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90TH CoNGRESS SENATE REPORT
18t Session No. 744

SOCIAL SECURITY AMENDMENTS OF 1967

NovemsER 14, 1967.—Ordered to be printed

Mr. Lone of Louisiana, from the Committee on Finance,
submitted the following

REPORT
TOGETHER WITH MINORITY VIEWS

[To accompany H.R. 12080]

The Committee on Finance, to which was referred the bill (H.R.
12080) to provide an increase in benefits under the old-age, survivors,
and disability insurance system, to provide benefits for additional
categories of individuals, to improve the public assistance program and
programs relating to the welfare and health of children, and for other
purposes, having considered the same, reports favorably thereon with
amendments and recommends that the bill do pass.
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I. BRIEF SUMMARY OF THE BILL

The proposals embodied in H.R. 12080 asreported by the committee
would make major improvements in the provisions of the Social
Security Act relating to the old-age, survivois, and disability in-
surance programn, the hospital and medical insurance programs, the
medical assistance program, the aid to families with dependent chil-
dren, and other public assistance programs and the child welfare and
child health programs.

Old-Age, Survivors, and Disability Insurance

The bill would increase social security benefits of the 23.8 million
elderly and disabled people, widows and orphans receiving bene-
fits and would improve the protection of the old-age, survivors,
and disability insurance provisions of the social security program, by
providing—

(1) An across-the-board benefit increase of 15 percent for
people on the rolls, with a minimum monthly primary insurance
amount of $70;

(2) An increase in the earnings base from $6,600 to $8,000 in
1968, $8,800 in 1969, and $10,800 in 1972.

(3) An increase from $35 to $50 in the special payments now
{)rovided for certain people age 72 and older who have not worked

ong enough to qualify for regular cash benefits;

(4) An increase from $1,500 a year to $1,680 in 1968, and to
$2,000 in 1969 and thereafter, in the amount that an individual
may earn in a year and still get full benefits;

(5) Actuarially reduced benefits at age 60 for both men and
women;

(6) Liberalized insured-status requirements and a liberalized
gle_ﬁréition of disability for disability insurance benefits for the

ind;

(7) New guidelines for determining when a disabled worker
cannot engage in substantial gainful activity;

(8) An alternative insured-status requirement for workers dis-
abled before age 31;

(9) Monthly cash benefits for disabled widows and disabled
dependent widowers;

(10) A new definition of dependency for children of women
workers;

(11) Additional wage credits for military service; and

(12) Other improvements in the social security cash benefits
program.

Health Insurance

The bill would improve the health insurance benefits now provided
to the aged under the medicare legislation of 1965, would extend the

2



SOCIAL SECURITY AMENDMENTS 3

protection of health insurance, and would simplify administration,
by providing—

(1) Coverage of additional days of hospital care;

(2) For coordination of hospital insurance reimbursement with
planning by States under the Partnership for Health Act;

(3) Authority for experiments to achieve greater economy with-
out reduction in quality of care, through various alternatives for
reimbursement of hospitals, physicians, and other providers of
health services;

(4) Retroactive payment to patients of a percentage of the
charges for services rendered by nonparticipating hospitals with
respect to admissions occurring before 1968;

(5) Payment to patients of a percentage of the charges for
emergency hospital services, and redefinition of hospitals eligible
to provide covered emergency services;

(6) For the inclusion under the medical insurance plan of
certain services of podiatrists, chiropractors, and optometrists;

(7) Elimination of the requirement that a physician certify
to the medical necessity of admissions to generaf hospitals and of
outpatient hospital services;

(8) A procedure for paying the patient supplementary medical
insurance benefits on the basis of an itemized, non-receipted bill;

(9) Extension of medical insurance coverage through elimina-
tion of the deductible and coinsurance provisions applicable to
inpatients for pathology and radiology services, and simplifica-
tion of hospital billing by transferring coverage of outpatient
hospital diagnostic services to the supplementary medical insur-
ance program and by permitting hospitals to collect charges from
outpatients for relatively inexpensive services;

(10) Modification of the medical insurance enrollment periods;

(11) For a study by the Secretary of Health, Education, and
Welfare of certain legislative proposals which would (1) cover
prescription drugs under medicare, and (2) establish, through a
formulary committee, quality and cost control standards for
drugs provided under the various Federal-State assistance pro-
grams and the hospital insurance part of medicare; and

(12) Other miscellaneous improvements.

Financing the Social Insurance Program

The cost of the changes would be met through the existing financing
and through an increase in the earnings base from $6,600 to $8,000 in
1968, $8,800 in 1969, and $10,800 in 1972 and through an increase in
the tax rates. In the future there would be increases in the tax rates.
As a result, the system would be in close actuarial balance.

Aid to Families With Dependent Children

The bill would make the following reforms in the aid to families
with dependent children programs:

(1) For-the purpose of providing greater incentives for appro-

priate members of families drawing aid to families with dependent
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children (AFDC) payments to obtain employment so that they
need no longer be dependent on the welfare rolls the bill would—

(a) exempt a portion of earned income for members of the
family who can work;

(b) establish a new work incentive and training program
for individuals to be administered by the Department of
Labor upon referral by the State welfare agency;

(¢) require State welfare agencies to assure adequate child
care arrangements for the children of working mothers;

(d) require the State welfare agencies to establish a social
service plan for each AFDC family; and

(e) modify the optional unemployed fathers program to
provide for a uniform definition of unemployment throughout
the United States.

In order to enable the States to implement these requirements, the
Federal Government would supply Federal matching for services (in-
cluding child welfare and day care) which the States would be required
to furnish. Federal matching would also be provided for training,
supervision, materials, and other items and services needed in the
work incentive program.

(2) To aid in the reduction of births out of wedlock, and to
prevent the neglect, abuse, and exploitation of children, the bill
would require the States—

(¢) To provide family planning services which would be
offered on a voluntary basis in all appropriate cases;

(b) To institute protective payments to an interested person to
assure that the child rather than an incompetent or irresponsible
parent or relative receives the benefit of assistance, or to provide
direct vendor payments, where it is determined the cash payments
to the parent or relative would be detrimental to the welfare of
the child;

(¢) To bring unsuitable home conditions of children to the
attention of the courts or law-enforcement agencies; to develop a
program through a single organizational unit to establish pater-
nity of needy children (in order to get support payments from
the fathers) ; to utilize reciprocal support arrangements with other
States to enforce court support orders for deserted children; and
to enter into cooperative arrangements with the court to carry
out these arrangements. Also, to assist in the runaway fathers
problem, the services and powers of the Federal tax collector
would be used to locate fathers and to require them to make
payments to their abandoned children in compliance with support
orders of local courts or incur a liability to the U.S. Government.

The bill provides more favorable Federal matching and broadens
eligibility for foster care for children removed from an unsuitable
home by court order. Moreover, certain requirements that have re-
stricted the use of protective payments would be removed and vendor
payments would be authorized for the first time in the cash program.
Finally, a new program optional with the States would authorize
dollar-for-dollar Federal matching to provide temporary assistance to
meet the great variety of situations faced by needy children in families
with emergencies.
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Public Assistance

To expand and improve the operation of the public assistance
programs, the bill would—

(1) Require the States to guarantee that old-age, blind, and
disabled recipients will receive, on an average, an additional
$7.50 a month in total income (either assistance or social security
payments); :

(2) Require the States by July 1, 1969, to provide a more liberal
earnings exemption under public assistance programs;

(3) Extend and expand the public assistance demonstration
grant program;

(4) Initiate a program of grants to educational institutions to
expand undergraduate and graduate social work training; and

(5) Provide Federal matching for essential home repairs of a
limited nature for homes owned by public assistance recipients.

Child Welfare Services

To expand and improve the operation of the child welfare programs,
the bill would—
(1) Increase the authorization for child welfare services to
provide more foster care and day care services; and
(2) Combine child welfare services administratively within
State agencies so as to coordinate welfare services under the
AFDC program.

Medical Assistance (Medicaid)

To modify the program of medical assistance by establishing certain
limits on Federal participation in the program and to add flexibility
in administration, the bilII) would—

(1) (a) Impose an outside limitation on the individuals for
whom medical expenses would be subject to Federal matching at
an income level related to 150 percent of the old-age assistance
standard and (b) substantially reduce the Federal matching share
for assistance provided the medically indigent;

(2) Allow States, as to the medically indigent, (a) a broader
choice of required health services under the program; (b) the
option of imposing deductibles or cost-sharing requirements as
to inpatient hospital care;

(3) Exempt from the requirement of “comparability” for all
recipients the benefits “bought-in”’ for the aged under the medi-
care supplementary medical insurance program;

(4) Allfow recipients free choice of qualified providers of health
services;

(5) Allow, at the option of the States, direct payments to
recipients to meet the cost of physicians’ and dentists’ services;

(6) Extend assistance to certain spouses of assistance recipients
who are essential to their welfare;

(7) Require the States, as a condition of participation in the
program, to have a professional medical audit program and to
license only nursing homes which meet certain conditions; and

(8) Establish an Advisory Council on Medical Assistance to
advise on administration of the program.
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Child Health

To improve programs relating to the health of mothers and children,
the bill would—

(1) Consolidate earmarked authorizations, now in separate sec-
tions of the law, into three broad categories under one authoriza-
tion: formula grants to States, project grants, and grants for re-
search and training, with project authority to be assumed by the
States in their formula grants and eliminated as a separate cate-
gory in fiscal year 1973;

(2) Increase total authorizations by steps, with such increases
directed particularly to expanded screening and treatment of
children with disabling conditions, family planning, and dental
health of children and earmark a portion of funds, ultimately
20 percent of all child health funds, for family planning purposes;

(3) Amend the research and training authority to emphasize
improved methods of delivering health care through the use of
new types of personnel with varying levels of training in order
to give added emphasis to the training of medical assistants and
health aides and the strengthening of training at the under-
graduate level; and

(4) Provide for administration of the crippled children’s
program by the Children’s Bureau.

Employment and Income Tax

The bill also added a few amendments which are related to the
social security program, but in provisions dealing with employment
taxesdand income taxes. The more important of these amendments
would—

(1) Permit a taxpayer or his spouse if either is over age 65
(and certain dependents over 65) to claim a medical expense
deduction in computing their Federal income tax without regard
to the 3-percent limitation (and 1-percent limitation on drug
expenses), but this is only available, if the individual involved has
permanently waived all rights to medicare benefits;

(2) Grant income tax exemption for joint hospital service
facilities operated on a cooperative basis and extend deductible
status for charitable contributions to these joint entities;

(3) Extend the time for filing for exemption from self-employ-
ment tax by the Amish; and

(4) Provide employee status for certain fishermen and truck
loaders and unloaders and thereby assure social security coverage
and income tax withholding for these individuals.



II. SUMMARY OF PRINCIPAL PROVISIONS
OF THE BILL

A. Old-Age, Survivors, and Disability Insurance

1. PROVISIONS OF THE HOUSE BILL CHANGED, AND NEW PROVISIONS
ADDED, BY THE COMMITTEE

There are several provisions in the Committee’s bill that affect the
amount of benefits to be paid out. Overall, the increase in benefit
payments for the first full year of operation, as compared with what
payments would be under present law, would be 25 percent. This
figure includes increases arising from the benefit formula change, a
change in the retirement test, the addition of benefits for disabled
widows, the payment of benefits on an actuarially reduced basis at
age 60 and certain other, less important changes.

Increase in Social Security Benefits

By far the most important change proposed by the Committee is an
across-the-board increase in benefit payments with a guaranteed
increase in monthly cash benefits of 15 percent for all beneficiaries
on the social security rolls and with a minimum primary insurance
amount of $70.

The increased benefits would be first payable for March 1968. It is
estimated that 23.8 million people would be paid increased benefits
beginning early in April. As a result of the benefit increase, $4.3
billion in additional beneﬁts would be paid out in the first 12 months.

The benefit increases proposed by the committee are the same as
those recommended by tIt)xe Administration and exceed those adopted
by the House. The House bill would have provided for an increase in
cash benefits of 12% percent, with a minimum primary insurance
amount of $50 per month. Under the provisions adopted by the com-
mittee, the average monthly benefit paid to retired workers and their
wives now on the rolls would increase from $145 to $171 (8164 under
the House bill). Monthly benefits would range from a new minimum of
$70 to $163.30, for retired workers now on the social security rolls who
began to draw benefits at age 65 or later, compared with $50 to $159.80
under the House bill. Under existing law, the benefit range for such
retired people now receiving old-age benefits is $44 to $142 a month.

The amount of earnings which would be subject to tax and could be
used in the computation of benefits would be increased from $6,600 to
$8,000 in 1968, to $8,800 in 1969, and to $10,800 in 1972. The 'House
bill provided for one increase in the base—to $7,600 a year, effective
January 1, 1968.

The 1ncrease in the amount of earnings that can be used in the benefit
computation would result in a maximum benefit of $288 (based on
average monthly earnings of $900—$10,800 a year) in the future; the
maximum benefit under the House bill would be $212 (based on
average.monthly earnings of $633—$7,600 a year). Under present law,

7
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the maximum benefit is $168 (based on maximum average monthly
earnings of $550—$6,600 a year). Under the committee bill, the
maximum benefits payable to a family on a single earnings record
would be $540 ($423.60 under the House bill) rather than $368 as
under present law.

These higher maximum retirement benefits just outlined will be
payable to workers who are now young and who consequently will be
paying contributions on these higher amounts of earnings over a
considerable period of time before they retire. But because of the
higher earnings base, benefit amounts would be increased significantly
over those that would be payable under present law and under the
House bill for workers who are much older now and who consequently
pay on these higher amounts for a much shorter period. A man age
50 in 1968, for example, who earns $8,800 a year until he is 65 will
get a benefit of $204 at age 65—31.6 percent higher than he could
get under present law, and 9.9 percent higher than he would get
under the House bill. If he earns $10,800 a year or more, his benefit
will be $223—43.9 percent higher than he would get under present
law, and 20.1 percent higher than under the House bill.

The special payments made to individuals aged 72 and over would
be increased by the committee bill from $35 to $50 a month for a
single person and from $52.50 to $75 a month for a couple. Under the
House bill these payments would be increased to $40 and $60,
respectively.

Reduced Benefits at Age 60

Under present law, full-rate widow’s, widower’s, and parent’s insur-
ance benefits are payable at age 62; and reduced old-age, wife’s and
dependent husband’s benefits are payable at age 62; only widow’s
insurance benefits are payable as early as*age 60 at a reduced rate.

Under the committee bill, the age of eligibility would be lowered to
60 for all categories of aged beneficiaries, with the benefits payable be-
fore age 62 reduced according to the principle which is applied under
present law. The reduction rate in present iaw for a wife’s (or a hus-
band’s) benefit is twenty-five thirty-sixths of 1 percent, and for an old-
age or widow’s benefit it is five-ninths of 1 percent, for each month that
the beneficiary is under age 65 (age 62 for a widow) when he begins to
get benefits. Thus, a worker coming on the rolls at age 60 would receive
two-thirds of his full benefit.

H.R. 12080, as passed by the House of Representatives, contained
no comparable provision.

Monthly benefits would be payable under this provision beginning
with the month of December 1968. An estimated 775,000 additional
people are expected to claim benefits for December, and benefits
amounting to $555 million would be paid during the first 12 months
of operation. Because the benefit amount payable at age 60 would be
reduced to take account of the longer period over which benefits
would be paid, payment of these benefits would not result in any
increase in the long-range cost of the program.

Retiremen! Test

The committee modified the provision of the House bill which would
have increased from $1,500 a year to $1,680 the amount a person may
earn without having some social security benefits withheld. The
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committee bill, like the House bill, provides an increase from $1,500
to $1,680 in the amount a person may earn in a year without having
any social security benefits withheld for taxable years ending in 1968.
The committee bill modifies the House bill by providing for an addi-
tional increase in this amount to $2,000 for taxable years ending in
1969 and later. The amounts to which the $1-for-$2 reduction would
apply would range from $1,680 to $2,880 (as in the House bill) for
taxable years ending in 1968. For taxable years ending in 1969 and
later the $1-for-$2 reduction would apply from $2,000 to $3,200. The
amount a person may earn in a month and still get full benefits for
that month (regardless of how much he earns in a year) would be
increased to $140 (as in the House bill) for taxable years ending in
1968 and would increase to $166% (one-twelfth of $2,000) for taxable
years ending in 1969 and later. About $175 million would be paid out
in additional benefits with respect to calendar year 1968 to 760,000
people in calendar year 1968, and about $500 million would be paid
out in additional benefits with respect to calendar year 1969 to 840,000
people in calendar year 1969. '

Disabled Widows and Widowers

The committee bill would provide full-rate benefits for many to-
tally disabled widows and widowers—the benefits equaling 8214
percent of the deceased spouse’s primary insurance amount. Under
the House bill, reduced benefits—ranging from 50 percent to 8214
percent of the spouse’s primary insurance amount—would have been
provided for disabled widows and widowers age 50 and over. The
committee’s bill would not only increase the benefit amounts provided
by the House but would also eliminate the requirement that the
disabled widow or widower be at least age 50. As in the House bill,
benefits would be payable only to au widow or widower who became
totally disabled not later than 7 years after the spouse’s death, or in
the case of a widowed mother, before her mother’s benefits end or
within 7 years thereafter. About 70,000 disabled widows and widowers
would be eligible for benefits and about $71 million in benefits would
be paid during the first 12 months of operation.

Benefits for the Blind

The committee added to the House bill a provision which would
make blind people with at least six quarters of social security coverage
eligible for disability insurance benefits without regard to their ability
to work. In order to qualify for benefits a person would have to have
vision of 20/200 or less, rather than 5/200 as in present law.

Child’s Benefits for those Disabled Before Age 22

The committee added to the House bill a provision which would
provide child’s insurance benefits for an otherwise qualified disabled
child if his disability began after age 18 and before age 22. Under
present law, a person must have become disabled before age 18 to
qualify for childhood disability benefits.
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Extension of Retroactivity of Disability Applications

The committee added a provision to the House bill to allow a longer
period of time after termination of disability for the filing of a dis-
ability freeze application by an individual whose mental or physical
condition interfered with his filing a timely application. This would
enable workers who are totally disabled over an extended period but
fail to file timely applications to nevertheless have the period of
disability frozen, and thus not counted against them in subsequent
determinations as to whether they are insured for social security
benefits or the amount of such benefits.

Family Employment

The committee added a provision to the House bill to extend social
security coverage to domestic employment performed in an employer-
employee relationship by a parent for his son or daughter where
there 1s a need for the parent to perform the work. The employment
would be covered if the son or daughter is (a) a widow or widower
with a child under age 18 or a disabled child or (§) a person with such
a child who either is divorced or has a disabled spouse.

Policemen and Firemen

The committee added a provision to the House bill to permit
Nebraska and Puerto Rico, if they desire, to provide social security
coverage for policemen and firemen who are now covered only under
a State or local retirement system. Present Federal law prohibits
social security coverage for policemen and firemen who are under
retirement systems but excepts 19 specified States from this prohibi-
tion; the addition of Puerto Rico and Nebraska would raise the number
of excepted jurisdictions to 21.

In addition, as part of any coverage extension, the State of Nebraska
would be permitted to validate the coverage of firemen, in the group
being covered, for whom social security contributions have been

erroneously paid.
Coverage of Firemen

The committee added to the Heuse bill a provision under which
social security coverage could be extended under specified conditions
to firemen under a State or local retirement system in States not
permitted, under the present provisions of the Social Security Act,
to cover policemen and firemen. Such coverage could be extended only
by means of the referendum provisions in present law, and only if the
Governor of the State certifies that the overall benefit protection of
the group of firemen which would be brought under the social security
program would be improved by reason of the extension of social
security coverage to the group.

Employees of the Massachusetts Turnpike Authority

The committee added to the House bill a provision to permit the
State of Massachusetts to remove from social security coverage
employees of the Massachusetts Turnpike Authority.
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State and Local Employees Reéeiving Fees

The committee added a provision to the House bill to modify the
social security coverage provisions applying to State and local govern-
ment employees who are compensated solely on a fee basis (such as
constables and justices of the peace). Under present law, fee-basis
employees, like other State and local government employees, may be
covered only under a State coverage agreement. Under the provision
approved by the committee, in the case of employees who are com-
pensated solely on a fee basis, fees received after 1967 which are not
covered under a State agreement would be compulsorily covered under
the self-employment provisions of law, except that people in fee-basis
positions in 1968 could elect not to have their fees covered under
the self-employment provisions. Under the committee bill, a State
could, as under present law, modify its coverage agreement to provide
coverage for fee-basis employees as employees. However, unlike
present law, the committee bill would permit States to remove from
coverage under its agreement persons who are compensated solely
on a fee basis..

State and Local Divided Retirement Systems

The committee added a provision to the House bill to grant an
additional opportunity, through 1969, for election of social security
coverage by employees of States and localities who did not elect cover-
age when they previously had the opportunity to do so under the
provision of present law permitting specified States to cover only
those current members of a retirement system who desire coverage.

Coverage of Erroneously Reported Wages for Former State or Local
Government Employees

The committee added a provision to the House bill to permit a
State, when it provides retroactive coverage for a coverage group
under a modification of the State’s agreement, to provide the retro-
active coverage for former employees of the coverage group whose
earnings had been erroneously reported, if no refund has been made
of the taxes paid on the erroneously reported earnings.

Exclusion of Prisoners From Coverage Under Certain Programs

The committee added to the House bill a provision to provide that
any employment by an inmate of a prison would not be creditable for
purposes of establishing entitlement to unemployment insurance
compensation, or for purposes of the Federal civil service retirement
system and certain other Federal programs. The bill would also
broaden the present exclusion from social security coverage of most
Federal employment to exclude all employment performed by a prison
inmate for a Federal agency.

Coverage of Ministers

The committee bill would modify the House-passed bill by deleting
the provision providing coverage for members of religious orders who
have taken a vow of poverty (thus retaining present law for this
group). It would also permit a clergyman to elect not to be covered
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if he opposes such coverage on grounds of religious principle or
conscience.

Benefits Paid on Basis of Erroneous Reports of Death in Military Service

The committee added a provision to the House bill which would make
benefits paid on the basis of official reports of death issued by the
Department of Defense lawful payments even though it is later
determined that the person who was reported dead is still alive.

Special Saving Provision in the Case of Certain Children

The House bill provided that benefits payable to certain children
who became entitled to benefits under the 1965 amendments could
not exceed the difference between the total amounts payable to other
persons on the same earnings record and the family maximum amount.
As a substitute, the committee bill would provide that the benefits
payable to a person on the effective date of the 1965 amendments,
which were reduced because a child became entitled to benefits under
the 1965 amendments, will not be reduced in the future. For people
who became entitled after the effective date of the 1965 amendments
or become entitled in the future, the provisions of present law would
apply.

Recovery of Overpayments

The committee bill added a provision which would authorize the
Secretary of Health, Education, and Welfare to recover overpaid
benefits where the overpaid beneficiary is alive by withholding the
benefits payable to him, or to any other person entitled to benefits on
the same earnings record. (Under present law, overpayments may be
recovered from the overpaid person while he is getting benefits; re-
covery may not be made from any other person getting benefits on the
same account. There is no specific provision for recovering an overpay-
ment while the beneficiary 1s alive if he is not getting benefits.)

Underpayments

The committee modified the House-passed provision relating to
benefits due after a person has died. The committee’s bill would pro-
vide that amounts due under supplementary medical insurance
(part B of medicare) after the beneficiary’s death be paid first to the
person who paid for the services or the person who provided the
services. (If the person who paid for the services is the decedent, the
payment would be made to the legal representative of his estate, if
there is one.) Then it would provide the following uniform order of
payment for both cash benefits and part B benefits:

1. Spouse living with the deceased individual at time of his
death or the spouse not living with him but entitled to benefits
on the same earnings record.

2. Child entitled to benefits on the same earnings record.

3. Parent entitled to benefits on the same earnings record.

4. Spouse who was neither entitled to benefits on the same
earnings record nor living with the deceased individual.

5. Child pot entitled to benefits on the same earnings record.

6. Parent not entitled to benefits on the same earnirgs record.



SOCIAL SECURITY AMENDMENTS 13

7. Legal representative of the deceased individual’s estate, if
any.

8. Personrelated to the deceased individual by blood, marriage,
or adoption and determined by the Secretary to be the proper
person to receive the payment due.

Marriage of Child in School

Under present law a child’s benefits generally stop when the child
marries. The committee bill adds a provision to the II)-Iouse bill which
would provide that a child’s benefits would not stop when the child
married if the child was under age 22 and a full-time student and, in
the case of a girl, if her husband was also a full-time student.

U.S. Treaty Obligations—5-Year Residence Requirement

The bill adds a provision to the House bill which would provide
that the present 5-year residence requirements that uninsured people
must meet in order to qualify for hospital insurance, or for special
age-72 payments, or for benefits under the supplementary medical
insurance program would not apply when they would be contrary to
present, treaty obligations of the United States.

Payments to Aliens Qutside the United States

The committee bill modifies the effective date of the provisions in
the House bill which would (a) restrict benefit payments to an alien
while outside the United States, and (b) prohibit payment of more
than 12 months of accumulated benefits, and all future benefits, to an
alien who is living in a Communist-controlled country, Under the
committee’s change the effect of these House provisions would be
delayed until after December 31, 1968.

Separate Authorization for Social Security Research Programs

The committee added to the House bill a provision under which
there would be specific authorizations for cooperative research and
demonstration grant programs for both the Social Security Adminis-
tration and the Social and Rehabilitation Service. (As under present
law, there would be a single authorization and the amendment would
not increase the funds available for these research programs.)

Expedited Benefit Payments

The committee added to the House bill a provision which would
provide for expedited payment of benefits on the basis of a written
request. The provision would not apply to disability benefits or
negotiated checks. Also, the provision would not limit the Secretary’s
authority to make earlier payments in appropriate cases.

Advisory Councils on Social Security

The committee’s bill would modify the House-passed provision
relating to the tinie when the Advisory Councils would be appointed
and issue reports, by providing that an Advisory Council be appointed
at any time after January 31 (rather than in February as in the House
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bill) in 1969 and every 4 years thereafter. As in present law, each
Council would report to the Secretary not later than the first day of
the second year following the year in which it is appointed, and the

report would include any interim reports the Council may have issued.

2. PROVISIONS OF THE HOUSE BILL WHICH WERE NOT CHANGED BY
THE COMMITTEE

The Dependency of a Child on His Mother

The bill would provide that a child be deemed dependent on his
mother under the conditions of present law which provide for deeming
a child dependent on his father. As a result, a child could become
entitled to benefits if at the time his mother dies, or retires, or becomes
disabled, she is either fully or currently insured. Under present law,
currently insured status (coverage in six out of the last 13 quarters
ending with death, retirement or disability) is required unless the
mother was actually supporting the child. .

Eligibility of Adopted Child for Monthly Benefits

The bill would permit a child adopted by a surviving spouse to
get benefits even though the adoption is not completed within 2
years after the worker’s death if adoption proceedings had begun
before the worker died.

Additional Wage Credits for Servicemen

The bill would provide that, for social security benefit purposes,
the pay of a person in the uniformed services would be deemed to
be $100 a month more than his basic pay. The additional cost of
paying the benefits resulting from this provision would be paid out
of general revenues.

Definition of “Widow,” “Widower,”” and *Stepchild”

The bill would provide that a widow, widower, or stepchild would
be considered as such for social security purposes if the marriage
existed for 9 months, or, in case of death in line of duty in the uni-
formed services and in case of accidental death, if the marriage
existed for 3 months (unless it is determined that the deceased indi-
vidual could not have reasonably been expected to live for 9 months
at the time the marriage occured). Under present law a marriage must
have existed for 12 months.

Disability Benefits Affected by the Receipt of Workmen’s Compensation

The bill would modify one of the provisions in present law for
determining the amount of combined social security and workmen’s
comgensation benefits that can be paid when a disabled worker is
eligible under both programs. In these cases, the computation of
average earnings could include earnings in excess of the annual amount
taxable under social security.



SOCIAL SECURITY AMENDMENTS 15

Definition of “Disability’’

The bill would provide a more detailed definition of ‘“disability.”
New guidelines would be provided in the law under which a person
could be determined to be disabled only if he is unable to engage in
any kind of substantial gainful work which exists in the national
economy even though such work does not exist in the general area
in which he lives.

Insured Status for Workers Disabled While Young

The bill would allow a worker who becomes disabled before the
age of 31 to qualify for disability insurance benefits if he worked in
one-half of the quarters between the time he is 21 and the time he
is disabled, with a minimum of six quarters of coverage. This require-
ment would be an alternative to the present requirement that the
worker must have had a total of 5 years out of the last 10 years in
covered employment. .

Limitation on Wife’s Benefit

The bill contains a provision which establishes a maximum limit
of $105 a month for wife’s benefits. The effect of this provision will
not be felt for many years.

Requirements for Husband’s and Widower’s Insurance Benefits

The bill would repeal the requirement in present law that a depend-
ent husband or widower may become entitled to social security benefits
on his wife’s earnings only if his wife is currently insured at the time
she died, became disabled, or retired.

Retirement Income of Retired Partners

The committee bill provides that certain partnership income of
retired partners would be neither taxed nor credited for social security
purposes.

Coverage of State and Local Employees Ineligible for Membership in a
State Retirement System

The bill would {acilitate social security coverage for workers in
positions under a State or local government retirement system who
are not eligible to join the system. Under present law, these workers
cannot be covered under social security in connection with the proce-
dure for extending coverage to members of a retirement system by
means of the provision permitting specified States to cover only
those current members of a retirement system who desire coverage.
The provision in the bill would permit these ineligible workers to be
covered under this procedure.

Exclusion of Emergency Services by State and Local Employees

The bill would exclude mandatorily from social security coverage
services performed for a State or local government by workers hired
on a temporary basis in emergencies such as fire, storm, flood, or
earthquake.
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Simplification of Benefit Computation

Where wages earned before 1951 are used in the benefit computa-
tion, the committee bill would allow certain assumptions to be made
so that the benefit could be computed by electronic data processing
equipment. :

Extension of Time for Filing Reports of Earnings

Under the bill the Secretary of Health, Education, and Welfare
would be authorized to grant an extension of the time in which a
person may file his report of earnings for earnings test purposes if
there is a valid reason for his not filing it on time. Permission to file

a late report may be given in advance of the date on which the report
is to be filed.

Penalties for Failure To File Timely Reports of Earnings and Certain
Other Events

Under the present law, it is possible for a person to be penalized
because of his failure to file a timely report of earnings under the
retirement test, in an amount in excess of the benefit that must be
withheld. The  committee bill contains a provision which would
eliminate the possibility of this occurring in the future, and also
would reduce the penalty for failure to file timely reports of certain
other events.

Election Officials and Election Workers

The bill would permit a State to exclude from social security
coverage future services performed by election workers and election
officials who are paid less than $50 in a calendar quarter for such
services. The exclusion could be taken for the election officials and
workers of the State or any of its political subsivisions either at the
time coverage is extended to employees of the State or the subdivi-
sion or at a later date. Under present law these services may be
excluded only at the time coverage is extended to the employees of
the State or the subdivision.

State and Local Coverage in Illinois

The bill would add Illinois to the list of States (19 under present
law) which are permitted to extend social security coverage to those
current members of a State or local retirement system who desire
coverage, with all future employees being compulsorily covered.

Reports of Boards of Trustees

Under the bill the date on which the annual reports of the trustees
of the social security trust funds is due would be changed from March
1 to April 1, The report would contain a separate actuarial analysis
of the benefit disbursements made from the old-age and survivors
insurance trust fund with respect to disabled beneficiaries.



'SOCIAL SECURITY AMENDMENTS 17

General Saving Provision

The bill would provide that, where a person becomes entitled to
benefits as a result of the Social Security Amendments of 1967, the
benefit paid to any other person on the same account would not be
reduced by the family maximum provision because the new person
became entitled to benefits.

Disability Insurance Trust Fund

The bill would increase the percentage of taxable wages appro-
priated to the disability insurance trust fund (now 0.70 of 1 percent)
to 0.95 of 1 percent and would increase the percentage of self-employ-
ment income (now 0.525 of 1 percent) to 0.7125 of 1 percent.

B. Health Insurance Benefits

1. PROVISIONS OF THE HOUSE BILL CHANGED, AND NEW PROVISIONS
ADDED, BY THE COMMITTEE

Additional Days of Hospital Care

The committee bill modified the provision of the House bill which
would extend the number of inpatient hospital days covered during a
“spell of illness”” from 90 to 120 days, with a $20 coinsurance require-~
ment from the 91st day through the 120th day. Instead, each medicare
beneficiary would be provided with a lifetime reserve of 60 days of
added coverage of hospital care after the 90 days covered in a “‘spell
of illness” have been exhausted. Coinsurance of $10 for each day
would be applicable to such added days of coverage. Under the
House bill persons who are more or less permanently institutionalized,
and who therefore have only one speﬁ of illness during their life-
time would have qualified for only 30 additional days of hospital
care. Under the committee provision they would qualify for up to
60 additional days of care during their lifetime.

Payment of Physician Bills Under the Supplementary Medical Insurance
Program

The committee bill modifies the provision in the House bill which
provides for physician payment under the m edical insurance program.
Under present law, payment may be made only to the physician
upon as 'i%nment or to the patient upon ?resentation of a receipted
bill. The House bill provided for retention of present law provisions and
added new alternatives for payment to the physician or patient on the
basis of an unpaid bill. As modified and simplified by the committee,
only two methods of payment would be provided: Payment either
directly to the patient on the basis of an itemized bill (which could be
either receipted or unpaid) or directly to the physician as under the

present assignment method.
Payment for Services in Nonparticipating Hospitals

The committee added a provision to the House bill which would
permit payment for services received in certain nonparticipating hos-
pitals. At present, payments can be made to participating hospitals
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and, in an emergency case, to a nonparticipating hospital which meets
certain standards only if the nonparticipating hospital agrees to
accept reasonable cost reimbursement as full payment for the services
rendered. , :

For a temporary period, almost all of which has already expired, the
committee bill would permit direct reimbursement to be made to an
individual who was furnished hospital services during the temporary
transitional period in a nonparticipating hospital. This coverage would
not extend to admissions to hospitals which occur after 1967. Payment
would be limited to 60 ﬁﬁ)ercent of the room and board charges and
80 percent of the hospital ancillary charges, for up to 20 days in each
speYl of illness (subject to the $40 deductible and other statutory
payment limitations in present law) if the hospital did not formally
participate in medicare before January 1, 1969. If it did participate
in medicare before that date and if it applied its utilization review
plan to the services for which medicare benefits are being claimed and
which it provided before its regular participation started, the full 90
days of coverage could be provided. Thus, there would be an incentive
over and above existing incentives for presently nonparticipating
hospitals to participate because participation is a condition for covering
past services beyond 20 days as well as a condition for future coverage.

A similar provision relating only to emergency services would apply
beginning with respect to admissions taking place on or after January
1, 1968, iut only as an alternative to present coverage of emergency
care. Hospitals could apply for payment on a reasonable-cost basis as
under present law, or if the hospital did not apply, the patient could
obtain payment directly under the new provisions on the basis of
60 percent of room and board charges and 80 percent of ancillary
service charges.

A new definition would be used for hospitals eligible under these
transitional and emergency care provisions. Under it, a qualifyin
hospital must have a fu%.Ltime nursing service, be licensed as a hospitalg,
and be primarily engaged in providing medical care under the super-
vision of a doctor of medicine or osteopathy. This definition would
apply retroactive to July 1, 1966, so that some hospitals which today
would be ineligible to receive payment for emergency services may
receive such payments on behalf of beneficiaries back to the beginning
of the program provided they apply for such payments. If they do not
apply for reimbursement, the patient would be paid directly under
the new payment provisions.

Coordination of Reimbursement With Health Facility Planning

The committee added to the House bill a provision under which the
Secretary of Health, Education, and Welfare would take into account
the specific disapproval by State agencies carrying on planning under
the Partnership for Health Act, of certain expenditures by hospitals
or other health facilities for substantial capital items. Depreciation
and interest attributable to substantial capital items which are found
not in accordance with a State’s overall plan would not be includable
as a part of the ‘“reasonable cost”’ of the facilities covered services
provided to individuals under title V, XVIII, and XIX. The provision
would be effective with respect to capital expenditures made after
June 30, 1970, or earlier at the request of a State.
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Incentives for Economy while Maintaining or Improving Quality in the
Provision of Health Services

The committee modified the House provision which would authorize
the Secretary of Health, Education, and Welfare to experiment with
various methods of reimbursement to organizations and institutions
participating under medicare, medicaid, and the child health programs
which would provide incentives for limiting costs of the program
while maintaining quality care. Under the committee bill, the author-
ization would also cover similar experiments with respect to physi-
cians’ services, but only with respect to those physicians volunteering
to participate in such experiments.

Services of Podiatrists, Chiropractors, and Optometrists

The House bill modified the definition of a physician to include a
doctor of podiatry. The committee would also include within the
expanded definition of physician a licensed chiropractor and a doctor
of optometry but only with respect to functions the practitioner is
authorized to perform by the State in which he practices. With
respect to coverage of podiatry services, no payment would be made
for routine foot care whether performed by a podiatrist or a medical
doctor; with respect to optometric services, no payment would be
made for services involving the diagnosis or detection of eye diseases
unless the optometrist is legally authorized to treat the disease or for
an optometrist’s diagnostic services where the optometrist provides
no treatment. In adgition, no payment would be made for expenses
for eye refraction procedures (other than procedures performed in
connection with furnishing prosthetic lenses) whether performed by
an optometrist, a medical doctor, or other physician.

Physical Therapy

The committee extended the provisions of the House bill which
would cover physicial therapy when provided in a patient’s home under
the supervision of a hospital to also cover outpatient physicial therapy
services furnished by physical therapists employed by or under an
agreement with and under the supervision of hospitals and other
providers of services as well as approved clinics, rehabilitation centers
and local public health agencies. The patient would not have to be
homebound for the physical therapy services to be covered.

Supplementary Medical Insurance Enrollment Periods

The committee added to the House bill a provision effective Jan-
uary 1, 1969, under which the general enrollment periods of the
supplementary medical insurance program would be placed on an
annual basis rather than biennial and run from January 1 through
March 31, rather than October 1 through December 31 as under
present law. The Secretary would determine and promulgate during
December of each year the premium rate which would be applicable
for a 12-month period to begin the following July 1. When the Secre-
tary promulgated a rate change for part B, %e would also be required
to 1ssue a public statement setting forth the actuarial assumptions
and bases upon which he arrived at the new rate. Persons wishing
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to disenroll could do so at any tinre, but such disenrollment would not
take effect until the close of the calendar quarter following the quarter
in which the notice of disenrollment was filed. The bilig would also
make other minor changes in the late enrollment provisions of present
law.

Payment Under the Medical Insurance Program for Noncovered Hospital
Ancillary Services

The committee added a provision to the House bill which would
permit payment under the medical insurance program for presently
noncovered ancillary hospital and extended care facility services,

rincipally X-ray and laboratory services, furnished after the patient
Eas exhausted his eligibility under the hospital insurance program.
Under current law if a person is in a hospital or extended care facility
qualified to participate under medicare, payment may not be made
for services which could be paid for under part B if not received in a
qualified hospital or extended care facility. As a result, soinetimes the
services are not covered under either part B or part A. The committee
bill would allow payment to be made for hospital or extended care
inpatients for services ordinarily paid for under part B if provided
in a doctor’s office, wherever part A payments could not be made,
if the appropriate hospital or independent laboratory. standards are
met. Payment would be made for these services under the usual part
B provisions applying to the $50 deductible and 20-percent coinsurance.

Limitation on Special Reduction in Allowable Days of Inpatient Hospital
Services

Under the House bill the limitation on payment of hospital insur-
ance benefits during the first spell of illness for an individual who is
an inpatient of a psychiatric or tuberculosis hospital at the time he
first becomes eligible for benefits under the hospital insurance program
would be made inapplicable to benefits for services in a general hos-
pital if the services are not primarily for the diagnosis or treatment
of mental illness or tuberculosis. The committee accepted the change
in the House bill with respect to psychiatric hospitals, but modified
that part relating to tuberculosis hospitals. The committee would
remove such hospitals from the provision in present law under which
days in a tuberculosis institution immediately before entitlement to
hospital insurance are counted against the days of coverage an indi-
vidual would otherwise have. In effect, the committee’s change would
make an individual’s entitlement to hospital insurance benefits the
same if he received hospital services in a tuberculosis hospital as it
would be if he received services in a general hospital.

Payment for Blood

The committee modified the provision in the House bill which
provides that the patient would have to replace 2 pints of blood for
the first pint of blood received for purposes of the 3-pint deductible.
(In effect, 4 pints would have to be replaced for the 3 pints used.)
Under the committee’s bill, replacement would be on a pint-for-pint
basis, as under present law. The committee accepted the provisions
of the House bill that would broaden the definition of ‘“blood” to
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include packed red blood cells as well as whole blood and would
add a 3-pint .deductible provision to the supplementary medical
insurance program as well as to the hospital insurance program.

Payment for Certain Hospital Services Furnished Outside
the United States

The committee added to the House bill a provision which would
permit direct payment of hospital insurance benefits to a resident of
the United States for up to 20 days of inpatient hospital services
furnished in a country contiguous to the United States by a hospital
which is not more than 50 miles from the border of the continental
United States. In the case of nonemergency care, the hospital would
have to be the one nearest to the patient’s residence suitable to
treat his illness. The committee bill also provides that payment
may be made for emergency inpatient hospital services furnished
outside the United States in a hospital within 50 miles of the border
if the hospital was the closest one suitable for treatment and the
emergency occurred no more than 50 miles outside the United States
(present law provides emergency coverage outside the United States
only if the emergency occurs in the United States). Benefits would be
payable for the services covered under this provision only on the basis
of an application for reimbursement filed by the medicare beneficiary
and only if the hospital met standards which are essentially comparable
to those required of hospitals participating under the program in the
United States.

Hospital Insurance Benefits for State and Local Employees

The committee added to the House bill & provision which would
permit the States, at their option, to contract with the Secretary of
Health, Education, and Welfare for hospital insurance coverage for
State and local governmental employees, retired or active (and their
dependents and survivors), age 65 or over who do not otherwise
qualify for medicare hospital insurance protection. The States would
reimburse the medicare program for the actual costs of benefits paid
and administrative expenses incurred with respect to these people.

Study of Drug Proposals

The committee added to the House bill a provision which would
require the Secretary to study and report to the Congress, prior to
January 1, 1969, the savings which might accrue to the Gov-
ernment and the effects on the health professions and on all elements
of the drug industry which might result from enactment of two
proposals relating to drugs: (1) a proposal to cover prescription drugs
under medicare, and (2) a proposal to establish, utilizing a formulary
committee, quality and cost control standards for drugs provided
under the various Federal-State assistance programs and the hospital
insurance part (part A) of the medicare program.



22 SOCIAL SECURITY AMENDMENTS

2. PROVISIONS OF THE HOUSE BILL WHICH WERE NOT CHANGED
BY THE COMMITTEE

Physician Certification

The committee adopted the provision under which physician certifi-
cation of the medical necessity for hospital outpatient services and
admissions to general hospitals would be eliminated.

Transfer of Hospital Outpatient Services to the Supplementary Medical
Insurance Program

The committee adopted the provision which would transfer hospital
outpatient diagnostic services from the hospital insurance program to
the supplementary medical insurance program. The effect of the
change would be that all hospital outpatient benefits would be cov-
ered under the supplementary medical insurance program and thus
subject to the deductible ($50 a year) and coinsurance (20 percent)
provisions of that program.

Hospital Billing for Outpatient Services

The committee adopted the provision which permits hospitals, as an
alternative to the present procedure, to collect small charges (less
than $50) for hospital outpatient services from the beneficiary without
submitting a cost-reimbursement bill to medicare. (The amounts
collected would be counted as expenses reimbursable to the ben eficiary
under the medical insurance plan.) The payments due the hospitals
would be adjusted at intervals to assure that the hospital received its
final reimbursement on a cost basis.

Radiologists’ and Pathologists’ Services

The committee adopted the provision which would permit the pay-
ment of full reasonable charges for radiological or pathological services
furnished by physicians to hospital inpatients. Under existing law, the
$50 deductible and 20-percent coinsurance are applicable to such
services. ‘

Payment for Portable X-ray Services

The committee adopted the provision which would permit payment
for diagnostic X-rays taken in a patient’s home or in a nursing home.
These services would be covered under the supplementary medical
insurance program if they are provided under the supervision of a
physician and if they meet health and safety regulations.

Payment for Purchase of Durable Medical Equipment

The committee adopted the provision which would permit payment
to be made for durable mnedical equipment that has been purchased
by the individual. Payment would be made periodically in the same
amount as would be the case under present law if the equipment were
rented, but payment would be made only for the period the equip-
ment, zivas needed, and not more than the purchase price could be
covered.
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Reimbursement for Civil Service Retirement Annuitants for Premium
Payments Under the Supplementary Medical Insurance Program

The committee adopted the provision under which the Federal
employee health benefit plans would be permitted to reimburse certain
civil service retirement annuitants who are members of group health
plans for the premium payments they make to the supplementary
medical insurance program.

Date of Attainment of Age 65 of Persons Enrolling in SMI Program

The committee adopted the provision under which a person who is
over 65, but believes, on the basis of documentary evidence, that he
has just reached age 65, would be allowed to enroll in the supplementary
medical insurance program as if he had attained age 65 on the date
shown in the evidence.

Use of State Agencies To Assist Health Facilities To Participate in the
Various Health Programs Under the Social Security Act

The committee adopted the provisions whereby States could receive
75-percent Federal matching for the services which State health
agencies perform in helping health facilities to qualify for participation
in the various health programs under the Social Security Act (including
medicare, medicaid, and the child health programs) and to improve
their fiscal records for payment purposes. Similar provisions in the
medicare program (which finances such services on a 100-percent
basis from the Federal Hospital Insurance Trust Fund) would be re-
pealed effective July 1, 1969, when this provision would go into effect.

Transitional Provisions for Uninsured Individuals Under the Hospital
Insurance Program

The committee adopted the provision under which a person who
attains age 65 in 1968 could become entitled to hospital insurance bene-
fits if he has a minimum of three quarters of coverage (existing law
requires six), with the number of quarters of coverage needed by per-
sons who reach age 65 in later years increasing by three in each year
until the regular insured status requirement is met.

Appropriation to Supplementary Medical Insurance Trust Fund

The Committee adopted the provision which would provide that
whenever the transfer of general revenue funds to the supplementary
medical insurance trust fund, after June 30, 1967, is not made at the
time the enrollee contribution is made, the general fund of the Treas-
ury would pay, in addition to the Government share, an amount equal
to the interest that would have been earned had the transfer been
made on time. Also, the contingency reserve now provided for 1966
and 1967 would be made available through 1969.

Health Insurance Benefits Advisory Council

The Committee adopted the provision whereby the Health Insur-
ance Benefits Advisory Council established under present law would
assume the duties of the National Medical Review Committee called
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for under present law. The National Medical Review Committee has
not yet been appointed. The Health Insurance Benefits Advisory
Council’s membership would be increased from 16 to 19 persons.

Study of Coverage of Services of Health Practitioners

The Committee adopted the provision which would require the
Secretary of Health, Education, and Welfare to study the need for,
and to make recommendations concerning, the extension of coverage
under the supplementary medical insurance program to the services
of additional types of personnel who engage in the independent practice
of furnishing health services.

Creation of an Advisory Council To Make Recommendations Concerning
Health Insurance for Disability Beneficiaries

The Committee adopted the provision which would require the
Secretary of Health, Education, and Welfare to establish an Advisory
Council to study the problems relative to including the disabled under
the health insurance program, and also any special problems with
regard to the costs which would be involved in such coverage. The
Council is to make its report by January 1, 1969.

C. Financing of Social Security Program

Social Security tax rates and the maximum taxes payable under
present law and under H.R. 12080 as passed by the House of Repre-
sentatives and under the committee bill are shown in tables 1 and 2.
Income and outgo data for the programs that are financed by payroll
taxes are shown In table 3.

TABLE 1.—TAX RATES UNDER PRESENT LAW AND H.R. 12080

[In percent]
X OASDI HI Total
Period
Present House Commit- Present House Commit- Present  House Commit-
law bill tee bill law bill tee bill law bill tee bill

Employer-employee, each

3.9 3.9 3.9 0.5 0.5 0.5 4.4 4.4 4.4
3.9 3.9 3.8 .5 .5 .6 4.4 4.4 4.4
4.4 4.2 4.2 5 .6 .6 4.9 4.8 4.8
4.4 4.6 4.6 5 .6 .6 4.9 5.2 5.2
4.85 5.0 5.0 55 .65 .65 5.4 5.65 5.65
4,85 5.0 5.05 6 .7 .65 5. 45 5.7 5.7
4.85 50 5.05 7 .8 .75 5.55 58 58
4.85 5.0 5.05 8 .9 .75 5.65 5.9 58
Self-employed
5.9 5.9 5.9 0.5 0.5 0.5 6.4 6.4 6.4
5.9 59 5.8 .5 .5 .6 6.4 6.4 6.4
6.6 6.3 6.3 5 .6 .6 7.1 6.9 6.9
6.6 6.9 6.9 5 .6 .6 7.1 1.5 1.5
7.0 7.0 7.0 55 .65 .65 7.55 7.65 7.65
7.0 7.0 7.0 6 .7 .65 7.6 1.7 7.65
980-86 7.0 7.0 7.0 7 .8 .75 1.7 7.8 7.75
1987 and after... 7.0 7.0 7.0 8 .9 .75 7.8 7.9 7.75

_ Note: Maximum taxable earnings base under present law is $6,600. Maximum taxable earnings base under House bill
is $7,600 begmmng in 1968. Maximum taxable earnings base under committee bill is $8,000 in 1968, $8,800 in 1969-71,
and $10,800 in 1972 and after.
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TABLE 2.—MAXIMUM TAX CONTRIBUTIONS UNDER PRESENT LAW AND UNDER H.R. 12080

OASDI HI Total
Period Present  House Commit; Present House Commit- Present House Commit-
law bilt tee bilF law bill tee bill law bitl tee bill
By employee:
1967, .. $257.40 $257.40 $257.40  $33.00 $33.00 $33.00 $290.40 $290.40 $290.40
1968.____... 257,40 296.40  304.00 33.00 38.00 48.00 290.40 33440  352.00
1969-70..... 290.40  319.20  369.60 33.00 45.60 52.80 323.40 364.80 422.40
19701__..._. 290.40 349.60  404.80 33.00 45,60 52,80 323.40 395.20  457.60
1972 ... 290.40  349.60  496.80 33.00 45,60 64.80 323.40  395.20  561.60
}3545& ... 320.10  380.00 540.00 36.30 49.40 70.20  356.40  429.40  610.20
an
after..._.. 320.10  380.00  545.40 52.80 68. 40 81.00 372.90 448.40  626.40
By self-employed:
1967_.. . .. 9.40  389.40  389.40 33.00 33.00 33.00 422.40  422.40  422.40
1968..___... 389.40 448.40  464.00 33.00 38.00 48.00 422.40 486.40  512.00
1969-70..... 435.60 478.80  554.40 33.00 45,60 52,80 468.60 524.40  607.20
1971 ... 435.60  524.40  607.20 33.00 45,60 52.80  468.60 570.00  660.00
1972.______. 435.60 524.40  745.20 33.00 45,60 64.80  468.60  570.00  810.00
]13;;—75(;_.. . 462,00 532.00 756.00 36.30 49, 40 70.20 498.30  S581.40  826.20
an
after___._. 462.00 532.00  756.00 52.80 68.40 81.00 514.80 600.40  837.00

TABLE 3.—COMPARISON OF CONTRIBUTION INCOME AND BENEFIT OUTGO UNDER PRESENT LAW, HOUSE BILL
AND FINANCE COMMITTEE BILL, 1967-72

{in billions of dollars)

Calendar year Present law House bill Finance com-
mittee bill

Contribution income

28.5

29.6 30.8 31.2
33.7 34.9 36.3
35.2 36.5 38.3
36.2 40.3 42.5
37.2 42.0 4.0

Benefit outgo

.2 et e
25.5 1287 329.0
26.9 30.3 32.7
28.2 37 3.4
29,4 331 35.9
30.8 346 37.4

Excess of contributions over benefits

POND s
.00 © 00wt
Dadatatadd
SN 00 O e
oW LN
Y- 1N)

1 Assumes that increased benefits will be payable for all 12 months of 1968 (as would have been the case if bill had
been enacted when it passed the House). X i
2 Based on effective date of March (payable at beginning of April) for increased benefits.

Note: Benefit outgo data include increase in HI benefit-cost estimates made following passage of the House bill,
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D. Public Assistance

1. PROVISIONS OF THE HOUSE BILL CHANGED, AND NEW PROVISIONS
ADDED, BY THE COMMITTEE

Limitation on Federal Matching in AFDC Program

The House bill sets a limitation on Federal financial participation
in the AFDC program related to the proportion of the child population
that could be aided because of the absence from the home of a parent.
Federal financial participation would not be available for any excess
above the percentage of children of absent parents who received aid
to the child population in the State as of January 1, 1967.

This limitation is not retained in the committee bill.

Work Incentive Program for AFDC Families

The committee modified the provisions of the House bill by estab-
lishing & new work incentive program for families receiving AFDC
payments to be administered by the Department of Labor, and by
defining more precisely than in the House bill those AFDC recipients
who would be referred to the prograum. The State welfare agencies
would decide who -was appropriate for such referral but would not
include (1) children who are under age 16 or going to school; (2) any
person with illness, incapacity, advanced age or remoteness from a
project that precludes effective participation in work or training; (3)
persons whose substantially continuous presence in the home is re-
quired because of the illness or incapacity of another member of the
household; (4) a mother who is in fact caring for one or more children
of preschool age, if such mother’s presence in the home is necessary
and in the best interest of the children; (5) persons whose partici-
gation in the program would not (as determined by the State agency)

¢ in their best interest and in the interest of the program. For all
those referred the welfare agency would be required to assure necessary
child earc arrangements for the children involved. An individual who
desires to participate in work or training would be considered for
assignment and, unless the request was specifically disapproved, would
be referred to the program.

People referred by the State welfare agency to the Department of
Labor would be handled under three priorities of operations. Under
priority I, the Secretary of Labor, through the over 2,000 U.S. employ-
ment offices, would establish an employability plan for each person
and make arrangements for as many as possible to move into regular
cmployment.

Under priority II all those found suitable would receive training
appropriate to their needs and a weekly incentive payment of up to $20.
After training, as many as possible would be referred to regular em-
ployment.

Under priority I11, the employment office would make arrangements
for special work projects to employ those who are found to be unsuit-
able for the training and those for whom no jobs in the regular economy
can be found at the time. These special projects would be set up by
agreement between the employment office and public agencies or
nonprofit agencies organized for a public service purpose.
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It would be required that workers receive at least the minimum
wage (Federal or %tate) if the work they perform is covered under a
minimum wage statute.

Moreover, the work performed under such projects could not result
in the displacement of regularly employed workers and would have to
be of a type which, under the circumstances in the local situation,
would not otherwise be performed by regular employees.

The special work projects would work like this: The State welfare
agency would make payments to the employment office equal to:

(1) The welfare benefit the family would have been entitled to
if the relative did not work in the project, or, if smaller,

(2) That part of the welfare benefit equal to 80 percent of the
wages which the individual receives on the special project.

The Secretary of Labor would arrange for the participants to work
in a special work project. The amount of the funds paid by him into
the project would depend on the terms he negotiates with the agency
sEonsoring the project. The amount of funds put into the projects by
the Secretary o? Labor could not be larger than the funds sent to the
Secretary by the State welfare agency.

The extent to which the State welfare expenditures might be re-
duced would depend upon the negotiating efforts of the Secretary of
Labor. If he is successful in placing these workers in work projects
where the pay is relatively good, the contribution the State must
make into the employment pool would be less.

Employees who work under these agreements would have their
situations reevaluated by the employment office at regular intervals
(at least every 6 months) for the purpose of making it possible for as
many such employees as possible to move into regular employment
or training,

An important facet of this suggested work program is that in most
instances the recipient would no longer receive a check from the
welfare agency. Instead, he would receive a payment from an employer
for services performed. The entire check would be subject to income,
soclal security, and unemployment compensation taxes, thus assuring
that the individual would be accruing rights and responsibilities as he
would in regular employment. In those cases where an employee
receives wages which are insufficient to raise his income to a level equal
to the grant he would have received had he not been in the project
plus 20 percent of his wages, a welfare check equal to the difference
would be paid. In these mstances the supplemental check would be
issued by the welfare agency and sent to the worker.

A refusal to accept work or undertake training without good cause
by a person who has been referred would be reported back to the State
agency by the Labor Department; and, unless such person returns to
the program within 60 days (during which he would receive counsel-
ing), his welfare payment would be terminated. Protective and vendor
payments would be provided to protect dependent children from the
faults of others. Under the House bill, such payments would be
optional with the States, but under the committee proposal the
children must be given this protection.

Earnings Exemption

_Under the present AFDC program, the States, at their option, may
disregard not more than $50 per month of earned income of each de-
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pendent child under age 18 but not more than $150 per month in the
same home in computing a family’s income for public welfare purposes.
The States also have the option of disregarding $5 of income from any
source before applying the child’s earned income exemption.

Under the House bill, all earned income of each child recipient under
age 16, and of each child age 16 to 21 who is a full-time student attend-
ing school, would be excluded in determining need for assistance. In
the case of a child over 16 who is not in school or an adult relative the
first $30 of earned income of the group plus ¥ of the remainder of such
income for the month would also be exempt. The option of the States
to disregard $5 a month of any type of income would be continued.
The provision exempting $50 a month of 'a child’s income would be
superseded by these provisions.

Under the committee bill, the earnings exemption provision would
be enlarged to require States to exempt the first $50 and one-half of
family income over $50 rather than $30 and one-third of family
earnings above $30. After July 1, 1969, the same earnings exemption
would be extended to the old-age assistance program and the aid to
the permanently and totally disabled program.

TEe exemption of all earnings would not be available to any child
whether above or below age 16 unless he was attending school full
time.

Unemployed Fathers Program

The committee bill removes certain provisions contained in the
House bill which affect eligibility of children on AFDC when their
father is unemployed. Specifically, the requirement that the father
have six calendar quarters of work or have been entitled to unemploy-
ment compensation would be.removed. In addition, the committee
bill would restore present provisions of existing law under which a State
may at its option make payments for a month in which the father re-
ceived unemployment compensation. Under the House bill, receipt of
any unemployment compensation would bar assistance for the month.

Runaway Parents Location and Liability;

In an attempt to compel a parent who deserts or abandons his
dependent child to comply with a child-support court order, the
House bill required disclI())sure of the address of the parent or his
employer to the court issuing the order and provided for Federal
participation in the cost of a State agency entering into an agree-
ment with law-enforcement personnel to press collection of the support
payment.

e committee added a provision to give the State agency making
anments to the family with a dependent child in which a parent
as deserted and failed to make support payments, the assistance
of the Department of Health, Education, and Welfare, and the
Treasury Department in locating the parent. If the runaway parent
is located outside the State where his dependent children reside and
if he refuses to comply with the court order for their suppoit, the
Internal Revenue Service is to collect by levy or distraint an amount
equal to the court-ordered support payment or the Federal share of the
welfare payments to his family, whichever is lower.
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The committee amendment also makes information regarding the
runaway parent’s whereabouts available to both courts in interstate
support proceedings.

Increasing Income of Old-Age, Blind, and Disabled Assistance Recipients

Under the committee bill, the States would be required to adjust
their standards of need and maximum payment provisions to
guarantee that assistance recipients, both those eligible for social
security benefits (about 1 million) and those who are not (also about 1
million) will receive, on the average, an increase in total income equal
to $7.50 a month. Any increases the States have made in payments
since January 1, 1967, would count toward this requirement. The
effect of this requirement is that adult assistance recipients as a group
will share in the savings which the States will realize because of reduc-
tion in assistance payments for those recipients who are also eligible
for the social security benefit increase.

Federal Matching for Assistance Recipients in Intermediate Care
Facilities

Under current law, vendor payments may be made with Federal
sharing only in behalf of persons in medical facilities, such as skilled
nursing homes. There is no Federal vendor-payments matching for
people who need institutional care in the range above room and board,
and below that of skilled nursing homes.

The committee bill would provide for a vendor payment in behalf
of persons who qualify for OAA, AB, or APTD, and who are living in
facilities which are more than boarding houses but which are less than
skilled nursing homes. The rate of Federal sharing for payments for
care in those institutions would be at the same rate as for medical
assistance under title XIX. Such homes would have to meet standards
of safety and sanitation comparable to those required for nursing
homes in a given State.

This provision should result in a reduction in the cost of title XIX
by allowing States to move substantial numbers of welfare recipients
from skilled nursing homes to lower cost institutions.

Maintenance of State Effort

Present law contains certain provisions which in effect require that
the additional Federal dollars States received as a result of the Social
Security Amendments of 1965 are passed on to recipients or are other-
wise used in the State’s welfare program, for a period ending July 1,
1969. The House approved bill modifies the provisions describing the
kinds of expenditures States may count toward meeting this provision
to broaden the scope of expenditures which may be counted. Under
the committee bill, the House provisions are retained, but the expira-
tion date is advanced to July 1, 1968, and the effective date changed
from January 1, 1966, to July 1, 1966.

Purchase of Social Services

The House bill permits the purchase by welfare agencies of child care
and other services under title IV of the act, aid to families with
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dependent children. Such services may now be provided by welfare
agency staff but existing law does not permit their purchase.

The committee bill makes a similar change in titles I, X, XIV, and
XVI under which Federal participation in payments to aged, blind,
and disabled persons is authorized, thereby permitting the purchase of
such services as homemaker or rehabilitation services under programs
authorized under those titles.

Provision of Family Service State Plan Requirement

There is a provision in present law requiring State welfare agencies
to make a plan for providing welfare service for each child in an
AFDC family. Under the committee bill, the plan would also have
to include the adults in the family.

Payment for Home Repairs

The House bill amended the cash public assistance programs,
other than the AFDC program, to allow 50 percent Federal matching
for home repairs (up to $500) if to do so would be more economical
from the standpoint of the program. The committee bill would extend
this provision to the AFDC program.

Repatriation Extension

The committee bill would extend for 1 year, until July 1, 1969, the
temporary legislation which authorizes assistance to Americans who
have been repatriated to the United States by the Department of
State from foreign countries. ‘

Demonstration Projects

Two million dollars annually is currently available to encourage the
States to develop demonstrations in improved methods of providing
service to recipients or in improved methods of administration. The
House approved bill increased this amount to $4 million annually.
The committee amendment provides for $10 million a year.

Study of Services Given to Recipients

The committee bill directs the Secretary to study and report to the
Congress, by July 1, 1969, the extent to which staff of welfare agen-
cies are serving the needs of assistance recipients in securing the full
benefits and protection of local, State, and Federal laws relating to
health, housing, and related laws and the degree to which assistance
recipients are helped to take advantage of the public welfare and other
related programs in the community. The report is to contain the
Secretary’s recommendations on how these services might be made
more effective. The study is to include the Secretary’s findings and
recommendations on the extent to which public assistance programs
may be used as a means of enforcing State, local, and Federal law in
the field of health, housing, and related laws.

Use of Subprofessional and Volunteer Staff

The committee bill requires the States, effective July 1, 1969, to
train and use subprofessional staff, with particular emphasis on the
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use of welfare recipients and other persons of low income, as com-
munity service aides for the kinds of jobs appropriate for them in
the public assistance, child welfare, and health programs under the
Social Security Act. The committee amendment would. also direct
the States to make use of volunteers in the program both for the
provision of service to recipients, and to serve as members of advisory
committees.

2. PROVISIONS OF THE HOUSE BILL WHICH WERE NOT CHANGED BY
THE COMMITTEE

Social Work Manpower and Training

The committee adopts the House bill provision which authorizes
$5 million for the fiscal year ending June 30, 1969, and $5 million
for each of the 3 succeeding fiscal years for grants to public or nonprofit
private college and universities and to accredited graduate schools of
social work, or an association of such schools, to meet part of the costs
of development, expansion, or improvement of undergraduate pro-
grams in social work and programs for the graduate training of pro-
fessional social work personnel. Not less than one-half of the amount
appropriated would have to be used for grants for undergraduate
programs.

Federal Payments for Foster Home Care of Dependent Children

Under the House bill, effective July 1, 1969, States would have to
rovide AFDC payments for children who are placed in a foster home
if in the 6 months before proceedings started in the court they would
have been eligible for AFDC if they had lived in the home of a relative.
Provision of such care would be optional with the States before July 1,
1969. Under present law, children in foster care are eligible for AFDC
payments only if they actually received such payments in the month
they were placed in foster care. Federal matching would be available
for grants up to an average of $100 a month per child. The committee
adopted this provision.

Limitation on Federal Matching for Puerto Rico, Guam, and Virgin
Islands

Under the House bill, the dollar limit for Federal financial participa-
tion in public assistance for Puerto Rico would be raised from the
present $9.8 million to $12.5 million for 1968, $15 million for 1969,
$18 million for 1970, $21 million for 1971 and $24 million for 1972 and
thereafter. Up to an additional $2 million could be certified for family
planning services and expenses to support the work incentive program.

Under medicaid an overall dollar limit of $20 million would apply
in the case of Puerto Rico (in lieu of the limitation made applica%le
to the States by the bill) and the ratio of Federal matching would be
changed from 55 percent to 50 percent.

Proportionate increases in the dollar maximums for Guam and the
Virgin Islands would be made.

The committee adopts these decisions.
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E. Child Welfare Services

1. PROVISIONS OF THE HOUSE BILL CHANGED, AND NEW PROVISIONS
ADDED, BY THE COMMITTEE

Increased Authorizations for Child Welfare Services

The House bill increased child welfare authorizations from $55
million for fiscal year 1969 to $100 million, and from $60 million for
later years to $110 million. The committee bill would further increase
these authorizations to $125 million and $160 million respectively.
The increases are designed to meet the day care costs of working
women who are not AFDC recipients.

Parent Involvement in Day Care—Day Care Standards

The committee bill adds a State plan requirement to the child
welfare day-care provisions for development of arrangements for the
more effective involvement of parents in day care programs. Also,
the day care standards in the child welfare services programs will be
made applicable to day care provided to AFDC children.

F. Medical Assistance (Medicaid)

1. PROVISIONS OF THE HOUSE BILL CHANGED, AND NEW PROVISIONS
ADDED, BY THE COMMITTEE BILL

Limitation on Federal Participation in Medical Assistance

Under the House bill, States would be limited in setting income
levels for Federal matching purposes to the lower of (1) 133} percent
of the AFDC payment leverl), or (2) 133% percent of the States per
capita income applied to a family of four.

In lieu of the House provisions the committee bill would apply both
of the following provisions:

(1) Beginning July 1, 1968, the Federal Government would not
participate in matching any of the cost of medical assistance to
persons whose income exceeds 150 percent of the old-age assistance
standards in a given state; and

(2) Beginning July 1, 1969, Federal participation will be at the
rate of —

() The Federal medical assistance percentage (which
varies according to State per capita income from 50 percent
to 83 percent) applicable with respect to all cash assistance
recipients and persons in medical institutions whose incomes
are less than the applicable cash assistance standard in a
State; and

(b) The square of the Federal medical assistance per-
centage (which gives a result which varies between 25 percent
and 69 percent) with respect to the medically needy (subject
to the limitation in (1) above)

This formula results in a reduction in short-term costs to the Federal
Government estimated as follows:

Amount
Tiscal Year: (in millions)
1969 _ . el $45
1970 ot e 701
070 e 998
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After the squaring rule becomes effective in 1969 the long-term savings
under the House bill and the committee amendment are approximatef
the same. The lower savings under the committee amendment esti-
mated for 1969 results in large part from the fact that part (2) of the
limitation would not go into effect until fiscal year 1970.

Skilled Nursing Home Standards Under Medicaid

The bill would require the States, as a condition to participation in
the medicaid program, to place public assistance receipients only in
those nursing homes which are licensed as meeting certain conditions.
The conditions include requirements which relate to environment,
sanitation, and housekeeping now applicable to extended care facilities
under medicare, as well as the fire and safety standards of the Life
Safety Code of the National Fire Protection Association (unless the
Secretary finds that a State’s existing fire code is adequate).

The committee amendment would also require the States to have a
professional medical audit program under which periodic medical
evaluations of the appropriateness of the kind and level of care pro-
vided title XIX patients in nursing homes, mental hospitals, and
other institutions will be made.

Effective July 1, 1970, States which provide skilled nursing home
care under medicaid will also be expected to provide home health
care services.

Hospital Deductibles and Copayment for Medically Indigent

Under present law, States may not impose any deductibles or cost
sharing with respect to hospita}l’ care provided under the medicaid
program. Under the committee bill, the costs of hospital care received
Ly the medically needy could be subject to deductibles or other cost
sharing if a State desired to have such provisions in its program. As
under existing law such deductible or cost sharing could not be imposed
with respect to the money payment recipients.

Essential Person—Medicaid

The committee bill would extend medical assistance to certain
““essential persons.”” At present there is no provision in title XIX
which permits a State to receive Federal matching for medical assist-
ance provided to ‘“essential persons.” An ‘““essential person’ is defined
as the spouse of a cash pubIl)ic assistance recipient who is living with
him, who is essential or necessary to his welfare, and whose needs are
taken into account in determining the amount of his cash payment.
The wife of an OAA recipient, for example, who herself is not eligible
for cash assistance because she is under age 65 could be eligible for
medical assistance if the State plan so provided.

Licensing of Nursing Home Administrators

The committee bill includes an amendment which would require
States to license administrators of nursing homes. Administrators
currently operating a home who do not qualify initially would have
until July 1, 1972, to qualify. In the meantime, the States would
be required to offer programs of training to assist administrators to
qualify.
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Direct Billing

Under present law, the States are required to pay for health services
provided under medical assistance programs directly to the provider of
the services. The House bill would permit States to make payment
directly to the recipient for physicians’ services with respect to those
medical assistance recipients who are not also receiving cash assist-
ance. Under the committee bill, the provision is broadened to include
dentists as well as physicians and to apply also to those recipients who
are receiving cash assistance. The Secretary would establish safeguards
to assure that charges by physicians to the recipients are reasonable,
and that the State agency has methods and procedures to safeguard
against the possibility of unnecessary utilization of care, and to assure
the reasonableness of any charges paid by any recipient.

General Accounting Office and Department of Health, Education, and
Welfare Audit Authority

Under the committee bill, it would be made clear that auditors of
the General Accounting Office and Department. of Health, Education,
and Welfare would be authorized, on a spot check basis or in cases
where there is good cause to believe fraud may be present, to review
records and examine the premises of providers of services who receive
funds under medical assistance programs in which there is Federal
financial participation.

Required Services Under Medicaid

Under current law, States must provide, as a minimum, five basic
services: inpatient hospital services, outpatient hospital services, other
laboratory and X-ray services, skilled nursing home services, and
physician’s services. States may select a number of other items from
an additional list in the law. The House bill provided that a State,
as an alternative to the basic five items of services, may select any
seven of the first 14 services listed in the law. In addition to the
basic five, the services from among which States can make their
selection are: (1) Medical care or any type of remedial care recog-
nized under State law, furnished by a licensed practitioner within the
scope of his practice as defined under State law; (2) home health care
services; (3) private duty nurse services; (4) clinic services; (5) dental
services; (6) physical therapy and related services; (7) prescribed
drugs, dentures and prosthetic devices and eyeglasses; (8) other
diagnostic, screening, preventive and rehabilitative services; and
(9) inpatient hospital services and skilled nursing home services for
individuals age 65 or older in an institution for mental diseases.

Under the committee bill, States would be required to continue to
provide the basic five services for all money payment recipients, the
most needy receiving help under the program. With respect to the
medically indigent, States would be allowed to select, either the first
five, or at least seven out of 14, services authorized under present
law, except that if nursing home or hospital care services are selected,
a State must also provide physician’s services in those institutions.
Subsequent to July 1, 1970, a State would be required to also provide
home health services for its assistance recipients who are eligible for
skilled nursing home care.



SOCIAL SECURITY AMENDMENTS 35

2. PROVISIONS OF THE HOUSE BILL WHICH WERE NOT CHANGED BY
THE COMMITTEE

Free Choice for Persons Eligible for Medicaid

Effective July 1, 1969 (July 1, 1972, for Puerto Rico, the Virgin
Islands, and Guam), people covered under the medicaid program
would have free choice of qualified medical facilities and practitioners.

Use of State Agencies To Assist Health Facilities To Participate in the
Various Health Programs Under the Social Security Act

States could receive 75-percent Federal matching for the services
which State health agencies perform in helping health facilities to
qualify for participation in the various health programs under the
Social Security Act (including medicare, medicaid, and the child health
programs) and to improve their fiscal records for payment purposes.
Similar provisions in the medicare program (which finances such
services on a 100-percent basis from the Federal hospital insurance
trust fund) would be repealed effective July 1, 1969, when this pro-
vision would go into effect.

Payments for Services and Care by a Third Party

States would have to take steps to assure that the medical expenses
of a person covered under the medicaid program, which a third party
had a legal obligation to pay, would not be paid, or if liability is later
determined, that steps will be taken to secure reimbursement in
order to reduce program costs.

Coordination of Title XIX and the Supplementary Medical Insurance
Program

Under the House bill, States would have until January 1, 1970
(rather than Jan. 1, 1968, as under present law), to buy-in title XVIII
supplementary medical insurance for aged persons eligible for medicaid.
Also, the bill would allow people who are eligible for medicaid but who
do not receive cash assistance to be included in the group for which a
State can purchase such coverage and would make persons who first
go on the medicaid rolls after 1967 eligible for the buy-in. There
would be no Federal matching toward the State’s share of the premium
costs for the non-cash assistance recipients. The bill would provide
that Federal matching amounts would not be available to States
toward the cost of services which could have been covered under
the supplementary medical insurance programs but were not. The
committee adopts these provisions.

Modification of Comparability Provisions

States would not have to include in medicaid coverage for recipients
under age 65 the same items which the aged receive under the sup-
plementary medical insurance program which is furnished to them
under the buy-in provisions discussed above. The committee concurs
in these House bill provisions.
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Extent of Federal Financial Participation in State Administrative
Expenses

Under the House bill, States would be able to get the same 75-
percent Federal matching for the costs of physicians and other pro-
fessional medical personnel working on the medicaid program in the
State health agencies which they now get when such personnel work
in the ‘“single State agency,” usually the public assistance agency.
Under present law, the matching is 50 percent in such cases. The
committee concurs in the House bill provision.

Advisory Council on Medical Assistance

An Advisory Council on Medical Assistance, consisting of 21 persons
from outside the Government, would be established to advise the
Secretary of Health, Education, and Welfare in matters of adminis-
tration of the medicaid program.

G. Child Health

1. PROVISIONS OF THE HOUSE BILL CHANGED, AND NEW PROVISIONS
ADDED, BY THE COMMITTEE

Family Planning

Family planning expenditures are now made under the maternal
and child Eealth program in title V and through medical assistance
under title XIX, as a medical services expenditure. States are free to
offer family planning services to AFDC recipients under title IV, but
there are no Federa% requirements. Under the House-approved bill,
the States would be required to offer family planning services to all
appropriate AFDC recipients. Federal matching of these expenditures
would be provided. Under the House bill, authorization for the ma-
ternal and child health programs would be increased and, though
funds are not earmarked for family planning, an estimated $15
million would be spent for that purpose under the 1969 authorization,
with some increases thereafter. Demonstration projects would need
to be developed for the provision of family planning services for
mothers in needy areas.

Under the committee bill, the House provisions in the AFDC pro-
gram are retained with language added to clarify that the acceptance
of family planning services would be voluntary and not a requisite
for the receipt of assistance. The House-approved amounts for the
maternal and child health program would be raised by $30 million in
1970, and $60 million for later years, with an eventual 20 percent of
all maternal and child health funds earmarked for family planning
purposes.

Optometric Services Under Child Health Programs

The committee bill includes a provision to insure that persons re-
ceiving health services under chilts) health programs are free to utilize
the services of optometrists when appropriate. The provision recognizes
that when health services are provided through a clinic or similar
})asi_sblthat the inclusion of optometric services may not always be
easible.
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Administration of the Program for Services for Crippled Children

The House bill combined maternal and child health services and
crippled children’s services into one program and consolidated the
authorizations. The committee bill goes further and assures adminis-
tration of the crippled children’s program by the Children’s Bureau.

Training of Personnel for Health Care and Related Services for Mothers
and Children

The committee has modified the House language to direct the Secre-
tary of Health, Education, and Welfare “to give special attention to”’
rather than “priority to” programs providing training at the under-
graduate level in making grants for training of such personnel.

Christian Scientists— Welfare Health Programs

The committee added a provision to the House bill under medical
assistance (title XIX) and the child health programs (title V), to
make clear that no provision in such titles would require an individ-
ual to undergo medical screening, diagnosis, or treatment except in
cases involving infection, contagious disease or environmental health.

2. PROVISIONS OF THE HOUSE BILL WHICH WERE NOT CHANGED BY
THE COMMITTEE

Consolidation of Earmarked Authorizations

In place of a number of separate earmarked authorizations in pres-
ent law, the House bill consolidates all authorizations into one single
authorization with three broad categories. The committee concurs.

Additional Requirements on the States Under the Formula Grant
Program

The House bill requires that State plans provide for the early
identification and treatment of crippled children. Title XIX 1s
amended to conform to this requirement. The States must also devote
special attention to family planning services and dental care for chil-
dren in the development of demonstration services. The committee
bill retains this provision.

Project Grants

Until July 1972, the House bill authorizes project grants (1) to
help reduce the incidence of mental retardation and other handi-
capping conditions caused by complications associated with child-
bearing, and to help reduce infant and maternal mortality; (2) to
promote the health of children and youth of school and preschool
age; and (3) to provide dental care and services to children. Beginning
guly 1972, responsibility for these projects will be transferred to the

tates.

The fiscal year 1968 authorization for maternity and infant care
special projects grants would be increased from $30 to $35 million.
The committee adopted those amendments.
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H. Employment and Income Tax

I. NEW PROVISIONS ADDED TO THE HOUSE BILL BY THE COMMITTEE
Medical Expense Tax Deduction for Aged

The committee added a provision restoring, with a qualification, the
Federal income tax treatment of medical care and drug expenses
applicable for persons 65 years of age and over prior to changes made
by the Social Security Amendments of 1965. Before the 1965 change,
an income tax deduction was permitted without application of the
3-percent floor (or 1-percent floor for drug expenses) for medical and
drug expenses of a taxpayer and his spouse if either was age 65 or over.
This unlimited medical expense deduction was also allowed for de-
pendent parents age 65 and over. However, the 1965 amendments
provided, effective in 1967, that medical expense deductions for per-
sons age 656 and over would be limnited in the same manner as already
generally applied in the case of taxpayers under age 65; that is, medical
expense deductions would be limited to those in excess of 3 percent of
the taxpayer’s adjusted gross income and the cost of medicines and
drugs would be treated as a deductible medical expense only to the
extent that they exceed 1 'percent of his adjusted gross income.

The committee has restored the full medical expense and drug ex-
pense deductions for persons age 65 or over, without regard to the
3-percent and 1-percent floors, to the extent available under pre-1967
law but only if the person involved permanently waives all future
entitlement to medicare benefits—both those providing hospitalization
insurance and those providing supplementary medical care benefits.
A waiver will be effective for a taxable year, if it is filed during a
taxable year, or on or before the due date for filing an income tax
return for such year. In addition, for years beginning in 1967, a
waiver is effective if filed on or before June 30, 1968 (regardless of due

date for filing the income tax return for the taxable year beginning
in 1967).

Tax-Exempt Status for Entities Servicing a Group of Tax-Exempt
Hospitals

~

The committee added a provision according tax-exempt status to
entities providing joint services for hospitals where certain condi-
tions are met. Gifts to such entities also are to qualify as deductible
charitable contributions. To qualify for this treatment, the joint entit
must be organized and operated to provide services of a type \Vhicﬂ
if provided by a tax-exempt hospital would be considered an integral
part of its exempt activities, the hospital members must be exempt
organizations, and the joint entity must be organized and operated
on a cooperative basis.

Time for Filing Applications for Exemption from Self-Employment Tax
by the Amish

The committee added a provision extending the time for filing for
exemption from the self-employment tax by members of religious sects
conscientiously objecting to insurance. For those who have received
self-employment income in 1966 or earlier years,.thé provision would
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extend the time for filing the application for exemption until December
31, 1968. For those first receiving self-employment income after 1966,
if the individual does not file for the exemption by the due date for his
income tax return, he would nevertheless have until 3 months following
the month in which he is notified in writing by the Internal Revenue
Service that a timely application has not been filed.

Employee Status for Fishermen and Truck Loaders and Unloaders

The committee added a provision providing employee status for
fishermen and truck loaders and unloaders. The effect of this is to
assure social security coverage and income tax withholding for these
individuals. Generally the owner of a fishing boat is to be classified
as the employer of the boat’s crew members although in certain cases
the person leasing the boat will be considered their employer. In the
case of truck loaders and unloaders, the driver of the truck will gen-
erally be considered the employer unless he, too, is an employee, in
which event his employer will be considered the ‘“‘employer” of the
truck loaders and unloaders. An exception is provided where other
persons are recognized as the employer.

Refund of Certain Overpayments by Employees of Hospital Insurance Tax

The committee added a provision dealing with the situation where
an employee (or self-employed person) is paying both Federal Insur-
ance Contributions Act taxes and Railroad Retirement Act taxes
with respect to hospital insurance where he works for two employers
or for one employer and is self-employed. In this case the individual
is to be able to receive a refund of tax paid with respect to amounts
in excess of the maximum wage base ($6,600 under present law and
$8,000 in 1968, $8,800 in 1969, and $10,800 in 1972 and thereafter
under the committee amendments), taking into account his earnings
for both employers or his earnings for one employer and self-employ-
ment income.

Joint Employees of Certain Tax-Exempt Organizations

The committee added a provision dealing with situations where an
individual is an employee of two or more tax-exempt organizations
providing hospital or medical insurance where one of the organizations
pays all of the wages to the employee for his work for both organiza-
tions. In this case the organization which pays the wages (with the
consent of the other organization) is to be treated as the employer of
the individual with respect to his joint employment.



III. GENERAL DISCUSSION OF THE BILL

A. General Discussion of 0Old-Age, Survivors, Disability, and
Health Insurance Provisions

1. Increase in OASDI Benefits

The committee has carefully considered the need for increased social
security benefits and has concluded that the present level of benefits
is so low that a greater increase than the 12}-percent increase provided
in the House-passed bill is required. In its deliberations the committee
considered the fact that the cash-benefit increase as well as the hos-
pital and health insurance benefits enacted in 1965 did much to im-
prove the economic situation of social security beneficiaries. However,
cash benefits are still insufficient for the vast number of people who
must rely on social security benefits for a very significant part of their
support. Therefore, the committee’s bill would provide a guaranteed
increase in cash benefits of 15 percent for all beneficiaries now on
the social security rolls. This increase is needed not just to bring the
benefits for the aged, the disabled, the widowed, and the orphaned
up to date in terms of increases in the level of living since the last
benefit increase, but also to provide some improvement in the ade-
quacy of benefits. The earnings levels of all wage earners covered
under the social security program have risen by about 14 percent
and the Consumer Price Index has risen by about 8 percent since
the level of benefits was last adjusted in 1965.

In keeping with the decision to increase benefits above the level
of the House bill and to improve the income of the beneficiaries in
the lower part of the benefit scale, the committee recommends that
the minimum worker’s benefit for retirement at or after age 65 be
increased to $70, rather than to $50 as in the House bill.

In considering the level of benefits under the social security pro-
gram a number of facts are pertinent. According to Social Security
Administration studies, social security benefits are virtually the sole
reliance of about half the beneficiaries and the major reliance for
most, beneficiaries. Because 82 percent of the people age 65 and over
are getting social security benefits and 92 percent of the people
currently reaching age 65 are eligible to get social security benefits,
the level at which social security benefits are set determines in large
measure the basic economic well-being of the majority of the Nation’s
older people.

Monthly benefits for retired workers now on the social security rolls
who began to draw benefits at age 65 or later now range from $44 to
$142, and the benefits for disabled workers now on the social security
rolls range from $44 to $152; under the bill, these benefits would range
from $70 to $163.30 for retired workers, and from"$70 to $174.80 for
disabled workers. The benefit amount payablé-to workers with avera%e
monthly earnings of $550 ($6,600 earnings base), the highest possible
under present law, would be increased from $168 to $193.20. For a

40
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survivor family consisting of a widow and two or more children getting
benefits on the basis of $550 of average monthly earnings (maximum
wages under a $6,600 earnings base) total monthly benefits of $400.40
would be payable rather than the $368 now payable.

In the future, the higher creditable earnings resulting from the
increase in the earnings base (to $8,000 in 1968, $8,800 in 1969, and
$10,800 in 1972) would make possible benefits that are more reason-
ably related to the actual earnings of workers at the higher earnings
levels. If the base were to remain unchanged, more and more workers
would have earnings above the creditable amount and these workers
would have benefit protection related to a smaller and smaller part
of their full earnings. Such a static situation might eventually mean
that the program would provide a flat benefit unrelated to total
earnings because almost everyone would have earnings at the
maximum creditable amount. In 1968, with the present $6,600 base,
about one-half of all regularly employed men \vou{)d get social security
credit for their full earnings; under the proposed $8,000 base, it is
estimated that about two-thirds of all regularly employed men would
have their full earnings counted toward benefits. It is estimated that
in 1972 the $6,600 base would cover the full earnings of about 38
percent of all regularly employed men, while the recommended
$10,800 base would cover the full earnings of nearly four-fifths of all
regularly employed men.

While the ultimate maximum benefit would not be payable to a man
retiring at age 65 until the year 2010, survivorship and disability pro-
tection would be more quickly increased for all those earning above
$6,600. For example, if a worker aged 35 in 1968 with annual earnings
of $8,800 died in 1970, his widow and child would receive a monthly
benefit of $267.60 or $44.00 (20 percent) more than is provided now.
And his widow at age 62 would get a monthly benefit of $147.10 or
$24.10 (20 percent) a month more than under present law. If the
worker became disabled in 1970, he would get a monthly disability
benefit of $178.30, an increase of $29.30 (20 percent) a month over the
amount he would get under present law.

Illustrative monthly benefits payable under present law, under the
Hﬁilse bill, and under the committee bill are shown in the following
tables:

TABLE 1.—RETIREMENT BENEFITS PAYABLE AT SELECTED AVERAGE MONTHLY EARNINGS LEVELS
UNDER PRESENT LAW, THE HOUSE BiLL, AND THE COMMITTEE BILL

Aver‘a}e Worker’s ! benefit Couple’s ! benefit

earnings Present law House bill Committee bill  Present law House bill Committee bill
367 $44.00 $50. 00 $70.00 $66. 00 $75.00 $105. 00
150 78.20 88.00 90. 00 117.30 132.00 135.00
250 101.70 114.50 117.00 152.60 171.80 175.50
350 124.20 139. 80 142.90 186. 30 209.70 214,40
450 146.00 164. 30 167.90 219.00 246, 50 251.90
550 168.00 189,00 193,20 252.00 283.50 289, 80
633 168. 00 212.00 216.00 252, 00 317.00 +321.00
666 168. 00 212,00 226.00 252.00 2317.00 2331.00
733 168. 00 212.00 244.00 252.00 2317.00 2349.00
900 168.00 212.00 288.00 252.00 2317.00 2393.00

t l;lor a rlvorker who is disabled or is age 65 or older at the time of retirement and a wife age 65 or older when she comes
on the rolls.
2 Wife’s benefit limited to $105.
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TABLE 2.—SURVIVOR BENEFITS PAYABLE AT SELECTED AVERAGE MONTHLY EARNINGS LEVELS UNDER PRESENT
LAW, THE HOUSE BILL, AND THE COMMITTEE BILL

Averahge Widow age 62, widower, or parent Widow and 2 children

monthly

earnings Present law House bill Committee bill  Present law House bill Committee bill
$67 $44.00 $50. 00 $70. 00 $66. 00 $75.00 $105. 00
150 64. 60 72.60 74.30 120.00 132.00 135.00
250 84.00 94.50 96.60 202. 40 202.40 202. 40
350 102. 50 115.40 117.90 279.60 280. 80 280. 80
450 120. 50 135.60 138.60 328.00 350. 40 360. 00
550 138.60 156. 00 159. 40 368. 00 391,20 400. 40
633 138.60 174.90 178.20 368. 00 423,60 433.20
666 138. 60 174.90 186. 50 368. 00 423. 60 447,60
733 138. 60 174.90 201. 30 368. 00 423,60 474.00
900 138.60 174.90 237.60 368. 00 423.60 540. 00

The committee did not change the provision in the House bill under
which the wife’s insurance benefit would ultimately be limited to
$105 a month. However, it should be pointed out that this provision
will generally have no practical effect at this time. It would not
apply to anyone now on the rolls, but it could apply in the case of a
young worker who becomes disabled in 1970 and in the case of a
man who retires at age 65 in 1979. The followirrg table compares
the relationship of wages to a couple’s benefit under existing law and
your committee’s bill:

BENEFITS PAYABLE TO A COUPLE BOTH OF WHOM ARE AGE 65 OR OLDER AT SELECTED AVERAGE MONTHLY
EARNINGS LEVELS UNDER PRESENT LAW, UNDER THE HOUSE BILL, AND UNDER THE COMMITTEE BILL

Avertah e Couple's benefit Percent of average monthly earnings

monthly

earnings * Present law House bill Committee bill  Present law House bill Committee bill
$67 $66. 00 $75.00 $105. 00 98.5 [Q) (1)
150 117.30 132.00 135. 00 78.2 83.0 90.0
250 152.60 171.80 175.50 61.0 68.7 70.2
350 186, 30 209.70 214,40 53,2 59.9 61.3
450 219,00 246.50 251,90 48.7 54,8 56.0
550 252.00 283.50 289. 80 45.8 51.5 52,7
633 252,00 231700 2321.00 39.8 50,1 50,7
666 252,00 2 317.00 331,00 3.8 47.6 49,7
733 252,00 2317.00 2349, 00 34.4 43,2 47.6
900 252.00 2317.00 2393, 00 28.0 35.2 43.7

t Qver 100 percent.
* Wife's benefit limited to $105.

The benefit increase would be effective beginning with benefits for
March 1968 and would apply to lump-sum death payments in the
case of deaths in or after March 1968.

An estimated 23 million people would be paid increased benefits
early in April 1968, and $4.1 billion in additional benefits would be
paid in the first 12 months as a result of the general benefit increase.

2. Increase in Special Payments to Certain Individuals Age 72 and Older

Under the 1965 amendments to the social security law special
monthly payments ($35 a month for a worker or a widow, $17.50 for
a wife) were provided for certain people who attained age 72 before
1969 on the basis of less work than is needed to qualify for regular
cash benefits. The cost of the payments under this provision is met out
of the old-age and survivors insurance trust fund.

Special monthly payments in the same amount were also provided,
under an amendment to the law enacted in 1966, for certain people
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who attain age 72 before 1972 and who have not earned sufficient
credit under the social security program to qualify for payments under
the 1965 amendments. Payments made under the 1966 amendments
are reduced by the amount of any pension, retirement benefit, or
annuity that a person is receiving under any other governmental
pension system. In addition, the special payment is suspended for
any month for which the beneficiary gets payments under a federally
aided public assistance program. The cost of the payments under this
provision is met out of general revenues.

Under the bill, the payments under both of these special transitional
provisions would be increased from $35 to $50, rather than the $40
provided under the House bill' (fromn $52.50 to $75 for an eligible
couple). As a result, about 235,000 people who do not now get the
special payments under this provision would qualify for some pay-
ments in March 1968 and about 817,000 would qualify for higher pay-
ments under this provision. An estimated $200 million in additional
payments would be paid out in the first 12 months; about $178 million
of this amount would be paid from general revenues.

3. Reduce eligibility age to 60

Social security benefits are payable under present law at age 62 (age
60 for widows), with the benefits payable to workers and their wives (or
husbands) who start getting them before age 65 (and to widows who
start getting them before age 62) reduced to an amount that will on
the average give the same total lifetime benefits that would have been
paid if the benefits had not begun until age 65 (age 62 for widows).
The committee bill adds a new provision to the House bill under
which the age of eligibility would be lowered to 60 for all aged
beneficiaries, with the benefits payable before age 62 reduced according
to the same principle as that applied under present law.

The reduction rate in present law for a wife’s (or a husband’s)
benefit is twenty-five thirty-sixths of 1 percent, and for a worker’s
(and a widow’s) benefit it is five-ninths of 1 percent, for each month
that the beneficiary is under age 65 (62 for a widow) when he begins o
get benefits.

Under present law, widow’s, widower’s, and parent’s benefits are not
reduced if the beneficiary is between the ages of 62 and 65 when he
begins to get his benefits, and no change would be made under the
committee’s bill. The benefits for widowers and parents would be
reduced, as is now done for widows, only if they take then benefits
between ages 60 and 62. A worker who takes his benefits at age 60
would get a benefit equal to two-thirds of the amount he would have
been paid if he had stopped working at that age and waited until he
reached age 65 to claim his benefits; a wife’s benefit would be 58%
percent of what she would have been paid at age 65; a widower’s or
parent’s benefit (as well as a widow’s benefit) would be 86% percent
of what would have been paid at age 62.

Providing benefits at age 60 would lessen to some extent the
financial hardships faced by workers who, because of ill health,
technological unemployment, or other reasons, find it impossible to
continue working until they reach age 62. The committee believes
that these people would rather have reduced social security benefits
than no regular income at all, and that such benefits should be made
available to them.
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Monthly benefits would be payable under this provision beginning
with the month of December 1968. An estimated 775,000 people are
expected to claim benefits for December| and benefits amounting to
$555 million would be paid during the first 12 months of operation.
Since 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 long-range
cost to the program.

The bill also makes two technical changes. The first would provide
that a divorced wife age 62—-64 (age 60-64 under the committee bill)
cannot get full benefits, as is possible under present law, if she has an
eligible child in her care. Under present'law, a divorced wife under
age 62 cannot get any benefits at all by reason of having an eligible
child in her care, and there is no reason why she should become eligible
for full benefits before age 65, rather than for reduced benefits, just
because of having a child in her care.

The second technical change would provide that social security
disability benefits may be reduced because of concurrent entitlement
to workmen’s compensation payments only prior to the month in
which the beneficiary attains age 60 instead of age 62 as under present
law. This second change would maintain the effect of present law.

4. The Retirement Test

Under present law if a beneficiary earns more than $1,500 in a year
benefits are withheld on a sliding scale—$1 less in benefits is payable
for each $2 of earnings between $1,500 and $2,700, and for each $1 of
earnings above $2,700. Full benefits are payable, t hough, regardless of
annual earnings, for any month in w]inich the beneficiary neither
works for wages of more than $125 nor renders substantial services in
self-employment. The committee bill retains for 1968 the provisions of
the House bill which would increase the annual amount to $1,680 and
the monthly amount to $140. However, under the committee bill a
beneficiary would receive the full amount of his benefits for years
after 1968 if he had annual earnings of no more than $2,000, rather
than $1,680 as provided in the House bill. As under present law, his
benefit would be reduced by $1 for each $2 of earnings for the first
$1,200 above the exempt amount (between $2,000 and $3,200 rather
than between $1,680 and $2,880 as in the House bill), and for each
$1 of wages thereafter. The bill would increase from $125 to $166.66%
($140 in the House bill) the amount of earnings that a beneficiary can
have in a given month and still get full benefits for that month.

About $175 million would be paid out in additional benefits to
760,000 people with respect to benefits payable for 1968.

5. Amendments to Disability Program
(@) Benefits for disabled widows and widowers

The committee’s bill modifies the provision of the House bill which
would provide social security benefits for certain totally disabled
widows (including surviving divorced wives) and totally disabled
dependent widowers. (Present law does not provide social security
benefits for widows and widowers on the basis of disability.) The
committee believes that there is a need to provide monthly benefits
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for the severely disabled widow and dependent widower who are
unable to support themselves by working.

The bill, therefore, would provide monthly benefits for widows and
dependent widowers who become totally disabled before or within 7
years after the spouse’s death or, in the case of a widow, before or
within 7 years after the end of her entitlement to mother’s benefits.
It 15 thought that providing benefits for disabilities which occur before
the end of this 7-year period would protect widows and widowers until
they have a reasonable opportunity to meet the insured status require-
ments for disability benefits based on their own work, including the
requirement of & minimum of about 5 years of covered work out of
the 10 years preceding disablement.

The committee bill removes the provisions of the House bill which
would limit the payment of these benefits.

Under the House bill, a disabled widow or widower entitled to bene-
fits beginning at age 50 would receive a monthly benefit amounting to
50 percent of the deceased spouse’s primary insurance amount. Where
entitlement to disabled widow’s or widower’s benefits begins at a later
age the monthly benefit amount would range from 50 percent to 8214
percent of the primary insurance amount, depending on the age at
which the widow or widower became entitled. The committee believes
that disabled widows and widowers have no less need for benefits
than aged widows and widowers. Therefore, the committee bill would
provide disabled widows and widowers with benefits equal to the
benefit that would be payable at age 62. These benefits would be
available to qualified disabled widows and widowers regardless of age.

The commitee’s bill makes a minor change in the test of disability
(which is more striet than the definition which applies to workers)
for purposes of widew’s and widower’s benefits. This new test is
discussed in the statement on “I'he Definition of Disability.”

The provision for benefits for disabled widows and widowers would
be applicable not only prospectively but also in the case of people who
have already met the conditions proposed for entitlement to benefits,
and would be effective with respect. to benefits for March 1968. About
70,000 totally disabled widows and widowers under age 62 would
immediately become eligible for cash benefits. About $71 million in
additional benefits would be paid out during the first 12 months of
operation.

(b) Alternative disability insured-status requirement for workers
disabled before age 31

The commitiee’s bill would extend social security disability protec-
tion to additional totally disabled young workers and their families
by providing an alternative to the preseni requirements that such
workers must meet in order to be insured for social security disability
protection. Under present law, a disabled worker (other than certain
blind people) must have at least 20 quarters of coverage (about 5 years
of covered work) out of the 40 calendar quarters preceding disable-
nment, in addition to meeting a requirement of previous covered work
that is comparable to the insured-status requirement for old-age
insurance benefits. The 20-out-of-40 reqiurement—a test of substantial
recent covered employment—provides some assurance that social
security disability protection will be related to loss of earnings on



46 SOCIAL, SECURITY AMENDMENTS

account of disability. The requirement thus serves an important
purpose and is reasonable as a general test of substantial recent
employment.

The committee believes, however, that a less restrictive employ-
ment test is necessary in the case of a worker disabled early in his
working life who may not have had an adequate opportunity to earn
20 quarters of coverage. ‘

Under the bill, a disabled worker would be insured for social security
disability protection if (1) he has quarters of coverage in at least half of
the calendar quarters elapsing after he attains age 21, and up to and
including the quarter in which he becomes disabled, with a minimum of
six quarters of coverage, or (2) if disabled before age 24, he has quarters
of coverage in half of the 12 quarters ending with the quarter of dis-
ablement. If disability begins after age 31, the generally applicable
employment test in present law would remain applicable.

This amendment, which would be effective with respect to benefits
for March 1968, would provide social security disability protection for
the significant number of younger workers, and their families, who
may become disabled before they are old enough to have worked long
enough to meet the work requirements in present law. It would be
applicable not only prospectively but also to workers who have in
the past become totally disabled before age 31, and on enactment
would provide monthly payments to about 100,000 pepple—disabled
workers and their dependents. About $72 million in additional benefits
would be paid out in the first 12 months of operation.

(¢) Increase in allocation to the (lisabil;aity insurance trust fund

The bill would provide for an increase in the allocation of contribu-
tion income to the disability insurance trust fund. Beginning in 1968
an additional 0.25 percent of taxable wages and 0.1875 percent of self-
employment income would be allocated to the trust fund, bringing the
total allocation to 0.95 percent of taxable wages and 0.7125 percent of
taxable self-employment income. (Under present law, 0.70 percent of
taxable wages and 0.525 percent of taxable self-employment income
are allocated to the disability insurance trust fund.)

This increase would take into account not only the increased cost of
the disability insurance provisions due to the benefit increases pro-
vided by the bill and to the additional disabled workers and their
dependents who would be eligible for benefits under the bill, but also
the larger than anticipated numbers of disabled people who have
become entitled to benefits in the past 4 years.

(d) The definition of disability

The present law defines disability (except for certain cases of blind-
ness) as the “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.”
The committee recognizes and shares the concern expressed by the
Committee on Ways and Means regarding the way this definition has
been interpreted by the courts and the effects their interpretations
have had and might have in the future on the administration of the
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disability program by the Social Security Administration. The alloca-
tion to t{e disability trust fund has increased from 0.50 percent of pay-
roll in 1956 to 0.70 percent today, and will be increased to 0.95 percent
by the committee’s bill. In 1965 the Congress adopted an increase
in the social security taxes allocated to the disability insurance trust
fund; a large part of which was needed to meet an actuarial deficiency
of 0.13 percent in the system. Again this year the Administration has
come to the Congress asking for an increase in the taxes allocated to
that fund to meet an even larger actuarial deficiency, which has re-
duced the 0.03 percent surplus, estimated after the 1965 amendments,
to a 0.15 percent deficiency. The studies of the Committee on Ways
and Means indicate that over the past few years the rising cost of the
disability insurance program is related, along with other factors, to
the way in which the definition of disability has been interpreted. The
committee therefore includes in its bill more precise guidelines that
are to be used in determining the degree of disability which must exist
in order to qualify for disability insurance benefits.

In arriving at the conclusion that the definition of disability has
been eroded over a period of time, the committee observed that the last
‘long-range projection prepared by the Social Security Administration
showed a significant increase in the proportion of the population be-
coming disabled within the definition. Moreover, it appears that the
increase was not due to changes in actuarial methods or to changes
in the actuarial interpretation of past experience; rather it was the
experience itself that changed. Over the last 4 years the number of
disability allowances was larger than the number estimated. Because
there is no evidence to indicate that the proportion of the disabled in
the country is greater now than 4 years ago, the committee is forced
to conclude that over a period of years a number of subtle changes
may have occurred in the concept of the ‘“disabled worker.”

The Social Security Administration has indicated that in large part
the reasons why a larger number of people than anticipated have
become entitled to disability benefits are:

(1) Greater knowledge of the protection available under the
program leading to increased numbers of qualified people applying
for benefits;

512) Improved methods of developing evidence of disability;
an

(3) More effective ways of assessing the total impact of an
individual’s impairment on his ability to work.

The committee has also learned. that there is a growing body of
court interpretations of the statute which, if followed in the adminis-
tration of the disability provisions, could result in substantial further
increases in costs in the future.

The idea that the concept of the disabled worker has changed over
time is given substance by a reading of some of the court decisions on
the subject. As one court pointed out, by quoting another court, ‘“‘once
the claimant has shown inability to perform his usual vocation, the
burden falls upon the Secretary to show the reasonable availability
of suitable positions.” In another case the court observed that ‘‘dis-
ability includes physical or mental impairment which not only pre-
vents one from obtaining a job, but from even being considered for it
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by reason of hiring practices and policies,” In summing up-its in-
terpretation of the statute and the case law, one'court said:

The standard which emerges from these decisions in our cir-
cuit and elsewhere is a practical one: Whether there is a rea-
sonably firm basis for thinking that this particular claimant
can obtain a job within a reasonably circumscribed labor
market.

When asked about the court decisions, the Social Security Adminis-
tration summarized developments in the courts in some jurisdictions
as._—

(1) An increasing tendency to put the burden of proof on the
Government to identify jobs for which the individual might have
a reasonable opportunity to be hired, rather than ascertaining
whether jobs exist in the economy which he can do. Claims are
sometimes allowed by the courts where the reason a claimant has
not been able to get a job is that employers having jobs he can do,
prefer to avoid what they view -as a risk in hiring a person having
an impairment even though the impairment is not such as to
render the person incapable of doing the job available.

(2) A narrowing of the geographic area in which the jobs the
person can do must exist, by reversing the Department’s denial in
cases in which it has not been shown that jobs the claimant can do
exist within a reasonable commuting distance of his home, rather
than in the economy in general.

(3) The question of the kind of medical evidence necessary to
establish the existence and severity of an impairment, and how
conflicting medical opinions and evidence are to be resolved.

(4) While there have heretofore been no major differences by
or among the courts on the issue of disability when the claimant
was performing work at a level which the Secretary under the
regulations had determined to be substantial gainful activity, this
issue was recently highlighted and publicized in the case of Lehft-
wich v. Gardner. The Fourth Circuit Court of Appeals in this
case held that the claimant was under a disability despite his
demonstrated work performance considered by the Secretary to
be substantial gainful activity.

The committee concurs with the statement of the Committee on
Ways and Means instructing the Social Security Administration to
report immediately to the Congress on future trends of judicial inter-
pretation of this nature. As a remedy for the situation which has
developed, the committee’s bill would provide guidelines to reem-
phasize the predominant importance of medical factors in the disability
determination.

The original provision was designed to provide disability insurance
benefits to workers who are so severely disabled that they are unable
to engage in any substantial gainful activity. The bill would provide
that such an individual would be disabled only if it is shown that he
has a severe medically determinable physical or mental impairment or
impairments; that if, despite his impairment or impairments, an
individual still can do his previous work, he is not under a disability;
and that if, considering the severity of his impairment together with
his age, education, and experience, he has the ability to engage in some
other type of substantial gainful work that exists in the national
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economy even though' he can no longer do his previous work, he also
is not under a disability regardless of whether or not such work exists
in the general area in which he lives or whether he would be hired to
do such work. It is not ‘intended, however, that a type of job which
exists only in very limited numbers or in relatively few geographic
locations would be considered as existing in the national economy.
While such factors as whiether the work he could do exists in his
local area, or whether there are job openings, or whether he would or
would not actually be hired may be pertinent in relation to other
forms of protection, they may not be used as a basis for finding an
individual to be disabled under this definition. It is, and has been, the
intent of the statute to provide a definition of disability which can be
applied with uniforinity and consistency throughout the Nation,
without regard to where a particular individual may reside, to local
hiring practices or employer preferences, or to the state of the local
or national economy.

The impairment which i$ the basis for the disability must result
from anatomical, physiological, or psychological abnormalities which
can be shown to exist through the use of medically acceptable clinical
and laboratory diagnostic techniques. Statements of the applicant or
conclusions by others with respect to the nature or extent of impair-
ment or disability do not establish the existence of disability for pur-
poses of social security benefits based on disability unless they are
supported by clinical or laboratory findings or other medically accept-
able evidence confirming such statements or conclusions. In most cases
the decision that an individual is disabled can be made solely on the
basis of an impairment, or impairments, which are of a level of sever-
ity presumed (under administrative rules) to be sufficient so that,
in the absence of an actual demonstration of ability to engage in sub-
stantial gainful activity, it may be presumed that the person is unable
to so engage because of the impairment or impairments. The language,
which would be added by the bill specifies the requirements which
must be met in order to establish inability to engage in substantial
gainful activity for those people with impairments to which the pre-
sumption mentioned above does not apply.

The committee also believes it is necessary to reaffirm that an in-
dividual who does substantial gainful work despite an impairment or
impairments that otherwise might be considered disabling is not dis-
abled for purposes of establishing a period of disability or for social
security benefits based on disability during any period in which such
work is performed. The language in the committee’s bill, therefore,
specifically provides that where the work or earnings of an impaired
individuaf' demonstrate ability to engage in substantial gainful ac-
tivity under criteria prescribed by the Secretary, the individual is not
disabled within the meaning of title IT of the Social Security Act.

Finally, the bill would provide that the individual must submit
such medical and other evidence that he meets the preceding require-
ments as the Secretary may require; if he fails to do so, he may be
found not to be under a disability.

The bill would also provide benefits (as discussed in the statement on
benefits for disabled widows and widowers) for certain disabled widows
(including surviving divorced wives) and disabled dependent widowers
under a test of disability that is somewhat more restrictive than that
for disabled workers and childhood disability beneficiaries. The de-
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termination of disability in the case of a widow or widower would be
based solely on the level of severity of the impairment. Determina-
tions in disabled widow and widower caseés would be made without
regard to nonmedical factors such as age, education, and work experi-
ence, which are considered in disabled worker cases. Under this test,
the Secretary of Health, Education, and Welfare would by regulation
establish the severity of impairment which may be deemed to preclude
an individual from engaging in any “substantial gainful activity” (as
opposed to “gainful activity’ as provided in the House bill). An indi-
vidual whose impairments meet the level of severity established by the
regulations of the Secretary would generally be found to be disabled,
although, of course, if other evidence establishes ability to engage in
substantial gainful activity despite such impairments, he would not be
found disabled; and individuals whose impairments do not meet this
level of severity may not in any case be found disabled.

(e) Workmen’s compensation offset provisions
D

Under present law, if a disabled worker under age 62 qualifies for
Eeriodic workmen’s compensation and social security disability bene-

ts, the social security benefits payable to him and his family are re-
duced by the amount, if any, by which the total monthly benefits pay-
able under the two programs exceed 80 percent of his average current
earnings before he became disabled. A worker’s average current earn-
ings for this purpose are considered to equal the larger of (a) the
average monthly wage used for computing his social security benefits,
or (b) his average monthly earnings during his 5 consecutive years of
highest covered earnings after 1950.Under present law the covered
earnings referred to in (b) do not include that part of the earnings in
covered work in excess of the maximum annual amount that is credit-
able for social security purposes. :

The objective of these provisions is to avoid the payment of com-
bined amounts of social security benefits and workmen’s compensa-
tion payments that would be excessive in comparison with the bene-
ficiary’s earnings before disablement. The committee believes that
the present provisions go beyond this objective in cases where a work-
er’s actual previous earnings in covered employment are higher than
the maximum amount that is creditable under the social security pro-
gram. For example, a disabled worker whose actual earnings in covered
work during his highest 5-year period are double the amount counted
for social security purposes may be restricted to combined benefits of
40 percent, instead of 80 percent, of his previous pay. The committee’s
bill would rectify this situation by specifying that average current
earnings—and the amount of combined benefits that can be paid—
‘may be computed without regard to the limitations established for
annual creditable earnings. However, the records of the Social Se-
curity Administration do not show the workers’ earnings above the
creditable limit. Therefore, the bill would provide that certain as-
sumptions may be made on the basis of the information contained in
the records; under regulations, the Secretary may estimate the amount
of earnings above the creditable limit on the basis of the information
available to him. This change would provide more reasonable and
equitable treatment for many workers who earn more than the annual
amounts that may be counted for social security purposes.
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Under the House bill these provisions would become effective with
the first month after the month of the bill’s enactment. The commit-
tee’s bill niodifies the House bill to make the effective date of these
provisions consistent with that of the general benefit increase; i.e.,
March 1968.

(f) Benefits for children disabled before reaching age 22

The committee’s bill would add a new provision to provide disability
protection for persons who become totally disabled before reaching an
age at which they are likely to be self-supporting. Under present Taw,
social security benefits are provided for the child of an insured
deceased, disabled, or retired worker until the child attains age 18 or,
if attending school, age 22. Also, a son or daughter of an insured
worker is considered dependent and can qualify for benefits if he has
been continuously totuﬁy disabled since before age 18 and is still
disabled after the worker dies or becomes entitled to social security
benefits. The committee’s bill would permit the payment of these
benefits to a son or daughter who becomes totally disabled before
age 22.

When total disability arises between ages 18 and 22—for example,
2 19-year-old student who is disabled in an automobile or athletic
accident—the disabled son or daughter generally continues to be
dependent on his parents. The committee believes that it is appro-
priate and desirable to provide social security benefits in such cases
should the insured parent die, become disabled, or retire.

The first benefits payable by reason of this change in the law would
be paid for the montL of Marcg 1968. The amendment would be appli-
cable to those who become totally disabled between ages 18 and 22
in the future and also to such disablement occurring in the past.

About 10,000 people—disabled children and their mothers—
would immediately become eligible for benefits. Benefit payments
under these provisions would total $8 million in the first 12 months of
operation.

(9) Retroactivity of applications for closed periods of disability

Under present law, disability benefits can be paid no earlier than
the 12th month before an application is filed. A period of disability
(““disability freeze’’) can be established beginning as early as the actual
onset of an insured worker’s disability, if he files an application before
or within 12 months after the end of his period of disability. Under
the disability freeze provisions of the law, a period during which a
worker is totally disabled is not counted against him in determining
whether he is insured for social security benefits or in computing his
average earnings, which determine the amount of his benefits. Under
the present law, disabled workers, in general, have adequate time—
the period of disability plus 12 months—to apply for the disability
{reeze protection available to them. However, in some cases, the
physical or mental impairment that results in disability is so severe
that the disabled person is unable to file an application on his own
behalf. Such an individual must rely on another person to file for him
and thus protect his rights. Where no one files an application on
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behalf of such a person, the disabled individual may not become aware
of the need to file an application until many months after recovery.

The person who is physically or mentally unable to exercise his
rights during a significant part of the filing period (the period of
disability if such period ended before July 1, 1965, or the period of
disability plus 12 months if such period ended on or after July 1, 1965)
may not have sufficient opportunity for filing an application. In such
a case, there may be not only a loss of benefits for the previous dis-
ablement but also a loss of future protection under the program.

The committee has therefore included in the bill provisions under
which the time provided for filing an effective application to establish
a closed period of disability would be extended for an additional 24
months—to a total of 36 months—in cases where it is shown to the
satisfaction of the Secretary that the disabled individual’s failure to
file within the prescribed period is due to his mental or physical
incapacity to execute such an application. An application filed in
such a case within the extended period would permit establishment
of a disability freeze for a past period of disability ending after the
month of enactment, although the retroactive payment of benefits
would not be extended beyond the 12 months provided in present law.

In recognition of the possible loss of protection that may have
occurred in the past in situations such as would be covered under these
new provisions, the committee bill also would provide for a 12-month
period after the month of enactment during which a new valid applica-
tion could be filed for a period of disability ending in or before the
month of enactment in the case of a disabled worker who has previously
filed an application within 36 months after a closed period of dis-
ability but failed to file timely within the requirements of the law at
the time because of physical or mental incapacity.

(h) Payment of disability benefits to industrially blind persons with
s1z quarters of coverage earned at any time

The committee’s bill adds a new provision which would modify the
disability insurance provisions to improve cash benefit protection for
the blin({

Under present law, a person who meets the insured status require-
ments and -the definition.of blindness—essentially total blindness—
may become entitled to a disability freeze. To qualify for disability
benefits the totally blind person inust meet the definition of disability
in present law: (@) inability to engage in any substantial gainful
activity by reason of any medically determinable physical or mental
impairment that has lasted or is expected to last for 12 months or to
end in death, or if aged 55 or over, (b) inability to engage in substantial
gainful activity requiring skills or abilities comparable to those of any
gainful activity in which he had previously engaged with some regu-
larity and over a substantial period of time. (An older blind worker
found to be disabled under the alternative definition, however, cannot
receive disability benefits for any month in which he engages in
substantial gainful activity regardless of whether or not it involves his
usual skills or abilities.)

In recognition of the economic hardships faced by blind persons,
the bill would change the definition of disability to permit persons
with “industrial blindness”” (that is visual acuity of 20/200 or less)



SOCIAL SECURITY AMENDMENTS 53

to meet the definition regardless of their capacity to work, and to
receive disability benefits for any month in which they do not engage
in substantial gainful activity. This definition of blindness is the
definition in the Internal Revenue Code and is used by a number of
governmental and private agencies.

This provision would also modify the disability insured status re-
quirements so that industrially blind persons could qualify for a period
of disability and for disability benefits on the basis of a relatively small
amount of covered employment. To be insured for disability protec-
tion under present law a worker must be fully insured and generally
must have a total of 20 quarters of coverage out of the 40 calendar
quarters ending with the quarter in which he becomes disabled.
There is one exception to the 20-out-of-40 requirement: the worker
who becomes disabled before age 31 because of blindness as defined in
present law is insured for disability protection if he has quarters of
coverage in half the quarters after age 21 and up to and including the
quarter of disablement, with a minimum of six quarters of coverage.
(Another provision of the committee bill would extend this alternative
requirement to all workers disabled before age 31.)

While the disability insured status requirements of present law (as
modified for young workers) are, generally speaking, reasonable tests
designed to provide some assurance that the protection afforded by the
disability provisions of the law will be related to loss of covered
earnings on account of disability, they do not seem appropriate for
the blind person, who faces employment problems not encountered
by sighted persons.

Many blind persons can secure only temporary jobs, jobs being
automated out of existence, and jobs requiring very little skill. Blind
persons may be the last hired and the first to lose their jobs. These
factors make it very difficult for blind persons to meet the 20 out of
40 quarters rule. The bill, therefore, provides that persons who are
industrially blind will be insured if they have as few as six quarters of
coverage, earned at any time. '

Under present law, disability benefits are not payable after attain-
ment of age 65 but the beneficiary (being fully insured to meet one of
the requirements for disability benefits) becomes entitled to old-age
benefits. The bill permits industrially blind persons who have six quar-
ters of coverage to continue to receive disability insurance benefits
beyond age 65, and since these benefits are disability rather than
retirement benefits they will not be subject to deductions under the
retirement test. On the other hand no benefits can be paid for any
month in which a blind person engages in substantial gainful activity.
The bill would also exclude these 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.

This provision would be effective for December 1968. About 205,000
persons—blind workers and their dependents—would become imme-
diately eligible for monthly benefits. Benefit payments in the first 12
months of operations under this provision are estimated to total
$165 million.
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6. Coverage Changes
(a) Coverage of ministers

Under present law, the services which a clergyman (including a
Christian Science practitioner or member of a religious order who
has not taken a vow of poverty) performs in the exercise of his minis-
try are excluded from social security coverage unless he elects coverage.
If a clergyman elects coverage, his services in the ministry are covered
under the provisions of law applicable to self-employed persons. For a
clergyman to elect coverage, the law requires that he must file a
waiver certificate by the due date of his income tax return for the
second year in which he has had net earnings of $400 or more, any part
of which was derived from the ministry. Services which a member of a
religious order who has taken a vow of poverty performs in the exercise
of his duties required by the order are compulsorily excluded from
coverage.

An 1ndividual clergyman can decide on a completely voluntary
basis whether he will be covered under social security. The committee
was informed that many clergymen, who can never become covered
under the social security program because they did not file the waiver
certificate within the prescribed time, now wish to become covered. On
several occasions, in the past, the Congress has extended the time in
which clergymen could elect coverage. The committee recommends
that the coverage provisions for clergymen be changed. Under the
House bill, all clergymen would be covered under social security,
under the self-employment provisions, except those who on religious
grounds are conscientiously opposed to the acceptance of social security
benefits based on their services as clergymen. Clergymen who are
conscientiously opposed to social security could have their ministerial
services excluded from coverage by filing an irrevocable statement to
that effect.

Under the committee’s bill, a clergyman could be exempted from
coverage not only on the basis of his being conscientiously opposed to
coverage, as provided in the House bill, but also if he is opposed to
coverage on the basis of religious principle. This change is intended to
permit a clergyman to accept the diseipline of his church as well as
his individual conscience i deciding whether or not to seek exeniption;
it is not intended, however, to permit au exeniption that is not based
on religious considerations. In effect coverage is still voluntary on the
part of the individual, because he can elect not to be covered.

Under the bill, a clergyman in the ministry in 1966 or 1967 whose
time for electing coverage under present law has not expired would
retain the rights he has under present law to elect coverage for these
years. Clergymen electing coverage under present law would continue
to be covered for all future periods. Clergymen not electing coverage
under present law nevertheless would be covered beginning January 1,
1968, except those who obtain exclusion from social secunty coverage
on the basis of the provisions of the conuuittee bill. Clergymen
who are in the ministry i1 1968 or before and who have not elected
coverage under the present provisions of law would have until April 15,
1970, in which to obtain exclusion from coverage on the basis of
conscience or religious principle; clergymen first entering the ministry
i 1969 or later would have until the due date of the tax return for
their second year in the ministry in which to obtain exclusion. These
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effective dates and deadlines would be somewhat different for those
{)ela_tively few ministers who do not file tax returns on a calendar-year
&s1S.

Also, under the House bill, members of religious orders, whether or
not they have taken a vow of poverty, would be covered or exempted
under the same provisions that would be applicable to clergymen.
The committee has been advised that the religious orders need more
time to evaluate the effects of the provision in the House-approved
bill, which would extend social security coverage to members who
have taken a vow of poverty. The committee believes that the pres-
ent status of members who have taken a vow of poverty should not
be changed until the orders have had an opportunity to determine
how such coverage would affect them.

(b) Coverage provisions applying to employees of States and localities

The committee’s bill would facilitate the operation, at both State
and Federal levels, of the provisions under which the States may bring
groups of State and local government employees under social security.

(1) COVERAGE FOR CERTAIN PERSONS INELIGIBLE TO JOIN RETIREMENT
SYSTEMS

The bill would facilitate social security coverage for certain workers
who are in positions under a State or local government retirement
system but are not eljgible to join the system due to personal dis-
qualification, such as those based on age or length of service. Under
existing law, such workers can be covered under social security in
certain circumstances but they cannot be covered in connection with
the extension of coverage to members of their retirement system by
means of a procedure known as the divided retirement system pro-
cedure. Under this procedure (now available to 19 specified States
and to all interstate instrumentalities), coverage is extended to all
those current members of a retirement system who want it, with all
future members of the system being covered mandatorily. For purposes
of this coverage extension procedure, the term “members’” does not in-
clude any person who is ineligible to join the system; people in this
situation can be brought under social security only if coverage is ex-
tended to the employees of the State or political subdivision who are
not in positions subject to the retirement system. In some cases this
avenue to social security coverage is closed because the State has not
brought the nonretirement system group under social security. The bill
would permit a State to modify its social security coverage agreement
with the Secretary of Health, Education, and Welfare (either at the
time coverage is extended under the divided retirement system pro-
cedure or at any time subsequent to such action) to bring under social
security, as a group, those workers who are in positions under the re-
{irement system but are ineligible to join the system. This amendment
would not be applicable to policemen or firemen.

(2) ADDITION OF ILLINOIS TO THE STATES WHICH MAY USE THE DIVIDED
RETIREMENT SYSTEM 'PROVISIONS

The bill would add Illinois to the list of States which may use the
divided retirement system coverage procedure. The 19 States which
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are now permitted to extend coverage under this provision are Alaska,
California, Connecticut, Florida, Georgia, Hawaii, Massachusetts,
Minnesota, Nevada, New Mexico, New York, North Dakota, Penn-
sylvania, Rhode Island, Tennessee, Texas, Vermont, Washington, and
Wisconsin. '

(3) PERMISSIVE EXCLUSION FROM COVERAGE OF CERTAIN ELECTION
OFFICIALS AND WORKERS AND MANDATORY EXCLUSION FROM
COVERAGE OF CERTAIN EMERGENCY SERVICES

Other changes that would be made by the committee’s bill in the
provisions for social security coverage of State and local government
workers relate to services performed by certain temporary employees.

Under present law, the States have the option, at the time they bring
a group of workers under social security, of excluding from coverage
certain types of services; for example, those in pait-time positions and
those of an emergency nature, such as service performed in case of fire,
storm, earthquake, or similar emergency. The State may extend cov-
erage at a later date to services which were excluded under one of these
options at the time coverage was provided for any coverage group.
However, if the State does not exercise the option of excluding the
services at the time coverage is provided for the coverage group, the
services cannot thereafter be excluded. The coverage of some types of
these optionally excluded services has been accidental, particularly in
the case of emergency services, and services performed by election offi-
cials and workers who are paid small amounts-at infrequent intervals

The bill would permit States to exclude from social security cover-
age election officials and election workers who are paid less than $50
in a calendar quarter. This change would be applicable to most serv-
ices performed by election officials and workers, because they usually
work for no more than a day or two at a time. Actions taken gy States
to effectuate the exclusion could be taken in regard to any particular
group of workers either at the time coverage is provided for the group,
or at a later date. States would be permitted to modify their agree-
ments on or after January 1, 1968, to prospectively exclude these
services.

Also, the bill would provide for the mandatory exclusion of emer-
gency services such as those which are rendered during forest fires,
floods, and similar emergencies. Because emergency situations arise
infrequently and different workers may be involved each time, the
mandatory exclusion of their services is uunlikely to have adverse
effects on the social security protection of the workers who perform
emergency services. The provision would be effective with respect to
services performed on or after January 1, 1968.

(4) POLICEMEN AND FIREMEN IN NEBRASKA AND PUERTO RICO

The committee bill contains a new provision adding Nebraska
and Puerto Rico to the list of States which may provide social security
coverage for policemen and firemen in positions under retirement
systems. The States (now 19) which are permitted to provide cover-
age for such policemen and firemen are Alabama, California, Florida,
Georgia, Hawaili, Kansas, Maine, Maryland, New York, North
Carolina, North Dakota, Oregon, South Carolina, South Dakota,
Tennessee, Texas, Vermont, Virginia, and Washington,
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In addition, the bill would permit Nebraska to modify its agreement
at any time before 1970 to validate certain erroneous reporting of
services performed by individuals in firemen’s positions, if the State
agreement covers the future services of firemen in the same coverage
group. Some erroneous reporting resulted because of a misunder-
standing on the part of certain cities in Nebraska. Nebraska law
requires that cities of a certain size establish a retirement system for
their firemen, and the positions of firemen in these cities have been
held by the State of Nebraska to be under a retirement system regard-
less of whether the city has actually established a system; several
cities in Nebraska which did not establish the required retirement
system did not understand and erroneously reported their firemen
as a part of the coverage group made up of city employees not under
a retirement system. The erroneous reporting was in good faith, and
making the validation of the erroneous reports contingent upon
future coverage should assure that the validation will take place
only where the original understanding as to future coverage is carried
out.

(5) FACILITATE COVERAGE UNDER THE PROVISIONS FOR DIVISION OF
STATE AND LOCAL GOVERNMENT RETIREMENT SYSTEMS

The bill also would provide a further opportunity for election of
social security coverage by employees of States and localities who did
not elect coverage when they previously had the opportunity to do so
upder the provision of law permitting specified States to cover only
those memgers of a retirement system who desire coverage. Under the
present provision, the specified States may, during the 2-year peried
after coverage of a group is approved, cover additional employees who
request coverage. (Employees hired after coverage of tﬁe group is
originally approved are covered on a compulsory basis.) Under the %ill

- those employees who had not elected coverage before the expiration
of the 2-year period following approval of the coverage of their group
would be given an opportunity to elect coverage through December 31,
1969.

The committee recognizes that employees who initially failed to
elect coverage under the divided retirement system provision were
provided three subsequent opportunities for election of coverage under
amendments made to the Social Security Act in 1958, 1961, and 1965.
The committee has been informed that some employees not choosing
coverage under previous opportunities now desire coverage because,
as a result of changes made in some State or local retirement system
benefits with respect to employees also covered under social security,
employees now coming under social security are treated more favora-
bly under the retirement system than was formerly the case. Thus, the
choice presented the emp%’oyee is a different choice than the one he
formerly had.

The committee’s bill will reopen coverage until the end of 1969. This
should provide ample time for the States to bring under social security
coverage any employees who formerly did not choose coverage but who
now desire it.
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(6) RETROACTIVE COVERAGE OF CERTAIN FORMER EMPLOYEES

The committee’s bill adds to the House bill a provision which would
permit social security credit to be given for some past earnings that
were erroneously reported for certain former State and local govern-
ment employees who were not covered under a State agreement. Situa-
tions have arisen in which an employer, such as a library or hospital,
has mistakenly thought it was a nonprofit organization or a private
employer, rather than a unit of a State or local government, and has
reported its employees under the coverage provisions applicable to
nonprofit or private employment. When the error is discovered, the
employer, in some cases, asks the State to provide coverage for the
coverage group under the State agreement. Under the committee’s
bill, if the State modifies its coverage agreement to make it applicable
to the group involved, the State woul(gi be permitted to specify that
whatever retroactive coverage is provided for a group of current em-
ployees, under the present generally applicable provisions of law,
would also be provided for aﬁ former employees of the group whose
earnings were erroneously reported. The retroactive coverage pro-
vided for the former employees would be limited to those for whom no
refund of the employer and employee taxes had been made.

(7) COVERAGE OF PERSONS IN POSITIONS COMPENSATED ENTIRELY ON
A FEE BASIS

The committee added a provision to the House bill which would
modify provisions applying to coverage of State and local government
employees who are compensated solely on a fee basis. Under present
law, fee-basis employees, like other State and local government em-
ployees, may be covered only under a State coverage agreement.
Services in positions the compensation for which is on a fee basis are
one of the types of services which the States have the option of exclud-
ing from coverage at the time they bring a group of workers under
social security; if so excluded, they may later be covered, but if cov-
ered, they may not later be excluded.

Because of the difficulties involved States and localities have chosen
not to provide coverage for most fee-basis employees. The amounts
received as fees are often relatively small, and in view of administra-
tive problems, the States and localities sometimes regard the reporting

-of such amounts as a nuisance. Many of the fee-basis employees not
covered under State agreements need and would like to have their fees
_covered under social security.

The committee’s provision would apply only to State and local
government employees who are compensated solely on a fee basis; the
coverage provisions applying to persons in positions compensated
partly by fees and partly by salaries would not be changed. For
employees who are compensated solely on a fee basis, fees received
after 1967 which are not covered under a State agreement would be
covered under the self-employment provisions of law, except that
people in fee-basis positions in 1968 could elect not to have their fees
covered under the self-employment provisions. Under the provision,
a State could, as under present law, modify its coverage agreement to
provide coverage for fee-basis employees as employees. However,
unlike present law, the committee bill would permit States to remove
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from future coverage persons who are compensated solely on a fee
basis. The coverage of certain fee-basis employees under the self-
employment provisions of law is not intended to affect in any way
the social security coverage, or the status under State or local law, of
other persons who may be working in the same office with or who may
be under the supervision of the fee-basis employees.

The committee recognizes that it is not generally desirable to cover
employees under the self-employment coverage provisions of the law,
or to give persons an individual choice as to having their services
covered un(}er social security. However, it was felt that the provisions
of the committee’s bill were justifiable in the case of employees
compensated entirely by fees because of the unusual problems in-
volved in providing coverage for these persons under the employee
provisions.

(8) EMPLOYEES OF THE MASSACHUSETTS TURNPIKE AUTHORITY

The committee has added a provision to the House bill, applicable
only to employees of the Massachusetts Turnpike Authority, which
would permit the removal from social security coverage of Turnpike
Authority employees. The committee has been informed that the posi-
tions involved have been under social security for many years, with
no coverage under a staff system. Now, however, the positions in
question are being covered under a system established under provisions
of Massachusetts State law. It is believed that it would not be feasible
for the Turnpike Authority and the employees involved to pay full
contributions under both social security and the State-established
system.

(9) COVERAGE OF STATE AND LOCAL GOVERNMENT FIREMEN

The committee added a provision under which the States not named
in the Social Security Act as States which may extend social security
coverage to policemen and firemen may nonetheless cover firemen who
are under o retirement system, but only under the referendum pro-
cedure, and only if the Governor of the State certifies that the overall
benefit protection of the firemen to be brought under social security
would be improved by the extension of social security coverage to the
group. Under the referendum procedure, all members of a retirement
system group are covered upon a favorable majority vote of the group.

There would be no change in the coverage of firemen (or policemen)
in the States listed in the law as States permitted to cover policemen
and firemen. (There are now 19 such States, and Nebraska and Puerto
Rico would be added by other provisions of the bill.) All of these
States can now use the referendum provision, without the type of
Governor’s certification the amendment would provide, and 10 of the
States now authorized to cover policemen and firemen who are under
retirement systems are on the list of States which may use the divided
retirement system provision, under which coverage may be provided
for only those current retirement system members who desire coverage,
with all future employees being covered compulsorily. The committee’s
amendment, however, would not extend the divided retirement system
provisions to any new State.
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(c) Additional wage credits for those in the uniformed service

The committee’s bill would provide additional social security pro-
tection for those serving in the uniformed services of the United States.
Under present law, servicemen are covered under social security on
a contributory basis similar to that applicable to other covered em-
ployment. A serviceman’s coverage, however, is limited to his basic
pay, and does not include certain cash increments which many receive
or the substantial value of pay in kind, such as food, shelter, and medi-
cal services, the cash value of which 1s generally counted as wages in
case of other jobs covered under social security. Thus the social se-
curity protection of a worker may be impaired during a period when
he is in military service, because of the relatively low earnings cov-
ered under social security, on which benefit amotunts are based. The
committee’s bill would take account of this situation by providing
that, when social security benefits for a serviceman or veteran, or
his family, are computed, there would be included an additional wage
credit of $100 for each $100, or fraction thereof, of active duty pay, up
1o $300 a quarter (i.e., up to $100 » month), for service performed in
the uniformed services after December 31, 1967, subject to the general
limitation on’the maximum earnings creditable in a year for benefit
and tax purposes. The committee believes that it would be unfair to
many servicemen, particularly those whose cash pay is relatively small,
to require that they pay social security employee contributions on these
additional wage credits. Accordingly, the bill provides for reimburs-
ing the social security trust funds from genem{ revenues on a current
basis for the added cost of benefits which would result from the
enactment of this provision. The committee expects that the Defense
Department appropriation will carry these funds.

(d) Retirement payments made to retired partners

Retirement payments (whether received by an employee or a self”
employed person) are, in general, not covered under social security for
purposes of contributions, benefit computations, and the retirement
test. However, retirement payments made by a partnership to a
retired partner from the current earnings of the partnership are geu-
erally treated as earnings from self-employment and are covered under
social security. This is true even though the retired partner performs no
services in any trade or business which the partnership conducts and
even though the retirement payments represent the individual’s
only relationship to the partnership. The committee believes that
partnership payments which are clearly retirement income should be
excluded for all social security purposes.

Under the bill, payments received by a retired partner from the part-
nership would be excluded under conditions which assure that the pay-
ments are bona fide retirement income. The exclusion would apply
where the payments received by the retired partner are made pursuant
to a written plan of the partnership which provides for lifelong peri-
odic retirement payments to the partner. It would only apply if the
retired partner no longer had any interest in the partnership except
for the right to the retirement payments. The exclusion would not
apply to retirement payments made in a year in which the partner
performed any services for the partnership. Tt would apply to taxable
years ending on or after December 31, 1967.
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(e) Coverage of Federal employees

The committee is aware of the gaps whicn exist in the protection of
the Federal workers who do not have survivorship, disability, or retire-
ment protection based on that employment. .

A particular hardship exists in many instandes when an individual
dies during his first 5 years of Government service, when he is not
yet entitled to survivorship protection under his Federal staff retire-
ment system but he has lost his social security protection. A similar
situation occurs when an individual dies shortly after leaving Federal
service and before he has worked under social security long enough
to be covered for survivorship benefits.

Additionally, an inequity may possibly exist in the relationship of
the medicare program to Federal employees. Approximately 50 percent
of our retired Federal employees are entitled to hospital insurance
benefits under medicare on the basis of coverage acquired while serving
in the armed services or working in private employment. If the retiree
elects to pay the premium for coverage under the voluntary supple-
mentary medical plan open to all of our citizens, he will enjoy health
insurance protection approaching that afforded by the high option
plans offered by the Feci)eral Employees Health Benefit Act. In that
case, the Federal Government is relieved of any obligation to con-
tribute to his health care as an employee distinct from a member of
the general public.,

Those Federal retirees not entitled to hospital insurance protection
under medicare cannot benefit from the voluntary supplementary plan
toward which the Government currently contributes $3 per month on
behalf of each participant. Since the retiree must retain the health
insurance plan he selected as an employee in order to have hospital in-
surance protection, the voluntary supplementary plan will duplicate
coverage he already has. As he is not permitted to collect duplicate
benefits, the voluntary supplementary plan is not worth the $3 per
month the individual would be required to pay.

The administration’s bill, H.R. 5710, contained a proposal under
which credits for work subject to a Federal staff-retirement system
would be transferred to social security in all cases where the worker
or his survivors do not become eligible for staff-system benefits based
on that work. The committee also considered the possibility of extend-
ing social security hospital insurance coverage to Federal civilian em-
ployment, on the contributory basis that is applicable to such coverage
of almost all other kinds of work. Although each of these ideas has
some merit, the committee believes there should be further and more
comprehensive study of the possible ways of including Federal em-
ploFees in the program before any recommendation for change is made.

The committee, like the Committee on Ways and Means, is con-
cerned about a situation that can occur when Government employees,
either active or retired, work in employment covered under the social
security program and qualify for the minimum or low benefits. This
situation occurs when the Government worker with a substantial
Government salary works part time under social security or enters
covered employment after retirement; in such cases he can become
entitled to social security benefits (perhaps the minimum benefit)
which will be heavily weighted in his favor, receiving a higher per-
centage of wage replacement on his social security earnings. The
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social security weighted benefit formula is designed for the worker
who has low earnings from all sources all his working life.

The committee concurs with the House committee in directing the
Social Security Admninistration to make a thorough study of all of the
various .problems which up to now have precluded the coverage of
governmental employees under social security. The study is to be
made in close and constant cooperation with employee groups and
with appropriate Federal agencies with a view to resolving the prob-
lems in a manner that is fair to both the governmental employees
and the other members of the labor force who support the social
security system. The report of the study, including positive recom-
mendations for covering of Government employees on a basis that is
fair to both Government employees and all other workers, is to be
submitted to the Congress prior to January 1, 1969.

(f) Modification of coverage provisions relating to family employment

Under present law, employment performed in the private home
of the employer by a parent in the employ of his son or daughter is not
covered under social security. Usually when a parent performs domes-
tic service in the home of a son or daughter there is no employer-
employee relationship between them. Sometimes, however, t{Iere is
such a relationship and a need for an employee to perform domestic
services. Under the committee’s bill, coverage would be provided for
employment by a parent performed in the home of his son or daughter
if the employer has a child (including an adopted child) or stepchild
in his home who is under age 18 or who has a mental or physical con-
dition 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, and the employer is a widow, widower, or a
divorced person who is not married or if he has a spouse who has a
mental or physical condition which results in such spouse being in-
capable of caring for such child for at least 4 continuous weeks in the
calendar quarter in which the services are rendered. In these situations,
there is generally a definite need for a person to render services in the
home to care for the child (or children). A written statement by a
doctor of the existence of the mental or physical condition of the child
or spouse would usually be sufficient evidence to establish the condi-
tion. The committee’s bill would continue to exclude from coverage
under the family employment exclusion employment performed in a
private home by a parent of the employer when the specified condi-
tions are not met.

(9) Lzclusion of prisoners from coverage under certain programs

Under present law, some convicts can, solely as the result of their
work while serving a prison sentence, establish eligibility for unemploy-
ment benefits, earn credits under the Federal civil service retirement
system, or obtain credits under social security. The committee believes
that it is inappropriate to provide the same benefits for prison work as
for other work.

The committee bill provides that any employment by an inmate of
a prison would not be creditable for purposes of establishing entitle-
ment to unemployment insurance compensation. The bill would
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further provide that any employment of an inmate of a prison for the
United States or any of its instrumentalities would not be creditable
for the purposes of the Federal civil service retirement system or for
qualifying under certain other programs established for the protection
of Federal civilian employees and their families. The bill would also
broaden the present exclusion from social security coverage of most
Federal employment to exclude all employment performed by a prison
inmate for a Federal agency. The provisions relating to unemployment
compensation based on private employment would be effective
January 1, 1969, with respect to Federal approval of State laws and
would apply to services performed after December 31, 1968. The
provisions relating to Federal employment and social security coverage
would apply to service performed after the month following the month

of enactment.
7. Health Insurance Provisions

(a) Extending health insurance protection to disabled beneficiaries

The committee gave extensive consideration to a proposal to extend
health insurance protection under title XVIII to persons entitled to
monthly cash benefits under the social security and railroad retirement
programs because they are disabled. While the committee believes that
there is much to say for extending the protection of medicare to disa-
bility beneficiaries, it has regretfully concluded that it cannot recom-
mend this extension of protection at the present time.

A major factor in the committee’s decision was that data which first
became available while the proposal was being considered by the
House indicated that the per capita cost of proviging health insurance
for the disabled under medicare would be considerably higher than is
the cost of providing the same coverage for the aged. As a result of the
new data, the chief actuary of the Social Security Administration
increased his estimates of the cost of the proposal significantly; this
increase in the cost estimates, together with the revised estimates for
the overall cost of the hospital insurance program discussed elsewhere
in this report, raised serious problems with respect to the financing
of the proposal.

The estimated difference between the cost of medicare for the dis-
abled and for the aged also raised questions as to what would be the
most equitable way of financing medicare coverage—especially medi-
cal insurance coverage, half of the total cost of which is met by the
beneficiaries themselves.

The committee has, therefore, deferred recommending extension of
medicare to the disabled, but has agreed with the provision of the
House bill under which an advisory council will be appointed in 1968
to study the question of extending medicare to the disabled, including
the unmet need of the disabled for health insurance protection, the
costs involved in providing this protection, and the ways of financing
this protection. The Council would be required to submit a report of
its findings to the Secretary of Health, Education, and Welfare not
later than January 1, 1969. The Council would also be required to
make recommendations on how this protection should be financed and
on the extent to which the cost of this protection could appropriately
be borne by the hospital insurance and supplementary medical insur-
ance trust funds. The Council’s report would be submitted to the
boards of trustees of the trust funds and to the Congress.
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(b) Elimanation of requirement of physician certification in case of
certain hospital services

Under present law, payment under the hospital insurance program
may be made for services furnished by a hospital only if a physician
certifies that the services are medically necessary. In addition, when
the patient has received inpatient hospital services for an extended
period, the physician must recertify to the continuing need for the
services.

The committee’s bill would, upon enactment, eliminate the out-
patient hospital services certification requirement and the requirement
for a physician’s initial certification of the medical necessity for inpa-
tient services furnished by hospitals other than tuberculosis and mental
institutions. Outpatient hospital services and admissions to general
hospitals are almost always medically necessary and the requirement
for a physician’s certification of this fact results in largely unnecessary
paperwork. The committee is hopeful that elimination of the certifi-
cation requirement in these cases will be accompanied by a greater
emphasis by hospitals on utilization review and on those certifications
which will continue to be required.

The requirement for a physician’s certification after inpatient hos-
pital services have been furnished over a period of time, which is now
met through a recertification requirement, would be retained. Since
special conditions, in addition to need for some of the services they
provide, are attached to payment for services furnished by psychiatric
and tuberculosis hospitals, extended care facilities, and home health
agencies, the physician certifications with respect to these services
are important and meaningful and would be retained.

(¢) Method of payment to physicians under the supplementary medical
insurance program

Present law provides two methods for the payment of charges by
physicians (and others whose services are covered under the medicare
program on a reasonable charge basis). Payment may be made directly
to the beneficiary on the basis of a receipted bill submitted by him fol-
lowing his payment of the physician’s fees; or the beneficiary may
assign his right to reimbursement to the physician, who then submits
the bill and receives payment on his patient’s behalf. Under the assign-
ment method the physician must agree that his total bill will not exceed
the reasonable charges used as the basis of reimbursement under the
medical insurance program.

Although many physicians are accepting assignments at least part
of the time, there are instances where the physician prefers not to ac-
cept assignment even though the beneficiary may not be in a position
to pay asizable fee in advance of medicare reimbursement. In recogni-
tion of the financial hardships imposed on the medicare patient:in such
cases, the House-passed bill would provide for a new payment pro-
cedure under the medical insurance program to serve as an alternative
to the present procedures. Under this procedure, payment could be
made to the physician (or other individual providing covered services)
on the basis of an itemized, unpaid bill without his having to agree,
as under the assignment procedure, to accept the program’s reasonable
charges as payment in full, if he submits the bill in an acceptable
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manner and if his charges do not—in fact—exceed the program’s
allowable charges. Conversely, where these conditions are not met
or where the physician requests that the benefits be paid directly to
the patient, t,%e House-approved bill provides for payment, on the
basis of an 1temized bill, to be made to the patient.

The committee recognizes the problem that arises under present law
because a beneficiary of limited means whose physician is unwilling to
accept assignment must pay all (or, at least, a major portion) of the
physician’s fees out-of-pocket before he may receive the benefits of
the program. Although the committee is in agreement with the
objective of the House-passed proposal to resolve this problem by
permitting medical insurance benefits to be paid, subject to certain pre-
conditions, on the basis of an itemized, unpaid bill, there is concern that
this proposal, under which there would be four alternative methods of

ayment, would be unnecessarily complex. Therefore, the committee
Eas amended the House-approved bill to provide for a simpler modifi-
cation which follows the pattern of reimbursement used by most private
health insurers.

Under the committee’s bill, the two methods of payment provided
for under present law would be retained with but one change: the bill
would deleté the requirement that the patient must pay the physician’s
charges before he can be reimbursed under the program. Thus, the
committee’s bill would permit payment either to the patient on the
basis of an itemized bill (which could be either paid or unpaid) or to
the physician under the present assignment method. The new provi-
sion would apply to medical insurance claims on which a final deter-
mination has not been made on the date of enactment.

The committee believes that this amendment will not only benefit
patients whose physicians are unwilling to accept assignments but
will enable the patient to make a more informed evaluation of his
physician’s charges since he will have the benefit of his medical insur-
ance intermediary’s reasonable-charge determination at the time he
pays his physician’s bill.

In addition, the House-approved bill would establish a time limit on
the period within which payment may be requested under the medical
insurance program with respect to physicians’ services and other serv-
ices reimbursable on a charge basis. Although authority to establish
a time limitation on the filing of claims by hospitals and other pro-
viders of service for cost reimbursement 1s provided under present
law, no such limitation is provided for with respect to the filing of
charge-related claims under the medical insurance program. Under the
House bill, claims for the services in question would, in general, have
to be filed no later than the end of the calendar year following the
year in which the services were furnished. The committee recognizes
the desirability of promoting efficient administration by avoiding the
handling of claims which by reason of their age are not readily subject
to verification. The committee, therefore, concurs in the House
decision but postpones its effective date by making the time limitation
applicable only to bills submitted and requests for payment made on
or after April 1, 1968. The effect of this change is to provide an addi-
tional 3 months—January through March 1968—for individuals to
claim benefits for services furnished during the first 3 months of the
program.
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(d) Simplification of reimbursement to hospitals for certain
physictans’ services and for outpatient hospital services

The committee’s bill would simplify the procedures required for
medicare reimbursement to hospitals and hospital patients. The sim-
plification would be accomplished by: (1) providing that the full
reasonable charges will be paid under the medical insurance program
for covered radiological and pathological services furnished by phy-
sicians to hospital inpatients; (2) consolidating all coverage of out-
patient hospital services under the medical insurance program, and
(3) allowing hospitals to collect small outpatient charges from medi-
care outpatients. The result of these changes would be to facilitate
beneficiary understanding and simplify hospital and intermediary
handling of medicare claims by bringing the requirements of the
medicare program more closely into line with the usual billing prac-
tices of hospitals and the payment methods of private insurance
organizations. The amendments would become effective on April 1,
1968.

(1) RADIOLOGICAL AND PATHOLOGICAL SERVICES FURNISHED TO
HOSPITAL INPATIENTS

Physicians’ charges for services to individual medicare patients
are covered under the medical insurance program. On the other
hand, the compensation that some physicians receive from or through
a hospital for services which benefit patients generally (for example,
administrative services, committee work, teaching, research, and
general supervision) as well as the other costs the hospital incurs
in providing covered services (for example, salaries of technicians
employed by the hospital, overhead, and equipment) are reimbursable
under the hospital insurance program. A major difficulty has arisen
for hospitals in preparing bills for reimbursement under medicare
because it is very common for hospitals, for other reimbursement pur-
poses, to give their patients bills for pathological and radiological pro-
cedures that cover both the specialist’s services to the patient and the
supporting hospital services. Therefore, it is necessary under present
law, where such consolidated bills are presented, for the hospital and
physician to establish a breakdown of the combined bill into two parts,
one for each of these two categories of services, in order to determine
the patient’s liability under the medical insurance program for de-
ductible and coinsurance amounts and to compute the respective lia-
bilities of the two parts of the medicare program. The additional work
for hospitals and physicians which results from this required division
is an administrative burden for which medicare is entirely responsible.
The required division of charges and split billing serves no purpose
other than medicare reimbursement and the deductible and coinsur-
ance payments, which are often very small, are a cause of confusion,
annoyance, and misunderstanding among beneficiaries.

The committee’s bill would not modify the decision, embodied in
the original medicare enactment, that physicians’ services to the
patient be reimbursed under part B, the medical insurance program,
and that the cost of hospital services be reimbursed under part A, the
hospital insurance program. The bill would, however, improve medi-
cal insurance coverage somewhat by providiag full coverage under
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medicare for pathology and radiology services furnished to hospital
inpatients by physicians specializing in pathology and radiology. This
change would provide reimbursement for the services in question in
a manner that is comparable to the inhospital coverage of pathology
and radiology procedures employed by many other health benefit
plans thereby simplifying beneficiary understanding of the program
and greatly facilitating medicare reimbursement by making it possible
to pay for the services in question in a manner that is more consistent
with the usual billing procedures of the hospital.

Under the bill, where the hospital customarily bills for the hos-
pital’s services and the services of the pathologist or radiologist in
combination, the absence of the medical insurance deductible and co-
insurance would make it unnecessary to break down the bill on a
patient-by-patient basis into the parts covered under the hospital in-
surance and medical insurance programs where the patient is entitled
to benefits under both programs and has met the hospital insurance de-
ductible. It is anticipated that in combined billing situations, a single
intermediary would make all the required benefit determinations and
that the respectiveliabilities of the two medicare trust funds would be
determined periodically on the basis of the compensation the physician
receives for services to patients and the costs incurred by the hospital
in making its covered services available. From time to time throughout
the year, adjustments would be made on an aggregate basis between
the two funds of the amounts for which each fund is estimated to be
liable, and final settlements of the respective liabilities of the two
funds would be made on the basis of the annual audited cost finding
required in connection with hospital reimbursement.

here would generally be no patient liability for inpatient pathol-
ogy or radiology services either with respect to the hospital insurance
component (since the inpatient hospital deductible will ordinarily
have been met through charges for other services) or the medical in-
surance component. Therefore, the committee would expect that the
proposed change would provide opportunities for the development of
procedures which would eliminate paperwork and facilitate adminis-
tration where the services in question are customarily billed through
the hospital.

Pathologists and radiologists whose billings for their services to
hospital inpatients are independent of the hospital’s billing would also
benefit from the committee’s amendment. Since no deductible or co-
insurance would be applicable to these services, the physician could,
if he chooses to do so, submit a single bill to the program for his full
reasonable charge; in such cases, the physician would not have to look
to the patient for additional payment. Under the committee’s bill, as
under present law, the hospital and physician would be left free to de-
cide whether charges for the physician’s services are to be billed for by
the hospital or by the physician, as well as to determine the additional
elements of the parties’ financial or other arrangements with each
other.

(2) SERVICES TO HOSPITAL OUTPATIENTS

The committee’s bill would consolidate the coverage of outpatient
hospital services under the medical insurance program so that such
services would be subject to the same deductible and coinsurance
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rovisions as physicians’ services. Under present law, reimbursement
or hospital services to outpatients is made under whichever of the
following sets of provisions is applicable: (1) Services provided by the
hospital (including hospital-based physicians’ services which benefit
patients generally) are covered under the hospital insurance program,
subject to a $20 deductible, where the services are diagnostic in
nature and (2) coverage of hospital services is provided under the
medical insurance program, subject to the $50 annual deductible and
where the services are not diagnostic. In both cases a 20-percent
coinsurance amount is applicable after the appropriate deductible is
met. Expenses incurred in meeting the $20 deductible under the
hospital insurance program are covered under the medical insurance
program.

By transferring coverage of outpatient hospital diagnostic services
to the medical insurance program, the committee’s bill would simplify
the procedure for paying benefits for services to hospital outpatients
by making such payments subject to a single set of rules for determin-
ing patient eligibility, patient and medicare liability, and trust fund
accountability. The bill would also remove any differential in benefits
that could result under present law between hospital outpatient cov-
erage and physician’s office coverage because a patient’s liability for
the deductible with respect to diagnostic services furnished in a physi-
cian’s office may be different from the patient’s liability if the tests
are furnished in a hospital outpatient department. Moreover, since
all hospital services to outpatients and the related services of hospital-
based physicians would be covered under the same program, there
would be no reason not to permit combined billing for these services
under medicare where this would be consistent with the usual prac-
tices of the hospital and physician. In these cases, a single interme-
diary could make all the required payments on the basis of the re-
muneration of the hospital-based physicians and the nonphysician
costs the hospital incurs in making outpatient services available. The
status under medicare of the physician who bills patients directly
would not be affected.

(3) SIMPLIFIED REIMBURSEMENT OF HOSPITAL OUTPATIENT SERVICES

Under present law, providers of health services claim reimbursement
for covered services from their hospital insurance intermediary. The
may charge the medicare patient only for applicable deductible and
coinsurance amounts and noncovered services. This procedure is
consistent with the inpatient billing practices of other hospital in-
surance programs and has proved to be generally satisfactory under
medicare. It has, however, placed an unaccustomed administrative
burden on hospitals in claiming reimbursement for low-cost services
to outpatients.

In many cases the operation of the $20 deductible for diagnostic
services and the $50 deductible for therapeutic services makes the pa-
tient liable for the total charge and no payment, or a very small pay-
ment, is made by the program. Experience indicates that the hospital’s
administrative costs in billing the program and the patient, in the
case of the small bills involved, have sometimes been disproportionate
in relation to the size of the bills and the amounts that have been col-
lected. Another problem is that the hospital is often unable to accu-
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rately determinfe at the time outpatient hospital services are furnished
how much the medicare patient has already paid toward the deductible.
Where a check of the central medicare records after the patient has
left the hospital premises indicates that the hospital collected less than
the patient owed, it is often difficult for the hospital to collect the ad-
ditional amounts from the patient. In the case of nonmedicare out-
patients, the hospital can often collect the entire bill from the patient
on the spot, where small charges are involved.

The committee’s bill weuld simplify billing for outpatient hospital
services by permitting hospitals, as an alternative to tge present reim-
bursement procedure, to collect small charges (in no case charges of
more than $50) for covered services from the medicare beneficiary out-
patient without submitting a cost-reimbursement bill to medicare.
Under this new procedure, a hospital could bill the patient its cus-
tomary charges for outpatient services rendered and the patient
would be reimbursed for 80 percent (less any applicable deductible
amount) of the hospital outpatient charges as he would be reimbursed
for other services that are reimbursed under the medical insurance
program. The Secretary would determine the situations in which
collection from the outpatient by the hospital was an advantageous
procedure and would issue regulations limiting the application of
the procedure to these cases. The Secretary would establish procedures
designed to make it as easy as possible for beneficiaries who pay their
hospital outpatient bills to claim reimbursement. Furthermore, since
claims for hospital reimbursement will not be submitted for all
outpatients under the proposed change as they are under present law,
the Secretary will limit the applicability of the procedure to cases
where the hospital can provide an adequate record of amounts col-
lected from medicare patients and related information. As noted
previously, since the hospital services to outpatients and the related
hospital-based physicians’ services to outpatients would both be
covered under the medical insurance program, the program or the
patient, whichever is billed, would receive a combined billing for
these services where this would be consistent with the hospital’s
usual practice.

Hospital collections from outpatients would be taken into account
to assure that a hospital’s total reimbursement from the program
and medicare patients for the services in question would not exceed
the hospital’s cost of providing the covered services plus the appro-
priate charges to patients for noncovered services. In other words, the
proposal would make no change in hospital income in the aggregate,
iIn the program’s liability or in the amounts that patients would
be required to pay.

(e) Additional days of hospital care

The committee’s hill would provide a lifetime reserve of 60 days
of inpatient hospital benefits to be available to the beneficiary when-
ever he has usedp up the 90 days of hospital benefits in a spell of illness
provided under present law. The beneficiary could draw upon any or
all of these additional days whenever he has exhausted his 90 days of
hospital benefits in any spell of illness, but such additional days
cou{d not exceed a maximum of 60 days during his lifetime. Each
of these additional days would be subject to the coinsurance amount
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(now $10) equal to one-fourth the inpatient hospital deductible (now
$40). The proposal would in effect guarantee to a beneficiary that no
less than 150 days of inpatient hospital benefits would be available
to him during his lifetime.

The House bill would provide for an additional 30 days of coverage
of inpatient hospital services in a spell of illness (up to 120 days in
total in any spell of illness) with a coinsurance amount ($20 initially)
equal to one-half the inpatient hospital deductible applicable to each
of such 30 days.

The proposed increases in the number of days of inpatient hospital
berefits provided under both the House bill and the committee bill
are intended to help meet the problem faced by a beneficiary who
requires long term care in an extended care facility or nursing home
and whose spell of illness convinues through his stay in the facility
because he has not been out of a hospital or any institution that is
primarily engaged in providing skilled nursing care and related services
for 60 consecutive days. The committee believes that the provision of
an additional 60 days of inpatient hospital benefits during a bene-
ficiary’s lifetime will be of greater help to those beneficiaries who are
more or less permanently institutionalized and who therefore have, in
effect, only one spell of illness during their lifetime. Under the House
bill these persons would qualify for only an additional 30 days of in-
patient hospital benefits, while under the committee bill they would
qualify for up to 60 additional days of benefits. The additional coverage
provided under the committee bill would also be of greater value to
those persons who have several spells of illness during their lifetime
and \VEO may require more than 120 days of hospital care in any one
of these spells of illness. The lifetime maximum of 60 such additional
days provided under the committee bill, together with the imposition
of the coinsurance amount for each of these additional days, provides
safeguards against any possible excessive use of hospital care in these
cases. Also, the committee expects that the Secretary of Health,
Education, and Welfare would establish appropriate regulations under
present provisions of the law for appropriate verification of the medical
necessity of the additional days of hospital care for which payment
would be made. The amendment \voulé) become effective January 1,
1968.

(f) Study of coverage of preventive care under medicare

Preventive health care, including periodic health examinations and
disease detection services, can assist in reducing the incidence of serious
illness. The committee believes that health insurance coverage of
some of the costs of such examinations and services would reduce
financial barriers to using preventive medicine and to early detection
of disease and thereby might help to increase the use of such services.
The result might then be to reduce serious and disabling illness as well
as the need for more intensive and costly health care.

The committee also believes that older people might profit greatly
by being better informed concerning steps that they can take to pre-
vent and treat illness. Many steps to improve health can be taken by
the person himself if he were aware of their importance. Moreover,
older people with health problems may not know of the health re-
sources and treatment methods which are available to them.
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The committee, therefore, instructs the Secretary of Health, Educa-
tion, and Welfare to conduct a study of the possible coverage under
medicare of the cost of comprehensive health screening services and
other preventive services designed to contribute to the early detection
and prevention of disease in old age, and the feasibility of instituting
and conducting informational or educational programs designed to
reduce illness among medicare beneficiaries and to aid them in obtain-
ing needed treatment. The Secretary will report to the Congress, prior
to January 1, 1969, his findings and recommendations resulting from
these studies.

(9) Incentives for economy while maintaining or improving quality in
the provision of health services

Under present law, medicare payments are made either on the basis
of the reasonable cost of, or the reasonable charge for, covered services.
Participating providers of services snd, in certain cases, group practice
prepayment plans are reimbursed on the basis of the reasonable costs
they incur in providing covered services to medicare beneficiaries.
Payment for services furnished by persons other than providers of
services are made on the basis of the reasonable charge for the services;
in general, a physician’s charge is considered to be reasonable if it is
his customary charge and if it does not exceed the charge prevailing
in the community for the same service. Title V (maternal and child
health) and title XIX (medicaid) of the Social Security Act also pro-
vide that hospitals will be reimbursed on a reasonable cost basis for
the inpatient services they furnish recipients; the State determines
the basis of reimbursement for the other health services financed under
those titles.

Under the House-passed bill, the Secretary would be authorized to
enter into agreements with a limited number of individual providers
of health services, community groups, and group practice prepayment
plans under which these organizations would engage in experiments
with reimbursement systems other than those based on cost where
these alternative systems provide incentives to lower the cost of
providing services while maintaining or improving théir quality.
Group practice prepayment plans which provide both physicians’
services and hospital services to their membership could engage in
experiments under which a combined system of reimbursement could
be developed for both physician and hospital services.

This provision grew out of the concern, which is shared by the
committee, that rigid commitment to a cost basis of reimbursement
may provide insufficient incentive for participating providers of serv-
ices to furnish health care economically and efficiently. The organiza-
tion which is reimbursed at cost may see no advantage in lowering its
cost. Moreover, patients may not take the same interest in the cost of
health services they receive when it is paid from insurance or Govern-
ment funds as when they pay it out-of-pocket. The committee agrees
that bases of reimbursement other than the cost method should be
explored which may, through experimentation, be demonstrated to be
effective in increasing the efficiency and economy of providing institu-
tional health services without adversely affecting the quality of such
services,
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The committee also believes, however, that many of the considera-
tions which suggest a need to experiment with reimbursement for pro-
viders of services apply equally to reimbursement of physicians’
services. The committee is concerned that the forthcoming increase in
part B premiums under medicare not be followed by increases of simi-
lar magnitude in subsequent years (except, of course, where there is a
statutory change in the benefits provided). Therefore, the committee’s
bill would also give the Secretary authority to enter into agreements
with physicians to experiment with payment for their services on bases
other than charges, such as fee schedules, fees related to physician-
time, or retainer or per capita arrangements. The Secretary will be
expected to develop the experiments authorized under the bill and
establish procedures for the selection of participants which are likely
to be able to carry them out properly. The Secretary will approve only
those experiments which can reasonably be expected to result in greater
efficiency, lower costs, and maintenance or improvement in the quality
of the services being provided. Under the bill, the Secretary would be
authorized to reimburse States for any additional costs they incur
under their title V or title XIX program which result from these experi-
ments. The participation of physicians in such experiments or demon-
strations will be purely voluntary on their part.

Since the success of the experiments will be measured by improve-
ment in efficiency and increase in output of health services per dollar
of expenditure, effective measures of efliciency and quality are essential
elements to the experiments and in many cases appropriate means of
measurement will have to be developed before experimentation can
begin. The committee believes that the Secretary may find it helpful
to contract with research organizations, under existing authority, for
the conduct of research designed to establish better methods of
determining health care efficiency and output.

Under the bill, the Secretary would be required to report annually
to the Congress on the experience in carrying out these provisions
of the bill.

(h) Transitional provision on eligibility of presently uninsured indi-
viduals for hospital insurance benefits

Under present law, persons who attain age 65 in 1967 or earlier
are eligible for hospital insurance protection even though' they have
not earned any quarters of coverage under the social security or rail-
road retirement programs. However, persons who attain age 65 in
1968 must have earned at least six quarters of coverage or be eligible
for social security or railroad retirement benefits. The committee
believes that this initial increase to six quarters of coverage is too
great, and the bill provides that the minimum number of quarters of
coverage required for entitlement under this special provision of
persons attaining age 65 in 1968 would be three quarters of coverage,
with the required number of quarters of coverage increasing by three
quarters for each subsequent year in which the individual attains
age 65. The transitional provision will phase out so that by 1975 (1974
for women) the same number of quarters of coverage will be required
for entitlement to cash benefits and hospital insurance benefits. The
cost of hospital insurance protection provided under this provision
will continue to be financed from general revenues rather than from
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the Federal Hospital Insurance Trust Fund. The committee concurs
with the House on this amendment. The following table shows both
the present and the new requirements for entitlement under the transi-
tional insured status provision:

COVERAGE REQUIREMENTS UNDER THE INSURED STATUS PROVISION OF PRESENT LAW AND UNDER THE
COMMITTEE BILL

Men Women
Year attains age 65 Present law Combrg}ilttee Present law Con;’r;;littee
i i
0AS! Hi Hi 0ASI HI HI
16 0 0 13 0 0
17 6 3 14 6 3
18 9 6 15 6
19 12 9 16 12 9
20 15 12 17 15 12
21 18 15 18 18 15
22 21 18 19 19 18
23 23 21 20 20 20
24 24 . S PN

(7) Coverage of the services of podiatrists, chiropractors, and optometrists
under supplementary medical insurance program and exclusion of
routine foot care and of certain procedures performed during eye
examinations

Under the House bill, the definition of the term ‘‘physician” in
title XVIII of the Social Security Act would be amended to include a
doctor of podiatry or surgical chiropody. The committee bill would
further amend the definition of “physician” to include a chiropractor
and a doctor of optometry.

The committee bill would cover the nonroutine services of doctors
of podiatry or surgical chiropody, in the same fashion as these services
would be covered if performed by doctors of medicine and osteopathy,
as well as the services of licensed chiropractors and certain services of
doctors of optometry. The bill would provide this coverage by broaden-
ing the definition of the term ‘‘physician” in title XVIII to include a
doctor of podiatry or surgical chiropody, a licensed chiropractor, and a
doctor. of optometry so that the services they provide which are
covered under the supplementary medical insurance program would be
covered under that program as ‘‘physicians’ services.” Under present
law, a “physician” 1s defined as a doctor of medicine or osteopathy
or, In certain limited circumstances, a doctor of dentistry or of dental
or oral surgery. Physicians’ services to individual beneficiaries are
covered under the supplementary medical insurance part (part B) of
the medicare program.

In line with the exclusion in present law of such services as routine
physical checkups, most dental services, eye examinations for the
purpose of prescribing, fitting, or changing eyeglasses, examinations
for hearing aids, immunizations, and so forth, the bill would exclude
certain types of foot care whether provided by a podiatrist or by a
medical doctor. Payment would not be made for the treatment of flat
feet and the prescription of supportive devices therefor; treatment of
subluxations of the foot; and routine foot care, including the cutting
or removal of corns, warts, or calluses, the trimming of nails, and other
routine hygienic care. Although the exclusion of certain types of foot
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care would apply whether the care was provided by a podiatrist or a
medical doctor, as a matter of fact, medical doctors seldom provide
such care. Thus, the exclusion would not be a significant reduction in
the coverage of present law of foot ills and would result in making the
coverage of treatment of foot problems equivalent for medical doctors
and doctors of podiatry where the two types of doctors are equally
qualified to provide the required care.

The committee bill would cover the services of a licensed chiroprac-
tor but only with respect to services which he is legally authorized to
perform by the State where he is working. Of course, present law ex-
cludes from coverage under the health insurance program expenses
incurred for such health items and services as routine physical check-
ups and personal comfort items. Payment for the services of chiro-
practors would be limited, as are payments for the services of medical
doctors, to covered health items and services.

With respect to a doctor of optometry, the committee bill would
cover those services which he is legally authorized to perform by the
State in which he is working, exclusive of services involving the diag-
nosis or detection of eye diseases (and referral charges therefor) where
he would not be qualified to treat the disease if found. Where such
treatment consists of eye training or eye exercises, the services would
not be covered unless they were prescribed by a doctor of medicine
or a doctor of osteopathy.

Present law excludes from coverage expenses incurred for eyeglasses
or eye examinations for the purpose of prescribing, fitting, or changing
eyeglasses. One of the routine procedures performed in connection with
eye examinations is an eye refraction. The committee bill would make
clear that expenses for such refraction procedures would be excluded
from coverage under the health insurance program when performed by
an optometrist or when performed by an ophthalmologist or any other
physician even when the refraction is part of an examination per-
formed in relation to an illness not entirely related to the possible need
for eyeglasses. Unlike the House bill, however, the committee bill
would permit payment to be made for refraction procedures performed
in connection with furnishing prosthetic lenses.

The amendments would become effective April 1, 1968, with respect
to optometrists and chiropractors, and effective January 1, 1968 (as
under the House bill) with respect to podiatrists.

(7) Payment for the purchase of durable medical equipment

Present law provides reimbursement under the supplementary medi-
cal insurance program for expenses incurred for the rental of durable
medical equipment. There are, however, instances where the patient
purchases the equipment or where he would wish to purchase the
equipment because he believes it would be more economical or more
practical than rental-—for example, where a patient’s treatment will
require the use of an item of durable medical equipment for a period
of time over which the customary rental fees would exceed the usual
purchase price.

The committee’s bill would make benefits covering durable medical
equipment more responsive to the needs of the patient by including
a provision which would permit medical insurance benefits to be paid
in situations where an individual chooses to purchase rather than to
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rent the equipment. However, this provision would operate only as
an economical alternative to the present coverage. To avoid paying
the full purchase price of costly equipment used only a short time
and, thereby, allowing the patient or his estate-to profit upon its dis-
position, the bill would provide that benefits for the purchase of
relatively expensive items of durable medical equipment would be
paid in monthly installments that are equivalent to the payments that
would have been made had the patient chosen to rent the equipment.
Moreover, benefits would be paid only for that period of time during
which the equipment was certified to be medically necessary or until
the purchase price of the equipment had been fully reimbursed, which-
ever came first. The patient would wish to make the purchase under
these circunistances if the purchase was less costly than rental because
through the purchase his coinsurance payments would be reduced.

With respect to the purchase of inexpensive equipiment, on the other
hand, the committee’s bill would permit a lump-sum payment of
benefits where the carrier determines a single payment to be more
practical than periodic payments.

(k) Payment for outpatient physical therapy services

Under present law, health insurance payments may generally be
made for physical therapy services when provided to an inpatient in a
hospital or extended care facility which is participating in the health
insurance program, when furnished in a homebound patient’s home
by a participating home health agency, or when provided as an
incident to the services of a physician who personally supervises the
therapy. Because in some instances a hospita{) may have the personnel
and be organized to provide physical therapy services in the patient’s
home similar to those provided by a home health agency and under
circumstances which would not pose substantial problems of ad-
ministration, the House-passed bill extended supplementary medical
insurance coverage to physical therapy services which are not directly
incident to a physician’s service if furnished by a hospital, or by
others under arrangements with the hospital, to outpatients in a
place of residence used as the outpatient’s home.

The committee bill would extend medical insurance coverage to
physical therapy services which are provided under organized arrange-
ments to an outpatient regardless of whether such services are pro-
vided in a place of residence used as the outpatient’s home, in a hospital
or an extended care facility, or elsewhere. Payments would be made for
outpatient physical therapy services only when furnished in accordance
with a plan established and periodically reviewed by a physician. The
plan would prescribe the type of physical therapy services that would
be provided and the amount and duration of such services.

The proposed outpatient physical therapy payments would meet the
cost of skilled physical therapy and rehabilitation services furnished
by providers of services—hospitals, extended care facilities, and home
'heai)th agencies—and by approved clinics, rehabilitation agencies, or
public health agencies to beneficiaries on an outpatient basis. The
services could be furnished either directly by the providers of services
or by approved clinics or agencies or by other parties under arrange-
ments with them.
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The requirements that clinics and rehabilitation agencies must
meet in order to be eligible for payments are intended to assure that
only quality health care will be paid for. The clinic or rehabilita-
tion agency would be required to satisfy conditions specified in the
bill relating to medical records, policies governing the services pro-
vided, and State or applicable local licensing requirements. The clinic:
or rehabilitation agency would also have to be organized so as to
provide an adequate outpatient physicial therapy program. This
would include a requirement that they have adequate physician and
other participation to provide and oversee the furnishing of skilled
physicial therapy and rehabilitation services and to assure that the
services provided are both efficient and properly related to the total
medical needs of the patient. In addition, the clinic or rehabilitation
agency wowld have to meet such other conditions relating to health
and safety as the Secretary may find necessary. It is not intended
that organizations which are primarily engaged in providing mineral
or warm spring baths, often as an incident to vacation and travel
plans and which serve many visitors as pleasure resorts, would be
able to participate in the program as approved clinics or agencies.

The committee bill does not specifically require providers of serv-
ices—hospitals, extended care facilities, and home health agencies—
to meet the requirements that clinics and rehabilitation agencies
must meet in order to be eligible for payments for outpatient physical
therapy services. The committee believes that the provisions of present
law with respect to conditions for participation by such providers
permit the establishment of needed standards for outpatient physical
therapy services furnished by or under arrangement with a provider
of service. The committee expects that the Secretary of Health,
Education, and Welfare would develop standards for providers of
services furnishing outpatient physical therapy services which would
be similar to those for clinics or rehabilitation agencies providing such
services. The committee expects that local public health agencies
will be particularly helpful in rural areas in arranging for or directly
providing physical therapy services to beneficiaries. In many rural
areas, the public health agency may very well be the only agency
available to arrange for and supervise such services. It is expected,
therefore, that the Secretary will allow greater latitude and flexi-
bility to public health agencies in their arrangements for physical
therapy than is the case with other providers or nonpublic agencies.

The committee bill provides that payment to approved clinics,
rehabilitation agencies, and public health agencies shall be equal to
the cost of the services provided. Such payment is made under present
law for services furnished by participating hospitals, extended care
facilities, and home health agencies whether reimbursed under part
A or part B of the health insurance program. For purposes of adminis-
tration, it is expected that payment for outpatient physical therapy
services provided by approved clinics and agencies, 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 physical therapy serv-
ices 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.
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The committee bill would extend the provisions of presentlaw under
which State agencies, operating under agreements with the Secretary,
determine whether a provider of services meets the conditions for
participation in the health insurance program, to provide that State

-agencies would also determine whether a clinic or rehabilitation
agency, ineets the appropiiate requirements.

Benefits would be payable for covered outpatient physical therapy
services furnished beginning July 1, 1968. Although other benefit
provisions in the committee bill generally have an effective date of
April 1, 1968, a later date is provided for outpatient physical therapy
services to ollow time for the clinics and agencies to make any changes
recessary to meet the requirements for participation and for State
agencies to inspect such clinics or rehabilitation agencies and make
determinations with respect to whether they are eligible to participate.

(1) Payments for certain portable X-ray services

Under present law, diagnostic X-ray tests furnished outside the
hospital and extended care facility are covered under the supplemen-
tary medical insurance program if rendered under the direct super-
vision of a physician.

There are instances, however, where technicians take X-rays in the
patient’s home in accordance with the written authorization and under
the general direction of a physician but without his immediate super-
vision and where the films are read by a radiologist. Making benefits
available for portable X-ray services provided in the patient’s home
would facilitate diagnosis in some cases where, because the patient
is bedridden or unable to obtain transportation, it is difficult for him
to receive X-rays outside his home. The committee’s bill would pro-
vide coverage under the supplementary program for the services in
question, but to avoid supporting services which are inadequate or
hazardous to the patient, benefits would be paid only where the tests
are performed under the supervision of a physician and meet such
conditions relating to health and safety, with respect to both the equip-
ment used and the operators thereof, as the Secretary may find neces-
sary. Because of potential hazards to a patient’s health and because of
the professional education required to determine the nature of the serv-
ices required and the meaning of the results, diagnostic X-ray services
would have to be provided under very careful skilled supervisicn
to be adequate. The effective date for this benefit is January 1, 1968.

(m) Payment for blood

The committee has modified the provision of the House bill which
amended the blood deductible provisions of present law with respect
to replacement of blood. Under present law a deductible, equal to
the cost of the first 3 pints of blood furnished a beneficiary in a spell
of illness, is applied with respect to whole blood provided under the
hospital insurance program (part A). There is no deductible with
respect (o blood derivatives and no special deductible is applied
with respect to blood furnished under the supplementary medical
insurance program (part B).

Under the House bill, the “blood’” with respect to which the 3-pint
deductible under part A applies would be broadened to include
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packed red blood cells in addition to whole blood. The supply of
either of these forms of blood requires continual donations of fresh
whole blood. The deductible would be modified so that a beneficiary
could be considered to have replaced the blood, and not be charged
for the 3 pints, only if he supplied 2 pints of blood in replacement of
the first pint of blood received. The second and third pints furnished
a beneficiary would be replaced on a pint-for-pint basis as under
preseirt law. The House bill also establishes a separate deductible
under the supplementary medical insurance program (part B) for
the first 3 pints of whole blood or packed red blood cells furnished a
beneficiary in a calendar year and covered under that program. The
replacement policy would be the same as under part A. The blood
deductibles under parts A and B would be applied separately, without
respect to whether one or the other had been met.

The committee recognizes that the deductible with respect to blood
furnished is designed to encourage donations of blood to replace that
furnished medicare beneficiaries. Data, in large part provided by the
American Red Cross, indicate that older people have unusual dif-
ficulties replacing blood and the committee believes that these dif-
ficulties should not be increased through requiring 2-for-1 replace-
ment of the first pint of blood received. For this reason the committee
has deleted this provision of the bill.

The committee has, however, retained the House bill’s provisions
relating to including packed red blood cells in the blood deductible,
and adding a blood deductible to the supplementary medical insurance
program.

(n) Appropriations to supplementary medical insurance trust fund

The Social Security Act authorizes the appropriation to the sup-
plementary medical insurance trust fund of a contribution from gen-
eral revenues equal to the aggregate premiums payable by persons
enrolled under the medical insurance plan. The Congress intended that
the Government contribution should be paid into the trust fund at the
time that the premiums being matched by this contribution were de-
posited. When the matching funds are deposited subsequent to the
time the premiums are paid, the delay in making the Government
contribution results in a loss of interest to the trust fund and a gain
in interest to the general funds of the Treasury. The committee be-
lieves that no such loss to the trust fund should be allowed to occur.
However, while it has included in the bill a provision for making up
for interest lost to the trust fund, the committee intends that Gov-
ernment payments due the trust fund should be appropriated promptly
as due and deposited in the fund; the bill merely assures that, if
there should nevertheless be a delay in appropriation or deposit, no
intell‘est loss to the trust fund and no gain to general funds should
result.

The bill would authorize the appropriation from general revenues
of amounts sufficient to cover any loss of interest incurred by the trust
fund in a fiscal year (beginning with fiscal year 1968) as a result of
delays in the deposit of the Government contribution. The bill would
also authorize the appropriation of amounts sufficient to cover any
Government contributions due the trust fund for fiscal year 1967 but
not appropriated during that year, as well as interest on such amounts,
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the interest to be computed as if such amounts had been appropriated
on June 30, 1967.

In addition, present law authorized the appropriation from general
revenues of a contingency reserve which will remain available to the
medical insurance program until the end of calendar year 1967. This
reserve was considered to be necessary at the beginning of the pro-
gram when there was no experience with benefit costs for the program
and when contingency reserve funds would only gradually be accumu-
lated. In view of the fact that sufficient operating data have not been
available to permit an analysis upon which to base a conclusive judg-
ment of whether present funds are sufficient, the committee believes
that it would be desirable to extend authorization for this contingency
reserve to the end of calendar year 1969. It is hoped that during this
period reasonably adequate informsation on benefit costs, derived from
experience with the present program, will become available, and on
the basis of this experience, accurate estimates of future costs made.
Furthermore, during this period it is expected that an adequate fund
for contingencies will be accumulated from the excess of premiums
over benefits. If no contingency reserve is made available to provide
an additional safety factor, the premium rate over the next several
years would have to be set at a higher level than is expected to be
needed for the cost of benefits and administration, in order to provide
funds which might be needed should the estimates of cost prove to be
substantially below experience. The contingency reserve would not,
even if used, be a permanent charge to general revenues from which it
was authorized to be appropriated since any advances from this re-
serve are to be repaid from future income to the supplementary medi-
cal insurance trust fund.

(0) Enrollment under supplementary medical insurance program
based on alleged date of attaining age 65

Under present law, a person is eligible to enroll in the supplementary
medical insurance program when he attains age 65. However, the
law includes several restrictions on his enrollment after age 65 be-
cause of concern that in the absence of these restrictions persons
might delay enrolling until they foresee that they will have covered
medical expenses. If a person does not enroll during his initial 7-
month enrollment period, beginning with the third month before
the month in which he attains age 65, he cannot enroll until the next
general enrollment period. If he goes enroll after his initial enrollment
period, he may be required to make additional payments and coverage
cannot begin until the July 1 following a general enrollment period.
Also, he cannot enroll in the program for the first time more than
3 years after his initial enrollment period. Present law makes no pro-
vision for excusing individuals who first seek to enroll some time after
they reach age 65 because they are mistaken about their age. Thus,
although a person who files for benefits some time after he is first
eligible is able to get cash benefits and hospital insurance benefits
retroactively for up to 12 months, he may have to wait for a substan-
tial period before his medical insurance coverage could begin.

The committee believes that where documentary evidence indi-
cates the individual delayed filing because he was mistaken about
his age, he should not be penalized by having to wait until a general
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enrollment period to enroll in the medical insurance program and b
having to make additional payments because of the delay. The bill
would, upon enactment, provide that where an individual who has
attained age 65 has failed to enroll in the medical insurance program
because he relied on documentary evidence which indicated that he
was younger than he actually was, he would be allowed to enroll,
using, for the purpose of determining his initial enrollment period and-
coverage period, the date of attainment of age 65 shown in the
documentary evidence.

(p) Limatation on special reduction in allowable days of inpatient hospital
services

Present law requires that when an individual is an inpatient of a
psychiatric hospital or a tuberculosis hospital when he becomes eligible
for hospital insurance benefits, the number of days on which he was
an inpatient in such an institution in the 90 days (150 days under the
bill) before his first eligibility be deducted from the 90 days of in-
patient hospital services for which payment could otherwise be made
during the spell of illness which begins with his entitlement. This
s-called carryover provision was included in the law along with other
provisions re{,&ted to psychiatric and tuberculosis hospital care to
seek to assure that the hospital insurance plan will cover only the
active phase of psychiatric or tuberculosis treatment. The carryover
provision excludes payment for psychiatric or tuberculosis hospital
services beginning with age 65 on behalf of a patient who had been
receiving care in such a hospital for an extended period previous to
attaining age 65.

Under the House bill the limitation on payment of hospital insur-
ance benefits during the first spell of illness for an individual who is
an inpatient of a psychiatric or tuberculosis hospital at the time he
becomes entitled to benefits under the hospital insurance program
would not apply to benefits for services in a general hospital if the
services are not primarily for the diagnosis or treatment of mental
illness or tuberculosis. The committee accepted the change in the
House bill with respect to psychiatric hospitals, but modified that
part relating to tuberculosis hospitals. The committee wonld remove
such hospitals from the provision in present law under which days in
a tuberculosis institution immediately before entitlement to hospital
insurance are counted against the days of coverage an individual wonld
otherwise have. In effect, the committee’s change would make an
individual’s entitlement to hospital insurance benefits the same if he
received hospital services in a tuberculosis hospital as it would be if
he received services in a general hospital.

The committee believes that the changing nature of services in
tuberculosis hospitals supports this change in the law. Such hospitals
are to an increasing extent providing care for patients who 1equire
short-term care, often for diseases other than tuberculosis, so that the
distinction between general hospitals and tuberculosis hospitals is
diminishing. Under the House bill the person who enters a tuberculosis
hospital before his 65th birthday and who must remain there for further
treatment after he reaches age 65 might not be entitled to the hospital
msurance benefits to which he would have been entitled had he first
entered and remained in a general hospital, even though the treatment



SOCIAL SECURITY AMENDMENTS 81

in the tuberculosis hospital is the same as the treatment he would
have received in the general hospital. The committee has therefore
concluded that the carryover provision as it applies to care in tubercu-
losis hospitals should be eliminated.

The committee was also concerned that the retention of the carry-
over provision for psychiatric hospitals bars payment for general
hospital services for long term psychiatric hospital inpatients when the
patient suffers some illness, other than a psychiatric condition, which
requires general hospital care, for example, where a mental patient
suffers appendicitis or a heart attack. Therefore, the committee
accepted the House bill’s modification of the provision in question so
that the reduction of coverage which applies when an inpatient was in
a psychiatric hospital before entitlement to medicare would not be
applicable to inpatient hospital services furnished outside a psychiatric
institution when these services are not primarily for the diagnosis or
treatment of the patient’s mental illness. For example, consider an
individual who had been a psychiatric hospital patient when he became
entitled under the hospital insurance program and had been in the
institution for all of the preceding 150-day period. This individual
would, beginning with services furnished after December 1967, the
effeative date of the change, be eligible for payments for up to 150
days of inpatient hospital services in his initial spell of illness, (in-
cluding his lifetime reserve of 60 days of inpatient hospital services),
but only if they are furnished by hospitals that are not psychiatric
hospitals and only if the services are primarily for a condition other
than a mental condition. The bill would also change the coverage
in the case where the individual had fewer than 150 days in such
an institution prior to his entitlement. For example, an individual
who had been In a psychiatric hospital for 60 days before reaching
age 65 in August 1966, when he became entitled, would under present
law, have been covered for the next 30 days of care in that hospital.
If he were still in the same hospital on January 1, 1968, he would
be eligible for an additional 60 days of coverage, provided under the
lifetime reserve provision of the bill, in a psychiatric institution. At the
end of those 60 days he would remain eligible for 60 days of coverage in
g.geraeral hospital for treatment of a gisorder other than a mental

isorder.

(¢) Study to determine feasibility of inclusion of certain additional
services under part B of title XVIII of the Social Security Act

The committee’s bill would require the Secretary of Health, Edu-
cation, and Welfare to study the question of adding to the services now
covered under the supplementary medical insurance program the serv-
ices of additional types of licensed practitioners performing health
services in independent practice. The Secretary would be required to
report to the Congress, prior to January 1, 1969, his finding with
respect to the need for covering under the medical insurance program
the various types of services performed by such practitioners and the
costs of such coverage. The Secretary would also be required to make
recommendations as to the priority of covering these services, the
methods of the coverage, and the safeguards that should be included
in the law if any such coverage is provided.
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(r) Payment for certain hospitalSservices Surnished outside the United
lates

Under present law, hospital and medical services furnished outside
the United States are generally excluded from coverage under the
medicare program. The only exception is that benefits are payable
for emergency inpatient hospital services furnished in nearby foreign
hospitals if the beneficiary is physically present within the United
States when the emergency arses and the foreign hospital is more
accessible than the nearest hospital within the Umited States which is
adequately equipped to deal with, and available for the treatment of,
the beneficiary’s illness or injury. Under regulations, if the hospital
does not provide actual cost data, payments on claims submitted by
nonparticipating hospitals are made on the basis of 90 percent of the
hospital’s average per diem cost for all patients or 85 percent of the
hospital’s regular charges for the services rendered to the beneficiary,
whichever is lower.

Although the decision to exclude services provided by foreign
hospitals from coverage under the medicare program was made in
consideration of the difficulties which would be involved in enforcing
the standards of the medicare law in other countries, the committee
recognizes that this restriction imposes a hardship on the medicare
beneficiary who, residing in an area of the United States that is
directly adjacent to the continental border, finds that the nearest
hospital suited to his care is located outside the United States. More-
over, the committee recognizes the financial problem to beneficiaries
created by the present law restriction $f payment for emergency
inpatient hospital services to cases where the individual is physically
present within the United States when the emergency arises. There
fore, the committee has amended the House approved bill to provide
for payment of benefits to the individual if he is a resident of the United
States (and if he would have been eligible for payment with respect
to such services had they been furnished by a hospital participating
in the medicare program) for up to 20 days of inpatient hospital
services furnished in a country contiguous to the United States by a
hospital located in a city or municipality (any part of which is not more
than 50 miles from the border of the continental United States). In the
case of nonemergency services, the provision would require that the
hospital providing care be the one nearest to the beneficiary’s residence
which is suitable to treat his illness. In the case of emergency inpatient
hospital services furnished outside the United States; the provision
would eliminate the restriction in present law that benefits may be
paid only if the individual is physically present within the United
States at the time the emergency arises, and would, instead, permit
payment to be made if the emergency occurs within 50 miles of the
U.S. border.

Benefits for the services covered under the provision would be
payable only on the basis of an application for reimbursement filed by
the individual and only if the hospital has been accredited by the
Joint Commission on Accreditation of Hospitals or under a hospital
approval program having standards essentially comparable to those
of the Joint Commission on Accreditation of Hospitals. The amount
payable under this provision would be the same as that which the
committee has provided for certain nonparticipating hospitals in the
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United States—60 percent of the hospital’s reasonable charges for
“routine services” in the room occupied by the individual or in semi-
private accommodations, whichever is less, plus 80 percent of the
hospital’s reasonable charges for ‘“‘ancillary services” (subject, of
course, to appropriate deductibles and coinsurance), or, if separate
charges for routine and ancillary services are not made by the hospital,
two-thirds of the hospitals’ charges (again, subject to the appropriate
deductibles and coinsurance).

This amendment would apply to services furnished with respect to
admissions occurring after March 31, 1968.

(s) Payment for services furnished by nonparticipating hospitals

Under present law, payment may be made for hospital services
furnished in hospitals which have entered into agreements to partici-
pate in the program. To participate a hospital must meet a number of
specific statutory requirements as well as health and safety require-
ments established by regulations. The law also authorizes payments
to be made to hospitals without agreements when a medicare bene-
ficiary must enter such an institution in an emergency. However, such
emergency hospital services may not be paid for except in institutions
which meet certain statutory requirements and which apply to receive
medicare reimbursement and only when such hospitals agree to accept
medicare reimbursement as essentially full payment of a patient’s
liability.

The committee is concerned that some older people who have
received hospital care since the beginning of the medicare program
and have expected to have their hospital bills paid by medicare have
found no payments are possible because the hospitals have not met
the requirements of law, or have refused to accept medicare payments.
Certainly, such situations are not in accord with medicare’s commit-
ment to older citizens that they would be helped in meeting the costs
of necessary hospital care. To relieve these patients of the resultant
financial difficulties they have faced, the committee’s bill provides for
payments to beneficiaries admitted to certain nonparticipating hospi-
tals during the period on or before December 31, 1967. The provision is
temporary because the problem is one of confusion about the coverage
of the program which occurred at its outset and has gradually dim-
inished. The patient would be reimbursed for 60 percent of the
hospital’s reasonable charges for “‘routine services’’ in the room occu-
pied or in semiprivate accommodations, whichever is less, plus 80
percent of the hospital’s reasonable charges for covered ‘“ancillary
services,” after applying the deductible and coinsurance provisions
of present law. Because cost data could not be expected to be provided
by nonparticipating hospitals, payment would be made on the basis
of charges, but only the specified percent of charges to assure that no
more would be paid in the case of nonparticipating hospital services
than for participating hospitals. If separate charges for routine and
ancillary services, as defined, are not made by the hospital, reimburse-
ment, subject to the appropriate deductibles and coinsurance, would
be based on two-thirds of the hospital’s charges.

The term ‘‘routine services” would include 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 cus-
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tomarily made. The term “‘ancillary services” would include those
covered special services (such as X-ray and laboratory) for which
charges are customarily made over and above those for routine services.

Payment under this provision would be limited to up to 20 days
of inpatient hospital services in a spell of illness if furnished in a
hospital that did not participate in medicare before January 1, 1969.
The 20-day limit is included because nonparticipating hospitals might
not apply required reviews of the need for the services provided. If
the hospital did participate before January 1, 1969, and if it ap-

lied its utilization review plan to the services in the past, up to the
ull 90 days of coverage could be provided. This provision would
create an incentive for these hospitals to participate in order to provide
coverage for the full 90 days before 1968, as well as normal incentives
to provide future full coverage for their patients.

When a nonparticipating hospital provides emergency services which
may be covered by the program, payment may be made only to the
hospital upon its application and agreement not to also charge the
patient. Some nonparticipating hospitals have been unwilling to
request medicare payment for these services thereby working a finan-
cial hardship upon those who were supposed to have been relieved of
such hardships under the program. The committee has included a
provision in its bill under which, if the hospital does not request
medicare payment, the patient may be reimbursed directly on the
basis of charges. The amount payable for such services where the
patient bills the program would be the same as under the temporary
provision for nonparticipating hospitals—60 percent of the hospital’s
reasonable charges for “routine services’’ in the room occupied or
semiprivate accommodations, whichever is less, plus 80 percent of the
hospital’s reasonable charges for “ancillary services’” after application
of regular deductibles and coinsurance as well as the other provisions
previously described. Before a beneficiary is reimbursed directly with
respect to services furnished in a calendar year, the hospital would be
given an opportunity to elect to bill the medicare program for all
covered emergency services it furnished during such year. In the
absence of such an election, payment with respect to services furnished
during such calendar year would be made only directly to the patient.
The annual election is provided so that a hospital might not require
some emergency patients to pay the full charge and only request
medicare payment for a patient whose bill was uncollectible. The
annual election would prevent a nonparticipating hospital from always
selecting the most favorable of the two alternatives.

The committee bill also includes a new definition which would be
used for emergency hospitals and for hospitals eligible under the tem-
porary provisions applicable before 1969. Under it a qualifying hospital
must have a full-time nursing service, be licensed as a hospital, and be
primarily engaged in providing medical care under the supervision of a
doctor of medicine or osteopathy. This definition would apply back to
July 1, 1966, so that some hospitals previously ineligible for coverage
of emergency services may receive such payments on behalf of bene-
ficiaries back to the beginning of the program, provided such hospitals
apply for such payments. If the hospital does not apply, the patient
would be paid under the provisions described above for reimbursement
to the patient.
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(t) Payment under the medical insurance program for noncovered
hospital ancillary services

Under present law, payment cannot be made under the medical
insurance program for medical and other health services (e.g., diag-
nostic tests, prosthetic devices, braces, drugs which cannot be self-
administered, X-ray therapy, and other ancillary services which are
ordinarily covered under part B) if they are inpatient hospital services,
posthospital extended care services or home health services. When
furnished to a patient of a qualified health-care institution, these
services can be paid for only under the hospital insurance portion of
the program. As a result of this provision, patients in participatin
hospitals or extended care facilities who are ineligible for hospita
insurance payments because they have exhausted their eligibility, and
patients in extended care facilities who have not met the requirement
for coverage that their care be for an illness which previously required
hospitalization for at least 3 days are left without protection against
the cost of these services under either part of the medicare program.

To deny benefits under the medical insurance program for such
services when payment cannot be made under the hospital insurance
program not only imposes a hardship on the patient but is inequitable
since benefits are paid for under part B for these and similar services
furnished to people living in their own homes or in residential facilities.

The services which would be covered under part B under this
provision consist of services which are now covered under part A
of present law when furnished by a participating provider of services
to a beneficiary before his part A eligibility expires. The committee
bill would merely add to the benefits available to extended care and
hospital patients who have enrolled in medical insurance and who
have exhausted their benefit rights under the hospital insurance
program or whose care is not covered by hospital insurance. These
services, rendered after March 1968, would be covered under part B
and they would be paid for on a cost basis.

In instances where any of these ancillary services would be furnished
by a facility meeting the definition of a hospital for emergency pur-
poses, the standards applied by medicare related to these services in

articipating hospitals would have to be met. If the services are
aboratory services and are not furnished by such a facility, the present
law Frovisions, and applicable standards, for independent laboratories
would apply.
(u) Changes in SMI enrollment period

Under present law, the general enrollment periods for the supplemen-
tary medical insurance program begin October 1 and end December 31
of each odd-numbered year. The Secretary is required, between July 1
and October 1 of each such year, to determine and promulgate the
supplementary medical insurance premium rate for the succeeding
2-year period. This premium rate is effective beginning the following
January 1. An individual may terminate his coverage under supple-
mentary medical insurance only during a general enrollment period
effective December 31 of that year.

Effective with the year 1969, the committee’s bill would change the
dates for the general enrollment period from October 1 through
December 31 to January 1 through March 31, and would change the
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scheduling of the general enrollment periods from every odd-numbered
year to every year. An individual who is enrolled in the supplementary
medical insurance program could file a notice that he wishes to dis-
enroll at any time during the year. His coverage would cease at the
close of the calendar quarter following the quarter in which he filed
such notice, provided it was not terminated at an earlier date for
nonpayment of premiums.

The committee bill would also change the provision in present law
which requires the Secretary, in each odd-numbered year, to deter-
mine and promulgate the dollar amount of premiums to be applicable
for the 2 succeeding vears. The committee bill would provide for more
flexibility by authorizing the Secretary to establish premium rates
annually during December of each year rather than every 2 years.
In some years, of course, no change might be necessary. The Secretary
would announce in December the premium effective beginning with
the following July. Whenever the Secretary announces the premium
rate he would be required at that time to issue a public statement
setting forth the actuarial assumptions and bases he has used in
arriving at the premium rate.

The committee adopted these changes in view of current experience
in establishing a new premium and applying the general enrollment
provisions. Since consideration of social security legislation which
might affect the supplementary medical insurance premium rate and
the beginning of the general enrollment period overlapped, Public
Law 90-97 was enacted to extend the 1967 general enrolllment period
through March 31, 1968, and postpone the deadline for promulgating
the premium rate to December 31, 1967. Under Public Law 90-97 the
higher premium announced in December of this year would become
effective with April 1968. For subsequent years, as already pointed
out, the new premium would become effective with respect to the
following July.

The committee believes that permanent changes should be made in
the enrollment provisions of the law in order to prevent the need for
such special legislation in future years. In the absence of a change in
the October—December enrollment period, the late enactment of social
security legislation could mean there would be only a relatively
brief period in which persons could act to enroll or terminate their
coverage in the light of the changes in law. Further, if time was short,
it mig%t not be possible to prepare and distribute informational
materials about the new legislation needed by potential enrollees to
make an informed choice. An enrollment period of January-March,
however, with the announcement of the new premium rate in the
preceding December, would avoid the confusion that would result
if the enrollment process were to be initially based on current law and
people had to be informed of the effects of a new law enacted some-
time thereafter. Providing for a July 1 effective date for any premium
changes found necessary would make the change effective simul-
taneously with the beginning of coverage for individuals who enroll
during the open enrollment periods and would allow people who
decide to terminate their enrollment after a premium increase to do
so without paying the higher amount in any month.

Under present law, coverage of a person who is enrolled in the sup-
plementary medical insurance program may be terminated in one of
two ways: through nonpayment of premiums or through the filing of
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a notice during a general enrollment period. People who are receiving
monthly social security, railroad retirement, or civil service retirement
benefits are unable to terminate their coverage by not paying premiums
because such premiums are automatically deducted from their monthly
cash benefits. On the other hand, people who are not receiving such
monthly benefits may terminate their coverage by not paying their
premiums when they are due. The committee believes that people
who are receiving monthly cash benefits and who wish to terminate
their medical insurance coverage should, like those who are not
receiving such benefits, be permitted to withdraw from coverage be-
fore a general enrollment period. The committee’s bill would, there-
fore, allow an individual who wishes to disenroll to file a notice to
this effect at any time and would provide that the termination of such
individual’s coverage take place at the close of the calendar quarter
following the quarter in which he filed such notice.

Present law also provides that an individual who enrolls in the sup-
plementary medicalpinsurance program more than 12 months after the
close of his initial enrollment period will have his premium rate in-
creased by 10 percent for each such 12-month period. The committee’s
bill would substitute for the provisions increasing the premium by 10
percent for each 12 months of delayed enrollment, & one-time ‘‘late
enrollment charge” which would be equal to the sum of 2 months’
.premiums for each full 12 months in which he could have been but was
not enrolled. However, in no case could the late enrollment charge
exceed the sum of 3 months’ premiums.

Under present law a person may not enroll in the supplementary
medical insurance program more than 3 years after the close of the
first enrollment period during which he could have enrolled, even if the
3-year period ends during a general enrollment period. Under the com-
mittee bill, if the 3-year period ends during a general enrollment pe-
riod (January through March under the bill) his eligibility period would
be extended to the end‘of that enrollment period. The committee bill
would thus provide to these persons the full 3-month period following
the announcement of a new premium rate to decide about enrolling in
the program.

(v) Study of proposed drug legislation

On the basis of the testimony received during public hearings and
further discussion in executive session, the committee has agreed to
direct the Secretary of Health, Education, and Welfare to investigate,
and report to the Congress by January 1, 1969, the effects of proposals
for (1) the inclusion of certain prescribed drugs under the supple-
mentary medicare insurance program established by part B, title
XVIII, of the Social Security Act; and (2) the establishment of Federal
standards of quality and cost of drugs provided to certain individuals
under other titles of the act.

Consideration would be specifically given by the Secretary, under
the bill, to the following factors:

(1) Price savings which might accrue to the U.S. Government
from the enactment of such legislation.

(2) Effects upon all segments of the health professions.

(3) Effects upon all elements of the pharmaceutical industry,
including large and small manufacturers of drugs, wholesalers, and
retailers of drugs.
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(4) Such other medical, economic and social factors as the Secretary
determines to be material.

The legislative proposals that would be the subject of study are
(1) S. 17, or amendment No. 265 to H.R. 12080, the proposed Social
Security Amendments of 1967, with respect to drug benefits under the
supplementary medical insurance program and associated quality
and cost controls; and (2) S. 2299, or amendment No. 266 to H.R.
12080, with respect to quality and cost controls for drugs provided
under other social security programs.

During hearings on these proposals, testimony was presented by
officials of the Department of Health, Education, and Welfare, includ-
ing the Commissioner of the Food and Drug Administration as well as
from the Comptroller General of the United States. Witnesses from the
professions of medicine and pharmacy, and from the pharmaceutical
industry and labor organizations also appeared.

Under this committee amendment, the Secretary would report his
findings and conclusions to the Committee on Finance of the Senate
and the Committee on Ways and Means of the House of Representa-
tives, prior to January 1, 1969.

(w) Ewaluation of reimbursement under medicare

This committee is aware of what may very well be inequities in the
formula under which hospitals and extended care facilities are reim-
bursed under title XVIII. Certainly, it was the intent of the Congress to
reimburse such facilities equitably for the actual costs of the care pro-
vided to beneficiaries on a basis which takes into account other
Federal programs and financial assistance to hospitals and extended
care facilities.

In May 1966, the committee held an executive hearing which ex-
plored some of the problems and opportunities involved in the reim-
bursement formula which was initially proposed for the medicare pro-
gram. The committee was able, with the cooperation of the Secretary,
to develop some changes in the reimbursement formula which were
designed to protect the public interest as well as that of the various
providers of services.

The committee intends to devote early attention to a review of the
actual experience with the reimbursement procedures in medicare.
Hard data are just starting to come in only now because of the fact
that most hospitals are on a fiscal year basis—usually ending on
September 30. When this actual experience has been compiled, sum-
marized and analyzed the committee will be in a position to intelli-
gently and constructively evaluate the situation.

The committee is also concerned over reports of alleged abuses
including overpayments and overcharges under the medicare and
medicaid programs. The committee intends to request the cooperation
of appropriate governmental agencies with a view toward determining
the extent and nature of any abuses in the two health care programs.

(z) Reimbursement for the services of unpaid hospital workers

In enacting the medicare law the Congress did not intend that
hospitals participating in the medicare program should be reimbursed
directly or indirectly for the value of services rendered gratis by
volunteers such as those affiliated with the American National Red
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Cross, hospital guilds, auxiliaries, and similar organizations. Such
services have traditionally been rendered on a purely volunteer basis
without expectation of any form of reimbursement being made to the
person rendering the service and third parties that reimburse hospitals
on the basis of incurred costs have not made any payment to the
hospitals for the value of such services.

On the other hand, the value of services traditionally provided by
sisters and other members of religious orders under arrangements
whereby the hospital actually makes payment to the religious order
has generally been reimbursed by third parties which pay hospitals
on a cost basis. Such services are properly reimbursable under the
medicare program (but not in excess of the prevailing rate for similar
services performed by compensated employees) where the volunteer
services are performed by individuals whose maintenance is provided
for by the religious order which arranged for their services and who
regularly work more than 20 hours per week in full-time positions of
kinds that are normally occupied by paid personnel in hospitals not
operated by or related to religious orders.

While constitutional questions would be raised if considerations of
religious sponsorship were to determine which volunteer services to
hospitals are reimbursable, such factors as the circumstances under
which the volunteers are employed and the financial arrangements
existing between the unpaid workers, the sponsoring organization and
the hospital should be considered in deciding whether the volunteer
services rendered are of a kind that have traditionally been furnished
to hospitals on a purely volunteer basis and traditionally been reim-
bursable by other third parties. The purpose of the medicare program
is to follow the usual and customary methods of third parties in com-
pensating or not compensating for such volunteer services.

(y) Qualified health personnel

Pursuant to present law, the Secretary of Health, Education, and
Welfare establishes various health and safety criteria as conditions
for the participation of providers of services and independent labora-
tories in the medicare program. In setting these standards, it was
necessary to establish criteria for judging the professional com-
petency and the qualifications of key professional personnel in these
health facilities. Membership in or registration or certification by
certain specialty or professional organizations is the principal accepted
means of establishing professional qualifications in health fields.
Medicare regulations go beyond these usual tests of qualifications by
providing that individuals meeting alternative training and experi-
ence requirements may be found to be qualified personnel.

While the committee agrees that the Secretary’s health and safety
requirements are intended to safeguard the welfare of patients, it 1s
concerned that the reliance placed on specific formal education,
training, or membership in private professional organizations might
sometimes serve to disqualify people whose work experience and
training may make them equally or better qualified than those who
meet the existing requirements. Failure to make possible the fullest
use of properly trained health personnel is of particular concern
because of the shortage of skilled health personnel in several fields.

While the committee recognizes the difficulties involved in determin-
ing the qualifications of persons in some of these health professions, it
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also believes and expects that the Secretary should engage in consul-
tation with appropriate professional health organizations and State
health agencies and, to the extent feasible, explore, develop, and apply
appropriate means of determining the proficiency of health personnel
disqualified under the present regulations. Moreover, the Secretary
should encourage and assist programs designed to upgrade the capa-
bilities of those who are not now sufficiently skilled to qualify in
health occupations now in short supply, but who could perform
adaquately with relatively little additional training.

(2) Hospital insurance protection for State and local government
employees

The committee has added to the House bill a provision permitting
States and interstate instrumentalities to enter into agreements with
the Secretary of Health, Education, and Welfare to purchase hospital
insurance protection beginning April 1, 1968, for retirement system
members (retired or active) and their wives, husbands, widows, or
widowers age 65 or over who do not qualify for the protection under
present law.

Social security hospital insurance protection under present law is
based upon entitlement to cash benefits: All persons age 65 or over
who are entitled to cash benefits under the social security or railroad
retirement programs have hospital insurance protection. In addition,
many persons who are now near or past retirement age and who are
not entitled to such cash benefits (including many State and local
government employees and annuitants under State and local retire-
ment systems, and their dependents or survivors) are eligible for hos-
pital insurance protection under a special temporary transitional
provision that is financed from general revenues.

Social security coverage is available for employees of the States and
their political subdivisions through agreements between the Secretary
of Health, Education, and Welfare and the various States. Since about
one-fourth of State and local government jobs are covered only under
staff retirement systems and not under social security, there are,
under present law, a significant number of State and local employees
and retired employees, and their dependents or survivors, who will
not qualify for hospital insurance protection. Public employees in a
number of States have expressed an interest in legislation which would
make social security hospital insurance protection available to them
even though their work 1s not covered under social security.

The committee believes that the best way to provide this protection
is by the basic method provided under present law—that is, through
entitlement to cash benefits based upon contributory social security
coverage. However, in view of the fact that this method has failed
to provide hospital insurance protection for a fairly large number of
State and local government employees, the committee believes that an
alternative method of providing 1t is needed for this group. Under
the committee’s bill the States and localities could make sure that
all persons under a State or local government retirement system and
their qualified dependents will have hospital insurance protection by
purchasing this protection on a coverage group basis.

For the purpose of providing social security hospital insurance pro-
tection, the term ‘“‘coverage group” would include all individuals who



SOCIAL SECURITY AMENDMENTS 91

are annuitants under a State or local retirement system, or all indi-
viduals who are, members but not annuitants, or the wives, husbands,
widows, or widowers of such annuitants or members. Groups other
than annuitants could be covered only if annuitants are covered; the
wives, husbands, widows, or widowers of members or annuitants could
be brought under an agreement only if the members or annuitants
are under the agreement. A determination by the State as to whether
an individual is an annuitant or member of a retirement system or
the wife, husband, widow, or widower of such an annuitant or mem-
ber would, for purposes of the agreement to provide hospital insurance
protection, be final and conclusive upon the Secretary.

The committee bill provides that each State which enters into an
agreement with the Secretary of Health, Education, and Welfare to
purchase hospital insurance protection will reimburse the Federal
Hospital Insurance Trust Fund, at such time or times as the Secretary
specifies, for the payments made from the Fund for the services
furnished to those persons covered under the hospital insurance pro-
gram through the State’s agreement with the gecretary, plus the
administrative expenses incurred by the Department of Health,
Education, and Welfare in carrying out the agreement. Payments will
be made from the Fund to providers of services for covered services
furnished to these persons on the same basis as payments for other
persons entitled to benefits under the hospital insurance program.

The committee bill provides that, upon giving at least 6 months’
notice to the Secretary, a State may terminate its agreement either in
its entirety or with respect to a coverage group. Terminations would
be effective at the end of the calendar quarter specified in the notice.
If the Secretary should find that the State has failed or is no longer
legally able to comply with any provision of the agreement to provide
hospital insurance protection, he would notify the State that the
agreement will be terminated in its entirety, or with respect to any
one or more coverage groups designated by him.

(aa) Coordination oj revmbursement under titles V, XVIII and XIX
with States’ health facility planning

Health costs have been rising rapidly during the past several years,
and are expected to continue that accelerated rise at least for the next
several years. Hospital costs, in particular, have increased at a rate
greater than that of any other category of health services. Unneces-
sary duplication of facilities and investment in excess equipment and
plant size are responsible in part for the higher costs—apart from the
avoidable demands such unnecessary duplication makes upon scarce
health personnel. The work of various State and local planning groups,
private health insurance organizations, and others has shown that
there is real promise for reducing costs and increasing efficiency through
improved health facility planning. Federal legislation—the Partner-
ship for Health Act (Public Law 89-749)—designed to encourage and
to increase support for health service planning was enacted by the last
Congress. That law includes in its “Findings and declaration of pur-
pose’’ a statement of public policy:

The Congress finds that comprehensive planning for
health services, health manpower, and health facilities is
essential at every level of government * * *
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In order to avoid having the medicare and medicaid programs under-
cut these health planning measures through indiscriminate reimburse-
ment of capital expenditures, which were made contrary to a State’s
overall health facility plan, provisions have been included in the
committee’s bill to coordinate reimbursement under the medicare
and medicaid programs with State health facility planning under the
Partnership for Health Act.

Under the provisions of the bill, the Secretary of Health, Education,
and Welfare would utilize the services of State agencies carrying on
planning under the Partnership for Health Act, to determine whether
substantial capital items purchased or otherwise acquired by a pro-
vider of service are in accordance with the overall plan of the State
agency. In the case of facilities which are reimbursed on the basis of
reasonable costs or reasonable charges or on a basis comparable to
such costs or charges, depreciation and interest attributable to sub-
stantial capital items found by the State agency not to be in accord-
ance with a State’s overall plan would not be includable as a part of
the “reasonable cost’” or “reasonable charges” of covered services
provided to individuals under titles V, XVIII, and XIX. It is intended
that a capital item will be considered substantial only if (1) it involves
aggregate expenditures of $50,000 or more, or (2) changes the bed
capacity of the facility, or (3) significantly changes the services of the
facility. It is expected that States will take the steps necessary to
assure that the State agencies are informed by health care institutions
of proposed substantial capital expenditures in time to determine
whether they conform to the overall State plan and make any neces-
sary notification of a finding of nonconformance to the facilities
before the expenditures are actually made. In determining whether
expenditures of $50,000 or more are Involved, expenditures for studies,
surveys, designs, plans, working drawings, specifications, and other
actions essential to the construction or acquisition of a capital item
would be included. Rental and leasing of facilities and equipment
would be subject to the planning requirements to prevent the use of
such arrangements to avoid the planning requirements.

Existing local and areawide planning agencies would in all likeli-
hood be used extensively by the State agency, and the findings of
such agencies could, in many cases, provide the basis for determina-
tions for program purposes. However, such areawide or local planning
agencies should be used only where they are determined to be properly
representative of the various types of providers affected by their
decisions as well as where they provide for appropriate consumer
representation. Notwithstanding usage of local planning agencies, final
responsibility for approval of capital expenditures affected by this
provision of the billl resides with the Partnership for Health agency.
The State agency would provide for health-care facility planning in all
political subdivisions of the State, assist health care facilities in the
State with their programs of planning, and establish proper and orderly
procedures for reconsideration of its determinations at the request
of a dissatisfied facility. Where a State agency does not specifically
disapprove a capital item, the health facility would be free to proceed
as it does now. '

The planning provisions would be effective with respect to deprecia-
tion and interest attributable to items purchased or otherwise ac-
quired after June 30, 1970, or earlier if & State so requested.
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8. Other Provisions Relating to the Cash and Health Insurance Programs
(a) Eligibility of adopted child for monthly benefits

The committee bill would provide an alternative to the require-
ments of present law relating to benefits for a child adopted by the
surviving spouse of a worker after the worker died. Under present
law a child can get benefits based on the earnings record of a deceased
worker who is not his parent only if the child is adopted by the worker’s
surviving spouse within 2 years after the worker’s death. Under the
bill benefits could be paid to such child if before his death the worker
had initiated proceedings to adopt the child or the child had been
placed in the worker’s home for adoption.

In some cases, a surviving spouse, due to circumstances beyond her
control, is unable to complete within 2 years of the worker’s death an
adoption started before his death. The committee believes it is reason-
able to presume that where the worker initiated adoption proceedings,
or the child was placed in the home by an adoption agency, prior to
the worker’s death, the child lost a source of support on the death
of the worker.

The change would be effective beginning in March 1968.

(b) Ebgibility of a child for benefits based on his mother’s earnings
record

Under the present law a child is always considered dependent on
his mother if the mother is currently insured (that is if she has approx-
imately 1% years of covered work in the 3-year period immediately
prior to her becoming disabled, reaching retirement age, or dying).
If the mother is not currently insured, the child is dependent on her
only if: (A) she is contributing at least one-half of the child’s support;
or (B) she is living with the child or is making regular contributions
to the child’s support and the child’s father is neither living with the
child nor making regular contributions to the child’s support.

The committee believes that even where a fully insured mother
was not gainfully employed immediately before her retirement, dis-
ability, or death the family generally suffers a substantial economic
loss. In many cases the loss of the mother’s earnings that occurs as a
result of her retirement, disability or death may have much the same
effect on future family income as the loss of the father’s income. There-
fore, the same general presumptions of dependency ought to be ap-
plied for the purpose of paying child’s benefits based on the mother’s
earnings as are now app{)ied for the purpose of paying benefits based
on the father’s earnings.

Thus, the committee’s bill would provide that a child would be
deemed dependent on his mother on the same basis as that on which a
child is deemed dependent on his father under present law. As a result,
the child would always be deemed dependent on his mother if she were
fully or currently insured unless the child was legally adopted by
another person.

Dependency on a stepmother would be established on the same basis
as it 1s on stepfathers under present law—a child would be dependent
ou his stepmother if the child is living with the stepmother or if the
child is receiving at least one-half of his support from the stepmother.
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Where a child is eligible for benefits on the earnings records of two
parents, he would be paid the higher of the two benefits, as under
present law.

An estimated 175,000 children would be eligible for benefits begin-
ning in March 1968 as a result of this change, and an estimated $85
million would be payable in additional benefits in the first 12 months
of operation under the amendment.

(¢) Special saving provision for certain children

Under present law, because of the provision of the 1965 amend-
ments to the Social Security Act enabling certain illegitimate children
to become entitled to benefits, the benefits that were already being
paid to a worker’s wife or widow and legitimate children have been
reduced in some cases.

Under the House bill this situation would have been corrected by
providing that the benefits payable to children under the 1965 amend-
ment (sec. 216(h)(3) of present law) would be residual; that is, the
benefits payable to such children could not exceed the difference
between the sum of all other benefits being paid on the worker’s
earnings record and the maximum amount payable on that record.

The committee’s bill would correct this situation through a saving
clause for those beneficiaries who were eligible for benefits before the
1965 amendments. The saving clause would provide that each bene-
ficiary whose benefit was reduced because of the entitlement of one
or more children by virtue of the 1965 amendments would receive,
for months after February 1968, the benefit to which he would have
been entitled had no child become entitled under the 1965 provision.
The Senate passed a similar amendment in 1966.

(d) Overpayments and undefpayments
(1) OVERPAYMENTS

Recovery of overpayments.—Under present law, when a person who
has been overpaid is alive the overpayment can be recovered only by
withholding subsequent benefits payable to him. If he dies before the
overpayment has been recovered, the overpayment can be recovered
by withholding subsequent benefits to others getting benefits on the
same earnings record. The committee conciurs with the recommenda-
tion of the General Accounting Office, made in a report to the Con-
gress dated July 25, 1961, that the Secretary of Health, Education,
and Welfare should have the anthority to recover overpayments
of soeinl security benefits to a living person by withholding benefits of
other people getting benefits on the same earnings record. Such a
provision would put people who are getting benefits on the same
earnings record as the overpaid living beveficiary on the same basis as
people who are getting benefits on the samme earnings record as an
overpaid decensed beneficiary. Under the bill the Secretary would
have authority, in any case where there has been an overpayment of
cash benefits, to recover the overpayment by requiring a refund or
by withholding the cash social security benefits of the overpaid
person or of other people who are getting benefits on the same earnings
record, whether or not the overpaid person is alive.
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Waziver of recovery.—Under present law, a beneficiary who is liable
for repayment of an overpayment made to another person is denied
the opportunity for waiver of recovery of the overpaid amount if
the overpaid person was at fault, even though he himself is without
fault and otherwise meets all the conditions prescribed in the law for
having recovery waived. Under the bill, any beneficiary who is liable
for repayment of an overpayment, whether the overpayment was
made to him or to another person, would be able to qualify for waiver
of recovery of the overpaig amount if he is without fault and if he
meets the other conditions prescribed in the law.

These provisions are similar to provisions adopted by the Senate in
1965 but not included in the bill enacted.

(2) UNDERPAYMENTS

The bill would change the provisions of present law governing
the payment of cash benefits due a beneficiary who has died and woul
establish in the law a method of settling claims in similar situations
under the supplementary medical insurance program.

Cash benefits.—Under present law, if the amount of cash bene-
fits due a beneficiary at the time he dies is 1 month’s benefit or less,
it is paid to the surviving spouse who was living in the same house-
hold with the deceased beneficiary at the time of his death; where the
amount due is greater than 1 month’s benefit, or if there is no sur-
viving spouse, payment can be made only to a legal representative
of the estate.

The committee recognizes that the present provision gives rise to
unnecessary difficulties, particularly where the amount of the unpaid
benefits is small. State law governs the procedures for appointing a
legal representative of a deceased person’s estate, and very few States,
even where small-estate statutes are in effect, provide a simple means
by which a person can be appointed to act as the legal representative
of an estate. The expense of appointing an administrator (for an
estate whose only asset may be tlrl)e unpaid check) may be larger than
the amount of the check, and, even where an administrator is ap-
pointed and the underpayment is paid, the amount that the claimant
finally gets may be severely reduced by the cost of setting up the
estate. At the end of September 1967 there were about 152,000 cases
in which claims for underpayments had not been paid under the present
provision for settling claims for benefits due a beneficiary who has died.

Under the provisions recommended by the committee, these dif-
ficulties would be largely avoided by listing in the law an order of
priority for settling claims for such underpayments. The order of
priority under the committee bill, provides a single uniform rule to
replace the two-track priority system recommended by the House.
It would apply as follows:

1. Spouse living with the deceased individual at time of his
death or spouse not living with the deceased individual but en-
titled to benefits on the same earnings record.

2. Child entitled to benefits on the same earnings record.

3. Parent entitled to benefits on the saine earnings record.

4. Spouse who was neither entitled to benefits on the same
earnings record nor living with the deceased individual.

5. Child not entitled to benefits on the same earnings record.
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6. Parent not entitled to benefits on the same earnings record.

7. Legal representative of the deceased individual’s estate, if
any.

8. Person related to the deceased individual by blood, marriage,
or adoption and determined by the Secretary to be the proper
person to receive the payment due.

Unpaid medical insurance benefits.—Present law provides no di-
rection on how claims for medical insurance benefits should be set-
tled in cases where the beneficiary dies after receiving covered services
for which reimbursement is due but before reimbursement has been
made to the beneficiary and before an assignment of the benefits has
been effected. In the absence of a specific provision in the law, the
Social Security Administration has been making payments, in agree-
ment with the provisions of applicable State law, to the legal repre-
sentative of the deceased beneficiary’s estate; in cases where no legal
representative has been appointed, the Administration has been mak-
ing payments to alternative payees provided under administrative
procedures. The committee’s bill would provide in the law specific
directions for settling claims for unpaid medical insurance benefits
in these cases.

Under the committee’s recommendations, in cases where a bene-
ficiary who has received services for which payment is due him dies,
and the bill for such services has been paid (but reimbursement under
the medical insurance program has not been made) payment of the
medical insurance benefits to the person who paid the bill would be
authorized. If the deceased beneficiary is the person who paid the
bill, payment would be made to the legal representative of the deceased
beneficiary’s estate, if any. If payment could not be made to the per-
son who paid bill or if there 1s no legal representative, payment
would be made to relatives of the deceased individual under the same
order of priority provided for monthly. cash-benefit underpayments.
(The House bill provided a different order of priority for making these
payments from that provided for paying cash benefit underpayments.)

The bill would also authorize the Secretary to settle claims for un-
paid medical insurance benefits in cases where the bill for covered
services had not been paid by making payment to the physician (or
other supplier of services) who provided the services, but only if the
physician (or other provider of health services) agrees to accept the
reasonable charge for the services as his full charge.

The changes relating to underpayments and overpayments would
be effective on enactment.

(e) Simplification of computation of primary insurance amount and
quarters of coverage in case of 1937-50 wages

The bill would provide a solution to specific administrative problems
that have developed in the social security program by revising the
method of computing benefits and determining quarters of coverage
based on wages in years prior to 1951 so that electronic data processing,
rather than manual, procedures could be used.

Because an annual breakdown of wages earned during the period
1937-50 has not been transferred to magnetic tape (it is now on micro-
film) whenever such wages must be considered in figuring a1 benefit
amount a manual examination of the microfilm earnings record for
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that period is necessary; this procedure is expensive and time consum-
ing. In order to eliminate the manual processing now required, the
biﬁ would modify the benefit computation using pre-1951 wages so
that electronic data processing equipment could be used. Under the
provisions of the bill, a worker would be deemed to have been paid all
the wages credited to his social security account (including military
service credits and creditable compensation under the Railroad Re-
tirement Act) for the years 1937 through 1950 in 9 years before 1951
(distributed evenly over the 9 years) if his total wages for those years
do not exceed $27,000; if the total pre-1951 earnings exceed $27,000,
the earnings would be allocated to the pre-1951 years at the rate of
$3,000 a year (the maximum then creditable toward benefits). A for-
mula giving roughly the same effect as the present-law formula of
computing benefits plus 14 “increments’’ would be provided for com-
putations where the period used is the one beginning with 1937.
(Under present law the word ‘increment’’ describes the 1-percent
increase in the basic benefit amount that is given for each year prior
to 1951 in which the worker was paid wages of $200 or more.)

The reason for distributing the worker’s pre-1951 wages over a
minimum of 9 years and for aﬁowin 14 increment years in each case is
that with these provisions there woufd be no deliberalizations of present
law and liberalizations would be small in both number and amount. If
all of the pre-1951 earnings were allocated over fewer than 9 years and
14 increment years were given in each case, liberalizations could be
quite large. If, on the other hand, in such cases earnings were allocated
to more than 9 years and increment years in some number less than
14 were given substantial deliberalizations could occur.

In order to further assure that no deliberalizations or excessive
liberalizations would occur when the new method of computation is
used, the provisions of present law would continue to apply where:
(1) the primary insurance amount is figured using the computation
provisions in effect before the Social Security Amendments of 1960
(where a period of years shorter than the period required under present
law can be used in computations); (2) a worker attained age 21 after
1936 and before 1951 (where less than 9 years of pre-1951 earnings
can be used); or (3) years in a period of disability wEich began before
1951 are excluded in computing the primary insurance amount (where,
again, less than 9 years of pre-1951 earnings can be used).

The provision would apply to all computations and recomputations
made after enactment. However, it would not apply to benefits payable
before 1967 and benefits for people on the benefit rolls generally would
not be recomputed under this amendment unless the worker had
covered earnings after 1965.

Alternative Method of Determining Quarters of Coverage.—In order to
qualify for social security cash benefits, a person must have credit for
a specific amount of work under social security.

As in the case where pre-1951 wages must be considered in figuring
a benefit amount, whenever a worker’s insured status depends on his
quarters of coverage in the period 1937-50, a manual examination of
the microfilm earnings record is necessary to determine the number
of quarters of coverage he has credited in that period. Under the bill,
quarters of coverage for that period would be determined on the basis
of the worker’s total wages in the period, for which information is
recorded on magnetic tape; one quarter of coverage would be allotted



98 SOCIAL SECURITY AMENDMENTS

for each 8400 of total wages before 1951. (No change would be made
in the provisions of present law for determining quarters of coverage
earned after 1950.)

Use of the alternative method of counting quarters of coverage would
be limited to people who need seven or more quarters of coverage in
order to be fully insured (men born after 1892 and women born after
1895). The reason for this limitation is to prevent, as much as possible,
giving a fully insured status to people not fully insured under present
aw.

This provision would be effective on enactment.

(f) Definitions of “‘widow,” “widower,” and ‘‘stepchild”’

Under present law the relationship of widow, widower, or stepchild
must have existed for at least 1 year if social security benefits based
on the spouse’s or stepparent’s earnings are to be paid. (The 1-year
requirement does not apply to the surviving spouse if there are
natural or adopted children of the marriage or if the survivor is
potentially entitled to benefits on the earnings record of a previous
spouse.) The committee’s bill would reduce the duration-of-relation-
ship requirements for widows, widowers, and stepchildren of deceased
workers from 1 year to 9 months.

The present law contains a 1-year duration-of-relationship require-
ment which was adopted as a safeguard against the payment of benefits
where a relationship was entered into in order to secure benefit rights.
While the present requirements have generally worked out satisfac-
torily, situations have been called to the committee’s attention in
which benefits were not payable because the required relationship had
existed for somewhat less than 1 year. Although some duration-of-
relationship requirement is appropriate, a less stringent requirement
would be adequate.

The committee’s bill would further modify the duration-of-rela-
tionship requirements for widows, widowers, and stepchildren of de-
ceased workers to provide an exception to the 9-month requirement
applicable to deaths among members of the uniformed services and
accidental deaths. Thus, under the bill, the duration-of-marriage re-
quirement would be reduced to 3 months where the insured person
was a member of a uniformed service on active duty, or where the
worker’s death was accidental, unless the Secretary determines that at
the time of the marriage the individual could not reasonably have been
expected to live for 9 months.

Under the bill, a person suffers accidental death if he receives
bodily injuries through ‘violent, external, and accidental means and,
as a direct result of the bodily injuries and independently of all other
causes”’ and dies within 3 months of receiving the bodily injuries.
This definition follows those used in private insurance contracts.

The change would be effective for benefits beginning in March 1968.

(9) Elimination of the currently insured requirement for entitlement
to husband’s and widower’s benefits

Under present law, husband’s and widower’s benefits can be paid
only if the husband or widower was actually dependent on his wife at
the time she retired, became disabled, or died. It is also required that
she be currently insured (that is, if she had at least 114 years of



SOCIAL SECURITY AMENDMENTS 99

covered work within the 3-year périod before her retirement, disability
or deatl). A wife, on the other hand, is always able to qualify for
benefits based on ler husband’s earmngs.

Because men are not ordinarily dependent on their wives, it seems
reasonable to retain the requirement that a husband must show that he
was dependent on his wife. If the requirement were removed, the cost
of the program would be substantially increased and the additional
benefits would be paid chiefly to people, such as retired Government
employees, who are getting other public pensions. However, the com-
mittee knows of no compelling reason for retaining the currently in-
sured requirement. The fact that a woman supported her husband
should be sufficient grounds for paying monthly benefits to him.

An estimated 5,000 husbands and widowers would qualify for bene-
fits beginuing in March 1968 under this provision. Benefit payments
would be about $3 million in the first 12 months of operation.

(k) Extension of time for filing reports of annual earnings for the
retirement ‘est

The Social Security Act requires a person whose earnings in a year
were large enough to cause him to lose some or all of his benefits to
file a report of his earnings not later than the 15th day of the fourth
month following the close of the taxable year in which he had the
earnings. For most people the report is due on April 15. The law
does not provide any way in which the due date may be extended for
an individual and requires a penalty for late filing unless the indi-
vidual can show good cause for the late filing.

In some circumstances an individual knows that he will be unable to
file his report on time and he could be expected to ask for an exten-
sion of time if theie were a provision in the law authorizing it. The
committee believes that when a valid reason exists a beneficiary should
be allowed a brief extension of time within which to make the required
report of his earnings.

This change would be effective upon enactment of the bill.

() Reduced penalties for failure to file timely reports of earnings and
certain other events

Failure to file timely reports of earnings.—Under present law, the
first time a beneficiary under age 72 fails to report (for purposes of
the retirement test) annual earnings above $1,500, the law imposes
a penalty equal to 1 month’s benefit. This penalty was established when
1 month’s benefit was the smallest amount that could be withheld un-
der the retirement test. Under the provisions of present law, the
amount of benefits that can be withheld may be less than 1 month’s
benefit. The bill would reduce this penalty for the first failure to
report such earnings within the specified time to an amount equal to
the amount to be withheld but not less than $10.

Failure to file titmely reports of other events requiring the withholding
of benefits.—The bill woufd also reduce penalties for failure to report
within the required time employment or self-employment outside the
United States on 7 or more days in a month by a beneficiary under
age 72, and, for a woman getting wife’s or mother’s benefits because
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she is caring for a child, any month in which she does not have the
child in her care.

Under present law, failure to report these events results in a
penalty of 1 month’s benefits for the first offense. For all subsequent
offenses the penalty is 1 month’s benefits for each month for which
benefits are to be withheld. This penalty provision for offenses after
the first can produce unduly harsh results.

It is proposed that the penalties for second and subsequent offenses
be similar to the penalties for second and subsequent failures to report
earnings for purposes of the retirement test—that is, the penalty for
a second failure to report would generally be 2 months’ benefits, and
the penalty for a third or subsequent failure would generally be 3
months’ benefits. However, as under the provisions for second and
subsequent failures to report earnings, in no case would the amount
of the penalty exceed the amount of benefits withheld on account of
work or failure to have a child in one’s care. Thus, where only 1
month’s benefit is to be withheld, the penalty for a second or subse-
quent failure would be 1 month’s benefit, and where only 2 months’
benefits are to be withheld, the penalty for a third or subsequent
faillure would be 2 months’ benefits. Generally, the penalty for a
second offense would be more stringent than the penalty for a first
offense and the penalty for a third offense would be more stringent
than the penalty for a second offense.

These changes would be effective upon enactment of the bill.

(7) Limitation on payment of benefits to aliens outside the United States

Under present law, benefits may not be paid to certain aliens after
they have been outside the United States for 6 consecutive calendar
months. The bill would provide that an alien who has been outside
the United States for 30 consecutive days would be considered to be
outside the United States until he has been in the United States
for 30 consecutive days. Thus, once an alien has been out of the United
States for 30 days his benefits would stop 6 months after he left the
United States unless he returns to the United States for 30 consecutive
days. Under present law, an alien’s benefit payments are continued
if Ke returns to the United States for 1 day before the end of the
6-month period.

Under present law, however, benefit payments to aliens who are
outside the United States for more than 6 months are not stopped
if they have 40 quarters of coverage or if they have resided in the
United States for 10 years or more. The committee bill, like the House
bill, would provide that these exceptions would net apply to aliens
who are citizens of a country that has a social insurance or pension
system of general applicability under which benefit payments are not
paid to otherwise eligible Americans while they are outside of that
country. Also, the exceptions would not apply to citizens of foreign
countries that do not have a social insurance or pension system of
general applicability if at any time within 5 years prior to the month
of enactment or the first month thereafter his benefits are withheld
because he is outside the United States and benefits to individuals in
that country cannot be paid because of the Treasury ban on payments
to Communist-controlled countries discussed below. Under the com-
mittee bill this provision would become effective after 1968, rather than
6 months after enactment as under the House bill.
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Under present law, the Department of the Treasury is authorized
to withhold checks drawn against funds of the United States for
delivery in a foreign country if that Department determines that
there is no reasonable assurance that the payee will receive the check
and will be able to negotiate it for full value. Under this authorization,
social security benefit payments have been withheld from beneficiaries
in certain Communist-controlled countries. When the beneficiary
leaves the country in question, or when conditious in the country
change so that the Treasury ban on payments in that country 1s
lifted, retroactive payments covering the period are made to the
beneficiary or, if he is dead, to his estate. '

The committee bill would provide that if an alien’s benefits for
months after December 1968 would otherwise be withheld by the
Department of the Treasury, the benefits would not be payable, and
that any past benefits that are being withheld from aliens for months
through December 1968 would not be paid, in the event that pay-
ments are resumed, in excess of the last 12 months’ benefits or to
anyone other than the person from whom they have been withheld or
a survivor who is entitled to benefits on the same earnings record.
Under the House bill, this provision would have become effective
with enactment, rather than the end of 1968.

The committee has been advised that the application of these provi-
sions might create difficulties within the application of certain
treaties which were fully consistent with the Social Security Act in
effect at the time the treaties were signed and that the provisions might
adversely affect foreign relations between the United States and the
other countries concerned. Accordingly, the committee bill changes the
effective dates, as described above, to permit further study of the
proposals and the enactment of further legislation if it 1s found
desirable.

(k) Transfer to Heolth Insurance Benefits Advisory Council of .the
JSunctions of the National Medical Review Committee; increase in
Council's membership

Four months after the enactment of the Social Security Amendments
of 1965 the Secretary appointed, in accordance with the law, a 16-
member Health Insurance Benefits Advisory Council to advise him
on general administrative policy and the formulation of regulations.
The Council consists of leaders from the health field, not otherwise
employed by the K¥ederal Government, and the general public; a
majority of the members are physicians. The Department informs the
Comnittee that the Council has been of substantial assistance in the
policy development which had to occur with the enactment of the
program.

Present law also provides for the Secretary to appoint a nine
member National Medical Review Committee to study the utilization
of hospital services and other health and medical services covered
by the program with a view toward recommending changes in the
way in which health services are used and modifications in the ad-
ministration of the program or in the provisions of law relevant to
the utilization of services. This Committee has not been established
primarily because its effective operation requires the availability of
experience under the new program to serve as a basis for study. The
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program has been in operation for not quite 1}% years and significant
data on experience under it are only now beginning to emerge.

The committee believes that the functions of the two advisory
groups are quite closely related and that it would be desirable to
combine them in a single body by transferring the Committee’s duties
to the Health Insurance Benefits Advisory Council and by repealing
the provisions for a National Medical Review Committee. The com-
mittee’s bill would also increase the membership of the Advisory
Council from 16 to 19 members to provide the Council a broader base
of experience for meeting its enlarged responsibilities.

(1) Advisory council on social security and timing of reports

Under the committee’s bill, an Advisory Council on Social Security
would be appointed in 1969 and every fourth year thereafter. Councils
would be appointed at any time after the end of January of the
specified year, rather than in February, as provided in the House-
passed bill, and would be required to report no later than January 1
of the second year after appointment, as under present law, rather
than January 1 of the year after appointment as under the House-
passed bill. The committee believes that the longer period provided
under present law is needed in view of the legislative requirement
that the Councils review all aspects of the social security program; it
would not be reasonable to expect these councils to make a thorough
review and comprehensive recommendations in a period of only 11
months as provided under the House bill.

During the committee’s deliberations on the bill, suggestions for
improving the investment income of the social security trust funds
were brought to the attention of the committee and the committee
recommends that the next Council study methods of increasing the
interest income to the trust funds including (1) the desirability of
continuing to invest trust fund money in participation certificates
issued under the Participations Sales Act of 1966, (2) whether ade-
quate statutory authority exists for such investments, (3) whether
the trust funds should have priority in the opportunity to make
such investments, (4) whether present obligations held by the trust
funds which bear interest of less than 4 percent should be redeemed at
par and reinvested in securities bearing higher interest rates, and (5)
whether decisions about trust fund investments should be guided by
the interests of the trust funds or the public interest. Although the
committee’s bill would not require the next Advisory Council to report
until January 1971, any recommendation of the Council that should
be brought to the attention of the Congress before that date should
be in an interim report to the 91st Congress.

The bill would also provide for the appointment of the Chairman
of the Advisory Council by the Secretary of Health, Education, and
Welfare. Under present law, the Secretary of Health, Education, and
Welfare appoints the 12 members of the Advisory Council on Social
Security and the Commissioner of Social Security serves as the Chair-
man of the Council. During the course of the consideration of the ball
in the House, the Commissioner of Social Security suggested that it
might be desirable for the Chairman of the Council, like the Council
members, to be a person from outside the Government. The com-
mittee agrees, and under the bill the Secretary would appoint the
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Chairman in addition to appointing the other 12 members of the
Council.

(m) Reimbursement of ciwil service retirement annuitants for certain
premium payments under supplementary medical insurance program

The committee’s bill, like the House bill, would, upon enactment,
permit plans approved under the Federal Employees Health Benefits
Act of 1959 to reimburse civil service retirement annuitants for
amounts equal to the premiums paid under the supplementary medical
insurance program, provided such reimbursement is financed from
funds other than the contributions made by the Federal Government
and the Federal employees toward the health benefit plan. Under most
private insurance plans that have been modified to take account of the
medical insurance protection available under medicare, the beneficiary
pays an adjusted premium rate that reflects the modified protection he
receives. In contrast, annuitants who have enrolled in a Federal em-
ployee health beneﬁts plan and who enroll also in the supplementary
medical insurance program are not likely to receive additional protec-
tion which is equivalent to the additional premiums they must pay.
Since the Government plans, unlike private plans, are unable under
the Federal Employees Health Benefits Act of 1959 to develop provi-
sions for coordination of their coverage with that provided by the
supplementary medical insurance program, annuitants, unlike almost
all other aged persons, receive little advantage from the supplemen-
tary medical insurance program. By permlttmo reimbursement of
amounts equivalent to the supplementary medical insurance pre-
miums, the bill would remedy these problems and would have the
effect of encouraging such annuitants to enrqll in the supplementary
medical insurance program.

(n) Disclosure to courts of whereabouts of certain individuals

Under present law and regulations the Secretary furnishes, at the
request of a State or local public assistance agency, the most recent
address in the social security records of a parent (or his most recent
employer, or both) who has failed to provide support for his destitute
child or children if they are eligible for aid under a pubilic assistance
program. i

Like the House bill, the committee’s bill includes an additional
provision under which the Secretary would be required to furnish the
most recent address of a deserting parent (or his most recent employer,
or both), on request, to a court having appropriate jurisdiction to
issue orders against the parent for the support and maintenance of his
children, if the court certifies that the information is requested for its
own use in issuing, or determining whether to issue, such an order.
In addition, the committee’s bill w ould provide that such information
could be used by appropriate courts in proceedings under the Uniform
Reciprocal Enforcement of Support Act. The information would be
furnished to the court regardless of whether the children were appli-
cants for or receiving assistance from a welfare agency. The com-
mittee believes that assisting the courts in locating such parents may
result in securing from the parents support for their children which
would insure that such children would not have tc apply for assist-
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ance under the Federal-State program of aid to families with depend-
ent children. This provision is related to changes which the committee
is recommending in the aid-to-families-with-dependent-children pro-
gram discussed later in this report.

(0) Reports of the boards of trustees to Congress

Under the present law, the boards of trustees of the old-age and
survivors insurance, disability insurance, hospital insurance, and sup-
plementary medical insurance trust funds must submit their reports
on the status of each fund for the preceding fiscal year to the Congress
by the following March 1. It is becoming increasingly difficult for the
boards of trustees to meet the March 1 deadline because information
which formerly was available in December is now not available until
January. Under the committee’s bill, the trustees would have 1 addi-
tional month in which to prepare the report, as it would not be due
until April 1. _

As noted earlier, the comnmittee has becomne concerned with the ris-
ing costs of the disability insurance program. In examining the costs
of that program, the commmittee became aware of rising costs under
the old-age and survivors insurance program due to payments made
to people with childhood disabilities. Because of the rise in the cost
of these benefits and because the benefits to disabled widows that
would be provided under the bill would be paid out of the Federal old-
age and survivors insurance trust fund, the Congress needs to be
kept informed of the cost trends as they develop. Accordingly, the bill
would require a separate actuarial analysis of all benefit expenditures
made on account of disability payments.

(p) Payments based on erroneous reports of death

Under present law where members of the Armed Forces initially
reported to have been killed in action are later discovered to have
been captured, any social security benefits paid to their wives and
children on the basis of the incorrect report of death issued by the
Department of Defense must be considered erroneous payments
and are subject to recovery. The committee believes this situation is
unduly harsh, not only because it may present serious problems to
the family at a time of great stress, but also because under other
programs, such as those of the Veterans’ Administration, payments
made in such circumstances are not subject to adjustment or recovery.

Under the committee’s bill payments made on the basis of an erro-
neous report of death by the Department of Defense would not be
considered to be erroneous payments.

This amendment would be effective with regard to people who are
paid benefits in or after the month of enactment.

(g) Payment of child’s insurance benefits to a full-time student who marries

Under present law, benefits payable to a child are generally termi-
nated when that child marries. The cornmittee believes that a child
who is a full-time student and who marries continues to be just as
dependent as a child who is an unmarried full-time student, and that
to stop benefits just because the child marries is unrealistic. Thus, the
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committee’s bill would provide that a child’s benefit would not be
terminated because of marriage f the child is a full-time student.
However, benefits payable to a female child who is a full-time student
would be terminated if her husband is not also a full-time student,
because generally she would be dependent on her husband.

Under the committee’s bill, this provision would be effective for
Mareh 1968; for any individual who was not entitled to a child’s benefit
for the month of enactment, benefits under this provision would be
paid only on the basis of an application filed in or after the month of
enactment.

(r) Modification of certain eligibility requirements as they apply to aliens
80 as not to conflict with treaty obligations

Under present law, at age 65 a person is eligible for protection under
the hospital insurance plan of the medicare program if he is entitled
to cash social security or railroad retirement benefits. Under a special
transitional provision, aged persons not eligible for cash benefits who
are now 65 or over or who will attain age 65 prior to 1968 are eligible
for such protectioni provided they are either citizens of the United
States or are aliens lawfully admitted for permanent residence who
have resided continuously in the United States for at least 5 years
before filing an application for hospital insurance benefits. Aged
persons are eligible to enroll in the supplementary medical insurance
plan if they are eligible for hospital insurance protection or if they
meet the same citizenship or residence requirements as apply with
respect to eligibility of uninsured persons for hospital insurance.

The provision which restricts medicare protection for aliens who do
not qualify on the basis of covered employment to those aliens who
meet a 5-yesr residence requirement was included because the Con-
gress did not intend to provide medicare benefits for persons who
were merely visiting in this country or had come here solely to get
medical treatment. This restriction, while having its desired effect,
has in some instances produced a conflict with the Treaties of Friend-
ship, Commerce, and Navigation which the United States has entered
into with other countries; for example, the treaty with the Federal Re-
public of Germany. Such treaties were fully consistent with the Social
Security Act when they were signed and accord reciprocal equal treat-
ment for citizens of either country with regard to the application of
laws establishing compulsory systems of social security in the case
of sickness.

The committee bill provides exception to the alien residence re-
quirement as it would pertain to citizens of countries with which the
United States now has treaty arrangements. (The principle involved
here is similar to that invclved under title II of the Social Security
Act (sec. 202(t) (3)) in-the suspension of cash benefits of aliens outside
the United States.)

The bill also provides exceptions to the requirement that an alien
must be u resident of the United States for 5 years in order to qualify
for the special age-72 payments provided in 1966 in cases where a
treaty now in effect would otherwise be violated.

Hospital insurance coverage would be retroactive to July 1, 1966,
for such nationals who were present in the United States but denied



106 SOCIAL SECURITY AMENDMENTS

coverage because they did not meet the residence requirement. On
the other hand, coverage under the medical insurance plan would
not be retroactive because such coverage is contingent upon factors
other than residence; e.g., enrollment and payment of premiums.
Coverage under the medical insurance plan could be effective for the
month of enactment of the proposal and in accordance with provisions
of existing law. The changes applicable to the special age-72 payments
would be effective with the month of enactment.

(s) General saving provision

Under a saving clause provided in the bill, the benefit amounts pay-
able to one or more members of a family who were on the benefit rolls
in the month before the effective month of the benefit increase will not
be reduced under the family maximum provisions of the law, if an-
other family member (1) becomes entitled to benefits for the effective
month of the benefit increase and (2) was made eligible for benefits
by a provision of the bill. The newly entitled person will be entitled
to a benefit equal to the benefit amount he would have gotten for the
effective month of the benefit increase if there were no saving clause to
protect the benefits of other members of the family—that is, he would
get a benefit 15 percent higher than he would have gotten if he had
been on the rolls in the previous month. Thus the provision would
allow families now getting benefits limited by the family maximum
provision to get additional benefits, which would not otherwise be
payable, in cases where an additional member of the family qualifies
for benefits as a result of a change made by the bill.

(t) Ezpedited benefit payments

The committee bill contains a provision (not in the House-passed
bill) wbich would provide a formal method under which a person
may file a special request for benefit payments which are due but
have not been paid.

The committee believes that most beneficiaries are dependent on
their social security payments to meet their everyday needs and that
assurance of prompt payment is vital to their financial well-being.

The committee recognizes that there are situations in which delays
may occur because the Social Security Administration is seeking
definitive evidence of eligibility even though there is a prima facie
case that a benefit is due the individual. The committee recognizes
the desirability of holding erroneous benefit payments to a minimum.
However, it believes that in such situations it is desirable for payments
to be made, at least on a preliminary basis, with as little delay as
possible. The committee bill contains a provision which specifically
authorizes such a procedure.

It is important, however, that the Secretary should not be forced
into making doubtful payments merely because of the passage of
time; therefore, under the bill the individual must have supplied all
evidence requested, and the Secretary must be confident of the validity
of the claim, before an expedited payment can be made on the basis of
a request for payment under the new provision.

Under the bill, in cases involving entitlement to monthly retirement
and survivors insurance benefits or the resumption of benefits that
have been suspended, a written request for expedited payment may
be filed after 90 days have elapsed from the date when the claimant
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submitted the last of the evidence requested to show that a payment
was due. In a case involving an initially unexplained interruption in
benefit payments or the transition from one type of benefit to another,
from wife’s to widow’s benefits for example, a written request for
expedited payment may be filed after 30 days have elapsed after the
15th of the month in which such benefit payment was due.

Under the bill, if payments were due they would begin within 15
days after the date of the request for special payment.

The bill would specifically exclude from the new expedited bene-
fit payments procedure cases involving determinations as to
whether a person meets the Social Security Act definition of disability
for purposes of qualifying for benefits payable on account of disa-
bility. In the old-age and survivors insurance part of the program
the issues involved are usually those that affect the amount of the
benefit or the date for which payment is first due; in most cases, the
basic question of entitlement is not at issue. Therefore, erroneous
payments in the old-age and survivors insurance part of the program
can usually be adjusted at a later point.

In the case of benefits based on a disability the usual issue is the
basic question of whether or not the individual is sufficiently disabled
to be entitled to a payment at all. The fprocess of making disability
determinations is significantly different from the retirement and sur-
vivors insurance claims process. In the disability process State voca-
tional rehabilitation agencies are involved importantly in the making
of the decision and in borderline cases lengthy and extensive develop-
ment of facts of a medical nature is often required. Because the Secre-
tary should be reluctant to make a favorable finding of basic eligi-
bility in the disability area on the basis of partial evidence, the
expedited payment procedure is not provided in disability cases.

Also excluded from the expedited benefit payment procedure are
the cases where checks for the benefit involved have been negotiated.
If this occurs it is necessary to consider the possibility of forgery
or fraud. '

This provision would be effective after June 30, 1968.

(w) Separate authorization for social security research programs

Under the present law, the cooperative research and demonstration
grant programs carried on by the Social Security Administration
and the Social and Rehabilitation Service of the Department of
Health, Education, and Welfare are authorized as a single program.
The committee has been informed that this has resulted in certain
administrative difficulties. Therefore, the committee added to the
House bill a provision under which there would be specific authoriza-
tions for cooperative research and demonstration grant programs
for both the Social Security Administration and the Social and Re-
habilitation Service. (As under present law, there would be a single
authorization for appropriations and the amendment would not
increase the funds available for these research programs.)

9. Financing Provisions
(a) Increase in the contribution and benefit base

The proposed increase in the contribution and benefit base would
not only provide higher future benefits et higher earnings levels, but
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would also help to finance the changes made by the bill. When the con-
tribution and benefit base is raised, an increase in the base results in
a reduction in the overall cost of the social security program as a
percent of taxable payroll. This occurs because the benefits provided
are a higher percentage of earnings at the lower levels than at the
higher levels while the income is a flat percentage of earnings. When
the base is increased, higher benefits are provided on the basis of the
higher earnings that are taxed and credited, but the cost of providing
these higher benefits is less than the additional income from the con-
tributions on earnings above the former maximum and up to the new
maximum amount.

(b) Changes in the contribution rates

Consistent with the policy of maintaining the program on a finan-
cially sound basis that has always been followed in the past, the bill
wouf’d make full provision for meeting the cost of the improvements
it would make in the program. At the present time, the social security
program as a whole has a significantly favorable actuarial balance
although the disability insurance program has an actuarial deficiency;
that is, it is expected that over the long-range future the income to the
program will considerably exceed the costs of the program. It is pos-
sible to meet about half of the cost of the recommended cash benefit
changes |from the present favorable balance of that part of the pro-
gram. The remainder of the cost of the proposed changes would be
met through an increase in the contribution rates for the program, as
well as in the maximum amount of annual earnings subject to the
tax and used in computing benefits.

Under the schedule of old-age, survivors, and disability insurance
contribution rates that the committee recommends (shown below),
the employee-employer rate scheduled for 1968 would be decreased
0.1 percent, from 3.9 percent each to 3.8 percent each. The rate for
1969-70 would be 4.2 percent. The rate scheduled for 1971-72 would
be increased 0.20 percent, from 4.4 percent each to 4.60 percent each.
For 1973-75 the employee contribution rate would be 5.0 percent each
instead of 4.85 percent each, as under present law. The rate for 1976
and after would be 5.05 percent.

The self-employed rate scheduled for 1968 for the cash benefit
part of the program would be decreased 0.1 percent, from 5.9
percent to 5.8 percent, and the rate for 1969-70 would be 6.3 percent
instead of 6.6 percent (as under present law. The rate scheduled for
1971-72 would be increased 0.3 percent, from 6.6 percent to 6.9 per-
lcent. For 1973 and after the rate would be 7 percent) as under present
aw.

The committee also recommends changes in the contribution rate
schedule for the hospital insurance program resulting in a higher rate
over the next few years and a lower ultimate rate than under present
law. Under the bill, the contribution rate for 1968-72 would be in-
creased to 0.6 percent and would then rise gradually to an ultimate
rate of 0.75 percent in 1980 and thereafter. (The rate under present
law for 1968-72 would be 0.5 percent and would rise to an ultimate
rate of 0.8 for 1987 and thereafter.)

_The contribution rate schedules under present law, under the House
bill, and under the committee bill are as follows:
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{In percent]

OASDI Hl Total

Period
Present  House Commit- Present  House Commit- Present House Commit-
law biit tee bill law bill tee bill law bill tee bill

Employer-employee, each

3.9 3.9 3.8 5 .5 .6 4.4 4.4 4.4
4.4 4,2 4,2 5 .8 .6 4.9 4.8 4.8
4.4 4.6 4.6 5 .6 .6 4.9 5.2 5.2
4.85 5.0 50 55 .85 .65 5.4 5.65 5.65
4.85 5.0 5.05 6 7 .65 5.45 5.7 5.7
4,85 5.0 5.05 7 .8 .75 5.55 5.8 5.8
4.85 5.0 5.05 8 .9 .75 5.65 5.9 5.8
Self-employed
5.9 5.9 5.8 5 .5 .6 6.4 6.4 6.4
6.6 6.3 6.3 5 .6 .6 7.1 6.9 6.9
6.6 6.9 6.9 5 .6 .6 7.1 7.5 7.5
7.0 7.0 7.0 55 .65 .65 7.55 7.65 7.65
7.0 7.0 7.0 6 .7 .65 7.6 1.7 7.65
7.0 7.0 7.0 7 .8 .75 1.7 7.8 7.75
1987 and after. .. 7.0 7.0 7.0 8 .9 .75 7.8 7.9 7.75

Note: Maximum taxable earnings base under present law is $6,600. Maximum taxable earnings base under House bill
is $7,600, beginning in 1968. Maximum taxable earnings base under committee bill is $8,000 in 1968, $8,800 in 1969-71,
and $10,800 in 1972 and after.

10. Actuarial Cost Estimates for the Hospital Insurance System
(a) Summary of actuarial cost estimates

The hospital insurance system, as modified by the committee-ap-
proved bill, has an estimated cost for benefit payments and adminis-
trative expenses that is in long-range balance with contribution income.
It is recognized that the prep'v'atlon of cost estimates for hospital and
related benefits is much more difficult and is much more subject to

variation than cost estimates for the cash benefits of the old-age, sur-
vivors, and disability insurance system. This is so not only because
the hospital insurance program is newly established but also because
of the greater number of variable factors involved in a service-benefit
program than in a cash-benefit one. However, the committee believes
that the present. cost estimates are made nnder conservative assump-
tions with respect to all foreseeable factors.

The present cost. estimates are based on considerably higher assump-
tions as to hospital costs than were the original estlm.]toe which were
prepared in 1965 at the time that the ';vstem was e';tfll)hshed At that
time, the sharp increases that have occurred in such costs in 1966-67
were not. generally predicted by experts in the field. The current
assumptions are based on the testimony of several experts, as will be
discussed subsequently.

These cost estimates also contain revised assumptions as to the
initial level of earnings in 1966 and as to future interest-rate trends.
These assumptions are the same as those used in the revised cost esti-
mates for the old- -age, survivors, and disability insurance system,
described elsewhere m "this report. Also, the new cost estimates for
the hospital insurance system are based on the revised estimates of
beneficiaries aged 65 and over under the old-age, survivors, and disa-
bility insurance program. The latter show somew Tat fewer aned bene-
ficiaries relative to the covered population with respect to w hom con-
tributions are payable; accordingly, the cost of the hospital insurance
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system 1s reduced on account of this factor (although only partly
offsetting the effect of hospital-cost trend assumptions).

The new cost estimates contain the assumption that, in the inter-
mediate-cost estimate, administrative expenses will be 314 percent of
the benefit payments, which is the anticipated experience in 1967-68
(as against the assumption of 3 percent in the original estimates).
The administrative expenses for the low-cost and high-cost estimates
are assumed to be the same proportion as in the intermediate-cost
estimate.

The new cost estimates also take into account the small additional
cost arising from the reimbursement bases for hospitals and extended
care facilities that are now in effect being somewhat higher than was
assumed in the original cost estimates.

The cost estimates presented here are developed on the same bases
as those that were used in the committee report for the bill that was
approved by the House of Representatives (H. Rept. 544), with one
exception. At the hearings before the committee on August 24, 1967,
in answer to a question put by Senator Williams of Delaware, the
Chief Actuary of the Social Security Administration stated that the
original estimate for the extended care facility benefit—$25 to $50
million for calendar 1967—was low since actual experience indicated
that the figure would probably be of the magnitude of $250 to $300
million a year. (Hearings, page 371.) .

Unlike the cost estimate presented in the House report, the esti-
mates in this report (in the text and pertinent tables for present law,
the House bill, and the committee bill) reflect the new cost assump-
tions based on the actual experience. The increased cost so included
i1s about $250 million in 1967 for insured persons, and increasing
amounts in later years. There would also be a proportionate increased
cost for the uninsured. For more details on this change in actuarial
cost assumption, see pp. 115-116.

(0) Financing policy
(1) FINANCING BASIS OF COMMITTEE-APPROVED BILL

The contribution schedule contained in the committee-approved bill
for the hospital insurance program, under an $8,000 base in 1966, an
$8,800 taxable earnings base in 1969-71, and $10,800 in 1972 and after,
is as follows, as compared with that of present law (with an earnings
base of $6,600) and with that of the House-approved bill (with an
earnings base of $7,6001n 1968 and after) :

[In percent]

Combined employer-employee rate Self-employed rate
Calendar year Present House- Committee-  Present House-  Committee-
law approved  approved law approved  approved
bill bill bill bill
1.0 1.0 1.0 0.50 0.50 0.50
1.0 1.0 1.2 .50 .60
1.0 1.2 1.2 50 .60 .60
1.1 1.3 1.3 55 .65 65
1.2 1.4 1.3 60 .70 65
1.4 1.6 1.5 70 .80 75
1.6 1.8 1.5 80 .90 75
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The combined employer-employee rate under the committee-
approved bill would be 0.2 percent higher in 1968~75 than under pres-
ent law, 0.1 percent higher in 1976-86, and 0.1 percent lower in 1987
and after. These increases, along with the additional income from the
higher earnings bases, would finance the increased cost of the present
program that results from the higher hospitalization-cost assumptions
used in the current estimates, as compared with those used when the
program was initiated in 1965. The lower ultimate rate is possible
beczuse of the higher earnings bases under the committee bill. Except
in 1968, the committee-approved bill has the same or lower rates than
the House-approved bill; this is primarily due to the financing effect
of the higher earnings bases under the committee-approved bill.

The hospital insurance program is completely separate from the
old-age, survivors, and disability insurance system 1n several ways,
although the earnings base is the same under both programs. First,
the schedules of tax rates for old-age, survivors, and disability insur-
ance and for hospital insurance are in separate subsections of the
Internal Revenue Code (unlike the situation for old-age and survivors
insurance as compared with disability insurance, where there is a
single tax rate for both programs, but an allocation thereof into two
portions). Second, the hospital insurance program has a separate
trust fund (as is also the case for old-age and survivors insurance and
for disability insurance) and, in addition, has a separate Board of
Trustees from that of the old-age, survivors, and disability insurance
system, 7hird, income tax wihholding statements (forms W-2) show
the proportion of the total contribution for old-age, survivors, and
disability insurance and for hospital insurance that is with respect to
the latter. Fourth, the hospita{) insurance program covers railroad
employees directly in the same manner as other covered workers,
and their benefit payments are paid directly from this trust fund
(rather than directly or indirectly through the railroad retirement.
system), whereas these employees are not covered by old-age, survivors,
and disability insurance (except indirectly through the financial inter-
change provisions). Fifth, the financing basis for the hospital insur-
ance system is determined under a different approach than that used
for the old-age, survivors, and disability insurance system, reflecting
the different natures of the two programs (by assuming rising earnings
ievels and rising hospitalization costs in future years instead of level-
earnings assumptions and by making the estimates for a 23-year
period rather than a 75-year one).

(2) SELF-SUPPORTING NATURE OF SYSTEM

Just as has always been the case in connection with the old-age,
survivors, and disability insurance system, the committee has very
carefully considered the cost aspects of the present hospital insur-
ance system and proposed changes therein. In the same manner, the
committee believes that this program should be completelv self-
supporting from the contributions of covered individuals anid em-
ployers (the transitional uninsured group covered by this program
have their benefits, and the resulting administrative expenses, com-
pletely financed from general revenues). Accordingly, the committee
very strongly believes that the tax schedule in the law should make the
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hospital insurance system self-supporting over the long range as
nearly as can be foreseen, and thus actuarially sound.

(3) ACTUARIAL SOUNDNESS OF SYSTEM

The concept of actuarial soundness as it applies to the hospital
insurance system 1s somewhat similar to that concept as it applies to
the old-age, survivors, and disability insurance system (see discussion
of this topic in another section), but there are important differences.

One major difference in this concept as it applies between the two
different systems is the greater difficulty in making forecast assump-
tions for a service benefit than for a cash benefit. Although there is
reasonable likelihood that the number of beneficiaries aged 65 and over
will tend to increase over the next 75 years when measured relative to
covered population (so that a period of this length is both necessary
and desirable for studying the cost of the cash benefits under the old-
age, survivors, and disability insurance program), it is far more dif-
ficult to make reasonable assumptions as to the long-range trends of
medical care costs and practices. For this reason, cost estimates for the
hospital insurance program have been projected for only 25 years into
the future, rather than 75 years as in the cost estimates for the old-age
survivors, and disability insurance system.

In a new program such as hospital insurance, it seems desirable to
the committee that the program should be completely in actuarial
balance. In order to accomplish this result, the committee has revised
the contribution schedule to meet this requirement, according to the
underlying cost estimates.

(¢) Hospitalization data and assumptions
(1) PAST INCREASES IN HOSPITAL COSTS AND IN EARNINGS

Table A presents a summary comparison of the annual increases in
hospital costs and the corresponding increases in wages that have
occurred since 1954 and up through 1966.

TABLE A.—COMPARISON OF ANNUAL INCREASE IN HOSPITAL COSTS AND IN EARNINGS

[tn percent]

Increase over previous year

Year Average wages Average daily
in covered hospitalization
employment 1 costs 2
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tData are for calendar years (based on experience in first quarter of year).

2 Data are for fiscal years ending in September of year shown. When the data are adjusted on a calendar-year basis,
the increase from 1965 to 1966 was determined to be 11.7 percent.

3 Rate of increase compounded annually that is equivalent to total relative increase from 1954 to 1963.
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The annual increases in earnings are based on those in covered

employment under the old-age, survivors, and disability insurance
system as indicated by first quarter taxable wages, which by and
large are not affected by the maximum taxable earnings base. The
data on increases in hospital costs are based on a series of average
daily expense per patient day (including not only room and board,
but also other inpatient charges and other expenditures of hospitals)
prepared by the American Hospital Association.
. The annual increases in earnings fluctuated somewhat over the
10-year period up through 1963, although there were not very large
deviations from the average annual rate of 4 percent; no upward or
downward trend over the period is discernible. The annual increases
in hospital costs likewise fluctuated from year to year during this
period, around the average annual rate of 6.7 percent.

During the period 1954-63, hospital costs increased at a faster rate
than carnings. The differential between these two rates of increase
fluctuated widely, being as high as somewhat more than 5 percent in
some years and as low as a negative differential of about 1 percent in
1956 (with the next lowest differential being a positive one of about 1
percent in 1962). Over the entire 10-year period, the differential
between the average annual rate of increase in hospital costs over the
average annual rate of increase in earnings was 2.7 percent.

In 196466, the increases in hospital costs as compared to the in-
crease in wages resulted in differentials somewhat in excess of the 2.7
percent applicable in 1954-63. The 1967 experience to date shows a
slightly higher rate of increase in hospital costs than did 1966.

The committee was advised by the Department of Health, Xduca-
tion, and Welfare that, in the future, earnings are estimated to increase
at a rate of about 3 percent per year. It is much more difficult, to pre-
dict what the corresponding increase in hospital costs will be.

(2) EFFECT ON COST ESTIMATES OF RISING HOSPITAL COSTS

A major consideration in making cost estimates for hospital benefits,
then, is how long and to what extent the tendency of hospital costs to
rise more rapidly than the general earnings level will continue in the
future, and whether or not 1t may, in the long run, be counterbalanced
by a trend in the opposite direction. Some factors to consider are the
relatively low wages of hospital employees (which have been rapidly
“catching up” with the general level of wages and obviously may be
expected to “catch up” completely at some future date, rather than
to increase indefinitely at a more rapid rate than wages generally) and
the development of new medical techniques and procedures, with
resultant increased expense.

In connection with this factor, there are possible counterbalancing
factors. The higher costs involved for more refined and extensive
treatments may be offset by the development of out-of-hospital
facilities, shorter durations of hospitalization, and less expense for
subsequent curative treatments as a result of breventive measures.
Also, 1t. is possible that. at some time in the future, the productivity
of hospital personnel will increase significantly as the result of changes
in the organization of hospital services or for other reasons, so that,
as in other fields of economic activity, the general wage level might,
increase more rapidly than hospitalization prices in the long run.
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Perhaps the major consideration in making actuarial cost estimates
for hospital benefits is that—unlike the situation in regard to cost
estimates for the monthly cash benefits, where the result 1s the oppo-
site—an unfavorable cost result is shown when total earnings levels
rise, unless the provisions of the system are kept up to date (insofar
as the maximum taxable earnings base is concerned). The reason for
this result is that hospital costs rise at least at the same rate over the
long run as the total earnings level, whereas the contribution income
rises less rapidly than the total earnings level, unless the earnings base
is kept up to date.

For these reasons, the following cost estimates are based on the
assumption that both hospital costs and wages will increase in the
future for the entire 25-year period considered, while at the same time
the earnings base will not change from the $8,000, $8,800, and $10,800
bases proposed in the committee bill. The fact that, under both present
law and the committee bill, the cost-sharing provisions (the initial
hospital deductible and coinsurance features) are on a dynamic basis,
which automatically varies after 1968 in accordance with changes in
hospital costs, results in lower estimated costs than if these provisions
were on & static, unchanging basis.

(3) ASSUMPTIONS AS TO RELATIVE TRENDS OF HOSPITAL COSTS AND EARN-
INGS UNDERLYING COST ESTIMATE FOR COMMITTEE-APPROVED BILL

As indicated previously, the committee very strongly believes that
the financing basis of the hospital insurance program should be devel-
oped on a conservative basis. For the reasons brought out, the cost
estimates should not be developed on a level-earnings basis, but rather
they should assume dynamic conditions as to both earnings levels and
hospitalization costs. Accordingly, it seems appropriate to make cost
projections for only 25 years in the future and to develop the financing
necessary for only this period (but with a resulting trust fund balance
at the end of the period equal to about 1 year’s gisbursements). Al-
though the trend of beneficiaries aged 65 and over relative to the
workmg population will undoubtedly move in an upward direction
after 25 years from now, it seems impossible to predict what the trend
of medical costs and of hospital-utilization and medical-practice
experience will be in the distant future.

Several] estimates of the short-term future trend of hospital costs
have been made by experts in this field. All of these are well above the
rate of 5.7 percent per year until 1970 that was assumed in the initial
cost estimates for the program made when it was enacted in 1965. The
American Hospital Association has estimated an annual rate of in-
crease of as much as 15 percent for the next 3 to 5 years. The Blue
Cross Association has made a corresponding estimate of 9 percent per
year in the period up to 1970. '

Three sets of assumptions as to the short-term trend of hospital
costs have been made for the cost estimates presented here. These are
shown in table B. In each case, the annual rates of increase are as-
sumed to merge with those used in the initial cost estimates for the
program for 1971 for the low-cost and intermediate-cost assumnptions
and 1973 for the high-cost assumptions—namely, increases slightly
above the increases in the earnings level from theése dates until about
1975, and then the same increases. The low-cost set of assumptions
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yields about the same result as the Blue Cross prediction, while the
high-cost set’corresponds to the highest American Hospital Associa-
tion prediction. The intermediate-cost set is used to develop the financ-
ing provisions of the committee’s bill.

TABLE B.—ASSUMPTIONS AS TO FUTURE RATES OF INCREASE IN HOSPITAL COSTS

{in percent]
Calendar year Low cost Intermediate cost High cost
12.0 15.0 15.0
10.0 15.0 15.0
8.0 10.0 15.0
6.0 6.0 15.0
5.2 5.2 15.0
4.6 4.6 10.0
4.1 4.1 4.1
3.6 3.6 3.6
3.0 3.0 3.0

- (4) ASSUMPTIONS AS TO HOSPITAL UTILIZATION RATES UNDERLYING COST
ESTIMATES FOR COMMITTEE-APPROVED BILL

The hospital utilization assumptions for the cost estimates in this
reﬁ)ort are founded on the hypothesis that current practices in this
field will not change relatively more in the future than past experience
has indicated. In other words, no account is taken of the possibility
that there will be a drastic change in philosophy as to the best medical
practices, so as, for example, to utilize in-hospital care to a much
greater extent than is now the case. ,

The hospital utilization rates used for the cost estimates for the
committee-approved bill are the same as those used in the initial cost
estimates for the program. Analysis of the actual experience for the
first 6 months of operation (the last half of 1966) seems to indicate
that it is close to the original assumptions.

(3) ASSUMPTIONS AS TO HOSPITAL PER DIEM RATES UNDERLYING COST
ESTIMATES FOR COMMITTEE-APPROVED BILL

The average daily cost of hospitalization that is used in these cost
estimates is computed on the same basis as the corresponding figures
in the initial cost estimates that were prepared when the legislation
was enacted in 1965. Specifically, an average of about $38.50 per day
was uséd for 1966 and was projected for future years in the manner
described previously. Analysis of the experience for 1966, for whicl
complete data are not yet available, in({’icates that this assumption
was close to what actually occurred.

(6) ASSUMPTIONS AS TO EXTENDED CARE FACILITY BENEFITS UNDERLYING
COST ESTIMATES FOR COMMITTEE BILL

The limited experience that is available to date in regard to the ex-
tended care facility benefits indicates that their cost will be consider-
ably in excess of the initial estimates. It now appears that these benefits
will amount to about $250 to $300 million in the first year of operation
(calendar year 1967) as against the estimate of $25 to $50 million. The
apparent major reason for this difference is the much larger number
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of facilities that qualified than had been expected according to the
estimate. It should also be recognized that the original estimate was
made on the basis of relatively little data, since this type of benefit
had not been widely provided previously. )

Accordingly, the cost estimates have been modified by increasing
the estimated benefit outgo in 1967, as presented in previous cost esti-
mates, by $250 million with respect to insured persons (and a pro-
portionate amount for noninsured persons). This figure is increased in
each future year up through 1975 by the assumed increases in hos-
pitalization costs. After 1975, the same assumption as to hospitaliza-
tion-cost increases is continued, but the resulting figure is gradually
scaled down until it is taken as zero for 1990 (since the estimate for
that year already includes the ultimate costs for extended care facility
benefits). Appropriate corresponding assumptions are made for the
noninsured group, taking into account its decreasing size (as well as
its greater relative use of the extended care facility benefits).

(@) Results of cost estimates

(1) SUMMARY OF COST ESTIMATE FOR COMMITTEE-APPROVED BILL

Under the intermediate-cost assumptions as to the future trend of

hospital costs, the level-cost of the benefits and administrative ex-
penses under present law is estimated at 1.54 percent of taxable pay-
roll. If the low-cost assumptions were used, the corresponding figure
is 1.40 percent of taxable payroll, while under the high-cost estimate,
it is 2.37 percent of taxable payroll. In each instance, the level-equiv-
alent of the graded contribution schedule is 1.23 percent of taxable
payroll, so that there is a lack of actuarial balance under present law,
using the revised estimates of hospital cost trends and the other re-
vised cost factors, amounting to 0.31 percent of taxable payroll for
the intermediate-cost estimate. It may be noted that if the only change
made in the program were to increase the earnings base to the $8,000
to $10,800 schedule in the committee bill, then the program would be
in almost exact actuarial balance according to the intermediate-cost,
assumptions.
. Under the committee-approved bill, there would be additional financ-
ing for the program, both through the increase in the earnings base,
effective in 1968, and through increasing the rates in the contribution
schedule in the period before 1987. The changes in the benefit provisions
would have a relatively small effect on costs. Under the intermediate-
cost estimate, the level-cost of the benefits and administrative expenses
would be increased from 1.54 percent of taxable payroll under present.
law to 1.55 percent of taxable payroll under the committee-approved
bill when measured on a $6,600 earnings base, but when measured
against the earnings bases in the committee-approved bill, it would be
brought back to 1.23 percent of taxable payroll. Thus, the new contribu-
tion schedule (which has a level-equivalent value of 1.34 percent of
taxable payroll) would, under the intermediate-cost estimate, ade-
quately finance the revised benefits aud, in fact, would leave a small
positive actuarial balance.

It should be noted that, under the revised assumptions with respect
to the extended care facility benefts (described previously), the level-
cost of the benefit payments and administrative expenses under the
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House-passed bill became 1.41 percent of taxable payroll (increased
from 1.35 percent). Since the level equivalent of the contribution
schedule is estimated at 1.41 percent of taxable payroll, the system
under the House-passed bill is in exact actuarial balance accordmg to
the revised assumptions.

(2) LEVEL-COSTS OF HOSPITAL AND RELATED BENEFITE

Table C shows changes in the actuarial balance of the hospital insur-
ance system, expressed in terms of estimated level-costs as a percentage
of taxable payroll (measured over the 25-year period, beginning Jan-
nary 1, 1966, which was the inception date of the program insofar as
contribution collections are concerned), resulting from the changes
made by the committee-approved bill. It'should be recognized that the
vast majority of the level-cost of the benefit p'tyments relates to in-
patient hospital benefits. Most of the remaining cost is attributable to
extended care facility benefits, with home health service benefits repre-
senting only a small portlon Currently, inpatient hospital benefits
account for about 90 percent of total benefit outgo. In later years, it
seems quite possible that there will be much greater use of posthospital
extended care services and posthospital home health services (particu-
larly the former), thus tending to reduce the use of hospitals and, there-
fore, the cost of the inpatient hOS])lt‘ll benefits.

The estimated level-cost of the system is reduced by 0.01 percent of
taxable payroll as a result of transferring the outpatient diagnostic
benefits to the supplementary medical insurance system. The estimated
level-cost of providing a lifetime “reserve” of 60 additional days of
inpatient hospital benefits with the same daily coinsurance as for the
61st to 90th days in a spell of illness is estimated at 0.01 percent of tax-
able payroll. The other changes in the benefit provisions of this pro-
gram would not have any significant effect on the long-range costs.

TABLE C.—CHANGES IN ACTUARIAL BALANCE OF HOSPITAL INSURANCE SYSTEM, EXPRESSED IN TERMS OF
ESTIMATED LEVEL-COST AS PERCENT OF TAXABLE PAYROLL, BY TYPE OF CHANGE, INTERMEDIATE-COST
ESTIMATE, PRESENT LAW, AND COMMITTEE BILL, BASED ON 3.75 PERCENT INTEREST

[In percent]

Item Level-cost

Leve! cost of benefit payments,! present law:
Original estimate. . . ... e eeiaeenl. 1.23

Revised estimate...__ 1.54
Increase in earnings base —.31
Transfer of outpatient diagnostic benefits to SMI —.0l
Lifetime reserve of 60 additional inpatient hospital days.__.. +.01
Revised contribution schedule_.._..__.....__._ ... _.._. -1

Total effect of changes in bill_._____..._.__._... —.42
Actuanal balance under present law, original estimate._ . .00
Act b under p t law, revised estimate. _ . —=.31
Actuarial balance under committee bill. ... ... ... +.11
Net level cost of benefit payments ! under committee bill___ _ 1.23
Net level equivalent of contributions under committee bill_...... .. . ... . .. . ... ... ... 1.34

tIncluding administrative expenses.

As indicated previously, one of the most important assumptions in
the cost estimates presented hercin is that the earnings base 1s as-
sumed to remain unchanged after rising to $8,000 in 1968, to $8,800 in
1969, and then to $10, 800 in 1972, even though for the rem'under of the
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period considered (up to 1990) the general earnings level is assumed to
rise at a rate of 3 percent annually. 1f the earnings base does rise in the
future to keep up to date with the general earnings level, then the con-
tribution rates required would be lower than those schedu.led in the
committee-approved bill. In fact, if this were to occur, the steps in the
contribution schedule beyond the combined employer-employee rate
of 1.2 percent would not be needed.

The cost for the persons who are blanketed in for the hospital and
related benefits is met from the general fund of the Treasury (with
the financial transactions involved passing through the hospital in-
surance trust fund). The costs so involved, along with the financial
transactions, are not included in the precedmrr cost analysis or in the
following discussions of the progress of the hospital insurance trust
fund. A later portion of this section, however, discusses these costs
for the blanketed-in group.

(3) FUTURE OPERATIONS OF HOSPITAL INSURANCE TRUST FUND

Table D shows the estimated operation of the hospital insurance
trust fund under the committee-approved bill and under present law
under the intermediate-cost estimate. According to this estimate, under
the committee-approved bill, the balance in the trust fund would grow
steadily in the future, 1ncreflsmg from about $1.1 billion at the end
of 1966 to $3.9 billion 5 years later; over the long range, the trust fund
would build up steadily, reftchlng $36 billion in 1990 (representing
the disbursements for 3.3 years at the level of that time).

Under the intermediate-cost estimate for present law (including the
financing on the basis of the $6,600 earnings base and the lower “eon-
tribution rates than in the committee- ‘1ppr0ved bill), the hospital
msurance trust fund reaches a peak of $1.3 billion in 1967 ; then, it de-
creases, being exhausted in 1970. This trend results from the assump-
tion that hospital costs are now hypothesized to rise much more rapidly
than in the initial cost estimates for the program that were made in
1965, which showed the system to be in exact actuarial balance.
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TABLE D.—ESTIMATED PROGRESS OF HOSPITAL INSURANCE TRUST FUND INTERMEDIATE-COST ESTIMATE

[In millions]

Benefit Administrative Interest on Balance in

Calendar year Contributions payments expenses fund fund at end
of year
Actual data
1966. .. e $1,911 $767 1357 $34 $1,121

Estimated data, committee-approved bill

$2,943 $2,683 $94 $45 $1,332
4,051 3,208 112 68 2,129
4,396 3,655 128 103 2,839
4,604 4,003 140 129 3,422
4,790 4,314 151 148 B
5,263 4,626 162 167 4,523
5,993 4,937 173 189 5,598
6,245 , 244 184 207 6,644
6,497 5, 551 194 221 7,660
, 009 6,978 244 400 13,957
10,458 ,738 306 25,404
11,968 10, 905 382 998 36,026

$2,943 $2,683 $94 $45 $1,332
3,33 3,190 112 48 ,
4,120 3,636 127 56 1,823
4,348 3,982 139 69 2,119
4,518 4,292 150 76 2,271
4,680 4,602 161 76 2,263
5,216 4,912 172 78 2,474
, 84 5,216 183 81 2,598
5,627 5, 522 193 81 2,591
7,98 6, 940 243 121 4,271
9,103 8,690 304 2 1,376
11,441 10, 843 380 363 10,693

$2,943 $2, 683 $94 $45 $1,332

3,150 3,208 112 43 1,205
3,274 3,655 128 26 122

» 394 , 603 140 (0] (O]
3,516 4,314 151 1) (’;
3,637 4,626 162 ) [

, 100 4,937 173 1) 2)
4,270 5,244 184 1) 1)
4,405 5,551 194 1) 2
6,379 6,978 244 1)

1,231 8,738 3 1) 2)
9,172 10, 805 382 1) O]

1 ncluding administrative expenses incurred in 1965.
2 Fund exhausted in 1970.

Note: The tr. ti lating to the noninsured persons, the costs for whom is borne out of the general funds of the
Treasur¥l, are not included in the above figures. The actual disbursements in 1966, and the balance in the trust fund by the
end of the year, have been adjusted by an estimated $174,000,000 on this account.

In calendar year 1968, benefit disbursements under the committee
bill, according to the intermediate-cost estimate, would be about the
same as under present law (because the transfer of the outpatient
diagnostic benefits to the supplementary medical insurance program
reduces outgo about the same amount as the changes increasing the
cost of the program increase outgo). At the same time, as a result of the
increase in the taxable earnings base to $8,000 and the increase in the
contribution rate, contribution income under the committee bill would
be about $900 million higher than under present law.
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Table E shows the estimated operation of the hospital insurance
trust fund under the committee bill under the low-cost and high-cost
estimates. Under the low-cost estimate, the balance in the trust fund
grows steadily, reaching $11 billion in 1975 and $57.4 billion in 1990
(at which time it represents the disbursements for 5.6 years). In actual
practice, if the low-cost assumptions materialize, it would not be
necessary to increase the contribution rates after 1975 as is done in the
committee’s bill.

Under the high-cost estimate, which represents probably the most
extreme situation from a high-cost standpoint in regard to hospital
costs, the balance in the trust fund under the committee bill reaches
a maximum of $2.8 billion at the end of 1970 and then decreases until
being exhausted in 1974. This estimate indicates that, despite very
high assumptions as to the trend of hospital costs, the system would
have sufficient funds to maintain operations for at least 5 years under
these circumstances, without changing the financing provisions.

TABLE E.—ESTIMATED PROGRESS OF HOSPITAL INSURANCE TRUST FUND, UNDER SYSTEM AS MODIFIED BY
COMMITTEE BILL, LOW-COST AND HIGH-COST ESTIMATES

[In millions]
Calendar year Contributions Benefit Administrative  Interest on  Balance in fund
payments expenses fund at end of year
Low-cost estimate
$2,943 $2,614 $92 47 $1,405
, 051 s 105 75 )
4,396 X 117 120 3,474
4,604 3,655 128 161 4,446
4,790 3,953 138 197 5, 342
5,263 . 148 235 , 454
5,993 4,522 158 28| 8,053
6,245 4,802 168 344 9,672
6,497 5, 081 178 400 11,310
High-cost estimate

$2,943 $2,683 $94 $45 $1,332

, 051 ) 208 112 )1
4,39 , 815 134 192 2,768
4,604 4,525 158 104 2,793

4,790 5, 320 186 85 , 1
5,263 5,992 210 47 1,270
5,993 6, 397 224 13 655

6,245 6,799 238 il Q)

6, 497 7,200 252 ) (O]

1 Fund exhausted in 1974,

Note: The transactions relating to the noninsured persons, the cost for whom is borne out of the general funds of the
Treasury, are not included in the above figures.

(e) Cost estimate for hospital benefits for neninsured persons puid
from general funds

Hospital and related benefits are provided not only for beneficiaries
of the old-age, survivors, and disability insurance system and the
railroad retirement system, but also for almost all other persons aged
65 and over in 1966 (and for many of those attaining this age in the
next few years) who are not insured under either of these two social
insurance systems. Such benefit protection is provided to any person
aged 65 before 1967 who is not eligible as an old-age, survivors, and
disability insurance or railroad retirement beneficiary, except for cer-
tain active and retired Federal employees who are eligible (or had
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the opportunity of being eligible) for similar protection under the
Federal Employees Health Benefits Act of 1959 and except for certain
short-residence aliens.

Under present law, persons meeting such conditions who attain age
65 before 1968 also qualify for the hospital benefits, while those attain-
ing age 65 after 1967 must have some old-age, survivors, and disability
isurance or railroad retirement coverage to qualify-—namely, 3 quar-
ters of coverage (which can be acquired at any time after 1936) for
cach year elapsing after 1965 and before the year of attainment of
age 65 (e.g., 6 quarters of coverage for attainment of age 65 in 1968,
9 quarters for 1969, etc.) This transitional provision “washes out”
under present law for men attaining age 65 in 1974 and for women
attaining age 65 in 1972, since the fully insured status requirement for
monthly benefits for such categories is then no greater than the special-
insured status requirement.

Under the committee-approved bill, these requirements for non-
‘insured persons would be liberalized. Such persons attaining age 65 in
1968 would need only 3 quarters of coverage, 1969 attainments would
need only 6 quarters of coverage, etc. The “wash out” points would be
for men attaining age 65 in 1975 and women attaining age 65 in 1974.
This change would make an additional 5,000 persons who attain age
65 in 1968 eligible for hospital benefits.

The benefits for the noninsured group would be paid from the hos-
Pital insurance trust fund, but with simultaneous reimbursement there-
for from the general fund of the Treasury on a current basis, or if not
simultaneous, with appropriate interest adjustment.

The estimated cost to the general fund of the Treasury for the hos-
pital and related benefits for the noninsured group (including the
applicable additional administrative expenses) 1s as follows for the
first 5 calendar years of operation (in mis)lions) :

Present law Committee bill

Calendar year:

1966 (last 6 months, estimate based on actual experience)._._.. e Sgg s‘lég
458 458
474 474
462 462
434 434
405 405

The estimated cost to the general fund of the Treasury decreases slowly
after 1969 for the closed group involved. Offsetting, in large part, the
decline in the number of eligibles blanketed-in are the increasing hos-
pital utilization per capita as the average age of the group rises and
the increasing hospital costs in future years. It may be noted that the
cost 1s estimated to be the same under the committee bill as under
present law, because the cost effect of the changes made by the com-
mittee bill is relatively negligible (see the previous discussion of
table C).
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11. Actuarial Cost Estimates for the Voluntary Supplementary Medical
Insurance System

(@) Summary of actuarial cost estimates

The committee-approved bill has expanded somewhat the protection
provided by the supplementary medical insurance program. The only
changes that are significant from a cost standpoint are (1) the trans-
fer of the outpatient diagnostic benefits from the hospital insurance
program to this program (except for the professional component
thereof, which has always been included in the supplementary medical
insurance program), (2) making the deductible and coinsurance provi-
sions inapplicable to the professional component of pathology and
radiology services furnished to inpatients in hospitals, (3) covering
the services of chiropractors, and (4) extending the coverage of physi-
cal therapy benefits outside of hospitals.

The increase in cost for these changes, which would be effective
after March 1968, will be recognized by the Secretary of Health, Edu-
cation, and Welfare in his determination of the standard premium
rate for April 1968 through June 1969, which in accordance with the
provisions of present law, as modified by the committee-approved bill,
will be promulgated before January 1, 1968, along with a statement
of the actuarial assumptions and \Zases underlying the determined
premium rate.

(b) Financing policy

(1) SELF-SUPPORTING NATURE OF SYSTEM

Coverage under supplementary medical insurance can be voluntarily
elected, on an individual basis, by virtually all persons aged 65 and
over in the United States. This program is intended to be completely
self-supporting from the premiums of enrolled individuals and from
the equal-matching contributions from the general fund of the Treas-
ury. For the initial period, July 1966 through March 1968, the premium
rate is established at $3 per month, so that the total income of the
system per participant per month is $6. Persons who do not elect to
come into the system at as early a time as possible will generally have to
pay an additional charge on enrollment, under the provisions of the
committee-approved bill. The standard monthly premium rate can
be adjusted for periods after March 1968 so as to reflect the expected
experience, including an allowance for a margin for contingencies.
All financial operations for this program are handled through a
separate fund, the supplementary medical insurance trust fund.

Under present law, the standard premium rate (for persons en-
rolling in the earliest possible enrollment period) is generally to be
established for 2-year periods in the future—namely, for April 1968
through December 1969 and then for each following 2-calendar-year
period. Under the committee bill, this basis would be changed to an
annual one on a permanent basis—namely, for April 1968 through
June 1969 and then for 12-month periods beginning with July 1969
and each July thereafter. Thus, the premium periods will not cor-
respond with the benefit periods, which are on a calendar-year basis.
This will make the actuarial analysis underlying the promulgation
of the premium rates more difficult. It will probably be necessary first
to compute the estimated premium rates on calendar-year bases and



SOCIAL SECURITY AMENDMENTS 123

theén to prorate them for the applicable premium period. For example,
under this procedure, the premium rate to be determined for the period
July 1969 through June 1970 would be the average of the premium
rates estimated to be suitable for calendar years 1969 and 1970 (if the
premium period had been on that calendar-year basis).

The present law provides for the establishment of an advance
appropriation from the general fund of the Treasury that will serve
as an initial contingency reserve in an amount equal to $18 (or 6
months’ per capita contributions from the general fund of the Treas-
ury) times the number of individuals who were estimated to be eligible
for participation in July 1966. This amount, which is approximately
$345 million (of which $100 million has actually been appropriated),
has not actually been transferred to the trust fund and will not be
transferred unless, and until, some of it would be needed. This con-
tingency amount is available only during the first 18 months of
operations (July 1966 through December 1967), and any amovunts
actually transferred to the trust fund would be subject to repayment
to the general fund of the Treasury (without interest).

Under the committee-approved bill, the availability of the contin-
gency reserve would be extended for 2 years, through December 1969.
It is anticipated that none of the authorized and appropriated funds
will be needed, but the committee believes that it is desirable to take
this action so that the premium rate to be established for periods after
March 1968 can be set at an intermediate level, rather than at a level
that is certain to be adequate even if experience follows the high esti-
mates. It may be noted that it has not yet been possible to make a full
analysis, on an accrual basis, of the actual experience for the first year
of operation (July 1966 through June 1967), so as to determine
whether and to what extent a contingency reserve has been built up.
In the event that the operations in the 21-month period when the initial
$3 premium rate is effective show a deficit on an accrual basis, this
should be made up from the inclusion of a small amount in the pre-
mium rates in the next few years. It should be observed that the system
may well have a considerable trust-fund balance on a cash basis—
due to the lag in presenting and adjudicating claims—even though
it may have a deficit on an acerual basis.

In any event, the committee believes that there should be no nced
for any further extension of this contingency-reserve provision after
1969. By then, either sufficient contingency funds should be built
up by the existing financing provisions, or else this will be able to be
accomplished from the future premium rates being set at a proper
level, {;ased on adequate experience which will be available by that
time.

(2) ACTUARIAL SOUNDNESS OF SYSTEM

The concept of actuarial soundness for the supplementary medical
insurance system is somewhat different than that for the old-age, sur-
vivors, and disability insurance system and for the hospital insurance
system. In essence, the first-mentioned system is on a “current cost”

nancing basis, rather than on a “long-range cost” financing basis. The
situations are essentially different because the financial support of the
supplementary medical insurance system comes from a premium rate
that is subject to change from time to time, in accordance with the
experience actually developing and with the experience anticipated in
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the near future. The actuarial soundness of the supplementary medical
insurance program, therefore, depends only upon the “short-term”
premium rates being adequate to meet, on an accrual basis, the benefit
payments and administrative expenses over the period for which they
are established (including the accumulation and maintenance of a
contingency fund).

(¢) Results of cost estimates

The committee-approved bill makes a number of changes in the bene-
fit provisions of the supplementary medical insurance program, of
which some expand the scope of the program, whereas several limat it
slightly. The only changes which have a significant cost effect are as
follows, along with the cost per participant per month relative to
the current $6 monthly premium rate (for the participant and the
Government combined) :

Item Cost
Nonprofessional component of outpatient diagnostic services_____________ $0. 12
BElimination of cost-sharing for inpatient pathology and radiology

services ___ e .20
Covering chiropractor services_____ ___ _ . _ . oo __ .20
Extending coverage of physical-therapy services benefits________________ .05

Total . e 57

The total cost of $0.57 per month per capita is equivalent to an annual
cost, of $123 million with respect to 18 million participants.

12. Actuarial cost estimates for the old-age, survivors, and disability insurance
system

(a) Summary of actuarial cost estimates

The old-age, survivors, and disability insurance system, as modified
by the committee-approved bill, has an estimated cost for benefit pay-
ments and administrative expenses that is very closely in balance with
contribution income. This also was the case for the 1950 and subse-
quent amendments at the time they were enacted.

The old-age and survivors insurance systein as modified by the com-
mittee-approved bill shows an actual balance of —0.05 percent of tax-
able payroll under the intermediate-cost estimate. Accordingly, the old-
age and survivors insurance program, as it would be changed by the
committee-approved bill, is in close actuarial balance, and thus re-
mains actuarally sound.

The separate disability .insurance trust fund, established under the
1956 act, shows an actuarial balance of —0.05 percent of taxable payroll
under the provisions that would be in effect after enactment of the
committee-approved bill, according to the intermediate-cost estimate.
Accordingly, the disability insurance progran. as it would be modified
by the committee bill, is in close actuarial balance.

(b) Financing policy

(1) CONTRIBUTION RATE SCHEDULE FOR OLD-AGE, SURVIVORS, AND
DISABILITY INSURANCE IN COMMITTEE-APPROVED BILL

The contribution schedule for old-age, survivors, and disability in-
surance contained in the committee-approved bill, as to the combined



SOCIAL SECURITY AMENDMENTS 125

employer-employee rate, is lower than under present law by 0.2 percent
in 1968, and 0.4 percent in 1969-70, and higher by 0.4 percent in 1971-
72, 0.3 percent 1n 1973-75, and 0.4 percent in 1976 and after. The
maxiumum earnings base to which these tax rates are applied is $8,000
in 1968, $8,800 per year for 1969 through 1971, and $10,800 for 1972
and after under the committee-approved bill as compared with $6,600
under present law and $7,600 in 1968 and after under the House-
approved bill. These tax schedules are as follows:

{In percent]

Combined employer-employee rate Self-employed rate
Calendar year Present House- Committee- Present House- Committee-
law approved approved faw approved approved
bifl bill bilt bitt
7.8 7.8 7.8 5.9 5.9 5.9
7.8 7.8 1.6 5.9 5.9 5.8
8.8 8.4 8.4 6.6 6.3 6.3
8.8 9.2 9.2 6.6 6.9 6.9
9.7 10.0 10.0 7.0 7.0 7.0
9.7 10.0 10.1 7.0 7.0 7.0

The allocated rates to the two trust funds that are applicable to the
combined employer-employee contribution rate for the committee-
ag})roved bill, as compared with present law and the House-approved
ball,

are as follows:
{in percent)

Old-age and survivors insurance Disability insurance

Calendar year Present House- Committee- Present House- Committee-
law approved approved law approved approved

bill bili bif$ bill

7.10 7.10 7.10 0.70 0.70 0.70

7.10 6.85 6.65 70 .95 95

8.10 7.45 7.45 70 .95 95

8.10 8.25 8,25 70 .95 95

9,00 9.05 9,05 70 .95 95

9.00 9.05 9.15 70 .95 95

(2) SELF-SUPPORTING NATURE OF SYSTEM

The Congress has always carefully considered the cost aspects of
the old-age, survivors, and disability insurance system when amend-
ments 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 pro-
vision permitting appropriations to the system from general revenues
of the Treasury was repealed. This policy has been continued in sub-
sequent amendments. The Congress has very strongly believed that
the tax schedule in the law should make the system self-supporting as
nearly as can be foreseen and thus actuarially sound.

(3) ACTUARIAL SOUNDNESS OF 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 and private pension
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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 termminated, 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, mnoreover, is
frequently not the case for soundly-financed private pension plans,
which may not, as of the present time, have funded 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 con-
tributions 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, the
concept of “unfunded acecrued liability” does not by any means have
the same significance for a social insurance system as it does for a plan
established under private insurance principles, and it is quite proper to
count both on receiving contributions from new entrants to the system
in the future and on paying benefits to this group during the period
considered in the valuation. These additional assets and liabilities
must be considered in order to determine whether the system is in
actuarial balance.

Accordingly, it may be said that the old-age, survivors, and dis-
ability insurance program is actuarially sound if it is in actuarial bal-
ance. This will be the case if the estimated future income from con-
tributions and from interest earnings on the accumulated trust fund
investments will, over the long-range period considered in the valua-
tion, support the disbursements for benefits and administrative ex-
penses. Obviously, future experience may be expected to vary from
the actuarial cost estimates made now. Nonetheless, the intent that the
system be self-supporting (and actuarially sound) can be exbressed
in law by ntilizing a contribution schedule that, according to the in-
termediate-cost estimate, resnlts in the system being in balance or sub-
stantially close thereto.

The committee believes that it is a matter for concern if the old-age,
survivors, and disability insnrance system shows any significant ac-
tuarial insufficiency. Traditionally, the view has been held that for
the old-age and survivors insurance portion of the program, if such
actuarial insufficiency has been no greater than 0.25 percent of payroll,
when measured over perpetuity, it is at the point where it is within
the limits of permissible variation. The corresponding point. for the
disability insurance portion of the system is about 0.05 percent of pay-
roll (lower because of the relatively smaller financial magnitude of
this program). Based on the recommendation of the 1963-64 Advisory
Council on Social Security Financing (see app. V of the 25th Annual
Report of the Board of Trustees of the Federal Old-Age and Sur-
vivors Insurance Trust Fund and the Federal Disability Insurance
Trust Fund, H. Doe. No. 100, 89th Cong.), the cost estimates are now
being made on a 75-year basis, rather than on a perpetuity basis. On
this approach, the margin of variation from exact balance should be
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smaller—no more than 0.10 percent of taxable payroll for the com-
bined old-ageé, survivors, and disability insurance program.

Furthermore, traditionally when there has been an actuarial insuffi-
ciency exceeding the limits indicated, any subsequent liberalizations
in benefit provisions were fully financed by appropriate changes in
the tax schedule or through raising the earnings }l))ase, and at the same
time the actuarial status of the program was improved.

The changes provided in the committee-approved bill are in con-
formity with these financing principles.

(¢) Basic assumptions for cost estimates
(1) GENERAL BASIS FOR LONG-RANGE COST ESTIMATES

Benefit disbursements may be expected to increase continuously
for at least the next 50 to 70 years because of such factors as the aging
of the population of the country and the slow but steady growth of
the benefit roll. Similar factors are inherent in any retirement pro-
gram, public or private, that has been in operation for a relatively

short period. Estimates of the future cost of the old-age, survivors
and disability insurance program are affected by many elements that
are difficult to determine. Accordingly, the assumptions used in the
actuarial cost estimates may differ widely and yet be reasonable.

The long-range cost estimates (shown for 1975 and thereafter)
are presented on a range basis so as to indicate the plausible varia-
tion in future costs depending upon the actual trends developing for
the various cost factors. Both the low- and high-cost estimates are
based on assumptions that are intended to° represent close to full
employment, with ayerage annual earnings at about the level pre-
vailing in 1966. The use of 1966 average earnings results in con-
servatism in the estimate since the trend 1s expected to be an increase
in average earnings in future years (as will be discussed subsequently
in item 5). In 1966 the aggregate amount of earnings taxable under
the program was $314 billion. Of course, for future years the total
taxable earnings are estimated to increase, because there will be larger
numbers of covered workers. In addition to the presentation of the
cost estimates on a range basis, intermediate estimates developed di-
rectly from the low- and high-cost estimates (by averaging their com-
ponents) are shown so as to indicate the basis for the financing
provisions.

The cost estimates are extended beyond the year 2000, since the
aged population itself cannot mature by then. 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 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, sur-
vivors, and disability insurance system during that period. For this
reason the year 2000 is by no means a typical ultimate year insofar ag
costs are concerned.

(2) MEASUREMENT OF COSTS IN RELATION TO TAXABLE PAYROLL

In general, the costs are shown as percentages of taxable payroll.
This 1s the best measure of the financial cost of the program. Dollar
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figures taken alone are misleading. For example, a higher earnings
level will increase not only the outgo of the system but also, and to
a greater extent, its income. The result is that the cost relative to
payroll will decrease. As an illustration of the foregoing points,
consider an individual who has covered earnings at a rate of $300
per month. Under the committee-approved bill such an individual
would have a primary insurance amount of $129.30. If his earnings
rate should be 50 percent higher (i.e., $450), his primary insurance
amount would be $167.90. Under these conditions, the contributions
payable with respect to his earnings would increase by 50 percent, but
his benefit rate would increase by only 30 percent. Or, to pat it another
way, when his earnings rate was $300 per month, his primary insur-
ance amount represented 43.1 percent of his earnings, whereas, when
his earnings increased to $450 per month, his primary insurance
amount relative to his earnings decreased to 37.3 percent.

(3) GENERAL BASIS FOR SIIORT-RANGE COST ESTIMATES

The short-range cost estimates (shown for the individual years 1967-
72) are not presented on a range basis since—assuming a continuation
of present economic conditions—it is believed that the demographic
factors involved (such as mortality, fertility, retircinent rates, and so
forth.) can be reasonably closely forecast, so that only a single estimate
is necessary. A gradual rise in the earnings level in the future (about 3
percent per year), somewhat below that which has ocenrred in the past
few years, is assumed. As a result of this assumption, contribution in-
come is somewhat higher than if level earnings were assumed, while
benefit outgo is only slightly affected.

The cost estimates have been prepared on the basis of the same as-
swinptions and methodology as those contained in the 1967 Annual
Report of the Board of Trustees (H. Doc. No. 65, 90th Cong.).

(4) LEVEL-COST CONCEPT

An_important measure of long-range cost is the level-equivalent
contribution rate required to support. the system for the next 75 years
(including not only meeting the benefit costs and administrative ex-
penses, but also the maintenance of a reasonable contingency fund
during the period, which at the end of the period amounts to 1 vear’s
disbursements), based on discounting at, interest. If such a level rate
were adopted, relatively large accumulations in the old-age and sur-
vivors insurance trust fund would result, and in consequence there
would be sizable eventual income from interest. Even though such a
method of financing is not followed, this concept may be used as a
convenient measure of long-range costs. This is a valuable cost concept,
especially in comparing various possible alternative plans and provi-
sions, since it takes into account the heavy deferred benefit costs.

(5) TUTURE EARNINGS ASSUMPTIONS

_ The long-range estimates for the old-age, survivors, and disability
insurance program are based on level-earnings assumptions, under
which earnings levels of covered workers by age and sex will continue
over the next 75 years at the levels experienced in 1966. This, however,
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does not mean that covered payrolls are assumed to be the same each
year; rather, they will rise steadily as the covered population at the
working ages is estimated to increase. If in the future the earnings
level should be considerably above that which now prevails, and if the
benefits are adjusted upward so that the annual costs relative to payroll
will remain the same as now estimated for the present system, then the
increased dollar outgo resulting will offset. the mecreased dollar income.
This is an important reason for considering costs relative to payroll
rather than in dollars.

The long-range cost estimates have not taken into account the pos-
sibility of a rise in earnings levels, although such a rise has character-
ized the past history of this country. If such an assumption were used
in the cost estimates, along with the unlikely assumption that the bene-
fits, nevertheless, would not be changed, the cost relative to payroll
would, of course, be lower.

It is important to note that the possibility that a rise in earnings
levels will produce lower costs of the old-age, survivors, and disability
insurance program in relation to payroll i1s a very important safety
factor in the financial operations of this system. The financing of the
system is based essentially on the intermediate-cost estimate, along
with the assumption of level earnings. If experience follows the high-
cost assumptions, additional financing will be necessary. However, if
covered earnings increase in the future as in the past, the resulting re-
duction in the cost of the program (expressed as a percentage of taxable
payroll) will more than offset the higher cost arising under experience
following the high-cost estimate. If the latter condition prevails, the
reduction in the relative cost of the program coming from rising earn-
ings levels can be used to maintain the actuarial soundness of the sys-
tem, and any remaining savings can be used to adjust benefits upward
(to a lesser degree than the increase in the earnings level). However,
the possibility of future increases in earnings levels should be con-
sidered only as a safety factor and not as a justification for adjusting
benefits upward in anticipation of such increases.

If benefits are adjusted currently to keep pace fully with rising earn-
ings as they occur, the year-by-year costs as a percentage of payroll
would be unaffected. If benefits are increased in this manner, the
level-cost of the program would be higher than now estimated, since
under such circumstances, the relative importance of the mterest
receipts of the trust funds would gradually diminish with the passage
of time. If earnings and benefit levels do consistently rise, thorough
consideration will need to be given to the financing basis of the system
because then the interest receipts of the trust funds will not meet as
large a proportion of the benefit costs as would be anticipated if the
earnings level had not risen.

(G) INTERRELATIONSHII' WITH RALROAD RETIREMENT SYSTEM

An important element affecting old-age, survivors, and disability
insurance costs arose through amendments made to the Railroad
Retirement Act in 1951. These provide for a combination of railroad
retirement, compensation and old-age, survivors, and disability insur-
ance covered earnings in determining benefits for those with less than
10 years of railroad service and also for all survivor cases.
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Financial interchange provisions are established so that the old-age
and survivors insurance trust fund and the disability insurance trust
fund are to be 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 relatively small loss to the old-age,
survivors, 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.

(7) REIMBURSEMENT FOR COSTS OF PRE-1957 MILITARY SERVICE WAGE
CREDITS

Another important element affecting the financing of the program
arose through legislation in 1956 that provided for reimbursement
from general revenues for past and future expenditures in respect
to the noncontributory credits that had been granted for persons in
military service before 1957. These financing provisions were modifiecd
by the 1965 amendments. The cost estimates contained here reflect the
effect of these reimbursements (which are included as contributions),
based on the assumption that the required appropriations will be
made in the future in accordance with the relevant. provisions of the
law. These reimbursements are intended to be made on the basis
of a constant annual amount (as determined by the Secretary of
Health, Education, and Welfare) for each trust fund payable over
the period up to the year 2015 (with such amount subject to adjust-
ment every 5 years).

In actual practice, the Secretary of Health, Education, and Welfare
determined 1nitially that the annual amount for the three trust funds
involved (old-age and survivors insurance, disability insurance, and
hospital insurance) was $120 million. However, the Budget Document
of the United States has contained requests for appropriations for
only $105 million and, to date, the appropriations have been made
by the Congress on that basis. The committee deplores the fact that
the Bureau of the Budget has not requested appropriation amounts
based on the actuarial determination and urges that in the future
such action will be taken.

(8) REIMBURSEMENT TOR COSTS OF ADDITIONAL POST-1967 MILITARY
SERVICE WAGE CREDITS

Under the committee-approved bill, individuals in active military
service after 1967 will receive additional wage credits in excess of
their cash pay (but within the maximum creditable earnings base) in
recognition of their remuneration that is payable in kind (e.g., quar-
ters and meals). These additional credits are at the rate of §1OO per
month. The additional costs that arise from these credits are to be
financed from general revenues on an “actual disbursements cost?
basis, with reimbursement to the trust funds on as prompt a basis
as possible (and with interest adjustments to make up for any de-
lay due to the time needed to make the necessary actuarial caicula-
tions from sample data and for the necessary appropriations to be
made). '
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In many instances, the availability of these additional wage credits
will not result in additional benefits because the individual will have
maximum eredited earnings without them or because the year in which
such eredits are granted will be a drop-out year in the computa-
tion of his average monthly wage. In the immediate-future years,
the cost of these additional credits to the general fund will be rela-
tively small (only a few million dollars a year) since there will be
relatively few cases arising, almost all due to death and disability.
After several decades, this cost might rise to as much as $100 million
per year if the size of the uniformed services remains as large as at
present—and, of course, a lower figure if such size is lower.

(@) Actuarial balance of program in past years
(1) STATUS AFTER ENACTMENT OF 1952 ACT

The actuarial balance under the 1952 act' was estimated, at the
time of enactment, to be virtually the same as in the estimates made
at the time the 1950 act was enacted, as shown in table I. This was
the case, because the estimates for the 1952 act took into considera-
tion the rise in earnings levels in the 8 years preceding the enact-
ment of that act. This factor virtually offset the increased cost due
to the benefit liberalizations made. New cost estimates made 2 years
after the enactment of the 1952 act indicated that the level-cost (i.e.,
the average long-range cost, based on discounting at interest, relative
to taxable payroll) of the benefit disbursements and administrative
expenses was somewhat more than 0.5 percent of payroll higher than
the level equivalent of the scheduled taxes (including allowance for
interest on the existing trust fund).

1 The term 1952 act” (and similar terms) is used to designate the system as it existed
after the enactment of the amendments of that year.
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TABLE 1.—ACTUARIAL BALANCE OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROGRAM UNDER
VARIOUS ACTS FOR VARIOUS ESTIMATES, INTERMEDIATE-COST BASIS

|Percent]
i Level-equivalent!
Legisiation Date of
estimate Benefit Contributions Actuarial

costs 2 balance 3

Old-age, survivors, and disability insurance 4

1935act. . .. 1935 5.36 5.36 0,00
1939act. ... .. ... ... 1939 5.22 5.30 +-.08
1939 act (as amended in the 1940's) . 1950 4,45 3.98 —.47

Oact.__ .. ... .. 1950 6.20 6.10 —.10
1950 act..._ ... - e 1952 5.49 5.90 4-.41
1952 act. ...... 1952 6. 00 5.90 -.10
1952 act. ... 1954 6. 62 6. 05 —.57
1954 act_____ 1954 7.50 1.12 -.38
1954 act._ .. 1956 7.45 .29 —.16
1956 act. __ 1956 7.85 1.72 —-.13
1956 act___ 1958 8.25 7.83 -2
1958 act. . 1958 8.76 8. 52 —. 24
1958 act. .. 1960 8.73 8.68 —. 05
1960 act. .. 1960 8.98 8.68 —-.30
1961 act.._ 1961 9.35 9.05 -.30
1961 act__.__.._. 1963 9.33 9.02 -.31
1961 act (perpetuity basi 1964 9.36 9.12 —.24
1961 act (75-year basis). 1964 909 9.10 +.01
1965act. ... ... 1965 9.49 9.42 -.07
1965act_.___...._...... 1966 8.76 9,50 +.74
1967 bill (House-approved)... 1967 9.70 9.74 4-.04
1967 bill (committee-approved)... . . _._...__.__. 1967 9.95 9.85 —-.10

0ld-age and survivors insurance 4
1956 act..__._._. N 1956 7.43 7.23 —0.20
1956 act_ .. 1958 7.90 7.33 —.57
1958 act__. 1958 8.27 8.02 —-.25
1958 act.__. 1960 8.38 8.18 -.20
1960 act_ .. 1960 8.42 8.18 -2
1961 act___ 1961 879 8.55 —. 24
1961 act.__._... - - 1963 8.69 8.52 -.17
1961 act (gerpetulty basis) 1964 8.72 8.62 —. 10
1961 act (75-year basis)._. R 1964 8. 46 8.60 +.14
1965 act. . .._.___.__ . 1965 8.82 8.72 —. 10
1965 act____. . 1966 7.91 8.80 +.89
1967 bill §House-approved).. 1967 8.75 8.79 4-.04
1967 bilt (committee-approved). . _..._......_._..... 1967 8,95 8,90 —.05
Disability insurance

1986 act. .o ...l 1956 0,42 0.49 -+0.07
1956 act___ . 1958 .35 50 +.15
1958 act___ - 1958 .49 50 +.01
1958 act. __ . 1960 .35 50 +.15
1960act ... ... ____ . 1960 .56 50 —.06
196lact ... . _____._._. . 1961 .56 50 —.06
1961 act. ... e o . 1963 .64 50 —-.14
1961 act (perpetuity basis)__________ R 1964 .64 50 —.14
1961 act (75-year basis)_._.___...... 1964 .63 50 -.13
1965act. ... ... ... ... . 1965 .67 70 +.03
1965act . __ ... ... . 1966 .85 .70 —~.15
1967 bill (House-approved)... ... .... . 1967 .95 .95 .00
1967 bill (committee-approved)._ .. ___.______.._._.. 1967 1.00 .95 —.05

1 Expressed as a percentage of effective taxable payroll, including adjustment to reflect the lower contribution rate
on self-employment income and on tips, as pared with the bined employer-employee rate. Estimates prepared
before 1 are on a perpetuity basis, while those prepared after 1964 are on a 75-year basis. The estimates prepared in
1964 are on both bases. .

2 Including adjustments (a) to reflect the lower contribution rate on self-employment income and on tips, as compared
with the combined employer-employee rate, (b) for the interest earnings on the existing trust fund, (c) for administrative
expense costs, and (d) for the net cost of the financial interchange with the railroad retirement system. .

3 A negative figure indicates the extent of lack of actuarial balance. A positive figure indicates more than sufficient.
financing, according to the particular estimate. . L

4 The disability insurance program was inaugurated in the 1956 act so that all figures for previous legislation are for the
oid-age and survivors insurance program only. . . X

$The major changes being in the revision of the contribution schedule; as of the beginning of 1950, the ultimate
combined employer-employee rate scheduled was only 4 percent.

Note: The figures for the 1950 act and for'the 1952 act according to the 1952 estimates have been revised as compared
with those presented previously, so as to place them on a comparable basis with the later figures.
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(2) STATUS AFTER ENACTMENT OF 1954 ACT

Under the 1954 act, the increase in the contribution schedule met all
the additional cost of the benefit changes and at the same time reduced
substantially the actuarial insufficiency that the then current estimates
had indicated in regard to the financing of the 1952 act.

(3) STATUS AFTER ENACTMENT OF 1956 ACT

The estimates for the 1954 act were revised in 1956 to take into
account the rise in the earnings level that had occurred since 1951-52,
the period that had been used for the earnings assumptions for the
estimates made in 1954. Taking this factor into account reduced the
lack of actuarial balance under the 1954 act to the point where, for
all practical purposes, it was nonexistent. The benefit changes made
by the 1956 amendments were fully financed by the increased con-
tribution income provided. Accordingly, the actuarial balance of the
system was unaffected. .

Following the enactment of the 1956 legislation, new cost estimates
were made to take into account the developing experience; also, certain
modified assumptions were made as to anticipated future trends. In
1956-57, there were very considerable numbers of retirements from
among the groups newly covered by the 1954 and 1956 amendments, so
that benefit expenditures ran considerably higher than had previously
been estimated. Moreover, the analyzed experience for the recent years
of operation indicated that retirement rates had risen or, in other
words, that the average retirement age had dropped significantly.
The cost estimates made in early 1958 indicated that the program was
out of actuarial balance by somewhat more than 0.4 percent of payroll.

(4) STATUS AFTER ENACTMENT OF 19358 ACT

The 1958 amendments recognized this situation and provided addi-
tional financing for the program—both to reduce the lack of actuarial
balance and also to finance certain benefit liberalizations made. In
fact, one of the stated purposes of the legislation was “to improve the
actuarial status of the trust funds.” This was accomplished by in-
troducing an immediate increase (in 1959) in the combined employer-
employee contribution rate, amounting to 0.5 percent, and by advanc-
ing the subsequently scheduled increases so that they would occur at
3-year intervals (beginning in 1960) instead of at 5-year intervals.

The revised cost estimates made in 1958 for the disability insurance
program contained certain modified assumptions that recognized the
emerging experience under the new program. As a result, the moderate
actuarial surplus originally estimated was increased somewhat, and
most. of this was used in the 1958 amendments to finance certain
benefit. liberalizations, such as inclusion of supplemental benefits
for certain dependents and modification of the insured status
requirements.

(5) STATUS AFTER ENACTMENT OF 1960 ACT

At the beginnin% of 1960, the cost estimates for the old-age, sur-
vivors, and disability insurance system were reexamined and were
modified in certain respects. The earnings assumption had previously
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been based on the 1956 level, and this was changed to reflect the
1959 level. Also, data first became available on the detailed opera-
tions of the disability provisions for 1956, which was the first full
year of operation that did not involve picking up “backlog” cases.
It was found that the number of persons who meet the insured status
conditions to be eligible for these benefits hiad been significantly over-
estimated. It was also found that the disability incidence experience
for eligible women was considerably lower than had been originally
estimated, although the experience for men was very close to the
intermediate estimate. Accordingly, revised assumptions were made
in regard to the disability insurance portion of the program. As a
result, the changes made by the 1960 amendments could, according to
the revised estimates, be made without modifying the financing
provisions.

(6) STATUS AFTER ENACTMENT OF 1961 ACT

The changes made by the 1961 amendments involved an increased
cost that was fully met by the changes in the financing provisions
(namely, an increase in the combined employer-employee contri-
bution rate of 0.25 percent, a corresponding change in tﬁe rate for the
self-employed, and an advance in the year when the ultimate rates
would be effective—from 1969 to 1968). As a result, the actuarial
balance of the program remained unchanged.

Subsequent to 1961, the cost estimates were further reexamined in
the light of developing experience. The earnings assumption was
changed to reflect the 1963 level, and the interest-rate assumption
used was modified upward to reflect recent experience. At the same
time, the retirement-rate assumptions were increased somewhat to
reflect the experience in respect to this factor. The further developing
isability experience indicated that costs for this portion of the
program were significantly higher than previously estimated (because
benefits were not being terminated by death or recovery as rapidly as
had been originally assumed). Accordingly, the actuarial balance of
the disability insurance program was shown to be in an unsatisfactory
position, and this had been recognized by the Board of Trustees, who
recommended that the allocation to this trust fund should be increased
(while, at the same time, correspondingly decreasing the allocation to
the old-age and survivors insurance trust fund, which under the law in
effect at that time was estimated to be in satisfactory actuarial balance
even after such a reallocation).

(7) STATUS AFTER ENACTMENT OF 1965 ACT

The changes made by the 1965 amendments involved an increased
cost that was closely met by the changes in their financing provisions
(namely, an increase in the contribution schedule, particularly in the
later years, and an increase in the earnings base). The actuarial balance
of the program remained virtually unchanged.

. In 1966, the cost estimates for the old-age, survivors, and disability
Insurance system were completely revised, based on the availability of
new data since the last complete revision was made in 1963. The new
estimates showed significantly lower costs for the old-age and sur-
vivors insurance portion of the system, but higher costs for the dis-



SOCIAL SECURITY AMENDMENTS 135

ability insurance portion. The factors leading to lower costs were as
follows: (1) 1966 earnings levels, instead of 1963 ones; (2) an interest
rate of 334 percent for the intermediate-cost estimate, instead of 3%
percent; (3) an assumption of greater future participation of women
1 the labor force (resulting in reduction in cost of the program because
of the “antiduplication of benefits” provision as between women’s
primary benefits and wife’s or widow’s benefits) ; (4) an assumption
of less improvement in future mortality than had previously been
assumed; and (5) an assumption that, despite a significant decline
in future fertihity rates, such decline would not occur as rapidly as
had been assumed previously.

The cost of the disability insurance system was estimated to be
significantly higher, as a result of increasing disability prevalence
rates. This change was necessary to reflect the substantially larger
number of disability beneficiaries coming on the roll with respect to
disabilities occurring in 1964 and after, which experience had not been
available in 1965 when the cost estimates for the legislation of that
year were considered.

For more details on these revised cost estimates for the old-age,
survivors, and disability insurance system, see Actuarial Study No. 63
of the Social Security Administration, Department of Health, Edu-
cation, and Welfare, January 1967.

(e) Intermediate-cost estimates
(1) PURPOSES OF INTERMEDIATE-COST ESTIMATES

The long-range intermediate-cost estimates are developed from the
low- and high-cost estimates by averaging them (using the dollar esti-
mates and developing therefrom the corresponding estimates relative
to payroll). The intermediate-cost estimate does not represent the
most. probable estimate since it is impossible to develop any such
figures. Rather, it has been set down as a convenient and readily
available single set of figures to use for comparative purposes.

The Congress, in enacting the 1950 act and subsequent legislation,
was of the belief that the old-age, survivors, and disability insurance
program should be on a completely self-supporting basis and actuari-
ally sound. Therefore, a single estimate is necessary in the develop-
ment of a tax schedule intended to make the system self-supporting.
Any specific schedule will necessarily be somewhat different from
what will actually be required to obtain exact balance between con-
tributions and benefits. This procedure, however, does make the
Intention specific, even though in actual practice future changes in
the tax schedule might be necessary. Likewise, exact balance cannot
be obtained from a specific set. of integral or rounded tax rates increas-
ing in orderly intervals, but rather this principle of self-support should
be aimed at as closely as possible.

(2) INTEREST RATE USED IN COST ESTIMATES

The interest rate used for computing the level-costs for the commit-
tee-approved bill is 334 percent for the intermediate-cost estimate.
This is slightly below the average yield of the investments of the trust
funds at the end of June 1967 (about 3.79 percent), and is considerably
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below the rate currently being obtained for new investments (514
percent for October 1967).

(3) ACTUARIAL BALANCE OF OASDI SYSTEM

Table I has shown that, according to the latest cost estimates made
for the 1965 act, there is a very favorable actuarial balance for the
combined old-age, survivors, and disability insurance system, but that
there is a deficit of 0.15 percent of taxable payroll for the disability
msurance portion, and a favorable balance of 0.89 percent of taxable
payroll for the old-age and survivors insurance portion.

Under the committee-approved bill, the benefit changes proposed
would be financed by utilizing the existing favorable actunarial balance
and by the increases in the contribution rates and the carnings base.

Table IT traces through the change in the actuarial balance of the
system from its situation under present law, according to the latest
estimate, to that under committec-approved bill, by type of major
changes involved.

TABLE Il.—CHANGES IN ACTUARIAL BALANCE OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM,
EXPRESSED IN TERMS OF ESTIMATED LEVEL-COST AS PERCENTAGE OF TAXABLE PAYROLL, BY TYPE OF CHANGE,
INTERMEDIATE-COST ESTIMATE, PRESENT LAW AND COMMITTEE-APPROVED BILL, BASED ON 3.75 PERCENT
INTEREST

[Percent)
Old-age and Disability
Item survivors insurance  Total system
insurance

Actuarial balance of present system_._......... ... ... ... . ___._.. +0. 89 -0.15 +0.74
Increase in earnings base______._._ - +.48 +.04 +.52
Earnings test liberalization. _ . .- -7 Q] —17
Disabled widow's benefits.__.._.____... ... _____ e —.06 (0] —.06
Special disability insured status under age 31._.._.._..__. @ ~.02 —.02
Liberalized benefits with respect to women workers__..._. e . =08 (0] —.06
Sggcial benefits for blind persons..._.___._ ... ._.._... Q —.05 —.08
Childhood disability benefits for those disabled at ages 18-2 () 0] Q]
Reduction of minimum eligibility age from 62 to 60 [O) (0] 0]
Benefit formula change_. __._________.._.... -1.23 —.12 -1.35
Revised contribution schedule +.10 +.25 +.35

Total effect of changes in bill____._.... ... ... ... . ... -—. 94 +.10 —.84
Actuarial batance under bill.__.._.___ . ... ... . ........_... —.08 —.05 —.10

! Less than 0.005 percent.
2 Not applicable to this program.

Several benefit-provision changes made by the committee-approved
bill would have cost effects which are of a magnitude of less than
0.005 percent of taxable payroll when measured in terms of long-
range level costs. Such changes involving small increases in cost are
the liberalization of eligibility conditions for certain adopted chil-
dren, the elimination of marriage as a cause of termination for child’s
benefits payable to children attending school, the simplification of
benefit computations based on 1987-50 wages, the reduction of the
length-of-marriage requirement for survivor benefits, the liberalization
of the offset provision for disability benefits when workmen’s compen-
sation beneﬁlzs are also payable, the reduction in the penalties for
failure to file timely reports of earnings and other events and the pay-
ment of childhood disability benefits to persons becoming disabled at
ages 18-21. The reduction 1n the minimum eligibility age from 62 to
60 for primary, wife’s, husband’s, widower’s, and parent’s benefits
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has no significant cost effect, because the reduced benefits available
are, for all practical purposes, on an actuarial-reduction basis (so
that the increased outgo in the early years will be counterbalanced
hy reduced outgo later). Such changes involving small decreases in cost
are the additional limitations on payment of benefits to certain aliens
outside the United States.

The changes made by the committee-approved bill would maintain
the sound actuarial position of the old-age, survivors, and disability
msurance system. The estimated actuarial balance is just at the es-
tablished limit within which the system is considered substantially in
actuarial balance.

It should be emphasized that in 1950 and in subsequent amendments,
the Congress did not recommend that the system be financed by a high
level tax rate in the future, but rather recommended an increasin
schedule, which, of necessity, ultimately rises higher than such a leve
rate. Nonetheless, this grade& tax schedule will produce a considerable
excess of income over outgo for many years so that a sizable trust fund
will develop, although not as large as would arise under an equivalent
level tax rate. This fund will be invested in Government securities
(just as 1s also the case for the trust funds of the civil service retire-
ment, railroad retirement, national service life insurance, and U.S.
Government life insurance systems). The resulting interest income will
help to bear part of the higher benefit costs of the future. .

The level contribution rate equivalent to the graded schedules in
the law may be computed in the same manner as level costs of benefits.
These are shown in table I, as are also figures for the net actuarial
balances.

(4) LEVEL-COSTS OF BENEFIT PAYMENTS, BY TYPE

The level-cost of the old-age and survivors insurance benefit pay-
ments (without considering administrative expenses, the railroad re-
tirement financial interchange, and the effect of interest earnings on the
existing trust fund) under the 1965 act, according to the latest inter-
mediate-cost estimate, is 7.91 percent of taxable payroll, and the cor-
responding figure for the program as it would be modified by the com-
mittee-approved bill is 8.95 percent. The corresponding figures for the
disability benefits are 0.83 percent for the 1965 act and 0.98 percent for
the committee-approved bill.

Table III presents the benefit costs for the old-age, survivors, and
disability insurance system as it would be after enactment of the com-
mittee-approved bill, separately for each of the various types of
benefits.
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TABLE 111.—ESTIMATED LEVEL-COST OF BENEFIT PAYMENTS, ADMINISTRATIVE EXPENSES, AND INTEREST
EARNINGS ON EXISTING TRUST FUND UNDER THE OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM,
AFTER ENACTMENT OF COMMITTEE-APPROVED BILL, AS PERCENTAGE OF TAXABLE PAYROLL! BY TYPE OF
BENEFIT, INTERMEDIATE-COST ESTIMATE AT 3.75 PERCENT INTEREST

[In percent}

0ld-age and Disability
Item survivors insurance
insurance
Primary benefits_____.... 6.10 0.79
Wife's and husband’s benefits_ .52 .05
Widow's and widower’s benefit: 1.30 ®
Parent’s benefits._.___....._. .01 @
Child’s benefits. R .79 .14
Mother’s benefits. . _ . ... ae... . .14 )
Lump-sum death payments_._.__._ ... ... .09 )
Total bemefits ... . il 8.95 .98
Administrative expenses_.._..._._____. - .12 .03
Railroad retirement financial interchange . .03 .00
Interest on existing trust fund3. ________ . L. —.15 —. 01
Net total level-cost. . ... .. il 8.95 1.00

! Including adjustment to reflect the lower contribution rate on self-employment income ard on tips, as compared with
the combined employer-employee rate.

2 This type of benefit is not payable under this program. . .

3 This item includes reimbursement for additional cost of noncontributory credit for military service and is taken as an
offset to the benefit and administrative expense costs.

(5) INCOME AND OUTGO OF OASI TRUST FUNDS IN NEAR FUTURE

Under the committee-approved bill, old-age and survivors insurance
benefit disbursements for the calendar year 1968 will be increased by
about $3.2 billion. The corresponding increase for calendar year 1969
(the first full year of operation of all the new benefit provisions) is
$5.3 billion.

In calendar year 1968, benefit disbursements under the old-age and
survivors insurance system as modified by the committee-approved bill
will total about $23.5 billion. At the same time, contribution income for
old-age and survivors insurance in 1968 will amount to about $23.9 bil-
lion under the committee-approved bill, or $165 million less than under
present law. Thus, benefit outgo under the committee-approved bill will
be less than contribution income by about $0.4 billion whereas under
present law, the corresponding figure is about $3.8 billion. The size
of the old-age and survivors insurance trust fund under the committee-
approved bill will, on the basis of this estimate, increase by about $400
million in 1968 (interest receipts are about, the same as the outgo for
administrative expenses and for transfers to the railroad retirement
account) ; under present law, it is estimated that this trust fund would
ir}crease by about $3.9 billion as between the beginning and the end
of 1968.

For the old-age, survivors, and disability insurance system as a
whole, contribution income in 1968 is $0.7 billion more under the
committee-approved bill than it would be under present law, a relative
increase of 3 percent.

Under the program as modified by the committee-approved bill,
according to this estimate, the old-age and survivors insurance trust
fund will increase by about $0.4 billion in 1968 and $1.9 billion in 1969,
reaching $26.3 billion at the end of 1969. In 1970, the estimated in-
crease in the size of this trust fund is about $2.3 billion, while in 1971
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and 1972, the corresponding figures are $5.3 billion and $7.4 billion,
respectively. Table IV presents these short-range estimates, as well as
the corresponding ones for the present law.

SOCIAL SECURITY AMENDMENTS

TABLE {V.—PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, SHORT-RANGE ESTIMATE

[In millions]
. Adminis- Railroad Balance in
Calendar year Contributions Benefit trative retirement  Intereston  fund at end of
payments expenses financial fund 2 year 3
interchange !
Actual data
$3, 367 §1,885 $81 $417 $15, 540
, 819 2,194 88 365 17,442
3,945 3,006 88 414 18,707
5,163 3,670 92 447 20,576
5,713 4,968 119 454 21,663
6,172 5,715 132 526 22,519
6, 825 7,347 4162 556 22,393
1,566 8,327 4194 552 21,864
8,052 9,842 184 532 20, 141
10, 866 10,677 203 516 20,324
11,285 11,862 239 548 19,725
12,059 13, 356 256 526 18,337
4,541 14,217 281 521 18,480
15, 689 14,914 296 569 19,125
16,017 16,737 328 593 18,235
20, 658 18, 267 256 644 20,570
Estimated data (short-range estimate), committee-approved bill
$23,920 $23, 496 $438 $477 $882 $24,425
28,25 26,321 412 545 918 26,315
29,955 27,498 419 697 1, 005 28,661
33,787 28,539 431 665 1,195 34,008
36, 540 29, 608 444 646 1,515 41,365
Estimated data (short-range éstimate), present law
$23, ﬁgo $19,635 $393 $508 $794 $24,038
24,085 20,247 378 477 960 27,981
28,004 21,053 393 492 1,192 35,239
29,270 21,901 404 483 1,522 43,243
30, 070 22,778 416 460 1,902 51, 561
30, 884 23,676 429 459 2,315 60, 196

1 A negative figure indicates payment to the trust fund from the railroad retirement account, and a positive figure indi-

cates the reverse.

2 An interest rate of 3.75 percent is ysed in determining the level-costs, under the intermediate-cost long-range esti-
mates, but in developing the progress of the trust fund a varying rate in the early years has been used.

2 Not including amounts in the railroad retirement account to the credit of the old-age and survivors insurance trust
fund. [n millions of dollars, these amounted to $377 for 1953, $284 for 1954, $163 for 1955, $60 for 1956, and nothing for
1957 and thereafter. - 5 .

4 These figures are artificially high because of the method of reimbursements between this trust fund and the dis-
ability insurance trust fund (and, likewise, the figure for 1959 is too fow).

Note: Contributions include reimbursement for additional cost of noncontributory credit for “military service and for
t:ets?‘ecial beneﬁtsdpatyahle to certain ntlagén;sured persons aged 72 or over. For the purposes of this table, it is assumed
that the tment date is in N b i

(6) INCOME AND OUTGO OF DI TRUST FUND IN NEAR FUTURE

Under the disability insurance system, as it would be affected by
the committee-approved bill in calendar year 1968, benefit disburse-
ments will total about $2.8 billion, and there will be an excess of con-
tribution income over benefit disbursements of about $0.9 billion. In
1968 and the years immediately following, contribution income will be
well in excess of benefit outgo (as a result of the increased allocation
to this trust fund, and the increased taxable earnings base, as pro-
vided by the commitee-approved bill). As contrasted with present law,
benefit outgo would be increased by about $300 million in 1968 under
the committee-approved bill, while contribution income would be in-
creased by about 5900 million.
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The disability insurance trust fund is estimated to increase by about
$840 million in 1968 under the committee-approved bill, as compared
with a corresponding increase of about $270 million under present
law (and an increase of about $330 million in 1967 under present law).
The trust fund at the end of 1968 will be about $2.9 billion under the
committee-approved bill, and thereafter it will increase in every year.
Table V presents these short-range estimates, as well as the correspond-
ing ones for present law. :

TABLE V.—PROGRESS OF DISABILITY INSURANCE TRUST FUND, SHORT-RANGE COST ESTIMATE

{In millions]
. Adminis- Railroad Balance in
Calendar year Contributions Benefit trative retirement Interest on  fund at end of
payments expenses financial fund 2 year
interchange!
Actual date
$702 $57 383 $7 $649
966 249 312 25 1,379
91 457 50 40 1,825
1,010 568 36 53 2,289
1,038 887 64 66 2,437
1,046 1,105 66 68 2,368
, 1,210 68 66 2,235
1,154 1,309 79 64 2,047
1,188 1,573 90 59 1,606
2,022 1,784 137 58 1,739

Estimated data (short-range estimate), committee-approved bill

$3,254 $2,334 $157 $21 $99 $2,905
3,619 2,147 128 22 135 3,762
3,117 2,888 126 26 174 4,673
i, %8 3,012 129 3l 215 5,634

1 3,133 135 36 260 6,781

Estimated data (short-range estimate), present law
L

$2,313 $1,920 $107 31 $73 $2,067
2,359 2,039 114 21 86 2,338
2,436 2,158 116 24 96 2,575
2,512 2,260 119 26 106 2,788
2,591 2,357 123 29 115 2,985
2,665 2,449 129 2 122 3,162

1 A negative figure indicates payment to the trust fund from the railroad retirement account, and a positive figure indi-
cates the reverse,

2 An interest rate of 3.75 percent is used in determining the level-costs under the intermediate-cost long-range estimates,
but in developing the progress of the trust fund a varying rate in the early years has been used.

3 These figures are artificially low b of the method of reimb ts between the trust fund and the old-age

and survivors insurance trust fund (and, likewise, the figure for 1959 is too high).

Note: Contributions include reimbursement for additional cost of noncontributory credit for military service. For the
purposes of this table, it is assumed that the enactment date is in November 1967.

(7) INCREASES IN BENEFIT DISBURSEMENTS IN 1968, BY CAUSE

The total benefit disbursements of the old-age, survivors, and dis-
ability insurance system wonld be increased by about $3.5 billion in
1968 and by $5.9 billion in 1969 as a result of the changes that the
committee-approved bill would make. Table VI presents the distribu-
tion of these figures according to the more important changes and
also corresponding ones for 1972.
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TABLE VI.—ESTIMATED ADDITIONAL OASDI BENEFIT PAYMENTS IN CALENDAR YEARS 1968, 1969, AND 1972
UNDER COMMITTEE-APPROVED BILL

[tn millions]

Item 1968 1969 1972

General benefit increase. _ .. ... ... .. _..._._. $3,066 $4,259 $4, 806
Benefit increase for transitional insured_.__.__.._._.._..._._._.._. 16 20 15
Benefit increase for transitional noninsured_ . ... ... ....__.._.. 140 156 89
Liberalized benefits with respect to women workers.__._.___._..___. 67 92 103
Special disability insured status underage31....._..._._.._....._ 55 74 79
Disabled widow's benefits......_......____ 53 76 86
Earnings test liberalizations. __..___.__ 450 691
Reduction of minimum eligibility age fro 555 522
Special benefits for blind persons.__..____...___ 165 210
Childhood disability benefits for those disabled at 8 10
L 5,855 6,611

(8) LONG-RANGE OPERATIONS OF 0ASI TRUST FUND

Table VII gives the estimated operation of the old-age and survivors
insurance trust fund under the program as it would be changed by the
committee-approved bill for the long-range future, based on the inter-
mediate-cost estimate. It will; of course, be recognized that the figures
for the next two or three decades are the most reliable (under the
assumption of level-earnings trends in the future) since the popula-
tions concerned—both covered workers and beneficiaries—are already
born. As the estimates proceed further into the future, there is, of
course, much more uncertainty—if for no reason other than the rela-
tive difficulty in predicting future birth trends—but it is desirable and
necessary nonetheless to consider these long-range possibilities under a
social insurance program that is intended to operate in perpetuity.

In every year after 1967 for the next 20 years, contribution income
under the system as it would be modified by the committee-approved
bill is estimated to exceed old-age and survivors insurance benefit dis-
bursements. Even after the benefit-outgo curve rises ahead of the con-
tribution-income curve, the trust fund will nonetheless continue to in-
crease because of the effeet of interest enrmings (which more than meet
the administrative expense disbursements and any financial inter-
changes with the railroad retirement program). As a result, this trust
fund is estimated to grow steadily under the intermediate long-range
cost estimate (with a level-earnings assumption), reaching $39 billion
n 1973, $67 billion in 1980, and about $150 billion at the ena of this cen-
tury. In the very far distant future; namely, in about the year 2020,
the trust fund is estimated to reach a maximum of about $280 billion.

(9) LONG-RANGE OPERATIONS OF DI TRUST FUND

The disability insurance trust fund, under the program as it would
be changed by the committee-approved bill, grows slowly but steadily
after 1967, according to the intermediate long-range cost estimate, as
shown by table VITI. In 1975, it is shown as being $5 billion, while in
1990, the corresponding figure is $7 billion. In the following years, the
trust fund decreases slowly and is exhausted about. 20 years later. There
1s a small excess of contribution income over benefit disbursements for
every year after 1967 until about 1980.



142 SOCIAL SECURITY AMENDMENTS

(f) Cost estimates on range basis
(1) LONG-RANGE OPERATIONS OF TRUST FUNDS

Table VII shows the estimated operation of the old-age and survi-
vors insurance trust fund under the program as it would be changed by
the committee-approved bill for not only the intermediate-cost esti-
mates but also for the low- and high-cost estimates, while table VIIT
gives corresponding figures for the disability insurance trust fund.

Under the low-cost estimate, the old-age and survivors insurance
trust fund builds up quite rapidly and in the year 2000 is shown as being
about $267 billion and is then growing at a rate of about $15 billion
a year. Likewise, the disability insurance trust fund grows steadily
under the low-cost estimate, reaching about $10 billion in 1980 and $30
billion in the year 2000, at which time its annual rate of growth is about
$1 billion. For both trust funds, under these estimates, benefit disburse-
ments do not exceed contribution income in any year after 1967 for the
next 35 years.

TABLE VII.—ESTIMATED PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE TRUST FUND UNDER SYSTEM AS
MODIFIED BY COMMITTEE-APPROVED BILL, LONG-RANGE COST ESTIMATES

[In millions]
Adminis- Railroad Balance in
Calendar year Contributions Benefit trative retirement Interest on  fund atend of
payments expenses financial fund 2 year

interchange ¢

Low-cost estimate

$36, 349 $30,403 $421 $400 $1,606 $45, 528
40,007 34,643 462 240 3,154 83,187
45,653 43,775 537 40 6,293 159,411
53,906 49,286 593 —70 10, 589 266,779

High-cost estimate

335,788 $31,585 $483 $470 $905 $32,428
39, 202 36,292 531 320 1,503 52,287
44,088 46,119 629 140 1,940 64,876
50, 768 52, 647 684 30 1,484 51,142

Intermediate-cost estimate

$36, 068 $30,994 $452 $435 $1,224 $38, 880
39,605 35,467 496 280 2,246 67,333
44,871 44,947 583 90 3,825 109,957
52,337 50, 967 638 —-20 5,279 151, 557
67,893 84,874 941 —120 9,292 256,778

1 A negative figure indicates payment to the trust fund from the railroad retirement account, and a positive figure indi-
cates the reverse.

2 At interest rates of 3.75 percent for the intermediate-cost estimate, 4.25 percent for the low-cost estimate, and 3.25
percent for the high-cost estimate.

Note: Contributi include reimbur t for additional cost of noncontributory credit for military service before
1957. No account is taken in this table of the outgo for the special benefits payable to certain noninsured persons aged 72
or over or for the additional benefits payable on the basis of noncontributory credit for military service after 1967—or of
the corresponding reimbursement therefor, which is exactly counterbalancing from a long-range cost standpoint. For
the purposes of this table, it is assumed that the enactment date is in November 1967.
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TABLE VIII.—ESTIMATED PROGRESS OF DISABILITY INSURANCE TRUST FUND UNDER SYSTEM AS MODIFIED
BY COMMITTEE-APPROVED BILL, LONG-RANGE COST ESTIMATES

{In millions]
o . Adminis- Railroad Balance in
Calendar year Contributions Benefit trative retirement  Intereston  fund atend of
payments expenses financial und 2 year

interchange t

Low-cost estimate

$3,827 $3,375 $144 -9 $252 $6, 767
4,165 3, 801 124 —-14 3719 9,801
4,751 4,360 121 -20 696 17,645
5,608 5,312 135 -20 1,200 30, 066

High-cost estimate

$3,768 $3,738 $143 —$3 $114 $3, 800
4. 081 4, 325 "154 6 85 909
4,589 5, 056 169 -10 @) [0}
5,282 6,262 205 -10 ®) (0]

{ntermediate-cost estimate

$3,797 $3, 557 $144 —3$6 $175 $5, 251
4,123 4,063 139 -10 213 6, 250
4,670 4,708 145 —15 239 6,994
5, 445 5,787 170 —15 225 6, 555
7,049 8,338 245 ~15 (0] ®

1A negative figure indicates payment to the trust fund from the railroad retirement account, and a positive figure
indicates the reverse. .

At interest rates of 3.75 percent for the intermediate-cost estimate, 4.25 percent for the low-cost estimate, and 3.25
percent for the high-cost estimate.

3 Fund exhausted in 1986.

4 Fund exhausted in 2008.

Note: Contributions include reimb: t for additional cost of noncontributory credit for military service before 1957.
No account is taken in this table of the outgo for the additional benefits payable on the basis of noncontributory credit for
military service after 1967—or of the corresponding reimbursement therefor, which is exactly counterbalancing from a
tong-range cost standpoint. For the purposes of this table, it is assumed that the enactment date is in November 1967.

On the other hand, under the high-cost estimate, the old-age and
survivors insurance trust fund builds up to a maximum of about $65
billion in about 25 years, but decreases slowly thereafter until it is
exhausted in the year 2016. Under this estimate, benefit disbursements
from the old-age and survivors insurance trust fund are lower than
contribution income during all years after 1967 and before 1986.

As to the disability insurance trust fund, under the high-cost esti-
mate, in the early years of operation the contribution income slightly
exceeds the benefit_outgo. Accordingly, the disability insurance trust
fund, as shown by this estimate, will increase to a maximum of $3.8
billion in 1975 and will then slowly decrease until it is exhausted in
1986.

The foregoing results are consistent and reasonable, since the system
on an intermechate-cost-estimate basis is intended {o be approximately
self-supporting, as indicated previously. Accordingly, a low-cost esti-
mate should show that the system 1s more than self-supporting,
whereas a high-cost estimate should show that a deficiency would
arise later on. In actual practice, under the philosophy in the 1950
and subsequent acts, as set forth in the committee reports therefor, the
tax schedule would be adjusted in future years so that none of the
developments of the trust funds under the low-cost and high-cost esti-
mates shown in tables VII and VIII would ever eventuate. Thus, if
experience followed the low-cost estimate, and if the benefit provisions
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were not changed, the contribution rates would probably be adjusted
downward—or perhaps would not be increased in future years ac-
cording to schedule. On the other hand, if the experience followed the
high-cost estimate, the contribution rates would have to be raised
above those scheduled. In any event, the high-cost estimate does indi-
cate that, under the tax schedule adopted, there will be ample funds
to meet benefit disbursements for several decades, even ander relatively
high-cost experience.

(2) BENEFIT COSTS IN FUTURE YEARS RELATIVE TO TAXABLE PAYROLL

Table IX shows the estimated costs of the old-age and survivors in-
surance benefits and of the disability insurance benefits under the
program as it would be changed by the committee-approved bill as a
percentage of taxable payroll for various future years, through the
year 2040, and also the level-costs of the two programs for the low-,
high-, and intermediate-cost estimates (as was previously shown in
tables T and TII for the intermediate-cost estimate).

TABLE 1X.—ESTIMATED COST OF BENEFIT PAYMENTS OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
SYSTEM AS PERCENT OF TAXABLE PAYROLL,! UNDER SYSTEM AS MODIFIED BY COMMITTEE-APPROVED BILL

[In percent]

Calendar year Low-cost High-cost Intermediate-
estimate estimate cost estimate 2

0Old-age and survivors insurance benefits

7.59 8.01 7.80
7.94 8.49 8.21
8.79 9.59 9.18
8.38 9, 51 8.93
9.99 12.92 11. 44
9.82 13.62 11.48
8,37 9.65 8.95
Disability insurance benefits
0.84 0.95 0.90
87 1.01 94
88 1,05 9
90 1.13 1.01
96 1.31 112
1.00 1.35 1.15
89 1.12 1. 00

1 Taking into account the lower contribution rate for self-employment income and tips, as compared with the combine+
employer-employee rate.

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

3 Level contribution rate, at an interest rate of 3.25 percent for high-cost, 3.75 percent for intermediate-cost, and 4.25
percent for low-cost, for benefits after 1966, taking into account interest on the trust fund on December 31, 1966, future
adrg;trllstra:ive expenses, the railroad retirement financial interchange provisions, and the reimbursement of military-wage-
credits cost.

13. Actuarial Cost Estimates for Combined Old-Age, Survivors, Disability, and
Hospital Insurance System for 1968 and 1969

This section compares the benefit outgo and the contribution in-
come in 1968 and 1969, under the committee-approved bill, the House-
approved bill, and present law for the old-age, survivors, and disability
insurance system and the hospital insurance system combined. Such a
combination is meaningful since each of these two systems is financed
by payroll taxes (unlike the supplementary medical insurance sys-
tem). The hospital insurance benefit outgo for noninsured persons is
not. included, because it is reimbursed on a current basis by the gen-
eral fund of the Treasury.

The pertinent data are as follows:
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{In billions}
Contribution Benefit Excess of
Basis income outgo contributions
over benefits

CALENDAR YEAR 1968
Present law .. .. ...l e $29.6
Committee-approved bill_._... ... . ... . . ... 31.2 2.0
House-approved bill Y. . ___________ .. ... 30.8

'
o
o
NS 4
N b

Present law 33.7 26.9 6.8
Committee-approved bill 36.3 32.7 3.6
House-approved bill 34.9 30.3 4.6

1 Assumes that increased benefits would be payable for all 12 months of the year.

B. Public Welfare
1. Aid to Families With Dependent Children

Like the Committee on Ways and Means of the House, this com-
mittee has become concerned about the continued growth in the
number of families receiving aid to families with dependent children
(AFDC). In the last 10 years, the program has grown from 646,000
families that included 2.4 million recipients to 1.2 million families and
nearly 5 million recipients. Moreover, according to estimates of the De-
partment of Health, Education, and Welfare, the annual amount of
Federal funds allocated to this program will increase greatly (from
$1.46 billion to $1.84 billion) over the next 5 years unless constructive
and concerted action is taken now to deal with the basic causes of the
anticipated growth. Although the growth which has occurred can be
accounted for, in part, by the inclusion in the program of assistance
to the children of the unemployed (added in 1961 on an optional basis
to the States) and to increases in the child population, a very large
share of the program growth is due to family breakup and births out
of wedlock.

We are very deeply concerned that such a large number of families
have not achieved and maintained independence and self-support,
and are very greatly concerned over the rapidly increasing costs to the
taxpayers. Moreover, we are aware that the growth in this program
has received increasingly critical public attention.

It is now 5 years since the enactment of the 1962 legislation, which
allowed Federal financial participation in a wide range of services to
AFDC families—services which the Congress was informed and be-
lieved would help reverse these trends. The provisions for services in
the 1962 amendments have been implemented by all the States,
with varying emphasis from State to State on which aspects receive
the major attention. There have been some important and worth-
while developments stemming from this legislation. The number of
staff working in the program has increased so that the caseworkers
have smaller, more manageable caseloads. The volume of social
services has increased and some constructive results have been re-
i)orted. It is also obvious, however, that further and more definitive
action is needed if the growth of the AFDC program is to be kept
under control.

The plan which the committee has developed, with the advice and
help of the Department of Health, Education, and Welfare and the
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Department of Labor, amounts to a new direction for AFDC legis-
lation. It follows the basic outline of the bill passed by the House but
incorporates certain desirable changes in the method of administra-
tion and program emphasis. The committee is recommending the
enactment of a series of amendments to carry out its intent of reducing
the AFDC rolls by restoring more families to employment and
self-reliance.

The first series of amendments is designed to encourage and make
possible the employment of adults in AFDC families. Three provisions
are aimed at this purpose:

(1) The establishment of a work incentive program under
the Department of Labor for the purpose of restoring members of
AFDC families (including those with little or no work experience)
to regular employment through counseling, placement services
and training, and arranging for all others to get paid employment
in spleci&l work projects to improve the communities in which
they live;

(}2’) A requirement that all States furnish day-care services
and other social services to make it possible for adult members of
the family to take advantage of the work and training oppor-
tunities under the work incentive program; and

(3) A requirement that all States exempt part of the AFDC
recipient’s earnings to provide incentives for work in regular
employment.

The second series of amendments would set up new protections
for the children in AFDC families and would make more certain the
fulfillment of parental responsibilities:

(1) A requirement that the States establish a comprehensive
plan of social services for each AFDC child to assure the child the
maximum opportunity to become a productive and useful citizen;

(2) A requirement that State welfare agencies refer cases of
child abuse or neglect to appropriate law-enforcement agencies
and courts;

(3) A requirement that protective payments and vendor pay-
ments be made where appropriate to protect the welfare of the
children;

(4) Federal payments for additional foster care situations
under. the AFDC program;

(5) A requirement to assure that fathers who desert or abandon
their families will contribute to the support of their families by
using available tax records and the enforcement power of the
Internal Revenue Service. In addition, there would be a require-
ment that the States establish separate units to enforce the
child-support laws, including financial help to the courts and
prosecuting agencies to enforce court orders for support; and

(6) A program of emergency assistance to famihes with minor
children for a temporary period.

(7) A more definitive and uniform program for the children of
unemployed fathers.

The third series of amendments would make other changes in the
program designed to deal with the expanding AFDC rolls.

(1) A requirement that all States establish programs to reduce
the number of children born out of wedlock; and

(2) A requirement that all the States offer family planning
services to appropriate AFDC recipients.
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(@) Work incentive program

The committee received testimony from many witnesses on the work
and training provisions of the House bill. The committee gave a great
deal of attention both to the testimony and to the rationale underlying
the House provisions. This committee is in complete agreement
with the purpose of the House bill that as many AFDC recipients as
possible become employed and independent. We believe, however,
that the program which we have developed will better serve that
purpose.

The committee believes that the most effective program can be
mounted, in the most rapid fashion, by placing the work incentive
program under the Secretary of Labor. As stated in the bill, the pur-
pose of this part is:

The establishment of a program utilizing all available
manpower services, including those authorized under other
rovisions of law, under which individuals receiving aid to
amilies 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
special work projects, thus restoring the families of such
individuals to independence and useful roles in their commu-
nities. 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.

By utilizing the full range of manpower services provided under
legis¥ative authorities available through the Department of Labor, it
will be possible to put the program into effect a year earlier than the
House bill contemplated. The Department of Labor informs the com-
mittee that this action should result in the training and employment of
several hundred thousand more persons during the first 5 years.
Moreover, the Department of Labor states that it can perform the
re?luired functions at a lower net cost, even though many more persons
will be trained and employed.

As in the House bi.ﬁ, welfare agencies under the Department of
Health, Education, and Welfare would be responsible for providing
the maintenance payments and health care, making the child care
arrangements, and providing supportive social services to families
involved. (The sociali services program described below will support
and make possible the referral of additional people to this program.)

To provide guidelines and to clarify the manner in which the pro-
gram will operate, the committee bill sets forth a number of categories
'of individuals who would not be considered as ‘‘appropriate” for
referral to the Secretary of Labor for the work incentive program.
Persons described in those categories would not be placed in any work
situation unless they chose to request employment or training. Each
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member of the family who has attained 16 years of age (and is not in
school full-time) would be considered appropriate for referral except—

(1) A person with illness, incapacity, or advanced age;

(2) A person whose remoteness from a project precludes effec-
tive participation in work or training;

(3) A person whose substantially continuous presence in the
home is required because of the illness or incapacity of another
member of the household;

(4) A mother (or person acting as a mother) who is in fact
caring for one or more children of preschool age, if such mother’s
presence in the home is necessary and in the best interest of the
children; or

(5) A person whose participation the State welfare agency finds
would not be in his best interest and would be inconsistent with
the objectives of the progiam.

All recipients of assistance under this title who are not referred to
the Secretary of Labor, including individuals within the above cate-
gories, who want to take advantage of these mew opportunities to
becoine self-supporting may request referral. Each person making such
a request must be referred to the Secretary of Labor unless the State
welfare agency determines that such participation is not in the best
interest of such person or the family. If they do not make such a find-
ing the individual would be referred and the necessary child care and
other arrangements would have to be made by the welfare agency.

A refusal to accept work or undertake training without good cause by
a person who has been referred would be reported to the State agency
by the Labor Department. The Department of Labor would use its
regular hearing procedures to consider appeals from its decisions on
questions of what constitutes good cause.

The State welfare agency must offer counseling and advice aimed
at persuading return to or participation in the work incentive pro-
gram for any person who makes such a refusal. For a period of up to
60 days the total family assistance will continue to be paid, but in the
form of protective or vendor payments. If the individual refuses the
counseling or continues to refuse the work or training after 60 days,
his needs will no longer be taken into account in determining the family
grant. Under the House-passed bill, protective or vendor payments for
the children would be optional with the State in these cases, but under
the committee’s proposal the children must be given this protection.

As in the House bill, work and training programs under'the bill
must be established in each political subdivision of a State in which the
Secretary of Labor determines that there is a significant number of
AFDC recipients who have attained age 16 years. In addition,
however, the Secretary of Labor must use his best efforts to establish
programs in all other political subdivisions or provide transportation
to a neighboring area where there is a program. Consequently, it is
anticipated that virtually all individuals who are referred to the Secre-
tary of Labor by the welfare agencies will participate in the program.

People referred to the Secretary of Labor by the welfare sgencies
would be handled in the following priorities, always pointing an indi-
vidual toward regular employment but providing him a work or
tramning experience regardless of his present level of skill.

The Secretary of Labor would use a number of procedures to assist
persons referred to him by the welfare agencies to become self-sufficient
through employment. Although the ultimate goal will be to move as
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many persons as possible into regular employment, the Secretary
would have to establish alternative programs to meet the needs of
recipients for whom this approach is not immediately feasible.

Priority I.—Regular Employment and On-the-Job Training

Under the first priority the Department of Labor would inventory
the work history of each person, using aptitude and skill testing where
indicated, in order to get u good picture of the employment potential of
each person. Those who have work skills needed in the locality would
be referred to potential employers. As many of such individuals as
possible would be moved immediately into regular employment.
Others might be moved into on-the-job training slots under existing
Federal training programs (where the employer could be reimbursed
for extra costs for training these people). The earnings exemption
would apply to their earnings; if earnings are high enough, the family

would leave the AFDC rolls.

Priority 11.—Institutional and Work Experience Training

Under the second priority those individuals for whom some form of
training, classroom or work experience, is needed would be assigned
to the training suitable for them and for which jobs were available
in the area. During the training period these individuals would receive
their public assistance grant plus up to $20 a week as a training
incentive. No payments would be made to these individuals by the
organization furnishing the training. The type of training available
would include basic education, teaching of skills in a classroom setting,
employment skills, work experience, and any other training found
useful. Only public employers and private nonprofit employers orga-
nized for a public purpose (including councils of Indian tribes living on
a reservation) could be used in work experience projects in order to
avoid any possible abuse.

Priority I11.—Special Work Projects

Under the third priority, the Department of Labor would enter into
agreements with public agencies and private nonprofit agencies orga-
nized for a public purpose (including councils of Indian tribes living on a
reservation) for special work projects to employ those for whom jobs
in the regular economy cannot be found at the time and for whom
training may not be appropriate.

Participants in these projects will receive a wage from their employer
for time worked instead of their regular assistance grant. The assistance
grant for each participant (or 80 percent of the wages, whichever is
less) will be paid by the State welfare agency to the Secretary of
Labor. The Secretary will place the money received into special
accounts which would be used to reimburse employers of participants
in special work projects for a portion of the wages paid to participants.

The Secretary of Labor would contract for work for the participants
in the project on the best terms he could negotiate and the amount
of the funds paid by him to an employer would depend on those
negotiations., The amount of funds sent to employers could not be
larger than the funds sent to the Secretary of Labor by the State
welfare agency.

The Secretary of Labor would negotiate each special work project in
order to obtain a contribution to the wage payment from each employer
which fairly represents the net value of the services which the em-
ployer will receive from participants. It is expected that in many
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cases the Secretary will be ablé to arrange for a high enough contribu-
tion from employers so that he will not need all of the money paid
into the accounts by the welfare agency. Any moneys returned to the
welfare agency will be regarded as overpayments of assistance which
is subject to recovery by the States and the Federal Government.

During fiscal year 1969, the first full fiscal year of operations, and
for public agencies and councils of Indian tribes only, the Secretary
of Labor would be authorized to pay into such accounts the difference
between the amount paid in by the welfare agency and the wages
each participant would get—in effect the Government could pay
the public agencies’ share for that year. (The cost of this provision
would be about $8 million.)

Employees who work under these agreements would have their
situations reevaluated by the local Department of Labor agency at
regular intervals (at least every 6 months) for the purpose of moving
as many such employees as possible into training or regular employ-
ment under priority I or II.

An important facet of this suggested work program is that in most
instances the recipient would no longer receive a welfare check. The
wage paid by employers to each participant will be a ‘“‘true” wage in
the sense that it will be subject to all of the income, social security,
and other taxes just as if it were a wage in regular private employ-
ment. The bill guarantees each participant that he will receive the
minimum wage required by law if such law is applicable to the work
he performs. :

Participants are guaranteed that their total income while engaged
in the project will equal at least the amount of the assistance grant to
which they are entitled plus 20 percent of the wages paid to them by
their employer under the project. If the wages alone do not equal that
amount, the bill provides for a supplemental assistance grant to be
paid to such participants by the State welfare agency. In no case
does the State welfare agency pay to the program a total which is more
than the maintenance grant otherwise would have been.

The agreements between the Secretary of Labor and public or pri-
vate nonprofit employers, including Indian tribes, for operation of
these projects will provide for—

1. The portion of the wage to be paid by the employer and the
portion to be paid by the Secretary;

2. The wage rate to be paid to each participant and the num-
ber of scheduled hours of work per week;

3. Access by the Secretary to the premises where the work will
be conducted;

4. Termination of any agreement by the Secretary at any time.

The Secretary of Health, Education, and Welfare will take appro-
priate steps, under the provisions of the bill, to assure that the pay-
ments from State welfare agencies to the Secretary of Labor are made
in a timely manner so as to insure that the Secretary of Labor will
be able to make the regular payments to special work project em-
ployers in accordance with the agreements for the operation of the
projects.

Each State is authorized to establish one or more review panels
which will have authority to approve finally the establishment of
all special work projects in which participants are to be employed.
These panels may be composed of not more than five members—one
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representing industry, one representing labor, and the remainder
representing the general public.

The bill svould require the Secretary of Labor to limit institutional
and work experience training (priority 1I) so that the average training
period does not exceed 1 year in each area in which a program is
established. The committee expects the Secretary will be able to
operate programs with an even shorter average duration, but does
want to have an outside limit.

The committee believes that attention must be given to job develop-
ment, and job placement, if the goals of the committee are to be
realized. It seems obvious that the regular labor market channels are
insufficient, and sometimes discriminate against those on welfare. The
utilization of the Department of Labor enhances the possibility of
reaching employers and unions for purposes of developing permanent,
meaningful jobs. Special placement efforts are also required. Both
of these efforts must begin early in the training of the individual, and
any job placement should be followed up to insure that initial employ-
ment difficulties are overcome. The purpose of the program is employ-
ment, not simply training, and the Labor Department is encouraged
to put emphasis on these aspects to assure the highest possible degree
of success.

The bill would provide that “followup’ services related to the
work incentive program and provided by the Secretary of Labor may
continue for such period as the Secretary determines is necessary in
order to qualify an individual for full employment even though he
may no longer be eligible for an assistance grant. Consultation with
the Secretary of Heafth, Education, and°*Welfare is required prior to
issuance of regulations on continuation of services in order to assure
proper coordination with the continuation of necessary welfare serv-
ices such as day care. The Department of Labor believes that followup
services provided in this manner will indirectly reduce AFDC rolls
by substantially cutting the number of families returning to welfare
from unsatisfactory working experiences.

The Secretary of Labor may assist participants to relocate their
residence when necessary in order to enable tgem to become perma-
nently employable and self-supporting. Such assistance may not exceed
the reasonable cost of transportation for the family and its household
goods and a reasonable relocation allowance. Relocation assistance
may only be given to persons 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. No participant
may be forced to relocate. The committee envisions only rare and
limited use of this provision. The average cost of relocating each
family is estimated by the Department of Labor at only $360, sub-
stantially less than what it expects, on the average, to save in public
assistance funds per family.

Under the bill the Secretary of Labor is to conduct evaluations of
the program. Despite the full responsibility in the Labor Department
for the operation of the work incentive program, the Secretary of
Health, Education, and Welfare must also play a role in evaluation
since his agencies will have the responsibifity for referral and the
provision of social and welfare services.

Under the bill, the Secretary of Labor has been given full authority
over the work incentive program. Full responsibility and accounta-
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bility accompany this authority. Thus it is particularly essential
that the Congress be kept fully informed on the progress achieved
and the problems developing under the program. Accordingly, the
Secretary of Labor is required to submit an annual report to the Con-
gress, the first one due on or before July 1, 1970. The committee,
on the experience with the work incentive program, urges that the
Secretary report, if possible, by July 1, 1969.

Financing

Federal contributions to the cost of work incentive programs under
the new part C of title IV may not exceed 90 percent of the total cost.
The required 10 percent non-Federal contribution may be in cash or
in kind. In computing the cost of a program, the amount of employers’
contributions to wages under the special work projects and the cost of
evaluation and research are not included.

In the event the 10 percent non-Federal contribution is not made in
any State, the Secretary of Health, Education, and Welfare may with-
hold amounts due to the State under other specified public assistance
titles of the Social Security Act until the amount so withheld together
with the amount of any non-Federal contribution made within the
State equals 10 percent of the cost of the work incentive program.
Any amounts so withheld will be transferred to the Secretary of
Labor for use in paying the cost of work experience programs within
the State and shall be considered as if they were a non-Federal con-
tribution. This provision is an expression of the committee’s deter-
mination that this program shall be fully and expeditiously imple-
mented.

Costs

The tables below (supplied by the Department of Labor and the
Department of Health, Education, and Welfare) indicate the estimated
relative costs and savings and the numbers of people involved under
the House bill and the proposed program. The net costs to the program
over a 5-year period are somewhat less under the proposal—-$1.18
billion as compared to $1.25 billion under the House bill—even though
during the period, the Labor Department estimates that 310,000 more
persons are trained under the proposal than would have trained under
the House version. Moreover, it 1s estimated that 230,000 more per-
sons will be placed in full-time employment (not including employ-
ment in the special projects under priority 3) under the proposal than
under the House bill. Also, it should be noted that by the end of fiscal
year 1972, savings through welfare roll reductions are expected to
total $710 million in Federal funds as opposed to only $195 million
under the House-passed bill. (See also State and local savings in foot-
note 1 of table I.) The increased first-year costs under the program
are due largely to the Labor Department’s ability to get the program
operational in a very short period of time and serve a larger number
of persons.

The estimates of greater full-time job placements and AFDC savings
result from the increased utilization of the manpower training expertise
and resources of the Department of Labor.

Increased taxes employed recipients would pay arc not reflected in
the table. Neither, of course, are the intangible benefits to society, such
as the fact that the children in these homes will have the example of a
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working parent to emulate, and the fact that the working parent may
have a more positive attitude toward society in general.

TABLE 1.—WORK-TRAINING IMPACT UNDER HOUSE BILL AND PROPOSAL

. Work-training Federal AFDC reduction Trainees Full-time job
Fiscal year expenses (millions) due to training (millions) (thousands) 2 placements

House bill Proposal House bill Proposalt House Proposal House Proposal

$130 .. . ... 100 ..l iiaie.
3190 . -84 50 140 ... 50
195 0 ~115 100 150 410 70
247 —55 =214 150 190 20 75
364 -130 —340 250 280 30 95
1,126 —195 —710 550 860 60 290

1
1 State-local costs will also be reduced as follows: Fiscal year 1969, $31,900,000; fiscal year 1970, $90,200,000; fisca
year 1971, $168,300,000; fiscal year 1972, $267,300,000.
2 Does not include recipients on phase 111 work projects.
3includes $8,000,000 1-year cost for phase 111 work projects (for public agencies).
4 Based on 20-p t pi t tion used by HEW in preparing figures.

TABLE 11.—NUMBER OF CHILDREN RECEIVING FEDERALLY SUPPORTED DAY CARE AND FEDERAL SHARE
OF THE COST

[Dollar amounts in millions}

Children of mothers Children of employed Total Federal cost
in training mothers

Children Cost Children Cost House Proposal
Ts6,000 0 T 1 $i5 7 $55°°7

100, 000 100 25, 000 $15 155 115

160, 000 160 70,000 30 250 190

340,000 340 120, 000 60 470 400
............. 655 105 950 760

RELATION TO TITLE V OF THE POVERTY PROGRAM

Finally, it is the understanding of the committee that the adminis-
tration is going to phase out the work experience and training program
under title V of the Economic Opportunity Act. Such action appears
highly desirable inasmuch as there is much duplication between that
temporary program and the permanent work training programs pro-
vided by this comnittee, ang the Committee on Ways and Means,
under the Social Security Act.

ILLUSTRATIONS OF HOW WORK INCENTIVE PROGRAM MIGHT OPERATE

Priority 1.—Regular Employment and On-the-Job Training

A local public welfare agency screens all of its AFDC cases and
finds after furnishing various social and medical services that 45 women
and six men are appropriate for referral to the Secretary of Labor for
participation in the work incentive program. The welfare agency
works out child-care arrangements for the mothers where necessary.

The Secretary of Labor provides employment testing, interviewing,
and counseling and determines that seven of the women have skills
that are wanted in the locality and places them in jobs. (In several
cases it was the lack of day care services which previously had kept
the women from taking regular work.) The earnings of some of these
women are high enough that they need no more assistance and go
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off the welfare rolls. In other cases they earn enough to reduce their
assistance payments, in varying amounts.

The Secretary of Labor arranges for one of the men to go into an
on-the-job training project where an employer pays him regular
wages. Such on-the-job training programs exist now under the Depart-
ment of Labor and the proposed program would follow the same

attern.
P All AFDC recipients who go into employment would qualify for the
earnings exemption provided under the bill. ‘

Priority 11 —Institutional and Work Experience Training

The Secretary of Labor finds that 20 of the women referred to him
show manual dexterity skills which offer good promise that they can
be trained for jobs in the area. Those women are referred to a training
course established under the Manpower Development and Training
Act. They are paid $20 a week as a training incentive in addition to
their assistance payment. The women actually are enrolled in a class-
room type course learning how to be nurses’ aides.

Eight of the women are referred to a work-training project with a
department of the city government because it was determined that
they needed several weeks of actual work experience to get accustomed
to a pattern of employment and to gain self-confidence in a work
situation. These women also were given $20 a week as a training
incentive. Several of these were later trained in a specific skill and
placed in regular employment. Four of the five remaining men were
placed in an electronics course to learn how to be TV repairmen. Their
families continued to receive the AFDC assistance grant (increased
to take into account any increased needs arising from the training)
while they were in training plus the $20 a week incentive payment.
When the training is over the men would be placed in regular jobs
and would go off the AFDC rolls.

Priority 111.—Special Work Projects

The labor agency finds that 10 of the women and one man have no
skills which are in demand in the area and have very low aptitude
for learning skills which are likely to be in demand. The labor agency
enters into an agreement with a local school board under which the
10 women act as playground assistants in various schools and the
man acts as hall guard in a school with severe discipline problems.
The agreement further specifies that these people will work for 35
hours a week at $1 an hour and that the $1 will be evenly divided
between the school board and the labor agency. (The agreement
would be subject to approval by the State work incentive review
board if the State established one.)

Thus, each person—working 35 hours a week at $1 an hour—will
receive about $150 o month in wages. In this case the welfare office
would pay the following amounts of public assistance to these workers
if they were not in the program:

4 women, grant of $80 _ . L . oo $320
4 women, grant of $100_ . _ _ _ _ oo 400
2 women, grant of $110_ _ _ _ _____ . . oil_-- 220

1 man, grant of 8200 .. ____ o ieeaaa-- 200
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The welfare office sends $1,060 to the labor agency—retaining $80
it would otherwise have paid to the recipient receiving a grant of $200.

The four women whose grant would have been $80 are $70 better
off; the women getting $100 are $50 better off, the women receiving
$110 are $40 bfter off, and the man whose grant would have been
$200 would get his wages of $150 plus $80 in payment from the welfare
agency. (This latter computation is made under the provision which
would guarantee that a worker will receive at least 20 percent of his
wages plus the family grant for his work.) '

Since the labor agency has negotiated an agreement which provides
for a substantial employer contribution to the wages, it is able to
return $235 to the wellfare agency. This saving is shared by the States
and Federal Government.

The labor office keeps in close touch with the school board about
the performance and work habits of the people and furnishes counseling
where needed. In one case, the labor office arranges for the welfare
agency to furnish social services to help with a family problem which
is influencing behavior at work. After several weeks the labor office
receives a request from a private day care center for a classroom aide
and one of the women, who has learned good work habits, is referred
to and gets the job. There she becomes self-supporting and leaves the
welfare rolls.

(b) Employment and comprehensive service program for each family

Under the Social Security Act Amendments of 1962, an amend-
ment was added to title IV requiring the State welfare agency to
make a program for each child, identifying the services needed, and
then to provide the necessary services. This has proven a useful amend-
ment, for it has required the States to give attention to the children
and to provide services necessary to cairry out the plans for the indi-
vidual child. For instance, it has made social workers see that children
are in school. With the emphasis in the bill on plans for employment
of all adults, the prevention of births out of wedlock and otherwise
strengthening fanily life, the committee believes that it is essential
to broaden the requirement for the program of services for each child
to include the entire family. The committee bill would require, there-
fore, that the States establish a social services program for each
AFDC family. Thus there will be a broadened emphasis to include a
recognition of the needs of all members of the family, including
“essential persons.”

State welfuare agencies would be required to provide the social services
determined to be needed for an effective work incentive program.
Family planning services are also toibe offered to the recipient and,
in accordance with provisions in the bill; can be accepted or rejected
in accordance with the dictates of (he individual’s religion or con-
science. The term “fawnily services,” under the committee bill, is
defined to include services to preserve, rehabilitate, reunite, or
strengthen the family. The term includes services which are spe-
cifically designed to assist the family members to attain or retain
capability for maximum self-support and personal independence.

The comnmittee believes that many nothers of children on AFDC
would like to work and improve the economic situation of their fami-
lies if they could be assured of good facilities in which to leave their
children during working hours. In addition to other provisions which
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will provide incentives to work and training, the bill would require
that the State welfare agencies make arrangements for adequate day
care facilities for the children of working mothers. In addition, the
committee believes that it may be worthwhile for the States to work
out arrangements under which some mothers on AFDC can care for
the children (and get paid for it) of other AFDC mothers who take
jobs. (The committee is aware that this is an idea dating back to the
1930’s, but urges the States to experiment with this and other methods
to bring these families into the mainstream of American economic
life.) The House bill contains no provision defining the day care
arrangements which would be satisfactory. Under the ¢ommittee bill
the day care standards applicable to child welfare plans (as modified
by another provision in the committee bill) would also apply to the
day care arrangements for AFDC children.

The committee is aware that in a few States child welfare services
are in separate organizational units from services offered through the
unit providing services to AFDC recipients. This sepumtiop, whether
it occurs on the State level or in the local unit of the welfare depart-
ment, diminishes the prospect of the State being able to concentrate
the available help for the families that need this help. For this reason,
the House bill provided that the services for each fumily must be
provided by a single State and local agency By July 1, 1969. The
committee is aware that there are separate State agencies in two
States, Kentucky and Illinois, which for some years have been func-
tioning successfully. The services of one agency includes child welfare
services and another administers the AFDC program. The committee
is recommending a modification of the bill to permit separate State
agencies to exist under this provision, if they were in existence prior
to July 1, 1967. The bill would not require the merger of separate local
agencies responsible for these programs. It expects, however, that
within the State agencies not covered by this exemption, the De-
partment of Health, Education, and Welfare will bring about the
closest integration of all services for children by eliminating separate
units for the different services thus focusing the total resources of the
agency on the children most in need of such services. This can most
effectively be done by a single organizational unit in the State agency
dealing in an overall fashion with the provision of services for all
children.

Under the bill, the States would submit reports to the Secretary
of Health, Education, and Welfare showing the results of their ex-
perience with the social services program for each family for encourag-
ing aI;g]’ making possible the employment of adults and for strengthen-
ing family life. The Secretary, in turn, would publish his findings of the
programs developed by the States and would be required to submit an
annual report to the Congress (beginning not later than July 1, 1970)
on the programs developed and administered by the States to carry
out these provisions. The report would include such factors as the
numbers of AFDC recipients referred to the work incentive program;
the frequency with which the programs were reviewed and revised;
the extent to which, in the opinion of the States and the Secretary,
the programs contributed to making families economically inde-
pendent; the extent to which family planning services have been offered
and accepted; the extent to which people asked to be referred to the
work incentive program and the disposition of such cases; and other



SOCIAL SECURITY AMENDMENTS 157

pertinent factors, information, and recommendations which the Con-
gress could use in assessing the effectiveness of these provisions.

The committee is well aware that the services which the States will
be required to furnish AFDC families will impose an additional finan-
cial burden on the States. Therefore, the provisions of law relating to
Federal financial participation would be amended by the committee
bill to provide 75 percent Federal financial participation in the cost
of all the services provided under these new requirements upon the
States. In addition, as is provided under present law, 75 percent
Federal sharing would be available for services for applicants and
families that are near dependency. Provision of such services can help
families to remain self-supporting. As appropriate for this purpose,
services may be made available to those who need them in low-income
neighborhoods and among other groups that might otherwise include
more AFDC cases. Seventy-five percent Federal matching would also
continue to be available to help meet the cost of training staff who are
employed by the State or local agency or who are preparing for such
employment.

Until July 1, 1969, however, the matching ratio for these various
services would be 85 percent for State plans complying with the new
requirements before that date, in order to encourage earlier imple-
mentation of these provisions in those States where it is feasible.

The 1962 amendments relating to social services provide that, with
certain exceptions, the basic services must be provided by the staff
of the State or local welfare agency. The committee bill proposes some
changes in this provision to take into account the need for a variety
of services in State implementation of the plan for each family. Thus,
an exception is permitted, to the extent specified by the Secretary, to
permit child welfare, family planning, and other family services to
be provided from sources other than the staff of the State and local
agency. This will permit the purchase of day-care services, which, as
indicated above, the committee anticipates will be needed in great
volume under the bill, and other specialized services not now available
or feasible to be provided by the staff of the public welfare agency and
which are available elsewhere in the community. Services may be
provided by the staff of the State or local agency in some part of the
State and may be provided in other parts of the State by purchase.
The Secretary, in his standards governing this aspect of the program,
may permit purchase from other agencies and institutions. The basic
reason for the exception is the variety of existing arrangements
around the country in which some kinds of services are now pro-
vided, usually institutional services, by other than the State or local
public welfare agency.

The committee bill also authorizes similar flexibility in the purchase
of services in the OAA, AB, and APTD programs. Provision of serv-
ices with 75 percent Federal matching should be effectively available,
as in the AFDC program, for recipients and those near dependency
in these categories.

(¢) Incentives for employment

Disregarding some earned income.—A key element in any program
for work and training for assistance recipients is an incentive for
people to take employment. If all the earnings of a needy person are
deducted from his assistance payment, he has no gain for his effort.
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Currently, there is no provision in the Social Security Act under which
States may permit an employed parent or other relative under the
AFDC program to retain some of his earnings. There is no doubt,
in the opinion of the committee, that the number of recipients who seek
and obtain employment will be greatly increased if, in conjunction
with the work incentive program, there may be added to title IV some
specific earnings incentives for adults to work. The Department of
Health, Education, and Welfare has informed the committee that
research and demonstration projects have illustrated that more re-
cipients will go to work when an incentive exists.

Currently, the law provides that States may disregard the earnings
of children under the AFDC program up to $50 a month per child
with a family maximum of $150 a month, and up to $5 a month per
recipient of any income. In addition, the earnings or any other income
of a family under the AFDC program may be set aside for the future
identifiable needs of children in the family.

In the past few years, there has been a proliferation of provisions
enacted by the Congress, in legislation other than the Social Security
Act, disregarding the income of certain public assistance recipients if
the income comes from certain programs. For instance title VII of
the Economic Opportunity Act provides for the disregarding of pay-
ments, for purposes of public assistance, under titles I, II, and III of
that act. The first $85 a month of such income and one-half of the
remainder is specified to be disregarded. Section 109 of the Elementary
and Secondary School Act of 1965 provides that, for a period of 1
year, the first $85 a month earned in any month for services under that,
act shall be disregarded for purposes of determining need under the
AFDC program. The enactment of the committee’s recommenda-
tions, will supersede provisions in other legislation, as they would apply
to public assistance.

These provisions for the disregarding of earnings for public assist-
ance recipients illustrate that the principle hias been well recognized
that an economic incentive for employment is essential in work pro-
grams. Yet, all these provisions, taken together, are piecemeal in ap-
proach, have gaps in their coverage, are confusing to public welfare
personnel administering assistance programs and are discriminatory
n that earnings from regular employment are treated differently than
earnings under specified programs.

Under the House-approved bill, the total earnings of children under
the age of 16 are to be disregarded. Under the committee bill this
provision would apply to children under 16 only if they are in school
full time. Without this provision, such children might be tempted to
truancy or to leave school in order to increase their earnings.

Similar provisions will apply with respect to any other individuals
whose needs are taken into account in determining the need of the
child and its family. The committee believes that this provision will
furnish incentives for members of public assistance families to take
employment and, in many cases increase their earnings to the point
where they become self-supportlng.

The exemption provided by the Committee on Ways and Means
would require that the States disregard the first $30 a month and
one-third of all additional earnings made by adults in the family. The
committee bill increases the exemption to $50 a month and one-half
of the additional earnings. The committee also proposes that the
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same earnings exemption apply to the old-age assistance program and
the permanently and totally disabled program. Under present law,
the States may disregard the first $20 of monthly earnings and one-
half of the next $60 a month. Thus, under the committee bill the
same mandatory earnings exemption which would apply to the AFDC
program will apply to the assistance programs for the aged and
disabled,

The earnings exemption provisions will apply to the AFDC program
only if for any one of the past 4 months tﬁe family was eligible for a
payment. This provision gives people an opportunity to try em-
ployment without worrying about forfeiting their eligibility to receive
assistance if their employment terminates quickly.

The bill contains provisions which will prevent increasing the
number of persons receiving AFDC as a result of the earnings exemp-
tions. The provisions discussed above are to become available for
AFDC only with respect to persons whose income was not in excess
of their needs as determined by the State agency without the applica-
tion of this provision itself. That is, only if a family’s total income
falls below the standard of need will the earnings exemption be avail-
able. One possible result of this provision is that one family, who
started out below assistance levels, will have some grant payable at
certain earnings levels because of the exemption of earnings received
after going on the rolls while another family which already had the
same earnings will not be eligible for an assistance grant. The committee
appreciates the objections to this type of situation which can be made;
but the alternative would have increased the costs of the proposal by
about $160 million a year by placing people on the AFDC rolls who
now have earnings in excess of their need for public assistance as
determined under their State plan. In short, the various provisions
included in the committee’s bill are designed to get people off AFDC
rolls, not put them on. The provisions would apply only to payments
with Federal participation and would in no way limit the authority of
a State to include other persons at State expense. (For the aged and
disabled the earnings exemption would be available without the
restrictions applicable to the AFDC program.)

As an example of how these provisions would work, consider a family
consisting of a mother and three children who have a grant of $200 a
month. If the mother goes to work and earns $120 in a month, her
family will get the $120 of earnings plus $165 of grant (one-half of the
earnings above $50 would have been deducted) for a total of $285.

In order to avoid situations where people under the AFDC program
would deliberately bring their earnings down in order to qualify for
the earnings exemptions, the committee bill provides that individuals
who deliberately reduce their earned income or terminate their em-
ployment. within a peviod of not less than 30 days specified by the
Secretary before applying for aid will not qualify for the earnings
exemption.

These provisions would become mandatory on the States on July 1,
1969. States could include such provisions earlier.

(d) Assistance to families with unemployed fathers

The program of benefits for the dependent children of unemployed
parents was established on a 1-year basis in 1961, extended for 5 years
by the 1962 amendments to the Social Security Act and extended to
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June 30, 1968, by Public Law 90-36. The program is optional with the
States and currently 22 States, including nearly 60 percent of the

opulation of the United States, have programs under the Federal
egislation. Moreover, substantial numbers of similar families not living
in those 22 States are receiving assistance under title V of the Economic
Opportunity Act.

The committee is concerned about the effect that the absence of a
State program for unemployed fathers has on family stability. Where
there 1s no such program there is an incentive for an unemployed
father to desert his family in order to make them eligible for assistance.
This will be a matter of continuing study by the committee.

A major characteristic of the existing law 1s the authority left to the
States to define ‘““‘unemployment.” The committee believes that this has
worked to the detriment of the program because of the wide variation
in the definitions used by the States. In some instances, the definitions
have been very narrow so that only a few people have been helped.
In other States, the definitions have been relatively broad. The com-
mittee bill is designed to correct this situation and to make other
improvements in the program.

The amendments proposed by the committee would authorize a
Federal definition of unemployment by the Secretary and would tie
the program to the work incentive program established by the bill.

This program was originally conceived by Congress as one to provide
aid for the children of unemployed fathers. However, some States make
families in which the father is working but the mother is unemployed
eligible for assistance. The bill would not allow such situations. Under
%hehbill, the program could apply only to the children of unemployed

athers.

The committee bill in most respects follows the House bill, including
the requirement that when a family is provided cash assistance
because of the unemployment of the father, such father shall be
assigned to a work or training project within 30 days.

The committee bill differs from the House bill in two significant
respects. The House bill requires that in order to qualify for assistance
on the basis of unemployment, a father must meet certain tests of
prior attachment to the labor force. While the committee does not
wish to encourage irresponsible marriages, it believes that no one
needs the advantages of the work and training programs more than
the man who has a wife and children but has no significant history of
employment. The committee bill accordingly does not include work
attachment requirements.

The House bill prohibits the payment of assistance (with Federal
participation) to a family that receives any amount of unemployment
compensation during the same month. Since the unemployment
compensation may be for only a small part of the month, a family’s
income could be far below the State’s standard of need and still the
family would be ineligible for assistance. The committee bill returns
to existing law under which the choice as to whether unemployment
corélvpensation payments can be supplemented is left to the States.

ith these changes the committee bill would make the present
program permanent but still at the option of the States.

(6) Parental desertion and enforcement of support orders

A substantial proportion of the persons receiving aid under the
AFDC program are eligible because of the desertion by a parent of
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the child. Several provisions are already in the law and more are
proposed under the bill to provide additional ools to States and to
mmpose further obligations on them to assure the determination of
legal responsibility for support and to make efforts to make these
collections. The committee believes it is essential to make certain that
all legally responsible parents of sufficient means make their appro-
priate contribution to the support of their children.

One of the major factors which has prevented the full utilization
of the resources of the law enforcement agencies is the lack of authority
for the welfare agencies to reimburse the law enforcement agencies,
with Federal sharing, for their expenses. The committee is proposing
that this weakness be corrected by allowing Federal sharing in the
reasonable expenses of the law enforcement agencies with respect to
welfare recigients as a usual administrative expense of the welfare
})ro am. The committee expects that this expenditure of Federal
unds will result, in increased effort to enforce the laws against deser-
tion and nonsupport. The committee also expects of the Department
of Health, Education, and Welfare extreme diligence in working out
the implementation of this provision to protect the Federal funds and
to assure maximum benefit from the money expended. Reimbursement
should be limited to the basic expenses for the personnel directly in-
volved in the establishment of paternity, location of deserting parents,
and for obtaining support from such individuals. Inasmuch as this is
a normal function o}) Government and, thus, should be available to
welfare recipients as well as all others in the community, the com-
mittee believes that a relatively small Federal contribution toward
the cost of this operation should be sufficient. The committee urges,
also, that local legal agencies funded through the Economic Oppor-
nity Act give attention to helping deserted families secure support
from the father.

The above requirements on the States having to do with establish-
ment of paternity, location, and obtaining support from absent parents
will absorb the attention of some full-time staff members of the State
and local agencies in many areas. In order to make certain that these
functions are executed with diligence and are fully coordinated, the
committee bill provides that there shall be a unit established in the
State agency and in each political subdivision responsible for these
functions. Although in some instances these functions can be carried
out by persons also carrying other responsibilities, this requirement
will, normally, require staff working in this area full time.

Under previously enacted provisions of law, it is possible for State
public weﬁ'are agencies to have the help of the Social Security Admin-
1stration to locate the names of employers of parents who have deserted
and against whom a support order is pending. From this information,
it is possible for many addresses to be identified and collection proce-
dures to be initiated. Another resource which should prove useful in
the location process of locating parents who have deserted is the master
file of income tax payers maintained by the Internal Revenue Service.
The committee bill, therefore, sets forth a procedure by which this
file is to be used in those instances in which the social security file
hﬁ.s not provided the needed information about the parents’ where-
abouts.

Under this procedure the Ia‘f)ﬁ)ropriate State welfare agency is to

submit to the Secretary of W a list of fathers who cannot be
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located and against whom an order for support has been issued or a
petition for support has been filed. HEW then is to furnish the names
to the Internal Revenue Service, together with other available infor-
mation, such as social security account numbers, etc. The Service in
turn is to attempt to ascertain the current address of the fathers from
its master file of taxpayers and furnish them to the State agency. It is
thought that by this procedure many of the fathers who have not been
located under the existing procedures will be found.

Information regarding the location of the deserting parent is to be
released to courts in interstate proceedings under the Uniform Re-
ciprocal Enforcement of Support Act. State welfare agencies would
also be required to provide each other full assistance in locating absent
parents or in collecting from them when their location is known.

In addition to the procedure for locating deserting parents by use
of the Internal Revenue Service’s master file, the %nﬁ provides for
the establishment of a Federal liability of the parent who is not in
compliance with a court support order for the portion of the AFDC
payments being made with respect to his child that is attributable
to the Federal contribution, and for the collection of this liability by
the Internal Revenue Service through its tax collection procedures.

These provisions apply where a court support order has been issued
and the parent resides in a different State than the one in which
the child resides.

If such an order has been issued, and the father is not in compliance,
or in good faith partial compliance, the State agency is to attempt to
obtain compliance with the order to the extent of the father’s ability.
In attempting to obtain compliance, the State agency is expected to
inform the father that in the event he does not comply, his liability
to the United States under the new procedure will be established and
collected by the Internal Revenue Service.

If the State agency is unable to secure compliance, it will report the
name of the father to the Department of Health, Education, and Wel-
fare, along with information bearing upon the ability of the parent to
furnish support. The State will make an assessment of the ability of
the parent to make support payments, using criteria developed by the
Secretary. The criteria will take into account the income of the parent
and his current obligations.

If the Department of Health, Education, and Welfare determines
that the State’s iudgment that a parent is capable of making payments
is correct, it wil certif{ to the Internal Revenue Service the amount
which the parent is able to pay, and the amount so certified will be-
come & liability of the parent to the United States. (Neither the
establishment nor the payment of such liability will affect the obliga-
tion of the parent under the court’s support order.) The amount certi-
fied may not exceed the Federal contrigu tiou (determined on a general
percentage basis for the State) of the aid payments being made because
of the dependent child, or the amount the father would be required to
pay under the court order, whichever is less. Upon receipt of a certifica-
tion from the Department of Health, Education, and Welfare, the
Internal Revenue Service is to assess and collect the amount certified
in the same manner as it does income taxes withheld and employment
taxes (except that the interest and penalties do not apply); that is, by
the issuance of a notice and demand for payment and the use of the
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regular tax collection procedures, including levy and distraints if pay-
ment is not received within 10 days.

The amendinent authorizes the payment of the costs involved to
the Internal Revenue Service in aiging in the location of the fathers
and for the Service’s cost in the collection of the Federal liability.
The expense to the Internal Revenue Service of these procedures is
to be reimbursed by the Department of Health, Education, and
Welfare.

This amendment is to be effective as of January 1, 1969, with
respect to amounts expended as aid to families with dependent
chifdren during periods beginning on or after April 1, 1968.

(f) Referral to courts

The committee bill would, as would the House bill, add a plan re-
quirement on the relationship of the public welfare agency to the
courts and law enforcement officials. Under present law, the States
are required to report to the appropriate law enforcement officials the
granting of assistance to any chiﬁl who is made eligible by the desertion
or abandonment by his parents (see also section (d)). This provision
has not been broad enough to accomplish objectives which the commit-
tee believes are essential. There needs to be a cooperative arrangement
between the courts and law enforcement officials and the welfare
agencies in several program areas. The arrangement should cover the
manner in which referrals are made to the court when the welfare
agency believes the child’s home is unsuitable because of neglect, abuse,
or exploitation of a child. The agreement should also provide for calling
the attention of the law enforcement agencies to such instances and
giving all necessary information to the appropriate law enforcement
officials. Thus, for example, if an AFDC mother is not caring properly
for her children, the matter would quickly come to the attention of the
courts and appropriate action taken, including the possibility of
placing the children in foster care.

The arrangement might appropriately cover other areas of joint in-
terest between the welfare agencies and the courts and the law enforce-
ment agencies including the manner of referral to the welfare agency
of instances of dependency and the need for public social services
coming to the attention of the courts and law enforcement officials.

(9) Foster care in AFDC

The committee believes that some children now receiving AFDC
would be better off in foster homes or institutions than they are in
their own homes. This situation arises because of the poor home
environment for child upbringing in homes with low standards, includ-
ing multiple instances of births out of wedlock. Foster care for chil-
dren is relatively costly, and States have reported that they cannot
finance it without some additional Federal help. This item of care
for childrep is frequently' the responsibility of local government
rather than State government. There are two limited sources for
Federal funds for this program. Under the AFDC program, as
amended in 1961, Federal funds are available for the care of children
in foster family care or in voluntary institutions if they were recipients
of AFDC when they were removed from their home by a court. This
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part of the program is a small one with approximately 9,000 children
currently aided under these provisions. In addition, the States may use
part of their Federal child welfare grants under part 3 of title V of
the Social Security Act for foster care costs. Only small sums of
Federal funds are actually available from these grant funds for this
purpose because of the great demands for other services.

The committee is aware of the limitations on the provision de-
scribed above for foster care through the AFDC program when chil-
dren are removed from their home by court order. For the State to
receive any Federal sharing, the children must be recipients of AFDC
when the court issues its order. The committee believes that this is an
unduly limiting restriction and is proposing that this limitation be
changed. There is some evidence that courts may be reluctant to place
a child in foster care because Federal funds are not available (and the
cost of the care must come out of local funds in many areas) unless
the child is in the home of a specified relative. The proposed change
would make the cost of caring for children in foster care subject to
Federal sharing if the child has been placed in foster care by a court
order (if the child is removed from the home of a relative as a result
of a judicial determination that continuation in such home would be
contrary to his welfare) and if the child would have been eligible for
aid under the AFDC program if an application had been made on his
behalf. Also included are children placed under court order who had
been living with one of the specified relatives enumerated in the law
within 6 months and would have been eligible upon application for
AFDC if he were living with such relative and were removed from the
home of such relative by order of the court. This latter group would
include some children already in foster care at the time of this legis-
lation and who, except for this provision, would not be eligible because
they had already been removed from their homes. Temporary plans
may be needed, for example, for children both of whose parents are
killed in an accident and for whom the court does not take immediate
jurisdiction. The child need not live with a relative and may be in a
foster family home or in a voluntary institution at the time the court
makes its decision.

The committee believes that the AFDC program already offers an
opportunity for States to receive Federal financial assistance in the
cost of care for many children who have no parents or who are not
able to live with their parents. Under AFDC, children are eligible for
assistance only if they are living with one or more specified relatives.
Thus, if children are deprived of parental support or care for the
reasons now available to States under title IV, Federal sharing is
available to meet the cost. It is not necessary for the relatives who, un-
der State law, are not legally responsible for support, to meet the test
of need applicable under the State AFDC plan, if they are caring for
children WEO are eligible under the plan. Federal sharing is available
to reimburse the relative for the cost of providing a home for the child.
The committee believes that greater use cou%d be made of these
present provisions of the AFDC program in this respect in order to
obtain the best possible environment for the child.

Under the committee bill, Federal funds will be available on a more
liberal basis than for the basic program out of a recognition that
foster family care is more costly than care in the child’s home. Effec-
tive July 1, 1969, State plans would have to provide for foster care
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under these terms. Federal sharing will be possible in payments up to
$100 a month (on an average basis) for children in foster care. g‘he
committee believes that these liberalizations will be of material assist-
ance to States and localities and will facilitate plans being developed
for children based on the need of the child rather than the fiscal condi-
tion of the local government.

(k) Protective payments in AFDC

One of the measures included in the 1962 amendments provided the
State and local agencies with an additional tool to deal with an in-
frequent but persistent problem of misuse of assistance money. This
provision for a protective payment made to a third party in behalf of
the recipient has been used very little. Only seven States have approved
plans for protective payments and the beneficiaries of this aspect of the
program number less than 50 families in the Nation. The committee
believes this is potentially a valuable provision and is including in the
bill some changes to make it more usable by the States. First, each
State would have to have a program available for this type of pay-
ment. Moreover, as noted previously, States would have to make these
types of payments (including vendor payments) on behalf of children
where the adult caretaker has refused to accept employment or partic-
ipate in a work incentive program. Secoms), the House bill would
eliminate the requirement that the States meet need in full for the
particular child in order to qualify for plan approval for protective
payments. The committee concurs. The House bill also would remove
the limitation in the law setting 5 percent of the recipients as the
maximum number of persons to whom protective payments may be
made with Federal sharing. The committee bill would impose a 10-
percent limitation (not including those cases where such payments
were made because an adult in the family refused work or training
without good cause). The bill would also require the States to have
machinery to make a vendor payment with Federal sharing when the
need for this kind of payment is clearly indicated. The requirements
which apply to protective payments would also apply to vendor
payments.

(2) Temporary emergency assistance

The committee’s bill is concerned with several major objectives—
to assure needed care for children, to focus maximum effort on self-
support by families, and to provide more flexible and appropriate tools
to accomplish these objectives. The bill broadens the provisions of
protective payments, authorizes vendor payments, provides a work-
incentive program, expands foster care for children, and makes day
care available where needed to children of working parents. Thus, it
materially improves the program in relation to the care and protection
of children.

The committee understands that the process of determining
AFDC eligibility and authorizing payments frequently precludes the
meeting of emergency needs when a crisis occurs. In the event of evic-
tion, or when utilities are turned off, or when an alcoholic parent leaves
children without food, immediate action is necessary. It frequently is
unavailable under State programs today. When a child is suddenly
deprived of his parents by their accidental death or when the agency
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finds that conditions in home are contrary to the child’s welfare, new
arrangements and court referrals may have to be made.

To encourage public welfare agencies to move promptly and with
maximum effectiveness in such situations, the bill contains an offer to
the States of 50-percent participation in emergency assistance pay-
ments and the usual 75-percent participation in social services that
may be provided. Under the House bill, the time period in which such
assistance might be provided is limited to one period of 30 days or less
in any 12-month period. Under the committee bill the period would
be 60 days rather than 30. The eligible families involved are those with
children under 21 who either are, or have recently been, living with
close relatives. The families do not have to be receiving, or eligible upon
application to receive, AFDC (although they are generally of the same
type), but they m