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PREFACE

This three-volume compilation contains historical documents pertaining to the Social Security
Amendments of 1983. The books contain congressional debate, a chronological compilation
of documents pertinent to the legislative history of the 1983 amendments and listings of
relevant reference materials. Pertinent documents include:

« Committee Reports and Selected Prints
« Differing Versions of Key Bills

» Summaries of Provisions

« Cost Estimates

« The 1983 Act

« Historical Descriptions

The books are prepared by the Office of Legislative and Regulatory Policy, Legislative
Reference Office, and are designed to serve as helpful resource tools for those charged with
interpreting laws administered by the Social Security Administration.

John Trout, Director
Office of Legislative
and Regulatory Policy
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Calendar No. 41

98TH CONGRESS SENATE REPORT
Ist Session No. 98-23

SOCIAL SECURITY ACT AMENDMENTS OF 1983

MarcH 11 (legislative day, MarcH 7), 1983.—Ordered to be printed

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

REPORT

[To accompany S. 1]

The Committee on Finance to which was referred the bill (S. 1)
to implement the consensus recommendations of the National Com-
mission on Social Security Reform, having considered the same,
reports favorably thereon with an amendment and recommend
that the bill do pass.

SociAL Securrty (OASDI) ProvisIONS

ACTUARIAL ANALYSIS

The OASDI estimates in the following sectional descriptions were
prepared by the office of the Actuary, SSA and are based on 1983
Trustees II-B assumptions. Under those assumptions, the Commit-
tee amendments described below would permit the timely payment
of social security cash benefits through the short-range (1983-89).
In the long-range, the Committee amendments are projected to
meet or slightly exceed the long-deficit identified by the National
Commission on Social Security Reform of 1.80 percent of taxable
payroll (revised under 1983 Trustees II-B assumptions to 2.09 per-
cent of taxable payroll).

These amendments are also projected to have a significant
impact on the Hospital Insurance (HI) trust fund. CBO estimates
project an increase in the HI trust fund of $14.6 billion over the
period fiscal years 1983-88.

The amendments also impact on other Federal programs. To the
extent the cost/savings are reflected in the following descriptions,
they have been provided by CBO and are based on CBO’s Februa:
1983 assumptions. A table showing the impact of these amend-
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ments on the total Federal budget deficit is located following the
sectional descriptions.

{Memorandum]}
DEPARTMENT OF HEALTH AND HUMAN SERVICES,
SociAL SECURITY ADMINISTRATION,
March 11, 1983.

To: Mr. Harry C. Ballantyne, Chief Actuary.

From: Francisco R. Bayo, Deputy Chief Actuary.

Subject: Preliminary estimate of the impact of S. 1, as reported by
the Senate Finance Committee on the long-range financial
status of the OASDI system.

The attached table includes preliminary long-range estimates for
S. 1. as reported by the Senate Finance Committee based on the
1983 Trustees Report Alternative II-B assumptions. Enactment of
this bill will result in a long-range actuarial surplus of 0.08 percent
of taxable payroll for OASDI combined. Estimates for individual
provisions are shown in the table generally only for those provisions
with significant long-range impact on OASDI. However, the impact
on (l)ASDI of all provisions of S. 1. as reported is included in the
totals.

The estimates assume that the allocation to the DI trust fund
will be similar to the allocation in H.R. 1900 as reported by the
Ways and Means Committee, except that after 1999 the rate would
increase from 0.60 to 0.65 each.

' Francisco R. Bavo,

Deputy Chief Actuary.

Attachment.

TABLE 1.—ESTIMATED CHANGES IN OASDI TAX INCOME OR BENEFIT OUTGO UNDER S. 1 AS
REPORTED BY THE SENATE FINANCE COMMITTEE, BASED ON 1983 ALTERNATIVE I1-B ASSUMPTIONS

{in billions of dollars) .

Calendar year-—
Provision Total,
1983 1984 1985 1986 1987 1988 1989 198893-
Increase tax rate on covered wages and SAlares ............ccemnne 86 03 s 145 160 394
Increase tax rate on covered self-employment €arnings............cooc.e. L1 31 30 32 37 44 185
Cover President, Vice-President, and Members of Congress................ m M m MM momMm
Cover new Federal employees 2 1 1.2 18 24 31 93
Cover all nonprofit employees 13 15 18 21 26 31 125
Total for new coverage 15 22 30 39 50 61 218
Prohibit State and local government ferminations............coovuwurvcesrenn 1 2 4 b 8 11 32
Accelerate cotlection of State and local 1axes.........o.oooooooervreervcencucsrnns 14 1 1 1 3 2 22
Provide general fund transfers for military service credits
and unnegotiated checks 192 -4 -4 -3 -3 -3 -3 112
Delay benefit increases 6 MONAS.......oo..ocouveereercnveenserrcsenennenss 32 52 54 55 62 67 13 394
Tax Y2 of benefits for high income DENEfiCiaries ........o.ooovmeereerusicn 26 32 39 47 56 67 266
Continue benefits on remarriage 3 & @ @ (¢ -1
Modify indexing of deferred survivors’ Demefits..........ccoovcvcmecnciiinnn @ @ ¢ @ @& @
Raise disabled widow (er)'s benefits to 71.5 percent of PiA... =2 -2 =2 -2 =3 -3 -4
Pay divorced spouses whether or not worker has refired.................. @ @ ¢ @& @® =1

Replace 90-percent factor in benefit formula with variable

perceniage, for individuals receiving pensions from cov-

ered employment 3 & (3 (3 1 B 3
Raise delayed retirement credit, beginning in 1990
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TABLE 1.—ESTIMATED CHANGES IN OASDI TAX INCOME OR BENEFIT OUTGO UNDER S. 1 AS
REPORTED BY THE SENATE FINANCE COMMITTEE, BASED ON 1983 ALTERNATIVE II-B ASSUMP-
TIONS—Continued _

{tn billions of doltars]

Calendar year—

Provision Total,
1983 1984 1985 1986 1987 1988 1989 19;93—

l -1 -2 -4 -§ -13
B &6 @ 6 e @ -1

Total for all changes 223 199 138 151 179 356 408 1655

1 Net additional taxes of less than $50 million.
* Additional benefits of less than $50 million.
3 Reduction in benefits of less than $50 milion.

Note: Estimates shown for each provision include the effects of interaction with ail preceding provisions. Totals do nol atways equal the sum of
components %lgle tro rounding. Positive figures represent additional income or reductions in benefits. Negative figures represent reductions in income or
increases in benefits.

Source: Social Security Administration, Office of the Actuary, March 11, 1983.

Provide up to 2 child-care drop out years.....
All other miscellaneous and technical changes

PRELIMINARY ESTIMATED LONG-RANGE OASDI COST EFFECT OF S. 1 AS REPORTED BY THE SENATE

FINANCE COMMITTEE
Effect as percent of payroll
Provision
0AS! DI QOASDI

Present law:

Average cost rate 13.04 1.34 14.38

Average tax rate 10.13 217 12.29

Actuarial balance —-2.92 +83 =209
Changes relating to both long-range and short-range financing: *

Cover new Federal employees +.26 +.02 +.28

Cover all nonprofit employees +.09 +.01 +.10

Prohibit State and local termination +.06 +.00 +.06

Delay benefit increases 6 months....... +.28 +03 +.30

Stabilize trust fund ratio

Eliminate “windfall” benefits +.05 +.00

Raise delayed retirement credits -.10

Tax ¥z of benefits +.57 +.05

Accelerate tax rate increase +.03

Increase tax rate on self-employment +.17 +.02

Change D! rate alocation +90 -.90

Continue benefits on remarriage —.00 —-.00 I

Pay divorced spouse of nonretired -0l —.00 -0l

Modify indexing of survivor's benefits —.05 —-.05

Raise disabled widow’s benefits -0l -0l

Modify military credits finanCing...........cccccocecvseemcmmsscs s : +.01 +.00 +.01

Credit unnegotiated checks +.00 +.00 +.00

Tax certain salary reduction plans +.03 +.00 +.03

Limit benefits to nonresident aliens +.01 +.00 +.01

Eliminate benefits to incarcerated felons ............ +.00 +.00 +.00

Subtotat for the effect of the above provisions 2 4222 -8 +14

Remaining deficit after the above provisions -.70 +.05 - 65
Additional changes relating primarily to long-range financing: 3

Modify benefit formula after this century +.39 +.04 +.43

Raise normal retirement age to 66 +.48 —.08 -40

Eliminate earnings test at age 65 =05 i —.05

Add up to 2 child care dropout years —.03 —.00 —04

Total effect of all of the provisions 4 +2.99 -8 4217
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PRELIMINARY ESTIMATED LONG-RANGE QASDI COST EFFECT OF S. 1 AS REPORTED BY THE SENATE
FINANCE COMMITTEE—Continued

Effect as percent of payroll

Provision
0ASH Dl 0ASOI
After committee bill:
Actuarial balance +.07 +.01 +08
Average income 11.61 131 1292
Average cost rate 11.54 1.30 12.84

" The values for each of these individual provisions represent the effect over present taw and do not take into account interaction with other
provisions.

2 The values in the subtotal take into account the estimate interactions among the provisions.

3 The values for each of these provisions fake into account interaction with the provisions included in the subtotal.

 The values for the total effect of S. 1 take into account interactions among all of the provisions of the bill

Note: The above estimates are based on the 1983 Trustees Report Alternative I--B assumptions. Individual estimates may not add to totals due
to rounding and/or interaction among proposals.

Source: Office of the Actuary, March 11, 1983.



SuMMARY OF SociAL SecuriTy (OASDI) PROVISIONS

Coverage of newly hired Federal employees

Extend social security coverage to all Federal civilian employees
hired after 1983 (unless their break in Federal service has been for
one year less), and to all current members of Congress, the Presi-
dent, Vice President, the Social Security Commissioner, and to cur-
rent Congressional staff not already covered under a Federal staff
retirement system, as of January 1, 1984. Also, states that “Noth-
ing in this Act shall reduce the accrued entitlements to future
benefits under the Federal retirement system of current and re-
tired Federal employees and their families.”

Coverage of nonprofit employees

Extend social security coverage on a mandatory basis to all em-
ployees of nonprofit organizations, effective January 1, 1984.

Prohibit withdraw!l of State and local employees

Prohibit State and local governments from terminating coverage
for their employees. Pending terminations would be invalid, effec-
tive on enactment. In addition, provide an opportunity for State
and local governments which have withdrawn from the social secu-
rity system to voluntarily rejoin. Once having rejoined, the govern-
mental entity would be precluded from terminating coverage.

Tax exemption for the Amish

Extend the social security tax exemption now applicable to the
self-ex}:mployed Amish to the Amish who are employees of the
Amish.

Delay cost-of-living adjustment to a calendar year basis

Provide the automatic cost-of-living adjustment of social security
benefits on a calendar year basis. Beginning in 1983, the COLA for
OASDI benefits would be applied to the December benefit, which is
payable at the beginning of January. For 1983, the COLA would be
calculated as under current law (i.e., the change in the CPI for the
third quarter of a year over the CPI for the third quarter of the
previous year). This would ensure that the lag between the end of
the period over which the COLA is measured and the time the
COLA is actually applied to benefits remains 3 months. For 1983
only, the COLA would be given even if it is less than 3 percent.
The SMI (Supplemental Medical Insurance) premium increase
would also be delayed.

Eliminate “windfall” benefits

Reduce (but not eliminate) social security benefits for retired and
disabled workers who first become eligible for a pension based on

(5)
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non-covered employment after 1983. For such workers, the heavily
weighted 90 percent factor in the bénefit formula would be re-
placed by a factor of 32 percent, phased in over a five year period.
Social security benefits would in no case be reduced by more than
one-third of the portion of the worker’s pension based on service
which was non-covered employment. Also, the percentage reduction
in the benefit formula would be limited to no more than 10 per-
centage points for each year coverage falls shorts of 30 years. Sur-
vivor benefits would not be affected by this provision.

Benefits for divorced or disabled widows or widowers who remarry

Allow benefits to continue to be paid to certain beneficiaries
upon remarriage if that marriage takes place after the age of first
eligibility. Benefits would be payable to: disabled widow(er)s and
disabled surviving divorced spouses who remarry after age 50, and
to surviving divorced spouses who remarry after 60. No change
would be made in the current dual entitlement provision of the law
which allows only the highest benefit to which an individual is eli-
gible to be drawn.

Changes in indexing for deferred survivor benefits

Provide that deferred widow and widower benefits would contin-
ue to be based on earnings indexed to wages as under present law,
however, this wage indexing would continue after the death of the
worker. Such wage indexing would apply through the year the
worker would have reached age 60, or two years before the survi-
vor becomes eligible for aged or disabled widow’s (or widower’s)
benefits, whichever is earlier.

Independent eligibility for divorced spouses

Allow divorced spouses (who have been divorced for a significant
period) to draw benefits at age 62 if the former spouse is eligible
for retirement benefits, whether or not the former spouse has
claimed these benefits or has had them suspended because of sub-
stantial employment.

Increase benefits for disabled widows and widowers

Increase benefits for disabled widow(er)s age 50-59 to 71.5 per-
cent of the primary insurance amount, the amount to which
widow(er)s are entitled at age 60.

Adjustment of cost-of-living increase when trust fund ratio falls
below 20 percent

Modify the cost-of-living adjustment formula during periods
when trust fund reserves are low in order to help stabilize reserves.
Beginning with 1988, if the OASDI trust fund ratio (reserves as a
percentage of outgo) as of the beginning of a year is less than 20
percent, the adjustment of OASDI benefits would be based on the
lower of the increase in the CPI or average wages. When the bal-
ance in the trust funds has risen to at least 32 percent of estimated
annual outlays, “catch-up” payments would be made beginning the
following year. This would not apply to the COLA for the Supple-
mental Security Income (SSI) program.



7

Increase delayed retirement credit

Gradually increase, between 1990 and 2010, the delayed retire-
ment credit from 3 percent to 8 percent per year.

Increase social security retirement age

Gradually raise the social security retirement age to 66 by the
year 2012, beginning with those who attain age 62 in 2000. Early-
retirement benefits would continue to be available at age 62 for
workers and spouses and at age 60 for widows and widowers, but

the actuarial reduction factors would be larger.

Long-range benefit change

For workers first becoming eligible for benefits in 2000, reduce
initial benefit levels by about 5 percent by decreasing the percent-
age factors in the benefit formula by two-thirds of one percent each
year for 8 years.

Elimination of retirement earnings test

Gradually phase out, between 1990 and 1994, the retirement
earnings test for people 65 and older. The exempt amount of earn-
ings would be increased by $3,000 in 1990 and in each of the next
four years, with the earnings test (for people 65 and older) com-
pletely eliminated in 1995.

Child-care dropout years:

Allow two years to be dropped out of the formula for computing
social security benefits for persons who leave the workforce to care
for children under age 3 at home. Presently, the worker’s five
lowest years of earnings are dropped in the computation of the
worker’s earnings history. To qualify for an additional childcare
dropout year, a person can not have any earnings during the year.

Prisoners benefits

Eliminate all benefits to felons during their period of incarcer-
ation. Benefits of dependents and survivors of incarcerated felons
would not be affected.

Limitation on benefits to aliens

In the future, eliminate benefits to alien workers, their depend-
ents and survivors who reside abroad. As a result, no benefits
would be paid to alien dependents of alien workers who were ac-
quired (through marriage, birth or adoption) while outside the
United States. However, benefits would be paid under the following
conditions:

(1) the worker is the citizen of a country with which the
United States has a treaty or totalization agreement which
provides for reciprocity of social security coverage; and

(2) benefits would continue until total benefits (excluding
any withheld taxes) paid to the wage earner and dependents
equal taxes paid by the wage earner plus interest.



Fail-safe

To ensure the timely payment of social security benefits during
periods when OASDI trust fund reserves are less than 20 percent of
annual outgo and are also projected to decline, the Committee
agreed to require the Secretary of Health and Human Services to
reduce the COLA to the extent necessary to prevent a decline in
reserves. The Secretary will first reduce (or withhold) increases for
people with benefits which are based on a primary insurance
amount above $250 (monthly amount). If necessary, however,
people with benefits at or below that level may also have their in-
creases reduced. At a maximum, there would be no benefit increase
for anyone. The Secretary would have to notify Congress by July 1
of each year in which he finds that action to limit the next COLA
would be required, thereby giving Congress time to enact an alter-
native solution to the potential funding problem. The provision
would apply only after the use of all other provisions, such as in-
terfund borrowing, which are designed to ensure adequate trust
fund balances.

Taxation of social security benefits for higher income persons

Subject social security and tier one railroad retirement benefits
to income tax based on thresholds of $25,000 for single taxpayers,
$32,000 for married taxpayers filing joint returns, and $0 for mar-
ried taxpayers filing separate returns. To determine whether the
taxpayer’s income exceeds these thresholds, one-half of social secu-
rity benefits and all tax-free income would be added to adjusted
gross income and tax-exempt interest. For taxpayers over the
threshold, the lesser of one-half of social security benefits or one-
half of the excess combined income over the threshold amount
would be subject to income tax.

Beginning in 1984 the Secretary of the Treasury would be re-
quired to transfer to the appropriate trust funds, on at least a
quarterly basis, the revenues estimated (on the basis of tax liability
to be generated from this provision for that quarter.

Acceleration of increase in FICA taxes; 198} employee FICA tax

Revise the OASDI tax schedule so that the 1985 rate would be
moved to 1984, the 1985-87 rate would remain as scheduled under
present law, part of the 1990 rate would be moved to 1988, and the
rate for 1990 and after would remain unchanged. The HI tax rates
for all years would remain unchanged. For 1984, a refundable tax
credit would be provided in the amount of the increase in the em-
ployee taxes over what would have been payable under present
law: 0.3 percent of taxable wages.

The 1984 refundable tax credit would be allowed against 1984
employee FICA and Tier One Railroad Retirement taxes rather
than against income tax.

Self-employment taxes; tax credit against self-employment tax

Make the self-employed OASDI tax rate equal to the combined
employer-employee rate, beginning in 1984, as those rates are re-
scheduled. In addition, the HI tax for the self-employed would be
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doubled to make it equivalent to the combined employer-employee
rate. A credit against self-employment taxes would be provided.

Reallocation of OASDI tax rate

Reallocate the OASDI tax so that both the OASI and the DI trust
funds will have about the same reserve ratios (i.e., reserves at the
beginning of the year as a percentage of outgo during the year).

Interfund borrowing extension

Authorize, through 1987, interfund borrowing between the OASI,
DI and HI trust funds, protections provided for each trust fund.

Credit amounts of unnegotiated checks to the trust funds

Provide for a lump sum payment to the OASDI trust fund from
the General Fund representing the amount of uncashed benefit
checks which have been issued in the past. In addition, require
credit the trust funds on a regular basis with an amount equal to
the value of all OASDI benefit checks which have not been negoti-
ated for a period of twelve months.

Military wage credits

Credit the OASDI trust fund, in a lump sum, with an amount
equal to the estimated additional cost of providing future benefits
based on pre-1957 military wage credits. In addition, the OASDHI
trust funds would be credited with a lump sum payment equaling
the taxes that would have been collected and the interest that
would have been earned if the credits for service after 1956 and
before 1983 had been taxed as they were earned, less the reim-
bursements already received. Beginning in 1983, a general fund ap-
propriation would reimburse the trust funds on a current basis for
the employer-employee taxes (OASDHI) on additional military
wage credits given for non-cash compensation.

Trust fund investment procedure

Provide for reinvesting all trust fund assets each month at a rate
of interest based on the average market rate on all public-debt obli-

gations currently held by Treasury with a duration of four or more
years until maturity.

Public members on board of trustees

Add two public members to the Board of Trustees of the OASDI,
HI, and SMI trust funds. The public members would be nominated
by the President and confirmed by the Senate. The two public
members could not be from the same political party. Public mem-
bers shall not be considered fiduciaries and shall not be personally

liable for any actions taken in such capacity with respect to the
trust funds. '

Accelerate State and local deposits

Apply the same social security tax deposit requirements to State
and local governments that presently apply to private employers.

17-763 0 - 83 - 2
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Triggered normalization of tax transfers

When, at the start of any month, the Secretary of the Treasury
determines that the reserves of the OASDI trust funds are inad-
equate to meet 1% months of benefits, the Secretary would be re-
quired to credit the trust funds on the first day of the next month
with the full payroll tax revenues estimated for the month. Inter-
est would be paid to the General Treasury.

Social security wage base

Expand the social security wage base to include certain deferred
compensation.

SUMMARY OF SUPPLEMENTAL SECURITY INCOME SSI PROVISIONS

Delay the SSI COLA and increase the SSI disregard

Delay the annual cost-of-living adjustment (COLA) for SSI pay-
ments from July to January, beginning with the July 1983 benefit
increase, thereby maintaining the link between the COLA for SSI
-and OASDI. In addition, increase the SSI payment standard appli-
cable to all individuals by $20 ($30.00 for a couple) per month, ef-
fective July 1983. To help protect the States from increased costs
resulting from this provision, expand current law to allow States to
meet the “pass through” requirement for 1983 if they pass through
the equivalent of the COLA that would have occured under current
law rather than the proposed monthly payment increase.

SSI alert

Require the Secretary of Health and Human Services to notify
elderly OASDI recipients of the availability of SSI and to encour-
age those potentially eligible to contact their district offices.



TITLE I OF THE BILL

A. ProvisioNs RELATED To OLD-AGE, SURVIVORS AND DisaBILITY
INSURANCE

COVERAGE OF NEWLY HIRED FEDERAL EMPLOYEES

(Section 101 of the Bill)

Present law

Approximately 91 percent of the Nation’s workers are covered by
social security. Federal civilian employees are the only major group
excluded from coverage under the social security (OASDI) system.
Those excluded (93 percent, or about 2.6 million out of 2.8 million
employees) are generally covered by a Federal staff retirement
system, engaged in temporary employment, or are members of Con-
gress. (Beginning in 1983, nearly all Federal employees are covered
under Medicare.)

Committee amendment

The Committee amendment would, effective January 1, 1984,
extend social security coverage to all Federal civilian employees
hired after 1983 (unless their break in Federal service has been one
year or less), and to all current members of Congress, the Presi-
dent, Vice President, the Social Security Commissioner, and to cur-
rent Congressional staff not already covered under a Federal staff
retirement system.

This amendment is similar to the recommendation of the Nation-
al Commission on Social Security Reform to extend coverage to all
Federal employees hired after 1983.

The Committee amendment also states that ‘“Nothing in this Act
shall reduce the accrued entitlement to future benefits under the

Federal retirement system of current and retired Federal employ-
ees and their families.”
Effective date.—January 1, 1984.

(11)
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REVENUE GAIN

[in billions, catendar years)

1984 1985 1986 1987 1988 1989 1983-89

Short-range $0.2 $0.7 $1.2 $18 $2.4 $31 $9.3
Long-range: 0.28 percent of taxable pay-
roll.

CoVERAGE oF NONPROFIT EMPLOYEES
(Section 102 of the Bill)

Present law—Work performed for a nonprofit tax-exempt organi-
zation (specified in section 501(c)(3) of the Internal Revenue Code of
1954) is excluded from social security coverage unless the organiza-
tion files a certificate with the Internal Revenue Service waiving
its exemption from social security taxes. Nonprofit organizations
may terminate coverage upon giving 2 years advance notice, pro-
viding coverage has been in effect for 8 years or more. Once cover-
age has been terminated, the organization cannot again cover its
employees. About 4.3 million employees of nonprofit organizations
(about 80 percent) are covered.

Committee amendment—The Committee amendment would
extend social security coverage on a mandatory basis to all employ-
ees of nonprofit organizations.

This amendment is the same as the recommendation of the Na-
tional Commission on Social Security Reform.

Effective date—January 1, 1984.

0ASDI REVENUE GAIN

[in bitions, calendar years)

1984 1985 1986 1986 1987 1988 1983-89

Short-range $1.3 $1.5 $1.8 $2.1 $2.6 $3.1 $12.5
Long-range: .10 percent of taxable pay-
roll.

PROHIBIT WITHDRAWAL OF STATE AND LOCAL EMPLOYEES
(Section 103 of the Bill)

Present law

Employees of State and local governments may be covered under
social security at the option of the State and in agreement with the
Secretary of Health and Human Services. Coverage may be termi-
nated if the State gives 2 years written notice of such intent, pro-
vided that the State or local group has been covered for at least 5
years. Once coverage is terminated, the group can never again be
covered under social security.
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Committee Amendment

The Committee amendment would prohibit State and local gov-
ernments from terminating coverage for their employees. Pending
terminations would be invalid, effective on enactment. In addition,
the amendment would provide an opportunity for State and local
governments which have withdrawn from the social security
system to voluntarily rejoin. Once having rejoined, the governmen-
tal entity would be precluded from terminating coverage.

This amendment is similar to the recommendation of National
Commission on Social Security Reform.

Effective date.—On enactment.

OASDI REVENUE GAIN

[in biflions, calendar years]

1984 1985 1986 1987 1988 1989 1983-89

Short-range $0.1 $0.2 $0.4 $0.6 $0.8 $1.1 $3.2
Long-range: .06 percent of taxable pay-
foll.

Exclusion from social security coverage for services performed by
members of certain religious sects (sec. 104 of the bill and sec. 3121
of the Code)

PRESENT LAW

In general, social security (FICA) tax is imposed on every individ-
ual who receives wages with respect to employment. In addition,
social security tax is imposed on employers who pay wages with re-
spect to employment. There is no exemption, under present law, for
employers or employees who are members of religious sects that
oppose the social security system. However, present law does pro-
vide an exemption from self-employment tax (SECA) for members
of religious sects that are conscientiously opposed to the acceptance
of private or public insurance and which make provision for the
care of their dependent members.

REASON FOR CHANGE

The committee believes that employers and employees who are
members of the Amish sect, or other religious sects that oppose
participation in the social security system, should be treated the
same as self-employed members of those sects. That is neither
Amish employers nor Amish employees should be required to pay
social security taxes. This provision is necessary because, due to
economic conditions, many Amish members cannot afford their
own farms, but, rather, must work for other Amish farmers.

EXPLANATION OF PROVISION

The provision will exempt from social security tax wages paid by
individuals who are exempt from self-employment taxes because of
their religious beliefs to individuals who are members of religious
sects that conscientiously oppose the acceptance of private or
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public insurance and which make provisions for the care of their
dependent members. This exemption applies both to the employer
and employee portion of social security tax.

The exemption applies only in the case of religious sects that
have been in existence at all times since December 31, 1950.

EFFECTIVE DATE

The provision applies to remuneration paid after December 31,
1983.

DELAY COST-OF-LIVING ADJUSTMENT TO A CALENDAR YEAR BASIS
(Section 111 of the Bill)

Present law

The automatic cost-of-living adjustment (COLA) of social security
benefits is applicable to June benefits (payable early in July). The
amount of the increase is equal to percentage by which the Con-
sumer Price Index (for Urban Wage Earners and Clerical Workers,
CPI-W) for the first quarter of the calendar year has increased
over the CPI for the first quarter of the previous calendar year. No
COLA is paid unless the increase in the CPI is at least 3 percent.
By law, cost-of-living adjustments in the SSI program are made at
the same time, and in the same amount as the social security cost-
of-living adjustment.

Committee amendment

The Committee amendment would shift the automatic cost-of-
living adjustment of social securitv benefits to a calendar year
basis. Beginning in 1983, the COL~ for OASDI benefits would be
applied to the December benefit, which is payable at the beginning
of January. For 1983, the COLA would be calculated as under cur-
rent law (i.e., the change in the CPI for the first quarter of 1983
over the CPI for the first quarter of 1982). Beginning with the
COLA for 1984, the adjustment would be computed by comparing
the increase in the CPI for the third quarter of a year over the CPI
for the third quarter of the previous year. This would ensure that
the lag between the end of the period over which the COLA is
measured and the time the COLA is actually applied to benefits re-
mains 3 months. This is the same proposal recommended by the
National Commission on Social Security Reform.

In addition, the Committee amendment would, for 1983 only, pro-
vide the COLA even if it is less than 3 percent. The SMI (Supple-
mental Medical Insurance) premium increase would also be shifted
to a calendar year basis.

Under the Committee amendment, the SSI COLA would also be
shifted to a calendar year basis and would be measured in the
same way as for OASDI purposes.

Effective date.—For cost of living adjustment otherwise payable
in July 1983 checks.
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0ASDI SAVINGS

{In billions, calendar years)

1983 1984 1985 1986 1987 1988 1989  1983-89

Short range........... $3.2 852 954 $55- %62 $67 $73  $394
Long tange: .30 percent of taxable payroll.

SST COSTS (CBO ESTIMATES)

{In milliors, fiscal years)

1983 1984 1985 1986 198/ 1988

Costs .. —$100 —$130 —$170 —§170 —$175 —$210

ELIMINATE “WINDFALL BENEFITS
(Section 112 of the Bill)

Present law

Social security benefits for workers with low average earnings
are a relatively high proportion (up to 90 percent) of their average
earnings under social security. No distinction is currently made be-
tween persons who have a lifetime of low earnings and those who
have low average earnings only because they worked few years in
covered employment (possibly at high wages) and many years in
employment not covered by social security. Both groups receive the
heavily weighted social security benefit intended for the first
group. The heavily weighted benefit paid to the second group is
often referred to as a “windfall”.

The present law benefit formula for persons who reach age 62 or
who become disabled before age 62 in 1983 is: 90 percent of the first
$254 of average indexed monthly earnings in covered employment
(AIME), plus 32 percent of AIME over $254 and up to $1,528, plus
15 percent of AIME in excess of $1,528.

Committee amendment

The Committee amendment would reduce (but not eliminate)
social security benefits for retired and disabled workers who first
become eligible for a pension based on non-covered employment
after 1983. For such workers who do not have a long record of sub-
stantial work under social security, the heavily weighted 90 per-
cent factor in the benefit formula would be replaced by a factor of
32 percent, phased in over a five year period as follows:

Benefit factor

Year of first eligibility under OASDI: Percent

1984 78.4
66.8
55.2
43.6
320

To moderate the impact of this provision on people with small
pensions from non-covered employment, social security benefits
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could in no case be reduced by more than one-third of the portion
of the worker’s pension based on service which was non-covered
employment. The offset would not apply to persons with pensions
based on one year or less of non-covered employment.

In addition, the Committee amendment exempts from any reduc-
tion under this provision those individuals who have a long history
of substantial work under the social security program. People who
have thirty or more years of covered employment in which they
paid social security taxes on at least 25 percent of the maximum
taxable earnings would have their benefits computed under the
regular provisions without any reduction under the windfall provi-
sion. People with less than 30 but more than 24 years of substan-
tial social security employment would have the windfall reduction
applied on a phased in basis under which the first factor in the
benefit formula would be reduced by 10 percentage points for each
year below thirty years of covered employment. This would not
reduce benefits by more than the regular windfall provision howev-
er. (A year of substantial employment is a year in which covered
earnings were at least 25 percent of the wage base. For years after
1977, the base used would be the 1977 base with adjustments for
increased earnings after that date.)

Survivor benefits would not be affected by this provision.

The National Commission on Social Security Reform recommend-
ed modifying the social security benefit formula so as to eliminate
windfall benefits received by workers who in the future receive
social security as well as pensions from non-covered employment.
(No specific formula was recommended.)

Effective date.—January 1, 1984, for retired or disabled workers
who first become eligible for a non-covered pension after 1983.

0ASDI SAVINGS

{In billions, calendar years)

1984 1985 1986 1987 1988 1989  1984-89

Short range M o ®m (v %1 sl $03
Long range .05 percent of taxable payroll.

1 Less than $50 million.

BENEFITS FOR DIVORCED OR DISABLED WIDOWERS OR WIDOWS WHO
REMARRY

(Section 113 of the Bill)

Present law

Current law permits the continuation of benefits for widows and
widowers who remarry after age 60, the age of first eligibility for
benefits. If the widow(er) marries after age 60, he or she receives
the benefits to which he or she is entitled as a wage earner,
widow(er) or spouse, whichever is larger. However, benefits for dis-
abled widow(er)s and disabled surviving divorced spouses (payable
from age 50 to 60) and for surviving divorced spouses (payable at
age 60) are terminated if the individual remarries.
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Committee amendment

The Committee amendment would provide that benefits continue
to be paid to certain beneficiaries upon remarriage if that marriage
takes place after the age of first eligibility. Benefits would be pay-
able to: disabled widow(er)s and disabled surviving divorced spouses
who remarry after age 50, and surviving divorced spouses who re-
marry after 60. No change would be made in the current dual enti-
tlement provision of the law which allows only the highest benefit
to which an individual is eligible to be drawn. This is comparable
to the present law treatment of widows and widowers.

This amendment is the same as the recommendation of the Na-
tional Commission on Social Security Reform.

9g§fective date.—For benefits payable for months after December
1983.

0ASDI COST

{ln billions, calendar years}

1984 1985 1986 1987 1988 1989  1984-89

Short range )y )y )y () )y () =$01
Long range: negligible.

1 Lgss than $50 million.

CHANGES IN INDEXING FOR DEFERRED SURVIVOR BENEFITS

(Section 114 of the Bill)

Present law

Survivor benefits (for widows, widowers, and surviving children)
are based on the deceased worker’s earnings in covered employ-
ment. Such earnings are indexed to reflect economy-wide wage in-
creases through the second year before the death of the worker. Be-
ginning with the year of death, benefit levels are indexed to price
changes.

Should the worker die long before the spouse is eligible for bene-
fits, the benefit to which the widowed spouse ultimately becomes
eligible (in old-age or at disability) is based on outdated wages.
Thus, women who become widowed at a relatively young age, but
do not become eligible for benefits for many years, are deprived of
their husband’s unrealized earnings as well as the economy-wide
wage increases that may have occurred since the death of their
husbands.

Committee amendment

The Committee amendment would provide that deferred widow
and widower benefits would continue to be based on earnings in-
dexed to wages as under present law, however, this wage indexing
would continue after the death of the worker. This is the same as
the recommendation of the National Commission on Social Secu-
rity Reform. In addition, the Committee amendment would specify
that such wage indexing would apply through the year the worker
would have reached age 60, or two years before the survivor be-

17-763 0 - 83 - 3
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comes eligible for aged or disabled widow’s benefits, whichever is
earlier. In no case would benefits be lower than under present law.

Effective date.—For persons becoming eligible for survivors bene-
fits after December 31, 1984.

0ASDI COST

[In biltions, calendar years]

1984 1985 1986 1987 1988 1983  1984-89

Short range m o omomomMm (")
Long range: — .05 percent of taxable payroll.

* Less than $50 millic.

INDEPENDENT ELIGIBILITY FOR DIVORCED SPOUSES
(Section 115 of the Bill)

Present law

A divorced spouse, eligible for benefits at age 62, may not begin
to draw social security benefits until the worker begins to draw
benefits. For some divorced women, this means that they may have
to wait several years beyond their own retirement age (either be-
cause their ex-spouse delays retirement or otherwise fails to apply
for benefits) before they can begin to draw benefits.

Committee amendment

The Committee amendment would allow divorced spouses (who
have been divorced for a significant period) to draw benefits at age
62 if the former spouse is eligible for retirement benefits, whether
or not the former spouse has claimed these benefits or has had
them suspended because of substantial employment. This is the
same as the recommendation of the National Commission on Social
Security Reform. In addition, the Committee amendment would
specify that the proposal would only apply to spouses who have
been divorced for at least two years.

gffective Date—For benefits payable for months after December
1984.

0ASDI COST

[In billions, calendar years}

1984 1985 1986 1987 1988 1989  1983-89

Short range... M omom MM =%l
Long range. — 01 percent of taxable payroll.

t Less than $50 million.
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INCREASE BENEFITS FOR DISABLED WIDOWS AND WIDOWERS
(Section 116 of the Bill)

Present law

Social Security benefits for widows and widowers are first pay-
able at age 60. Benefits are payable in full (i.e., 100 percent of the
worker's primary insurance amount) at age 65, and at reduced
rates at ages 60-64 (i.e., phasing up from 71.5 percent of the pri-
mary insurance amount at age 60). Benefits also payable at re-
duced rates to disasbled widows and widowers aged 50-59 (e,
phasing up from 50 percent of the primary insurance amount at
age 50).

Committee amendment

The Committee amendment would increase benefits for disabled
window(er)s age 50-59 to 71.5 percent of the primary insurance
amount, the amount to which widow(er)s are entitled at age 60.
The proposal would be applicable to new beneficiaries and to those
on the rolls on the effective date of the provision. This is the same
as the recommendation of the National Commission on Social Secu-
rity Reform.

9€J§fective date.—For benefits payable for months after December
1983.

OASDI COST

[in billions, calendar years]

1984 1985 1986 1987 1988 1989  1984-89

Short range —$02 —~$0.2 —$0.2 —$02 —$03 —803 —$14
Long range: —.01 percent of taxable payroll

ADJUSTMENT OF COST-OF-LIVING INCREASE WHEN TRUST FUND RATIO
FALLS BELOW 20 PERCENT

(Section 117 of the Bill)
Present law

The automatic cost-of-living adjustment (COLA) in social security
benefits is applicable to the June benefit, which is payable at the
beginning of July, and is based on the increase in the Consumer
Price Index. When increases in prices outrun increases in wages,
income to the trust funds falls behind outgo, and cash flow prob-
lems may result. There is no mechanism under current law to
adjust trust fund outlays and revenues to take account of such ad-
verse economic fluctuations.
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Committee amendment

The Committee amendment would modify the cost-of-living ad-
justment formula during periods when trust fund reserves are low
in order to help stabilize reserves. Specifically, if the OASDI trust
fund ratio (reserves as a percentage of outgo) as of the beginning of
a year is less than 20 percent, the adjustment of OASDI benefits
would be based on the lower of the increase in the CPI or average
wages. Subsequently, when the balance in the trust funds has risen
to at least 32 percent of estimated annual outlays, “catch-up” bene-
fit payments would be made during the following year, but only to
the extent that sufficient funds are available over those needed to
maintain a fund ratio of 32 percent. Catch-up payments would sup-
plement monthly benefits otherwise payable to make up for any
COLA losses that result from basing the adjustment on wages
rather than prices. This would not apply to the COLA for the Sup-
plemental Security Income (SSI) program. This is the same as the
recommendation of the National Commission on Social Security
Reform.

Effective date.—This provision would first be applicable in 1988.

Cost/savings.—This proposal is estimated to have no impact on
the trust funds under 1983 Trustees II-B assumptions.

INCREASE DELAYED RETIREMENT CREDIT

(Section 118 of the Bill)

Present law

A worker who delays retirement beyond age 65 (i.e., does not ac-
tually receive social security benefits) is eligible for a delayed re-
tirement credit (DRC). The worker’s benefit is increased for each
month after age 65 and prior to age 72 for which benefits are not
paid, either because of earnings or because the worker does not
claim benefits. for workers eligible for benefits after 1978, the DRC
is equal to 3 percent per year (one-quarter of 1 percent per month).

Committee amendment

The Committee amendment would gradually increase, between
1990 and 2010, the delayed retirement credit to 8 percent per year,
as recommended by the National Commission on Social Security
Reform. (The amount of credit would relate to year of attainment
of age 65.) Beginning in 1990 the DRC would Ke increased by Ya
percent each subsequent year until reaching 8 percent in 2010.

OASDI cost: —0.10 percent of taxable payroll.

INCREASE IN RETIREMENT AGE
(Section 119 of the Bill)

Present law

Unreduced retirement benefits are available to workers, spouses,
and widows and widowers at age 65. Actuarially reduced benefits
are available at age 62 for workers and spouses and at age 60 for
widows and widowers.
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Committee amendment

The Committee amendment would gradually raise the age at
which full social security benefits are payable from 65 to 66, begin-
ning with those who attain age 62 in 2000. Under this provision,
the normal retirement age would be increased one month per year,
reaching 66 for those attaining 62 in the year 2012 or later. Early-
retirement benefits would continue to be available beginning at age
62 for workers and spouses and at age 60 for widows and widowers,
but the actuarial reduction factors would be larger. The minimum
age for eligibility for medicare benefits would continue to be tied to
the age at which unreduced retirement benefits are first available.

The majority of the members of the National Commission on
Social Security Reform made this recommendation. In addition,
they recommended indexing the retirement age to changes in lon-
gevity, beginning in 2012,

Effective date.—For people attaining 62 in 2000.

OASDI savings: 0.40 percent of taxable payroll.

LONG-RANGE BENEFIT CHANGE

(Section 120 of the Bill)

Present law

In computing social security benefits, a worker’s earnings under
social security are averaged and a benefit formula is applied to
those average indexed monthly earnings (AIME) to arrive at the
initial basic benefit amount called the primary insurance amount
(PIA). The PIA is the amount a worker is eligible to receive at 65.
Dependents’ and survivors’ benefits are based on the worker’s PIA.

The formula for a worker who becomes eligible for benefits in
1983 is: 90 percent of the first $254 of AIME, plus 32 percent of the
gf%az% from $254 through $1,528, plus 15 percent of the AIME over

The two dollar figures in the formula, $254 and $1,528, are raised
(indexed) each year to reflect increases in average wages in the
economy. Thus, a new formula is created each year for the new
group of workers becoming eligible for benefits in that year.

This system was adopted by the 1977 Social Security Amend-
ments. The annual adjustment of the dollar amounts in the benefit
formula, the bend points, by the full amount of the increase in
average wages leads to higher initial benefits over time and to re-
placement rates—the percentage of a worker’s prior earnings that
are replaced by his social security benefit—that remain at approxi-
mately the same level.

Committee amendment

For people first becoming eligible for benefits in 2000, the Com-
mittee amendment would reduce initial benefit levels by 5.3 per-
cent by decreasing the percentage factors in the benefit formula by
two-thirds of one percent each year for 8 years. This would have
the effect of reducing the ultimate replacement rate by 5 percent.

Effective date.—For people first becoming eligible for retirement
or disability in 2000.

OASDI savings: 0.43 percent of taxable payroll.
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ELIMINATION OF RETIREMENT EARNINGS TEST
(Section 121 of the Bill)

Present law

Social security beneficiaries under age 70 who work and have
earnings are subject to a one dollar reduction in benefits for every
two dollars of earnings, when their earnings exceed certain exempt
amounts. For 1983, the annual exempt amount is $6,600 for people
age 65 and older.

Committee amendment

The Committee amendment would gradually phase out, between
1990 and 1994, the retirement earnings test for people 65 and older.
The exempt amount of earnings would be increased by $3,000 in
1900 and in each of the next four years, with the earnings test (for
people 65 and older) completely eliminated in 1995.

Effective date.—The provision would be phased in between 1990
and 1994.

OASDI cost.—This amendment is estimated to cost 0.05 percent
of taxable payroll in the long-range.

CHILD-CARE DROP OUT YEARS
(Section 122 of the Bill)

Present law

In computing a worker’s covered earnings history under social
security (upon which his and his family’s benefits are based), up to
five years in which earnings are lowest are dropped.

Committee amendment

The Committee amendment would allow up to two additional
years to be dropped for persons who leave the workforce to care for
a child under 3 in the home. To qualify for a child-care drop year,
the worker can have no earnings at all during the year.

Effective date.—For persons first eligible for benefits after 1983.

0ASDi COST

[In billions, calendar years]

1984 1985 1985 1987 1988 1989

SROM-TANGE: -.verrrreeeeraraeneecessssrssressssssses s ssssssssssssssssssssssses s (1) —$01 —$01 —$0.2 —$04 —$05 —8$13
Long range: — .04 percent of taxable payroll.

¥ Less than $50 million.

PRISONERS BENEFITS
(Section 128 of the Bill)

Present law

Persons imprisoned for the conviction of a felony may not receive
student benefits (which are being phased out anyway), and are not
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eligible for disability benefits unless they are participating in a
court-approved rehabilitation program. (Dependents benefits are
not affected.) Also, impairments resulting from the commission of a
crime cannot be the basis for disability benefits and impairments
occurring during imprisonment cannot be the basis for disability
benefits during the period of imprisonment.

Presently, benefits may continue to be paid to incarcerated felons
who are either retired workers, widow or widower beneficiaries,
spouses of retired or disabled workers, and to those DI beneficiaries
in a court-approved rehabilitation program.

Committee amendment

The Committee amendment would expand present law to elimi-
nate all benefits to felons during their period of incarceration.
Benefits of dependents and survivors of incarcerated felons would
not be affected.

Effective date.—Applicable to benefits paid for the month after
enactment.

OASDI Cost: Negligible.

ELIMINATE BENEFITS TO ALIENS

(Section 124 of the Bill)

Present law

There are no citizenship or residence requirements for receiving
social security cash benefits (OASDI). Any alien in the U.S.—
whether legally or illegally, or as a permanent or temporary resi-
dent—is eligible for benefits provided he has engaged in covered
employment and otherwise meets the eligibility requirements. De-
pendents and survivors are also eligible for benefits regardless of
their immigration status or that of the insured worker.

About $1 billion is being paid annually to the 314,000 benefici-
aries who reside abroad. About 70% of these beneficiaries are
aliens.

Committee amendment

The Committee amendment provides that, in the future, benefits
would be eliminated to alien workers, their dependents and survi-
vors who reside abroad. No benefits would be paid to alien depend-
ents of alien workers who were acquired (through marriage, birth
or adoption) while outside the United States. However, benefits
would be paid under the following conditions:

(1) the worker is the citizen of a country with which the
United States has a treaty or totalization agreement which
provides for reciprocity of social security coverage; and

(2) benefits would continue until total benefits paid to the
wage earner and dependents equal taxes paid by the wage
earner.

Effective dates.—This amendment would apply to new eligibles
on or after January 1, 1985.
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0ASDI SAVINGS

{Dotlars in billions, catendar years)

1983 1984 1985 1986 1987 1988 1983 1983-88

Short range (D I 5 BN € B £ B £ B C B G B
Long range: .01 percent of taxable payroll.

! Savings of less than $50 miliion.

FAIL-SAFE PROVISION

(Section 125 of the Bill)

Present law

Presently, there are no “fail-safe” provisions in the social secu-
rity system that ensure benefit payments can be met on an ongoing
basis in the face of adverse economic conditions. (The Board of
Trustees is required to report immediately to the Congress if any of
the trust funds is “unduly small”.)

Committee amendment

Under the Committee amendment, the Secretary of Health and
Human Services would be required to make an annual evaluation
of the projected balances in the cash benefits trust funds, taking
into account future cost-of-living increases. If the cash benefits
(OASDI) fund reserves are projected to decline from the start of the
next year to the start of the following year and to then be less than
20 percent of a year’s benefits, the Secretary would be required to
notify the Congress and if no action is taken, to scale back the
COLA to the extent necessary to prevent a decline which would
leave the reserves below that level.

Insofar as possible, the limitation on the COLA would be applied
to people whose benefits are based on a primary benefit level of
more than $250 per month. The determination as to whether a lim-
itation on the cost-of-living increase was necessary would be made
only after taking into account all other statutory provisions for as-
suring adequate funds. The Secretary would have to notify Con-
gress by July 1 of each year in which he finds that action to limit
the next cost-of-living increase would be required under this provi-
sion. Since cost-of-living increases will be reflected in the January
checks, this would give Congress several months in which to pro-
vide additional funding or to address the problem in any other
manner the Congress might find to be appropriate.

The Committee views this provision as a last resort which would
come into play only after all other authorities for maintaining
trust fund solvency had been exercised. Thus, for example, other
provisions in this legislation for such procedures as interfund bor-
rowing and normalization of tax transfers would be invoked before
this provision would be operative to the extent that such proce-
dures are authorized by law. Under current projections such meas-
ures should be sufficient to keep fund balances from declining to
dangerous levels. If, however, unexpected adverse situations should
develop, this provision would assure that sufficient reserves were
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maintained so that regular, timely payment of monthly benefit
checks would not be placed in jeopardy.

This provision would implement the recommendation of the Na-
tional Commission on Social Security Reform that this social secu-
rity financing legislation include provision for a “fail-safe” mecha-
nism.

Effective date.—Determinations beginning July 1, 1984.

OASDI Cost Impact: This provision is not expected to be utilized
under the 1983 Trustees intermediate (II-B) assumptions.

Part C—REVENUE PROVISIONS

A. Taxation of social security and railroad retirement benefits
(sec. 131 of the bill, new Code secs. 86 and 6050, and Code secs. 861,
871, 1441, and 6103)

Present law

Under present law, social security benefits are excluded from the
gross income of the recipient. Their exclusion is based upon a
series of administrative rulings issued by the Internal Revenue
Service in 1938 and 1941 (see I.T. 3194, 1938-1 C.B. 114, L.T. 3229,
1938-2 C.B. 136, and LT. 3447, 1941-1 C.B. 191). Railroad retire-
ment benefits are excluded from gross income under the Railroad
Retirement Act.

In general, the gross amount of fixed or determinable annual or
periodic income (which is not effectively connected with a U.S.
trade or business) received by a nonresident alien from U.S.
sources is subject to a 30-percent tax (Code sec. 871); this tax is col-
lected by withholding (sec. 1441). A pension for services performed
in the United States would be U.S.-source income and the gross
amount of a U.S.-source pension is subject to the 30-percent with-
holding tax or a lower rate if so provided by treaty. The U.S. Model
Income Tax Treaty, as well as.a number of actual tax treaties to
which the United States is a party, provides reciprocally that pen-
sions received by a resident of one country from sources in the
other country are taxable only by the country of residence. Howev-
er, the United States has reserved the right to tax social security
benefits in the U.S. Model Income Tax Treaty and a number of
actual tax treaties.

Reasons for change

The Committee believes that the present policy of excluding all
social security benefits from a recipient’s gross income is inappro-
priate. The committee believes, further, that social security bene-
fits are in the nature of benefits received under other retirement
systems, which are subject to taxation to the extent they exceed a
worker’s after-tax contributions and that taxing a portion of social
security benefits will improve tax equity by treating more nearly
equally all forms of retirement and other income that are designed
_ to replace lost wages (for example, unemployment compensation
and sick pay). Furthermore, by taxing social security benefits and
appropriating these revenues to the appropriate trust funds, the fi-
nané:ial solvency of the social security trust funds will be strength-
ened.

17-763 0 - 83 - 4
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Because Tier 1 benefits provided under the Railroad Retirement
Act are largely equivalent to social security benefits, the committee
believes that corresponding changes also should be made in the tax
treatment of these benefits. That is, a portion of railroad retire-
ment benefits also should be subject to income taxation.

By taxing only a portion of social security and railroad retire-
ment benefits (that is, up to one-half of benefits in excess of a cer-
tain base amount), the Committee’s bill assures that lower-income
individuals, many of whom rely upon their benefits to afford basic
necessities, will not be taxed on their benefits. The maximum pro-
portion of benefits taxed is one-half in recognition of the fact that
social security benefits are partially financed by after-tax employee
contributions. The bill’s method for taxing benefits assures that
only those taxpayers who have substantial taxable income from
other sources will be taxed on a portion of the benefits they re-
ceive.

Taxation of social security and railroad retirement benefits

Under the committee’s bill, a portion of social security benefits
will be included in the gross income of recipients whose adjusted
gross income exceeds certain levels. (This provision is not intended
to change the tax treatment of social security benefits paid by for-
eign governments; these benefits have been held by Treasury to be
fully includible in gross income (Rev. Rul. 62-1979, 1962-2, C.B.
20)). The bill defines a ‘“‘social security benefit”’ as any amount re-
ceived by the taxpayer by reason of entitlement to either (1) a
monthly benefit under title II of the Social Security Act (Federal
Old-Age, Survivors, and Disability Insurance Benefits (OASDI), or
(2) Tier 1 benefit under the Railroad Retirement Act of 1974. A
Tier 1 benefit generally is a monthly benefit equal to what an indi-
vidual would receive if the formula for computing social security
benefits were applied to the individual’s history of covered wages
under both the social security and railroad retirement systems.

Social Security benefits, to the extent they are taxable, will be
included in the taxable income of the person who has the legal
right to receive the benefits. For example, benefits gaid to a child
(or on behalf of a child under section 203(i) of the Social Security
Act) will be considered to be the child’s and will be added to the
child’s other income to determine whether they are taxable. The
amount of benefits received refers to benefit payments after reduc-
tions under such provisions as actuarial reductions, family maxi-
mum, and the earnings test, but includes certain amounts that
may be withheld from geneﬁts, such as payments of supplementary
medical insurance premiums, where the amounts withheld are for
the purpose of meeting a financial obligation incurred by the indi-
vidual entitled to receive such benefit payments. In addition, the
amount of any social security benefits received will include the
total amount of the benefits without any reduction for attorneys’
fees, if any, paid in order to enable an individual to receive those
benefits. The committee expects the Secretary of the Treasury to
provide guidance on the extent to which expenses (such as attor-
neys’ fees) incurred in perfecting claims to social security benefits
Lnay bgd deducted, now that some of the social security benefits may

e taxed.
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Social security benefits that will be included in the gross income
of a taxpayer for a taxable year will be limited to the lesser of (1)
one-half of the social security benefits received, or (2) one-half of
the excess of the sum of the taxpayer’s adjusted gross income, in-
terest on obligations exempt from tax, and one-half of the social se-
curity benefits received, over the appropriate base amount. Thus,
the maximum proportion of social security benefits that will be in-
cluded in the gross income of any taxpayer will be one-half of bene-
fits. This provision does not affect the exclusion for interest on tax-
exempt obligations. Rather, it merely includes that interest in the
base for the purpose of determining the amount of an individual’s
social security benefits that will be taxed.

The base amount is $32,000 in the case of a married individual
filing a joint return; zero in the case of a married individual filing
a separate return, unless he or she lived apart from his or her
spouse for the entire taxable year; and $25,000 in the case of all
other individuals.

The base amount is zero for married individuals filing separate
returns because the committee believes that the family should be
treated as an integral unit in determining the amount of social se-
curity benefit that is includible in gross income under this provi-
sion. If the base amount for these individuals were higher, couples
who are otherwise subject to tax on their benefits and whose in-
comes are relatively equally divided would be able to reduce sub-
stantially the amount of benefits subject to tax by filing separate
returns.

For the purpose of determining how much of a taxpayer’s social
security benefit will be included in gross income, a taxpayer will be
permitted to reduce benefits received during the taxable year by
the amount of benefits, previously received during the current or
any preceding taxable year, that he repays during the taxable year.
This provision is necessary to prevent a taxpayer from being sub-
ject to taxation on his benefits in those situations in which a tax-
payer must repay a portion of those benefits because he has been
overpaid previously. A taxpayer will be permitted an itemized de-
duction, to the extent allowed under section 165, for repayments of
social security benefits which had been included in gross income in
a previous year, to the extent that the repayments exceed social se-
curity benefits received by the taxpayer, and not repaid, during the
taxable year. Alternatively, if such amount repaid exceeds $3,000,
the taxpayer has the option under section 1341 to compute tax for
the taxable year without the deduction and to subtract from that
amount the reduction in tax that would have resulted from exclud-
ing the amount repaid from income for the year of the overpay-
ment.

The committee’s bill provides an elective, special rule for taxpay-
ers who receive lump-sum payments. This rule was determined to
be necessary because in some situations involving lump-sum pay-
ments of benefits attributable to prior years, the general income-
aveaging rules may not provide adequate relief.

If this special rule is elected, the taxpayer will detemine the tax
for the taxable year of receipt of the lump-sum payment by includ-
ing in gross income for the current year the sum of the increases in
gross income that result solely from taking into account the appro-
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priate portions of the lump-sum payment in the taxable year to
which they are attributable. The committee intends that when
_ lump-sum payments are made, the Social Security Administration
or Railroad Retirement Board will notify the recipients thereof of
the taxable years to which the payments are attributable.

Social security benefits are to be treated as a pension or annuity
and, therefore, not treated as earned income, for purposes of the
earned income credit, the deduction for contributions to individual
retirement arrangements, the deduction for two-earner couples,
and the foreign earned income exclusion.

Returns relating to social security benefits

Information reporting will be required with respect to benefit
payments. Specifically, the appropriate Federal official (i.e., the
Secretary of Health and Human Services, in the case of social secu-
rity benefits, and the Railroad Retirement Board, in the case of
railroad retirement benefits) will be required to report to the
Treasury (1) the aggregate amount of benefits paid with respect to
any individual during any calendar year; (2) the aggregate amount
of benefits repaid by the individual during the calendar year; and
* (3) the name and address of the individual with respect to whom
benefits are paid. In addition, each individual receiving social secu-
rity or railroad retirement benefits will be furnished with a written
statement showing (1) the name of the agency making the pay-
ments, and (2) the aggregate amount of payments and repayments.
This statement will be due by January 31 of the year following the
year in which social security benefits are paid.

Treatment of nonresident aliens

The committee’s bill provides that social security benefits paid by
the United States are U.S.-source income for purposes of the Code,
including the foreign tax credit. In addition, one-half of social secu-
rity benefits paid to nonresident aliens will be subject to the gener-
al 30-percent tax which will be collected by withholding. The com-
mittee’s bill is not intended to override the treatment of social se-
curity benefits provided in existing income tax treaties to which
the United States is a party.

The committee’s bill permits the Secretary of the Treasury to
disclose to the Social Security Administration or the Railroad Re-
tirement Board available return information from the master files
of the Internal Revenue Service with respect to the address and
status of an individual as a nonresident alien or as a resident or
citizen of the United States. This information, which may be dis-
closed upon written request, may be disclosed to the Social Security
Administration and the Railroad Retirement Board only for pur-
poses of carrying out their responsibilities for withholding taxes
from social security benefits of nonresident aliens. Any return in-
formation disclosed under this provision will be subject to the pres-
ent law requirements regarding recordkeeping and safeguarding of
return information.

Transfers to trust funds

The committee’s bill appropriates to each payor fund the in-
crease in Federal income tax liabilities attributable to taxing social
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security benefits. This amount is the difference between total
income tax liabilities for the year and what income tax liabilities
would have been without the application of the Code sections
which provide for the taxation of benefits. A “payor fund” is any
trust fund or account from which payments of social security bene-
fits are made.

The appropriated amounts are to be transferred from time to
time (but no less frequently than quarterly) from the general fund
of the Treasury on the basis of estimates made by the Secretary of
the Treasury. Transfers to the payor funds may be based on the
proportion of each type of benefit as a share of the total benefits
potentially includible in gross income under these provisions. For
example, suppose that after adding OASI benefits, DI benefits and
Tier I railroad retirement benefits the shares of these in the total
are 80 percent, 16 percent, and 4 percent, respectively. These per-
centages of the increase in tax liabilities described above may then
be transferred to the respective funds.

Any quarterly payment to a payor trust fund must be made on
the first day of the quarter and must take into account social secu-
rity benefits estimated to be received during the quarter. Proper
adjustments are to be made in the amounts subsequently trans-
ferred to the extent that prior estimates were in excess of, or less
than, the amounts required to be transferred. A final determina-
tion of the amount required to be transferred for a year may be
based on an estimate derived from the appropriately weighted
sample of individual income tax returns for that year which is used
as the basis for the Internal Revenue Service’s publication of statis-
tics of income for that year under Code section 6108. In making
these estimates, the Secretary of the Treasury need not take ac-
count of certain provisions of the tax law that might affect an indi-
vidual’s tax liability (e.g., income averaging, loss carrybacks, etc.) if
these provisions are judged to have an inconsequential effect on
the estimates.

The Secretary of the Treasury will be required to submit annual
reports to the Congress and to the Secretary of Health and Human
Services and the Railroad Retirement Board concerning (1) the
transfers made during the year, and the methodology used in de-
termining the amount of the transfers and the funds or account to
which made, and (2) the anticipated operation of the transfer mech-
anism during the next five years.

Taxation of Tier One railroad retirement benefits

The Committee’s bill provides that railroad retirement “Tier 17
benefits are subject to taxation to the same extent and in the same
manner as monthly benefits payable under title II of the Social Se-
curity Act. As a result of this change, certain amounts will be
transferred regularly to the Railroad Retirement Account.

Under the financial interchange between railroad retirement
and social security, however, the social security trust funds are
placed in the same position they would have been in if railroad em-
ployment were covered under social security. Therefore, the com-
mittee understands that existing law requires that the proceeds of
income taxes on those railroad retirement benefits which are strict-
ly equivalent to social security benefits are to be credited to the
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social security trust funds through adjustments in the financial in-
terchange. This will produce exactly the same result as if the social
security system had paid that portion of the tier I benefits which
are strictly equivalent to social security benefits and had received
the proceeds of the income tax on these benefits.

Effective date

In general, the provisions will apply to benefits received after De-
cember 31, 1983, in taxable years ending after that date. However,
the provisions will not apply to benefits received after December
31, 1983, if the generally applicable payment date of these benefits
was before January 1, 1984.

B. Acceleration of increases in FICA taxes; 1984 employee tax
crgd%t (sec. 132 of the bill; secs. 3101, 3111, and new sec. 3510 of the
code

Present Law

Under present law, several increases in social security payroll
tax (FICA) rates are already scheduled to take effect between 1985
and 1990, as shown in the following table:

EMPLOYER-EMPLOYEE RATE (EACH)

Year ’ 0ASDI Hl - OASDI-HI
1984 54 130 670
1985 §1 13 705
1986.......ccorrririe : . 57 145 115
1987 57 145 115
1988 57 145 115
1989 - 57 145 115
19801 s 62 145 765

Reasons for change

In conjunction with other changes in the law which are designed
to help insure the solvency of the OASDI Trust Funds, the commit-
tee has found it necessary to advance the OASDI increase sched-
uled for 1985 to 1984 and part of the increase scheduled for 1990 to
1988. In order to cushion the impact on workers of the first change,
a one-time tax credit is provided to employees equal to the 1984 in-
crease in the employees FICA tax.

Explanation of provision

The bill provides a new schedule of OASDI rates and leaves HI
rates unchanged. The new OASDI rates and combined OASDHI
rates are as follows: .

EMPLOYER-EMPLOYEE RATE (EACH)

Year 0ASDI Hi OASDI-HI
1984 .. 570 130 700
1985..... 570 138 705

1986 570 145 115
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EMPLOYER-EMPLOYEE RATE (EACH)—Continued

Year o w0
1987..... 570 145 715
1988 606 145 751
1989 606 145 751
1990 620 145 768

Because railroad retirement (RR) payroll taxes are linked to the
rates for social security, the committee’s bill also provides similar
increases in the corresponding railroad retirement taxes.

The bill provides emplyees a credit equal to 0.3 percent of com-
pensation subject to the FICA and RR taxes and to payments of
amounts equivalent to FICA taxes under section 218 of the Social
Security Act. Because the credit is to be taken into account at the
time the tax is collected (by deduction from the employees’ wages
or otherwise), the net OASDI employee tax rate for 1984 will be
5.40 percent. However, employees’ annual wage statements are to
show the gross FICA tax (7.00 percent of wages) and the credit
amount (0.3 percent of wages) separately. As under present law,
the appropriation of funds into, for example, the OASDI trust
funds will be based on the gross OASDI employee tax rate, which
will be 5.70 percent and, thus, will not be affected by the credit.

Effective date.—These provisions will apply to remuneration paid
after December 31, 1983.

C. Self-employment income tax and credit (secs. 133 of the bill
and secs. 43, 164, 275, 401, 1401, and 1402 of the Code)

Present Law

The Self-Employment Contributions Act (SECA) imposes two
taxes (OASDI and HI) on self-employed individuals. Self-employed
persons pay an OASDI tax rate that is equal to approximately 75
percent of the combined employer-employee rate and an HI tax
rate that is equal to 50 percent of the combined employer-employee
rate.

The presently scheduled OASDI rates for self-employment
income are as follows: ‘

IN THE CASE OF A TAXABLE YEAR
Beginning after: and before: percent:
December 31, 1981 January 1, 1985 8.05
December 31. 1984 . January 1, 1990 8.55
December 31, 1989 9.30

The HI rates for self-employment income are as follows: ,

IN THE CASE OF A TAXABLE YEAR

Beginning after: and before: percent:

December 31, 1980 January 1, 1985 1.30
December 31. 1984 . January 1, 1986 135
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IN THE CASE OF A TAXABLE YEAR—Continued

Beginning after: and before: percent:

December 31, 1985 ... s 1.4%

Under present law, the expenses of compensation or purchased
services, including wages, the employer FICA tax, and payments to
self-employed individuals are deductible, for income tax purposes,
as business expenses. However, neither the employee FICA tax nor
the SECA tax is deductible.

Reasons for change

The committee is concerned that, under the current system, self-
employed individuals pay into the social security system less than
employers and employees, taken together, contribute for equal
benefits. Thus, even though an employer may take an income tax
deduction for his share of the payroll tax paid on behalf of an em-
ployee and Federal revenues would be reduced thereby, the social
security trust funds received less than is necessary to provide bene-
fits to self-employed individuals. This disparity in receipts contrib-
utes to the financial difficulties of the social security system.

Explanation of provisions

Under the bill, the OASDI rate on self-employment income will
be equal to the combined employer-employee OASDI rate, and the
HI tax rate on self-employment income will be equal to the com-
bined employer-employee HI rate. In order to cushion the impact of
the increase, the bill provides a permanent credit against SECA
taxes.

The OASDI tax rate on self-employment income will be:

IN THE CASE OF A TAXABLE YEAR
Beginning after: and before: percent:
December 31, 1983 January 1, 1988 11.40.
December 31, 1987 January 1, 1990 12.12
December 31, 1989 12.40

The HI rate for self-employed persons will be:

IN THE CASE OF A TAXABLE YEAR
Beginning after: and before: percent:
December 31, 1983........ January 1, 1985 260

December 31, 1984 January 1, 1986 2.0
December 31, 1985 . 2.90

Beginning in 1984, self-employed persons will be entitled to a
permanent credit against SECA tax. For 1984, the credit will be 2.9
percent of self-employment income. For 1985, the credit will be 2.5
percent. For 1986, the credit will be 2.2 percent. For 1987-1989, the



33

credit will be 2.1 percent. For 1990 and subsequent years, the rate
of the credit will be 2.3 percent. The SECA tax credits may be
taken directly into account in computing SECA liability for a tax-
able year and estimated tax payments for that year.

The SECA tax credits will not reduce the revenues of the social
security trust funds, since under the Social Security Act, appropri-
ations into the trust funds will be based on the SECA tax rates
specified above without regard to the credits allowed against such
taxes.

Effective date.—The provisions will be effective for taxable years
beginning after December 31, 1983.

REALLOCATION OF OASDI TAX RATE

(Section 141 of the Bill)

Present law

The tax rate allocation between OASI and DI is fixed in the law.
The following table displays the allocation for employers, employ-
ees and the self-employed:

OASDI TAX RATES

{In percent]
Employers and employees, each Seif-employed
0AS! ] OASDI 0AS ] DASDI
198210 1984........ooocece s sssssne s 4.575 0.825 54 6.8125 1.2375 8.05
1985 10 1989....ooeere s 4.750 950 5.7 7.1250 1.4250 8.55
1990 and later S 5.100 1.100 6.2 7.6500 1.6500 9.30

Committee amendment

The Committee amendment would reallocate the OASDI tax so
that both trust funds will have about the same reserve ratios (i.e.,
reserves at the beginning of a year as a percentage of outgo during
the year). This is the same as the recommendation of the National
Commission on Social Security Reform.

The teﬁ‘ollowing table displays the new allocation for the OASDI
tax rate:

{in percent]
Employers and employees, each Self-employed
0ASI 0! 0ASDI 0ASI 1] 0ASDI
1983 5.075 0.625 5.7 10.4625 0.9375 11.40
1984 to 1987 5.20 50 5.7 10.4 1.0 11.40
1988 to 1989 553 53 6.06 11.06 1.06 12.12
1990 to 1999 5.60 60 6.20 112 1.20 12.40

2000 and later 5.55 .68 620 111 1.30 1240

Effective.—The first reallocation would apply for 1983.

17-763 0 - 83 - 5
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INTERFUND BORROWING EXTENSION

(Section 142 of the Bill)

Present law

Public Law 97-123 authorized, through December 31, 1982, bor-
rowing between the OASI, DI, and HI trust funds whenever it was
determined by the Managing Trustee (the Secretary of Treasury)
that additional funds were needed to pay benefits. The Conference
Report specified that amounts borrowed could not exceed what was
required to ensure benefit payments through June 1983. Under this
authority, and to fulfill this purpose, $17.5 billion was transferred
to the OASI trust fund from the DI and HI trust funds in 1982 (of
which $12.4 billion was from HI).

Under the law, the borrowing fund is required to make periodic
interest payments on outstanding balances. Also the loan must be
repaid when the Managing Trustee determines that the assets of
the borrowing fund are sufficient to begin repayment.

Committee amendment

Through 1987, the committee amendment would authorize inter-
fund borrowing between the OASI, DI, and HI trust funds. The fol-
lowing protections would be provided for the HI trust fund: (1) in-
terest would be paid monthly to HI on any outstanding loans to
OASDI; (2) OASDI could not borrow from HI in any month the HI
trust fund ratio is under 10 percent (with no more to be borrowed
than would reduce such ratio to 10 percent); (3) in 1983-87, OASDI
would repay loans from HI whenever the OASDI fund ratio at the
end of the year exceeds 15 percent; and (4) in 1988-89, OASDI
would repay HI, in 24 equal monthly payments, the loan balance
outstanding at the end of 1987 (plus interest on any outstanding
loan balance). :

Similar protections would be provided for the OASI and DI trust
funds in the event that HI were to borrow from OASDI.

The amendment is similar to the recommendation of the Nation-
al Commission on Social Security Reform to authorize, through
1987, interfund borrowing between the OASI and DI trust funds
and to the OASI and DI trust funds from the HI trust fund.

Under the Committee amendment, using intermediate cost esti-
mates the amounts available from the HI trust fund for loans (in
excess of the 10 percent requirement) to the OASDI trust funds
would be about $7 billion in 1984, $5 billion in 1985, $4 billion in
1986, and $3 billion in 1987; however, under this estimate the
OASDI trust funds would not need any further loans in 1983-87.
Under the pessimistic cost estimate, such amounts available from
the HI trust fund would be about $6 billion in 1984, $4 billion in
1985, and zero in 1986-87; however, under this estimate the OASDI
trust funds would not need any further loans in 1983-87 (although
slightly worse experience during that period would make loans nec-
essary).

Effective.—On enactment.
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CREDIT AMOUNTS OF UNNEGOTIATED CHECKS TO THE TRUST FUNDS
(Section 143 of the Bill)

Present law

The social security trust funds are not credited for OASDI bene-
fit checks which remain uncashed. Instead, the value of benefit
checks which are not cashed remains in the General Fund of the
Treasury.

Committee amendment

The Committee amendment would provide for a lump-sum pay-
ment to the OASDI trust funds from the General Fund represent-
ing the amount of uncashed benefit checks which have been issued
in the past. In addition, it would require the implementation of a
procedure under which: (1) the Treasury Department would make
it possible to distinguish OASDI checks from other government
checks; and (2) the trust funds would be credited on a regular basis
with an amount equal to the value of all OASDI benefit checks
which have not been negotiated for a period of twelve months. This
is similar to the recommendation of the National Commission on
Social Security Reform which required only the initial lump sum
transfer, assuming that future transfers were already provided for.

Effective date.—The lump sum transfer would be made in the
month following the month of enactment of this provision.

0ASDI REVENUE GAIN

[In billions, calendar years]

1983 1984 1985 1986 1987 1988 1989 1983-89

Short range 08 (1) (M) (M) () () () s
Long range: negligible.

1 Less than $50 million.

MILITARY WAGE CREDITS

(Sections 144 and 145 of the Bill)
Present law

Since 1946, the OASDI system has provided gratuitous wage
credits to persons who serve in the military forces. Such military
personnel have been credited with earnings (upon which benefits
are based) for which no payroll taxes have been paid. Two types of
credits have been given: (1) for World War II veterans, noncontrib-
utory wage credits of up to $1,920 per year for active military serv-
ice from 1940 to 1957; and (2) noncontributory wage credits of
$1,200 per year for military service performed after 1956 to recog-
nize the value of non-cash compensation, such as food, shelter and
medical services. (In 1957, members of the military were compul-
sorily covered under social security.)

To finance the costs incurred in paying the benefits based on pe-
riods of military service for which no contributions were made, the
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social security trust funds receive reimbursements from the Gener-
al Fund of the Treasury. The annual reimbursement to the trust
funds has been about $700 million in recent years.

Committee amendment

The Committee amendment would credit the OASDHI trust
funds, in a lump sum, with an amount equal to the estimated addi-
tional cost of providing future benefits based on pre-1957 military
wage credits. In addition, the OASDHI trust funds would be cred-
ited with a lump sum payment equaling the taxes that would be
credited with a lump sum payment equaling the taxes that would
have been collected and the interest that would have been earned
if the credits for service after 1956 and before 1983 had been taxed
as they were earned, less the reimbursements already received. Be-
ginning in 1983, a general fund appropriation would reimburse the
trust funds on a current basis for the employer-employee taxes on
additional military wage credits given for non-cash compensation.

This is the same as the recommendation of the National Commis-
sion on Social Security Reform except that the Committee has ex-
tended the provision to include HI.

Effective date.—Lump sum is payable in the month following the
month of enactment. Lump sums would be payable within 30 days
after the enactment of this provision.

0ASDI REVENUE GAIN

{in biilions, calendar years)

1983 1984 1985 1986 1987 1988 1989  1983-89

Short range $184 —$04 —$0.4 —$03 —$04 —$0.4 —$04 8160
Long range: plus .01 of taxable payroll

TRUST FUND INVESTMENT PROCEDURE

(Section 146 of the Bill)

Present law

Payroll tax revenues which are in excess of the amount neces-
sary to pay current benefits must be invested, generally in “special
issue” obligations available for purchase only by the trust funds.
Such obligations have maturities fixed with “due regard” for the
needs of the trust funds and bear an interest rate equal to the
average market yield on all marketable, interest bearings obliga-
tions of the U.S. government which are not due or callable for at
least 4 years.

The maturity dates on new special issues and the redemption
schedule for trust fund investments are not set by law, but by
Treasury procedure. The Treasury attempts to set the maturity
dates for special issues from 1 to 15 years—so that about %5 of the
total portfolio comes due in each of the next 15 years. When securi-
ties must be sold to meet benefit obligations, special issues with the
shortest duration until maturity are sold first. In the event that
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there are several securities with the same duration until maturity,
those with the lowest interest rate are sold first.

Committee amendment

The Committee amendment provides for reinvesting all trust
fund assets each month at a rate of interest based on the average
market rate on all public-debt obligations currently held by Treas-
ury with a duration of four or more years until maturity.

The amendment would require the Managing Trustee to: (1)
redeem all present special issues at their face amount; (2) redeem
all flower bonds (marketable government bonds which, for inheri-
tance tax purposes, are redeemable at par) at their current market
values; and (3) invest, on a monthly basis, the redeemed invest-
ments and all future funds only in separate depository accounts for
each of the trust funds.

This is similar to the recommendation of the National Commis-
sion on Social Security Reform, except that the Commission recom-
mended investing in special issues.

Effective.—The first day of the first month beginning more than
30 days after the date of enactment.

Revenue Gain: No significant gain or loss anticipated.

PUBLIC MEMBERS ON BOARD OF TRUSTEES

(Section 147 of the Bill)

Present law

The Board of Trustees of the four social security trust funds (Old-
Age and Survivors Insurance, Disability Insurance, Hospital Insur-
ance, and Supplemental Medical Insurance) consists of, ex officio,
the Secretaries of the Treasury, Health and Human Services, and
Labor, with the Secretary of the Treasury serving as the managing
trustee. Among other responsibilities, the Board of Trustees is re-
quired to report to Congress each year on the operation and status
of the trust funds, review the general policies followed in managing
the trust funds, and recommend changes in such policies.

Committee amendment

The Committee amendment would add two public members to
the Board to Trustees of the OASDI, HI, and SMI trust funds. The
public members would be nominated by the President and con-
firmed by the Senate. The two public members could not be from
the same political party. Public members would not be considered

- fiduciaries and would not be personally liable for actions taken in
such capacity with respect to the trust funds.

The National Commission on Social Security Reform also pro-
posed that the Board of Trustees of the OASDI trust funds be ex-
panded to include two public members.

Effective.—On enactment.

Cost.—None.
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ACCELERATE STATE AND LOCAL DEPOSITS
(Section 148 of the Bill)

Present law

Requires the. deposit of withheld social security taxes for State
and local employees within thirty days after the end of the month
in which the applicable wages were paid.

By contrast, the frequency with which deposits of social security
taxes and income taxes are made by private employers is deter-
mined under regulations issued by Treasury and vary in accord-
ance with the tax liability of the employer. Deposits are required
as frequently as every week for employers with large liabilities and
as infrequently as every three months for employers with smaller
liabilities.

Although State and local governments are now governed by the
same rules as private employers with regard to depositing withheld
income taxes, deposits of social security taxes continue to be treat-
ed differently.

Committee amendment

The Committee amendment would apply the same social security
tax deposit requirements to State and local governments that now
apply to private employers.

Effective date.—Effective for deposits required to be made after
December 1983.

0ASDI REVENUES

[in billions, cafezi= +2ars]

1984 1985 1986 1987 1988 1989 1983-89

Short range $14 s01 o1 %01 03 %02 $2.2
Long-range: Negligible.

TRIGGERED NORMALIZATION OF TAX TRANSFERS

(Section 149 of the Bill)

Present law

Under current procedures, social security taxes are transferrred
to the trust funds on a daily basis on Treasury estimates of
amounts collected. OASDI benefit payments, however, are concen-
trated at the start of the month creating the need for high bal-
ances in the OASDI trust funds during the first week of the month.

Committee amendment

The Committee amendment provides that, when at the start of
any month, the Secretary of Treasury determines that the reserves
of the OASDI trust funds are inadequate to meet 1% months of
benefits (reserves less than 12% of outgo), the Secretary would be
required to credit the trust funds on the first day of the next
month with the full payroll tax revenues estimated for the month.
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Interest would be pdid to the General Treasury on the excess sums
so transferred at a rate equal to the average 91-day Treasury bill
rate during the month, with such interest being payable at the end
of each month.

Effective.—On enactment through 1987 (when the authority for
interfund borrowing expires).

Cost.—Negligible.

Treatment of certain deferred compensation and salary reduction
arrangements (sec. 150 of the bill and sec. 3121(a) of the Code).

Present law

Cash or deferred arrangements

Under a qualified cash or deferred arrangement (sec. 401(k))
forming a part of a tax-qualified profit-sharing or stock bonus plan,
a covered employee may elect to have the employer contribute an
amount to the plan on the employee’s behalf or to receive such
amount directly from the employer in cash. Amounts contributed
to the plan pursuant to the employee’s election are treated as em-
ployer contributions to the plan and are excluded from the employ-
ee’s taxable income and social security wage base.

Amounts distributed with respect to an employee under a qus};-
fied plan generally are includible in the recipient’s income byt are
excluded from the social security wage base.

Tax-sheltered annuities

Under present law, tax-sheltered annuities (sec. 403(b) may be
purchased on an individual basis for employees of public schools or
tax-exempt rehglqus.l Cnaritable, and other organizations described
in section 501(c)3). Subject to certain limitations, amounts paid by
the empleyer to purchase the annuity are excluded from the em-
ployee’s income. A tax-sheltered annuity may be purchased for an
employee pursuant to a salary reduction agreement between the
employer and the employee.

The Internal Revenue Service has ruled that amounts paid for a
tax-sheltered annuity pursuant to a salary reduction agreement
are—ncludible in the employee’s social security wage base, even
though such amounts may not be subject to income tax withhold-
ing. The validity of the ruling position is in doubt in light of the
Supreme Court decision in Rowan Compenies, Inc. v. United States
(see following section of this report).

Amounts distributed under a tax-sheltered annuity generally are
includible in the recipient’s income, but are excluded from the
social security wage base. :

Cafeteria plans

Under an employer’s cafeteria plan (sec. 125), a covered employee
may choose among various benefits, which may include cash, tax-
able benefits, or nontaxable benefits. If certain requirements are
met, amounts applied under a cafeteria plan toward nontaxable
benefits (e.g., accident and health benefits or plan contributions
under a qualified cash or deferred arrangement) are excluded from
the employee’s income and generally from the social security wage
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base. Taxable benefits chosen by the employee (e.g., cash) are in-
cludible in income and generally includible in the wage base.

Eligible State deferred compensation plans

Under an eligible State deferred compensation plan (sec. 457(a)),
an employee of a State or local government or a rural electric coop-
erative may elect to defer compensation, subject to certain limits.
Amounts deferred under an eligible plan are excluded from income
until paid to the employee under the plan. Eligible State deferred
compensation plans generally are not retirement plans for pur-
poses of the rules defining “wages” includible in the social security
wage base. (For example, the income tax rules for eligible plans
permit distributions to an employee after age 59% without regard
to whether the employee is retired.) Thus, amounts deferred are in-
cludible in the social security wage base at the time of the deferral
if the plan is not a retirement plan.

Non-qualified deferred compensation plans

Under present law (sec. 3121(a)), standby pay or payments made
to an employee on account of retirement, either on an individual
basis or under a plan or system of the employer providing for em-
ployees generally, may be excluded from the social security wage
hase without regard to whether the payments are under a tax-
qualn;ad retirement plan (sec. 401(a) or 403(a)) or other tax-favored
retirement Savings program (e.g., a tax-sheltered annuity (sec.

403(b)).

Reasons for change

Generally, if an employee receives ¢ash and then chooses to use
these funds for personal savings or benef1iS; the amount of cash re-
ceived is subject to FICA. This is true, for example, for contribu-
tions to an individual retirement account (IRA) evei if the employ-
er transmits the funds directly to the IRA account.

Under cash or deferred arrangements, certain tax-sheltered an-
nuities, certain cafeteria plans, and eligible State deferred compen-
sation plans, the employer contributes funds which are set aside by
individual employees for individual savings_arrangements, and
thus, the committee believes that such employer -contributions
should be included in the FICA base, as is the case for IRA contri-
butions. Otherwise, individuals could, in effect, control which por- .
tion of their compensation was to be included in the social security
wage base. This would make the system partially elective and
would undermine the FICA tax base.

The committee also believes that it is appropriate to exclude pay-
ments from the social security wage base where the payments are
made from a tax-qualified or other tax-favored retirement plan.
However, the committee does not believe that such tax-favored
treatment under the FICA tax rules generally should be extended
to deferred compensation plans which do not qualify for tax-fa-
vored treatment under the income tax rules.

Explanation of provision

Under the bill, an employer’s plan contributions on behalf of an
employee under a qualified cash or deferred arrangement will be
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includible in the social security wage base for tax and coverage
purposes to the extent that the employee could have elected to re-
ceive cash in lieu of the contribution. The provision is intended to
apply to elective amounts under the cash or deferred arrangement
and not to nonelective amounts contributed by employers to a
qualified profit-sharing or stock bonus plan of which the arrange-
ment may be a part.

The bill also provides that any amounts paid by an employer to a
tax-sheltered annuity by reason of a salary reduction agreement
between the employer and the employee would be includible in the
employee’s social security wage base. The committee intended that
the provision would merely codify the holding of Revenue Ruling
65-208, 1965-2 Cum. Bull. 383, without any implication with re-
spect to the issue of whether a particular amount paid by an em-
Ployer to a tax-sheltered annuity is, in fact, made by reason of a
‘salary reduction agreement’’.

In addition, amounts subject to an employee’s designation under
a cafeteria plan that includes a qualified cash or deferred arrange-
ment will be includible in the social security wage base to the
extent that such amounts may be paid to the employee in cash or
property or applied to provide a benefit for the employee that is
not otherwise excluded from the definition of wages under section
3121 of the Code.

The bill would also include in the social security wage base
amounts deferred under an eligible State deferred compensation
plan (sec. 457(a)). The payment to such a plan would be treated as
wages received in the year in which the services relating to the
payment were performed. However, no change is made to the pres-
ent-law self-employment tax (SECA) rules regarding amounts paid
under an eligible State deferred compensation plan on behalf of an
independent contractor:

Under the bill, nonqualified deferred compensation generally is
includible in the social security wage base when it becomes availa-
ble to the employee. For this purpose, nonqualified deferred com-
pensation generally includes payments under a deferred compensa-
tion arrangement which is not (1) a tax-qualified plan, (2) an indi-
vidual retirement arrangement (IRA), (3) a simplified employee
pension (SEP), (4) a tax-sheltered annuity, or (5) a governmental
plan. A governmental plan is one established and maintained for
its employees by the Government of the United States, by any
State or political subdivision thereof, or by any agency or instru-
mentality of any of the foregoing. However, elective deferrals
under an eligible State deferred compensation plan (sec. 457(a)) are
includible in the wage base as described in the preceding para-
graph, and amounts payable under a deferred compensation plan of
a State or local government which is not an eligible plan (sec.
457(e)(1) and (e)(2) (D) and (E)) are includible in the wage base when
there is no substantial risk of forfeiture by the employee.

The bill also includes conforming changes to the provisions (sec.
3306) defining “wages” for purposes of the Federal Unemployment
Tax Act (FUTA). Deferred compensaiton includible in the social se-
curity wage base under the bill would also be treated as wages for
FUTA purposes. In addition, the bill provides that certain sick pay
which is includible in the social security wage base under provi-
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sions enacted in 1978 would also be treated as wages for FUTA
purposes.

Effective date.—These changes apply to remuneration paid after
December 31, 1983. Codification of Rowan decision with respect to
meals and lodging (sec. 151 of the bill and sec. 3121(a) of the Code).

Present law

Under present law, amounts which constitute wages for income
tax withholding purposes (Code sec. 3401) and amounts which con-
stitute wages for social security tax purposes (Code sec. 3121) are
separately defined. However, in Rowan Companies, Inc. v. United
States, 452 U.S. 247 (1981), the Supreme Court held that the defini-
tion of wages for social security tax purposes and the definition of
wages for income tax withholding purposes must be interpreted in
regulations in the same manner in the absence of statutory provi-
sions to the contrary.

At issue in Rowan was whether the value of meals and lodging
provided employees at the convenience of the employer were wages
for social security tax purposes (i.e., were includable in the social se-
curity wage base). The value of such employer-provided meals and
lodging may be excluded from the income of an employee (sec. 119).
Treasury regulations required that the value of the meals and lodg-
ing be included in the social security wage base, but excluded such
value from the definition of wages subject to income tax withhold-
ing. The Supreme Court decision invalidated those Treasury regu-
lations which required that the value of the meals and lodging be
included in the social security wage base.

Reasons for change

The social security program aims to replace the income of
beneficiaries when that income is reduced on account of retirement
and disability. Thus, the amount of “wages” is the measure used
both to define income which should be replaced and to compute
FICA tax liability. Since the security system has objectives which
are significantly different from the objective underlying the income
tax withholding rules, the committee believes that amounts exempt
from income tax withholding should not be exempt from FICA
unless Congress provides an explicit FICA tax exclusion.

Explanation of provision

The bill provides that, with the exception of the value of meals
and lodging provided for the convenience of the employer, the de-
termination whether or not amounts are includible in the social se-
curity wage base is to be made without regard to whether such
amounts are treated as wages for income tax withholding purposes.
Accordingly, an employee’s “wages” for social security tax purposes
may be different from the employee’s “wages” for income tax with-
holding purposes. In addition, the bill provides that the definition
of wages for social security tax and benefit purposes is revised to
exclude the value of employer-provided meals and lodging to the
extent such value is also excluded from the employee’s gross
income.

Effective date.—The provision applies to remuneration paid after
December 31, 1983.
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Treatment of contributions under simplified employee pensions
(SEPs) (sec. 152 of the bill and sec. 3121(a)(5) of the Code)

Present law

Under present law, the Internal Revenue Code excludes from the
social security wage base employer payments to or on behalf of an
employee under a simplified employee pension (SEP). However,
such employer contributions are treated as covered wages for social
security benefit purposes. :

Reasons for Change

The committee believes that is is inappropriate to treat employer
payments to a SEP as covered wages for benefit purposes where
such amounts are excluded from the social security wage base for
tax purposes.

Explanation of provision

The bill amends the Social Security Act to exclude from the defi-
nition of covered wages for social security coverage purposes em-
ployer contributions to a SEP that are deductible as such by the
employer. The bill makes clear that the exclusion applies, for both
tax and coverage purposes, only with respect to the employer’s con-
tribution to a SEP, not with respect to the amount equivalent to
the employee’s contribution to an individual retirement arrange-
ment (IRA).

Effective date.—This provision applies to remuneration paid after
December 31, 1983.

ESTIMATED REVENUE EFFECTS OF CERTAIN COMMITTEE PROVISIONS®

[In mitlions of dollars]

. Calendar or fiscal year—
Pravision and receipts or liabilities Totat
1984 1985 1986 1987 1988 1989

Taxation of QASDI benefits: 2

Calendar Year 3.................comomeemsmsenssrunennneens 2637 3181 3847 4603 5500 6544 26312

Fiscal year 848 2805 3387 4079 4878 5818 21815
Taxation of tier | railroad retirement benefits:

Calendar year 4 61 71 8l 94 108 124 538

FISCAl YERI ..........oocoeeeeeece e 20 64 4 85 98 113 453
Tax credit for 1984 FICA taxes: 2

Calendar year 4,434 4,434

Fiscal year 3,234 1,200 4,434

SECA provisions: 2
Increase in OASDI and HI rates for SECA:

Calendar year.... 4490 4361 4744 4973 6133 6476 31177
Fiscal year 1,497 4447 4489 4820 5360 6247 26,860
SECA credit:

Calendar year e — 2,800 —2,596 —2,427 —2,428 -—2,565 —2,709 —15525
Fiscal year ............. . —933 2732 —2540 —2421 —2474 2613 —13719
Net effect:

Calendar year 1,690 1765 2317 2545 3568 3,767 15,652
Fiscal year 564 1715 1949 2393 2,886 3,634 13,141

* In addition to the provisions shown, the committee estimates that the provisions regarding the inclusion in the FICA wage base of amounts
received under certain deferred compensation and salary reduction agreements will increase receipts of the social security trust funds by $2.0 billion
dunnghcalendav_ years 1984 to 1989, inclusive. .

2 These estimates are consistent with the 11-B assumptions used by the Social Security Administration in preparing the Trust Fund estimates
shown elsewhere in this report.

3 These amounts are estimated to be transferred to the Social Security Trust Funds during the calendar year Shown.

4 These amounts are estimated to be transferred to the Railroad Retirement Account during the calendar year shown.



TITLE II OF THE BILL

INCREASE THE SSI PAYMENT STANDARD AND Mobiry Pass-
THROUGH REQUIREMENTS

(Sections 201 and 202 of the Bill)
Present law

The first $20 of income received by an individual in a month is
disregarded in determining SSI eligiblity and benefit amount. The
income may be earned or unearned (except for some income based
on need, such as veterans’ pensions, which is fully counted). The
disregard was provided in the original statute in 1972 to ensure
that persons who had contributed toward an entitlement, such as
OASDI, were better off than those who had not. The amount of the
disregard has not been increased since 1972.

Committee amendment

The Committee amendments would:

A. Increase the SSI payment standard applicable to all individ-
uals by $20 ($30.00 for a couple) per month, effective July 1983; and

B. To help protect the States from increased costs resulting from
this provision, expand current law to allow States to meet the
“pass through” requirement for 1983 if they pass through the
equivalent of the COLA that would have occurred under current
law rather than the proposed monthly payment increase. Present-
ly, States which provide payments to supplement the Federal SSI
payment are required to pass through to recipients any Federal SSI
cost-of-living increases. States have two basic options for meeting
the pass through requirements: 1) they may maintain the supple-
mentary payment levels that were in effect for categories of indi-
vidual recipients in December 1976, or 2) they may make State sup-
plementary payments in any current 12-month period that are no
less, (iin the aggregate, than were made in the previous 12-month
period.

The National Commission on Social Security Reform recommend-
ed that, effective July 1983, the SSI disregard be increased by $30
per month for OASDI income (not other income) in determining an
individual’s SSI eligibility and benefit amount. The effect would
have been to increase by $30 the monthly income of those individ-
uals who are entitled to both OASDI and SSI.

Presently, the maximum Federal SSI payment is $284 monthly
for an individual and $426 monthly for a couple. After certain dis-
regards, the amount of SSI actually received by an individual is re-
duced on account of other income.

(45)
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§S1 COST (BASED ON CBO ESTIMATES)

{In millions, fiscal years)

1983 1984 1985 1986 1987 1988

$20 payment Standard iNCIASE..........ouwurrvsssssnrae $250 $750 $845 $840 $875 $935

SSI ALERT
(Section 208 of the Bill)

Present law

Currently, there is no statutory requirement that OASDI
beneficiaries be contacted and informed of potential eligibliltiy for
Supplemental Security Income (SSI) payments. However, since the
begnning of the SSI program, the Social Security Administration
has undertaken a number of outreach efforts to identify those po-
tentially eligible. SSA routinely provides information about 581 eli-
gibility and takes applications for SSI payments at the time of ap-
plication for OASDI benefits if the applicant is potentially eligible
for SSI payments. In addition, many State agencies and other pri-
vate relief groups routinely refer clients to ‘SSA. Presently, about
6.9 percent of elderly social security recipients also receive SSI.

Committee amendment

The Committee amendment would require the Secretary of
Health and Human Services to notify, on a one-time basis, all el-
derly OASDI beneficiaries who are potentially eligible of the avail-
ability of SSI and encourage them to contact their district offices.
In addition, the provision would require that the same information
be included with the notification to OASDI beneficiaries of upcom-
ing eligibility for Supplemental Medical Insurance.

Despite the current and past activities of the Social Security Ad-
ministration to make persons potentially eligible for SSI aware of
the existence of the program, the Committee believes that there
may be currently needy OASDI beneficiaries who have been on the
social security rolls for a period of time who may have applied for
social security prior to the availability of SSI or who may not have
been eligible at the time they applied but whose circumstances
have since changed.

The Committee provision would alert those OASDI beneficiaries
to the availability of the SSI program and would, in the future,
also provide notification to those approaching the age of eligibility
(age 65) through information contained with a notice of future eli-
gibility for Supplemental Medical Insurance which is mailed ap-
proximately three months before a beneficiary attains age 65.

Effective date.—Notification to those on the rolls must be made
before July 1, 1984.

Cost.—Unable to estimate.



TITLE III OF THE BILL
DESCRIPTION OF MEDICARE PROSPECTIVE PAYMENT PrOVISION

GENERAL SUMMARY

Present law

Under current law, medicare reimburses hospitals on the basis of
the “reasonable costs’” they incur in providing covered services to
beneficiaries, excluding any part of such costs found to be unneces-
sary in the efficient delivery of needed services. The Tax Equity
and Fiscal Responsibility Act of 1982 (TEFRA) expanded and added
to existing medicare limits on reasonable cost reimbursement for
hospitals by (1) expanding the existing “section 223” reimburse-
ment limits to apply to total inpatient operating costs (not just rou-
tine costs) and (2) adding temporary growth rate limits (expiring
after fiscal year 1985) which would rise annually by one percentage
point plus the increase in the “market basket” of goods and serv-
ices purchased by hosptials. TEFRA also directed the Secretary of
the Department of Health and Human Services (HHS) to develop
and report to Congress proposals for the reimbursement of hospi-
tals under medicare on a prospective basis. The Department’s
report was submitted in late 1982, and its recommendations have
been embodied in Administration-sponsored legislation. The Com-
mittee amendment is a modified version of the Administration’s
proposal.

Committee amendment

The committee amendment includes a major change in the
method of payment under medicare for inpatient hospital services.
Medicare payment for inpatient operating costs of hospitals would
be determined in advance and paid on a per case basis. A fixed
amount would be paid for each type of case, identified by the “diag-
nosis related group” (DRG) into which the case is classified. These
changes are intended to create incentives for hospitals to operate
in a more efficient manner, since hospitals would be allowed to
keep payment amounts in excess of their costs and would be re-
quired to absorb any costs in excess of the DRG rates. Hospitals
would be prohibited from charging medicare beneficiaries any
ﬁm?u_nts in excess of the deductibles and coinsurance provided for

y law.

The committee amendment would be effective for individual hos-
pital cost reporting periods beginning on or after October 1, 1983,
and would be phased-in over a 3-year period.

47
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1. Prospective payment amounts

Present law

Under current law, medicare payments for inpatient hospital
services are retrospectively-determined based upon a hospital’s rea-
sonable costs, subject to certain limits. These reimbursement limits
include (1) limits on a hospital’s inpatient operating costs (the “sec-
tion 223” limits) and (2) rate of increase limits on overall inpatient
operating costs (a limit which expires after fiscal year 1985).

Committee amendment

(@) Diagnosis-related groups (DRG's)—Under the committee’s
amendment, the Secretary would be required to determine prospec-
tively a payment amount for each medicare hospital discharge. Dis-
charges would be classified into diagnosis related groups (DRG’s)
which classify patients into groups that are clinically coherent and
relatively homogenous with respect to resource use. The DRG clas-
sification system, developed some years ago, has been improved in
recent years and represents the most fully developed case classifi-
cation system representative of a national data base and readily
adaptable to a national program. The committee recognizes that in
developing a separate payment rate for each DRG it will be neces-
sary to rely on currently available data sources and to use a
sample of cases, e.g., the 20 percent sample of medicare beneficiary
bills (MEDPAR), to arrive at the DRG rates. The committee ex-
pects that the Secretary will refine the DRG rates as better data
become available.

The committee recognizes that there may be insufficient data
with which to calculate relative prices for some DRG’s Because of
the small number of medicare cases in some diagnosis related
groups. While this has not been a major problem in the past in the

esign of a case-mix adjustment using DRGs (in connection with
the section 223 reimbursement limit under current law), it is im-
portant in the prospective payment system to establish a rate for
every DRG whether or not it is likely that a case will actuall
occur. Therefore, the committee recognizes that the Secretary will
need to rely on an alternative method for setting the prospective
rate for low-volume DRG’s—for example, by combining MEDPAR
data for several years or by reference to an external source in
which these DRG’s are more common, e.g., data from State sys-
tems.

(b) DRG payment rates.—Under the committee’s amendment the
Secretary would be required to determine a national standard pay-
mentfrate per discharge for each DRG. The rate would be the prod-
uct of:

(1) the average of the standardized cost per discharge, for all
hospitals in the country, as determined by the Secretaxg; and

(2) a weighting factor for each DRG, as determined by the
Secretary.

In addition, DRG payment rates would be established for urban
and rural areas both nationally and in each of four census regions
of the country (the 50 States and the District of Columbia) in order
to moderate the impact of the prospective payment system for
urban and rural hospitals in different regions of the country. Using
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data from the Bureau of Labor Statistics, each of these payment
rates would be adjusted for area differences in hospital wage levels,
in similar fashion to the wage adjustment currently used under the
section 223 hospital limits.

Hospitals or units of hospitals which are exempted from the pros-
pective payment system would be subject to the rate of increase
limits applicable under present law. The current section 223 limits
would no longer apply to any of the facilities not included in the
prospective payment system for any cost reporting periods begin-
ning on or after October 1, 1983.

(c) Establishment of initial payment rates.—The process for deter-
mining DRG payment rates for the first year of the program (fiscal
year 1984) begins with the determination of allowable operating
costs for inpatient hospital services for each hospital for the most
recent cost reporting period for which data are available. These
cost data would be updated for fiscal year 1983 by the estimated
industry-wide actual increase in hospital costs and further updated
for fiscal year 1984 by the hospital market basket increase, plus
one percentage point. The resulting amounts would be standardized
by excluding an estimate of indirect medical education costs, ad-
justing for area wage variations, and adjusting for variations in
case mix. The Secretary would then compute an average of these
standardized cost levels per discharge for the urban hospitals (as
currently defined for purposes of the “section 223” limits) in each
of the four census regions and nationally and also for the rural
hospitals in each of the census regions and nationally.

Each of the average standardized amounts would be reduced to
account for payment that will subsequently be made (see below) to
specific hospitals for atypical cases (“outliers”).

These average standardized amounts would then be reduced as
may be required, to achieve budget neutrality in relationship to the
reimbursement provisions that would have applied under the 1982
TEFRA legislation. In determining budget neutrality for the DRG
part of the payment, the Secretary would include in the DRG pay-
ment amounts the additional payments for outlier cases, for indi-
rect medical education costs, and for costs of nonphysician services
to inpatients previously paid for under part B, and additional pay-
ments reflecting other adjustments.

The Secretary would next determine a separate urban and rural
DRG-specified rates for each census region and the nation by com-
puting the product of the average standardized amounts described
above and the weighting factor for each DRG (reflecting the rela-
tive use of hospital resources for specific DRG’s compared for re-
sources used for other DRG’s).

The DRG-specific rates would be further adjusted to recognize
area wage differences both nationally and on a regional basis for
purposes of determining the payment amount using methodologies
similar to those currently used under the section 223 limits. The
actual amount of revenue paid to a hospital, in addition to the
DRG-specific payment rate, will be, of course, influenced by such
factors as: payment for capital costs and costs of approved educa-
tional programs on a reasonable cost basis; adjustments for indirect
teaching costs; additional payments for atypical—or outlier—cases;
and various other exceptions and adjustments.
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Under current law, services provided to medicare beneficiaries
who are inpatients of a hospital are generally billed under part A
of the medicare program. However, under certain circumstances,
payments are made for non-physician services (for example, radiol-
ogy, laboratory, physical therapy, prosthetics, etc.) which are sepa-
rately billed by the supplier as a part B service even though they
are provided to a hospital inpatient. Thus, under current law, some
non-physician services may be billed under part A in one hospital
and yet, in another hospital may be billed under part B of the pro-
gram. However, under the committee’s amendment, the prospective
payment is intended to be payment in full for all covered items and
non-physician services to hospital inpatients. Thus, the current
practice of allowing independent practitioners to bill part B for
items and services provided to inpatients would no longer be per-
mitted under the prospective payment system. Some hospitals and
independent practitioners will have to modify their arrangements.

The committee amendment provides that, effective October 1,
1983, all non-physician services provided to hospital inpatients
would be paid only as inpatient hospital services under part A with
the adjustments described below.

Because there are some limited situations where particular hos-
pitals have extensively followed the practice of allowing direct bill-
ing of part B, modifications of these financial arrangements could
threaten the financial stability of some institutions. Under the
committee amendment, the Secretary would be granted authority
to waive the general rules for these few cases for a limited time
period not to exceed the transition period during which the new
system is phased in. Upon approval of a hospital’s request, the Sec-
retary could allow continued payment of part B billings as long as
he subsequently deducted the total payments made for these bill-
ings from the payments made under the prospective system to the
hospital. If such a waiver is granted, at the end of the transition,
the Secretary may provide for such methods of payment under
Part A, as is appropriate given the organizational structure of the
institution.

The Secretary would be required to provide for publication in the
Federal Register, on or before September 1 of each fiscal year (be-
ginning with fiscal year 1983) interim final rates, a description of
the methodology and data used in computing the DRG payment
rates, any adjustment required to produce budget neutrality in re-
lation to the TEFRA level of medicare reimbursement outlays.

In setting the initial payment rates, the Secretary would also be
required to recognize the higher payroll costs some hospitals will
incur as the result of being required to enter the social security
system, by adjusting base costs for individual hospitals and for the
prospective rates to accommodate these additional costs.

(d) Annual Updates of the DRG Payment Rates. For fiscal year
1985, the initial DRG payment amounts would be increased by the
marketbasket plus one percentage point. As for fiscal year 1984,
reductions would be made in the payment rates for additional costs
such as outlier payments, indirect medical education costs, and
other adjustments in order to achieve budget neutrality in relation-
ship to the reimbursement provisions which would have applied
under the TEFRA reimbursement legislation.
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(which it is reasonable to expect would occur more commonly in
teaching hospitals than in other hospitals).

J. Effective date/transition

Present law

Under current law, the section 223 limits are authorized indefi-
nitely; the rate of increase limits do not apply to hospital cost re-
porting periods beginning on or after October 1, 1985.

Committee amendment

The prospective payment system would be effective for individual
hospital accounting years beginning on or after October 1, 1983,
and would be phased-in over a three year period. In year one, 25
percent of the payment would be based on a combination of nation-
al and regional DRG rates (25 percent national, 75 percent region-
al); 75 percent would be based on each hospital’s own cost-based ex-
perience. In year two, 50 percent of the payment would be based on
a combination of national and regional DRG rates (50 percent
each); 50 percent would be based on each hospital’s cost experience.
In year three, 75 percent of the payment would be based on a com-
bination of DRG rates (75 percent national, 25 percent regional); 25
percent would be based on each hospital’s cost experience. In year
four, the entire payment would be based on national DRG rates,
calculated separately for hospitals located in urban and rural
areas. The phase-in of national DRG rates over the three-year
period is designed to minimize disruption that might otherwise
occur because of sudden changes in reimbursement levels.

The section 223 limits provided under current law would be re-
pealed effective for hospital cost reporting periods beginning on or
after October 1, 1983. However, hospitals or units of hospitals not
included in the prospective payment system would be subject to the
same rate of increase limitation as contained in TEFRA, including
the penalties and bonuses. The rate of increase used to update
these limits would be that which is currently contained in TEFRA,
market basket plus one percentage point.

4. Exemptions, exceptions and adjustments
Present law

Under current law, section 223 limits do not apply to children’s
hospitals, psychiatric hospitals, long-term care hospitals or to rural
hospitals with less than 50 beds. In addition, the Secretary is re-
quired to provide exemptions, exceptions and adjustments to the
limits as he deems appropriate to take into account the special
needs of psychiatric, public and other hospitals that serve a dispro-
portionate number of low-income and medicare beneficiaries and
sole community providers. Current law also requires the Secretary
to provide exemptions, exceptions and adjustments to the section
223 limits as he deems appropriate to take into account the special
needs of new hospitals, risk-based health maintenance organiza-
tions, and hospitals providing atypical or essential services; ex-
traordinary circumstances beyond a hospital’s control; and for
other purposes.
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Committee amendment

Under the committee amendment, psychiatric, long-term care,
rehabilitation and children’s hospitals would be specifically
exempted from the prospective payment system. The DRG classifi-
cation system was developed for short-term acute care general hos-
pitals and, as currently constructed, does not adequately take into
account special circumstances of diagnoses requiring long stays and
as used in the medicare program is inappropriate for certain
classes of patients. In addition, distinct part rehabilitation or psy-
chiatric units of acute care hospitals would be exempt. The Secre-
tary, under current medicare rules and regulations, has prescribed
in detail standards and criteria that distinct parts must meet in-
cluding establishment of separate cost entities for cost reimburse-
ment and requirements that such units have a sub-provider identi-
fication number.

The Secretary would be required to provide for exceptions and
adjustments to take into account the special circumstances faced
by sole community providers. Such providers will be paid on the
same basis as all other providers are paid in year one: 25 percent of
the payment would be based on a blend of rural national and re-
gional DRG rates (25 percent national, 75 percent regional); 75 per-
cent would be based on each hospital’s own cost experience. In no
case would total payments in any one transition year be less than
the payments made in the preceding year.

The committee is concerned that, in determining which hospitals
have been eligible for exceptions and adjustments as sole communi-
ty providers in the past, the Secretary has applied different crite-
ria in the different regions of the country, including some which
are very narrow and restrictive. Therefore, the committee expects
that the Secretary, in making such determinations for sole commu-
nity providers under the new prospective payment system, will de-
velop and take into account a much broader range of factors relat-
ing to beneficiary access to basic hospital services. The committee
amendment further directs the Secretary to study the problems of
paying sole community providers and report back to the Congress,
by April 1, 1985, on equitable methods of paying these small rural
hospitals which take account of their unique circumstances, includ-
ing their vulnerability to substantial variations in occupancy rates.

Under this amendment, the Secretary would also be required to
provide exceptions and adjustments, as he deems appropriate, to
take into account the special needs of public or other hospitals that
serve a disproportionately large number of low-income and part A
medicare beneficiaries. Concern has been expressed that public hos-
pitals and other hospitals that serve such patients may be more se-
verely ill than average and that the DRG payment system may not
adequately take into account such factors. The Secretary in his
report to Congress stated that the Department of Health and
Human Services would continue to study ways of taking account of
severity of illness in the DRG system.

Exceptions and adjustments would also be permitted to take into
account the special needs of hospitals located in Alaska and
Hawaii, as the Secretary now does in applying the reimbursement
limits of present law.
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This provision would exempt from the prospective payment
system hospitals located in geographic areas outside the fifty States
and the District of Columbia but within the United States for pur-
poses of medicare (i.e. territories). The cost experience of these hos-
pitals may be so varied that the DRG prospective payment system
may not adequately reflect the needs of these hospitals.

5. Peer review

Present law

Under current law the Secretary is required to enter into con-
tracts for utilization and quality control peer review with profes-
sional review organizations or other review organizations, includ-
ing medicare intermediaries (subject to certain conditions and limi-
tations).

Committee amendment

The committee amendment would require hospitals to contract
with a professional review organization (PRO) selected by the Sec-
retary to serve that area, under title XI of the Social Security Act
for the review of admissions, discharges and quality of care. The
purpose of this contract is to provide for the review of the accuracy
of the diagnostic information on the hospital’s bills, the complete-
ness and adequacy of the care provided, the appropriateness of its
medicare admissions, and the appropriateness of the care provided
to patients designated by the hospitals as outliers. These reviews
would be covered as a hospital cost of care under Part A, but the
PRO would be paid by the Secretary on behalf of the hospital on
the basis of a budget approved by the Secretary. ’

6. Payments to health maintenance organizations (HMO’s)
and competitive medical plans (CMP's)

Present law

Under current law, health maintenance organizations (HMO's)
and competitive medical plans (CMP’s) may be reimbursed either
on the basis of reasonable costs or under a risk-based contract, a
payment equal to 95 percent of the adjusted average per capital
cost (AAPCC) for medicare enrollees in the HMO'’s area.

Committee amendment

Under the committee amendment, an HMO or a CMP that re-
ceives medicare payments on a risk-basis may choose to have the
Secretary directly pay hospitals for inpatient hospital services fur-
nished to medicare enrollees of the HMO or CMP. The payment
amount would be at the DRG rate and would be deducted from
medicare payments to the HMO or CMP. The HMO or CMP may
alternatively choose to continue to pay the hospital directly.

7. State cost control programs

Present law

Under current law, the Secretary has authority to establish
medicare demonstration projects. There are currently four State-
wide medicare demonstrations (Maryland, Massachusetts, New
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Jersey, New York) and one area-wide demonstration (Rochester,
New York).

In addition, the Secretary is authorized, at the request of a State,
to pay for medicare services according to the State’s hospital cost
control system if such system—

(1) applies to substantially all non-Federal acute care hospi-
tals in the State;

(2) applies to at least 75 percent of all inpatient revenues or
expenses in the State;

(3) provides assurances that payors, hospital employees and
patients are treated equitably; and

(4) provides assurances that the State’s system will not result
in greater medicare expenditures over a three-year period than
would otherwise have been made.

(To date, no State systems have been approved under this author-
ity.)

Committee amendment

The Secretary would be authorized to make medicare payments
under a State system if five conditions were met—the four in cur-
rent law, plus the condition that the State system will not preclude
HMO’s or CMP’s from negotiating directly with hospitals with re-
spect to payments for inpatient hospital services. In approving new
waivers for State systems, the Secretary would be prohibited from
(1) denying an application of a State on the grounds that the
State’s system is based on a payment methodology other than
DRGs or (2) requiring that payments made for medicare patients
under the State’s system be less than the payments which would
have been made under the Federal prospective payment system.

If the Secretary determines that the test of whether or not a
State system is resulting in medicare payments in excess of what
would otherwise have been paid under the Federal system is based
on the State maintaining a rate of increase in payments for medi-
care hospital inpatient services at no more than a specified per-
centage increase above a base payment amount for such services,
then the State has the option of applying such test either on an
aggregate payment basis or on the basis of the payment amount
per inpatient discharge on admission. If the Secretary determines
that the test is based on the State maintaining a rate of increase in
aggregate payments for medicare hospital inpatient services com-
pared to a national percentage increase in total payments for such
services, the Secretary cannot deny a State’s application for a
waiver on the ground that State’s rate of increase in such pay-
ments must be less than the national average rate of increase.

For existing State systems, the Secretary must judge their effec-
tiveness on the basis of their rate of increase or inflation in medi-
care inpatient hospital payments compared to the national rate of
increase or inflation for such payments. The State would retain the
option to have the test applied during the transition period (3
years) on the basis of either aggregate payments or payments per
inpatient admission or discharge. After the transition period, this
test would no longer apply, and such State systems would be treat-
ed in the same fashion as other waivered systems.
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If, subsequent to implementation of a State program, the Secre-
tary determines that the amounts paid over a three-year period
under a State system exceed what medicare would have otherwise
paid over the same three-year period, the Secretary may reduce
subsequent payments to hospitals under the State system by that
amount.

For those States which currently have a medicare wai -er, the
Secretary would be required to continue the State program, if, and
for so long as, the five conditions noted above are met.

The committee amendment provides that the Secretary would,
upon request of a State, modify the terms of the current demon-
stration agreement that provides that the State’s rate of increase
in medicare hospital costs be 1.5 percent below the national rate of
increase in medicare hospital costs.

Under the committee amendment, the Secretary would be re-
quired to approve any State plan which meets the following re-
quirements in addition to those that are included in the current
law and the one noted above: that the system (1) is operated direct-
ly by the State or an entity designated by State law; (2) is prospec-
tive; (3) provides for hospitals to make such reports as the Secre-
tary requires; (4) provides satisfactory assurances that it will not
result in admission practices which will reduce treatment to low-
income, high cost, or emergency patients; (5) will not red.ice pay-
ments without 60 days’ notice to the Secretary and to hospitals;
and (6) provides satisfactory assurances that in the development of
the system, the State has consulted with local governmental offi-
cials concerning the impact of the system on public hospitals. The
Secretary would be required to respond to requests from States ap-
plying under these eleven conditions within 60 days of the date the
request is submitted to the Secretary.

8. Administrative and judicial review

Present law

Under current law, a provider may request administrative
review By the Provider Reimbursement Review Board (PRRB) of a
final decision of a fiscal intermediary regarding ties on the provid-
er cost report, subject to certain conditions. A provider may appeal
the PRRB decision to Federal court or, where it involves a question
of law or regulation which the PRRB does not have the authority
to review, the provider may appeal directly to Federal court.

Committee amendment

The committee amendment would provide for the same proce-
dures for administrative and judicial review of payments under the
prospective system as is currently provided for cost-based pay-
ments. In general, the same conditions, which now apply for review
by the PRRB and the courts, would continue to apply.

With respect to administrative and judicial review, your Commit-
tee’s bill would permit review except in the narrow cases necessary
to maintain budget neutrality and avoid adversely affecting the es-
tablishment of the diagnosis related groups, the methodology for
the classification of discharges within such groups, and the appro-
priate weighting of such groups.
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The committee amendment also permits action to be brought
jointly by several providers in a judicial district in which the great-
est number of such providers are located. Any appeals for judicial
review brought by providers which are under common ownership
or control would have to be brought as a group, with the PRRB or
the district court, in any appeal involving an issue common to such
providers.

9. Studies and reports

Present law

Current law directed the Secretary to develop and report to Con-
gress on proposals to reimburse hospitals, skilled nursing facilities,
and, to the extent possible, other providers on a prospective basis.

Committee amendment

The committee ameridment requires the Secretary to conduct
studies and to report to Congress on the following:

(a) Report annually, through fiscal year 1987, on the progress
of implementation and the impact of the payment methodology
on classes of hospitals, beneficiaries, other classes of payers for
inpatient hospital services, and other providers.

(b) Collect the data necessary to determine the relationship
between physician charges and inpatient services, and report
to Congress by January 1985 with legislative recommendation
for prospective payments for physician services based on a
DRG-type classification of cases. In addition, the Secretary is
directed to examine ways to assure that information is trans-
ferred between parts A and B of the program, particularly
with respect to those cases when a denial of coverage is made
under part A, thereby raising questions about the appropriate-
ness of the reimbursement claimed under part B by an attend-
ing physician or physicians.

(c) Study the application of severity of illness, intensity of
care, or such other modifications to the diagnosis related
groups and report to the Congress by December 1985 on the ad-
visability and feasibility of providing for the application of
such modifications. In addition, the Secretary should report on
the appropriate treatment of uncompensated care costs and ad-
justments that might be appropriate for large teaching hospi-
tals located in rural areas.

(d) Report on the feasibility and impact of eliminating sepa-
rate urban and rural prospective payment rates of applying
the prospective system to all payers, and the advisability of
having hospitals make available information on the levels of
payments accepted by both public programs and by classes of
private payers.

(e) The Secretary will continue hospital demonstrations in
areas with critical shortages of skilled nursing facilities to
study the feasibility of providing alternative systems of care or
of methods of payment. The Secretary is also directed to ap-
prove a continuation for the On Lok demonstration.

(f) Study the severity of illness and intensity of care differ-
ences between hospital and community-based skilled nursing
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facilities (SNFs), and make recommendations with respect to
SNF payment by December 31, 1983. In addition, the commit-
tee amendment delays for one year the implementation of sec-
tion 102 of TEFRA concerning a single reimbursement limit
for skilled nursing facilities.



TITLE IV OF THE BILL
UNEMPLOYMENT COMPENSATION PROVISIONS

EXTENSION OF FEDERAL SUPPLEMENTAL COMPENSATION (FSC)
PROGRAM

(Section 401 of the Bill)

Present law

The Tax Equity and Fiscal Responsibility Act of 1982 (Public
Law 97-248) established the FSC program. This program provides
additional weeks of unemployment compensation at the same
weekly benefit amount to individuals who have exhausted their
State benefits and any extended benefits to which they were enti-
tled. The FSC program, which became effective on September 12,
1982, expires March 31, 1983.

As originally enacted, the FSC program provided 10, 8, or 6 addi-
tional weeks of benefits. The Surface Transportation Assistance
Act of 1982 (Public Law 97-424) increased the maximum number of
weeks of FSC benefits to 16, 14, 12, or 8, depending on the State
where the individual filed for or received the additional benefits.

Beginning with the week of January 9, 1983, the FSC program
began providing the following maximum weeks of benefits:

(1) 16 weeks in States with an insured unemployment rate (IUR)
of at least 6.0 percent (measured as the average over a moving 13
week period); :

(2) 14 weeks in States that were triggered on the extended bene-
fits program between June 1, 1982 and January 6, 1983,

(3) 12 weeks in remaining States with a 13 week average IUR of
at least 4.5 percent;

(4) 10 weeks in remaining States with a 13 week average IUR of
at least 3.5 through 4.4 percent; and :

(5) 8 weeks in all other States.

In order to qualify for FSC, a worker must have worked at least
20 weeks or earned its equivalent in wages in his base year, usually
defined as the first four of the last five completed calendar quar-
ters before he filed his claim for regular State benefits. He must
also have exhausted the regular and extended benefits to which he
is entitled. In addition, his benefit year must have ended on or
after June 1, 1982 or he must have been eligible for extended bene-
fits for any week beginning on or after June 1, 1982.

If an individual is eligible for FSC benefits, the number of weeks
of FSC he may receive is determined in relation to the number of
weeks of regular State benefits to which he was entitled. An eligi-
ble individual may receive FSC for the lesser of (a) 65 percent of
the number of weeks of regular State benefits to which he was en-
titled or (b) the maximum number of weeks of FSC benefits pro-

61)
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vided in the State. In the case of an interstate claim for FSC, the
individual is eligible for the lesser of (a) the maximum number of
weeks of FSC payable to him in the State in which he receives the
benefits or (b) the maximum number of weeks payable to him in
his former State.

Committee amendment

The committee amendment would extend FSC for 6 months from
April 1, 1983 through September 30, 1983. To qualify for FSC, an
individual would need at least 26 weeks of work or its equivalent in
wages in his base year. This restriction would apply only to claim-
ants who initially become eligible for FSC on or after April 1, 1983.

The number of weeks available in each State would be:

(1) Basic FSC Benefits.—Individuals who begin receiving FSC on
or after April 1, 1983 could receive up to a maximum of:

(1) 14 weeks in States with IUR at 6 percent and above;

(2) 12 weeks in States with IUR at 5 percent to 5.9 percent;

(g) 10 weeks in States with IUR at 4 percent to 4.9 percent;
an

(4) 8 weeks in all other States.

No State would, however, lose more than 4 weeks when com-
pared to present law.

(2) Additional FSC Benefits.—Individuals who exhaust FSC
before April 1, 1983 could receive additional weeks of FSC benefits
up to a maximum of:

(1) 8 weeks in States with IUR at 6 percent and above

(2) 6 weeks in States with IUR at 5 percent to 5.9 percent
(3) 4 weeks in States with IUR at 4 percent to 4.9 percent
(4) 4 weeks in all other States.

(3) Transitional FSC Benefits.—Individuals who begin receiving
FSC before April 1, 1983 and have some FSC entitlement remain-
ing after that date, could also receive additional weeks under (b)
above. However, the combination of their remaining basic FSC en-
titlement received after April 1, 1983, and the additional weeks
provided in (b), cannot exceed the maximum number of weeks of
basic FSC benefits payable in the State, shown in (a) above.

(4) Phaseout FSC Benefits.—Individuals who have not exhausted
their FSC entitlement on September 30, 1983 when the program ex-
pires, would be eligible to receive up to 50 percent of their remain-
ing FSC entitlement. No new claimants would be added to the FSC
program on or after September 30, 1983.

Effective date.—For weeks beginning after April 1, 1983.

OPTIONAL EXCLUSION FROM DISQUALIFICATION FOR NOT ACTIVELY
SEEKING WORK UNDER EXTENDED BENEFITS AND FEDERAL SUPPLE-
MENTAL COMPENSATION FOR CLAIMANTS WHO ARE HOSPITALIZED OR
SERVING ON JURY DUTY

(Section 422 of the Bill)

Present law

Present law disqualifies claimants from receiving extended Bene-
fits or Federal Supplemental Compensation if they are not actively
seeking work. Moreover, the disqualified claimant must go back to
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work for at least 4 weeks and earn at least 4 times his weekly
benefit amount before he can qualify again for Extended Benefits
or Federal Supplemental Compensation.

Committee amendment

The committee amendment would permit States to determine on
a weekly basis the eligibility availability of claimants of Extended
Benefits and Federal Supplemental Compensation who are serving
on jury duty or are hospitalized for treatment of an emergency or
life-threatening condition. A State must treat these individuals in
f\ccordance with their own State unemployement compensation
aw. :
Effective date.—Date of enactment.

DENIAL OF BENEFITS TO NONPROFESSIONAL EMPLOYEES OF
EDUCATIONAL INSTITUTIONS BETWEEN ACADEMIC YEARS OR TERMS

Present law

The Federal Unemployment Tax Act (FUTA) covers employees of
educational institutions. FUTA requires States to deny benefits be-
tween academic years or terms to certain professional employees
working in instructional, research, and principal administrative ca-
pacities if they have a reasonable assurance of returning to work
in the next academic year or term. FUTA gives the States the
option of the same denial of benefits, however, for nonprofessional
employees of educational institutions.

Committee amendment

The committee amendment would make the denial of benefits be-
tween academic years or terms to nonprofessional employees man-
datory if the employees have a reasonable assurance of returning
to work in the next academic year or term. In addition, States
would be required to deny benefits between terms to individuals
performing services on behalf of an educational institution or an
educational service agency even though not employed by either the
institution or agency.

Effective date :

The provision would be effective on or after October 1, 1984.
States in which there is no legislative session before that date
would, however, be given additional time to comply with this provi-
sion.

MODIFICATION OF CREDIT REDUCTION CAP PROVISIONS
Present law

Employers in all States currently pay the tax levied under the
Federal Unemployment Tax Act (FUTAg'at a rate of 3.5 percent on
a taxable wage base of $§7,000. However, employers in States gener-
ally received a FUTA tax credit of 2.7 percent, resulting in a net
Federal tax rate of 0.8 percent. Prior to reforms enacted in the Om-
nibus Budget Reconciliation Act of 1981, State UC programs could
borrow on an interest-free basis from the Federal Unemployment
Account. However, once a State defaulted on its loans from the
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Federal account, employers in the State began to lose the FUTA
tax credit at the rate of a least .3 percent a year.

Specifically, if an advance is not entirely repaid by the State by
the second January 1 after the State receives the loan and remains
unpaid on the following November 10 of that year, the FUTA tax
credit applicable for that year for the State’s employers is reduced
by .3 percent. For each succeeding year in which the loan remains
outstanding, the reduction is at least an additional .3 percent (i.e.,
8, .9, 1.2 percent, etc.). Additional offset credit reductions may
apply to a State beginning in the second year of repayment if cer-
tain criteria are not met. Under legislation enacted in the 1970’s,
credit reductions were not imposed from 1975-1980 for States satis-
fying specific requirements. Sixteen states are experiencing a credit
reduction for 1983.

The 1981 Budget Reconciliation Act made two major changes in
loan repayment conditions: interest of up to 10 percent is charged
on loans made after April 1, 1982 (except those made for “cash
flow” purposes and repaid by the end of the fiscal year in which
they occur); and States are allowed to “cap” the automatic FUTA
credit reductions if certain solvency requirements are met.

For a State qualifying for the cap, the annual tax credit reduc-
tion is limited to 0.6 percent, or the rate that was in effect for the
State for the preceding calendar year, whichever is higher. These
loan reform provisions are in effect from January 1, 1981 to De-
cember 31, 1987. .

The cap provisions are designed to give States additional time to
make legislative and administrative changes necessary to restore
the State trust funds to solvency. These provisions lengthen the re-
payment period, but do not reduce a State’s total liability.

In order to qualify for the cap on the FUTA penalty tax a State
must demonstrate that:

(1) the net solvency of its UI system has not diminished (ef-
fective for taxable years 1981-1987);

(2) there have been no decreases in its unemployment tax
effort (effective for taxable years 1981-1987);

(3) its average tax rate for the calendar year equals or ex-
ceeds its average benefit cost rate for the prior five years (ef-
fective for taxable years 1983-1987; and

(4) the outstanding loan balance as of September 30 of the
tax year in question is not greater than on the third preceding
taxable year (effective for taxable years 1983-1987). The com-
parable year for taxable year 1983, however, is 1981.

Committee amendment

The committee amendment would make the credit reduction cap:
provisions in present law permanent. A State would still be re-
quired to meet all four conditions in present law to qualify for the
credit reduction cap in present law. The committee amendment
would, however, provide two possible lower credit reductions, if a
State does not qualify for the total cap: (1) If a State meets the first
two present law credit reduction cap conditions and either of the
remaining two conditions, the credit reduction would be 0.2 instead
of at least 0.3 percentage points; and (2) If a State meets the first
two credit reduction cap conditions and qualifies for the interest
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deferral authorized as a result of substantial changes in its unem-
ployment compensation law, the credit reduction would be 0.1 in-
stead of at least 0.3 percentage points. The lower credit reductions
would be authorized only for taxable years 1983, 1984, and 1985 li-
abilities.

The January lst of each year for which a State qualifies for a
partial limitation on the offset credit reduction will be taken into
account for purposes of determining future offset credit reductions.
The credit reduction applicable in each subsequent year after the
partial limitation is in effect would continue to be reduced by the
amount by which the offset credit was reduced.

Effective date.—Date of enactment.

MODIFICATION OF INTEREST PROVISIONS

Present law

Present law imposes interest of up to 10 percent per year on
loans obtained by the States after April 1, 1982, except for “cash
flow” loans that States repay by the end of the fiscal year in which
the loans were obtained. A State can defer payment of its interest
due for the fiscal year by paying 25 percent in each of four years
beginning with the year in which the interest is due. Interest ac-
crues, however, on the deferred interest.

Committee amendment

The committee amendment would make the provisions imposing
interest on the States permanent. It would also provide for another
deferral and a discounted interest rate for which States could apply
ilf {;)hey meet certain conditions as certified by the Secretary of

abor.

The new deferral would be 80 percent of the amount due for the
fiscal year. It wouid be authorized for interest accrued only for
fiscal years 1983, 1984, and 1985. The deferred amount would be
payable in 4 installments in the. succeeding years equal to at least
20 percent of the original amount of interest due. A State would be
required to meet two conditions to qualify for the deferral:

(1) no action has been taken to reduce its tax effort or trust
fund solvency; and

(2) action (certified by the Secretary of Labor) after October
1, 1982, has been taken which would increase revenues and de-
crease benefits by a total of 80 percent in the calendar year im-
mediately following the fiscal year for which the first deferral
is requested. Deferral in the years immediately following the
year in which the first year change is effective may be received
if changes of 40 and 50 percent are made.

The discounted interest rate would be one percentage point
below the interest rate that would otherwise apply. It would be au-
thorized for interest accrued only for fiscal years 1983, 1984, and
1985. It would be available under the same conditions as the new
deferral above, except the required percentage changes in (2) would
be higher at 50, 80, and 90 percent, respectively.

For purposes of determining whether a State meets the condi-
tions in (2) above, the Secretary of Labor will provide an estimate
of the unemployment rate for the base year, the calendar year in
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which the deferral is requested. The level of benefits and revenue
liabilities will be determined using the State law in effect before
passage of the legislation. The estimate of changes as a result of
new legislation will be made from the base year in each year for
which a deferral is requested. Once a deferral is approved, a State
must continue to maintain its solvency effort. Failure to do so
would result in immediate payment of all deferred interest.

Increases in the taxable wage base from $6,000 to $7,000 after
calendar year 1982 and increases in the maximum tax rate to 5.4
percent after calendar year 1984 will not be counted for purposes of
meeting condition (2).

States will not be penalized or rewarded if economic events
change from those used in the base year for computing eligibility
under condition (2).

Effective date.—Date of enactment.

CHANGE IN SECOND YEAR ADDITIONAL CREDIT REDUCTION

Present law

Present law provides that a State, in the second year in which
the offset credit reduction is imposed to repay outstanding loans,
may be subject to an additional credit reduction equal to the
amount by which the State’s average tax rate is lower than 2.7 per-
cent. The average tax rate and the 2.7 percent are computed from
the ratio of taxes collected to State and Federal taxable wages, re-
spectively. Taxable wages are determined by the taxable wage
base. Any wages above the taxable wage base are therefore not in-
cluded.

In States where the taxable wage base exceeds the Federal tax-
able wage base of $7,000, the tax rate base on the State’s taxable
wages will be lower than it would be if their taxable wage bases
were $7,000. This could activate the additional credit reduction in
the second year even though these States have relatively higher
tax efforts.

Committee amendment

The committee amendment would change the computation of the
average tax rate to reflect the ratio of the federal unemployment
tax base to the national average wage in covered employment.

Effective date.—Taxable year 1983.

CHANGE IN THE DATE INTEREST IS DUE

Present law

Present law requires that interest is due no later than the first
day of the next fiscal year. If the first day of the next fiscal year
falls on a weekend, interest is due in the prior fiscal year. Other-
wise, it is due on the first day of the next fiscal year.

Committee amendment

The committee amendment requires that interest be paid before
the first day of the next fiscal year.
Effective date.—Date of enactment.
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COLLECTION INTEREST

Present law

Present law provides no mechanism through which the Federal
Government can collect interest from the States if the States do not
pay interest when it is due.

Committee amendment

The committee amendment would require the collection of delin-
quent interest charges one year after they are due by a reduction
in the FUTA credit of 0.1 percentage point. Any amount collected
during the imposition of this provision exceeding the overdue inter-
est would be applied to the outstanding loan as an involuntary re-
payment. This provision would provide a specific collection mecha-
nism to assure the payment of interest pending completion of any
conformity proceeding which is implicitly but clearly required for
nonpayment of interest by a State.

Effective date.—Date of enactment.

Costs OF CARRYING OUT THE ProvIsIONS OF THE BiLL

U.S. CONGREssS,
CoNGREsSIONAL BUupGEeT OFFICE,
Washington, D.C., March 11, 1983.
Hon. RogerT J. DOLE,

Chairman, Committee on Finance,
Washington, D.C.

DeEarR MR. CHAIRMAN: Pursuant to Section 403 of the Congres-
sional Budget Act of 1974, the Congressional Budget Office has pre-
pared the attached cost estimate for S.1, the Social Security Act
Amendments of 1983, as ordered reported by the Senate Committee
on Finance on March 10, 1983,

Should the Committee so desire, we would be pleased to provide
further details on this estimate.

Sincerely,
JaMEs BLum
- (For Alice M. Rivlin, Director).

CoNGREssIONAL BUDGET OFrice Cost ESTIMATE

1. Bill number: S. 1.

2. Bill title: Social Security Act Amendments of 1983.

3. Bill status: As ordered reported by the Senate Committee on
Finance on March 10, 1983.

4. Bill purpose: To amend the Social Security Act to assure the
solvency of the Social Security trust funds; to accelerate presently
scheduled payroll tax increases; to tax 50 percent of certain indi-
viduals’ benefits; to increase the self-employed tax; to delay the
payment of cost-of-living adjustments; to reform the Medicare reim-
bursement of hospitals; to extend the federal supplemental compen-
sation program; and for other purposes.
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5. Estimated cost to the Federal Government: The following table
shows the estimated costs of this bill to the federal government.

Because no draft language has been received, CBO cannot esti-
mate certain provisions in this bill at this time. These provisions
relate to the Unemployment Insurance and SSI programs. The cost
estimate for the remaining provisions present the best estimates
based on current information:.

TABLE 1. —ESTIMATED BUDGET AUTHORITY, OUTLAY, AND REVENUE IMPACTS OF S. 1, THE SOCIAL
SECURITY ACT AMENDMENTS OF 1983

[By fiscal year, in millions of dollars]

1983 1984 1985 1986 1987 1988

Spending:

Function §50:
Budget AUthOMEY .....ooevvecvrerrecenens 3,439 1,001 1,985 2,283 2,665 2,987
QOutlays 105 93 -33 =131 —136 — 140

Function 600:
Budget authority.......ccocrccceeces 22,235 14,084 14713 14,503 16,673 30,457
Outlays 341 —3067 3447 3626 3764  —4,140

Function 700:
Budget authority..........oeeeevcevreeeee 0 -89 -5 —58 —60 —63
QOutlays -2 —54 —58 —58 —60 —63

Total spending:

Budget authority ................. 25,675 14,996 16,640 16,728 19,278 33,381
OUAYS ..coe e 421 3028 —3538 3815 3959  —4343
Revenues 0 6,466 1,579 7,453 8,889 19,825
Change in unified budget deficit..........ooccevn 41 —9494 11117 —11,268 12848 24,168

The spending effects of this bill fall within budget functions 550,
600 and 700. The budget authority is the net result of higher inter-
est income on higher trust fund balances for the Old Age Survivors
Insurance (OASI), the Disability Insurance (DI) and Hospital Insur-
ance (HI) programs, transfers to the trust funds from the general
fund of the U.S. Treasury, and required additional budget authori-
ty for the Supplemental Security Income (SSI), Supplementary
Medical Insurance (SMI), Food Stamps, Veteran’s Pensions and
Medicaid programs.

Basis of estimate: This bill generally incorporates the January,
1983 recommendations of the National Commission on Social Secu-
rity Reform. It also incorporates provisions affecting the Medicare,
Supplemental Security Income and Unemployment Insurance Pro-
grams. Table 2, shows the costs, savings and revenue impacts of
this bill to the federal government.

One major purpose of this bill is to ensure the continued pay-
ment of all Social Security benefits. The impact of some of the pro-
visions in the bill on the financial status of the Social Security
trust funds differs from their impact on the federal budget. Many
provisions transfer funds within the government, which has no
impact on budget outlays or receipts. In addition, the savings to
and income into the trust funds generate additional interest
income or budget authority. This income also does not affect the
unified budget deficit. The impact of the bill on the trust funds
therefore is shown separately in Table 3.
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TABLE 2.—ESTIMATED OUTLAY AND REVENUE CHANGES TO THE UNIFIED FEDERAL BUDGET
RESULTING FROM S. 1, THE SOCIAL SECURITY ACT AMENDMENTS OF 1983

(By fiscal year, in millions of dollars]

1983 1984 1985 1986 1987 1988

Outlay changes:
Delay COLA 6 months:

0ASDI —7,708 3793 —4228 —4473 4706 5,181
s —100 —130 —170 —170 —175 -210
Veterans’ Pensions -25 —54 —58 —58 —60 —63
Offset: Food stamps 0 37 46 51 53 53

Medicare premium delay:
SMI 114 63 -90 —201 —206 =21
Hi 1 () (*) (*) () *)
Offset: Medicaid -9 -5 7 15 16 16
Increase SSI benefits: SSI 250 750 845 840 875 935

Offsets:
Food stamps ... —40 —1658 -170 -170 -17§ —175
Medicaid 0 35 50 55 55 55
Extend FSC program for 6 months: 2
Unemployment compensation 2,070 120 0 0 0 0
Offsets to food stamps and AFDC. —135 -8 0 0 0 0
Prospective payment system.. 0 0 0 (3) (®) (3)
State waiver change 0 () (*) () *) (*)
Miscellaneous outlay impacts:
0ASDI 0 122 230 296 364 438
SSI and AFDC () (®) () () (%) ()
Total outlay changes............oc.ccccovoveeres 421 3028 3538 3815 —3959 4343
Revenue changes
FICA increase:
0ASDI 0 6,361 2,349 0 0 10272
Railroad retirement 0 45 0 0 0 "6l
1984 FICA Tax Credit 0 -320 —985 0 0 0
Other FICA Tax Offsets...................... 0 —795 —147 0 0 128
SECA tax increase 0 1,408 4,304 4,382 4747 5,199
SECA Tax Credit 0 —893 2645 2481 2397 2447
Cover nonprofit employees 0 1118 1,697 1,955 2,297 2,853
Nonprofit workers income tax offsets... 0 —14 ~212 —24 —287 —357
Cover new Federal Workers...........o.ooocoercvrercne 0 61 185 315 455 636
State speedup 0 1,600 200 136 104 200
Tax 50 percent of benefits ...

0ASDI 0 780 . 2,769 3316 3,885 4,594
Railroad Retirement..............cccoc.occccerernsvenes 0 20 64 4 85 98
Increased tax revenues from FSC extensionZ ........ 0 142 0 0 0 0
Total revenue changes.............ccoooecevececereesene 0 6,466 1,579 7,453 8889 19,825

=
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=%

£
=
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=
s
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(=4
g

g
E
(=N
g
g
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9490 —1L117 —11268 12,848 —24,168

! Less than $0.5 mitlion.

3This bill contains no estimates refating to unemployment trust fund loan reform.

3 The buarFeta  impact cannot be estimated because the bill would allow the Secretary of Heaith and Human Services, as advised by a pane of
experts, nearly unlimited discretion in setting payment rates for inpatient hospital services. Those rates could be set such that Medicare outiays in
the aggregate would increase or decrease.

d"Ihe evosr& of this provision cannot be estimated becaue it depends on the actions of state hespital rate-setting commissions in Massachusetts
and New York.

) : 'SSI d?t:tls do not include costs of the provision requiring notices to be sent to social security beneficiaries informing them about SSI. See the
ext for details.

Source: CBO estimates based on February, 1983 economic assumptions.
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TABLE 3.—ESTIMATED CHANGES IN OASI, DI AND HI TRUST FUND QUTLAYS AND INCOME RESULTING
FROM S. 1, THE SOCIAL SECURITY ACT AMENDMENTS OF 1983

By fiscal years, in millions of daitars)

1983 1984 1985 1986 1987 1988
Trust fund outlay changes:
6-month COLA delay:
0ASI —1,519 -3394 3805 —4049 4212 4712
OO —185 —399 —423 -4 —434 —469
Miscellaneous provisions:
0AS! 0 122 230 296 364 438
Total outlay changes:
0AS! —1519 32712 3575 3753 3908 4214
DI —185 —399 —423 —a —43 — 469
TORRl e~ 1,104 3671 —3998 4177  —4342 4743
Trust fund income Changes:
Tax 50 percent of benefits: OASIZ.........ccooovcrcuneee 0 780 2,769 3,316 3,885 4,504
FICA tax speedup: )
0ASI 0 5,476 1,974 0 0 8,631
Dl e 0 966 403 0 0 1,764
SECA tax increase:
0ASI 0 856 2,525 2047 2,608 2912
DI 0 175 517 501 534 597
Hl 0 37 1,262 1,434 1,605 1,670
Cover newly hired Federal workers:
0ASI 0 104 314 536 774 1,081
Dl 0 18 56 94 136 191
Cover non-profit organizations:
0 112 1,083 1,226 1,421 1,763
DI 0 189 288 332 390 485
H 0 216 326 397 480 605
Military transfer credits:
(173 16,800 —380 —385 =210 =220 =210
DI 2,300 —60 —60 -35 —35 -3
HE e e sns e e 3,290 =10 =10 —60 —60 —60
Uncashed checks:
QAL e e 680 43 43 3 43 43
DI 120 7 7 7 7 7
State speedup: OASDHI......oooooeeoree v e 0 1,600 200 136 104 200
Total income changes:
0 19,900 10,487 9,734 8,393 9,653 22,023
3,290 523 1,518 1,771 2,025 2,215
Total 23190 11,010 11,25 10,164 11,678 24,238
Total outtay and income infusions to trust funds:
(171 21604 14,158 13732 12570 13995 26,761
OASDHI 20894 14681 15250 14,341 16020 28981
Estimated interest income
QOASDI 290 2,948 4428 5,559 6,442 1,170
OASDHI........... 335 3333 .4928 6,202 7217 8,682
Total annual increase in trust funds:
21894 17,06 18160 18129 20437 34,831
OASDHI 25229 18014 20,178 20543 23237 37,663

3 Assumes no reaflocation between OAS! and DI trust funds.

2 Assumes all revenues allocated to OASI trust fund.

Source: CBO estimates based on February 1983 economic assumptions.

A Section by section description for the basis of the estimates for
the provisions in this bill having major cost impact is given below.
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These estimates were prepared from a draft of the bill before Com-
mittee amendments were added and from mark-up documents. No
bill as amended has been received.

PROVISIONS AFFECTING THE FINANCING OF THE SOCIAL SECURITY
SYSTEM

Cover new Federal employees

This provision extends Social Security coverage to all new per-
manent federal civilian employees as of January 1, 1984. The pro-
posal is expected to cover about 150,000 new permanent federal en-
trants per year through 1988. The proposal raises $61 million in
unified budget revenues in fiscal year 1984 and $1.7 billion in rev-
enues from fiscal year 1984 through 1988.

This provision assumes no change in the current Civil Service
Retirement system for those federal workers newly covered by
Social Security. No impact of any Civil Service change is given in
this estimate.

The estimate is based on CBO’s current economic and federal
employment assumptions.

Cover workers in non-profit organizations

The provision requires mandatory coverage of all employees of
non-profit institutions and organizations. Approximately 20 percent
of employees of non-profit organizations and institutions are not
currently covered by Social Security. Covering the last 20 percent
of non-profit employees raises $1 billion in fiscal year 1984 and $8.7
billion in fiscal years 1984 through 1988.

The extension of mandatory coverage to all non-profit employees
results in an income tax offset against the increase in OASDHI
revenues. The offset equals 25 percent of the employer contribution
and reduces income tax revenues. Income tax revenues are estimat-
ed to fall because it is assumed that non-profit employers pass the
entire payroll tax increase onto their employees in the form of
lower wages and salaries.

The estimate was based on CBO’s economic assumptions using
the Social Security Administration’s short-term revenue forecast-
ing model.

Termination of State and local coverage

Currently, state and local governments can terminate Social Se-
curity coverage upon giving two years notice of their intention to
withdraw, and then doing so. This provision would prohibit any
such withdrawals, effective with the bill’s enactment.

CBO’s current law revenue estimates do not assume reductions
in trust fund income that could result from withdrawals of certain
state and local governments. Thus, there would be no revenue gain
to the CBO baseline estimates from prohibiting such withdrawals.

Delay payment of annual cost-of-living adjustment from July to
January of each year

This section delays the payment of future cost-of-living adjust-
ments (COLA’s) for Social Security for six months, from July to
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January of each year. In addition, the provision changes the base
period from which the COLA is calculated.

The COLA is measured by the growth in the Consumer Price
Index (CPI) from the first calendar quarter of the previous year to
the first quarter of the current year. Whenever the increase 1is
greater than three percent, an adjustment to the benefits paid each
July is made. The July, 1983, COLA will be paid in January, 1984
under this provision, and will be based on the current law indexing
period. Subsequent adjustments will be based on the CPI growth
from the third quarter of one year to the next. The table below
shows the CBO COLA assumptions under current law and under
this provision.

ASSUMED PERCENTAGE INCREASE IN SOCIAL SECURITY BENEFITS UNDER CURRENT
LAW AND UNDER §.1

1983 1984 1985 1986 1987 1988

Current law—July 41 4.6 45 4.2 40 38
Proposed—January 0.0 41 46 4.4 41 38

This bill also guarantees that a January, 1984 COLA will be
given, even if the rate of inflation is so low that the adjustment is
less than three percent. Since CBQ’s current economic assumptions
have this COLA adjustment at 4.1 percent in 1984, this clause has
no cost effect.

The change in the COLA base and date of payment is expected to
save $24 billion in Social Security benefits over the period, and an
additional $1.3 billion in SSI and other benefits directly linked to
this COLA. These COLA changes would increase food costs by $240
rrlljllion over the period as incomes of food stamps recipients de-
cline.

Taxation of 50 percent of social security and railroad retirement
benefits for individuals with income above $25,000 and married
couples above $32,000

This provision includes in taxpayers’ adjusted gross income (AGD)
half of Old Age, Survivors and Disability Insurance (OASDI) bene-
fits when those benefits plus AGI exceeds a threshold amount. For
the purpose of taxing half of OASDI benefits, the interest from tax
free bonds is added to AGI. The threshold is $25,000 for single re-
turns, $32,000 for joint returns, and zero for married couples filing
separately. This limit would be calculated including an individual’s
or couplé’s tax exempt income, although this income would not
count towards determining one’s marginal tax rates. The amount
of benefits included in AGI would be the lesser of either 50 percent
of benefits or the one-half of the balance of the taxpayers’ summed
income over the threshold. '

The provision raises $800 million in fiscal year 1984 and $15.3
billion from fiscal year 1984 through 1988. The revenue effects are
derived from the Joint Committee on Taxation estimates based on
the Social Security Trustees’ II-B assumptions, with benefit
amounts lowered to take account of the CBO’s lower inflation (and
therefore cost-of-living adjustments) projections.
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Increase social security payroll tax (FICA) and 198} tax credit

The provision accelerates the OASDI payroll tax (FICA) increases
for employees and employers. The payroll tax increases to 5.7 per-
cent from 5.4 percent on January 1, 1984 instead of January 1,
1985. Another tax rate speedup increases the rate to 6.06 percent
from 5.7 percent on January 1, 1988 and January 1, 1989. This in-
crease was scheduled to take effect in 1990. The proposal also in-
cludes a payroll tax credit of 0.3 percent of employee FICA contri-
bution for 1984.

The FICA tax acceleration results in an income tax offset equal
to 25 percent of the employer payroll tax contribution. The offset
lowers income tax receipts because employers are assumed to pass
back onto employees the full payroll tax increase in the form of
lower wages and salaries.

The provision is estimated to raise OASDI unified budget rev-
enues $6.4 billion in fiscal year 1984 and $19.0 billion from fiscal
year 1984 through fiscal year 1988. The income tax offset equals
$2.2 billion from fiscal years 1984 through 1988. The revenue loss
due to the payroll tax credit results in a $4.2 billion loss by fiscal
year 1985.

The estimates are based upon CBO’s latest economic assumptions
using the Social Security Administration’s short-term reverue fore-
casting model.

Increase self-employed tax rate

The provision raises the self-employed payroll tax rate (SECA) to
a level equal to the combined employer-employee contribution rate
(including the FICA tax acceleration). In 1984 the SECA OASDI
rate increases 3.35 percent and the HI rate increases 1.3 percent
for a SECA rate of 14 percent. Further, the provision includes a
payroll tax credit equal to 2.9 percent of total SECA contributions
in 1984 and 2.5 percent in 1985, 2.2 percent in 1986, and 2.1 percent
in 1987 and 1988.

The proposal raises $1,408 million in SECA revenues in fiscal
year 1984 and $20 billion from fiscal year 1984 through 1988. The
income tax loss due to the self-employed payroll tax credit equals
$893 million in fiscal year 1984 and $10.9 billion from fiscal year
1984 through fiscal year 1988.

Reallocation of OASI and DI tax rates

This provision has no net cost to the federal government. It rea-
ligns the payroll tax portions allocated to the OASI and DI trust
funds so as to keep the two funds’ balances at approximately the
same percentage of outlays at the start of each year.

Benefits to certain widows, divorced and disabled women

These provisions would: (1) allow the continuation of benefits to
surviving, divorced or disabled spouses who remarry; (2) change the
indexing procedure for benefits for those receiving deferred survi-
vor benefits; (3) allow divorced spouses to draw benefits regardless
of whether the former spouse is receiving benefits; and (4) increase
benefits for disabled widows and widowers.
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Together, these provisions would cost less than $200 million per
year once fully effective in fiscal year 1985. The largest cost in this
group of provisions would allow disabled widows or widowers ages
50 to 59 to receive benefits at an amount equal to which non-dis-
abled widows or widowers over age 59 currently receive. This provi-
sion is estimated to cost $90 million in fiscal year 1984, $125 mil-
lion in 1985 and an estimated $600 million over the five year
period. Based on Social Security Administration data, approximate-
ly 200,000 recipients would receive $50 or 20 percent in added bene-
fits per month under this provision.

In addition, a provision in this bill to allow women with children
additional years of zero earnings in the calculation of their bene-
fits.

Reimburement to OASDHI trust funds for military wage credits
and unearned OASDI checks

These provisions will credit the three Social Security trust funds
with $23.8 billion as part of a transfer in 1983 from the general
fund of the Treasury. A total of $22.4 billion of this transfer repre-
sents the present value of estimated benefits arising from Social
Security credits granted to military personnel for service prior to
1957, and the amount of taxes on these credits between 1956 and
1983. The remaining transfer is for the estimated amounts of un-
cashed Social Security checks for past years. Checks uncashed for
longer than six months will also be credited back to the trust funds
in future years.

These estimates were provided by the Social Security Adminis-
tration. Although they add large amounts to the trust funds, the
provisions do not have any cost impact to the federal government
as a whole. There are offsetting interfund transfers within the fed-
eral unified budget.

State payment speedup

This provision will require state and local governments to trans-
fer their payroll tax collections to the Treasury under the same
rules as private sector employers. Currently, state payments are
made on the 30th day of each month. The provision requires that
states transmit payroll tax collections to the federal government
soon after their employees are paid. Therefore, the Treasury would
receive state FICA collections more frequently. Thus, the transfer
to the Treasury would be hastened, adding to trust fund revenues
by $1.6 billion in fiscal year 1984 and $2.2 billion over the period.

This estimate was prepared by the Social Security Administra-
tion.

LONG-TERM FINANCING

This section of the bill reduced initial benefit levels beginning in
the year 2000. There are no effects resulting from these provisions
in the 1983 to 1988 period. In addition, the retirement age will be
gradually raised from 65 to 66 beginning in the year 2000.
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MISCELLANEOUS PROVISIONS

These provisions are aimed mostly at work incentives for the el-
derly, and at insuring the financial soundness of the trust funds.
The provisions would eliminate the retirement test for workers
over the age of 65 beginning in 1990. This test reduces retirement
benefits by $1 for each $2 in earnings over a given amount ($6,600
in 1983). A delayed retirement credit of 8 percent would also be
phased in. This credit would increase from 3 percent the added
benefit amount paid to a retiree for each year a worker decides to
retire after age 65.

Another section of the bill would require Congress to act if the
balances in the trust funds fall below 20 percent of a year’s out-
lays. If Congress does not, and interfund borrowing (also provided
for in the bill) does not achieve this result in each fund, then the
cost-of-living adjustments would be altered until the funds recover.
The cost-of-living adjustment would be reduced first for those with
higher benefits, but those with lower benefits would also ultimately
be reduced, if necessary. This cost estimate does not assume any
further cost-of-living adjustment reduction beyond the six month
delay discussed above.

SUPPLEMENTAL SECURITY INCOME PROVISIONS

This title of the bill raises SSI benefits and makes other minor
changes in SSI and AFDC. Together these changes are estimated to
add $728 million to federal outlays in fiscal year 1985.

Beginning July 1, 1983, SSI benefits would be increased by $20 a
month for individuals living in their own household and by $30 a
month for couples. These increased benefits would more than offset
the effect on SSI recipients of the COLA delay. The largest part of
the added cost comes from the benefit increase for current SSI
beneficiaries. In addition, CBO estimates that about 125,000 per-
sons would become new beneficiaries of SSI. Most would be newly
eligible for SSI as a result of the increased income limits. For these
persons, CBO has assumed a participation rate of 25 percent (that
is, of all the newly eligible, 25 percent would actually participate in
SSI). Some of the other new beneficiaries would be persons previ-
ously eligible who would now choose to participate as a result of
the increased benefit levels. There are also an estimated 65,000 per-
sons who were receiving SSI state supplements only who would
now become eligible for a small federal SSI payment.

Partially offsetting the costs in SSI from these benefit increases
is a savings in the food stamp program as incomes of SSI benefici-
aries rise. There are also added costs in Medicaid for those new SSI
beneficiaries who also become newly eligible for Medicaid.

This title would also enable temporary residents of emergency
public shelters to receive SSI for three months in any twelve-
month period. This provision is estimated to cost $1 million in
fiscal year 1983 and $3 million a year thereafter. In addition, Title
IV would disregard in the determination of benefits any in-kind as-
sistance based on need received by SSI and AFDC beneficiaries.
This provision, which is effective only through September 30, 1984,
is estimated to cost less than $500,000 a year in SSI and $1 million
in 1983 and $2 million in 1984 in AFDC.
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The bill also apparently includes a provision that would require
the Social Security Administration to send notices to Social Secu-
rity beneficiaries informing them of their potential eligibility for
SSI and urging them to contact a local office if they think they
would be eligible. No language is available for this provision and
the extent of the notices could vary considerably. Hence, there is
no cost estimate for the provision. However, costs under even a
fairly limited provision could be significant, perhaps around $50
million. Not only would there be added administrative costs but it
would be reasonable to assume that around 5 percent of those re-
ceiving a notice who are eligible for SSI would apply for SSI
benefits.

UNEMPLOYMENT COMPENSATION PROVISIONS

Federal supplemental compensation

This section of the bill would extend for six months the federal
supplemental compensation program (FSC) now scheduled to termi-
nate March 31, 1983. It would provide up to 14 weeks of additional
unemployment compensation benefits for individuals exhausting
regular or extended unemployment benefits after March 31, the
maximum number of weeks provided varying with a state’s insured
unemployment rate (IUR). In addition, it would provide those per-
sons who have exhausted their FSC entitlement before March 31
with up to 8 additional weeks of benefits, the maximum number of
weeks again varying with a state’s IUR. Also, it would allow those
persons who have benefit entitlements remaining on September 30,
1983 to receive up to one-half the balance of those entitlements.

The estimate of the fiscal impact of this section of the bill is
based upon estimates of the states’ IURs and weeks compensated,
and the determination of whether a state will be paying extended
benefits which underlies the CBO baseline. It is assumed that the
national seasonally adjusted IUR will be 4.4 percent for both quar-
ters of the extension. Furthermore, it is assumed that 45 percent of
those claimants in the current law FSC program would exhaust
and collect added weeks of benefits during the extension. This
point estimate is based upon the experience of exhaustees of the
federal supplemental benefits program of 1975 to 1978.

CBO estimates that any FSC extension results in a reduction in
AFDC and Food Stamp outlays as individuals who exhaust unem-
ployment benefits and would otherwise draw benefits from these
means-tested programs continue to draw jobless payments. It is es-
timated that the extension through September 1983 will cause
AFDC and food stamp expenditures to drop by $142 million. In ad-
dition, CBO estimates that the six-month FSC extension will cause
income tax revenues to increase in fiscal year 1984 by $142 million.

Loan reform

This bill contains a provision relating to limiting the federal tax
credit reduction and to paying interest of federal unemployment
compensation loans to states. CBO has provided no estimates of the
fiscal impact of these provisions.
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MEDICARE HOSPITAL INSURANCE PROVISIONS

Conforming changes in medicare premiums

The bill would postpone from July 1 to January 1 of the follow-
ing year increases in Medicare premiums. Current premium
amounts would apply during the interim. Future premiums (and
the general revenue contribution to SMI) would be calculated on
the basis of estimated incurred costs for the calendar year during
which the premium would apply. Consonant with the changes
made by TEFRA a year ago, SMI premiums would be set at 25 per-
cent of cost per aged enrollee in calendar year 1984 and 1985, but
would be limited in subsequent years by the cost-of-living increase
in social security benefits in the previous January.

The estimated costs of this provision are the difference between
projections of income from premiums under current law and under
the amendment. Premium income under the amendment is the
product of monthly enrollment projections and monthly premium
amounts computed on the basis of projected incurred costs by cal-
endar year.

General.—The bill would provide for reimbursing most hospitals
for inpatient services provided to Medicare enrollees on the basis of
payment amounts, varying by diagnosis, fixed in advance of the
period in which they would apply. The provision would be effective
with hospital cost-reporting periods beginning on or after October
1, 1983. With the exceptions discussed below, for the first two cost-
reporting periods affected, the payment rates would be set to
assure that total Medicare payments for inpatient hospital services
in affected hospitals would be neither greater nor less than under
current law. If implemented faithfully, the provision would have no
budgetary impact in fiscal years 1984 and 1985. In subsequent
fiscal years, however, the Secretary of Health and Human Services,
advised by a panel of experts, would have nearly unlimited discre-
tion in setting payment rates. Given that discretion, CBO is unable
to determine whether the prospective payment provision would
result in federal costs or savings after fiscal year 1985.

The proposed mandatory Social Security coverage of employees
of non-profit organizations could raise labor costs for some hospi-
tals. Under the bill, Medicare’s share of any such costs would be
additional costs to the Medicare program. CBO is unable to esti-
mate those costs at this time.

Change in State Waiver Requirement.—The bill would phase out
the requirement that the rate of increase in Medicare hospital
costs in states currently reimbursing hospitals under demonstra-
tion agreements entered into after August 1982 be less than the na-
tional rate of increase in those costs. The provision would affect
only Massachusetts and New York, both of which operate hospital
rate-setting programs that have for several years held their hospi-
tal cost increases well below the national average. If those states
were to continue to be as successful as they have been, the provi-
sion would have no budgetary impact. On the other hand, the pro-
vision would allow larger cost increases than current law. If Medi-
care hospital costs were to rise one percentage point faster under

the provision, federal spending would increase by about $50 mil-
lion in 1984. :
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6. Estimated cost to State and local governments: A number of
the provisions of this bill would affect budgets of state and local

governments. Their estimated net impact on categories of state
and local expenditures is shown in the table below.

TABLE 4. —ESTIMATED COST TO STATE AND LOCAL GOVERNMENTS

1983 1984 1985 1986 1987 1988

Payroll costs 291 L1 S, 446
Speedup of FICA deposits 800 105 13 57 105
SS! State supplements 35 120 130 125 125 130
Medicaid : -8 26 49 60 60 60
AFDC -2 1
General assistance -13

Tota! ~15 1,238 443 258 42 741

Basis of estimate: The acceleration of FICA rate increases would
add to state and local government payroll costs. Currently, about
70 percent of total state and local government employment is cov-
ered by Social Security. State and local governments would have
added payroll tax contributions of $291 million in fiscal year 1984
and $896 million over the entire 1984-88 period. The CBO estimate
does not include a future cost to states who would no longer be
able to withdraw from the Social Security system under this legis-
lation. '

The provision speeding up FICA deposits would require state and
local governments to forward their FICA deposits about one month
earlier. In the first fiscal year following enactment, states would
show higher budgetary outlays for their (the employers’) share of
the FICA deposits which is one-half of the total savings shown for
the federal government. In addition, state and local governments
would lose small amounts of interest they would otherwise have
earned on the balances over a one month period.

The changes in SSI would increase state and local government
costs. Virtually all states supplement federal SSI benefits. The $20
benefit increase would raise state costs unless states were to lower
their state supplement benefit levels. Typically, lowering of benefit
levels requires action by state legislatures. The CBO cost estimate
assumes that current state supplement levels remain in effect. Con-
sequently, it represents a maximum cost to state and local govern-
ments.

The CBO cost estimate for the $20 benefit increase incorporates
added costs to states and localities for current state supplement
only beneficiaries, for new state supplement beneficiaries as a
result of the new federal beneficiaries (about one-third of federal
SSI beneficiaries receive state supplements), and for new state sup-
plement only beneficiaries who are newly eligible. Costs of this pro-
vision are estimated to total $124 million in fiscal year 1985.

In addition to the effect of the $20 benefit increase, SSI state sup-
plement costs would be increased by the COLA delays in SSI and
OASDI. When COLAs are made, state supplement costs decline
slightly because for state supplement only beneficiaries OASDI in-
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creases are larger than SSI increases. The costs of the COLA delays
are estimated to total about $6 million a year.

The CBO cost estimate does not include any cost effect of the al-
tered “pass-through” requirements of section 402. Current law re-
quires states to pass through to SSI beneficiaries federal benefit in-
creases unless state payment levels are above their December 1976
levels or unless aggregate state SSI supplement expenditures in the
12 months following a federal payment level increase exceed aggre-
gate state expenditures in the 12 months prior to the federal
change. This provision would require states to pass through the
dollar amount of the COLA that would have occurred in July 1983
under current law and also all future federal benefit increases,
even if state payment levels are above the December 1976 levels.
Hence, in future years the provision would limit the flexibility of
states to reduce supplement levels when federal SSI benefits in-
crease, raising costs for some states. However, for other states—
those with payment levels equal to their December 1976 levels—
this provision would result in potential savings because they could
pass through the July 1983 cost-of-living adjustment amount
(roughly $11) rather than the full $20 benefit increase.

Expenditures of state and local governments would also rise be-
cause of higher Medicaid costs occasioned by the SSI benefit in-
crease and the Medicare premium delay discussed earlier. The
state and local government financing share of Medicaid averages
about 46 percent.

The increased federal supplemental compensation benefits for
the unemployed would lower state and local government expendi-
tures in two ways. First, AFDC outlays would decline in fiscal year
1983. The state share of such outlays averages 46 percent. Second,
outlays for state and local general assistance (GA) programs would
also decline. GA programs are fully funded by state and local gov-
ernments and are means-tested, typically serving those ineligible
for AFDC and SSI. There are no reliable statistics on which to base
an estimate of savings in GA. However, a rough estimate of the es-
timated effect in Michigan provided by Michigan analysts was used
to estimate national effects. Michigan accounts for about 15 per-
cent of GA expenditures nationwide.

7. Estimate comparison: None.

8. Previous CBO estimate: None.

9. Estimate prepared by: Stephen Chaikind, Malcolm Curtis,
Richard Hendrix, John Navratil, Janice Peskin, Roger Hitchner,
Kathleen Shepherd (226-2820), James Nason (226-2689).

10. Estimate approved by:

C. G. NuckoLs
(For James L. Blum, Assistant Director for Budget Analysis).

Vote oF THE COMMITTEE

In compliance with paragraph 7(c) of Rule XXVI of the Standing
Rules of the Senate, the following statement is made relative to the
vote by the committee on the motion to report the bill S. 1, as
amended, was ordered favorably reported by a vote of 18 yeas, 1
nay.
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REGULATORY IMPACT STATEMENT

Because of the urgent nature of this legislation and the necessity
for prompt action to assure the financial solvency of the social se-
curity program, it is necessary to dispense with the requirements
of paragraph 12 of Rule XXVI of the Standing Rules of the Senate
relating to regulatory impact statements as is provided for in the
last sentence of such paragraph.

CHANGES IN ExIsTING LAW MADE BY THE REVENUE PROVISIONS OF THE
BILL As REPORTED

In the opinion of the committee, it is necessary in order to expe-
dite the business of the Senate, to dispense with the requirements
of paragraph 12 of Rule XXVI of the Standing Rules of the Senate
(relating to the showing of changes in existing law by the provi-
sions of S. 1, as reported by the committee).

O



Calendar No. 41
CONGRESS
98?;'1‘ SESSION S ° 1
[Report No. 98-23]

To implement the consensus recommendations of the National Commission on
Social Security Reform.

IN THE SENATE OF THE UNITED STATES

JANUARY 26 (legislative day, JANUARY 25), 1983

Mr. DoLg (for himself, Mr. Moy~iHAN, Mr. HEINZ, Mr. BAKER, Mr. STEVENS,
Mr. Laxarr, Mr. DanForTH, Mr. KENNEDY, Mr. BENTSEN, Mr. Muz-
KOWSKI, Mr. STaFFORD, and Mr. WaLLOP) introduced the following bill;
which was read twice and referred to the Committee on Finance

MarcH 11 (legislative day, MaRCH 7), 1983

Reported by Mr. DOLE with an amendment to the text and an amendment to the
title

[Strike out all after the enacting clause and insert the part printed in italic]

A BILL

To implement the consensus recommendations of the National
Commission on Social Security Reform.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,
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SHORTF FHPHE
Sporron 1 This Aet; with the following table of eon-
tents; may bo eited a5 the “Soeint Seeurity Amendments of
TABLE OF CONTENTS
See: 1+ Shert title:

TTLE I—CHANGES IN COVERAGE

See: 10+ Coverage of newly hired Federal employees:
See: 103: Coverage of employees of nonprofit orgenisntions:
See: 103- Duration of agreement for eoverage of State and loeal employees:

HTLE H—CHANGES IN BENERITS

See: 201 Shift of eost-efliving adjustments to ealendar year basis:
ered employment:
See: 203 Benefits for divoreed or disabled widow or widower who remerres:
See- 205 Benefits for divoreed speuse regardless of whether former spouse has re-
tired-
pereent:
See- 308 Inerease in old-age insuranee benefit amounts on eceount of delayed re-
tirement:

MTLE HH—REVENUE PROVISIONS

See: 361 Amendment of 1064 Code:

See: 302 Taxation of 50 pereent of seein} seeurity benefits of higher ineome per-
sens:

See- 303- Aececleration of inerense in FICA taxes; 1084 employee FICA tox eredit:

TITLE IV MISCELEANEOUS FRANCIENG PROVISIONS

See: 403- Crediting amounts of unnegetieted ehooks to trust funds:

See- 404 Transfer to trust funds for eosts of benefits atiributable to military serv-
iee befere 1867~

See: 405: Peyment to trust funds of ameunts equivalont t0 taxes on serviee i the

See: 407- Additien of public members to trust fund board of trustees:
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Swe- 101 a)t) Section 210(a) of the Secial Seeurity
Aot is nmended by striking out paragraphs (B) and (6) end
inserking in Lo thereof the fellowing:
“5) Serviee performed in the empley eof the
“A) would not be ineluded in the term ‘em-
ployment” for pu=peses of this oubseetion by
reason of the provisions of peragraph (5) or (6) of
this subseetion a8 in effeet on Jonusry 1 1983;
“B) is performed by an ndivdual whe has
States of an iwstrumentality thereof rinee Deeem-
4G} iz ney serviee performed o5 the Pres-
ﬂ%&%&enﬂ%%mmwﬁ
e t0 the Lanpress:
Puited S3tates or aov me'zinent Uty of the Usited
States 4 swek servies v performed—
A g vewsl et ow ef e Iaied

ke by o p Tra te tharent:
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“B) by eny individual as en employee -
eluded under seetion 536HD) of title 5; United
States Code (relating to certain interns; student
nurses; and other student employees of hospitals
of the Federal Government); other than 83 &
medieal or dental intern or & mediesl or dental
resident in training; or

“6) by any individual 83 an employee serv-
iﬂgen&.%emdpemfyb&sisineaseefﬁfe;steﬁm

(2) Seetion 210(p) of sueh Aet is amended by striking
out ‘‘provisions of—_ snd ol that follows and inserting in
Lieu thereof “provisions of subseetion (a)(B)—

(YD) Seetion 313Hb) of the Internal Revenue Code of
1054 is amended by striking out paragraphs (5) and (6) end

“5) service performed in the employ of the

United States or any instrumentality of the United

States; i sueh serviee—

“A) would not be ineluded in the term -em-
ployment’ for purpeses of this subseetier by
reason of the provisions of paragraph (B) er (6) of
this subseetion 85 in effeet on January 1; 1883;
and

S1RS



5

“B) is performed by an individual whe has
been eentinueusly in the employ ef the United
States oF an instrumentslity thereef sinee Deeem-
ber 81; 1983: end

Q) is net serviee performed o8 the Presi-
dent or Viee-President of the United States or as
a Member; Delegate; or Resident Commissioner of
or 0 the Cengress;

‘46) serviee perfermed in the empley eof the
United States or any instrumentality of the United
States if sueh serviee is performed—

“A) in o pensl instibution ef the United
States by an inmaete thereef;

“B) by any individunl o9 an employee in-
oluded under section 535K of title 5; United
States Cede (relating to eertnin interns; student
nurses; and other student employees of hespitals
of the Kedersl Government); other than &9 &
medieal of dental intern or & mediesl or dental

© O 3 & Ot B~ W N -
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resident in training: of

“4O) by any individusl a8 an employee serv-
g on & temperery basis i ense of fire; storm;
earthquake; floed; or other simiar emergeney -
24 (@) Seetion 313 Hu}D of sueh Code is amended to read
25 as fellows:

N NN
QL DN
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Y Iy opNpRAL—For purposes of the taxes wn-
posed by seetions 310Lb) end 31iHb) subseetion ()
shall be apphied without regard to paregraph (5) there-

(¢) The amendments made by this seetion shall be effee-
tive with respeet to remunerstion paid after December 81;
1983-

COVERAGE OF EMPLOYEES OF NONPROFIE
ORGANTZFATIONS

SBo. 169: (a) Seetion 210(a}8) of the Soeial Seeurity
Aot is amended by striking out subparagraph (B) thereof and
by striking out (A after “(8)-

G)) Seetion 313HB)S) of the Internal Revenue Code
of 1964 is amended by striking out subparegraph (B) thereef
and by striling oub “(A)” after “48Y>

(2) Subseetion o) of seetion 8131 of sueh Code i re-

() The amendments made by this seetion shall be effee-
tive with respeet to remuncrstion paid after Deeember 3%
1983-

(d) Notwithstanding any provision of seetion 343Kl of
the Internal Revenue Code of 1854 (or any other provision ef
law) the period for which o eertifieate is in effeet under such
seetion mey net be terminsted on or after the date of the
eneotment of this Aet:

S 1RS
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DURATION OF AGREBMBENT FOR COVERAGE OF STATH AND
LOGAL BMPHOYEES |

Sue- 108 (a) Subseetion (g) of seetion 218 of the Seeial

Seeurity At is amended to read a8 follows:
“Durstion of Agreement

4o} No agreement under this seetion may be terminet-
od; in its entirety or With respeet to any eeverage group; on
or after the date of the ensetment of the Seeial Seeurity
Amendments of 1983-—

(&) The smendment made by subseetion (a) shall apply
to any agreement in effeet undor seetien 218 of the Seeial
Seeurity Aet on the date of the ensetment of this Aet; with-
oub regard to whether & netiee of termination was in effeet on
sueh date:

SHIFT OF CO8T-OP-LIVING ADFUSEMENTS TO CALBNDAR
¥BAR BASIS

eurity Aot is amended by striking out “June” and incerting

in lieu thereef “Deeember -

() Seetion HLBEHANGH) of sueh Aot is amended by
shriking out “May” and inserting in heu thereof “Novem-
ber

S1RS
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3) Seetien 315GHB) of sueh Aet is amended by strik-
ing out “May~ each plaee it appears and inserting in leu
thereef in ench instance “November

4 Seetion J03EHSHA) of sueh Aet is amended by strik-

(5) Seetion 230(s) of sueh Aet is amended by strilking
otth “June” and mserting i Heu thereof “December

(6) Seetion 356K of sueh Aet a8 in effeet in Deeem
ber 1078; and as applied in eertein enses under the provisions
of saeh Aet 83 in effeet after December 1878; is amended by
striking out “June” i subparagreph (AN end inserting in
kew thereof “Deeember and by striking out “May” esch
place i appears in subparegraph (B) end inserting i liew
thereof it eaeh nstenee “November

€9 Seetion 303(m) of sueh Aet (as it applies in eertain
eases by reasen of seetien 2 of Publie Lew 07—133) is
amended by striking out “May™ and inserting in lieu thereef

(8) The amendments made by this subseetion shell apply
with respeet to eest-of-living inereases determined under see-
tion 2164) of the Seeinl Seeurity Aot for years after 1582:

B} Seetier HBHBA) of the Seeial Seeurity Aet is
amended by striking eut “Mareh 31~ and inserting in lew
thereof “September 30~ and by striling eut “31074” and
inserting in Heu thereof “10983"

S1RS
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(2) Seetion HLHEHIA) of sueh Aet 8s in effeet in De-
eember 1078 and as applied in eertain eases under the provi-
siens of sueh Aet o8 in effees after Deoember 1978; is amend-
ed by striking out “Mareh 312 and inserting in Heu thereef

(3) The amendments made by this subseetion shall apply
with respeet to eost-oi-living inerenses determined under see-
tion 2156G) of the Seeiel Seeurity Aet for years after 1983

(o) Seetion 215()4) of sueh Aot is amended by inserting
“ and as amended by seetion 201 (a)6) and (b)) of the
Seeial Seeurity Amendments of 1083;2 after “as in effeet in

@) Seetion 1613(}2) of sueh Aot is amended by
redesignating subparegraphs (&) and (B) as subparegraphs
B) and (C) and inserting bofore subparagraph (B) the folow-
ing new subparegraph:

“A) the first $600 per yeer (or proportionstely
smallor amounts for shorter periods) of benefits re-
eeived under titte I of this Aot
(2) Seetion 1613BNINB) of sueh Aet (a8 redesignated

by peregraph (1) is emended by inserting before the semi-
eolon ot the end thereef the following: S redueed (but nob
below sero) by any ameunt exeluded under subparegraph

S 1RS
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3) The amendments made by this subseetion shall be
effeetive with respeet to benefits payable under title XV of
PLIMENATION OF WINDPALL BENBFIFS FOR ENDIVIDUALS

RECBIVENG PENSIONS FROM NONCOVERED BMPLOYMBNF

See: 202 (a) Seetion 21b(s) of the Seeial Seeurity Aet
i3 amended by ndding ot the end thereof the following new
paragraph:

YA In the esse of an individusl whese primery -
surpnee amount would be eomputed under parsgraph (B of
shis sabseetion; and who beeomes entitled after 1083 to &
monthly periodie payment (or & payment determined under
subparegreph (D)) based Gn whele e in part) upon his earn-
poragraph and in subseetion (4)(B) referred to 63 -nenecovered
during his entitlement to old-age or disability insurance bene-
fits shall be eomputed or recomputed under subperagraph (B)
eomes ohigible for sueh benefits; and shall be periedienlly re-
eomputed theresfter ot sueh times as the Seeretery deter-
mines there hes been o signifieant change in the amount of

nomndia noasmaant
sueh perioaie paymcho

Q1 RS
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“B) T paragraph (1) of this subseetion would apply o
thet individusl (emeept for subparagraph (A) ef this pare-
graph); there shall first be eomputed on amount equel to the
(other then this paragreph); exeept that fer purpeses of sueh
eomputation the pereentage of the individusl's average -
dexed monthly earnings established by subparagraph () of
peregraph (1) shall be 32 pereent- There shell then be eom-
WWW%%W&MW
whieh shell be equal to the individusl’s primery insuranee
exoept that sueh seeond amount shell be redueed by on
amount equal to one-half of the pertion of the menthly peri-
edie payment attributable to non-eovered serviee to whieh
tho individual is entitlod for deemed to be entitiod) for the
month for whieh sueh old-age or disability insuranee benefits
be the larger of the two amounts eomputed under this sub-
paragraph (before the appliestion of subseetion (1)) and shell
bedeemed%ebeeempu-ﬁeéuﬂdefp&@aﬁh(-l-)efﬁhissub—
seetion for the purpese of applying ether provisions ef this
title:

40y No primery insuranee amount mey be redueced by
reasen of this paragraph below the ameunt of the primary

S1RS
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requirements of subparagraph (A); but whieh is paid on other
than & monthly basts; shell be alloeated on & basis equivalent
to & monthly payment (a8 determined by the Seeretary); and
sueh eqiivelent monthly pavment shell eonstitute & monthly
periodie payment for purpeses of this paragraph-

“48 In the ease of an individual whe hes eleeted to
reeetve & periodie payment that hes been redueed so 88 to
provide & survivers benefit to any other individunl; the pay-
ment 1+ deerted to be inereased Hor the purpese of any eom-
putation under this paragraph) by sueh reduetion:

“Gi) I an individusl to whom subperagreph (A) epplies
13 eligible for & periodic payment beginning with & menth that
iy subsequent to the menth in whieh he beeomes eligible for
old-age or disability insursnee benefits; the amount of that
payment for purpeses of subparagraph (B) shell be deemed to
be the ameunt t6 whieh he is; or is deemed; t0 beeome enti-
tled (subjeet to elauses (); Gi); and Gv) of this subparagraph)
i sueh subsequent month-

“Gv) For purposes of this subparagraph; the term ‘peri-
odie payment ineludes & payment payable in & lump sum ¥ #
is & eommutation of; or & substitute for; periedie payments—

() Seetion 315(d) of sueh Aet is amended by adding at

S1RS
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“5) In the ease of an individual whose primary insur-
ahee arpount 18 not ecomputed under paragraph (D) of subsee-
sion (o) by ronson of paragraph ()B)) of thet subsection;
snd whe beeomes entitled after 18083 to & menthly periedie
payment (o & peyment determined ‘ﬁndef subgeotton
(e)PDD)) based (n whole or in part) upen his earnings in
poses of his entitlement to eld-age or disability insuranee
benefits shall be the primery insuranee amount eomputed or
recomputed under this subseetion (witheut regard te this
paragraph ot d before the applieation of subseetion () re-
dueed by an ameount equsl to the smaller of —

“4) one-helf of the primary insuranee orount
(eomputed without regard to this paragraph and before
the applieation of subseetion &)); or

“i) one-half of the pertion of the menthly peried-
ie payment (or payment determined under subseetion
(B)HDY stiributable to noneevered serviee to whieh
that individunl is entitled (or deemed 0 be entitled) for
the initial month of his eligibility for old-age or disabil-

The amount of sach periodie payment for purposes of elause
G shall be periodienlly reecomputed at sueh times as the See-
retary determines there has been & signifieant ehange in the
ameount of sueh periedie payment:

S1RS
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HE) Neo primary insurenee amount may be sudueed by
rensen of this paragraph below the ameunt of the prnnary
€ Seetien 215t of sueh fet is amended by adding at
HO) In the ease of an ndividunl whe beeomes enti-
ted t6 & periodie payment detesmined under subseetion
B or WHW) in & menth subsequent to the first
month i whieh he beeomos entitled to s old-nge or disabil-
has been eomputed without regard to either sueh subseetion

I subseetion or subseetion ()(5); as mav be apphesble; effee-

*B) ¥ an individuel's primery insuranee amount has
been computed under subseetion (B)(H er (d)(6); and it be-
eomes HecesSAEy 0 reeompute that primarv Nsurenee

“@) 5o a9 to norease the menthly benefit amount

(other thaw in the esse of the individuals derth): sueb

inerease shall be determined &s theugh such primary

&1 B8



O oo =21 & Ot & W N =

I R T e S S G e G e N S S N i e e
N = O W 0 =0 S Ot WD = O

23

15
insuranee amount hed initielly been eemputed without
regard to subseetion (2)(H or (d}(B); or
“Gi) by reasen of the individuel's death; suek pr-
mary msurahee smount shell be reeomputed witheut
feg&ﬁé%e(&nd&sﬁhe&ghish-&dﬂevefbeeﬂeemp&beé

with regard o) subseetion ()P or (D)

H4E) In the ease of any individusl whese primery nsur-
ahee amount is subjeet to the requirements eof subseetion
(@)D or (d)(5); the ameunt of sueh primery insuranee armount
shall be recomputed as may be required under sueh subsee-
tions by reasen of a signifieant ehange in the amount of the
felevant periodie payment——

(d) Seetions 202(e)}(2)B)) and 202H3HB)) of sueh
Aot are eseh amended by stridng out “seetion 315(UB) oF
(6}~ and inserting in heu thereof “seetion 315(H(5); 2316(H(6);
or ZLHEHBHBY~

BENBFITS POR SURVIVING DIVORCED SPOUSES AND

DISABELED WIDOWS AND WIDOWERS WHO REMARRY

Spe: 203 (1)) Seetion 303(e}(3) of the Seeial Seeurity
Aet is repested:

(3) Seetion 203(e)) of sueh Aet is amended to rend as
follows:

L@-)Fefpwpesesefp&mgmph(-});#-—

“A) o widow of & surviving divoreed wile merries
niber gitRtpRg age 60; of
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“B) o disabled widow or disabled surviving di-
voreed wife deseribed in peregreph (H(B)) merries

after attaining age 60;
s&ehmm%&gesh&ﬂbeéeemeéneﬁ%ehweeee&ﬁed.’—ﬂ

b)) Seetion 203(H(4) of such Aet is repented:

(@) Seetion 202()(b) of sueh Aet is amended to read a8

45) For purposes of paregraph (1); #—

“A) o wideower marries after atteining age 60; o
“B) g disabled widower deseribed in paragraph
sueh marriage shall be deemed not to have eeeurred—

(©)d) The amendments made by subseetion (o) shall be
effeetive with respeet to menthly benefits payable under title
H of the Seeial Seeurity Aet for menths after Deeember
1983-

(2) In the ease of an individual who was not entitled to &
monthly benefit under title H of sueh Aet for Deeember
1983 ne benefit shall be peid under sueh title by reasen of
sueh amendments unless proper applieation for sueh benefit is
made:

S1RS
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We&ammmm
PEFERRED SURVIVOR BENBFITS |

S56. 204- (a) Seetion 215(a) ef the Seeiat Seeurity Aet
is amended by adding ot the end thereef the foHowing new
peregraph:

8)(A) If o persen is entitled to benefits under subsee-
sion (e) of () of seetien 202 on the basis of the weges and
seli-employment meeme of & deceased individuet whese pr-
mmmmmmmm
paragraph (1); the primery insurenee amount of sueh de-
eensed individual shall be determined; for purpeses of deter-
miniﬁg%he&meuﬁ%ef%hebeneﬁ%&ndefsuehsubseeﬁen;&sif
entitled bo benofits under sueh subseetion first beearne eligible
for sueh benefits or; i earlier; the year in which sueh de-
eensed individual would heve atinined age 60 if he had not
died (exeept thet the aetual year of death of such deeeased
individusl shell be wused for purpeses ef seetion
215Gk)2)B)andh)-

“B) Netwithstanding subparagraph (A); H & persen—

“6) is entitled to benefits under subseetion (o) oF
() of seetion 303 on the basis ef the wages and sel-
employment ineome of & deceased individual; and

(453) was entitled o benefits undor this titlo on the
basis of the wages and seli-employment neome of sueh

S1RS—2
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deeensed individusl in the month before the menth

seribed in elause @);
the primary insursnee amount of sueh deeeased individusl
shell be the primery insuranee amount determined under the
riles whieh weuld apply (but for subparagraph (A) er the
), whiehever is furger:

“6) For purpeses of determining the meximum femily

benefit ameunt with respeet to # decessed mdivdusl for

whom # primery ihsurenee amount is determined under this
parasraph; the primery insuranee amount of sueh deeeased
individunt shall be the primary insurance amount determined
under the rules which would apply (but for this paragraph) oF
graph; whiehever is larger -

(b) The amendments made by subseetion (2) shall apply
to the benefits of individusls whoe beeome eligible for benefits
under seotion 902 (o) and ) of the Seeial Seourity Aeb after
Deeember 1883-

BENBFIES FOR DIVORCED SPOUSE RBGARDLESS OF

WHBTHER PORMER SPOUSE HAS RETIRED

Spe: 905- () Seetion 203(b) of the Seeial Seeurity Aot

is emended by adding ab the end thereof the following new
paragraph:

S1RS
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‘“45) For purpeses of determining the entitlement of &
divoreed wife to & benefit under this subseetion end the
amount of sueh benefit; in the ease of & wife whoe has been
divoreed from her former husband for o peried of net less
then 94 menths—
“4AY such former hushand shall be deemed to be
entitled to an old-age insuranco benefis if he weuld be
entitled to sueh & benefit if he applied therefor: and
“B) the amount of such benefit for such divereed
wife shall be determined witheut regard to reduetions
whieh are or would be made under seetion 303 on ae-
eount of work performed by sueh former husband.’~
®)@) The amendment made by subseetion (a) shell be
effeetive with respeet to monthly benefits payable under title
H of the Seeia} Seeurity Act for months after December
1983

€2} In the ease of an individusl who was net entitled to &
monthly benefit under tittle I of sueh Aet for December
1883; neo benefit shall be paid under sueh title by reason of
mode:
INCREASE N BENBFT AMOUNT FOR DISABLED WIDOWS

AND WIDOWERS

Spe: 206: (@)1) Seetion 202(e)() of the Seeiat Seeurity

Aet is amended by striking out the semicolon at the end of

S1RS
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subperasraph (B)G) and all thet follews and inserting in hew
thereef & period:

(2) Seetion 202(q)(6) of sueh Aet is amended to read as
foHows:

“6) For purposes of this subseetion; the -reduetion
period” for an old-age; wife’s; husband’s; widows; or widow-
er’s insuranee benefit is the peried beginning—

“A) in the ease of an old-age or hushand's msur-
anee benefit; with the first dey of the first month for
which sueh individunt is entitled to sueh benefit;

“4B) in the ease of & wite’s insurance benefit; with
the first day of the first month for whieh & eertifiente
deseribed in peragraph (5)(A)G) is effective; oF

X40) in the ease of & widow s or widowers msur-
anee benefit; with the first day of the first month for
whieh sueh individusl is entitled to sueh benefit or the
first dey of the month in whieh sueh individusl atteins
ege 60; whiehever is later;

and ending with the last day of the menth before the menth
in which sueh individusl attains retirement age—

(3) Seetion 202(q)(7) of such Aet is amended by striking
out the matter preeeding subparagraph (A) and inserting in

“¢H For purpeses of this subseetion; the ‘adjusted re-
duetion period” for an old-age; wife's; husband’s; widow’s; or
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in paragreph (6) for sueh benefit; exeluding—

) Paragraphs (DB BYEG); and )G of see-
tion 90D(g) of such Aes aro each smended by striking out
“UGMAY” and inserting in liou theroof in each instanee “(6)

(5) Seetion 202(@HBNG) of such At is amended by
striliing out “paragraph (B)(A) (or; if sueh paragraph does net

(6) Seetion 202(q)(10) of such Aet is amended—

(A) by striling out “or an additional adjusted re-

B) in subparagraphs B, (O, snd (O, by
striking out . plus the number of menths in the ad-
of 1 pereent; and

(©) in subparegraph (B, by steiling out * plus
the mumber of months in the additionsl reduetion
period multipliod by 43/240 of 1 poreent’

(b)) The smendments mede by this seetion shell be
effoetive with respeot to monthly benefits under itke IE of the

(3) In the ense of an individus} whe was et cntitled o &
monthly honefit under title II of such Act for December
1983, no henefit shall bo peid under sush title by reason of
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sueh amendments unless proper appheation for sueh benefit is
mede:
ABFETMENT £O COST-OP-LIVING ENCREASE WHEN FRUST

FUND RATIO PALLS BELOW 26 PEROBNT

ity Aet 13 amended; in the matter following elause (HD; by
striking out “The inerease shell be derived” and inserting in
Len thereof “Ioxeept as etherwise provided in paregraph (6);
the inerense shall be dertved™
() Seetion 315() of sueh Aet is amended by adding at the
~(b)}A) The amount of the inerense under paragraph (3)
to beeome effective for monthly benefits payable for Deeers-
ber 1888 or any December therenfter shall, i the Seeretary
makes & finding under this paragraph that the eombined trust
funds ratio (as dofined in subparegraph (D)) as of the stert of
business or January 1 of the eslendar year in whieh sueh
Deeember falls is less than 30 pereent; be determined under
paragraph (2) by substituting—

“4) the pereentage (rounded to the nearest ene-
tenth of 1 pereent) by whieh the average of the total
wages for the preceding ealondar yoar (s determined
for purpeses of subseetion (B}BHANH)) exeeeds sueh
average for the seeond preeeding eslendar yeer (and i

S1RS



© O ~q1 S Ot e W N -

N DN DN NN N e e e e et e e e e
L B G UC R NG T = S < S Y~ B « B N B« ~ S | B SR R N e =

23

no ineresse in sueh wages took piace; the pereentage

shell be deemed to be zere); for

paragraph (3);
but enly if the pereentage determined under elause @) is less

“@B) In any ease in whieh a eest-of-living edjustment
would net be made under this subseetion on aeeount of the
relevent inerense in the Consumer Priee Index being less
than 8 pereent; no sueh eost-of-living inerease shell be meade
by reasen of this paragraph- For purpeses of any subsequent
determinntion of & eost-ofldng inerense based upon o period
of more than 13 menths; the pereeninge of the eest-of-living
ineresse Gf any) to be applied under parsgraph () shall be
the sum of the pereentage inereases for eseh relovent 13-
for the prevision of paragraph (B whieh Lmits sueh ineresses
only 0 6ns0s in which the relovant ineronse in the Consumer
Priee Index is equal to or greater than 8 pereent:
to the eombined trust funds retie (as of the start of business
on Jenuary 1 of esch ealendar year) on Oetober 1 of eneh
ealendar year; based upon the mest reeent data available as
of thet time:
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“D) For purposes of this paragraph; the term -eom-

“G) the eombined balanee in the Federal Old-Age
ond Survivers Insurance Trust Fund and the Foderal
Dicability Insurence Trust Fund; reduoed by the
pmount of any outstanding loan (neluding interest
thereon) from the Federal Hospital Insuranee Trust
Fund; as of the start of business on January 1 of any

“4i) tho ameunt estimated by the Seeretery te be
the tota} amount o be paid from the Federal Old-Age
and Survivers Insuranee Trust Fund end the Federsl
vear for all purpeses authorized by seetion 901, but ex-
eluding eny transfor payments between sueh trust
funds and redueing the amount of any transfer to the
Railread Retirement Aeeount by the amount of any
Retirement Aeeount:

“() If any inerense under paregraph (2) has been deter-

21 mined on the basis of the substitute formule in subparegraph
22 (A} of this paragraph; end; for any sueeeeding ealondar
93 yous; the Secretary detormines thet the combined trust funds
24 ratio is groster than 33 pereent; the Seorctary shall pay addi-
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1 tional benefits with respeet to the 13-menth peried beginning
2 with the fellowing Deeember in amounts not to exeeed—
3 £6) in the aggregate; & totel amount whieh; ae-
eording to aetuariel estimete; equals the ameunt by
whieh the balanee in sueh trust funds en the date of
sueh determinstion exeeeds the amount nReeessary te
effeet o combined trust funds ratio of 83 pereent for
the follewing year; and
10 ench month it sueh 13-menth period; an ameunt equel
11 to one-twelfth of the total ameount by whieh all benefits
12 paid to him during all previews years were less then
13 the smounts whieh would heve been paid to him but
14 for the provisiens of this paragreph
15 Sueh additions! benefits shell be paid as o pereentage in-
16 erease in the menthly benefits etherwise payable for months
17 during sueh 13-month peried- H there are net suffieient funds
18 wavailable to pay additionsl benefits in the full amount to all
19 individusls (taking into aeeount the limitation in elause ()
20 ameunts paid under this subparagraph shall be peid on & pro
21 rate basis to all individuals whe are entitled to any sueh
22 ameount and are entitled to o benefit under this title for the
23 months in whieh sueh additional amounts are being paid-

W W a2 & Ot

24 “E) In anv ense th whieh additional pavments are made
25 by reasen of the provisiens of subparagraph (5); for purpeses
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of determining benefit amounts for menths after the 19-
the pereentage ineresse under this subsection appheable to
benefits payable for sueh 13-month period shall be deemed to
be the aotusl pereentage aehieved by reason of suech addition-
ol payments (as measured with respeet to payments which
are not subjeet to reduetion under any other provision of this
Aoty

(e) Only with respeet to the determination made for Jan-
uary 1; 1088; the combined trust fund ratio for suoh year for
p&rpesesefdeﬁermink&gﬁheiﬂefe&seuﬁdefseeﬁen%ﬁ)ef
the Soeial Seeurity Aet for benefits payable for December of
such year) shall be determined by using the setuerial esti-
mate of the Seeretary of Heslth and Humen servioes of the
ratio of—

@) the eombined balance whieh will be evadable
in the Foderal Old-Age and Survivors Insuranee Trust
reduced by the amount of any outstanding loan (nelud-
ing interest thereon) from the Federsl Hospital Insur-
anco Trust Eund; st the elose of business on December
31 of sueh eplendar yenr; to

(3) the amount estimated by the Seeretary to be
the total ameunt to be paid from the Federal Old-Age
and Survivers Insurenee Trust Fund and the Federal
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1088 for all purposes suthorized by seetion 201 of

sueh fet; but exeluding any transfer payments between

suoh trust funds; and redueing the amount of any

transfer to the Railroad Retirement Aecount by the

amount of any transfers inte either sueh trust fund

(@) Seotion 1617(a)2) of the Soeiel Seeusity Aet is
amended by inserting 'S or; if grester; the pereentage by
whieh benefit ameunts under title H would be inereased for
sueh month but for the provisions of seetion 315G)(6),= after
“are inereased for sueh month’ -
ENCREASE IN OLD-AGE INSURANGCE DENBFIF AMOUNES ON

AC0COUNT OF PBEHFAYERED RBETREMBENE

Sse: 208: () Seetion 209GWEAIA) of the Soeiel Seeu-
ity Aot is amended to read as follows:

under paragreph (6) of sueh amount; multiphied by-

() Seetien 202(w) of sueh Aet is amended by adding at
the end thereef the following new paragraph:

“{6) For purpeses of paregraph (1(A); the apphieable
pereentage i-—

“A) Yoo of T pereent in the ease of an individual
whe first beeemes eligible for an old-age insuranee
benefit before 1870: and
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“B) in the ease of all other mdividuals—

“6) M of + pereent for inerement months
earned prier to 1886;

“Gi) with respeet to  inerement months
enrned after 1880; & pereentage equal to the per-
eressed pursuant to this elause); phus 148 of 1
pereent; thd

“hait) 28 of + pereent for inerement months
enrned after 2008-

@@ Parasraphs (3) (O and (3) of seetion 303(w) of
sueh Aet nre ench amended by striking eut “age ¥3° and
nserting i Heu thereof “age 70°=
1983-

TITLE HH—REVENUE PROVSIONS
shis titte an amendment or repen} i3 expressed in terms of an
amendment to; or repent of; » seetion or other provisien; the
referenee shall be eonsidered to be made to & seetton or other
provision of the Lnternal Revente Code of 1954-
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SEG: 302 TAXATION OF 50 PERCENT OF SOCIAL SECURITY

BENEFITS OF HIGHER INGOME PERSONS:

(a) GENBRAE Rubp—Part H of subehapter B of ehap-
ter 1 (relating to amounts speeifieally ineluded m gross
ineome) is amended by redesignating seetion 86 as seetion 8+
and by inserting after seetion 85 the following new seetion:
%EGSG—SOGLALSEGUM%ENEF—I’PS—
mined witheut regard to this seetien; seetien 105(d); or see-
tion 331) of the taxpayer for the taxable year exeeeds the
base ameunt; there shell be ineluded in the gress ineome of
the taxpayer for the taxable year an ameunt equsl to one-half
of the soeinl seeurity benefits paid to the taxpayer during the
texable yoar:

by Basn Amoune—For purpeses of this section; the
termn ‘base smount” means— |

“41) exeept as provided in peregraphs (3) end (3);
$26,000;

) $25,000; in the ease of & joint return; and

43} zere; in the ease of & taxpayer who—

“A) is merried ot the elese of the taxable
year (within the meaning of seetion 143) but dees
not file & joint return for sueh year; and

“B) dees not live apart from his speuse ab
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“d) Soemat SpeuriFY Benpris—Fer purpeses of
amount paid to the texpayer by reason of entitlement t6 &
monthly benefit under title H of the Seeial Seeurity Aet——

b) bronmarion RerorTmve—Subehapter B of part
I of subehapter A of ehapter 61 (relating to information
eoncerning transaetions with other persens) is amended by
adding at the end thereef the following new seetion:

BENEFITS:

“o) REQUIRBMBNT OF RBPORTING—The Seeretary of
Heslth and Humen Services shall make o return; sceording
to the forms and regulations preseribed by the Seeretary; set-
sing forth—

“41) the aggregate amount of soeiel seeurity bene-
fits (within the meaning of seetion 86(d)) paid to eny

49) the name and address of the individual to
whom paid:

“G) Searemenes To Bep Furmsupp 70 Dvprvip-
vabs Wirn Ruseeor 20 Wiom Invronrmarion 18 For-
nounp—Lvery person meking o reburn under subseetion
(a) shall furnish to each individusl whese neme is set forth in
sueh return & written statement showing—
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1 “(1) the name and address of the persen meling
2 sueh return; and |
3 D) the aggregate amount of payments to the in-
4 dividusl as shown on sueh returs:
5 The written statement required under the preceding sentenee
6 shell be furnished te the individual on or before January 8%
T of the year following the ealendar yesr for whieh the return
8 under subseetion (&) was mede -
9 (6} APPROPRIATIONS AND TRANSFERS F6 TRUSP
10 Eonps—Seetion 301 of the Seeinl Sceurity Aet is amended
11 by adding at the end thereof the following new subseetion:
12 . ~m)h) There are appropriated; out of any meneys in
13 +he Treasury not otherwise appropristed; for eaeh fisenl
14 year—
15 “0A) to the Federel Old-Age and Survivors Insur
16 anee Trust Fund en amount which bears the same
17 ratio to the ineresse in tax Liability under chapter 1 of
18 the Internal Revenue Code of 18564 whieh is attributa-
- 19 ble to seetion 86 of sueh Code and properly alloeable
20 to sueh fiseal year as—
21 “@) the amount which is approprated to
22 sueh trust fund under subseetion (a) for sueh fiseal
23 year; bears to
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under subseetions (s) and (b) for sueh fiseat yeas;
artred
“B) to the Federal Disehility Insuranee Trust

Fund an amount equal to the portion of the inerease i

tex deseribed in subparagraph () whieh is net eppre-

printed under subparagraph ()

“9)(A) The Seerctary of the Treasury shall estimate for
fiseal year 1984 (and eneh year thereafter) the amount appre-
printed under paragraph (-

“(B) On the basis of the estimate under subparegraph
(A). the Seeretary of the Treasury shall net less than quarter-
lymakemﬁefs%esheappfepﬁ&mmf&nds:

“3)A) The Seeretary of the TFreasury shall make
preper adjustments in the ameunts subsequently transferred
under paragraph (2) to the extent prior estimstes differed
from the amounts required to be approprinted:

“(B) For purpeses of this subseetion; the finel determi-
netion of the amount required to be transferred under this
subseetion for any fiseal yoar shall be based on the final sto-
tisties of ineome whieh are—

G) published under seetion 6108(s) of the Inter-
nal Revenue Code of 1854; and
“Gi) properly alloeable to sueh fiseal year =
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(d) Erreerrve DaTe—The amendments made by this

seetion shall apply to benefits reeeived after Deeember 81;
1983; and attributable to periods after sueh date:

SEC: 303 ACCELERATION OF INGREASE IN FICA TFAXES: 1984

EMPLOYEE FICA TAX CREBIT-

{e) AcoprERATION OF INcREASE B FICA Taxes—

&) Tax oN BMPLOYEBS—Subseetion (#) of see-
tion 3101 (relating to rate of tax on employees for old-
age; survivers; and disability insurenee) is amended by
striking out paragraphs (6); (6); and (7 and inserting in

“6) with respeet to wages reecived during the
ealendar years 1882 and 1983; the rate shall be 540
pereent;

=) with respeet to wages reeeived during the
eslendar years 1984 through 1887, the rate shall be

ﬁ(@mfhfes-peeﬁﬁewagesreeeweddmﬂgﬁhe
ealendar yoars 1988 and 1089; the rate shall be 6.06
pereent; and

~8) with respeet t0 wages reeeived after Deocem-
ber 31; 1880; the rate shall be 6:20 pereent-

) Tax oN BMPLOYRRS—Subseetion (8) of see-
tion 3111 (relating to rate of tax on employers for old-
#ge; Survivors; and disability insuranee) i3 amended by
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striking out paragrephs (6) through (7) and inserting i
45} with respeet to wages paid during the eslen-
dar years 10983 and 1983; the rate shall be 540 per-
eent;
46} with respeet to wages paid during the ealen-
dar years 1984 through 1887; the rate shall be 570
pereent;
) with respeet t0 wages paid during the ealen-
der years 1088 and 1089 the rate shall be 6:06 per-
eent; and
48) with respeet to wages paid after Deeember
31; 1889, the rate shall be 6:20 pereent—=
(3) CoNFPORMING AMBNDMENT FO RAILROAD BE-
TIRBMBNT FAX AOP—Sootion 3331 (relating to defi-
nitions) is amended by adding at the end thereof the
“6) Taxps Ivposep BY SBorioNs 310Hs) AND
8111(a)—For purpeses of this ehapter; the rates of tax m-
posed by seetions 310%(e) and 811i(s) shell be determined
without regard to the amendments made by the Seeiel Seeu-
ity Amendments of 1883~

&) Caepir ror EMrro¥nnk FICA Taxes APTRIBUT-
ABLE F0 ACCBLERATION OF THE INCREASE BY THE RATH
oF Tax—

S 1RS



[u—ry

© W 9 &S O W

N DN DN DN DN DD e e e ek ek ek ek ek ek ek
St B W N = O W O I O Ot R W N D

35
& by epnpRat—Subehapter B of ehapter 66
(relating to rules of speeiel appheation for abatements;
eredits; and refunds) is amended by inserting at the end
“SEC: 6430: CREDIFT EFOR CERTAIN 1084 EMPLOYEE KICA
TAXES.
“4a) ALLOWANGE OF Canpir— There shall be allowed
83 & eredit against the tax impesed by subtitle A for any
taxable year whieh begins in (and ends with or after) eslendar
year 1084 an amount equal to the produet of—
=) -003; multiped by
=(2) the amount of wages reeecived by the taxpay-
er during ealendar year 1984 with respeet to which—
“A) o tax wes impesed by seetien 3101(a);

“(B) & peyment wes mede under an agree-
ment under seetion 918 of the Soeia} Seeurity
Aet:

“(b) CREDI? 70 BE RBFUNDABLE—For purpeses of
shis title fother then subpars A of pars IV of subchapter A of
chapter 1 and ehapter 63); the eredit allewod by subseetion
(a) shall be treated s if it wero allowoed by seotion 31 and not

“(e) Waens Dermnnb—or purpeses of this seetion;
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1 seetion 8131(n); exeept that sueh term alse ineludes remu-

2 nerstion eovered by an agreement under seetion 218 of the
3 Seeial Seeurity Aet:

4
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“d) CoonpNATION VWITH ADVANCE PAYMENES

UnpBER Sperron 8640—

) RBOONOHAATION OF PAYMBNTS ABYANGED
AND ORBDIF ALLOWED—H any payment is made to
the texpayer by on employer under seetion 3510
during 1984 then the tex impesed by this ehapter for
the taxable year to whieh subseetien (a) apphes shall
be inerensed by the sggregate amount of sueh pay-

shall not be treated as tax imposed by this ehapter for
purpeses of determining the amount of any eredit
(other than the eredit allowed by subseetien (8)) ellow-
(2) CoNroRMING AMBNDMENT—The table of
seetions for subehapter B of ehapter 65 is amended by
adding ot the end thereef the following new item:
“Soe- 6430: Credit for certein 1084 employee FICA taxes

(e) ADvanck PaYMENE OF So6iAh SBOURIFEY

23 ChREPIP—
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&) v epxpRat—Chapter 26 (reloting to gener-
al provistens invelving emplovinent taxes) v amended
by&ddiﬂg&ssheendﬁhereefﬁhefeﬂewingﬁewéeéﬁem
“SEG. 3510: ADVANGE PAYMENT OF 1084 FICA TAX CREDIT
“o) In GeNpRAI—Exeopt a8 otherwise provided in
this seetion; every employer making payment of weges to an
employee shall; at the time of paying sueh wages; make an
additional payment to suech employee equal to the produet
of—
“2) the ameount of sueh wages with respeet to
whieh—
“A) a tex is impesed by seetion 310+(a) for
the pavroll period; or
“B) a payment wes mede under an agree-
ment under seetion 18 of the Seeial Seeurity
Aot ‘
“b) Paxments To Be TREATED A8 PaAvMeNes OF
oA Fasepe—
=) Empro¥pe payMBNes—For purpeses of
this title; payments made by en employer under sub-
seetion (n) to his employees for any payroll period—
“A) shall not be trested a3 the payment of
eompensation; and
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~(B) shall be treated as made out of amounts
required t0 be deducted for the payroll peried
under seetion 3103 (relating to FICA employee
taxes); and a8 i the employer hed paid to the

Seeretary; on the day on which the wages are

paid to the employees; an amount equal to sueh

poyments:

“«2) FAI-ORE $6 MAKE ADVANCE PAYMBNES—
For purposes of this title (neluding penslties); failure
to make any advanee payment under subseetton (8) &b
the time provided therefor shall be treated as the fail-
ure ot sueh time to deduet and withhold under sub-
chapter A of ehapter 34 an amount equal to the
smount of sueh advanee payment:

“e) Derparrons—For purposes of this seetion—
given sueh term by seetion 6430(e):

“2) Emproyer—The term ‘employer’ ineludes
&Ry persen treated as an employer under any egree-
ment made pursuant to seetion 218 of the Seeial Seeu-

(3) CONFORMING AMBNDMBNES—

A) Seetion 6303 (relating to mede or time
of eolleetion) is amended by adding at the end
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“e) CrROBS REFEREBNCB—
“Feor treatment of payment of FICA tax eredit advanee
amounts as payment of withhoelding and EIGA taxes; see
B) The table of scetions for ehapter 25 is
amended by adding at the end thereof the follow-
“See: 8510 Advanece payment of 1084 KICA tax eredit
td) Erreorsve Dass—The emendments made by this
seetion shell apply enly with respeet to remuneration re-
eeived or paid; and taxable years beginning. after December
31; 1983
(2) InonrEASE B BaTB oF Tax—Subseetion (p) of
seetion 1401 (relating to the old-age; survivors; and disability
msurenee tex on seli-employment ineome) is amended by
striling out paregraphs (6); (6); and (7) end inserting in lieu
~6) in the emse of any taxable year beginning
after Deeember 31; 1981, and before January 1; 1984,
the tax shall be equel t6 8:05 pereent of the amount of
the seli-employment ineome for sueh taxable year:
~6) in the ease of any taxable yesr beginning
after Deeember 31; 1983; and before January 1; 1988;
the tax shall be equal to 14-40 pereent of the ameunt
of the self-employment ineome for sueh taxable year:
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“0) in the esse of any texeble year beginning
after Deeember 31; 1887; and before Januery +; 1896;
the tax shall be equal to 13-12 pereent of the amount
of the self-employment ineome for sueh taxable yoar;
and

8) in the ense of any taxable year beginning
after December 81; 1089; the tax shell be equal to
1240 pereent of the smount of the seli-employment
k) ArLowANOE oF DEbYeTion FOR 50 PBEROENG OF

PHE SBEP-EMPEOYMENE FA—

B ALEOWANCE OF BEBUOTION—

* (A In opnarat—Port VI of subehapter B
of ehapter 1 (relating to additional itemized de-
duetions for individuals) is amended by redes-
ienating seetion 338 a8 seetion 234 and by insert-

“SEC. 233. DEDUCTION FOR 50 PERCENT OF SELF-EMPLOY-

MENT TAXES-

“There shall be sllowed as & deduetion for the taxable
year an amount equal to 5O pereent of the tax impesed by
seetion 1401{n) which is paid or meerued by the taxpayer
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adjusted gress ineeme) is amended by inserting
tion allowed by seetien 338
(2) CoNPORMING AMBNDMBNPS—
(A) Paragraph (1) of seetion 275(e) (relating
o disallowanee of deduetions for eertain toxes) is
smended— |
@) by striking out “and” ab the end of

subperegreph (B);
Gi)byssfﬂsiageumhepefieéamheend
of subparagraph (C) and inserting in lew
thereof # semieolon and “and”: and
G by adding ab the end thereof the fol-
lowing new subparagraph
“D) the taxes impesed by seetton 1401 (re-
lating to seli-employment taxes) to the extent &
deduetion is net allowed with respeet to sueh
@B) Subsection (b) of seetion 1403 (relating
to eress referenees) is amended by adding at the
44) For provisions relating to deduetibility of
self-employment taxes; gsee sSeetions 223 end
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() Subscotion () of seetion 1403 (efining
net earnings from seli-employment) is amondod by
incerting {othor than the deduetion slewed by
place it eppears:

@) The table of seotions for pars VII of sub-
ehapter B of chapter 1 is amended by striking ous
the item relating to seetion 223 and inserting in
“See: 93- Deduetion for 50 pereont of self-omployment taxes:

te) Brrporive Darp—The amendments made by this
seetion shell apply to taxable years beginning after Decombor
31; 1983

313 HaNEHA) (defining wages) is amended by inserting
~is & payment under & qualified eash or deferred ar-
rengement under seetior 401 er” after “unless sueh
payment’

(2) Soctab SHOURITY AcE—Seetion 200(e)1) of
the Seeial Seeurity Aet is amended by inserting “is o
peyment under & quelified eash or deferred arrenge-

S 1RS



W O 3 O Ot B W DN e

BN DN N N N DN e e pd pmd e e e ek ped e
O W = O W O A Ot W NN D

43

ment under seetion 401 of the Internnl Revenue

Code of 1054 or after “unloss sueh paymont’

() Errnorrvs Dazp—The amendments mado by sub-
seetion () shell apply with respeet to payments mede after
HTEE IV—MSCELLANEOUS FINANCING
PROVISIONS
ALHOCATIONS 0 DISABILIFY INSURANGCE FRUSE FUND

SBe: 40L (2) Seetion 201b)) of the Seeial Seeurity
Aet is amended by siriking out eleuses (K) through O and
of the wages (as so defined) paid after Dosembor 31 1981
end before Januery 1, 1884; end so reperied; () 0-50 per
eentum of the wages (as so defined) paid after Deeomber 31
1883; and befere January 1; 1985; and se reperted; D 100
per eentum of the wages (as so defined) paid after Doecomber
81; 1884; and belore January 1; 1800; and se reported; and
@) 160 per eentum of the wages (a3 so defined) paid efter
Deeember 31; 1088; and se reported;”

() Seetion 201bH) of such Aet is amended by striking
out elauses (K) through (V) end inserting in Liow thereef the
following: “(K) 1-9375 per centum of the amount of seli-
empleymemiﬂeeme(aﬂsedeﬁﬂed-)sefepeﬁed%f&ny%
able yeor beginning efter Desember 31; 1981 and before
January 1; 1084; () 0-50 per eentum of the amount of seli-
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employment ineome (a8 50 defined) so reported for eny tax-
able year beginning sfter December 31; 1883; and before
J‘&ﬂ%ﬁ‘k%%l—:@@p&%ﬂ%&mefﬁhemﬂm&seﬁ-
empleymeﬂ-tiﬂeemeé&ssedeﬁﬂed)sefepeﬁed%f&nym
Jenuary 1; 1890; and @) 160 per eentum of the seli-em-
ployment ineome (a8 so defined) so reported for any taxable
INTBRFUND BORROWING BXTRNSION

Swe: 403 (a) Seetion J0HD) of the Seeinl Seeurity
Aet is amended by striking out “Januery 1883~ and insert-
ing in lieu thereof “Jenuary 1988~

(&) Seetion 1817 of sueh Aet is amended by striking out

CREDITING AMOUNES OF LNNBGOTIATED GHEOKS 7O
FRUSP FUNDS

Spe: 408- () The Seeretary of the Treasury shell teke
sueh aetions as mey be Reeessary to ensure that ameunts of
eheoks for benefits under title I of the Soeial Seeurity Aeb
whieh have net been presented for payment within & reasen-
able length of time (not to exeeed twelve months) after issu-
anee are eredited to the Federal Old-Age and Survivers In-
suranee Trust Fund er the Federal Disebility Insuranee
Trust Bund. whichever mey be the fund from whieh the
ehook wes issued: Amounts of any sueh eheek shall be re-
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eharged to the fund from whieh they were issued ¥ payment
is subsequently made on sueh eheek: |

(b)) The Seerctary of the Treasury shell transfer from
the general fund of the Treasury to the Federal Old-Age and
Survivers Insuranee Trust Fund and te the Federal Disabil-
ity Insuranee Trust Fund; as appropriste; sueh sums as mey
be neeessary to reimburse sueh Trust Funds in the tetel
ferred to the Trust Funds; the provisions of subseetion (a)
shell be applieable: There are hereby appropriated into sueh
Trust Funds sueh sums as mey be neeessery to reimburse
saoh Trust Funds for the amount of eurrently unnegetisted
benefit eheeks: The first sueh transier shall be made within
thirty days after the dete of the enaetment of this Aet with
respeet to all sueh unnegotinted eheeks as of sueh date of
eRBetHRoHY: .

(9) As used in paragroph (1); the term “eurrently unne-
gotiated benefis eheeks” means the eheeks issuod under title
H of the Soeial Seeurity Aet prior to the date of the enaet-
ment of this Aet; which remain unnogetinted after the twellth
month following the date on whieh they were issued:
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FRANSFER £6 TRUST FUNDS FOR BENBFIRS
ATPRIBUTABLE TO MHIPARY SBRVICE BEFORPE 1957

Sro- 404 (8) Seetion 21Hg) of the Secial Seeurity Aet

is amended to read as follows:
“Appropriation to Trust Funds

ﬁ(g)@)%bhﬂ%yd&yﬁ&&efthedﬁeeﬂheeﬁ&e&
ment of the Seeial Seeurity Amendments of 1983; the Seere-
mated to be neeessary to be transferred into eaeh of the Fed-
eral Old-Age and Survivers Insurance Trust Fund; the Fed-
ol Insursnee Trust Fund on such date of ensetment se that
cach such Trust Fund will be in the seme pesition ab the
elose of September thirty; 3015 a8 emeh sueh Trust Fund
would otherwise be in at the elese of September thirty; 2016
if seetion 210 of this Aet as in effeet prior to the Seeial Seeu-
ﬁ%yAe%Aﬁeﬁdmen%seH-%O;&ndﬁhﬂseeﬁen;hadneﬁbeeﬂ
enacted (ess any amounts previeusly trensferred under the
provisions of this subseetion 88 in effeet prior to the date of
the ensetment of the Seeisl Seeurity Amendments of 1883):
The rate of interess to be used in initially detormining sueh
amount shall be the rate determined under seetion 20HJ) for
publie debt ebligations whieh were or eould have been issued
for purehase by sueh Trust Funds on the date of the enset-
ment of the Soeial Seeurity Amendments of 1083; end the
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assumptions with respeet to future ineresses in wege and
priee levels shall be eonsistent with sueh rate of interest- The
Seeretary of the Treasury shell transfer the ameunts deter-
generat fund in the Treasury within thirty days after the date
of the ensetment of the Seeinl Seeurity Amendments of
sums equal to the ameunts to be transferred in neeordanee
under peregraph (1) within one year after the date of the
transier mede under peragraph (1); and every five yeers
to him after the date of the transfer under paragraph (1)
XVHH: Any amounts determined to be needed for transfer
shaﬂbeﬂm&ﬁedm&aﬂybyﬁhe&efeﬁﬁyeﬁhe%&s-
ury inte the appropriate Trust Fund from the genersl fund in
the Treasury; or out of the appropriate Trust Fund inte the
general fund in the Treasury; 88 mey be apprepriate- There
are sutherized to be approprinted to sueh Trust Funds sums
equal to the amounts to be transferred in seeordanee with
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PAYMBNTS £6 TRUST FUNDS OF AMOUNTS BQUIVALENYT

FO TAXES ON SERVICE IN THE UNIFORMBD SERVICES

PERFORMBD AFPTER 1956

Se. 406- (8) Seetion 230(b) of the Soeiel Seeurity Aet
is arnended to read a8 follows:

“b) There are authorized to be appropriated to the Fed-
M@WMWM%M%M
ta} Insuranee Trust Rund; for ench fisea} year; amounts equal
to the additions) amounts whick would be apprepriated ite
ench sueh Trust Bund for sueh fisen} year under seetions 201
and 1817 of this Aet if the ameunts of the additional wages
deemed to have been peid by resson of subseetion () eonst-
suted remuneration for employment (as defined in seetien
3191(b) of the Internal Revenue Code of 10564) fer purpeses
of the taxes impesed by seetions 3101 and 3111 of the Inter-
nat Revenue Code of 1064

&) The smendment made by subseetion (a) shell be ef-
foetive with respeet to wages deemed to have been paid for
eslendar years after 1882-

(o)1) Within thirty days efter the date of the ensetment
e{ﬁﬁsAe%;&heSeem%&ryefHea%h&ndewSepﬁees
shall determine the ameunts equal to the additional ameunts
mmmmm%mmm&
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suranee Trust Fund under seetions 201 end 1817 of the
Seeisl Seeurity Aet; if the additional wages docmed to have
been peid under seetion 220(a) of the Seeind Seeurity Aet
prior to 10983 had eonstituted remuncration for employment
fas defined in seetion 3134b) of the Intenal Revenue Gode
of 1054) for purposes of the taxes imposed by seetions 310+
and 3141 of the Internal Revenue Code of 1954 end the
amount of interest whieh would have been earned on such
amounts if they hed been 5o appropriated:

(2} The Seeretary of the Treasury shell; within thirty
days after the date of the ensetment of this Aet; transfor inte
eneh sueh Trust Eund; from the general fund in the Tressury;
an amount equel to the ameount determined with respeet to
sueh Trust Fund under paragraph (1); less any ameunt ep-
proprinted inte sueh Trust Hund under the provisions of soo-
ion 290() of the Seeisl Seeurity Aot prior to the date of the
determination mede under peregraph (1) with respeet te
weges deemed to have been paid for enlender yoars prior to
sums equal to the ameunts to be transferred in accerdenee

B) The Seeretary shall revise the amount determined
under subparegraph (A) within one year aiter the date of the
transier medo under paregraph (b); es werranted by date
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which mey beeome available to him after the date of the
trensfer under subparagraph (A) based upen aetusl benefits
paid undor this title and title XVIIL Any amounts deter-
mined to0 be needed for transfer shell be transferred by the
Seeretary of the Treasury inte the appropriate Trust Fund
from the general fund in the Treasury; or out of the appropr-
ate Trust Fund into the general fund in the Treasury; a8 mey
be approprinte: There are authorized to be approprated to
sueh Trust Punds sums equal to the amounts to be trans-
ferred in aceordanee with this subparagraph inte sueh Trust
Fuands:
FRUST FOND BVESTMBNT PROCEDURE

SBe: 406- (8) Seetion 201 of the Seeial Seeurity Aet i3
amended by striking out subseetions (d); (e); and () and -

‘“4d) There are hereby ereated on the beeks of the
Treasury of the United States an seeount to be known as the
Old-Age ond Survivers Insuranee Depesitary Aeeount snd
an seeount to be known as the Disshility Insuranee Depost-
tary Aeoount:

‘(o) The Managing Trustee shall depesit that pertion of
the Federal Old-Age and Survivers Insuranee Trust Fund
net required to meet eurrent withdrawels from sueh Trust
Fund in the Old-Age and Survivers Insursnee Depesitary
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Aeeount and thet pertion of the Federal Disability Insuranee
Trust Fund net required to meet eurrent withdrawals from
sueh Trust Fund in the Disebility Insurenee Depesitary Ae-
eoust:

“BH) The Seeretery of the Treasury may apply moneys
deposited in an aeeount pursuant to subseetion (o) in any way
i whieh he i authorized by law to epply meneys in the
general fund of the Treasury:

“2)A) Moneys deposited in ah aecount pursunnt to sub-
seetion (o) shall be treated as indebtedness of the United
States for purpeses ef seetion 130B(2) of title 31 United
States Code; and shall earn interest; payable menthly; in en
ameount equel to the produet obtained by multiplyng the
average belanee of meneys in the aeeount for sueh month by
th average market yield (computed by the Managing
Frustee on the basis of market quotations as of the end of
each dey of the previous moenth) en all marketable interest-
bearing ebligations of the United States then forming & part
of the publie debt which are not due or eallable until after the
expiration of four yoars from the end of sueh previous month,
exeept that “flower bends” shell net be ineluded in sueh eom-
putation:

“(B) Hor purpeses of this paragraph; the term ‘eower
bond mesns & United States Treasury bond which was
issued before Mareh 4; 1071 end which may; at the option of
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the duly eenstituted representatives of the estate of & de-
eetsed individual; be redeemed at par (faee) velue; plus ae-
erued interest to the dete of payment; H—
“6) # was owned by sueh deceased individusl ot
the time of his death;
“Gi) it is part of the estate of such deeensed indi-
vidual; and

of the Treasury to epply the entire proeeeds of the re-

demption of sueh bond to the payment of Federsd

estate taxes:

3) The Meanaging Trustee may withdraw moneys de-
posited in an neeount pursuant to subseetion () whenever he
determines that sueh meoneys are neeessary t0 meet eurrent
moneys; and the Seeretary of the Treasury may sell ebhige-
sions of the United States in the market in an amount not to
exeeed the amount of sueh withdrewel i he determines thet
sueh withdrawal necessitates an inerease in the genersl fund
of the Treasury by an amount net execeding sueh emount—

() Seetion 1817 of sueh Aet is amended by striking oub
subseetions {(e); (@); and () and inserting in liou thereef the
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“{e) There is hereby erented on the books of the Treas-

ury of the United Stetes an aeeount to be known a9 the Hes-
“d) The Managing Trustee shall depesit that pertion of
the Foderal Hospitel Insurance Truss Bund not required b0
meet eurrent withdrawals from sueh Trust Fund in the Hes-
“e}t) The Seeretary of the Tressury may apply

moneys depesited i the aeeount pursuant to subseetion (d) i

any way in whieh he is uthorized by low to apply meneys in
the general fund of the Treasury:

~B)A) Moneys depesited in the aeeount pursusnt te
subseetion (d) shall be treated as indebtedness of the United
States for purpeses of seetion 1305(3) of title 31; United
Sﬁ&&es@ede;&ndsk&}le&mimefest;p&yablemeﬂshly;h&&n
ameunt equat to the produet obteined by multiplying the
average balanee of meneys in the secount for sueh menth by
the average market yield (computed by the Managing Trust-
ee on the basis of market quotations a9 of the end of ench day
of the previeus month) en all marketable interest-bearing ob-
ligations of the United States then forming o part of the
publie debt whieh are net due or eallable until after the expi-
ration of four years from the end of sueh previous menth;
exeopt thet flower bonds’ shell not be included in such eom-
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“B) For purposes of this paragraph; the term Hower
bond. mesns & United States Treesury bend whieh was
issued before Mareh 4; 1974; and whieh mey; ab the option of
the duly eenstituted representetives of the estate of o de-
consed individuak; be redeomod 8t par (nee) value; plus ac-
erued interess to the date of payment; H—

“6) i was owned by sueh deeeased individuel &b
the time of his death;

“G3) i is pars of the estate of sueh deecensed indi-
vidual, and

of the Freasury to apply the entire proeeeds of the re-

demption of sueh bend te the payment of Federal

estate taxes:

43) The Menaging Trustee mey withdraw moneys de-
posited in the necount pursuant to subseetion (d) whenever he
determines thet sueh moneys are neeessary t0 meet eurrent
withdrawals from the Trust Fund; end the Seeretary of the
Treasury may sell obligations of the United Siates in the
merket in an amount Rt to execed the amount of sueh with-
drawel if he determines thet sueh withdrawel neeessitates an
inerense in the general fund of the Treasury by &n ameunt
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(e) Seetion 1841 of sueh Aet is amended by striking out
subseetions (e); (d); and (e) and inserting in leu thereof the

“(e) There is hereby established on the beoks of the
Treasury an aceount to be knewn as the Supplementary

~d) The Managing Trustee shall depoesit that pertion of
the Federal Supplementary Medieal Insurance Trust Fund
#ot required to meet eurremnt withdrawsls from sueh Trust
Fund in the Supplementary Medieal Insurenee Depositary
Aeeount:

e} The Seeretary of the Treesury may apply
moneys depesited in the aeeount pursuant to subseetion (@) in
Ry way i whieh he is authorized by law to apply meneys in
the general fund of the Treasury:

“2)A) Meneys depesited in the seeeunt pursuant to
subseetion (d) shell be trested as indebtedness of the United
States for purpeses of seetion 1306(2) of title 81; United
States Cede; end shall earn interest; payable monthly; in an
amount oqual to the produet obtained by multiplying the
average balenee of moneys in the aceount for sueh menth by
ee on the basis of market quetations as of the end of each day
of the previeus menth) on all merketable interest-bearing ob-
higations of the United States then forming & part of the
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publie debt whieh are not due or esllable until after the expi-
ration of four years from the end of sueh previous month;
exeept that ‘flower bonds” shall net be ineluded in sueh eom-
putation:

“B) For purposes of this paragraph; the term fewer
bond’ mesns & United States @reasﬂf-y bonrd whieh was
issued before Mareh 4; 1971, and whieh may; at the option of
the duly eonstituted representatives of the estate of & de-
censed individuel; bo redoemed 8t par (faee) value; plus ae-
erued interest t0 the date of payment; H—

“G) # was owned by sueh deeensed individual b
the time of his death;

“Gi) i is part of the estate of sueh deeeased indi-
vidusl; and

of the Treasury to apply the entire proeeeds of the re-

demption of sueh bend to the peyment of Federsl

estate taxes:

“43) The Managing Trustee may withdrew meneys de-
posited in the aeeount pursusnt to subseetion (d) whenever he
determines that sueh moneys are neeessary t0 meet eurrent
withdrawals from the Trust Fund; and the Seeretary of the
Treasury may sell obligations of the United States in the
merket in an amount not to exeeed the amount of sueh with-
deawal if he determines thet sueh withdrawael neeessitates an
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nerense in the genersl fund of the Freasury by an smeount

() Net later then thirty days after the date of enset-
ment of this Aet; the Seeretary of the Treesury shall redeem
at par all eutstanding obligations of the United States issued
under the Seeond Liberty Bend Aet exelusively for purehase
by the Federsl Old-Age Insuranee Trust Fund; the Federal
Insuranece Trust Fund (hereinafter in this subseetion referred
o a8 the “Trust Funde

) The Managing Trustee mey sell any marketable
obligation of the United States held by the Trust Funds at
market priee at any time and shell sell (or redeem) all
“flower bonds” held by the Trust Funds st market priee
wathin thirty days of the date of ensetment of this Aet:

(B) For purpeses of this paragraph; the term “flower
bond— means & United States Treasury bond whieh was
iosued before Mareh 4; 1071, and whieh may; at the option of
the duly eenstituted representatives of the estate of & de-
eeased individual; be redeemed 8t par (aee) value; plus ae-
erued interest to the date of payment; H—

@ i was owned by sueh deeeased individunl at
the time of his death; |
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GH i i3 pars of the estate of sueh decensed mdi-

viduel; and
of the Treasury to apply the entire proeeeds of the re-
demption of sueh bond to the payment of Federsd

estate taxes:
(8) The proeceds from the redemption and sele of obliga-
tions of the United States pursuant to paragraphs (B end ()
shell be peaid to the Trust Fund selling or redeeming sueh

obligations and that portien of sueh proeeeds whieh is net

required to meet eurrent withdrewals from sueh Trust Fund
shell be depesited in the aeeeunt esteblished with respeet 10
sueh Trust Fund by subseetion (a); ), o (o) of this Aet:
(e} The amendments mede by this Aet shell teke effeet
on the first dey of the menth following the date of enaebment
of this Aet:
ADDIFION OF PUBLIC MBEMBERS 6 FRUST FUND BOARDBS
OF TRESTRERS
SBe: 40% () Seetions 201(e); 1817(b); and 1841 () of
the Seeinl Seeurity Aet are eaeh amended by striking out the
period ot the end of the first sentonee and inserting in liou
thereof & eomms and “and of twe members of the publie

whe shell be nominsted by the President for & term of four
yoars and subjeet t0 eonfirmation by the Senate—
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®) Tho amendments mado by subseetion (o) sheil
beeomme cffoetive on the date of cnactment of this Aet:
SHORT TITLE
SEcTION 1. This Act, with the following table of con-

tents, may be cited as the “Social Security Amendments of

1983

TABLE OF CONTENTS
Sec. 1. Short title.

TITLE I—SOCIAL SECURITY

Part A—Changes in Coverage

Sec. 101. Coverage of newly hired Federal employees.

Sec. 102. Coverage of employees of nonprofit organizations.

Sec. 103. Duration of agreement for coverage of State and local employees.
Sec. 104. Ezclusion of services performed by members of certain religious sects.

PArRT B—CHANGES IN BENEFITS

Sec. 111. Shift of cost-of-living adjustments to calendar year basis.

Sec. 112. Elimination of windfall benefits for persons with pensions from noncov-
ered employment.

Sec. 113. Benefits for divorced or disabled widow or widower who remarries.

Sec. 114. Change in indexing for deferred survivor benefits.

Sec. 115. Benefits for divorced spouse regardless of whether former spouse has re-
tired.

Sec. 116. Increase in benefit amount for disabled widows and widowers.

Sec. 117. Adjustment to cost-of-living increase when trust fund ratio falls below 20
percent.

Sec. 118. Increase in old-age insurance benefit amounts on account of delayed re-
tirement.

Sec. 119. Increase in retirement age.

Sec. 120. Adjustments to OASDI benefit formula.

Sec. 121. Phaseout of earnings limitation for beneficiaries who have attained re-
tirement age.

Sec. 122. Increase in dropout years for time spent in child care.

Sec. 123. Limitation on payments to prisoners.

Sec. 124. Limitations on payments to nonresident aliens.

Sec. 125. Reduction of cost-of-living increase if trust funds ratio is below 20 per-
cent and declining.

PART C—REVENUE PROVISIONS

Sec. 131. Tazation of Social Security and tier 1 railroad retirement benefits.
Sec. 132. Acceleration of increases in FICA taxes; 1984 employee tax credit.
Sec. 133. Taxes on self-employment income; credit against such tazes.
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PART D—MISCELLANEOUS FINANCING PROVISIONS

Allocation to Disability Insurance Trust Fund.

Interfund borrowing extension.

Crediting amounts of unnegotiated checks to trust funds.

Transfer to trust funds for costs of benefits attributable to military serv-
ice before 1957.

Payment to trust funds of amounts equivalent to tazes on service in the
untformed services performed after 1956.

Trust fund investment procedure.

Addition of public members to trust fund board of trustees.
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TITLE I—SOCIAL SECURITY

PART A—CHANGES IN COVERAGE

COVERAGE OF NEWLY HIRED FEDERAL EMPLOYEES

SEc. 101. (@)(1) Section 210(a) of the Social Security

Act 18 amended by striking out paragraphs (5) and (6) and

wnserting in lieu thereof the following:

“(5) Service performed in the employ of the

United States or any instrumentality of the United

States, if such service—

S 1RS

“(4) would not be included in the term ‘em-
ployment’ for purposes of this subsection by
reason of the provisions of paragraph (5) or (6) of
this subsection as in effect on January 1, 1983,
and

“(B) is performed by an individual who has
been continuously in the employ of the United
States or an instrumentality thereof (including,
solely for purposes of this paragraph, the receipt
of benefits under the Civil Service Retirement
and Disability Fund, or any other benefits (based
upon service as an employee) under another re-
tirement system established by a law of the
United States for employees of the Federal Gov-
ernment or members of the Uniformed Services as

being ‘in the employ’ of the United States) since
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December 31, 1983 (and for this purpose an indi-

vidual who returns to the performance of such
service after a separation from such service shall
nevertheless be considered upon such return as
having been continuously in the employ of the
United States or an instrumentality thereof, re-
gardless of whether the period of such separation
began before, on, or after December 31, 1983, if
the period of such separation does not exceed 365

days);

except that this paragraph shall not apply with respect

to—

S 1 RS

“() service performed as the President or
Vice President of the United States,

“(1) service performed as a Member, Dele-
gate, or Resident Commissioner of or to the Con-
gress,

“(i11) service performed as the Commissioner
of Social Security, or

“Gv) any other service in the legislative
branch of the Federal Government if such service
is performed by an individual who, on December
31, 1983, is not subject to subchapter 111 of chap-
ter 83 of title 5, United States Code.
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1 “(6) Service performed in the employ of the
2 United States or any instrumentality of the United
3 States if such service is performed—
4 “(4) in a penal wnstitution of the United
5 States by an inmate thereof;
6 “(B) by any individual as an employee in-
T cluded under section 5351(2) of title 5, United
8 States Code (relating to certain interns, student
9 nurses, and other student employees of hospitals of
10 the Federal Government), other than as a medical
11 or dental intern or a medical or dental resident in
12 training; or
13 “(C) by any individual as an employee serv-
14 tng on a temporary basis in case of fire, storm,
15 earthqudke, flood, or other similar emergency;”.
16 (2) Section 210(p) of such Act is amended by striking

’

17 out “provisions of—"" and all that follows and inserting in
18 lieu thereof “‘provisions of subsection (a)(5).”.

19 (b)(1) Section 3121(b) of the Internal Revenue Code of
20 1954 1s amended by striking out paragraphs (5) and (6) and

21 inserting in lieu thereof the following:

22 “(5) service performed in the employ of the
23 United States or any instrumentality of the United
24 States, if such service—

S 1 RS
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“(4) would not be included in the term ‘em-
ployment’ for purposes of this subsection by
reason of the provisions of paragraph (5) or (6) of
this subsection as in effect on January 1, 1983,
and

“(B) is performed by an individual who has
been continuously in the employ of the United
States or an instrumentality thereof (including,
solely for j)urposes of this paragraph, the receipt
of benefits under the Civil Service Retirement
and Disability Fund, or any other benefits (based
upon service as an employee) under another re-
tirement system established by a law of the
United States for employees of the Federal Gov-
ernment or members of the Uniformed Services as
being ‘in the employ’ of the United States) since
December 31, 1983 (and for this purpose an indi-
vidual who returns to the performance of such
service after a separation from such service shall
nevertheless be considered upon such return as
having been continuously in the employ of the
United States or an instrumentality thereof, re-
gardless of whether the period of such separation

began before, on, or after December 31, 1983, if
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the period of such separation does not exceed 365

days);

except that this paragraph shall not apply with respect

“@) service performed as the President or
Vice President of the United States,

“(u) service performed as a Member, Dele-
gate, or Resident Commussioner of or to the Con-
gress,

] “(ur) service performed as the Commissioner
of Social Security, or

“(w) any other service n the legislative
branch of the Federal Government if such service
18 performed by an individual who, on December
31, 1983, 18 not subject to subchapter 111 of chap-
ter 83 of title 5, United States Code;

“(6) service performed in the employ of the

United States or any instrumentality of the United

States i1f such service is performed—

“t4) in a penal institution of the United
States by an inmate thereof;

““B) by any indinidual as an employee in-
cluded under section 5351(2) of title 5, United
States Code (relating to certain interns, student

nurses, and other student employees of hospitals of

S1RS——5
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the Federal Government), other than as a medical
or dental intern or a medical or dental resident in
training; or
“(C) by any individual as an employee serv-
ing on a temporary basis in case of fire, storm,
earthquake, flood, or other similar emergency;”.

(2) Section 3121(w)(1) of such Code is amended to read
as follows:

‘1) IN GENERAL.—For purposes of the tazes
imposed by sections 3101(h) and 3111(b), subsection

(b) shall be applied without regard to pamgmph (5)

thereof.”.

(c) The amendments made by this section shall be effec-
tive with respect to remuneration paid after December 31,
1983.

(d) Nothing in this Act shall reduce the accrued entitle-
ments to future benefits under the Federal Retirement
System of ‘current and retired Federal employees and their
famalies.

COVERAGE OF EMPLOYEES OF NONPROFIT
ORGANIZATIONS

SEC. 102. (a) Section 210(a)(8) of the Social Security
Act is amended by striking out subparagraph (B) thereof and
by striking out “(A)” after “(8)”.

S1RS
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(b)(1) Section 3121(b)(8) of the Internal Revenue Code
of 1954 is amended by striking out subparagraph (B) thereof
and by striking out ‘“(4)” after ““(8)”’.

(2) Subsection (k) of section 3121 of such Code is re-
pealed.

(c) The amendments made by this section shall be effec-
tive with respect to remuneration paid after December 31,
1983.

(d) Notwithstanding any provision of section 3121(k) of
the Internal Revenue Code of 1954 (or any other provision of
law) the period for which a certificate is in effect under such
section may not be terminated on or after the date of the
enactment of this Act.

DURATION OF AGREEMENT FOR COVERAGE OF STATE AND
LOCAL EMPLOYEES

SEc. 103. (a) Subsection (g) of secﬁ'on 218 of the

Social Security Act is amended to read as follows:
“Duration of Agreement

“(9) No agreement under this section may be terminat-

ed, in uts entirety or with respect to any coverage group, on or

after the date of the enactment of the Social Security Amend-
ments of 1983.",

(b) The amendment made by subsection (a) shall apply
to any agreement in effect under section 218 of the Social

Security Act on the date of the enactment of this Act, without

S 1RS
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regard to whether a notice of termination was in effect on
such date, and to any agreement or modification thereof
which may become effective under such section 218 ofter that
date.
EXCLUSION OF SERVICES PERFORMED BY MEMBERS OF
CERTAIN RELIGIOUS SECTS
SEc. 104. (@) Section 3121 of the Internal Revenue
Code of 1954 is amended by adding at the end thereof the
following new subsection:
“(v) MEMBERS OF CERTAIN RELIGIOUS FarTas.—
“(1) EXEMPTION.—Any indwidual may file an
application (in such form and manner, and with such
official, as may be prescribed by regulations under this
chapter) for an exemption from the tax imposed by this
chapter with respect to wages paid to such individual
by an employer who is exempt from the tax imposed
under section 1401 by reason of an exemption granted
under section 1402(g), if such indiwidual 18 @ member
of a recognized religious sect or division thereof and is
an adherent of established tenets or teachings of such
sect or division by reason of which he is conscientious-
ly opposed to acceptance of the benefits of any private
or public insurance which makes payments in the
event of death, disability, old-age, or retirement or

makes payments toward the cost of, or provides services

S 1RS
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for, medical care (including the benefits of any insur-

ance system established by the Social Security Act).

Such exemption may be granted only if the application

contains or is accompanied by—

“(A) such evidence of such individual’s
membership in, and adherence to the tenets or
teachings of the sect or division thereof as the
Secretary may require for purposes of determin-
ing such indwidual’s compliance with the preced-
ing sentence, and

“(B) his waiver of all benefits and other
payments under titles 11 and XVIII of the Social
Security Act on the basis of his wages and self-
employment income as well as all such benefits
and other payments to him on the basis of the
wages and self-employment income of.any other

person,

and only if the Secretary of Health and Human Serv-

wces finds that—

S1RS

“() such sect or division thereof has the es-

tablished tenets or teachings referred to in the pre-

ceding sentence,
“() it is the practice, and has been for a
period of time which he deems to be substantial,

for members of such sect or division thereof to
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make provision for their dependent members

which in his judgment is reasonable in view of

their general level of living, and

“(iii) such sect or division thereof has been
in existence at all times since December 31,
1950.

An ezemption may not be granted to any indwidual if
any benefit or other payment referred to in subpara-
graph (B) became payable (or, but for section 203 or
292(b) of the Social Security Act, would have become
payable) at or before the time of the filing of such
waztver.

“(2) PERIOD FOR WHICH EXEMPTION EFFEC-
TIVE.—An exemption granted to any individual pur-
suant to this subsection shall apply with respect to all
tazable years beginning after December 31, 1983,
except that such exemption shall not apply for any cal-
endar year—

“(A4) beginning (i) before the calendar year
in which such individual first met the require-
ments of the first sentence of paragraph (1), or
(i) before the time as of which the Secretary of
Health and Human Services finds that the sect or

division thereof of which such individual is a

S1RS
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member met the requirements of clauses (i) and
(1) of paragraph (1), or

“CB) ending (i) after the time such individu-
al ceases to meet the requirements of the first sen-
tenice of paragraph (1), or (i) after the time as of
which the Secretary of Health and Human Serv-
ices finds that the sect or division thereof of which
he is a member ceases to meet the requirements of

clauses (1) and (1) of paragraph (1).”.

(b) Section 210(a) of the Social Security Act is amend-
ed—

(1) by striking out ‘“or” at the end of paragraph
(19);

'(2) by striking out the period at the end of para-
graph (20) and wnserting in liew thereof ‘; or’’; and

(3) by adding at the end thereof the following new
paragraph:

“(21) Service performed, in the employ of an em-
ployer who is exempt from the tax imposed under sec-
tion 1401 of the Internal Revenue Code of 1954 by
reason of an exemption granted under section 1402(g)
of such Code, by an individual with respect to whom
an exemption has been granted (and is applicable)
under section 3121(v) of such Code.”.

S1RS
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(c) Section 3121(b) of the Internal Revenue Code of

1954 1s amended—

(1) by striking out “or” al the end of paragraph
(19);

(2) by striking out the period at the end of para-
graph (20) and inserting in lieu thereof 5 or’; and

(3) by adding at the end thereof the following new
paragraph:

“21) service. performed, in the employ of an em-
ployer who is exempt from the tax imposed under sec-
tion 1401 by reason of an exemption granted under
section 1402(g), by an individual with respect to whom
an exemption has been granted (and 1is applicable)
under subsection (v) of tﬁis section.”’.

(d) Section 202(v) of the Social Security Act is amend-
ed by inserting “or 3121(v)" after “1402(g)” each place 1t
appears.

(¢) The amendments made by this section shall apply
with respect to remuneration paid after December 31, 1983.
ParT B—CHANGES IN BENEFITS
SHIFT OF COST-OF-LIVING ADJUSTMENTS TO CALENDAR
YEAR BASIS

SEc. 111. (a)(1) Section 215(1)(2)(4)(G) of the Social
Security Act is amended by striking out “June’ and insert-

ing in lieu thereof ‘December”.

S1RS
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(@) Section 215(1)(2)(4)(ii1) of such Act is amended by
striking out “May” and inserting in lieu thereof ‘“Novem-
ber”.

(3) Section 215()(2)(B) of such Act 18 amended by
striking out “May” each place it appears and inserting in
lieu thereof in each instance “November”,

(4) Section 203()(8)(4) of such Act is amended by
striking out “June” and inserting in liew thereof “Decem-
ber”.

(5) Section 230(a) of such Act is amended by striking
out “June” and inserting in lieu thereof “December”’,

(6) Section 215(1)(2) of such Act as in effect in Decem-
ber 1978, and as applied in certain cases under the provi-
stons of such Act as in effect after December 1978, is amend.-
ed by striking out “June” in subparagraph (4)(i) and in-
serting in liew thereof “December”, and by striking out
“May” each place it appears in subparagraph (B) and in-
serting in liew thereof in each instance “November”.

(7) Section 202(m) of such Act (as it applies in certain
cases by reason of section 2 of Public Law 97-123) is
amended by striking out “May” and inserting in lieu thereof
“November”.

(8) The amendments made by this subsection shall

apply with respect to cost-of-living increases determined

S 1 RS
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under section 215(i) of the Social Security Act for years
after 1982.

()(1) Section 215(1)(1)(4) of the Social Security Act
is amended by striking out “March 31” and inserting in lieu
thereof “September 30", and by striking out “1974” and
inserting in lieu thereof “1982”.

(2) Section 215()(1)(4) of such Act as in effect in De-
cember 1978, and as applied in certain cases under the provi-
sions of such Act as in effect ofter December 1976, is amend-
ed by striking out “March 31" and inserting in lieu thereof
“September 30",

(3) The amendments made by this subsection shall
apply with respect to cost-of-living increases determined
under section 215() of the Social Security Act for years
after 1983.

(c) Section 215(1)(4) of such Act is amended by insert-
ing “, and as amended by section 201 (a)(6) and (b)(2) of the
Social Security Amendments of 1983,” after “as in effect in
December 1978”.

(d) Notwithstanding any provision to the contrary in
section 215() of the Social Security Act, the “base quarter”
(as defined in paragraph (1)(A)() of such section) in the
calendar year 1983 shall be a ‘“cost-of-living computation
quarter” within the meaning of paragraph (1)(B) of such sec-

tion (and shall be deemed to have been determined by the

S 1RS
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Secretary of Health and Human Services to be a “‘cost-of-
living computation quarter” under paragraph (@)(4) of such
section) for all of the purposes of such Act as amended by this
section and by other provisions of this Act, without regard to
the extent by which the Consumer Price Index has increased
since the last prior cost-of-living computation quarter which

was estab.lished under such paragraph (1)(B).

ELIMINATION OF WINDFALL BENEFITS FOR INDIVIDUALS
RECEIVING PENSIONS FROM NONCOVERED EMPLOY-
MENT
SEc. 112. (a) Section 215(a) of the Social Security

Act is amended by adding at the end thereof the following

new paragraph:

“(7D(4) In the case of an individual who was not eligi-
ble for an old-age or disability insurance benefit for Decem-
ber 1983 and whose primary insurance amount would be
computed under paragraph (1) of this subsection, and who
first becomes eligible after 1983 to a monthly periodic pay-
ment (or a payment determined under subparagraph (D))
based (in whole or in part) upon his earnings for service
which did not constitute ‘employment’ as defined in section
210 for purposes of this title (hereafter in this paragraph and
in subsection (d)(5) referred to as ‘noncovered service’) of at
least one year’s duration, the primary insurance amount of

that indwidual during his entitlement to old-age or disability

S 1RS
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insurance benefits shall be computed or recomputed under
subparagraph (B) with respect to the initial month in which
the individual becomes eligible for such benefits, and shall be
periodically recomputed thereafter at such times as the Secre-
tary determines there has been a significant change in the
amount of such periodic payment.

“(B)(i) If paragraph (1) of this subsection would apply
to that individual (except for subparagraph (4) of this para-
graph), there shall first be computed an amount equal to the
individual’s primary insurance amount under this subsection
(other than this paragraph), except that for purposes of such
computation the percentage of the indwidual’s average in-
dexed monthly earnings established by subparagraph (4)()
of paragraph (1) shall be the percent specified in clause (11).
There shall then be computed (without regard to this para-
graph) a second amount, which shall be equal to the individ-
ual’s primary insurance amount under this subsection (other
than this paragraph), except that such second amount shall
be reduced by an amount equal to the applicable fraction (as
determined under subparagraph (E)) of the portion of the
monthly periodic payment attributable to moncovered service
to which the individual is entitled (or deemed to be entitled)
for the month for which such old-age or disability insurance
benefits are payable. For purposes of the preceding sentence,

the portion of the monthly periodic payment attributable to

S 1RS
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noncovered service shall be that poﬂion of such payment
which bears the same ratio to the amount of such payment as
the number of months of service in moncovered service to
which such benefit is attributable (but only counting any
such months occurring after 1956) bears to the total number
of months of service to which such benefit is attributable. The
indwidual’s primary insurance amount shall be the larger of
the two amounts computed under this subparagraph (before
the application of subsection (1)) and shall be deemed to be
computed under paragraph (1) of this subsection for the pur-
pose of applying other provisions of this title.

“@is) For purposes of clause (i), the percent specified in
this clause 1s—

“(1) 78.4 percent, with respect to individuals who
initially become eligible for old age or disability insur-
ance benefits, or who die (before becoming eligible for
such benefits) in 1984;

“(11) 66.8 percent with respect to individuals who
80 become eligible or die in 1985;

“(111) 55.2 percent with respect to individuals
who so become eligible or die in 1986;

“(IV) 43.6 percent with respect to individuals
who so become eligible or die in 1987: and

“(V) 32.0 percent with respect to individuals who

0 become eligible or die in 1988 or thereafter.

S 1 RS
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“(C) No primary insurance amount may be reduced by
reason of this paragraph below the amount of the primary
insurance amount as determined under paragraph (1)(C)().

“UD)(x) Any periodic payment that otherwise meets the
requirements of subparagraph (4), but which is paid on other
than @ monthly basis, shall be allocated on a basis equivalent
to a monthly payment (as determined by the Secretary), and
such equivalent monthly payment shall constitute a monthly
periodic payment for purposes of this paragraph.

“() In the case of an individual who ha& elected to
receive a periodic payment that has been reduced so as to
provide a survivors benefit to any other individual, the pay-
ment 18 deemed to be increased (for the purpose of any com-
putation under this paragraph) by such reduction.

“ii) If an indwidual to whom subparagraph (4) ap-
plies 1s eligible for a periodic payment beginning with a
month that is subsequent to the month in which he becomes
eligible for old-age or disability insurance benefits, the
amount of that payment for purposes of subparagraph (B)
shall be deemed to be the amount to which he is, or is deemed,
to become entitled (subject to clauses (1), (ii), and (iv) of this
subparagraph) in such subsequent month.

““(iv) For purposes of this subparagraph, the term ‘peri-
odic payment’ includes a payment payable in a lump sum if

it is @ commutation of, or a substitute for, periodic payments.

S 1 RS
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1 “(E) For purposes of subparagraph (B), the applicable
fraction is— |
“() n the case of an individual who first becomes

eligible during 1984 to a monthly periodic payment de-

2

3

4

5 scribed in subparagraph (4), one-fifteenth,

6 “() in the case of an individual who first be-
7 comes eligible during 1985 to a monthly periodic pay-
8 ment described in subparagraph (4), two-fifteenths,

9 “() in the case of an individual who first be-
10 - comes eligible during 1986 to a monthly periodic pay-
11 ment described in subparagraph (4), one-fifth,

12 “(tv) in the case of an individual who first be-
13 comes eligible during 1987 to a monthly periodic pay-
14 ment described in subparagraph (4), four-fifteenths,
15 and '

16 “(v) in the case of an individual who first be-
17 comes eligible during 1988 or thereafter to monthly
18 periodic payment described in subparagraph (4), one-
19 third.

20 “(F) This paragraph shall not apply in the case of an
21 ndwidual who has more than 30 years of coverage (as de-
22 fined in paragraph (1)(C)(ii). In the case of an indwidual
23 who has more than 24 years of coverage (as so defined), the
24 figure ‘32 percent’ in subparagraph (B) shall, if larger, be
25 deemed to be—

S 1RS
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“() 90 percent, in the case of an individual who
has 30 or more of such years of coverage;

“(i1) 80 percent, in the case of an individual who
has 29 of such years;

“(iii) 70 percent, in the case of an individual who
has 28 of such years;

“(iv) 60 percent, in the case of an individual who
has 27 of such years;

“o) 50 pefcent, in the case of an indwidual who
has 26 of such years; and

“(vi) 40 percent, in the case of an individual who
has 25 of such years.”.

(h) Section 215(d) of such Act is amended by adding ot
the end thereof the following new paragraph:

“5)(A) In the case of an individual who was not eligi-
ble for an old-age or disability insurance benefit for Decem-
ber 1983 and whose primary insurance amount s not com-
puted under paragraph (1) of subsection (a) by reason of
paragraph (4)(B)(i1) of that subsection, and who first be-
comes eligible after 1983 to o monthly periodic payment (or a
payment determined under subsection (@)(7)(D)) based (in
whole or in part) upon his earnings in noncovered service of
at least one year’s duration, his primary insurance amount
for purposes of his entitlement to old-age or disability nsur-

ance benefits shall be the primary insurance amount comput-

S 1RS
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1 ed or recomputed under this subsection (without regard to
this paragraph and before the application of subsection (i)
reduced by an amount equal to the smaller of—

“) one-half of the primary insurance amount

2
3
4
5 (computed without regard to this paragraph and before
6 the application of subsection (1)), or

7 “() the applicable fraction (as determined under
8 subparagraph (B)) of the portion of the monthly peri-
9

odic payment (or payment determined under subsection

10 (a)(7)(D)) attributable to moncovered service to which
11 that individual s entitled (or deemed to be entitled) for
12 the wnitial month of his eligibility for old-age or dis-
13 ability insurance benefits.

14 For purposes of the preceding sentence, the portion of the
15 monthly pem'odic payment attributable to noncovered service
16 shall be that portion of such payment which bears the same
17 ratio to the amount of such payment as the number of months
18 of service in noncovered service to which such benefit is at-
19 tributable bears to the total number of months of service to
20 which such benefit 1s attributable. The amount of such peri-
21 odic payment for purposes of clause 4(ii) shall be periodically
22 recomputed at such times as the Secretary determines there
23 has been a significant change in the amount of such periodic

24 payment.
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1 “(B) For purposes of subparagraph (4), the applicable
fraction is—
“() in the case of an individual who first becomes
eligible during 1984 to a monthly periodic payment de-
scribed in subparagraph (4), one-fifteenth,

2

3

4

5

6 “i1) in the case of an indiwidual who first be-
7 comes eligible during 1985 to a monthly periodic pay-
8 ment described in subparagraph (4), two-fifteenths,

9 “@i11) in the case of an individual who first be-
10 comes eligible during 1986 to a monthly periodic pay-
11 ment described in subparagraph (4), one-fifth,

12 “Gv) in the case of an individual who first be-

13 comes eligible during 1987 to a monthly periodic pay-
14 ment described in subparagraph (4), four-fifteenths,

15 and
16 “) in the case of an individual who first be-
17 comes eligible during 1988 or thereafter to a monthly

18 periodic payment described in subparagraph (4), one-
19 thurd.””.

20 - “(C) No primary insurance amount may be reduced by
21 reason of thisﬁpamgmph below the amloz_mt of the primary
22 insurance amount as determined under subsection
23 (@)((C)).".

24 (c) Section 215(f) of such Act is amended by adding at

25 the end the following new paragraph:
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“C9(4) In the case of an individual who first becomes
eligible for a periodic payment determined under subsection
(@)(7)(A) or (@)(7)(D) in a month subsequent to the first
month in which he becomes eligible for an old-age or disabil-
ity insurance benefit, and whose primary insurance amount
has been computed without regard to either such subsection or
subsection (d)(5), such individual’s primary insurance
amount shall be recomputed, in accordance with either such
subsection or subsection (d)(5), as may be applicable, effec-
tive with the first month of his concurrent eligibility for
either such benefit and such periodic payment.

“(B) If an individual’s primary insurance amount has
been computed under subsection (a)(7) or (d)(5), and it be-
comes mecessary to recompute that primary insurance
amount under this subsection—

“(1) so as to increase the monthly benefit amount
payable with respect to such primary insurance
amount (other than in the case of the individual’s
death), such increase shall be determined as though
such primary insurance amount had initially been

computed without regard to subsection (a)(7) or (d)(5),

or
“(i1) by reason of the individual’s death, such pri-

mary insurance amount shall be recomputed without
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regard to (and as though it had never been computed

with regard to) subsection (a)(7) or (d)(5).

“(C) In the case of any individual whose primary in-
surance amount is subject to the requirements of subsection
(@)(7) or (d)(5), the amount of such primary insurance
amount shall be recomputed as may be required under such
subsections by reason of a significant change in the amount
of the relevant periodic payment. "

(d) Sections 202(e)(2)(B)() and 202(f)(3)(B)(i) of such
Act are each amended by striking out “section 215(f)(5) or
(6)” and inserting in liew thereof “section 215(f)(5),
215()(6), or 215()(9)(B)”.

BENEFITS FOR SURVIVING DIVORCED SPOUSES AND
DISABLED WIDOWS AND WIDOWERS WHO REMARRY

SEc. 113. (a)(1) Section 202(e)(3) of the Social Secu-
rity Act is repealed.

(2) Section 202(e)(4) of such Act is amended to read as
follows:

“(4) For purposes of paragraph (1), if—

‘“Y4) a widow or a surviving divorced wife mar-
ries after attaining age 60, or

“(B) a disabled widow or disabled surviving di-
vorced wife described in paragraph (1)(B)(ir) marries

after attaining age 50,

such marriage shall be deemed not to have occurred.”.
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(b)(1) Section 202(f)(4) of such Act is repealed.

(@) Section 202()(5) of such Act i3 amended to read as
follows: |

“(5) For purposes of paragraph (1), if—

“(4) a widower marries after attaining age 60, or
“(B) a disabled widower described in paragraph

(1)(B)(1) marries after attaining age 50,
such marriage shall be deemed not to have occurred.”.

(c)(1) The amendments made by subsection (a) shall be
effective with respect to monthly benefits payable under title
II of the Social Security Act for months after December
1988.

(2) In the case of an individual who was not entitled to
a monthly benefit under title 11 of such Act for December
1983, no benefit shall be paid under such title by reason of
such amendments unless proper application for such benefit
18 made.

DETERMINATION OF PRIMARY INSURANCE AMOUNT FOR
DEFERRED SURVIVOR BENEFITS

Sec. 114. (a) Section 215(a) of the Social Security
Act is amended by adding at the end thereof the following
new paragraph:

“U8)(4) If a person is entitled to benefits under subsec-
tion (e) or (f) of section 202 on the basis of the wages and

self-employment income of a deceased individual whose pri-
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mary insurance amount would otheruise be determined
under paragraph (1), the primary insurance amount of such
deceased individual shall be determined, for purposes of de-
termining the amount of the benefit under such subsection, as
if such deceased individual died in the year in which the
person entitled to benefits under such subsection first became
eligible for such benefits or, if earlier, the year in which such
deceased individual would have attained age 62 if he had not
died (except that the a,ctuall year of death of such deceased
individual shall be wused for purposes of section
215(b)(2)(B)(w)(11)).

“(B) Notwithstanding subparagraph (4), if a person—

“Gi) 18 entitled to benefits under subsection (e) or
(f) of section 202 on the basis of the wages und self-
employment income of a deceased individual, and
“6ii) was entitled to benefits under this title on

the basis of the wages and self-employment income of

such deceased individual in the month before the month

in which such person became eligible for the benefits

described in clause (1),
the primary insurance amount of such deceased indwidual
shall be the primary insurance amount determined under the
rules which would apply (but for subparagraph (A)) or the
primary insurance amount determined under subparagraph

(4), whichever is larger.”.
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(b) The amendments made by subsection (a) shall apply

to the benefits of individuals who become eligible for benefits
under section 202 (e) and (f) of the Social Security Act after
December 1984.
BENEFITS FOR DIVORCED SPOUSE ‘REGARDLESS oF
WHETHER FORMER SPOUSE HAS RETIRED

SEc. 115. (a) Section 202(b) of the Social Security
Act is amended by adding at the end thereof the following
new paragraph:

“(5) For purposes of determining the entitlement of a
divorced wifé to a benefit under this subsection and the
amount of such benefit, in the case of a wife who has been
diworced from her former husband for a period of not less
than 24 months—

“(4) such former husband shall be deemed to be
entitled to an old-age insurance benefit if he would be
entitled to such a benefit if he applied therefor; and

“(B) the amount of sdch benefit for such divorced
wife shall be determined without regard to reductions
which are or would be made under section 203 on ac-
count of work performed by such former husband.”’.
(b)(1) The amendment made by subsection (a) shall be

effective with respect to monthly benefits payable under title

II of the Social Security Act for months after December
1984.
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(2) In the case of an individual who was not entitled to
a monthly benefit under title 11 of such Act for December
1984, no benefit shall be paid under such title by reason of
such amendment unless pfoper application for such benefit is
made.

INCREASE IN BENEFIT AMOUNT FOR DISABLED WIDOWS
AND WIDOWERS.

SEc. 116. (a)(1) Section 202(q)(1) of the Social Secu-
rity Act is amended by striking out the semicolon at the end
of subparagraph (B)(ii) and all that follows and inserting in
lieu thereof a period.

(2) Section 202(q)(6) of such Act is amended to read as
follows: |

“(6) For purposes of this subsection, the ‘reduction
period’ for an old-age, wife’s, husband’s, widow’s, or widow-
er’s insurance benefit is the period beginning—

“(4) in the case of an old-age or husband’s insur-
ance benefit, with the first day of the first month for
which such individual is entitled to such benefit,

‘“B) in the case of a wife’s insurance benefit,
with the first day of the first month for which a certifi-
cate described in paragraph (5)(4)() is effective, or

“(C) in the case of a widow’s or widower’s insur-
ance benefit, with the first day of the first month for

which such individual is entitled to such benefit or the
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first day of the month in which such individual attains

age 60, whichever s later,
and ending with the last day of the month before the month in
which such individual attains retirement age.”’.

(3) Section 202(q)(7) of such Act is amended by strik-
ing out the matter preceding subparagraph (4) and inserting
in lieu thereof the following:

“(7) For purposes of this subsection, the ‘adjusted re-
duction period’ for an old-age, wife’s, husband’s, widow’s, or
widower’s insurance benefit is the reduction period prescribed
in paragraph (6) for such benefit, excluding—".

(4) Paragraphs (1)(B)(3), (3)(E)(i), and (3)(F)(ii) of
section 202(q) of such Act are each amended by striking out
“(6)(A)” and inserting in lieu thereof in each instance “(6)”"

(5) Section 202(q)(3)(G) of such Act is amended by
striking out “paragraph (6)(4) (or, if such paragraph does
not apply, the period specified i paragraph (6)(B))” and
inserting in lieu thereof “paragraph (6)”

(6) Section 202(q)(10) of such Act is amended—

(A) by striking out “or an additional adjusted re-
duction period’’;
(B) in subparagraphs (B)(i), (C)(), and (C)(i),

[4

by striking out “, plus the number of months in the
adjusted additional reduction period multiplied by Y540

of 1 percent”’; and
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(C) in subparagraph (B)@i), by striking out
plus the number of months in the additional reduction
period multiplied by *%40 of 1 percent”.

(b)(1) The amendments made by this section shall be
effective with respect to monthly benefits under title I1 of the
Social Security Act for months after December 1983.

(2) In the case of an individual who was not entitled to
a monthly benefit under title II of such Act for December
1983, no benefit shall be paid under such title by reason of
such amendments unless proper application for such benefit
18 made.

ADJUSTMENT TO COST-OF-LIVING INCREASE WHEN TRUST
FUND RATIO FALLS BELOW 20 PERCENT

SEc. 117, (a) Section 215()(2)(4)(4) of the Social Se-
curity Act is amended, in the matter following clause (I1I),
by striking out “The increase shall be derived” and inserting
in lieu thereof “Except as otherwise provided in paragraph
(5), the increase shall be derived’.

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

“(5)(A) The amount of the increase under paragraph
(2) to become effective for monthly benefits payable for De-
cember 1988 or any December thereafter shall, if the Secre-
tary makes a finding under this paragraph that the combined

trust funds ratio (as defined in subparagraph (D)) as of the
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start of business on January 1 of the calendar year in which
such December falls is less than 20.0 percent, be determined
under paragraph (2) by substituting—

“(1) the percentage (rounded to the mnearest one-
tenth of 1 percent) by which the average of the total
wages for the preceding calendar year (as determined
for purposes of subsection (b)(3)(4)(i) exceeds such
average for the second preceding calendar year (and if
no increase in such wages took place, the percentage
shall be deemed to be zero), for

“@ii) the percentage otherwise applicable under
paragraph (2),

but only if the percentage determined under clause (i) is less
than the percentage determined under clause (ii).

“(B) In any case in which a cost-of-living adjustment
would not be made under this subsection on account of the
relevant increase in the Consumer Price Index being less
than 3 percent, no such cost-of-living increase shall be made
by reason of this paragraph. For purposes of any subsequent
determination of a cost-of-living increase based upon a period
of more than 12 months, the percentage of the cost-of-living
increase (if any) to be applied under paragraph (2) shall be
the sum of the percentage increases for each relevant 12-
month period in such longer period which would have been

effective under this subsection (including this paragraph) but
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for the provision of paragraph (1) which limits such increases
only to cases in which the relevant increase in the Consumer
Price Index 1s eqdal to or greater than 3 percent.

“(C) The Secretary shall make the finding with respect
to the combined trust funds ratio (as of the start of business
on January 1 of each calendar year) on October 1 of each
calendar year, based upon the most recent data avatilable as
of that time.

“(D) For pumo&es of this paragraph, the term ‘com-
bined trust funds ratio’ means the ratio of—

“G) the combined balance in the Federal Old-Age
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund, reduced by the
amount of any oulstanding loan (including interest
thereon) from the Federal Hospital Insurance Trust
Fund, as of the start of business on January 1 of any
calendar year, to

“(i1) the amount estimated by the Secretary to be
the total amount to be paid from the Federal Old-Age
and Survivors Insurance 'Trust Fund and the Federal
Disability Insurance Trust Fund during such calendar
year for all purposes authorized by section 201, but ezx-
cluding any transfer payments between Such trust
funds and reducing the amount of any transfer to the

. Railroad Retirement Account by the amount of any
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transfers into either such trust fund from the Railroad

Retirement Account. |

“(E) If any increase under pardgmph (2) has been de-
termined on the basis of the substitute formula in subpara-
graph (4)(i) of this paragraph, and, for any succeeding cal-
endar year, the Secretary determines that the combined trust

funds ratio is greater than 32.0 percent, the Secretary shall

- pay additional benefits with respect to the 12-month period

beginning with the following December in amounts not to
exceed—

“@) n the aggregate, a total amount which, ac-
cording to actuarmal estimate, equals the amount by
which the balance in such trust funds on the date of
such determination exceeds the amount necessary to
effect a combined trust funds ratio of 32.0 percent for
the following year; and

“() with respect to any individual, for benefits
for each month in such 12-month period, an amount
equal to one-twelfth of the total amount by which all
benefits paid to him during all previous years were less
than the amounts which would have been paid to him
but for the provisions of this paragraph.

Such additional benefits shall be paid as a percentage in-
crease in the monthly benefits otherwise payable for months

during such 12-month period. If there are mot sufficient
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funds available to pay additional benefits in the full amount
to all individuals (taking into account the limitation in
clause (i), amounts paid under this subparagraph shall be
paid on a pro rata basis to all individuals who are entitled to
any such amount and are entitled to a benefit under this title
for the months in which such additional amounts are being
paid.

“(F) In any case in which additional payments are
made by reason of the provisions of subparagraph (E), for
purposes of determining benefit amounts for months after the
12-month period for which such additional benefils were
made, the percentage increase under this subsection applica-
ble to benefits payable for such 12-month period shall be
deemed to be the actual percentage achieved by reason of such
additional payments (as measured with respect to payments
which are not subject to reduction under any other provision
of this Act).”’. |

(c) Only with respect to the determination made for
January 1, 1988, the combined trust fund ratio for such year
(for purposes of determining the increase under section
215() of the Social Security Act for benefits payable for
December of such year) shall be determined by using the ac-
tuarial estimate of the Secretary of Health and Human serv-

ices of the ratio of—
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1 (1) the combined balance which will be available
2 in the Federal Old-Age and Survivors Insurance
3 Trust Fund and the Federal Disability Ihsumnce
4 Trust Fund, reduced by the amount of any outstanding
5 loan (including interest thereon) from the Federal Hos-
6 pital Insurance Trust Fund, at the close of business on
7 December 31 of such calendar year, to
8 (2) the amount estimated by the Secretary to be
9 the total amount to be paid from the Federal Old-Age
10 and Survivors Insurance Trust Fund and the Federal -
11 Dusability Insurance Trust Fund for calendar year
12 1988 for all purposes authorized by section 201 of such
13 Act, but excluding any transfer payments between such
14 trust funds, and reducing the amount of any transfer
15 to the Railroad Retirement Account by the amount of
16 any transfers into either such trust fund from the Rail-
17 road Retirement Account.
18 (@) Section 1617(a)(2) of the Social Security Act is
19 amended by inserting *, or, if greater, the percentage by
20 which benefit amounts under title I1 would be increased for
21 such month but for the provisions of section 215(i)(5),” after

22 ‘“are increased for such month”.
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1 INCREASE IN OLD-AGE INSURANCE BENEFIT AMOUNTS ON

2
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ACCOUNT OF DELAYED RETIREMENT

SEc. 118. (a) Section 202(w)(1)(4) of the Social Secu-

rity Act is amended to read as follows:

“(4) the applicable percentage (as determined
under paragraph (6)) of such amount, multiplied by”.
(b) Section 202(w) of such Act is amended by adding at

the end thereof the following new paragraph:

“(6) For purposes of paragraph (1)(4), the applicable

percentage 18—

“(4) Y2 of 1 percent in the case of an individual
who first becomes eligible for an old-age insurance
beneﬁt before 1979; and

“UB) Y of 1 percent in the case of an indwidual
who first becomes so eligible after 1978, and before
1990;

“(C) in the case of an indwidual who first be-
comes so eligible after 1989 and before 2009, a per-
centage equal to the percentage in effect under this sub-
paragraph for individuals who first became eligible in
the preceding calendar year (as increased pursuant to
this clause), plus Vs of 1 percent, and

“(D) in the case of an individual who first be-

comes o eligible after 2008, % of 1 percent.””.
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1 (c)(1) Paragraphs (2)(4) and (3) of section 202(w) of
2 such Act are each amended by strik-ing out “age 72" and
3 inserting in lieu thereof “age 70" | |
4 (2) The amendments made by paragraph (1) shall apply
5 with respect to increment months in calendar years after
6 1983.
7 INCREASE IN RETIREMENT AGE
8 SEC. 119. (a) Section 216 of the Social Security Act is
9 amended by inserting before subsection (b) the following new
10 subsection:
11 “Retirement Age
12 “(a) (1) The term ‘retirement age’ means—
13 “(4) with respect to an individual who attains the
14 early retirement age (as defined in paragraph (2))
15 before January 1, 2000, 65 years of age;
16 “(B) with respect to an individual who attains
17 early retirement age after December 31, 1999, and
18 before January 1, 2012, 55 years of age plus the
19 number of months in the age increase factor (as deter-
20 mined under paragraph (3)) for the year in which such
21 individual attains early retirement age; and
22 “C) with respect to an individual who attains
23 early retirement age after December 31, 2014, 66
24 years of age.
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“(2) The term ‘early retirement age’ means age 62 in
the case of an old-age, wife’s, or husband’s benefut, and age
60 in the case of a widow’s or widower’s benefit.

“(3) The age increase factor for individuals who attain
early retirement age in the period described in subparagraph
(B) shall be equal to one-twelfth of the number of months in
the period beginning with January 2000 and ending with
December of the year in which the individual attains early
retirement age.

(b)(1) Section 202(q)(9) of such Act is amended to read
as follows:

“(9) The amount of the reduction for early retirement
specified in paragraph (1) shall be periodically revised by the
Secretary such that—

“(4) for old-age insurance benefits, wife’s insur-
ance benefits, and husband’s insurance benefits, the re-
duction applicable to an individual entitled to such a
benefit at an age not more than 3 years lower than the
retirement age applicable to such individual, shall be
the same as under such paragraph (1), and such reduc-
tion shall be increased by five-twelfths of 1 percent for
each month below that age which is 3 years lower than

~ the applicable retirement age; and

“UB) for widow’s insurance benefits and widow-

er’s insurance benefits, the reduction for those entitled
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to such benefits at the earliest possible early retirement
age shall be the same as specified in paragraph (1),

and those for later ages shall be established by linear

- wnterpolation between the applicable reduction for such

earliest possible early retirement age and a factor of
unity at the applicable retirement age.”’.

(@) Section 202(g)(1) of such Act is amended by strik-

ing out “If” and inserting in liew thereof “‘Subject to para-

graph (9), if .

(c) The Social Security Act is amended—

(1) by striking out “age 65” or “age of 65" as
the case may be, each place it appears in the following
sections and inserting in lieu thereof in each instance
“retirement age (as defined in section 216(a)) "

(4) subsections (a), ), (), (@), (e), (f), (@),

(1), and (w) of section 202,

(B) subsections (c) and (f) of section 203,
(C) section 211(b)(3),

(D) subsection (f) of section 215,

(E) subsections (h) and (1) of section 216,
(F) section 223(a),

(G) subsections (a), (b), (c), and (e) of sec-

tion 226,

(H) section 1811,
(1) section 1818(a)(1),
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(J) section 1836(2),
(K) section 1837,
(L) subsections (c) and (f) of section 1839,
(M) section 1838,
(N) section 1844(a), and
(0) section 1876(a)(5);
(2) by striking out “age sizty-five” in section
203(c) and inserting in lieu thereof “retirement age (as
defined in section 216(2)”": and
(3) by striking out “age of sixty-five” in section
293(a) and inserting in liew thereof “retirement age
(as defined in section 216(a))”.
ADJUSTMENTS IN OASDI BENEFIT FORMULA
SEc. 120. (a) Section 215(a)(1)(4) of the Social Secu-
rity Act is amended by striking out “90 percent” in clause
(i), “32 percent” in clause (it), and “15 percent” in clause
(i) and inserting in lieu thereof in each instance “the appli-
cable percentage (determined under paragraph (8))”.
() The first sentence of section 215(a)(7)(B) of such
Act (as added by section 113(a) of this Act) is amended by
striking out “61 percent” and inserting in lieu thereof “the
applicable percentage as determined wnder paragraph (8)”.
~ (c) Section 215(a) of such Act is further amended by
adding at the end thereof (after the new paragraph added by
section 113 of this Act) the following new paragraph:
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“(8) The ‘applicable percentages’ for purposes of clauses
(1), (), and (i) of paragraph (1)(4), and the ‘applicable
percentage’ for purposes of the first sentence of paragraph

(7)(B), shall be determined as follows:

“For individuals who The ‘applicable percentage —

initially become eligible for
old-age or disability
insurance benefils, or who

for purposes of clause
for purposes of clause (11) of paragraph for purposes of clause

- ; ot (2) of paragraph (1)(4) and the first (iii) of paragraph
die (before becoming eligible ; )
for such benefils) in— DA) is— senfef;;j(oaf)pi«;vigmph (D)(4) is—

any year from 1979 , :
through 1999 ............ 90.0 ’ 32.0 15.0

2000...........uuueeeun... 89.4 31.8 14.9
2001.......ueeenanne 88.8 31.6 14.8
2008.....cooirrrrrrrrsinns 88.2 314 14.7
2003, 87.6 31.1 14.6
2004........evenuuanan. 87.0 30.9 14.5
2008........ueeeenne, 86.4 30.7 14.4
2006.......uueaeanennne. 85.8 30.5 14.3
2007 or thereafter......... 85.2 30.3 14.2
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PHASEOUT OF EARNINGS LIMITATION FOR BENEFICI-

ARIES WHO HAVE ATTAINED RETIREMENT AGE

SEec. 121. (a) Section 203(f)(8)(D) of the Social Secu-
rity Act is amended by inserting “()” after “(D)” and
adding at the end thereof the following new clause:

“(ti) Notwithstanding any other provision of this sub-
section, the exempt amount applicable to any individual who
has attained retirement age, as otherwise determined under
this subsection, shall be increased by-—

“(1) $250 for each month in any tazable year

ending after 1989 and before 1991;

“(11) $500 for each month in any tazable year

ending after 1990 and before 1992;
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“(111) $750 for each month in any tazable year

ending after 1991 and before 1993;

“(IV) $1,000 for each month in any tazable year
ending after 1992 and before 1994; and
“(V) $1,250 for each month in any taxable year

ending after 1993 and before 1995.”.

(b) Section 203(c)(1) of the Social Security Act 1is
amended by striking out “the age of seventy” and inserting
in lieu thereof “retirerﬁent age”’.

(c) The last sentence of section 203(c) of such Act s
amended by striking out “nor shall any deduction” and all
that follows and inserting in lieu thereof “nor shall any de-
duction be made under this subsection from any widow’s or
widower’s insurance benefits if the widow, surviving divorced
wife, widower, or. surviving divorced husband involved
became entitled to such benefit prior to attaining age 60.”

(d) Section 203(d)(1) of such Act is amended by strik-
ing out “the age of seventy” and inserting in lieu thereof
“retirement age’’.

(e) Section 203(f)(1) of such Act is amended—

(1) in clause (B), by striking out “the age of sev-
enty” and inserting in lieu thereof “‘retirement age’;
(2) by amending clause (D) to read as follows:

“D) for which such individual is entitled to widow s
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or widower’s insurance benefits if such individual

became so entitled prior to attaining age 60,”; and

(3) by striking out ‘“the applicable exempt
amount’’ each place it appears and inserting in lieu
thereof in each instance ‘the exempt amount”’

(f) Section 203(f)(3) of such Act is amended—

(1) by striking but “applicable exempt amount”
and inserting in lieu thereof “exempt amount’: and

(2) by striking out “age 70’ and inserting in liew
thereof ‘‘retirement age”. |
@) Section 203(f)(4)(B) of such Act is amended by

striking out “applicable exempt amount” and inserting in
lieu thereof “exempt amount”.

() Section 203()(8)(4) of such Act is amended by
striking out “ezenipt amounts (separately stated for individ-
uals described in subparagraph (D) and for other individ-
uals) which are to be applicable” and inserting in lieu thereof
“exempt amount which is to be applicable”,

(1) Section 203(f)(8)(B) of such Act is amended—

(1) by striking out “Except as otherwise provided
in subparagraph (D), the exempt amount which is ap-
plicable to individuals described in such subparagraph
and the exempt amount which is applicable to other in-
dividuals, for each month of a particular taxable year,

shall each be” and inserting in lieu thereof ‘The
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exempt amount for each month of a particular tazable
year shall be”;

(2) in clause (i), by striking out “corresponding’;
and |

(3) in the matter following clause (i1), by striking
out “‘an exempt amount” and vinserting in lieu thereof

“the exempt amount’.

() Section 203(f)(8) of such Act is amended by striking

out subparagraph (D) thereof.

(k) Section 203(h)(1)(A) of such Act 13 amended—

(1) by striking out “applicable exempt amount”
and insem;ng in lieu thereof “‘exempt amount”; and

(2) by striking out “age 70" each place it appears
and inserting in lieu thereof in each instance “retire-
ment age’’.

(1) Section 203(j) of such Act is amended—

(1) by striking out “Age Seventy” in the heading
thereof and inserting in lieu thereof “Retirement Age”;
and

(2) by striking out “seventy years of age” and in-
serting in lieu thereof “‘retirement age’

(m) Section 202(w)(2) of such Act (as amended by sec-

93 tion 118 of this Act) is further amended by inserting “for

24 months prior to 1984 " before “and prior”.
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(n) The amendments made by this section, other than
subsection (@) and subsection (m), shall be effective with re-
spect to taxable years ending after 1994.

INCREASE IN DROPOUT YEARS FOR TIME SPENT IN

CHILD CARE

SEec. 122. (a) Section 215(b)(2)(4) of the Social Secu-
rity Act is amended, in the third sentence thereof—

(1) by striking out “clause (11)” each place it ap-
pears and inserting in leu thereof in each instance
“clause (1) or (1) and

(2) by striking out “a combined total not exceed-
ing 3" and inserting “a combined total not exceeding
7"

() The amendments made by this section shall apply
only with respectv to individuals who first become eligible for
benefits under title 11 of the Social Security Act for months
after December 1983.

LIMITATION ON PAYMENTS TO PRISONERS

SEc. 123. (a) Section 202 of the Social Security Act is
amended by adding at the end thereof the following new sub-
section:

“Suspension of Benefits for Inmates of Penal Institutions

“(z)(1) Notwithstanding any other provision of this
title, no monthly benefits shall be paid under this section or

under section 223 to any individual for any month during

S 1 RS
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which such individual is confined in a jail, prison, or other
penal institution or correctional facility, pursuant to his con-
viction of an offense which constituted a felony under appli-
cable law.

“(2) Benefits which would be payable to any individual
(other than a confined individual to whom benefits are not
payable by reason of paragraph (1)) under this title on the
basis of the wages and self-employment income of such a con-
fined individual but for the provisions of paragraph (1), shall
be payable as though such confined indwidual were receiving
such benefts.

“(8) Notwithstanding the provisions of section 552a of
title 5, United States Code, or any other provision of Federal
or State law, any agency of the United States Government
or of any State (or political subdivision thereof) shall make
avatlable to the Secretary, upon written request, the name
and social security account number of any indiwidual who 1s
confined in a jail, prison, or other penal institution or correc-
tional facility under the jurisdiction of such agency, pursu-
ant to his conviction of an offense which constituted a felony
under applicable law, which the Secretary may require to
carry out the provisions of this subsection.”.

(b) Section 223 of such Act is amended by striking out

subsection (f).
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(¢c) The amendments made by subsections (@) and (b)
shall apply with respect to monthly benefits payable for
months beginning on or after the date of the enactment of this
Act.

LIMITATIONS ON PAYMENTS TO NONRESIDENT ALIENS

SEc. 124. (a) Section 202(t)(1) of the Social Security
Act is amended to read as follows: |

“C1)(4) Notunthstanding any other provision of this
title (but subject to subparagraphs (B) through (D) of this
paragraph), no monthly benefit shall be paid under this sec-
tion or section 223 for any month to any indiidual who s
not a citizen or national of the United States if such individ-
ual s outside the United States.

“(B) For purposes of this paragraph, an individual
shall be considered to be outside the United States in any
month only 1f such month occurs—

“0) after the sixth consecutive calendar month
during all of which (as determined by the Secretary on
the basis of information fumishéd to him by the Attor-
ney General or information which otherwise comes to
his _attention) such individual is outside the United
States, and

“(11) prior to the first month thereafter during all

of which such individual has been in the United

States;
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but in applying the preceding provisions of this subparagraph
an individual who has been outside the United States for any
period of 30 consecutive days shall be treated as remaining
outside the United States until he has been in the United
States for a period of 30 consecutive days.

“C)G) An individual who is otherwise prevented by
subparagraph (A) from receiving benefits under this title
shall nevertheless be paid sucﬁ benefits, as though such sub-
;baragmph were inapplicable, until the total amount of such
benefits (excluding amounts withheld from such benefits
under section 1441 of the Internal Revenue Code of 1954)
equals the total amount of the tazes payable under sections
3101 and 1401 of the Internal Revenue Code of 1954 (or the
corresponding provisions of prior law) with respect to the
wages and self-employment income on which such benefits
are hased (as determined by the Secretary on the basis of
such wages and self-employment income) plus interest (as de-
termined under clause (ii1)).

“Gi) In determining the total amount of benefits pay-
able to an individual under clause (i) with respect to the
wages and self-employment income of any individual, the
Secretary shall take into account all benefits paid before such
determination is made on the basis of such wages and self-

employment income (wherever paid).
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“(ir) For purposes of this subparagraph, interest on
tazes payable under sections 3101 and 1401 of the Internal
Revenue Code of 1954 (or corresponding provisions of prior
law) shall be compounded annually from July 1 of the year
wn which such taxes were payable only until the last day of
the year preceding the year in which the individual on the
basis of whose wages and self-employment income benefits
are to be pard attains age 62, becomes disabled, or dies,
whichever occurs first, at a rate of 3.0 percent for the period
after 1936 and before 1951, and, for each year after 1950, at
a rate equal to the average of the twelve monthly interest rates
determined under section 201 for such year.

“CD) For purposes of this paragraph, the term ‘United
States’ (when used in either a geographical or political sense)
means the States, the District of Columbia, the Common-
wealth of Puerto Rico, the Virgin Islands, Guam, American
Samoa, the Trust Territory of the Pacific Islands, and any
other territory or possession of the United States.”.

(b) Section 202(1)(2) of such Act is repealed.

(¢) Section 202(t)(3) of such Act is amended to read as

follows:
“(3) Paragraph (1) shall not apply—
“(4) n any case where its application would be

contrary to any treaty obligation of the United States
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in effect on the date of the enactment of the Social Se-
curity Amendments of 1983, or

“UB) to individuals who are citizens or residents
of a country with which the United States has con-
cluded an international social security agreement pur-
suant to section 233, unless otherwise provided by such
agreement.”.

(d) Section 202(t)(4) of such Act is amended—

(1) by striking out subparagraphs (4) and (B);

(2) by redesignating subparagraphs (C), (D), and
(E) as subparagraphs (4), (B), and (C); and

(3) by striking out the semicolon at the end of
subparagraph (C) (as so redesignated) and all that fol-
lows and inserting in liew thereof a period.

(e) The heading of section 202(t) of such Act is amended
by adding at the end thereof the following: *; Prohibition
Against Payment of Benefits to Aliens Not Permanent Rest-
dents’’.

()(1) The amendments made by the preceding subsec-
tions shall apply with respect to any individual who nitially
becomes eligible for benefits under section 202 or 223 of the
Social Security Act after December 31, 1984.

@) Section 202(t) of the Social Security Act (as in
effect on the day before the date of enactment of this Act)

shall apply with respect to individuals who are eligible for
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1 benefits under section 202 or 223 of such Act before January

2 1, 1985.

3 REDUCTION OF COST-OF-LIVING INCREASE IF TRUST

4 FUNDS RATIO IS BELOW 20 PERCENT AND DECLINING

5 SEc. 125. (a) Section 215(1) of the Social Security Act

6 1s amended by adding at the end thereof the following new

7 paragraph:

8 “(5)(A) On or before July 1 of each calendar year after

9 1983, the Secretary shall determine whether the estimated
10 OASDI trust fund ratio for the second calendar year follow-

11 ing such calendar year will be—

12 “() less than 20.0 percent; and

13 “(ii) less than the estimated OASDI trust fund
14 ratio for the first calendar year following the year in
15 which such determination is made.

16 “(B) If the Secretary finds that the OASDI trust fund

17 ratio for the second calendar year following such calendar
18 year will be less than each of the ratios described in clauses

19 (v) and (1) of subparagraph (4), the Secretary shall—

20 “(t) notify the Congress on or before July 1 of
21 such calendar year that, absent a change of circum-
22 stances, it will be necessary to reduce the amount of
23 the percentage cost-of-living increase otherwise payable
24 under this subsection with respect to benefits for
25 months after November of such calendar year; and
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“(i1) absent o change of circumstances before such
cost-of-living increase is determined that will allow the
full amount of benefits otherwise payable to be paid in
a timely fashion, reduce the amount of such percentage
increase (but mot below zero) in accordance with sub-
paragraph (C) to the extent mecessary to ensure that
the OASDI trust fund ratio for the second calendar
year following the calendar year in which the determi-
nation 1s made will not fall below the lower of—

“(I) 20.0 percent, or

“(II) the OASDI trust fund ratio for the
calendar year following the calendar year in
which the determination is made.

“(C) In reducing a cost-of-living percentage increase
under subparagraph (B), the Secretary shall first apply such
reduction to the percentage increase otherwise payable with
respect to monthly benefits payable under this section that are
based on o primary insurance amount of $250 or more for
the month preceding such cost-of-living increase; the percent-
age increase applied to the primary insurance amount used to
determine all other monthly benefits shall not be such as to
increase such primary insurance amounts above $250. If
further reduction in outgo is required, a reduction in the per-

centage increase applicable with respect to monthly benefits
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1 based on a primary insurance amount of less than $250 for

2 such preceding month shall be made.

3

“(D) For purposes of this paragraph, the term ‘OASDI

4 trust fund ratio’ shall mean, with respect to any calendar

5 year, the ratio of—

6

7

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

“(i) the amount estimated by the Secretary to be
equal to the combined balance in the Federal Old-Age
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund as of the start of
business on January 1 of such calendar year, taking
into account any cost-of-living increase that otherwise
would be made with respect to benefits paid during
such year, and any actions possible to be taken under
sections 201(1) and 1817() (relating to interfund bor-
rowing) and 201 (@) and (m) (relating to normalized
crediting of social security taxes), to

“(i1) the amount estimated by the Secretary to be
the total amount to be paid from such Trust Funds
during such calendar year (other than payments of in-
terest on, and repayments of loans from), such Trust
Funds, and reducing the amount of any transfer to the
Railroad Retirement Account by the amount of any
transfer to such account from any such Trust Fund.

“(E) With respect to any calendar year beginning

25 before January 1988 for which a determination is required to
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be made under subparagraph (4), the estimated OASDI
trust fund ratio for the second calendar year following such
calendar year shall be treated as exceeding the estimated
0OASDI trust fund ratio for the first calendar year following
such calendar year if ratio of the estimated combined bal-
ances in the Federal Old-Age and Survivors Insurance
Trust Fund, the Federal Disability Insurance Trust Fund,
and the Federal Hospital Insurance Trust Fund for such
second following calendar year to the amounts estimated to be
paid from all such Trust Funds during such second following
calendar year exceeds the ratio of the estimated balances in
all such Trust Funds to estimated payments from all such
Trust Funds for such first following calendar year.”.

Parr C—REVENUE PROVISIONS
SEC. 131. TAXATION OF SOCIAL SECURITY AND TIER 1 RAIL-

ROAD RETIREMENT BENEFITS.

(@) GENERAL RULE.—Part II of subchapter B of
chapter 1 of the Internal Revenue Code of 1954 (relating to
amounts specifically included in gross income) is amended
by redesignating section 86 as section 87 and by inserting

after section 85 the following new section:
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“SEC. 86. SOCIAL SECURITY AND TIER | RAILROAD RETIRE-

MENT BENEFITS.

“(a) IN GENERAL.—Gross income for the tazable year

of any taxpayer described in subsection (b) includes social

security benefits in an amount equal to the lesser of—

“(1) one-half of the social security benefits re-
cewed during the tazable year, or
“(2) one-half of the excess described in subsection

().

“() TaxPAYERS 1O WHoOM SUBSECTION (@ AP-

PLIES.—

“(1) IN GENERAL.—A taxpayer is described in
this subsection if—

“(4) the sum of—

| “() the adjusted gross income of the
tazpayer for the tazable year, plus

“(1) one-half of the social security

benefits received during the tazable year, ex-
ceeds
“(B) the base amount.

“(2) ADJUSTED GROSS INCOME.—For purposes
of this subsection, the adjusted gross income of the taz-
payer for the taxable year shall be—

“(4) determined without regard to this sec-

tion and sections 221, 911, and 931, and
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“(B) increased by the amount of interest of
the taxpayer which is exempt from tax for the
tazxable year.

“(c) BASE AMOUNT.—For purposes of this section, the

term ‘base amount’ means—

“(1) except as otherwise provided in this subsec-
tion, $25,000,

“(9) $32,000, in the case of a joint return, and

“(3) zero, in the case of a taxpayer who—

“(A) is married at the close of the tazable
year (within the meaning of section 143) but does
not file a joint return for such year, and

“B) does not live apart from his spouse at
all times during the tazable year.

“(d) SocIAL SECURITY BENEFIT.—

“1) IN GENERAL.—For purposes of this section,
the term ‘social security benefit’ means any amount re-
ceived by the tazpayer by reason of entitlement to—

“CA) o monthly benefit under title 11 of the
Social Security Act (determined without regard to
section 203(i) of the Social Security Act), or

“B) a tier 1 railroad retirement benefut.

‘“9) ADJUSTMENT FOR REPAYMENTS DURING

YEAR.—
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“(4) IN GENERAL.—For purposes of this
section, the amount of social security benefits re-
cewed during any taxable year shall be reduced
by any repayment made by the tazpayer during
the tazable year of a social security benefit previ-
ously received by the taxpayer (whether or not
such benefit was received during the taxable
year).

“(B) DENIAL OF DEDUCTION.—If (but for
this subparagraph) any portion of the repayments
referred to in subparagraph (4) would have been
allowable as a deduction for the tazable year
under section 165, such portion shall be allowable
as a deduction only to the ewteﬁt it exceeds the
social security benefits received by the taxpayer
during the tazable year (and not repaid during
such taxable year).

“(3) TIER 1 RAILROAD RETIREMENT BENE-

FIT.—For purposes of paragraph (1), the term ‘tier 1

railroad retirement benefit’ means a monthly benefit
under section 3(a), 4(a), or 4(f) of the Railroad Retire-
ment Act of 1974.

“te) LIMITATION ON AmMOUNT INCLUDED WHERE

24 TAXPAYER RECEIVES LUMP-SUM PAYMENT.—

25

S1RS
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“(4) any portion of a lump-sum payment of
social security benefits received during the taxable
year is attributable to prior taxable years, and

‘“B) the taxpayer makes an election under

this subsection for the tazable year,

then the amount included in gross income under this section

for the tazable year by reason of the receipt of such portion

shall not exceed the sum of the increases in gross income

under this chapter for prior tazable years which would result

solely from taking into account such portion in the tazable

years to which it is attributable.

“(2) SPECIAL RULES.—

“CA) YEAR TO WHICH BENEFIT ATTRIBUT-
ABLE.—For purposes of this subsection, a social
security benefit is attributable to a tazable year if
the generally applicable payment date for such
benefit occurred during such tazable year.

‘“AB) ELECTION.—An election under this
subsection shall be made at such time and in such
manner as the Secretary shall by requlations pre-
scribe. Such election, once made, may be revoked

only with the consent of the Secretary.

“(f) TREATMENT AS PENSION OR ANNUITY FOR CER-

TAIN PURPOSES.—For purposes of—

S 1RS
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“R) section 219(f)(1) (defining compensation),
“(3) section 221(b)(2) (déﬁning earned income),
wnd
“t4) section 911(b)(1) (defining foreign earned
meome),
any social security benefit shall be treated as an amount re-
cetved as a pension or annuity.”.

(b) INFORMATION REPORTING.—Subpart B of part
111 of subchapter A of chapter 61 of such Code (relating to
information concerning transactions with other persons) is
amended by adding at the end thereof the following new sec-
tion:

“SEC. 6050F. RETURNS RELATING TO SOCIAL SECURITY BENE-
FITS.

“(a) REQUIREMENT OF REPORTING.—The appropri-
ate Federal official shall make a return, according to the
forms and regulations prescribed by the Secretary, setting
forth— |

“(1) the—

“(4) aggregate amount of social security
benefits paid with respect to any individual
during any calendar year, and

“(B) aggregate amount of social security
benefits repaid by such individual during such

calendar year, and
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“(2) the name and address of such individual.

“(b) StaTEMENTS TO0 BE FURNISHED TO INDIVID-
UALS WiTH RESPECT TO WHOM INFORMATION IS FUR-
NISHED.—Every person making a return under subsection
(a) shall furnish to each individual whose name is set forth
in such return a written statement showing—

“(1) the name of the agency making the pay-
ments, and
“() the aggregdte amount of payments, of repay-
ments, and of reductions, with respect to the individual
as shown on such return.
The written statement required under the preceding sentence
shall be furnished to the individual on or before January 31
of the year following the calendar year for which the return
under subsection (a) was made.
“(c) DEFINITIONS.—For purposes of this section—
“(1) APPROPRIATE FEDERAL OFFICIAL.—The
term ‘appropriate Federal official’ means—
“(A4) the Secretary of Health and Human
Services in the case of social security benefits de-
scribed 1n section 86(d)(1)(4), and
“B) the Railroad Retirement Board in the

case of social security benefits described in section

86(d)(1)(B).
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“(R) SociaL SECURITY BENEFIT.—The term
social security benefit’ has the meaning given to such
term by section 86(@)(1).” |
(c) TREATMENT OF NONRESIDENT ALIENS.—

(1) AMENDMENT OF SECTION 871(a).—Subsec-
tion (a) of section 871 of such Code (relating to tax on
income not connected with United States business) is
amended by adding at the end thereof the following
new paragraph:

“(3) TAXATION OF SOCIAL SECURITY BENE-
FITS.—For purposes of this section and section
1441—

“(4) one-half of any social security benefit

(as defined 1n section 86(d)) shall be included in

gross income, and

“(B) section 86 shall not apply.”.
(%) DISCLOSURE OF INFORMATION TO SOCIAL

SECURITY ADMINISTRATION OR RAILROAD RETIRE-
MENT BOARD.—

(4) IN GENERAL.—Subsection (h) of section

6103 of such Code (relating to disclosure to cer-

tain Federal officers and employees for purposes

of tax administration, etc.) is amended by adding

ot the end thereof the following new paragraph:
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1 “(6) SOCIAL SECURITY BENEFITS.— Upon writ-
2 ten request, the Secretary may disclose available
3 return information from the master files of the Internal
4 Revenue Service with respect to the address and status
5 of an individual as a nonresident alien or as a citizen
6 or resident of the United States to the Social Security
7 Administration or the Railroad Retirement Board for
8 purposes of carrying out its responsibilities under sec-
9 tion 1441 with respect to social security benefits (as
10 defined in section 86(d)).”.
11 (B) CONFORMING = AMENDMENT.—Para-
12 graph (4) of section 6103(p) of such Code (relat-
13 ing to safequards) is amended by inserting
14 “(h)(6),” after “(h)(2),” in the material preceding
15 subparagraph (A) and in subparagraph (F)(iz)
16 thereof.
17 (d) Sociar SECURITY BENEFITS TREATED AS
18 UNITED STATES SOURCED.—Subsection (a) of section 861

—
©

of such Code (relating to income from sources within the

90 United States) is amended by adding at the end thereof the

()
ek

following new paragraph:

[N}
[X9)

“8) SOCIAL SECURITY BENEFITS.—Any social
23 security benefit (as defined in section 86(d)).”.

24 (¢) TRANSFERS TO TRUST FUNDS.—
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(1) IN GENERAL.—There are hereby appropriated
to each payor fund amounts equivalent to the aggregate
increase n tax habilities under chapter 1 of the‘ Inter-
nal Revenue Code of 1954 which 1s attributable to the
application of sections 86 and 871(a)(3) of such Code
(as added by this section) to payments from such payor
fund.

(2) TRANSFERS.—The amounts appropriated by
paragraph (1) to any payor fund shall be transferred
from time to time (but not less frequently than quarter-
ly) from the general fund of the Treasury on the basis
of estimates made by the Secretary of the Treasury of
the amounts referred to in such paragraph. Any such
quarterly payment shall be made on the first day of
such quarter and shall take into account social security
benefits estimated to be received during such quarter.
Proper adjustments shall be made in the amounts sub-
sequently transferred to the extent prior estimates were
in excess of or less than the amounts required to be
transferred.

(3) DEFINITIONS.—For purposes of this subsec-
tion—

(A) PAyor FUND.—The term ‘“‘payor fund”
means any trust fund or account from which pay-

ments of social security bencfits are made.
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(B) SociAL SECURITY BENEFITS.—The
term “social security benefits”’ has the meaning
given such term by section 86(d)(1) of the Inter-
nal Revenue Code of 1954.

(4) REPORTS.—The Secretary of the Treasury
shall submit annual reports to the Congress and to the
Secretary of Health and Human Services and the
Railroad Retirement Board on—

(A) tﬁe transfers made under this subsection
during the year, and the methodology used in de-
termining the amount of such transfers and the
funds or account to which made, and

(B) the anticipated operation of this subsec-
tion during the next 5 years.

(f) TECENICAL AMENDMENTS.—

(1) Subsection (a) of section 85 of such Code is
amended by striking out ‘this section,” and inserting
in lieu thereof “this section, section 86,”.

(2) Subparagraph (B) of section 128(c)(3) of such
Code (as in effect for taxable years beginning after De-
cember 31, 1984) is amended by striking out “85,”
and inserting in lieu thereof “85, 86,”.

(3) The table of sections for part II of subchapter
B of chapter 1 of such Code is amended by striking
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out the item relating to section 86 and inserting in lieu

thereof the following:

“Sec. 86. Social security and tier 1 railroad retirement benefits.
“Sec. 87. Alcohol fuel credit.”,

(4) The table of sections for subpart B of part I11
of subchapter A of chapter 61 of such Code is amended

by adding at the end thereof the following new item:

“Sec. 6050F. Returns relating to social security benefits.”.
(9) EFFECTIVE DATES.—

(1) IN GENERAL.—KEzcept as provided in para-
graph (2), the amendments made by this section shall
apply to benefits received after December 31, 1983, in
tazable years ending after such date.

(2) TREATMENT OF CERTAIN LUMP-SUM PAY-
MENTS RECEIVED AFTER DECEMBER 31, 1983.—The
amendments made by this section shall not apply to
any portion of a lump-sum payment of social security
benefits (as defined in section 86(d) of the Internal
Revenue Code of 1954) received after December 31,
1983, if the generally applicable payment date for such
portion was before January 1, 1984.

SEC. 132. ACCELERATION OF INCREASES IN FICA TAXES; 1984

EMPLOYEE TAX CREDIT.

(@) ACCELERATION OF INCREASES IN FICA

TAXES.—

(1) TAx ON EMPLOYEES.—Subsection (a) of sec-

tion 3101 of the Internal Revenue Code of 1954 (relat-

S 1 RS



126

1 ing to rate of tax on employees for old-age, survivors,
2 and disability insurance) 1s amended by striking out
3 paragraphs (1) through (7) and inserting in lieu there-
4 of the following:
“In cases of wages received The rate shall be:
during:
1984, 1985, 1986, O 1987.cccovvvvvessvrrvrssssseersssceersrsissssssinsenes 5.7 percent
T9BB OF 198 .. e see e e sene 6.06 percent
1990 or thereafter ...................... oottt ettt st en e et e e eene 6.2 percent.”.

(2) EMPLOYER TAX.—Subsection (a) of section

5

6 3111 of such Code is amended by striking out para-
7 graphs (1) through (7) and inserting in lieu thereof the
8

following:
“In cases of wages paid during: The rate shall be:
1984, 1985, 1986, 07 1987......ocoueeeeeeeerereereneeesrsresessssessssssssanens 5.7 percent
TG OF 1Bttt et e e 6.06 percent
1990 OF LRETEAFLET ...ttt et easvee et sasessenens 6.2 percent.”.
9 (3) EFFECTIVE DATE.—The amendments made
10 by this subsection shall apply to remuneration paid

11 after December 31, 1983.

12 (b) 1984 EMPLOYEE Tax CREDIT.—

13 (1) IN GENERAL.—Chapter 25 of such Code is
14 amended by adding at the end thereof the following
15 new section:

16 “SEC. 3510. CREDIT FOR INCREASED SOCIAL SECURITY EM-

17 PLOYEE TAXES AND RAILROAD RETIREMENT
18 _ TIER 1 EMPLOYEE TAXES IMPOSED DURING 1984.
19 “ta) GENERAL RULE.—There shall be allowed as a

20 credit against the tax imposed by section 3101(a) on wages

S 1RS



© 0O a9 S Ot W N e

DO DD DN DN DN DD ket ke et ek ek pd pd et pd e
St W D = O W 00 IOt R W N = O

127
received during 1984 an amount equal to %, of 1 percent of
the wages so received.

“(b) Time CREDIT ALLOWED.—The credit under sub-
section (a) shall be taken into account in determining the
amount of the tax deducted under section 3102(a).

“(c) WaGES.—For purposes of this section, the term
wages’ has the meaning given to such term by section
3121(a).

“(d) APPLICATION TO AGREEMENTS UNDER SEC-
TION 218 OF THE SocI1AL SECURITY AcT.—For purposes
of determining amounts equivalent to the tax imposed by sec-
tion 3101(a) with respect to remuneration which—

“(1) is covered by an agreement under section

218 of the Social Security Act, and

“(9) is paid during 1984,
the credit allowed by subsection (a) shall be taken into ac-
count. A similar rule shall also apply in the case of an agree-
ment under section 3121(1).

“(¢) CREDIT AGAINST RAILROAD RETIREMENT EM-
PLOYEE AND EMPLOYEE REPRESENTATIVE TAXES.—

“(1) IN GENERAL.—There shall be allowed as a

credit against the tawes imposed by sections 3201(a)

and 3211(a) on compensation paid during 1984 and

subject to such tazes an amount equal to %4 of 1 per-

cent of such compensation.
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“(2) TIME CREDIT ALLOWED.—The credit under
paragraph (1) shall be taken into account in determin-
ing the amount of the tax deducted under section
3202(a) (or the amount of the tax under section
3211(a)).

“3) CoMPENSATION.—For purposes of this sub-
section, the term ‘compensation’ has the meaning given
to such term by section 3231(e).

“(f) CoorpinaTION WiTH SECTION 6413(c).—For

10 purposes of subsection (c) of section 6413, in determining the

11
12
13
14
15

16
17
18
19
20
21
22
23
24

amount of the tax imposed by section 3101 or 3201, any

credit allowed by this section shall be taken into account.”.

(2) CLERICAL AMENDMENT.—The table of sec-
tions for chapter 25 of such Code is amended by

adding at the end thereof the following new ttem:

“Sec. 8510. Credit for increased social security employee tazes and
railroad retirement tier 1 employee tazes imposed
during 1984.”.

(3) EFFECTIVE DATE.—The amendments made
by this subsection shall apply to remuneration paid
during 1984.

(4) DEPOSITS IN SOCIAL SECURITY TRUST

FUNDS.— For purposes of subsection (h) of section 218

of the Social Security Act (relating to deposits 1n

social security trust funds of amounts received under
section 218 agreements), amounts allowed as a credit

pursuant to subsection (d) of section 3510 of the Inter-
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nal Revenue Code of 1954 (relating to credit for remu-

neration paid during 1984 which is covered under an
agreement under section 218 of the Social Security
Act) shall be treated as amounts received under such
an agreement.

(5) DEPOSITS IN RAILROAD RETIREMENT AC-
COUNT.—For purposes of subsection (@) of section 15
of the Railroad Retirement Act of 1974, amounts al-
lowed as a credit under subsection (e) of section 3510
of the Internal Revenue Code of 1954 shall be treated
as amounts covered into the Treasury under subsection
(a) of section 3201 of such Code.

(6) STATEMENTS FURNISHED TO EMPLOY-
EES.—Any written ‘statement which is required to be
furnished to an employee under section 6051(a) with
respect to remuneration paid during 1984 shall in-
clude—

(4) the total amount which would have been
deducted and withheld as a tax under section
3101 if the credit allowable under section 8510
had not been taken into account, and

(B) the amount of the credit allowable under

section 3510.

S1RS——9
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SEC. 133. TAXES ON SELF-EMPLOYMENT INCOME; CREDIT

AGAINST SUCH TAXES.

(a) INCREASE IN RATES.—Subsections (a) and (b) of
section 1401 of the Internal Revenue Code of 1954 (relating
to Tates of tax on self-employment income) are amended to
read as follows:

“(a) OLD-AGE, SURVIVORS, AND DISABILITY INSUR-
ANCE.—In addition to other taxes, there shall be imposed for
each tazable year, bn the self-employment income of every
individual, o tax equal to the following percent of the amount

of the self-employment income for such tazable year:

“In the case of a taxable year

Beginning after: And before: Percent:
December 31, 1983.......coevvevvnvrinnnns Jonuary 1, 1988......covevireiennns 11.40
December 31, 1987.....oueeeceeivennnnee Jonuary 1, 1990.......coevnnnennnns 12.12
December 31, 198Y........oomereeereeniie sttt s 12.40

“(h) HOSPITAL INSURANCE.—In addition to the tax
imposed by the preceding subsection, there shall be imposed
for each tazable year, on the self-employment income of every
individual, @ taz equal to the following percent of the amount

of the self-employment income for such tazable year:

“In the case of a taxable year

Beginning after: And before: Percent:
December 31, 1983....ouvueeeeeeeeciin Jonuary 1, 1985 ......coevivernennnns 2.60
Décember 31, 1984 .....uuueeeeeeeeeeeninne Jonuary 1, 1986 .......coevncreverennns 2.70
December 31, 1985..........cceueerereeninins st st e 2.90.".
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1 (b) CREDIT AGAINST SELF-EMPLOYMENT TAXES.—
2 Section 1401 of such Code is amended by redesignating sub-
3 section (c) as subsection (d) and by inserting after subsection
4 (D) the following new subsection:
5 “lc) CREDIT AGAINST TAXES IMPOSED By THIS
6 SECTION.—
7 “(1) IN GENERAL.—There shall be allowed as a
8 credit against the taxes imposed by this section for any
9 tazable year an amount equal to the applicable percent-
10 age of the self-employment income of the individual for
1 such taxable year.
12 “(2) APPLICABLE PERCENTAGE.—For purposes

13 of paragraph (1), the applicable percentage shall be de-

14 termined in accordance with the following table:
“In the case of taxable The applicable
years beginning in: Dpercentage is:
TOBA.oeeee ettt ettt et ee et 2.9
TGBS..eeeetee ettt t et ettt ettt 2.5
TGBE.....oeeeeeeeeeee ettt r et et 2.2
1987, 1988, 07 1989 .o ererereeeeeee e e esees e se s 2.1
1990 07 tRETCAFLET ... e eee s eeeesres e ese e 2.3
15 (¢) EFFECTIVE DATE.—The amendments made by this

16 section shall apply to tazable years beginning after December
17 31, 1983.

18  PART D—MISCELLANEOUS FINANCING PrOVISIONS
19 ALLOCATIONS TO DISABILITY INSURANCE TRUST FUND
20 SEc. 141. (a) Section 201(b)(2) of the Social Security
21 Act 1s amended by striking out clauses (K) through (M) and
22 inserting in liew thereof the following: ‘(K) 1.65 per centum of
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the wages (as so defined) paid after December 37, 1481, and
before January 1, 1984, and so reported, (1) 1 per centum of
the wages (as so defined) paid after December 31, 1983, and
before January 1, 1988, and so reporied, (M) 1.06 per
centum of the wages (as so defined) paid after December 31,
1987, and before January 1, 1990, and so reported, (N) 1.20
per centum of the wages (as so defined) paid after December
31, 1989, and before January 1, 2000, and (M) 1.30 per
centum of the wages (as so defined) paid after December 31,
1999, and so reported,”.

(b) Section 201(h)(2) of such Act is amended by striking
out clauses (K) through (M) and inserting in lieu thereof the
following: “(K) 1.2375 per centum of the amount of self-
employment income (as so defined) so reported for any taxable
year beginning after December 31, 1981, and before January 1,
1984, (L) 1 per centum of the amount of self-empioyment
income {as so defined) so reported for any taxable year
beginning after December 31, 1983, and before January 1,
1988, (M) 1.06 per centum of the amount of self-employment
income (as so defined) so reported for any taxable year
beginning after December 31, 1987, and before January 1,
1990, (N) 1.20 per centum of the self-employment income (as
so defined) so reported for any tazable year beginning after
December 31, 1989, and before January 1, 2000, and (M)

1.30 per centum of the amount of self-employment income (as
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1 so defined) so reported for any tuxable year beginning after

2 December 31, 1999,”.

3
4
5]
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

INTERFUND BORROWING EXTENSION

SEc. 142. (a)(1) Section 201(1)(1) of the Social Secu-

rity Act 1s amended—

(4) by striking out “January 1983” and insert-
ing in lieu thereof “January'1988”; and

(B) by inserting after “or” the second place it ap-
pears “, subject to paragraph (5),”.

(2) (4) Section 201(1)(2) of such Act is amended—

(1) by striking out “from time to time” and insert-
ing in lieu thereof “on the last day of each month after
such loan is made’”

(1) by striking out “interest” and inserting in
liew thereof “the total interest accrued to such day’:
and

(1) by striking out “the loan were an investment
under subsection (d)” and inserting n lieu thereof
“such amount had remained in the Depositary Account
established with respect to such lending Trust Fund
under subsection (d) or section 1817(c)”.

(B) The amendment made by this paragraph shall

apply with respect to months beginning more than thirty days

after the date of enactment of this Act.

(3) Section 201(1)(3) of such Act is amended—
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(4) by inserting “(A)” after the paragraph desig-
nation; and

(B) by adding at the end thereof the following
new subparagraphs:

“(B)(i) If on the last day of any year after a loan has
been made under paragraph (1) by the Federal Hospital In-
surance Trust Fund to the Federal Old Age and Survivors
Trust Fund or the Federal Disability Insurance Trust
Fund, the Managing Trustee determines that the 048DI
trust fund ratio e;cceeds 15 percent, he shall transfer from the
borrowing Trust Fund to the Federal Hospital Insurance
Trust Fund an amount that—

“(I) together with any amounts transferred from
another borrowing Trust Fund under this paragraph
for such year, will reduce the OASDI trust fund ratio
to 15 percent; and

“(I1) does not exceed the outstanding balance of
such loan.

“tii) Amounts required to be transferred under clause
(i) shall be transferred on the last day of the first month of
the year succeeding the year in which the determination de-
scribed in clause (i) 1s made. .

“Giii) For purposes of this subparagraph, the term
‘OASDI trust fuhd ratio’ means, with respect to any calen-

dar year, the ratio of—
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“(1) the combined balance in the Federal Old Age

and Survivors Insurance Trust Fund and the Federal
Disalnlity Insurance Trust Fund, reduced by the out-
standing amount of any loan (including interest there-
on) theretofore made to eithér such Fund from the Fed-
eral Hospital Insurance Trust Fund, as of the last day
of such calendar year, to

“(I1) the amount estimated by the Secretary to be
the total amount to be paid from the Federal Old Age
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund during the calendar
year following such calendar year for all purposes au-
thorized by section 201 (other than payments of inter-
est on, and repayments of, loans from the Federal Hos-
pital Insurance Trust Fund under paragraph (1)), but
excluding any transfer payments between such trust
funds and reducing the amount of any transfer to the
Railroad Retireme;nt Account by the amount of any
transfers into either such trust fund from that Account.

“(C)() The full amount of all loans made under para-

21 graph (1) (whether made before or after January 1, 1983)

22 shall be repaid at the earliest feasible date and in any event

23 no later than December 31, 1989.

24

“@i) For the period after December 31, 1987, and

25 before January 1, 1990, the Managing Trustee shall transfer
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each month to the Federal Hospital Insurance Trust Fund
from any Trust Fund with any amount outstanding on a
loan made from the Federal Hospital Insurance Trust Fund
under paragraph (1) an amount equal to one twenty-fourth of
the amount owed to the Federal Hospital Insurance Trust
Fund by such Trust Fund at the beginning of such period
(plus the interest accrued on the outstanding balance of such
loan during such month).”.

(4) Section 201(1) of such Act is further amended by
adding at the end thereof the following new paragraph:

“(5)(4) No amounts may be borrowed from the Federal
Hospital Insurance Trust Fund under paragraph (1) during
any month if the Hospital Insurance Trust Fund ratio for
such month is less than 10 percent.

“(B) For purposes of this paragraph, the term ‘Hospital
Insurance trust fund ratio’ means, with respect to any
month, the ratio of—

“(i) the balance in the Federal Hospital Insur-
ance Trust Fund, reduced by the outstanding amount
of any loan (including interest thereon) theretofore
made to such Trust Fund under this subsection, as of
the last day of the second month preceding such month,

- to
“(1i) the amount obtained by multiplying by

twelve the total amount which (as estimated by the
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Secretary) will be paid from the Federal Hospital In-

surance Trust Fund during the month for which such
ratio 1s to be determined (other than payments of inter-
est on, or repayments of loans from another Trust
Fund under this subsection), and reducing the amount
of any transfers to the Railroad Retirement Account by
the amount of any transfer into the Hospital Insurance
Trust Fund from that Account.”.
(b)(1) Section 1817()(1) of such Act is amended—

(4) by striking out “January 1983” and insert-
ing in lieu thereof “January 1988 and

43

(B) by inserting “, subject to paragraph (5),”
after “may”’.
(2)(4) Section 1817()(2) of such Act is amended—

) by stﬁking out “from time to time” and insert-
ing in lieu thereof “on the last day of each month after
such loan is made’”

(1) by striking out “interest” and inserting in
liew thereof “the total interest accrued to such day’
and

(1) by striking out “the loan were an investment
under subsection (c)” and inserting in lieu thereof

“such amount had remained in the Depositary Account

established with respect to such lending Trust Fund
under section 201(d)”’.
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1 (B) The amendment made by this paragraph shall

apply with respect to months beginning more than 30 days
after the date of enactment of this Act.
(3) Section 1817G)(3) of such Act is amended—
(A) by inserting “(4)” after the paragraph desig-

2

3

4

5

6 nation; and
7 (B) by adding at the end thereof the following
8 new subparagraphs:

9 “(B)G) If on the last day of any year after a loan has
10 been made under paragraph (1) by the Federal Old Age and
11 Survivors Insurance Trust Fund or the Federal Disabulity
12 Insurance Trust Fund to the Federal Hospital Insurance
18 Trust Fund, the Managing Trustee determines that the Hos-
14 pital Insurance Trust Fund ratio exceeds 15 percent, he

15 shall transfer from such Trust Fund to the lending trust fund

16 an amount that—

17 “(1) together with any amounts transferred to an-
18 other lending trust fund under this paragraph for such
19 year, will reduce Hospital Insurance Trust Fund ratio
20 to 15 percent; and

21 “(II) does not exceed the outstanding balance of
22 such loan.

98  “(ii) Amounts required to be transferred under clause

94 (i) shall be transferred on the last doy of the first month of
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1 the year succeeding the year in which the determination de-

9 scribed in clause (i) is made.

3

“(i11) For purposes of this subparagraph, the term ‘Hos-

4 pital Insurance Trust Fund ratio’ means, with respect to any

5 calendar year, the ratio of—

6

7

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

“(1) the balance in the Federal Hospital Insur-
ance Trust Fund, reduced by the amount of any out-
standing loan (including interest thereon) from the
Federal Old Age and Survivors Insurance Trust Fund
and the Federal Disability Insurance Trust Fund, as
of the last day of such calendar year; to

“(11) the amount estimated by the Secretary to be
the total amount to be paid from the Federal Hospital
Insurance Trust Fund during the calendar year fol-
lowing such éalendar year (other than payments of in-
terest on, and repayments of, loans from the Federal
Old Age and Survivors Insurance Trust Fund and the
Federal Disability Insurance Trust Fund under para-
graph (1)), and reducing the amount of any transfer to
the Railroad Retirement Account by the amount of any
transfers into such Trust Fund from the Railroad Re-
tirement Account.

“(C)(i) The full amount of all loans made under para-

24 graph (1) (whether made before or after January 1, 1983)
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shall be repaid at the earliest feasible date and in a:y even:
no later than December 31, 1989.”.

“() For the period after December 31, 1987 and before
January 1, 1990, the Managing Trustee shail transfer each
month from the Federal Hospital Insurance Trust Fund to
any Trust Fund that is owed any amount by the Federal
Hospital Insurance Trust Fund on a loan made under para-
graph (1), an amount equal to 1/24 of the amount owed to
such Trust Fund by the Federal Hospital Insurance Trust
Fund at the beginning of such period (plus the interest ac-
crued on the out;s'tanding balance of such loan during such
month).”.

(4) Section 1817() of such Act s further amended by
adding at the end thereof the following new paragraph:

“(5)(4) No amounts may be loaned by the Federal Old
Age and Survivors Insurance Trust Fund or the Federal
Disability Insurance Trust Fund under paragraph (1)
during any month if the OASDI trust fund ratio for such
month 1s less than 10 percent.

“(B) For purposes of this paragraph, the term ‘OASDI
trust fund ratio’ means, with respect to any month, the ratio
of—

“() the combined balance in the Federal Old Age
and Survivors Insurance Trust Fund and the Federal

Disability Insurance Trust Fund, reduced by the out-
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standing amount of any loan (including interest there-
on) theretofore made to either such Trust Fund from
the Federal Hospital Insurance Trust Fund under sec-
tion 201(1), as of the last day of the second month pre-
ceding such month, to

“@i) the amount obtained by multiplying by
twelve the total amount which (as estimated by the
Secretary) will be paid from the Federal Old Age and
Survwors Insurance Trust Fund and the Federal Dis-
ability Insurance Trust Fund during the month for
which such ratio is to be determined for all purposes
authorized by section 201 (other than payments of in-
terest on, or repayments of, loans from the Federal
Hospital Insurance Trust Fund under section 201(1)),
but e:ccluding any transfer payments between such
trust funds and reducing the amount of any transfers
to the Raulroad Retirement Account by the amount of

any transfers into either such trust fund from that Ac-

count.”,

CREDITING AMOUNTS OF UNNEGOTIATED CHECKS TO

TRUST FUNDS

SEC. 143. (a) The Secretary of the Treasury shall take

23 such actions as may be necessary o ensure that amounts of

24 checks for benefits under title' IT of the Social Security Act

25 which have not been presented for payment within o reason-

S 1 RS



© 0O a2 O Ot B~ W NN e

D9 DNODNDDD DD DD ek e el el fed eed ed eed e
S S T S =T = Re cBEE N e ~ S| S~ N I T N )

142

able length of time (not to exceed twelve months) after 1ssu-
ance are credited to the Federal Old-Age and Survivors In-
surance Trust Fund or thé Federal Disability Insurance
Trust Fund, whichever may be the fund from which the check
was issued. Amounts of any such check shall be recharged to
the fund from which they were issued if payment is subse-
quently made on such check.

(b)(1) The Secretary of the Treasury shall transfer from
the general fund of the Treasury to the Federal Old-Age and
Survivors Insurance Trust Fund and to the Federal Disabil- .
ity Insurance Trust Fund, as appropriate, such sums as may
be mnecessary to reimburse such Trust Funds in the total
amounts of all currently unnegotiated benefit checks. After
the amounts appropriated by this subsection have been trans-
ferred to the Trust Funds, the provisions of subsection (a)
shall be applicable. There are hereby appropriated into such
Trust Funds such sums as may be necessary to reimburse
such Trust Funds for the amount of currently unnegotiated
benefit checks. The first such transfer shall be made within
thirty days after the date of the enactment of this Act with
respect to all such unnégotiated checks as of such date of

enactment.
(2) As used in paragraph (1), the term “currently unne-
gotiated benefit checks” means the checks issued under title

I1 of the Social Security Act prior to the date of the enact-
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ment of this Act, which remain unnegotiated after the twelfth
month following the date on which they were issued.
TRANSFER TO TRUST FUNDS FOR BENEFITS
AATTRIBUTABLE TO MILITARY SERVICE BEFORE 1957

SEc. 144. (a) Section 217(g) of the Social Security Act

18 amended to read as follows:
“APPROPRIATION TO TRUST FUNDS

“(9)(1) Within thirty days after the date of the enact-
ment of the Social Security Amendments of 1983, the Secre-
tary shall determine the amount equal to the excess of—

“(4) the actuarial present value as of such date of
enactment of the past and future benefit payments from
the Federal Old-Age and Survivors Insurance Trust
Fund, the Federal Disability Insurance Trust Fund,
and the Federal Hospital Insurance Trust Fund under
this title and title XVIII, together with associated ad-
ministrative costs, resulting from the operation of this
section (other than this subsection) and section 210 of
this Act as in effect before the enactment of the Social
Security Act Amendments of 1950, over

‘“UB) any amounts previously transferred from the
general fund of the Treasury to such Trust Funds pur-
suant to the provisions of this subsection as in effect

vmmediately before the date of the enactment of the

Social Security Amendments of 1983.
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Such actuarial present value shall be based on the relevant
actuarial assumptions set forth in the report of the Board of
Trustees of each such Trust Fund for 1983 under sections
201(c) and 1817(h). Within thirty days after the date of the
enactment of the Social Security Amendments of 1983, the
Secretary of the Treasury shall transfer the amount deter-
mined under this paragraph with respect to each such Trust
Fund to such Trust Fund from amounts in the general fund
of the Treasury not otherwise appropriated.

“(2) The Secretary shall revise the amount determined
under paragraph, (1) with respect to each such Trust Fund in
1985 and each fifth year thereafter, as determined appropri-
ate by the Secretary from data which becomes available to
him after the date of the determination under paragraph (1)
on the basis of the amount of benefits and administrative
expenses actually paid from such Trust Fund under this title
or title XVIII and the relevant actuarial assumptions set

forth in the report of the Board of Trustees of such Trust

Fund for such year under section 201(c) or 1817(b). Within

30 days after any such revision, the Secretary of the Treas-
ury, to the extent provided in advance in appropriation Acts,
shall transfer to such Trust Fund, from amounts in the gen-
eral fund of the Treasury not oiherwise appropriated, or from

such Trust Fund to the general fund of the Treasury, such
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amounts as the Secretary of the Treasury determines neces-

sary to compensate for such revision.”.

PAYMENTS TO TRUST FUNDS OF AMOUNTS EQUIVALENT
TO TAXES ON SERVICE IN THE UNIFORMED SERV-
ICES PERFORMED AFTER 1956
SEc. 145. () Section 229(b) of the Social Security

Act 1s amended to read as follows:

“(b) There are authorized to be appropriated to each of
the Trust Funds, consisting of the Federal Old-Age and Sur-
vwors Insurance Trust, the Federal Disability Insurance
Trust Fund, and the Federal Hospital Insurance Trust
Fund, for transfer on July 1 of each calendar year to such
Trust Fund from amounts in the general fund in the Treas-
ury not otherwise appropriated, an amount equal to the total
of the additional amounts which would be appropriated to
such Trust Fund for the fiscal year ending September 30 of
such calendar year under section 201 or 1817 of this Act if
the amounts of the additional wages deemed to have been paid
for such calendar year by reason of subsection (a) constituted
remuneration for employment (as defined in section 3121(b)
of the Internal Revenue Code of 1954) for purposes of the
taxes imposed by sections 3101 and 3111 of the Internal
Revenue Code of 1954. Amounts authorized to be appropri-
ated under this subsection for .tmnsfer on July 1 of each cal-

endar year shall be determined on the basis of estimates of
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the Secretary of the wages deemed to be paid for such calen-
dar year under subsection (a); and proper adjustments shall
be made in amounts authorized to be appropriated for subse-
quent transfer to the extent prior estimates were in excess of
or were less than such wages so deemed to be paid.”.

() The amendment made by subsection (a) shall be ef-
fective with respect to wages deemed to have been paid for
calendar years after 1983.

(c)(1) Within thirty days after the date of the enactment
of this Act, the Secretary of Health and Human Services
shall determine the additional amounts which would have
been appropriated into the Federal Old-Age and Survivors
Insurance Trust Fund, the Federal Disability Insurance
Trust Fund, and the Federal Hospital Insurance Trust
Fund under sections 201 and 1817 of the Social Security
Act, if the additional wages deemed to have been paid under
section 229(a) of the Social Security Act prior to 1984 had
constituted remuneration for employment (as defined in sec-
tion 3121(b) of the Internal Revenue Code of 1954) for pur-
poses of the taxes imposed by sections 3101 and 3111 of the
Internal Revenue Code of 1954, and the amount of interest
which would have been earned on such amounts if they had

been so appropriated.
(2)(A) The Secretary of the Treasury shall, within

thirty days after the date of the enactment of this Act, trans-
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fer into each such Trust Fund, from the general fund in the
Treasury, an amount equal to the amount determined with
respect to such Trust Fund under paragraph (1), less any
amount appropriated into such Trust Fund under the provi-
sions of section 229(b) of the Social Security Act prior to the
date of the determination made under paragraph (1) with re-
spect to wages deemed to have been paid for calendar years
prior to 1984. There are hereby appropriated into such Trust
Funds sums equal to the amounts to be transferred in accord-
ance with this subparagraph into such Trust Funds.

(B) The Secretary shall revise the amount determined
under subparagraph (A) within one year after the date of the
transfer made under paragraph (1), as warranted by data
which may become available to him after the date of the
transfer under subparagraph (4) based upon actual benefits
paid under this title and title XVIII. Any amounts deter-
mined to be needed for transfer shall be transferred by the
Secretary of the Treasury into the appropriate Trust Fund
from the general fund in the Treasury, or out of the appropri-
ate Trust Fund into the general fund in the Treasury, as
may be appropriate. There are authorized to be appropriated
to such Trust Funds sums equal to the amounts to be trans-

ferred in accordance with this subparagraph into such Trust

Funds.
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TRUST FUND INVESTMENT PROCEDURE

SEc. 146. (a) Section 201 of the Social Security Act is
amended by striking out subsections (d), (e), and (f) and in-
serting in lieu thereof the following new subsections:

“(d) There are hereby created on the books of the Treas-
ury of the United States an account to be known as the Old-
Age and Survivors Insurance Depositary Account and an
account to be known as the Disabulity Insurance Depositary
Account.

“(e) The Managing Trustee shall deposit that portion of
the Federal Old-Age and Survivors Insurance Trust Fund
not required to meet current withdrawals from such Trust
Fund in the Old-Age and Survivors Insurance Depositary
Account and that portion of the Federal Disability Insurance
Trust Fund not required to meet current withdrawals from
such Trust Fund in the Disability Insurance Depositary Ac-
count.

“)(1) The BSecretary of the Treasury may apply
moneys deposited in an account pursuant to subsection (e) m
any way in which he is authorized by law to apply moneys
in the general fund of the Treasury.

“(2)(A) Moneys deposited in an account pursuant to
subsection (e) shall be treated as indebtedness of the Unaited
States for purposes of section 1305(2) of title 31, Unated

States Code, and shall earn interest, payable monthly, in an
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amount equal to the product obtained by multiplying the

average balance of moneys in the account for such month by
the average market yield (computed by the Managing Trustee
on the basis of market quotations as of the end of each busi-
ness day of such month) on all marketable interest-bearing
obligations of the United States then forming a part of the
public debt which are not due or callable until after the expi-
ration of four years from the end of such month, except that
‘flower bonds’ shall not be included in such computation.

“(B) For purposes of this paragraph, the term ‘flower
bond’ means a United States Treasury bond which was
wssued before March 4, 1971 and which may, at the option of
the duly constituted representatives of the estate of a deceased
individual, be redeemed at par (face) value, plus accrued in-
terest to the date of.payment, if— ’

“Gi) it was owned by such deceased indwidual at
the time of his death,

“(1) it is part of the estate of such deceased indi-
mdual, and

“(tit) such representatives authorize the Secretary
of the Treasury to apply the entire proceeds of the re-
demption of such bond to the payment of Federal estate
lazes.
“(3) The Managing Trustee may withdraw moneys de-

posited in an account pursuant lo subsection (e) whenever he
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determines that such moneys are necessary to meet current
withdrawals from the Trust Fund which deposited such
moneys, and the Secretary of the Treasury may sell obliga-
tions of the United States in the market in an amount not to
exceed the amount of such withdrawal if he determines that
such withdrawal necessitates an increase in the general fund
of the Treasury by an amount not exceeding such amount. "

(b) Section 1817 of such Act is amended by striking out
subsections (c), (d), and (e) and inserting in lieu thereof the
following new subsections:

“(c) There 1s hereby created on the books of the Treas-
ury of the United States an account to be known as the Hos-
pital Insurance Depositary Account.

“4d) The Managing Trustee shall deposit that portion of
the Federal Hospital Insurance Trust Fund not required to
meet current withdrawals from such Trust Fund in the Hos-
pital Insurance Depositary Account.

“e)(1) The Secretary of the Treasury may opply
moneys deposited in the account pursuant to subsection (d) n
any way in which he is authorized by law to apply moneys
in the general fund of the Treasury.

“(2)(A) Moneys deposited in the account pursuant to
subsection (d) shall be treated as indebtedness of the Unaited
States for purposes of section 1305(2) of title 31, United

States Code, and shall earn interest, payable monthly, in an
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amount equal to the product obtained by. multiplying the
average balance of moneys in the account for such month by
the average market yield (computed by the Managing Trustee
on the basis of market quotations as of the end of each busi-
ness day of such month) on all marketable interest-beaﬁng
obligations of the United States then forming a part of the
public debt which are not due or callable until after the expi-
ration of four years from the end of such month, except that
flower bonds’ shall not be included in such computation.

‘“(B) For purposes of this paragraph, the term ‘flower
bond’ means a United States Treasury bond which was
wssued before March 4, 1971, and which may, at the option of
the duly constituted representatives of the estate of a deceased
individual, be redeemed at par (face) value, plus accrued in-
terest to the date of payment, if—

“@i) it was owned by such deceased individual at
the tvme of his death,

“@3) it is part of the estate of such deceased indi-
vidual, and

“(ii1) such representatives authorize the Secreta;"y
of the Treasury to apply the entire proceeds of the re-
demption of such bond to the payment of Federal estate
lazes.

“(3) The Managing Trustee may withdraw moneys de-

posited in the account pursuant to subsection (d) whenever he
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determines that such moneys are necessary to meet current
withdrawals from the Trust Fund, and the Secretary of the
Treasury may sell obligations of the United States in the
market in an amount not to exceed the amount of such with-
drawal if he determines that such withdrawal necessitates an
increase in the general fund of the Treasury by an amount
not exceeding such amount.”.

(c) Section 1841 of such Act is amended by striking out
subsections (c), (d), and (e) and inserting in lieu thereof the
following new subsections:

“c) There is hereby established on the books of the
Treasury an account to be known as the Supplementary
Medical Insurance Depositary Account.

“@) The Managing Trustee shall deposit that portion of
the Federal Supplementary Medical Insurance Trust Fund
not required to meet current withdrawals from such Tm&t
Fund in the Supplementary Medical Insurance Depositary
Account.

“te)(1) The Secretary of the Treasury may apply
moneys deposited in the account pursuant to subsection (@) in
any way in which he is authorized by law to apply moneys
in the general fund of the Treasury.

~ “2)(A) Moneys deposited in the account pursuant to
subsection (d) shall be treated as indebtedness of the United

States for purposes of section 1305(2) of title 31, United
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States Code, and shall earn interest, payable monthly, in an
amount equal to the product obtained by multiplying the
average balance of moneys in the account for such month by
the average market yield (computed by the Managing Trustee
on the basis of market quotations as of the end of each busi-
ness day of such month) on all marketable interest-bearing
obligations of the United States then forming a part of the
public debt which are not due or callable until after the expi-
ration of four years from the end of such month, except that
flower bonds’ shall not be included in such computation.

“(B) For purposes of this paragraph, the term ‘flower
bond’ means a United States Treasury bond which was
wssued before March 4, 1971, and which may, at the option of
the duly constituted representatives of the estate of o deceased
individual, be redeemed at ?ar (face) value, plus accrued in-
terest to the date of payment, if—

“() 1t was owned by such deceased individual at
the time of his death,

“() it is part of the estate of such deceased indi-
vidual, and

“(1t) such representatives authorize the Secretary
of the Treasury to apply the entire proceeds of the re-
demption of such bond to the payment of Federal estate

tazxes.
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“(3) The Managing Trustee may withdraw moneys de-
posited in the account pursuant to subsection (d) whenever he
determines that such moneys are necessary to meet current
withdrawals from the Trust Fund, and the Secretary of the
Treasury may sell obligations of the United States in the
market in an amount not to exceed the amount of such with-
drawal if he determines that such withdrawal necessitates an
increase in the general fund of the Treasury by an amount
not exceeding such amount.”’.

(d)(1) No later than the date on which this section takes
effect, the Secretary of the Treasury shall redeem at par oll
outstanding obligations of the United States issued under the
Second Liberty Bond Act exclusively for purchase by the
Federal Old-Age Insurance Trust Fund, the Federal Dis-
ability Insurance Trust Fund, the Federal Hospital Insur-
ance Trust Fund, and the Federal Supplementary Medical
Insurance Trust Fund (hereinafter in this subsection re-
ferred to as the “Trust Funds”).

(2)(4) The Managing Trustee may sell any marketable
obligation of the United States held by the Trust Funds at
market price at any time and shall sell (or redeem) all
“flower bonds” held by the Trust Funds on the date of enact-
ment of this section at market price no later than the date on

which this section takes effect.

S1RS



[y

© W a9 o Ut s w

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

155

(B) For purposes of this paragraph, the term ‘‘flower
bond” means a United States Treasury bond which was
issued before March 4, 1971, and which may, at the option of
the duly constituted representatives of the estate of a deceased
indwidual, be redeemed at par (face) value, plus accrued in-
terest to the date of payment, if——-

(1) it was owned by such deceased individual at
the time of his death,

(i) it 18 part of the estate of such deceased indi-
vidual, and

(111) such representatives authorize the Secretary
of the Treasury to apply the entire proceeds of the re-
demption of such bond to the payment of Federal estate
laxes.

(3) The proceéds from the redemption and sale of obliga-
tions of the United States pursuant to paragraphs (1) and
(2) shall be paid to the Trust Fund selling or redeeming such
obligations and that portion of such proceeds which is not
required to meet current withdrawals from such Trust Fund
shall be deposited in the account established with respect to
such Trust Fund by subsection (a), (b), or (c) of this Act.

(¢) The amendments made by this section shall take
effect on the first day of the first month beginning more than

30 days after the date of enactment of this Act.
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1 ADDITION OF PUBLIC MEMBERS TO TRUST FUND BUARDS

" OF TRUSTEES

SEC. 147, (a) Sections 201(c), 1817(b), and 1841(b) of

the Social Security Act are each amended—

(1) by striking out the period at the end of the
first sentence and inserting in liew thereof a comma
and “and of two members of the public (both of whom
may not be from the same political party), who shall be
nominated by the President for a term of four years
and subject to confirmation by the Senate; and

(2) by adding at the end thereof the following new
sentence: “A member of the public serving on the
Board of Trustees shall not be considered to be a fidu-
ciary and shall not be personally lLiable for actions
taken in such capacity with respect to the Trust
Funds.”.

(h) The amendments made by subsection (a) shall

become effective on the date of enactment of this Act.

PAYMENT SCHEDULE BY STATE AND LOCAL
GOVERNMENTS

SEC. 148. (a) Section 218(e)(1)(4) of the Social Secu-

rity Act is amended by siriking out “within the thirty-day
period immediately following the last day of each calendar
month’”’ and inserting in lieu thereof “‘in accordance with the

same payment schedule as applies to payment by employers
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of the taxes vmposed under sections 3101 and 3111 of the

Internal Revenue Code of 1954 |

(b) The amendment made by subsection (a) shall be ef-
fective with respect to payments due on or after January 1,
1984, |
NORMALIZED CREDITING OF SOCIAL SECURITY TAXES TO

TRUST FUNDS

SEc. 149. (a) Section 201(a) of the Social Security
Act is amended by striking out “The amounts appropriated”
wn the last sentence and inserting in lieu thereof “Except as
provided in subsection (m), the amounts appropriated”,

(b) Section 201 of such Act is further amended by
adding at the end thereof the following new subsection:

“tm)(1) The procedures in effect on January 1, 1983,
with respect to the transfer of the amounts appropriated by
clauses (3) and (4) of subsection (a) and the amounts appro-
priated by clauses (1) and (2) of subsection (b) shall apply to
a calendar month unless the Secretary makes a finding
under this paragraph that the OASDI trust fund ratio as of
the furst day of such calendar month is less than 12 percent.

“(2) If the Secretary makes the finding de;scribed n
paragraph (1) with respect to a calendar month, the amounts
appropriated by clauses (3) and (4) shall be transferred on
the first day of such calendar month from the general fund of

the Treasury to the Federal Old-Age and Survivors Insur-
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ance Trust Fund, and the amounts appropriated by clauses
(1) and (2) of subsection (b) shall be transferred on the first
day of such calendar month from the general fund of the
Treasury to the Federal Disability Insurance Trust Fund,
such amounts to be determined on the basis of estimates by
the Secretary of the Treasury of the tawes, specified 1n

clauses (3) and (4) of subsection (a), to be paid to or deposit-

- ed into the Treasury during such calendar month.

“(3) Proper adjustments shall be made in amounts sub-
sequently transferred to the extent prior estimates were in
excess of or were less than the taxes specified in clauses (3)
and (4) of subsection (a).

“(4) All amounts transferred to either Trust Fund
under paragraph (2) shall be treated by the Managing
Trustee in the same manner and to the same extent as the
other assets of such Trust Fund; and such Trust Fund shall
pay interest to the general fund on the amount so transferred
at a rate (calculated on o daily basis, and applied against the
difference between the amount so transferred on such first
day and the amount which would have been transferred to the
Trust Fund up to that day under the procedures in effect on
Jonuary 1, 1983) equal to the average 91-day Treasury bill
rate during such month (payable on the last day of such

month,).
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“(5) For purposes of this subsection, the term ‘OASDI

trust fund ratio’ means, with respect to any month, the ratio

“(4) the combined balance in the Federal Old-
Age and Survivors Insurance Trust Fund and the
Federal Disability Insurance Trust Fund, reduced by
the outstanding amount of any loan (including interest
thereon) theretofore made to either such Trust Fund
from the Federal Hospital Insurance Trust Fund
under subsection (1), and determined without regard to
amounts transferred theretofore under this subsection,
as of the last day of the second month preceding such
month, to

“(B) the amount obtained by multiplying by
twelve the total amount which (as estimated by the
Secretary) will be paid from the Federal Old-Age and
Survwors Insurance Trust Fund and the Federal Dis-
ability Insurance Trust Fund during the month for
which such ratio is to be determined for all purposes
authorized by section 201 (other than payments of in-
terest on, or repayments of, loans from the Federal
Hospital Insurance Trust Fund under subsection 1)),
but excluding any transfer payments between such
trust funds and reducing tﬁe amount of any transfers

to the Ralroad Retirement Account by the amount of
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any transfers into either such trust fund from that Ac-

count.”.

(c) The amendments made by this section shall apply to
calendar months beginning after the date of enactment of this
section and before January 1, 1988.

AMOUNTS RECEIVED UNDER CERTAIN DEFERRED COM-
PENSATION AND SALARY REDUCTION ARRANGE-
MENTS TREATED AS WAGES FOR FICA TAXES
SEec. 150. (a)(1) Section 3121 of the Internal Revenue

Code of 1954 (relating to definitions) is amended by adding

at the end thereof the following new subsection:

“(v) TREATMENT OF CERTAIN DEFERRED COMPEN-
SATION AND SALARY REDUCTION ARRANGEMENTS.—

““1) CERTAIN EMPLOYER CONTRIBUTIONS

TREATED AS WAGES.—Nothing in any paragraph of

subsection (a) (other than paragraph (1)) shall exclude

from the term ‘wages’ any employer contribution—
“(A) under a qualified cash or deferred ar-
rangement (as defined 1n section 401(k)) to the
extent mot included in gross income by reason of
section 402(a)(8), or
“(B) under a cafeteria plan (as defined n
section 125(d)) which includes an arrangement
described in subparagraph (4) to the extent the

employee had the Tight to choose cash, property, or
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other benefits which would be wages for purposes

of this chapter.

“(2) GOVERNMENTAL PLANS.—For purposes of
subsection (a)—

“(Ad) IN GENERAL.—Ezcept as provided in
subparagraph (B), the term ‘wages’ shall not in-
clude any payment to or from a Governmental
plan (within the meaning of section 414(d)).

‘“CB) ExCEPTIONS.—The term ‘wages’ shall
include any amount—

“(t) deferred under a plan described in
section 457(a) (at the time the services which
relate to such payment were performed),

“(11) deferred under a plan described in
subsection (e)(1), (e)(R)(D), or (e)(RQ)(E) of
section 457, or

“Gur) which 1s treated as wages under
subsection (a)(5)(E) by reason of a salary
reduction agreement.”’.

(2) Paragraph (5) of section 3121(a) of such Code (de-
fining wages) is amended—
(4) by striking out “or” at the end of subpara-
graph (C),

S§S1RS——11



© O O U s W N -

DN DN DN N DN DN e e e e e el Al el el e
Tt = W N = O W 0 SOt R W N =D

162
(B) by striking out the semicolon at the end of

subparagraph (D) and inserting in lieu thereof a
comma and ‘‘or” and

(C) by adding at the end thereof the following
new subparagraph:

“(E) under an annuity contract described in sec-
tion 403(b), other than a payment for the purchase of
such contract which is made by reason of a salary re-

duction agreement;”.

(3) Subsection (a) of section 3121 of such Code (defin-

ing wages) s amended—

(4) in paragraph (2), by striking out subpara-
graph (4) and redesignating subparagraphs (B), (0),
and (D) as subparagraphs (4), (B), and (C), respec-
twely,

(B) by striking out paragraphs (3) and (9),

(C) in paragraph (13)(4)—

(1) by inserting “or” after ‘death,”, and

(1) by striking out “or (iit) retirement after
attaining an age specified in the plan referred to
in subparagraph (B) or in a pension plan of the
employer,”, and

(D) by striking out “subparagraph (B)” in the
?ast sentence thereof and inserting in liew thereof “‘sub-

paragraph (4)”.
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(b)(1) Section 3306 of the Internal Revenue Code of
1954 (relating to definitions) 1s amended by adding_ at the
end thereof the following new subsection:
“(r) TREATMENT OF CERTAIN DEFERRED COMPEN-
SATION AND SALARY REDUCTION ARRANGEMENTS.—

“(1) CERTAIN EMPLOYER CONTRIBUTIONS
TREATED AS WAGES.—Nothing in any paragraph of
subsection (b) (other than paragraph (1)) shall exclude
from the term ‘wages’ any employer contribution—

“‘4) under a qualified cash or deferred ar-
rangement (as defined in section 401(k)) to the
extent not included tn gross income by reason of
section 402(a)(8), or

“(B) under a cafeteria plan (as defined in
section .125(d)) which includes an arrangement
described in subparagraph (4) to the extent the
employee had the rght to choose cash, property, or
other benefits which would be wages for purposes
of this chapter.

“(?) GOVERNMENTAL PLANS.—For purposes of
subsection (b)—

‘“4) IN GENERAL.—Euxcept as provided in
subparagraph (B), the term ‘wages’ shall not in-
clude any payment to or from a governmental

plan (within the meaning of section 414(d)).
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“UB) ExcEPTIONS.—The term ‘wages’ shall
include any amount—

“(i) deferred under a plan described in
section 457(a) (at the time the services which
relate to such payment were performed),

“(i1) deferred under a plan described )
subsection (e)(1), ()(2)(D), or ()(2)(E) of
section 457, or

“(isi) which 1is treated as wages under
subsection (b)(5)(E) by reason of a salary
reduction agreement.”.

(2) Paragraph (5) of section 3306(b) of such Code (de-
fining wages) is amended—

A) by striking out “or” at the end of subpara-
graph (C),

(B) by striking out the semicolon at the end of
subparagraph (D) and inserting in lieu thereof a
comma and “‘or”, and

(C) by odding at the end thereof the following
new subparagraph:

“UE) under an annuity contract described mn sec-
tion 403(b), other than a payment for the purchase of
such contract which is made by reason of a salary re-

duction agreement;”.
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1 (3) Subsection (b) of section 3306 of such Code (defin-

ing wages) s amended—

(4) in paragraph (2), by striking out subpara-
graph (4) and redesignating subparagraphs (B), (C),
and (D) as subparagraphs (4), (B), and (C), respec-

(B) by striking out paragraphs (3) and (8), and

2
3
4
5
6 twvely,
7
8 (C) in paragraph (10)(4)—
9

(1) by inserting “or” after “death,”, and

10 (vi) by striking out “or (i11) retirement after
11 attaining an age specified in the plan referred to
12 in subparagraph (B) or in a pension plan of the
13 employer,”.

14 (4)(A) Subparagraph (4) of section 3306(b)(2) of such
15 Code, as redesignated by paragraph (3)(4), is amended to
16 read as follows:

17 “(A) sickness or accident disability (but, in
18 the case of payments made to an employee or any of
19 his dependents, this subparagraph shall exclude
20 from the term ‘wages’ only payments which are
21 received under a workman’s compensation law),
22 or”.

23 (B) Subsection (b) of section 3306 of such Code (defin-
24 ing wages) is amended by adding at the end thereof the fol-

25 lowing new flush sentence:
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“Ewcepi as otherwise provided in regulations prescribed by
the Secretary, any third party which makes a payment in-
cluded in wages solely by reason of the parenthetical matter
contained in subparagraph (4) of paragraph (2) shall be
treated for purposes of this chapter and chapter 22 as the
employer with respect to such wages.”.

(C) Rules similar to the rules of subsections (d) and (e)
of section 3 of the Act entitled “An Act to amend the Omni-
bus Reconciliation Act of 1981 to restore minimum benefits
under the Social Security Act” (Public Law 97-123), ap-
proved December 29, 1981, shall apply in the administration
of section 3306(b)(2)(A) of such Code (as amended by sub-
paragraph (4)).

(c)(1) Section 209 of the Social Security Act is amend-
ed by adding at the end thereof (as amended by this Act) the
following new paragraphs:

“Nothing in any of the foregoing provisions of this sec-
tion (other than subsection (a)) shall exclude from the term
‘wages’ any employer contribution—

“(1) under a qualified cash or deferred arrange-
ment (as defined in section 401(k)) to the extent mot
included in gross income by reason of section
402(a)(8), or

“(2) under a cafeteria plan (as defined in section

125(d)) which includes an arrangement described in
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paragraph (1) to the extent the employee had the right

to choose cash, property, or other benefits which would
2 wages for purposes of this chapter.
"o purposes of this section—

(1) the term ‘wages’ shall not include any pay-
ment to or from a governmental plan (within the
meaning of section 414(d) of the Internal Revenue
Code of 1954); except that

“@) the term ‘wages’ shall include any amount—

“(4) deferred under a plan described in sec-
tion 457(a) of such Code (at the time the services
which relate to such payment were performed),

“(B) deferred under a plan described in sub-
section (e)(1), (e)R)(D), or (e)(2)(E) of section

457 of such Code, or

“(C) which 1is treated as wages under subsec-

tion (e)(5) by reason of @ salary reduction agree-

ment.”.

(2) Subsection (e) of section 209 of such Act is amended
by adding before the semicolon at the end thereof the follow-
ing: %, or (5) under an annuity contract described in section
403(b) of the Internal Revenue Code of 1954, other than a

payment for the purchase of such contract which is made by

reason of a salary reduction agreement;”.

(3) Section 209 of such Act is amended—
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(4) in subsection (b), by striking out paragraph

(1) and redesignating paragraphs (2), (3), and (4) as

paragraphs (1), (2), and (3), respectively,

(B) by striking out subsections (c) and (1), and
(C) in subsection (m)(1)—

(1) by inserting “or” after “death,”, and

(i) by striking out “or (C) retirement after
attaining an age specified in the plan referred to
in paragraph (2) or in a pension plan of the em-
ployer,”.

(d)(1) Ezcept as provided in pardgmph (2), the amend-
ments made by this section shall apply to remuneration paid
after December 31, 1983.

(2) The amendments made by subsection (b) shall apply
to remuneration pard after December 31, 1984.

CODIFICATION OF ROWAN DECISION WITH RESPECT TO
MEALS AND LODGING

SEc. 151. (a)(1) Subsection (a) of section 3121 of the
Internal Revenue Code of 1954 (defining wages) is amended
by striking out “or” at the end of paragraph (17), by striking
out the period at the end of paragraph (18) and inserting in
lieu thereof “; or”, and by wnserting after paragraph (18) the
following new paragraph:

“(19) the value of any meals or lodging furnished

by or on behalf of the employer if at the time of such
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furnishing it is reasonable to believe that the employee

will be able to exclude such items from income under

section 119.”,

(@) Section 209 of the Social Security Act is amended
by striking out “or” at the end of subsection (p), by striking
out the period at the end of subsection (g) and inserting in
lieu thereof “; or”, and by inserting after subsection (q) the
following new subsection:

“(r) The value of any meals or lodging furnished by or
on behalf of the employer if at the time of such furnishing it
is reasonable to believe that the employee will be able to ez-
clude such items from income under section 119 of the Inter-
nal Revenue Code of 1954.”.

(b)(1) Subsection (a) of section 3121 of such Code is
amended by inserting after paragraph (19) (as added by sub-
section (a) of this section) the following new sentence: “Noth-
ing in the regulations prescribed for purposes of chapter 24
(relating to income tax withholding) which provides an exclu-
swon from ‘wages’ as used in such chapter shall be construed
to require a similar exclusion from ‘wages’ in the regulations
prescribed for purposes of this chapter.”.

(2) Section 209 of the Social Security Act is amended
by inserting immediately after subsection (r) (as added by

subsection (@) of this section) the following mew sentence:
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“Nothing in the requlations prescribed for purposes of chap-
ter 24 of the Internal Revenue Code of 1954 (relating to
income tax withholding) which provides an exclusion from
‘wages’ as used in such chapter shall be construed to require
a similar exclusion from ‘wages’ in the requlations prescribed
for purposes of this title.”.

(c) Subsection (b) of section 3306 of the Internal Reve-
nue Code of 1954 (defining wages) is amended—

(1) by striking out “or” at the end of paragraph
(12),

(2) by striking out the period at the end of para-
graph (13) aﬁd inserting in lieu thereof * or”,

(3) by adding immediately after paragraph (13)
the following new paragraph:

“(14) the value of any meals or lodging furnished
by or on behalf of the employer if at the time of such
furnishing it is reasonable to believe that the employee
will be able to exclude such items from income under
section 119.”, and

(4) by adding at the end thereof the following new
flush sentence:

“Nothing in the regulations prescribed for purposes of chap-
ter 24 (relating to income taz withholding) which provides an

exclusion from ‘wages’ as used in such chapter shall be con-
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strued to require a similar exclusion from ‘wages’ in the reg-
ulations prescribed for purposes of this chapter.”.

(d)(1) Except as provided in paragraph (2), the amend-
ments made by subsections (o) and (b) shall apply to remu-
neration paid after December 31, 1983.

(2) The amendments made by subsection (c) shall apply
to remuneration paid after December 31, 1984.

TREATMENT OF CONTRIBUTIONS UNDER SIMPLIFIED
EMPLOYEE PENSIONS

SEc. 152. (a) Subparagraph (D) of section 3121(a)(5)
of the Internal Revenue Code of 1954 (defining wages) is
amended by striking out “section 219" and inserting in lieu
thereof “section 219(b)(2)”.

(b) Subsection (e) of section 209 of the Social Security
Act, as amended by this Act, 1s amended by striking out the
semicolon at the end thereof and inserting in lieu thereof the
following: “, or (6) under a simplified employee pension (as
defined in section 408(k) of the Internal Revenue Code of
1954) if, at the time of the payment, it is reasonable to be-
lieve that the employee will be entitled to a deduction under
section 219(b)(2) of such Code for such payment;”.

(c) Subparagraph (D) of section 3306(b)(5) of the In-
ternal Revenue Code of 1954 is amended by striking out

“section 219” and inserting in liew thereof “section

R19()(2)".
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(d)(1) Except as provided in paragraph (2), the amend-
ments made by this section shall apply to remuneration paid
after December 31, 1983.

(2) The amendments made by subsection (c) shall apply
to remuneration paid after December 31, 1984.

TITLE 11—SUPPLEMENTAL SECURITY

INCOME
INCREASE IN BENEFIT STANDARD

SEc. 201. (a) Section 1617 of the Social Security Act
is amended by adding at the end thereof the following new
subsection: |

“tc) Effective July 1, 1983—

“1) each of the dollar amounts in effect under
subsections (a)(1)(4) and (b)(1) of section 1611, as
previously increased under this section, shall be in-
creased by $240 (and the dollar amount in effect under
subsection (a)(1)(4) of Public Law 93-66, as previous-
ly so increased, shall be increased by $120); and

“(2) each of the dollar amounts in effect under
subsections (@)(2)(4) and (B)(2) of section 1611, as
previously increased under this section, shall be in-
creased by $360.”.

() Section 1617(h) of such Act is amended by striking

out “this section” and inserting in lieu thereof ‘“subsection

(a) of this section”.
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ADJUSTMENT IN FEDERAL SSI PASS-THROUGH
| PROVISIONS

SEc. 202. Section 1618 of the Social Security Act is
amended by adding at the end thereof the following new sub-
section:

(d)(1) For any particular month after March 1983, a
State shall be deemed to have met the requirements of para-
graph (4) of subsection (a) if—

“(A) the combined level of its supplementary pay-
ment;s (to recipients of the type involved) and the
amounts payable under section 1611(b) (to such recipi-
ents), for that particular month,

18 not less than—

“(B) the combined level of its supplementary pay-
ments (to recipients of the type involved) and the
amounts payable under section 1611(b) (to such recipi-
ents), for March 1983, increased by the amount of all
cost-of-living adjustments under section 1617 (and any
other benefit increases under this title) which have oc-
curred after March 1983 and before that particular
month.

“(2) In determining the amount of any increase in the
combined level involved under paragraph (1)(B) of this sub-
section, any portion of such amount which would otherwise

be attributable to the increase under section 1617(c) shall be

S 1 RS



O 0 -1 o Ot B W N -

(SR I - I T T = S = S R R R T o S o S o S
N A W N = O 0o~ o Otk W = O

174
deemed instead to be equal to the amount of the cost-of-living
adjustment which would have occurred in July 1983 (with-
out regard to the 3-percent limitation contained in section
215@)(1)(B)) if section 111 of the Social Security Act
Amendments of 1983 had not been enacted.”.
NOTIFICATION REGARDING SSI

Sec. 203. Prior to July 1, 1984, the Secretary of
Health and Human Services shall notify all elderly recipi-
ents of benefits under title 11 of the Social Security Act, who
may be eligible for supplemental security income benefits
under title XVI of such Act, of the availability of the supple-
mental security income program, and shall encourage such
recipients to contact the Social Security district office. Such
notification shall also be made to all recipients prior to at-
tainment of age 65, with the notification made with respect to
eligibility for supplemental medical insurance.

TITLE 1II—MEDICARE
MEDICARE PAYMENTS FOR INPATIENT HOSPITAL
SERVICES ON THE BASIS OF PROSPECTIVE RATES

SEcC. 301. (a)(1) Section 1886(a)(4) of the Social Se-
curity Act is amended by adding at the end the following new
sentence: “Such term does not include costs of approved edu-
cational activities, or, with respect to costs incurred in cost
reorting periods beginning prior to October 1, 1986, capital-
related costs, as defined by the Secretary.”.
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(2) Subsection (a)(1) of section 1886 of such Act is

amended by adding ot the end thereof the following new sub-
paragraph:

“(D) Subparagraph (4) shall not apply to cost reporting
periods beginning on or after October 1, 1985.”.

(3) 1t 1s the intent of Congress that, in considering the
implementation of a system for including capital-related costs
under a prospectively determined payment rate for inpatient
hospital services, costs related to capital projects initiated on
or after the effective date of the implementation of such a
system, may or may not be distinguished and treated differ-
ently from costs of projects initiated before such date.

(b) Section 1886(b) of such Act is amended—

(1) by striking out “Notwithstanding sections
1814(), but subject to the provisions of sections” in
paragraph (1) and inserting in lieu thereof ‘“‘Notwith-
standing section 1814(b) but subject to the Provisions
of section’;

(2) by inserting “‘(other than a subsection (d) hos-
pital, as defined in subsection (d)(1)(B))” in the
matter before subparagraph (4) of paragraph (1) after
“of a hospital”:

(3) by inserting, in the matter in paragraph (1)

following subparagraph (B), “(other than on the basis
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of a DRG prospective payment rate determined under

subsection (d))” after “‘payable under this title”;

(4) by repealing paragraph (2);

(5) by inserting “and subsection (d) and except as
provided in subsection (¢)” in paragraph (3)(B) after
“subparagraph (4)”;

(6) by inserting “or fiscal year” after “cost re-
porting period” each place it appears in paragraph
(3)(B);

(7) by inserting ‘“before the beginning of the
period or year” in paragraph (3)(B) after “estimated
by the Secretary’;

(8) by striking out “exceeds” in paragraph (3)(B)
and inserting in lieu thereof “will exceed’; and

9) by aﬁending paragraph (6), effective with re-
spect to cost reporting periods beginning on or after
October 1, 1982, to read as follows:

“(6) In the case of any hospital which becomes subject
to the tazes under section 3111 of the Internal Revenue Code
for 1954 for part or all of & cost reporting period, and was
not subject to such tazes for the 12-month cost-reporting
period referred to in subsection (b)(3)(4)(i), the Secretary
shall provide for an adjustment by increasing the base year
amount referred to in subsection (b)(3)(4)(i) for such hospi-

tal applicable to such cost reporting period by the amount of
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such tazes paid or accrued by such hospital for such cost
reporting period.”.
(c)(1) Subsection (c)(1) of such section is amended—

(4) by striking out “and ” at the end of subpara-
graph (B), |

(B) by striking out the period at the end of sub-
paragraph (C) and inserting in lieu thereof ‘ and”,
and

(C) by adding at the end the following:

“(D) the Secretary determines that the system
will not preclude an eligible organization (as defined in
section 1876(b)) from negotiating directly with hospi-
tals with respect to the organization’s rate of payment
for inpatient hospital services.

The Secretary cannot deny the application of a State under
this subsection on the ground that the State’s hospital reim-
bursement control system is based on a payment methodology
other than on the basis of a diagnos.i‘s-related group or on the
ground that the amount of payments made under this title
under such system must be less than the amount of payments
which would otherwise have been made under this title not
using such system. If the Secretary determines that the con-
ditions described in subparagraph (C) are based on main-
taining payment amounts at no more than a specified per-

centage increase above the payment amounts in a base period,
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the State has the option of applying such test (for inpatient
hospital services under part A) on an aggregate payment
basis or on the basis of the amount of payment per inpatient
discharge or admission. If the Secretary determines that the
conditions described in subparagraph (C) are based on main-
tarning aggregate payment amoﬁnts below a national average
percentage increase in total payments under part A for inpa-
tient hospital services, the Secretary cannot deny the applica-
tion of a State under this subsection on the ground that the
State’s rate of increaée i such payments for such services
must be less than éuch national average rate of increase.’;

(2) Subsection (c)(3) of such section 1s amended—

(4) by striking out ‘“requirement of paragraph

(1)(4)” and inserting in lieu thereof ‘“requirements of

subparagraphs (4) and (D) of paragraph (1) and, if

applicable, the requirements of paragraph (5),”, and

(B) by inserting ‘“(or, if applicable, in paragraph

(5))” in subparagraph (B) after “paragraph (1)

(8) Subsection (c) of such section 1s further amended by
adding at the end the following new paragraphs:

“(4) The Secretary shall approve the request of a State
under paragraph (1) with respect to a hospital resmbursement

control system 1f—
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“(4) the requirements of subparagraphs (4), (B),
(C), and (D) of paragraph (1) have been met with re-
spect to the system, and
“(B) with respect to that system a waiver of cer-

tain requirements of title XVIII of the Social Security

Act has been approved on or before (and which is in

effect as of) the date of the enactment of the Social Se-

curity Act Amendments of 1983, pursuant to section

402(a) of the Social Security Amendments of 1967 or

section 222(a) of the Social Security Amendments of

1972.
With respect to a State system described in this paragraph,
the Secretary shall judge the effectiveness of such system on
the basis of its rate of increase or inflation in inpatient hospi-
tal payments for individuals under this title, as compared to
the national rate of increase or inflation for such payments,
with the State retaining the option to have the test applied on
the basis of the aggregate payment .or payments per inpatient
admission or discharge during the three cost reporting periods
beginning on or after October 1, 1983, after which such test
shall no longer apply, and such hospitals shall be treated in
the same manner as under other waivers.

“(5) The Secretary shall approve the request of a State

under paragraph (1) with respect to a hospital reimbursement

control system if—
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“(4) the requirements of subparagraphs (4}, (B),

(C), and (D) of paragraph (1) have been met with re-

spect to the sysiem,

“(B) the Secretary determines that the system—

“4) is operated directly by the State or by
an entily designated pursuant to State law,

“(i1) provides for payment of hospitals cov-
ered under the system under a methodology
(which sets forth exceptions and adjustments, as
well as any method for changes in the methodolo-
gy) by which rates or amounts to be paid for hos-
pital services during a specified period are estab-
lished under the system prior to the defined rate
period, and

“(iii) hospitals covered under the system will
make such reports (in lieﬁ of cost and other re-
ports, identified by the Secretary, otherwise re-
quired under this title) as the Secretary may re-
quire in order to properly monitor assurances pro-
vided under this subsection;

“CC) the State has provided the Secretary with

satisfactory assurances that . operation of the system

will not result in any change in hospital admission

practices which result in—
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“() a significant reduction wn the proportion
of patients (receiving hospital services covered
under the system) who have no third-party cover-
age and who are unable to pay for hospital serv-
1c€8,

“(i1) a significant reduction in the proportion
of indwiduals admatted to hospitals for inpatient
hospital services for which payment is (or 1s
likely to be) less than the anticipated charges for
or costs of such services,

“r) the refusal to admit patients who
would be expected to require unusually costly or
prolonged treatment for reasons other than those
related to the appropriateness of the care available
at the hospital, or

“(w) the refusal to provide emergency serv-
iwces to any person who is in need of emergency
services if the hospital provides such services;

“(D) any change by the State in the system
which has the effect of materially reducing payments to
hospitals can only take effect upon 60 days notice to
the Secretary and to the hospitals the payment to
which 1s hikely to be materiaily affected by the change;

and
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“AE) the State has provided the Secretary with

satisfactory assurances that in the development of the
system the State has consulted with local governmental
officials concerning the impact of the system on public
hospitals.
The Secretary shall respond to requests of States under this
paragraph within 60 days of the date the request is submitted
to the Secretary.

“(6) If the Secretary determines that the assurances de-
scribed in paragraph (1)(C) have not been met with respect to
any 36-month period, the Secretary may reduce payments
under this title to hospitals under the system in an amount
equal to the amount by which the payments under this title
under such system for such period exceeded the amount of
payments which would otherwise have been made under this
title not using such system.”.

(d) Subsection (d) of such section, as added by section
110 of the Tax Equity and Fiscal Responsibility Act of
1982, 1s amended—

(1) by striking out ‘“‘section 1814(h)” in para-
graph (2)(4) and inserting in liew thereof ‘subsection

()", and

(2) by redesignating the subsection as subsection

G) and transferring and inserting such subsection at
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the end of section 1814 of the Social Security Act

- under the following heading:

“Elimination of Lesser-of-Cost-or-Charges Provision”,

| (¢) Such section 1886 is further amended by adding at
the end tﬁé following new subsections:

“(d)(1)(4) Notwithstanding section 1814(h) but subject
to the provisions of section 1813, the amount of the payment
with respect to the operating costs of inpatient hospital serv-
1ces (as ‘defined in subsection (a)(4) of a subsection (d) hos-
pital (as defined in subparagraph (B)) for inpatient hospital
discharges in a cost reporting period or in a fiscal year—

“G) beginning on or after October 1, 1983, ond
before October 1, 1986, is equal to the sum of—

“(I) the target percentage (as defined in sub-
paragraph (C)) of the hospital’s target amount for
the cost reporting period (as defined in subsection
(B)(3)(4)) for the period, and

“(ID) the DRG percentage (as defined in
subparagraph (C)) of the applicable combined ad-
Justed DRG prospective payment rate determined
‘under subpam;qmph (D) for such discharges; or
“(1) beginning on or after October 1, 1986, is

equol to the national adjusted DRG prospective pay-

ment rate determined under paragraph (3) for such

discharges.
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“CB) As used in this section, the term ‘subsection (d)
hospital’ means a hospital located in one of the fifty States or
the District of Columbia other than—

“G) a psychiatric hospital (as defined in section
1861(f)),

“(i1) a rehabilitation h'ospital (as defined by the
Secretary),

“Giii) a hospital whose inpatients are predomi-
nantly individuals under 18 years of age, or

“(iv) a hospital which has an average inpatient
length of stay (as determined by the Secretary) of
greater than 25 days;
and, in accordance with requlations of the Secretary, does not
include a psychiatric or rehabilitation unit of the hospital
which is a distinct part of the hospital (as defined by the
Secretary). The exclusion of any category of hospitals or
units under this subparagraph shall become inapplicable at
such time as the Secretary determines that adequate data of
clinical and statistical significance is available such that the
Secretary may include such category in the payment system
established under this subsection.

“(C) For purposes of this subsection, for cost reporting

periods beginning, or discharges occurring—
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“() on or after October 1, 1983, and before Octo-

ber 1, 1984, the ‘target percentage’ is 75 perce‘nt and
the ‘DR G percentage’ 18 25 percent;

“(i1) on or after October 1, 1984, and before Oc-
tober 1, 1985, the ‘target percentage’ is 50 percent and
the ‘DR G percentage’ 1s 50 percent; and

“(t11) on or after October 1, 1985, and before Oc-
tober 1, 1986, the ‘target percentage’ is 25 percent and
the ‘DR @ percentage’ is 75 percent.

“(D) For purposes of subparagraph (4)(@)(I1), the ‘ap-

plicable combined adjusted DRG prospective payment rate’
for cost reporting periods beginning, or discharges occur-

ring—

“(1) on or after October 1, 1983, and before Octo-
ber 1, 1.984; 18 a combined rate consisting of 25 per-
cent of the national DRG prospective payment rate,
and 75 percent of the regional DRG prospective pay-
ment rate, determined under paragraph (2) for such
dischdrges;

“(w) on or after October 1, 1984, and before Oc-
tober 1, 1985, is a combined rate consisting of 50 per-
cent of the national DRG prospective payment rate,
and 50 percent of the regional DRG prospective pay-
ment rate, determined under paragraph (3) for such

discharges;
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“@ii) on or after October 1, 1985, and before Oc-

tober 1, 1986, is a combined rate consisting of 75 per-

cent of the national DRG prospective payment rate,

and 25 percent of the regional DRG prospective pay-
ment rate, determined under paragraph (3); and

“(iv) on or after October 1, 1986, is a rate equal
to the national DRG prospective payment rate deter-
mined under paragraph (3).

“(2) The Secretary shall determine a national adjusted
DR @ prospective payment rate, for each inpatient hospital
discharge in fiscal year 1984 involving inpatient hospital
services of a subsection (d) hospital in the United States, and
shall determine a regional adjusted DRG prospective pay-
ment rate for such discharges in each such region, for which
payment may be made under part A of this title. Each such
rate shall also be determined for hospitals located in urban or
rural areas within the United States and within each such
region. Such determinations shall be made as follows:

“t4) DETERMINING ALLOWABLE INDIVIDUAL
HOSPITAL COSTS FOR BASE PERIOD.—The Secretary
shall determine the allowable operating costs per dis-
charge of inpatient hospital services for the hospital for

~ the most recent cost reporting period for which data are

available.
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‘(B) UPDATING FOR FISCAL YEAR 1984.—The
Secretary shall update each amount determined under
subparagraph (4) for fiscal year 1984 by—

“() updating for fiscal year 1983 by the es-
timated average rate of change of hospital costs
industry-wide between the cost reporting period
used under such subparagraph and fiscal year
1983, and

“tiv) projecting for fiscal year 1984 by the
applicable percentage increase (as defined in sub-
section (b)(3)(B)) for fiscal year 1984.

“AC) STANDARDIZING AMOUNTS.—The Secre-
tary shall standardize the amount updated under sub-
paragraph (B) for each hospital by—

“6) excluding an estimate of indirect medi- |
cal education costs,

“() adjusting for variations among hospi-
tals by area and region in the average hospital
wage level, and

“@ii) adjusting for variations in case miz
among hospitals.

‘D) CoMPUTING URBAN AND RURAL AVER-
AGES.—The Secretary shall compute an average of the
standardized amounts determined under subparagraph

(C) for the United States and for each region—
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“i) for all subsection (d) hospitals located in

an urban area, and
“(ir) for all subsection (d) hospitals located

i a rural area.
For purposes of this subsection, the term ‘region’
means one of the four census regions established by the
Bureau of the Census, established by the Secretary;
the term ‘urban area’ means an area within a Stand-
ard Metropolitan Statistical Area (as defined by the
Office of Management and Budget) or within such
similar area as the Secretary has recognized under
subsection (a) by regulation; and the term ‘rural area’
means any area outside such an area or similar area.

‘“UE) REDUCING FOR VALUE OF OUTLIER PAY-
MENTS.—The Secretary shall reduce each of the aver-
age standardized amounts determined under subpara-
graph (D) by a proportion equal to the proportion (esti-
mated by the Secretary) of the amount of payments
under this subsection based on DRG@ prospective pay-
ment rates which are additional payments described in
paragraph (5)(A) (relating to outlier payments).

“(F) MAINTAINING BUDGET NEUTRALITY.—The
Secretary shall adjust each of such average standard-

ized amounts as may be required under subsection

(e)(1)(B) for that fiscal year.
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““G) COMPUTING DRG-SPECIFIC RATES FOR
URBAN AND RURAL HOSPITALS IN T;IE UNITED
STATES AND IN EACH REGION.—For each discharge
classified within a diagnosis-related group, the Secre-
tary shall establish a DRG prospective payment rate
which 1s equal—

“@) for hospitals located in an urban area in
the United States, and for hospitals located in an
urban area in each region, to the product of—

“(I) the average standardized amount
(computed under subparagraph (D), reduced
under subparagraph (E), and adjusted under
subparagraph (F)) for hospitals located in an
urban area in the United States or in that
- region, and
“(I1) the weighting factor (determined
under paragraph (4)(B)) for that diagnosis-
related group; aﬁd

“@ii) for hospitals located in a rural area in
the United States, and for hospitals located in a
rural area in each region, to the product of—

“I) the average standardized amount

(computed under subparagraph (D), reduced

under subparagraph (E), and adjusted under

subparagraph (F)) for hospitals located in a
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1 rural area in the United States or in that
2 region, and

3 “(11) the weighting factor (determined
4 under paragraph (4)(B)) for that diagnosis-
5 related group.

6 “(H) ADJUSTING FOR DIFFERENT AREA WAGE
7 LEVELS.—The Secretary shall adjust the proportion
8 (as estimated by the Secretary from time to time) of
9 hospitals’ costs whiéh are attributable to wages and
10 wage-related costs, of the DRG prospective payment
11 rates computed under subparagraph (G) for area dif-
12 ferences in hospital wage levels by a factor (established
13 by the Secretary) reflecting the relative hospital wage
14 level in the geographic area of the hospital compared to
15 the national or regional average hospital wage level as
16 appropriate.
17 “(3) The Secretary shall determine an adjusted DRG
18 prospective payment rate, for each inpatient hospital dis-
19 charge in a fiscal year after fiscal year 1984 involving inpa-
20 tient hospital services of a subsection (d) hospital for which
21 payment may be made under part A of this title, as follows:
22 “(4) UPDATING PREVIOUS STANDARDIZED
23 AMOUNTS.—The Secretary shall compute an average
24 standardized amount for hospitals located in an urban
25 area within the United States and, for fiscal year
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1985, for hospitals located in an wrban area within
each region, and for hospitals located in a mml area
within the United States, and for fiscal year 1985, for
hospitals located in a rural area within each region,
and equal to the respective average standardized
amount computed for the previous fiscal year under
paragraph (2)(D) or wunder this subparagraph, in-
creased by the applicable percentage increase under
subsection (b)(3)(B) for that particular fiscal year.

“(B) REDUCING FOR VALUE OF OUTLIER PAY-
MENTS.—The Secretary shall reduce each of the aver-
age standardized amounts determined under subpara-
graph (4) by a proportion equal to the proportion (esti-
mated by the Secretary) of the amount of payments
under this subsection based on DRG prospective pay-
ment amounts which are additional payments described
in paragraph (5)(4) (relating to outlier payments).

“(C) MAINTAINING BUbGET NEUTRALITY.—The
Secrétary shall adjust each of such average standard-
wzed amounts as may be required under subsection
(e)(1)(B) for that fiscal year.

“(D) COMPUTING DRG-SPECIFIC RATES FOR
URBAN AND RURAL HOSPITALS.—For each discharge

classified within o diagnosis-related group, the Secre-
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tary shall establish a DRG prospective payment rate
for the fiscal year which is equal—

“@i) for hospitals located in an urban area in
the United States and (if applicable) for hospitals
located in an urban area in each region, to the
product of—

“(1) the average standardized amount
(computed under subparagraph (4), reduced
under subparagraph (B), and adjusted under
subparagraph (C)) for the fiscal year for hos-
pitals located in an urban area in the United
States or in that region, and

"‘(II) the weighting factor (determined
under paragraph (4)(B)) for that diagnosis-
related group; and
“(i1) for hospitals located in a rural area in

the United States and (if applicable) for hospitals
located in a rural area in each region (and, if ap-
plicable, in a census division), to the product of—

“(1) .the average standardized amount
(computed under subparagraph (4), reduced
under subparagraph (B), and adjusted under
subparagraph (C)) for the fiscal year for hos-
pitals located in a rural area in the United

States or in that region, and
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‘““I1) the weighting factor (determined

under paragraph (4)(B)) for that diagnosis-
related group. |
“CE) ADJUSTING FOR DIFFERENT AREA WAGE

LEVELS.—The Secretary shall adjust the proportion,
(as estimated by the Secretary ;%m time to time) of
hospitals’ costs which are attributable to wages and
wage-related costs, of the DRG prospective payment
rates computed under subparagraph (D) for area differ-
ences in hospital wage levels by a factor (established by
the Secretary) reflecting the relative hospital wage level
wn the geographic area of the hospital compared to the
national or reqional average hospital wage level as ap-
propriate.

“(4)(4) The Secretary shall establish a classification of
inpatient hospital discharges by diagnosis-related groups and
a methodology for classifying specific hosputal discharges
within these groups. |

“(B) For each such diagnosis-related group the Secre-
tary shall assign an appropriate weighting factor which re-
flects the relative hospital resources used with respect to dis-
charges classified within that group compared to discharges
classified within other groups.

“(C) The Secretary shall adjust the classifications and
weighting factors established under subparagraphs (4) and
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(B), at least every five years, to reflect changes in treatment
patterns, technology, and other factors which may change the
relative use of hospital resources.

“(D) The Commission (established under subsection
(e)(2)) shall consult with and make recommendations to the
Svecretary with respect to adjustments to be made under sub-
paragraph (C), based upon its evaluation of scientific evi-
dence with respect to new practices, including the use of new
technologies and treafment modalities. The Commission shall
report to the Congress with respect to its evaluation of any
adjustments made by the Secretary under subparagraph (C).

“(5)(A)() The Secretary shall provide for an additional
payment for a subsection (d) hospital for any discharge in a
diagnosis-related group, the length of stay of which exceeds
the mean length of stay for discharges unthin ihat group by a
fized number of days, or exceeds such mean length of stay by
some fized number of standard deviations, whichever s the
lesser.

“tir) For cases which are not included in clause (1), a
hospital may request additional payments in any case where
changes, adjusted to cost, exceed a fixed multiple of the DRG
rate, or exceed such other fixed dollar amount, whichever is
greater.

“@iir) The amount of such additional payment under

clauses (1) and (i1) shall be determined by the Secretary and
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shall approzimate the marginal cost of care beyond the cutoff
point applicable under clause (1) or (11).

“aw) The total amount of the additional payments made
under this subparagraph for discharges in a fiscal year may
not be less than 5 percent nor more than 6 percent of the total
payments made based on DR @G prospective payment rates for
discharges in that year, and the DR G rates shall be reduced
to compensate for any payments under this subparagraph in
excess of such 6 percent.

“Y(B) The Secretary shall provide for an additional pay-
ment amount for subsection (d) hospitals with indirect costs
of medical education, in an amount computed in the same
manner as the adjustment for such costs under requlations
(n effect as of January 1, 1983) under subsection (a)(2),
except that in the computation under this subparagraph the
Secretary shall use an educational adjustment factor equal to
twice the factor provided under such regulations.

“CC)(@) The Secretary shall provide for such exceptions
and adjustments to the payment amounts established under
this subsection as the- Secretary deems appropriate to take
into account the special needs of public or other hospitals that
serve a sgnificantly disproportionate number of patients who
have low income or are entitled to benefits under part 4 of

this title.
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“(i1) With respect to a hospital which is a ‘sole commu-
nity hospital’, payment under paragraph (1)(4)() for any
cost reporting period or fiscal year beginning on or after Oc-
tober 1, 1983, shall be determined using the target percentage
and DR G percentage applicable for the fiscal year beginning
on October 1, 1983, and in no case shall total payments to
such a hospital under this title for any cost reporting period
beginning on or after October 1, 1983, and before October 1,
1986, be less than sﬁch payments to such hospital for the
preceding cost reporting period. For purposes of this subpara-
graph, the term ‘sole community hospital’ means a hospital
that, by reason of factors such as isolated location, weather
conditions, travel conditions, or absence of other hospitals (as
determined by the Secretary), is the sole source of inpatient
hospital services reasonably available to individuals in a geo-
graphical area who are entitled to benefits under part A.

“(ii1) The Secretary may provide for such adjustments
to the payment amounts as the Secretary deems appropriate
to take into account the unique circumstances of hospitals
located in Alaska and Hawa.

“UD)(i) The Secretary shall estimate the amount of re-
imbursement made for services described in  section
1862(a)(14) with respect to which payment was made under
part B in the base reporting periods referred to in paragraph
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(R)(A) and with respect to which payment is no longer being

made.

“@i1) The Secretary shall provide for an adjustment to
the payment for subsection (d) hospitals in each fiscal year so
as appropﬂately to reflect the net amount described in clause
().

‘“(E) This paragraph shall apply only to subsection (d)

hospitals that receive payments in amounts computed under

this subsection.

“(6) The Secretary shall provide for publication in the
Federal Register, on or before the September 1 before each
fiscal year (beginning with fiscal year 1984), of a description
of the methodology and data used in computing the adjusted
DRG prospective payment rates under this subsection, in-
cluding any adjustments required under subsection (e)(1)(B).

“(7) There shall be no administrative or judicial review
under section 1878 or otherwise of—

“(4) the determination of the requirement, or the
proportional amount, of any adjustment effected pursu-
ant to subsection (e)(1), and

- “(B) the establishment of diagnosis-related
groups, of the methodology for the classification of dis-
charges within such groups, and of the appropriate

weighting factors thereof under paragraph (4).
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“4e)(1)(A) For cost reporting periods of hospitals begin-
ning in fiscal year 1984 or fiscal year 1985, the Secretary
shall provide for such proportional adjustment in the applica-
ble percentage increase (otherwise applicable to the periods
under subsection (b)(3)(B)) as may be necessary to c;,ssure
that—

“G) the aggregate payment amounts otherwise
provided under subsection (@)(D(A)G)() and ([@)(5) for
that fiscal year for operating costs of inpatient hospital
services of hospitals,

are not greater or less than—
“(i1) the target percentage (as defined in subsec-
tion ()(1)(C)) of the payment amounts which would
have been payable for such services for those same hos-
pitals for that fiscal year under this section under the
law as in effect before the date of the enactment of the
Social Security Act Amendments of 1983;
except that the adjustment made under this subparagraph
shall apply only to subsection (d) hospitals and shall not
apply for purposes of making computations under subsection
(d)(2)(B)(ii) or subsection (d)(3)(4).

“(B) For discharges occurring in fiscal year 1984 or
fiscal year 1985, the Secretary shall provide under subsec-
tions (d)(2)(F) and (@)(3)(C) for such equal proportional ad-

justment in each of the average standardized amounts other-
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wise computed for that fiscal year as may be necessary to
assure that—

“G) the aggregate payment amounts otherwise
provided under subsection (d)(1)(4)(G)(IL) and (d)(5)
for that fiscal year for operating costs of inpatient hos-
pital services of hospitals,

are not greater or less than—

“(w) the DRG percentage (as defined in subsec-
tion (@)(1)(C)) of the payment amounts which would
have been payable for such services for those same hos-
pitals for that fiscal year under this section under the
law as in effect before the date of the enactment of the
Social Security Act Amendments of 1983.

“R) The Secretary shall provide for appointment of a
Commussion of independent experts, selected by the Office of
Technology Assessment (hereinafter in this subsection re;
ferred to as the ‘Commission’) to review the applicable per-
centage increase factor described in subsection b)(3)(B) and
make recommendations to the Secretary on the appropriate
percentage increase which should be effected for hospital in-
patient dischqrges under subsections (b) and (d) for fiscal
years beginning with fiscal year 1985. In making its recom-
mendations, the Commission shall take into account changes
in the hospital market-basket described in subsection

(b)(3)(B), hospital productivity, technological and scientific
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advances, the quality of health care provided in hospitals (in-
cluding the quality and skill level of professional nursing
required to maintain quality care), and long-term cost-effec-
tiveness in the provision of inpatient hospital services.

“(3) The Commission, not later than the April 1 before
the beginning of each fiscal year (beginning with fiscal year
1985), shall report its recommendations to the Secretary on
an appropriate increase factor which should be used (instead
of the applicable percentage increase described in subsection
(B)(3)(B)) for inpatient hospital services for discharges in
that fiscal year.

“(4) Taking wnto consideration the recommendations of
the Commission, the Secretary shall determine for each fiscal
year (beginning with fiscal year 1986) the percentage in-
crease which will apply for purposes of this section as the
applicable percentage increase (otherwise described in subsec-
tion (b)(3)(B)) for discharges in that fiscal year, and which
will assure adequate compensation for the efficient and effec-
tive delivefy of medically appropriate and necessary care of
high quality.

“(5) The Secretary shall cause to have published in the
Federal Register, not later than—

“(4) the June 1 before each fiscal year (beginning
with fiscal year 1985), the Secretary’s proposed deter-

mination under paragraph (4) for that fiscal year, and
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“(B) the Septémber 1 before such fiscal year, the

Secretary’s final determination under such paragraph

for that year.

The Secretary shall include in the publication referred to in
subparagraph (4) for a fiscal year the report of the Commas-
sion’s recommendations submitted under paragraph (3) for
that fiscal year.

“6)(4) The Commission shall consist of fifteen individ-
uals selected and appointed by the Director of the Congres-
sional Office of Technology Assessment (hereafter in this
part referred to as the ‘Director’ and the ‘Office’, respective-
ly). Such appointments shall be without regard to the provi-
stons of title 5, United States Code, governing appointments
in the competitive service. Members of the Commission shall
be appointed no later than April 1, 1984, for a term of three
years, except that the Director may provide initially for such
shorter terms as will insure that (on a continuing basis) the
terms of no more than seven members shall expire in any one
year. Members of the Commission shall be eligible for reap-
pointment for no more than two consecutive terms.

“(B) The membership of the Commission shall provide
expertise and experience in the provision and financing of
health care, including but not limited to physicians and reg-
istered professional nurses, employers, third party payors,

and individuals skilled in the conduct and interpretation of
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biomedical, health services, and health economics research.
The Director shall seek mominations from a wide range of
groups, including but not limited to—

“(i) national organizations representing physi-
cians, including medical specialty organizations and
registered professional nurses and other skilled health
professionals;

“(i1) national organizations representing hospitals,
including teaching hospitals; and

“(iii)) national organizations representing the
business community, health benefit programs, labor,
and the elderly.

“(C) The Commission may employ such personnel (not
to exceed 50) as may be necessary to carry out its duties.
Subject to approval by the Director, the Commission shall
appoint one of the members of its staff as Ezecutive Director.
The Commission is authorized to seek such assistance and
support as may be required in the performance of its duties
from appropriate Federal departments and agencies. Such
assistance may include the provision of detailees, office space,
and related services, with or without reimbursement, as
agreed upon by the Commission and the head of the appropri-
ate department or agency.

“(D) While serving on the business of the Commission

(including traveltime), a member of the Commission shall be
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entitled to compensation at the per diem equivalent of the rate
provided for level IV of the Executive Schedule under section
5315 of title 5, United States Code; and while so serving
away from home and his reqular place of business, a member
may be allowed travel expenses, including per diem in liew of
subsistence, as authorized by the Chairman of the Commis-
ston.

“(E) The Ezecutive Director shall be compensated at
the rate provided for level IV of the Exzecutive Schedule
under section 5315 of title 5, United States Code.

“(F) The Ezecutive Director shall, in accordance with
such policies as the Commission may prescribe, appoint and
fix the rates of compensation of such personnel as may be
necessary to carry out the provisions of this part. Such rates
of compensation may not exceed the level specified in subpar-
agraph (E).

“(G) The Commission shall have the authority to—

“4) enter into contracts or make other arrange-
ments, as may be necessary for the conduct of the work
of the Commission, with any competent pérsonnel or
organization, with or without retmbursement, without
performance or other bonds, and without regard to sec-
tion 3709 of the Revised Statutes (41 U.S.C. 5);

“(u) make advance, progress, and other payments

which relate to the work of the Commission without
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regard to the provisions of section 3324 of title 31,
United States Code;

“(111) accept services of voluntary and uncompen-
sated personnel that are necessary for the conduct of
the work of the Commission and provide transportation
and subsistence as authorized by section 5703 of title
5, United States Code, for persons serving without
compensation;

“(v) acquire by purchase, lease, loan, or gift, and
hold and dispose of by sale, lease, or loan, real and
personal property of all kinds that is necessary for, or
results from, the exercise of authority granted by this
part (without regard to the first section of the Act of
March 3, 1877 (19 Stat. 370, chapter 106; 40 U.S.C.
34)); and

“(v) prescribe such rules and regulations as it
deems necessary with respect to the internal organiza-
tion and operation of the Commission.

“(H) In order to identify medically appropriate patterns
of health resources use in accordance with paragraph (2)(4),
the Commassion shall collect and assess information on medi-
cal and surgical procedures and services, including informa-
tion on regional variations of medical practice and lengths of
hospitalization and on other patient-care data, giving special

attention to treatment patterns for conditions which appear to
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involve excessively costly or inappropriate services not
adding to the quality of care provided. In order to assess the
safety, efficiency, and cost-effectiveness of new and existing
medical and surgical procedures, the Commission shall, in
coordination to the extent possible with the Secretary, collect
and assess factual information, giving} special attention to the
needs of updating existing DRG's, establishing new DRG's,
and making recommendations on relative DRG weights to
reflect appropriate differences in resource consumption in de-
livering safe, efficacious, and cost-effective care. In collecting
and assessing information, the Commission shall—

“@) utilize existing information, both published
and unpublished, where possible, collected and assessed
either by its own staff or under other arrangements
made in accordance with this part; and

“ir) carry out, or award grants or contracts for,
original research where existing information is inad-
equate for the development of useful and valid guide-
lines by the Commission.

“(I) The Commission shall have access to such relevant
information and data as may be available from appropriate
Federal agencies. The Commission shall maintain the confi-

dentiality of all confidential information it receives.
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“(J) There shall be established a Federal Liaison Com-

mittee to the Commission (hereafter in this part referred to as
the ‘Committee’). The Committee shall—
“(1) arrange for the acquisition of information in
accordance with subparagraph (I) and assure that its
activities, especidlly the conduct of original research
and medical studies, are coordinated with the activities
of Federal agencies; and
“2) advise the Commission with respect to the
activities of Federal agencies that relate to the duties of
the Commission or to particular ﬁedical procedures
and services under study, or being considered for
study, by the Commission.
The Federal Liaison Committee shall consist of delegates of
those Federal agencies which can, in the judgment of the
Commission, play a significant role in assisting the Commis-
sion. The Administrator of the Health Care Financing Ad-
ministration shall serve as the Chairman of the Commuttee.
Members of the Committee shall serve without additional
compensation. The Committee shall meet at the call of the
Chairman of the Committee, or at the call of the Chairman
of the Commission, but not less than siz times a year.

“(K)(i) The Office shall report to the Congress, from
time to time, on the functioning and progress of the Comms-

sion and on the status of the assessment of medical proce-
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dures and services by the Commission. Such reports shall be
annual for the first three years of the Commission’s operation
and biannual thereafter, and shall be delivered to the Con-
gress by March 15 of each reporting year.

(1) The Office shall have unrestricted access to all de-
liberations, records, and data of the Commission, immediate-
ly upon its request.

“(w) In order to carry out its duties under this part, the
Office is authorized to expend reasonable and necessary
funds as mutually ag}reed upon by the Office and the Com-
mission. The Office shall be reimbursed for such funds by the
Commission from the appropriations made with respect to the
Commission. The Office shall carry out such duties subject
to approval of the Technology Assessment Board, as pre-
scribed by sections 3(d) (2) and (3) of the Technology Assess-
ment Act of 1972 (2 U.8.C. 472(d) (2) and (3)).

“(L)@) There are authorized to be appropriated such
sums as may be necessary to carry out the provisions of this
paragraph. ‘

“(i1) Eighty-five percent of such appropriation shail be
payable from the Fedeml- Hospital Insurance Trust Fund,
and 15 percent of such appropriation shall be payable from
the Federal Supplementary Medical Insurance Trust
Fund.”.
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1 (f) Section 1862(a)(1) of the Social Security Act 18

2 amended—

3 (1) by striking out “(B) or (C)” and inserting in
4 lieu thereof “(B), (C), or (D)”;

5 (2) by striking out “and” at the end of subpara-
6 graph (B); '

7 (3) by striking out the semicolon at the end of
8 subparagraph (C) and inserting in lieu thereof a
9 comma and “and”’; and

10 (4) by adding at the end thereof the following new
11 subparagraph:

12 “(D) in the case of clinical care items and serv-
13 ices provided with the concurrence of the Secretary and
14 with respect to research and experimentation conducted
15 by, or under contract with, the Prospective Payment
16 Assessment Commission or the Secretary, which are
17 not reasonable and necessary to carry out the purposes

18 of section 1886(d)(6);”.

19 CONFORMING AMENDMENTS

20 SEc. 802. (a) Sections 1814(g) and 1835(e) of the
91 Social Security Act are each amended by inserting “(or
22 would be if section 1886 did not apply)” after ‘“section
23 1861(w)(1)(D)’".

24 (b) Section 1814(h)(2) of such Act is amended by strik-

25 ing out “the reasonable costs for such services” and inserting
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in lieu thereof “the amount that would be payable for such
services under subsection (b) and section 1886,

(c)(1) The matter in section 1861 (v)(1)( G)(i)-of such
Act following subclause (I11) is amended by striking out “on
the basis of the reasonable cost of” and inserting in lieu
thereof “the amount otherwise payable under part A with re-
spect to”.

(2) Section 1861(v)(2)(4) of such Act is amended by
striking out “‘an amount equal to the reasonable cost of”’ and
inserting in lieu thereof “the amount that would be taken into
account with respect to”’.

(3) Section 1861(v)(2)(B) of such Act is amended by
striking out “the equivalent of the reasonable cost of”’.

(4) Section 1861(v)(3) of such Act is amended by strik-
ing out “the reasonable cost of such bed and board furnished
i semiprivate accommodations (determined pursuant to
paragraph (1))” and inserting in lieu thereof “the amount
otherwise payable under this title for such bed and board fur-
nished in semiprivate accommodations”’.

(d) Section 1862(a) of such Act is amended—

(1) by striking out “or” at the end of paragraph

(12),

(2) by striking out the period at the end of para-

graph (13) and inserting in lieu thereof “ or”, and

S1RS——14



© 0 =21 & Ot k= W N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

210

(3) by adding at the end the following new para-
graph:

“(14) which are other than physicians’ services
(as defined in regulations) and which are furnished to
an individual who is an inpatient of a hospital by an
entity other than the hospital, unless the services are
furnished under arrangements (as defined in section
1861 (w)(1)) with the entity made by the hospital.”.
(e)(1) Section 1866(a)(1) of such Act is amended—

(4) by striking out “and” at the end of subpara-
graph (D),

(B) by striking out the period at the end of sub-
paragraph (E), and

(C) by adding at the end the following new sub-
paragraphs:

“(F) in the case of hospitals which provide inpa-
tient hospital services for which payment may be made
under subsection (c) or (d) of section 1886, to main-
tain an agreement with a utilization and quality con-
trol peer review organization (if there is such an orga-
nization which has a contract with the Secretary under

part B of title XI for the area in which the hospital s

~ located) under which the organization will perform

functions under that part with respect to the review of

the accuracy of diagnostic information on such hospt-
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tal’s bulls, the completeness and adequacy of care pro-

" wvided, the appropriateness of admissions, and the ap-

propriateness of care provided for which additional
payments are sought under section 1886(d)(5), with re-
spect to inpatient hospital services for which payment
may be made under part A of this title (and for pur-
poses of payment under this title, the cost of such
agreement to the hospital shall be considered a cost in-
curred by such hospital in providing inpatient services
under part A, but shall be paid directly by the Secre-
tary to such organization on behalf of such hospital in
accordance with a budget approved by the Secretary),

“(G) in the case of hospitals which provide inpa-
tient hospital services for which payment may be made
under subseéﬁon (b) or (d) of section 1886, not to
charge any indwidual or any other per('son for inpatient
hospital services for which such individual would be
entutled to have payment made under part A but for a
denial or reduction of payments under section 1886(f),
and

“(H) in the case of hospitals which provide inpa-
tient hosputal services for which payment may be made
under section 1886(d), to have all items and services
(other than physicians’ services as defined in regula-

tions) (1) that are furnished to an individual who is an
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inpatient of the hospital, and (i1) for which the indwid-

ual is entitled to have payment made under this title,

furnished by the hospital or otherwise under arrange-
ments (as defined in section 1861(w)(1)) made by the
hospital.”.

(2) The matter in section 1866(a)(2)(B)(w1) of such Act
preceding subclause (I) is amended by inserting “and except
with respect to inpatient hospital costs with respect to which
amounts are payable under section 1886(d)” after “(except
with Tespect to emergency services)”.

(f) Section 1876(g) of such Act is amended by adding at
the end the following:

“(4) A risk-sharing contract under this subsection may,
at the option of an eligible organization, provide that the Sec-
retary—

“C4) will reimburse hospitals for payment

amounts determined in accordance with section 1886,

as applicable, of inpatient hospital services furnished to

individuals enrolled with such organization pursuant to
subsection (d), and

“B) will deduct the amount of such reimburse-
ment for payment which would otherwise be made to

such organization.”’.

(9)(1) Section 1878(a) of such Act is amended—
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(4) by inserting “and (except as provided in sub-
section (g)(2)) any hospital which receives ;)ayments n
amounts computed under section 1886(d) and which
has submatted such reports within such time as the
Secretary may require in order to make payment
under such section may obtain a hearing with respect
to such payment by the Board” after “subsection (h)”
in the matter before paragraph (1),

(B) by inserting “(i)” after “(A)” in paragraph
(1D)(4),

(C) by inserting “or” at the end of paragraph
(1)(A) and by adding after such paragraph the follow-
ing new clause:

“(11) 1s dissatisfied with a final determina-
tion of the Secretary as to the amount of the pay-
ment under section 1886(d),”, and
(D) by striking out “(1)(4)” in paragraph (3)

and inserting in liew thereof ‘“(1)(4)(i), or with respect
to appeals under paragraph (1)(4)(i1), 180 days after
notice of the Secretary’s final determination,”.

(2)(A) The last sentence of section 1878(H)(1) of the

22 Social Security Act is amended by inserting “(or, in an

23 action brought jointly by several providers, the judicial dis-

24 trict in which the greatest number of such providers are locat-

S1RS



W O a3 & Ot W N~

[T O R - D - TR = S = R S o S R o S o S o S s
W N = O ®W O 0o Otk W N = O

24

214
ed) after “the judicial district in which the provider is locat-
ed”.

(B) Section 1878(f)(1) of such Act is further amended
by adding at the end thereof the following new sentence:
“Any appeal to the Board or action for judicial review by
providers which are under common ownership or control must
be brought by such providers as a group with respect to any
matter involving an issue common to such providers.”.

(3) Section 1878(g) of such Act is amended by inserting
“(1)” after “(g)” and by adding at the end the following new
paragraph:

“9) The determinations and other decisions described
in section 1886(d)(7) shall not be reviewed by the Board or
by any court pursuant to an action brought under subsection

b

(f) or otherunse.”.

(4) The third sentence of section 1878(h) of such Act 1s
amended striking out “cost reimbursement” and inserting in
lieu thereof “‘payment of providers of services”.

(h) The first sentence of section 1881(b)(2)(4) of such
Act is amended by inserting “or section 1886 (if applicable)”
after “section 1861(v)”.

(i) Section 1887(a)(1)(B) of such Act is amended by
inserting “or on the bases described in section 1886” after

“on a reasonable cost basis”. .
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(G) The Secretary may, for any cost reporting period

beginning prior to October 1, 1986, waive the requirements
of sections 1862(a)(14) and 1866(a)(1)(H) of the Social Se-
curity Act in the case of a hospital which has followed a
practice of allowing direct billing under part B of title
XVIII of such Act for services (other than physician serv-
ices) so extensively, that immediate compliance with those
requirements would threaten the stability of patient care. Any
such waiver shall provide that such billing may continue to
be made under part B but that the payments to such hospital
under part A of such title shall be reduced by the amount of
the billings for such services under part B. If such a wawer
is granted, at the end of the waiver period the Secretary may
provide for such methods of payments under part A as is

appropriate, given the organizational structure of the institu-

tion.

REPORTS, EXPERIMENTS, AND DEMONSTRATION
| PROJECTS
SEc. 303. (a)(1) The Secretary of Health and Human
Services (hereinafter in this title referred to as the “Secre-
tary”) shall study and report to the Congress within 18
months after the date of the enactment of this Act on the
method by which capital-related costs, such as return on net

equity, associated with inpatient hospital services can be in-
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cluded within the prospective payment amounts computed
under section 1886(d) of the Social Security Act.

(2)(A) The Secretary shall study and report annually to
the Congress at the end of each year (beginning with 1984
and ending with 1987) on the impact, of the payment meth-
odology under section 1886(d) of the Social Security Act
during the previous year, classes of hospitals, beneficiaries,
and other payors for inpatient hospital services, and other
providers.

(B) During fiscal year 1984, the Secretary shall begin
the collection of data necessary to compute the amount of phy-
sician charges attributable, by diagnosis-related groups, to
physicians’ services furnished to inpatients of hospitals whose
discharges are classified within those groups. The Secretary
shall include, in a report to Congress in 1985, legislative
recommendations on the advisability and feasibility of pro-
viding for determining the amount of the payments for physi-
cians’ services furnished to hospital inpatients based on the
DR@ classification of the discharges of those inpatients.

(C) In the annual report to Congress under subpara-
graph (4) for 1985, the Secretary shall include the results of
studies on—

(i) the feasibility and wmpact of eliminating or

phasing out separate urban and rural DRG prospec-
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tive payment rates under paragraph (3) of section
1886(d) of the Social Security Act;

(i1) whether and the method under which hospi-
tals, not paid based on amounts determined under such
section, can be paid for inpatient hospital services on a
prospective basis as under such section;

(111) the application of severity of illness, intensity
of care, or other modifications to the diagnosis-related
groups, and the advisability and feasibility of pfovid-
ing for such modifications; and

(1v) the feasibility and desirability of applying the
payment methodology under such section to payment
by all payors for inpatient hospital services.

(3) Prior to April 1, 1985, the Secretary shall complete
a study and mdke legislative recommendations to the Con-
gress with respect to an equitable method of reimbursing sole
community hospitals which takes into account their unique
vulnerability to substantial variations in occupancy. In addi-
tion, the Secretary shall examine ways to coordinate an in-
formation transfer between parts A and B, particularly with
respect to those cases where a denial of coverage is made
under part A, and no adjustment is made in the reimburse-
ment to the admitting physician, or physicians. The Secre-
tary also reports on the appropriate treatment of uncompen-

sated care costs, and adjustments that might be appropriate
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for large teaching hospitals located in rural areas. The Secre-
tary shall also on the advisability of having hospitals make
available information on the cost of care to patients financed
by both public programs and private payors.

(4) The Secretary shall complete a study and make rec-
ommendations to the Congress, before April 1, 1984, with
respect to whether hospitals located outside of the fifty States
and the District of Columbia should be included under a
prospective payment system.

(b)(1) Except as provided in paragraph (2), the amend-
ments made by this title shall not affect the authority of the
Secretary to develop, carry out, or continue experiments and
demonstration projects.

(2) The Secretary shall provide that, upon the request of
a State which has a demonstration project, for payment of
hospitals under title XVIII of the Social Security Act ap-
proved under section 402(a) of the Social Security Amend-
ments of 1967 or section 222(a) of the Social Security
Amendments of 1972, which (4) is in effect as of March 1,
1983, and (B) was entered into after August 1982, the terms
of the demonstration agreement shall be modified so that the
percentage by which such demonstration project is required to
maintain the rate of increase in medicare hospital costs in
that State below the national rate of increase in medicare

hospital costs shall be decreased by one-half of one percentage
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1 pownt per contract year, beginning with the contract year be-

-

2 ginming 1n 1983.

3

(c) The Secretary shall approve, with appropriate terms

4 and conditions as defined by the Secretary, within 30 days

5 after the date of enactment of this Act—

6

7

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

(1) the risk-sharing application of On Lok Sentor
Health, Services (according to terms and conditions as
specified by the Secretary), deted July 2, 1982, for
warvers, pursuant to section 222 of the Social Security
Amendments of 1972 and section 402(a) of the Social
Security Amendments of 1967, of certain requirements
of title XVIII of the Social Security Act over a period
of 36 months in order to carry out a long-term care
demonstration project, and

(2) the application of the Department of Health
Services, State of California, dated November 1, 1982,
pursuant to section 1115 of the Social Security Act,
for the waiver of certain requirements of title XIX of
such Act over a period of 36 months in order to carry
out a demonstration project for capitated reimburse-
ment for comprehensive long-term care services involv-
ing On Lok Senior Health Services.

(d) The Secretary shall continue demonstrations with

24 hospitals in areas with critical shortages of skilled nursing
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facilities to study the feasibility of providing alternative sys-
tems of care or methods of payment.
EFFECTIVE DATES

SEc. 304. (a)(1) Except as provided in paragraph (2),
the amendments made by the preceding provisions of this title
apply to items and services furnished by or under arrange-
ments with a hospital beginning with its first cost reporting
period that begins on or after October 1, 1983. A change in a
hospital’s cost reporting period that has been made after No-
vember 1982 shall be recognized for purposes of this section
only if the Secretary finds good cause for that change.

(2) Section 1866(a)(1)(F) of the Social Security Act
(as added by section 302()(1)(C) of this title), section
1862(a)(14) (as added by section 302(e)(3) of this title) and
sections 1886(a)(1) (G) and (H) of such Act (as added by
section 302(f)(1)(C) of this title) take effect on October 1,
1983.

(b) The Secretary shall make an appropriate reduction
in the payment amount under section 1886(d) of the Social
Security Act (as amended by this title) for any discharge, if
the admission has occurred before a hospital’s first cost re-
porting period that begins after September 1983, to take into
account amounts payable under title XVIII of that Act (as
in effect before the date of the enactment of this Act) for items

and services furnished before that period.
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(c)(1) The Secretary shall cause to be published in the

Federal Register a notice of the interim final DRG prospec-
tive payment rates established under subsection (d) of section.
1886 of the Social Security Act (as amended by this title) no
later than September 1, 1983, and allow for a period of
public comment thereon. The DRG prospective payment
rates shall become effective on October 1, 1983, without the
necessity for consideration of comments received, but the Sec-
retary shall, by notice published in the Federal Register,
affirm or modify the amounts by December 31, 1983, after
considering t 0se comments.

@) 4 modificatqion under paragraph (1) that reduces a
DR G prospective payment rate shall apply only to discharges
occurring after 30 days after the date the notice of the modifi-
cation is published in the Federal Register.

(3) Rules to vmplement subsection (d) of section 1886 of
the Social Security Act (as s0 amended) shall, and excep-
tions, adjustments, or additional payment amounts under
paragraph (5) of such subsection may, be established in ac-
cordance with the procedure described in this subsection.

DELAY IN PROVISION RELATING TO HOSPITAL-BASED
SKILLED NURSING FACILITIES

SEc. 305. (@) Section 102 of the Tax Equity and

Fiscal Responsibility Act of 1982 is amended by striking out
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“October 1, 1982” and inserting in lieu thereof “October 1,
1983’

(b) The Secretary of Health and Human Services shall,
prior to December 31, 1983, complete a study and report to
the Congress, with respect to the effect which the 1mplementa-
tion of section 102 of the Tax Equity and Fiscal Responsi-
bility Act of 1982 would have on hospital-based skilled nurs-
ing facilities, given the differences (if any) in the patient
populations served by sﬁch facilities and by community-
based skilled nursing facilities.

SHIFT IN PART B PREMIUM TO COINCIDE WITH COST-OF-
LIVING INCREASE

SEc. 306. (a) Section 1839 of the Social Security Act
18 amended by striking out subsections (o), (b), and (c) and
inserting in hiew thereof the following:

“(a)(1) The Secretary shall, during October of 1983 and
of each year thereafter, determine the monthly actuarial rate
for enrollees who have attained retirement age (as defined in
section 216(a)) which shall be applicable for the succeeding
calendar year. Such actuarial rate shall be the amount the
Secretary estimates to be nmecessary so that the aggregate
amount for such calendar year with respect to those enrollees
who have attained retirement age will equal one-half of the
total of the benefits and administrative costs which he esti-

mates will be payable from the Federal Supplementary
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Medical Insurance Trust Fund for services performed and
related administrative costs incurred in such calendar year
with respect to such enrollees. In calculating the monthly ac-
tuarial rate, the Secretary shall include an appropriate
amount for a contingency margin.

“(2) The monthly premium of each individual enrolled
under this part for each month after December 1983 shall,
except as provided in subsections (b) and (e), be the amount
determined under paragraph (3).

“(3) The Secretary shall, during October of 1983 and
of each year thereafter, determine and promulgate the month-
ly premium applicable for individuals enrolled under this
part for the succeeding calendar year. The monthly premium
shall (except as otherwise provided in subsection (e)) be equal
to the smaller of—

“(4) the monthly actuarial rate for enrollees who
have attained retirement age, determined according to
paragraph (1) of this subsection, for that calendar
year, or

“(B) the monthly premium rate most recently pro-
mulgated by the Secretary under this paragraph, in-
creased by a percentage determined as follows: The Sec-
retary shall ascertain the primary insurance amount
computed under section 215(a)(1), based upon average

indexed monthly earnings of $900, that applied to in-
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dividuals who became eligible for and entitled to old-
age insurance benefits for December of the year preced-
ing the promulgation. He shall increase the monthly
premium rate by the same percentage by which that
primary insurance amount is increased when, by
reason of the law in effect at the time the promulgation
is made, it is so computed to apply to those individuals
for the following December.
Whenever the Secretary promulgates the dollar amount
which shall be applicable as the monthly premium for any
period, he shall, at the time such promulgation is announced,
issue a public statement setting forth the actuarial assump-
tions and bases employed by him in arriving at the amount of
an adequate actuarial rate for enrollees who have attained
retirement age as provided in paragraph (1) and the derwa-
tion of the dollar amounts specified in this paragraph.

“(4) The Secretary shall also, during October of 1983
and of each year thereafter, determine the monthly actuarial
rate for disabled enrollees who have not attained retirement
age which shall be applicable for the succeeding calendar
year. Such actuarial rate shall be the amount the Secretary
estimates to be mecessary so._that the aggregate amount for
such calendar year with respect to disabled enrollees who
have not attained retirement age will equal one-half of the

total of the benefits and administrative costs which he esti-
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mates will be payable from the Federal Supplementary

Medical Insurance Trust Fund for services performed and
related administrative costs incurred in such calendar year
with respect to such enrollees. In calculating the monthly ac-
tuarial rate under this paragraph, the Secretary shall include
an appropriate amount for a contingency margin.”’

(2) Subsections (d), (e), (f), and (g) of section 1839 of
such Act are redesignated as subsections (b), (c), (d), and (e),
respectively.

(3) (4) Section 1839(h) of such Act (as so redesignated)
is amended by striking out “‘subsection (b), (c), or ()"’ and
inserting in lieu thereof “subsection (a) or (e)”’.

(B) Section 1839(d) of such Act (as so redesignated) 18
amended by striking out “purposes of subsection (c)” and
inserting in lieu thereof “purposes of subsection (b)”.

(C) Section 1839(e) of such Act (as so redesignated) 18
amended by striking out “subsection (c)” and “‘subsection
(c)(1)” and by inserting in lieu thereof “subsection (a)” and
“subsection (a)(1)", respectively.

(D) Section 1818(c) of such Act is amended by striking
out “subsection (c) of section 1839” and inserting in lieu
thereof “subsection (a) of section 1839

(E) Section 1843(d)(1) of such Act is amended by

striking out “without any increase under subsection (c) there-
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of” and inserting in lieu thereof “without any increase under
subsection (b) thereof’’.

(F) Section 1844(a)(1)(4)() of such Act is amended—

(i) by striking out “1839(c)(1)”’ and inserting 1n
lieu thereof “1839(a)(1)”’; and

(i1) by striking out “1839(c)(3) or 1839(g)” and
inserting in lieu thereof “1839(a)(3) or 1839(e)’’.

(G) Section 1844(a)(1)(B)(1) of such Act is amended—

(i) by striking out “1839(c)(4)” and inserting in
lieu thereof “1839(a)(4)”; and

(w) by striking out “1839(c)(3) or 1839(g)” and
inserting in lieu thereof “1839(a)(3) or 1839(e)”.

(H) Section 1876(a)(5) of such Act is amended—

(i) in subparagraph (A)(ir), by striking out
“1839(c)(1)” and inserting in  liew  thereof
“1839(a)(1)’’; and

(ir) in subparagraph (B)(w), by striking out
“1839(c)(4)” and inserting in  liew  thereof
“1839(a)(4)”".

(4) The amendments made by this subsection shall
apply with respect to premiums payable for January 1984
and each month thereafter.

(5) The monthly premium amount under section 1839
of the Social Security Aét for the months of July through
December of 1983 shall be equal to the monthly premium
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amount as determined under such section (as in effect prior
to the amendments made by this section) for June 1983.
SHIFT IN VOLUNTARY PART A PREMIUM TO COINCIDE
WITH COST-OF-LIVING INCREASES

SEc. 307. (a) Section 1818(d)(2) of the Social Secu-
rity Act is amended—

(1) by striking out “during the last calendar
quarter of each year, beginning in 1973,” in the first
sentence and inserting in liew thereof “during the next
to last calendar quarter of each year’;

(2) by striking out “the 12-month period com-
mencing July 1 of the next year” in the first sentence
and inserting in lieu thereof “the following calendar
year’; and

(3) by striking out “for such next year” in the
second sentence and inserting in liew thereof “for that
following calendar year”.

(b) The amendments made by this section shall apply to
premwums for months beginning with January 1984, and for
months after June 1983 and before January 1984, the
monthly premium under part 4 of title XVIII of the Social
Security Act for individuals enrolled under each respective
part shall be the monthly premium under that part for the
month of June 1983.

S 1RS



W O 1 O Ot . W D

I I T T T T o O G vy g g S et
U W W NN RO W 0y Ot kWY = O

228
TITLE IV—UNEMPLOYMENT COMPENSATION

PROVISIONS
PART A—FEDERAL SUPPLEMENTAL C'OMPENSATION
EXTENSION OF PROGRAM

SEc. 401. (a) Paragraph (2) of section 602(f) of the
Federal Supplemental Compensation Act of 1982 1s amend-
ed by striking out “March 31, 1983 and inserting in lieu
thereof “September 30, 1983”.

(b) Section 605(2) of such Act is amended by striking
out “April 1, 1983 and inserting in lieu thereof “October 1,
1983
NUMBER OF WEEKS FOR WHICH COMPENSATION PAYABLE

SEc. 402.’ (a) Subsection (e) of section 602 of the Fed-
eral Supplemental Compensation Act of 1982 is amended by
redesignating paragraph (3) as paragraph (4) and by strik-
ing out paragraph (2) and inserting in lieu thereof the follow-
ing new paragraphs:

“2)(4) In the case of any account from which Federal
supplemental compensation was first payable to an individu-
al for a week beginning after March 31, 1983, the amount
established in such account shall be equal to the lesser of—

“(i) 65 per centum of the total amount of reqular
compensation (including dependents’ allowances) pay-
able to the individual with respect to the benefit year

(as determined under the State law) on the basis of
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which he most recently received reqular compensation,
or \
“(11) the applicable limit determined under the fol-
lowing table times his average weekly benefit amount

for his benefit year,

“In the case of

weeks during a: The applicable
limit is:
G-PETCENt PETLOQ......e.eeeceeninnirinricriniiiere et 14
5-percent Period...............cuccevcivniiiiniiiniiees 12
4-percent Period..............cueceviviveniiiiniciinnie s 10
Low-unemployment pertod...............ccoocivivviniccnincnne. 8

“(B) Notwithstanding the provisions of clause (i) of
subparagraph (4), the applicable limit under such clause
shall not be lower than 4 less than the number of weeks appli-
cable to such State under this paragraph as in effect for the
week beginning March 27, 1983, to the amendments made by
the Social Security Amendments of 1983.

“(C) In the case of any account from which Federal
supplemental compensation was payable to an individual for
a week beginning before April 1, 1983, the amount estab-
lished in such account shall be equal to the lesser of the sub-
paragraph (4) entitlement or the sum of—

“G) the subﬁamgmph (4) entitlement reduced

(but not below zero) by the aggregate amount of Feder-

al supplementel compensation paid to such individual

for weeks beginning before April 1, 1983, plus

“@1) such individual’s additional entitlement.
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“D) For purposes of subparagraph (C) and this sub-
paragraph—

“G) The term ‘subparagraph (4) entitlement’
means the amount which would have been established
in the account if subparagraph (4) had applied to such
account. |

“ti) The term ‘additional entitlement’ means the
applicable limit determined under the following table
times the individﬁal 's average weekly benefit amount

for his benefit year.

“In the case of

weeks during a: The applicable
limit is:
6-PETCENE PETIOA........oneecrrrevrricirisranncciciesecssscasiss st ‘ 8
5-percent Period..........cweeveveueeurrisissiscsncencse s 6
4-PETCENt PETIOL.......cecvvnerrerrienrearirisieeseeneeses s 4
Low-employment period ...........oovvvececoccnccnrencnens AR 4

‘(D) Ezcept as provided in subparagraph (C)(1), for
purposes of determining the amount of Federal supplemental
compensation payable for weeks beginning after March 31,
1983, from an account described in subparagraph (C), no
reduction in such account shall be made by reason of any
Federal supplemental compensation paid to the individual for
weeks beginning before April 1, 1983.

“(3)(4) For purposes of this subsection, the terms 6-
percent period’, ‘5-percent period’, ‘4-percent period’, and
Tow-unemployment period’ mean, with respect to any State,

the period which—
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“() begins with the 3d week after the 1st week in

which the rate of insured unemployment in the State
for the period consisting of such week and thé tmmedi-
ately preceding 12 weeks falls in the applicable range,
and

“(11) ends with the 3d week after the 1st week in
which the rate of insured unemployment for the period
consisting of such week and the immediately preceding
12 weeks does not fall within the applicable range.
‘“(B) For purposes of subparagraph (4), the applicable

range 18 as follows:

“In the case of a: The applicable range is:
6-percent Period.............coweeverenvennnn. A rate equal to or exceeding 6 percent.
5-percent period...........cuvvinircucunnce. A rate equal to or exceeding 5 percent
but less than 6 percent.
4-percent Period............cceoeeeerernnnnn, A rate equal to or exceeding 4 percent
but less than 5 percent.
Low-employment period.................... A rate less than 4 percent.

“(C) No 6-percent period, 5-percent period, or 4-percent
period, as the case may be, shall last for a period of less than
4 weeks unless the State enters a period with a higher per-
centage designation.

“(D) For purposes of this subsection—

“@) The rate of insured unemployment for any
peﬁod shall be determined in the same manner as de-
termined for purposes of section 203 of the Federal-
State Extended Unemployment Compensation Act of
1970.
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“Gi) The amount of an individual’s average
weekly benefit amount shall be determined in the same
manner as determined for purposes of section
202(b)(1)(C) of such Act.”.

(b)(1) Section 602(f)(2) of such Act is amended by.in-
serting before the period at the end thereof the following:
except that in the case of any individual who recewed such
compensation for the week preceding the last week beginning
after such date, such compensation shall be payable to such
individual for weeks beginning after such date, but the total
amount of such compensation payable for such weeks shall be
limited to 50 percent of the total amount which would other-
wise be payable for such weeks”.

(2) Section 605(2) of such Act is amended by inserting
before the semicolon the following: “(except as otherwise pro-
vided in section 602(f)(2))".

(c)(1) Section 602(b)(1) of such Act is amended by
striking out “and” at the end of subparagraph (B), adding
“and” at the end of subparagraph (C), and inserting after
subparagraph (C) the following:

“(D) had at least 26 weeks of full-time insured
employment, during his base period or the equivalent
in insured wages during his base period (as determined

using a methodology equivalent to that used under sec-
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tion 202(a)(5) of the Federal-State Exztended Unem-

- ployment Compensation Act of 1970);".

(2) The amendment made by paragraph (1) shall apply
only to individuals who first became eligible for Federal sup-
plemental compensation for weeks beginning on or after April
1, 1983.

(d) Paragraph (3) of section 602(d) of the Federal Sup-
plemental Compensation Act of 1982 (as amended by section
544(d) of the Highway Revenue Act of 1982) is amended by
striking out “subsection (e)(2)(A)(i1)” and inserting in liew
thereof “subparagraph (4)(i1) or (C)@)(II) of subsection
(€)(2)".

EFFECTIVE DATE

SEC. 403. (a) The amendments made by this part shall
apply to weeks béginning after March 31, 1983.

(b) In the case of any eligible individual—

(1) to whom any Federal supplemental compensa-
tion was payable for any week beginning before April

1, 1983, and

(2) who exhausted his rights to such compensation

(by reason of the payment of all the amount in his

Federal supplemental compensation account) before the

first week beginning after March 31, 1983,
such indwidual’s eligibility for additional weeks of compen-

sation by reason of the amendments made by this part shall

S 1RS
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not be limited or terminated by reason of any event, or fail-
ure to meet any requirement of law relating to eligibility for
unemployment compensation, occurring after the date of such
exhaustion of rights and before April 1, 1983 (and the period
after such exhaustion and before April 1, 1983, shall not‘be
counted for purposes of determining the expiration of the two
years following the end of his benefit year for purposes of
section 602(b) of the Federal Supplemental Compensation
Act of 1982).

(c) The Secretary of Labor shall, at the earliest practi-
cable date after the date of the enactment of this Act, propose
to each State with which he has in effect an agreement under
section 602 of the Federal Supplemental Compensation Act
of 1982 a modification of such agreement designed to provide
for the payment of Federal supplemental compensation under
such Act in accordance with the amendments made by this
part. Notwithstanding any other provision of law, if any
State fails or refuses, within the 3-week period beginning on
the date the Secretary of Labor proposed such a modification
to such State, to enter into such a modification of such agree-
ment, the Secretary of Labor shall terminate such agreement
effective with the end of the last week which ends on or before

such 3-week period.
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PART B—PROVISIONS RELATING TO INTEREST AND
CREDIT REDUCTIONS
DEFERRAL OF INTEREST

SEc. 411. (a) Section 1202(b) of the Social Security
Act is amended by adding at the end thereof the following
new paragraph.:

“(8)(4) With respect to interest due under this section
for any year after December 31, 1982, and before January 1,
1986, a State may pay 80 percent of such interest in four
annuol installments of at least 20 percent beginning with the
year after the year in which it is otherwise due, if such State
meets the critera of subparagraph (B). Interest shall accrue
on such deferred interest in the same manner as under para-
graph (3)(C). |

““B) To méet the criteria of this subparagraph a State
must—

“() have taken no action since October 1, 1982,
which would reduce its net unemployment taz effort or
the net solvency of its unemployment system (as deter-
mined for purposes of section 3302(f) of the Internal
Revenue Code of 1954); and

“() have taken an action (as certified by the
Secretary of Labor) after October 1, 1982, which will
increase revenues and decrease benefits under the

State’s unemployment compensation system (herein-
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after referred to as a ‘solvency effort) by a combined

total of the applicable percentage (as compa;"ed to such

revenues and benefits as they would have been in effect

without such State action).
In the case of the first year for which there is a deferral (over
a 4-year period) of the interest otherwise payable for such
year, the applicable percentage shall be 30 percent. In the
case of the second such year, the applicable percentage shall
be 40 percent. In the case of the third such year, the applica-
ble percentage shall be 50 percent.

“(C)(i) The base year is the first year for which deferral
under this provision is granted. The Secretary of Labor shall
estimate the unemployment rate for the base year. To deter-
mine whether a State meets the requirements of subpara-
graph (B)(i1), the Secretary of Labor shall determine the per-
centage by which the benefits and taxes in the base year with
the application of the action referred to in subparagraph
(B)(ii) are lower or greater, as the case may be, than such
benefits and taxes would have been without the application of
such action. In making this determination, the Secretary
shall deem the application of the action referred to in subpar-
agraph (B)(ii) to have been effective for the base year to the
same extent as such action is effective for the year following
the base year. Once a deferral is approved a State must con-

tinue to maintain its solvency effort. Failure to do so shall
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result in the State being required to make immediate pay-
ment of all deferred interest.

“(i1) Increases in the taxable wage base from $6,000 to
$7,000 or increases after 1984 in the mazimum tax rate to
5.4 bercent shall not be counted for purposes of meeting the
requirement of subparagraph (B).

“CD) In the case of a State which produces a solvency
effort of 50 percent, 80 percent, and 90 percent rather than
the 30 percent, 40 percent, 50 percent required under subpar-
agraph (B), the deferred interest shall be computed at an in-
terest rate which is 1 percentage point less than the otherwise
applicable interest rate.”.

(b) Section 1202(b)(7) of such Act is amended by strik-
ing out *, and before January 1, 1988’

| CAP ON CREDIT REDUCTION

SEc. 412. (a)(1) Section 3302(f) of the Internal Reve-
nue Code of 1954 is amended by adding at the end thereof
the following new paragraph:

“(8) PARTIAL LIMITATION.—

“(4) In the case of a State which would
meet the requirements of this subsection for a taz-
able year prior to 1987 but for its failure to meet
one of the requirements contained in subpara-
graph (C) or (D) of paragraph (2), the reduction

under subsection (¢c)(2) in credits otherwise appli-
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cable to taxpayers in such State for such tazable
year and each subsequent year (in a period of
consecutive years for each of which a credit reduc-
tion 1s in effect for taxpayers in such State) shall
be reduced by 0.1 percentage point. |
“(B) In the case of a State described in sub-
paragraph (A) which also meets the requirements
of section 1202(b)(8)(B) with respect to such taz-
able year, the reduction under subsection (©)(@) in
_ .credits otherwise applicable to taxpayers in such
State for such tazable year and each subsequent
year (in a period of consecutive years for each of
which a credit reduction is in effect for tazpayers
in such State) shall be further reduced by an ad-
ditional 0.1 percentage point.”.

(2) The amendment made by paragraph (1) shall apply
with respect to taxable year 1983 and tazable years thereaf-
ter.

(h) Section 3302(f)(1) of such Code is amended by
striking out ‘beginning before January 1, 1988,”.

AVERAGE EMPLOYER CONTRIBUTION RATE

SEc. 413. (a) Section 3302(d)(4)(B) of the Internal
Revenue Code of 1954 is amended by striking out “the total
of the remuneration subject to contributions under the State

unemployment compensation law” and inserting in lieu
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thereof “‘the total of the wages attributable to such State sub-
ject to taxation under this chapter”.

(b) Sections 3302(c)(@)(B)(x) and 3302(c)(4) of such
Code are each amended by striking out “2.7” and inserting
in lieu thereof ‘2.7 multiplied by the ratio of the wage base
under this chapter divided by the estimated average annual
wage in covered employment for the calendar year in which
the determination is to be made”.

(c) The amendments made by this section shall be effec-
tive for tazable year 1984 and tazable years thereafter.

DATE FOR PAYMENT OF INTEREST

SEc. 414. Section 1202(b)(3)(4) of the Social Security
Act is amended by striking out “not later than” and insert-
ing in lieu thereof “‘prior to”.

IéECOUPMENT OF INTEREST

SEc. 415. Section 3302 of the Internal Revenue Code
of 1954 is amended by adding at the end thereof the following
new subsection:

“(h) RECOUPMENT OF OVERDUE INTEREST.—

“(1) In addition to any other reduction required
under this section, if any accrued interest under sec-
tion 1202(b) of the Social Security Act has not been
paid by a State within one year after the date such
payment 18 otherwise required to be paid, then the total

credits (after applying any other provisions of this sec-
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tion) otherwise allowable under this section for the fol-
lowing tazable year, in the case of a taxpayer subject
to the unemployment compensation law of such State,
shall be reduced by an amount equal to 0.1 percent of
the amount of the wages paid by such tazpayer during
such taxable year which are attributable to such State.

“(®) Any increase in the amount of tax paid by
reason of paragraph (1) shall be first applied as a pay-
ment of such overdue interest, and any remainder shall
be applied as a repayment of principal under section
1202(b) of the Social Security Act.”.

PArRT C—MI1SCELLANEOUS PROVISIONS

TREATMENT OF EMPLOYEES PROVIDING SERVICES TO

EDUCATIONAL INSTITUTIONS

SEc. 421. (a)(1) Section 3306(a)(6)(4) of the Internal

Revenue Code of 1954 is amended by adding at the end

thereof the following new clause:

“v) with respect to services to which section
3309(a)(1) applies, if such services are provided to or
on behalf of an educational institution, compensation
shall be denied in the same manner as if such services

were performed directly for an educational institution,

and”.
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(@) Clauses (w)(I), (1), and () of such section are
each amended by striking out “may be denied” and inserting
wn lieu thereof “‘shall be denied”. |

(b)(1) Except as provided in paragraph (2), the amend-
ments made by this section shall apply in the case of compen-
sation paid for weeks beginning on or after April 1, 1984.

(2) In the case of a State with respect to which the
Secretary of Labor has determined that State legislation is
required in order to comply with the amendment made by this
section, the umendment made by this section shall apply in
the case of cympensation paid for weeks which begin on or
after April 1, 1984, and after the end of the first session of
the State legislature which begins after the date of the enact-
ment of this Act, or which began prior to the date of the
enactment of thi; Act and remained in session for at least
twenty-five calendar days after such date of enactment. For
purposes of the preceding sentence, the term “session’ means
a reqular, special, budget, or other session of a State legisla-
ture.

EXTENDED BENEFITS FOR INDIVIDUALS WHO ARE
HOSPITALIZED OR ON JURY DUTY

SEc. 422. (a) Clause (it) of paragraph (3)(A) of section

202(a) of the Federal-State Extended Unemployment Com-

pensation Act of 1970 1s amended to read as follows:

S1RS
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“(it) during which he fails to actively engage in
seeking work, unless such individual is not actively en-
gaged in seeking work because such individual 1s, as
determined in accordance with State law—

“(1) before any court of the United States or
any State pursuant to a lawfully issued summons
to appear for jury duty (as such term may be de-
fined by the Secretary of Labor), or

“(11) hvospitalized for treatment of an emer-
gency or a life-threatening condition (as such term
may be defined by such Secretary),

if such exemptions in clauses (I) and (I1) apply to recipients
of reqular benefits, and the State chooses to apply such ezx-
emptions for recipients of extended benefits; or”.

(b) The amendment made by this section shall become

effective on the date of the enactment of this Act.

S 1RS
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Amend the title so as to read: “An Act to implement
the consensus recommendations of the National Commission

on Social Security Reform, and for other purposes.”.

S1RS
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other purposes.
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TITLE I—SOCIAL SECURITY
PARr A—CHANGES IN COVERAGE
COVERAGE OF NEWLf HIRED FEDERAL EMPLOYEES
SEec. 101. (a)(1) Section 210(a) of the Social Security
Act is amended by striking out paragraphs (5) and (6) and
inserting in lieu thereof the following:

“5) Service performed in the employ of the
United States or any instrumentality of the United

States, if such service—

“(4) would not be included in the term ‘em-
ployment’ for purposes of -this subsection by
reason of the provisions of paragraph (5) or (6) of
this subsection as in effect on January 1, 1983,
and

“(B) is performed by an individual who has
been continuously in the employ of the United
States or an instrumentality thereof (including,
solely for purposes of this paragraph, the receipt
of benefits under the Civil Service Retirement
and Disability Fund, or any other benefit.§ (based
upon service as an employee) under another re-
tirement system established by a law of the
United States for employees of the Federal Gov-
ernment or members of thé Uniformed Services as

being ‘in the employ’ of the United States) since
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December 31, 1983 (and for this purpose an indi-

vidual who returns to the performance of such
service after a separation from such service shall
nevertheless be considered upon such return as
having been continuously in the employ of the
United States or an instrumentality thereof, re-
gardless of whether the period of such separation
began before, on, or after December 31, 1983, if
the period of such separation does not exceed 365

days);

except that this paragraph shall not apply with respect

“() service performed as the President or
Vice President of the United States,

“l(ii) service performed as a Member, Dele-
gate, or Resident Commissioner of or to the Con-
gress,

“(i1i) service performed as the Commissioner
of Social Security, or

“(w) any other service in the legislative
branch of the Federal Government if such service
18 performed by an individual who, on December
31, 1983, is not subject to subchapter 111 of chap-
ter 83 of title 5, United States Code.
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“(6) Service performed in the employ of the

United States or any instrumentality of the United

States if such service is performed—

“(4) in a penal institution of the United
States by dn inmate thereof;

“(B) by any individual as an employee in-
cluded under section 5351(2) of title 5, United
States Code (relating to certain interns, student
nurses, and other student employees of hospitals of
the Federal Government), other than as a medical
or dental intern or a medical or dental resident n
training; or

“(C) by any indindual as an employee serv-
ing on a temporary basis in case of fire, storm,
earthquake, flood, or other similar emergency; .

(2) Section 210(p) of such Act is amended by striking
out “provisions of—"" and all that follows and inserting in
liew thereof “provisions of subsection (@)(5).”.

(b)(1) Section 3121(b) of the Internal Revenue Code of
1954 is amended by striking out paragraphs (5) and (6) and
inserting in lieu thereof the following:

“(5) service performed in the employ of the

United States or any instrumentality of the United

States, if such service—
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“(4) would not be included in the term ‘em-

ployment’ for purposes of this subsection by

“reason of the provisions of paragraph (5) or (6) of

this subsection as in effect on January 1, 1983,
and

“(B) 1s performed by an individual who has
been continuously in the employ of the United
States or an instrumentality thereof (including,
solely for purposes of this paragraph, the receipt
of benefits under the Civil Service Retirement
and Disability Fund, or any other benefits (based
upon service as an employee) under another re-
tirement system established by a law of the
United States for employees of the Federal Goo-
ernment or members of the Uniformed Services as
being ‘in the employ’ of the United States) since |
December 31, 1983 (and for this purpose an indi-
vidual who returns to the performance of such |
service after a separation from such service shall

nevertheless be considered upon such return as

~ having been continuously in the employ of the

United States or an instrumentality thereof, re-
gardless of whether the period of such separation

began before, on, or after December 31, 1983, if
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the period of such separation does mot exceed 365

days);
except that this paragraph shall not apply with respect
to— |

“G) service performed as the President or
Vice President of the United States,

“(11) service performed as a Member, Dele-
gate, or Resident Commissioner of or to the Con-
gress,

“(i1i) service performed as the Commissioner
of Social Security, or

“Gv) any other service in the legislative
branch of the Federal Government if such service
is performed by an individual who, on December
81, 1983, is not subject to subchapter 111 of chap-
ter 83 of title 5, United States Code;

“(6) service performed in the employ of the
United States or any instrumentality of the United
States if such service is performed—

“(4) in a penal institution of the United
States by an inmate thereof;

“(B) by any individual as an employee in-
cluded under section 5351(2) of title 5, United
States Code (relating to certain interns, student

nurses, and other student employees of hospitals of
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the Federal Government), other than as a medical
or dental intern or a medical or dental resident in
training; or |

“C) by any individual as an employee serv-
ing on a temporary basis in case of fire, storm,
earthquake, flood, or other similar emergency;”.

(2) Section 3121(u)(1) of such Code is amended to read
as follows:

“(1) IN GENERAL.—For purposes of the taxes
imposed by sections 3101(h) and 3111(b), subsection

(b) shall be applied without regard to pamgmph 6,

thereof.”.

(c) The amendments made by this section shall be effec-
twe with respect to remuneration paid after December 31,
1988.

(d) Nothing in this Act shall reduce the qccrued entitle-
ments to future benefits under the Fedé;;dl Retirement
System of current and retired Federal employees and their
families.

COVERAGE OF EMPLOYEES OF NONPROFIT
ORGANIZATIbNS

SEec. 102. (a) Section 210(a)(8) of the Social Security
Act is amended by striking out subparagraph (B) thereof and
by striking out “(4)” after “(8)”.
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(b)(1) Section 3121(h)(8) of the Internal Revenue Code
of 1954 is amended by striking out subparagraph (B) thereof
and by striking out “(A)” after “(8)".

(2) Subsection (k) of section 3121 of such Code is re-
pealed.

(c) The amendments made by this section shall be effec-
tive with respect to remuneration paid after December 31,
1983. |

(d) Notwithstanding any provision of section 3121(k) of
the Internal Revenue Code of 1954 (or any other provision of
la@) the period for which a certificate is in effect under such
section may not be terminated on or after the date of the
enactment of this Act.
DURATION OF AGREEMENT FOR COVERAGE OF STATE aND

LOCAL EMPLOYEES

SEC. 103. (a) Subsection (g) of section 218 of the

Social Security Act is amended to read as follows:
“Duration of Agreement

“(g) No agreement under this section may be terminat-
ed, in its entirety or with respect to any coverage group, on or
after the date of the enactment of the Social Security Amend-
ments of 1983.”.

(b) The amendment made by subsection (a) shall apply
to any agreement in effect under section 218 of the Social

Security Act on the date of the enactment of this Act, without



1
2
3
4
5
6
7
8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

11

regard to whether a notice of termination was in effect on
such date, and to any agreement or modification thereof
which may become effective under such section 218 after that
date.
EXCLUSION OF SERVICES PERFORMED BY MEMBERS OF
CERTAIN RELIGIOUS SECTS
SEC. 104. (a) Section 3121 of the Internal Revenue
Code of 1954 is amended by adding at the end thereof the
following new subsection:
“(v) MEMBERS OF CERTAIN RELIGIOUS FAITHS.—
“(1) EXEMPTION.—Any individual may file an
application (in such form and manner, and with such
official, as may be prescribed by requlations under this
chapter) for an exemption from the taz imposed by this
chapter with respect to wages paid to such individual
by an employer who is exempt from the tax imposed
under section 1401 by reason of an exemption granted
under section 1402(g), if such individual is a member
of a recognized religious sect or division thereof and is
an adherent of established tenets or teachings of such
sect or division by reason of which he is conscientious-
ly opposed to acceptance of the benefits of any private
or public insurance which makes payments in the
event of death, disability, old-age, or retirement or

makes payments toward the cost of, or provides services
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for, medical care (including the benefits of any insur-
ance system established by the Social Security Act).
Such exemption may be granted only if the application
contains or 1s accompanied by—

“t4) such evidence of such individual’s
membership in, and adherence to the tenets or
teachings of the sect or division thereof as the
Secretary may require for purposes of determin-
ing such individual’s compliance with the preced-
ing sentence, and

“B) his waiver of all benefits and other
payments under titles 11 and XVIII of the Social
Security Act on the basis of his wages and self-
employment income as well as all such benefits
and other payments to him on the basis of the
wages and self-employment income oanny other
person, |

and only if the Secretary of Health and Human Serv-
ices finds that—

“G) such sect or division thereof has the es-
tablished tenets or teachings referred to in the pre-
ceding sentence,

“G1) it is the practice, and has been for a
period of time which he deems to be substantial,

for members of such sect or division thereof to
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make provision for their dependent members

which 1n his judgment 18 reasonable in view of

their general level of living, and |

“@i1r) such sect or division thereof has been
i existence at all times since December 31,
1950.

An ezemption may not be granted to any individual if
any benefit or other payment referred to in subpara-
graph (B) became payable (or, but for section 203 or
222(b) of the Social Security Act, would have become
payable) at or before the time of the filing of such
waiver.

“(2) PERIOD FOR WHICH EXEMPTION EFFEC-
TIVE.—An exemption granted to any indiwidual pur-
suant to this subsection shall apply with respect to all
taxable years beginning after December 31, 1983,
except that such exemption shall not apply for any cal-
endar year—

“(4) beginning (i) before the calendar year
in which such individual first met the require-
ments of the first sentence of paragraph (1), or
(i) before the time as of which the Secretary of
Health and Human Services finds that the sect or

division thereof of which such individual is a
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member met the requirements of clauses (1) and
(1) of paragraph (1), or
“(B) ending (i) after the time such individu-
al ceases to meet the requirements of the first sen-
tence of paragraph (1), or (it) after the time as of
which the Secretary of Health and Human Serv-
ices finds that the sect or division thereof of which
he is a member ceases to meet the requirements of
clauses (1) and (i7) of paragraph (1).”.
(b) Section 210(a) of the Social Security Act 1s amend-

(1) by striking out “or” at the end of paragraph
(19);

(2) by striking out the period at the end of para-
graph (20) and inserting in lieu thereof *; or’; and

(3) by ad&ing at the end thereof the following new
paragraph:

“(21) Service performed, in the employ of an em-
ployer who is exempt from the tax imposed under sec-
tion 1401 of the Internal Revenue Code of 1954 by
reason of an exemption granted under section 1402(g)
of such Code, by an individual with respect to whom
an exemption has been granted (and is applicable)

under section 3121 () of such Code.”.
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(c) Section 3121(b) of the Internal Revenue Code of
1954 13 amended—

(1) by striking out “or” at the end of paragraph
(19);

(2) by striking out the period at the end of para-
graph (20) and wnserting in lieu thereof ; or”: and

(3) by adding at the end thereof the following new
paragraph:

“(R1) service performed, in the employ of an em-
ployer who is exempt from the tax imposed under sec-
tion 1401 by reason of an exemption granted under
section 1402(g), by an individual with respect to whom
an exemption has been granted (and is applicable)
under subsection (v) of tﬁis section.”.

(d) Section 202(v) of the Social Security Act is amend-
ed by inserting “or 3121(v)” after “1402(g)” each place it
appears.

(¢) The amendments made .by this section shall apply
with respect to remuneration paid after December 31, 1983.
PART B—CHANGES IN BENEFITS
SHIFT OF COST-OF-LIVING ADJUSTMENTS TO CALENDAR
YEAR BASIS

SEc. 111. (@)(1) Section 215(1)(2)(4)(ii) of the Social
Security Act is amended by stﬁking out “June” and insert-

ing in liew thereof “December”’.
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(2) Section 215(1)(2)(4)(i1i) of such Act is amended by
striking out “May” and inserting in liew thereof “Novem-

"

ber”.
(3) Section 215(1)(2)(B) of such Act is amended by
striking out “May” each place it appears and inserting in
lieu thereof in each instance “Novembe.r”.
(4) Section 203(f)(8)(4) of such Act is amended by
striking out “June’ and inserting in lieu thereof “Decem-

"

ber”.

(5) Section 230(a) of such Act is amended by striking
out “June” and inserting in lieu thereof ‘“December”.

(6) Section 215(1)(2) of such Act as in effect in Decem-
ber 1978, and as applied in certain cases under the provi-
sions of such Act as in effect after December 1978, is amend-
ed by striking out ‘“June” in subparagraph (A)(ii) and in-
serting in lieu thereof “December”, and by striking out
“May” each place it appears in subparagraph (B) and in-
serting in lieu thereof in each instance “November”.

(7) Section 202(m) of such Act (as it applies in certain
cases by reason of section 2 of Public Law 97-123) 1is
amended by striking out “May” and inserting in lieu thereof
“November”. |

(8) The amendments made by this subsection shall

apply with respect to cost-of-living increases determined
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under section 215(1) of the Social Security Act for years

after 1982.

(b)(1) Section 215()(1)(4) of the Social Security Act
is amended by striking out “March 31" and inserting in liew
thereof “September 30", and by striking out “1974” and
inserting in lieu thereof “1982”".

(2) Section 215(.)(1)(4) of such Act as in effect in De-
cember 1978, and as applied in certain cases under the provi-
sions of such Act as in effect after December 1978, is amend-
ed by striking out “March 31” and inserting in lieu thereof
“September 30”.

(3) The amendments made by this subsection shall
apply with respect to cost-of-living increases determined
under section 215(1) of the Social Security Act for years
after 1983.

(c) Section 215(1)(4) of such Act is amended by insert-
ing “, and as amended by section 201 (a)(6) and (b)(2) of the
Social Security Amendments of 1983, " after “as in effect in
December 1978”.

(d) Notwithstanding any provision to the contrary in
section 215(1) of the Social Security Act, the “base quarter”
(as defined in paragraph (1)(4)() of such section) in the
calendar year 1983 shall be a ‘‘cost-of-living computation
quarter” within the meaning of pamgmph (1)(B) of such sec-

tion (and shall be deemed to have been determined by the

AMDT 516——2
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Secretary of Health and Human Services to be a “cost-of-
living computation quarter” under paragraph (2)(4) of such
section) for all of the purposes of such Act as amended by this
section and by other provisions of this Act, without regard to
the extent by which the Consumer Price Index has increased
since the last prior cost-of-living computation quarter which

was established under such paragraph (1)(B).

ELIMINATIOIN OF WINDFALL BENEFITS FOR INDIVIDUALS
RECEIVING PENSIONS FROM NONCOVERED EMPLOY-
MENT |
SEc. 112. (a) Section 215(a) of the Social Security

Act is amended by adding at the end thereof the following

new paragraph:

“7)(A) In the case of an individual who was not eligi-
ble for an old-age or disability insurance benefut for Decem-
ber 1983 and whose primary insurance amount would be
computed under paragraph (1) of this subsection, and who
first becomes eligible after 1983 to a monthly periodic pay-
ment (or a payment determined under subparagraph (D))
based (in whole or in part) upon his earnings for service
which did not constitute ‘employment’ as defined in section
210 for purposes of this title (hereafter in this paragraph and
in subsection (d)(5) referred to as ‘noncovered service’) of at
least one year’s duration, the primary insuranc. amount of

that individual during his entitlement to old-age or disability
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insurance benefits shall be computed or recomputed under
subparagraph (B) with respect to the initial month in which
the individual becomes eligible for such benefits, and shall be
periodically recomputed thereafter at such times as the Secre-
tary determines there has been a significant change in the
amount of such periodic payment.

“(B)(w)) If paragraph (1) of this subsection would apply
to that individual (except for subparagraph (A) of this para-
graph), there shall first be computed an amount equal to the
individual’s primary insurance amount under this subsection
(other than this paragraph), except that for purposes of such
computation the percentage of the individual’s average in-
dexed monthly earnings established by subparagraph (4)()
of paragraph (1) shall be the percent specified in clause (ii).
There shall then be computed (without regard to this para-
graph) a second amount, which shall be equal to the individ-
ual’s primary insurance amount under this subsection (other
than this paragraph), except that such second amount shall
be reduced by an amount equal to the applicable fraction (as
determined under subparagraph (E)) of the portion of the
monthly periodic payment attributable to noncovered service
to which the individual is entitled (or deemed to be entitled)
for the month for which such oid-age or disability insurance

benefuts are payable. For purposes of the preceding sentence,

the portion of the monthly periodic payment atiributable to
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noncovered service shall be that portion of such payment
which bears the same ratio to the amount of such payment as
the number of months of service in noncovered service to
which such benefit is attributable (but only counting any
such months occurring after 1956) bears to the total number
of months of service to which such benefit is attributable. The
individual’s primary insurance amount shall be the larger of
the two amounts computed under this subparagraph (before
the application of subsection (1)) and shall be deemed to be
computed under paragraph (1) of this subsection for the pur-
pose of applying other provisions of this title.

“(i3) For purposes of clause (i), the percent specified in
this clause 15—

“() 78.4 percent, with respect to individuals who
initially become eligible for old age or disability insur-
ance benefits, or who die (before becoming eligible for
such benefits) in 1984;

“(1I) 66.8 percent with respect to individuals who
so become eligible or die in 1985;

“(III) 55.2 percent with respect to individuals
who so become eligible or die in 1986;

“(IV) 48.6 percent with respect to individuals
‘who so become eligible or die in 1987; and

“(V) 82.0 percent with respect to individuals who

so become eligible or die in 1988 or thereafter.
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“(C) No primary insurance amount may be reduced by
reason of this paragraph below the amount of the primary
insurance amount as determined under paragraph (1)(C)G).

“(D)(1) Any periodic payment that otherwise meets the
requirements of subparagraph (A), but which is paid on other
than @ monthly basis, shall be allocated on a basis equivalent
to a monthly payment (as determined by the Secretary), and
such equivalent monthly payment shall constitute a monthly
periodic payment for purposes of this paragraph.

“(w) In the case of an individual who has elected to
recewe a periodic payment that has been reduced so as to
provide a survivors benefit to any other individual, the pay-
ment 15 deemed to be increased (for the purpose of any com-
putation under this paragraph) by such reduction.

“() If an individual to whom subparagraph (A) ap-
plies s eligible for a periodic payment beginning with a
month that 1s subsequent to the month in which he becomes
eligible for old-age or disability insurance benefits, the
amount of that payment for purposes of.subpamgmph (B)
shall be deemed to be the amount to which he 18, or 18 deemed,
to become entitled (subject to clauses (i), (ii), and (iv) of this
subparagraph) in such subsequent month.

“(w) For purposes of this subparagraph, the term ‘peri-
odic payment’ includes a payment payable in a lump sum if

U 18 @ commutation of, or a substitute for, periodic payments.
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1 “(E) For purposes of subparagraph (B), the applicable
fraction is—
“@G) in the case of an individual who first becomes
eligible during 1984 to a monthly periodic payment de-
scribed in subparagraph (4), one-fifteenth,

2

3

4

5

6 “(3) in the case of an individual who first be-
7 comes eligible during 1985 to a monthly periodic pay-
8 ment described in subparagraph (A), two-fifteenths,

9 “(iii) in the case of an individual who first be-
10 - comes eligible during 1986 to a monthly periodic pay-
11 ment described in subparagraph (4), one-fifth,

12 “(iw) in the case of an individual who first be-

13 comes eligible during 1987 to a monthly periodic pay-
14 ment described in subparagraph (4), four-fifteenths,

15 and
16 “(v) in the case of an individual who first be-
17 comes eligible during 1988 or thereafter to a monthly

18 periodic payment described in subparagraph (A), one-
19 third.

20 “(F) This paragraph shall not apply in the case of an
921 individual who has more than 30 years of coverage (as de-
22 fined in paragraph (1)(C)(i). In the case of an individual
93 who has more than 24 years of coverage (as so defined), the
24 figure ‘32 percent’ in subparagraph (B) shall, if larger, be
25 deemed to be—
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“(t) 90 percent, in the case of an individual who
has 30 or more of such years of coverage;

“(t) 80 percent, in the case of an individual who
has 29 of such years;

| “(11) 70 percent, in the case of an individual who

has 28 of such years;

“(iv) 60 percent, in the case of an individual who
has 27 of such years;

“(v) 50 percent, in the case of an individual who
has 26 of such years; and

“(v1) 40 percent, in the case of an individual who
has 25 of such years.”.

(b) Section 215(d) of such Act is amended by adding at
the end thereof the following new paragraph:

“(5)(4) In the case of an individual who was not eligi-
ble for an old-age or disability insurance benefit for Decem-
ber 1983 and whose primary insurance amount is not com-
puted under paragraph (1) of subsection (a) by reason of
paragraph (4)(B)(i1) of that subsection, and who first be-
comes eligible after 1983 to a monthly periodic payment (or a
payment determined under subsection (a)(7)(D)) based (in
whole or in part) wpon his earnings in noncovered service of
at least one year’s duration, his primary insurance amount
for purposes of his entitlement to old-age or disability insur-

ance benefits shall be the primary insurance amount comput-
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ed or recomputed under this subsection (without regard to
this paragraph and before the application of subsection 1)
reduced by an amount equal to the smaller of—

“(i) one-half of the primary insurance amount
(computed without regard to this paragraph and before
the application of subsection (1)), or

“(i) the applicable fraction (as determined under
subparagraph (B)) of the portion of the monthly peri-
odic payment (or payment determined under subsection
(a)(?)(D)) attributable to moncovered service to whach
that individual is entitled (or deemed to be entitled) for
the initial month of his eligibility for old-age or dis-
ability insurance benefits.

For purposes of the preceding sentence, the portion of the
monthly periodic payment attributable to noncovered service
shall be that portion of such payment which bears the same
ratio to the amount of such payment as the number of months
of service in moncovered service to which such benefit 1s at-
tributable bears to the total number of months of service to
which such benefit is attributable. The amount of such peri-
odic payment for purposes of clause (ii) shall be periodically
recomputed at such times as the Secretary determines there
has been a significant change m the amount of such periodic

payment.
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“(B) For purposes of subparagraph (4), the applicable
fraction 1s—

“(i) in the case of an individual who first becomes
eligible during 1984 to a monthly periodic payment de-
scribed in subparagraph (4), one-fifteenth,

“@it) in the case of an individual who first be-
comes eligible during 1985 to a monthly periodic pay-
me;zt described in subparagraph (4), two-fifteenths,

“@11) in the case of an individual who first be-
comes eligible during 1986 to a monthly periodic pay-
ment described in subpamgmph (4), one-fifth,

“tv) in the case of an indwidual who first be-
comes eligible during 1987 to a monthly periodic pay-
ment described in subparagraph (4), four-fifteenths,
and

“0) in the case of an individual who first be-
comes eligible during 1988 or thereafter to a monthly
pertodic payment described in subparagraph (4), one-
third.”.

“(C) No primary insurance amount may be reduced by
reason of this paragraph below the amount of the primary
insurance amount as determined wunder subsection
@)(1)(C)).” |

(c) Section 215(f) of such Act is amended by adding at
the end the following new paragraph:
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“(9)(4) In the case of an individual who first becomes
eligible for a periodic payment determined under subsection
(@)(7)(A) or @)(7)(D) in a month subsequent to the first
month in which he becomes eligible for an old-age or disabil-
ity insurance benefit, and whose primary insurance amount
has been computed without regard to either such subsection or
subsection (d)(5), such individual’s primary insurance
amount shall be /recomputed, in accordance with either such
subsection or subsectioﬁ (@)(5), as may be applicable, effec-
tive with the first month of his concurrent eligibility for
either such benefit and such periodic payment.

“(B) If an indwidual’s primary insurance amount has
been computed under subsection (a)(7) or (@)(5), and it be-
comes necessary to recompute that primary insurance
amount under this subsection—

“6) so as to increase the monthly benefit amount
payable with respect to such primary insurance
amount (other than in the case of the individual’s
death), such increase shall be determined as though
such primary insurance amount hod initially been
computed without regard to subsection (a)(7) or (d)(5),

or
“(i1) by reason of the individual’s death, such pri-

mary insurance amount shall be recomputed without
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regard to (and as though it had never been computed

with regard to) subsection (a)(7) or (d)(5).

“(0) In the case of any individual whose primary in-
surance amount is subject to the requirements of subsection
@)(7) or (d)(5), the amount of such primary insurance
amount shall be recomputed as may be required under such
subsections by reason of a significant change in the amount
of the relevant periodic payment.”,

(d) Sections 202(e)(2)(B)(i) and 202(f)(3)(B)() of such
Act are each amended by striking out “section 215()(5) or
(6)” and inserting in lieu thereof “section 215(f)(5),
R15(f)(6), or 215(H)(9)(B)”.

BENEFITS FOR SURVIVING DIVORCED SPOUSES AND
DISABLED WIDOWS AND WIDOWERS WHO REMARRY

SEC. 113. (a)(1) Section 202(e)(3) of the Social Secu-
ity Act 1s repealed.

(2) Section 202(e)(4) of such Act is amended to read as
follows: |

“(4) For purposes of paragraph (1), if—

“(4) a widow or a surviving divorced wife mar-
ries after attaining age 60, or

“(B) a disabled widow or disabled surviving di-
vorced wife described in paragraph (1)(B)(i1) marries

after attaining age 50,

such marriage shall be deemed not to have occurred.”,
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(h)(1) Section 202(f)(4) of such Act is repealed.

(2) Section 202(f)(5) of such Act 1s amended to read as
follows:

“(5) For purposes of paragraph (1), if—

“(A) @ widower marries after attaining age 60, or
“(B) a disabled widower described in paragraph

(1)(B)(ii) marries after attaining age 50,
such marriage shall be deemed not to have occurred.”.

(c)(1) The amendments made by subsection (a) shall be
effective with respect to monthly benefits payable under title
1I of the Social Security Act for months after December
1983.

(2) In the case of an individual who was not entitled to
a monthly benefit under title II of such Act for December
1983, no benefit shall be paid under such title by reason of
such amendments unless proper application for such benefit
18 made.

DETERMINATION OF PRIMARY INSURANCE AMOUNT FOR
DEFERRED SURVIVOR BENEFITS

Sec. 114. (a) Section 215(a) of the Social Security
Act is amended by adding at the end thereof the following
new paragraph:

“8)(4) If a person is entitled to benefits under subsec-
tion (e) or () of section 202 on the basis of the wages and

self-employment income of a deceased individual whose pri-
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mary insurance amount would otherwise be determined
under paragraph (1), the primary insurance amount of such
deceased individual shall be determined, for purposes of de-
termining the amount of the benefit under such subsection, as
if such deceased individual died in the year in which the
person entitled to benefits under such subsection first became
eligible for such benefits or, if earlier, the year in which such
deceased indindual would have attained age 62 if he had not
died (except that the actual year of death of such deceased
individual  shall be wused for purposes of section
R15()(2)(B)w)(11)).

“(B) Notwithstanding subparagraph (A), if a person—

“@) 1s entitled to beneﬁts under subsection (e) or
(f) of section 202 on the basis of the wages and self-
employmeﬁt income of a deceased individual, and
“0) was entitled to benefits under this title on

the basis of the wages and self-employment income of

such deceased individual in the month before the month

in which such person became eligible for the benefits

described wn clause (1),
the primary insurance amount of such deceased individual
shall be the primary insurance amount determined under the
rules which would apply (but for subparagraph (4)) or the
primary insurance amount determined under subparagraph

(4), whichever is larger.”.
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(b) The amendments made by subsection () shall apply
to the benefits of individuals who become eligible for benefits
under section 202 (¢) and (f) of the Social Security Act after
December 1984.

BENEFITS FOR DIVORCED SPOUSE REGARDLESS OF
WHETHER FORMER SPOUSE HAS RETIRED

Sec. 115. (a) Section 202(b) of the Social Security
Act is amended by adding at the end thereof the following
new paragraph:

“(5) For purposes of determining the entitlement of a
divorced wife to a benefit under this subsection and the
amount of such benefit, in the case of a wife who has been
divorced from her former husband for a period of not less
than 24 months—

“(4) such former husband shall be deemed to be
entitled to an old-age insurance benefit if he would be
entitled to such a benefit if he applied therefor; and

“(B) the amount of such benefit for such divorced
wife shall be determined wuthout regard to reductions
which are or would be made under section 203 on ac-
count of work performed by such former husband.”.
(b)(1) The amendment made by subsection (@) shall be

effective with respect to monthly benefits payable under title
II of the Social Security Act for months after December

1984.
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() In the case of an individual who was not entitled to
@ monthly benefit under title 11 of such Act for December
1984, no benefit shall be paid under such title by reason of
such amendment unléss proper application for such benefit is
made.

INCREASE iN BENEFIT AMOUNT FOR DISABLED WIDOWS
AND WIDOWERS

SEc. 116. (@)(1) Section 202(q)(1) of the Social Secu-
rity Act is amended by striking out the semicolon at the end
of subparagraph (B)(ii) and all that follows and inserting in
lieu thereof a period.

(@) Section 202(q)(6) of such Act is amended to read as
follows:

“(6) For purposes of this Subsection, the ‘reduction
period’ for an old-age, wife’s, hushand’s, widow’s, or widow-
er's insurance benefit is the period beginning—

“(4) in the case of an old-age or hushand’s insur-
ance benefit, with the first day of the first month for
which such individual is entitled to such benefit,

“(B) in the case of a wife’s insurance benefit,
with the first day of the first month for which a certifi-
cate descm'll)ed n paragraph (5)(4)() is effective, or

“(C) in the case of a widow’s or widower’s insur-
ance benefit, with the first day of the first month for

which such individual is entitled to such benefit or the
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first day of the month in which such individual attains

age 60, whichever 18 later,
and ending with the last day of the month before the month in
which such individual attains retirement age.”

(3) Section 202(q)(7) of such Act s amended by strik-
ing out the matter preceding subparagraph (4) and inserting
in liew thereof the following:

“(7) For purposes of this subsection, the ‘adjusted re-
duction period’ for an old-age, wife’s, husband’s, widow s, or
widower’s insurance benefit is the reduction period prescribed
in paragraph (6) for such benefit, excluding—""

(4) Paragraphs (1)(B)(i), (3)(E)(w), and (3)(F)(ii) of
section 202(q) of such Act are each amended by striking out
“(6)(4)” and inserting in lieu thereof in each instance ‘(6)".

(5) Section 202(q)(3)( G) of such Act is amended by
striking out “paragraph (6)(4) (or, if such paragraph does
not apply, the period specified in paragraph (6)(B))” and
inserting in lieu thereof “paragraph ( 6)".

(6) Section 202(q)(10) of such Act 1s amended—

(4) by striking out “or an additional adjusted Te-
duction period’;

(B) in subparagraphs (B)(i), (C)(), and (C)(i3),
by striking out , plus the number of months in the
adjusted additional reduction period multiplied by *Ya40

of 1 percent”; and



© ® T O O R W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

33
(C) in subparagraph (B)Gi), by striking out *
plus the number of months in the additional reduction
period multiplied by *%4 of 1 percent”.

(b)(1) The amendments made by this section shall be
effective with respect to monthly benefits under title 11 of the
Social Security Act for months after December 1983.

(2) In the case of an individual who was not entitled to
@ monthly benefit under title II of such Act for December
1983, no benefit shall be paid under such title by reason of
such amendments unless proper application for such benefit
s made. |
ADJUSTMENT TO COST-OF-LIVING INCREASE WHEN TRUST

FUND RATIO FALLS BELOW 20 PERCENT

SEc. 117. (a) Section 215()(2)(4) () of the Social Se-
curity Act is amended, in the matter following clause (111),
by striking out “The increase shall be derived” and inserting
in lieu thereof “Except as otherwise provided in paragraph
(5), the increase shall be derived”.

(b) Section 215() of such Act is aﬁended by adding at
the end thereof the following new paragraph.:

5)(4) The amount of the increase under paragraph
(2) to become effective for monthly benefits payable for De-
cember 1988 or any December thereafter shall, if the Secre-
tary makes a finding under this paragraph that the combined

trust funds ratio (as defined in subparagraph (D)) as of the

AMDT 516——3
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start of business on January 1 of the calendar year in which
such December falls is less than 20.0 percent, be determined
under paragraph (2) by substituting— |
“(i) the percentage (rounded to the mearest one-
tenth of 1 percent) by which the average of the total
wages for the preceding calendar year (as determined
for purposes of subsection (b)(3)(4)(i1)) exceeds such
average for the second preceding calendar year (and if
no increase in such wages took place, the percentage
shall be deemed to be zero), for
“Gi) the percentage otherwise applicable under

paragraph (2),
but only if the percentage determined under clause (1) is less
than the percentage determined under clause (i1).

“(B) In any case in which a cost-of-living adjustment
would not be made under this subsection on account of the
relevant increase in the Consumer Price Index being less
than 8 percent, no such cost-of-living increase shall be made
by reason of this paragraph. For purposes of any subsequent
determination of a cost-of-living increase based upon a period
of more than 12 months, the percentage of the cost-of-living
increase (if any) to be applied under paragraph (2) shall be
the sum of the percentage increases for each relevant 12-
month period in such longer period which would have been

effective under this subsection (including this paragraph) but
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for the provision of parayraph (1) which limits such increases
only to cases in which the relevant increase in the Consumer
Price Indez is equal to or greater than 3 percent.

“(C) The Secretary shall make the finding with respect
to the combined trust funds ratio (as of the start of business
on January 1 of each calendar year) on October 1 of each
calendar year, based upon the most recent data available as
of that time.

“(D) For purposes of this paragraph, the term ‘com-
bined trust funds ratio’ means the ratio of—

“(i) the combined balance in the Federal Old-Age
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund, reduced by the
amount of any outstanding loan (including interest
thereon) from the Federal Hospital Insurance Trust
Fund, as of the start of business on January 1 of any
calendar year, to

“(it) the amount estimated by the Secretary to be
the total amount to be paid from the Federal Old-4ge
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund during such calendar
Year for all purposes authorized by section 201, but ex-
cluding any transfer payments between such trust
funds and reducing the amount of any transfer to the

Railroad Retirement Account by the amount of any
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transfers into either such trust fund from the Railroad
Retirement Account.

“(E) If any increase under paragraph (2) has been de-

termined on the basis of the substitute formula in subpara-
graph (4)G) of this paragraph, and, for any succeeding cal-
endar year, the Secretary determines that the combined trust
funds ratio is greater than 32.0 percent, the Secretary shall
pay additional benefits with respect to the 12-month period
beginning witi the following December in amounts not to

exceed—

“G) in the aggregate, a total amount which, ac-
cording to actuarial estimate, equals the amount by
which the balance in such trust funds on the date of
such determination exceeds the amount mnecessary to
effect a combined trust funds ratio of 32.0 percent for
the following year; and

“(3i) with respect to any individual, for benefits
for each month in such 12-month period, an amount
equal to one-twelfth of the total amount by which all
benefits paid to him during all previous years were less
than the amounts which would have been paid to him

but for the provisions of this paragraph.

23 Such additional benefits shall be paid as a percentage in-

94 crease in the monthly benefits otherwise payable for months

95 during such 12-month period. If there are mot sufficient
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funds available to pay additional benefits in the full amount
to all indiniduals (taking into account the limitation in
clause (1)), amounts paid under this subparagraph shall be
paid on a pro rata basis to all individuals who are entitled to
any such amount and are entitled to a benefit under this title
for the months in which such additional amounts are being
paid.

“‘_(F) In any case in which additional payments are
made by reason of the provisions of subparagraph (E), for
purposes of determining benefit amounts for months after the
12-month period for which such additional bénefits were
made, the percentage increase under this subsection applica-
ble to benefits payable for such 12-month period shall be
deemed to be the actual percentage achieved by reason of such
additional payments (as measured with respect to payments
which are not subject to reduction under any other provision.
of this Act).”’.

(c) Only with respect to the determination made for
Joanuary 1, 1988, the combined trust fund ratio for such year
(for purposes of determining the increase under section
R15() of the Social Security Act for benefits payable for
December of such year) shall be determined by using the ac-
tuarial estimate of the Secretary of Health and Human serv-

ices of the ratio of—
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(1) the combined balance which will be avarlable
in the Federal Old-Age and Survivors Insurance
Trust Fund and the Federal Disability Insurance
Trust Fund, reduced by the amount of any outstanding
loan (including interest thereon) from the Federal Hos-
pital Insurance Trust Fund, at the close of business on
December 31 of such calendar year, to

(2) the amount estimated by the Secretary to be
the total amount to be paid from the Federal Old-Age
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund for calendar year
1988 for all purposes authorized by section 201 of such
Act, but excluding any transfer payments between such
trust funds, and reducing the amount of any transfer
to the Railrond Retirement Account by the amount of
any transfers into either such trust fund from the Rail-

road Retirement Account.

(d) Section 1617(a)(2) of the Social Security Act 18

19 amended by inserting *, or, if greater, the percentage by

20 which benefit amounts under title 11 would be increased for

91 such month but for the provisions of section 215()(5),” ofter

22 “are increased for such month’.
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1 INCREASE IN OLD-AGE INSURANCE BENEFIT AMOUNTS ON
2 ACCOUNT OF DELAYED RETIREMENT

3 SEc. 118. (a) Section 202(w)(1)(4) of the Social Secu-
4 ity Act is amended to read as follows:

5 “(4) the applicable percentage (as determined
6 under paragraph (6)) of such amount, multiplied by”.
7 (b) Section 202(w) of such Act is amended by adding at

8 the end thereof the following new paragraph:

9 “(6) For purposes of paragraph (1)(4), the applicable
10 percentage is—

11 “(4) %2 of 1 percent in the case of an individual
12 who first becomes eligible for an old-age insurance

13 benefit before 1979; and

14 “(B) 74 of 1 percent in the case of an individual
15 who first becomes so eligible after 1978, and before
16 1990;

17 “0) in the case Qf an indwidual who first be-

18 comes so eligible after 1989 and before 2009, a per-
19 centage equal to the percentage in effect under this sub-

20 paragraph for individuals who first became eligible in

21 ‘the preceding calendar year (as increased pursuant to
22 this clause), plus Vs of 1 percent, and
23 “(D) n the case of an individual who first be-

24 comes so eligible after 2008, % of 1 percent.”.
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(c)(1) Paragraphs (2)(4) and (3) of section 202(w) of
such Act are each amended by striking out “age 72" and
inserting in liey thereof “age 70”. |

(2) The amendments made by paragraph (1) shall apply
with respect to increment months in calendar years ofter
1983.

INCREASE IN RETIREMENT AGE

SEc. 119. (a) Section 216 of the Social Security Act 1
amended by inserting before subsection (b) the following new
subsection:

“Retirement Age

“(@) (1) The term ‘retirement age’ means—

“(4) with respect to an individual who attains the
early retirement age (as defined in paragraph (2))
before January 1, 2000, 65 years of age;

“UB) with respect to an individual who attains
early retirement age after December 31, 1999, and
before January 1, 2012, 65 years of age plus the
number of months in the age increase factor (as deter-
mined under paragraph (3)) for the year in which such
individual attains early retirement age; and:

“(C) with respect to an individual who attains

early retirement age ofter December 31, 2014, 66
years of age.
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“(2) The term ‘early retirement age’ means age 62 in
the case of an old-age, wife’s, or husband’s benefit, and age
60 in the case of a widow’s or widower’s benefit,

“(3) The age increase factor for individuals who attain
early retirement age in the period described in subparagraph
(B) shall be equal to one-twelfth of the number of months in
the period beginning with January‘ 2000 and ending with
December of the year in which the individual attains early
retirement age.

(b)(1) Section 202(g)(9) of such Act is amended to read
as follows:

“(9) The amount of the reduction for early retirement
specified in paragraph (1) shall be periodically revised by the
Secretary such that—

“(A) for old-age insurance benefits, wife’s insur-
ance benefits, and husband’s insurance benefits, the re-
duction applicable to an individual entitled to such a
benefit at an age not more than 3 years lower than the
retirement age applicable to such individual, shall be
the same as under such paragraph (1), and such reduc-

~ twon shall be increased by fe-twelfths of 1 percent for
each month below that age which is 3 years lower than
the applicable retirement age; and

“(B) for widow’s insurance benefits and widow-

er’s insurance benefits, the reduction for those entitled
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to such benefits at the earliest possible early retirement
age shall be the same as specified in paragraph (1),
and those for later ages shall be established by linear
interpolation between the applicable reduction for such
earliest possible early retirement age and a factor of

unity at the applicable retirement age.”

(2) Section 202(q)(1) of such Act is amended by strik-

ing out “If” and inserting in lieu thereof “Subject to para-

graph (9), if". | |
" (c) The Social Security Act is amended—

(1) by striking out “age 65" or ‘“age of 65", as
the case may be, each place it appears in the following
sections and inserting in lieu thereof in each instance
“retirement age (as defined in section 216(a))":

(4) subsections (@), (b), (c), (@), (e), (), (@),

(r), and (w) of section 202,

(B) subsections (c) and (f) of section 203,

(C) section 211(b)(3),

(D) subsection (f) of section 215,

(E) subsections (h) and (i) of section 216,

(F) section 223(a),

(G) subsections (a), (b), (c), and (e) of sec-
tion 226, |

(H) section 1811,

(I) section 1818(a)(1),
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(J) section 1836(2),
(K) section 1837,
(L) subsections (c) and (f) of section 1839,
(M) section 1838,
(N) section 1844(a), and
(0) section 1876(a)(5);
Q) by striking out “age sixty-five” in section
203(c) and inserting in liew thereof “retirement age (as
defined in section 216(a))”: and
(3) by striking out “age of sizty-five” in section
223(a) and inserting in lieu thereof “retirement age
(as defined in section 216(a))”’.
ADJUSTMENTS IN OASDI BENEFIT FORMULA
SEc. 120. (a) Section 215(a)(1)(A) of the Social Secu-
rity Act is amended by striking out “90 percent” in clause
(1), “32 percent” in clause (ii), and “15 percent” in clause
(i) and inserting in lieu thereof in each instance “the appli-
cable percentage (determined ﬁnder paragraph (8))”.
(b) The first sentence of section 215(a)(7)(B) of such
Act (as added by section 113(a) of this Act) is amended by
striking out “61 percent” and inserting in lieu thereof “the
applicable percentage as determined under paragraph (8)”.
(c) Section 215(a) of such Act is further amended by
adding at the end thereof (after the new paragraph added by
section 113 of this Act) the following new paragraph.:
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“8) The ‘applicable percentages’ for purposes of clauses
(), (i), and (iii) of paragraph (1)(4), and the ‘applicable
percentage’ for purposes of the first sentence of paragraph
(7)(B), shall be determined as follows:

“For individuals who The ‘applicable percentage'—

initially become eligible for
old-age or disability
insurance benefits, or who

for purposes of clause
for purposes of clause (1) of pamgraﬁh for purposes of clause

; . g i) o raph 1)(4) and the first i1) 0 raph
e o i e QBT e g T
any year from 1979 .

through 1999 ............ 90.0 32.0 15.0
2000.......ooioiiniaaeen 89.4 31.8 14.9
OO0T.......covueirerannniaeenee 88.8 31.6 14.8
B 711 88.2 31.4 14.7
R003......cooiriiiinanenns 87.6 31.1 14.6
RO0A.......ooovnvevnivananne 87.0 30.9 14.5
2005.......coovuriirerarinnnnns 86.4 30.7 144
R006.......o.cooeoenranraiannene 85.8 30.5 14.3
2007 or thereafter ......... 85.2 30.3 142
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PHASEOUT OF EARNINGS LIMITATION FOR BENEFICI-

ARIES WHO HAVE ATTAINED RETIREMENT AGE

SEec. 121. (a) Section 203(/)(8)(D) of the Social Secu-
rity Act is amended by inserting “G)” after “(D)” and
adding at the end thereof the following new clause:

“(1) Notwithstanding any other provision of this sub-
section, the exempt amount applicable to any individual who
has attained retirement age, as otherwise determined under
this subsection, shall be increased by—

“(I) $250 for each month in any tazable year

ending after 1989 and before 1991;

“(I) $500 for each month in any tazable 'yéar_

ending after 1990 and before 1992;
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“(I111) $750 for each month in any taxable year

ending after 1991 and before 1993;

“(IV) $1,000 for each month in any tazable year
ending after 1992 and before 1994; and
“V) $1,250 for each month in any tazable year

ending after 1993 and before 1995.”.

(b) Section 203(c)(1) of the Social Security Act is
amended by striking out “the age of seventy” and inserting
in lieu thereof “‘retirement age”.

(c) The last sentence of section 203(c) of such Act is
amended by striking out “nor shall any deduction” and all
that follows and inserting in lieu thereof “nor shall any de-
duction be made under this subsection from any widow’s or
widower's insurance benefits if the widow, surviving divorced
wife, widower, or. surviving divorced hushand involved
became entitled to such benefit prior to attaining age 60.”,

(@) Section 203(d)(1) of such Act is amended by strik-
ing out “the age of seventy”vand inserting in lieu thereof
“retirement age”.

(e) Section 203(f)(1) of such Act is amended—

(1) in clause (B), by striking out “the age of sev-
enty” and inserting in liew thereof “retirement age:
(2) by amending clause (D) to read as follows:

“(D) for which such individual is entitled to widow’s
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or widower’s insurance benefits if such individual

became so entitled prior to attaining age 60, and

(3) by striking out ‘the applicable exempt
amount” each place it appears and inserting in lieu
thereof in each instance ‘the exempt amount”.

(f) Section 203(f)(3) of such Act is amended—

(1) by striking out “applicable ezempt amount”
and inserting in lieu thereof “exempt amount’’; and

(2) by striking out “age 70" and inserting in lheu
thereof “‘retirement age’’. |
(@) Section 203())(4)(B) of such Act 1s amended by

striking out “applicable exempt amount’ and inserting n
lieu thereof “‘exempt amount”’.

(h) Section 203((8)(A) of such Act is amended by
striking out “exempt amounts (separately stated for individ-
uals described in subparagraph (D) and for other individ-
uals) which are to be applicable” and inserting in lieu thereof
“exempt amount which is to be applicable”.

(i) Section 203(f)(8)(B) of such Act s amended—

(1) by striking out “Except as otherwise provided
in subparagraph (D), the exempt amount which 8 ap-
plicable to individuals described in such subparagraph
and the exempt amount which is applicable to other in-
dividuals, for each month of a particular tazable year,

shall each be” and inserting in liew thereof “The
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exempt amount for each month of a particular tazable
year shall be’’;

() in clause (1), by striking out “corresponding”’;
and

(3) in the matter following clause (ii), by striking
out “an exempt amount” and 1inserting in liew thereof

“the exempt amount”’.

() Section 203(f)(8) of such Act is amended by striking

out subparagraph (D) thereof.

(k) Section 203(h)(1)(4) of such Act is amended—

(1) by striking out “applicable exempt amount”
and nserting in lieu thereof “exempt amount” and

(2) by striking out “age 70" each place it appears
and nserting in lieu thereof in each instance “retire-

ment age”’

(1) Section 203(j) of such Act is amended—

(1) by striking out “Age Seventy” in the heading
thereof and inserting in lieu thereof “Retirement Age’;

and

(2) by striking out “seventy years of age” and in-

~ serting in lieu thereof “retirement age’.

(m) Section 202(w)(2) of such Act (as amended by sec-

23 tion 118 of this Act) is further amended by inserting “for

24 months prior to 1984 before “and prior”,
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(n) The amendments made by this section, other than
subsection (@) and subsection (m), shall be effective with re-
spect to tazable years ending after 1994.

INCREASE IN DROPOUT YEARS FOR TIME SPENT IN
CHILD CARE

SEc. 122. (a) Section 215(b)(2)(4) of the Social Secu-
rity Act is amended, in the third sentence thereof—

(1) by striking out “clause (11)” each place it ap-
péars and inserting in lieu thereof in each instance
“clause (1) or (11)": and

(2) by striking out “a combined total not exceed-
ing 8" and inserting ‘@ combined total not exceeding
7", |
(b) The amendments made by this section shall apply

only with respect to individudls who first become eligible for
benefits under title 11 of the Social Security Act for months
after December 1983.

LIMITATION ON PAYMENTS TO PRISONERS

SEc. 123. (a) Section 202 of the Social Security Act 1s
amended by adding at the end thereof the following new sub-
section:

“Suspension of Benefits for Inmates of Penal Institutions

“(z)(1) Notwithstanding any other provision of this
title, no monthly benefits shall be paid under this section or

under section 223 to any individual for any month during
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which such individual is confined in a jail, prison, or other
penal institution or correctional facility, pursuant to his con-
viction of an offense which constituted a felony under appli-
cable law.

“2) Benefits which would be payable to any individual
(other than a confined individual to whom benefits are not
payable by reason of paragraph (1)) under this title on the
basis of the wages and self-employment income of such a con-
fined individual but for the provisions of paragraph (1), shall
be payable as though such confined individual were recelving
such benefits.

“(3) Notwithstanding the provisions of section 55%a of
title 5, Unated States Code, or any other provision of Federal
or State law, any agency of the United States Government
or of any State (or political subdivision thereof) shall make
available to the Secretary, upon written request, the name
and social security account number of any individual who is
confined in a jail, prison, or other penal institution or correc-
tional facility under the jurisdiction of such agency, pursu-
ant to his conviction of an offense which constituted a felony
under applicable law, which the Secretary may require to
carry out the provisions. of this subsection.”,

(b) Section 223 of such Act is amended by striking out

subsection (f).

AMDT 516——4
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(c) The amendments made by subsections (a) and (b)

shall apply with respect to monthly benefits payable for
months beginning on or after the date of the enactment of this
Act.

LIMITATIONS ON PAYMENTS TO NONRESIDENT ALIENS

Src. 194. (a) Section 202(t)(1) of the Social Security
Act is amended to read as follows:

“1)(4) Notwithstanding any other provision of this
title (but subject to subparagraphs (B) through (D) of this
paragraph), no monthly benefit shall be paid under this sec-
tion or section 223 for any month to any individual who 18
not a citizen or national of the United States if such indiid-
ual is outside the United States.

“(B) For purposes of this paragraph, an indwidual
shall be considered to be outside the United States in any
month only if such month occurs—

“Gi) after the sizth consecutive calendar month
during all of which (as determined by the Secretary on
the basis of information furnished to him by the Attor-
ney General or information which otherwise comes to
his attention) such individual 1s outside the United
States, and

“(i1) prior to the first month thereafter during all
of which such individual has been in the United

States;
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but in applying the preceding provisions of this subparagraph
an indwidual who has been outside the United States for any
period of 30 consecutive days shall be treated as remaining
outside the United States until he has been in the United
States for a period of 30 consecutive days.

“(C)@) An individual who is otherwise prevented by
subparagraph (4) from receiving benefits under this title
shall nevertheless be paid such benefits, as though such sub-
paragraph were inapplicable, until the total amount of such
benefits (excluding amounts withheld from such benefits
under section 1441 of the Internal Revenue Code of 1954)
equals the total amount of the taxes payable under sections
3101 and 1401 of the Internal Revenue Code of 1954 (or the
corresponding provisions of prior law) with respect to the
wages and self-employment income on which such benefits
are based (as determined by the Secretary on the basis of
such wages and self-employment income) plus interest (as de-
termined under clause (111)).

“(r) In determining the total amount of benefits pay-
able to an individual under clause (i) with respect to the
wages and self-employment income of any individual, the
Secretary shall take into account all benefits paid before such
determination is made on the basis of such wages and self-

employment income (wherever paid).
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“(iii) For purposes of this subparagraph, interest on
tazes payable under sections 3101 and 1401 of the Internal
Revenue Code of 1954 (or corresponding provisions of prior
law) shall be compounded annually from July 1 of the year
in which such tazes were payable only until the last day of
the year preceding the year in which the individual on the
basis of whose wages and self-employment income benefils
are to be paid attains age 62, becomes disabled, or dues,
whichever occurs first, at a rate of 3.0 percent for the period
after 1936 and before 1951, and, for each year ofter 1950, at
a rate equal to the average of the twelve monthly interest rates
determined under section 201 for such year.

“(D) For purposes of this paragraph, the term ‘United
States’ (when used in either a geographical or political sense)
means the States, the District of Columbia, the Common-
wealth of Puerto Rico, the Virgin Islands, Guam, American
Samoa, the Trust Territory of the Pacific Islands, and any
other territory or possession of the United States.”

(b) Section 202(t)(2) of such Act is repealed.

(c) Section 202(t)(3) of such Act is amended to read as
follows:

“(3) Paragraph (1) shall not apply—

“(A) in any case where its application would be

contrary to any treaty obligation of the United States
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wn effect on the date of the enactment of the Social Se-

curity Amendments of 1983, or

‘“UB) to individuals who are citizens or residents
of @ country with which the United States has con-
cluded an winternational social security agreement pur-
suant to section 233, unless otherwise provided by such
agreement.”.

(d) Section 202(t)(4) of such Act is amended—

(1) by striking out subparagraphs (4) and (B);

(2) by redesignating subparagraphs (C), (D), and
(E) as subparagraphs (4), (B), and ( C); and

(3) by striking out the semicolon at the end of
subparagraph (C) (as so redesignated) and oll that fol-
lows and inserting in lieu thereof o period.

(e) The heading of section 202(t) of such Act is amended
by adding at the end thereof the following: “; Prohibition
Against Payment of Benefits to Aliens Not Permanent Resi-
dents”.

(D(1) The amendments made by the preceding subsec-
tions shall apply with respect to any individual who natially
becomes eligible for benefits under section 202 or 223 of the
Social Security Act after December 31, 1984.

(2) Section 202(t) of the Social Security Act (as in
effect on the day before the date of enactment of this Act)

shall apply with respect to individuals who are eligible for



W OO 3 & Ot B W o -

VI I T T N T~ S e R e TR e B e N s el e sy
UIPODMHOGQW-JGUYPCOMHO

54
benefits under section 202 or 223 of such Act before January
1, 1985.
REDUCTION OF COST-OF-LIVING INCREASE IF TRUST
FUNDS RATIO IS BELOW 20 PERCENT AND DECLINING

SEc. 125. (a) Section 215(i) of the Social Security Act
is amended by adding at the end thereof the following new
paragraph:

“(5)(4) On or before July 1 of each calendar year after
1983, the Secretary shall determine whether the estimated
0ASDI trust fund ratio for the second calendar year follow-
ing. such calendar year will be—

“(i) less than 20.0 percent; and

“(is) less than the estimated OASDI trust fund
ratio for the first calendar year following the year m
which such determination is made.

“(B) If the Secretary finds that the OASDI trust fund
ratio for the second calendar year following such calendar
year will be less than each of the ratios described in clauses
(i) and (i1) of subparagraph (4), the Secretary shall—

“(i) notify the Congress on or before July 1 of
such calendar year that, absent a change of circum-
stances, it will be necessary to reduce thek amount of
the percentage cost-of-living increase otherwise payable
under ths subsection with respect to benefits for

months after November of such calendar year; and
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“(11) absent a change of circumstances before such
cost-of-living increase is determined that will allow the
full amount of benefits otherwise payable to be paid in
a timely fashion, réduce the amount of such percentage
increase (but mot below zero) in accordance with sub-
paragraph (C) to the extent necessary to ensure that
the OASDI trust fund ratio for the second calendar
year following the calendar year in which the determi-
nation is made will not fall below the lower of—

“(1) 20.0 percent, or

“(11) the OASDI trust fund ratio for the
calendar year following the calendar year in
which the determination is made.

“(C) In reducing a cost-of-living percentage increase
under subparagraph (B), the Secretary shall first apply such
reduction to the percentage increase otherwise payable with
respect to monthly benefits payable under this section that are
based on a primary insurance amount of $250 or more for
the month preceding such cost-of-living increase; the percent-
age increase applied to the primary insurance amount used to
determine all other monthly benefits shall not be such as to
incréase such primary insurance amounts above $250. If
further reduction in outgo is required, a reduction in the per-

centage increase applicable with respect to monthly benefits
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1 based on a primary insurance amount of less than $250 for

2 such preceding month shall be made.

3

“(D) For purposes of this paragraph, the term ‘OASDI

4 trust fund ratio’ shall mean, with respect to any calendar

5 year, the ratio of—

6

1

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

“(i) the amount estimated by the Secretary to be
equal to the combined balance in the Federal Old-Age
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund as of the start of
business on January 1 of such calendar year, taking

into account any cost-of-living increase that otherwise

would he made with respect to benefits paid during

such year, and any actions possible to be taken under
sections 201(1) and 1817() (relating to interfund bor-
rowing) and 201 (a) and (m) (relating to mormalized
crediting of social security tazes), to

“(ii) the amount estimated by the Secretary to be
the total amount to be paid from such Trust Funds
during such calendar year (other than payments of in-
terest on, and repayments of loans from), such Trust
Funds, and reducing the amount of any transfer to the
Railroad Retirement Account by the amount of any
transfer to such account from any such Trust Fund.

“(E) With respect to any colendar year beginning

25 before January 1988 for which a determination is required to
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be made under subparagraph (4), the estimated OASDI

trust fund ratio for‘the second calendar year following such
calendar year shall be treated as exceeding the estimated
OASDI trust fund ratio for the first calendar year following
such calendar year if ratio of the estimated combined bal-
ances wn the Federal Old-Age and Survivors Insurance
Trust Fund, the Federal Disability Insurance Trust Fund,
and the Federal Hospital Insurance Trust Fund for such
second following calendar year to the amounts estimated to be
paid from all such Trust Funds during such second foﬂowing
calendar year exceeds the ratio of the estimated balances in
all such Trust Funds to estimated payments from all such
Trust Funds for such first following calendar year.”.

PART C—REVENUE PROVISIONS
SEC. 131. TAXATION OF SOCIAL SECURITY AND TIER 1 RAIL-

ROAD RETIREMENT BENEFITS.

(@) GENERAL RULE.—Part 1] of subchapter B of
chapter 1 of the Internal Revenue Code of 1954 (relating to
amounts specifically included in gross income) is amended
by redesignating section 86 as section 87 and by inserting

after section 85 the following new section:
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1 “SEC. 86. SOCIAL SECURITY AND TIER 1 RAILROAD RETIRE-

MENT BENEFITS.
“(a) IN GENERAL.— Grross income for the tazable year

of any taxpayer described in subsection (b) includes social

“(1) one-half of the social security benefits re-
ceived during the taxable year, or

2

3

4

5 security benefits in an amount equal to the lesser of—

6

7

8 “(2) one-half of the excess described in subsection
9

().
10 “(h) TaXPAYERS TO WHOM SUBSECTION (@) AP-
11 PLIES.— |
12 “(1) IN GENERAL.—A tazpayer is described in
13 this subsection if—
14 “(4) the sum of—
15 “G) the adjusted gross income of the
16 taxpayer for the taxable year, plus
17 “Gi) one-half of the social security
18 benefits received during the tazable year, ex-
19 ceeds
20 “(B) the base amount.
21 “(2) ADJUSTED GROSS INCOME.—For purposes
22 of this subsection, the adjusted gross incomé of the taz-

23 payer for the tazable year shall be—
24 “(A) determined without regard to this sec-

25 tion and sections 221, 911, and 931, and
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“(B) increased by the amount of interest of
the taxzpayer which is exempt from tax for the
tazable year.

“(c) BASE AMOUNT.—For purposes of this section, the

term ‘base amount’ means—

“(1) except as otherwise provided 1n this subsec-
tion, $25,000,

“(2) $32,000, in the case of a joint return, and

“(3) zero, in the case of a tazpayer who—

“(A) s married at the close of the tazable
year (within the meanz;ng of section 143) but does
not fue a joint return for such year, and

“(B) does mot live apart from his spouse at
all times during the tazable year.

“(d) SociaL SECURITY BENEFIT.—

“(1) IN GENERAL.—For purposes of this section,
the term ‘social security benefit’ means any amount re-
cewed by the tazpayer by. reason of entitlement to—

“(4) a monthly benefit under title 11 of the
Social Security Act (determined without regard to
section 203 (i) of the Social Security Act), or

“(B) a tier 1 railroad retirement benefit.

“(2) ADJUSTMENT FOR REPAYMENTS DURING

YEAR.—
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“4) IN GENERAL.—For purposes of this
section, the amount of social security benefits re-
ceived during any taxable year shall be reduced
by any repayment made by the tazpayer during
the tazable year of a social security benefit previ-
‘ously received by the taxpayer (whether or not
such benefit was received during the tazable
year).

“(B) DENIAL OF DEDUCTION.—If (but for
this subparagraph) any portion of the repayments
referred to in subparagraph (A) would have been
allowable as o deduction for the taxable year
under section 165, such portion shall be allowable
as a deduction only to the extent it exceeds the
social security benefits received by the tazpayer
during the toxable year (and mot repaid during
such tazxable year).

“(8) TIER 1 RAILROAD RETIREMENT BENE-
FIT.—For purposes of paragraph (1), the term ‘tier 1
railroad retirement benefit’ means a monthly benefit
under section 3(a), 4(a), or 4(f) of the Railroad Retire-
ment Act of 1974.

“(¢) LIMITATION ON AMOUNT INCLUDED WHERE
TaxPAYER RECEIVES LuMP-SUM PAYMENT.—

“(1) LIMITATION.—If—
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“(4) any portion of a lump-sum payment of
social security benefits received during the tazable
year 1s attributable to prior taxable years, and
“(B) the tazpayer makes an election under
this subsection for the tazable year,
then the amount included in gross income under this section
for the tazable year by reason of the receipt of such portion
shall not exceed the sum of the increases in gross income
under this chapter for prior tazable years which would result
solely frém taking into account such portion in the taxable
years to which it is attributable.

“(2) SPECIAL RULES.—

“(A) YEAR TO WHICH BENEFIT ATTRIBUT-
ABLE.—For purposes of this subsection, a social
security benefit is attributable to a tazable year if
the generally applicable payment date for such
benefit occurred during such tazable year.

“(B) ELECTION.—An election under this
subsection shall be made at such time and in such
manner as the Secretary shall by regulations pre-
scribe. Such election, once made, may be revoked
only with the consent of the Secretary.

“(f) TREATMENT A4S PENSION OR ANNUITY FOR CER-
TAIN PURPOSES.—For purposes of—

“(1) section 43(c)(2) (defining earned income),
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“2) section 219(H)(1) (defining compensation),
“(3) section 221(b)(2) (defining earned income),
and
“(4) section 911(b)(1) (defining foreign earned
income),
any social security benefit shall be treated as an amount re-
ceived as a pension or annuity.”.

(b) INFORMATION REPORTING.—Subpart B of part
111 of subchapter A of chapter 61 of such Code (relating to
information concerning transactions with other persons) s
amended by adding at the end thereof the following new sec-
tion:

«SEC. 6050F. RETURNS RELATING TO SOCIAL SECURITY BENE-
FITS.

“(a) REQUIREMENT OF REPORTING.— The appropri-
ate Federal official shall make a return, according to the
forms and regulations prescribed by the Secretary, setting
forth—

“(1) the—

“(4) aggregate amount of social security
benefits paid with respect to any individual
during any calendar year, and

“(B) aggregaté amount of social security
benefits repaid by such individual during such

calendar year, and
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“(2) the name and address of such individual,

“b) STATEMENTS To BE FURNISHED T0 INDIVID-
UALS WiTH RESPECT 70 WHOM INFORMATION IS Fug-
NISHED.—Every person making a return under subsection,
(a) shaﬂ furnish to each individual whose name is set forth
in such return a written statement showing—

“(1) the name of the agency making the pay-
ments, and
“(2) the aggregate amount of payments, of repay-
ments, and of reductions, with respect to the individual
as shown on such return.
The written statement required under the preceding sentence
shall be furnished to the individual on or before January 31
of the year following the calendar year for which the return
under subsection (@) was made.
“(c) DEFINITIONS.— For purposes of this section—
“(1) APPROPRIATE FEDERAL OFFICIAL.—The
term ‘appropriate Federal official’ means—
“(4) the Secretary of Health and Human
Services in the case of social security benefits de-
scribed in section 86(d)(1)(4), and
“(B) the Railroad Retirement Board in the
case of social security benefits described in section,

86(d)(1)(B).
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“(9) SOCIAL SECURITY BENEFIT.—The term
‘social security benefit’ has the meaning given to such
term by section 86(d)(1).”"

(c) TREATMENT OF NONRESIDENT ALIENS.—

(1) AMENDGMENT OF SECTION 871(a).—Subsec-
tion (a) of section 871. of such Code (relating to tax on
income mot connected with United States business) 1s
amended by adding at the end thereof the following
new paragraph:

“(3) TAXATION OF SOCIAL SECURITY BENE-
FITS.—For purposes of this section and section
1441— |

“(A) ome-half of any social security beneful
(as defined in section 86(d)) shall be included in
gross income, and |

“(B) section 86 shall not apply.”.

(2) DISCLOSURE OF INFORMATION TO SOCIAL
SECURITY ADMINISTRATION OR RAILROAD RETIRE-
MENT BOARD.—

(A) IN GENERAL.—Subsection (h) of section

6103 of such Code (relating to disclosure to cer-

tain Federal officers and employees for purposes

of tax administmtion,. etc.) is amended by adding

at the end thereof the following new paragraph:
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1 “(6) SocIAL SECURITY BENEFITS.— Upon writ-
2 ten request, the Secretary may disclose available
3 return winformation from the master files of. the Internal
4 Revenue Service with respect to the address and status
5 of an individual as a nonresident alien or as a citizen
6 or resident of the United States to the Social Security
7 Administration or the Railroad Retirement Board for
8 purposes of carrying out its responsibilities under sec-
9 tion 1441 wuth respect to social security benefits (as
10 defined in section 86(d)).”
11 (B) CONFORMING AMENDMENT.—Para-
12 graph (4) of section 6103(p) of such Code (relat-
13 g to safequards) is amended by inserting
14 “W(6),” after “()(2),” in the material preceding
15 subparagraph (4) and in subparagraph (F)(ii)
16 thereof.
17 (d) SociaL SECURITY BENEFITS TREATED AS

18 UNITED STATES SOURCED.—Subsection (a) of section 861
19 of such Code (relating to income from sources within the
20 Unted States) is amended by adding at the end thereof the
21 following new paragraph:

22 “(8) SociaL sEcUrITY BENEFITS.—Any social
23 security benefit (as defined in section 86()).”.

24 (¢) TRANSFERS 70 TrRUST FUNDS.—

AMDT 516——5
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(1) IN GENERAL.—There are hereby appropriated
to each payor fund amounts equivalent to the aggregate
increase in tax liabilities under chapter 1 of the Inter-
nal Revenue Code of 1954 which is attributable to the
application of sections 86 and 871(a)(3) of such Code
(as added by this section) to payments from such payor
fund.

(2) TRANSFERS.—The amounts appropriated by
paragraph (1) to any payor fund shall be transferred
from time to time (but not less frequently than quarter-
ly) from the general fund of the Treasury on the basis
of estimates made by the Secretary of the Treasury of
the amounts referred to in such paragraph. Any such
quarterly payment shall be made on the first day of
such quarter and shall take into account social security
benefits estimated to be received during such quarter.
Proper adjustments shall be made in the amounts sub-
sequently transferred to the extent prior estimates were
in excess of or less than the amounts required to be
transferred.

(3) DEFINITIONS.—For purposes of this subsec-
tion—

(4) Payor FuND.—The term “payor fund”
means any trust fund or account from which pay-

ments of social security benefits are made.
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(B) SOCIAL SECURITY BENEFITS.—The
term “social security benefits” has the meaning
gwen such term by section 86(d)(1) lof the Inter-
nal Revenue Code of 1954.

(4) REPORTS.—The Secretary of the Treasury
shall submit annual reports to the Congress and to the
Secretary of Health and Human Services and the
Railroad Retirement Board on—

(4) the transfers made under this subsection |
during the year, and the methodology used in de-
termining the amount of such transfers and the
funds or account to which made, and

(B) the anticipated operation of this subsec-
tion during the next 5 years.

(f) TECHNICAL AMENDMENTS. —

(1) Subsection (a) of section 85 of such Code is
amended by striking out “this section,” and inserting
in lieu thereof “this section, section 86,

(@) Subparagraph (B) of section 128(c)(3) of such
Code (as in effect for tazable years beginning after De-
cember 31, 1984) is amended by striking out “85,”
and inserting in lieu thereof “85, 86,

(3) The table of sections for part II of subchapter
B of chapter 1 of such Code is amended by striking
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out the item relating to section 86 and inserting in lieu

thereof the following:

“Sec. 86. Social security and tier 1 railroad retirement benefuls.
“Sec. 87, Alcohol fuel credil.”.

(4) The table of sections for subpart B of part I11
of subchapter A of chapter 61 of such Code is amended

by adding at the end thereof the following new item:

“Sec. 6050F. Returns relating to social security benefils.”.
(9) EFFECTIVE DATES.—

(1) IN GENERAL.—EJ;cept as provided in para-
graph (2), the amendments made by this section shall
apply to benefits received after December 31, 1983, in
tazable years ending after such date.

(2) TREATMENT OF CERTAIN LUMP-SUM PAY-
MENTS RECEIVED AFTER DECEMBER 31, 1983.—The
amendments made by this section shall not apply to
any portion of a lump-sum payment of social security
benefits (as defined in section 86(d) of the Internal
Revenue Code of 1954) received after December 31,
1983, if the generally applicable payment date for such
portion was before January 1, 1984.

SEC. 132. ACCELERATION OF INCREASES IN FICA TAXES; 1984

EMPLOYEE TAX CREDIT.

(1) ACCELERATION OF INCREASES IN FICA

TAXES.—

(1) Tax ON EMPLOYEES.—Subsection (a) of sec-

tion 3101 of the Internal Revenue Code of 1954 (relat-
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1 ing to rate of tax on employees for old-age, survivors,
2 and disability insurance) is amended by striking out
3 paragraphs (1) through (7) and inserting in lLieu there-
4 of the following:
“In cases of wages received The rate shall be:
during: .
1984, 1985, 1986, 0T 1987 ..o 5.7 percent
1988 0T 19BY oo e 6.06 percent
1990 7 thereafler ............oueuenmreerreereeeeeeeeeeeeeeees e 6.2 percent.”.

(2) EMPLOYER TAX.—Subsection (a) of section

5

6 3111 of such Code is amended by striking out para-
7 graphs (1) through (7) and inserting in lieu thereof the
8

following:
“In cases of wages paid during: The rate shall be:
1984, 1985, 1986, 07 1987.......oeeeeeoeeeereeeeeeeeeoeeeoooeooeooooee 5.7 percent
T9BE OF 198 oo 6.06 percent
1990 OF LRETEALET ... 6.2 percent.”.
9 (3) EFFECTIVE DATE.—The amendments made
10 by this subsection shall apply to remuneration pad

11 after December 31, 1983.

12 (b) 1984 EMPLOYEE Tax CREDIT.—

13 (1) IN GENERAL.—Chapter 25 of such Code is
14 amended by adding at the end thereof the following
15 new section.:

16 “SEC. 3510. CREDIT FOR INCREASED SOCIAL SECURITY EM.-

17 PLOYEE TAXES AND RAILROAD RETIREMENT
18 TIER 1 EMPLOYEE TAXES IMPOSED DURING 1984.
19 ‘“(a) GENERAL RULE.—There shall be allowed as a

20 credut against the tax imposed by section 3101(a) on wages
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received during 1984 an amount equal to %19 of 1 percent of
the wages so received.

“(h) TiME CREDIT ALLOWED.—The credit under sub-
section (2) shall be taken into account in determining the
amount of the tax deducted under section 3102(a).

“(c) WAGES.—For purposes of this section, the term
‘wages’ has the meaning given to such term by section
3121(a). |

“(d) AppLICATION TO AGREEMENTS UNDER SEC-
TION 218 OF THE S0cIAL SECURITY ACT.—For purposes
of determining amounts equivalent to the tax imposed by sec-
tion 3101 (a) with respect to remuneration which—

“(1) is covered by an agreement under section

218 of the Social Security Act, and

“R) is paid during 1984,
the credit allowed by subsection (a) shall be taken into ac-
count. A similar rule shall also apply in the case of an agree-
ment under section 3121(1).

“le) CREDIT AGAINST RAILROAD RETIREMENT EM-
PLOYEE AND EMPLOYEE REPRESENTATIVE TAXES.—

“(1) IN GENERAL.—There shall be allowed as a

credit against the tazes imposed by sections 3201(a)

and 3211(a) on compensaiion paid during 1984 and

subject to such tazes an amount equal to % of 1 per-

cent of such compensation.
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“(2) TIME CREDIT ALLOWED.—The credit under
paragraph (1) shall be taken into account in determin-
ing the amount of the tax deducted under section
3202(a) (or the amount of the tax wunder section
3211(a)). |

“(3) CoMPENSATION.—For purposes of this sub-
section, the term ‘compensation’ has the meaning given
to such term by section 3231(e).

“() CoorpDINATION WITH SECTION 6413(c).—For

10 purposes of subsection (c) of section 6413, in determining the

11
12
13
14
15

16
17
18
19
20
21
22
23
24

amount of the tax imposed by section 3101 or 3201, any

credit allowed by this section shall be taken into account.”.

(@) CLERICAL AMENDMENT.—The table of sec-
tions for chapter 25 of such Code is amended by

adding at the end thereof the following new item:

“Sec. 3510. Credit for increased social security employee taxes and
railroad retirement tier 1 employee taxes imposed
during 1984.""

(3) EFFECTIVE DATE.—The amendments made
by this subsection shall apply to remuneration paid
during 1984.

(4) DEPOSITS IN SOCIAL SECURITY TRUST
FUNDS.—For purposes of subsection () of section 218
of the Social Security Act (relating to deposits in
social security trust funds of amounts received under
section 218 agreements), amounts allowed as a credit

pursuant to subsection (d) of section 3510 of the Inter-
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nal Revenue Code of 1954 (relating to credit for remu-
neration paid during 1984 which is covered under an
agreement under section 218 of the Social Security
Act) shall be treated as amounts received under such
an agreement.

(5) DEPOSITS IN RAILROAD RETIREMENT AC-
coUNT.—For purposes of subsection (@) of section 15
of the Railroad Retirement Act of 1974, amounts al-
lowed as a credit under subsection (e) of section 3510
of the Internal Revenue Code of 1954 shall be treated
as amounts covered into the Treasury under subsection
(a) of section 3201 of such Code.

(6) STATEMENTS FURNISHED TO EMPLOY-
EES.—Any written statement which is required to be
furnished to gn employee. under section 6051(a) with
respect to remuneration paid during 1984 shall in-
clude—

(A) the total amount which would have been
deducted and withheld as a tax under section
8101 if the credit allowable under section 3510
had not been taken into account, and

(B) the amount of the credit allowable under

sectioh 3510.
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SEC. 133. TAXES ON SELF-EMPLOYMENT INCOME; CREDIT

AGAINST SUCH TAXES.

(@) INCREASE IN RATES.—Subsections (a) and (b) of
section 1401 of the Internal Revenue Code of 1954 (relating
to rates of tax on self-employment income) are amended to
read as follows:

“(a) OLD-AGE, SURVIVORS, AND DISABILITY INSUR-
ANCE.—In adduition to other taxes, there shall be imposed for
each tazable year, on the self-employment income of every
indwidual, a taz equal to the following percent of the amount

of the self-employment income for such taxable year:

“In the case of a taxable year

Beginning after: And before: Percent:
December 31, 1983.........oneeen... January 1, 1988........oooeenn.... 11.40
December 31, 1987..........ocoeeen.... January 1, 1990..............o......... 12.12
December 31, 198.........ocuvveeeveereeees oo 12.40

“(b) HOSPITAL INSURANCE.—In addition to the tax
tmposed by the preceding subsection, there shall be imposed
for each tazable year, on the self-employment income of every
individual, a tax equal to the following percent of the amount

of the self-employment income for such tazable year:

“In the case of a taxable year

Beginning after: And before: Percent:
December 31, 1983.....ooooeveeeeeeeennn, January 1, 1985 ... 2.60
December 31, 1984..........oeeoeon January 1, 1986 ... 2.70

December 31, 1985
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1 (b) CREDIT AGAINST SELF-EMPLOYMENT TAXES.—
9 Section 1401 of such Code is amended by redesignating sub-
3 section (c) as subsection (d) and by inserting after subsection
4 (b) the following new subsection:
5 “¢c) CreDIT AGAINST TaxEs IMPOSED BY THIS
6 SECTION.—
7 “(1) IN GENERAL.—There shall be allowed as a
8 credit against the tazes imposed by this section for any
9 tazable year an amouht equal to the applicable percent-
10 age of the self-employment income of the individual for
11 such tazable year.
12 “2) APPLICABLE PERCENTAGE.—For purposes

13 of paragraph (1), the applicable percentage shall be de-

14 termined in accordance with the following table:
“In the case of taxable The applicable
years beginning in: percentage is:
Y SO U SO UO O O U POR O RO RO PPSPIS P IPROPLE 2.9
LT TSSO U OOV PPO PSPPI PT PO 2.5
BT RSO O U S O O U OO OO SOOI PRP PRSPPI IPSMTO LIRS 2.2
1987, 1988, 07 1989 ...couveenitiiiieniietiisnse et e 2.1
1990 07 LRETEATLET ......connnrerrieniriecseecensis st e 2.3.%
15 (c) EFFECTIVE DATE.—The amendments made by this

16 section shall apply to tazable years beginning after December
17 31, 1983.

18  ParT D—MISCELLANEOUS FINANCING PROVISIONS
19 ALLOCATIONS TO DISABILITY INSURANCE TRUST FUND
20 SEc. 141. (a) Section 201(b)(1) of the Social Security
91 Act is amended by striking out clauses (K) through (M) and
22 inserting in lieu thereof the following: “(K) 1.65 per centum of
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the wages (as so defined) paid after December 31, 1981, and
before January 1, 1984, and so reported, (L) 1 per centum of
the wages (as so defined) paid after December 31, 1983, and
before January 1, 1988, and so reported, (M) 1.06 per
centum of the wages (as so defined) paid after December 31,
1987, and before January 1, 1990, and so reported, (N) 1.20
per centum of the wages (as so defined) paid after December
31, 1989, and before January 1, 2000, and (M) 1.30 per
centum of the wages (as so defined) paid after December 31,
1999, and so reported,”,

(b) Section 201(b)(2) of such Act is amended by strik-ing\
out clauses (K) through (M) and inserting in lieu thereof the
following: “(K) 1.2375 per centum of the amount of self-
employment income (as so defined) so reported for any tazable
year beginning after December 31, 1981, and before January 1,
1984, (L) 1 per centum of the amount of self-employment
income (as so defined) so reported for any tazable year

beginning after December 31, 1983, and before January 1,
1988, (M) 1.06 per centum of the amount of self-employment

income (as so defined) so reported for any tazable year
beginning after December 31, 1987, and before January 1,
1990, (N) 1.20 per centum of the self-employment income (as
$0 defined) so reported for any tazable year beginning after
December 31, 1989, and before January 1, 2000, and (M)

1.30 per centum of the amount of self-employment income (as
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1 so defined) so reported for any taxable year beginning after

2 December 31, 1999,”.
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INTERFUND BORROWING EXTENSION

SEc. 142. (a)(1) Section 201(1)(1) of the Social Secu-

rity Act is amended—

(4) by striking out “January 1983” and insert-
ing in lieu thereof “January 1988 and

(B) by inserting after “or” the second place it ap-
pears “, subject to paragraph (5),”.

(2) (A) Section 201()(2) of such Act is amended—

(i) by striking out “from time to time” and insert-
ing in lieu thereof “on the last day of each month after
such loan is made’’;

(i) by striking out “Interest’”’ and inserting in
liew thereof “the total interest accrued to such day’;
and

(iii) by striking out “the loan were an investment
under subsec‘tion (d)” and inserting in liew thereof
“such amount had remained in the Depositary Account
established with respect to such lending Trust Fund
under subsection (d) or section 1817(c)’’.

(B) The amendment made by this paragraph shall

apply with respect to months beginning more than thirty days

after the date of enactment of this Act.

(3) Section 201(1)(3) of such Act is amended—
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(4) by inserting “(4)” after the paragraph desig-
nation; and

(B) by adding at the end thereof the following
new subparagraphs:

“(B)() If on the last day of any year after a loan has
been made under paragraph (1) by the Federal Hospital In-
surance Trust Fund to the Federal Old Age and Survivors
Trust Fund or the Federal Disability Insurance Trust
Fund, the Managing Trustee determines that the OASDI
trust fund ratio exceeds 15 percent, he shall transfer from the
borrowing Trust Fund to the Federal Hospital Insurance
Trust Fund an amount that—

“(I) together with any amounts transferred from
another borrowing Trust Fund under this paragraph
for such year, will reduce the OASDI trust fund ratio
to 15 percent; and

“(II) does not exceed the outstanding balance of
such loan. |
“(1r) Amounts required to be transferred under clause

(1) shall be transferred on the last day of the first month of
the year succeeding the year in which the determination de-
scribed in clause (1) is made.

“(ii) For purposes of this subparagraph, the term
‘OASDI trust fund ratio’ means, with respect to any calen-

dar year, the ratio of—
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“(I) the combined balance in the Federal Old Age
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund, reduced by the out-
standing amount of any loan (including interest there-
on) theretofore made to either such Fund from the Fed-
eral Hospital Insurance Trust Fund, as of the last day

of such calendar year, to
“(I1) the amount estimated by the Secretary to be
the total amount to be paid from the Federal Old Age
and Survivors Insurance Trust Fund and the Federal
Disability Insurance Trust Fund during the calendar
year following such calendar year for all purposes au-
thorized by section 201 (other than payments of inter-
est on, and repayments of, loans from the Federal Hos-
pital Insurance Trust Fund under paragraph (1)), but
excluding any transfer payments between such trust
funds and reducing the amount of any transfer to the
Railroad Retirement Account by the amount of any

transfers into either such trust fund from that Account.

“C)(i) The full amount of all loans made under para-

21 graph (1) (whether made before or after January 1, 1983)

22 shall be repaid at the earliest feasible date and in any event

23 no later than December 31, 1989.

24

“(i) For the period after December 31, 1987, and

25 before January 1, 1990, the Managing Trustee shall transfer
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each month to the Federal Hospital Insurance Trust Fund
from any Trust Fund with any amount outstanding on a
loan made from the Federal Hospital Insurance Trust Fund
under paragraph (1) an amount equal to one twenty-fourth of
the amount owed to the Federal Hospital Insurance Trust
Fund by such Trust Fund at the beginning of such period
(plus the interest accrued on the outstanding balance of such
loan during such month).”,

(4) Section 201(1) of such Act. 18 further amended by
adding at the end thereof the following new paragraph.:

“(5)(4) No amounts may be borrowed from the Federal
Hosputal Insurance Trust Fund under paragraph (1) during
any month if the Hospital Insurance Trust Fund ratio for
such month is less than 10 percent.

“(B) For purposes of this pamgrdph, the term ‘Hospital
Insurance trust fund ratio’ means, with respect to any
month, the ratio of — |

“@i) the balance in the Federal Hospuital Insur-
ance Trust Fund, reduced by the outstanding amount
of any loan (including interest thereon) theretofore
made to such Trust Fund under this subsection, as of
the last day of the second month preceding such month,
to _

“(i) the amount obtained by multiplying by

twelve the total amount which (as estimated by the
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Secretary) will be paid from the Federal Hospital In-

surance Trust