basis of the same wages and
self-employment income as was the deceased individual (and, in
case there is more than one such parent, in equal parts to each
such parent);
(5) if there is no person who meets the requirements of para-

graph (1), (2), (3), or (4), or if each person who meets such
requirements dies before the payment due him under this title

is completed, to the person, if any, determined by the Secretary
to be the surviving spouse of the deceased individual;
(6) if there is no person who meets the requirements of para-

graph (1), (2), (3),

(4),or (5),or if

each person who meets such

requirements dies before the payment due him under this title is
completed, to the person or persons, if any, determined by the
Secretary to be the child or children of l;he deceased individual
(and, in case there is more than one such child, in equal parts to
each such
(7)

child);

if there is no person who meets the requirements of para-

graph (1), (2), (3), (4), (5),or (6),or if each person who meets
such requirements dies before the payment due him under this
title is completed, to the parent or parents, if any, of the deceased

individual (and, in case there is more than one such parent, in
equal parts to each such parent) ; or

(8) if there is no person who meets the requirements of paragraph (1), (2), (3), (4), (5), (6), or (7), or if each person who
meets such requirements dies before the payment due him under
this title is completed, to the legal representatives of the estate
of the deceased individual, if aay.

(f) If an individual who received medical and other health services for which payment may be made under section 1832(a) (1) dies,
and—

(1) no assignment of the right to payments was made by such
individual before his death, n
(2) payment for such services has not been made,
payment for such services shall he made to the physician or other
person who provided such services, but payment shall be made under
this subsection only in such amount and subject to such conditions
as would have been applicable if the individual who received the
services had not died, and only if the person or persons who provided
the services agrees that the reasonable charge is the full charge for the
services.

1818(c),1819(b),
(g) If an individual, who is enrolled under section
1837, or 1845 of the Social Security Act dies, and premiums with respect to such enrollment have keen received with respect to such individual for any nunth after the month of hi8 death, such premiums
shall be q'efunded to the person or persons determined by the Secretarij
under regulations to have paid such premiums or if payment for such
premiums was made by the deceased individual before hi death, to the
legal representative of the estate of such deceased individual, if any.
I/there is no person who meets the requirements of the preceding sen-
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tence such pren?iurns shall be refunded to the person or persons in the
priorities specified in paragraphs () through (7) of subsection (e).

Regulations
Sec. 1871. The Secretary shall prescribe such regulations as may
be necessary to carry out the administration of the insurance programs
under this title. When used in this title, the term "regulations" means,
unless the context otherwise requires, regulations prescribed by the
Secretary.

Application of Certain Provisions of Title II
Sec. 1872. The provisions of sections 206, [208,] and 216(j), and of

subsections (a), (d), (e), (f), (Ii), (i), (j), (k), and (1) of section
205, shall also apply with respect to this title to the same extent as
they are applicable with respect to title II.
Designation of Organization or Publication by Name
Sec. 1873. Designation in this title, by name, of any nongovern-

mental organization or publication shall not be affected by change of

name of such organization or publication, and shall apply to any

successor organization or publication which the Secretary finds serves
the purpose for which such designation is made.

Administration
Sec. 1874. (a) Except as otherwise provided in this title and in the
Railroad Retirement Act of 1937, the insurance programs established
by this title shall be administered by the Secretary. The Secretary
may perform any of his functions under this title directly, or by contract providing for payment in advance or by way of reimbursement,
and in such installments, as the Secretary may deem necessary.
(b) The Secretary may contract with any person, agency, or institution to secure on a reimbursable basis such special data, actuarial
information, and other information as may be necessary in the carrying out of his functions under this title.
(c) In the course of any hearing, inve8tigation, or other proceeding
that he is authorjed to conduct under this title, the Secretary may
administer oaths and affirmations.

Studies and Recommendations
Sec. 1875. (a) The Secretary shall carry on studies and develop recommendations to be submitted from time to time to the Congress
relating to health care of the [aged] aged and the disabled, including
studies and recommendations concerning (1) the adequacy of existing
personnel and facilities for health care for purposes of the programs
under parts A and B; (2) methods for encouraging the further development of efficient and economical forms of health care which are
a constructive alternative to inpatient hospital care; and (3) the

effects of the deductibles and coinsurance provisions upon beneficiaries,
persons who provide health services, and the financing of the program.
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(b) The Secretary shall make a continuing study of the operation
and administration of the insurance programs under parts A and B
(including a validation of the accreditatiOn process of the Joint Cornmission on the Accreditation of Hospitals, the operatiOn and administrat4on of health maintenance organizations authorized by section
26 of the Social Security Amendments of 1972,' the (experimentation] experiments and demonstration projects authorized by section
402 of the Social Security Amendments of 1967, and the experiments
and demonstration projects authorized by section 222(a) of the Social
Security Amendments of 1972), and shall transmit to the Congress
annually a report concerning the operation of such programs.

Payments to Health Maintenance Organizations 2
Sec. 1876. (a) (1) In lieu of amounts which would otherwise be payable pursuant to sections 1814(b) and 1833(a) , the Secretary is authorized to dete'rimine, by actuarial methods, as provided in this section,
but only with re8pect to a health maintenance organization with which
he has entered into a contract under subsection (i), a per cajita rate of
payment—
(A) for 8ervice8 provided under parts A and B for individuals
enrolled with such organization pursuant to 8ubsection (e) who

are entitled to hospital insurance benefits under part A and enrolled for medical insurance benefits under part B, and
(B) for services provided under part B for individuals enrolled
with such organization pursuant to subsection (e) who are not entitled to beneflt8 under part A but who are enrolled for benefits
under part 13.

(2) An interim per capita rate of payment for each health maintenance organization shall be deterin.ined annually by the Secretary on
the basis of each organization's annual operating budget and enrollment forecast which shall be submitted (in such form and in such detail as the Secretary may prescribe) at least 90 days before the beginning of each contract year. Each interim rate shall be equal to the estimated per capita co8t (based upon type8 and components of expenses
otherwise reimbursable under this title) of providing services defined
in paragraph (3) (A) (iv). In the event that the data requested to be
furnished by a health maintenance organization are not furnished

timely, such reduction in interim payments may be made by the Secretary as is a'ppropriate, until such time as a reasonable estimate of per
capita costs can be made. Each month, the Secretary shall pay each
8uch organization its interim per capita rate, in advance, for each individual enrolled with it. pursuant to 8ubsection (e). Each such. organization sk all 8ubinit interim e8timated Co8t reports and enrollment data
on a quarterly basis in such forms and manner satisfactory to the Secretary, and the Secretary 8halZ adjust each interim per capita rate to
the extent necessary to maintain interim payment8 at the level of current e08t8. Interim p(27/.ments made under this paragraph shall be subject to retroacti''e adjustment at the end of each contract year as pro-

vided in paragraph (3).
1,
Effective with respect to servIces provided on or after July
'Effective
with respect to servi1es provided on or after July 1,
1

1973.
1973.
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(3) (A) With respect to any health maintenance organization which
has entered into a risk sharing contract with the Secretary pursuant to
8Ubsection (i) () (A), payments made to such. organization shall be
subject to the following adjustments at the end of each contract year:
(i) if the Secretary determines that the per capita incurred cost
of any such organization in any contract year for providing services described in paragraph (1) is less than the adjusted average

per capita incurred cost (as defined herein) of providing such
services, the resulting difference (hereinafter referred to as "savings") shall be apportioned following the close of a contract year
for such year between such organization and the Federal Hospital
Insurance Trust Fund and the Federal Supplementary Medical
Insurance Trust Fund (hereinafter collectively referred to as the
"Medicare Trust Funds") as follows:

(I) savings up to 10 percent of the adjusted average per
capita costs shall be apportioned equally between such organization and the Medicare Trust Funds;

(Ii) savings between 10 and 0 percent shall be appor-

tioned one-quarter to such organization and three-quarters
to such Trust Funds;
(III) savings in excess of 0 percent of the adjusted aver-

age per capita cost shall be apportioned entirely to such Trust

Funds;
(ii) if the Secretary determines that the per capita incurred
cost of any such organization in any contract year for providing
services described in paragraph (1) is greater than the adjusted
average per capita incurred cost of providing such services, the
resulting difference (hereinafter referred to as "losses") shall be
apportioned between such organization and the Medicare Trust
P unds as follows:

(I) losses up to 10 percent over the adjusted average per
capita cost shall be borne equally by suxh organization and
such Tru8t Funds;

(Ii) los8es between 10 and 0 percent over the adjusted

average per capita cost shall be borne three-quarters by such
Trust Funds and one-quarter by such organization;
(III) losses in excess of 0 percent over the adjusted aver-

age per capita cost shall be borne entirely by such Trust
Funds;

(iii) losses absorbed by such organization or by the Medicare
Trust Funds in any year shall be carried forward and shall be
offset from savings realized in later years, with the apportionment
of savings being proportional to this losses absorbed and not yet
offset;
(iv) determination of any amounts payable at the close of the
contract year to such orqanization or to the Trust Funds shall be
made as follows:
(1) within 90 days after close of a contract year, interim
determination of the amount of estimated savings or losses
and apportionment thereof shall be made, actuarially, on the
basis of interim reports of costs incurred by an organization,
and adjusted average per capita costs incurred (as defined
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herein), and other evidence acceptable to the Secretary and

one-half of any amounts deemed payable to such organization or the Trust Funds shall be paid by such organization or
the Secretary as appropriate; and
(II) final 8ettlement and payment by the Secretary or organization, as appropriate, of any additional amounts due
on basis of such final settlement will be made where adequate

data for actuarial computation are available, in timely fashion following submission by 8uch organization of report8
specified in subparagraph (C) of this paragraph;
(ill) where 8uCh final settlement is reached more than
90 days following submission of reports specified in sub para-

graph (C) of this paragraph, any amount payable by the
Secretary or organization 8hall be increased by an interest

amount, accruing from the 918t day following submission of
8uch report, equal to the average rate of interest payable on
Federal obligations if issued on such 9.1st day for purchase
by the Trust Fund8.

(v) The term "adjusted average per capita cost" means the

average per capita amount that the Secretary determines (on the
basis of actual experience, or retrospective actuarial equivalent
based upon an adequate sample and other information and data, in
the geographic area served by a health maintenance organization
or in a similar area with appropriate adjustment to assure actuarial equivalence, including adjustments relating to age distribution, sex, race, institutional status, disability 8tatus, and any other
relevant factors) would be payable in any contract year for serv-

ice8 covered under this title and types of expenses otherwise reimbursable under this title (including administrative costs incurred
by organization8 described in sections .1816 and 1842) if such service8 were to be furnished by other than 8ueh health maintenance
organization.

(B) With respect to arty health maintenance organization which
has entered into a reasonable cost reimbursement contract with the
Secretary pursuant to subsection (i) (2) (B), payments made to such
organization 8hall be 8ubject to 8uitable retroactive corrective adjustment8 at the end of each contract year so as to assure that such organization is paid for the reasonable cost actually incurred (excluding
therefrom any part of incurred co8t. found to be unnecessary in the
efficient delivery of health. servwe8) for the types of expenses otherwise reimbursable under this title for providing services covered u'nder

this title to individual8 described in paragraph (1).
(C) Any contract with a health maintenance organization under
this title 8hall provide that the Secretary shall require, at 8uch time
following the expiration of each accounting period of a health maintenance organization (and in 8uch form and in such detail) as he may
pre8crzbe:

(i) that such health maintenance organization report to him
in an independently certified financial statement it8 per capita
incurred cost ba8ed on the types and components of expenses
otherwise 'eiimbursab7e under this title for providing services
described in paragraph (1), including therein .in accordawe with
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cwconnting proeedu.ree prescribed by the Secretary. its methods of
allocating co8ts between individuals ewrolled under this section

and other individuals enrolled with such organization;
(ii) that failure to report 8uch information as may be required

may be deemed to constitute evidence of likely overpayment on the
basis of which appropriate collection action may be taken;

(iii) that in any case in which a health maintenance organization is related to another organization by common ownership or
control, a consolidated financial 8tatement shall be filed and that
the allowable co8t8 for such organization may not include C08t8
for the type8 of expense otherwise reimbursable under this title,
in excess of those which would be determined to be reasonable in
accordance with regulations (providing for limiting reimbursement to costs rather than charges to the health maintenance organization by related organizations and owners) issued by the
Secretary in accordance with section 1861(v) of the Social Security Act,' and
(iv) that in any case in which compensation is paid by a health
maintenance organization substantially in excess of what is nor-

mally paid for similar services by similar practitioners (regardless
of method of compensation), 8uch compensation may as appropriate be con8idered to constitute a distribution of profits.

(4) The payments to health maintenance organizations under this
8ub paragraph with respect to individuals described in subsection (a)

(1) (A) shall be made from the Federal Hospital Insurance Tru8t

Fund and the Federal Supplementary Medical Insurance Trust Fund.
The portion of such payment to such an organization for a month to
be paid by the latter trust fund shall be equal to 9OO percent of the

sum of—

(A) the product of (i) the number of covered enrollees of such
organization/or 8uch month (as decri bed in paragraph (1)) who
have attained age 65, and (ii) the monthly actuarial rate for supplementary medical insurance for such month as determined under
section 1839(c) (1), and
(B) the product of (i) the number of covered enrollees of 8uclt
organization for such month (as described in paragraph (1)) who
have not attained age 65, and (ii) the monthly actuarial rate for
supplementary medical insurance for such month as determined
under section 1839(c) (4).
The remainder of 8uch payment shall be paid by the former trust fund.
For limitation on Federal participation for capital expenditures which
are out of conformity with a comprehensive plan of a State or areaw'ide
planning agency, see section 113.
(b) The term "health maintenance organization" means a public or
private organization which—

(1) provides, either directly or through arrangements with

other8, health 8er'vices to individuals enrolled with such organization on the basis of a predetermined periodic rate without'regard
to the frequency or extent of service8 furnished to any particular
enrollee;

()

provzde8,

either directly or through arrangements with

others, to the extent applicable in sub8ection (c) (through in8titu-
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tions, entities, and persons meeting the opplicable requirements of
8ectiOfl 1861), the services and beneflt8 covered under parts A and
B of this title which are generally available to individuals residing
in the geographic area served by the health maintenance

organization;

(3) provides physicians' services primarily (A) directly
through physicians who are either employees or partners of 8uch
organization, or (B) under arrangemeflt8 with one or more groups
of physicians (organized on a group practice or individual prac-

tice basis) under which each such group is reimbursed for its
services primarily on the basi8 of an aggregate fixed sum or on a
per capita basis, regardless of whether the individual pihysician
members of any such group are paid on a fee-for-service or other
basis;

(4) provides, either directly or under arrangements with others,
the services of a sufficient number of primary care and specialty
care physicians to meet he health needs of its members; for purposes of this section the term "specialty care physicians" means a
j.hysician who is either board certified or eligible for board certification, except that the Secretary may by regulation prescribe
conditions under which physicians who have a record of demonstrated proficiency but who are not eligible for board certification
may, on the basis of training and experience, be recognized as
specialty care physicians;
(5) has effective arrangements to assure that its members have
access to qualified practitioners in those specialtie8 which are generally available in the geographic area served by the health maintenance organization;
(6) demonstrates to the satisfaction of the Secretary proof of
financial responsibility and proof of capability to provide comprehensive health care services, including institutional services,
efficiently, effectively, and economically;
(7) except as provided in subsection (h), has at least half of its
enrolled members consisting of individual8 under age 65;
(8) assures that the health ser'vice8 required by its members are
received promptly and appropriately and that the services that are
received measure up .to quality standards which it establishes in
accordance with reguiatwns; and

(9) has an open enrollment period at least every year under
which it accepts up to the limits of its capacity and without restrictions, except as may be authorized in regulations, individuals
who are eligible to enroll under 8ubsection (d) in the order in
which they apply for enrollment winless to. do so would result in
failure to meet the requirements of paraqraph (7) or would result in enrollment of enrollees substantially nonrepresentative as
determined in accordance with regulations of the Secretary, of the

population in the, geographic area served by such health maintenane.e organization.

(c) The benefits provided under this section to enrollee8 of an organization which has entered into a risk sharing contract with the
Secretary pursuant to 8ub8ection (i) () (A) shall consist of—

(1) in the case of an individual who is entitled to hospital

Sec. 1876(d)

1064

insurance benefits under part A and enrolled for medical insurance benefits under part B—
(A) entitlement to have payment made on his behalf for all
services described in section 1812 and section 1832 which are
furnished to him by the health maintenance organization with

which lie is enrolled pursuant to subsection (e) of thi8 section; and
(B) entitlement to have payment made by such health main-

tenance organization to him or on his behalf for (i) such

emergency services (as defined in regulations), (ii) 8UCh urgently needed services (as defined in regulations) furnielied
to him during a period of tern porari, absence (as defined in
regulations) from the geographic area served by the health
maintenance organization with which he is enrolled, and (iii)
such other services as may be determ,ined, in accordance with
subsection (f), to be services which the individual was entitled to have furnished by the health maintenance organization, as may be furnished to him by a physician, supplier, or
provider of services, other than the health maintenance organization with which he is enrolled; and
(2) in the case of an individual who is not entitled to hospital
insurance benefits under part A but who is enrolled for medical
insurance benefits under part B, entitlement to have payment made
for services described in paragraph (1), but only to the extent that
such services are also described in section 18393.

(d) subject to the provisions of subsection (e), every i'ndinidual
described in subsection (c) (1) and (2) shall be eligible to enroll with
any health maintenance organization (as defined in subsection (b))
which serves the geographic area in which such individual resides.
(e) An individual may enroll with a health maintenance o?vanization under this section, and may terminate such enrollment, as may be
prescribed by regulation8.

(f) Any individual enrolled with a health maintenance organiza-

tion under this section who is dis8atis fled by reason of his failure to receive without, additional cost to him any health service to which he believes he is entitled shall, if the amount in controver8y is $100 or more,

be entitled to a hearing before the Secretary to the same extent as is
provided in section 205(b) and in any such hearing the Secretary 8lLall

make such health maintenance organization a party thereto. If the
amount in controversy is $1,000 or more, 8uch individual or health
maintenance organization shall be entitled to judicial review of the
Secretary's final decision after such hearing as is provided in section
20.5(g).

(g) (1) I/the health maintenance organization provides its enrollee8
under this section only the service8 described in 8ubsection (c), its
premium rate or other charges for such enrollees shall not exceed the
actuarial value of the deductible and coinsurance which would otherwise be applicable to such enrollees under part A and part B, if they
were not enrolled under this section.
(92) If the health maintenance organization provides to its enrollee8
under this 8ection 8ervice8 in addition to tho8e described in 8'ab8ection
(c), election of coverage for 8uch additional services shall be optional
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for such enrollees and such organization shall furnish such enrollees
wit/i information on the portion of it8 premium rate or other cliarqes
applicable to such additional services. The portion applicable to the
services described in subsection (c) may not exceed (i) the actuarial
value of the deductible and coinsurance which would otherwi8e be
applicable to such enrollees under part A and part B if they were not
enrolled under this section less (ii) the actuarial value of other charges
made in lieu of such deductible and coinsurance.

(h) The provisions of paragraph (7) of sub8ection (b) shall not
apply with respect to any health maintenance organization for such
period not to exceed three years from the date such organization enters
into an agreement with the Secretary pursuant to 8ubsection (i), as the
Secretary may permit, but only so long as such organization demon-

strates to the 8atisf action of the Secretary by the submission of its
plans for each year that it is making continuous efforts and progress
toward achieving compliance with the provisions of 8uch paragraph
(7) within such three-year period.
(i) (1) Subject to the limitations contained in subparagraphs (A)
and (B) of paragraph (2), the Secretary is authorized to enter into
a contract with any health maintenance organization which undertakes

to provide, on an interim per capita prepayment basis, the services
described in section 1832 (and section 1812, in the case of individuals
who are entitled to hospital insurance benefits under part A) to individuals enrolled with such organization pursuant to subsection '(e).
(2) (A) If the health maintenance organization (i) has a current
enrollment of not less than 25,000 members on a pre paid capitation
basis and has been the primary source of health care of at least 8,000
persons in each of the two years immediately preceding the contract
year, or (ii) serves a nonurban geographic area, has a current enrollment of not less than 5,000 members on a pre paid capitation basis and
has been the primary source of health care for at least 1,500 persons
in each of the three years immediately preceding the contract year, the

Secretary may enter into a risk sharing contract with such organization pursuant to which any savings and los8e8, as determined pursuant
to subsection (a) (3) (A), are shared between 8uch organization and
the Medicare Trust Funds in the manner prescribed in sue/i subsection.
For purposes of this subparagraph, a health maintenance organization
shall be considered to serve a nonurban geographic area if it is located
in a nonmetropolitan county (that is, a county with fewer than 50,000
inhabitants), or if it has at least one such county in its normal service
area, or if it is located outside of a metropolitan area and it8 facilities
are within reasonable travel distance (as defined by the. Secretary) of

fewr than 50,000 individuals. No health maintenance organization
which has entered into a risk sharing contract with the Secretary
under this subparagraph and has voluntarily terminated such contract may aqain enter into sue/i a contract.

(B) If Ae health maintenance organization doe8 not meet the re-

quirements of subparagraph (A), or, if the Secretary i not 8atis-

fled that the health maintenance organization has the capacity to bear
its proportinate share of risk of potential losses as determined under

clause (ii) of subsection (a) (3) (A), or if the health maintenance

organization meeting the requirements of subparagraph (A) so elects,
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or if an organization does not fully meet the requirements of 8ection
.7876(b) but has demonstrated to the satisfaction of the Secretary
that it is making reasonable efforts to meet, and is developing the
capability to fully meet, sue/i requirements, and that it fully meets
such basic requirements as the Secretary shall prescribe in regulations,
the Secretary may, if he is otherwise satisfied that the health maintenance organization or other organization is able to perform it8 contractual obligations effectively and efficiently, enter into a contract
with such organization pursuant to which sudhi organization is reimbursed on the basis of its reasonable cost (as defined in section 1861(v))

in the manner prescribed in subsection (a) (7) (B).
(3) Such contract may, at the option of 8uch organization, provide
that the Secretary (A) will reimburse hospitals and skilled nursing
facilities for the reasonable cost (as deteimined under section 1861(v))
of services furnished to individuals enrolled with such organization
pursuant to subsection (e), and (B) will deduct the amount of such
reimbursement from payments which would otherwise be made to such

organization, if a health maintenance organization pays a hospital
or skilled nursing facility directly, the amount paid shall not exceed
the reasonable cost of the services (as determined under section
1861 (v)) unless such orgttnization demonstrates to the satisfaction
of the Secretary that such excess payment8 are justified on the basis
of advantages gained by the organization.
(4) Each contract under this section shall be for a term of at least
one year, as determined by the Secretary, and may be made automatically renewable from term to term in the absence of notice by
either party of intention to terminate at the end of the current term;
except that the Secretary may terminate any such contract at any time
(after such reasonable notice and opportunity for hearing to the health
maintenance organization involved as he may provide in regulations),
if he finds that the organization (A) has failed substantially to carry
out the contract, (B) is carrying out the contract in a manner inconsistent with the efficient and effective administration of this section, or
(C) no longer substantially meets the applicable conditions of subsection (b).

(5) The effective date of any contract executed pursuant to this
subsection 8hall be specified in such contract pursuant to the
regulations.
(6) Each contract under this 8ection—
(A) Shall provide that the Secretary, or any person or organization designated by him—
(i) shall have the right to inspect or otherwise evaluate the
quality, appropriateness, and timeliness of se'vices performed
under such contract; and
(ii) shall have the right to audit and inspect any books and
records of such health maintenance organization which pertain to services performed and determinations of amounts
payable under such contract;
(B) shall provide that no reineurance costs (other than those
with respect to out-of-area service8), including any underwriting
of risk relating to costs in excess of adjusted average per capita
cost, as defined in clause (iv) of 8ubsection (a) (3) (A), shall be
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allowed for purposes of determining payments authorized under

this section; and
(C) shall contain such other terms and conditions not incon8istent with this 8ectiOn as the Secretary may f1id necessary..
(j) The function vested in the Secretary by subsection (i) may be
performed without regard to such provisions of law or of other regulations relating to the making, performance, amendment, or modification of contracts of the United States as the Secretary may determine
to be inconsistent with the furtherance of the purposes of this title.

Penalties 1
Sec. 1877. (a) Whoever—

(1) knowingly and willfully makes or causes to be mqde any
false statement or representation of a material fact in any application for any benefit or payment under this title,
at any time knowingly and willfully makes or causes to be
made any false statement or representation of a material fact for
use in determining rights to any such benefit or payment,
(3) having knowledge of the occurrence of any event affecting
(A) his initial or continued right to any such benefit or payment,
or (B) the initial or continued right to any such benefit or pay-

()

ment of any other individual in whose behalf he has applied for
or is receiving such benefit or payment, conceals or fails to disclose such event with an intent fraudulently to secure such benefit
or payment either in a greater amount or quantity than is due or
when no such benefit or payment is authorized, or
(4) having made application to receive any such benefit or pay-

ment for the use and benefit of another and having received it,

knowingly and willfully con>verts such benefit or paynient or any

part thereof to a use other than for the use and benefit of such
other person,
shall be guilty of a misdemeanor and upon conviction thereof shall be
fined not more than $10,000 or imprisoned for not more than one year,
or both.
(b) Whoever fur'rtishes items or services to an individual for which
payment is or may be made under this title and who solicits, offers, or
receives any—
(1) kickback or bribe in connection with the furnishing of such
iterns or services or the making or receipt of such payment, or
rebate of any fee or charge for referring any such individual to another person for the furnishing of such items or services,
shall be guilty of a misdemeanor and upon conviction thereof shall be
fined not mare than $10,000 or imprisoned for not more than one year,
or both.
(c) Whoever knowingly and willfully makes or causes to be made, or
induces or seeks to induce the making of, any false statement or representation of a material fact with respect to the conditions or opera-

()

tion of any institution or facility in order that such institution or

facility may qualify (either upon initial certification or upon recertifi-

committed prior
1 Shall not apply to any acts, statements, or representations made or
to the enactment.
78—1
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cation) as a hospital, skilled nursing facility, or home health agency

(as those terms are defined in section 1861), shall be guilty of a misdemeanor and upon conviction thereof shall be fined not more than $.,00Q
or imprisoned for not more than 6 mont/is, or both.

(d) For purposes of this section the word "whoever" includes coyporatwns, companies, associations, firms, partnerships, societies, and
joint stock companies, as well as individuals.

Provider Reimbursement Review Board 1
Sec. 1878. (a) Any provider of services which has filed a required
cost report within the time specified in regulations may obtain a hearing with respect to such cast report by a Provider Reimbursement

Review Board (hereinafter referred to as the "Board") which shall

be established by the Secretary in accordance wit/i subsection (h), if—
(1) such provider—
(A) is dissatisfied with a final determination of the organisation serving as its fiscal intermediary pursuant to section
1816 as to the amount of total program reimbursement due

the provider for the items and services furnished to individuals for which payment may be made under this title for

the period covered by s'uch report,
(B) has not received sue/i final determination front sue/i
intermediary on a timely basis after filing such report, where

such report complied with the rules and regulations of the
Secretary relating to sue/i report, or
(C) has ot received such final determination on a timely

basis after filing a supplementary cost report, where such

cost report did not so co-imply and such supplementary cost
report did so comply,
() the amount in controversy is $10,000 or more, and
(3) such provider files a request for a hearing within 180 days
after notice of the intermediary's final determination under paragraph (1) (A) or with respect to appeals pursuant to paragraph
(1) (B) or (C), within 180 days after notice of such determination would have been received if such determination had been
made on a timely basis.
(b) The provisions of subsection (a) shall apply to any group of
providers of services if each provider of services in such group would,
upon the filing of an appeal (bitt wit hôut regard to the $10,000 limitation), be entitled to such a hearing, but only if the matters in contro-

versy involve a common question of fact or interpretation of law
or regulations and the amount in controversy 'is, in the aggregate,

p10,000 or more.
(c) At such hearing, the provider of services shall have the right to
he represented by counsel, to introduce evidence, and to examine and
cross-examine witnesses. Evidence may be received at any such hearing
even though i'nadmissable under rules of evidence applicable to ôourt
procedure.
(d) A decision by the Board shall be based upon the record made
'Applies to cost reports of providers of services, as defined in title XVIII of the Act,

for accounting periods endlnp, on or after June 30, 1973.
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at such hearing, which shall include the evidence considered by the
intermediary and such other evidence as may be obtained or received
by the Board, and shall be supported by substantial evidence when
the record is viewed as a whole. The Board shall have the power to
affirm, modify, or reverse a final determination of the fiscal inter'inediary with respect to a cost report and to make any other revisions
on matters covered by such cost report (including revisions adverse
to the provider of services) even though s'uch matters were not considered by the intermediary in making such final determination.
(e) The Board shall have full power and authority to make rules
and establish procedures, not inconsistent with the provisions of this
title and regulations of the Secretary, which are necessary or appropriate to carry out the provisions of this section. In the course of any
hearing the Board may administer oaths and affirmations. The provisions of subsections (d), (e), and (f) of section 9205 with respect to
8ubpenas shall apply to the Board to the same extent as they apply to
the Secretary with respect to title ii.
(f) A decision of the Board shall be final unless the Secretary, on his
own motion, and w'ith in 60 days after the provider of services is notified

of the Board's decision, reverses or modifies (adver8ely to such pro-

vider) the Board's decision. In any case where such a reversal or
modification occurs the provider of services may obtain a review of
such decision by a civil action commenced within 60 days of the date
he is notified of the Secretary's reversal or modification. Such action
shall be brought in the district court of the United States for the judicial district in which the provider is located or in the District Court
for the District of Columbia and shall be tried pursuant to the applicable provisions under chapter 7 of title 5, United States Code, notwithstanding any other provisions in àection 930.5.

(g) The finding of a fiscal intermediary that no payment may be
made under this title for any expenses incurred for items or services
furnished to an individual because such items or 8ervice8 are listed in
8ectwn 1862 shall not be reviewed by the Board, or by any court pursuant to an action brought under subsection (f).
(h) The Board shall be composed of five members appointed by the
Secretary without regard to the provisions of title 5, United States
Code, governing appointments in the competitive services. Two of
such members shall be representative of. providers of services. All of
the members o/the Board shall be persons knowledgeable in the field
of cost reimbursement, and at least one of them 8hall be a certified
public accountant. Members o/the Board shall be entitled to receive
compensation at rates fixed by the Secretary, but not exceeding the
rate specified (at the time the service involved is rendered by such
members) for grade GS—18 in section 53392 of title 5, United States
Code. The term of office shall be three year8, except that the Secretary shall appoint the initial members of the Board for shorter terlfl8
to the extent necessary to permit staggered terms of office.
(i) The Board is authorized to engage such technical assistance as
may be required to carry out its functions, and the Secretary shall, in
adtuition, make available to the Board such secretarial, clerical, and
other assistance as the Board may require to carry out it8 functions.
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Limitation on Liability of Beneficiary Where Medicare Claims Are
Disallowed
Sec. 1879. (a) Where—
(1) a determination is made that, by reason of section 1862(a)

(1) or (9), payment may not be made under part A or part B of
this title for any expenses incurred for items or services furnished
an individual by a provider of services or by another person pursuant to an assignment under section 1842(b) (3) (B) (ii), and
(2) both such individual and such provider of services or such

other person, as the case may be, did not know, and could not
reasonably have been expected to know, that payment would not
be made for such items or services under such part A or part B,
then, to the extent permitted by this title, payment shall, notwithstanding, such determination, be made for such items or serv;ces (and for
such period of time as the Secretary finds will carry out the objectives
of this title), as though section 1862(a) (1) and section 1862(a) (9)
did not apply. In each such case the Secretary shall notify both such
individual and such provider of services or such other person, as the
case may be, of the conditions under which payment for such items or
services was made and in the case of comparable situations arising
thereafter with respect to such individual or such provider or such
other person, each shall, by reason of such notice (or similar notices
provided before the enactment of this section), be deemed to have
knowledge that payment cannot be made for such items or services or
reasonably comparable items or services.

(b) In any case in which the provisions of paragraphs (1) and (2)
of subsection (a) are met, except that such provider or such other

person, as the case may be, knew, or could be expected to know, that
payment for such services or items could not be made under such part
A or paVt B, then the Secretary shall, upon proper application filed
within such time as may be prescribed in regulations, indemnify the
individual (referred to in such paragraphs), subject to the deductible
and coinsurance provisions of this title, for any payments received
from such individual by such p'ro'vider or such other person, as the case
may be, for such items or services. Any payments made by the Secretary as indemnification shall be deemed to have been made to such
provider or such other person, as the case may be, and shall be treated
as overpayments, recoverable from such provider or such other person, as the case may be, under applicable provisions of law. In each
such case the Secretary shall notify such individual of the conditions
under which indemnification is made and in the case of comparable
situations arising thereafter with respect to such individual, he shall,
by reason of such notice (or similar notices provided before the enact1

Effective with respect to claims under title XVIII. tiled—

(1) after the month of enactment, or
(2 in or before the month of enactment if such claim is with respect to items or
services furnished after June 30, 1971, and if—
(A) notice of the final decision of the Secretary has not been given to the
applicant in or before such month, or
(B) notice of final decision of the Secretary has been so given in or before
such month, but a civil action with respect to such final decision Is commenced
under section 1869(b) (whether before, in, or after such month) and the decision
In such civil action has not become final in or after such month.
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ment of this section), be deemed to have knowledge that, payment cannot be made for 8UCh items or servwes.

(c) No payment9 shall be made under this title in any case in which
the provisions of paragraph (1) of sub8ection (a) are met, but both
the individual to whom the items or 8ervices were furnished and the
provider of services or other person, as the case may be, who furnished
the items or services knew, or could reasonably have been expected to

know, that payment could not be made for items or services under
part A or part B by reason of section 1862 (a)(1) or (a)(9).
(d) In any case arising under subsection (b) (but without regard
to whether payments have been made by the individual to the provider
or other person) or subsection (c), the provider or other person shall
have the same rights that an individual has under section 1869(b)
(when the determination is under part A) or section 1842(b) (3) (C)
(when the determination is under part B) when the amount of benefit
or payments is in controversy, except that such rights may, under
prescribed regulations, be exercised by such provider or other person
only after the Secretary determines that the individual will not exeréise such rights under such sections.
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Appropriation
Sec. 1901. For the purpose of enabling each State, as far as practicable under the conditions in such State, to furnish (1) medical

assistance on behalf of families with dependent children and of aged,
blind, or permanently and totally disabled individuals, whose income
and resources are insufficient to meet the costs of necessary medical
services, and (2) rehabilitation and other services to help such f amilies and individuals attain or retain capability for independence or
self-care, there is hereby authorized to be appropriated for each fiscal
year a sum sufficient to carry out the purposes of this title. The sums
made available under this section shall be used for making payments
to States which have submitted, and had approved by the Secretary
of Health, Edu. ation, and Welfare, State plans for medical assistance.

State Plans for Medical Assistance
Sec. 1902. (a) A State plan for medical assistance must—
(1) provide that it shall be in effect in all political subdivisions

of the State, and, if administered by them, be mandatory upon
them;
(2) provide for financial participation by the State equal to not
less than 40 per centum of the non-Federal share of the expenditures under the plan with respect to which payments under section
1903 are authorized by this title; and, effective July 1, 1.969, pro-

vide for financial participation by the State equal to all of such
non-Federal share or provide for distribution of funds from Fed-

eral or State sources, for carrying out the State plan, on an
equalization or other basis which will assure that the lack of
adequate funds from local sources will not result in lowering the
amount, duration, scope, or quality of care and services available

under the plan;
(3) provide for granting an opportunity for a fair hearing before the State agency to any individual whose claim for medical
(1072)
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assistance tinder the plan is denied or is not acted upon with
reasonable promptness;

(4) provide (A) such methods of administration (including
methods relating to the establishment and maintenance of per-

sonnel standards on a merit basis, except that the Secretary

shall exercise no authority with respect to the selection, tenure
of office, and compensation of any individual employed in accordance with such methods, and including provision for utilization of professional medical personnel in the administration and,
where administered locally, supervision of administration of the

plan) as are found by the Secretary to be necessary for the

proper and efficient operation of the plan, and (B) for the training

and effective use of paid subprofessional staff, with particular
emphasis on the full-time or part-time employment of recipients
and other persons of low income, as community service aides,
in the administration of the plan and for the use of nonpaid or
partially paid volunteers in a social service volunteer program
in providing services to applicants and recipients and in assisting
any advisory committees established by the State agency;
(5) either provide for the establishment or designation of a
single State agency to administer the plan, or provide for the
establishment or designation of a single State agency to supervise

the administration of the plan except that the determination of
eligibility for medical assistance under the plan shall be made
by the State or local agency administering the State plan approved under title I or XVI (insofar as it relates to the aged);
(6) provide that the State agency will make such reports, in
such form and containing such information, as the Secretary
may from time to time require, and, comply with such provisions
as the Secretary may from time to time find necessary to assure
the correctness and verification of such reports;
(7) provide safeguards which restrict the use or disclosure of
information concerning applicants and recipients to purposes
directly connected with the administration of the plan;
(8) provide that all individuals wishing to make application
for medical assistance under the plan shall have opportunity to
do so, and that rich assistance shall be furnished with reasonable
promptness to all eligible individuals;
(9) (provide for the establishment or designation of a State
authority or authorities which shall be responsible for establishing

and maintaining standards for private or public institutions in
which recipients of medical assistance tinder the plan may receive care or services;] provide—
(A) that. the State healzh agency, or other appropriate

State medical agency (whicheie.r ?8 utilized by the Secretary
for the purpose specified in the first sentence of section 186k
(a)), shall be responsible for establi8hing and maintaining
health standards for private or public institutions in which recipients of medical assistance under the plan may receive care
or serviCe8, and

(B) for the establishment or designation of a State author-

or authorities which shall be responsible for establishing
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and

maintaining 8tandards, other than those relating to

health, for such institutions;
(10) provide for making medical assistance available to all individuals receiving aid or assistance under State plans approved
under titles I, X, XIV, XV, and XVI, and part A of title IV or
receiving a supplemental security income payment under title
XVJ (as in effect after December 31, 1973) and who would, except for such payment, be eligible for such medical assistance
under the State plan or who would. have been eligible for such
medical assistance under the medical assistance standard as in
effect on January 1, 197 (except that in determining income for

this purpose, expenses incurred for medical care must be deductecl) ; and

(A) provide that the medical assistance made available
to individuals receiving aid or assistance under any such
State plan—.

(i) shall not be less in amount, duration, or scope
than the medical assistance made available to individuals receiving aid or assistance under any other such
State plan and
(ii) shall not be less in amount, duration, or scope
than the medical or remedial care and services made
available to individuals (not receiving aid or assistance

under any such plan] pursuant to subparagraph (B)
(ii); and
(B) if medical or remedial care and services are included
for any group of individuals who are not receiving aid or
assistance under any such State plan and who do not meet
the income and resources requirements of the one of such
State plans which is appropriate, as determined in accord-

ance with standards prescribed by the Secretary or 'who are
individuals receiving supplemental secunty income benefits
under title XVI (as in effect after December 31, 1973) (which
for the purposes of thi8 subparagraph shall be considered to
be a State plan) but who are not eligible under sub paragraph (A), provide—
(i) for making medical or remedial care and services

available to all individuals who would, if needy, be

eligible for aid or assistance under any such State plan

or who are receiving a supplemental security income pay-

ment under title XVI (as in effect after December 31,
1971) and who would, except for such payment, be eligible for medical assi8tance under the State plan and who
have insufficient (as determined in accordance with com-

parable standards) income and resources to meet the

costs of necessary medical or remedial care and services,
and
(ii) that the medical or remedial care and s&rvices
made available to all individuals (not receiving aid or

assistance under any such State plan] under clause (i)
of this 8ubparagraph shall be.eqiinl in amount, duration,
and scope;
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except that (I) the making available of the services described in
paragraph (4) or (14) of section 1905 (a) to individuals meeting
the age requirement prescribed therein shall not by reason of this
paragraph (10), require the making available of any such services,

or the making available of such' services of the same amount,
duration, and scope, to individuals of any other ages, and (II) the

making available of supplementary medical insurance benefits

under part B of title XVIII to individuals eligible therefor

(either pursuant to an agreement entered into under section 1843
or by reason of the payment of premiums under such title by the

State agency on behalf of such individuals), or provision for

meeting part or all of the cost of the deductibles, cost sharing, or
similar charges under part B of title XVIII for individuals ehgible for benefits under such part, shall not, by reason of this paragraph (10), require the making available of any such benefits, or
the making available of services of the same amount, duration, and
scope to any other individuals;
(11) (A) provide for entering into cooperative arrangements
with the State agencies responsible for administering or supervising the administration of health services and vocational rehabilitation services in the State looking toward maximum util-

ization of such services in the provision of medical assistance
under the plan; and (B) effective July 1, 1969, provide, to the
extent prescribed by the Secretary, for entering into agreements,
with any agency, institution, or organization receiving payments
for part or all of the cost of plans or projects under title V, (i)

providing for utilizing such agency, institution, or organization in
furnishing care and services which are available under such plan.
or project under title V and which are included in the State plan
approved under this section and (ii) making such provision as may
be appropriate for reimbursing such agency, institution, or organization for the cost of any such care &nd s_ervices furnished any

individual for which payment would otherwise be made to the
State with respect to him under section 1903;
(12) provide that, in. determining whether an individual is
blind, there shall be an examination by a physician skilled in the

diseases of the eye or by. an optometrist, whichever the individual
may select;
(13) provide—
(A) for inclusion of some institutional and some noninstitutional care and services, and

(B) in the case of individuals receiving aid or assistance
under the State's plan approved under title I, X, XIV, XV,
or XVI, or part A of title IV, who are de8cribed in paragraph (10) with respect to whom medical assstanee must be
made available, for the inclusion of at least the care and
services listed in clauses (1) thrOugh (5) of section 1905

(a),and

(C) in the case of individuals not included under subparagraph (B) for the inclusion of at least—
(1) the care and services listed in clauses (1) through
(5) of section 1905 (a) or
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(ii) (I) the care and services listed in any 7 of the

clauses numbered (1) through (14) of such section and
(II) in the event the care and services provided under
the State plan include hospital or skilled nursing [home]
facility services, physicians' services to an individual in
a hospital or skilled nursing [home] facility during any
period he is receiving hospital services from such hos-

pital or skilled nursing [home] facility services from

such home, and'
(D) for payment of the reasonable cost (as determined ir
accordance with standards, consistent with section l13, approved by the Secretary and included in the plan) of inpatient hospital services provided under the plan; and
(E) effective July 1, 1974, for payment of the skilled nursing facility and inter-mediate care facility services provided
under the plan on a reasonable cost related basis, as determined in accordance with methods and standards which shall
be developed by the State on the basis of cost-finding met hod8
approved and verified by the Secretary;

((14) provide that (A) in the case of individuals receiving aid
or assistance under State plans approved under titles I, X, XIV,
XVI, and part A of title IV, no deduction, cost sharing, or similar
charge will be imposed under the plan on the individual with
respect to inpatient hospital services furnished him under the
plan, and (B) any deduction, cost sharing, or similar charge imposed under the plan with respect to inpatient hospital services
or any other medical assistance furnished to an individual thereunder, and any enrollment fee, premium, or similar charge imposed under the elan, shall be reasonably related (as determined
in accordance with standards approved by the Secretary and
included in the plan) to the recipient's income or his income and
resources:] 1
(14) effective January 1, 1973, provide that—

(A) in the case of individuals receiving aid or assistance
under a State plan approved under title I, X, XIV, XT7, or
XVI, or part A of title IV, or who meet the income and resources requirements of the one of such State plans which is
appropriate, or, after December 31, 1973, are required to be
covered under Section 19092(a) (10) (A) or who meet the income and resources requirement of the plans specified in that
Section, no enrollment fee, premium, or similar charge, and
no deductible, cost sharing, or similar charge will be imposed
under the plan, and
(B) with respect to individuals who are not receiving aid
or assistance under any such State plan and who do not meet
the income and resources requirements of the one of such State
plans which is appropriate or who, after December 31, 1973,
are included under the State plan for medical assistance approved under title XIX pursuant to Section 19092(a)

(10)(B)—

1

Effective July 1, 1973 (or earlier if the State plan so provides).
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(i) there shall be imposed an enrollment fee, premium,
or similar charge which (as detemnined in accordance
with standards prescribed by the Secretary) is related
to the individual's income, and
(ii) any deductible, cost-sharing, or similar charge
imposed under the plan will be nominal and limited to
those elective services (such as initial office ViSit8 to phy-

sicians and dentists) which are u8ually—bUt not necessarily—initiated by such individuals;
(15) in the case of eligible individuals 65 years of age or older
who are covered by either or both of the insurance programs es-

tablished by title XVIII, provide where, under the plan, all of
any deductible, cost sharing, or similar charge imposed with re-

spect to such individual under the insurance program established
by such title is not met, the portion thereof which is met shall be
determined on a basis reasonably related (as determined in accordance with standards approved by the Secretary and included in
the plan) to such individual's income or his income and resources;

(16) provide for inclusion, to the extent required by regulations prescribed by the Secretary, of provisions (conforming to
such regulations) with respect to the furnishing of medical assistance under the plan to individuals who are residents of the
State but are absent therefrom;
(17) include reasonable standards (which shall be comparable
for all groups and may, in accordance with standards prescribed
by the Secretary, differ with respect to income levels, but only in
the case of applicants or recipients of assistance under the plan
(who are not receiving aid or assistance under the State's plan
approved under title I. X, XIV, or XVI, or part A of title IV,]

other than those described in paragraph (10) ?'ith respect to
'whom medical assistarwe must be made available, based on

the variations between shelter costs in urban areas and in
rural areas) for determining eligibility for and the extent of

medical assistance under the plan which (A) are consistent with
the objectives of this title, (B) provide for taking into account
only such income and resources as are, as determined in accordance
with standards prescribed by the Sçcretary, available to the appli-

cant or recipient, and (in the case of any applicant or recipient
who would, if he met the fequirements as to need, be eligible for
aid or assistance in the form of money payments under a State
plan approved under title I, X, XIV, or XVI, or part A of title
IV) as would not be disregarded (or set aside for future needs)

in determining his eligibility for and amount of such aid or assistance under such plan, (C) provide for reasonable evaluation of
any such income or resources, and (D) do not take into account
the financial responsibility of any individual for any applicant or

recipient of assistance under the plan unless such applicant or
recipient is such individual's spouse or such individual's child
who is under age 21 or is blind or (permanently and totally] dis-

abled; and provide for flexibility in the application of such standards with respect to income by taking into account, except to the
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extent prescribed by the Secretary, the costs (whether in the form
of insurance premiums or otherwise) incurred for medical care or

for ny other type of remedial care recognized under State law;
(18) provide that no lien may be imposed against the property
of any individual prior to his death on account of medical assistance paid or to be paid on his behalf under the plan (except

pursuant to the judgment of a court on account of benefits
incorrectly paid on behalf of such individual), and that there
shall be no adjustment or recovery (except, in the case of an
individual who was 65 years of age or older when he received such

assistance, from his estate, and then only after the death of his

surviving spouse, if any, and only at a time when he has no

surviving child who is under age 21 or is blind or [permanently
and totally] disabled of any medical assistance correctly paid on
behalf of such individual under the plan;
(19) provide such safeguards as may be necessary to assure
that eligibility for care and services under the plan will be determined, and such care and services will be provided, in a manner
consistent with simplicity of administration and the best interests
of the recipients;
(20) if the State plan includes medical assistance in behalf of
individuals 65 years of age or older who are patients in institutions
for mental diseases—
(A) provide for having in effect such agreements or other

arrangements with State authorities concerned with mental
diseases, and, where appropriate, with such institutions, as
may be necessary for carrying out the State plan, including

arrangements for joint planning and for development of

alternate methods of care, arrangements providing assurance
of immediate readmittance to institutions where needed for
individuals under alternate plans of care, and arrangements
providing for access to patients and facilities, for furnishing
information, and for making reports;
(B) provide for an individual plan for each such patient

to assure that the institutional care provided to him is in
•his best interests, including, to that end, assurances that
there will be initial and periodic review of his medical and
other needs, that he will be given appropriate medical
treatment within the institutions, and that there will be a
periodical determination of his need for continued treatment
in the institution;

(C) provide for the development of alternate plans of
care, making maximum utilization of available resources,
for recipient.s 65 years of age or older who would otherwise
need care in such institutions, including appropriate medical
treatment and other aid or assistance; for services [referred
to in 3(a) (4) (A) (i) and (ii) or section 1603(a) (4) (A) (i)
and (ii)] which the State aqency athnini.stering the plan approved under title XV or XVI determ.ines to make available
or, after December 31, 1973, which the agency administering
the program of supplemental security income benefits uvder
title XVI (as in effect after December 81, 1973) determi?es to
ma/ce available which are appropriate for such recipients and
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for such patients; and for methods of administration necessary 'to assure that the responsibilities of the State agency
under the State plan -with respect to such recipients and such
patients will be'effective]y carried out; and

(I)) provide methods of determining the reasonable cost
of institutional care for such patients;
(21) if the State plan includes medical assistance in behalf of
individuals 65 years of age or older who are patients in public
institutions for mental diseases, show that the State is making

satisfactory progress toward developing and implementing a
comprehensive mental health program, including provision for
utilization of community mental health centers, nursing homes,
and other alternatives to care in public institutions for mental
diseases;

(22) include descriptions of (A) the kinds and numbers of professional medical personnel and supporting staff that will be used
in the administration of the plan and of the responsibilities they
will have, (B) the standards, for private or public institutions in
which recipients of medical assistance under the plan may receive

care or services, that will be utilized by the State authority or
authorities responsibile for establishing and maintaining such
standards, (C) the cooperative arrangements with State health
agencies and State vocational rehabilitation agencies entered into

with a view to maximum utilization of and coordination of the
provision of medical assistance with the services administered or

supervised by such agencies, and (D) other standards and

methods that the State will use to assure that medical or remedial
care and services provided to recipients of medical assistance are
of high quality; and
(23) provide that any individual eligible for medical assistance
(including drugs) may obtain such assistance from any institution,
agency, community pharmacy, or person, qualified to perform the
service or services required (including an organization which provides such services, or arranges for their availability, on a prepayment basis), who undertakes to provide him such services;
and a State plan shall not be deemed to be out of compliance with

the requirements of this paragraph cir paragraph (1) or (10)

solely by reason of the fact that the State (or any political subdivi-

sion thereof) has entered into a contract with an organization
which has agreed to provide care and 8ervices in addition to those

offered under the State plan to individuals eligible for medical
assistance who reside in the geographic area served by such organi-

zation and who elect to obtain such care. and services from such
organization;
(24) effective July 1, 1969, provide for consultative services
by health agencies and other appropriate agencies of the State
to hospitals, nursing homes, home health agencies, clinics, laboratories, and such other institutions as the Secretary may specify

in order to assist them (A) to qualify for payments under this
Act, (B) to establish and maintain such fiscal records as may be

necessary for the proper and efficient administration of this Act,
and (C) to provide mformation needed to determine payments
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clue under this Act on account of care and services furnished to
individuals;
(25) provide (A) that the State or local agency ildministering
such plan will take all reasonable measures to ascertain the legal
liability of third parties to pay for care and services (available
under the plan) arising out of injury, disease, or disability, (B)
that where the State or local agency knows that a third party has
such a legal liability such agency will treat such legal liability as a

resource of t.he individual on whose behalf the care and services ar€.

made available for purposes of paragraph (17) (B), and (C) that
in any case where such a legal liability is found to exist after meiical assitancehas been made available on behalf of the individual,

the State or local agency will seek reimbursement for such as-

sistance to the extent of such legal liability;
(26) effective July 1, 1969, provide (A) for a regular prograti
of medical review (including medical [evaluation] evaluation) of
each patient's need for skilled nursing (home care)] facility care
or (in the case of individuals who are eligible therefor under the

State plan) need for care in a mental hospital, a written plan of
care, and, where applicable, a plan of rehabilitation prior to admission to a skilled nursing [home] facility; (B) for periodic
inspections to be made in all skilled nursing homes and mental
institutions (if the State plan includes care in such institutions)
within the State by one or more medical review teams (composed
of physicians and other appropriate health and social service personnel) of (i) the care being provided in such nursing homes (and

mental institutions, if care therein is provided under the State
plan) to persons receiving assistance under the State plan, (ii)
with respect to each of the patients receiving such care, the
adequacy of the services available in particular nursing homes
(or institutions) to meet the current health needs and promote
the maximum physical well-being of patients receiving care in
such homes (or institutions), (iii) the necessity and desirability
of the continued placement of such patients in such nursing homes

(or institutions), and (iv) the feasibility of meeting their health
care needs through alternative institutional or noninstitutional
services; and (C) for the making by such team or teams of full
and complete report of the findings resulting from such inspections

together with any recommendations to the State agency administering or supervising the administration of the State plan;
(27) provide for agreements with every person or institution
providing services under the State plan under which such person
or institution agrees (A) to keep such records as are necessary
fully to disclose the extent of the services provided to individuals
receiving assistance under the State plan, and (B) to furnish the
State agency with such information, regarding any payments
claimed by such person or institution for providing services under
the State plan, as the State agency may from time to time request;
((28) provide that any skilled nursing home receiving payments under such plan must—
((A) supply to the licensing agency of the State full and
complete information as to the identity (i) of each person
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having (directly or indirectly) an ownership interest of 10
per centum or more in such nursing home, (ii) in case a
nursing home is organized as a corporation, of each officer
and director of the corporation, and (iii) in case a nursing
home is organized as a partnership, of each partner; and
promptly report any changes which would affect the current
accuracy of the information so required to be supplied;
((B) have and maintain an organized nursing service for
its patients, which is under the direction of a professional
registered nurse who is employed full-time by such nursing
home, and which is composed of sufficient nursing and auxiliary personnel to provide adequate and properly supervised nursing services for such patients during all hours of
each day and all days of each week;
((C) make satisfactory arrangements for professional
planning and supervision of menus and meal service for
patients for whom special diets or dietary restrictions are
medically prescribed;
((D) have satisfactory policies and procedures relating to
the maintenance of medical records on each patient of the
nursing home, dispensing and administering of drugs and
biologicals, and assuring that each patient is under the care

of a physician and that adequate provision is made for

medical attention to any patient during emergencies;
((E) have arrangements with one or more general hospitals
under which such hospital or hospitals will provide needed

diagnostic and other services to patients of such nursing
home, and under which such hospital or hospitals agree to

timely acceptance, as patients thereof, of acutely ill patients
of such nursing home who are in need of hospital care; except
that the State agency may waive this requirement wholly or
in part with respect to any nursing home meeting all the other

requirements and which, by reason of remote location or
other good and sufficient reason, is unable to effeët such an
arrangement with a hospital; and
((F) (i) meet (after December 31, 1969) such provisions
of the Life Safety Code of the National Fire Protection Asso-

ciation (21st Edition, 1967) as are applicable to nursing

homes; except that the State agency may waive in accordance
with regulations of the Secretary, for such periods as it deems
appropriate, specific provisions of such code which, if rigidly
applied, would result in unreasonable hardship upon a nurs-

ing home, but only if such agency makes a determination
(and keeps a written record setting forth the basis of such
determination) that such waiver will not adversely affect the
health and safety of the patients of such skilled nursing
home; and except that the requirements set forth in the preceding provisions of this subclause (i) shall not apply in
any State if the Secretary finds that in such State there is in
effect a fire and safety code, imposed by State law, which
adequately protects patients in nursing homes; and (ii', meet
conditions relating to environment and sanitation applicable
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to extended care facilities under title XVIII; except that the
State agency may waive in accordance with regulations of the

Secretary for such periods as it deems appropriate, any
requirement imposed by the preceding provisions of this
subclause (ii) if such agency finds that such reqiirement, if
rigidly applied, would result in unreasonable hardship upon
a nursing home, but only if such agency makes a determina-

tion (and keeps a written record setting forth the basis of
such determination) that such waiver will not adversely af-

fect the health and safety of the patients of such nursing
home;]
(28) provide that any skilled nursing facility receiving payments under such plan must satisfy all of the requirements contained in section 1861(j), except that the exclusion contained
therein with respect to institutions which are primarily for the
care and treatment of mental diseases and tuberculosis shall not
apply for purposes of this title, if the State plan includes care in
such institittions;
(29) include a State program which meets the requirements set
forth in section 1908, for the licensing of administrators of nursing homes;
(30) provide such methods and procedures relating to the utilization of, and the payment for, care and services available under
the plan (including but not limited to utilization review plans as
provided for in section 1903(i) (4)) as may be necessary to safeguard against unnecessary utilization of such care and services
and to assure that payments (including payments for any drugs
provided under the plan) are not in excess of reasonable charges
consistent with efficiency, economy, and quality of care; [and]
(31) provide (A) for a regular program of independent professional review (including medical evaluation of each patient's
need for intermediate care) and a written plan of service prior
to admission or authorization of benefits in an intermediate care
facility [which provides more than a minimum level of health
care services] as determined under regulations of the Secretary;
(B) for periodic on-site inspections to be made in all such intermediate care facilities (if the State plan includes, care in such institutions) within the State by one or more independent professional review teams (composed of physicians or registered nurses
and other appropriate health and social service personnel) of (i)
the care being provided in such intermediate care facilities to perSons receiving assistance under the State plan, (ii) with respect to
each of the patients receiving such care, the adequacy of the services available in particular intermediate care facilities to meet the
current health needs and promote the maximum physical wellbeing of patients receiving care in such facilities, (iii) the necessity and desirability of the continued placement of such patients
in such facilities, and (iv) the feasibility of meeting their health
care needs through alternative institutional or non-institutional
services; and (C) for the making by such team or teams of full
and complete reports of the findings resulting from such inspections, together with any recommendations to the State agency
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administering or supervising the administration of the State

plan;
(32) provide that no payment under the plan for any care or
service provided to an individual by a physician, dentist, or other
individual practitioner shall be made to anyone other than such
individual or such physician, dentist, or practitioner, except that
payment may be made (A) to the employer of such physician,
dentist, or practitioner if such physician, dentist, or practitioner is
required as a condition of his employment to turn over his fee for
8uch care or service to his employer, or (B) (where the care or
service was provided in a hospital, clinic, or other facility) to the
facility in which the care or service was provided if there is a contractual arrangement between such physician, dentist, or practitioner and such facility under which such facility submits the bill
for such care or service;
(33) provide—

(A) that the State health agency, or other appropriate

State medical agency, shall be responsible for establishing a
plan, consistent with regulations prescribed by the Secretary,
for the review by appropriate professional health personnel
of the appropriateness and quality of care and services furnished to recipients of medical assistance under the plan in
order to provide guidance with respect thereto in the administration of the plan to the State agency established or desig-

nated pursuant to paragraph (5) and, where applicable, to
the State agency described in the last sentence of this sub-

section; and
(B) that the State or local agency utilised by the Secretary
for the purpose specified in the first sentence of 8ection 1864

(a), or, if such agency is not the State agency which is

responsible for licensing health institutions, the State agency
responsible for 8uch licensing, will perform for the State

agency administering or supervising the administration of
the plan approved under this title the function of determining whether institutions and agencies meet the requirements
for participation in the program under such plan;
(34) provide that in the case of any individual who has been.
deterimi'ned to be eligible for medical as88tance under the plan,
such assistance will be made available to him for care and services
included under the plan and furnished in or after the third month

before the month in which he made application for 8uch assistance if such individual was (or upon application would have
been) eligible for such assistance at the ñ*e 8uch care and services were furnished;
(35) provide that the State agency will not enter into any contract related to the administration of such plan unless such contract provides—
(A) that the contractor agrees that 8uch State agency, the
Secretary, the Inspector General for Health Administration,
and the Comptroller General of the United States shall have
access to and the right to examine—

(i) the consolidated cost and financial data of 8uch
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contractor (and of any organization which is related

through common ownership and control to such contractor) whenever the aggregate contract costs exceed
$25,000, and

(ii) any directly pertinent financial books and related
documents, papers, and records of such contractor (and

of any such related organization) regardlc8s of the
amaunt of such contract; and
(B) that the contractor agrees to include in all his subcontracts a provision to the effect that the subcontractor agrees
that the consolidated cost and financial data of such subcontractor (and of any organization related to such subcontractor) as well as any directly pertinent financial books and related documents, papers, and records of such subcontractor

(and of any such related organization) shall be subject to

inspection and examination in the manner prescribed in sub-

paragraph (A);

(36) effective January 1, 1973, provide that any intermediate
care facility receiving payments under such plan must supply to
the licensing agency of the State full and complete information
as to the identity (A) of each person having (directly or indirectly) an ownership interest of 10 per centum or more in such
intermediate care facility, (B) in case an intermediate care facil
ity is organized as a corporation, of each officer and director of
the corporation, and (C) in case an intermediate care facility

is organized as a partnership, of each partner; and promptly
report any changes which would affect the current accuracy of
the information so required to be sup plied , and

(37) provide that within 90 days following the completion of
each survey of any hea7th care facility, laboratory. agency, clinic.

or organization, by the appropriate State agency described in

paragraph (9), such agency shall (in accordance with regulations
of the Secretary) make public in readily available form and place
the pertinent findings of each such survey relating to the compliance of each such health care facility, laboratory, clinic, agency,
or organization with (A) the statutory conditions of participation
imposed under this title. and (B) the ma'jor additional conditions
which the Secretary finds necessar/ in the interest of health and
safety of individuals who are furnished care or services by any
such facility, laboratory, clinic, agency, or organization.

[Notwithstanding paragraph (5), if on January 1, 165, and on the
date on which a State submits its plan for approval under this title,

the State agency whj
dministered or supervised the administration
of the p]an of such St approved under title X (or title XVI, insofar
as it relates to the blind) was different from the State agency which

administered or supervised the administration of the State plan

approved under title I (or title XVI, insofar as it relates to the aged),
the State agency which administered or supervised the administration

of such plan approved under title X (or title XVI, insofar as it relates to the blind) may be designated to administer or supervise the
administration of the portion of the State plan for medical assistance
which relates to blind individuals and a different State agency may
be established or designated to administer or supervise the administra-
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tion of the rest of the State plan for medical assistance; and in such
case the part of the plan which each such agency administers, or the
administration of which each such agency supervises, shall be regarded as a separate plan for purposes of this title (except for purposes Of paragraph (10)).]
For purposes of paragrap/th (9)(A), (29), (32), and (33), and of
section 1903(i) (4), the term "skilled nursing facility" and "nursing
facility" do not include a Christian Science sanatorium operated, or
listed and certified, by the Fir8t Church of Christ, Scientist, Boston,
Ikta8sachusetts.

(b) The Secretary shall approve any plan which fulfills the conditions specified in subsection (a) of this section, except that he shall
not approve any plan which imposes as a condition for eligibility for
medical assistance under the plan—
(1) an age requirement of more than 65 years; or
(2) effective July 1, 1967, any age requirement which excludes
any individual who has not attained the age of (21] 22 and is or
would, except for the provisions of section (406(a) (2)] 411 (a)
(1) (A) (ii) of this title, be a dependent child under part A of subchapter IV of this chapter; or
(3) any residence requirement which excludes any individual
who resides in the State; or
(4) any citizenship requirement which excludes any citizen of
the United States.
(c) Notwithstanding subsection (b), the Secretary shall not approve any State plan for medical assistance if he determines that the
approval and operation of the plan will result in a reduction in aid or
assistance in the form of money payments (other than so much, if any,
of the aid or assistance in such form as was, immediately prior to the
effective date of the State plan under this title, attributable to medical
needs) provided for eligible individuals under a plan of such State
approved under title I, X, XIV, or XYI, or part A of title IV.
((d) Whenever any State desires a modification of the State plan
for medical assistance so as to reduce the scope or extent of the care
and services provided as medical assistance under such plan, or to
terminate any of such care and services, the Secretary shall, upon application of the State, approve any such modification if the Governor of
such State certifies to the Secretary that—

(1) the average quarterly amount of non-Federal funds expended in providing medical assistance under the plan for any
consecutive four-quarter period after the quarter in which such

modification takes effect will not be less than the average quarterly

amount of such funds expended in providing such assistance for
the four-quarter period which immediately precedes the quarter
in which such modification is to become effective,

(2) the State is fully complying with the provisions of its
State plan (relating to control of utilization and costs of services) which are included therein pursuant to the requirements of
subsection (a) (30), and
(3) the modification is not made for the purpose of increasing the standard or other formula for determining payments for
those types of care or services which, after such modification,
are provided under the State plan,
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and if the Secretary finds that the State is complying with the provisions of its State plan referred to in clause (2); except that nothrng in this subsection shall be construed to authorize any modification in the State plan of any State which would terminate the care
or services required to be included pursuant to subsection (a) (13)
of this section. Any increase in the formula or other standard for
determining payments for those types of care or services which, after
such modification, are provided under the State plan shall be made
only after approval thereof by the Secretary.]
(e) Notwithstanding any other provision of this title, effective January 1, 1974, each State plan approved under this title must provide
that—

(1) each family which was eligible for assistance pursuant to
part A of title ZV in at least 3 of the 6 months immediately preceding the month in which such family became ineligible for such
assistance because of increased income from employment shall,
while a member of such family is employed, remain eligible for
uch assistance for 12 calendar months following the month in
which such family would otherwise be determined to be ineligible
for such assistance because of the income and resources limitations
contained in such plan;
(2) upon the expiration of such 72 calendar months, any such
family may at 1its option continue to be eligible for medical assistaiice upon payment 0/ a monthly premium, to the State agency re-

spo'nsible for administration of the plan, in an amount equal to
20 percent of the portion of such family's combined income from
whatever source which is in excess of $200 per month, except that

any amounts received as work bonus payments under section

10001 of the Internal Revenue Code of 1954 shall not be counted

for purposes of determining such family's income; and
() any family which was not eligible for medical assistance

under such State plan but where a member of such family began
to partiri pate in the employment program established by title XX
of this Act may, at its option, become eligible for medical assistance

under such State plan upon payment of a monthly premium in
the same manner and amount, and 8ubject to the same conditions,
as described in paragraph (2) of this subsection.

(f) Notwithstanding any other provision of this title, except as
provided in 8ubsectzon (e), no State 8hall be required to provide medical assistance to any aged, blind, or disabled individual (as defined in
title XVI) for any month unless such State would be (or would have

been) required to provide medical assi8tance to such individual for
such month had it8 plan for medical a88istance approved under this
title and in effect on January 1, 1972, been in effect in such monthS,
except that for this purpose any such individual 8hall be deemed eligible for medical assistance under 8uch State plan if (in addition to
meeting such other requirements as are or may be impo8ed under the
State plan) the income of any such individual as determined in accordance 'with section 1903(f) (after deducting such individual's payment
under title XVI and incurred expenses for medical care as defined in
section 213 of the Internal Revenue Code of 1954) is not in excess of
the standard for medical assistance estal'lislied under the State plan
as in effect on January 1,1972.
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Payment to States
Sec. 1903. (a) From the
sums appropriated therefor, the Secretary
(except as otherwise provided
shall pay to each State which in this section [and section 1117])
for each quarter. [beginning has a plan approved under this title,
with the
1966.]

quarter commencing January 1,

(1) an amount equal to the
Federal medical assistance percentage (as defined in section 1905(b),

subject to 8ubsections (g
and (h) of tM.g section) of the total
amount expended during suc
quarter as medical assistance under
expenditures for premiums under the State plan (including
part B of title XVIII, for
individuals who are recipients of (money
paymentsj aid or assistance under a state plan approved
under title I, X, XIV, XV, or
XVI, or part A of title IV,
supplerntal security income benefits under title XVI of SUchorAct
(as in effect after December 31,
1973) a8si.gtaflce to needy /am,ilies
with children a8 defined in
8ection 405(b) or assistance for aged,
blind, and disabled under
title XX, or payment8 for foster

care in accordance with 8eCtion
406, and, except in the case of individuals
sixty-five years of age or
older who are not enrolled under

insurance premiums for medical part B of title XVIII, other
care or the cost thereof); plus or any other type of remedial
(2) an amount equal to 75
centum of so much of the sums
expended during such quarterper
(as
tary for the proper and efficient found necessary by the Secreadministration of the State plan)
as are attributable to (A) compensation
fessional medical personnel, and staff or training of skilled prodirectly Supporting such
personne' of the State agency or any other
public agency [; plus]
and (B) reasonable payment
for profe83j1) review activitie8,
perfornd by 8killed professional
directly supporting such personnel medical personnel and staff
pursuant to section l9O3(a)
(26) and (31), regardless of whether
such activities are performed by State agency personnel
or by others under an arrange..
ment with such agency; plus
[(3) an amount equal to 50
per centum of the remainder of the
amounts expended durinc- such quarter
as found necessary by the Secretary for the proper an efficient
(3) an am,ount equal to 90 administration of the State plan.]
per centum 0/ 80 much of the sums
expended during any such quarter
in the fiscal year ending
June 30, 1972, or the fiscal year
ending June 30, 1973, as are
attributable to the de8ign, development,
termination systems for State..owned or installation of cost dethat the total amount paid to all States general hospitals (except
under this clause for either
8uch fiscal year shall not exceed
$150,000); plus
(4) an amount equal to 100 per
centum of the 8U8 expended
during 8Uch quarter (as found
necessary by the Sectetar, for the
proper and efficient administration
of the State plan) which are
attributable to compensation or training
of personnel (of the
State agency or any
other pullic
ing public or private institutions agency) responsible for inspectlong-term care to recipients of (or portions thereof) pro uding
medical assistance to determine
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whether such institutions comply with health or 8afety standards

applicable to such institutions under this Act; plus
(5) an amount equal to 100 per centum of the sums expended
during such quarter (as found necessaj, by the Secretary for the
proper arid efficient administration of the plan) which are attributable to the offering, arranging, arid furnishing (directly or on

a contract basis) of famliy pltnning services and supplies;
((4)] (6) an amount equal to 50 per centum of the remainder

of the amounts expended during such quarter as found necessary
by the Secretary for the proper and efficient administration of the
State plan..
((b) (1) Notwithstanding the preceding provisions of this section,
the amount determined under such provisions for any State for any
quarter which is attributable to expenditures with respect to individuals 65 years of age or older who are patients in institutions for mental
diseases shall be paid only to the extent that the State makes a showing satisfactory to the Secretary that total expenditures from Federal,
State, and local sources for mental health services (including pay-

ments to or in behalf of individuals with mental health problems)
under State and local public health and public welfare programs for
such quarter exceed the average of the total expenditures from such
sources for such services under such programs for each quarter of the
fiscal year ending June 30, 1965. For purposes of this subsection, expenditures for such services for each quarter in the fiscal year ending
June 30, 1965, in the case of any State shall be determined on the
basis of the latest data, satisfactory to the Secretary, available to him
at the time of the first determination by him under this subsection
for such State; and expenditures for such services for any quarter beginning after December 31, 1965, in the case of any State shall be
determined on the basis of the latest data, satisfactory to the Secre-

tary, available to him at the time of the determination under this
subsection for such State for such quarter; and determinations so made

shall be conclusive for purposes of this subsection.]
((2)](b) (1) Notwithstanding the preceding provisions of this section, the amount determined under subsection (a) (1) for any State for
any quarter beginning after December 31, 1967, shall not take into ac-

count any amounts expended as niedical assistance with respect to
individuals aged 65 or over whicli wouid not have been so expended if
the individuals involved had been enrolled in the insurance program

established by part B of title XVIII.

()

For limitation on Federal participation for capital expenditures
which are out of conformity with a comprehensive plan of a State or
areawide planning agency, see section 1fl31.
((c) (1) If the Secretary finds, on the basis of satisfactory information furnished by a State, that the Federal medical assistance percentage for such State applicable to any quarter in the period beginning
January 1, 1966, and ending with the close of June 30, 1969, is less
than 105 per centum of the Federal share of medical expenditures by
the State during the fiscal year ending June 30, 1965 (as determined

under paragraph (2)), then 105 per centum of such Federal share
shall be the Federal medical assistance percentage (instead of the
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percentage determined under section 1905(b)) for such State for such

quarter and eath quarter thereafter occurring in such period and
prior to the first quarter with respect to which such a finding is not
applicable.

((2) For purposes of paragraph (1), the Federal share of medical
expenditures by a State during the fiscal year ending June 30, 1905.
means the percentage which the excess of—

((A) the total of the amounts determined under sections 3, 403,
1003, 1403, and 1603 with respect to expenditures by such State
during such year as aid or assistance under its State plans ap-

proved under titles I, IV, X, XIV, and XVI, over
((B) the total of the amounts which would have been deter-

mined under such sections with respect to such expenditures during such year if expenditures as aid or assistance in the form of
medical or any other type of remedial care had not been counted,

is of the total expenditures as aid or assistance in the form of
medical or any other type of remedial care under such plans
during such year.]
((d)](c) (1) Prior to the beginning of each quarter, the Secretary
shall estimate the amount to which a State will be entitled under subsections (a), (b), and (c) for such quarter, such estimates to be based
on (A) a report filed by the State containing its estimate of the total
sum to be expended in such quarter in accordance with the provisions
of such subsections, and stating the amount appropriated or made
available by the State and its political subdivisions for such expenditures in such quarter, and if such amount is less than the State's
proportionate sh&re of the total sum of such estimated expenditures,
the source or sources from which the difference is expected to be
derived, and (B) such other investigation as the Secretary may find
necessary.

(2) The Secretary shall then pay to the State, in such installments
as he may determine, the amounts so estimated, reduced or increased
to the extent of any overpayment or underpayment which the Secretary determines was made under this section to such State for any
prior quarter and with respect to which adjustment has not already
been made under this subsection. Expenditures for which payments

were made to the State under subsection (a) shall be treated as an
overpayment to the extent that the State or local agency administering
such plan has been reimbursed for such expenditures by a third party
pursuant to the provisions of its plan in compliance with section
1902 (a) (25).

(3) The pro rata share to which the United States is equitably
entitled, as determined by the Secretary, of the net amount recovered
during any quarter by the State or any political subdivision thereof
with respect to medical assistance furnished under the State plan

shall be considered an overpayment to be adjusted under this
subsection.

(4) Upon the making of an estimate by the Secretary under this

subsection, any appropriations available for payments under this section shall be deemed obligated.

((e) The Secretary shall not make payments under the preceding
provisions of this section to any State unless the State makes a satis-
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factory showing that it is making efforts in the direction of broadening
the scope of the care and services made available under the plan and in

the direction of liberalizing the eligibility requirements for medical
assistance, with a view toward furnishing by July 1, 1077, comprehen-

give care and services to substantially all individuals who meet the
plan's eligibility standards with respect. to income and resources, in
eluding services to enable such individuals to attain or retain independence or self-care.]

[(f)](d) (1) (A) Except as provided in paragraph (4), payment
under the preceding provisions of this section shall not be made with
respect to any amount expended as medical assistance in a calendar
quarter, in any State, for any member of a family, the annual income of
which exceeds the applicable income limitation determined under this
paragraph.
(B) (i) Except as provided in clause (ii) of this subparagraph, the
applicable income limitation with respect to any family is the amount
determined, in accordance with standards prescribed by the Secretary, to be equivalent to 1331/3 percent of the highest amount which
would ordinarily be paid to a family of the same size without any income or resources, in the form of money payments, under the plan

of the State approved under part A of title IV of this Act.
(ii) If the Secretary finds that the operation of a uniorin maximum
limits payments to families of more than one size, he may adjust the
amount otherwise determined under clause (i) to take account of
families of different sizes.

(C) The total amount of any applicable income limitation determined under subparagraph (B) shall, if it is not a multiple of $100
or such other amount as the Secretary may prescribe, be rounded to
the next higher multiple of $100 or such other amount, as the case
may be.

(2) In computing a family's income for purposes of paragraph (1),
there shall be excluded any costs (whether in the form of insurance
premiums or otherwise) incurred by such family for medical care or
for any other type of remedial care recognized under State law.

(3) For purposes of paragraph (1) (B), in the case of a family

consisting of only one individual, the "highest amount which would
ordinarily be paid" to such family under the State's plan approved
under part A of title IV of this Act shall be the amount determined
by the State agency (on the basis of reasonable relationship to the
amounts payable under such plan to families consisting of two or
more persons) to be the amount of the aid which would ordinarily be

payable under such plan to a family (without any income or resources) consisting of one person if such plan (without regard to
section 408) provided for aid to such a family.

(4) The limitations on payment imposed by the preceding provisions of this subsection shall not apply with respect to any amount
expended by a State as medical assistance for any individual who,
at the time of the provision of the medical assistance giving rise to
such expenditure—

(A) is a recipient of aid or assistance under a plan of such
State which is approved under title I, X, XIV, XV, or XVI, or
part A of title IV or supplemental security income benefits under
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title XVI of such act (as in effect after December 31, 1973), or

(B) is not a recipient of aid or assistance under such a plan
but (i) is eligible to receive such aid or assistance, or (ii) would
be eligible to receive such aid or assistance if he were not in a
medical institution.

(e)(1) With respect to amounts paid for the following services
furnished under the State plan after June 30, 1973 (othcr than services
furnished pursuant to a contract with a health maintenance organization as defined in section 1876), the Federal medical assistance percentage shall be decreased as follows: After an individual has received

care as an iipatient in a hospital (including an institution for tuberculosis), skilled nursing facility or intermediate care facility on 60
days, or in a hospital for mental diseases on 90 days (whether or not
such days are consecutive), during any fiscal year, which for pur-.
poses of this section means the• four calendar quarters ending with
June 30, the Federal medical assistance percentage with respect to
amounts paid for any such care furnished thereafter to such individual
in the same fical year shall be decreased by 331/3 per centum thereof
unless the State agency responsible for the administration of the plan

makes a showing satisfactory to the Secretary that, with respect to
each calendar quarter for which the State submits a request for payment at the full Federal medical assistance percentage for amounts
paid for inpatient hospital services (including tuberculosis hospitals),
skilled nursing facility services, or intermediate care facility services
furnished beyond 60 days (or inpatient mental hospital services furwished beyond 90 days), there is in operation in the State an effective
program of control over utilization of such services; such a showing
must inciude evidence that—

(A) in each case for which payment is made under the State

plan, a physician certifies at the time of admission, or if later, the
time the individual applies for medical assistance under the State

plan (and recertifies, where such services are furnished over a
period of time, in such cases, at i-east every 60 days, and accompanied by such supporting material, appropriate to the case involved, as may be provided in regulations of the Secretary), that
such services are or were required to be given on an inpatient basis
because the individual needs or needed such services; and

(B) in each such case, such services were furnished under a
plan established and periodically reviewed and evaluated by a
physician;
(C) such State has in effect a continuous program oJ review of
utilization pursuant to section 190 (a) (30) whereby the necessity
for admission and the continued stay of each patient in such insti-

tution is periodically reviewed and evaluated (with such frequency as may be prescribed in regulations of the Secretary) by

medical and other professional personnel who are not themselves

directly responsible for the care of the patient and who are not
employed by or financially interested in any such institution; and
(D) such State has an effective program of medical review of
the care of patients in mental hospitals, skilled nursing homes, and

intermediate care facilities pursuant to section 190 (a) (d6) and
(31) wherely the professional management of each case is re-
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viewed and evaluated at least annually by independent professional review teams.
In determining the number of clays on which an individual has received

services described in this subsection, there shall not be counted any
days with respect to which such individual is entitled to have payments
made (in whole or in part) on his behalf under section 1812.
(2) The Secretary shall, as part of his validation procedures under
this subsection, conduct sample onsite surveys of private and public
institutions in which recipients of medical assistance may receive care

and services under a State plan approved under this title, and his

findings with respect to such surveys (as well as the show?ngs of the
State agency required under this subsection) shall be made available
for vublic inspection.

(f) (1) If the Secretary determines for any calendar quarter

be-

ginning after June 30, 1973, with respect to any State that there does
not exist a reasonable cost differential between the statewide average
cost of skilled nursing facility services and the statewide average cost
of intermediate care facility services in such State, the Secretary may
reduce the amount which would otherwise be considered as expe'nditures under 'the State plan by an amount which in his judgment is a
reasonable equivalent of the difference between the amount of the expenditures by such Statef or intermediate care facility services and the
amount that would have been expended by such State for such services
if there had been a reasonable cost differential between the statewide
average cost of skilled nursing facility services and the statewide average cost of intermediate care facility services.
(2) In determining whether any such cost differential in any State
is reasonable the Secretary shall take into consideration the range of
such cost differentials in all States.
(3) For the purposes of this subsection, the term "cost differential"
or any State for any quarter means, as determined by the Secretary
on the basis of the data for the most recent calendar quarter for which
satisfactory data are available, the excess of—
(A) the average amount paid in such State (regardless of the
source of payment) per inpatient day for skilled nursing facility
services, over

(B) the average amount paid in such State (regardless of the

source of payment) per inpatient day for intermediate care facility
services.

(4) For purposes of this subsection, the term "cost" shall mean

amounts reimbursable by the State under a State plan approved under

this title.
(g) (1) TVith respect to amounts laid for the following services

furnished under the State plan after June 30, 1973 (other than services
furnished pursuant to a contract with a health maintenance orga'nization as defined in section 1876), the Federal medical assistance percentage shall be decreased as follows: After an individual has receired
care as an inpatient in a hospital (including an institution for tuber-

culosis), skilled nursing home or intermediate care facilities on 60
days, or in a hospital for mental diseases on 90 days (whether or not
such days are consecutive), during any fiscal year, which for purposes
of this section means the four calendar quarters ending with June 30,

the Federal medical assistance percentage with respect to amounts
paid for any such care furnished thereafter to such individual in the
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same fiscal year shall be decreased by 331/3 per centunv thereof unless the

State agency responsible for the administration of the plan makes a
showing 8atzs factory to the Secretary that, with respect to each calendar quarter for which the State submits a request for payment at the

full Federal medical assistance percentage for amounts paid for inpatient hospital services (including tuberculosis hospitals), skilled
nursing home services, or intermediate care facility services furnished
beyond 60 days (or 'inpatient mental hospital services furnished beyond 90 days), there is in operation in the State an effective program

of control over utilization of such services; such a showing must
include evidence that—

(A) in each case for which payment is made under the State

plan, a physician certifies at the time of admission, or, if later, the
time the individual applies for medical assistance wader the State

plan (and recertifies, where such services are furnished over a
period of time, in such cases, at least every 60 days, and accompanied by such supporting material, appropriate to the case involved, as may be provided in regulations of the Secretary), that
such services are or were required to be given on an inpatient basis
because the individual needs or needed such services; and

(B) in each such case, such services were furnished under a
plan established and periodically reviewed and evaluated by 'i
physician;

(C) such State has in effect a continuance program of review
of utiisation pursuant to section 1902(a) (30) whereby the necessity for admission and the continued stay of each patient in such
institution is periodically reviewed and evaluated (with such frequency as may be prescribed in regulations of the Secretary) by
medical and other professional personnel who are not themselves
directly responsible for the care of the patient and who are not
employed by or financially interested in any such institution; and
(D) such State has an effective program of medical review of
the care of patients in mental hospitals, skilled nursing homes, and
intermediate care facilities pursuant to section 1902(a) (26) and
(31) whereby the pro fesnional management of each case is reviewed and evaluated at least annually by independent professional review teams.
In detemmining the number of da?/s on which an individual has received services described in this subsection. there shall not be counted
ann days with respect to which such individual is entitled to have paymentR made (in whole or in part) on his behalf under section 1812.
(2) The Secretari shall, as part of his validation procedures under
this subsection., conduct sample onsite surveys of private and public
institutions in which recipients of medical ass istaiwe may receive care
and services under a State plan approved under this title, and his findings with respect to such surveys (as well as the showings of the State

agency required under this subsection) shall be made available for
public inspection.
(h) (1) If the Secretary determines for any calendar quartet beginning after June 30, 1973, 'with respect to an?/ State that there does not
exist a reasonable cost differential between the statewide average cost

of skilled nursing home services and the statewide average cost of
intermediate care facility services in such State, the Secretary may
reduce the amount which would otherwis& be considered as expendi-
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tures under the State p/au by an amount which in his judgment is a
reasonable equivalent of the difference between the amount of the
expenditures by such State for intermediate care facility services and
the amount that would have been expended by such State for such
services if there had been a reasonable cost differential between the
statewide average cost of skilled nursing home services and the statewide average cost of intermediate care facility services.
(2) In determining whether any such cost differential in any State
is reasonable the Secretary s/tall take into consideration the range of
such cost differentials in all States.
(3) For the purposes of this subsection, the tenn "cost differential"
for any State for any quarter means, as determined by the Secretary on
the basis of the data for the most recent calendar quarter for which
satisfaeto;'y data are available, the excess of—
(A) the average amount paid in such State (regardless of the

source of payment) per inpatient (lay for skilled nursing home
services, over

(B) the average amount paid in such State (regardless of the

source of payment) per impatient day for intermediate care
facility services.

(4) For purposes of this subsection, the term "cost" shall mean
amounts reimbursable by the State under a State plan approved under

this title.
(i) Payment under the preceding provisions of this section shall
not be made—

(1) with respect to any amount paid for items or services furnished under the plan after December 31, 1972, to the extent that
such amount exceeds the charge which would be determined to be
reasonable for such items or services under the third, fourth, and
fifth sentences of section 1842(b) (3) ; or
(2) with respect to any amount paid for services furnished under the plan after December 31, 7972 by a provider or other person
during any period of time, if payment may not be made under title
XVIII wit/i respect to services furnished by such provider or person during such period of time solely by reason of a determination
by the Secretary under section 1862(d) (1) or under clause (D),

(E).or

(F) of scctionl8e6(b) (2);or

with respect to any amount expended forinpatient hospital
services furnished under the plan to the extent that such amount
exceeds the hospital's customary charges with respect to such services or (if such services are furnished under the plan by a public
(3)

institution free of charge or at nominal charges to the public)
exceeds an amount determined on the basis of those items (specified

in

regulations prescribed by the Secretary) included in the deter-

mination of such payment which the Secretary finds will provide
fair compensation to such institution for such services; or
(4) with respect to any amount expended for care or services
furnished under the plan by a hospital or skilled nursing facility
unless such hospital or skilled nursing facility has in effect a
v.t'ilisation review plan which meets the requirements imposed by
section 7861 (ic) for purposes of title XVIII; and if such hospital
or skilled nursing home has in effect such a utili2ation review
plan for purposes of title XVIII. such plan shall serve as the plan

required by this subsection (with the same 8tandard8 and pro-
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and the same review committee or group) as a condition
of payment under this title; the Secretary is authorized to waive
the requirements of this paragraph if the State agency demonstrates to his satisfaction that it has in operation utilization review procedures which are superior in their effectiveness to the
cedures

procedures required under section 1861 (k).
(j) (1) Notwithstanding the preceding provisions of this section, no
payment shall be made to a State (except as provided under this subsection) with respect to expenditures incurred by it for services provided by any institution during any period that an order for suspension of payment (as authorized by this subsection) is effective with
respect to such institution.
() The Secretary may issue a suspension of payment order with respect to any institution if—

(A) such institution (i) does not (at the time such order is

issued) have in effect an agreement with the Secretary which is
entered into pursuant to section 1866; and (ii) did (prior to the
time such order is issued) have in effect such an agreement; and
(B) (i) the Secretary has been unable to collect (or make satisfactory arrangement for the collection of) amounts due on ac-

count of overpayinents made to such institution under title

XVIII; or

(ii) the Secretary has been unable to obtain from such institution the data and information necessary to enable him to deter-

mine the amount (if any) of the overpayments made to such
institution under title XVIII.
(3) Whenever the Secretary issues any order for suspension of payment under this subsection with respect to any institution, he shall
8ubmit a notice of such order to the single State agency (referred to
in section 190?2(a) (5)) of each State which lie has reason to believe
does or may utilize the services of such institution in providing medical assistance under a plan approved under this title.
(4) Any order for suspension of payment issued with respect to any
institution under this subsection shall become effective, in the case of
any State plan approved wader this title, on the 60th day after the date
the State agency (referred to in section 1902 (a) (5)) administering or

supervising the administration of such plan receives notice oJ such

order submitted pursuant. to pura graph (3). Any such order shall cease
to be effective at such time as the Secretary is satisfied that the institution is participating in substantial negotiations which seek to remedy
the conditions which gave rise to his order of suspension of payments,
or that the amounts (referred to in paragraph (c)) are no longer due
from such institution or that a satisfactory arrangement has been made

for the payment by such institution of any such amounts. Upon the
determination of the Secretary that any such order with respect to any
such institution shall cease to be effective, he shall forthwith notify
each State agency to which he has theretofore submitted notice under
paragraph (3) with respect to 8uch institution.
(5) Whenever any order which has been issued by the Secretary
under the preceding provisions of this subsection with respect to an
institution ceases to be effective, any payment to which any State
would (except for the preceding provisions of this subsection) have
been entitled under this section on account of services provided by 8uCh
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institution shall be made to sue/i. State for the month in which such
order ceases to be effective.

(ic) The Secretary is authorized to provide at the request of any
State (and without cost to such State) such technical and actuarial
assistance as may be necessary to assist such State to contract with any
health maintenance organization which meets the requirement8 of sec-

tion 1876 for the purpose of providing medical care and services to
individuals who are entitled to medical assistance under this ttle.1

Operation of State Plans
Sec. 1904. If the Secretary, after reasonable notice and opportunity
for hearing to the State agency administering or supervising the administration of the State plan approved under this title, finds—

(1) that the plan [has been so changed that it] no longer

complies with the provisions of section 1902; or

(2) that in the administration of the plan there is a failure

to comply substantially with any such provision;

the Secretary shall notify such State agency that further payments
will not be made to the State (or, in his discretion, that payments will
be limited to categories under or parts of the State plan not affected
by such failure), until the Secretary is satisfied that there will no
longer be any such failure to comply. Until he is so satisfied he shall
make no further payments to such State (or shall limit payments to
categories under or parts of the State plan not affected by such
failure.)
Definitions
Sec. 1905. For purposes of this title—

(a) The term "medical assistance" means payment of part or all
of the cost of the following care and services (if provided in or after
the third month before the month in which the recipient makes application for assistance) for individuals, and, with respect to physicians'

or dentists' services, at the option of the State, to individuals not

receiving aid or assistance under the State's plan approved under title
I, X, XIV, XV, or XVI, or part A of title IV, or supplemental security income benefits under title XVI (as in effect after December 31,
1973), who are

(i) under the age of 21,
(ii) relatives specified in section 4,06(b) (1) with whom a
child is living if such child, except for section 406(a) (2), is (or

would, if needy, be) a dependent child under part A of title

TV.

(iii) 65 years of age or older,

(iv) blind,
(v) 18 years of age or older and permanently and totally

disabled, or
(vi) persons essential (as described in the second sentence of
this subsection) to individuals receiving (aid or assistance under

State plans approved under title I, X, XIV, XV,
benefits under title XX,

or

XVI,]

but whose income and resources are insufficient to meet all of such
Lost—
Effective with respect to services provided on or after July 1, 1973.
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(1) inpatient hospital services (other than services in an institution for tuberculosis or mental diseases);
(2) outpatient hospital services;
(3) other laboratory and X-ray services;

(4) (A) skilled nursing (home] facility services (other than

services in an institution for tuberculosis or mental diseases) for
individuals 21 years of age or older; (B) effective July 1, 1969,
such early and periodic screening and diagnosis of indivduals
who are eligible under the plan and are under the age of 21 to
ascertain their physical or mental defects, and such health care,
treatment, and other measures to correct or ameliorate defects and
chronic conditions discovered thereby, as may be provided in regulations of the Secretary; and (C) family planning services and
supplies furmislied (directly or under arrangements with others)
to individuals of child-bearing age (including minors who can be
considered to be sexually active) who are eligible under the State
pla'n and who desire such services and supplies;'
(5) physicians' services furnished by a physician (as defined in
section 1861 (r) (1)), whether furnished in the office, the patient's

home, a hospital, or a skilled nursing (home] facility, or

elsewhere;
(6) medical care, or any other type of remedial care recognized

under State law, furnished by licensed practitioners within the
scope of their practice as defined by State law;
(7) home health care services;
(8) private duty nursing services;
(9) clinic services;
10) dental services;
11) physical therapy and related services;
12) prescribed drugs, dentures, and prosthetic devices; and
eyeglasses prescribed by a physician skilled in diseases of the
eye or by an optometrist, whichever the individual may select;
(13) other diagnostic, screening, preventive, and rehabilitative
services;
((14) inpatient hospital services and skilled nursing home serv-

ices for individuals 65 years of age or over in an institution for
tuberculosis or mental diseases;]
(14) inpatient hospital 8ervices, skilled nursing facility 8ervices, and intermediate care facility 8ervwe8 for individuals 65
years of age or over in an institution for tuberculosis or mental

diseases; 2

((16)] (15) intermediate care facility services (other than such
services in an institution for tuberculosis or mental diseases) for
individuals who are determined, in accordance with section 1902
(a) (31) (A), to be in need of such care;
(16) effective January 1, 1973, inpatient p8ychiatric hospital
servzce8 for individuala under 921, as defined in subsect2on (e);

(15] (17) any other medical care, and any other type of remedial care recognized under State law, specified by the Secretary; except as otherwise provided in paragraph (16), such term
does not include—

(A) any such payments with respect to care or services for

I Effeeltve Jan. 1, 1973.
ApplIcab'e with respect to services furnished after Dec. 31. 1971.
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any individual who is an inmate of a public institution (except
as a patient in a medical institution) ; or
(B) any such payments with respect to care or services for any
individual who has not attained 65 years of age and who is a pa.

tient in an institution for tuberculosis or mental diseases; (and]
For purposes of clause (vi) of the preceding sentence, a person shall

be considered essential to another individual if such person is the
spouse of and is living with such individual, the needs of such person
are taken into account in determining the amount of aid or assistance

furnished to such individual (under a State plan approved under
title I, X, XIV, or XVI), and such person is determined, under such
a State plan, to be essential to the wll being of such individual.

(b) The term "Federal medical assistance percentage" for any
State shall be 100 per centum less the State percentage; and the

State percentage shall be that percentage which bears the same ratio
to 45 per centum as the square of the per capita income of such State
bears to the square of the per capita income of the continental United

States (including Alaska) and hawaii; except that (1) the Federal

medical assistance percentage shall in no case be less than 50 per centurn or more than 83 per centum, and (2) the Federal medical assistance percentage for Puerto Rico, the Virgin Islands, and Guam shall
be 50 per centum. The Federal medical assistance percentage for any

State shall be determined and promulgated in accordance with the
provisions of subparagraph (B) of section 1110(a) (8) ('except that
the Secretary shall promulgate such percentage as soon as possible
after the enactment of this title, which promulgation shall be conclusive for each of the six quarters in the period beginning January 1,
1966, and ending with the close of June 30, 1967].

(c) For purposes of this title the term "intermediate care facility" means an institution which (1) is licensed under State law to
provide, on a regular basis, health-related care and services to individuals who do not require the degree of care and treatment which
a hospital or skilled nursing home is designed to provide, but who
because of their mental or physical condition require care and services (above the level of room and board) which can be made available

to them only through institutional facilities, (2) meets such standards prescribed by the Secretary as he finds appropriate for the
proper provision of such care, and (3) meets such standards of safety
and sanitation as are established under regulation of the Secretary in addition to those applicable to nursing homes under State
law. The term "intermediate care facility" also includes any skilled
nursing home or hospital which meets the requirements of the preceding sentence. The term "intermediate care facility" also includes
a Christian Science sanatorium operated, or listed and certified, by
the First Church of Christ, Scientist, Boston, Massachusetts, but only

with respect to institutional services deemed appropriate by the
State. With respect to services furnished to individuals under age

65, the term "intermediate care facility" shall not include, except as

provided in subsection (d), any public institution or distinct part
thereof for mental diseases or mental defects.

(d) The term "intermediate care facility services" may include

services in a public institution (or distinct part thereof) for the mentally retarded or persons with related conditions if—
(1) the primary purpose of such institution (or distinct part
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thereof) is to provide health or rehabilitative services for mentally retarded individuals and which meet such standards as may
be prescribed by the Secretary;

(2) the mentally retarded individual with respect to whom a
request for payment is made under a plan approved under this
title is receiving active treatment under such a program; and
((3) the State or political subdivision responsible for the operation of such institution has agreed that the non-Federal expenditures with respect to patients in such institution (or distinct part thereof) will not be reduced because of payments
made under this title.]
(3) the State or political subdivision responsible for the operation of such institution has agreed that the non-Federal expenditures in any calendar quarter prior to January 1,1975, with respect
to services furnished to patients in such institutions (or distinct

parts thereof) in the State will not, because of payments made
under this title, be reduced below the average amount expended
for such services in such institution in the four quarters immediately preceding the quarter in which the State in which such institution is located elected to make such services available under
its plan approved under this title.
(e) In the case of any State the State plan of which (as approved
under this title)—
(1) does not provide for the payment of services (other
than services covered under section 1902(a) (12)) provided by
an optometrist; but
(2) at a prior period did provide for the payment of services
referred to in paragraph (1);
the term "physicians' services" (as used in subsection (a) (5)) shall
include services of the type which an optometrist is legally authorized

to perform where the State plan specifically provides that the term
"physicians' services", as employed in such plan, includes services
of the type which an optometrist is legally authorized to perform,

and shall be reimbursed whether furnished by a physician or an
optometrist.1

(f) For purposes of this title, the term "skilled nursing facility

services" means services which are or were required to be given an
individual who needs or needed on a daily basis skilled nursing care
(provided directly by or requiring the 8upervzsion of skilled nursing
personnel) or other skilled rehabilitation services which as a practical
matter can only be provided in a skilled nursing facility on an inpatient basis.'
(g) If the State plan includes provision of chiropractors' services,
such services include only—

(1) services provided by a chiropractor (A) who is licensed

as àuch by the State and (B) mho meets uniform minim,um standards promulgated by the Secretary under section 1861 (r) (5); and

(2) services which consist of treatment by means of manual
manipulation of the spine which the chiropractor is legally authorized to perform by the State.3

(ii) (1) For purposes of paragraph (16) of subsection (a), the term
iApplies to services performed on or after date of enactment.
Applies to services furnished after Dec. 31, 1972.
Applies to services furnished after June 30, 1973.
'3&-17&-—72—7O
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'inpatzent p8ychiatrzc hospital 8ervice8 for indivZdUCJ8 under age f1"
includes only—

(A) inpatient 8ervzce8 whkh are provided in an ifl8titut On

which is accredited as a psychzatrzc ho8pital by the Joint Commission on Accreditation of Hospitals;
(B) inpatient services which, in the case of any individual, involves active treatment (which meets such standard8, as may be
prescribed pursuant to title XVZII in regulations by the Secretary) of 8uch individual; and
(C) inpatient ervwe which, in the case of any individual, are
providcd prior to (A) the date such individual attains age £1, or
(B) in the case of an individual who was receiving such servwe8

in the period immediately preceding the date on which he attained age p21, (i) the date such individual no longer requires
such servwe8, or (ii) if earlier, the date 8uch individual attains
age 22;
Such term does not include services provided during any cal()
eridar quarter under the State plan of any State if the total amount
of the funds expended, during such quarter, by the State (and the
politica.Z subdivisions thereof) from non-Federal funds for inpatient
services included under paragraph (e) (1), and for active psychiatric

care and treatment provided on an outpatient basis for eligible

mentaJ.l4/ ill children, is less than the average quarterly amount of
the funds expended, during the 4-quarter period ending December 31,
.1.971, by the State (and the political 8ubdivisions thereof) from nonFederal funds for such services.
Advisory Council on Medical Assistance
[Sec. 1906. For the purpose of advising the Secretary on matters of
general policy in the administration of this title (including the relationship of this title and title XVIII) and making recommendations
for improvements in such administration, there is hereby created a
Medical Assistance Advisory Council which shall consist of twenty-one

persons, not otherwise in the employ of the United States, appointed
by the Secretary without regard to the provisions of title 5, United
States Code, governing appointments in the competitive service. The
Secretary shall from time to time appoint one of the members to serve
as Chairman. The members shall include representatives of State and
local agencies and nongovernmental organizations and groups concerned with health, and of consumers of health services, and a majority of the membership of the Advisory Council shall consist of representatives of consumers of health services. Each member shall hold

office for a term of four years, except that any member appointed
to fill a vacancy occurring prior to the expiration of the term for
which his predecessor was appointed shall be appointed for the
remainder of such term, and except that the terms of office of the
members first taking office shall expire, as designated by the Secretary
at the time of appointment, five at the end of the first year, five at the
end of the second year, five at the end of the third year, and six at the
end of the fourth year after the date of appointment. A member shall

not be eligible to serve continuously for more than two terms. The
Secretary may, at the request of the Council or otherwise, appoint

1101

such

Sec. 1908(c)

special advisory professional or technical committees as may be

useful in carrying out this title. Members of the Advisory Council
and members of any such advisory or technical committee, while
attending meetings or conferences thereof or otherwise serving on
business of the Advisory Council or of such committee, shall be
entitled to receive compensation at rates fixed by the Secretary, but
not exceeding $100 per day, including travel time, 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 service employed intermittently. The Advisory
Council shall meet as frequently as the Secretary deems necessary.

Upon request of five or more members, it shall be the duty of the
Secretary to call a meeting of the Advisory Council.] 1
Observance of Religious Beliefs

Sec. 1907. Nothing in this title shall be construed to require any

State which has a plan approved under this title to compel any

person to undergo any medical screening, examination, diagnosis, or
treatment or to accept any other health care or services provided under
such plan for any purpose (other than for the purpose of discovering
and preventing the spread of infection or contagious disease or for

the purpose of protecting environmental health), if such person
objects (or, in case such person is a child, his parent or guardian
objects) thereto on religious grounds.

State Programs for Licensing of Administrators of Nursing
Homes

Sec. 1908. (a) For purposes of section 1902(a) (29), a "State program for licensing of administrators of nursing homes" is a program
which provides that no nursing home within the State may operate
except under the supervision of an administrator licensed in the manner provided in this section.
(b) Licensing of nursing home administrators shall be carried out
by the agency of the State responsible for licensing under the healing
arts licensing act of the State, or, in the absence of such act or such
an agency, a board representative of the professions and institutions
concerned with care of chronically ill and infirm aged patients and
established to carry out the purposes of this section.
(c) It shall be the function and duty of such agency or board to—
(1) develop, impose, and enforce standards which must be met
by individuals in order to receive a license as a nursing home
administrator, which standards shall be designed to insure that
nursing home administrators will be individuals who are of good
•

character and are otherwise suitable, and who, by training or

experience in the field of institutional administration, are qualifled to serve as nursing home administrators;
(2) develop and apply appropriate techniques, including examinations and investigations, for determining whether an individual meets such standards;
1

Repealed

enactment.

effective on the first day of the third calendar month following month of
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(3) issue licenses to individuals determined, after the application of such techniques, to meet such standards, and revoke or
suspend licenses previously issued by the board in any case where
the individual holding any such license is determined substantially to have failed to conform to the requirements of such standards;
(4) establish and carry out procedures designed to insure that
individuals licensed as nursing home administrators will, during
any period that they serve as such, comply with the requirements
of such standards;
(5) receive, investigate, and take appropriate action with respect to, any charge or complaint filed with the board to the effect
that any individual licensed as a nursing home administrator has
failed to comply with the requirements of such standards; and
(6) conduct a continuing study and investigation of nursing
homes and administrators of nursing homes within the State 'with

a view to the improvement of the standards imposed for the

licensing of such administrators and of procedures and methods
for the enforcement of such standards with respect to administrators of nursing homes who have been licensed as such.
[(d) No State shall be considered to have failed to comply with
the provisions of section 1902 (a) (29) because the agency or board of
such State (established pursuant to subsection (b)) shall have granted

any waiver, with respect to any individual who during all of the

calendar year immediately preceding the calendar year in which the
requirements prescribed in section 1902(a) (29) are first met by the

State, has served as a nursing home administrator, of any of th

standards developed, imposed, and enforced by such boa.rd pursuant
to subsection (b) (1) other than such standards as relate to good character or suitability if—
(1) such waiver is for a period which ends after bemg in effect
for two years or on June 30. 1972, whichever is earlier, and

(2) there is provided in the State (during all of the period

for which waiver is in effect), a program of training and instruction designed to enable all individuals, with respect to whom any
such waiver is granted, to attain the qualifications necessary in
order to meet such standards.
(e) (1) There are hereby authorized to be appropriated for fiscal
year 1968 and the four succeeding fiscal years such sums as may be
necessary to enable the Secretary to make grants to States for the pur-

pose of assisting them in instituting and conducting programs of
training and instruction of the type referred to in subsection (d) (2).
(2) No grant with respect to any such program shall exceed 75 per
centum of the reasonable and necessary cost, as determined by the
Secretary, of instituting and conducting such program.]
(d) There are authorized to be appropriated for fiscal years 1973
and 1974 such sums as may be necessary to enable the Secretary to make

grants to States for the purpose of as8 sting them in instituting and

conducting programs of 8U7)7)lemefltal traimng and instruction for persons who are employed as administrators of intermediate care facilities
in order to enable 8uch administrators to comply with such standards
as may be prescribed by the Secretary.
[(i)] (e) For the purpose of advising the Secretary and the States
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in carrying out the provisions of this section, there is hereby created a
National Advisory Council on Nursing Home Administration which

shall consist of nme persons, not otherwise in the employ of the

United States, appointed by the Secretary without regard to the provisions of title 5, United States Code, governing appointments in the
competitive service. The Secretary shall from time to time appoint
one of the members to serve as Chairman. The members shall include,
but not be limited to, representatives of State health officers, State
welfare directors, nursing home administrators, and university programs in public health or medical care administration.
(2) In addition to the function stated in paragraph (1) of this subsection, it shall be the function and duty of the Council (A) to study
and identify the core of knowledge that should constitute minimally
the training in the field of institutional administration which should
qualify an individual to serve as a nursing home administrator; (B)
to study and identify the experience in the field of institutional administration -that a nursing home administrator should be required to
possess; (C) to study and develop model techniques for determining
whether an individual possesses such qualifications; (D) to study and
develop model criteria for granting waivers under the provisions of
subsection (d); (E) to study and develop suggested programs of training referred to in subsection (d) ; (F) to study, develop, and recommend programs of training and instruction for those desiring to pursue
a career in nursing home administration; (G) to complete the functions
in (A) through (E) above by July 1, 1969, and submit a written report
to the Secretary which report shall be submitted to the States to assist
them in carrying out the provisions of this section.
(3) Members of the Council, while attending meetings or confer•ences thereof or otherwise serving on business of the Council shall be
entitled to receive compensation at rates fixed by the Secretary, but
not exceeding $100 per day, including travel time, 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 service employed intermittently.
(4) The Secretary may at the request of the Council engage such
technical assistance as may be required to carry out its functions; and
the Secretary shall, in addition, make available to the Council such
secretarial, clerical, and other assistance and such pertinent data
obtained and prepared by the Department of Health, Education, and
Welfare as the Council may require to carry out its functions.
(5) The Council shall be appointed by the Secretary prior to July
1, 1968, and shall cease to exist as of December 31, 1971.
E (g)](f)

As used in this section, the term—
(1) "nursing home" means any institution or facility defined as
such for licensing purposes under State law, or, if State law does
not employ the term nursing home, the equivalent term or terms
as determined by the Secretary, but does not include a Christian
Science sanatorium operated, or listed and certified, by the First
Church of Christ, Scientist, Boston, Ma.ssaehusetts 1; and
(2) "nursing home administrator" means any individual who

is charged with the general administration of a nursing home
whether or not such individual has an ownership interest in such

1

Effeetive on date o enactment.
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and whether or not his functions and duties are shared with
one or more other individuals.

home

Penalties 1
Sec.

1909. (a) Whoever—

(1) knowingly and willfully makes or causes to be made any
false 8tatement or representation of a material fact in any application for any beiie fit or payment under a State plan approved
under this title,
(2) at any time knowingly and willfully makes or causes to be
made any false statement or reprsentation of a material fact for
use in determining rights to such benefit or payment,
(3) having knowledge of the occurrence of any event affecting
(A) his initial or continued right to any such benefit or payment,

or (B) the initial or continued right to any 8uch benefit or payment of any other individual in whose behalf he has applied for
or is receiving such benefit or payment, conceals or fails to disclose

such event with an intent fraudulently to secure such benefit or
payment either in a greater amount or quantity than is due or
when no such benefit or payment is authorized, or

(4) having made appplication to receive any such benefit or

payment for the use and benefit of another and having received it,
knowingly and willfully converts such benefit or payment or any

part thereof to a use other than for the use and benefit of such

other person,
shall be guilty of a misdemeanor and upon conviction thereof shall be
fined not more than $10,000 or imprisoned for not more than one year,
or both.
(b) Whoever furnishes items or 8ervzces to an individual for 'which
payment is or may be. made in whole or in part out of Federal funds
'under a State plan approved under this title and who solicits, offers,
or receives any—
(1) kickback or bribe in connection with the furnishing of such
items or services or the making or receipt of such payment, or
(2) rebate of any fee or charge for referring any such individual to another person for the furnishing of such items or service8
shall be guilty of a misdemeanor and upon conviction thereof shall be
fined not more than $10,000 or imprisoned for not more than one year,
or both.
(c) Whoever knowingly and willfully makes or causes to be made,
or induces or seeks to induce the making of, any false statement or representation of a material fact with respect to the conditions or operation of any institution or facility in order that such institution or facility may qualify (either upon initial certification or upon recertification) as a hospital, skilled nursing facility, intermediate care facility,
or hom,e health agency (as those terms are employed in this title) shall
be guilty of a misdemeanor and upon conviction thereof shall be fined
not more than $2,000 or imprisoned for not more than 6 months, or
both.

(d) For purposes of this section the word "whoever" includes corpoNot applicable to any acts, statements, or representations made or committed prior

to enactment.
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rations, corn panies, associations, firms, partnership8, societies, and joint
stock colrtpanie8, as well as individuals.

Certification and Approval of Skilled Nursing Facilities
Sec. 1910. (a) The Secretary shall make an aqeement with any
St ate which is able and willing to do so under which the services of the

State health agen"y or other appropriate State or local agencies

(whichever are utilized by the Secretary pursuant to section 1864(a))
will be utilized by him for the purpose of determining whether an institution in such State qualifies as a skilled nursing facility for purposes of section 1902(a) (28). To the extent that the Secretary finds it
appropriate, any institution which such a State or local agency certifies to him to be a skilled nursing facility may be treated as such by the
Secretaii,.
(b) The Secretary shall advise the State agency administering the
medical assistance plan of his approval or disapproval of any institutzon certified to him as a qualified skilled nnrsinq facility for purposes
of section 1902(a) (28) and specify for each such institution the period
(not to exceed twelve months) for which approval is qranted, except
that the Secretary may extend such term for a period not exceeding
two months, where the health and safety of patients will not be jeopardized thereby, if he finds that such extension is necessary to prevent

irreparable harm to such facility or hardship to the individuals

being furnished items or sem'ice8 by such facility or if he finds it impracticable within such twelve-month period to determine whether
such facility is complying with the provisions of thi8 title and regulations thereunder. The State agency may enter into an agreement for
the provision of services and the making of payments under the plan
with any skilled nursing facility approved by the Secretary for a
period not to exceed the period of approval specified.

(c) The Secretary may cancel the approval of any skilled nursing
facility at any time if he finds that the skilled nursing facility fails
to meet the requirements contained in 8ectiOn 1902 (a) (28), or if he
finds grounds for termination of his agreement with suck institution
pursuant to section 1866(b). In such event the Secretary shall notify
the State agency and the skilled nursing facility that the approval of
eligibility of such institution to participate in the programs established

by this title and title XVIII shall terminated at ueh time as may be
specified by the Secretary. The approval of eligibility of any such institution to participate in such programs may not be reinstated unless
the Secretary finds that the reason for termination has been removed
and there is reasonable assurance that it will not recur.
(d) Effective July 1, 1973, no payment may be made to any State

under this title with respect to skilled nursing facility services furnished by any institution—
(1) which does not have in effect an agreement with the State
agency executed pursuant to subsection (b), or
(2) whose approval of eliqibility to participate in the pro qram.s
established by this title or title XVIII has been terminated by the
Secretary and has not been reinstated, except that payment may
be made for up to 30 days with respect to skilled nursinq facility
services furnished to any eligible individual who was admitted to
such institution prior to the effective date of such termination.
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TITLE XX—FEDERAL GUARANTEED EMPLOYMENT
OPPORTUNITY PROGRAM FOR HEADS OF FAMILIES
WITH CHILDREN
PART A—AUTHORIZATION OF APPROPRIATIONS
SEC. 93001. For the purpose of enabling families wit/i children to
achieve 8elf-sufflciency through employment, by placing family heads
in jobs in the regular economy or in guaranteed job opportunities with

the Work Admini8tration, and by providing child care and other

servzce8 necessary for placement of family heads in such jobs, and for
the purpose of making low-wage jobs more remvnerative for family
heads through a program of wage sup plements, there are authorized
to be appropriated for each fiscal year such sums as may be necessary
to carry out the provisions of this title.

PART B—GUARANTEED EMPLOYMENT OPPORTUNiTY,
WAGE SUPPLEMENT, AND INSTITUTiONAL TRAINiNG

SUBPART 1—GUARANTEED EMPLOYMENT
OPPORTUNITY

Eligibility
SEc. 93010. (a) Every individual who is a head of family (as defined
in 8ection 93071(f)), who is a citizen of the United States (or an alien

lawfully admitted for permanent residence in the United States or
otherwise permanently residing in the United States under color of
law), and who files an application in accordance with regulations
prescribed by the Work Administration, shall (subject to subsection
(b)) be eligible to be provided a job in guaranteed emplcnjment (as
defined in section 92071 (c)) in accordance with the provisions of thz
title.

(b) (1) No individual shall be placed in a job in guaranteed em-

ployment—

(A) for any week for which he is a substantially full-time
student;
(B) for any week for which he receives unemployment compensation under any State or Federal unemployment compensation law;
(C) for any week with respect to which the family, of which

8uch individual is the head, receives unearned income (as defined
in section 2071 (i)) of more than $58;

(D) during any calendar year for which the family, of which
such individual is the head, has received income of more than
$5,600, dud during any period (consisting of not 7558 than one
(1107:)
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week) in which such family is receiving income at a rate of more

than $5,600 per year;

(E) if such individual has without good cause voluntarily left
regular employment, for any week which begins within the 6O-do

period conwmenoing on the date such individual so left sue
employment;

(F) if such individual has been discharged from regular employment for misconduct, for any week which begins (i) within
the 60-day period commencing on the date suck individual was so
discharged, or (ii) within such longer period (which commences
on such date but which 8hall not exceed 6 months) as the Work
Administration shall pre8cribe in cases where an employee is dieckar2ed for gross or malicious misconduct;
(Cr) for any wee/c for which 8uch individual is unemployed on
account of a labor dispute at the e8tabl2shment where he was last
emjloyed, unle88 8uch individual (i) is not directly interested in
and has not participated in 8uch dispute, and (ii) is not a member
of any group of employees which is directly interested in, financing, or participating in, such dispute;
(H) if such individual has refused to accept regular employInent to which he was referred by the Work Administration, for
any day—
(i) prior to the second day following the date he 80 refused
to accept such employment (in case such individual has on
only one occasion 80 refused to accept such employment)
(ii) during the 7-day period which commences on the late
he last so refused to accept such employment (in case such
individual ha8 only on two occasions so re/used to accept such
employment); or
(iii) during the 30-day period which commences on the
date he last 80 refused to accept such employment (in case
such individual has on more than two occasions 80 refused
to accept such employment).
(2) 1/ any family receives unearned income on other than a wee/cl

basis, the Work Administration 8hall, for purposes of paragrap

(1) (C), allocate such income to 8uch wee/cs as may be approprzate.
(3) No individual who leaves regular employment after having had
approved by the Work Administration a petition to do so under 8ub8ectwn (c) shall, for purposes of paragraphs (1) (K) and (H), be considered, by reason of leaving such employment, to have left regular em-

ployment without good cause or to have refused to accept regular
employment to which he was referred by the Work 'Administration.
(c) If any individual i8 dissati8 fled with the job in regular employment to 'which, he has been referred by the lVork Administration he
may. after having completed 30 days of service in such job, file with
the Work Administration (in accordance with regulations prescribed
by it) a petition to leave such job. I/the Work Administration determines, in the case of any individual who has filed such a petition, that

such job imposes a hardship on such individual or is not consistent
with his skills and abilities, in light of the employment opportunities
available in the area wherein such individual resides, it may approve
such petition. Petitions under thi8 subsection shall be considered in
accordance with the provisions of 8ection 2059(d).
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Work Assignments

Ss'c. 9d011. (a) Every eligible individual (as prescribed in section
P2010) shall be assigned work in guaranteed employment not later than

the first day of the first workweek which begins after the date such
individual's application to participate in guaranteed employment is
approved by the Work Administration.
(b) In the case of a family which does not include any child under
age 6, the work schedule for an eligible individual from such family,
who is the mother of a child in such family (or, if there is no such
mother in such family, is the father of a child in such family), shall
he so arranged as not to require such individual to be at a worksite
where he cannot supervise children in the family during hours that
they are not in sàhool unless—

(1) there i8 included among the members of the household of
such individual a person (other than such eligible individual),
who is capable of providing supervision for such children during
such hours;
(93) an adult person (other than 8uch eligible individual and
such person) is available to provide supervision for such children
during 8uch hours; or
(3) child care is available for such children during such hours.

Hours of Work and Rate of Pay
&a. 20193. (a) Each individual who is placed in guaranteed employment shall (except as is otherwise provided in sub8ection (c)) be provided the opportunity to work such number of hours per week (at a
rate of pay equal to three-fourths the minimum wage, as defined in
section 93071(d)), as may be required to enable him to earn $48 per
week.

(b) No individual 8hall be paid for any hour for which he does not
actually perform (in accordance with the direction of his supervisor)
the duties to which he is assigned (including child-care, household, and
similar duties which he is assigned to per! orm, at his own home).
(c) If during any week any eligible individual performs services
(other than services performed under guaranteed employment) as an
employee, the number of hours for which he would otherwise have
the opportunity to work under guaranteed employment for such week
shall be reduced by the number of hours he performs such 8ervwe8;
except that, in determining the number of hours during any week for
which such individual performs such services, the Work Administration may disregard not more than P20 hours if it determines that there
is work available for such individual under guaranteed employment
during the hours for which his workweek under guaranteed employment would otherwise be reduced.

Participant8 Not Employees
SEC. 93013. Participant8 in guaranteed employment shall not, by rea-

son 0/the 8ervices performed by them in guaranteed .eimployment, be
considered to be employees within the meaning of any State law or
any Federal law (other than this title) which defines, prescribes con-

Sec. 2014
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ditions or limitations with respect to, or otherwise regulates, hours of
work, rates of pay, or other conditions of employment, or which imposes any duty upon an employer with respect to his employees; and
8uch participants shall not be entitled to any remuneration or benefits,
on account of the performance of such services, other than the pay
nd benefits specifically authorized by this title.

Special Provisions for Puerto Rico
SEc. 2014. (a) Each individual in Puerto Rico who is placed in guar-

anteed employment 8liall (except as otherwise provided in section
2012(c)) be provided the opportunity to work each week for a number of hours equal to whichever of the following is the smaller: (1)
40, or (2) the number which, when multiplied by the rate of pay preecri bed in subsection (b),produces $48.

(h) The rate of pay for hour8 of work in guaranteed employment
in Puerto Rico shall be equal to three-f ourths of the lowest wage
rate pre8crzbed by an industry committee under section 5 of the Fair

Labor Standard8 Act of 1958 (29 U.S.C. 205) which, when combined
with all other lower industry committee rates for Puerto Rico, is applicable to at least 5 per centum of the total work force, in the Commonwealth of Puerto Rico, which is subject to the minimum wage rate under 8uch Act.

SUBPART 2—EMPLOYMENT WITH WAGE SUPPLEMENT

Eligibility
&c. £080. Every individual who is a head of family (as defined
in 8ection 2071(1)) and is a citizen of the United States (or an alien
lawfully admitted for permanent residence in the United States or
otherwe permanently residing in the United States under color of
law) and who—
(a) is employed in regular employment (as defined in section
2071(b)) in the United States (but not in the Commonwealth
of Puerto Rico) —
(1) which is compensated at a rate which—

(A) is not les8 than the applicable rate (if any) re-

quired under Federal, State, or local law, and

(B) is les8 than (but not less than three-fourths of)

the minimum wage (as defined in section 2071(d)), and
(2) in a position the compensation for which—
(A) has not, during the three-month period precedin

the date on which such individual is placed in sue
position, been reduced, or (if such compensation has
been reduced during 8uch period) the Work Administration is 8atis fled (on the basis of evidence presented to it)
that such compensation was not reduced in contemplation of the availability of the payment of wage supple-

ment benefits under this sub part with respect to 8ucli
position, and

(B) is not reduced during the period that such individual 28 employed in such position, unles8 (i) such
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compensation is reduced after such individual has been

employed in such position for a three-month period, or
(ii) the Work Administration is satisfied (on the basis
of evidence presented to it) that the reduction in such
compensation is or was not made because of the availability of the payment of wage supplement benefits under
this part with respect to such position;

(b) makes aoplication (filed in such form and manner and
with such official as may be prescribed under regvlations pre-

scribed by the Work Administration) for wage supplement
benefits;

shall be entitled to receive the wage supplement payments authorised
by this part for each week that the conditions of clauses (a) and (b)
are met, comrme'icing with the week following the week in which his
application for such benefits is filed with the Work Administration.

Amount of Wage Supplement
SEC. 2081. (a) For each week, any individual who is entitled to wage

supplement benefits under this subpart shall be paid a wage supplement equal to the amount produced by multiplying (1) the number of
hours (not in excess of 40) for which such individual performed services (whether or not for the same employer) in regular employment

(which meets the requirements of section 2080(a)) by (2) three-

fourths of the excess of (A) the minimum wage (as defined in section

2071(d)) over (B) the hourly wage (as defined in subsection (a))

paid or payable to such individual for the services performed by him
in such employment.

(b) The term "waqe", as used in subsection (a) (2) (B), shall have
the meaning assign&I to such term'by 8ection 3(m) of the Fair Labor
Standards Act of 1938.

SUBPART 3—INSTITUTIONAL TRAINING
Eligibility

SEC. 2041. (a) Any individual who is eligible (under section
2010(a)) to be provided a job in guaranteed employment may volun-

teer to participate in the institutional training program established

under section 2055.

Applications for Training

SEC. 2042. The Work Administration ehall not approve the application of any individual for in8titutional training unle8s—

(a) the training involved can be completed within one year

after it is commenced;
(b) the Work Administration determines that—
(1) such individual is capable of success fully completing
8UCh training, and
(2) successful completion of such training by uc1i individ-

ual will enable him to secure a job in regular employment
which is related to such training or to engage in 8e1f-eraployment which is related to 8ueh training.

Sec. 2043(a)
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Hours of Work and Training
SEC. 2043. (a) Any individual participating in in8titutional training
8hall for any week be entitled to be placed in a job in guaranteed employment /or the hours in such week in which lie is not engaged in
8uch training; except that during no such wee/c 8hall the—

(1) number of hour8 during which he receives such train-

ing; plus
(2) the number of hour8 during which he performs serviee8 in
regular and guaranteed employment;
exceed 40 hours.

Training Stipends
SEC. 2044. (a) Every individual participating in institutional training under this subpart shall be paid, on a weekly basis, a stipend equal
to % of the m,inimuni wage (as defined in section 2071 (d)) for each
hour for which he (1) participates in such training, and (2) does not
receive any other compensation.
(b) In addition, any such individual, upon the successful completion of institutional training, shall be paid an amount equal to JQ per
centum. of the total amount paid to him as stipends under subsection

(a).

PART C—DUTIES OF WORK ADMINISTRATiON

In General
SEC. 2051. (a) it shall be the duty and responsibility o/the Work
Administration to promote the economic self-sufficiency of families
with children by providing to eligible heads of such families employnent opportunities and the services necessary to take advantage of
such opportunities.
(b) in carrying out the duty and responsibility imposed by subsection (a), the Work Administration shall—

(1) conduct a nationwide program to develop and promote

new jobs for eligible heads of families with children, to identify
unfilled jobs, and to place such familiy heads in such jobs;
(2) develop, in cooperation with State and local govern'ment8,
projects to fill unmet public needs or otherwise to serve a useful
public purpose;
(3) provide guaranteed job opportunities to carry out such projects and to furnish services necessary to enable such family heads
to undertake employment;
(4) provide and arrange for chiki care and other su7portive
services necessary to enable such family heads to take advantage
of employment opportunities;
(5) arrange transportation. assistance where necessary to promote job opportunities in regular emyloyment;
(6) provide training leading to jobs;
(7) provide to such family heads the benefits authorised under

this title;
(8) perform 8uch other function8 a8 are necessary or appropriate to achieve the purposes of this title;
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in accordance with the provisions of this title and utilizing, to the

maximum extent feasible, eligible family heads to carry out such
functions.

Job Development and Job Placement in the Regular Economy
Ss'c. 2052. (a) The Work Administration shall carry out a program
to develop and solicit job opportunitze8 for eligible family heads with

children. In carrying out such program, the Work Administration

shall cooperate closely with employers, employer groups, labor organizations, and other public and private organizations interested in job
development programs, in each area of the Nation.
(b) The Work Administration shall, whenever possible, place an

individual, who is an eligible applicant for or participant in guar-

anteed employment, in regular employment.
(c) The Work Administration, in carrying out it8 dutie8 under this
section, shall cooperate with and utilize the services of State agencies
maintaining employment offices under the Wagner-Peyser Act (29
U.S.C. 49 et seq.) and any other public or nonprofit private manpower
agencies or organizations; and all such agencies and organizations
which are supported (wholly or in part) by Federal funds shall cooperate with the TVork Administration in the carrying out of its duties
under this section. The Work Administration is further authorized to

take such other measures as it deems appropriate to facilitate the

placement in regular employment of eligible family heads with children; except that the YTork Administration shall not pay any fee or
similar charge to any employment agency for its services in placing
any individual in employment.
(d) To the maximum extent feasible, the Work Administration 8hall
take account of each individual's education, prior work experience,
aptitudes, and interests, with a view to assigning each individual to
the available job opportunity for which he is most suited and which
will be most likely to maximize the family income or otherwise best
promote the well-being of his family.
(e) (1) In order to increase job opportunities, the Work Administration may enter into contracts with regular public or private employers under which—
(A) participants in guaranteed employment will be assigned,
on a temporary basis, to provide 8ervices for or on behalf of such
employers,

(B) such employers will pay to the Work Administration an

amount equal to—

(i) the aggregate value of the wages and employment-

related bene fits to be provided to such participaflt8, plus
(ii) a reasonable amount to compensate the Work Administration for expenses incurred in making the 8ervices of such
participants available to such employers.

(2) The value o/the wages (as referred to in paragraph (1) (B)

(i)) attributable to any participant shall be computed on the basis of
the prevailing wage (in the locality concerned) for the work to be
perforned by him, or, if higher, the wage rate (if any) which the employer, on whose behalf such work is to be performed, would be required to pay under applicable Federal, State, or local law, if sudi

Sec. 2053(a)
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participant performed 8ucli work as an employee of such employer.
The value of em.ployment-related benefits (as referred to in paragraph

(1) (B) (s)) attributable to any participant shall be equal to tho8e

benefits (if any) prevailing (in the locality concerned) for work simi-

lar to that to be performed by him, or, if greater, those benefits (if
any) which the employer, on whose behalf 8uch work is to be performed, would be required under applicable Federal, State, or local

law to provide to such participant, if such participant performed 8UCh
work as an employee of such employer.
(3) (A) Any participant in guaranteed employment who is as8igned,

under a contract entered into under this subsection, to perform 8ervices for any employer shall receive (or have paid on hz behalf), for
the services performed by him for such employer, compensation equal
to the value of the wages and employment-related benefits (as determined under paragraph (2)) attributable to the 8erVices performed by
him.

(B) Subject to paragraph (3), in any case in which the Work Administration determine8 that it is impractical to provide in kind to
a participant the employment-related benefits to which he is entit7ed
under the preceding provisions of this subsection, the Work Adminis$ration may pay to such participant a dollar anwuiu wkich it determines to be equivalent to the value of such benefits.
(4) The Work Administration 8hall certify to the Secretary of the

Treasury (for purposes of the administration of the work bonus program e8tablzslied by chapter 97 of the Internal Revenue Code of .7954
and in accordance with 8uch procedu)res as may be prescribed by the
Secretary of the Treasury) with re8pect to each participant who performs, under a contract entered into under this 8ub8ection, service8 on
behalf of any emploj,,er, any amount which—
(A) is paid by the Work Administration under this 8ub8eCtiOfl

to such participant to compensate him for the value o/the wages
attributable to the performance of 8uch 8ervices by him
(B) does not, and would not (if 8u'cli 8ervices had seen performed by such participant as an employee of such employer),
constitute wages (within the meaning of section J09), and

(C) would (except for the provisions of section 209(g) (2)

and (3), 8ection 209(h) (2), and 8ection 209(j)) constitute wages
(within the meaning of 8ection 209), if such services had been per-

formed by 8uch participant as an employee of such employer.

Guaranteed Job Program
Ss'c. 2053. (a) The Work Administration 8hall develop (whenever

pos8ible through arrangements with public and private nonprofit
agencies and organiaation8) work pro ject8, which serve a useful pwbtzc

purpose, to which participants in guaranteed employment will be
a88igned.

(b) The Work Administration shall not develop or participate in
any work project, if the assignment of participants in guaranteed
employment to work in such project would result in (1 the displacement of any regular employee who would otherwise te engaged in
work on such project, or (2) in the performance of services which
would otherwise be performed by regular employees.
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(c) The Work Administration shall, in assigning individuals to any
work project in any State, comply with the laws of such State which
regulate or restrict employment of minors.

Child Care and Other Supportive Services

SEC. 2054. (a) (1) if any individual is eligible to participate in
guaranteed employment and desires to participate in the employment
and training program established by this title, the Work Administration shall (in case such individual is the head of a family headed by
an employable person, within the meaning of section 411(q) (1) and
(2)), and may (in case stwh individual is the head of any other family), provide directly or through arrangements with others (including
arrangements by purchase) such child care and supportive services as
may be necessary to enable such individual to participate in the employment and training program established by this title and to accept
or retain, a job in regular employment.
(2) Child care services provided by the Work Administration shall
be provided by its Bureau of Child Care under title XXI.
(b) The Work Administration shall provide appropriate counseling for any employable mother ('with no child under age 6) who is

eligible to participate in guaranteed employment but who fails or
refuses to (10 50. if her failure or refusal to do so is deterimental to
welfare of the children in the family. During the period that she so
fails ,or refuses to participate in guaranteed employment, the Work
Administration may, for the period that such individual is receiving
such counseling (but not for more than one month), make payments
to such individual in an amount equal to the amount of the payments
which would have been payable to such individual if she were particpating full time in guaranteed employment.

Institutional Training
&c. 2055. (a) The Work Administration is au.thoried to establish
and conduct institutional training programs for individuals whose
application for such. training has been approved under section 2042;
except that 'no such program shall involve any course of training
which is greater in duration than one year.

(b) If any such individual can secure appropriate training under
any program conducted by a public or nonprofit private agency
(other than the Work Administration), the TVork Administration
shall refer such individual for training under such program, and in
any such case, all of the costs of such training shall be borne by such
other program.

Transportation Assistance

SEc. 2056. (a) Whenever the Work Administration determines that
a job opportunity is available in regular employment .for a participant
in qua'anteed employment, but that such participant is 7?revented from
taling advantage of such opportunity because of the time required in
comnuting between his home and the workeite of' such. job is excessive in terms of the normal eommutinq time required for work in the

labor market area, the Work Administration is authorised to make
78—I 78—72.--———71
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such arrangements as are necessary to assist in reducing the commuting time for such participant to the normal commuting time required
for work in the labor market area.
(b) The Work Administration, in providing any such transportation assistance to such participants shall (except in unusual circumstances where such assistance is necessary to provide job opportunities
in regular employment for such participants) provide such assistance
under arrangements whereby such participants or the employer or
other person on whose behalf sue/i participants provide services, assume all of the costs of providing such assistance.

Payments of Benefits
&c. 2057. (a) (1) The Work Administration shall pay wage supplement benefits to individuals entitled thereto on a weekly basis.

(2) (A) The Work Administration shall, whenever it determines
that it is appropriate to do so, enter into an agreement with a State,

or with an agency administering the unemployment compensation law
of a State, under which the State agency shall—

(i) pay, as agent of the Work Administration, wage supplement benefits to individuals who are entitled thereto and who
reside in the State; and
(ii) otherwise carry out such administrative duties in connection with the payment of wage supplement benefits to such individuals as shall be specified in the agreement,

and the Work Administration shall pay to such agency (in advance
or by way of reimbursement) for the reasonable and necessary costs
incurred by the State agency in carrying out the agreement.
(B) Each 8uch agreement shall provide the terms and conditions
under which it may be amended or terminated; except that no such
agreement shall be effective for any period after December 31, 1974.
(b) (1) (A) The Work Administration shall (subyect to the succeeding sentence) pay to each eligible family head (as defined in paragraph (2)) who resides in a State, which has increased the amount of

the aid (in the form of money payments) under its State plan (ap-

proved under part A of title IV) to compensate recipients of aid thereunder for the loss (by reason of the enactment of the Social Securitu
Amendments of 1972) of eligibility for food stamps, an amount equal
to the amount by which such aid has been increased to compensate for
such loss, in the case of families (who are entitled to such aid) having
the same family income and the same number of members as the number of family members in the family of such eligible family head. If
the amount payable under the preceding sentence to any eligible family head for any month would cause the family total income (including such amount) of the family of which such family head is a member to exceed the amount of aid (in the form of money payments)
under 8uch State plan to a family (without other income or resources)
of the 8ame size as that of the family of such family head, then such
amount shall be reduced (but not below zero) by an amount equal to
the excess of the amount such income over the amount of such aid.
(B) Payments to which any eligible family head is entitled under

subparagraph (A) shall be paid by the Work Administration on a
monthly basis.
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(2) For purpo8e8 of paragraph (1), the term. "eligible family head"
means an individual who—
(A) i8 a male individual who—
(i) is participating in guaranteed employment,
(ii) 28 participating in employment with wage supplement, or

(iii) will, for the calendar year involved, be eligible for

payments under the work bonus program e8tablished by chapter 97 of the Internal Revenue Code of 1954; and

(B) is a member of a. family the children of which would be

eligible for aid under the State plan (approved under part A
of title IV) of he State in which such individual resides except
for the fact that they are not deprived of parental support or care
due to the continued absence from the home of their father.

Development of Jobs With Work Administration
SEC. 2058. The Work Administration shall, in securing reqwired
per8onnel for the administration of this title, give priority to eligible
applicant8 for or participants in guaranteed employment and to individuals who have successfully completed training provided under this
title.

Factual Determinationii

SEC. 2059. (a) Subject to subsection (b), the Work Administration
shall make all factual determinations concerning any rights or claims
of any individual to participate in or receive benefits under the employment and training program established by this title.
(b) (1) Nothing contained in 8Ubsectiofl (a) shall be construed to

preclude the Work Administration from delegating to a State the
duty and power to make determinations respecting entitlement to and
amount of wage supplement benefits, if an agreement with such State
has been entered into under sectio'n 2057 (relating to State administration of wage 8upplement benefits) and such agreement provides for
the delegation of such duty and power to such State.

(2) If any determination, concerning whether an individual has

left employment without good cause or has been discharged for misconduct, ha8, been made by a State agency administering a State law
approved under 8ectzon 3304 of the Internal Revenue Code of 1954
(relating to State unemployment compensation laws), the Work Administration 8hall adopt, as it own, such determination.
(c) No individual shall be disqualified from participation in guaranteed employment because he ha8 refused to accept new work under
any of the following conditions:

(A) if the position offered is vacant due directly to a strike,

lockout, or other labor dispute,
(B) if the wages, hours, or other conditions of work offered are
substantially less favorable to the individual than those prevailing
for 8imilar work in the locality, or
(C) if, as a condition of being employed, the individual would
be required to join a company union or to resign from or refrain
from joining any bona fide labor organization.
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(d) The Work Administration shall establish a panel, which 811a11
include participants in guaranteed employment, to con8ider, and make
recommendations to the Work Administration wit/i respect to, any
pet ition filed under section 2010(c).

Overpayments and Underpayments
Ss'c. 2060. Whenever the TVork Administration finds that more or

1e88 than the correct amount of benefits has been paid by it with respect

to any individual participating in the employment and training program established under this title, proper adjustment or recovery shall,
subject to the succeeding provisions of this subsection, be made by
appropriate adjustments in future payments to such individual or by
recovery from or payment to such individual (or by recovery from
his estate). The Work Administration may suspend or waive the collection of any overpayment for good cause.
PART D—ESTABLISHMENT AND ORGANIZATION OF
WORK ADMINISTRATION

Establishment and Organization
Sec. 2061. (a) There is hereby created a body corporate to be known
as the Work Administration.
(b) (1) The powers and duties of the Work Administration shall be
vested in a Board of Directors (hereinafter in this title referred to as
the "Board") which shall consst of three members (not more than two
of whom shall be members of the same political party), to be appointed
by the President, by and with the advice and consent of the Senate.
(2) One member of the Board s/jail, at the time of his appointment,
be(3)
designated by the President as the Chairman of the Board.
Each member of the Board shall hold office for a term of three
years, except that any member appointed to fill a vacancy which occurs
prior to the expiration of the term for which his predecessor was appointed shall be appointed for the remainder of such term, and except
that the terms of office of the members first taking office shall expire,

as designated by the President at the time of appointment, one on

June 30, 1974, one on June 30, 1975, and one on June 80, 1976.
(c) Vacancies in the membership of the Board shall not impair the
powers of the remaining, members of the Board to exercise the powers

vested in, and to carry out the duties imposed upon, the Work Ad-

ministration.

(d) Each member of the Board shall, durinq his tenure in office,
devote his time and energies to the work of the Work Administration

and shall not, during such tenure, engage in any other business or
employment.

(e) (1) The Board shall have the power to appoint (without regard
to the provisions of title 5, United States Code, governing appointments in the competitive service) such personnel as it deems necessary

to enable the Work Administration to carry out its functions under
this title. All per8onnel shall be appointed solely on the ground of their
fitness to perform their duties and without regard to political affiliation, sex, race, creed, or color. The Board may (without regard to the
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provisions of chapter 51 and subchapter ill of chapter 53 of title 5,

United States Code, relating to clas8ification and General Schedule
pay rate8) fix the compensation of personnel. The amount 0/the cornpensation payable to any employee 8/iall be reasonably related to the
compensation payable to State employees per/orning similar duties in
the State in which such employee is employed by the Work Admini.stratwn; except that, iii no case 8/1021 the amount of the compensation
payable to any employee be greater than that payable to Federal employees performing 8imilar services. For purposes of the preceding
sentence, personnel employed in the principal office of the Work Administration 8ha21 be deemed to be perforininq services in the District
of Columbia (which 8h02l be deemed to be a State for 8ucli purpose8),
and personnel performing 8e1'vice8 in more than one State shall be
deemed to be employed in the State in which their principal office or
place of work is located.
(2) The Board is authorized to obtain the services of experts and
consultants on a temporary or intermittent basi8 in accordance with
the provisions of 8ection 310901 titleS, United States Code, but at rate8
not to exceed the pr diem equivalent of the rate authorized for CS—iS
by section 5332 of such title.

Duties and Powers
Sec. 2062. It 8hall be the duty and function of the Work Administration to e8tablish and carry out (in accordance with the provisions of
this title) the programs and activities authorized under this title, and
the Work Administration, in carrying out its duties and functions,
8hall have the power—

(1) to adopt, alter, and use a corporate seal, which 811011 be
judicially noticed;
(2) to adopt, amend, and repeal bylaws designed to enable
it to Carr? out its duties and functions;
(3) in t8 corporate name, to sue and be sued, and to complain
and to defend, in any court of competent 2uri8diction (State or
Federal), but no attachment, injunction, or similar process, mesne
or final, 8hall be issued against the property of the Work Administration or against the Work Admini8tration with respect to its
property;
(4) to conduct it8 bu8ine8s in any State;
(5) to enter into and perform contracts, leases, cooperative
agreement8, or other transactions, on such terms 08 it may deem
appropriate, with (i) any agency or instrumentality of the United
State8, (ii) any State, or any agency, instrumentality, or politcal
subdivision thereof, or (iii) any other person or agency;
(6) to execute, in accordance with its bylaw8, all in8tr'uments
necessary or approprzate to the exercise of its powers;
(7) to acquire (by purchase, gift, devise, lease, or 3ublease),
and to accept jurisdiction over and to hold and own, and dispo8e
of by 8ale, lease, or sublea8e, real or personal properfry, or any
interest therein, for its corporate purpo8e8;
(8) to accept gift8 or donations of services, or of property
(whet1r real, per8onal. or mixed, or whether tangible or intangible), in aid of any of the purposes of this title;
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(9) to enter into arrangements under which the Work Admini8tration wi/i, in carrying out its duties and functions, utilize (on
a reimbursable or other basis) the services of any agency or prograin of the United States or of any State, or any political subdivision thereof;
(10) to study and evaluate its activities under this title; and
(11) to do amy and all things necessary, convenient, or desira-

ble, to carry out, in accordance with the provisions of this title, the
programs, activities, duties, and functions authorized or required

by this title.

Location of Offices
Src. 2063. (a) The principal office of the Work Administration shall
be located in the Dstrict of Columbia. For purposes of venue in civil
actions, the lVork Administration shall be deemed to be a resident of
the District of Columbia.
(b) The Work Administration 8/jail establish offices in each malor
urban area, and in such other areas as it deems to be necessary in order
effectively to carry out its duties and functions.

Taxation
SEC. 2064. The Work Admhzistration, it property, assets, and income 8hall be exempt from taxation of any and every type and form,
whether impo8ed by the United States, or by any State, or any political
subdivision thereof.

Reports to Congress
SEC. 2065. 7'he Work Administration shall not later than January
30, 1975, and not later than January 30 of each year thereafter, 8ubmit to the Con gress a full and complete written report on its activities
during the preceding calendar year. There shall be included in such
report 8uch data and information as may be required fully to apprise
the Congress of the action (if any) which the Work Administration
has taken to improve the employment and training program conducted by the Work Administration, together with a statement regarding the future plans (if any) of the lVork Administration to improve
uc1i program.
Applicability of Other LawS

SEC. 2066. (a) Except as is otherwise provided in this part, the
Work Administration, as a wlwlly owned Government corporation,

8hall be subject to the Government Corporation Control Act (31
U.S.C. 841—871).

(b) The provisions of section 3648 of the Revised Statutes as

amended (31 U.S.C. 529), relating to advances of public moneys and
certain other payments, shall not be applicable to the TVork Administration.

(c) The provisions of section 3709 of the Revised Statutes, as
amended (41 U.S.C. 5), or other provisions of law relating to competitive bidding, shall not be applicable to the Work Administration.
(d) Except as otherwise provided in this title, all Federal laws dealing generally with agencies of the United States shall be deemed to be
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applicable to the Work Administration, and all law8 dealing generally

with officers and employees of the United States 8hall be deemed to be
applicable to officers and employees of the Work Administration (but

not to individuals providing dervices to the Work Administration
wile they are partzczpant8 in the employment and training program

e8tabli8hed pursuant to this title).
(e) All general Federal penal 8tatute8 relating to larceny, embezzlement, conver8ian, or to the improper handling, retention, use, or dis-

posal of moneys or property of the United States 811a11 apply to
moneys and property of the Work Administration.

Collection and Publication of Statistical Data
SEC. PO67. The Work Administration shall collect, classify, and
publish, on a monthly and annual basis, statistical data relating to
its oyerations and the number of individuals participating in the
employment and training program àonducted by the Work 4dministration, the number of participants in each type of employment or

training provided under the program, and 8uch other data as may
be relevant in indicating the type, kind, and extent of the functions
performed and services provided by the Work Administration.
National Advisory Council
SEC. L?068. (a) (1) For the purpose of providing advice and recomrnendat2ons for the consideration of the Board in matters Of general
policy of the Work Administration in cari'ying out its purposes and
function8, and with res2ect to improvements in the admini8tration
by the Work Administration of the provisions of this title, there is
hereby created a Work Administration National Advisory Counc1

(hereinafter in this title referred to as the "National Advisory

Council").
(p3) The National Advi8ory Council 8hall be composed of the twelve
individuals, who shall be appointed by the Board (without regard to
the provisions of title 5, United States Code, governing appointments
in the eompetitive service), and who are not otherwise in the employ
of the United States.
(3) The members of the National Advisory Council shall be so selected as to include representative8 of private industry, labor. organizations, State and local governments, nonprofit organizations which
provide employment, àoaiai 8ervice organizations, and minority groups.

(b) Each member of the National Advisory Council shall hold

office for a term of three year8, except that an.y member appointed to
fill a vacancy occurring prior to the' expiration of. the term for which
his predecessor 'W08 appointed shall be appointed for the remainder
of such term, and except that the terms of office of the members first
taking office shall expire, as designated by the Board at the time of
appointment, four at the end of one year after the date on, which they
were appointed, four at the end of two years after the date on which
they were appointed, and four at the end of three years after the date
on which they were appointed.
(c) The iVational Advisory Couneil is authorized to engage 8uCh
technical os8i8tance a8 may be required to enable it to carry out its
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functions, and the Board shall, in addition, make available to the
National Advisory Council such secretarial, clerical and other assistance and such pertinent data prepared by the Work Administration
as such Council may require to carry out it8 functions.
(d) Members of the Council, shall, while serving on the business
of the Council, be entitled to receive compensation at the rate of $100

per day, including traveltime; and while serving away from their

homes or regular place8 of business, they shall be allowed travel expenses, including per diem in lieu of subsi8tence, as authorized by
section 5703 of title 5, United States Code, for persons in the Government service employed intermittently.

Local Advisory Councils

SEC. 2069. (a) The Work Administration shall establish in each
geographic area served by an office of the Work Administration, a
Work Administration Local Advisory Council (hereinafter in this title
referred to as a "Local Advisory Council").
(b) It shall be the dut,, and function of each Local Advisory Council, within the geographic area with respect to which it is established,

to identify and advise the local office of the Corporation of the job
openings available or likely to become available in such area, and to
encourage the establishment and development of job opportunities
within such area for individual8 who re8ide in such area and who are
participating in the employment and training program established

under this title.
(c) (1) Members of any Local Advisory Council shall be residents
of the geographic area with repect to which such Council is appointed.
(2) The members of each Local Advisory Council shall (A) be so
selected as to include representatives of private industry, labor organizations, State or local governments, nonprofit arganizatio'ns which

provide employment, social service organizations, and nvnority

groups, and (B) serve wit hout compensation.

PART E—DEFJNJTJONS
Definitions
SEC. 2071. For purposes of this title—

(a) The term "Work Administration" means the administrative
body e8tablzshed under section 2061.

(b) Tile term "regular employment" means any employment pro-

vided by a private or public employer, but doe8 not include guaranteed
employment.

(c) The term "guaranteed emplo,ment" means employment provided (in accordance with the provisions of this title) by the Work
Administration, but doe8 not include employment by 8uch Administration at a rate in excess of that specified in 8ection 2012.
(d) The term "minimum wage" means the hourly wage rate speci-

fied in section 6(a) (1) of the Fair Labor Standards Act of 1938 (29
U.S.C. 206(a) (1)), or $2.00 per hour, whichever is less.
(e) The term "family" means two or more individuals—

(1) each of whom (in the case of adult individuals) is the
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(or 8tepparent), grandparent (or step grandparent),
brother (or 8tepbrother), 8ister (or step8z8ter), uncle, aunt, fir8t
cousin, nephew, or niece, of .a child re/erred to in clause (2);
(2) at least one of whom is a child who is in the care of or dependent upon another of such individuals who bears to such child
parent

one of the relationships specified in clause (1) ; and

(3) who are living in a place of residence in the United States
nia.intained by one or more of them as his or their own home,
except that no child who is living away from home while attending
school shall, by reason of clause (4), be excluded as a member of a family on account of his absence from the family residence.

(f) The term "head of family", when used in reference to any family, means—

(1) in case there is included among the members of the family
an individual, who is the father Of. a child who is a member of the
family, such individual (unless.he is disabled);

(2) in case there is no individual in the family who meets the
criteria specified in clause (1) and there is included among thie
members of the family an individual, who is the mother of a child
who is a member of the family, such individual (unless she is disabled);

() in case there is no individual in a family who meets the

criteria specified in clause (1) or (2), any other individual who is
member of such family (other than a child or an individual who
is disabled) and who undertakes to provide for the support of the
children who are members of such family: except that (A) not
more than one such individual shall, at any time, be regarded as
the head of family of the family of which he is a member, and
(B) no such individual shall be regarded as the head of family of
any family if the Work Administration determines that there is
no child in such family other than a child which has been placed
in such family in order to enable a member thereof to participate
in the employment and training program established under this
title.
(g) The term "child" means an individual who is unmarried and
who—

(1) has not attained the age of 18; or
(2) has attained such age but has not attained the age of 21 and

is a "full-time student" (as such term is applied for purposes of
section 202(d)).
(h) The term. "disabled", when used in reference to any individual,
means the inability of such individual to engage in any substantial
gainful activity by reason of any medically det&rininable phy8ical
or mental impairment.

(i) The term "unearned income" includes—
(1) any payments received as an annuity, pension, retirement,
or disability benefit (including veterans' compensation and pen8z0fl.8, workmen's compensation payments, monthly insurance benefits under title II, railroad retirement annuities and pension8, and
benefits under any Federal or State unemployment compensation

law);

(2) prizes and awards;
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(8) the proceeds of any life insurance policy to the extent that
they exceed the amount expended by members of the family con-

cerned for expenses of the insured individual's last illness and
burial;
(4) gifts (cash or otherwise), support and alimony payments;
and
(5) rents, dividends, interest, and royalties.

(j) The term "United States", when used in a geographic sense,
means the 50 States, the District of Columbia, the Commonwealth of
Puerto Rico, the Virgin I8lands, and Guam.

Sec. 2101(b)
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Findings and Declaration of Purpose
SEC. 1O1. (a) The Con gress finds and declares that—
(1) the. present lack of adequate child care 8ervices i8 detrimental to the welfare of families and children in that it limits op-

portunities of parents for employment or self-improvement, and
often results in inadequate care arrangements for children whose
parents. are unable to find appropriate care for them;
() low-income families and dependent families are severely
handicapped in their effort8 to attain or maintain economic independence by the unavailability of adequate child care 8ervices;
(3) many other families, especially tho8e in which the mother is
employed, have need for child care serviCe8, either on a regular
basis or from time to time; and
(4) there is presently no single agency or orqanization, public
or private, which is carrying out the respon8ibility of meeting the
Nation'8 need8 for adequate child care 8ervzce8.

(b) It is therefore the purpose of this title to promote the availability of adequate child care ervwes throughout the Nation by providing for the establishment of a Bureau of Child Care which hahl

have the responsibility and authority to meet the Nation's unmet needs
for adequate child care services, and which, in meeting 8UCh needs,
will give special consideration to the needs for.such 8erv ices by families
in which the mother is employed or preparing for employment, and
will promote the well-being of all children by assuring that the child
care services provided 'will be appropriate to the particular needs of
the children receiving such services.
(1125)
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Establishment and Organization of Bureau of Child Care

&c. 21O3. (a) In order to carry out the purposes of this title, there is
hereby established as a division of the Work Administration (e8tablished under title XX of this Act) a Bureau of Child Care (hereinafter in this title referred to as the "Bureau").
(b) (1) The powers and duties of the Bureau shall be vested in a
Director who shall be appointed by the Pre8ident, by and with the
advice and consent of the Senate.

() The Director shall have the power to appoint (wUliout regard
to the provisions of title 5, United States Code, governing appointments in the competitive service) such personnel as he deem. necessary
to enable the Bureau to carry out its functions under this title. All personnel shall be appointed solely on the ground of their fitness to perform their duties and without regard to political affiliation, sex, race,

creed, or color. The J)irector may (without regard to the rovisions

of chapter 51 and subchapter III of chapter 53 of title 5, United States
Code, relating to classification and General Schedule pay rates) fix
the compensation of personnel. The amount of the compensation payable to any employee shall be reasonably related to the compensation
payable to State employees performing similar duties in the State in
which such employee is employed by the Bureau; except that, in no
case shall the amount of the compensation payable to any employee be

greater than that payable to Federal employees performing similar

services. For purposes of the preceding sentence, personnel employed in

the principal office Of the Bureau shall be deemed to be performing
services in the District of Columbia (which shall be deemed to be a
State for such purposes), and personnel performing services in more
than one State shall be deemed to be employed in the State in which
their principal office or place of work is located.

(3) The Director is authorized to obtain the ervwes of experts and
consultants on a temporary or intermittent basis in accordance with
the provisions of section 310.9 of title 5, United States Code, but a.t
rates for individuals not to exceed the per diem equivalent of the rate
authorized for GS—18 by section 53.9 of such title.

(4) The Director shall establish, within the Bureau, an Office of
Program Evaluation and Auditing the functions of which shall be to
assure that standards established under this title with respect to child
care services and facilities providing such services will be met, and
that funds of or under the control of the Bureau will be properly used.
The Director shall utilize such Office to carr, out the duties (relating
to evaluation of facilities) imposed upon him uvxler section f104(c)

(s).

Duties and Powers
SEc. !103. (a) It 8hall be the duty and function of the Bureau to

meet the needs of the Work Administration for child care services and,
to the rnaa,imum extent economically feasible, the needs of the Nation
for child care services.
(b) (1) In carrying out such duty and function, the Bureau 81U211,
through utilization of existing facilitie8 for child care and otherwise,

provide (or arrange for the provision of) child care services in the
various communities of each State. Such child care servWe8 shall in-
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dude the various types of care included in the term "child care serv-

ices" (as defined in section 2118(b)) to the extent that the.'needs of the
various corn munitzes may require.

(2) The Bureau shall charge and collect a reasonable fee for the
child care services provided by it (whether directly or through arrangements with others). The fee so charged for any particular type of

child care services provided in anj facility shall be uniform for all
children receiving such types of services in such facility. Any such
fee so charged may be paid in whole or in part by any person (including the Bureau, as provided in subsection (e), or any other public
agency) which agrees to pay ñuch fee or a part thereof.
(3) The Bureau shall not enter into any arrangement with any person under which the facilities or services of such person will be utilized by the Bureau to provide child care services unless such person
agrees (A) to accept any child referred to such person by the Bureau
for child care services on the same basis and under the same conditions
as other children applying for such services, and (B) to accept payment of all or any part of the fee imposed for such services from any
public agency which shall agree to pay such fee or a part thereof from
Federal funds.
(c) Zn providing child care services in the various communities of
the Nation, the Bureau shall accord first priority (1) to the needs for
child care services of families on behalf of whom child care services
will be paid in whole or in part from funds appropriated to carry out

title XX and section 2109 of this title and who are in need of such

services to enable a member thereof to accept or continue in eirtployment or participate in training to prepare such member for employ-

ment, and (2) to arranging for care in facilities providing hours of
child care sufficient to meet the child care needs of children whose
mothers are employed full time.

(d) In providing for child care services the Bureau shall first place
children in facilities which receive funds from sources other than

funds made available under this title including, if the parents of such
children agree, child development programs.
(e) (1) From the sums available to carry out the provisions of this
title for each fiscal y3ar, the Bureau is autlorized to assist low-income
families in meeting the costs of child care services where such services
are necessary to enable an adult member of such family to engage in
employment.

(2) The amount of the subsidy provided to any family under this
8ubsectzon shall be deterrtined in accordance with a schedule established by the Director, after taking into account the number of families needing 8uch assistance, the amount of assistance needed by such
families, and the amount of the funds available for the provision of
such assistance. Such schedule shall (A) provide that the amount of
subsidy payable to any family shall be equal to a per centum of the
costs incurred by 8uch family for the child care services with respect
to which such subsidy is paid, (B) be related to ability of such family
to pay the costs of such services (as determined by family size and
income), and (C) 1e designed to assure that the amount of the subsidy
payable to any family is not greater than the minimum amount necessary to enable such family to secure 8uch services.
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(f) In carrying out its duties and functions under this title, the

Bureau shall have, in addition to the powers it has as a division of the
Work Administration,power—
(1) to acquire (by purchase, gift, devise, lease, or sublease), and
to accept jurisdiction over and to hold and own, and dispose of
by sale, lease, or sublease, real or personal property, including but
not limited to a facility for child care, or any interest therein for
its purposes;

() to operate, manage, superintend, and control any facility
for child care under its jurisdiction and to repair, maintain, and
otherwise keep up any such facility; and to establish and collect
fees, rentals, or other charges for the ise of such facility or the
receipt of child care services provided therein;
(3) to provide child care services for the public directly or by
agreement or lease with any person, agency, or organisation, and
to make rules and regulations, concerning the handling of referrals and applications for the admission of children to receive
such services; and to establish and collect fees and other charges,
including reimbursement allowances, for the provision of child
care services: Provided, That, in determining hOw its funds shall
e need for the provision of child care services within a cornmnnitq, the Bureau shall take into account any comprehensive
planning for child care which has been done, and shall generally
restrict its direct operation of programs to situations in which
public or private agencies are unable to develop adequate child
care;
(4) to provide advice and technical assistance to persons de8iring to enter into an agreement with the Bureau for the provision
of child care services to assist them in developing their capabilitics to provide such services under such an agreement;
(5) to prepare, or cause to be prepared, plans, 8pecificatiOn2,
designs, and estimates of costs for the construction and equipment
of facilities for child care services in which the Bureau provides
child care directly;

(6) to construct and equp, or by contract cause to be con-

structed and equipped, facilities (other than home child care facilities) for child care services: Provided, That the Bureau shall
take into account any comprehensive planning for child care that
has been done;

(7) to train persons for employment in providing child care
8ervzces, with particular emphasis on training participants in the
employment program under title XX;
(8) to procure insurance, or obtain indemnification, against any
loss in connection with the assets of the Bureau or any liability
in connection with the activities of the Bureau, such insurance or
indemnification to be procured or obtained in such amounts, and
from such sources, as the Board deems to be appropriate;
(9) to cooperate with ant, orqani2ation, public or private, the
objectives of which are similar to the purposes of this title; and
(10) to do any and all things netessary, convenient, or desirable to carry out the purposes of this title, and for the exercise
of the powers conferred upon the Bureau in this title.
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Standards for Child Care

SEC. 2104. (a) In order to assure that adequate standards of 8taffing,
health, sanitation, safety, and fire protection are met, the Bureau shall
not provide or arrange for the provision of child care of any type or
in any facility unless the applicable requirements set forth in the 8UCceeding provisions of this section are met with respect to 8uch care
and the facility in which such care is offered.
(b) (1) The ratio of the number of children receiving child care to
the number of qualified staff members directly engaged in providing
such care (whether as teachers' aids or in another capacity) shall be
such as the Director may determine to be appropriate for the type of

child care provided and the age of the children involved, but in no
case shall the Director require a ratio of less than—

(A) eight to one, in case such care is provided in a home child
care facility; or
(B) ten to one, in case such care is provided in a day nursery
faci/.ty, nursery school, child development center, play group
facility, or preschool child care center.

For purposes of applying the ratios set forth in clauses (A) and (B)
of the preceding sentence, any child under age three shall be considered
as two children..
(92) In the case of any facility (other than a facility to which para-

graph (1) is applicable) the ratio of the number of children receiving
child care therein to the number of qualified staff members providing
such care shall not be greater than such ratio as the Director may determine to be appropriate to the type of child care provided and the
age of the children involved, except that such ratio shall not be greater
than twenty-five to one.

(3) As used in this subsection, the term "qualified staff member"
means an individual who has received training in, or demonstrated
ability in, the care of children.

(c) (1) Any facility in which the Bureau provides child care

(whether directly or through arrangements with others) must—
(A) (i) in the case of facilities that are not homes, meet such
provisions of the Life Safety Code of the National Fire Protection
Association (Twenty-first edition, 1967) as are applicable to the
type of facility; except that the Bureau may waive for such periods as it deems appropriate, specific provisions of such code
which, if rigidly applied, would result in unreasonable hardship
upon the facility, but only if the Bureau makes a determination
(and keeps a written record setting forth the basis of such determination) that such waiver will not adversely affect the health
and safety of the children receiving care in such facilitj and (ii)
in the case of facilities that are homes, meet requirements adopted
by the local area (or a comparable area. if none have been adopted
for the local area) for application to general residentiqi
occupancy;

(B) contain (or have available to it for use) adequate indoor
and outdoor space for children for the number and ages of the
children served by such facility; have separate rooms or areas
for cooking, and have separate rooms for toilets;
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(C) have floors and walls of a type which can be cleaned and
maintained and which contain or are covered with no substance
which is hazardous to the health or clothing of children;
(D) have such ventilation and temperature control facilities
as may be necessary to assure the safety and reasonable comfort
of each child receiving care therein;
(E) provide safe and comfortable facilities for the variety or
activities children engage in while receiving care therein;
(F) provide special arrangements or accommodations, for children who become ill, which are designed to provide rest and quiet
for ill children while protecting other children from the risk of
infection or contagion; and
(G) make available to children receiving care therein such toys,
games, books, equipment, and other material as are appropriate
to the type of facility involved and the ages of the children receiving care therein.
(2) The Director, in determining whether any particular facility
meets minimum requirements imposed by paragraph (.7) of this subsection, shall evaluate, not less often than once each year, on the basis
of inspections made by personnel employed by the Bureau or by others
through arrangements with the Bureau, such facility separately and
shall make a determination with respect to such facility after taking
into account the location and type of care provided by sue/i facility as
well as the age group served by it.

(d) The Bureau shall not provide (directly or through arrangements with other persons) child care in a child care facility or home
child care facility unless—
(1) such facility requires that, in order to receive child care
provided by such facility, a child must have been determined by a
physician (after a physical examination) to be in good health and
must have been immunized against such diseases and within such
prior period as the Director may prescribe in order adequately
to protect the children receiving care in such facility from communicable disease (except that no child seeking to enter or receiving care in such a facility shall be required to undergo any medical
examination, immunization, or physical evaluation or treatment
(except to the extent necessary to protect the public from epidemics

of contagious diseases) if his parent or guardian objects thereto
in writing on religious grounds);

(2) such facility provides for the daily evaluation of each

child receiving care therein for indications of illness;

(3) such facility provides adequate and nutritious (though
not necessarily hot) meals and snacks, which are prepared in a
safe and sanitary manner;
(4) such facility has in effect procedures designed to assure
that each staff member thereof is fully advised of the hazards to
children of infection and accidents and is instructed with respect
to measures designed to avoid or reduce the incidence or severity
of such hazards;
(5) such facilit?, has in effect procedures under which the staff
members of such facility (including voluntary and part-time staff
members) are required to undergo, prior to their initial employ-
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ment and periodically thereafter, medical a88essments of their
physical and mental competence to provide child care;
(6) such facility keep8 and mazntain8 adequate health records

on each child receiving care in such facility and on each staff
member (including any voluntary or part-time staff member) of
such facility who has contact with children receiving care in suc'i
facility; and
(7) 8uch faciltiy has in effect, for the children receiving child
care services provided by 8uch facility, a program under which
emergency medical care or first aid will be provided to any such

child who sustains injury or becomes ill while receiving such services from such facility, the parent of such child (or other proper
person) will be promptly notified of such injury or illness, and

other children receiving such services in such facility will

be

adequately protected from contagious disease.

(e) The Bureau shall not provide (directly or through arrangements with other persons) child care, in any child care facility or
home child care facility, to any child unless there is offered to the
parent or parents with whom such child is living (or, if such child
is not living with a parent, the guardian or other adult prson with
whom such child is living) the opportunity of (A) meeting and consulting, from time to time, with the staff of such facility on the development of such child, and (B) observing, from time to time, such
child while he is receiving care in such facility.

(I) Any nursery school, kindergarten, or child development center
in. which care is provided must meet applicable State or local educational standards.

Physical Structure and Location of Child Care Facilities
Ss.c. 2105. (a) There may be utilized to provide child care authorized by this title, new buildings e8pecially constructed as child care
facilitie8, as well as existing buildings which are appropriate for such
purpose (including, but not limited to, schools, churches, social centers,
apartment houses, public housing Uflit8, office buildings, and factories).
(b) The Director, in selecting the location of any facility to provide
child care under this title, shall, to the maximum extent feasible, give
consideration to such factors as whether the site selected therefor—
(1) is conveniently accessible to the chitdren to be served by
such facility, in terms of distance from the homes of such children
as 'well as the length of traveltime (on the part of such children
and their parents) involved;
(2) is sufficiently accessible / torn the place of empioyrnent of
the parents of such children 80 as to enable such parents to participate in such programs, if any, as are offered to parents by
8ueh facility; and
(3) is conveniently accessible to other facilities, programs, or
resources which are related to, or beneficial in, the development of
the children of the age group served by such facility.
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Exclusiveness

of Federal Standards; Penalty for False

Statement or Misrepresentation
SEC. 2106. (a) Any facility in which child care service8 are provided

by the Bureau (whether directly or through aiiangements with other
persons) shall not be subject to any licensing or similar requirements
imposed by any State (or political subdivisions thereof), and shall not
be subject to any health, fire, safety, sanitary, or other requiiements
imposed by any State (or political subdivision thereof) with re8pect
to facilities providing child care.
(b) If any State (or political subdivision thereof), group, organization, or individual feels that the standards imposed, or proposed to
be imposed, by the Bureau under section 2104 (c) (1) fdr child care facilities (or any type of class of child care facilities) are less protective
'of the welfare of children than those imposed on such facilities by
sw'h State (or political subdivision, thereof, as the case may be), sue/i
State (or political subdivision thereof), group, organization, or individual may, by filing a request with the Bureau, obtain a hearing
on the matter of the standards imposed or proposed to be imposed by
the Bureau with respect to such facilities.
(c) Whoever knowinq?'y and willfully makes or causes to be made,
or induced or seeks to induce the VU7kifl.g of any false statement or
representation of a materia.l fact with. respect to the conditions or
operation of any facility in order that such facility may qualify as
a facility in which child care services are proi'ided by the Bureau
(whether di rectl'i or through arrangements with other persons) shall
be guilty of a misdemeanor and upon conviction thereof shall be fined
not more than 2.000 or imprisoned for not more than six months, or
both, and any such facility shall be ineligible, for two yedre following

such conrction. to participate in any child care program that is in
whole or in. part funded by the United States.

Reconsideration of Certain Decisions
&c. 2107. Whenever any group or organization has presented to the

Bureau a proposal, under which such group or organization would
provide child care services on behalf of the Bureau, which has been
rejected by the Bureau, such group or organization, upon request filed
with the Director may have a reconsideration of such proposal by the
Bureau.

Confidentiality of Certain information

SEC. 2108. The Bureau shall impose such sat egvards with respect to

information held by it concerning applicants for and recipients of
child care as are necessary or appropriate to assure that 8uch in formation will be used only for purposes directly connected with the
administration of this title,. that the privacy of such applicants or
recipients will be protected, and that, when such znformatzoiv is used
for 8tatistical purposes, it will be used in 8Uch manner as not to zdentzfy
the particular individual8 involved.
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Authorization of Appropriations

SEC. 2109. In addition to 8uch sums as may be available to the
Bureau from the Child Care Fund established under section 2110,
there is hereby authorised to be appropriated to carry out the proviswns of this title, for the fiscal year beginning July J, 1972, the sum
of $800,000,000, and for each fiecal year thereafter, such sums as may
be neces8ary.

Revolving Fund
SEC. 2110. (a) There is hereby established in the Treasury a revolving fund to be known as the Federal Child Care Fund (hereinafter in
this title referred to as the "Fund") which shall be available to the
Bureau without fiscal year limitation to carry out it purposes, functions, and dutie8 under this title.
(b) There shall be deposited in the Fund—
(1) /und8 appropriated under section 2109; and
(2) the proceed8 of all fee8, rentals, charges, intere8t, or other
receipt8 (including gifts) received by the Bureau.

(c) Except for expenditures from the Federal Child Care Capital
Fund (established by section 2111(d)) and expenditure8 from appropriated funds, all expenses of the Bureau (including salaries and other
personnel expenses) 8hall be paid from the Fund.

(d) I/the Bureau deterlnine8 that the moneys in the fund are in

excess of the current needs 0/the Bureau, it may invest such amounts
there from as it deems advisable in obligations of the United States or
obligations the payment of principal and interest of which i8 guaranteed by the United States.

Revenue Bonds of Bureau
SEC. 2111. (a) The Bureau is authorised (after consultation with the

Secretary of the Treasury) to issue, and sell bonds, notes, and other
evidences of indebtednes8 (hereafter in this section. collectively reIerred to as "bonds") whenever the Director determine8 that the proceeds of such bond8 'are nece8sary, together with other moneys available for operation of the Bureau from the Fund, to provide funds
sufficient to enable the Bureau to carry out it8 purposes and functions
under this title with respect to the acqui8ition, planning, construction,
remodeling, or renovation of facilitie8 for child care or 8ites for such
facilities; except that (1) no such bonds shall be 8old prior to July 1,
1975, (2) no more than $50,000,000 of such bond8 shall be issued and
8old during any fiscal year, and (3) the outstandinq balance of all
bond8 80 issued and 8old 8hall not at any one time exceed $250,000,000.
(b) Any 8uch bonds may be secured by assetâ of the Bureau, including, but not limited to, fee8, rentals, or other charges which the Bureau

receives for the use of any facility for child care which the Bureau
owns or in which the Bureau has an interest. Any such bonds are not,
and 8hall not for any purpose be regarded as, obligations of the United
States.

(c) Any such bonds shall bear such rate of interest, have 8UCh
dates of maturity, be in such denominations, be in such form, carry
such registration privileges, be executed in 8uch manner, be payable
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on 8uch terms, conditions, and at such place or place8, and be subject to
such other terms and conditions, as the Director may prescribe.

(d) (1) There is hereby established in the Treasury a fund to be
known as the "Federal Child Care Capital Fund" (hereinafter in this
title re/erred to as the "Capital Fund"), which shall be available to
the Bureau without fiscal year limitations to carry out the purposes
and functions of the Bureau with respect to the acquisition, planning,
construction, remodeling, renovation, or initial equipping of facilities
for child care services, or sites for such facilites.
() The proóeeds of any bonds issued and sold pursuant to this section shall be deposited in the Capital Fund and shall be available only
for the purposes and functions referred to in paragraph (1) of this
subsection.

Collection and Publication of Statistical Data
SEC. 311P2. The Bureau 8hall collect, classify, and publish, on a
monthly and annual basis, 8tatistical data relating to its operation and

child care provided (directly or indirectly) by the Bureau together

with such other data as may be relevant to the purposes and functions
of the Bureau.

Reports to Congress

SEC. %3113. (a) The Director shall, 'not later than January 30 follow-

ing the close 0/the first session of each Congress (commencing with

January 30, 1974), submit to the Congress a written report on the
activities of the Bureau during the period ending with the close of
the session of Congress last preceding the submission of the report
and beginning, in the case 0/the first such report so submitted, with
the date of enactment of this title, and in the case of any such report
thereafter, with the day after the last day covered by the last preceding
report so submitted. As a separate part of any such report, there shall
be included such data and information as may be required fully to
apprise the Congres8 of the actions which the Bureau has taken to
improve the quality and availability of child care service8, together

with a statement regarding the future plans (if any) o/the Bureau
to further improve the quality of such service8.

(b) The Director shall conduct, on a continuing basis, a study of
the standards for child care under section 104, and shall report to the
Congress, not later than January 1, 1977, the results of such study,
together with hi recommendations (if any) with respect to changes
which should be made in establidhing such standards.

Applicability of Other Laws
SEC. l114. (a) Evcept as otherwise provided in this title, the Bureau
8hali be subject to such laws as are applicable to the Work Administration established under title XX.

(b) The provisions of 8ection 3709 of the Revised Statutes, as
amended (41 U.S.C. 5), or other povisions of law relating to cornpetitive bidding, shall 'not be applicable' to the Bureau; nor shall any

other provision of law limiting the authority o/instrumentalities

of the United State8 to enter into contract be applicable to the Bureau
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in respect to contracts entered into by the Bureau for the provision
of child care services in a home child care faciliti, temporary child
care home, or a night care home.

(c) The provisions of the Public Buildings Act of 1959 (40 U.S.C.
601—615) shall not apply to the acquisition, construction, remodeling,

renovation, alteration, or repair of any building of the Bureau or to
the acquisition of any site for any sucA building for use as a child care
facility.

Research and Demonstration8
SEc. 2115. The Secretary, in the administration of 8ectzon 426,
shall consult with and cooperate with the Bureau with a view to providing for the conduct of research and demonstrations which will be
applicable to child care services.

National Advi8ory Council on Child Care
SEc. 2116. (a) (1) For the purpose of providing advice and recom?nendations for the consideration of the Director of the Bureau in
matters of general policy in carrying out the purposes and functions
of the Bureau, and with respect to improvements in the administration by the Bureau of its purposes and functions, there is hereby created a National Advisory Council on Child Care (hereinafter in this
section referred to as the "Council").
(2) The Council shall be composed of the Secretary of Health, Education, and TVelf are, the Secretary of Labor, the Secretary of Housing

and Urban Development, and eight individuals, w7io shall be appointed by the Director (without regard to the provisions of title 5,
United States Code, governing appoint jne nts in the competitive
service), and who are not otherwise in the employ of the United
States.
(3) Of the appointed members of the Council, not more than three

shall be selected from individuals who are represëntative8 of social
workers or child welfare workers or nonprofit organisations or are
from the field of education, and the remaining appointed members
shall be selected from individuals who are representatives of consumers of child care (but not including more than one individual who
is a representative of any organisation which is composed of or represents recipients of such assistance).
(b) Each appointed member of the Council shall hold office for a
term of three years, except that any member appointed to fill a vacancy

occurring prior to the expiration of the terirt for which his successor
was appointed shall b.c appointed for the remainder of such term, and
except that the terms of office of the appointed members first taking
office shall expire, as designated by the Dn'ector at the time of appoint-

ment, four on June 30, 1974, four on June SO, 1975, and four on

June 30, 1976.

(c) The Council is authorised to engage such technical a8sistance
as may be required to carry out its functions, and the Director 8ha12,
in addition, make available to the Council such secretarial, clerical,
and other assistance and such pertinent data prepared by the Bureau
as the Council may require to carry out its functions.

Sec. 2116(d)

1136

(d) Appointed members of the Council shall, while serving on the
business of the Council, be entitled to receive compen8atzon at the rate
of $100 per day, including traveitime; and while so 8ervzng away
from their homes or regular places of business, they shall be allowed
travel ezpense.c, including per diem in lien of subsistence, as authorized
by section 5703 of title 5, United States Code, for persons in the Government service employed intermittently.

Cooperation With Other Agencies
SEc. L&117. (a) (1) The Bureau is authorized to enter into agreements with public and other nonpro/itagewies or organi?ations where-

by children receiving child care pronided by the Bureau (whether
directly or through arrangements with other persons) will be provided other services conducive to their health, education, recreation,
or development.
Any such agreement with any such agency or organization

()

shall provide that sue/i agency or organization shall pay the Bureau
in advance or by way of reimbursement, for any expen.8es incurred by
it in providing any services pursuant to such agreement.

(b) The Bureau may also enter into cooperative arrangement8

with the State health authority and the State agency primarily re8ponsible for State supervision of public schools to utilize such agencies
in the provision of health services and education for children receiving child care.
Definitions
SEC. Lt118. For purposes of this title—

(a) The term "Bureau." means the Bureau of Child Care estab-

lished pursuant to section
(b) The term 'ehild care serrices" means the provision, by the person undertalei'n.g to care for any child. of such per8onai care, protection, and supervision of each child receiving 8uch care as may be required to meet the child care needs of such child, including SerVice8
provided by—

(1) a child care facility;

a home child care /aciliti;
()
(3) a temporary child facility;

(4) an individual as a provider of at-home child care;

(5) a night care facility; or
(6) a boarding facility.

(c) The term "child care facility" means any of the following

facilitie8:
(1) day nursery facility;

((3 kindergarten;

nursery 80h001;

(4 child development center;

5) play group facility;
6) preschool child care center;
7) 8chool age child care center;

(8) summer day care program facility;
but only if 8uch facility off ers child care 8ervices to not less than 82Z
children; and in the case of a kindergarten, nursery school, or other
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daytime pro gram., 8uch facility is not a facility which is operated by a
publw school system, and the 8ervices of which are generally available
untli out chitrge throughout a 8chool district of 8uch system.
(d) The term "home child care facility" means—
(1) a family day care home;

() a group day care home;

(3) a family school day care home; or
(4) a group school age day care home.
(e) The term "temporary child care facility" means—
(1) a temporary child care home;

() a temporarp child care center; or
(3) other facility (including a family home, or extended or
modified family home) which provide8 care, on a temporary basis,
to transient children.

(f) The term "at-home child care" means the provision, to a child
in his own home, of child care 8ervices, by an individual, who is not a
member of such child's family or a relative of such child, while such
child's parent8 are absent from the home.
(g) l'he term "night care facility" means—
(1) anight care home;

() a night care center; or
(3) other facility (including a family home, or extended or

modified family home) which provides care, during the night, of
children whose parent8 are ab8ent from their home and who need
supervision during sleeping hour8 in order for their parents to be
gainfully employed.

(h) The term "boarding facility" means a facility (including a

boarding home, boarding center, family home, or extended or modified family home) which provides child care for children on a twenty-

four hour per day basis (except for periods when the children are

attending school) for periods, in the case of any child, not longer than
one month.
(i) The term "day nursery" .mean8 a facility which, during not less
than five days each week, provides child care to children of preschool
age.

(5) The term "nursery school" means a school which accepts for
enrollment therein only children between two and six years of age,
which is established and operated primarily for educational purposes
to meet the developmental needs of the children enrolled there2ñ.
(k) The term, "kindergarten" means a facility which accepts for
enrollment therein only children between four and six years of age,
which is established and operated primarily for educational purposes
to meet the developmental needs of the children enrolled therein..
(1) The term "child development center" means a facility which
accepts for enrollment therein only children of preschool age, which is
established and operated primarily for educational purposes to meet
the developmental needs of the children enrolled therein, and which
provides for the children enrolled therein care ser'vices, or instruction
for not less than five day8 each week.

(m) The term "play group facility" means a fdcility which accepts
a.s members thereof children of preschool age, which provides care o'
services to the mem.bers thereof for not more than three hours in any
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day, and which is established and operated primarily for recreational
purpo8eS.
-

(n) The term "preschool child care center" means a facility which
accepts for enrollment therein children of pre8chool age, and which

provides child care to children enrolled therein on a full-day basis
for at least five days each week.
(o) The term "8chool age child care center" means a facility which
accepts for enrollment therein only children of 8chool age, and which
provides child care for the children enrolled therein during the portion

of the day when they are not attending school for at least five days

each week.
(p) The term, "siAm-mer day care program" means a facility which
provides child care for children during summer vacation periods, and
which is established and operated primarily for recreational purposes;
but such term does not include any program which is operated by any
public agency if participation in such program is without charge and
is generally available to residents of any political subdivision.
(q) The terra "family day care home" means a family Mine in which

child care is provided, during the day, for not more than eight children (including any children under age fourteen who are member8 of
the family living in such home or who reside in such home on a fulltime basis).
(r) The terra "group day care home" means an extended or modified
family rcsidenee which offers, during all or part of the day, child care
for not less than seven children (not including any child or children
who are members of the family, if any, offering such services).

(s) The terra "family school age day care home" means a family
home which offers child care for not more than eight children, all of
school age, during portions of the day when 8uch children are not attending school.
(t) The term "group school age day care hOme" means an extended
or modified family-residence which off ers family-like child care for not

less than seven children (not counting any child or children who are
members of the family, if any, offering such services) during portions
of the day when such children are not attending school.

(u) The term "temporary child care home" means a family hc.*nw
which offers child care, on a temporary bath, for not more than eight
children (including any children under age fourteen who are members
of the family, if any, offering such care).
(v) The term "temporary child care center" means a facility (other
than a family home) which off ers child care, on a temporary basis, to
not less than seven children.
(w) 7'he term "night care home" means a family home which off ers
child care, during the night, for yiot more than eight children (includ-

'nq any children under age fourteen who are members of the family
offering such care).
(x) The term "boarding home" means /anzilyhome which provides child care (including room and board) to not more than 8k5 children (including any children under age fourteen who are members of
the family offering 8uch care).

(y) The term "boarding center" means a suinnzer camp or other

facility (other than a family home) which offer8 child care (including
room and board) to not 1e88 than seven children.
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(z) The term "facility", as u8ed in connection with the terms "child

care", "home child care", "temporary child care", "night care", or
"boarding care", shall refer only to buildings and grounds (or portions thereof) actually used (whether exclusively or in part) for the
provision of child care services.
*
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SOCIAL SECURITY AMENDMENTS OF 1967
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Incentives
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for Economy While Maintaining or Improving Quality in the
Provision of Health Services

Sec. 402. ((a) The Secretary of Health, Education, and Welfare
is authorized to develop and engage in experiments under which

physicians who would otherwise be entitled to receive payment on the
basis of reasonable charge, and organizations and institutions which
would otherwise be entitled to reimbursement or payment on the basis
of reasonable cost, for services provided—

(1) under title XVIII of the Social Security Act,

(2) under a State plan approved under title XIX of such

Act, or

(3) under a plan developed under title V of such Act, and
which are selected by the Secretary in accordance with regu-

lations established by the Secretary, would be reimbursed or paid

in any. manner mutually agreed upon by the Secretary and the
physician, organization, or institution. The method of payment
(in the case of physicians) or reimbursement (in the case of an
organization or institution) which may be applied in such experiments shall be such as the Secretary may select and may be based

on charges or costs adjusted by incentive factors and may include
specific incentive payments or reductions of payments for the
performance of specific actions but in any case shall be such as
he determines may, through experiment, be demonstrated to have
the effect of increasing the efficiency and economy of health services through the creation of additional incentives to these ends
without adversely affecting the quality of such services.]
(a) (1) The Secretary of Health, Education, and Welfare is authoriøed, either directly or through grants to public or nonprofit private
agencies, institutions, and organieations or contracts with public or
private agencies, institutions, and organieations, to develop and engage
in experment8 and demonstration projects for the following purposes:
(A) to determine whether, and if so which, changes in met hod8
of payment or reimbursement (other than tho8e dealt with in section 222(a) of the Social Security Amendments of 1972) for health
care and services under health programs established by the Social
Security Act, including a change to methods based on negotiated
rates, would have the effect of increasing the efficiency and economy of health services under such pro grams through the creation
of additional incentives to these ends without adversely affecting
the quality of such services;
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(B) to determine whether payments for services other than
those for 'which payment may be made under such programs (and
which are incidental to .seivices for u'hic/ payment may be made

under such programs) would. in the judgment of the Secretary,
result in more economical provision and more effective utilizatioji of services for which payment may be made under such
pioqiam, where such services are furnished by organizations
and instItutions which hare the capability of providing—
(1) comprehensive health care Services.

(ii) mental health care services (as defined by section
401 (c) of the Mental Retardation Facilities and Community
health Centers Construction Act of 1963),
(iii) ambulatory health care services (including surgical
servjces provided on an outpatient basis). or
(iv) institutional services 'which may substitute, at lower
cost, for hospital care;
(C) to determine 'whether the rates of payment or reimburse'ment for health care services, approved by a State for purposes
of the administration of one or more of its laws, when utilized
to determine the amount to b paid for services furnished in such
State under the health programs established by the Social Security Act, would have the effect of reducing the costs of such programs without adversely affecting the quality of such. services;
(Ii) to determine 'whether payments under such. programs
based on a single combined rate of re4mbusement or charge for
the teaehinq activities and patwnt care which residents, interns.
and supervising physicians render in connection with a graduate
medcai education program in a patient facility would result in
more equitable and economical patient care arrangements without adversely affecting the quality of such care;
(F) to determine whether coverage of intermediate care facility services and homemaker services would provide suitable aTfernati'i'es to posthospital benefit8 presently provided under title
XVII! of the Social Security Act.; such xperi'inent and demon.sf,tion projects may include:
(i) coun.tivi each day of care in an intermediate care facilif?, as one (lay of care in. a skilled nursinQ fecWty. if such care
",,as for a condition for 'which the individniil u'a hospitalized.
(ii) covering the services of homemakers for a maximum

of 1 das, if institutional services are not medically

appropriate,
(iii) determining whether such coveraqe would reduce
ion a-range costs by reducing the lengths of stay in hospitals
and skilled nursing facilities, and
(iv) establishing altern.ati'e eliqihilf.?f rem,irenwnts and
determining the probable cost of applvi'n.q each aiternat'e.
if the project suggests that such extension of coverage would
he denrable:
(F) to determine whether, and if sp 'v'hich type of. fixed price
or performance incentive controat 'would have the effect of inducing to the greatest degree effective. efficient, and economical

performance of agencies and crqanizations making payment
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under agreements or contracts with the Secretary for health care

and services under health programs established by the Social

Security Act; and
(0) to determine under what circumstances payment for services would be appropriate and the most appropriate, equitable,

and noninflationary methods and amounts of reimbursement
under health care programs established by the Social Security
Act for services, which are performed independently by an assistant to a physician, including a nurse practitioner (whether or not
performed in the office of or at a place at which such physician is
physically present), and—

(i) which such assistant is legally authoriced to perform
by the State or political subdivision wherein such services
are per f orined , and

(ii) for which such physician assumes full legal and ethical responsibility as to the necessity, propriety, and quality
thereof.

For purposes of this subsection, "health programs established by the
Social Security Act" means the program established by title XTTIII

of such Act, a program established by a plan of a State approved
under title XJX of such Act, and a program established by a plan of
a State approved under title T of such Act.
(2) Grants, payment8 under contracts, and other expenditures made

for experiments and demonstration projects under paragraph (1)
shall he made in appropriate part from the Federal hospital Insurance Trust Fund (establL'hcd by section 1817 of the Social Security
Act) and the Federal Supplementary Medical Insurance Trust Fund
established by section 1841 of the Social Security Act) and from
funds appropriated under title8 V and XIX of 8UCh Act. Grants and
payments under contracts may be made either in advance or by way
of reimbursement, as may be determined by the Secretary, and shall
be mode in such installments and on 8uch cond,tions as the Secretary
finds necessary to carry out the purpose of this section. With respect
to any such grant, payment, or other expenditure, the amount to be

paid from each of such trust funds (and from funds appropriated
under such titles V and XIX) shall be determined by the Secretary.
qi'rinq due regard to the purposes of the experiment or project
in rolved.

(b) In the case of any experiment or demonstration project under
subsection (a), the Secretary may waive compliance with the requirements of titles XVIII, XIX, and V of the Social Security Act insofar
as such requirements relate to reimbursement or payment on the basis
of reasonable cost, or (in the case of physicians) on the basis of ieasonable charge (;], or in reirrtbursement or payment only for such

services or items as may he specified in the experiment; and costs
incurred in such experiment or demonstration project in eXCeSS of the
costs which would otherwise be reimbursed or paid under such titles

may be reimbursed or paid to the extent that such waiver applies to
them (which such excess being borne by the Secretary). No experiment or demonstration project shall be engaged in or developed under
subsection (a) until the Secretary obtains the advice and recommenda-

tions of specialists who are competent to evaluate the proposed experi-
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nient or demonstration project as to the soundness of its objectives,
tuìe possibilities of securing productive results, the adequacy of resources to conduct the proposed experiment or demonstration project,
and its relationship to other similar experiments azd projects already
omp1eted or in process.
*

*

*

*

*

*

*

INTERNAL REVENUE CODE OF 1954
*

*

*

*

*

*

*

INTERNAL REVENUE TITLE
SUBTITLE A.
SUBTITLE B.
SUBTITLE C.
SUBTITLE D.
SUBTITLE E.
SUBTITLE F.
SUBTITLE G.
SUBTITLE H.

SUBTITLE I.

Income taxes.
Estate and gift taxes.
Employment taxes.
Miscellaneous excise taxes.
Alcohol, tobacco, and certain other excise taxes.
Procedure and administration.
The Joint Committee on Internal Revenue Taxation.
Financing of Presidential Election Campaigns.
Work Bonu8 Program.

Subtitle A—Income Taxes
CHAPTER 1. Normal taxes and surtaxes.
CHAPTER 2. Tax on self-employment income.
CHAPTER 3. Withholding of tax on nonresident aliens and foreign

corporations and tax-free covenant bonds.
CHAPTER 4. Rules applicable to recovery of excessive profits on
government contracts.
CHAPTER 5. Tax on transfers to avoid income tax.
CHAPTER 6. Consolidated returns.

CHAPTER 1—NORMAL TAXES AND SURTAXES
SUBCHAPTER A. Determination of tax liability.
SUBCHAPTER B. Computation of taxable income.
SUBCHAPTER C. Corporate distributions and adjustments.
SUBCHAPTER D. Deferred compensation, etc.
SUBCHAPTER E. Accounting periods and methods of accounting.
SUBCHAPTER F. Exempt organizations.
SUBCHAPTER G. Corporations used to avoid income tax on shareholders.
SUBCHAPTER H. . Banking institutions.
SUBCHAP1ER
SUBCHAPTER

I. Natural resources.
J. Estates, trusts, beneficiaries, and decedents.

SUBCHAPTER K. Partners and partnerships.
SUBCHAPTER L. Insurance companies.
SUBCHAPTER M. Regulated investment companies.

SUBCHAPTER N. Tax based on income from sources within or
without the United States.

SUBCHAPTER 0. Gain or loss on disposition of property.
SUBCHAPTER. P. Capital gains and losses.
SUBCHAPTER Q. Readjustment of tax between years and special
limitations.
SUBCHAPTER R. Election of certain partnerships and proprietorSUBCHAPTER

ships as to taxable status.
S. Election of certain small business corporations
as to taxable status.

SUBCHAPTER T. Cooperatives and their patrons.
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Subchapter A—Determination of Tax Liability

*

Part I. Tax on individuals.
Part II. Tax on corporations.
Part III. Changes in rates during a taxable year.
Part IV. Credits against tax.
Part V. Tax surcharge.
Part VI. Minimum tax for tax preferences.
*
*
*
*
*

*

PART IV—CREDITS AGAINST TAX
Subpart A. Credits allowable.
Subpart B. Rules for computing credit for investment in certain
depreciable property.

Subpart C. Rules for computing credit for expenses of [work
incentive] guaranteed employme?t programs.

Subpart A—Credits Allowable
Sec. 31. Tax withheld on wages.
Sec. 32. Tax withheld at source on nonresident aliens and foreign
corporations and on tax-free covenant bonds.
Sec. 33. Taxes of foreign countries and possessions of the United
States.
Sec. 35. Partially tax-exempt interest received by individuals.

Sec. 36. Credits not allowed to individuals paying optional tax
or taking standard deduction.
Sec. 37. Retirement income.
Sec. 38. Investment in certain depreciable property.

Sec. 39. Certain uses of gasoline, special fuels, and lubricating oil.

Sec. 40. Expenses of [work incentive] guaranteed employment
pro grams.

Sec. 41. Contributions to candidates for public office.
Sec. 4L Work bonus.
Sec. [42] 43. Overpayments of tax.
a

*

*

*

*

*

*

31. TAX WITHHELD ON WAGES.
(a) WAGE WITHHOLDING FOR INCOME TAX PURPOSES.—

SEC.

(1) IN GENERAL.—The amount withheld under section 3402 as
tax on the wages of any individual shall be allowed to the recipient
of the income as a credit against the tax imposed by this subtitle.
(2) YEAR OF cREDI'r.—The amount so withheld during any

calendar year shall be allowed as a credit for the taxable year
beginning in such calendar year. If more than one taxable year

begins in a calendar year, such amount shall be allowed as a credit
for the last taxable year so beginning.

(b) CREDIT FOR SPECIAL REFUNDS OF SOCIAL SECURITY TAX.—

(1) IN GENERAL.—T11C Secretary or his delegate may prescribe

regulations providing for the crediting against the tax imposed
by this subtitle of the amount determined by the taxpayer or the
Secretary (or his delegate) to be allowable under section 6413(c)
or (e) as a special refund of tax imposed on wages. The amount
allowed as a credit under such regulations shall, for purposes of
this subtitle, be considered an amount withheld at source as tax
under section 3402.
(2) YEAR OF CREDIT.—Any amount to which paragraph (1)
applies shall be allowed as a credit for the taxable year beginning in

the calendar year during which the wages were received. If more
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than one taxable year begins in the calendar year, such amount
shall be allowed as a credit for the last taxable year so beginning.
*
SEC.

-

*

*

*

*

*

*

37. RETIREMENT INCOME.

((a) GENERAL RULE.—Jn the case of an individual who has reearned income before the beginning of the taxable year, there
shall be allowed as a cre(ht against the tax imposed by this chapter
for the taxable year an amount equal to 17 percent, in the case of a
taxable year beginning in 1964, or 15 percent, in the case of a taxceived

able year beginning after December 31, 1964, of the amount r'-

ceived by such individual as retirement income (as defined in subsection (c) and as limited by subsection (ci)); but this credit shall not
exceed such tax reduced by the credits allowable under section 32(2)
(relating to tax withheld at source on tax-free covenant bonds), section 33 (relating to foreign tax credit), and section 35 (relating to
partially tax-exampt interest).
((b) INDIVIDUAL WHO HAS RECEIVED EARNED INCOME;—For purposes of subsection (a), an individual shall be considered to have
received earned income if he has received, in each of any 10 calend ar
years before the taxable year, earned income (as defined in subsection
(g)) in excess of $600. A widow or widower whose spouse had received
such earned income shall be considered to have received earned income.
((c) RETIREMENT INcOME.—For purposes of subsection (a), the

term "retirement income" means—
[(1) in the case of an individual who has attained the age of 65
before the close of the taxable year, income from—

((A) pensions and annuities (including, in the case of an in-

dividual who is, or has been, an employee within the meaning of
section 401(c)(1), distributions by a t.rust described in section
401(a) which is exempt from tax under section 501(a)),
((B) interest,

[(C) rents,
((D) dividends, and
[(E) bonds described in section 405(b) (1) which are received
under a qualified bond purchase plan described in section 405(a)

or in a distribution from a trust described in section 401(a) which
is exempt from tax under section 501(a), or
[(2) in the case of an individual who has not attained the age of
65 before the close of the taxable year, income frOm pensions and
annuities under a public retirement system (as defined in subsection
(f)),

to the extent included in gross income without reference to this section
but only to the extent such income does not represent compensation
for personal services rendered during the taxable year.
[(d) LIMITATION ON RETIREMENT INCOME.—For purposes of sub-

section (a), the amount of retirement income shall not exceed $1,524

less—

((1) in the case of any individual, any amount received by the
indwidual as a pension or annuity—
((A) under title II of the Social Security Act,
((B) under the Railroad Retirement Acts of 1935 or 1937, or
[(C) otherwise excluded from gross inome, and
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(2) in the case of any individual who has not attained age 72
before the close of the taxable year—
((A) if such individual has not attained age 62 before the close
of the taxable year, any amount of earned income (as defined in
subsection (g)) in excess of $900 received by such individual in
the taxable year, or
(B) if such individual has attained age 62 before the close of the
taxable year, the sum of (i) one-half the amount of earned income
received by such individual in the taxable year in excess of $1,200
but not in excess of $1,700, and (ii) the amount of earned income
so received in excess of $1,700.
((e) RULE FOR APPLICATION OF SUBSECTION (d) (1) .—Subsection

(d) (1) shall not apply to any amount excluded from gross income under

section 72 (relating to annuities), 101 (relating to life insurance proceeds), 104 (relating to compensation for injuries or sickness), 105
(relating to amounts recieved under accident and health plans), 402
(relating to taxability of beneficiary of employees' trust), or 403 (relating to taxation of employee annuities).

((f) PUBLIC RETIREMENT SYSTEM DEFINED.—FOr purposes of

subsection (c)(2), the term "public retirement system" means a

pension, annuity, retirement, or similar fund or system established by

the United States, a State, a Territory, a possession of the United

States, any political subdivision of any of the foregoing, or the District
of Columbia.
((g) EARNED INCOME DEFINED.—FOr purposes of subsections (b)

and (d) (2), the term "earned income" has the meaning assigned to
such term in section 911(b), except that such term does not include
any amount received as a pension or annuity.
((h) NONRESIDENT ALIEN INELIGIBLE FOR CREDIT.—NO credit shall

be allowed under subsection (a) to any nonresident alien.
((i) SPECIAL RULES FOR CERTAIN MARRIED COUPLES.—

((1) ELECT1ON.—A husband and wife who make a joint return
for the taxable year and both of whom have attained the age of 65
before the close of the taxable year may elect (at such time and in
such manner as the Secretary or his delegate by regulations prescribes) to determine the amount of the credit allowed by subsection
(a) by applying the provisions of paragraph (2).
[(2) SPECIAL RULES.—If an election is made under paragraph (1)

for the taxable year, for purpoes of subsection (a)—
((A) if either spouse is an individual who has received earned
income within the, meaning of subsection (b),. the other spouse
shall be considered to be an individual who has received earned
income within the meaning of such subsection; and
((B) subsection (d) shall be considered as providing that the
amount of the combined retirement income of both spouses shall

not exceed $2,286, less the sum of the amounts specified in

paragraphs (1) and (2) of subsection (d) for each spouse.
(U) CROSS REFERENCE.—
[For disallowance of credit where tax is computed by Secretary
or his delegate, see section 6014(a).]
(a) GEiviAL RULES.—

(1) JOINT FETuENS.—In the case of a joint return—
(A) if either spouse has attained the age of 65 before the close of the
taxable year, or
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(B) 'f neither spouse has attained the age of 65 before the close
of the taxable year but one or both spouses have public retirement

system pension income for the taxable year.
there shall be allowed as a credit against the tax imposed by this chapter

for the taxable year an amount equal to 15 percent of the retirement
iicome (as limited by subsection (b)) received by the husband and wife
during the taxable year.
(2) OTHER RETuRNS.—In the case of a return by an unmarried individual and of a separate return by a married individual—

(A) if the individual has attained the age of 65 before the close

of the taxable year, or
(B) if the individual has not attained the age of 65 before the close
of the taxable year but has public retirement system pension income
for the taxable year,
there shall be allowed as a credit against the tax imposed by this chapter

for the taxable year an amount equal to 15 percent of the retirement
income (as limited by subsection (b)) received by the individual during
the taxable year.

(b) LIMITATION OF RETIREMENT INCOME.—

(1) IN GENERAL.—The amount of retirement income which may be
taken into account for purposes of subsection (a) shall not exceed the
following amounts (reduced as provided in paragraph (2)):
(A) $2,500 in the case of an unmarried individual,
(B) $2,5CC, in the case of a joint return where only one spouse is
an eligible individual,
(C) $3,750, in the case of a joint return where both spouses are
eligible individuals, or
(D) $1,875, in the case of separate return by a married individual.
(2) REDUcTI0N.—Except as provided in paragraphs (.5) and (4), the
reduction under this paragraph in the case of any individual is—

(A) any amount received by such individual as a pension or

annuity—
(i) under title II of the Social Security Act,
(ii) under the Railroad Retirement Act of 1935 or 1937, or
(iii) otherwise excluded from gross income, plus
(B) in the case of any individual who has not attained age 72
before the close of the taxable year—

(i) except as provided in clause (ii), one-half the amount of
earned income received by sucb individual in the taxable year in

excess of $2,000, or

(ii) if such individual has not attained age 62 before the close
of the taxable year, and if such individual (or his spouse under
age 62) is an eligible individual as defined in subsection (d) (4) (B),

any amount of earned income in excess of $1,000 received by
such individual in the taxable year.

(3) SPECIAL RULES FOR DETERMINING THE REDUCTION PROViDED IN
PARAGRAPH (2).—

(A) JOINT RETURNS.—In, the case of a joint return, the reductior&

under paragraph (2) shall be the aggregate of the mounts resulting
from applying paragraph (2) separately to each spouse.
(B) SEPARATE RETURNS OF MARRIED INDIVIDUALS.—In the case

of a separate return of a married individual, paragraph (2) (B) (i)
shall be applied by substituting "$1,000" for "$2,000", and para-

graph (2) (B) (ii) shall be zpplied by substituting "$500"for "$1,000".
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(C) No REDUCTION FOR CERTAIN AMOUNTS EXCLUDED FROM

GROSS INc0ME.—NO reduction shall be made under paragraph (2) (A)
for any amount excluded from gross income under section 72 (relating

to annuities), 101 (relating to life insurance proceeds), 104 (relating
to compensation for injuries or sickness), 105 (relating to amounts received under accident and health plans), 4C2 (relating to taxability of
beneficiary of employees' trust), or 403 (relating to taxation of employee annuities).
(4) SPECIAL RULE FOR CERTAIN INDIVIDUALS RECEIVING PUBLiC
RETIREMENT SYSTEM PENSION INC0ME.—In the case of a joint return

where one spouse is an eligible individual as defined in subsection (d)
(4) (A) and the other spouse is an eligible individual as defined in subsection (d) (4) (B), there shall be an additional reductwn under paragraph (2) in an amount equal to the excess (if any) of $1 ,25C over the
amount of the public retirement system pension income of the spouse who
is an eligible individual as defined in subsection (d) (4) (B).
(c) RETIREMENT INCOME.—FOr purposes of this section—

(1) IN GENERAL.—EXCept as provided in paragraph (2), the term
"retirement income" means income from—

(A) pensions and annuities (including public retirement system
pension income and including, in the case of an individual who is, or

has been, an employee within the meaning of section 401(c) (1),
distrib utions by a trust described in section 401(a) which is exempt
from tax under section 501(a)),
(B) interest,
(C) rents,
(D) dividends, and
(E) bonds described in section 405(b) (1) which are received under
a qualified bond purchase plan described in section 405(a) or in a

distribution from a trust described in section 401(a) which is

exempt from tax under section 501(a),
to the extent included in gross income without ref ernce to this section,
but only to the extent such income does not represent compensation for
personal services rendered during the taxable year.
(2) CERTAIN INDIVIDUALS UNDER AGE ss.—In the case of—

(A) a return by an unmarried individual who has not attained the
age of 65 before the close of the taxable year,

(B) a separate return by a married individual who has not attained
the age of 65 before the close of the taxable year, and

(C) a joint return if neither spouse has attained the age of 65

before the close of the taxable year,

the term "retirement income" means only public retirement system
pension income, and only so much of such income received by an individual during the taxable year as does not exceed $2,500.
(d) OTHER DEFINITIOS AND SPECIAL RULES.—FOr purposes of
his section. —
(1) PUBLIC RETIREMENT SYSTEM PENSION INc0ME.—The term
"public retirement system pension income" means income from pensions

and annuities under a public retirement system for personal services
performed by the taxpayer or his spouse, to the extent included in gross
income without reference to this section, but only to the extent such income does not represent compensation for personal services rendered

du'-ing the taxable year. For purposes of this paragraph, the term
78—17&——72—73
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"public retirement system" means a pension, annuity, retirement, or
similar fund or system established by the United States, a State, a

possession of the United States, any political subdivision of any of the
foregoing, or the District of Golumbia.
(2) EARNED INc0ME.—The term "earned income" has the meaning
assigned to such term in section 911(b) except t4at such term does not
include any amount received as a pension or annuity.
(3) GOMMUNITY PROPERTY LAWS DISREGARDED.—The determination

of whether—

(A) earned income, or

(B) income from pensions and annuities for personal serviies
(including public retirement system pension income and distributions to which subsection (c) (1) (A) applies),

is the income of a husband or wife shall be made without regard to
community property laws.
(4) ELIGIBLE INDIvIDUAL.—The term "eligible individual" means'
an individual who—
(A) has attained the age of 65 before the close of the taxable year, or
(B) has not attained such age but has public retirement system

pension income for the taxable year.
(5) MARITAL STATUS.—Marital status shall be determined under
section 153.
(6') JOINT RRTuRN.—The term "joint return" means the joint return
of a husband and wife made under section 6013.
(e) NONRESIDENT ALIEN INELIGIBLE FOR GREDIT.—NO credit shall

be allowed under this section to any nonresident alien.
*

*

*

*

*

*

*

SEC. 40. EXPENSES OF [WORK INCENTIVE] GUARANTEED EMPLOYMENT PROGRAMS.

(a) GENERAL RuLE.—There shall be allowed, as a credit against
the tax imposed by this chapter, the amount determined under subpart
C of this part.
(b) REGTJLATIONS.—The Secretary or his delegate shall prescribe
such regulations as may be necessary to carry out the purposes of this
section and subpart C.
*

*

*

*

*

*

*

SEC. 42. WORK BONUS.

There shall be allowed to a taxpayer who is an eli,rible individual (as
defined in section 10005) and who makes an election under section 10001
(d) for the taxable year, as a credit against the tax imposed by this chapter
an amount equal to any amount to which he is entitled under chapter 97
for that year unless he has applied to receive that amount as a payment

under that chapter. The Secretary or hi8 delegate shall prescribe such

regulations as may be necessary to carry out the provisions of this section.
SEC. [42.] 43. OVERPAYMENTS OF TAX.

For credit apinst the tax imposed by this subtitle for overpayments

of tax, see section 6401.
*

*

*

*

*

*

*
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Subpart C—Rules for Computing Credit for Expenses of
[Work Incentive] Guaranteed Employment Programs
Sec. 50A. Amount of credit.
Sec. 50B. Definitions; special rules.
SEC. 50A. AMOUNT OF CREDIT.
(a) DETERMINATION OF AMOUNT.—

(1) GENERAL RULE.—The amount of the credit allowed by section

40 for the taxable year shall be equal to 20 percent of the (work

incentive] guaranteed employment program expenses (as defined in
section 50B(a)).
(2) LIMITATION BASED ON AMOUNT OF TAx.—Notwlthstandrng

paragraph (1), the credit allowed by section 40 for the taxable year
shall not exceed—
(A) so much of the liability for tax for tne taxable year as does
not exceed $25,000, plus
(B) 50 percent of so much of the liability for tax for the taxable year as exceeds $25,000.
(3) LIABILITY FOR TAx.—For purposes for paragraph (2), the
liability for tax for the taxable year shall be the tax imposed by this
chapter for such year, reduced by the sum of the credits allowable
under—
(A) section 33 (relating to foreign tax credit),
(B) section 35 (relating to partially tax exempt interest),
(C) section 37 (relating to retirement income),
(D) section 38 (relating to investment in certain depreciable
property), and
(E) section 41 (relating to contributions to candidates for public
office).

For purposes of this paragraph, any tax imposed for the taxable year
by section 56 (relating to minimum tax for tax preferences), section
531 (relating to accumulated earnings tax), section 541 (relating to
personal holding company tax), or section 1378 (relating to tax on

certain capital gains of subchapter S corporations), and any additional tax imposed for the taxable year by section 1351(d)(1) (relating to recoveries of foreign expropriation losses), shall not be considered tax imposed by this chapter for such year.
(4) MARRIED INDIvIDUALS.—In the case of a husband or wife who

files a separate return, the amount specified under subparagraphs
(A) and (B) of paragraph (2) shall be $12,500 in lieu of $25,000.
This paragraph shall not apply if the spouse of the taxpayer has no
(work incentive] guaranteed employment program expenses for, and
no unused credit carryback or carryover to, the taxable year of such
spouse which ends within or with the taxpayer's taxable year.

(5) CONTROLLED GROUPS.—Ifl the case of a contro grciup, tdellhe

$25,000 amount specified under paragraph (2) shall be reduced for
each component member of such group by apportioning $25,000.
among the component members of such group in such manner as the
Secretary or his delegate shall by regulations prescribe. For purposes

of the preceding sentence, the term "controlled groups' has the
meaning assigned to such term by section 1563(a).

(b) CARRYBACK AND CARRYOVER OF UNUSED CREDIT.—

(1) ALLOWANCE OF CREDIT.—If the amount of the credit deter-

mined under subsection (a) (1) for any taxable year exceeds the
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limitation provided by subsection (a) (2) for such taxable year
(hereinafter in this subsection referred to as "unused credit year"),
such excess shall be—
(A) a (work incentive] guaranteed employment program credit

carryback to each of the 3 taxable years preceding the unused
credit year, and
(B) a (work incentive] guaranteed employment program credit
carryover to each of the 7 taxable years following the unused
credit year
and shall be added to the amount allowable as a credit by section
40 for such years, except that such excess may be a carryback only
to a taxable year beginning after December 31, 1971. The entire
amount of the unused credit for an unused credit year shall be
carried to the earliest of the 10 taxable years to which (by reason of
subparagraphs (A) and (B)) such credit may be carried, and then
to each of the other 9 taxable years to the extent that, because of
the limitation contained in paragraph (2), such unused credit may
not be added for a prior taxable year to which such unused credit
may be carried.
(2) LIMITATI0N.—The amount of the unused credit which may

be added under paragraph (1) for any preceding or succeeding
taxable year shall not exceed the amount by which the limitation
provided by subsection (a) (2) for such taxable year exceeds the
sum of—
(A) the credit allowable under subsection (a) (1) for such taxable

year, and

(B) the amounts which, by reason of this subsection, are

added to the amount allowable for such taxable year and attributable to taxable years preceding the unused credit year.
(c) EARLY TERMINATION OF EMPLOYMENT BY EMPLOYER, ETC.—
(1) GENERAL RULE.—Under regulations prescribed by the

Secretary or his delegate—

(A) (WORK INCENTIVE] GUARANTEED EMPLOYMENT PROGRAM

ExPENsss.—If the employment of any employee with respect
to whom (work incentive] guaranteed employment program
expenses are taken into account under subsection (a) is terminated

by the taxpayer at any time during the first 12 months of such
employment (whether or not consecutive) or before the close
of the 12th calendar month after the calendar month in which
such employee completes 12 months of employment with the
taxpayer, the tax under this chapter for the taxable year in which
such employment is terminated shall be increased by an amount
(determined under such regulations) equal to the credits allowed
under section 40 for such taxable year and all prior taxable years
attributable to (work incentive] guaranteed employment program
expenses paid or incurred with respect to such employee.
(B) CAREYBACKS AND CARRYOVERS ADJUSTED.—ln the case

of any termmation of employment to which subparagraph (A)
applies, the carrybacks and carryovers under subsection (b)
shall be properly adjusted.
(2) SUBsECTION NOT TO APPLY IN CERTAIN CASES.—

(A) IN GENERAL.—Paragraph (1) shall not apply to—

(i) a termination of employment of an employee who

voluntarily leaves the employment of the taxpayer.
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(ii) a termination of employment of an individual who,
before the close of the period referred to in paragraph (1) (A),
becomes disabled to perform the services of such employment,
unless such disability is removed before the close of such period
and the taxpayer fails to offer reemployment to such individual,
or

(iii) a termination of employment of an individual, if it is
determined under the applicable State unemployment compensation law that the terminaticn was due to the misconduct
of such individual.
(B) CHANGE IN FORM OF BUSINESS, ETC.—For purposes of

paragraph (1), the employment relationship between the taxpayer and an employee shall not be treated as terminated—
(i) by a transaction to which section 381 (a) applies, if the
employee continues to be employed by the acquiring corporation, or
(ii) by reason of a mere change in the form of conducting
the trade or business of the taxpayer, if the employee continues

to be employed in such trade or business and the taxpayer

retains a substantial interest in such trade or business.
(3) SPECIAL RULE.—Any increase in tax under paragraph (1)

shall not be treated as tax imposed by this chapter for purposes
of determining the amount of any credit allowable under subpart A.
(d) FAILURE To PAY COMPARABLE WAGES.—

(1) GENERAL RULE.—Under regulations prescribed by the
Secretary or his delegate, if during the period described in subsection
(c)(1.)(A), the taxpayer pays wages (as defined in section 50B(b))
to an employee with respect to whom (work incentive] guaranteed

employment program expenses are taken into account under subsection (a) which are less than the wages paid to other employees
who perform comparable services, the tax under this chapter for
the taxable year in which such wages are so paid shall be increased
by an amount (determined under such regulations) equal to the
credits allowed under section 40 for such taxable year and all prior
taxable years attributable to (work incentive] guaranteed employ-

ment program expenses paid or incurred with respect to such

employee, and the carrybacks and carryovers under subsection (b)
shall be properly adjusted.
(2) SPECIAL RULE.—Any increase in tax under paragraph (1)
shall not be treated as tax imposed by this chapter for purposes of
determining the amount of any credit allowable under subpart A.

SEC. SOB. DEFINITIONS; SPECIAL RULES.
(a) (WORK INCENTIVE] GUARANTEED EMPLOYMENT PROGRAM Ex-

PENSES.—FOr purposes of this subpart, the term "(work incentive]
guaranteed employment program expenses" means the wages paid or

incurred by the taxpayer for services rendered during the first 12
months of employment (whether or not consecutive) of employees

who are certified by the Secretary of Labor as—
[(1) having been placed in employment under a work incentive
program established under section 432(b)(1) of the Social Security
Act, and]
(1) having participated, immediately prior to employment by the
taxpayer, for at lea.st one month in the guaranteed employment program
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administered by the Work Administration under title XX of the Social

Security Act, and
(2) not having displaced any individual from employment.

(b) WAGES.—FOr purposes of subsection (a), the term "wages"
means only cash remuneration (including amounts deducted and
withheld).
(c) LIMITATIONS.—

((1) TRADE OR BUSINESS EXPENSES.—NO item shall be taken

into account under subsection (a) unless such item is incurred in a
trade or business of the taxpayer.]
(1) AMOUNT OF WAGES PER EMPL0YEE.—The amount of wages paid

or incurred during the taxable year with respect to any employee certified
under subsection (a)—
(A) who is a nonbusiness employee, or
(B) whose employment by the taxpayer begins after December 31,
1973,
which may be taken into account uruier that subsection shall not include
so much of the wages paid or incurred during the taxable year as exceeds

an annual rate of $4,000.

()

TOTAL AMOUNT OF WAGES PER YEAR.—

(A) IN GENERAL.—The total amount of wages paid or incurred
during the taxable year with respect to all employees cethfied under
subsection (a) —
(i) who are nonbusiness employees, or
(ii) whose employment by the taxpayer begins after December 31,
1973.

which may be taken into account under this subsection shall not
exceed 15 percent of so much of the agregate wages paid or incurred
during the taxable year with respect to all employees of the taxpayer
as does not exceed, in the case of each employee, the average rate of

the wages paid or incurred during the taxable year with respect to
employees certfied under subsection (a) (to the extent such wages are
taken into account under paragraph (1)).
(B) WAGES OF ONE EMPLOYEE.—The total amount of wages which

may be taken into account under subparagraph (A) shall not be less
than the amount of wages which are taken into account under paragraph (1) with respect to one employee. In the case a husband and
wife who file separate returns, the preceding sentence shall apply,
with respect to nonbusiness employees, only to the spouse designated
by them in such manner as the Secretary or his delegate prescribes by
regulations
(C) BUSINESS AND NONBUSINESS EMPLOYEEs.—Subparagraphs

(A) and (B) shall apply separately with respect to nonbusiness
employees of the taxpayer.
[(2)] (3) REIMBURSED EXPENSES.—NO item shall be taken into

account under subsection (a) to the extent that the taxpayer is reimbursed for such item.

[(3)] (4) GEOGRAPHICAL LIMITATION.—NO item shall be taken into

account under subsection (a) with respect to any expenso paid or
incurred by the taxpayer with respect to employment outside the
United States.
((4)] (5) MAXIMUM PERIOD OF TRAINING OR INSTRUCTION.—

No item with respect to any employee shall be taken into account
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under subsection (a) after the end of the 24-month period beginfling with the date of initial employment of such employee by the
taxpayer.
[(5)] (6) INELIGIBLE INDIVIDUALS.—No item shall be taken into

account under subsection (a) with respect to an individual who—
(A) bears any of the relationships described in paragraphs (1)
through (8) of section 152(a) to the taxpayer, or, if the taxpayer
is a corporation, to an individual who owns, directly or indirectly,
more than 50 percent in value of the outstanding stock of the
corporation (determined with the application of section 267(c)),
(B) if the taxpayer is an estate or trust, is a grantor, beneficiary,

or fiduciary of the estate or trust, or is an individual who bears
any of the relationships described in paragraphs (1) through (8)
of section 152(a) to a grantor, beneficiary, or fiduciary of the
estate or trust, or

(C) is a dependent (described in section 152(a)(9)) of the
taxpayer, or, if the taxpayer is a corporation, of an individual
described in subparagraph (A), or, if the taxpayer is an estate or
trust, of a grantor, beneficiary, or fiduciary of the estate or trust.

(d) SUBCHAPTER S C0RP0RATI0N5.—In case of an electing small
business corporation (as defined in section 1371)—
(1) the [work incentive] guaranteed employment program expenses

for each taxable year shall be apportioned pro rata among the

persons who are shareholders of such corporation on the last day of
such taxable year, and

(2) any person to whom any expenses have been apportioned
under paragraph (1) shall be treated (for purposes of this subpart)
as the taxpayer with respect to such expenses.
(e) ESTATES AND rrRUsTS_In the case of an estate or trust—

(1) the (work incentive] guaranteed employment program expenses for any taxable year shall be apportioned between the estate
or trust and the beneficiaries on the basis of the income of the estate
or trust allocable to each,
(2) any beneficiary to whom any expenses have been apportioned
under paragraph (1) shall be treated (for purposes of this subpart)
as the taxpayer with respect to such expenses, and
(3) the $25,000 amount specified under subparagraphs (A) and
(B) of section 50A(a) (2) applicable to such estate or trust shall be
reduced to an amount which bears the same ratio to $25,000 as the
amount of the expenses allocated to the trust paragraph (1) bears
to the entire amount of such expenses.

(f) LIMITATIoNs WITh RESPECT TO CERTAIN PERsoNs.—In the
case of—

(1) an organization to which section 593 applies,
(2) a regulated investment company or a real estate investment

trust subject to taxation under subchapter M (section 851 and
following), and
(3) a cooperative organization described in section 1381(a),

rules similar to the rules provided in section 46(d) shall apply
under regulations prescribed by the Secretary or his delegate.
(g) NONBUSINESS EMPLOYEES.—

(1) ELEcTI0N.—Subsection (a) shall apply with respect to nonbusiness employees of the taxpayer only if the taxpayer makes an
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election

under this subsection. Such election shall be made for any

taxable year in s-itch manner and within such time as the flecretary or
his delegate prescribes by regulations.
(2) DENIAL OF DEDUCTION UNDER SECTION 214.—If the taxpayer
makes an election under paragraph (1) for a taxable year, no deduction
shall be allowable to the taxpayer 'under section 214 (relating to expenses
for household and dependent care services necessary for gainful employment) for such taxable year.
(5) NONBUSINESS EMPLOYEE DEFINED.—For purposes of this

section, an employee is a nonbusiness employee of the taxpayer if his
services are not performed in connection with a trade or business of the
taxpa er.

((g) (h) CROSS REFERENCE.—
For application of this subpart to certain acquiring corporations, see
section 381(c) (24).
*

*

*

*

*

*

*

Subchapter B—Computation of Taxable Income
I. Definition of gross income, adjusted gross income, and
Part
taxable income.

*

Part II. Items specifically included in gross income.
Part III. Items specifically excluded from gross income.
Part IV. Standard deduction for individuals.
V. Deductions for personal exemptions.
Part
Part VI. Itemized deductions for individuals and corporations.
Part VII. Additional itemized deductions for individuals.
Part VIII. Special deductions for corporations.
Part IX. Items not deductible.
Part X. Terminal railroad corporations and their shareholders
*
*
*
*
*
*

PART Il—ITEMS SPECIFICALLY INCLUDED IN
GROSS IN COME
Sec. 71. Alimony and separate maintenance payments.
Sec. 72. Annuities; certain proceeds of endowment and life
insurance contracts.
Sec. 73. Services of child.
Sec. 74. Prizes and awards.
Sec. 75. Dealers in tax-exempt securities.
Sec. 76. Mortgages made or obligations issued by joint-stock land
banks.
Sec. 77. Commodity credit loans.
Sec. 78. Dividends received from certain foreign corporations by
domestic corporations choosing foreign tax credit.
Sec. 79. Group-term life insurance purchased for employees.
Sec. 80. Restoration of value of certain securities.
Sec. 81. Increases in expense account under section 166(g).
Sec. 82. Reimbursement for expenses of moving.
Sec. 83. Property transferred in connection with performance of
services.

*

*

*

*

*

*

*

1155
SEC. 72. ANNUITIES; CERTAIN PROCEEDS OF ENDOWMENT AND LIFE
INSURANCE CONTRACTS.
*
*
*
*
*
*
*
(n) TREATMENT OF TOTAL DISTRIBUTIONS.—
(1) APPLICATION OF SUBSECTION.—

(A) GENERAL RULE.—Th1S subsection shall apply to amounts—

(i) distributed to a distributee, in the case of an employees'
trust described in section 401(a) which is exempt from tax
under section 501(a), or
(ii) paid to a payee, in the case of an annuity plan described
in section 403(a),
if the. total distributions or amounts payable to the distributee or
payee with respect to an employee (including an individual who
is an employee within the meaning of section 401(c) (1)) are paid

to the distributee or payee within one taxable year of the distributee or payee, but only to the extent that section 402 (a) (2)
or 403(a) (2) (A) does not apply to such amounts.
(B) DISTRIBUTIONS TO WHICH APPLICABLE.—This subsection

shall apply only to distributions or amounts paid—
(i) on account of the employee's death,
(ii) with respect to an individual who is an employee without
regard to section 401(c) (1), on account of his separation from
the service,

(iii) with respect to an employee within the meaning of

section 401(c)'(l), after he has attained the age of 59X years, or

(iv) with respect to an employee within the meaning of
section 401(c) (1), after he has become disabled (within the
meaning of subsection (m) (7)).
(C) MINIMUM PERIOD OF SERVICE.—ThiS subsection shall apply

to amounts distributed or paid to an employee from or under a
plan only if he has been a participant in the plan for 5 or more
taxable yars prior to the taxable year in which such amounts
are distributed or paid.
(D) AMOUNTS SUBJECT TO PENALTY.—ThiS subsection shall not

apply to amounts described in clauses (ii) and (iii) of subparagraph (A) of subsection (m) (5) (but, in the case of amounts described in clause (ii) of such subparagraph, only to the extent
that subsection (m) (5) applies to such amounts).

(2) LIMITATION OF TAx.—In any case to which this subsection
applies, the tax attributable to the amounts to which this subsection

applies for the taxable year in which such amounts are received

shall not exceed whichever of the following is the greater:
(A) 5 times the increase in tax which would result from the mclusion in gross income of the recipient of 20 percent of so much
of the amount so received as is includible in gross income, or
(B) 5 times the increase in tax which, would result if the taxable
income of the recipient for such taxable year equaled 20 percent

of the amount of the taxable income of the recipient for such
taxable year determined under paragraph (3) (A).
(3)

DETERMINATION OF TAXABLE INc0ME.—Notwithstandrng

section 63 (relating to definition of taxable income), for purposes

only of computing the tax under this chapter attributable to
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amounts to which this subsection or subsection (m) (5) applies and

which are includible in gross income—
(A) the taxable income of the recipient for the taxable year of

receipt shall be treated as being not less than the amount by
which (i) the aggregate of such amounts so includible in gross
income exceeds (ii) the amount of the deductions allowed for such
taxable year under section 151 (relating to deductions for personal
exemptions); and
(B) in making ratable inclusion computations under paragraph
(5) (B) of subsection (m), the taxable income of the recipient for

each taxable year involved in such ratable inclusion shall be
treated as being not less than the amount required by such

paragraph (5) (B) to be treated as includible in gross income for
such taxable year.
In any case in which the preceding sentence results in an increase in
taxable income for any taxable year, the resulting increase in the
taxes imposed by section 1 or 3 for such taxable year shall not be
reduced by any credit under part IV of subshapter A (other than
sections [31 and 39] 31, 39, and 4 thereof) which, but for this
sentence, would be allowable.
(4) SPECIAL RULE FOR EMPLOYEES WITHOUT REGARD TO SECTION

401(c) (1) .—In the case of amounts to which this subsection applies
which are distributed or paid with respect to an individual who is an
employee without regard to section 401(c)(1), paragraph (2) shall
be applied with the following modifications:

(A) "7 times" shall be substituted for "5 times", and "14 percent" shall be substituted for "20 percent".
(B) Any amount which is received during the taxable year by
the employee as compensation (other than as deferred compensation within the meaning of section 404) for personal services per-

formed for the employer in respect of whom the amounts distributed or paid are received shall not he taken into account.
(C) No portion of the total distributions or amounts payable
(of which the amounts distributed or paid are a part) to which
section 402(a)(2) or 403(a)(2)(A) applies shall be taken into account.

Subparagraph (B) shall not apply if the employee has not attained
the age of 59 years, unless he has died or become disabled (within
the meaning of subsection (m)(7)).
*

*

*

*

*

*

*

PART Ill—ITEMS SPECIFICALLY EXCLUDED FROM
GROSS INCOME
Sec. 101. Certain death benefits.
Sec. 102. Gifts and inheritances.
Sec. 103. Interest on certain governmental obligations.
Sec. 104. Compensation for injuries or sickness.
Sec. 105. Amounts received under accident and health plans.
Sec. 106. Contributions by employer to accident and health plans.
Sec. 107. Rental value of parsonages.
Sec. 108. Income from discharge of indebtedness
Sec. 109. Improvemen'ts by lessee on lessor's property.
Sec. 110. Income taxes paid by lessee corporation.
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Sec.

111. Recovery of bad debts, prior taxes, and delinquency

amounts.
Sec. 112. Certain combat pay of members of the Armed Forces.
Sec. 113. Mustering-out payments for members of the Armed
Forces.

Sec. 114. Sports programs conducted for the American National
Red Cross.
Sec. 115. Income of States, municipalities, etc.
Sec. 116. Partial exclusion of dividends received by individuals.
Sec. 117. Scholarships and fellowship grants.
Sec. 118. Contributions to the capital of a corporation.
Sec. 119. Meals or lodging furnished for the convenience of the
employer.

Sec. 121. Gain from sale or exchange of residence of individual
who has attained age 65.
Sec. 122. Certain reduced uniformed services retirement pay.
Sec. 123. Amounts received under insurance contracts for certain
living expenses.

Sec. .154. Work bonis payments.

Sec. [124] 196. Cross references to other Acts.
*
*
*
*
*
124.
WORK
BONUS
PAYMENTS.
SEC.
*

*

Gross income does not include any amount received as a payment under
chapter 97.
SEC. [124.] 125. CROSS REFERENCES TO OTHER ACTS.

(a) For exemption of—--

(1) Adjustments of indebtedness under wage earners' plans, see
section 679 of the Bankruptcy Act (52 Stat. 938; 11 U.S.C. 1079);

(2) Allowances and expenditures to meet losses sustained by
persons serving the United States abroad, due to appreciation of
foreion currencies, see the Acts of March 6, 1934 (48 Stat. 466;
5 U..C. 118c) and April 25, 1938 (52 Stat. 221; 5 U.S.C. 118c-1);
(3) Amounts credited to the Maritime Administration under

section 9 (b) (6) of the Merchant Ship Sales Act of 1946, see section
9 (c) (1) of that Act (60 Stat. 48; 50 U.S.C. App. 1742);
(4)

Benefits under World War Adjusted Compensation Act,

see section 308 of that Act, as amended (43 Stat. 125; 44 Stat. 827,
§ 3; 38 U.S.C. 618);
(5) Benefits under World War Veterans' Act, 1924, see section 3
of the Act of August 12, 1935 (49 Stat. 609; 38 U.S.C. 454a);
(6) Dividends and interest derived from certain preferred stock

by Reconstruction Finance Corporation, see section 304 of the
Act of March 9,1933, as amended (49 Stat 1185; 12 U.S.C. 51d);
(7) Earnings of ship contractors deposited in special reserve
funds, see section 607 (h) of the Merchant Marine Act., 1936, as
amended (52 Stat.. 961, § 28; 46 U.S.C. 1177);

(8) Income derived from Federal Reserve banks, including
capital stock and surplus, see section 7 of the Federal Reserve

Act (38 Stat. 258; 12 U.S.C. 531);

(9) Income derived from Ogdensburg bridge across Saint
Lawrence River, see section 4 of the Act of June 14, 1933, as

amended (54 Stat. 259, § 2);
(10) Income derived from Owensboro bridge across Ohio River

and nearby ferries, see section 4 of the Act of August 14, 1937
(50 Stat. 643).;

(11) Income derived from Saint Clair River bridge and ferries,
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see

section 4 of the Act of June 25, 1930, as amended (48 Stat.

140, § 1);

(12) Leave compensation payments under section 6 of Armed
Forces Leave Act of 1946, see section 7 of that Act (60 Stat. 967;
37 U.S.C. 36);
(13) Mustering-out payments made to or on account for veterans
under the Mustering-Out Payment Act of 1944, see section 5 (a)
of1that Act (58 Stat. 10; 38 U.S.C. 691e);
(14) Railroad retirement annuities and pensions, see section 12

of the Railroad Retirement Act of 1935, as amended (50 Stat.
316; 45 U.S.C. 2281);

(15) Railroad unemployment benefits, see section 2 (e) of the
Railroad Unemployment Insurance Act, as amended (52 Stat.
1097; 53 Stat. 845, § 9; 45 U.S.C. 352);

.(16) Special pensions of persons on Army and Navy medal of
honor roll, see section 3 of the Act of April 27, 1916 (39 Stat. 54;
38 U.S.C. 393);
(17) Gain derived from the sale or other disposition of Treasury
Bills, issued after June 17, 1930, under the Second Liberty Bond
Act, as amended, see Act of June 17, 1930 (C. 512, 46 Stat. 775;
31 U.S.C. 754);
(18) Benefits under laws administered by the Veterans' Administration, see section 3101 of title 38, United States Code.
*

*

*

*

*

*

*

Subchapter C—Corporate Distributions and

Adjustments
Part I. Distributions by corporations.
Part II. Corporate liquidations.
Part III. Corporate organizations and reorganizations.
Part IV. Insolvency reorganizations.
Part V. Carryovers.
Part VI. Treatment of certain corporate interests a& stock or
indebtedness.

*

Part VII. Effective date of subchapter C.
*
*
*
*

*

*

PART V—CARRYOVERS
Sec. 381. Carryovers in certain corporate acquisitions.
Sec. 382. Special limitations on net operating loss carryovers.
Sec. 383. Special limitations on carryovers of unused investment
credits, (work incentivej guaranteed employment program credits, foreign taxes, and capital losses.
SEC. 381. CARRYOVERS IN CERTAIN CORPORATE ACQUISITIONS.

(a) GENERAL RULE.—In the case of the acquisition of assets of a
corporation by another corporation—
(1) in a distribution to such other corporation to which section 332
(relating to liquidations of subsidiaries) applies, except in a case in
which the basis of the assets distributed is determined under section
334(b)(2); or
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(2) in a transfer to which section 361 (relating to nonrecognition
of gain or loss to corporations) applies, but only if the transfer is in
connection with a reorganization described in subparagraph (A),

(C), (D) (but only if the requirements of subparagraphs (A) and
(B) of section 354(b)(1) are met), or (F) of section 368(a)(1),
the acquiring corporation shall succeed to and take into account, as
of the close of the day of distribution or transfer, the items described in

subsection (c) of the distributor or transferor corporation, subject to
the conditions and limitations specified in subsections (b) and (c).
(b) OPERATING RULEs.—Except in the case of an acquisition in
connection with a reorganization described in subparagraph (F) of
section 368(a) (1)—

(1) The taxable year of the distributor or transferor corporation
shall end on the date of distribution or transfer.
(2) For purposes of this section, the date of distribution or transfer shall be the day on which the distribution or transfer is completed; except that, under regulations prescribed by the Secretary
or his delegate, the date when, substantially all of the property has

been distributed or transferred may be used if the distributor or
transferor corporation ceases all operations, other than liquidating
activities, after such date.
(3) The corporation acquiring property in a distribution or transfer described in subsection (a) shall not be entitled to carry back a

net operating loss or a net capital loss for a taxable year ending
after the date of distribution or transfer to a taxable year of the
distributor or transferor corporation.
(c) ITEMS OF THE DISTRIBUTOR OR TRANSFEROR CORPORATION.—

The items referred to in subsection (a) are:
(1) NET OPERATING LOSS CARRY0vERS.—The net operating loss

carryovers determined under section 172, subject to the following
conditions and limitations:
(A) The taxable year of the acquiring corporation to which the

net operating loss carryovers of the distributor or transferor

corporation are first carried shall be the first taxable year ending
after the date of distribution or transfer.
(B) In determining the net operating loss deduction, the portion
of such deduction attributable to the net operating loss carryovers

of the distributor or transferor corporation to the first taxable

year of the acquiring corporation ending after the date of distribu-

tion or transfer shall be limited to an amount which bears the

same ratio to the taxable income (determined without regard to a
net operating loss deduction) of the acquiring corporation in such
taxable year as the number of days in the taxable year after the
date of distribution or transfer bears to the total number of days
in the taxable year.

(C) For the purpose of determining the amount of the net

operating loss carryovers under section 172 (b) (2), a net operating
loss for a taxable year (hereinafter in this subparagraph referred

to as the "loss year") of a distributor or transferor corporation
which ends on or before the end of a loss year of the acquiring
corporation shall be considered to be a net operating loss for a
year prior to such loss year of the acquiring corporation. For the
same purpose, the taxable income for a "prior taxable year" (as
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the

term is used in section 172 (b) (2)) shall be computed as

provided is such section; except that, if the date of distribution or

transfer is on a day other than the last day of a taxable year of

the acquiring corporation—
(i) such taxable year shall (for the purpose of this subparagraph only) be considered to be 2 taxable years (hereinafter in
this subparagraph referred to as the "pre-acquisition part year"
and the "post-acquisition part year");

(ii) the pre-acquisition part year shall begin on the same
day as such taxable- year begins and shall end on the date of
distribution or transfer;
(iii) the post-acquisition part year shall begin on the day
following the date of distribution or transfer and shall end on
the same day as the end of such taxable year;
(iv) the taxable income for such taxable year (computed
with the modifications specified in section 172 (b) (2) (A) but
without a net operating loss deduction) shail be divided
between the pre-acquisition part year and the post-acquisition
part year in proportion to the number of days in each;
(v) the net operating loss deduction for the pre-acquisition
part year shall be determined as provided in section 172 (b) (2)

(B), but without regard to a net operating loss year of the

distributor or transferor corporation; and
(vi) the net operating loss deduction for the post-acquisition
part year shall be determined as provided in section 172 (b) (2)
(B).

(2) EARNINGS AND PROFITs.—In the case of a distribution or
transfer described in subsection (a)—
(A) the earnings and profits or deficit in earnings and profits, as
the case may be, of the distributor or transferor corporation shall,

subject to subparagraph (B), be deemed to have been received
or incurred by the acquiring corporation as of the close of the
date of the distribution or transfer; and
(B) a deficit in earnings and profits of the distributor, trans-

feror, or acquiring ëorporation shall be used only to offset earnings

and profits accumulated after the date of transfer. For this pur-

pose, the earnings and profits for the taxable year of the acquiring
corporation in which the distribution or transfer occurs shall be
deemed to have been accumulated after such distribi1tion or transfer in an amount which bears the same ratio to the undistrihuted
earnings and profits of the acquiring corporation for such taxable

year (computed without regard to any eariings and profits re-

ceived from the distributor or transferor corporation, as described
in subparagraph (A) of this paragraph) as the number of days in
the taxable year after the date of; distribution or transfer bears to
the total number of days in the taxable year.
(3) CAPITAL LOSS CARRYOvER.—The capital loss carryover deter-

mined under section 1212, subject to the following conditions and
limitations:
(A) The taxable year of the acquiring corporation to which the
capital loss carryover of the distributor or transferor corporation is
first carried shall be the first taxable year ending after the date of
distribution or transfer.
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(B) The capital loss carryover shall he a short-term capital loss
in the taxable year determined under subparagraph (A) but shall
be limited to an amount which bears the same ratio to the net capital ain (determined without regard to a short-term capital loss
attributable to capital loss carryover), if any, of the acquiring
corporation in such taxable year as the number of days in the tax-

able year after the date of distribution or transfer bears to the

total number of days in the taxable year.
(C) For purposes of determining the amount of such capital loss
carryover to taxable years following the taxable year. determined
under subparagraph (A), the net capital gain in the taxable year
determined under subparagraph (A) shall be considered to be an
amount equal to the amount determined under subparagraph (B).
(4) METHOD OF ACCOUNTING.—The acquiring corporation shall

use the method of accounting used by the distributor or transferor
corporation on the date of distribution or transfer unless different
methods were used by several distributor or transferor corporations

or by a distributor or transferor corporation and the acquiring

corporation. If different methods were used, the acquiring corporation shall use the method or combination of methods of computing
taxable income adopted pursuant to regulations prescribed by the
Secretary or his delegate.
(5) INvENT0RIEs.—In any case in which inventories are received

by the acquiring corporation, such inventories shall be taken by
such corporation (in determining its income) on- the same basis on
which such inventories were taken by the distributor or transferor
corporation, unless different methods were used by several distributor or transferor corporations or by a distributor or transferor
corporation and the acquiring corporation. If different methods
were used, the acquiring corporation shall use the method or
combination of methods of taking inventory adopted pursuant to
regulations prescribed by the Secretary or his delegate.

(6) METHOD OF COMPUTING DEPRECIATION ALLOWANCE..—The ac-

quiring corporation shall be treated as the distributor or transferor
corporation for purposes of computing the depreciation allowance
under subsections (b), (j), and (k) of section 167 on property acquired in a distribution or transfer with respect to so much of the
basis in the hands of the acquiring corporation as does not exceed

the adjusted basis in the hands of the distributor or transferor
corporation.
(7) [Deleted.]

(8) INSTALLMENT METHOD.—If the acquiring corporation acquires

installment obligations (the income from winch the distributor or
transferor corporation has elected, under section 453, to report on
the installment basis) the acquiring corporation shall, for purposes
of section 453, be treated as if it were the distributor or transferor
corporation.

(9) AMORTIZATION OF BOND DISCOUNT OR PREMIUM.—If the ac-

quiring corporation assumes liability for bonds of the distributor or

transferor corporation issued at a discount or premium, the acquiring corporation shall be treated as the distributor or transferor

corporation after the date of distribution or transfer for purposes of

determining the amount of amortization allowable or includible
with respect to such discount or premium.
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(10) TREATMENT OF CERTAIN MINING EXPLORATION AND DEVELOPMENT EXPENSES OF DISTRIBUTOR OR TRANSFEROR CORPORATION.—

The acquiring corporation shall be entitled to deduct, as if it, were
the distributor or transferor corporation, expenses deferred under
sections 615 and 616 (relating to pre-1970 exploration expenditures
and development expenditures, respectively) if the distributor or
transferor corporation has so elected. For the purpose of applying
the limitation provided in section 615, if, for any taxable year, the
distributor or transferor corporation was allowed the deduction in
section 615 (a) or made the election in section 615 (b), the acquiring
corporation shall be deemed to have been allowed such deduction
or to have made such election, as the case may be For the purpose
of applying the limitation provided in section 617, if, for any taxable

year, the distributor or transferor corporation was allowed the
deduction in section 615(a) or section 617(a) or made the election

provided in section 615(b), the acquiring corporation shall be
deemed to have been allowed such deduction or deductions or to
have made such election, as the case may be.
(11) CoNTRIBUTIoNs TO PENSION PLANS, EMPLOYEES' ANNUITY
PLANS, AND STOCK BONUS AND PROFIT-SHARING PLANS.—The

acquiring corporation shall be considered to be the distributor or
transferor corporation after the date of distribution or transfer for
the purpose of determining the amounts deductible under section
404 with respect to pension plans, employees' annuity plans, and
stock bonus and profit-sharing plans.
(12) RECOVERY OF BAD DEBTS, PRIOR TAXES, OR DELINQUENCY

AM0UNTs.—If the acquiring corporation is entitled to the recovery

of bad debts, prior taxes, or delinquency amounts previously deducted or credited by the distributor or transferor corporation, the
acquiring corporation shall include in its income such amounts as
would have been includible by the distributor or transferor corporation in accordance with section 111 (relating to the recovery of bad
debts, prior taxes, and delinquency amounts).
(13) INVOLUNTARY CONVERSIONS UNDER SECTION 1033.—The ac-

quiring corporation shall be treated as the distributor or transferor
corporation after the date of distribution or transfer for purposes
of applying section 1033.
(14) DIVIDEND CARRYOVER TO PERSONAL HOLDING c0MpANY.—The

dividend carryover (described in section 564) to taxable years
ending after the date of distribution or transfer.

(15) INDEBTEDNESs OF CERTAIN PERSONAL HOLDING COMPANIES.—

The acquiring corporation shall be considered to be the distributor
or transferor corporation for the purpose of determining the applicability of subsections (b) (7) and (c) of section 545, relating to
deduction with respect to payment of certain indebtedness.
(16) CERTAIN OBLIGATIONS OF DISTRIBUTOR OR TRANSFEROR COR-

PORATION.—If the acquiring corporation—

(A) assumes an obligation of the distributor or transferor corporation which, after the date of the distribution or transfer, gives
rise to a liability, and
(B) such liability, if paid or accrued by the distributor or transferor corporation, would have been deductible in computing its
taxable income,
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the acquiring corporation shall be entitled to deduct such items
when paid or accrued, as the case may be, as if such corporation
were the distributor or transferor corporation. A qorporation which
would have been an acquiring corporation under this section if the

date of distribution or transfer had occurred on or after the effective
date of the provisions of this subchapter applicable to a liquidation.
or reorganization, as the case may be, shall be entitled, even though

the date of distribution or transfer occurred before such effective

date, to apply this paragraph with respect to amounts paid or
accrued in taxable years beginning after December 31, 1953, on
account of such obligations of the distributor or transferor corporation. This paragraph shall not apply if such obligations are reflected

in the amount of stock, securities, or property transferred by the
acquiring corporation to the transferor corporation for the ProPertY
of the transferor corporation.
(17) DEFICIENCY DIVIDEND OF PERSONAL HOLDING COMPANY—Jf

the acquiring corporation pays .a deficiency dividend (as defined in
section 547 (d)) with respect to the distributor or transferor corporation, such distributor or transferor corporation shall, with respect to
such payments, be entitled to the deficiency dividend deduction provided in section 547.
(18) PERCENTAGE DEPLETION ON EXTRACTION OF ORES OR MINERALS FROM THE WASTE OR RESIDUE OF PRIOR MINING.—The acquiring

corporation shall be considered to be the distributor or transferor
corporation for the purpose of deterniining the applicability of section 613(c) (3) (relating to extraction of ores or minerals from the
ground).
(19) CHARITABLE CONTRIBUTIONS IN EXCESS OF PRIOR YEARS'

LIMITATI0NS.—COntrlbUtiofls made in the taxable year ending on

the date of distribution or transfer and the 4 prior taxable years by
the distributor or transferor corporation in excess of the amount
deductible under section 170(b) (2) for such taxable years shall be
deductible by the acquiring corporation for its taxable years which
begin after the date of distribution or transfer, subject to the limitations imposed in section 170(b) (2). In applying the preceding sentence, each taxable year of the distributor or transferor corporation
beginning on or before the date of distribution or transfer shall be
treated as a prior taxable year with reference to the acquiring corporation's taxable years beginning after such date.
(20) CARRY-OVER OF UNUSED PENSION TRUST DEDUCTIONS IN

CERTAIN CAsEs.—Notwlthstanding the other provisions of this sec-

tion, or section 394(a), a corporation which has acquired the properties and assumed the liabilities of a wholly owned subsidiary shall
be considered to have succeeded to and to be entitled to take into account contributions of the subsidiary to a pension plan, and shall
be considered to be the distributor or transferor corporation after the

date of distribution or transfer (but not for taxable years with

respect to which this paragraph does not apply) for the purpose of
determining the amounts deductible under section 404 with respect
to contributions to a pension plan if—

(A) the corporate laws of the State of incorporation of the
subsidiary required the surviving corporation in the case of
merger to be incorporated under the laws of the State of incorporation of the subsidiary; and
78—178—72—74
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(B)

the properties were acquired in a liquidation of the sub-

sidiary in a trausaction subject to section 112(b) (6) of the Internal
Revenue Code of 1939.
(21) PRE-1954 ADJUSTMENTS RESULTING FROM CHANGE IN METHOD

OF ACCOUNTING.—The acquiring corporation shall take into account

any net amount of any adjustment described in section 481(b)(4)
of the distributor or transferor corporation—
(A) to the extent such net amount of such adjustment has not

been taken into account by the distributor or transferor corporation, and

(B) in the same manner and at the same time as such net
amount would have been taken into account by the distributor or
transferor corporation.
(22) SUCCESSOR INSURANCE COMPANY.—If the acquiring col'-

poration is an insurance company taxable under subchapter L, there

shall be taken into account (to the extent proper to carry out the
purposes of this section and of subchapter L, and under such regulations as may be prescribed by the Secretary or his delegate) the
items required to be taken into account for purposes of subchapter
L iii respect of the distributor or transferor corporation.
(23) CREDIT UNDER SECTION 38 FOR INVESTMENT IN CERTAIN
DEPRECIABLE PR0PERTY.—The acquiring Corporation shall take into

account (to the extent proper to carry out the purposes of this

section and section 38, and under such regulations as may be prescribed by the Secretary or his delegate) the items required to be
taken into account for purposes of section 38 in respect of the
distributor or transferor corporation.
(24) CREDIT UNDER SECTION 40 FOR (WORK INCENTIVE]
a UA RANTEED EMPLOYMENT PROGRAM EXPENSES.—The acquiring

corporation shall take into account (to the extent proper to carry
out the purposes of this section and section 40, and under such
regulations as may be prescribed by the Secretary or his delegate)
the items required to be taken into account for purposes of section
40 in respect of the distributor or transferor corporation.
(d') OPERATIONS Loss CARRYBACKS AND CARRYOVERS OF LIFE
INSURANCE COMPANiES.—

For application of this part to operations loss carrybacks and

carryovers of life insurance companies, see section 812(f).
*

*

*

*

*

*

SEC. 383. SPECIAL LIMITATIONS ON CARRYOVERS OF UNUSED INVESTMENT CREDITS, [WORK INCENTIVE] GUARANTEED
EMPLOYMENT PROGRAM CREDITS, FOREIGN TAXES, AND
CAPITAL LOSSES.

If—

(1) the ownership and business of a corporation are changed in
the manner described in section 382(a) (1), or

(2) in the case of a reorganization specified in paragraph (2)
of section 381(a), there is a change in ownership described in
section 382(b) (1) (B),

then the limitations provided in section 382 in such cases with respect
to the carryover of net operating losses shall apply in the same manner,

as provided under regulations prescribed by the Secretary or his
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delegate, with respect to any unused investment credit of the corporation which can otherwise be carried forward under section 46(b), to
any unused (work incentive] guaranteed empoyment program credit

of the corporation which can otherwise be carried forward under

section 50A(b), to any excess foreign taxes of the corporation which
can otherwise be carried forward under section 904(d), and to any

net capital loss of the corporation which can otherwise be carried
forward under section 1212.
*

*

*

*

*

*

*

Subchapter N—Tax Based on Income From Sources

Within or Without the United States

Part I. Determination of sources of income.
Part II. Nonresident aliens and foreign corporations.
Part III. Income from sources without the United States.
*

*

*

*

*

*

*

PART Ill—INCOME FROM SOURCES WITHOUT THE

UNITED STATES

Subpart A. Foreign tax credit.
Subpart B. Earned income of citizens of United States.
Subpart C. Western Hemisphere trade corporations.
Subpart D. Possessions of the United States.
Subpart E. China Trade Act corporations.
Subpart F. Controlled Foreign Corporations.
Subpart G. Export Trade Corporations.

Subpart A—Foreign Tax Credit
Sec. 901. Taxes of foreign countries and of possessions of United
States.
Sec. 902. Credit for corporate stockholder in foreign corporation.
Sec. 903. Credit for taxes in lieu of income, etc., taxes.
Sec. 904. Limitation on credit.
Sec. 905. Applicable rules.
Sec. 906. Nonresident alien individuals and foreign corporations.
*

SEC.

*

*

*

*

*

*

904. LIMITATION ON CREDIT.

(a) ALTERNATIVE LIMITATIoNs.—

(1) PER-COUNTRY LIMITATI0N.—In the case of any taxpayer who

does not elect the limitation provided by paragraph (2), the amount

of the credit in respect of the tax paid or accrued to any foreign
country or possession of the United States shall not exceed the

same proportion of the tax against which such credit is taken which
the taxpayer's taxable income from sources within such country or
possession (but not in excess of the taxpayer's entire taxable income)
bears to his entire taxable income for the same taxable year.
(2) OVERALL LIMITATION.—In the case of any taxpayer who elects

the limitation provided by this paragraph, the total amount of the
credit in respect of taxes paid or accrued to all foreign countries
and possessions of the United States shall not exceed the same
proportion of the tax against which such credit is taken which the
taxpayer's taxable income from sources without the United States
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(but not in excess of the taxpayer's entire taxable income) bears
to his entire taxable income for the same taxable year.
(b) ELECTION OF OVERALL LIMITATION.—

(1) IN GENERAL.—A taxpayer may elect the limitation provided
by subsection (a) (2) for any taxable year beginning after December

31, 1960. An election under this paragraph for any taxable year
shall remain in effect for all subsequent taxable years, except that
it may be revoked (A) with the consent of the Secretary or his
delegate with respect to any taxable year or (B) for the taxpayer's
first taxable year beginning after December 31, 1969.
(2) ELECTION AFTER REV0cATI0N.—Except in a case to which

paragraph (1) (B) applies, if the taxpayer has made an election
under paragraph (1) and such election has been revoked, such
taxpayer shall not be eligible to make a new election under paragraph (1) for any taxable year, unless the Secretary or his delegate
consents to such new election.
(3) FORM AND TIME OF ELECTION AND REvOCATION.—An election

under paragraph (1), and any revocation of such an election, may
be made only in such manner as the Secretary or his de1eate may

by regulations prescribe. Such an election or revocation with
respect to any taxable year may be made or changed at any time
before the expiration of the period prescribed for making a claim
for credit or refund of the tax imposed by this chapter for such
taxable year.
(c) TAXABLE INCOME FOR PURPOSE OF COMPUTING LIMITATION.—

For purposes of computing the applicable limitation under subsection

(a), the taxable income in the case of an individual, estate, or trust
shall be computed without any deduction for personal exemptions
under section 151 or 642(b).
(d)

CARRYBACK AND CARRYOVER OF EXCESS TAX PAID.—Any

amount by which any such tax paid or accrued to any foreign country
or possession of the United States for any taxable year beginning
after December 31, 1957, for which the taxpayer chooses to have the

benefits of this subpart exceeds the applicable limitation under

subsection (a) shall be deemed tax paid or accrued to such foreign
country or possession of the United States In the second preceding
taxable year, in the first preceding taxable year, and in the first,
second, third, fourth, or fifth succeeding taxable years, in that order
and to the extent not deemed tax paid or accrued in a prior taxable
year, in the amount by which the applicable limitation under subsection (a) for such preceding or succeeding taxable year exceeds the
sum of the tax paid or ccrued to such foreign country or possession
for such preceding or succeeding taxable year and the amount of
the tax for any taxable year earlier than the current taxable year

which shall be deemed to have been paid or accrued in such preceding

or subsequent taxable year (whether or not the taxpayer chooses to
have the benefits of this subpart with respect to such earlier taxable

year). Such amount deemed paid or accrued in any year may be
availed of only as a tax credit and not as a deduction and only if

taxpayer for such year chooses to have the benefits of this subpart as
to taxes paid or accrued for that year to foreign countries or possessions. For purposes of this subsection, the terms "second preceding
taxable year" and "first preceding taxable year" do not include any
taxable year beginning before January 1, 1958.
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(e) CARRYBACKS AND CARRYOVERS WHERE OVERALL LIMITATION
Is ELECTED.—
(1) FOREIGN TAXES TO BE AGGREGATED FOR PURPOSES OF SUB-

SECTION (d) .—With respect to each taxable year of the taxpayer to

which the limitation provided by subsection (a) (2) applies, the
taxes referred to in the first sentence of subsection (d) shall, for

purposes of applying such first sentence, be aggregated on an overall
basis (rather than taken into account on a per-country basis).
(2) FOREIGN TAXES MAY NOT BE CARRIED FROM PER-COUNTRY
YEAR TO OVERALL YEAR OR FROM OVERALL YEAR TO PER-COUNTRY

YEAR.—NO amount paid or accrued for any taxable year to which
the limitation provided by subsection (a) (1) applies shall (except for
purposes of determining the number of taxable years which have

elapsed) be deemed paid or accrued under subsection (d) in any
taxable year to which the limitation provided by subsection (a) (2)
applies. No amount paid or accrued for any taxable year to which
the limitation provided by subsection (a) (2) applies shall (except
for purposes of determining the number of taxable years which have

elapsed) be deemed paid or accrued under subsection (d) in any
taxable year to which the limitation provided by subsection (a) (1)

applies.
(f) APPLICATION OF SECTION IN CASE OF CERTAIN INTEREST INCOME
AND DIVIDENDS FROM A DISC OR FORMER DISC.—

(1) IN GENERAL.—The provisions of subsections (a), (c), (d),
and (e) of this section shall be applied separately with respect to
each of the following items of income—
(A) the interest income described in paragraph (2),

(B) dividends from a DISC or former DISC (as defined in

section 992(a)) to the extent such dividends are treated as income
from sources without the United States, and
(C) income other than the interest income described in paragraph (2) and dividends described in subparagraph (B).
(2) INTEREST INCOME TO WHICH APPLICABLE.—FOr purposes of

this subsection, the interest income described in this paragraph is
interest other than interest—
(A) derived from any transaction which is directly related to
the active conduct of a trade or business in a foreign country or a
possession of the United States,
(B) derived in the conduct of a banking, financing, or similar
business,

(C) received from a corporatiOn in which the taxpayer (or one
or more includible corporations in an affiliated group, as defined
in section 1504, of which the taxpayer is a member) owns, directly
or indirectly, at least 10 percent of the voting stock,
(D) received on obligations acquired .as a result of the disposition of a trade or business actively conducted by the taxpayer in
a foreign country or possession of the United States or as a result
of the disposition of stock or obligations of a corporation in which
the taxpayer owned at least 10 percent of .the voting stock.

For purposes of subparagraph (C), stock owaed, directly or in-

directly, by or for a foreign corporation shall be considered as being
proportionately owned by its shareholders.
(3) OVERALL LIMITATION NOT TO APPLY.—The limitation provided
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by subsection (a) (2) shall not apply with respect to the interest income described in paragraph (2) or to dividends described in paragraph (1) (B). The Secretary or his delegate shall by regulations
proscribe the manner of application of subsection (e) with respect

to cases in which the limitation provided by subsection (a) (2)
aplies with respect to income described in paragraph (1) (B) and

(4) TRANSITIONAL RULES FOR CARRYBACKS AND CARRYOVERS.—
(A) CARRYBACKS TO YEARS PRIOR TO REVENUE ACT OF 1962.—

Where, under the provisions of subsection (d), taxes (i) paid or
accrued to any foreign country or possession of the United States
in any taxable year beginning after the date of the enactment of
the Revenue Act of 1962 are deemed (ii) paid or accrued in one or
more taxable years beginning on or before the date of enactment

of the Revenue Act of 1962, the amount of such taxes deemed
paid or accrued shall be determined without regard to the provisions of this subsection. To the extent the taxes paid or accrued
to a foreign country or possession of the United States in any
taxable year described in clause (i) are not, with the application of

the preceding sentence, deemed paid or accrued in any taxable
year described in clause (ii), such taxes shall, for purposes of
applying subsection (d), be deemed paid or accrued in a taxable
year beginning after the date of the enactment of the Revenue
Act of 1962, with respect to interest income described in paragraph

(2), and with respect to income other than interest income

described in paragraph (2), in the same ratios as the amount of
such taxes paid or accrued with respect to interest income described in paragraph (2), and the amount of such taxes paid or

accrued with respect to income other than, interest income

described in paragraph (2), respectively, bear to the total amount
of such taxes paid or accrued to such foreign country or possession
of the United States.
(B) CARRYOVERS TO YEARS AFTER REVENUE ACT OF 1962.—

Where, under the provisions of subsection (d), taxes (i) paid or
accrued to any foreign country or possession of the United States
in any taxable year beginning on or before the date of the enactment of the Revenue Act of 1962 are deemed (ii) paid or accrued

in one or more taxable years beginning after the date of the

enactment of the Revenue Act of 1962, the amount of such taxes
deemed paid or accrued in any year described in clause (ii) shall,
with respect to interest income described in paragraph (2), be an
amount which bears the same ratio to the amount of such taxes
deemed paid or accrued as the amount of the taxes paid or accrued
to such foreign country or possession for such year with respect to

interest income described in paragraph (2) bears to the total
amount of the taxes paid or accrued to such foreign country or

possession for such year; and the amount of such taxes deemed
paid or accrued in any year described in clause (ii) with respect
to income other than interest income described in paragraph (2)
shall be an amount which bears the same ratio to the amount of
such taxes deemed paid or accrued for such year as the amount
of taxes paid or accrued to such foreign country or possession
for such year with respect to income other than interest income
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described in paragraph (2) bears to the total amount of the taxes
paid or accrued to such foreign country or possession for such
year.
(5) DISC DIVIDENDS AGGREGATED FOR PURPOSES OF PER-COUNTRY

LIMITATION.—In the case of a taxpayer who for the taxable year
has dividends described in paragraph (1) (B) from more than one
corporations the limitation provided by subsection (a) (1) shall be
applied with respect to the aggregate of such dividends.
(g) thORDINATI0N WIlif CREDIT FOR RETIREMENT INCOME.—lfl the

case of an individual,for purposes of subsection (a) the tax against which
the credit is taken is such tax reduced by the amount of the credit (if any)

for the taxable year allowable under section 37 (relating to retirement
income).

((g)] (h) CROSS REFERENCE.—

(1) For increase of applicable limitation under subsection (a) for
taxes paid with respect to amounts received which were included in
the gross income of the taxpayer for a prior taxable year as a United
States shareholder with respect to a controlled foreign corporation,
see section 960(b).
(2) For special rule relating to the application of the credit provided by section 901 in the case of affiliated groups which include

Western Hemisphere trade corporations for years in which the

limitation provided by subsection (a) (2) applies, see section 1503(b).
*

*

*

*

*

*

*

CHAPTER 2—TAX ON SELF-EMPLOYMENT
INCOME
Sec. 1401. Rate of tax.
Sec. 1402. Definitions.
Sec. 1403. Miscellaneous provisions.
SEC. 1401. RATE OF TAX.
(a) OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE.—In iL(lditiOn

to other taxes, there shall be imposed for each taxable year, on the
self-employment income of every individual, a tax as follows:
(1) in the case of any taxable year beginning after December 31,

1967, and before January 1, 1969, the tax shall be equal to 5.8
percent of the amount of the self-employment inenme for such
taxable year;
(2) in the case of any taxable year beginning arter December 31,

1968, and before January 1, 1971, the tax shall be equal to 6.3
percent of the amount of the self-employment income for such
taxableyear;

(3) in the case of any taxable year beginning after December 31,
1970, and before January 1, (1978] 1973, the tax shall be equal to
6.9 percent of the amount of the self-employment income or such
taxable year;
((4) in the case of any taxable year beginning after December
31, 1977, and before January 1, 2011, the taX shall be equal to 6.7

percent of the amount of the self-employment income for such
taxable ear; and
in the case of any taxable year beginning after December
((5)
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31, (2010], 1977 the tax shall be equal to 7.0 percent of the amount
of the self-employment income for such taxable year.
(b) HOSPITAL INSURANCE.—Ifl addition to the tax imposed by the
preceding subsection, there shall be imposed for each taxable year, on
the self-employment income of every individual, a tax as follows:
(1) in the case of any taxable year beginning after December 31,

1967, and before January 1, 1973, the tax shall be equal to 0.60
percent of the amount. of the self-employment income for such
taxable year;
(2) in the case of any taxable year beginning after December 31,
1972, and before January 1, 1978, the tax shall be equal to (0.9] 1.1

percent

of the amount of the self-employment income for such

taxable year;
(3) in the case of any taxable year beginning after December 31,
1977, and before January 1, [1986] 1981, the tax shall be equal to
(1.0] 1.3 percent of the amount of the self-employment income for
such taxable year;
(4) in the case of any taxable year beginning after December 31,
(1985] 1980, and before January 1, 1993, the tax shall be equni to
[1.1] 1.5 percent of the amount of the self-employment income for
such taxable year; and
(5) in the case of any taxablejear beginning after December 31,
1992, the tax shall be equal to (1.2] 1.6 percent of the amount of
the self-employment income for such taxable year.
SEC. 1402. DEFINITIONS.

(a) NET EARNINGS FROM SELF-EMPL0YMENT.—Th.e term "net

earnings from self-employment" means the gross income derived by
an individual from any trade or business carried on by such individual,
less the deductions allowed by this subtitle which are attributable to

such trade or business, plus his distributive share (whether or not

distributed) of income or loss described in section 702(a) (9) from any
trade or business carried on by a partnership of which he is a member;
except that in computing such gross income and deductions and such
distributive share of partnership ordinary income or loss—

(1) there shall be excluded rentals from real estate and from

personal property leased with the real estate (including such rentals

paid in crop shares) together with the deductions attributable

thereto, unless such rentals are received in the course of a trade or
business as a real estate dealer; except that the preceding provisions

of this paragraph shall not apply to any income derived by the
owner or tenant of land if (A) such income is derived under an

arrangement, between the owner or tenant and another individual,
which provides that such other individual shallproduce agricultural
or horticultural commodities (including livestock, bees, poultry, and
fur-bearing animals and wildlife) on such land, and that there shall
be material participation by the owner or tenant in the production
or the management of the production of such agricultural or horti-

cultural commodities, and (B) there is material participation by
the owner or tenant with respect to any such agricultural or horti-

cultural commodity;
(2) there shall be excluded dividends on any share of stock, and

interest on any bond, debenture, note, or certificate, or other evidence of indebtedness, issued with interest coupons or in registered
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form by any corporation (including one issued by a government or
political subdivision thereof), unless such dividends and interest

(other than interest described in section 35) are received in the

course of a trade or business as a dealer in stocks or securities;
(3) there shall be excluded any gain or loss—
(A) which is considered as gain or loss from the sale or exchange
of a capital asset,
(B) from the cutting of timber, or the disposal of timber, coal,
or iron ore, if section 631 applies to such gain or loss or
(0) from the sale, exchange, involuntary conversion, or other
disposition of property if such property is neither—

(i) stock in trade or other property of a kind which would
properly be includible in inventory ii' on hand at the close of
the taxable year, nor

(ii) property held primarily for sale to customers in the

ordinary course of the trade or business;
(4) the deduction for net operating losses provided in section 172
shall not be allowed;
(5) if—
(A) any of the income derived from a trade or business (other

than a trade or business carried on by a partnership) is community income under community property laws applicable to
such income, all of the gross income and deductions attributable
to such trade or business shall be treated as the ross income and
deductions of the husband unless the wife exercises substantially
all of the management and control of such trade or business, in

which case all of such gross income and deductions shall be

treated as the gross income and deductions of the wife; and
(B) any portion of a partner's distributive share of the ordinary
income or loss from a trade or business carried on by a partnership
is community income or loss under the community property laws
applicable to such share, all of such distributive share shall be
included in computing the net earnings from self-employment of

such partner, and no part of such share shall be taken into

account in computing the net earnings from self-employment of
the spouse of such partner;
(6) a resident of Puerto Rico shall compute his net eaming from

self-employment in the same manner as a citizen of the United
States but without regard to section 933;
(7) the deduction for personal exemptions provided in section 151
shall not be allowed;

(8) an individual who is a duly ordained, commissioned, or

licensed minister of a church or a member of a religious order shall
compute his net earnings from self-employment derived from the
performance of service described in subsection (c) (4) without regard

to section 107 (relating to rentai value of parsonages) (and],

section 119 (relating to meals and lodging furnished for the convenience of the employer) (and, in addition, if he is a citizen of the
United States performing such service as an employee of an American employer (as defined in section 3121(h)) or as a minister in a
foreign country who has a congregation which is composed predominantly of citizens of the United States, without regard to].
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911 (relating to earned income from sources without the
United States) and section )3 1 (relating to income from sources
within possessions of the United States);
(9) the term "possession of the United States" as used in sections
931 (relating to income from sources within possessions of the
United States) and 932 (relating to citizens of possessions of the
United States) shall be deemed not to include the Virgm Islands,
Guam, or American Samoa; [and]
(10) there shall be excluded amounts received by a partner pursuant to a written plan of the partnership, which meets such requirements as are prescribed by the Secretary or his delegate, and
section

which provides for payments on account of retirement, on a periodic
basis, to partners generally or to a class or classes of partners, such
payments to continue at least until such partner's death, if—

(A) such partner rendered no services with respect to any

trade or business carried on by such partnership (or its successors)

during the taxable year of such partnership (or its successors),
ending within or with his taxable year, in which such amounts

were received, and

(B) no obligation exists (as of the close of the partnership's
taxable year referred to in subparagraph (A)) from the other
partners to such partner except with respect to retirement pay-

ments under such plan, and
(C) such partner's share, if any, of the capital of the partnership has been paid to him in full before the close of the partnership's taxable year referred to in subparagraph (A). (.]; and
(11) in the case of dn individual who has been a resident of the
United States d'uring the entire taxable year, the exclnsion from gross
income'provided by section 911(a) () shall not apply.
If the taxable year of a partner is different from that of the.partnership,
the distributive share which he is required tb include in computing his

net earnings from self-employment shall be based on the ordinary
income or loss of the partnership for any taxable year of the partnership ending within or with his taxable year. In the case of any trade
or business which is carried on by an indivdual or by a partnership
and in which, if such tra.de or business were carried on exclusively
by employees, the major portion of the services would constitute
agricultural labor as defined in section 3121(g)—
(i)

in the case of an individual, if the gross income derived

by him from such trade or business is not more than $2,400, the net
earnings from self-employment derived by him front such trade or
business may, at his option, be deemed to be 66% percent of such
gross income; or
(ii)

in the case of an individual, if the gross income derived

by him from such trade or business is more than $2,400 and the net
earnings from self-employment derived by him from such trade or
business (computed under this subsection without regard to. this
sentence) are less than $1,600, the net earnings from self-employment derived by him from such trade or business may, at his option,
be deemed to be $1,600; and
(iii) in the case of a member of a partnership, if his distributive

share of the gross income of the partnership derived from such

trade or business (after such gross income has been reduced by the
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of all payments to which section 707(c) applies) is not more
than $2,400, his distributive share of income described in section,
702(a) (9) derived from such trade or business may, at his option,
be deemed to be an amount equal to 66% percent of his distributive
share of such gross income (after such gross income has been so
reduced); or
(iv) in the case of a member of a partnership, if his distributive
share of the gross income of the partnership derived from such trade
or business (after such gross income has been reduced by the sum
sum

of all payments to which section 707(c) applies) is more than $2,400

and his distributive share (whether or not distributed) of income
described in section 702(a) (9) derived from such trade or business
(computed under this subsection without regard to this sentence)
is less than $1,600, his distributive share of income described in
section 702(a) (9) derived from such trade or business may, at his

option, be deemed to be $1,600.
For purposes of the preceding sentence, gross income means—
(v) in the case of any such trade or business in which the income
is computed under a cash receipts and disbursements method, the

gross receipts from such trade or business reduced by the cost or
other basis of property which was purchased and sold in carrying
on such trade or business, adjusted (after such reduction) in accordance with the provisions of paragraphs (1) through (7) and paragraph (9) of this subsection; and
(vi) in the case of any such trade or business in which the income
is computed under an accrual method, the gross income from such

trade or business, adjusted in accordance with the provisions of
paragraphs (1) through (7) and paragraph (9) of this subsection;
and, for purposes of such sentence, if an individual (including a member
of a partnership) derives gross income from more than one such trade
or business, such gross income (including his distributive share of the
gross income of any partnership derived from any such trade or business) shall be deemed to have been derived fromone trade or business.
The preceding sentence and clauses (i) through (iv) of the second preced-

ing sentence shall also apply in the case of any trade or business (other
than a trade or business specified in such second preceding sentence) which
is carried on by an individual who is self-employed on a regular basis as

defined in subsection (i), or by a partnership of which an individual is a
member on a regular basis as defined in subsection (i), but only if such
individual's net earnings from self-employment as determined witho'ut
regard to this sentence in the taxable year are less than $1,600 and less
than 66% percent of the sum (in such taxable year) of such individual's
gross income derived from all trades or businesses carried on by him and
his distributive share of the income or loss from all trades or businesses
carried on by all the partnerships of which he is a member; except that this
sentence shall not apply to more than 5 taxable years in the case of any.
individual, and in no case in which an individual elects to determine the
amount of his net earnings from self-employment for a taxable year under

the provisions of the two preceding sentences with respect to a trade or
business to which the second preceding sentence applies and with respect
to a trade or business to which this sentence applies shall such net earnings
for such year exceed $1,600.
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•(b) SELF-EMPLOYMENT INCOME.—The term "self-employment in-

come" means the net earnings from self-employment derived by an
individual (other than a nonresident alien individual) during any taxable year; except that such term shall not include—
(1) that part of the net earnings from self-employment which is in
ekcess of—

(A) for any taxable year ending prior to 1955, (i) $3,600, minus

(ii) the amount of the wages paid to such individual during the
taxable year; and
(B) for any taxable year ending after 1954 and before 1959, (i)
$4,200, minus (ii) the amount of the wages paid to such individual
during the taxable year; and
(C) for any taxable year ending after 1958 and before 1966, (i)
$4,800, minus (ii) the amount of the wages paid to such individual
during the taxable year; and
(D) for any taxable year ending after 1965 and before 1968, (i)
$6,600, minus (ii) the amount of wages paid to such individual during the taxable year; and
(E) for any taxable year ending after 1967 and beginning before
1972, (i) $7,800, minus (ii) the amount of the wages paid to such
individual during the taxable year; and
(F) for any taxable year beginning after 1971 and before 1913,
(i) $9,000, minus (ii) the amount of the wages paid to such individual during the taxable year; and
(G) for any taxable year beginning after 1972 and before 1974,
(i) $10,800, minus (ii) the amount of wages paid to such individual
during the taxable year; and
(H) for any taxable year beginning after 1973 and before 1975,
(i) $12,000, minus (ii) the amount of the wages paid to such individual during the taxable year; and

(I) for any taxable year beginning in any calendar year after
1974, (i) an amount equal to the contribution and benefit base
(as determined under section 230 of the Social Security Act) which

is effective for such calendar year, minus (ii) the amount of the
wages paid to such individual during such taxable year; or
(2) the net earnings from self-employment, if such net earnings
for the taxable year are less than $400.

For purposes of clause (1), the term "wages" (A) includes such remuneration paid to an employee for services included under an agreement entered into pursuant to the provisions of section 218 of the
Social Security Act (relating to coverage of State employees), or
under an agreement entered into pursuant to the provisions of section
3121 (1) (relating to coverage of citizens of the United States who
are employees of foreign subsidiaries of domestic corporations), as
would be wages under section 3121(a) if such services constituted
employment under section 3121(b), and (B) includes, but solely with
respect to the tax. imposed by section 1401(b), compensation which is
subject to the tax imposed by section 3201 or 3211. An individual who

is not a citizen of the United States but who is a resident of the
Commonwealth of Puerto Rico, the Virgin Islands, Guam, or American

Samoa shall not, for purposes of this chapter be considered to be a
nonresident alien individual.
(c) TRADE OR BusINEss.—The term "trade or business", when used

with reference to self-employment income or net earnings from self-
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employment, shall have the same meaning as when used in section 162

(relating to trade or business expenses), except that such term shall
not include—
(1) the performance of the functions of a public office, other than
the functions of a public office of a State or a political subdivision

thereof with respect to fees received in any period in which the

functions are performed in a position compensated solely on a fee
basis and in which such functions are not covered under an agree-

ment entered into by such State and the Secretary of Health,
Education, and Welfare pursuant to section 218 of the Social

Security Act;
(2) the performance of service by an individual as an employee,
other than—
(A) service described in section 3121(b) (14) (B) performed by
an individual who has attained the age of 18,
(B) service described in section 3121(b) (16),
(C) service described in section 3121(b)(11), (12), or (15) performed in the United States (as defined in section 3121(e) (2)) by
a citizen of the United States,
(D) service described in paragraph (4) of this subsection, and

(E) service performed by an individual as an employee of a

State or a political subdivision thereof in a position compensated
solely on a fee basis with respect to fees received in any period
in which such service is not covered under an agreement entered
into by such State and the Secretary of Health, Education, and
Welfare pursuant to section 218 of the Social Security Act;
(3) the performance of service by an individual as an employee or
employee representative as defined in section 3231;
(4) the performance of service by a duly ordained, commissioned,
or licensed minister of a church in the exercise of his ministry or by a
member of a religious order in the exercise of duties required by such
order;
(5) the performance of service by an individual in the exercise of
his profession as a Christian Science practitioner; or
(6) the performance of service by an individual during the period
for which an exemption under subsection (h) is effective with respect
to him.
The provisions of paragraph (4) or (5) shall not apply to service (other
than service performed by a member of a religious order who has taken
a vow of poverty as a member of such order) performed by an individual unless an exemption under subsection (e) is effective with
respect to him.
(d) EMPLOYEE AND WAGES.—The term "employee" and the term
"wages" shall have the same meaning as when used in chapter 21 (sec.
3101 and following, relating to Federal Insurance Contributions Act).
(e) MINISTERS, MEMBERS OF RELIGIOUS ORDERS, AND CHRISTIAN
SCIENCE PRACTITIONERS.—

(1) EXEMPTION.—Afly individual who is (A) a duly ordained,
commissioned, or licensed minister of a church or a member of a
religious order (other than a member of a religious order who has
taken a vow of poverty as a member of such order) or (B) a Christian

Science practitioner, upon ffling an application (in such form and
manner, and with such official, as may be prescribed by regulations
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made under this chapter) together with a statement that either he
is conscientiously opposed to, or because of religious principles he
is opposed to, the acceptance (with respect to services performed
by him as such minister, member, or practitioner) of any public
insurance which makes payments in the event of death, disability,
old age, or retirement or makes payments toward the cost of, or
provides services for, medical care (including the benefits of any
insurance system established by the Social Security Act), shall
receive an exemption from the tax imposed by this chapter with
respect to services performed by him as such minister, member, or
practitioner. Notwithstanding the preceding sentence, an exemption
may not be granted to an individual under this subsection if he had
filed an effective waiver certificate under this section as it was in
effect before its amendment in 1967.
(2) TIME FOR FILING APPLICATION.—Any individual who deires

to file an application pursuant to paragraph (1) must file such

application on or before whichever of the following dates is later:
(A) the due date of the return (including any extension thereof) for
the second taxable year for which he has net earnings from selfemployment (computed without regard to subsections (c) (4) and
(c) (5)) of $400 or more, any part of which was derived from the
performance of service described in subsection (c) (4) or (c) (5); or
(B) the due date of the return (including any extension thereof)
for his second taxable year ending after 1967.
(3) EFFECTIVE DATE OF EXEMPTION.—An exemption received by

an individual pursuant to this subsection shall be effective for the

first taxable year for which he has net earnings from self-employment
(computed without regard to subsections (c) (4) and (c) (5)) of $400

r more, any part of which was derived from the performance of

service described in subsection (c) (4) or (c) (5), and for all succeeding

taxable years. An exemption received pursuant to this subsection

shall be irrevocable.

(f) PARTNER'S TAXABLE YEAR ENDING AS THE RESULT OF DEATH.—

In computing a partner's net earnings from self-employment for his
taxable year which ends as a result of his death (but only if such

taxable year ends within, and not with, the taxable year of the

partnership), there shall be included so much of the deceased partner's

distributive share of the partnership's ordinary income or ioss for
the partnership taxable year as is not attributable to an interest in the
partnership during any period beginning on or after the first day of
the first calendar month following the month in which such partner
died. For purposes of this subsection—
(1) in determining the portion of the distributive share which is
attributable to any period specified in the preceding sentence, the
ordinaryincome or loss of the partnership shall be treated as having

been realized or sustained ratably over the partnership taxable

year; and
(2) the term "deceased partner's distributive share" includes the
share of his estate or of any other person succeeding, by reason of
his death, to rights with respect to his partnership interest.
(g) TREATMENT OF CERTAIN REMUNERATION ERRONEOUSLY REPORTED As NET EARNINGS FROM SELF-EMPLOYMENT.—If-----

(1) an amount is erroneously paid as tax under section 1401, for
any taxable year ending after 1954 and before 1962, with respect to
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remuneration for service described in section 3121(b) (8) (other than

service described in section 3121 (b)(8)(A)), and such remuneration
is reported as self-employment income on a return filed on or before
the due date prescribed for filing such return (including any extension thereof),
(2) the individual who paid such amount (or a fiduciary acting for
such individual or his estate, or his survivor (within the meaning of
section 205(c) (1) (C) of the Social Security Act)) requests that such
remuneration be deemed to constitute net earnings from self-employment,

(3) such request is filed after the date of the enactment of this

paragraph and on or before April 15, 1962,

(4) such remuneration was paid to such individual for services
performed in the employ of an organization which, on or before the
date on which such request is filed, has filed a certificate pursuant to
section 3121(k), and
(5) no credit or refund of any portion of the amount erroneously
paid for such taxable year as tax under section 1401 (other than a
credit or refund which would be allowable if such tax were applicable

with respect to such remuneration) has been obtained before the
date on which such request is filed or, if obtained, the amount
credited or refunded (including any interest under section 6611) is
repaid on or before such date,
then, for purposes of this chapter and chapter 21, any amount of such
remuneration which is paid to such individual before the calendar
quarter in which such request is filed (or before the succeeding quarter
if such certificate first becomes effective with respect to services per-

formed by such individual in such succeeding quarter), and with
respect to which no tax (other than an amount erroneously paid as
tax) has been paid under chapter 21, shall be deemed to constitute net
earnings from self-employment and not remuneration for employment.
For purposes of section 121(b)(8)(B) (ii) and (iii), if the certificate
filed by such organization pursuant to section 3 121(k) is not effective
with respect to services performed by such individual on or before the

first day of the calendar quarter in which the request is filed, such
individual shall be deemed to have become an employee of such
organization (or to have become a member of a group described in
section 3121(k) (1) (E)) on the first day of the succeeding quarter.
(h) MEMBERS OF CERTAIN RELIGIoUs FAITHs.—

(1) EXEMPTION.—Any individual may file an application (in such

form and manner, and with such official, as may be prescribed by
regulations under this chapter) for an exemption from the tax imposed by this chapter if he is a member of a recognized religious
sect or division thereof and is an adherent of established tenets or
teachings of such sect or division by reason of which he is conscientiously opposed to acceptance of the benefits of any private or

public insurance which makes payments in the event of death,
disability, old-age, or retirement or makes payments toward the
cost of, or provides services ror, medical care (including the benefits

of any insurance system established by the Social Security Act).
Such exemption may be granted only if the application contains or
is accompanied by—
(A) such evidence of such individual's membership in, and
adherence to the tenets or teachings of, the sect or division thereof
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as the Secretary or his delegate may require for purposes of
determining such individual's compliance with the preceding
sentence, and
(B) his waiver of all benefits and other payments under titles
II and XVIII of the Social Security Act on the basis of his wages
and self-employment income as well as all such benefits and other
payments to him on the basis of the wages and self-empkyment
income of any other person,
and only if the Secretary of Health, Education, and Welfare finds
that—
(C) such sect or division thereof has the established tenets or
teachings referred to in the preceding sentence,
(D) it is the practice, and has been for a period of time which
he deems to be substantial, for members of such sect or division
thereof to make provision for their dependent members which in
his judgment is reasonable in view of their general level of living,
and
(E) such sect or division thereof has been in existence at all
times since December 31, 1950.
An exemption may not be granted to any individual if any benefit.
or other payment referred to in subparagraph (B) became payable
(or, but for section 203 or 222(b) of the Social Security Act, would

have become payable) at or before the time of the filing of such
waiver.
(2) TIME FOR FILING APPLICATION.—For purposes of this sub-

section, an application must be filed—
(A) in the case of an individual who has self-employment income (determined-without regard to this subsection and subsection
(c)(6)) for any taxable year ending before December 31, 1967, on
or before, December 31, 1968, and

(B) in any other case, on or before the time prescribed

for filing the return (including any extension thereof) for the

first taxable year ending on or after December 31, 1967, for which
he has self-employment income (as so determined), except that
an application filed after such date but on or before the last da
of the third calendar month following the calendar month in whic

the taxpayer is first notified in writing by the Secretary or his
delegate that a timely application for an exemption from the
tax imposed by this chapter has not been filed by him shall be
deemed to be filed timely.
(3) PERIoD FOR WHICH EXEMPTION EFFECTIVE.—An exemption

granted to any individual pursuant to this subsection shall apply

with respect to all taxable years beginning after December 31, 1950,
except that such exemption shall not apply for any taxable year—

(A) beginning (i) before the taxable year in which such individual first met the requirements of the first sentence of paragraph (1), or (ii) before the time as of which the Secretary of
Health, Education, and Welfare finds that the sect or division
thereof of which such individual is a member met the requirements of subparagraphs (C) and (D), or
(B) ending (1) after the time such individual ceases to meet the
requirements of the first sentence of paragraph (1), or (ii) after

the time as of which the Secretary of Health, Education, and
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Welfare finds that the sect or division thereof of which he is a

member ceases to meet the requirements

subparagraph

of

(C) or (D).

(4) APPLICATION BY FIDUCIARIES OR STIRVIVORS.—Ifl any case

where an individual who has self-employment income dies before
the expiration of the time prescribed by paragraph (2) for filing
an application for exemption pursuant to this subsection, such an

application may be filed with respect to such individual within
such time by a fiduciary acting for such individual's estate or by
such individual's survivor (within the
205(c) (1) (C) of the Social Security Act).

meaning of section

REGULAR BASIS

(i) An individual shall be deemed to be self-employed on a regular

basis in a taxable year, or to be a member of a partnership on a
regular basis in such year, if he had net earnings from self-employment, as defined in the first sentence of subsection (a), of not less

than $400 in at least two of the three consecutive taxable years

immediately preceding such taxable year from trades or businesses
carried on by such individual or such partnership.
*

*

*

*

*

*

*

Subtitle C—Employment Taxes
CHAPTER 21. Federal insurance contributions act.
CHAPTER 22. Railroad retirement tax act.
CHAPTER 23. Federal unemploynient tax act.
CHAPTER 24. Collection of income tax at source on wages.
CHAPTER 25. General provisions relating to employment taxes.

CHAPTER 21—FEDERAL INSURANCE
CONTRIBUTIONS ACT
SUBCHAPTER A.
SUBCHAPTER B.
SUBCHAPBEH C.

Tax on employees.
Tax on employers.
General provisions.

Subchapter A—Tax on Employees
Rate of tax.
Deduction of tax from wages.
SEC. 3101. RATE OF TAX.
(a) 0u-AOE SURVIVORS AND DISABILITY INSIJRANCE.—Ifl addition
Sec. 3101.
Sec. 3102.

to other taxes, there is hereby imposed on the income of every individual a tax equal to the following percentages of the wages (as defined
in section 31.21(a)) received by him with respect to employment (as
defined in section 3121(b) )—
(1) with respect to wages received during the calendar year 1968,
the rate shall be 3.8 percent;
(2) with respect to wages received during the calendar years 1969
and 1970, the rate shall be 4.2 percent;

(3) with respect to wages received during [any of] the calendar

years 1971 [through 1977] and 19792, the rate shall be 4.6 percent;
78—17&-—72—75
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(4) with respect to wages received during the calendar years
1973, 1974 1975, 1976, and 1977, the rate shall be 4.9 percent;

((4)] 5) with respect to wages received during (any of] the

calendar years 1978 through 2010, the rate shall be4.5] 4.95 percent; and

((5)] (6) with respect to wages received after December 31,

2010, the rate shall be [5.35] 6.05 percent.
(b) HOSPITAL INsURAN0L—In addition to the tax imposed by the
preceding subsection, there is hereby imposed on the income of every

individual a tax equal to the following percentages of the wages (as
defined in section 3121(a)) received by him with respect to employment (as defined in section 3121 (b) ) —

(1) with respect to wages paid during the calendar years 1968,

1969, 1970, 1971, and 1972, the rate shall be 0.60 percent;
(2) with respect to wages received during the calendar years 1973,
1974, 1975, 1976, and 1977, the rate shall be (0.9]1.1 percent;
(3) with respect to wages received during the calendar years 1978,
1979, and 1980, [1981, 1982, 1983, 1984, and 1985,] the rate shall be
(1.0] .1.3 percent.

(4) with respect to wages received during the calendar years
1981, 1982, 1983, 1984, 1985, 1986, 1987, 1988, 1989, 1990, 1991, and

1992, the rate shall be (1.1] 1.5 percent; and
(5) with respect to wages received after December 31, 1992, the
rate shall be [1.2] 1.6 percent.
*

*

*

*

*

.*

*

Subchapter B—Tax on Employers
Sec. 3111. Rate of tax.
Sec. 3112. Instrumentalities of the United States.
Sec. 3113. District of Columbia credit unions.

SEC. 3111. RATE OF TAX.
(a) OLD-AGE, SulwlvoRs, AND DISABILITY INSIJRANCE.—In addition

to other taxes, there is hereby imposed on every employer an excise tax,
with respect to having individuals in his employ, equal to the following percentages of the wages (as defined in section 3121 (a)) paid by
him with respect to employment (as defined in section 3121 (b) ) —
(1) with respect to wages paid during the calendar year 1968,

the rate shall be 3.8 percent;

(2) with respect. to wages paid during the calendar years 1969
and 1970, the rate shall be 4.2 percent;

(3) with respect to wages paid during [any of] the calendar years
1971 [through 1977] and 1972, the rate shall be 4.6 percent;

(4) with respect to wages received durivg the calen&tr years

1973,1974,1975, 1976, and 1977, the rate shall be 4.9 percent;

((4)] (5) with respect to wages paid during (any of] the cal-

endar years 1978 through 2010, the rate shall be (4.5] 4.95 percent;
and

((5)] (6) with respect to wages paid aftei December 31, 2010,

the rate shall be (5.35] 6.05 percent.
(b) HOSPITAL 1NsU1LkNcE.—In addition to the tax imposed by the
preceding subsection, there is hereby imposed on every employer an
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tax, with respect to having individuals in his employ, equal to
the following percentages of the wages (as defined in section 3121 (a))
paid by him with respect to employment (as defined in section 3121
excise

(1) with respect to wages paid during the calendar years 1968,
1969, 1970, 1971, and 1972, the rate shall be 0.60 percent;

(2) with respect to wages paid during the calendar years 1973,

1974, 1975, 1976, and 1977, the rate shall be [0.9] Li percent;

(3) with respect to wages paid during the calendar years 1978,

1979. and 1980, [1981, 1982, 1983, 1984, and 1985,] the rate shall be

(1.0] 1.3 percent;
(4) with respect to wages paid during the calendar years 1981,
1982, 1983, 1984, 1985; 1986, 1987, 1988, 1989, 1990, 1991, and 1992,.
the rate shall be (1.1] 1.5 percent; and

(5) with respect to wages paid after December 31, 1992, the rate
shall be (1.2] 1.6 percent.
*

*

*

*

*

*

*

Subchapter C—General Provisions
Sec. 3121. Definitions.
Sec. 3122. Federal service.
Sec. 3123. Deductions as constructive payments.
Sec. 3124. Estimate of revenue reduction.
Sec. 3125. Returio in the case of governmental employees in
Guam, American Samoa, and the District of
Columbia.
Sec. 3126. Short title.

SEC. 3121. DEFINITIONS.

(a) WAGES.—FOr purposes of this chapter, the term "wages" means

all remuneration for employment, including the cash value of all
remuneration paid in any medium other than cash; except that such
term shall not include—
*

*

*

*

*

*

*

(9) any payment (other than vacation or sick pay) made to an
employee after the month in which—

[(A) in the case of a man, he attains the age of 65, or
((B) in the case of a woman, she attains the age of 62,]
lie attains age 62, if such employee did not work for the employer in
the period for which such payment is made;

(10) remuneration paid by an employer in any calendar quarter
to an employee for service described in subsection (d) (3) (C) (re-

lating to home workers), if the cash remuneration paid in such

quarter by the employer to the employee for such service is less than
$50;

(11) remuneration paid to or on behalf of an employee if (and
to the extent that) at the time of the payment of such remuneration
it is reasonable to believe that a corresponding deduction is allowable under section 217;
(12) (A) tips paid in any medium other than cash;

(B) cash tips received by an employee in any calendar month

in the course of his employment by an employer unless the amount
of such cash tips is $20 or more; (or]
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(13) any payment or series of payments by an employer to an employee or any of his dependents which is paid—
(A) upon or after the termination of an employee's employment

relationship because of (i) death, (ii) retirement for disability, or

(iii) retirement after attaining an age specified in the plan referred to in subparagraph (B) or in a pension plan of the em-

ployer, and
(B) under a plan established by the employer which makes provision for his employees generally or a class or classes of his employees (or for such employees or class or classes of employees
and their dependents),

other than any such payment or series of payments which would
have been paid if the employee's employment relationship had not
been so terminated(.];
(14) any payment made by an employer to a survivor or the estate
of a former employee after the calendar year in which such employee

died; or
(15) any payment made by an employer to an employee, if at the
time 8uch payment is made such employee is Mtitled to disability
insurance benefits under section P23(a) of the Soalal Security Act
and such entitlement commenced prior to the calendar year in which

such payment is made, and if such employee did not perform an
services for such employer during the period during which sue

payment is made.
(b) EMPLOYMENT.—FOr the purposes of this chapter, the term "employment" means any service performed after 1936 and prior to 1955
which was employment for purposes of subchapter A of chapter 9 of
the Internal Revenue Code of 1939 under the law applicable to the penod in which such service was performed, and any service, of whatever
nature, performed after 1954 either (A) by an employee for the person
employing him, irrespective of the citizenship or residence of either,
(i) within the United States, or (ii) on or in connection with an Ameri-

can vessel or American aircraft under a contract of service which is
entered into within the United States or during the performance of
which and while the employee is employed on the vessel or aircraft it
touches at a port in the United States, if the employee is employed on
and in connection with such vessel or aircraft when outside the United
States, or (B) outside the United States by a citizen of the United
States as an employee for an American employer (as defined in subsection (h)); except that, in the case of service performed after 1954,
such term shall not include—

(1) service performed by foreign agricultural workers (A) un-

der contracts entered into in accordance with title V of the Agricultural Act of 1949, as amended (65 Stat. 119; 7 U.S.C. 1461—1468), or

(B) lawfully admitted to the United States from the Bahamas,

Jamaica, and the other British West Indies, or from any other foreign country or possession thereof, on a temporary basis to perform
agricultural labor;
(2) domestic service performed in a local college club, or local
chapter of a college fraternity or sorority, by a student who is en-

rolled and is regularly attending classes at a school, college, or
university;
(3) (A) service performed by an individual in the employ of his
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spouse, and service performed by a child under the age of 21 in the
employ of his father or mother;
(B) service not in the course of the employer's trade or business,
or domestic service in a private home of the employer, performed
by an individual in the employ of his son or daughter; except that
the provisions of this subparagraph shall not be applicable to such
domestic service if—
(i) the employer is a surviving spouse or a divorced individual
and has not remarried, or has a spouse living in the home who has

a mental or physical condition which results in such spouse's
being incapable of caring for a son, daughter, stepson, or step-

daughter (referred to in clause (ii) for at least 4 continuous weeks
in the calendar quarter in which the service is rendered, and
(ii) a son, daughter, stepson, or stepdaughter of such employer
is living in the home, and

(iii) the son, daughter, stepson, or stepdaughter (referred to

in clause (ii)) has not attained age 18 or has a mental or physical
condition which requires the personal care and supervision of an
adult for at least 4 continuous weeks in the calendar quarter in
which the service is rendered;
(4) service performed by an individual on or in connection with
a vessel not an American vessel, or on or in connection with an air-

craft not an American aircraft, if (A) the individual is employed
on and in connection with such vessel or aircraft, when outside the
United States and (B) (i) such individual is not a citizen of the
United States or (ii) the employer is not an American employer;
(5) service performed in the employ of any instrumentality of
the United States, if such instrumentality is exempt from tIe tax
imposed by section 3111 by virtue of any provision of law which
specifically refers to such section (or the corresponding section of
prior law) in granting such exemption;
(6) (A) service performed in the employ of the United States or
in the employ of any instrumentality of the United States, if such
service is covered by a retirement system established by a law of the

United States;
(B) service performed by an individual in the employ of an instrumentality of the United States if such an instrumentality was
exempt from the tax imposed by section 1410 of the Internal Revenue
Code of 1939 on December 31, 1950, and if such service is covered

by a retirement system established by such instrumentality; except

that the provisions of this subparagraph shall not be applicable

to-

(i) service performed in the empioy of a corporation which is
wholly owned by the United States;
(ii) service performed in the employ of a Federal land bank, a
Fe1eral intermediate credit bank a bank for cooperatives, a Federal land bank association, a production credit association, a Fed-

eral Reserve Bank, a Federal. Home Loan Bank, or a Federal
Credit Union;
(iii) service performed in the employ of a State, county, or community committee under the Commodity Stabilization Service;
(iv) service performed by a civilian employee, not compensated from funds appropriated by the Congress, m the Army and
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Air Force Exchange Service, Army and Air Force Motion Picture
Service, Navy Exchanges, Marine Corps Exchanges, or other activities, conducted by an instrumentality of the United States sub-

ject to the jurisdiction of the Secretary of Defense, at installations of the Department of Defense for the comfort, pleasure,
contentment, and mental and physical improvement of personnel
of such Department; or
(v) service performed by a civilian employee, not compensated

from funds appropriated by the Congress, in the Coast Guard
Exchanges or other activities, conducted by.an instrumentality of
the United States subject to the jurisdiction of the Secretary of
the Treasury, at installations of the Coast Guard for the comfort,
pleasure, contentment, and mental and physical improvement of
personnel of the Coast Guard;
(C) service performed in the employ of the United States or in
the employ of any instrumentality of the United States, if such service is performed—
(i) as the President or Vice President of the United States or
as a Member, Delegate, or Resident Commissioner of or to the
Congress;
(ii) in the legislative branch;
(iii) in a penal institution of the United States by an inmate
thereof;
(iv) by any individual as an employee included under section
5351(2) of title 5, United States Code (relating to certain interns,
student nurses, and other student employees of hospitals of the
Federal Government) other than as a medical or dental intern or
medical or dental resident in training;
(v) by any individual as an employee serving on a temporary
basis in case of fire, storm, earthquake, flood, or other similar
emergency; or
(vi) by any individual to whom subchapter III of chapter 83
of title 5, United States Code, does not apply because such individual is subject to an6ther retirement system (other than the retirement system of the Tennessee Valley Authority);
(7) service performed in the employ of a State, or any political
subdivision thereof, or any instrumentality of any one or more of the
foregoing which is wholly owned thereby, except that this paragraph
shall not apply in the case Of—

(A) service which, under subsection (j), constitutes covered

transportation service,
(B) service in the employ of the Government of Guam or the

Government of American Samoa or any political subdivision
thereof, or of any instrumentality of any one or more of the fore-

going which is wholly owned thereby, performed by an officer or
employee thereof (including a member of the legislature of any
such (iovernment or political subdivision), and1 for purposes of
this title with respect to the taxes imposed by this chapter—
(i) any person whose service as such an officer or employee is
not covered by a retirement system established by a law of the
United States shall not, with respect to such service, be. reardèd
as an employee of the United States or any agency or instrumentality thereof, and
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(ii) the remuneration for service described in clause (i) (including fees paid to a public official) shall be deemed to have
been l?aid by the Government of Guam or the Government of
American Samoa or by a political subdivision thereof or an
instrumentality of any one or more of the foregoing which is
wholly owned thereby, whichever is appropriate, For]
(C) service performed in the employ of the District of Columbia or any instrumentality which is wholly owned thereby, if such
service is not covered by a retirement system established by a law
of the United States; except that the provisions of this subparagraph shall not be applicable to service performed—
(i) in a hospital or penal institution by a patient or inmate
thereof;
(ii) by an individual as an employee included under section
5351(2) of title 5, United States Code (relating to certain interns, student nurses, and other student employees of hospitals
of the District of Columbia Government), other than as a med-

ical or dental intern or as a medical or dental resident in

training;
(iii) by any individual as an employee serving on a temporary basis in case of fire, storm, snow, earthquake, flood or
other similar emergency; or

(iv) by a member of a board, committee, or council of the

District of Columbia, paid on a per diem, meeting, or other fee

basis(;], or

(D) service performed in the employ of the Governiment of
Guam (or any instrumentality which is wholly owned by 8Uch
Government) by an enjqloyee properly classified as a temporary
or intermittent employee, if such 8ervice is not covered by a retiren-tent 8y8tem established by a law of Guam; except that (i) the
provisions of this subparagraph shall not be applicable to services
peilormed by an elected official or a member of the legislature
or in a hospital or penal institution by a patient or inmate thereof,
and (ii) for purposes of this subparagraph, clauses (i) and (ii)
of subparagraph (B) shall apply;
(8) (A) service performed by a duly ordained, commissioned, or
licensed minister of a church in the exercise of his ministry or by a
member of a religious order in the exercise of duties required by
such order, except that this subparagraph shall not apply to service
performed by a member of such an order in the exercise of such
duties, if an election of coverage under 8ubsection (r) is in effect
with respect to such order, or with respect to the autonomous subdivision thereof to which such member belongs;

(B) service performed in the employ of a religious, charitable,
educational, or other organization described in section 501(c) (3)
which is exempt from income tax under section 501(a), but thir

subparagraph shall not apply to service performed during the

period for which a certificate, filed pursuant to subsection (k) (or
the corresponding subsection of prior law), is in effect if such service is performed by an employee—
(i) whose signature appears on the list filed by such organiza-

tion under subsection (k) (or the corresponding subsection of
prior law),
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(ii) who became an emp]oyee of such organization after the
calendar quarter in which the certificate (other than a certificate
referred to in clause (iii)) was filed, or
(iii) who, after the calendar quarter in which the certificate
was filed with respect to a group described in section 3121(k) (1)
(I), became a member of such group,
exce,pt that this subparagraph shall apply with respect to service
performed by an employee as a member of a group described in sec-

tion 3121(k) (1) (E) with respect to which no certificate is in

effect;

(9) service performed by an individual as an employee or employee representative as defined in section 3231;
(10) (A) service performed in any calendar quarter in the employ

of any organization exempt from income tax under section 501 (a)
(other than an organization described in section 401 (a)) or under
section 521, if the remuneration for such service is less than $50;
((B) service performed in the employ of a school, college, or university if such service is performed by a student who is enrolled and
is regularly attending classes at such school, college, or university:]
(B) service performed in the employ of—
(i) a 8chool, college, or university, or
(ii) an organization described in section 509(a) (3) i/the organization is organized, and at all times thereafter is operated,
exclusively for the benefit of, to perform the functions of, or to
carry out the purposes of a school, college, or university and is
operated, 8upervc'sed, or controlled by or in connection with such
school, college, or university, unless itis a school, college, or univer-

sity of a State or a political 8ubdivision thereof and the services
performed in its employ by a student referred to in section d18(c)
(5) of the Social Security Act are covered under the agreement
between the Secretary of Health, Education, and Welfare and such
State entered into pursuant to section ?318 of such Act;
if such service is performed by a student who is enrolled and regularly attending classes at such school, college, or university;
(11) service performed in the employ of a foreign government
(includmg service as a consular or other officer or employee or a non-

diplomatic representative);

(12) service performed in the employ of an instrumentality

wholly owned by a foreign government—

(A) if the service is of a character similar to that performed
in foreign countries by employees of the United States Government or of an instrumentality thereof; and
(B) if the Secretary of State shall certify to the Secretary that
the foreign government, with respect to whose instrumentality
and employees thereof exemption is claimed, grants an equivalent
exemption with respect to similar service performed in the foreign country by employees of the United States Government and
of instrumentalities thereof;

(13) service performed as a student nurse in the employ of a

hospital or a nurses' training school by an individual who is enrolled
and is regularly attending classes in a nurses' training school chartered or approved pursuant to State law;
(14) (A) service performed by an individual under the age of 18
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in the delivery or distribution of newspapers or shopping news, not
including delivery or distribution to any point for subsequent delivery or distribution;
(B) service performed by an individual in, and at the time of, the
sale of newspapers or magazines to ultimate consumers, under an
arrangement under which the newspapers or magazines are to be
sold by him at a fixed price, his compensation being based on the
retention of the excess of such price over the amount at which the
newspapers or magazines are charged to him, whether or not he is
guaranteed a minimum amount of compensation for such service,
or is entitled to be credited with the unsold newspapers or magazines turned back;
(15) service performed in the employ of an international organization;
(16) service performed by an individual under an arrangement
with the owner or tenant of land pursuant to which—

(A) such individual undertakes to produce agricultural or

horticultural commodities (including livestock, bees, poultry, and
fur-bearing animals and wildlife) on such land,

(B) the agricultural or horticultural commodities produced
by such individual, or the proceeds therefrom, are to be divided
betweeir such individual and such owner or tenant, and

(C) the amount of such individual's share depends on the
amount of the agricultural or horticultural commodities produced;

(17) service in the employ of any organization which is per-

formed (A) in any quarter during any part of which such organization is registered, or there is in effect a final order of the Subversive
Activities Control Board requiring such organization to register,
under the Internal Security Act of 1950, as amended, as a Communist-action organization, a Communist-front organization, or a cornmunist-inñltrated organization, and (B) after June 30, 1956;
(18) service performed in Guam by a resident of the Republic
of the Philippines while in Guam on a temporary basis as a nonimmigrant alien admitted to Guam pursuant to section 101 (a) (15
(H) (ii) of the Immigrant and Nationality Act (8 U.S.C. 1101 (a

(15) (H) (ii)); or

(19) service which is performed by a nonresident alien individual

for the period he is temporarily present in the United States as a
nonimmigrant under subparagraph (F) or (J) of section 101 (a)
(15) of the Immigration and Nationality Act, as amended, and
which is performed to carry out the purpose specified in subparagraph (F) or (J) , as the case may be.
(c) INCLUDED AND EXCLUDED SERvIcE.—For purposes of this chapter, if the services performed during one-half or more of any pay
period by an employee for the person employing him constitute employment, all the services of such employee for such period shall be
deemed to be employment; but if the services performed during more
than one-half of any such pay period by an employee for the person
employing him do not constitute employment, then none of the services of such employee for such period shall be deemed to be employment. As used in this subsection, the term "pay period" means a period

(of not more than 31 consecutive days) for which a payment of re-
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muneration is ordinarily made to the employee by the person employ-

ing him. This subsection shall not be applicable with respect to services

performed in a pay period by an employee for the person employing
him, where any of such service is excepted by subsection (b) (9).
(d) EMPLOYEE.—FOr purposes of this chapter, the term "employee"
means—
(1) any officer of a corporation; or

(2) any individual who, under the usual common law rules applicable in determining the employer-employee relationship, has
the status of an employee; or

(3) any individual (other than an individual who is an employee under paragraph (1) or (2)) who performs services for
remuneration for any person—

(A) as an agent-driver or commission-driver engaged in distributing meat products, vegetable products, fruit products, bak-

ery products, beverages (other than milk), or laundry or dry-

cleaning services, for his principal;
(B) as a full-time life insurance salesman;
(C) as a home worker performing work, accordin to specifica-

tions furnished by the person for whom the services are per-

formed, on materials or goods furnished by such person which are
required to be returned to such person or a person designated by
him; or

(D) as a traveling or city salesman, other than as an agent-

driver or commission-driver, engaged upon a full-time basis in the

solicitation on behalf of, and the transmission to, his principal
(except for side-line sales activities on behalf of some other person) of orders from wholesalers, retailers, contractors, or operators of hotels, restaurants, or other similar establishments for
merchandise for resale or supplies for use in their business operations;
if the contract of service contemplates that substantially all of such
services are to be performed personally by such individual; except
that an individual shall not be included in the term "employee"
under the provisions of this aragrah if such individual has a substantial investment in facilities used in connection with the performance of such services (other than in facilities for transportation), or
if the services are in the nature of a single transaction not part of a
continuing relationship with the person for whom the services are
performed.
(e) STATE, UNITED STATES, AND CrnzEN.—For purposes of this
chapter—
(1) STATE.—The term "State" includes the District of Columbia, the Commonwealth of Puerto Rico, the Virgin Islands, Guam,
and American Samoa.
(2) UNITED STATES.—The term "United States" when used in a
geographical sense includes the Commonwealth of Puerto Rico, the
Virgin Islands, Guam, and American Samoa.
An individual who is a citizen of the Commonwealth of Puerto Rico
(but not otherwise a citizen of the United States) shall be considered,
for purposes of this section, as a citizen of the United States.
(f) AMERICAN VESSEL AND AIRcR"r.—For purposes of this chapter, the term "American vessel" means any vessel documented or num-
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bered under the laws of the United States; and includes any vessel
which is neither documented or numbered under the laws of the
United States nor documented under the laws of any foreign country2
if its crew is employed solely by one or more citizens or residents of
the United States or corporations organized under the laws of the
United States or of any State; and the term "American aircraft" means
an aircraft registered under the laws of the United States.
(g) AGRICULTURAL LABOR.—FOr purposes of this chapter, the term
"agricultural labor" includes all service performed—
(1) on a farm, iii the employ of any person, in connection with
cultivating the soil, or in connection with raising or harvesting any

agricultural or horticultural commodity, including the raising,
shearing, feeding, caring for, training and management of livestock,
bees, poultry, and fur-bearing animals and wildlife;

(2) in the employ of the owner or tenant or other operator of a
farm, in connection with the operation, management, conservation,
improvement, or maintenance of such farm and its tools and equip-

ment, or in salvaging timber or clearing land of brush and other
debris left by a hurricane, if the maj or part of such service is performed on a farm;
(3) in connection with the production or harvesting of any commodity defined as an agricultural commodity in section 15 (g) of the

Agricultural Marketing Act, as amended (46 Stat. 1550, § 3; 12
U.S.C. 1141j), or in connection with the ginning of cotton, or in
connection with the operation or maintenance of ditches, canals,
reservoirs, or waterways, not owned or operated for profit, used
exclusively for supplying and storing water for farming purposes;
(4) (A) in the employ of the operator of a farm in handling,
planting, drying, packing, packaging, processing, freezing, grading,

storing, or delivering to storage or to market or to a carrier for
transportation to market, in its unmanufactured state, any agri-

cultural or horticultural commodity; but only if such operator produced more than one-half of the commodity with respect to which
such service is performed;
(B) in the employ of a group of operators of farms (other than a
cooperative organization) in the performance of service described in
subparagraph (A), but only if. such operators produced all of the
commodity with respect to which such service is performed. For
purposes of this subparagraph, any unincorporated group of operators shall be deemed a cooperative organization if the number of
operators comprising such group is more than 20 at any time during
the calendar quarter in which such service is performed;

(C) the provisions of subparagraphs (A) and (B) shall not be

deemed to be applicable with respect to service performed in connection with commercial canning or commercial freezing or in connection with any agricultural or horticultural commodity after its
delivery to a terminal market for distribution for consumption; or

(5) on a farm operated for profit if such service is not in the
course of the employer's trade or business or is domestic service

in a private home of the employer.

As used in this subsection, the term "farm" includes stock, dairy,
poultry, fruit, fur-bearing animal, and truck farms, plantations,
ranches, nurseries, ranges, greenhouses or other similar structures
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used primarily for the raising of agricultural or horticultural commodities, and orchards.
(h) AMERICAN EMPLOYER.—FOr purposes of this chapter, the term
"American employer" means an employer which is—
(1) the Umted States or any instrumentality thereof,
(2) an individual who is a resident of the United States,

(3) a partnership, if two-thirds or more of the partners are residents of the United States,

(4) a trust, if all of the trustees are residents of the United

States, or
(5) a corporation organized under the laws of the United States
or of any State.
(i) C0MPU'rATIoN OF WAGES IN CERTAIN CASES.—

(1) DOMESTIC SERVICE.—For purposes of this chapter, in the case

of domestic service described in subsection (a) (7) (B), any payment
of cash remuneration for such service which is more or less than a
whole-dollar amount shall, under such conditions and to such extent

as may be prescribed by regulations made under this chapter, be
computed to the nearest dollar. For the purpose of the computation
to the nearest dollar, the payment of a fractional part of a dollar
shall be disregarded unless it amounts to one-half dollar or more, in
which case it shall be increased to $1. The amount of any payment

•of cash remuneration so computed to the nearest dollar shall, in lieu
of the amount actually paid, be deemed to constitute the amount of

cash remuneration for purposes of subsection (a) (7) (B).

(2) SERVICE IN THE UNIFORMED sERvICEs.—For purposes of this

chapter, in the case of an individual performing service, as a member of a uniformed service, to which the provisions of subsection
(rn) (1) are applicable, the term "wages" shall, subject to the provisions of subsection (a) (1) of this section, include as such individual's remuneration for such service only his basic pay as described
in section 102(10) of the Servicemen's and Veterans' Survivor Benefits Act.
(3) PEACE CORPS VOLUNTEER SERvICE.—FOr purposes of this chapter

in the case of an individual performing service, as a volunteer or
volunteer leader within the meaning of the Peace Corps Act, to
which the provisions of section 3121(p) are applicable, the term
"wages" shall, subject to the provisions of subsection (a) (1) of this
section, include as such individual's remuneration for such service
only amounts paid pursuant to section 5(c) or 6(1) of the Peace
Corps Act.
(4) Sivic PERFORMED BY CERTAIN MEMBERS OF RELIGIOUS
ORDERS.—For p'urposes of this chapter, in any case where an individual

is a member of a religious order (as delined in subsection (r) (2))

performing service in the exercise of duties required by such order, and
an election of coverage under subsection (r) is in effect iinth respect
to such order or with respect to the autonomous subdivision thereof to
which such member belongs, the term "wages" shall, subject to the provisions of subsection (a) (1), include as such individual's remuneration
for such service the fair market value of any board, lodging, clothing,
and other perquisites furnished to such member by such order or sub-

division thereof or by any other person or organization piirsuant to
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an agreement with such order or subdivision, except that the amount

included a.s such individual's remuneration under this paragraph shall
not be less than $100 a month.
(j) COVERED TRANSPORTATION SERVICE.—FOr purposes of this
chapter—
(1)

EXISTING TRANSPORTATION SYSTEMS—GENERAL RULE.—

Except as provided in paragraph (2), all service performed in the
employ of a State or political subdivision in connection with its
operation of a public transportation system shall constitute covered
transportation service if any part of the transportation system WLS
acquired from private ownership after 1936 and prior to 1951
2) EXISTING TRANSPORTATION SYSTEMS—CASES IN WHICfl. NO
TRANSPORTATION EMPLOYEES, OR ONLY CERTAIN EMPLOYEES, ARE COy-

ERED.—Service performed in the employ of a State or political sub-

division in connection with the operation of its public transportation system shall not constitute covered transportation service if—
(A) any part of the transportation system was acquired from
private ownership after 1936 and prior to 1951, and substantially
all service in connection with the operation of the transportation
system was, on December 31, 1950, covered under a general retirement system providing benefits which, by reason of a provision of
the State constitution dealing specifically with retirement systems

of the State or political subdivisions thereof, cannot be diminished or impaired; or
(B) no part of the transportation system operated by the State

or political subdivision on December 31, 1950, was acquired from
private ownership after 1936 and prior to 1951;
except that if such State or political subdivision makes an acquisition after 1950 from private ownership of any part of its transportation system, then, in the case of any employee who—
(C) became an employee of such State or political subdivision
in connection with and at the time of its acquisition after 1950 of
such part, and
(D) prior to such acquisition rendered service in employment
(including as employment service covered by an agreement under
section 218 of the Social Security Act) in connection with the operation of such part of the transportation system acquired by the
State or political subdivision,
the service of such employee in connection with the operation of the
transportation system shall constitute covered transportation service, commencing with the first day of the third calendar quarter fol-

lowing the calendar quarter in which the acquisition of such part

took place, unless on such. first day such service of such employee is
covered by a general retirement system which does not, with respect
to such employee, contain special provisions applicable only to employees described in subparagraph (C).
(3) TRANSPORTATION SYSTEMS ACQUIRED AFTER i950.—All service

performed in the employ of a State or political subdivision thereof
in connection with its operation of a public transportation system
shall constitute covered transportation service if the transportation
system was not operated by the State or political subdivision prior
to 1951 and, at the time of its first acquisition (after 1950) fkm private ownership of any part of its transportation system, the State or
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political subdivision did not have a general retirement system cov-

ering substantially all service performed in connection with the
operation of the transportation system.
(4) DEFINITI0Ns.—For purposes of this subsection—

(A) The term "general retirement system" means any pension,
annuity, retirement, or similar fund or system established by a
State or by a political subdivision thereof for employees of the
State, political subdivision, or both; but such term shall not include such a fund or system which covers only service performed
in positions connected with the operation of its public transportation system.
(B) A transportation system or a part thereof shall be considered to have been acquired by a State or political subdivision from
private ownership if prior to the acquisition service performed by
employees in connection with the operation of the system or part
thereof acquired constituted employment under this chapter or
subchatper A of chapter 9 of the Internal Revenue Code of 1939
or was covered by an agreement made pursuant to section 218 of
the Social Security Act and some of such employees became em-

ployees of th State or political subdivision in connection with
and at the time of such acquisition.

(C) The term "political subdivision" includes an instrumentality of—
(i) a State,
(ii) one or more political subdivisions of a State, or
(iii) a State and one or more of its political subdivisions.
(k) ExEMFrI0N OF RELIGIOUS, CHARITABLE, AND CERTAIN OTHER
ORGANIZATIONS.—
(1) WAIVER OF EXEMPTION BY ORGANIZATION.—

(A) An organization described in section 501 (c) (3) which is
exempt from income tax under section 501 (a) may file a certificate
(in such form and manner and with such official, as may be pre-

scribed by regulations made under this chapter) certifying that

it desires to have the insurance system established by title II of the

Social Security Act extended to service performed by its em-

ployees. Such certificate may be filed only if it is accompanied by

a list containing the signature, address, and social security account number (if any) of each employee (if any) who concurs
in the filing of the certificate. Such list may be amended at any
time prior to the expiration of the twenty-fourth month following the calendar quarter in which the certificate is filed by filing
with the prescribed official a supplemental list or lists containing
the signature, address, and social security account number (if
any) of each additional employee who concurs in the filing of the
certificate. The list and any supplemental list shall be filed in such
form and manner as may be prescribed by regulations made under

this chapter.

(B) The certificate shall be in effect (for purposes of subsection

(b)(8)(B) and for purposes of section 210(a) (8) (B) of the

Social Security Act) for the period beginning with whichever
of the following may be designated by the organization:
(i) the first day of the calendar quarter in which the certificate is filed,
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(ii) the first day of the calendar quarter succeeding such quarter, or
(iii) the first day of any calendar quarter preceding the calendar quarter in which the certificate is filed, except that such date
may not be earlier than the first day of the twentieth calendar
'uarter' preceding the quarter in which such certificate is filed.
(C) In the case of service performed by an employee whose
name appears on a. supplemental list filed after the first month
following the calendar quarter in which the certificate is filed,
the certificate shall be in effect (for purposes of subsection (b) (8)
(B) and for purposes of section 210(a) (8) (B) of the Social Security Act) only with respect to service performed by such individual for the period beginning with the first day of the calendar
quarter in which such supplemental list is filed.

(D) The period for which a certificate filed ursuant to this

subsection or the corresponding subsection of prior law is effective
may be terminated by. the organization, effective at the end of a
calendar quarter, upon giving 2 years' advance notice in writing,
but only if, at the time of the receipt of such notice, t.he certificate
has been in effect for a period of not less than 8 years. The notice

of termination may' be revoked by the organization by giving,
prior to the close of the calendar quarter specified in the notice
of termination, a written notice of such revocation. Notice of termination or revocation thereof shall be filed in such form and
manner, and with such official, as may be prescribed by regulations made under this chapter.

(E) If an organization described in subparagraph (A) em-

ploys both individuals who are in positions covered' by a pension,

annuity, retirement, or similar fund or system established by a
State or by a political subdivision thereof and individuals who
are not in such positions, the organization shall divide its employees into two separate groups. One group shall consist of all
employees who are in positions covered by such a fund or system
and (i) are members of such fundor system, or (ii) are not rnèmbers of such fiuid or system but are eligible to become members
thereof; and the other group shall consist of all remaining employees. An organization which has so divided its employees into
two groups may file a certificate pursuant to subparagraph (A)
with respect to the employees in either group, or may file a separate certificate pursuant to such subparagraph with respect to
the employees in each group.
(F) An organization which filed a certificate under this subsection after 1955 but prior to the enactment of this subparagraph
may file a request at any time before 1960 to have such certificate
effective, with respect to the service of individuals who concurred
in the filing of such certificate (initially, or through the filing of a

supplemental list) prior to enactment of this subparagraph and

who concur in the filing of such new request, for the period beginfling with the first day of any calendar quarter preceding the first
calendar quarter for which it was effective and following the last

calendar quarter of 1955. Such request shall be filed with such
official and in such form and manner as may be prescribed by
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regulations made under this chapter. If a request is filed pursuant
to this subparagraph—

(i) for purposes of computing interest and for purposes of
section 6651 (relating to addition to tax for failure to file tax
return or pay tax), the due date for the return and payment of

the tax for any calendar quarter resulting from the filing of such
request shall be the last day of the calendar month followmg the
calendar quarter in which the request is filed; and
(ii) the statutory period for the assessment of such tax shall
not expire before the expiration of 3 years from such due date.
(G) If a certificate filed pursuant to this paragraph is effective
for one or more calendar quarters prior to the quarter in which the
certificate is filed, then—

(i) for purposes of computing interest and for purposes of
section 6651 (relating to addition to tax for failure to file tax
return or pay tax), the due date for the return and payment of
the tax for such prior calendar quarters resulting from the filing
of such certificate shall be the last day of the calendar month
following the calendar quarter in which the certificate is filed;
and
(ii) the statutory period for the assessment of such tax shall
not expire before the expiration of 3 years from such due date.

(H) An organization which files a certificate under subparagraph (A) before 1966 may amend such certificate during 1965
or 1966 to make the certificate effective with the first day of any
calendar quarter preceding the quarter for which such certificate
originally became effective, except that such date may not be
earlier than the first day of the twentieth calendar quarter preceding the quarter in which such certificate is so amended. If an
organization amends its certificate pursuant to the preceding sentence, such amendment shall be effective with respect to the service
of individuals who concurred in the filing of such certificate (initially or through the filing of a supplemental list) and who concur

in the filing of such amendment. An amendment to a certificate
filed pursuant to this subparagraph shall be ified with such official
and in such form and manner as may be prescribed by regulations
made under this chapter. If an amendment is ified pursuant to this
subparagraph—
(i) for purposes of computing interest and for purposes of
section 6651 (relating to addition to tax for failure to ifie tax

return or pay tax), the due date for the return and payment

of the tax for any calendar quarter resulting from the filing of
such an amendment shall be the last.day of the calendar month
following the calendar quarter in which the amendment is filed;
and
(ii) the statutory period for the assessment of such tax shall
not expire before the expiration of three years from such due
date.
(2) TERMINATION OF WAIVER PERIOR BY SECRETABY OR HIS DELE-

OATE.—If the Secretary or his delegate finds that any organization
which filed a certificate pursuant to this subsection or the corresponding subsection of prior law has failed to comply substantially with

the requirements applicable with respect to the taxes imposed by
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this chapter or the corresponding provisions of prior law or is no
longer able to comply with the requirements applicable with respect to the taxes imposed by this chapter, the Secretary or his delegate shall give such organization not less than 60 days' advance
notice in writing that the period covered by such certificate will
terminate at the end of the calendar quarter specified in such notice.
Such notice of termination may be revoked by the Secretary or his
delegate by giving, prior to the close of the calendar quarter specified
in the notice of termination; written notice of such revocation to the
organization. No notice of termination or of revocation thereof shall

be given under this paragraph to an organization without.the prior
concurrence of the Secretary of Health, Education, and Welfare.
(3) No RENEWAL OF WATVER.—In the event the period covered by a

certificate filed pursuant to this subsection or the corresponding subsection of prior law is terminated by the organization, no certificate
may again be filed by such organization pursuant to this subsection.
(1) AREEMENTS ENTERED INTO BY DOMESTIC CORPORATIONS WITH
RESPECT TO FOREIGN SuB5inIARIES.—
(1) AGREEMENTS ENTERED INTO BY DOMESTIC CORPORATIONS WITH

SuB5mIARIES.—The Secretary or his delegate shall, at the request
of any domestic corporation, enter into an agreement (in such form
and manner as may be prescribed by the Secretary or his delegate)

with any such corporation which desires to have the insurance
system established by title II of the Social Security Act extended
to service performed outside the United States in the employ of
any one or more of its foreign subsidiaries (as defined in paragraph (8)) by all employees who are citizens of the United States,
except that the agreement shall not be applicable to any service
performed by, or remuneration paid to, an employee if such service
or remuneration would be excluded from the term "employment"
or "wages", as defined in this section, had the service been performed
in the United States. Such agreement may be amended at any time
so as to be made applicable, in the same manner and under the same

conditions, with respect to any other foreign subsidiary of such
domestic corporation. Such agreement shall be applicable with respect to citizens of the United States who, on or after the effective

date of the agreement, are employees of and perform services outside the United States for any foreign subsidiary specified in the
agreement. Such agreement shall provide—
(A) that the domestic corporation shall pay to the Secretary or
his delegate, at such time or times as the Secretary or his delegate may by regulations prescribe, amounts equivalent to the sum
of the taxes which would be imposed by sections 3101 and 3111
(including amounts equivalent to the interest, additions, to the
taxes, additional amounts, and penalties which would be applicable) with respect to the remuneration which would be wages
if the services covered by the agreement constituted employment
as defined in this section; and

(B) that the domestic corporation will comply with such regulations relating to payments and reports as the Secretary or his

delegate may prescribe to carry out the purposes of this subsection.
(2) EcTwE PERIOD OF AGREEMENT.—An agreement entered into
pursuant to paragraph (1) shall be in effect for the period beginning
78—i75—72-———76

1196

with the first day of the calendar quarter in which such agreement
is entered into or the first day of the succeeding calendar quarter,
as may be specified in the agreement, but in no case prior to January 1, 1955; except that in case such agreement is amended to include

the services performed for any other subsidiary and such amendment is executed after the first month following the first calendar
quarter for which the agreement is in effect, the agreement shall be
in effect with respect to service performed for such other subsidiary

only after the calendar quarter in which such amendment is
executed.

(3) TERMINATION OF PERIOD BY A DOMESTIC CORPORATION.—The pe-

riod for which an agreement entered into pursuant to paragraph

(1) of this subsection is effective may be terminated with respect to
any one or more of its foreign subsidiaries by the domestic corpora-

tion, effective at the end of a calendar quarter, upon giving two
years' advance notice in writing, but only if, at the time of the reof not less than eight years. The notice of termination may be receipt of such notice, the agreement has been in effect for a period
yoked by the domestic corporation by giving, prior to the close of
the calendar quarter specified in the notice of termination, a written
notice of such revocation. Notice of termination or revocation thereof shall be filed in such form and manner as may be prescribed by
regulations. Notwithstanding any other provision of this subsection,
the period for which any such agreement is effective with respect
to any foreign corporation shall terminate at the end of any calen-

dar quarter in which the foreign corporation, at any time in such
quarter, ceases to be a foreign subsidiary as defined in paragraph
(8).

(4) TERMINATION OF PERIOD BY SECRETARY.—If the Secretary or

his delegate finds that any domestic corporation which entered into
an agreement pursuant to this subsection has failed to comply sub-

stantially with the terms of such agreement, the Secretary or his
delegate shall give such domestic corporation not less than sixty
days' advance notice in writing and the period covered by such agree-

ment will terminate at the end of the calendar quarter specified in
such notice. Such notice of termination may be revoked by the Secretary or his delegate by giving, prior to the close of the calendar
quarter specified in the notice of termination, written notice of such
revocation to the domestic corporation. No notice of termination or
of revocation thereof shall be given under this paragraph to a domestic corporation without the prior concurrence of the Secretary
of Health, Education, and Welfare.
(5) No RENEWAL OF AOREEMENT.—If any agreement entered into

pursuant to paragraph (1) of this subsection is terminated in its
entirety (A) by a notice of termination filed by the domestic corporation pursuant to paragraph (3), or (B) by a notice of termination

given by the Secretary or his delegate pursuant to paragraph (4),
the domestic corporation may not again enter into an agreement
pursuant to paragraph (1). If any such agreement is terminated
with respect to any foreign subsidiary, such agreement may not

thereafter be amended so as again to make it applicable with respect
to such subsidiary.

1197
(6) DEPOSITS IN TRUST PUNDS.—For purposes of section 201 of the

Social Security Act, relating to appropriations to the Federal Old-

Age and Survivors Insurance Tnist Fund and the. Federal Dis-

ability Insurance Trust Fund, such remuneration—
(A) paid for services covered by an agreement entered into
pursuant to paragraph (1) as would be wages if the services constituted employment, and
(B) as is reported to the Secretary or his delegate pursuant to

the provisions of such agreement or of the regulations issued
under this subsection,

shall be considered wages subject to the taxes imposed by this
chapter.

(7) OVERPAYMENTS AND UNDERPAYMENTS.—

(A) If more or less than the, correct amount due under an

agreement entered into pursuant to this subsection 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 required by regulations prescribed by the Secretary or his delegate.

(B) If an overpayment cannot be adjusted under subpara-

graph (A), the amount thereof shall be paid by the Secretary or
his delegate, through the Fiscal Service of the Treasury Department, but only if a claim for such overpayment is filed with the
Secretary or his delegate within two years from the time such
overpayment was made.
(8) DirINITIoN OF FOREIGN sulisIDrARY.—For purposes of this

subsection and section 210(a) of the Social Security Act, a foreign
subsidiary of a domestic corporation is—

(A) a foreign corporation not less than 20 percent of the voting stock of which is owned by such domestic corporation; or
(B) a foreign corporation more than 50 percent of the voting
stock of which is owned by the foreign corporation described in
subparagraph (A).
(9) DOMESTIC CORPORATION AS SEPARATE ENTITY.—Each domes-

tic corporation which enters into an agreement pursuant to paragraph (1) of this subsection shall, for purposes of this subsection
and section 6413(c) (2) (C), relating to special refunds in the case
of employees of certain foreign corporations, be considered an
employer in its capacity as a party to such agreement separate and
distinct from its identity as a person employing individuals on its
own account.
(10) R.EGtTLATI0N5.—Regulations of the Secretary or his delegate

to carry out the purposes of this subsection shall be designed to
make the requirements imposed on domestic corporations with respect to services covered by an agreement entered into pursuant to
this subsection the same, so far as practicable, as those imposed
upon employers pursuant to this title with respect to the taxes im-

posed by this chapter.
(rn) SERVICE IN THE UNIFORMED SERVICES.—FOr purposes of this

chapter—
(1) INCLUsIoN OF sERvIcE.—The term "employment" shall, not-

withstanding the provisions of subsection (b) of this section, include service performed after December 1956 by an individual as a
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member of a uniformed service on active duty; but such terms shall

not include any such service which is performed while on leave

without pay.
(2) ACTIVE DIJTY.—The term "active duty" means "active duty"
as described in section 102 of the Servicemen's and Veterans' Survivor Benefits Act, except that it shall also include "active duty for
training" as described in such section.
(3) INACTiVE DUTY TRA1NING.—The term "inactive duty training"

means "inactive duty training" as described in such section 102.
(n) MEMBER OF A UNIFORMED SvIcE.—For purposes of this chap-

ter, the term "member of a uniformed -service" means any person apointed, enlisted, or inducted in a component of the Army, Navy, Air
Force, Marine Corps, or Coast Guard (including a reserve component
of a uniformed service as defined in section 102(3) of the Servicemen's
and Veterans' Survivor Benefits Act), or in one of those services without specification of component, or as a commissioned officer of the
Coast and Geodetic Survey or the Regular or Reserve Corps of the
Public Health Service, and any person serving in the Army or Air
Force under call or conscription. The term includes—
(1) a retired member of any of those services;

(2) a member of the Fleet Reserve or Fleet Marine Corps Reserve;

(3) a cadet at the United States Military Academy, a midshipman at the United States Naval Academy, and a cadet at the United
States Coast Guard Academy or United States Air Force Academy;
(4) a member of the Reserve Officers' Training Corps, the Naval
Reserve Officers' Training Corps, or the Air Force Reserve Officers'
Training Corps, when ordered to annual training duty for fourteen
days or more, and while performing authorized travel to and from
that duty; and
(5) any person while en route to or from, or at, a place for final

acceptance or for entry upon active duty in the military or naval
service—

(A) who has been provisionally accepted for such duty; or
(B) who, under the Universal Military Training and Service
Act, has been selected for active military or naval service;

and has been ordered or directed to proceed to such place.

The term does not include a temporary member of the Coast Guard
Reserve.

(o) Cmw LEADER.—FOr purposes of this chapter, the term "crew
leader" means an individual who furnishes individuals to perform agricultural labor for another person, if such individual pays (either on

his own behalf or on behalf of such person) the individuals so fur-

mshed by him for the agricultural labor performed by them and if such
individual has not entered into a written agreement with such person
whereby such individual has been designated as an employee of such
person; and such individuals furnished by the crew leader to perform

agricultural labor for another person shall be deemed to be the employees of such crew leader. For purposes of this chapter and chapter
2, a crew leader shall, with respect to service performed in furnishing
individuals to perform agricultural labor for another person and service performed as a member of the crew, be deemed not to be an employee of such other person.
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(p) PEACE CORPS VOLUNTEER SERVICE.—FOr purposes for this chap-

ter, the term "employment" shall, notwithstanding the provisions of

subsection (b) of this section, include service performed by an individual as a volunteer or volunteer leader within the meaning of the Peace
Corps Act.
(q) Ties INCLUDED FOR EMPLOYEE TAxEs.—For purposes of this
chapter other than for purposes of the taxes imposed by section 3111,
tips received by an employee in the course of his employment shall be
considered remuneration for employment. Such remuneration shall be
deemed to be paid at the time a written statement including such tips

is furnished to the employer pursuant to section 6053 (a) or (if no
statement including such tips is so furnished) at. the time received.

(r) ELECTION OF COVERAGE BY RELIGIOUS ORDERS.—
(1) CERTIFICATE OF ELECTIONBY ORDER.—A religious order whose

members are required to take a vow of poverty, or any autonomous
subdivision of such order, may file a certificate (in such form and
manner, and with such official, as may be prescribed by regulations

under this chapter) electing to have the insurance system established by
title Ii of the Social Security Act extended to services performed by its
members in the exercise of duties required by such order or such subdivision thereof. Such certificate of election shall provide that—
(A) such election of coverage by such order or subdivision shall be
irrevocable;

(B) such election shall apply to all current and future members of
such order, or in the case of a subdivision thereof to all current and
future members of such order who belong to such subdivision;
(C) all services performed by a member of such an order or subdivision in the exercise of duties required by such order or subdivision
shall be deemed to have been performed by such member as an employee
of such order or subdivision; and

(D) the wages of each member, upon which such order or sub-

division shall pay the taxes imposed by sections 3101 and 3111, will
be determined as provided in subsection (i) (4).
(2) DEFINITION OF MEMBER.—For purposes of this subsection, a
a member of a religious order means any individual who is subject to a
vow of poverty as a member of such order and who performs tasks usually
required (and to the extent usually required) of an active member of
such order and who is not considered retired because of old age or total
disability.
(3) EFFECTIVE DATE FOR ELECTION.—(A) A certificate of election

of coverage shall be in effect, for purposes of subsection (b) (8) (A) and
for purposes of section 210(a) (8) (A) of the Social Security Act, for the
period beginning with whichever of the following may be designated by
the order or subdivision thereof:
(i) the first day of the calendar quarter in which the certificate is
filed,
(ii) the first day of the calendar quarter succeeding such quarter, or
(iii) the first day of any calendar quarter preceding the calendar
quarter in which the certificate is filed, except that such date may not
be earlier than the first day of the twentieth calendar quarter preceding
the quarter in which such certificate is filed
Whenever a date is designated under clause (iii), the election shall apply
to services performed before the quarter in which the certificate is filed
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only if the member performing such services was a member at the time

such services were performed and is living on the first day of the quarter
in which such certificate is filed.

(B) If a certificate of election filed pursuant to this subsection is
effective for one or more calendar quarters prior to the quarter in which
such certificate is filed, then—
(i) for purposes of computing interest and for purposes of section

6651 (relating to addition to tax for failure to file tax return), the
due date for the return and payment of the tax for such prior calendar
quarters resulting from the filing of such certificate shall be the last
day of the calendar month following the calendar quarter in which
the certificate is filed; and
(ii) the statutory period for the assessment of such tax shalL not
expire before the expiration of 3 years from such due date.
(4) COORDINATION WITH COVERAGE OF LAY EMPLOYEES.—Notwjth-

standing the preceding provisions of this subsection, no certificate of
election shall become effective with respect to an order or s'ubdiviswn
thereof, unless—

(A) if at the time the certificate of election is filed a certificate
of waiver of exemption under subsection (k) is in effect with respect
to such order or subdivision, such order or subdivision amends such
cert'?ficate of waiver of exemption (in such form and manner as may
be prescribed by regulations made under this chapter) to provide
that it may not be revoked, or
(B) if at the time the certificate of election is filed a certificate of
waiver of exemption under such subsection is not in effect with respect
to such order or subdivision, such order or subdivision files such
certificate of waiver of exemption under the provisions of such subsection except that such certificate of waiver of exemption cannot
become effective at a later date than the certificate of election and such
certificate of waiver of exemption must specify that such certificate of
waiver of exc7nption may not be revoked. The certificate of waiver of
exemption reqtired under this subparagraph shall be filed notwithstanding the provisions of subsection (k) (3).
(s) SERVICE PERFORMED UNDER CONTRACT BY PARTICIPANTS IN

GUARANTEED EMPLOYMENT.—FOr purposes of this chapter, the term

"employment" shall, notwithstanding the provisions of subsection (b) of
this section, include service performed by a participant in guaranteed
employment provided by the Work Administration under title XX of the
Social Security Act, but only if—
(1) such service is performed for or on behalf of an employer pursuant

to a contract entered into between the Work Administration and such.
employer under section 2052(e) of such Act; and

(2) the remuneration paid by the Work Administration to such
participant to compensate him for the performance of such service

would have constituted wages (within the meaning of subsection (a)) if—
(A) such participant had performed such service as an employee of
such employer; and
(B) such employer had paid such remuneration to such participant
to compensate him for the performance of such service.
(t) CERTAIN EMPLOYEES OF MEMBERS OF AFFILIATED GR0UPS.—For

purposes of this chapter, an employee whose wages are paid by a corporation which is a member of an affiliated group, but who performs
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for one or more other members of the affiliated group, shall be
treated as being in the employment only of the corporation which pays his
wages. For purposes of the preceding sei tence, the term "affiliated group"
has the meaning assigned to it by section 1504(a), except that, for such
purposes, any corporation shall be treated as an incliidible corporation.
services

SEC. 3122. FEDERAL SERVICE.

In the case of the taxes imposed by this chapter with respect to service performed in the employ of th United States or in the employ of
any instrumentality which is wholly owned by the United States, including service, performed as a member of a uniformed service, to
which the provisions of section 3121(m) (1) are applicable, and includ-

ing service, performed as a volunteer or volunteer leader within the
meaning of the Peace Corps Act, to which the provisions of section
3121(p) are applicable, and including service, performed by a participant in guaranteed employment provided by the Work Administration,
to which the provisions of section 31?1 (s) are applicable, the determination whether an individual has performed service which constitutes

employment as defined in section 3121(b), the determination of the
amount of remuneration for such service which constitutes wages as
defined in section 3121(a), and the return and payment of the taxes
imposed by this chapter, shall be made by the head of the Federal
agency or instrumentality having the control of such service, or by
such agents as such head may designate. The person making such return may, for convenience of administration, make payments of the tax
imposed under section 3111 with respect to such service without regard
to the $10,800 limitation in section 312.1 (a) (1), and he shall not be
required to obtain a refund of the tax paid under section 3111 on that
part of the remuneration not included in wages by reason of section
3121 (i) (1). Payments of the tax imposed under section 3111 with re-

spect to service, performed by an individual as a member of a uniformed service, to which the provisions of section 3121(m) (1) are
applicable, shall be made from appropriations available for the pay of
members of such uniformed service. The provisions of this section shall
be applicable in the case of service performed by a civilian employee,

not compensated from funds appropriated by the Congress, in the
Army and Air Force Exchange Service, Army and Air Force Motion
Picture Service, Navy Exchanges, Marine Corps Exchanges, or other
activities, conducted by an instrumentality of the United States subject to the jurisdiction of the Secretary of Defense, at installations of
the Department of Defense for the comfort, pleasure, contentment, and
mental and physical improvement of personnel of such Department;

and for purposes of this section the Secretary of Defense shall be

deemed to be the head of such instrumentality. The provisions of this
section shall be applicable also in the case of service performed by a
civilian employee, not compensated from funds appropriated by the
Congress, in the Coast Guard Exchanges or other activities, conducted
by an instrumentality of the United States subject to the jurisdiction of

the Secretary, at installations of the Coast Guard for the comfort,

pleasure, contentment, and mental 'and physical improvement of personnel of the Coast Guard; and for purposes of this section the Secretary shall be deemed to be the head of such instrumentality.
*

*

*

*

*

*

*
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(a) EMPLOYER.—FOr purposes of this chapter, the term "employer"
means, with respect to any calendar year, any person who—

(1) during any calendar quarter in the calendar year or the pre-

ceding calendar year paid wages of $1,500 or more, or

(2) on each of some 20 days during the calendar year or during
the preceding calendar year, each day being in a different calendar
week, employed at least one individual in employment for some
portion of the day.
(b) WAGES.—FOr purposes of this chapter, the term "wages" means

all remuneration for employment, including the cash value of all remuneration paid in any medium other than cash; except that such
term shall not include—

(1) that part of the remuneration which, after remuneration

(other than remuneration referred to in the succeeding paragraphs
of this subsection) equal to $4,200 with respect to employment has
been paid to an individual by an employer during any calendar
year, is paid to such individual by such employer durmg such cal-

endar year. If an employer (hereinafter referred to as successor
employer) during any calendar year acquires substantially all the
property used in a trade or business of another employer (hereinafter referred to as a predecessor), or used in a separate unit of a
trade or business of a predecessor, and immediately after the acquisition employs in his trade or business an individual who immediately prior to the acquisition was employed in the trade or business
of such predecessor, then, for the purpose of determining whether
the successor employer has paid remuneration (other than remuneration referred to in the succeeding paragraphs of this subsection)
with respect to employment equal to $4,200 to such individual during

such calendar year, any remuneration (other than remuneration
referred to in the succeeding paragraphs of this subsection) with
respect to employment paid (or considered under this paragraph as
having been paid) to such individual by such predecessor during
such calendar year and prior to such acquisition shall be considered
as having been paid by such successor emiiloyer;
(2) the amount of any payment (including any amount paid by
an employer for insurance or annuities, or into a fund, to provide
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for any such payment) made to, or on behalf of, an employee or any
of his dependents under a plan or system established by an employer
which makes provision for his employees generally (or for his employees generally and their dependents) or for a class or classes of
his employees (or for a class or classes of his employees and their
dependents), on account of—
(A) retirement, or
(B) sickness or accident disability, or
(C) medical or hospitalization expenses in connection with sickness or accident disability, or

(D) death;
(3) any payment made to an employee (including any amount
paid by an employer for insurance or annuities, or into a fund, to
provide for any such payment) on account of retirement;
(4) any payment on account of sickness or accident disability, or
medical or hospitalization expenses in connection with sickness or
accident disability, made by an employer to, or on behalf of, an employee after the expiration of 6 calendar months following the last
calendar month in which the employee worked for such employer;
(5) any payment made to, or on behalf of, an employee or his
beneficiary—

(A) from or to a trust described in section 401 (a) which is exempt from tax under section 501 (a) at the time of such payment
unless such payment is made to an employee of the trust as remuneration for services rendered as such employee and not as a
beneficiary of the trust, or
(B) under or to an annuity plan which, at the time of such payment, is a plan described in section 403(a), or
(C) under or to a bond purchase plan which, at the time of such
payment, is a qualified bond purchase plan described in section
405(a);

(6) the payment by an employer (without deduction from the

remuneration of the employee) —
(A) of the tax imposed upon an employee under section 3101
(or the corresponding section of prior law), or

(B) of any payment required from an employee under a State
unemployment compensation law;

(7) remuneration paid in any medium other than cash to an
employee for service not in the course of the employer's trade or
business;

(8) any payment (other than vacation or sick pay) made to an

employee after the month in which he attains the age of 65, if he did
not work for the employer in the period for which such payment is
made;
(9) remuneration paid to or on behalf of an employee if (and to
the extent that) at the time of the payment of such remuneration it
is reasonable to believe that a corresponding deduction is allowable
under section 217; or
(10) any payment or series of payments by an employer to an employee or any of his dependents which is paid—

(A) upon or after the termination of an employee's employment relationship because of (i) death, (ii) retirement for disability, or (iii) retirement after attaining an age specified in the
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plan referred to in subparagraph (13) or in a pension plan of the

employer, and
(B) under a plan established by the employer which makes provision for his employees generally or a class or classes of his employees (or for such employees or class or classes of employees and

their dependents),
other than any such ,payment or series of payments which would
have been paid if the employee's employment relationship had not

been so terminated.
(c) EMPLOYMENT.FOr purposes of this chapter, the term "employment" means any service performed prior to 1955, which was em-

ployment for purposes of subchapter C of chapter 9 of the Internal
Revenue Code of 1939 under the law applicable to the period in which
such service was performed, and (A) any service, of whatever nature,
performed after 1954 by an employee for the person employing him,
irrespective of the citizenship or residence of either, (i) within the
United States, or (ii) on or in connection with an American vessel or
American aircraft under a contract of service which is entered into
within the United States or during the performance of which and
'while the employee is employed on the vessel or aircraft it touches at
a port in the United States, if the employee is employed on and in connection with such vessel or aircraft when outside the United States,
and (B) any service, of whatever nature, performed after 1971 outside the United States (except in a contiguous country with which the
United States -has an agreement relating to unemployment compensation or in the Virgin Islands) by a citizen of the United States as an
employee-of an American employer (as defined in subsection (j) (3)),
except—

(1) agricultural labor (as defined in subsection (k));
(2) domestic service in a private home, local college club, or local

chapter of a college fraternity or sorority;
(3) service not in the course of the employer's trade or business
performed in any calendar quarter by an employee, unless the cash
remuneration paid for such service is $50 or more and such service
is performed by an individual who is regularly employed by such
employer to perform such service. For purposes of this paragraph,
an individual shall be deemed to be regularly employed by an employer during a calendar quarter only if—
.
(A) on each of some 24 days during such quarter such individual performs for such employer for some portion of the day service not in the course of the employer's trade or business, or

(B) such individual was regularly employed (as determined
under subparagraph (A)) by such employer in the performance
of such service during the preceding calendar quarter;

(4) service performed on or in connection with a vessel or aircraft
not an American -vessel or American aircra-ft, if the employee is employed on nd in connection wit-h such vessel or aircraft when outside the United States;
.
(5) service performed by an individual in the employ of his son,
.

daughter, or spouse, and service performed by a child under the
age of 21 in the employ of his father or mother;

(6) service performed in the employ of the United States Government or of an instrumentality of the United States which is—
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(A) wholly or partially owned by the United States, or
(B) exempt from the tax imposed by section 3301 by virtue of
any provision of law which specifically refers to such section (or
the corresponding section of prior law) in graflting such exemption;
(7) service performed in the employ of a State, or any political
subdivision thereof, or any instrumentality of any one or more of
the foregoing which is wholly owned by one or more States or political subdivisions; and any service performed in the employ of any
instrumentality of one or more States or political subdivisions to
the extent that the instrumentality is, with respect to such service,
immune under the Constitution of the United States from the tax
imposed by section 3301;
(8) service performed in the employ of a religious, charitable, educational, or other organization described in section 501(c) (3) which
is exempt from income tax under section 501 (a)

(9) service performed by an individual as an employee or empioyee representative as defined in section 1 of the Railroad Unemployment Insurance Act (52 Stat. 1094, 1095; 45 U.S.C. 351);
(10) (A) service performed in any calendar quarter in the employ
of any organization exempt from income tax under section 501 (a)
(other than an organization described in section 401(a)) or under
section 521, if the remuneration for such service is less than $50, or
(B) service performed in the employ of a school, college, or uni-

versity, if such service is performed (i) by a student who is en-

rolled and is regularly attending classes at such school, college, or
university, or (ii) by the spouse of such a student, if such spouse
is advised, at the time such spouse commences to perform such
service, that (I) the employment of such spouse to perform such
service is provided under a program to provide financial assistance
to such student by such school, college, or university, and (II) such
employment will not be covered by any program of unemployment
insurance, or

(C) service performed by an individual under the age of 22 who
is enrolled at a nonprofit or public educational institution which
normally maintains a regular faculty and curriculum and normally
has a regularly organized body of students in attendance at the place
where its educational activities are carried on as a student in a fulltime• program, taken. for creiit at such institution, which combines

academic instruction with work experience, if such service is an
integral part of such program, and such institution has so certified
to the employer, except that this subparagraph shall not apply to
service performed in a program established for or on behalf of an
employer or group of employers, or
(D) service performed in the employ of a hospital, if such service
is performed by a patient of such hospital;
(11) service performed in the employ of a foreign government
(including service as a consular or other officer or employee or a
nondiplomatic representative);

(12) service performed in the employ of an instrumentality

who1ly owned by a foreign government—
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(A) if the service is of a character similar to that performed
in foreign countries by employees of the United States Government or of an instrumentality thereof; and

(B) if the Secretary of State shall certify to the Secretary
that the foreign government, with respect to whose instrumentality exemption is claimed, grants an equivalent exemption with respect to similar service performed in the foreign country by employees of the United States Government and of instrumentalities
thereof;
(13) service performed as a student nurse in the employ of a hospital or a nurses' training school by an individual who is enrolled
and is regularly attending classes in a nurses' training school chartered or approved pursuant to State law; and service performed as
an intern in the employ of a hospital by an individual who has completed a 4 years' course in a medical school chartered or approved
pursuant to State law;
(14) service performed by an individual for a person as an insurance agent or as an insurance solicitor, if all such service performed
by such individual for such person is performed for remuneration
solely by way of commission;

(15) (A) service performed by an individual under the age of 18
in the delivery or distribution of newspapers or shopping news, not
including delivery or distribution to any point for subsequent delivery or distribution;
(B) service performed by an individual in, and at the time of, the
sale of newspapers or magazines to ultimate consumers, under an

arrangement under which the newspapers or maazines are to be
sold by him at a fixed price, his compensation being based on the
retention of the excess of such price over the amount at which the
newspapers or magazines are charged to him, whether or not he is
guaranteed a minimum amount of compensation for such service,
or is entitled to be credited with the unsold newspapers or magazines
turned back;
(16) service performed in the employ of an international organization;

(17) service performed by an individual in (or as an officer or

member of the crew of a vessel while it is engaged in) the catching,
taking, harvesting, cultivating, or farming of any kind of fish, shellfish, crustacea, sponges, seaweeds, or other aquatic forms of animal
and vegetable life (including service performed by any such individual as an ordinary incident to any such activity), except—
(A) service performed in connection with the catching or taking of salmon or halibut, for commercial purposes, and

(B) service performed on or in connection with a vessel of
more than 10 net tons (determined in the manner provided for
determining the register tonnage of merchant vessels under the

laws of the United States) ; or
(18) service which is performed by a nonresident alien individual for the period he is temporarily present in the United States as

a nonimmigrant under subparagraph (F) or (J) of section 101 (a)
(15) of the Immigration and Nationality Act, as amended, and
which is performed to carry out the purpose specified in subparagraph (F) or (J),as the case may be.
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(d) INcLtnnn Ai EXCLUDED SERvICE.—For purposes of this chap-

ter, if the services performed during one-half or more of any pay
period by an employee for the person employing him constitute employment, all the services of such employee for such period shall be
deemed to be employment; but if the services performed during more
than one-half of any such pay period by an employee for the person
employing him do not constitute employment, then none of the services of such employee for such period shall be deemed to be employment. As used in this subsection the term "pay period" means a period
(of not more than 31 consecutive days) for which a payment of remuneration is ordinarily made to the employee by the person employing him. This subsection shall not be applicable with respect to services
performed in a pay period by an employee for the person employing
him, where any of such service is excepted by subsection (c) (9).
(e) STATE AGENCY.—FOr purposes of this chapter, the term "State
agency" means any State officer, board, or other authority, designated

under a State law to administer the unemployment fund in such
State.

(f) UNEMPLOYMENT FUND.—FOr purposes of this chapter, the term

"unemployment fund" means a special fund, established under a State
law and administered by a State agency, for the payment of compensation. Any sums standing to the account of the State agency in the
Unemployment Trust Fund established by section 904 of the Social
Security Act, as amended (49 Stat. 640; 52 Stat. 1104, 1105; 42 U.S.C.
1104), shall be deemed to be a part of the unemployment fund of the
State and no sums paid out of the Unemployment Trust Fund to such
State agency shall cease to be a part of the unemployment fund of the
State until expended by such State agency. An unemployment fund

shall be deemed to be maintained during a taxable year only if

throughout such year, or such portion of the year as the unemployment fund was in existence, no part of the moneys of such fund was expended for any purpose other than the payment of compensation (ex-

clusive of expenses of administration) and for refunds of sums

erroneously paid into such fund and refunds paid in accordance with
the provisions of section 3305 (b) ; except that—
(1) an amount equal to the amount of employee payments into the

unemployment fund of a State may be used in the paymeit of cash
benefits to individuals with respect to their disability, exclusive of
expenses of administration; and
(2) the amounts specified by section 903 (c) (2) of the Social Security Act may, subject to the conditions prescribed in such section,
be used for expenses incurred by the State for administration of its
unemployment compensation law and public employment offices.
(g) CowTRmu'rloNs.—For purposes of this chapter, the term "contributions" means payments required by a State law to be made into
an unemployment fund by any person on account of having individuals
in his employ, to the extent that such payments are made by him without being deducted or deductible from the remuneration of individuals in his employ.
(h) COMPENSAPION.—FOr purposes of this chapter, the term "com-

pensation" means cash benefits payable to individuals with respect to
their unemployment.
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(i) EMPLOYEE.—FOr purposes of this chapter, the term "employee"
has the meaning assigned to such term by section 3121(d), except that

subparagraphs (B) and (C) of paragraph (3) shall not ap1y.
(j) STATE, UNITED STATES, AND CrnzEN.—For purposes ot this chapter—
(1) STATE.—The term "State" includes the District of Columbia
and the Commonwealth of Puerto Rico.
(2) UNITED STATES.—The term "United States" when used in a
geographical sense includes the states, the District of Columbia, and
the Commonwealth Of Puerto Rico.
(3) AMERICAN EMPL0YER.—The term "American employer" means

a person who is—
(A) an- individual who is a resident of the United States,

(B) a partnership, if two-thirds or more of the partners are

residents of the United States,

(C) a trust, if all of the trustees are residents of the United

States, or
(D) a corporation organized under the laws of the United States
or of any State.
An individual who is a citizen of the Commonwealth of Puerto Rico
(but not otherwise a citizen of the United States) shall be considered
for purposes of this section, as a citizen of the United States.
(k) AGRICULTURAL LA1oR.—For purposes of this chapter, the term

"agricultural labor" has the meaning assigned to such term by subsection (g) of section 3121, except that for purposes of this chapter sub-

paragraph (B) of paragraph (4) of such subsection (g) shall be

treated as reading:
"(B) in the employ of a group of operators of farms (or a cooperative organization of which such operators are members) in the
performance of service described in subparagraph (A), but only if
such operators produced more than one-half of the commodity with
respect to which such service is performed ;"
(1) [Repealed.]
(m) AMERICAN VESSEL AND AIRoLr.—For purposes of this chapter, the term "American vessel" means any vessel documented or numbered under the laws of the United States; and includes any vessel
which is neither documented or numbered under the laws of the United
States nor documented under the laws of any foreign country, if its
crew is employed solely by one or more citizens or residents of the
United States or corporations organized under the laws of the United
States or of any State; and the term "American aircraft" means an
aircraft registered under the laws of the United States.
(n) VESSELS OPERATED BY GENERAL AGENTS OF UNITED STATEs.—Not-

withstanding the provisions of subsection (c) (6), service performed

on or after July 1, 1953, by officers and members of the crew of a vessel
which would otherwise be included as employment under subsection
(c) shall not be excluded by reason of the fact that it is performed on
or in connection with an American vessel—
1) owned by or bareboat chartered to the United States and
(2) whose business is conducted by a general agent of the Secretary of Commerce.

For purposes of this chapter, each such general agent shall be considered a legal entity in his capacity as such general agent, separate
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and distinct from his identity as a person employing individuals on

his own account, and the officers and members of the crew of such an
American vessel whose business is conducted by a general agent of the
Secretar5 of Commerce shall be deemed to be performing servicesfor
such general agent rather than the United States. Each such general
agent who in his capacity as such is an employer within the meaning
of subsection (a) shall be subject to all the requirements imposed upon

an employer under this chapter with respect to service which constitutes employment by reason of this subsection.

(o) CERTAIN EMPLOYEES OF MEMBERS OF AFFILIATED GRours.—For

purposes of this chapter, an employee whose wages are paid by a
corporation which is a member of an affiliated group, but who performs services for one or mire other members of the affiliated groun,
shall be treated as being in the employment only of the corporation

which pays his wages. For purposes of the preceding 8entence, the term,
"affiliated groups" has the meaning assigned to it by section 1504(a),
except that, for such purposes, any corporation shall be treated as an
includible corporation.
*

*

*

*

*

*

*

Subtitle F—Procedure and Administration
Chapter 61. Information and returns.
Chapter 62. Time and place for paying tax.
Chapter 63. Assessment.
Chapter 64. Collection.
Chapter 65. Abatements, credits, and refunds.
Chapter 66. Limitations.
Chapter 67. Interest.
Chapter 68. Additions to the tax, additional amounts, and assessable penalties.
Chapter 69. General provisions relating to stamps.
Chapter 70. Jeopardy, bankruptcy and receiverships.
Chapter 71. Transferees and fiduciaries.
Chapter 72. Licensing and registration.
Chapter 73. Bonds.
Chapter 74. Closing agreements and compromises.
Chapter 75. Crimes, other Offenses, and forfeitures.
Chapter 76. Judicial proceedings.
Chapter 77. Miscellaneous provisions.
Chapter 78. Discovery of liability and enforcement of title.
Chapter 79. Definitions.
Chapter 80. General rules.

CHAPTER 61—INFORMATION AND RETURNS
SUBCHAPTER A.
SUBCHAPTER B,

Returns and records.

Miscellaneous provisions.

Subchapter A—Returns and Records
Part I.
Part II.
Part III.
Part IV.
Part V.
Part VI.
Part VII.
*

*

Records, statements, and special returns.
Tax returns or statements.
Information returns.
Signing and verifying of returns and other documents.
Time for filing returns and other dOcuments.
Extension of time for filing returns.
Place for filing returns or other documents.
*

*

*

*

*
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PART 11—TAX RETURNS OR STATEMENTS
Subpart A. General requirement.
Subpart B. Income tax returns.

Subpart C. Estate and gift tax returns.
Subpart D. Miscellaneous provisions.

*

*

*

*

*

*

*

Subpart B—Income Tax Returns
Sec. 6012. Persons required to make returns of Income.
Sec. 6013. Joint returns of income tax by husband and wife.
Sec. 6014. Income tax return—tax not computed by taxpayer.
Sec. 6015. Declaration of estimated income tax by individuals.
Sec. 6017. Self-employment tax returns.

SEC.

*

*

*

*

*

*

*

6014. INCOME TAX RETURN—TAX NOT COMPUTED BY TAXPAYER

(a) ELECTION BY TAxPAYER.—Afl individual entitled to elect to pay
the tax imposed by section 3 whose gross income is less than $10,000

and includes no income other than remuneration for services per-

formed by him as an employee, dividends or interest, and whose gross
income other than wages, as defined in section 3401 (a), does not exceed
$100, shall at his election not be required to show on the return the tax
imposed by section 1. Such election shall be made by using the form
prescribed for purposes of this section and shall constitute an election
to pay the tax imposed by section 3. In such case the tax shall be computed by the Secretary or his delegate who shall mail to the taxpayer
a notice stating the amount determined as payable. (In determinmg
the amount payable, the credit against such tax provided for by section
37 shall not be allowed.]
(b) REouIaTIoNs.—The Secretary or his delegate shall prescribe

regulations for carrying out this section, and such regulations may
provide for the application of the rules of this section—

(1) to cases where the gross income includes items other than

those enumerated by subsection (a),

(2) to cases where the gross income from sources other than
wages on which the tax has been withheld at the source is more
than $100,
(3) to cases where the gross income is $10,000 or more, or
((4) to cases where the taxpayer is entitled to the credit provided
by section 37 (relating to retirement income credit) ,or]
((5)] (4) to cases where the taxpayer does not elect the standard
deduction.
Such regulations shall provide for the application of this section in the

case of husband and wife, including provisions determming when a
joint return under this section may be permitted or required, whether
the liability shall be joint and several, and whether one spouse may
make return under this section and the other without regard to this
section.
*

*

*

a

*

*

*
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PART Ill—INFORMATION RETURNS
Subpart A. Information concerning persons subject to special
provisions.

Subpart B. Information concerning transactions with other
persons.

Subpart C. Information regarding wages paid employees.
Subpart D. Information concerning private foundations.
*
*
*
*
*
*

*

Subpart C—Information Regarding Wages Paid Employees
Sec. 6051. Receipt for employees.

Sec. 6052. Returns regarding payment of wages in the form of
group-term life insurance.
Sec. 6053. Reporting of tips.

SEC. 6051. RECEIPTS FOR EMPLOYEES

(a) REQUIREMENT.—EVery person required to deduct and withhold
from an employee a tax under section 3101(, 3201,] or 3402, or who
would have been required to deduct and withhold a tax under section
3402 (determined without regard to subsection (n)) if the employee
had claimed no more than one withholding exemption, shall furnish
to each such employee in respect of the remuneration paid by such
person to such employee during the calendar year, on or before January 31 of the succeeding year, or, if his employment is terminated before the close of such calendar year, on the day on which the last payment of remuneration is made, a written statement showing the following:

(1) the name of such person,

(2) the name of the employee (and his social security account
number if wages as defined in section 3121 (a) have been paid),

(3) the total amount of wages as defined in section 3401(a),
(4) the total amount deducted and withheld as tax under section

3402,

(5) the total amount of wages as defined in section 3121 (a), and
(6) the total amount deducted and withheld as tax under section
3101(,].
((7) the total amount of compensation with respect to which the
tax imposed by section 201 was deducted, and
((8) the total amount deducted as tax under section 3201.]
In the case of compensation paid for service as a member of a uniformed service, the statement shall show, in lieu of the amount required
to be shown by paragraph (5), the total amount of wages as defined in
section 3121(a), computed in accordance with such section and section
3121 (i) (2). In the case of compensation paid for service as a volunteer
or volunteer leader within the meaning of the Peace Corps Act, the
statement shall show, in lieu of the amount required to be shown by
paragraph (5) ,the total amount of wages as defined in section 3121(a),
computed in accordance with such section and section 3121 (i) (3).
In the case of tips received by an employee in the course of his employment, the amounts required to be shown by paragraphs (3) and
(5) shall include only such tips as are included in statements furnished
to the employer pursuant to section 6053(a).
T8—t78—7——-—77
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(b) SPECIAL RULE AS TO COMPENSATION OF MEMBERS
OF ARMED
FORCES.—Ifl the case of compensation paid for service as a member

of the Armed Forces, the statement required by subsection (a) shall
be furnished if any tax was withheld during the calendar year under
section 3402, or if any of the compensation paid during such year is
includible in gross income under chapter 1, or if during the calendar
year any amount was required to be withheld as tax under section
3101. In lieu of the amount required to be shown by paragraph (3) of
subsection (a), such statement shall show as wages paid during the
calendar year the amount of such compensation paid during the calendar year which is not excluded from gross income under chapter 1
(whether or not such compensation constituted wages as defined in
section 3401(a)).
(c) ADDITIONAL REQUIREMENTS.—The statements required to be
furnished pursuant to this section in respect of any remuneration shall
be furnished at such other times, shall contain such other information,
and shall be in such form as the Secretary or his delegate may by
regulations prescribe. The statements required under this section shall
also show the proportion of the total amount withheld as tax under
sections 3101 and 3201 which is for financing the cost of hospital insurance benefits under part A of title XVIII of the Social Security
Act.
(d) STATEMENTS TO CONSTITUTE INFORMATION BETURNS.—A dupli-

cate of any statement made pursuant to this section and in accordance
with regulations prescribed by the Secretary or his delegate shall,
when required by such regulations, be filed with the Secretary or his
delegate.
(e) RAILROAD EMPLOYEES.—
(1) ADDITIONAL REOUIREMENT.—Every person required to deduct

and withhold tax under section 3201 from an employee shall include
on or with the statement required to be furnished such employee under
subsection (a) a notice concerning the provisions of this title with
respect to the allowance of a credit or refund of the tax on wages imposed by section 3101(b) and the tax on compensation imposed by
section 3201 or 3211 which is treated as a tax on wages imposed by
section 3101(b).

(2) INFORMATION TO BE SUPPLIED TO EMPLOYEES.—Each person

required to deduct and withhold tax under section 3201 during any
year from an employee who has also received wages during such year
subject to the tax imposed by section 3101(b) shall, upon request of
such employee, furnish to him a written statement showing—
(A) the total amount of compensation with respect to which the
tax imposed by section 3201 was deducted,

(B) the total amount deducted as tax under section 3201, and
(C) the portion of the total amount deducted as tax under section
3201 which is for financing the cost of hospital insurance under
part A of title XVIII of the Social Security Act.
*

*

*

*

*

*

*
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CHAPTER 63—ASSESSMENT
SUBCHAPTER A.
SUBCHAPTER B.

In general.

Deficiency procedures in the case of income,
estate, gift, and certain excise taxes.

Subchapter A—In General
Sec. 6201.
Sec. 6202.

Assessment authority.
Establishment by regulations of mode or time of as-

sessment.
Method of assessment.
Sec. 6204. Supplemental assessments.
Sec. 6205. Special rules applicable to certain employment taxes.
Sec. 6206. Special rules applicable to excessive claims under sec-

Sec 6203.

tions 6420, 6421, 6424, and 6427.
Sec. 6207. Cross references.

SEC. 6201. ASSESSMENT AUTHORITY.
(a) AUTHORiTY OF SECIiETARY OR DELEGATE.—The Secretary or his

delegate is authorized and required to make the inquiries, determina-

tions, and assessments of all taxes (including interest, additional
amounts, additions to the tax, and assessable penalties) imposed by this
title, or accruing under any former internal revenue law, which have

not been duly paid by stamp at the time and in the manner provided
by law. Such authority shall extend to and include the following:
(1) TAXES SITOWN ON RETTJRN.—The Secretary or his delegate shall

assess all taxes determined by the taxpayer or by the Secretary or his
delegate as to which returns or lists are made under this title.
(2) UNPAID TAXES PAYABLE BY STAMP.—

(A) OMrrTED STAMPS.—Whenever any article upon which a tax

is required to be paid by means of a stamp is sold or removed for
sale or use by the manufacturer thereof or whenever any transaction or act upon which a tax is required to be paid by means of a
stamp occurs without the use of the, proper stamp, it shall be the
duty of the Secretary or his delegate, upon such information as
he can obtain, to estimate the amount of tax which has been omitted to be paid and to make assessment therefor upon the person
or persons the Secretary or his delegate determines to be liable
for such tax.
(B) CHECK OR MONEY ORDER NOT DULY PAID.—ln any case in

which a check or money order received under authority of section
6311 as payment for stamps is not duly paid, the unpaid amount
may be immediately assessed as if it were a tax imposed by this
title, due at the time of such receipt, from the person who tendered
such check or money order.
(3) ERRONEOUS INCOME TAX PREPAYMENT CREDIT5.—If on any re-

turn or claim for refund of income taxes under subtitle A there is an
overstatement of the credit for income tax withheld at the source,
or of the amount paid as estimated income tax, the amount so over-

stated which is allowed against the tax shown on the return or
which is allowed as a credit or refund may be assessed by the Secre-

taryor his delegate in the same manner as in the case of a mathematical error appearing upon the return.
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(4) ERRONEOUS CREDIT UNDER SECTION 39 or 42.—If on any return

or claim for refund of income taxes under subtitle A there is an
overstatement of the credit allowable by section 39 (relating to certain uses of gasoline, special fuels, and lubricating oil) or section 42
(relating to work bonus), the amount so overstated which is allowed
against the tax shown on the return or which is allowed as a credit

or refund may be assessed by the Secretary r his delegate in the
same manner as in the case of a mathematical error appearing upon
the return.

Subchapter B—Deficiency Procedures in the Case of Income,
Estate, Gift, and Certain Excise Taxes
Sec. 6211. Definition of a deficiency.
Sec. 6212. Notice of deficiency.

Sec. 6213. Restrictions applicable to deficiencies; petition to Tax
Court.

Sec. 6214. Determinations by Tax Court.
Sec. 6215. Assessment of deficiency found by Tax Court.
Sec. 6216. Cross references.
SEC. 6211. DEFINITION OF A DEFICIENCY.

(a) IN GENERAL.—FOr purposes of this title in the case of income,
estate, gift, and excise taxes, imposed by subtitles A and B, and chapter 42, the term "deficiency" means the amount by which the tax imposed by subtitle A or B or chapter 42 exceeds the excess of—
(1) the sum of

(A) the amount shown as the tax by the taxpayer upon his
return, if a return was made by the taxpayer and an amount was
shown as the tax by the taxpayer thereon, plus

(B) the amounts previously assessed (or collected without
assessment) as a deficiency, over—

(2) the amount of rebates, as defined in subsection (b) (2), made.
(b) RULES FOR APPLICATION OF SUBSECTION (a) .—For purposes of

this section—

(1) The tax imposed by subtitle A and the tax shown on the
return shall both be determined without regard to payments on

account of estimated tax, without regard to the credit under section
31, and without regard to so much of the credit under section 32 as
exceeds 2 percent of the interest on obligations described in section
1451.

(2) The term "rebate" means so much of an abatement, credit,
refund, or other repayment, as was made on the ground that the tax
imposed by subtitle A or B or chapter 42 was lss than the excess
of the amount specified in subsection (a) (1) over the rebates previously made.
(3) The computation by the Secretary or his delegate, pursuant to
section 6014, of the tax imposed by chapter 1 shall be considered as
having been made by the taxpayer and the tax so computed considered as shown by the taxpayer upon his return.
(4) The tax imposed by subtitle A and the tax shown on the return shall both be determined without regard to the [creditj credits
under section 39 and

42,

unless, without regard to such (credit]
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credit8, the tax imposed by subtitle A exceeds the excess of the

amount specified in subsection (a) (1) over the amount specified in
subsection (a) (2).
*
*
*
*
*
SEC. 6213. RESTRICTIONS APPLICABLE TO DEFICIENCIES; PETITION
TO TAX COU1tT.
*

*

-

(a) TIME FOR FILING PETITION AND RESTRICTION ON ASSESSMENT.—

Within 90 days, or 150 days if the notice is addressed to a person out-

side the States of the Union and the District of Columbia, after the
notice of deficiency authorized in section 6212 is mailed (not counting Saturday, Sunday, or a legal holiday in the District of Columbia
as the last day), the taxpayer may file a petition with the Tax Court
for a redetermination of the deficiency. Except as otherwise provided
in section 6861 no assessment of a deficiency in respect of any tax im-

posed by subtitle A or B or chapter 42 and no levy or proceeding in
court for its collection shall be made, begun, or prosecuted until such
notice has been mailed to the taxpayer, nor until the expiration of such
90-day or 150-day period, as the case may be, nor, if a petition has been

filed with the Tax Court, until the decision of the Tax Court has become final. Notwithstanding the provisions of section 7421(a), the
niaking of such assessment or the beginning of such proceeding or levy

during the time such prohibition is in force may be enjoined by a
proceeding in the proper court.
(b) EXCEPTIONS TO RESTRICTIONS ON ASSESSMENT.—

(1) MATHEMATICAL ERRORS.—If the taxpayer is notified that, on

account of a mathematical error appearing upon the return, an
amount of tax in excess of that shown upon the return is due, and
that an assessment of the tax has been or will be made on the basis
of what would have been the correct amount of tax but for the mathematical error, such notice shall not be considered as a notice of deficiency for the purposes of subsection (a) (prohibiting assessment
and collection until notice of the deficiency has been mailed), or of
section 6212(c) (1) (restricting further deficiency letters), or section 6512 (a) (prohibiting credits or refunds after petition to the
Tax Court), and the taxpayer shall have no right to file a petition
with the Tax Court based on such notice, nor shall such assessment
or collection be prohibited by the provisions of subsection (a) of
this section.
(2) ASSESSMENTS ARISING OUT OF TENTATIVE CARRThACK ADJUST-

MEN'rs.—If the Secretary or his delegate determines that the amount
applied, credited, or refunded under section 6411 is in excess of the
overassessment attributable -to the carryback with respect to which
such amount was applied, credited, or refunded, he may assess the

amount of the excess as a deficiency as if it were due to a mathematical error appearing on the return.
(3) ASSESSMENT OF AMOUNT PAID.—Any amount paid as a tax or

in respect of a tax may. be assessed upon the receipt of such payment
notwithstanding the provisions of subsection (a). In any case where
such amount is paid after the mailing of a notice of deficiency under
section 6212, such payment shall not deprive the Tax Court of juris-
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diction over such deficiency determined under section 6211 without
regard to such assessment.
(c) FAILURE To FILE PE'rrTIoN.—If the taxpayer does not file a pe•tition with the Tax Court within the time prescribed in subsection (a)
the deficiency, notice of which has been mailed to the taxpayer, shall
be assessed, and shall be paid upon notice and demand from the Secretary or his delegate.
(d) WAIVER OF REsTEIcTI0Ns.—The taxpayer shall at any time
(whether or not a notice of deficiency has been issued) have the right,
by a signed notice in writing filed with the Secretary or his delegate, to
waive the restrictions provided in subsection (a) on the assessment and
collection of the whole or any part of the deficiency.
(e) SUSPENSION OF FILING PERIOD FOR CERTAIN CHAPTER 42 TAXES.—

The running of the time prescribed by subsection (a) for filing a peti-

tion in the Tax Court with respect to the taxes imposed by section
4941 (relating to taxes on self-dealing), 4942 (relating to taxes on
failure to distribute income), 4943 (relating to taxes on excess business
holdings), 4944 (relating to investments which jeopardize charitable
purpose), or 4945 (relating to taxes on taxable expenditures) shall be
suspended for any period during which the Secretary or his delegate
has extended the time allowed for making corrections under section
4941(e) (4), 4942(j) (2), 4943(d) (3), 4944(e) (3), or 4945(h) (2).
(f) CROSS REFERENCES.—

(1) for assessment as if a mathematical error on the return, in
the case of erroneous claims for income tax prepayment credits, see
section 6201 (a) (3).

(2) for assessments without regard to restrictions imposed by'
this section in the case of—
(A) recovery of foreign income taxes, see section 905(c).
(B) recovery of foreign estate tax, see section 2016.

(3) for assessment as if a mathematical error on the return, in

the case
erroneous claims for credits under section 39 or 4,
section 6201(a) (4).
*

*

*

*

*

*

see

*

CHAPTER 64—COLLECTION
SUBCHAPTRR A. General provisions.
SUBCHAPTER B. Receipt of payment.
SUBCHAPTER C. Lien for taxes.
SUBCHAPTER D. Seizure of property for collection of taxes.

Subchapter A—General Provisions
Sec. 6301.
Sec. 6302.
Sec. 6303.
Sec. 6304.
Sec. 6305.
*

SEC.

*

Collection authority.
Mode or time of collection.
Notice and demand for tax.
Collection under the Tariff Act.

Collection of certoin l%abitity to the Unite4 States.

*

*

*

*

6305. COLLECTION OF CERTAIN LIABILITY TO THE UNITED
STATES.

Upon receiving a certification 'from the Attorney General under
8ection .45(b) (1) of the Social Security Act with respect to any individual, the Secretary or his delegate shall assess and collect the
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amount certified by the Attorney Genera? in the same manner, with
the same powers, and (except as provided in this section) subject to
the same limitations as if such amount were a tax imposed by
C the collection of which would be jeopardized by delay, except8ubtitle
that—
(1) no interest or penalties shall be assessed or collected, and
() for 8Ucli purposes, paragrap/18 (4), (6), and (8) of section
6334 (a) (relating to property exempt from levy) shall not apply.
*

*

*

*

*

*

*

Subchapter D—Seizure of Property for Collection of Taxes
Sec. 6331.
Sec. 6332.
Sec. 6333.
Sec. 6334.
Sec. 6335.
Sec. 6336.
Sec. 6337.
Sec. 6338.
See. 6339.
Sec. 6340.
Sec. 6341.
Sec. 6342.
Sec. 6343.
Sec. 6344.

Sale of perishable goods.

Redemption otproperty.
Certificate of sale; deed of real properuy
Legal effect of certificate of sale of personal property
and deed of real property.
Records of sale.
Expense of levy and sale.
Application of proceeds of levy.
Authority to release levy and return property.
Cross references.

*
*
6334. PROPERTY EXEMPT FROM LEVY.

*

SEC.

Levy and distraint.
Surrender of property subject to levy.
Production of books.
Property exempt from levy.
Sale of seized property.

*

*

-

*

*

(a) ENUMERATION.—There shall be exempt from levy—
(1) WEARING APPAREL AND SCHOOL BOOK5.—Such items of wearing

apparel and such school books as are necessary for the taxpayer or
for members of his family;
(2) FUEL, PROVISIONS, FURNITURE, AND PERSONAL EFFECTS.—If the

taxpayer is the head of a family, so much of the fuel, provisions,
furniture, and personal effects in his household, and of the arms for
personal use, livestock, and poultry of the taxpayer, as does not
exceed $500 in value;

(3) BOOKS AND TOOLS OF A TRADE, BUSINESS OR PROFESSION.—So

many of the books and toOls necessary for the trade, business, or
profession of the taxpayer as do not exceed in the aggregate $250
in value.

(4) UNEMPLOYMENT BENEFITS.—Any amount payable to an individual with respect to his unemployment (including any portion
thereof payab]e with respect to dependents) under an unemployment compensation law of the United States, of any State, or of the
District of Columbia or of the Commonwealth of Puerto Rico.
(5) UNDELTVERED MAIL.—Mail, addressed to any person, which

has not been delivered to the addressee.

(6) CERTAIN ANNUITY AND PENSION PAYMENTS.—Annuity or pen-

sion payments under the Railroad Retirement Act, benefits under
the Railroad Unemployment Insurance Act, special pension payment received by a person whose name has been entered on the Army,

Navy, Air Force, and Coast Guard Medal of Honor roll (38 U.S.C.
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562), and annuities based on retired or retainer pay under chapter
73 of title 10 of the United States Cqde.
(7) WORKMEN'S COMPENSATION.—Afly amount payable to an in-

dividual as workmen1s compensation (including any portion thereof
payable with respect to dependents) under a workmen's compensa-

tion law of the United States, any State, the District of Columbia
or the Commonwealth of Puerto Rico.
(8) SALARY, WAGES, OF OTHER INCOME.—If the taxpayer is re-

quired by judgment of a court of competent jurisdiction, entered
prior to the date of levy, to contribute to the support of his minor
children, so much of his salary, wages, or other income as is necessary to comply with such judgment.
*

*

*

*

*

*

*

CHAPTER 65—ABATEMENTS, CREDITS, AND

REFUNDS
SuBCHAPTER A.
SUBCHAPTER B.

Procedure in general.
Rules of special application.

Subchapter A—Procedure in General
Amounts treated as overpayments.
Authority to make credits or refunds.
See. 6403. Overpayment of installment.
Sec. 6404. Abatements.
Sec. 6405. Reports of refunds and credits.
Sec. 6406. Prohibition of administrative review of decisions.
Sec. 6407. 'Date of allowance of refund or credit,
SEC. 6401. AMOUNTS TREATED AS OVERPAYMENTS.
(a) ASSESSMENT AND COLLECTION AYrER LIMITATION PERI0D.—The
Sec. 6401.
Sec. 644)2.

term "overpayment" includes that part of the amount of the payment
of any internal revenue tax which is assessed or collected after the
expiration of the period of limitation properly applicable thereto.
(b) EXCESSIVE CREDITS.—If the amount allowable as credits under

sections 31 (relating to tax withheld on wages), 39 (relating to certain
uses of gasoline, special fuels, and lubricating oil) 492 (relating to work
bonus), and 667(b) (relating to taxes paid by certain trusts) exceeds
the tax imposed by subtitle A (reduced by the credits allowable under

subpart A of part IV of subchapter A of chapter 1, other than the
credits allowable under sections 31 and 39), the amount of such excess
shall be considered an overpayment.
(c) RULE WHERE No TAX LIABILITY.—An amount paid as tax shall

not be considered not to constitute an overpayment solely by reason of
the fact that there was no tax liability in respect of which such amount
was paid.
*

*

*

*

*

*

*
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Subchapter B—Rules of Special Application
Sec. 6411. Tentative carryback adjustments.
Sec. 6412. Floor stocks refunds.
Sec. 6413. Special rules applicable to certain employment taxes.
Sec. 6414. Income tax withheld.
Sec. 6415. Credits or refunds to persons who collected certain
See. 6416.
Sec. 6417.
Sec. 6418.
Sec. 6419.
Sec. 6420.
Sec. 6421.
Sec. 6422.
Sec. 6423.

taxes.
Certain taxes on sales and services.
Coconut and palm oil.
Sugar.
Excise tax on wagering.
Gasoline used on farms.
Gasoline used for certain nonhlghway purposes or by
local transit systems.
Cross references.

Conditions to allowance in the case of alcohol and
tobacco taxes.
Lubricating oil not used in highway motor vehicles.

Sec. 6424.
Sec. 6425.

Adjustment of overpayment of estimated income tax

Sec. 6426.

Refund of aircraft use tax where plane transports for

by corporation.

Sec. 6427.
*

*

hire in foreign air commerce.
Fuels not used for taxable purposes.
*

*

*

*

*

SEC. 6413. SPECIAL RULES APPLICABLE TO CERTAIN EMPLOYMENT
TAXES.

(a) ADJUSTMENT OF TAX.—

(1) GENERAL RULE.—If more than the correct amount of tax imposed by section 3101, 3111, 3201, 3221, or 3402 is paid with respect

to any payment of remuneration, proper adjustments, with respect
to both the tax and the amount to be deducted, shaqi be made,
without interest, in such manner and at such times as the Seeretary or his delegate may by regulatioirs prescribe.
(2) UNITED STATES AS EMPL0niR.—For purposes of this subsection,

in the case of remuneration received from the United States or a
wholly owned instrumentality thereof during any calendar year,
each head of a Federal agency or instrumentality who makes a return pursuant to section 3122 and each agent, designated by the head

of a Federal agency or instrumentality, who makes a return pur-

suant to such section shall be deemed a separate employer.
(3) GUAM OR AMERICAN SAMOA AS EMPLOYER.—For purposes of this
subsection, in the case of remuneration received during any calendar
year from the Government of Guam, the Government of American
Samoa, a political subdivision of either, or any instrumentality of

any one or more of the foregoing which is wholly owned thereby,
the Governor of Guam, the Governor of American Samoa, and each
agent designated by either who makes a return pursuant to section
3125 shall be deemed a separate employer.

(4) DISTInCT OF COLUMBIA AS EMPLOYER.—For purposes of this

subsection, in the case of remuneration received during any calen-

dar year from the District of Columbia or any instrumentality

which is wholly owned thereby, the Commissioners of the District
of Columbia and eaeh agent designated by them who makes a return pursuant to section 3125 shall be deemed a separate employer.
(b) OVERPAYMENT OF CERTAIN EMPLOYMENT TAXES.—If more than
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the correct amount of tax imposed by sections 3101, 3111, 3201, 3221, or

3402 is paid or deducted with respect to any payment of remuneration
andthe overpayment cannot be adjusted under subsection (a) of this
section, the amount of the overpayment shall be reftnded in such man-

ner and at such times (subject to the statute of limitations properly
applicable thereto) as the Secretary or his delegate may by regulations
prescribe.
(c) SPECIAL REFUNDS.—

(1) IN (iENERAL.—If by reason of an employee receiving wages

from more than one employer during a calendar year after the

calendar year 1950 and prior to the calendar year 1955, the wages
received by him during such year exceed $3,600, the employee
shall be entitled (subject to the provisions of section 31(b)) to a
credit or refund of any amount of tax, with respect to such wages,
imposed by section 1400 of the Internal Revenue Code of 1939 and
deducted from the employee's wages (whether or not paid to the
Secretary or his delegate), which exceeds the tax with respect to
the first $3,600 of such wages received; or if by reason of an employee receiving wages from more than one employer (A) during

any calendar year after the calendar year 1954 and prior to the
calendar year 1959, the wages received by him during such year
exceed $4,200, or (B) during any calendar year after the calendar
year 1958 and prior to the calendar year 1966, the wages receiyed
by him during such year exceed $4,800, or (C) during any calendar
year after the calendar year 1965 and prior to the calendar year
1968, the wages received by him during such year exceed $6,600, or
(D) during any calendar year after the calendar year 1967 and prior
to the calendar year 1972, the wages received by him during such
year exceed $7,800, or (E) during any calendar year after the calendar year 1971 and prior to -the calendar year 1973, the wages received by him during such year exceed $9,000 or (F) during any
calendar year after the calendar year .1972 and prior to the calendar

year 1974, the wages received by him during such year exceed
$10,800, or (i) during any calendar year after the calendar year
1973 and prior to the calendar year 1975, the wages received by
him during such year exceed $12,000, or (H) during any calendar
year after 1974, the wages received by him during such year exceed the contribution and benefit base (as determined under section
230 of the Social Security Act) which is effective with respect to
such year; and the employee shall be entitled (subject to the pro-

visions of section 31(b)) to a credit or refund of any amount of
tax, with respect to such wages, imposed by section 3101 and deducted from the employee's wages (whether or not paid to the
Secretary or his delegate), which exceeds the tax with respect to
the first $4,200 of such wages received in such calendar year after
1954 and before 1959, or which exceeds the tax with respect to
the first $4,800 of such wages received in such calendar year after
1958 and before 1966, or which exceeds the tax with respect to
the first $6,600 of such wages received in such calendar year
after 1965 and before 1968, or which exceeds the tax with respect
to the first $7,800 of such wages received in such calendar year
after 1967 and before 1972, or which exceeds the tax with respect
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to the first $9,000 of such wages received in such caletidar year
,ftcr 19.71 and before 1973, or which exceeds the tax with respect
to the first $10,800 of such wages received in such calendar year
after 1972 and before 1974, or which exceeds the tax with respect
to the first $12,000 of such wages received in such calendar year
after 1973 and before 1975, or which exceeds the tax with respect
to an amount of such wages received, in such calendar year after

1974 equal to the contribution and benefit base (as determined
under section 230 of the Social Secunty Act) which is effective

with respect to such year.
(2) APPLICABILITY fl\CASE OF FEDERAL AND STATE EMPLOYEES, EMPLOYEES OF CERTAIN FOREIGN CORPORATIONS, AND GOVERNMENTAL EMPLOYEES IN GUAM, AMERICAN SAMOA AND THE DISTRICT OF COLUMBIA.—

(A) FEDERAL EMPL0YEE5.—In the case of remuneration received

from the United States or a wholly owned instrumentality thereof
during any calendar, year, each head of a Federal agency or rnstrumentality who makes a return pursuant to sectlon 3122 and each
agent, designated by the head of a Federal agency or instrumentality, who makes a return pursuant to such section shall, for purposes of this subsection, be deemed a separate employer, and the
term "wages" includes for purposes .of this subsection the amount,
not to exceed $3,600 for the calendar year 1951, 1952, 1953, or. 1954,
$4,200 for the calendar year 1955, 1956, 1957, or 1958, $4,800 for the
calendar year 1959, 1960, 1961, 1962, 1963, 1964, or 1965, $6,600 for

the calendar year 1966 or 1967, $7,800 for the calendar year 1968,
1969, 1970, or 1971, or $9,000 for the calendar year 1972, $10,800
for the calendar year 1973, $12,000 for the calendar year 1974, or an
amount equal to the contribution and benefit base (as determined
under section 230 of the Social Security Act) for any calendar year
after 1974 with respect to which such contribution and benefit base
is effective, determined by each such head or agent as constituting
wages paid to an employee.
(B) STATE EMPLOYEES.—FOr purposes of this subsection, in the

case of remuneration received during any calendar year, the term
"wages" includes such remuneration for services covered by an
agreement made pursuant to section 218 of the Social Security Act
as would be wages if such services constituted employment; the

term "employer" includes a State or any political subdivision
thereof, or any instrumentality of any one or more of the foregoing; the term "tax" or "tax imposed by section 3101" includes,
in the case of services covered by an agreement made pursuant
to section 218 of the Social Security Act, an amount equivalent
to the tax which would be imposed by section 3101, if such services
constituted employment as defined n section 3121; and the' pro-

visions of this subsection shall apply whether or not any amount
deducted from the employee's remuneration as a result of an agreement made pursuant to section 218 of the Social Security Act has
been paid to' the Secretary.

(C) EMPLOYEES OF CERTAIN FOREIGN CORPORATJONS.—For purposes of paragraph (1) of this subsection, the term "wages" includes such remuneration for services covered by an agreement
made pursuant to section 3121(1) as would be wages if such services constituted employment; the term "employer" includes any
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domestic

corporation which has entered into an agreement pursuant to section 3121(1); the term "tax" or "tax imposed by section 3101," includes, in the case of services covered by an agreement entered into pursuant to section 3121 (1), an amount equivalent to the tax which would be imposed by section 3101, if such
services constituted employment as defined in section 3121; and
the provisions of paragraph (1) of this subsection shall apply
whether or not any amount deducted from the employee's remuneration as a result of the agreement entered into pursuant to
section 3121(1) has been paid to the Secretary or his delegate.
(D) GOVERNMENTAL EMPLOYEES IN otrAl%L—In the case of remuneration received from the Government of Guam or any political subdivision thereof or from any instrumentality of any one
or more of the foregoing which is wholly owned thereby, during
any calendar year, the Governor of Guam and each agent designated by him who makes a return pursuant to section 3125 (a)
shall, for purposes of. this subsection, be deemed a separate
employer.

(E) GOVERNMENTAL EMPLOYEES IN AMERICAN SAMOA.—Ifl the

case of remuneration received from the Government of American
Samoa or any political subdivision thereof or from any instru-

mentality of any one or more of the foregoing which is wholly
owned thereby, during any calendar year, the Governor of American Samoa and each agent designated by him-who makes a return
pursuant to section 3125 (b,) shall, for purposes of this subsection,
be deemed a separate employer.
(F) GOVERNMENTAL EMPLOYERS IN THE DISTRICT OF COLUMBIA.—

In the case of remuneration received from the District of Columbia or any instrumentality wholly owned thereby, during any
calendar year, the Commissioners of the District of Columbia and
each agent designated by them who makes a return pursuant to
section 3125(c), shall, for pu'rposes of this subsection, be deemed
a separate employer.
(3) APPLICABILITY WITH RESPECT TO COMPENSATION OF EMPLOYEES

SUBJECT TO THE RAILROAD RETIREMENT TAX ACT.—In the case of any

individual who, during any calendar year after 1967, receives wages
from one or more employers and also receives compensation which
is subject to the tax imposed by section 3201 or 3211, such compensa-

tion shall, solely for purposes of applying paragraph (1) with respect to the tax imposed by section 3101(b), be treated as wages
received from an employer with respect to which the tax imposed by
section 3101(b) was deducted.

(d) REFUND OR CREDIT OF FEDERAL UNEMPLOYMENT TAx.—Any

credit allowable under section 3302, to the extent not previously allowed, shall be considered an overpayment, but no interest shall be allowed or paid with respect to such overpayment.
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(e) SPECIAL REFUNDS OF SOCIAL SECURITY
TAX TO MEMBERS
CERTAIN REGLIGIOUS FAITHS.—

OF

(1) IN GENERAL.—An employee who receives wages with respect
to
which the tax imposed by section 3101 is deducted during a calendar
year for which an authorization granted under this subsection applies
shall be entitled (subject to the provisions of section 31(b)) to a credit or
refund of the amount of tax so deducted.
(2) AUTHORIZATiON FOR CREDIT OR REF UND.—Any individual
may
file an application (in such form and manner, and with such official,
as may be prescribed by regulations under this subsection) for an
authorization for credit or refund of the tax imposed by section 3101 if

he is a member of a recognized religious sect or division thereof described
in section 1 402(h) (1) and is an adherent of established tenets or teachings of such sect or division described in such section. Such authoriza-

tion may be granted only if—

(A) the application contains or is accompanied by evidence

described in section 1402(h) (1) (A) and a waiver described in section
1402(h) (1) (B), and
(B) the Secretary of Health, Education, and Welfare makes the
findings described in section 1402(h) (1) (C), (D), and (E).
An authorization may not be granted to any individual if any benefit or
other payment referred to in section 1402(h) (1) (B) became payable (or,
but for section 203 or 222(b) of the Social Security Act, would have
become payable) at or before the time offiling of such waiver.
(3) EFFECTIVE PERIOD OF AUTHORIZATI0N.—An authorization

granted to any individual under this subsection shall apply with

respect to wages paid to such individual during the period—
(A) commencing with the first day of. the first calendar year after
1972 throughout which such individual meets the requirements
specified in paragraph (2) and in which such individual file&
application for such authorization (except that if such application
is filed on or before the date prescribed by law, including any exten-.
sion thereof, for filing an income tax return for such individual's
taxable year, such application may be treated as having been filed
in the calendar year in which such taxable year begins), and
(B) ending with the first day of the calendar year in which (i)
such individual ceases to meet the requirements of the first sentence
of paragraph (2), or (ii) the sect or division thereof of which such,
individual is a member is found by the Secretary of Health, Education, and Welfare to have ceased to meet the requirements of subparagraph (B) of paragraph (2).
(4) APPLICATION BY FIDUCIARIES OR SUE VI VORS.—Jf an individual

who has received wages with respect to which the tax imposed by section

3101 has been deducted during a calendar year dies without having
filed an application under paragraph (2) an application may be filed
with respect to such individual by afiduciary acting for such individual's
estate or by such individual's survivor (within the meaning of section
205 (c)( 1)( 0) of the Social Security Act).
*
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Subtitle I—Work Bonus Program
CHAPTER 97. Work bonus program

CHAPTER 97.—WORK BONUS PROGRAM
Sec. 10001. Pajpnent.
Sec. 1000g. Recovery of Overpaylflent8; penalties.
Sec. 10003. Cooperation of other Government agencies.
Sec. 10004. Applications; regulation8.
Sec. 10005. Definition of eligible individual.
Sec. 10006. Appropriation of funds for payments.

SEC. 10001. PAYMENT.

(a) IN GENERAL .—Except as provided in subsection (d), the Secretary
or his delegate shall pay to each el%gible individual, upon application
therefor made after the close of a calendar year, an annual payment for
that calendar year in an amount determined under subsection (b).
(b) DETERMINATION OF AMOUNT.—

(1) IN GENERAL.— The amount of the payment to which an eligible

individual is entitled under this chapter for any calendar year is an
amount equal to 10 percent of not more than $4,000 of the wages or

compensation paid to h%rn, or to h%m and his spouse, if he is married
(as determined under sectwn 143)—
(A) 'with respect to whwh taxes were deducted and withheld under
kection 3102 (relat%ng to deduction of tax from wages under the
Federal Insurance Contributions Act) or section 3202 (relating to
deduction of tax from compensation under the Railroad Retirement
Act); or
(B) by the Work Administration for services performed by a
participant in guaranteed employment and with respect to which the
Work Administratwn certifies to the Secretary under section 2052
(e) (4) of the Social Security Act wis paid for services performed on
behalf of an employer under a contract entered into with the Work
Administration under section 2052(e) of such Act.
(2) LIMITATI0N.—The amount of the payment to which an eligible
individual is entitled for any calendar year under paragraph (1) shall
be reduced by one-fourth of the amount by which his income, or, if he is
married (as determined under section 143), the total of his income and
his spouse's income, for the calendar year exceeds $4,000. For purposes
of this paragraph, the term "income" means all income from whatever
source derived, other than payments provided by this chapter, determined
without regard to subtitle A (relating to income taxes).
(c) ADVANCE PAYMENTS.—

(1) IN GENERAL.—Upon application therefor made after the close
of any of the first three quarters of any calendar year, the Secretary or
his delegate shall pay to an eligible individual an advance payment on
account of the annual payment to which he reasonably expects to be
entitled under subsection (a) for that year. The amount of any advance
payment to which an eligible individual is entitled at the close of any
calendar quarter shall be equal to—
(A) the annual payment to which the eligible individual would be
entitled with respect to the wages and compensation described in
subsection (b) (1) received by him on or before the close of the most
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quarter for which application is made, taking into account
the wages, compensation, and other income received and reasonably
expected to be received during the calendar year, reduced by
(B) the amount of advance payments made to him, or for which he
made application, for any prior quarters of the calendar year.
(2) MINIMUM ADVANCE PAYMENT.—No advance payment shall be
made under this subsection for any amount less than $30.
(3) DETERMINATION OF BTA TUS.—FOT purposes of this subsection,
the determination of whether an eligible individual is married shall be
made as of the close of the calendar quarter or quarters for which am
application for payment has been filed by that individual.
(4) ANNUAL sTATEMENT.—Any individual who receives an advance
payment under this subsection for any calendar year shalifile, after the
close of that year, a statement with the Secretary or his delegate setting

forth the amounts he has received as advance payments under this
subsection during that year, the amount of income he and his spouse,

if any, have receivel during that year, and such other information as the
Secretary or his delegate may require and in such form and at such time
as he may require.
(d) CREDIT IN LIEU OF PAYMENT.—Afl eligible individual may elect
for any taxable year to take the amount of any payment to which he is
entitled under this chapter as a credit against tax under section 42. The
election shall be filed at such time and in such form as the Secretary or
his delegate may prescribe.
SEC. 10002. RECOVERY OF OVERPAYMENTS; PENALTIES.
(a) RECOVERY OF OVERPAYMENTs.—If the Secretary or his delegate

determines that any part of any amount paid to art individual for any
year under this chapter was in excess of the amount to which that individ-

ual was entitled under this chapter for that year, the Secretary or his

delegate shall notify that individual of the excess payment and may—
(1) withhold, from any amounts which that individual is entitled
to receive under this chapter in any subsequent year, amounts totaling
not more than the amount of that excess;
(2) treat the amount of that excess as f it were a deficiency under
subchapter B of chapter 63 of subtitle F and utilize the procedures
available to him under that subtitle to collect that amount;
(3) enter into an agreement with that individual for the repayment
of that amount; or
(4) take such other action as may be necessary to recover that amount.
(b) PENALTIES.—Each application form and any other document
required to be filed under this chapter shall contain a written declaration

that it is made under penalty of perjury. The provisions of chapter 75
(relating to crimes, other offenses, and forfeitures) shall apply to such

forms and documents.

SEC. 10003. COOPERATION OP OTHER GOVERNMENT AGENCIES.

The Secretary or his delegate is authorized to obtain from any apency
or department of the United States Government or of any State or political
subdivision thereof such information with respect to a'hy individual applying for or receiving benefits under this chapter, or any individual whose
income is taken into consideration in determining benefits payable to an
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eligible individual under this chapter, as may be necessary for the proper

administration of this chapter. Each agency and department of the United
States Government is authorized and directed to furnish to the Secretary
or his delegate such information upon request.
SEC. 10001. APPLICATIONS; REGULATIONS.

(a) IN GENERAL.—TIie Secretary or his delegate shall develop simple
and expedient application forms and procedures for use by eligible individuals who wish to obtain the benefits of this chapter, arrange for dis-

tributing such forms and making them easily available

to

eligible

individuals, and prescribe s'uch regulations as may be necessary to carry
out the provisions of this chapter.
(b) TIME FOR FILING APPLICATIONS FOR PAYMENT.—NO annual

payment may be made to an eligible individual for a calendar year unless
the application for that payment is filed on or before the last day of the
calendar quarter following the close of that year. No advance payment
may be made to an eligible individual for any calendar quarter or quarters
unless the application for that payment is filed on or before the last day
of the calendar quarter following the close of the quarter or quarters for
which application is filed. For purposes of section 42, failure to file an

application for an annual payment within the time prescribed by this
subsection shall not affect an eligible individual's entitlement to such

payment.
SEC. 10005. DEFINITION OF ELIGIBLE INDIVIDUAL.

For the purpose of this chapter, "eligible individual" means an
individual—
(1) who is physically present in the United States;
(2) whose wages are subject to tax under chapter 21 or 22 (relating
to the Federal Insurance Contributions Act and the Railroad Retirement Tax Act, respectively) or who receives compensation from the
Work Administration for services performed in guaranteed employment on behalf of an employer under a contract entered into with the
Work Administration under section 2052(e) of the Social Security Act;
and

(3) who maintains a household which includes a child of that

individual with respect to whom he is entitled to a deduction under
section 151(e)(1)(B).
SEC. 10006. APPROPRIATION OF FUNDS FOR PAYMENTS.

There is hereby appropriated, out of any moneys in the Treasury not
otherwise appropriated, for each fiscal year such sums as may be necessary
to enable the Secretary or his delegate to make payments under this chapter.

XV. ADDITIONAL VIEWS OF MR. HARTKE

(1227)

78—178-----72—78

XV. ADDITIONAL VIEWS OF SENATOR VANCE HARTKE
For the past 37 years, older Americans have benefited from a Govermnent-supported retiremant system. As the ranks of the retired

increase, the deficiencies of that system have become manifest. EJnfortunately the Senate Finance Committee version of H.R. 1 does little
to provide the type of sweeping reform which is needed by the Nation's
retired and disabled workers.
Nine out of every ten people now in paid employment are covered
or eligible for coverage under the social security program. More than
90 percent of all older citizens are now eligible for benefits. For mil-

lions of Americans, social security is the basis of protection against
loss of income due to retirement, disability, or death of the family
breadwinner.
During the past 13 years, I have introduced a series of proposals
designed to provide the type of social security reform which would
guarantee that no older American need live in poverty. I see no reason
why a person should be forced to undergo a radical reduction in his
standard of living simply because he retires from the active working
force. A wage-earner's 65th birthday should be an occasion for joy
and celebration, not one for despair and desperation.
The Senate committee approved several changes in the retirement

and health benefits programs which are long overdue. Two are of

Special importance.

BLIND DISABILITY BENErITS

The proposal adopted by the Senate Finance Committee is substantially similar to a bill which I have introduced over the past several
years. That proposal would:
1. Reduce the number of quarters a blind person must be employed
in social security-covered work to qualify for disability benefit payments from 20 of the last 40 quarters to 6 at anytime.

2. The "earnings" test in disability insurance would be entirely
eliminated for blind persons applying for or receiving disability in-

surance payments.
lJnder, existing law, any appreciable earnings disqualifies disabled
persons from receiving or continuing to receive disability insurance
payments.
This proposal recognizes that a person who tries to function sight-

less in our sight-structured world, functions at a financial dis-

advantage.
-.
By al1wing a blind person to draw disability insurance payments
so long as he remains blind and irrespective of his earnings, this pro-

posal would provide him a regular source of funds to pay for his
tsight, and thus helps to reduce the economic disadvantages of
blindness.
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PRESCRIPTION DRUG COVERAGE UNDER MEDICARE

Prescription drugs represent the largest single personal health expenditure the aged are now required to meet out of their own resources.

A Department Task Force on Prescription Drugs, a Special Committee of non-governmental drug experts, and the 1971 Advisory
Council on Social Security all recommended that prescription drugs
be covered under Medicare. Drug coverage should provide protection
for those who need it most—that is, to those who have recurring costs
because of chronic ailment. The economic problem of the aged in relation to drug costs is not the occasional acute illness but the problem of
a continuing drain of $10, $15 and $20 a month for these maintenance
drugs.
The approach which I offered as part of S. 906 and S. 2513 is substantially similar to the approach adopted by the Senate Finance Committee. It provides coverage for those drugs necessary for the treatment of diabetes, high blood pressure, chronic cardiovascular disease,
chronic respiratory disease, chronic kidney disease, arthritis, gout,
rheumatism, tuberculosis, glaucoma, thyroid disease, and cancer. The
list omits mental and nervous conditions as well as gastrointestinal disorders because the drugs used in their treatment are drugs which are
used by many people for general reasons and are, therefore, difficult
LO control.

Despite the efforts to improve the social security system which are
contained in the Senate committee version of H.R. 1, I find several
areas of deficiency which must be corrected if we are to provide the
full measure of justice and hope which the social security program
was designed to offer. In disability benefits, retirement benefits and
health benefits, the Senate committee's recommendations are inadAquate.

I. DISABILITY BENEFITS

A. Reduction in Waiting Period
Under the present law, a disabled worker does not become eligible
for disability benefits until the 7th month of his disability; his first

benefit check is not payable before the 8th month. No worker is eligible
to receive disability benefits unless the disability is expected to last (or
has lasted) at least 12 full months or to result in death.
Surely we need not ask a disabled worker to wait so long before he
receives the assistance he deserves. Only one-fourth of all workers in
private industry are covered by State temporary disability insurance
programs. That means that three-fourths of all such workers would be

forced to their own resources for the first 7 months of a major disability. The other one-fourth would not be eligible for State benefits
in excess of 26 weeks. Nor is Workmen's Compensation a major factor
since that program pays less than 2 percent of all workers who become

totally disabled.
I propose that the present waiting period be reduced to 3 months so
that an increased number of disabled workers would be eligible for
benefits and for vocational rehabilitation services financed from the
social security trust funds. Experience has shown that rehabilitation

scivces are generally more effective if begun as soon after disable-
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ment as possible. By reducing the waiting period for benefit eligibility,

Congress will also reducethe waiting period for rehabilitation services.
In addition, I propose that the present 12-month duration requirement be eliminated. This would be consistent with private disablement
insurance which pays benefits after a specified waiting period regardless of the expected duration of the disability. The families of those
who have been disabled for 3 months need immediate financial assistance regardless of the number of months that need may last.
B. Test of Recent Covered Work
Under present law, the insured status requirements for social security
disability benefits are far more stringent than for retirement benefits.
The latter are paid if the worker is "fully insured" while the former
are paid if the worker. is fully insured and if he has at least 20 quarters
(5 years) of coverage in the 40 quarter period before he became
disabled.
For many disabled workers, this provision is unjust and unreasonable. Progressive illness often makes it impossible for a worker to
remain in gainful employment long before disability occurs within
the meaning of the law. By the time his ailment progresses to the
point of disability, he has lost his disability benefit eligibility because
of the test of recent covered work. Some who have failed to meet this

test have worked under the social security system for 20 years or
more.

The determination of disability has progressed to such a point that
valid determinations can be made without reliance on the recency-ofwork test as an indication that the worker would still be in the workforce if it were not for his impairment. Disability determinations are
made regularly in the cases of widows, widowers, and adults who became disabled in childhood, without regard to whether they have done
recent work or whether they have ever worked.
Recognizing these facts, it is time that Congress eliminated the test
of recent covered work and enabled workers to qualify for disability
benefits when fully insured.
C. Definition of Disability
The current law contains no greater inequity than the definition
of "disability" for purposes of benefit eligibility. A worker cannot be
considered disabled unless his impairments are so severe as to render
him unable to engage in any substantial gainful activity. An exception,
however, is made for a blind worker age 55 or older, who can qualify
for benefits if he is unable to engage in any substantial gainful activity
requiring skills or abilities comparable to those required in work
had previously performed with regularity and over a substantial period

of time.
.
Many workers are being denied disability benefits today because

they are forced to drop out of the work force by impairments which
prevent them from continuing their regular jobs. For older workers,
this type of impairment is especially tragic because there is usually no
other job available for which he has the training or the skills. The
situation is less serious for younger workers who can usually be retrained for other employment.
We should correct this injustice by amending the definition of dis.
ability so that benefits are payable to a worker aged 55 or older if he
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is so disabled that he can no longer engage in substantial gainful
activity rn his regular work or m any other work in which he has engaged with some regularity in the recent past.
II. RETIREMENT BENEFITS

A. Additional Drop-Out Year8
The method used in averaging earnings has a substantial effect on
the protection afforded under the social security program. Benefits for
a retired worker and his family are based on his average monthly earnings in covered work over a specified number of years. In most cases,
the number of years used is equal to 5 less than the number elapsing
after 1950 (or, if later, after the year in which the worker reaches age
21) and up to (but not including) the year in which the worker reaches
age 65 (age 62 for a woman), becomes disabled, or dies.
Since benefits payable to a man who retires at 65 this year are based

on earnings averaged over only 16 years, average earnings under the
program now bear a much closer relationship to earnings just before
retirement than they will in the future when benefits will be averaged over a period of 35 to 38 years. In most cases, earnings averaged
over such a long period will bear little relationship to earnings immediately prior to retirement.
The Senate Finance Committee rejected the House provisions of
H.R. 1 which would have provided additional drop-out years over
the 5 allowed under present law. That decision will result in a perpetuation of a schedule of benefits which is far too iow to meet the needs of
retired Americans.
I,. therefore, propose that Congress amend the Social Security Act
to provide one additional drop-out year for every 10 years of coverage. This provision would help assure that the social security retirement benefits of long-term workers will m6re accurately reflect recent
pre-retirement earnings and will lessen the effect that periods of
unemployment, illness, and low earnings have on benefit amounts.
B. Earning8 Limitation
Workers who are covered by private pension systems receive their
pensions when they qualify because of age, length of service, etc.
Those covered by social security, on the other- hand, find that they
may be "fully insured" but nevertheless ineligible for benefits. This is
so if they have earned income after retirement in excess of the limits
set by the current law.

To perpetuate the retirement test is to say that social security is an
income supflement rather than retirement insurance. Workers who
have paid into the system deserve the benefits for which they have
paid. They should not be forced to remain inactive in our social and
ec)nomic structure in order to receive those benefits; nor should we
make the pretense that social security benefits alone are adequate to
meet basic human needs in the 1970's.

The increase in the earnings limitation contained in the Senate

committee version of H.R. 1 is a rather small step in the right direction. I would have preferred to have seen an increase to $2400 per
year (with only a $1 reduction in benefits for every $2 earned thereafter) with a commitment to an eventual elimination of the earnings
limitation completely. This means that a retired worker can earn $50
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a week without having a single dollar deducted from his already
meager social security benefits.
More than 5 million aged live in poverty—millions more are teeter-

ing on the poverty borderline. In the past 3 years, this figure has

increased while poverty among all other age groups has decreased. To
prohibit older citizens from working to meet their basic needs is to
force them to live their lives in the despair of poverty.
C. Age 62 Computation Point for Men
Tinder present law, the method of computing benefits for men and
women differs in that years up to age 65 must be taken into account in
determining average earnings for men, while for women only years
up to age 62 must be taken into account. In addition, benefit eligibility
is based on age 65 for men and age 62 for women.

The Senate Finance Committee has taken an important step in correcting this inequity by adopting the House provision which phases in
an age 62 computation point for men over a .3-year period. Men who
reach age 62. in 1972 would have only years up to age 64 taken into account; men who reach age 62 in 1973 would have years up to only age
63 taken into account; and men reaching age 62 in 1974 or later who
have their benefits based on the years up to the time-they were age 62.
The number of quarters of coverage .needed for fully insured status
would also be reduced in three steps.
I see no reason to delay the full impact of the elimination of a serious
inequity in the social security program. Because of the general agreement that age 62 should be the computation point for men as well as
women, the provision in the Senate committee bill should take full
effect immediately, with no 3-year phase-in period.
D. Lump-Sum Death Payment8
Tinder the present law, the lump-sum death payment is three, times
the worker's primary insurance amount, but may not exceed $255. As a

result of this maximum dollar limitation, the amount of lump-sum
death benefit no longer bears a reasonable relationship to the expenses
connected with the worker's death or to the earnings levels. Since this
provision went into effect in 1952, the cost of living has increased 46.3
percent. Sadly, the costs of illnesses and funerals have risefl far more.
In order to meet these soaring costs, the deceased worker's survivors
often reach into their monthly benefits. This may mean that, for some
time after the worker's death, the family will not have sufficient income

to meet its daily needs.

Congress should remove the statutory dollar limit on lump-sum
death benefits and provide for a payment equal to three times the
worker's primary insurance amount with a- maximum payment equal
to the highest primary insurance amount which any person dying on
the date such individual died could have had.

In this way, not only will death benefits bear a more reasonable
relat-ionshin to funeral costs, they will also bear a more reasonable

relationship to earnings levels.
E. Financing of Benefits
Under present law, regular social security cash benefits are financed

from contributions made by employees, employers, and the selfemployed. The majority of foreign social security programs have pro-
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visions for government contributions, the mOst common being
provision for equal contributions by workers, employers, and the

government.

In order to make the social security program effective in its early
years, full rate benefits are being paid to people who were already old
or in their middle years at the time their work was first covered under
the social security program. Only a small percentage of the actual
cost of the benefits being paid to these people is met by the contributions they and their employers paid. The balance of this cost will be
paid by later generations of workers and their employers.
If one looks only at social security's current benefit and financing

provisions and does not take into, account that there will be future

changes made in the program, one could conclude that young workers
would get social security protection that is worth less than the combined employee-employer contributions that will be paid on their earnings. Under this sort of static analysis of the present program, that is,
an analysis that assumes that wage and benefit levels remain unchanged

in the future, the combined contributions of future generations of

workers and their employers will be about 50 percent higher than the
benefits payable to these future generations.
Moreover, a case could be made that payroll contributions are not
the most desirable means by which to pay for the cost of getting the
program started—that is, the cost of financing benefits for the first
generation of workers. The employeeemployer contribution, when
viewed solely as a tax, is regressive since it falls more heavily on lowincome workers than on higher-paid workers. Proponents of general
revenue financing have argued for many years that a regressive tax
should not be used to finance a social cost that is the responsibility of
the whole Nation.
If the cost of getting the program started were to be met by a gov-

ernment contribution, all of the contributions paid with respect to

the earnings of future generations of workers—by employers as well
as employees—would be available to furnish protection for those future generations. As a result, the value of the insurance protection
provided under the program for them could be made equivalent to the
value of the ultimate combined employee-employer rate to be paid in
the future. At the same time, the adoption of such a financing policy
could make possible a substantial liberalization of benefits now without increases in social security contribution rates.

An arrangement under which the cost of getting the social security
program started would be spread over the broader base of general
taxation has often been proposed over the years. In 1935, the Committee on Economic Security, in explaining its plan for contributory
annuities, made the following statement in its report to the President:
The allowance of larger annuities than are warranted by
their contributions and the matching contributions of their
employers to the workers who are brought into the system
at the outset would involve a cost to the Federal government
which, if payments were begun immediately, would total
approximately $5.00 million per year. tTnder the plan suggested, however, no payments will actually be made.by the
Federal government until t965 and will, of course, be greater
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than they would be if paid as incurred by the amount of the
compound interest on the above sum.

In recommending a government contribution, a 1938 Advisory
Council said:
Since the Nation, as a whole, will materially and socially
benefit by such a program it. is highly appropriate that the
Federal government should participate in the financing of
the system. With a broadening of the scope of the protection
afforded, governmental participation in meeting the cost of
the program is all the more justified since the existing cost of
relief and old age assistance will be materially affected.
The Advisory Council of 1948 wrote the following statement in its

report:
The Council believes that Old Age and Survivors Insurance should be planned on the assumption that general taxa-

tion will eventually share more or less equally with employer
and employee contributions in financing future benefit outlays and administrative costs . . in a social insurance sys.

tem it would be inequitable to ask either employers or
employees to finance the entire cost of liabilities arising

primarily because the Act had not been passed earlier than
it was. Hence it is desirable for the Federal government, as
sponsor of •the program, to• assume at least part of these
accrued liabi.lities based on the prior service of early retirements. A government contribution would be a recognition
of the interest to the Nation as a whole in the welfare of the
aged, and of widows and children.

Such a contribution is particularly appropriate in view of
the relief to the general taxpayer which should result from
the substitution of social insurance for part of public assistance.

The use of general revenues would be one means of making the
social security system cost less for all contributors except insofar as
they would pay higher income taxes, of improving benefit levels, and
of meeting costs on a considerably more progressive basis.
Under the Hartke proposal for general revenue financing of cash
benefits, the general revenue contribution would be equal to two-tenths
of one-fifth of cash. benefit outgo in fiscal 1973. The two-tenths figure

would increase by one-tenth each fiscal year after 1973 eventually
reaching one-fifth of benefit outgo for each fiscal year beginning with
1981. In other words, the general revenue contribution for the cash
benefit program would be equal to one-twenty-fifth of benefit outgo
in fiscal 1973; three-fiftieths of benefit outgo in fiscal 1974; two-

twenty-fifths in fiscal 1975; one-tenth in fiscal 1976; three-twenty-fifths
in fiscal 1977; seven-fiftieths in fiscal 1978; four-twenty-fifths in fiscal
1979; nine-fiftieths in fiscal 1980; and one-fifth in each fiscal year after
1980.

F Reduced Social Security Tax Liability for Low-Income Individuals
The payroll tax has become one of the largest components in the

Federal taxation system. While the size and impact of this tax has
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grown rapidly, its substance has remained unchanged since the original adoption of social security. The result is that the single worker
who earns $30,000 a year pays a tax equal to that which is paid by a
$10,000 wage-earner. What is even more important, the effective rate
of taxation declines as the rate of earnings increases. The worker with
a $25,000 income has a payroll tax rate of about 1.6 percent; the executive with a $100,000 income has a payroll tax rate of about fourtenths of 1 percent; but the worker with only a $7,000 income has a
payroll tax rate of 5.2 percent under current law.
A reduction in social security tax liability for low-income individuals is necessary to offset some of the regressive nature of the current flat-rate social security tax. The amount of social security tax
liability for employees and the self-employed should be based on their
earnings, the low-income allowance, and a number of exemptions they
claim on their income tax return.

Under a proposal which I introduced last year (Amendment #892
to H.R. 1) if a worker has earnings that do not exceed the point of
first income tax liability as prescribed by the amendment, he would
pay 10 percent of the total social security tax due. For each $50 of
earnings in excess of the point of first tax liability the proportion of
social security tax paid by the individual would be increased by 5 percent so that earnings within the first $50 range above the point of first
tax liability would result in a tax on his total earnings of 15 percent of
the social security tax. Total earnings within the next $50 range would

mean a tax rate of 20 percent of the total tax. No individual would
pay more than 100 percent of the total social security tax rate.
For example, the provisions of my amendment provide that a
worker claiming two exemptions would pay 10 percent of the total
social security tax on earnings below $2,750. If his earnings were

more than $2,749 but less than $2,800, he would pay 15 percent of the

total social security tax. A worker claiming four exemptions would
pay at the 10 percent rate on earnings up to $4,250 and on earnings
of more than $4,249 but less than $4,300 he would pay 15 percent of the

total social security tax. In determining income to arrive at the point
of first tax liability, only wages and self-employment income covered
under the social security program would be used.

Employers would withhold the adjusted social security tax from
their employees. In some situations, an employee with more than one
employer during the year would not have a sufficient amount of social
security taxes withheld during the year because his total social security tax liability would be based on his total covered earmngs. In this
case, the employee would pay the difference between the tax due and
the tax withheld when he filed his federal income tax return. In addition, some employees might have an overwithholding of their social
security taxes. These individuals would receive a refund of their excess
social security tax when they file their tax return. Similarly, for purposes of withholding the social security tax and computing the social

security tax due at the end of the year, a working married couple

would both be considered single individuals with one exemption each.
This might require adjustments in the amount of tax due or refunded
at the time the income tax return was filed.
Following is a table which describes the impact of the Hartke social

security tax proposal:
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PERCENTAGE OF SOCIAL SECURITY TAX PAID BY A SINGLE INDIVIDUAL AT VARIOUS INCOME LEVELS
Perc eat of total

Covered soc,al security earnings

social security tax

Effective
social security

paid b y employee

tax rate'

10
15

0.52
.78
1.04
1.30
1.56
1.82
2.08
2.34
2.60
2.86
3.12
3.38
3.64
3.90
4.16
4.42
4.68

Oto $2,049
$2,050 to $2,099
$2,lOOto$2,149

20
25
30
35
40
45
50

$2,l5Oto$2,199
$2,200 to $2,249

$2,250to$2,299
$2,300 to $2,349
$2,350 to $2,399
-$2,400 to $2449

$2,450to$2,499
$2,500to $2,549
$2,550 to $2,599

$2,600to$2,649
$2,650 to $2,699
$2,700 to $2,749
$2,750 to $2,799
$2,800 to $2,849
$2,850 to$2,899
$2,900 and over

55

60
65
70
75
80
85
90
95
100

494
5.20

Based on employee and employer xoiaI security contribution rate of 5.2 prcont ea:h tsr 1972.

Coverage of Federal Employees
Federal employees represent the single largest group of worker in.
the United States who have been denied the privilege of obtaining
C.

the benefits of the social security system. As the largest single employer

in the United States, t.he Federal Government can ill afford to continue to refuse to permit its employees the same protection as afforded
almost all citizens. (See table below.)

A Federal employee should be allowed to make the choice as to
whether he will come under the social security system in addition to
his civil service coverage. In effect, this puts the Federal employee on
the same level as a private employee since most private employees
get social security coverage in addition to whatever private pension
they may have.
New Federal employees would have two years from the date of their

employment within which to file a certificate indicating their desire
for such coverage. Existing employees likewise have two years to
make such election. This election generally can be retroactive for a
one-year period if the employee so chooses and if he pays the tax due'
In addition, in order that employees might have a further opportunity because. of changed family or financial conditions or for other
good reason to elect coverage, at the end of a five-year period each
employee should have one further chance to elect coverage—there
would be six• months to elect coverage at that point.

The employee should continue to pay the employee tax, but there
would be no employer's share to be paid. This follows the precedent
established in 1965 when coverage was extended to 11/2 million mdividiiais who receive earnings in the form of tips and gratuities. At
that time, the Chief Actuary of the Social Security Administration
testified that extension of social security coverage of these 11/2 million
individuals was an actuarially sound solution to that cOverage problem. This would be equally true of extension of coverage to Federal
employees because they are, as a group, generally conceded to be
superior risks in terms of insurance actuarial considerations.
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This proposal is actuarially sound. It is in the interest of the employees because it permits them to make the election in their own
interest and it is in the interest of the Federal government, not only
from a budgetary point of view, but also because it closes the final
large gap of coverage which remains under the social security system.
Federal civilian employment by State-.—1970
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

District of Columbia
Florida
Georgia

Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts

Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon

Pennsylvania

Rhode Island

South Carolina
South Dakota

Tennessee
Texas
Utah
Vermont
Virginia
Washington

West Virginia
Wisconsin
Wyoming

Total, United States

State

Totat

empioj,rnen.t

54, 308
14, 481
27, 502
16, 561
303, 536
42, 314

20, o

4, 719
192, 918
69, 343
73, 764
26, 338
8, 155
110, 726

44 447
18, 067
22, 329
34, 685
27, 586
15, 077
121, 814
63, 481
53, 436
29, 286
20. 278
65, 028
10, 292
15, 090
8, 051

5 467
65, 870
25, 051
177, 834
37, 331
8, 051
96, 922
52, 836
24, 109
137, 693
14, 619
29, 301
9. 251

44 803
144, 666

38 250
3 653
138, 764
52. 563
13. 279
25, 542
5, 186

2, 665, 093
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H. Vetera
Section 402(d) (1) (B) of the Social Security Act authorizes the
benefits to natural or adopted children of a parent covered by Social
Security where the parent is either dead, disabled, or retired. The
amount of the benefits is ½ of the parent's basic benefit if the parent
is retired or disabled; % of the benefit if the parent is dead. Thus, if a
parent is retired or disabled, benefits would be between $35 and $140
per month depending upon the salary levels of the parent's jobs, the
length of time covered, and, where the family is large, the size of the
family. If the parent is dead, benefits would be between $45 and $210
per month. Such benefits were originally available only to children
under the age of 18 but a few years ago the provision was amended to
permit benefits to flow to full-time students over the age of 18, but
below the age of 22.

The difficulty with the existing law is that it discriminates against
persons who served in the Armed Forces between the ages of 18 and
22. Their benefits are reduced by the time they spent in service.
only 40 percent of Vietnam era veterans are currently making use
of their GI Bill benefits as compared with the 50 percent who utilized
those benefits after World War II and the 45 percent after the Korean
conflict.

Perhaps the most important reason for the poor rate of participation is the lack of adequate funds. Existing GI Bill benefits are, by
themselves, inadequate and do not provide sufficient support for tuition, fees and living expenses. Section 1681 of title 38, United States
Code, provides that the educational assistance allowance for a veteran
is designed to "meet in part the expenses of his subsistence, tuition,
fees, supplies, books, equipment and other educational costs." (Italics
supplied.) Money provided through the Social Security Act would
help fill the gap that currently exists.
To correct this injustice, I propose that, for the purpose of determining education benefits under social security for a dependent who
has served in the armed forces, the period of his active duty up to 3
years which was commenced prior to the date he reached age 22 shall
be deducted from his actual age. Such a change will put him on an
equal basis with the non-veteran in terms of social security benefits
received.

UI. HEALTh BENEPFrS

A. Combine Part8 A and B of the Medicare Program
There is no longer any reason to maintain the separate hospital in-

surance (Part A) and medical insurance (Part B) segments of the

Medicare program. Wage earners should be given the opportumty to
pay for their medical coverage during their working years, instead, of
paying.. a monthly premium for this protection when they are retired
and living on reduced incomes.
Although 95 percent of all eligible older people have elected to be
covered under the supplementary Part B program, more than 700,000

eligible persons have failed to do so. Combming Parts A and B of
Medicare would mean automatic enrollment in the health insurance
program for all those eligible.

1240

Monthly premiums for the Part B Medicare program have increased
from $3.00 six years ago to $5.80 effective July 1, 1972. The latest increase from $5.60 to $5.80 a month will cost the elderly of this Nation
$1.5 billion. These are people on fixed incomes who cannot afford to
have any additional burden imposed on them.
While the Administration agrees that Part B premiums should be
eliminated, it prefers to finance this program through the payroll tax.
As I have indicated elsewhere in this statement, the payroll tax is both

burdensome an4 regressive at its current levels. To increase that
burden is both unwise and unjust for the tens of. millions of working
Americans who will have to bear the added cost.
One-half of Part B costs are now paid through general revenues. It
is time that Congress financed the entire cost of the program in this
manner.
B. Financing of Medicare
The 1971 Advisory Council on Social Security recommended that

all Medicare benefits (including the combined Parts A and B) be
financed one-third from employer contributions, one-third from employee contributions and one-third from general revenues. In making
that recommendation, the Council said:
Among the elements underlying the Council's recommendation that Medicare financing be restructured was the problem
of financing Medicare protection. or social security disability
beneficiaries. The Council concluded that there are insuperable problems involved in any attempt to devise an equitable
method for financing supplementary medical insurance for
the disabled on a current-premium basis. If, for example, a

uniform premium rate for the aged and the disabled were
determined based on the average per capita cost for the entire

group, the aged would in effect be subsidizing from their
reduced retirement incomes the high medical costs of the disabled. If the premium for both the disabled and the aged were

based on the per capita cost for the aged, and the Federal
Government were to meet the additional cost of the disabled
from general revenues, the Federal subsidy for the disabled
would represent the major part of their medical costs. On the
other hand, if the disabled were to be required to pay a premium based on the per capita cost for the disabled, such a
premium would be 3 times the amount iiaid by the aged—

$16.80 per disabled person (in contrast with the $5.60 per
month the aged will be paying in July 1971). Many of the
disabled who need the protection would forgo it because they
could not afford the premium. This high premium would also
tend to discourage enrollment among the disabled who are in
relatively good health, including some who could obtain in-

surance at lower cost elsewhere, with the result that there
would be a preponderance of relatively high-cost and progressivly worsening adverse selection, accompanied by still
higher cost.
In view of the impracticality of current-premium financing
for the disabled and the inequities which would result from
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financing supplementary medical insurance differently for the
aged and for the disabled, the Council concluded that it would
be desirable to finance supplementary medical insurance for
both the aged and the disabled from social security contributions and general revenues. The general-revenue share of
financing the combined Medicare program should ultimately
be set at one-third of the total program costs.
An appropriation from general revenue to the Medicare program
will also help to pay for the coverage afforded to people already old

when the program started, thus relieving younger workers of this
burdensome cost. In order to make the program fully effective in the
early years, people who were already old at the time it began were

covered for full benefits, even though some had made no contributions
to Medicare whatsoever and the rest, together with their employers,
had made contributions substantially below the cost of benefits being
paid to them. Thus, part or all of the cost of their benefits is now met

by contributions of younger workers and future generations of
workers.

I propose that this goal be achieved over a period of 4 years, beginning with a general revenue contribution of one-fifth in the first
two years, one-fourth in the third year, and one-third in the fourth
year.
C. Eie Care, Eyeglasse8, Dentures, and Hearing Aids
The Medicare program now covers non-routine eye, ear and dental
services. These three areas of affliction are all more common to those
over 65 than in any other age group. Yet, although their incidence is
more frequent, the elderly receive proportionately less care than other

groups. For millions of older Americans, the costs of eye, ear and
dental care are beyond their means.

In the area of dental care, statistics show that among those in the
age range 25 to 44, the mean number of teeth filled is highest—averaging about 8 per person. But for those over 65—and under 80—that
average drops to about 5. At the same time, the number of missing
teeth increases from about 8to 19.
These figures apply, of course, only to those in all ages who retain
some of their own teeth. Another study in the same series, published
October 1965, is perhaps. even more significant. A survey of dental
visits conducted during a 1-year period of 1963—64 shows that persons 25 to 44 go to the dentist more than twice as often as those over
65, even though it is apparent that the need is greater in the elderly.
Part of the reason for less frequent visits, however, is that the elderly
are most often those who have lost all their teeth—the survey estimates
that 60 percent of those over 65 are in that category of the "edentulous."
Many of these are entirely withbut dentures and, because .they can
manage only soft foods, their general health is often impaired to some
extent. Many others have a need for denture repairs or replacement of
badly fitting dentures, but because of their income limitations go without seeing a dentist for these corrections.
That this is true is shown not only by the reduced number of dental
visits among the elderly, but also by the ffiuch lower number of dental
visits by those with low incomes. For persons with family incomes of
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per year the incidence of visits to the dentists is more than twice
that of persons with family incomes below $4,000. There is no need, m
view of the common knowledge we have acquired in recent years as to
$7,000

the income status of the elderly, to cite statistics on that score; it is
well known that the largest low-income group in the Nation is composed of the elderly, many of whom try to exist on nothing more than
their social security income.
A second area of need is that of eye care. Again, the basic facts are

the same: it is the elderly who are in the greatest need because they
have the greatest sight impairment, but because of their limited income they are far more likely to live with their disability rather than
have it properly cared for to make their latter years as enjoyable as

they might be. Again, data from the National Health Survey of 1963—
1965 reveals the facts.
Here the survey is quite specific:
About 56 percent of all cases of visual impairments were
among persons with a family income of less than $4,000. The
high prevalence of visual defects among persons in the lower
income groups was influenced by the older age composition
of these population groups.
At the time of the survey, 24.4 percent of those over 65 had incomes
below $3,000 and another 12 percent were under $4,000. At the same
time, the over-65 age group comprised nearly half—46.4 percent—of
all those with visual impairment. I quote again:
The number of visually impaired persons per 1,000 popula-

tion increased sharply with age. From a rate of 0.6 among
young people under 25, the rate of severe visual impairments
uicreased to 97.5 among persons 75 years and older. The corresponding rate for other visual impairments were from 6.9
to 77.4 and 131.3.

The leading cause of severe impairment among the elderly is the
presence of cataracts, which is more than three times as frequent as in
those under 65. In fact—.and this figure may be surprising—nearly 40

percent of all visual impairments among those over 65 are due to

cataracts. This, of course, is a condition which can be relieved by surgery at the proper stage, and such surgery is covered under the law
as in any other surgery.

But—and this is an important part of the problem—it is obvious
that a cataract must be diagnosed before it can be treated by surgery

or otherwise. And at this pouit, the law leaves the expense of a diagnos-

tic visit to the individual, without coverage under Part B as I am
proposing. Specifically excluded are "procedures performed during
the course of any eye examinatiàn to determine the refractive state of
the eyes," as well as exclusion of expenses for "eyeglasses or eye examinations for the purpose of prescribmg, fitting or changing eyeglasses."
The result is obvious: thousands of the elderly whose vision is impaired by cataracts do not know they have them and are thus barred
from the treatment by surgery which th law provides. This is a situation which cries out for change. Providing the opportunity for the

elderly to visit an ophthalmologist, or an optometrist under Part B
Medicare would lead to the discovery and treatment of uncounted
cases of cataract now undetected.
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The third area is that f hearing impairment. Actually, the rate of
hearing impairment is considerably greater than that of visual impairment, although I venture that most people, seeing so many more eyeglasses than hearing aids in use, would be much surprised to know
that fact. •Whereas there are an estimated 5,390,000 persons in the
Nation with eye problems at least severe enough to make them unable
even with glasses to recognize a friend walking on the other side of
the street, more than 81/2 million have by their own or a family member's account in answering the health survey questions "deafness or
serious trouble hearing with one or both ears." The incidence per 1,000
of the population is, respectively, 28.8 for "all visual impairments" as
defined and described earlier, and 45.7 for hearing impairments.
Again, the burden of this disability falls most heavily on the elderly.
Indeed, in comparison to the rest of the population, this is an even
greater problem for them, as the figures attest. Among those under 25
years of age the incidence of hearing impairment is only 9.5 per 1,000,
but among those over 75, the figure is more than 33 times as great—
317.2 per 1,000 or nearly a third of all persons in that age bracket.
The rate for those in the 65 to 74 bracket is less, but still more than 17
times the rate for the young, or 162.1 per 1,000. And, again, there
seems to be some statistical significance to the income factors:
Among persons under 65 years of age, those with a family
income less than $3,000 had a relatively high rate of hearing
impairment. For persons with higher incomes, there were only
slight differences between the rates of hearing loss. . . Among
older persons, the rate of hearing impairment decreased steadily from 242.5 per 1,000 persons with a family income of less
than $3,000 to 173.3 per 1,000 with a family income of $7,000$9,999.

In recognition of these facts, I propose that routine eye care, eyeglasses, dentures and hearing aids be covered under Medicare after
the beneficiary has met an annual deductible expense.
D. Kidney Di8ease

In what must be the most tragic irony of the twentieth century,
people are dying because they cannot get access to proper medical care.
We hive learned how to treat or to cure some of the diseases which
have plagued mankind for centuries, yet these treatments are not
available to most Americans because of their cost.
More than 8,000 Americans will die this yea'r from kidney disease
who could have been saved if they had been able to afford an artificial

kidney machine or transplantation. These will be needless deaths—

deaths which should shock our conscience and shame our sensibilities.

Each year, about 8 million Americans are afflicted with kidney

diseases. Diseases of the kidneys and diseases affecting these organs

rank among the major ailments which undermine or destroy good

health. As the fifth leading cause of death in this country, the insidious
nature of kidney diseases is reflected in the fact that many people who
harbor infectious organisms in their urinary tract will have no warn-

ing of their disease until kidney damage is beyond repair. Of the

nearly 8 million new victims each year, about 2,800,000 suffer from
hypertensive renal cardiovascular diseases causing 35 percent of the
deaths from kidney disease; about 2 million suffer from infectious
diseases causing 18 percent of deaths; and about 3 million suffer other
78—178—--72—---—-J79
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diseases

such as hypersensitivity, calculi, urinary abnormalities, and

other ailments causing 26 percent of the deaths.
In terms of indirect costs of mortality—lost future income—kidney

disease is the highest ranking killer, costing the country $1.5 billion
annually. Additionally, more than $1 billion has to be spent each year
for hospital and nursing home care, professional services, and drugs.
Surprisingly, this exceeds the annual medical services costs for ma-

ternity care, or for all forms of cancer.

We have the opportunity now to begin a national program of
kidney disease treatment assistance administered through the Social
Security Administration, and I propose that we take that opportunity
so that more lives are not lost needlessly.

E. P8ychologist8
Medicare contains several built-in limitations which restrict the
patterns of care and availability of services for individuals suffering
from mental, psychoneurotic and personality disorders.

While there are provisions for treatment of such difficulties under
Part B of Medicare, they must either be provided by a doctor of
medicine or by a doctor of osteopathy or as an incident to their
services.

The result of this limitation has been to restrict psychological services to the point where less than 1 percent of the patients served by
psychologists are over 65 years of age.

Psychology has established itself as an independent profession.
There is substantial evidence that. the quality of psychologists' services is almost uniformly high. In the 15 years that psychologists have
had access to malpractice insurance, not one case has gone to court.
There is also significant evidence that early intervention in the treat-

ment of mental health disorders reduces over-all costs of medical
ixpenses.

Recently, many major insurance companies have begun to recognize
psychologists as providers of health care. Thirteen states have now

enacted laws which require insurance carriers to reimburse their

policyholders for the diagnosis and treatment of nervous and mental
disorders whether these services were rendered by psychologists or
psychiatrists.
Although the Senate Finance Committee modified the current law
to expand the coverage of psychologists' services under H.R. 1, the
Committee failed to put psychologists on the same footing as psychiatrists and other doctors for purposes of coverage. In recoonition of
the state of the profession and the need which older peopl have for
psychologists' services, I propose that qualified psychologists' services
be covered under Medicare.

CONCLUSION

These are among the changes which I propose to H.R. 1 to make the
social security program more responsive to the needs of the elderly and
the others whom it serves. These people deserve bold action from Con-

gress. When the Senate begins debate on ll.R. 1, I intend to initiate a.
full discussion of the issues which I have raised in this statement in
order that the legislation which is passed encompasses the type of reform which the social security program needs.
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I. WELFARE REFORM
I. THE PROBLEM
A. THE FAILURE OF AFDC

Everyone agrees that the present welfare system is a mess. No one
supports it and it supports no one adequately.
The current public assistance program, Aid To Families With Dopenclent Children (AFDC) is made up of 54 different State and territorial programs, each administered by a separate jurisdiction under
(1247)

1248

broad Federal giidelines. Including the county-administered programs, there are at least 1,152 distinct operating welfare systems. By
complying with Federal regulations these States and jurisdictions are
eligible for Federal matching funds ranging from a Federal contribution of 50% up to 83% depending on the varying economic conditions
in the States.
As a result of 'this diversity of programs, there is a wide variance
in benefit levels and rules and regulations for determining eligibility
and need. There are as many different interpretations of the Federal
welfare guidelines as there are interpreters. Because of the split of authority between the States and the Federal Government, there is virtually no control at the Federal level of caseloads, administrative efficiencv or mushrooming costs.

The entire welfare system is an enigma. Costs to the States are rapidly growing out of control. The present rate, in fact, would double
the program cost at least every three years.
In calendar year 1971, 14.8 million people received assistance under
the principal welfare programs (AFDC, Old Age Assistance (OAA),
Aid to the Blind (AB)). Of this total, 10.6 million people (7.7 million
children and 2.9 million adults) received AFDC payments. This represent.s an increase of 10.3% over the preceding year.
In the same year welfare costs amounted to $10.8 billion, of which
$6.2 billion was spent on AFDC. These costs were up 14.7% over the
preceding year.
Despite the increase in cost.s, the beneficiaries of the welfare system
are no better off. In fact, welfare cutbacks are taking place all over the

country. Payments to recipients in almost half the States have been
decreased in the last two years.

Other problems abound in the welfare system. By limiting payments to those families in which the male ]iead is absent, family disintegration is encouraged. Unemployed-father families are eligible for
assistance in only 23 States.
Men who work part-time are discouraged from seeking full-time
employment because their families are eligible only while they work
part-time. Families in which the father works full time but who still
live in poverty, are not helped at all. And yet 40% of the poor in this
countr live in families headed by a full-time worker.
Single people and childless couples under 65 are completely ineligible for assistance unless they are blind or disabled.
The working and training programs under the welfare system have

faile.d to provide the social services, day care, and training and jobs
needed to move employable adult recipients from the welfare rolls to
the pay rolls.
B. THE FAILURE OF PAST EFFORTS IN WOREFARE

In fact, the history of welfare-manpower programs, stretching back
to 1962, has been one of constant failure. Welfare work rules have paid
lip service to the work ethic. But no real efforts have been made to pro-

vide the number of jobs which are truly needed to help the poor.
Between 1963 and 1966 the Congress created programs under the
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Equal Employment Act, the Job Corps, the Neighborhood Youth

Corps, Adult Work Experience, New Careers, Operation Maintenance
and Special Impact. St.atistic after statistic proved that people were
being placed in training. Still, by the time Congress held hearings on
public assistance in 1967, the situation as compared to 1964 had
worsened. In those three years, 133,000 persons had enrolled in training, 70,000 were receiving training, and 22,000 had found jobs. Meanwhile, the AFDC rolls had increased by 800,000.

1. The WIN Program
In 1967 Congress enacted the Work Incentive Program (WIN) with
the specific intent of reducing welfare dependency. While the WIN
Program is the largest manpower program in operation, its current
enrollment of 120,000 amounts to only about 10% of the estimated
employables—male and female—on the current AFDC rolls.
During its 3½ years it has proved increasingly incapable of moving

employable welfare recipients into jobs.
From July 1968 to December 1970, 511,000 people were found appropriate for referral to WIN, but only 398,000 were actually referred. Of
those referred, less than 60%—229,000—were actually enrolled. In the
final analysis only 20,000 AFDC cases—10% of enrollments—were
closed following WIN. Yet during this time span the welfare population increased by 1,169,000 families.
The Talmadge Amendments
The latest effort to restructure welfare-manpower programs occurred
in 1)e.cember of 1971 when Congress enacted the so-called Talmadge
amendments to the WIN program. These provisions set forth specific

.

criteria regarding who is required to register for employment for

training and provide financial incentives and penalties to assure State
compliance with new work referral rules. The amendments also set
priorities for the limited training resources available.

While the Talmadge amendments do patch up scme of the problems in the WIN program, they should not be viewed as welfare reform. The WIN-Talmadge program continues a program in which
lines of responsibility are divided and blurred between the Department of Labor. HEW and State and local agencies. State employment service agencies will continue to be 'dependent on local welfare agencies as their sole source of supportive services, regardless
of whether these agencies can supply the services. No one agency
will have command responsibility and the confusion between the two
Federal agenices and the multi-jurisdictional State and local agencies will continue under WIN-Talmadge.

The WIN-Talmadge program continues the inequitable AFDC
situation in which families headed by unemployed fathers will con-

tinue to be ineligible in a majority of states and low-income families in
which the father works full time will not be covered at all. This perpetuates a welfare system which gives a father an incentive to leave his
family so that they can receive benefits. The WIN-Taimadge programs

leaves untouched the wide variance between states in benfit levels.
Income supplements to the workino fathers—making it always more
profitable to work than receive we'Ifare—would not be provided under Dresent law.
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II. THE FINANCE COMMITTEE BILL—ANOTHER WORKFARE PROPOSAL

The Finance Committee proposal offers more of the same workfare programs which have failed in the past.
The program approved by the Senate Finance Committee represents a long step backward on the road to welfare reform.

The Finance Committee proposal retains the existing, wide-

ly discredited State AFDC programs for mothers with young children,
and adds on top of it another program for families with an overlapping
jumble of wage subsidies, social security tax rebates, .work disincentives
and subpoverty wage programs.
Rather than coordinate and improve the operation of our welfare program, the Committee proposal compounds the lack of coordination by scattering new programs throughout the Federal gov-

ermnent. The new "workfare" programs would be administered
by the Departments of HEW, Treasury and a new Federal Work

Administration in addition to the 1152 administrative units at the state
and local level which already. handle the AFDC program.

The Committee's proposals supposedly increase work incentives
but the combined effect of the disparate array of income supplements,

tax rates and job programs is to discourage people from working.
Welfare recipients will be in a continuing state of confusion about

how to relate to all the offices and programs involved.
Even more importantly, the Committee bill does nothing to improve
the level of benefits AFDC recipients receive, or to move in the direction of nationally uniform eligibility standards and payment levels.

The costs of the Committee proposal would exceed those of H.R. 1

by over $6 billion and would cover some 30 niillion people. Yet

much of the money for the program would not be concentrated on the
poorest of the poor. Instead, large amounts would go to those earning
relatively more money. Administrative costs would also be increased
since records wouM have to be maintained and transferred between
many different Federal, State and local agencies.
A more detailed analysis of the Committee proposal illustrates the
confusion and inequities inherent in the plan.
A. WAGE SuBSIDY

A wage subsidy would be paid by the newly created Work Administration equalling three-fourths of the difference between a low wage
in private industry and the minimum wage. The Committee report
assumesthat the minimum wage is $2.00. Thus it was the figure $1.50
when referring to 3% of the minimum. But since the bill itself speaks in
terms of 3/4 of the minimum wage—presently $1.60—I will assume that
present law is in effect. Thus if a worker is making $1.20 per hour the
wage subsidy would be 30 cents an hour—3/4 of the difference between
$1.20 and $1.60. Such a subsidy would encourage employers to pay low
wages since they could expect the Federal Government to pick up the
cost of higher wages. In addition to this wage depressant effect, workers
would be better off only if they worked longer hours. Nothing would be
done to upgrade hourly wages.
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This Nation shall avoid a policy of encouraging workers to work
for sub-poverty wages. Raising wage levels would be wiser. Furthermore, recipients would not be automatically eligible for the wage subsidy. They would have to apply to the local employment service—
agencies which have consistently fallen down on the job of providing
jobs and services to the poor.

The wage subsidy would only apply to jobs paying between $1.20

and $1.60 per hour. Thus, the most impoverished workers—those in

jobs which pay less than $1.20—would not be aided. This group, com-

prising well over half a million individuals, is in dire need of
assistance.

B. 10 PERCENT PAYMENT

Participants referred to private sector jobs would receive an additional subsidy of 10% of wages covered by Social Security. This payment, made by the Internal Revenue Service, would only apply to the
base hourly wage, not to the wage subsidy portion of hourly income.
This payment would be phased out as income rises above the poverty
line at a 25% rate, thus dampening any incentives to move above the
poverty line.
Such a proposal rewards a family with $4,000 of earnings twice as
much as a family with $2,000. It thus provides the least to those with
the greatest need.
Administratively this proposal would involve the keeping of a huge
volume of records and the maintenance and transfer of records between IRS, the Work Administration and perhaps other agencies. Millions of tax records would become a part of the welfare maze.
While I share the view of the Committee that it is desirable to
relieve the poor of the burden of paying Social Security taxes—I have
publicly supported a Social Security rebate to impoverished working

Americans-I cannot accept the Committee proposal since it is part
and parcel of an unworkable and inequitable overall plan.
The legislation I have developed—Amendment 559—would provide
relief from both Social Security and income taxes through the earnings disregard feature. That is, in determining what is income for the
purposes of computing the welfare payment, my proposal disregards
the first $720 of income, 40% of additional income, and amounts paid
for Social Security and income taxes.
C. WORK ADMINISTRATION

While the vast majority of welfare recipients are unemployable, the
Finance Committee proposal concentrates heavily on the small minor-

ity who are employable. The main structure of the program for

families with an employable individual is the Work Administration.
The Work Administration would attempt to provide job placement,
job development, employability plans and manpower training. All em-
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ployable adults registering for wlfare would be required to become
employees of the Work Administration as a condition of receiving
assistance. The Work Administration would attempt to place. registrants in private joI)s at the minimum wage or "subsidized" public or
private jobs at less than the minimum wage. The 10% supplement
would be provided for those taking private jobs and for the non-sub.sidy portion of subsidized public or private jobs.
Those not so placed in "regular" jobs would become direct employees of..the 'Work Administration at $1.20/hour, far less than either the
poverty line or the Federal minimum wage. These employees would
receive no wage subsidy or 10% supplement. In fact, the WTork Adniin-

istration employees would be in limbo between Federal and private
employment_ineligible for Social Security, unemployment compensa-

tion or workmen's compensation.
These direct. 'Work Administration employees would be required to

perform "useful work which can contribute to the betterment of the
community." For mothers with younger children, training to improve
the quality of life (improve homemaking, beautifying apartments, acquiring consumer skills) would be provided. The Work Administiation would also provide temporary employment with reimbursement
to the 'Work Administration. In effect, the Federal Government. would
be maintaining a sub-poverty wage manpower pool at the disposal of
the business community.
The concepts embodied in the 'Work Administration are confused
and often erroneous. While the basic idea of making the Federal Government. the employer of last resort is a sound one, the downgrading
of public service jobs realtive to 'private sector employment is unfoitunate. The emphasis on providing "incentives" for workers to move

into "regular" private employment by paying Work Administration
employees only $1.20/hour is absurd at best.

A major problem with the Committee's proposal is that the private
sector does not have sufficient jobs. In fact, over 5 million Americans
are unemployed.. Thus, even with extraordinary motivation, a Work
Administration employee cannot escape his $1.20/hour job if there are
no other jabs. He is doomed to remain at a menial $1 .20/hour salary—
$1,500 below a poverty level wage on an annual basis. And the Corporation, by paying only $1.25 and hour for those in manpower training
is discouraging rather than encouraging participants to upgrade their
skills and increase their income.
Rather than discouraging public service employment we should be

fostering it. It has been estimated that State and local government

could uti]ize as many as 4 million people in public service activities of
all kinds—conservation, education, health, consumer protection, rec-

reation, sanitation, criminal justice, child care. It should be obvious
to all that our inner cities are decaying, our air and water getting

dirtier and our public services becoming increasingly unable to meet

the challenge of providing us with the manner of existence we as
Americans desire. Public service jobs should provide workers with
at least a poverty-level wage. In this way we can both light poverty

and improve our communities.

Under the Committee bill those unable to work would continue to
participate in the widely discredited AFDC system. Generally each
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State would decide the level of assistance it will provide. But Federal
financial participation in the program would be changed from the presD. ASSISTANCE TO UNEMPLOYABLE ADULTS

ent matching formula to a bloc grant approach. By putting a ceiling
on Federal aid, the Committee bill will discouragethe States from raising welfare payments. The bloc grant approach would allow only low
benefit States to raise their benefit levels. Under the Committee bill a
State's grant for 1973 would equal the 1972 Federal share, plus an additional amount equal to as much as One-half of the 1972 State's share.
But less than one-half the State share would be provided if that amount

were sufficient to bring family income up to a level of $1,600 for a
family of two, $2,000 for three, or $2,400 for four. Alternatively, a
State cou1d opt for 110% of the 1972 Federal share. In future years
the bloc grants would be reduced under the assumption that the Committee's workfare program is reducing the welfare rolls. Given the
past fai]ure of welfare-workfare programs it appears that the ieduced
size of the payments will mean only smaller and smaller assistance
payments to families in need rather than stable payments to a shrinking welfare population.

III. AMENDMENT 559—THE RIBICOFF ALTERNATIVE

The legislation I and others have introduced to reform the American
welfare system is based on the study of the CommissiOn on Income
Maintenance Programs (The. Heineinan Commission) which was assigned its task in January of 1968 by President Johnson. Following
over a year and a half of study, the Commission issued its recommenda-.

tioris to create a Family Assistance Plan. Based in large part on the
work of the Commission, President Nixon introduced a Family Assistance Plan in October of 1969.

During the three years of debate on welfare reform the President
has revised and re-revised the originally sound proposal to a point
where, in its present form in the House-passed H.R. 1, it is
unacceptable.
The elements of the proposal we have introduced build on the originally sound proposal.
A. NATIONAL INCOME GUARANTEE

Amendment 559 would establish a national Federal floor of benefits
at a level of $3,000 for a family of four in the first year. Federal payment levels under the program would increase over a five year period
so that all people in need of public assistance would be receivmg at

least a povelty level income by the time the program is fully fed-

eralized.
My proposal would move the Federal payment up each year to assure
that by fiscal year 1977 all Americans ieceived at least a poverty level
income. As introduced in October of 1971, the Amendment provided
for a Federal payment level of $3,000 in fiscal year 1973, 75% of the
poverty level in fiscal 1974, 80% of the poverty level in fisca.l 1975,
90% of the poverty level in fiscal 1976 and 100% of the poverty level in
fiscal year 1977.
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B. STATE SUPPLEMENTATION OF BENEFITS

Th proposal would require States whose payment levels now exceed
the Pederal guarantee level to make supplemental payments to assure
that no one receives less under welfare reform than he or she now
receives under the present system.
This. would be accomplihed by requiring States to maintain the
payment levels they had as of January 1971. This would result in a
rescinding of the major cutbacks in welfare payments made over the
last.few years.
The State maintenance payment would also have to include the bonus
value of food stamps in recognition of the elimination of food stamps
for recipients under the Family Assistance Plan
C. UNIFORM FEDERAL SYSTEM

Amendment 559 would establish, for the first time, uniform Federal eligibility standards as well as uniform national benefits. At

present the welfare system is administered by 1,152 separate administrative units whose competence and efficiency varies widely. In effect
there are as many different interpretations of the welfare system as
there are interpreters. Uniform rules and payments would eliminate
any incentive for persons to migrate from one State to another to take
advantage of a new generous payment plan in a different State.
D. MD TO WORKING POOR: PILOT PROGRAMS

Amendment 559 includes the principle of aiding low-income intact

families (the "working poor"). Under present law a family cannot

receive assistance if a man is present in the home and is working. This
often creates a situation in which the husband quits his job and deserts

the family so that it can take advantage of higher welfare benefits.
The innovative program to provide income supplements to the work-

ing poor (the Opportunities for Families Program) was not intended
to go into effect until January 1, 1974.1 have proposed that testing and
demonstration projects of such a system be tried out before unpiemen-

tattion is carried out on a national level.
I have been increasingly concerned over the difficulties encountered
by social legislation created in Congress. Laws that have been approved in legislative chambers and acclaimed as social milestones have

not passed muster in the field. The poverty programs of the 1960's
promised an end to poverty. Instead, they raised hopes and expectations but did little to lessen the poverty problem. The result was increased anger and frustration.
This tendency to seek answers in position papers and seademic exercises must give way to the experience of the real world.
In summary form the pilot projects would be designed as follows:
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1. Te8t of Working Poor Provi4on8

The pilot projects would be a test of the impact of the provisions
of H.R. 1 which provide benefits and related employment services to
working poor male-headed families.
d. Four Program. Purpo8e8
The projects will study:
(a) Work Experience: The work experience of participants—
types of jobs, hours and earnings.
(b) Effect on Families: Effect of the program on the composition and structure of families.
(c) Services: Types of services that are needed for the working
poor.

(d) Participation: The extent to which families who are eli-

gible for the program participate.

3. Administrative Purposes
An additional important purpose of the projects will be to provide
information for administrative planning for the new program to cover
the working poor to be established nationally on a date specified in
H.R. 1, following a report to the Congress on findings from the pilot
projects. Important administrative questions to be studied are:
(a) How soon do applicants apply for benefits.

(b) Feasibility of the initial application form—whether the
information sought can be provided by the family head and
whether this information is complete enough to calculate pay-

ments and provide an adequate basis for an automated audit.
(c) The extent to which necessary documentation such as birth
certificates of children, marriage licenses, W—2 forms, business
records, etc. can be provided by families.
(d) The proportion of eligible individuals who do not have
Social Security numbers, or have them but do not know where
they are.
(e) Qualification and training needs of personnel.
(f) The workability of regulations, including appeals procedures.

(g) Information needed to design a data storage and retrieval
system so that internal consistency checks and audits of the reports can be conducted.

(h) Estimates of administrative cost and personnel needs for
operating nationwide.
4. Number of Areas
The number of sites for pilot projects would be limited. The reason
for this is that HEW needs to be able to set up and conduct the projects so that a report can be made to the Congress in time for its consideration before the effective dates of the new program to cover the
working poor.
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5. Form

The form of the pilot projects would be "pre-post." That. is, HEW
would measure important population characteristics before the test

and after the test to determine the effect of the new program.
6. Responsible Agencies
The pilot projects will be undertaken by the Secretary of HEW and

the Labor Department with the Secretary of HEW having lead re-

sponsibility.
Providing aid to the working poor will assure that it is always more
advantageous financially to work than to simply receive welfare and
it will remove the present system's incentive to break up homes.

Under the proposal to aid the working poor, the recipient could

work without losing all his benefits. His welfare check would not be
cut off automatically when he works but would instead be phad out
gradually under a formula.
In determining the size of the welfare payment, the first $720 of
earnings is entirely disregarded and 40% of additional earnings is
ignored. Under a $3,000 guaranteed income plan let us look at a typical
example of how the formula works:
Example A: Assume a family of four with earnings of $3,600. In
determining the size of the FAP payment, the first $720 is deducted,
1eving $2,880. Then deduct 40% of $2,880 (since our earnings disregard is $720 plus 40% of income). This leaves $1,728 of income. Since
our guaranteed income level is $3,000, we need to add $1,272 to reach

the $3,000 level. Thus the FAP payment to a family of four making
$3,600 would be $1272. Adding $1,272 to earnings of $3,600 gives the
family $4,872. In this case the family has been moved out of property
by the Family Assistance Plan.
Under present law, no Federal benefits at all are payable to this family in any State because the father is in the home and is not unemployed. If the family with $3,600 in income lived in a State which paid
$3,900 a year they would find it more advantageous to quit work and

go on welfare. But the Family Assistance Plan, by supplementing
earnings, removes the incentive to quit work. In fact it provides an
incentive to work because working income will be supplemented.
Under my proposal, if the pilot programs are successful, benefits to
working poor families would totally phase out at a level of $5,720. It

is at this point that, after the earnings disregard formula is used, the
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countable income is $3,000, making the family ineligible for supplements. (Deduct $720 from $5,720, leaving $5,000. Then dedutt 40%
of the remaining $5,000, leaving $3,000. With $3,000 in countable income, $0 is needed to reach the $3,000 ua.rantee level.)

The earnings disregard formulas iave varied in different bills and
have caused a great deal of controversy. It is argued that the more
liberal the earnings disregard—e.g., $720 plus 50% rather than $720
plus 40% or 33%—the greater the incentive to work Intuitively, this
assessment seems correct. The more money a family can earn without
losing some of its welfare benefits the more likely they will be to continue work. Studies, however, are inconclusive about whether the size

of the earnings disregard is a critical factor as to whether a family
will move into or drop out of the labor force. In fact, the New Jersey

Income Maintenance Experiment, thus far has not shown the relationship one would intuitively expect.

On the other hand, the level of the break-even point—that level at
which benefits phase out ($5,720 in the case of Amendment 559)—is
of critical importance in terms of cost and public acceptance of the
bill. By providing supplements, however small, to families with incomes at the $6000 level, the resources available to aid those in poverty
are spread thinner. At the $5,000 and $6,000 income levels we find many
families bunched up in what could be called a bell curve pattern. There

are fewer families at the extremes of poverty, but many more as in
come goes up. It would be wiser to concentrate our resources on the
poorest of the poor. I believe that my earnings disregard formula of
c720 plus 40% accomplishes that purpose, but our experience during
the pilot period would give us the most reliable information in this
area.

The following chart illustrates the way in which the nucleus of

eligible recipients and the cost of the program increases as the "earnings disregard" and payment levels are liberalized.
For example, 'a $3,000 plan with a 67% tax rate covers 25.5 million
people 'at a cost of $9.4 billion. The same payment level with a 50%
tax rate covers 39.3 million people and costs $11.6 billion.

In view of our limited resources and desires to concentrate these
funds on the poorest of the poor we set a rate of 60% with a payment
level of $3,000. Such a program will potentially make 30.8 million
people eligible and cost $10.4 billion. It should be emphasized that

such costs and eligibility are the outside limits if everyone takes
advantage of the program. Realistically, cost and coverage will be
smaller.
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TABLE 1
BENEFIT LEVELS AND TAX RATES—PAYMENTS AND CASELOADS
Tax rates
Maximum
benefit for

family
of 4

$2,400
$2,600
$2,800
$3,000
$3,200
$3,400
$3,600

50 percent
Payments

60 percent

(billions)

Eligibles

(millions)

Payments

P7.9

28.1
31.5
35.0
39.3
43.8
48.6
53.6

9.1
10.3
11.6
12.9
14.3
15.7

67 percent

(billions)

Eligibles

(millions)

Payments

(billions)

(millions)

7.1

22.8
25.4
28.1
30.8
33.6
36.6
39.8

6.4
7.4
8.4
9.4
10.5
11.6
12.7

19.4
21.4
23.4
25.5
27.7
30.2
32.9

8.2
9.3
10.4
11.6
12.8
14.1

Eligibles

Note: Under Ribicoff amendment, welfare recipients keep first $720 of earnings plus
four.tenths of the remainder (a 60% tax rate).

E. FISCAL RELIEF TO THE STATES

As the Federal Government takes over the welfare system in the next
five years my proposal would provide billions of dollars of fiscal relief
to the States.
The relief mechanism of this proposal works as fol]ows. Those States

which are required to make supplmentary payments (all States that

presently pay moie than the Federal guarantee level—$3,000 in the first

year) would receive 30% Federal matching for their supplementary
payments. In addition these States would be guaranteed that their
welfare costs not exceed 90% of calendar 1971 costs for fiscal 1973,
75% for fiscal 1974, 50% for fiscal 1975 25% for fiscal 1976, and
0% for fiscal 1977. At the beginning of fiscal 1977, then, the States
would be entirely out of the welfare business.
An emergency fiscal relief measure which I have introduced, Amend-

ment 820, would provide immediate relief to the financially hardpressed States. In the period before the Family Assistance Plan takes
effect my emergency proposal would assure the States that in fiscal 1972
and fiscal 1973 welfare costs would not exceed 1971 levels.

The following charts illustrate the savings to the States under my

proposal.
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TABLE 2
RIBICOFF EMERGENCY WELFARE FISCAL RELIEF MEASURE (AMENDMENT 820

TO H.R. 1)
State savings

State savings

(in millions)

State

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

District of
Columbia
Florida
Georgia.
Hawaii
Idaho

Illinois

Indiana
Iowa

Kansas
Kentucky
Louisiana
Maine
Maryland

Massachusetts.. ..
Michigan
Minnesota
Mississippi
Missouri
Montana

(in millions)

Fiscal
year
1972

Fiscal
year
1973

$6.2

$10.1
3.5
36.1
5.5
169.5
8.9

1.5
1.7

2.6

98.6
4.1
12.0

2.6
19.1

11.0
13.0
5.1
.6

100.4
20.3
1.7

2.4
2.9
0
2.5
14.7
39.5
69.0
8.5
3.8
6.1
.2

Fiscal

State

year
1972

Fiscal
year
1973

Nebraska
Nevada

$4.7

$8.2

New Hampshire...
New Jersey
New Mexico
New York

24.0
.4
78.3
6.4
.6
30.9
14;0
2.6
38.1
3.9

18.1 North Carolina..;..

4.4 North Dakota
Ohio
54.5 Oklahoma
100.6 Oregon
22.1 Pennsylvania
8.0 Rhode Island

1.8 South Carolina....
189.1 South Dakota

33.9
4.9
7.4
6.7
25.7
2.8
44.4
69.0
111.7
16.9
5.3
10.7
.5

.2
1.3

1.7
1.0

Tennessee
Texas
Utah
Vermont
Virginia
Washington

2.0
2.7
2.0
1.9

9.4
1.1

VestVirginia

2.9
12.0
2.0

%'Visconsin

Wyoming
Possessions

.2
—.

Total

694.3

1.5

2.2
45.8
1.0

153.9
10.5
1.1

63.8
14.0
4.8
67.7
7.2
4.9
1.5

3.9
15.0
3.4
3.9
22.0
7.3
2.9
19.9
.6
1.7
———

1,440.7

TABLE 3.—STATE-BY-STATE FISCAL SAVINGS

COMPARISON OF CURRENT WELFARE COSTS, H.R. 1 SAVINGS, AND SAVINGS UNDER THE RIBICOFF BILL I
[In millionsj
Calendar
year 1971
costs

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

Districtof Columbia
Florida
Georgia
Hawaii
Idaho

Illinois

Indiana
Iowa

Kansas

Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota

$32.6
9.4
18.6
15.4
960.2
41.8
53.3
6.8
34.1
98.0

44.4
17.2
6.2

224.6
27.0
43.4
28.3
28.2
50.4
14.6
54.6
191.2
174.1
61.0

Fiscal yea r 1974

Fiscal yea r 1975

Fiscal yea r 1976

H.R. 1

Ribicoff

H.R. 1

Ribicoff

H.R. 1

Ribicoff

$32.4
2.5
21.5

$32.5

$38.4

$38.4

$45.4
3.7
23.8
21.3
356.5

$45.9
8.9
33.9
21.3
957.5
44.4
56.6
8.5
45.0
200.8

19.7

234.9
13.3

21.3
1.8

12.6
170.3
57.8
7.0
1.5

62.1
8.6
26.7
14.2
12.6

65.4
3.6
41.9
44.3
45.4
15.2

3.1
30.5
19.7
578.7
37.1

26.6

7.5
34.5
180.0
59.8
19.5
3.9
119.1
19.7
54.2

38.6
36.6
65.4

11.4
67.7
65.3
121.1
26.7

3.1

22.6
20.4
294.9
16.6
25.7
2.1
17.0
177.8

53.4
7.8
1.9

78.9
10.5
28.6
15.6
13.6
68.5
4.4
44.7
57.3
58.2
19.4

5.5
31.7
20.8

770.4
40.7
39.4

7.5

39.3
190.4
63.4
22.0
6.7
200.1
26.6
56.4
40.8
38.0
68.5
14.2
72.1
124.4
169.2
50.7

19.8
30.2
2.5
21.5
185.3
55.0
8.6
2.2
95.6
12.6
30.5
17.0
14.5
71.7
5.4

47.5
70.4
71.2
23.8

66.1
23.1
6.7
219.5
32.7
59.6
43.0
39.4
71.9
17.9
75.5
181.5
203.5
73.1

r 1977

Fiscal

HR.

1

$47.2
4.4
25.2
22.1
402.5
21.5
34.8
3.0
23.4
192.9
56.7
9.6
2.8
112.4
14.7

32.6
18.7
15.5
74.9
6.4
50.4

83.7
84.2
28.1

Ribicoff

$47.4
11.3

35.2
22.2
7,135.0
47.5
74.9
8.6
47.1
211.2
68.8
25.2
6.8
235.8
36.6
61.8
45.3
41.8
74.9
21.4
79.9
228.6

216J

77.4

Mississippi . 15.4

23.3

5.1
12.2

2.5
3.1

Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming.
Guam
Puerto Rico
Virgin Islands
Total

52.4

3.2
11.8
181.4
12.3

663.4
33.3
4.4
11.4

46.8
31.7
265.1
20.9
8.3
5.4
34.7
85.9
9.6
6.4
34.6
71.4
16.0

40.4
2.6
.6
19.2
.7

4,041.0

23.5
17.9

4.7

1.1

24.2
14.9
2.7
3.9

1.1

31.9

3.8
67.9
16.6
375.1
42.8

1.2

12.1

2.3
50.1
7.3
188.4
1.2

7.1

10.4
11.4
18.3
33.3
1.2

1.7
129.6
52.5
41.0
125.9
15.6
13.8
3.2
43.0
108.4
11.7
1.6
14.2
30.6
20.8
54.7
3.3

.2

.4

64.0
38.3
15.9
51.3
6.3
13.8
2.5
34.2
57.1
3.4

2.9
64.4
7.8
238.7
33.0
1.2

69.3
40.2
17.4
69.9
7.7
14.5
2.8
35.1
59.7
3.6

24.2
34.5
7.1

6.6
2.5
5.6
122.2
17.7
622.6
45.1
3.1
138.2
54.2
43.2
217.5
22.3
14.8
4.0
45.2
113.1
12.7

25.2
20.5
2.9
4.7
1.2

3.6
78.6
8.2
289.2
34.1
1.4

74.6
42.0
18.9

88.5
9.3
15.2
3.3
36.1

61.4
3.9

25.3
51.7

26.4
22.6
3.2
5.6

7.1

10.8
3.3
9.5
182.5
17.8
749.7
46.4
4.2
145.8
56.8
45.5
305.5
26.3
15.2
6.5

1.8

4.4
93.1
8.7
339.6
35.2
1.8
79.9
43.9
20.5
107.2
11.0
16.0
3.7
37.0
65.1
4.3

47.4

26.1

26.6

27.6

1.1

1.2

27.9

1.2

29.1

1.2

116.9
12.7
5.2
34.2
63.3
23.0
60.9
3.4
.6
29.2

1.2

1.2

1.4

2,919.5

1,911.1

3,879.0

2,185.5

4,644.1

2,438.1

1.1

1,643.8

1.3
12.9
15.9
18.7

35.5
1.3
.2

2.6
21.6
48.0
21.9
58.3
3.4
.5

1.7
15.5

20.6
19.2

37.6
1.5
.3

2.

18.2

25.2
19.7
39.9
1.9
.3

30.7

1 Savings are derived by subtracting proposed costs from current law costs of the same year. Administrative savings are included.

26.8
59.9
7.3
14.9
4.2
13.6

240.4
18.9

980.3
48.7
5.7
154.3
59.3
47.6
331.5
28.5
16.4
7.9
49.6
123.7
13.8
6.9
44.3
78.7
24.1
64.6
4.6
.6

30.5

.3

5,369.3

"

—

-
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F. WORK REQUIREMENTS

Everyone agrees that able-bodied adults should have the opportunity to work if employable. My proposal incorporates this principle.
Work requirements, however, should be placed in perspective.
The fact is that only a swall percentage of those presently on welfare are employable. Of the 14.8 million welfare recipients in 1971,
the majority (50% or 7.7 million) are children. Another 4.2 million
are aged (15%) blind or disabled (9%). Some 2.5 (18%) million are
mothers with children.
Some 14% of these women already work and 7% are in work train-

ing. An additional 35% could work if adequate day care programs
were available for their children. 5% would have employment potential following extensive social rehabilitation efforts, and the remaining 40% have little employment potential because they care for
small children at home, have major physical or mental incapacities or
other insurmountable work barriers. Despite all these barriers 70% to

80% want to work.
This leaves us with able-bodied unemployed adult males who make

up less than 1% of the welfare population. Of these, more than 80%
want to work according to a government-sponsored study. And about
half of these are enrolled in work training programs hopefully designed to make them more employable. This is hardly the picture of
millions of slackers making a full-time job out of avoiding work.
What the adults on welfare lack is not the incentive to work, but
the opportunity t.o work.
My proposal would give them that opportunity.

Amendment 559 provides a system in which all potential welfare
recipients register for welfare assistance under one program jointly

operated by the Departments of Health, Education, and Welfare

and Labor. If determined to be unemployable the welfare recipient
becomes a part of the Family Assistance Plan (FAP) which guarantees an income level of at least $3,000 in the first year.
Those determined employable according to criteria set forth in the
4mendment would come under the jurisdiction of the Opportunities
for Families (OFF) program. These persons would be given a. job
or an employability plan and training leading toward a job. No one
would be required to undergo training unless a. job were available at
the• e.nd of the training.
The following people would be automatically exempt from the work
requirement.:

(a) mother or other relative edring for a child under age 6
(b) those unable to work because of illne, incapacity or advanced age
(c) the mother or other female caretaker of a child if the
father or another adult, male is in the home and is not otherwise

exempted from the requirement of registration
(d) a child under age 1 or in school
(e) one whose presence in the home is required because of the
illness or incapacity of another household member.
There are additional safeguards to assure that mothers are not forced

to abandon their children in order to enter the labor marketplace.
Mothers with children over age six may be required to enter the job
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market only if a suitable job paying at least the minimum wage and
adequate day care is available.
Suitable employment is determined based on the individual's health
iind safety, his physical fitness, his prior training, experience and earn-

ings, the length of his unemployment, his prospects for obtaining
work, and the distance of the work from his residence. Because the
number of such suitable jobs paying the Federal minimum wage is
small, this will reduce the number of private sector jobs available.
Consequently the Amendment provides for the Federal support of
300,000 jublic service jobs at State and local government levels to aid
in providing basic governmental services ranging from hospital
work to environmental protection to health and child care.

The other inajor protection against forced work is the day care
"adequacy" requirement. My proposal requires that all day care beno less comprehensive than the 1968 Federal Interagency Day Care
Requirements. No mother should be forced to place her child in a
situation in which standards of day care are low or non-existent. At
the present time the 1968 standards are the best developed. Given the
fact that there are less than 700,000 day care slots in licensed day care
facilities in the United States, most of which do not meet these standards, it is clear that the lack of adequate day care will provide an
exemption for many mothers. Hopefully, the $1.5 billion in funds for
day care and the $100 million for child care facilities in my amendment would initiate the process of providing an adequate day care
system.

Finally, my proposal recognizes that even with expanded day care
and public service employment programs, there still will be a shortage
of jobs. Therefore, the Amendment sets priorities for the distribution

of job opportunities.
First priority would be afforded to unemployed fathers and mothers
who voluntarily register. The available jobs will probably be exhausted

with this group.
Second priority goes to other adult non-family heads such as parttime workers and youths who have finished school.
Third priority is given to those who are already working full time
in low-paying jobs. And finally, in the last priority category are other
adults such as mothers who don't wish to leave their children. These
priorities, incidentally, are incorporated in the Talmadge-WIN
amendments.

It is clear that a major point of debate in welfare will center on
the definition of employability. I believe that the work requirements
written into my proposal strike the proper balance between those who
can work and those who can't.

0. ADMINISTRATIVE PROCEDURES AND RECIPIENT RIGHTS

The present welfare system is demeaning to the recipients in that
it unnecessarily interferes in their private lives and fails to provide

adequate safeguards to assure fairness and due process.
Amendment 559 would require all hearinçs and procedures to comply with the provisions of the dministrative Procedure Act.
Existing HEW regulations governing administrative jrocedures are
generally comprehensive and fair. Some provisions in H.R. 1 would
unnecessarily alter these regulations to the detriment of the needy or
add needless restrictions.
Our amendment would remedy this situation as follows:
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2. Termination of Benefits
H.R. 1 would terminate benefits automatically unless a family sub-

mitted a report within 30 days after the close oi any quarter during
which it received benefits, containing any information on income and
expenses necessary for determining what the correct amount of benefits should have been. In view of Goldberq v. Kelly (397 U.S. 254
(1970)) which invalidated arbitrary terminations of payments without hearings, the automatic cut-off provisions of H.R. 1 rest on tenuous
constitutional ground. As Goldberg pointed out:
To cut off a welfare recipient in the face of . . . "brutal
need" without a prior hearing of some sort is unconscionable,
unless overwhelming considerations justify it. . . . Against
the unjustified desire to protect public funds must be weighed
theindii-idual's overpowering need . . . not to be wrongfully
deprived of assistance.

Since 46% of all disputed welfare administrative payment determinations are reversed after hearings, the onus of administrative mistake, when it manifests itself as a wrongful eligibility determination,
should not fall on eligible but wrongfully rejected applicants who may
literally starve while awaiting a hearing.
My proposal incorporates the Administration's original 1969 language for H.R. 1, which assured continued welfare payments while
hearings were held to settle disputed claims. Such a change would protect legitimate recipients from the disaster of a total cut-off while al-

lowing the Secretary of Health, Education, and Welfare to use hi
power to bar patently frivolous claims.

. Written Opinions Req'uired

My amendment would require that a written opinion detailing the'
reasons for a hearing be submitted promptly to the claimant. Recipients, whose very lives may be at stake, should not be subject to the

whim or caprice of an impersonal administrative bureaucracy. All
rights and responsibilities of welfare recipients should be clear and

justifiable.
.5. Right to Counsel

Every claimant would be assured of the right to counsel of his own
choosing by my amendment, assuring recipients that they could rely
on the increasing number of welfare "lay açlvocates"—non-iawyers
who have specialized in both the legalities and practice of welfare law.
These people serve without charge and have enabled many recipients
to cope with the bureaucratic welfare maze on a more equitable basis.
The broad language of H.R. 1 limiting representation in welfare
hearings to those who possess certain undefinable quali'ties of character

and reputation may easily be used to prevent participation in the
heanng process by members of groups organized to aid welfare
recipients.

4. Standards for Hearing Jfxam.iners

H.R. l's provision waiving standards for welfare hearing examiners
would be eliminated under my amendment. There is no reason why
such an examiner should not be as qualified as any other examiner.

1265

5. Iwome Reporting

Under the plan proposed by the President in his original Family
Assistance Plan and adopted by the House in April of 1970 an

equitable system of determining eligibility and payment levels would
have been established. The basis for welfare payments would have
beei the estimate the Secretary of Health, Education, and Welfare
made of the income, a family would have during each quarter. For
future payments, this estimate could be redetermined as the Secretary
became aware of changed circumstances.
My amendment will reinsert the President's original language.
There will remain an obligation oh the part of the welfare recipient
to report changes in circumstances affecting need and eligibility in
any event, thereby making H.R. l's mandatory quarterly reports of
income superfluous.

The harsh $25, $50 and. $100 penalty provision for failure to
file income reports would also be stricken from the bill under my
amendments. The provision is indiscriminate since penalties apply
for failure to file even in cases where. a failure to furnish information
results in receipt of lower benefits than a family is entitled to.
6. Reregistration for Benefits

H.R. 1 requires recipients to reregister every two years to allow
HEW to review and study the problems of the long-term poor. My
amendment would place the burden on the Secretary to take the
time to select these cases for st.udy rather than on the recipients.
7. Stepparent Liability

My proposal would eliminate ER. l's provision which makes

stepparents of FAP children liable for support payments, apparently
under the assumption that the stepparents' income is available to the
entire family. This will only encourage stepparents to leave home
to enable the family to receive benefits. This regressive provision
encourages family dissolution and in reality leaves the mother to

provide for the family by herself.
HEW's regulations now require that nonavailable income of a
household not be attributed to a family unless that person is liable
under a State law of general applicabilityior the support of someone
in the family. My roposal would follow the HEW regulation and
eliminate the legal fiction, held unconstitutional in 19'lO by the
Supreme Court in Lewis v. Martin (397 U.S. 552), that the income
of a stepfather need not support his wife's children unless he adopts
them. A harsher rule will act as a disincentive to marriage and

family stability. Nothing more should be done to undermine the social

structure of this society.

8. l'nelusion of Migrant Workers

A family is defined in H.R. 1 as twoor more related persons living
together in a place maintained by one as his or her home, who are
U.S. residents and one of whom is a citizen or permanent resident.
alien. The definition "maintained as a home" is expanded and clarified
under my amendment to assure that migrants and others of unfixed
domicile are not excluded under a rigid interpretation of this section.
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9. Coverage for Impoverished Students
Another arbitrary definition absolutely excludes any family whose
head is an undergraduate or graduate student "regularly attending a
college or university". This arbitrarily prevents any recipient from
pursuing a higher education, even though within a brief period his
or her earnings potential would rise far above dependency levels.
Denying this segment of the population assistance for a period which

is certain to be of short duration serves no purpose and may prevent
an individual from completing the education necessary to compete
successfully in American society. The exclusion would even exclude
from eligibility a family head who might be working or willing to
work full-time and study part-time, at his own expense, on a scholarship, or even at a free public institution.
Current aid programs do not preclude college attendance. Under
the WIN program, for example, recipients can regularly attend college under the administrative determination that this -is the best
"employability" plan for them. To assure that assistance is based
exclusively on need, my amendment would eliminate this arbitrary
exclusion.

10. Protectio',i of Employee Rights
This amendment would protect accrued rights of State and local
government employees and aid them in obtaining employment. While
this amendment does not freeze every welfare worker into the new
welfare system, it provides protection for the accrued rights of workers
"federalized" under the Family Assistance Plan and assistance in
obtaining new training and employment for those who do not continue
employment under this legislation.
As the Federal Government assumes responsibility for the welfare

system in America, it must be careful not to create a situation in
which the administrators of the old welfare system become potential

recipients under the new system. At least 90,000 public employees who
presently perform the administrative functions under the current welfare system must be protected.

My proposal would provide protection of collective bargaining

rights, salary levels, pension rights, seniority rights, credits for annual
leave, and other terms and conditions of employment for those employees transferred to the Federal program.
Such protection has traditionally been provided by Congress, most
recently in the Rail Passenger Service Act of 1970 which guaranteed
employees' rights under the newly created AMTRAK Rail System.
Broad protection of employees' rights and benefits was also assured
in the 1964 Urban Mass Transit Act.
Inevitably, a reformed welfare system will need fewer employees
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to administer it. For those employees who are not "federalized" my
amendment will assure employment by the Federal or State government and pay for funds for the training necessary to carry out this
purpose.
11. Elimination of State Re8ideney Requirement8
My amendments eliminate H.R. l's residency requirements. The
Supreme Court has consistently held such requirements to be unconstitutional. The Court recently reaffirmed an earlier case which found
residency requirements unconstitutional restrictions on the right to
travel and a violation of the Equal Protection Clause. The Supreme
Court found such requirements to be "invidious distinctions" between
classes of citizens which cannot be justified even for the purpose of
State welfare cost savings.
From a practical standpoint such restrictions have little effect on
welfare rolls or costs. A recent study in New York indicated that the
vast majority of people who go on welfare do so only after several
years of working at menial jobs or of living in crowded apartments
of friends and relatives who have jobs. In fact, of New York State's
1.7 million public assistance recipients as of January, 1971, only 11,000

(mostly children), or less than 1% had gone on welfare after living
in the State for less than a year.
I. COVERAGE FOR CHILDLESS COUPLES AND SINGLE PERSONS

A. major premise of H.R. 1 is that welfare assistance should be based

on need rather than membership in a particular population category.
Nonetheless 1.8 million persons under 65 in families without children and 2.3 million single persons who live in poverty are not eligible
under H.R. 1.
My amendment would remedy this failing, recognizing that the
incidence of poverty reaches the highest levels among persons unconnected with a family unit. At least 500,000 of these people have no
cash income at all. Moreover, it makes no sense to deny assistance to a
couple without children and provide $2,000 to a couple with one child.
The incentive to have children under such an illogical exclusion makes

H.R.. 1 a Family Expansion Plan rather than a Family Assistance
Plan.

Coverage for these forgotten Americans woud begin in fiscal 1974
to allow the Secretary of Health, Education, and Welfare to establish
the necessary administrative procedures to include them for the first
time in Federal welfare programs.
This amendment would cost the Federal Government $1 billion in its
first year of operation.

K. SUMMARY COMPARISON 01 RIBIcOF.F WELFARE AMENDMENTS WITH H.R. 1

Ribicoff Amendment8

1. Payment Level8
(a) No beneficiary would receive less thai: lie or she
(a) No such protection.

H.R. 1

is now receiving.

(b) Initial Federal payment level of $3,000 for a family
of four.
(c) Each year payment levels would increase until by

1976 no recipient would receive less than the poverty level

(b) Permanent Federal payment level of $2,400.
(c) No increase in Federal payment above $2,400.

adjusted annually for rises in the cost of living.
. State Supplenientation
(a) States whose welfare payment plus food stamp
(a) No requirement that States maintain current cash
benefits exceed the income levels set by this bill would payment levels or add value of food stamps. Supplementabe required to make supplemental payments up to the tiOn would be optional.
January 1971 payment levels. This assures that the massive State welfare cutbacksof the last two years would be
rescinded. The Federal Government would pay 30% of
these supplemental payments.

S. State l'iscal Relief
(a) Over the next five years no State would have to pa
(a) States, protected only against increased costs over
more than 90%, 75%, 50%, 25%, and 0% of its calendar calendar 1971 expenditures.
1971 public assistance costs. Thus by 1976, the welfare program would be fully federalized.
(b) Additional Ribicoff Amendment 820 would freeze
FY 1972 and FY 1.973 State welfare costs at fiscal 1971
levels, resulting in State savings of $2 billion over the two
year period. Federal Government would assume additional
costs.

4. Imposed Work Incentives
(a) The working poor would be allowed to obtain $720
plus 40% of any additional income without loss of benelits. Additionally, the secretary would be required t.o carry
out tests of various earnings disregards to develop an

optimal work incentive.
(b) Provision of at least 300,000 public service jobs.

(a) The working poor would be allowed to retain $720
plus one-third of aiiy additional income without loss of

bei Lets.

(b) Provision of 200,000 public service jobs.

(c) All job referrals would have to be at the prevailing
wage rate but in no case less than the Federal minimum

(a) Referrals to jobs could be at wages as low as threequarters of the Federal minimum wage ($1.20/hour).

(d) Mothers with children under age 6 would be exempt

(d) Mothers with children over age 3 would be required
to register for work.

wage.

from work registration requirements and no recipient

would be required to undergo work training unless suitable
child care and a job following that training were available.
Priorities for jobs would assure that no mother is forced to
go to work against her will.
(e) $1.5 billion would be made available for child care
services under the program established by HEW pursuant
to law.

(e) $700 million for day care

K. SUMMARY COMPARISON OF RIBICOFF WELFARE AMENDMENTS WITH H.R. 1—Continued

5. Eligibility and Administration
Ribicoff Amendments

(a) Eligibility would include single individuals and

childless couples.

(b) Eligibility based on current need.

ILR. 1
(a) No coverage for single individuals or families without children.

(b) Bases eligibility on earnings in prior quarters

which may result in denial of benefits to migrants and
(a) Procedural changes to assure due process, including
right to counsel, notice, hearings, written decisions, equitable income reporting.
(d) Elimination of State residency requirements.

(e) Equitable provisions for U.S. territorial posses-

sions.

(I) Protection of employee rights.

other seasonal workers.

(c) Claimant's rights not adequately specified.

(d) States allowed to retain State residency require-

inents.

(e) No such provisions for U.S. territories.

(f) No prote€tion of employee rights.

I-'

6. Social Servzce8 and HEW

(a) 'l'lie provisions of existing law regarding social
services authorization would be restored, eliminating H.R.
l's ceiling on these services.

(b) The Department of Labor would be required to

utilize HEW-supported programs in providing necessary

(a) Ceiling on social services authorizations.

(b) Possibility ot Department of Labor programs para1
lel to HEW services.

services.

7. Pilot Pro ject8 for OFF
The Department of HEW would set up demonstration projects of the Opportunities For Families Program which
becomes effective on ,January 1, 1974. The demonstrations will test out the work experience and incentives of participants, the effect on families, the types of services needed for the working poor, and the administrative procedures. The
OFF program would be autom4ttically triggered unless rejected by a majority vote of both houses of Congress.
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TABLE 4
IV. TOTAL FEDERAL WELFARE COSTS: FISCAL 1974—FULL YEAR BASIS

[In billions of dollars]

Current

Family payments
Wage subsidy
10-percent rebate
Residual AFDC
Guaranteed employment
Childless couples and singles
Hold harmless provision
Food programs
Child care services

law

H. R. 1

4.8

6.0

Ribicoff
amendments

Finance
Committee
proposal

11.3

1.9
1.1

0

0
1.3
1.0
.7
.05

2.4
.3

Child care facilities construction....

0
0

Support services
Manpowertraining
Public service jobs
Equal employment compliance ac-

.1

.54

.2

0
0

Total

.1
.1

1.1

1.1

1.3

— .1

0
—.1

— .1

11.4

18.2

15.3

0

8.1

1.8
.8

1.0
1.2

0

.4

1.0
1.5

.8

0

tivities
Administration (all programs)
Miscellaneous
Impact of other programs

4.1
1.0

.01

I Figures do not show reductions as a result of 20 percent benefit increase.

TABLE 5.—COMPARISON OF MAJOR FEATURES OF WELFARE PROGRAMS FOR
FAMILIES

Current law

Payment level

Ribicoff
amendments

H.R. 1

Finance

Committee
proposal

Varies by
State.

$2,400 plus
$3,000, and
$2,400 plus
incentives
up to
no incentive
for State
poverty line
for State
suppleby 1976.
supplements.
ments.
Earnings disregard.. $30 plus a... $720 plus
$720 plus
Many different
33 percent.
40 percent.
formulas.
Break.even point.... Varies widely. $4,320
$5,720
Number of eligible 15 million.... 19.3 million. 30 million.... 30 million.
people.

-

V. MINmILIM PmNCIPLES OF WELFARE BEFORM

Over the. last three years many welfare reform bills have been introduced and debated at length. No single piece of legislation is going
to eliminate poverty in America. The most that an adequate welfare
reform bill can do is provide short-term relief to people who live in an
imperfect society which has yet to solve its basic problems of jobs,
housing, education and health care. Amendment 559 would provide
that relief.
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It incorporates what I consider to be the minimum principles of welfare reform. Before enacting any bill into law Congress should measure it against the yardstick of the following minimum principles:
A. We must assure that no recipient receives less followinig welfare
reform than he or she now receives. In States where payments are
higher than the Federal guarantee level, States must be required to
make supplemental payments up to the level at which they were paying in January of 1971 or any previous or subsequent higher level.
This will rescind all of the State welfare cutbacks of recent years.
B. Benefits levels must increase automatically on an annual basis
according to increases in the cost of living. Such a principle has recently been adopted for social security benefits. Eventually, benefits
should provide a poverty-level income.
C. We must adopt a national welfare system with uniform rules for
determining eligibility and need under Federal administration.
D. Fiscal relief for the States must be part of a welfare reform sys-

tem. By assuring that State costs for welfare will not have to rise
above their 1971 levels (as envisioned in Amendment 559 and H.R. 1),
States will be able to plan their budgets on a rational basis.
E. Any jobs that are provided to employable welfare recipients

must be at no less than the Federal minimum wage. The present
$1.60/hour is already $700 less than the poverty level on an annual
basis. Surely there is no justification for paying lower wages.
F. Adequate protections to assure that mothers aren't forced to work
and leave their children against their will are mandatory.
The Ribicoff amendment achieves this goal by automatically exempt-

ing mothers with children under age 6. It further exempts mothers
with children over age 6 unless adequate day care meeting the 1968
Federal Interagency Day Care Requirements is available and unless
suitable jobs meeting minimum safety and health requirements and
paying no less than the Federal minimum wage is available.
A final safeguard against a forced work requirement is the priority
listing for job placement. Volunteers would be placed before all
others and since the number of applicants for jobs has always exceeded the number of job slots, even the volunteer manpower pool would

not be exhausted.

G. The method of determining eligibility and need must be based
on a "current need" system. That is, welfare payments must provide
for the needs of recipient.s at the present, notwithstanding income
earned in the past. Safeguards can be built into the accounting period
to assure that those with high incomes cannot take advantage of the
system.
H. Administrative procedures assuring fairness, dignity and due
process to the recipients must be afforded, including right to counsel,
hearings meeting the standards of the Administrative Procedure Act,
written decisions, quick determination of eligibility, the rights to appeal, and simplified administrative procedures easily understandable
and responsive to the recipients' needs.

I. Income supplements must be provided to those who work full
time to support themselves and their families, but still have a subpoverty level income. By aiding the. working poor, an incentive is
built into the system assuring that it is always more profitable to
work than to receive welfare.
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J. Any system of public assistance must provide jobs for those

willing to work—either in the private or the public sector.

Public service employment is an area in which the need for em-

ployees is overwhelming. A quick look at the condition of our cities,
rivers, air and environment in general confirms this need. It has been

estimated that State and local governments could use as many as
4 million additional people to provide the basic services expected of
government. All such jobs must meet Federal minimum wage standards as well as health and safety criteria.
K. A social services component, including comprehensive day care
meeting the 1968 Federal Interagency Day Care Requirements is also
needed to provide the ancillary assistance enabling a family to move,
if possible, toward full self-support.

Ultimately, we must recognize that a welfare system cannot solve
the problems of poverty. Public assistance is only a short-term means
of alleviating the deleterious long-term effects of a society which has
yet to solve the basic problems of providing good jobs, housing, education and health care.
Over the last 3 years I have been in frequent contact w-ith the administration to work oit a compromise bill which contains the principles
I consider crucial to meaningful welfare reform. As a result of these
negotiations I reached agreement last spring with the Secretaries of
HEW and Labor on a reform bill encompassing these principles. Unfortunately, this agreement was not accepted, thereby substantially
diminishing the chances of obtaining meaningful welfare reform this
year. Unless the Senate now moves to fill the leadership void created,
those living in poverty in this country are doomed to mole years of
desperation.

II. MEDICARE AND MEDICAID
A. MEDICARE: NEF,DED AITIoNs

The Finance Committee has made a series of major changes in the
Medicare programs, many of which I support. Unfortunately, more
remains to be done.
1. PUBLIC DISCLOSURE UNDER MEDICAItE

I am disappointed that the Committee did not accept my Medicare
disclosure amendment. As the American public and Congress analyze
the need for reform in this Nation's health care system, it is imperative

that the merits and failings of the present system be fully known.
Unfortunately, a confidentiality provision of the Social Security Act1
section 1106, has placed an obstacle in the path of obtaining needed
information concerning the workings of our medical system. The

secrecy requirements, enacted in the late 1930's to prevent unscrupulous
politicians and tradesmen from obtaining lists of Old-Age Assistance

recipients for the purpose of political propagandizing and high-

pressure selling are now being used beyond their original intent.
Section 1106 forbids disclosure of "any file, record, or other paper
or any information" obtained by the Social 'Security Commissioner
except 'as expressly allowed 'by him. Today, in conjunction with "Reg-
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ulation No. 1", this sweeping confidentiality provision has become
HEW's equivalent of the Pentagon's "classified for national security"
provision.

Instead of protecting the individual Medicare patient or Social

Security recipient from a possible violation of privacy, section 1106
and its regulations have been utilized to deny access to information
concerning the performance of fiscal intermediaries (insurance companies) under Medicare, hospital surveys, nursing home performance,
deficiencies in other types of medical facilities and the administrative
relationships between hospitals, physicians and insurance.
Access has also been denied to Social Security Manuals which govern

many aspects of the operation of Medicare by intermediaries with
respect to claims of Medicare enrollees. Information has also been
impossible to obtain on doctors' customary charges for private office
visits •in various localities.
Apparently Medicare officials think the public should not see the
contents of the reports. It seems more likely to me that if the public

saw these reports, many of which show substandard performance,
they would understand all too well the implications of shoddy performance, substandard medical care and improper cost arrangements.
The taxpayer spends over $6.3 billion a year for the Federal hospital

insurance program yet the facts of its operation and the causes of
ever-increasing hospital costs are buried in secrecy. The result has
been that some insurance companies continue to participate in Medicare

despite poor performance records as fiscal agents. Surveys of hospitals which have lost t'heir accreditation go unnoticed. Unsafe nursing homes and other medical facilities with substandard performance
records remain in operation free from public scrutiny. And hos,pital
and medical costs go up beyond reason because the public and State
officials cannot obtain' adequate information on which to base cost
and quality controls.
While it represents some progress, the Finance Committee substitute provision fails to eliminate Section 1106. The Committee would
not make inspection reports on hospitals and nursing homes available
to the public. Rather it would simply permit the Social Security Administration to produce a digest or condensation of the basic report,
which would not be disclosed. Perhaps 40 of 400 deficiency items in
the nursing home inspection reports would be disclosed or digested
and SSA would pick the items. Survey reports on hospitals made by
the Joint Commission on the Accreditatioi of Hospitals would not be
made publicly available, nor would reports already in existence at the
time of enactment of this legislatidn. In effect, reports made before the
effective date of H.R. 1 would be kept secret.
My amendment, Amendment 825, would clarify the intent of Congress, specifying that the grant of secrecy authority applies only to the
privacy of specific 'beneficiaries and taxpayers. Further, it prohibits

HEW from hiding factual information on institutions, carriers, and

.
States under Medicare and Medicaid.
Amendment 825 has received widespread support, includmg that of
Senator Frank Moss, Chairman of the Aging Committee's Long-Term
Care Subcommittee, the Health Security Action Council, the National
Consumers League, the National Health and Environmental Law Pro-

78—178—72--———81
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gram, diverse local organizations, as well as distinguished writers in

the health care field.

2. PILOT PROJECTS FOR CARE OF THE ELDERLY

The Finance Committee did not accept my proposal to establish
pilot programs designed to generate alternatives to long-term institutionalized nursing home care.
We must begin to look at our entire nursing home system in light
of increasing evidence that the care provided for our elderly citizens
is inadequate, demeaning to human dignity and a waste of tax dollars.
Nursing homes as they are operated today are a self-perpetuating

system that assures that the elderly will have a chroniè need for
chronic health care. Our extended care institutions all too often reduce
our elderly citizens to a state of permanent dependence on the institution, rather than providing varying levels and types of care and serv-

ices that would encourage the elderly to remain a part of their
community.

At least 15 to 20 percent of those elderly citizens presently institutionalized are absolutely misplaced according to the Levinson Geroto-

logical Policy Institute of Brandeis University. In Massachusetts,

for example, where intensive studies of nursing-home disability evalnations have been made, it was found that only 37 percent of the nursing home residents in the State required full-time skilled nursing care.
Fourteen percent needed no institutional care whatsoever for medical
reasons. Another 26 percent required minimal "supervised living",
and 23 percent needed limited or periodic nursing care that might, for
some, be provided on a home visit basis.

Approximately $2 billion is expended annually for nursing home
care, one-fourth to one-half of which is now spent for patients who
do not, medically, need such care. A more flexible use of funds now
narrowly channeled into traditional nursing home settings would encourage the development of more imaginative and innovative forms
of care for the elderly.

My proposal authorizes a series of pilot projects to explore new
methods of providing care for the elderly. The purpose of these demon-

stration programs would be to generate alternatives to long-term, institutionalized nursing home care. Such programs would include:
maintenance and care services provided in noninstitutional, neighborhood settings; increased use of home health and maintenance care;
continuing care at various stages of illness through a coordinated
program utilizing acute care hospital facilities, extended care facilities,
"day" hospital services, and home care; and on ongoing community.
responsibility and involvement in such programs.
These pilot projects would provide field testino of differing solutions in varied demographic and health care delivery areas. Other
issues to be explored in field tests would include the administrative
issues involved in setting up innovative personal care organizations,
definition of the optimal population to be covered, testing of alternate
quality control measures, analysis of manpower alternatives, and measurement of cost levels.

The costs of providing adequate care for the elderly are risin

dramatically. We cannot continue to waste and misallocate the limite
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resources we have to devote to this problem. More effective programs
must be developed. Working with such programs in action is the only
way this can be done.
3. hOME HEALTH SERVICES

The committee did not accept my amendment to make the home
health services program more flexible by eliminating the three-day
hospital stay requirement as a condition for receiving home health
services.

Under existing law a Medicare beneficiary is not entitled to home
health services until he has been hospitalized for a minimum of three
days. Thus, a physician is forced to hospitalize his patient to insure
Medicare coverage even though the optimum health care services might
be provided in the home through a home health agency at a significant
savings.

The HEW Medicare advisory committee, the Health Insurance

Benefits Advisory Committee, has recommended that the hospitalization requirement as an eligibility criterion for home health services be
eliminated. My amendment would implement that recommendation.

Our present Medicare law requires hospitals and extended care
facilities to carry out utilization review activities in the interest of
effective use of scarce resources and improvements in levels of care.
My proposals would extend this requirement to home health agencies
as well.

Home health services also need to be coordinated more effectively.
They are now administered through three major organizational components of the Department of Health, Education, and Welfare—the
Social Security Administration, the Social and Rehabilitation Services and the Health Services and Mental Health Administration. A
home health agency at the local level is frequently confronted with
three conflicting sets of ground rules. To improve coordination, an
advisory committee on home health services should be appointed to

assist the Assistant Secretary for Health and Scientific Affairs in
administering home health services provided under Medicare, Medicaid and the Maternal and Child Health Program.
B. MEDICARE: AMENDMENTS ACCEPTED

The Committee has adopted a number of proposals I introduced
which will improve and expand the Medicare program.
1. INSPECTOR GENERAL

I am pleased that the Committee accepted my proposal to create an
Office of Inspector General for Health Administration.

No independent reviewing mechanism is presently charged with

specific responsibility for ongoing and continuing review of Medicare
and Medicaid in terms of their efficiency and effectiveness. Our hearings on the operations of these programs documented the need for such
review by disclosing inefficiencies, wasteful expenditures and noncompliance with legal requirements.

While the Comptroller General and the Department of Health,
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Education, and Welfare's Audit Agency have done some valuable and

helpful work in reviewing Medicare and Medicaid operations, a pro-

nounced need exists for vigorous day-to-day and month-to-month
monitoring of these programs, which now cost $15 billion annually.

This amendment would establish an Office of Inspector General
for Health Administration within the Department of Health, Education, and Welfare. The Inspector General would be appointed by the
President, would report to the Secretary, and would be responsible
for reviewing and auditing the Social Security health programs on a
continuing and comprehensive basis to determine their efficiency,
economy, and consonance with the law and Congressional intent.
The Inspector General would be provided with authority sufficient
to assure that Medicare and Medicaid function as Congress -intends.
The responsibilities and role envisaged for the Inspector General for
Health Administration are essentially patterned after the successful
approach employed in the Agency for International Development
and the investigative and reporting responsibilities with respect to
Congressional requests required of the U.S. Tariff Commission.
The Inspector General is to make recommendations for correction
of defièiencies or for improving the organization, plans, procedures, or
administration of the health care programs. He is also to provide the
Congressional Committees on Finance and Ways and Means with any
material or information requested.
In carrying out his duties, the Inspector General will have access to
all Federal records, reports and information relating to health care
programs. He will also have authority to suspend any regulation, practice, or procedure employed in the administration of a program if he
determines that the suspension will promote efficiency and economy in
the administration of the program, or that the regulation, practice, or
procedure involved is contrary to or does not carry out the objectives
and purposes of a•plicable 'provisions of law. In order to enable him to

carry out his duties, the Inspector General could devise uniform reporting standards which would allow him to make adequate comparisons of provider and intermediary performance.
I am convinced that this new office will make a major and badly
needed contribution to the efficiency of our massive Federal health
programs.
2. NURSING HOMES

The Senate Finance Committee adopted most of the provisions of
my amendment—No. 958—to improve the conditions in nursing homes.
Specifically the provisions of my amendment which were accepted
were:

(1) The retention of existing requirements that nursing homes
provide social services to patients (H.R. 1, section 265 deleted
such a requirement)
(2) The requirement that at least one full-time registered professional nurse be employed on every nursing home staff (H.R. 1,
section 267, deleted this requirement)
(3) The requirement that State licensure examinations be taken
by nursing home administrators (H.R. 1, section 269, deleted this
requirement)
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(4) The unification of Medicare and Medicaid standards for
nursing homes at the higher of present standards.
The adoption of these standards will enhance the quality of life in
homes for the elderly.
3. hOSPITAL ACCREDITATION UNDER MEDICARE

The Finance Committee also adopted my amendment—No. 973—
which would require the Federal Government to review the process by

which the private Joint Commission on Accreditation of Hospitals
(JCAH) accredits hospitals for participation in the Medicare program. This proposal would also require the Federal Government to
develop new accreditation guidelines where none now exist.

Under the present law, the Secretary of Health, Education, and
Welfare is autliirized to promulgate regulations necessary to insure
the health and safety of persons receiving care in participating hospitals but he may not promulgate standards higher than those estab-

lished by JCAH. In addition, any hospital which has received

accreditation by JCAH is deemed to meet any conditions which the
Secretary might promulgate. These are improper delegations of authority to a private, interested organization.
Amendment 973 specifically would give the Secretary the authority
to promulgate conditions of participation whichare higher than those
established by JCAH if the Secretary determines that JCAH's requirements are inadequate. Secondly, the amendment would authorize the
Secretary to inspect hospitals wihich are JCAH-accredited on a sample
basis and when he has reason to believe they fail to meet JCAH stand-

ards and to make a determination whether such hospitals met the
standards imposed by JCAH.
While this amendment is a first step toward making hospitals more
accountable to the public, more remains to be done. Standards promulgated by the Secretary should be applied uniformly to all hospitals.

Procedures should also be adopted to assure that there is a strong

consumer participation in the aócreditation process. Regulations promulgated by the Secretary should provide that consumers of a hospital's services be permitted to request an adjudicatory proceeding
before a representative of the Secretary at which evidence relative to
the hospital's compliance with JCAH and other applicable standards
would be introduced. At, present the accreditation process is limited to
a JCAH site inspector with input only from hospital administrators
and staff.
4. GAO AMENDMENT

The Finance Committee adopted my amendment—No. 954—which

would provide authorization for the General Accounting Office to
analyze Social Security legislation, review and evaluate ongoing pro-

grams, temporarily assign GAO employees to Congressional Committee to assist them in their work, and periodically audit Federal research,
development and procurement programs. The amendment would also
require GAO to approve any contracts for eiraluation of Social Secu-

rity programs if an expenditure of more than $25,000 for the study

is involved. The Comptroller General's approval would be conditioned

on his determination that:
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(a) The conduct of such study or evaluation of such program
is justified;
(b) The department or agency cannot effectively conduct the
study or evaluation through utilization of regular full-time employees; and
(c) The study or evaluation will not be a duplication of any
study or evaluation which is being conducted, or will be conducted
within the next twelve months, by the GAO.
The purpose of this amendment is two-fold. First, it reduces Conressional reliance on the Executive Branch for informi.tion concerning legislation. Too often statistical data is received from the Execu-

tive Branch which is erroneous, self-serving or untimely. This
provision would give Congress its own source of data.
Second, GAO approval over "evaluation" contracts will save money
by eliminating the often duplicative and useless evaluative studies being carried out of Social Security programs. While evaluations are
necessary to determine the effectiveness of programs, such situations
as 44 evaluation of Head Start do not contribute to the legislative proc.
ess. This amendment will coordinate the evaluation process.
5. LIMITATION5 ON COSTS TO BENIFICIARIES

The Finance Committee also adopted a series of amendments to the

Medicare program I proposed to limit the cost burden on the aged
beneficiaries of this program.

As the Medicare program has grown to accommodate the health

needs of the aged, costs have increased far beyond projected estimates.
This is not the fault of the senior citizen. Nonetheless we are now cutting back on costs by putting the financial burden back on the individual patient—the one least able to bear the burden. My amendment
would halt proposed increases in deductibles under Medicare.
Under Medicare, a beneficiary is presently required to pay the initial
$50 of covered expenses during a year plus at least 20% of the balance.
H.R. 1 would increase that deductible to $60. My proposal, accepted by
the Committee, would restore the $50 deductible level.
A.nother rising deductible is that for hospitals. The Social Security
Act requires the Secretary of HEW to determine and promulgate between July 1 and October 1 the inpatient hospital deductible applicable
to any spell of illness.
In October of 1971, the Secretary raised the deductible from $60 to
$80, an action expected to adversely affect about four million people
for whom the average stay in a hospital is 12.2 days, and costs about
$800. My amendment freezes the inpatient hospital deductible at $60
and freezes the $15 copayment for the 61st through 90th days of hospitalization at the $15 level. The freeze on deductibles and copayments
which. I am proposing would apply to treatment in an extended care
facility as well.
6. DICAR FOR THE DISABLED

The disabled, as a group, are similar to the elderly in those charac-

teristics.—low incomes and high medical expenses—which led Congress

to provide health insurance for older people. They use about seven

times as much hospital care, and about three times as much physicians'
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services as do the nondisabled population. In addition, the disabled are
often unable to obtain private health insurance.
Effective July 1, 1973, a Social Security disability beneficiary would
be covered under Medicare after he had been entitled to disability benefits for not less than '24 consecutive months. Those covered would include disabled workers at any age; disabled widows and disabled dependent widowers between the ages of 50 and 65; beneficiaries age 18
or older who receive benefits because of disability prior to reaching age
22; and disabled qualified railroad retirement annuitants. An estimated
1.5 million disabled beneficiaries would be eligible initially. Estimated
first full-year cost is $1.5 billion for hospital insurance and $350 million for supplementary medical coverage.
C. MEDICAID

The purpose of the Medicaid program is to l)rovide medical assistance to persons whose income and resources are insufficient to meet the

costs of necessary medical care and to move toward the provision of
comprehensive medical services to program eligibles by 1977. The Com-

mittee bill includes several provisions which dilute rather than
strengthen the impact of the original law and which I will oppose
on the floor.

The Committee has included two provisions (Sections 230 and 231)
which would seriously impede the program's ability to provide needed
medical assistance to the eligible poor:
Seeton 230: Title XIX (Section 1903(e)) requires that each State
demonstrate that it is making efforts in the direction of broadening the
scope of services in its medicaid program and liberalizing eligibility
requirements with a view toward furnishing comprehensive care and
services to all eligible individuals by July 1, 1977. The Committee proposes that we renege on our commitment to the Nation's poor by eliminating the requirement tha.t States move toward more comprehensive
Medicaid programs. Those States whose services are inadequate or who
do not cover the medically needy will have no incentive to broaden the
scope of their services.
Sei'tic-rn. 231: Title XIX (Section 1902(d)) permits States to reduce

the amount, duration, and scope of Medicaid services, but prohibits
them from reducing their aggregate fiscal expenditures from one year
to the next. The Committee, proposes to repeal this minimal requireinent.. Passage of the Committee provision would encourage States to
make drastic cutbacks in the scope of services offered thereb depriving
the poor of needed medical care.

The Committee has substantially improved on the efforts of the
House to eliminate the Medicaid "notch". Under the Committee bill,
working families will have a chance to enroll in Medicaid and will be
eligible for benefits for one year after receiving earnings. Families who
wish to continue eligibility after this period will be required to pay a
premium equal to 20 percent of income in excess of $2,400 annually.
This premium assessment proposed in Section 209 of the Committee
bill is excessive and should be substantially reduced.
The Committee has also included several amendments which are directed toward improving the standards for skilled nursing homes and
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conforming standards for extended care facilities under Title XVIII
and skilled nursing homes under Title XIX. The Committee, however,
includes two provisions which would result in the weakening of stand-

ards:

Section —: The Committee has added a provision which would
authorize the Secretary to make a determination, based primarily on
State agency evaluation, on whether a facility qualifies to participate
as a "skilled nursing facility". Under current Medicare policy homes
are permitted to remain in substantial compliance indefinitely while
under the Medicaid law homes nOt meeting the standards are granted
only two six-month provider agreements. Certification under the
Committee provision should in no case result in the weakening of

requirements.
The Committee has also included two provisions which discourage
the provision of needed preventive care:
Section O8: The Committee would require States to impose monthly

premium charges on their medically indigent and would permit the
imposition of copayments and deductibles on "patient initiated" elective services for the same population group. Implementation of this

provision could result in an adminstrative nightmare. More im-

portantly, however, to the extent that the medically indigent are discouraged from receiving necessary preventive care, they will defer
entrance into the system until their illness becomes more severe and its
cure far more costly.
Section 2O7: The Committee would remove the positive incentive

contained in the I-louse bill (Section 207(a) (1)) for the States to
utilize health maintenance organizations. Such organizations have

proven that they can deliver services more efficiently and economically
by emphasizing preventive care. Their use should therefore be given
further encouragement.
The Committee has indicated its desire to improve the operating efficency and effectiveness of the Medicaid program. However, it has in-

cluded a provision which would counter such improvement:
Section p35: The Committee deleted the provision contained in the
House bill which would provide 90 percent Federal matching for
the design, development and installation of claims processing and information retrieval systems and 75 percent Federal matching for the
operations of such systems. States who do not have effective claims
administration or properly designed information storage and retrieval
systems do not have the financial and technical resources to develop
them. Deletion of the increased matching provision will mitigate
against the possibility of States correcting their deficiencies.

XVII. ADDITIONAL VIEWS OF MR. BYRD, JR., OF VA.
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XVII. ADDITIONAL VIEWS OF MR. BYRD, JR.,
OF VIRGINIA
The Committee bill represents three years of work. It is a complete
rewrite of the welfare portions of H.R. 1, which twice has passed the
House of Representatives.
H.R. 1 was described best by its chief advocate, HEW Secretary
Elliott Richardson, when in his formal testimony to the Senate Cornmit.tee on Finance he termed it "revolutionary and expensive."
I could not support H.R. 1 as passed by the House of Representatives and as endorsed by the Nixon Administration because:
(1) it writes into law the principle of a guaranteed annual
income;
(2.) it is lacking in work incentives;

(3) it would double the number of people on welfare;
(4) it would require 80,000 additional Federal employees to administer; and
(5) it would add $5 billion to the cost of welfare.
The Committee proposal is a substantial improvement over H.R. 1.
It would guarantee jobs rather than income. Its concept is workfare
rather than welfare. Its purpose is to get people off of welfare and
into jobs.
I approve the concept of the Committee proposal. The Committee, in

my judgment, has rendered the American people a great service by
refusing to approve H.R. 1. Much of the credit for this must go to the
Committee Chairman, Senator Long, who has insisted from the beginning that an appropriate workfare bill could be developed.
My chief reservation concerns the cost. It is not more expensive than
H.R. 1 and may be less costly. But with the Federal Government running a three year Federal funds deficit of approximately $100 billion
I want to reserve judgment as to how I shall vote on this measure
when it comes before the Senate. It will depend somewhat on how it
might be amended on the floor of the Senate.
I have voted to report the Committee bill to the Senate, but I reserve
judgment on how I shall vote on final passage.
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