SOCIAL SECURITY AMENDMENTS
OF
1977

Volumes 1 — 3
H.R. 9346
PUBLIC LAW 95-216—95t Congress

DEPARTMENT OF
HEALTH AND HUMAN SERVICES
Social Security Administration



SOCIAL SECURITY AMENDMENTS
OF
1977

Volumes 1 — 3
H.R. 9346
PUBLIC LAW 95-216—95t Congress

REPORTS, BILLS,
DEBATES, AND ACT

DEPARTMENT OF
HEALTH AND HUMAN SERVICES
Social Security Adminstration
Office of Policy
Office of Legislative and Regulatory Policy






TABLE OF CONTENTS
VOLUME 1

SOCIAL SECURITY AMENDMENTS OF 1977
1. Reported to House
A. Legislative Report No. 13, “‘Social Security Financing Act of 1977"*— October 7, 1977

B. Committee on Ways and Means Report
House Report No. 95-702, Pt. 1 (to accompany H.R. 9346) — October 12, 1977

C. Committee on Ways and Means Bill
H.R. 9346 (reported with an amendment) — October 12, 1977

D. Committee on Post Office and Civil Service Report
House Report No. 95-702, Pt. 2 (to accompany H.R. 9346)— October 17, 1977

E. Committees Bill Reported to the House
H.R. 9346 (reported with amendments) — October 17, 1977

II. Passed House
A. House Debate —Congressional Record— October 26-27, 1977

B. House-passed Bill
H.R. 9346 (as referred to the Senate) — October 28, 1977

C. White House Statement on House Action on the Social Security Financing Bill— October 27, 1977
D. Legislative Report No. 14, “‘Social Security Financing Act of 1977’ — October 28, 1977

E. Summary of the Provisions of H.R. 9346, The Social Security Amendments of 1977, Ways and
Means Committee— October 31, 1977

VOLUME 2

II1. Reported to and Passed Senate

A. Committee on Finance Report
Senate Report No. 95-572 (to accompany H.R. 5322) — November 1, 1977

B. Committee-Reported Bill
H.R. 5322 (reported with amendments) — November 1, 1977

C. Legislative Report No. 15, “‘Social Security Financing Act of 1977’ — November 9, 1977
D. Senate Debate—Congressional Record— October 27, November 1-4, 8, and December 1, 1977
E. Senate-Passed Bill

H.R. 9346 (with amendments) — November 4, 1977

F. Comparison of House and Senate Bills With Existing Law (Joint Committee Print) — November 28, 1977



TABLE OF CONTENTS (continued)

IV. House and Senate Conference (reconciling the differences in the disagreeing votes of the two Houses)

A. Senate appointed conferees—Congressional Record— November 4, 1977 (See Senate Debate,
page S 18845)

B. House appointed conferees—Congressional Record— November 3 and 30, 1977

C. Conference Report Filed
S. Report No. 95-612— December 14, 1977

D. Senate Accepted Conference Report—Congressional Record— December 15, 1977
E. House Accepted Conference Report—Congressional Record— December 15, 1977
F. Summary of the Conference Agreement (Ways and Means Committee Print) — 7977

G. Legislative Report No. 17, “‘Social Security Amendments of 1977"’ — December 16, 1977

VOLUME 3
V. Public Law
A. Public Law 95-216—95th Congress — December 20, 1977
B. President’s Signing Statement— December 20, 1977
C. Summary of H.R. 9346 as Passed by the Congress, P.L. 95-216— December 23, 1977

D. Actuarial Cost Estimates for the OASDHI and SMI, as modified by P.L. 95-216, Ways and Means
Committee Print— March 3, 1978

E. Social Security Amendments of 1977: Legislative History and Summary of Provisions— Reprint
from Social Security Bulletin— March 1978

F. Financial Status of Social Security Program After the Social Security Amendments of 1977—
Reprint from Social Security Bulletin— March 1978

G. Brief Summary of Major Provisions and Detailed Comparison with Prior Law, Ways and Means
Committee Print— April 3, 1978

Appendix

A. House Ways and Means Committee, Subcommittee on Social Security, Background Material on
Social Security Coverage of Governmental Employees and Employees of Nonprofit
Organizations— April 26, 1976

B. Message from the President of the United States transmitting an International Agreement with
Italy on Social Security, House Document No. 95-297— February 28, 1977



TABLE OF CONTENTS (continued)
VOLUME 3 (continued)

C. Representative Burke's Annual Reporting Bill, H.R. 8057—June 28, 1977

D. Staff Data and Materials Relating to Social Security Financing, Finance Commitiee Print— June 1977

E. Administration Bill, H.R. 8218—July 12, 1977

F. Background Materials for Hearings on Social Security, Subcommittee on Social Security of the
Committee on Ways and Means—July 18, 1977

G. Short-Term Financing of the Social Security Trust Funds, Subcommittee on Social Security of the
Committee on Ways and Means— Seprember 2, 1977

H. Long-Term Financing of the Social Security Trust Funds (Decoupling), Subcommittee on Social
Security, the Committee on Ways and Means— September 6, 1977

1. Brief Summary of Testimony Presented to the Subcommittee on Social Security During Public
Hearings...on H.R. 8218. . .Committee Print, Subcommittee on Social Security of the Committee
on Ways and Means— September 8, 1977

J. Representative Ottinger’s Nonprofit Organization Bill, H.R. 8490— Seprember 22, 1977

Committee on Ways and Means Report No. 95-618 (Accompanying H.R. 8490) — September 22, 1977

K. Committee on Ways and Means Bill, H.R. 9346 — September 27, 1977

L. Short-Term Financing of the Social Security Trust Funds— Subcommittee Draft Legislation,
Subcommittee on Social Security of the Committee on Ways and Means— September 28, 1977

M. Senator Haskell's Bill for the Relief of Jefferson County Mental Health Center,
S. 690— February 10, 1977

N. Republican Alternative, H.R. 9595— October 17, 1977
0. H.R. 5723 (as reported with amendments) — Ocrober 31, 1977

House Ways and Means Committee Print, Background on H.R. 5723: Conversion of Temporary
Social Security AL)'s— April 18, 1977

House Report 95-617, Part 1— September 22, 1977
House Report 95-617, Part 11— Ocrober 31, 1977

Listing of Reference Materials









FROM THE

: ) DIRECTOR,
OFFICE OF PROGRAM EVALUATION
AND PLANNING

SOCIAL SECURITY

Number 13 October 7, 1977

SOCIAL SECURITY FINANCING ACT
OF 1977

On October 6, the Committee on Ways and Means of the House of Representatives
ordered reported H.R. 9346, as amended, the "Social Security Financing Act of
1977." The bill now goes to the House of Representatives for further
consideration; floor action is expected during the week of October 17.

A copy of the press release issued by the Committee on Ways and Means outlining
the provisions of the bill is enclosed, Also enclosed is a statement
containing additional explanations of some provisions described only briefly

in the press release.

The bill would make a number of very significant changes in the OASDI program.
Perhaps the most significant aspects of the bill are the stabilization of
social security benefit levels in relation to wage levels (decoupling) and
the restoration of financial soundness of the program in the near term and
into the 21st century.

Decoupling

The decoupling provisions contained in the Committee bill are essentially
similar to those that were included in the Administration's financing and
decoupling bill (H.R. 8218, introduced on July 12). This decoupling approach
(like that recommended but not acted on last year--Legislative Report No. 9)
is patterned after a recommendation of the 1975 Advisory Council.

Briefly, decoupling would reduce the sensitivity of the present social security
benefit structure that, depending upon one's economic assumptions, could over-
or under-adjust the benefits of future retirees for inflation. Under economic
assumptions that now seem reasonable, the present system would in many cases
eventually produce benefits that are higher than the wages a person earns prior
to retirement. Two factors in present law bring about this overadjustment:

(1) automatic cost-of-living benefit increases apply to both current and future
beneficiaries; and (2) current workers' potential future benefits also increase
as wages. rise. '



Under the Committee bill, workers who retire in the future would
continue to receive cost-of-living increases after retirement as
they do today, and benefits at the time of retirement would replace
a constant proportion of an individual's preretirement earnings.

This decoupling approach is designed to make the system operate as it
would have under the economic assumptions made when the automatic
provisions were enacted in 1972; although the issue was little discussed
at that time, it was assumed that replacement rates (benefit amounts upon
retirement as a percent of prior earnings) would have remained fairly
constant in the future.

A major feature of the decoupling plan is that the worker's earnings

would be indexed to reflect the change in general wage levels that has
occurred during his working lifetime. These indexed earnings would be
averaged (average indexed monthly earnings) and a three-step, weighted
benefit formulal/ would be applied to his average indexed earnings to
produce the worker's benefit amount. For those becoming entitled to
benefits in the future, the benefit factors (percentages) would be constant
but the bend points (dollar amounts) in the formula would be adjusted
automatically as average wages increase.

By providing for the indexing of earnings and the benefit formula to the
increase in general wage levels, benefits would be based on the worker's
relative earnings position averaged over his working lifetime. As a result,
all workers with the same relative earnings position would be treated the
same regardless of when they become entitled to benefits. Thus, while the
dollar amounts of benefits of, say, workers with average earnings retiring
20 or 30 years apart would be substantially different, their replacement
rates would be the same.

The decoupling provisions would reduce the current long-range financial
deficit of the OASDI program from an average of 8.2 percent of payroll
over the next 75 years to about 3.66 percent of payroll. (This remaining
deficit would be further reduced by other provisions of the bill.) Thus,
that portion of the long-term deficit that can be attributed to the rising
replacement rate aberration under present law would be eliminated.

1/ The formula for 1979 would be: 90 percent of the first $180 of AIME,
" plus 32 percent of AIME over $180 through AIME of $1,085, plus
.15 percent of AIME above $1,085.



Financing

The Committee bill would eliminate projected annual deficits in the
trust funds starting in 1980. During the remainder of this century,

the trust funds will grow relative to annual expenditures so that over
the medium range--the next 25 years--the trust funds will have a surplus
equal to 0.9 percent of taxable payroll. Over the long range, the bill
would reduce the average annual deficit from 8.2 percent of taxable
payroll to about 1.7 percent of taxable payroll. All of this remaining
long-range deficit would occur in the next century.

Other Provisions

Other major provisions relate to (1) universal coverage, (2) the
retirement test, (3) gender-based distinctions in the law, (4) annual
wage reporting by employers, and (5) totalization agreements.

Senate Action

The Senate Committee on Finance also is considering social security
financing and decoupling legislation; the Committee is expected to
order its bill reported to the Senate soon. Another Legislative Report

will be issued at that time.

Samuel E. Crouch
Director
Office of Program Evaluation and Planning

Enclosures
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FOR IMMEDIATE RELEASE COMMITTEE ON WAYS AND MEANS PR NO. 22
" THURSDAY, OCTOBER 8, 1877 U.8. HOUSE OF REPRESENTATIVES

. 1102 LONGWORTH HOUSE OFFICE BLDG.
WASHINGTON, D.C. 20515 -
TELEPHONE: (202) 225-3625

CuairMan Ar Unman (D.-Orecon), CommiTree oN WAYs AND
Means, U.S. House oF REPRESENTATIVES, ANNoUNCES COMMITTEE
ArprovaL oF SociaL Security FiNnanciNe B

The Honorable Al Ullman (D.-Oregon), Chairman of the Com-
mittee on Ways and Means, announced that the Committee has voted
to report to the House H.R. 9346, as amended, a bill designed to restore
the short-range and long-range soundness of the social security system
and to make other improvements in the system. :

The bill would reverse annual excesses of outgo over income in the
social security trust funds by gradual increases in the taxable wage
base and the payroll tax rates and by reallocation of income among
the trust funds. It includes “decoupling” provisions which would make
future social security benefit levels less sensitive to future changes in
wages and living costs and substantially reduce the long-range deficit
in the system, and would adopt a concept of universal coverage under
social security by bringing under the system 6 to 7 million workers
in public employment and employment by nonprofit organizations
effective in 1982. The bill would provide a surplus of 0.09 percent of
payroll in the social security cash benefit trust funds over the next 25

ears in place of a projected deficit of 2.34 percent and reduce the
ong range (75 year) actuarial deficit from 8.2 percent of payroll to
1.75 percent.

Following is a summary of major provisions of the bill:

Short-Term Financing

The bill includes a schedule of social security tax rate increases over
present law in 1981, 1985 and 1990 to provide additional financing. Tax
rates for the self-employed would be adjusted to restore the original
level of one and one-half times the employee rate for the Old Age and
Survivors and Disability portion of the tax. There would be a sub-
stantial reallocation of income to the Disability Trust Fund which
would have been exhausted at the end of next year. The proposed tax
rate schedule is as follows: :

(1).
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TAX RATES
{In percent]

Calendar Present law H.R. 9346
year OASDI HI Total 0ASDI H1 Total

Employees and employers, each

1977 e 4.95 0.90 5.85 495 0.90 5.85
1978-80 e 4.95 1.10 6.05 5.05 1.00 6.05
1981-84 oo 4.95 135 6.30 515 1.30 6.45
1985 .. 495" 135 - 6.30 5.45 1.30 6.75
1986-89 . ___._ 495 1.50 6.45 5.45 1.45 6.90
1990-2010 —______. 4.95 1.50 6.45 6.00 145 745
2011 and later_____ 5.95 1.50 745 6.00 1.46 745
Self-employed persons
1977 e 7.00 0.90 7.90 7.00 0.90 7.90
1978-80 -—eeee o 7.00 110 8.10 7.10 1.00 8.10
1981-84 ___-_ e 1.00 135 8.35 7.70 1.30 9.00
1985 oo - 1.00 1.35 8.35 8.20 '1.30 9.50
1986-89 _________. 7.00 1.50 8.50 8.20 1.45 9.65

1990 and later__.__. 7.00 1.50 8.50 9.00 1.45 10.45

‘There would be ad hoc increases in the taxable wage base in 1978,
1979, 1980, and 1981 to achieve a base level under which about 90 per-
cent of total payroll in covered employment would be taxable (as
compared with about 86 percent under present law). After 1981 the
base would be increased annually in line with wage levels as is the case
under present law. Following is the proposed taxable wage base sched-
ule for employers, employees and selKemployed persons:

Calendar

year Present law H.R. 9346
1977 e $16, 500 $16, 500
1978 e 17, 700 19, 900
1979 . 118, 900 22, 900
1980 _ e 120, 400 25, 900
1981 121, 900 27, 900
1982 . 123, 400 130, 000
1988 e 124, 900 131, 800
1984 - 126, 400 133, 600
1985 . 127, 900 135, 400
1986 e 129, 400 ! 37, 500
1987 e 131,200 *39, 600

. 1 Estimated..

The bill provides standby authority for automatic loans to the
OASI and DI trust funds from federal general revenues whenever
the assets of a fund at the end of a year drop below a 25 percent
level in relation to the annual outgo for that year. The financing pro-
visions adopted by the Committee are designed to assure, based on the
estimates available, that the funds would not drop below the 25 per-
cent level and that general revenue advances would not be required.
However, as a further guarantee, the Committee included a special
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provision under which temporary one-year payroll tax rate increases
of one-tenth of 1 percent each for employer and employees and 0.15
percent for self-employed persons would be triggered, under certain
circumstances.

" Decoupling

To correct unintended effects in the benefit computation procedures
which produce benefits for future beneficiaries that could vary hap-
hazardly with wage and price fluctuations, the measure would “de-
couple” the system. The new decoupled system would index a worker’s
earnings to reflect annual increases in average earnings levels up to
the second year before eligibility (age 62, death, or disability). This
has the effect of assuring that similarly situated beneficiaires genera-
tion to generation will receive relatively the same level of benefits. The
benefit level adopted for the long-term is 5 percent below estimated
1979 benefit levels. Included in the bill is a 10-year guarantee of 1979
levels to provide a gradual transition to the new system for workers
who retire 1979 through 1988. The transition provision will not be
applicable to disability and survivor cases. As under present law, bene-
fits would continue to be increased according to the increases in the cost-
of-living after a person reaches age 62 or becomes disabled or, in the
case of survivor’s benefits, after the time of the worker’s death. The
“decoupling” provisions would eliminate over one-half of the long-
range deficit in the social security system. o

Coverage

The bill would extend mandatory coverage, effective in 1982, to the
three major groups not under social security. These are federal em-
ployees in the Civil Service Retirement and other retirement systems,
about 30 percent of state and local government employees (about 70
percent now are under social security on a voluntary basis), and about
* 10 percent of the employees of nonprofit organizations (about 90 per-
_ cent of these employees are in the system on a voluntary basis). This

provision would gring 6 to 7 million additional workers into the system.

The bill provides for a comprehensive study of methods for inte-
grating the social security system and the Civil Service Retirement
System and other federal government retirergent systems. The study,
to be completed not later than January 1,1980 would be made by the
Secretary of Health, Education, and Welfare in consultation with the
Civil Service Commission. The Secretary would be directed to present
to Congress a specific and detailed plan for the integration of the two
systems. The plan would be expecteg to provide federal employees and
their families with the best possible combination of retirement, de-
pendents, survivors, disability and health benefits under the two sys-
tems at the lowest possible cost consistent with the solvency of the
systems. The Secretary is directed to include in the plan ‘benefit pro-
visions and other features to assure that federal employees would not
be placed at a disadvantage either in their coverage protection or in
the contributions required. of them by the integration of the systems.
The date for completion of the study would allow two years bef}c])re'the
integration takes place for the relevant committees of Congress to act
on the plan. : .
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The measure would discontinue, effective September 14, 1977, the
present option of state and local government units and groups of non- -
profit organization employees to withdraw fromn the system.

‘Totalization

Included in the bill is a provision, the International Social Secu-
rity Agreements Act, which would authorize the President to enter
into bilateral agreements with interested countries providing for lim-
ited coordination of the U.S. social security system and systems of
other countries. The agreements, known as totalization agreements,
would eliminate dual social security coverage for the same work in
each country covered by an agreement, and would enable individuals
who work for periods in each of the countries covered by an agreement
to qualify for & dual benefit in situations where they now are not eli-
gible for benefits in one or both of the systems involved. The United
States already has negotiated agreements with Italy and West Ger-
many which could be put into effect under this provision. Each agree-
meént would have to be submitted to Congress for 90 days before it
could take effect. .

Retirement Test

The bill would raise to $4,000 in 1978 and to $4,500 in 1979 the
annual amount of earnings a beneficiary age 65 to 72 may have without
having any benefits withheld. After 1979, the figure would be increased
in line with the rise in annual earnings as under present law when a
cost-of-living benefit increase is paid. The retirement test figure of
present law, which is to rise to $3,240 in 1978, would continue to apply
to beneficiaries under age 65.

. The bill would eliminate the monthly measure of retirement—the
provision in present law under which full social security benefits are
paid for any month in which a person earns one-twelfth of the annual
retirement test amount or less, regardless of total earnings for the year.

The bill also would liberalize the retirement test for persons covered
léy the social security system who are working outside the United

tates. '

Differences in Present Law Affecting Men and Women

The bill includes a series of provisions to make relatively minor
changes in the social security law to eliminate differences for men and
women. Some of these would write into the Act provisions which carry
out Supreme Court decisions already being followed by regulations.

The measure also would direct the Secretary of Health, Education,
and Welfare to conduct a study of changes in the social security pro-
gram needed to guarantee that women, as well as men, are treated
equitably. The study is to be completed in six months of enactment
of legislation.

Included in this study would be various proposals to mitigate the
cost impact of the recent Goldfarb decision on the system. This deci-
sion eliminated the previous requirement in the Act that men must
prove dependency on their wives in order to receive spouses’ or wid-
owers’ benefits on their wives’ earnings records.
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The measure includes two provisions to improve benefits for spouses.
One would shorten the duration of marriage requirement for aged
divorced spouse’s benefits from 20 years to five. The other would pro-
vide that remarriage would not cause any reduction in the benefits
paid to aged widows or widowers and that marriage would not ter-
minate benefits for certain other beneficiaries.

Other Benefit Provisions

Minimum.—The legislation would freeze the present minimum
benefit for future beneficiaries at its 1979 dollar amount (about $120.60
for an individual). The benefit would be adjusted for annual cost-of-
living increases only after the individual starts receiving it.

Special minimum.—This benefit provided for long-term, low-paid
workers would be increased. Under present law this benefit 1s equal to
$9 times the number of years of coverage a worker has in excess of
10 and up to 30; this benefit is not subject to annual cost-of-living
increases. The bill would increase the $9 figure to $11.50, and provides
that the special minimum would be kept up-to-date with future
increases in the cost-of-living for both present and future beneficiaries.

The bill increases the delayed retirement credit provision in the law
so that persons who delay receiving retirement benefits between ages
65 and 72 would have their payments increased by 3 per cent for each
year they do not take benefits as compared with 1 per cent under the
'aw now.

Limitation on retroactive benefits.—Under present law, a person who
files an application after he is first eligible can get benefits for a
retroactive period up to 12 months before the month in which the ap-
plication is filed, if all conditions of entitlement are met for those
months. Under the bill, except in those cases where the benefits were
disability-related or where unreduced dependents benefits were in-
volved, monthly cash benefits would not be paid retroactively for
months before the month in which the application was filed when such
retroactivity would result in permanently reduced benefits under the
actuarial reduction.

Other Provisions
Annual wage reporting

Public Law 94-202, enacted January 2, 1976, provided that employ-
ers would report their employees’ wages for social security and income
tax purposes annually on Forms W-2 beginning with wages paid in
1978. Employers are also required to report quarterly wage data on
the Forms W-2 to enable the Social Security Administration to deter-
mine whether a worker has enough quarters of coverage to be eligible
for social security benefits. The bill would change the quarters-of-cov-
erage measure and certain automatic provisions of the social security
law so that annual data would be used, instead of quarterly data.
Under the bill, employers would no longer have to report quarterly
data on the Forms W-2, and they and the Government would realize
the maximum advantages that annual reporting was designed to
achieve. :

The most significant program change would be a provision setting
out how annual wages would be credited in terms of quarters of cov-
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erage. Under present law, a worker generally receives credit for a

uarter of coverage for a calendar quarter in which he received at least
$50 in wages, Under the bill, a worker would receive one quarter of
coverage (up to a total of four) for each $250 of earnings in a year,
and the $250 measure would be automatically increased every year to
take account of increases in average wages.

Investment income under limited partnership

Under the Social Security Act a partner’s distributive share of
income from the trade or business of a partnership is considered net
earnings from self-employment for social security purposes, irre-
spective of the nature of his membership in the partnership—for ex-
ample, as a limited or inactive partner. :

In the past several years, a growing number of businesses have ad-
vertised limited partnerships as a means of acquiring social security
c]oyerage solely du'ough the income on investments in such partner-
ships.

Since the crediting of this investment income is actually contrary
to a major objective of the social security program which is to pro-
vide insurance against the risk of loss of earnings from work in the
event of old-age, disability, or death of the worker, the bill excludes
from social security coverage the distributive share of income or loss
from the trade or business of partnership which is received by a limited
partner,

Early payment of benefit checks in certain situations

Under present law, social security benefit payments for a particular
month repayable after the end of that month, and payment is nor-
mally made on the third day of the month; SSI benefit checks for a
particular month are delivered on the first day of that month. Under
the bill, when the delivery date falls on a Saturday, Sunday, or legal

public holiday, social security and SSI checks would be received on
an earlier date. '

Coverage of tips

Under social security, tip income (if over $20 a month) is taxed on
the employee alone. Under the bill, the employer will be taxed on tip
income up to the amount that combined with the employee’s salary
equals the minimum wage under the Fair Labor Standards Act.

Costs-of-living increases for early retirees

The bill would change the basis for calculating cost-of-living in-
creases for early retirees under social security to place them on the
same footing as persons who retire at age 65 or later. Under present
law, an early retiree who begins receiving benefits between ages 62 and
65 has his monthly payment permanently reduced on an actuarial basis
to take account of the longer period that he would receive benefits on
the average. However, when a cost-of-living increase is effective after
he attains age 65, the early retiree receives this as if he were drawing
a full benefit and not an actuarially-reduced benefit. The bill would
apply to cost-of-living increases for early retirees the same actuarial
reduction that is applied to their original monthly benefit.



Clergymen

The bill would permit clergymen who previously did not elect social
security coverage a second opportunity to come under the system as
self-employed persons.

M ississippi policemen and firemen

The bill would authorize social security coverage for Mississippi
policemen and firemen who previously were excluded from the systemn.

Wisconsin public employees

The bill would authorize a consolidated public employee group in
Wisconsin to continue under social security on the same terms which
applied to three groups before they were merged into the consolidated
organization.

New Jersey public employees

The bill would add New Jersey to the list of states whii n are per-
mitted to.hold referendums among public employees for divided
coverage under social security. Those voting for coverage would be
brought under social security; those voting against would remain
out of the system.

Illinois police and fire chiefs

The bill would allow approximately 400 Illinois police and fire chiefs
to get credits for past payments into the social security system even
though the applicable law did not permit such payments when they
were made.

Railroad retirement system

The bill contains a provision to guarantee that the new social secu-
rity financing provisions would not increase the employer tax liability
to finance tier-IT benefits under the railroad retirement system. Tier-I1
benefits are those paid to supplement the tier-I payments which cor-
respond to basic social security benefits.

. O



ADDITIONAL EXPLANATIONS OF CERTAIN PROVISIONS

Coverage

' The universal coverage provisions in the bill would give to Federal
civilian, State or local, or nonprofit organization employees credits
for quarters of coverage for past service in such employment, if the
employee had 6 or more quarters of coverage in such employment after
the effective date but otherwise would not be insured for social
security benefits upon death, disablement, or retirement. (No credits
of earnings would be given for the prior service.) The provision is
intended to assure the employees involved that they have a fair. chance
of becoming insured after they are covered under social security.

Retirement Test

A provision in the bill would eliminate the monthly measure of the
retirement test, so that benefits would be reduced if a beneficiary
earned in excess of the annual exempt amount in any year regardless

of earnings in a month. 1In the first year of entitlement, any earnings
prior to the month of entitlement would not be counted toward determining
a beneficiary's excess earnings.

Another provision would liberalize the retirement test for beneficiaries
who are working outside the United States. The number of days on which
a beneficiary in uncovered work outside of the United States could work
in a month without losing benefits would be increased from 6 to 8 days
in 1978 and from 8 to 11 days in 1979.

Provisions to Change Minor Gender-Based Distinctions in the Social
Security Law to be the Same for Both Sexes

1. Provide benefits for aged divorced husbands and aged or disabled
divorced widowers. Another provision, effective in January 1979, would
reduce the duration-of-marriage requirement for aged and disabled
divorced men and women from 20 to 5 years.

2. Provide benefits for young husbands and fathers who have in their
care a child who is under age 18, or disabled, and who is entitled to
benefits. (Another provision, effective in January 1979, would eliminate
marriage or remarriage as a factor barring or terminating entitlement, or
‘reducing benefits, in all dependent and survivor benefit cases.)

3. Permit a widower to obtain benefits on a deceased wife's earnings
record if he is not married at the time he applies for widower's benefits,
as widows now can, instead of if he has not remarried, as present law
provides. Another provision, effective in January 1979, would eliminate
marriage or remarriage as a factor barring or terminating entitlement, or
reducing benefits, in all dependent and survivor benefit cases.
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4, Provide husband's and widower's benefits under the transitionally
insured status amendment of 1965. '

5.  Provide special age-72 payments for each member of a couple equal
to 75 percent of the combined payment to a couple, instead of giving
the husband a full benefit and the wife one-half the husband's benefit,
as under present law.

6. Terminate the benefits of the spouse of a female disabled worker
beneficiary or childhood disability beneficiary if she ceases to be
disabled, as is now the case if the disabled worker or childhood

* disability beneficiary is a male. Another provision, effective in
January 1979, would eliminate marriage or remarriage as a factor barring
or terminating entitlement, or reducing benefits, in all dependent and
survivor benefit cases.

7. Provide that an illegitimate child's status for purposes of entitlement
to child's insurance benefits will be determined with respect to the child's
mother in the same way as it is now determined with respect to the child's
father.

8. Permit a widower, as well as a widow, to waive payment of a Federal
benefit attributable to credit for military service performed before 1957
in order to have the military service credited toward eligibility

for or the amount of a social security benefit.

9. Permit self-employment income of a married couple in a community
‘property State to be credited for social security purposes to the spouse
who exercises more management and control over the trade or business,
instead of deeming the income to be the husband's unless the wife exercises
substantially all of the management and control of the business, as present
law provides. '
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Mr. UrLLmaN, from the Committee on Ways and Means,
submitted the following

REPORT
together with

INDIVIDUAL VIEWS, DISSENTING \}IEWS, MINORITY
VIEWS, AND ADDITIONAL MINORITY VIEWS

[To accompany H.R. 9346]

[Including cost estimate of the Congressional Budget Office]

The Committee on Ways and Means, to whom was referred the bill
(HLR. 9346) to amend the Social Security Act and the Internal Reve-
nue Code of 1954 to strengthen the financing of the social security
system, to reduce the effect of wage and price fluctuation on the sys-
tem’s benefit structure, to provide coverage under the system for
officers and employees of the United States, of the State and local
governments, and of nonprofit organizations, to increase the earnings
limitation, to eliminate certain gender-based distinctions and provide
for a study of proposals to eliminate dependency and sex discrimi-
nation from the social security program, and for other purposes, hav-
‘ng considered the same, report favorably thereon with an amendment
and recommend that the bill as amended do pass.

The amendment strikes out all after the enacting clause of the bill |
{a)nl(li inserts a new text which appears in italic type in the reported

ill.

I. PrincipaL PURPOSES AND SCOPE OF THE BILL

Social security today is of major importance to just about every
American family. Practically every American is either a beneficiary,
a contributor building protection, or the dependent of a contributor.
Today 93 percent of the people 65 and older are eligible for social
security benefits. Ninety-five out of 100 young children and their
mothers are protected by the life insurance features of social security,
called survivors’ insurance. Four out of five people in the age group
21 through 64 have protection under social security against loss of
income due to severe disability. More than 33 million people, one out of

(1)
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seven Americans, receive a social security benefit each month. About
107 million people will pay into the program this year.

Annual trust fund deficits beginning in 1975 have resulted in an
erosion of public confidence in the social security system and the Fed-
eral Government’s commitment to assure sound financing of social
security. In order to restore public confidence and, more importantly,
to assure that funds will be available to pay benefits as they fall due,
your committee’s bill would restore the financial soundness of the
old-age, survivors, and disability insurance (OASDI) system by elim-
inating the actuarial deficit in the system through the first decade of
the next century and reduce the deficit for the next seventy-five years
from 8.2 percent of taxable payroll to 1.69 percent. More specifically,
the bill would revise and stabilize the social security benefit structure,
extend mandatory social security coverage, eliminate gender-based
distinctions in the OASDI system and improve protection for a work-
er’s spouse or surviving spouse, and increase the amount of earnings
on older beneficiary age 65 or over may have and still receive some or
all of his benefits.

The action taken to date by your committee is intended to deal with
only the most pressing problems facing the social security system.
The Subcommittee on Social Security has announced its intention to
undertake phase IT of consideration of social security legislation early
in 1978 when it will take up possible amendments to the disability in-
surance program. Although your committee’s bill does reallocate very
substantial revenues into the Disability Insurance Trust Fund and
will provide adequate financing into the next century, attention must
still be focussed on why the costs of the program have risen so rapidly
to a level far greater than anticipated. The possibility of not only
reducing the cost of the program but also making it more susceptible
to administrative control must be thoroughly explored. Following
action on the disability insurance program, the é)ubcommittee will
then turn its efforts to other aspects of the cash-benefits program which
could be modified in a way that would not impair the long-range
financial condition of the program. ‘

A. FINANCING

dThe bill would restore the financial soundness of the system by prc
viding—

A. Additional allocations of contribution income to the DI
trust fund beginning in 1978 and a shift of a small portion of the
existing scheduled tax increases from the hospital insurance (HI)
part of the program to the cash benefit program (OASDI) ;

B. Phased increases in the contribution and benefit base in 1978,
1979, 1980, and 1981 to achieve a base level under which about 90
percent of total payroll in covered employment would be taxable
(as compared with about 85 percent under present law); and

C. A schedule of social security tax rate increases in 1981, 1985,
and 1990 sufficient to meet the cost of the program as amended by
your committee’s bill. '
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B. BENEFIT STRUCTURE (DECOUPLING)

The bill would also stabilize future replacement rates (benefits as
a percentage of earnings) in relation to future wage levels, as would
have occurred under the assumptions made at the time of the 1972 legis-
lation providing for the automatic adjustment of the social security
system to changes in the economy. The major elements of the revised
benefit structure are:

1. Each worker’s wages and the social security benefit formula
would be indexed to reflect changes in wage levels up to the time he
reaches age 62, becomes disabled, or dies to assure that future replace-
ment rates would be relatively constant.

2. The benefit formula would provide somewhat lower replacement
rates than now prevail—about 5 percent below the estimated 1979
level—and a 10-year transitional guarantee would be provided to as-
sure that workers now approaching age 62 will get at least as much as
the benefit table in the law at implementation (1979) would have
provided.

3. As under present law, benefits would continue to be increased
according to the increases in the cost of living after a person reached
age 62 or became disabled and, in the case of the survivor’s benefits,
after the time of the worker’s death. '

In addition, the bill provides for changing the relationship between
the minimum benefit, which is increasingly paid as a “windfall” to
people who did not work regularly under the social security program,
and the special minimum benefit, which is provided for long-term,
regular workers with low earnings under the program. Specifically—

A. The minimum benefit would be frozen for future beneficiaries
at its 1979 dollar amount (about $121.00) and would increase as
the(ai cost of living rises only after a person starts getting benefits;
an

B. The special minimum would be brought up to date with
price increases since it was last adjusted (1973) and automatically
kept up with prices in the future.

C. COVERAGE

It has long been recognized that the primary objective of the social
security program, preventing dependency, can best be achieved if
coverage under the program is compulsory and as universal as possi-
ble. To further this objective, your committee’s bill would extend cover-
age to some 6 million jobs in Federal civilian, State and local, and
nonprofit organization employment, which would- result in nearly
universal coverage. About 97 percent of the jobs in paid employment
would then be covered.

Your committee has been concerned for some time because some
workers are not eligible for retirement benefits under any system
or are cligible for inadequate benefits and because windfall social se-
curity benefits occur when some workers are not covered under social
security and some workers who are covered, but on an elective basis
may terminate their social security coverage. While there were valid
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reasons for the special coverage exclusions and provisions enacted for
these workers, your committee believes these reasons are no longer
compelling and that the workers should be treated as are the great
majority of the Nation’s work force, who are compulsorily covered
under social security and who do not have the right to terminate their
coverage. This coverage would not be effective until 1982 to allow for
adjustment of governmental staff retirement systems to take into ac-
count social security protection and taxes.

D. GENDER-BASED DISTINCTIONS AND TREATMENT OF SPOUSES

Your committee is concerned that the social security program pro-
vides adequate protection in terms of the needs of today’s society and
that women, as well as men, be treated equitably under the program.
Therefore, your committee has directed the Secretary of Health, Edu-
cation, and Welfare to carry out a detailed study of alternative pro-
posals to (1) eliminate dependency as a requirement for entitlement
to social security spouse’s benefits, and (2) bring about, in practical
terms, equal treatment of men and women under social security, tak-
ing into account relevant social and economic factors. However, with-
out awaiting the results of this study (due 6 months from the date of
enactment), your committee has adopted measures that move in this
direction—

A. The gender-based differences of treatment for men and
women under present law would be eliminated ; and

B. Protection for spouses would be improved by (1) shortening
the duration-of-marriage requirement for aged divorced spouse’s
benefits from 20 years to 5, and (2) providing that marriage or
remarriage will not adversely affect a person’s rights to depend-
ents or survivors spouse’s benefits.

E. RETIREMENT TEST

The bill would provide improvements in the provisions of the law
which cause a reduction in benefit payments when an individual has
significant earnings by—

A. Increasing the annual amount of earnings a beneficiary age

" 65 or older may have without having any benefits withheld to

$4,000 for 1978 and $4,500 for 1979; and .

B. Elimination of the monthly measure of retirement—the pro-
vision under which benefits may be payable for months in which
earnings are low, regardless of total earnings for the year.

F. OTHER PROVISIONS

In addition, your committee’s bill would provide for a number of
other improvements in the social security cash benefits program.

G. INCOME AND BENEFITS EFFECTS OF THE BILL

The following table shows the effects of the provisions of your com-
mitee’s bill in terms of benefit outgo and additional income. The net
effect of the bill is shown on the bottom line of the table.
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ESTIMATED EFFECTS OF H.R. 9346 ON THE NET INCREASE IN THE OASI AND DI TRUST FUNDS, COMBINED, IN
CALENDAR YEARS 1978-83, BY PROVISION

{In millions of dollars}

Effective date 1978 1979 1980 1981 1982 1983

REDUCTION IN BENEFIT PAYMENTS

Decou _{ing, with 3 percent delayed retirement January1979.___..._____ 70 351 803 1,473 2,317
credits.
Elimination of marriage or remarriage as a bar _.__. [ [+ —1,135 —1,355 —1,454 —1,551 —1, 654
to entitlement to benefits.
Reduction in duration of marriage required for ____. do. e -137 164 -177 -—-1%0 204
divorced spouses benefits from 20 yr to 5 yr.
Changes in retirement test (total).. ... ... ... January 1978.... —54 266 —328 —346 —367 —390
Increase annual exempt amount to $4,000 __.__ do........ —~267 -—491 554 582 611 —642
in 1978 and to $4,500 in 1979,
Eliminate the monthly measure......_.._.._... do........ 23 225 226 236 244 252
Eliminate retroactive payments of actuarially . ... do......... 339 536 550 559 565 569
reduced benefits,
Increase special minimum benefit from §9 per January1979....__.__._. -12 -14 -14 -I5 —16

year of coverage to $11.50, and apply auto-
matic increases in the future.

Changes in annual wage reporting provisions... January 1978.._.. (? -1 —4 -9 —18 -26

Ehlminate gender-based distinctions from the .____ do........ . - -5 —6 -1 -8 —8
aw,

Limit increases in actuarially reduced benefits_._.__. do._....... 90 280 500 751 948 1,157

Increase in contribution and benefit base. . ... _. do___..... " -12 -4 -12 -200 346
_ Subtotal, excluding universal coverage....._........._... 371 -—-682 514 —6 628 1,459

Universal coverage of Federal civilian em- January 1982._. ... e (O]

ployees, employees of State and focal gov-
ernments, and employees of nonprofit orga-
nizations.

Total reduction in benefit payments___ ... _.__.__._._.. 371 -—682 -514 —6 628 1,365
ADDITIONAL INCOME

Con'}ribution income resulting from financing January1978_.._ 3,967 6,661 8,560 11,858 13,265 14,060
changes.

Contribution income resulting from universal January 1982 .. ... . ... 11,741 14,231
Adc:i\t’ieo':agﬁnterest NCOMe. - oo ieeeae 13 475 1,005 1,786 3,132 5343
Total additional income. ... ... .. ... 4,080 7,136 9,565 13,644 28,138 33,634
Net effect of bill__ ... ... 4,451 6,454 9,051 13,638 28,766 34,999

1 Less than $500,000.
I1. SumMARY oF PriNcrpaL ProvisionNs oF THE BiLL

A. FINANCING

Consistent with the policy of your committee and the Congress to
maintain the social security program on a sound financial basis, the
bill would make provision for strengthening both the short- and long-
range financial stability of the program, including meeting the cost of
the benefit improvements recommended by your committee. To ac-
complish those purposes, your committee’s bill would increase the
contribution and benefit base (the maximum amount of a worker’s
annual earnings that is subject to social security taxes and creditable
for benefits), revise the schedule of tax rates in the law, reallocate a
portion of scheduled increases in the hospital insurance (HI) tax
rate to the cash benefits (OASDI) program, and increase the future
tax rates scheduled in the law. In addition, the bill would provide for
standby authority for loans to the OASI and DI trust funds from
Federal general revenues in the event—not contemplated in this cen-
tury under current actuarial estimates—that trust fund levels fall
below specified minimum levels.
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1. Increase in contribution and benefit base

Your committee’s bill provides for increasing the contribution and
benefit base—in four steps—to a level where about 90 percent of all
payroll in covered employment would be taxable for social security
purposes (and about 93 percent of all workers would have their full
earnings credited for benefit purposes). Accordingly, the bill would
increase the base to $19,900 in 1978, $22,900 in 1979, $25,900 in 1980,
and $27,900 in 1981, with automatic adjustments to keep up with aver-
age wage levels thereafter (as under present law).

2. Changes in OASDHI contribution rates

Your committee has included provisions for allocating a small por-
tion of future income from currently scheduled HI tax-rate increases
to the OASDI program. In addition, tax rates for the OASDI pro-
gram for employers and employees, each, would be increased (beyond
the increases resulting from reallocation of scheduled HJ tax-rate in-
creases, which do not result in any net OASDHI tax rate increase over
present law).

Specifically, the reallocations from HI to OASDI would be 0.1 per-
cent each for 1978-80 and 0.05 percent each for 1981 and after. Also, the
OASDI contribution rates would be further increased from 5.0 per-
cent each, by 0.15 percent each in 1981, an additional 0.30 percent each
in 1985, and another 0.55 percent each for 1990-2010. The reallocations
plus the rate increases result in OASDI rates of 5.05 percent for 1979~
80, 5.15 percent for 1981-84, 5.45 percent for 1985-89, and 6 percent
for 1990 and after.

3. Changes in self-employed contribution rates for OASDI

Your committee’s bill would restore the self-employed rate to its
original level of one and one-half times the employee rate, effective in
1981. (Since 1972, the social security cash benefits contribution rate for
the self-employed has been below the level of one and one-half times
the employee rate that was originally provided when the self-employed
were first covered under the social security program in 1951.)

4. Change in allocation to the disability insurance trust fund

The committee bill would allocate an additional 0.35 percent of tax-
able payroll in the early years and even higher additional allocations
in later years to the disability insurance trust fund to assure the finan-
cial soundness of the disability insurance program.

5. Standby authority for loans to the OASDI trust funds from gen-
eral revenues with repayment tax provision

Your committee is especially concerned about the need for the pub-
lic—eurrent and future workers as well as social security beneficiaries—
to be assured that the program will be able to meet its benefit obliga-
tions at all times. While the other actions your committee has taken
would restore the financial soundness of the program, your commit-
tee believes that a further guarantee of the future financial stability
of the cash benefit program 1s necessary.

Accordingly, your committee has included provision granting
standby authority for automatic loans to the social security cash bene-
fit trust funds from Federal general revenues whenever the assets of a
cash trust funds drop below & 25-percent level of outgo. Your commit-
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tee emphasizes its belief that, under reasonable projections, it will not
become necessary for such loans to the trust funds to be made. If such
loans are made in the future, the committee bill would provide for
temporary social security tax-rate increases of 0.1 percent for em-
ployees and employers, each, and 0.15 percent for the self-employed,
when the reserve level is 24 percent or less and the loan debt exceeds
$2 billion, to provide funds to repay the loans; repayment would begin
when the reserve level rises above 30 percent.

B. REVISED BENEFIT STRUCTURE

About half of the existing long-range deficit in the OASDI pro-
gram is the result of unintended effects of the cost-of-living increase
provisions of present law. The basic problem under the present benefit
structure is that future benefits for current workers will reflect in-
creases in both wages and prices that occur during their working years.
As a result, replacement rates—initial benefits as a percent of prere-
tirement earnings—are erratic and unpredictable and, under current
long range economic assumptions, are projected to rise significantly
over time. About one-half of the long-range deficit is due to rising
replacement rates in the future. _

The bill would prevent the unintended rise in future replacement
rates (and costs), and assure that future replacement rates would re-
main fairly constant at a level approximately 5 percent lower than
the level that will prevail in January 1979. A major feature of the
plan is that the worker’s earnings (and the benefit formula) would
be indexed to reflect the change in wage levels that has occurred dur-
ing his working lifetime. As a result, benefits would be based on the
worker’s relative earnings position averaged over his working lifetime.
1. Wage indexing of earnings

A worker’s earnings would be updated (indexed) to just prior to
when the worker reaches age 62, becomes dicabled, or dies to reflect
the increases in average wages that have occurred since the earnin,
were paid. (Under present law, a worker’s earnings are counted In
actual dollar value.) The worker’s earnings would be indexed by
multiplying the actual earnings by the ratio of average wages in the
second year before he reaches age 62, becomes disabled, or dies to the
average wages in the year being updated.

2. Base year for indexing

A worker’s earnings would be indexed by average wage increases
through the second year before age 62 (the age of first eligibility),
disability, or death. Earnings after age 62 or disability would be
counted in actual dollar amount; cost-of-living increases would apply
beginning with age 62, disability, or death.
3. Computation period

Benefits would be based on a worker’s indexed earnings averaged
over the number of years after 1950 (or age 21, if later) up to the year
he reaches age 62, becomes disabled, or dies, whichever occurs first
(excluding 5 years of lowest indexed earnings or no earnings). As
under present law, the computation period would expand from 23

ears for those reaching age 62 in 1979, up to 35 years for those reach-
Ing age 62 in 1991 or later. '



4. Benefit formula

The benefit formula shown below would be applied to the average
indexed monthly earnings (AIME) of workers who reach age 62,
become disabled, or die in 1979 :

90 percent of the first $180 of AIME, plus
32 percent of AIME over $180 through AIME of $1,085, plus
15 percent of AIME above $1,085.

For those who become eligible for benefits in the future, the dollar
amounts (bend points) in the formula would he adjusted automati-
cally (and rounded to the nearest dollar) as average wages increase.

5. Maximum family benefit

Maximum family benefits would bear the same relationship to pri-
mary insurance amounts (PIA) as they do under present law—rang-
ing from 150 percent to 188 percent of the PIA. The family maximum
would be determined by applying the following formula to the work-
er's PIA:

150 percent of the first $230 PIA, plus

272 percent of PIA’s over $230 through $332, plus
134 percent of PIA’s over $332 through $433, plus
175 percent of PIA’s above $433.

In the future, the dollar amounts in the formula would be increased
(and rounded to the nearest dollar) based on increases in average
wages.

6. Transition

A worker who reaches age 62 after 1978 and before 1989 would be
guaranteed a benefit no lower than he would have received under pres-
ent law as of January 1979. For purposes of the guarantee, the Jan-
uary 1979 benefit table would not be subject to future automatic benefit.
increases, but all individual benefits would be subject to all cost-of-
living increases in benefits beginning with age 62. This guarantee
would not apply in disability and death cases.

7. Treatment of earnings after age 62 or disability

Earnings subsequent to the year of first eligibility (age 62) or onset
of disability would be counted at actual dollar value (i.e., unindexed)
and substituted for earlier years of indexed earnings if they would
increase the worker’s AIME and his PTA. :

8. Increase in delayed retirement credit

For workers reaching age 62 after 1978, the current delayed retire-
ment credit of 1 percent per year would be increased to 3 percent per
year beginning at age 65 and taking account of months up to age 72
for which benefits are not paid. (For workers eligible for retirement
benefits before 1979, the current 1-percent per year credit would con-
tinue to apply.)

Estimated number of people affected and dollar payments: In 1983
(the first year increased benefits reflecting the 3-percent delayed re-
tirement credits would be payable based on credits provided for 1982),
100,000 people would get higher benefits, and $15 million In addi-
tional payments would be made as a result of this provision.

9. Freeze the minimum, benefit

The minimum benefit for future bengﬁciaries.would be frozen at an
amount equal to the minimum benefit in effect in January 1979 (esti-
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mated to be about $121). Benefits based on the minimum would be
]d(lepthup to date with rising prices only after age 62, disability, or
cath.
E'stimated number of people affected and dollar payment: Some
150,000 people would be affected by this amendment, and benefit pay-

ments would be reduced by an estimated $7 million in the first full
calendar year, 1980.

10. Increase in the special minimum benefit

Under present law, a special minimum benefit is provided for long-
term, low-paid workers equal to $9 times the number of years of cov-
erage a worker has in excess of 10 and up to 30; the special minimum
benefit is not subject to cost-of-living increases under the automatic
adjustment provisions, The bill woul§ increase the $9 figure to $11.50
and provide that the special minimum would be kept up to date with
future increases in the cost of living for both present and future bene-
ficiaries. Thus, the highest possible special minimum would be in-
creased from $180 to $230 in 1979.

Estimated number of people affected and dollar payments: 220,000
people would get increased benefits on the effective date, and addi-
tional benefit payments in the first full calendar year, 1980, would
amount to an estimated $14 million.

C. COVERAGE

Old-age, survivors, disability, and hospital insurance coverage
would be extended to an additional 6 million jobs.

1. Federal civilian employees

Under present law, services performed in Federal civilian employ-
ment that are covered under a staff-retirement system established by
a law of the United States are excluded from social security coverage,
as are services performed in Federal employment by the President, the
Vice President, Members of the U.S. Congress, legislative employees
of the U.S. Congress, inmates of Federal penal institutions, certain
student employees of Federal hospitals, and temporary, emergency
employees. The bill would extend social security coverage to Federal
services performed by these offices and employees. The bill directs the
Secretary of Health, Education, and Welfare to conduct a study with
the Civil Service Commission to make recommendations for coordinat-
ing benefits and costs of the OASDI and Civil Service Retirement pro-
grams in such a way that Federal workers will be no worse off so far as
costs and benefits are concerned compared to their treatment under
present law. The report would be submitted by January 1, 1980.

E'ffective date : January 1, 1982.

2. State and local employees

Under present law, social security coverage for State and local em-
ployees generally is available only on a group basis throngh voluntary
agreements between the States and the Secretary of Health, Educa-
tion, and Welfare. Coverage for a group of State and local employees
can be terminated after 2 years’ notice by the State if the group has
been covered under social security for b years at the time notice is
given, or by the Secretary at any time, if he finds that the State has
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failed or is unable legally to comply with the terms of the agreement
and 2 years’ notice is given. The bill would provide compulsory social
security coverage for State and local employees (including employees
of Guam, American Samoa, and the District of Columbia) who are not
compulsorily covered under present law.

Effective date: January 1, 1982.

The bill also would provide that coverage could not be terminated by
either the State or the Secretary of Health, Education, and Welfare
before compulsory coverage was effective unless the notice was given
before September 14, 1977. In such cases where coverage has been ter-
minated it would Le restored effective January 1, 1982

Effective date : September 14, 1977.

3. Employees of nonprofit organizations

Under present law, employees of certain nonprofit organizations, de-
scribed in section 501(c) (3) of the Internal Revene Code, are excluded
from coverage under social security unless the organization files a
certificate expressing a desire to have coverage extended to its em-
ployees. Coverage of the employees of an organization that filed such
a certificate may be terminated after 2 years’ notice by the organiza-
tion, if the employees had been covered under social security for at
least 8 years before the notice was given, or by the Sccretary of the
Treasury, with concurrence of the Secretary of Health, Education,
and Welfare, at any time if he finds that the organization has failed
or is unable to comply with the law and 60 days’ notice is given. The
bill would provide compulsory coverage under social security for these
employees of nonprofit organizations.

Effective date : January 1,1982.

The bill also would provide that coverage could not be terminated
by either the nonprofit organization or the Secretary of the 1'reasury
before compulsory coverage was effective unless the notice was given
before September 14, 1977. In such cases where coverage has been
terminated, it would begin again on January 1, 1982.

E'ffective date : September 14, 1977,

4. Quarter-of-coverage provision

The bill would grant retroactive quarter-of-coverage credits for
eligibility, but not benefit computation purposes, to employees who
were in Federal civilian, State, or local, or nonprofit organization em-
ployment to which social security coverage was extended under this
bill on Jannary 1, 1982, if the cmployees earned at least six quarters
of coverage in such employment after 1981. The quarters of cov-
erage would be granted based on periods of employment prior to
January 1, 1982, which were in the same category of employment and
which were excluded from social security coverage.

Effective date: January 1, 1982.

5. Totalization

Under present law, there is no authority in the Social Security Act
for entering into agreements with other countries to provide for co-
ordination between the social security systems of the United States
and of other countries. The bill would authorize the President to enter
into bilateral agreements (of a kind generally known as totalization
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agreements) with interested foreign countries to provide for limited
coordination between this country’s social security system and those
of other countries, subject to congressional oversight. Draft agree-
ments worked out with Italy and West Germany have been imple-
mented by their laws but cannot become effective agreements in the
United States until the Congress enacts the authority provided in
this bill.
Effective date: Upon enactment.

6. Exclusion of limited partnership income
Under present law each partner’s share of partnership income is in-

cludable in his net earnings from self-employment for social security
purposes, irrespective of the nature of his membership in the part-
nership. The bill would exclude from social security coverage, the dis-
tributive share of income or loss received by a limited partner from
the trade or business of a limited partnership. This is to exclude for
coverage purposes certain earnings which are basically of an invest-
ment nature. However, the exclusion from coverage would not extend
to guaranteed payments (as described in section 707(c) of the Internal
Revenue Code), such as salary and professional fees, received for
services actually performed by the limited partner for the partner-
ship.

EI’) fective date: Taxable years beginning after December 31, 1977.
7. Social security employer tazes on tips when deemed as wages for the

Federal minimum wage

Under the Fair Labor Standards Act of 1938, an employer can pay
an employee less than the Federal minimum wage by an amount equal
to the tips received by the employee but not less than 50 percent of the
minimum wage. Social security taxes are not paid by the employer on
the amount of tips deemed to be wages. Under the bill, employers
would be liable for the employers’ share of the social security taxes on
the deemed wages up to the minimum wage.

E'{)/"ective date: Wages paid for employment performed after De-
cember 31, 1977.

8. Clergymen

Under present law, the services of a clergyman are covered under
the self-employment provisions of the Social Security Act unless the
clergyman files an application for an irrevocable exemption from
coverage on the grouncis that he is opposed either conscientiously or
because of religious principles to the acceptance of public insurance
such as social security. Under the bill, a clergyman who filed an appli-
cation for exemption in the past would be given an opportunity to
revoke his cxemption and obtain social security coverage prospectively.

Effective date : Taxable years ending on or after enactment.

9. Other State and local changes

Other changes relate to social security coverage of policemen and
firemen 1n Mississippi and Illinois who are under staff retirement sys-
tems, and social security coverage of State and local employees in New
Jersey under the divided retirement system procedure, and the special
provision in the law applying to the Wisconsin retirement fund.

Effective date : Upon enactment.
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D. EQUAL TREATMENT OF MEN AND WOMEN

1. Equal rights

a. Father's benefits

Benefits would be provided for young husbands and fathers who
have in their care a child who is under age 18, or disabled, and who is
entitled to benefits.

Effective date: Effective with respect to benefits for months after
December 1977,

Estimated number of people affected and dollar payments: 2,000
geople would become eligible for benefits or eligible for larger bene-

ts on the effective date. About $2 million in additional benefits would
be paid in the first full year of operation.

b. Benefits for divorced men

Benefits would be provided for aged divorced husbands and aged
or disabled divorced widowers.

Effective date: Effective with respect to benefits for months after
December 1977.

Estimated number of people affected and dollar payments: 2,000
people would become eligible for benefits or eligible for larger benefits
on the effective date. About $3 million in additional benefits would be
paid in the first full year of operation.

¢. Remarriage of widowers before age 60

A widower would be permitted to obtain benefits on a deceased
wife’s earnings record if he is not married at the time he applies for
widower’s benefits, as widows now can, instead of if he has not re-
married, as present law provides.

E'ffective date: Effective with respect to benefits for months after
December 1977.

Estimated number of people affected and dollar payments: Very
few peOf)le would be affected and the additional benefits would be
negligible,

d. Transitional insured status benefits

Husband’s and widower’s benefits would be provided under the tran-
sitionally insured status amendment of 1965.

Effective date: Effective with respect to benefits for months after
December 1977.

Estimated number of people affected and dollar payments: Very
few people would be affected and the additional payments would be
negligible,

e. Special age-72 payment amounts for certain uninsured
individuals

When both members of a couple are receiving special age-72 pay-
ments, the amount of the payments would be divided equally between
the two, instead of giving the husband a full benefit and the wife one-
half the husband’s benefit.

Effective date: Effective with respect to benefits for months after
December 1977.

Estimated number of people affected and dollar payments: 2,000
couples would be affected. Provision would have no cost.



13

f. Benefits of spouses of childhood disability or disabled worker
beneficiaries

Benefits of the spouse of a female disabled worker beneficiary or
childhood disability beneficiary would be terminated if she ceases to be
disabled, as is now the case if the disabled worker or childhood disa-
bility beneficiary is a male. (Beneficiaries whose benefits are termi-
nated under this provision would be able to become reentitled to bene-
fits as a result of provisions eliminating marriage or remarriaﬁe as a
facto)r in terminating or reducing benefits, which has a later effective
date.

Effective date: Effective with respect to benefits for months after
December 1977.

Estimated number of people affected and dollar payments: The
number of people affected would be very small and the payments would
be negligible.

9. Benefit rights of illegitimate children

An illegitimate child’s status for purposes of entitlement to child’s
insurance benefits would be determined with respect to the child’s
mother in the same way as it is now determined with respect to the
child’s father.

Effective date: Effective with respect to benefit for months after
December 1977.

Estimated number of people affected and dollar payments: Very
few people would be affected and the additional payments would be
negligible.

h. Waiver of civil service survivors’ annuities

A widower, as well as a widow, would be permitted to waive pay-
ment of a Federal benefit attributable to credit for military service
performed before 1957 in order to have the military service credited
toward eligibility for, or the amount of, a social security benefit.

Effective date: Effective with respect to benefits for months after
December 1977.

E'stimated number of people affected and dollar payments: A negli-
gible number of people would be affected. The provision would have
no cost.

i Urgctiz'iing of self-employment income in community property
ates
The self-employment income of a married couple in a community
property State would be credited for social security purposes to the
spouse who exercises more management and control over the trade or
business, instead of being deemed the husband’s, unless the wife exer-
cises substantially all of the management and control of the business,
as present law provides. Where the husband and wife exercised the
same amount of management and control, the self-employment income
would be divided equally between both the husband and wife.
Effective date: Effective with respect to taxable years beginning
after December 1977.
Estimated number of people affected and dollar payments.: A negli-

gib%e number of people would be affected. Provision would have no
cost.
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2. Elimination of marriage (or remarriage) as a bar to entitlement to
-dependents’ or survivors’ benefits, and as an event which termi-
nates entitlement to, or reduces, such benefits.

Entitlement to benefits as a divorced wife or husband, widow or
widower, or surviving divorced widow or widower (including those
with an entitled child in their care), parent, or child would not be
barred or terminated because of marriage or remarriage. Neither
would remarriage serve to cause any reduction in the benefits paid aged
widows or widowers,

Effective date: Effective with respect to benefits for months after
December 1978.

Estimated number of people affected and dollar payments : 670,000
people would become eligible for benefits or eligible for larger benefits
on the effective date. About $1.4 billion in additional benefits would be
paid in the first full calendar year, 1980.

3. Reduced duration-of-marriage requirement for divorced spouses.

The length of time a divorced person must have been married to a
worker in order for benefits to be payable to the person as an aged
divorced spouse or aged or disabled surviving divorced spouse would
be reduced from 20 years to 5.

Effective date: Effective with respect to benefits for months after
December 1978.

E'stimated number of people ag"ected and dollar payments: 70,000
people would become eligible for benefits or eligible for larger benefits
on the effective date. About $160 million in additional benefits would
be paid in the first full calendar year, 1980.

4. Study of proposals to eliminate dependency and sex discrimination

The Secretary of Health, Education, and Welfare would be directed
to carry out a detailed study of proposals (1) to eliminate depend-
ency as a requirement for entitlement to social security spouse’s bene-
fits, and (2) to bring about the equal treatment of men and women
(in any and all respects under the program). A full and complete re-
port on the study shall be submitted to the Congress within 6 months
of enactment of the bill.

E. IMPROVEMENT OF THE EARNINGS TEST

1. Increase in annual exempt amount of earnings -

The amount that a beneficiary age 65 or over but under age 72 may
earn in a year and still be paid full social security benefits for the
year would be increased from the present $3,000 in 1977 to $4,000 in
1978 and $4,500 in 1979 with future automatic increases as wage levels
rise. The amount that a beneficiary under age 65 could earn and still be
paid full benefits would be determined under present law.

Effective date : Taxable years ending after December 1977.

Number of people affected and dollar payments: For 1978, 800,000
people would receive increased payments; 100,000 people who get no
payments under present law could get some payment. For 1979, 800,000
people would receive increased payments; 100,000 people who get no
payments under present law could get some payments. Additional
benefits amounting to $0.3 billion would be paid out in 1978 and $0.5
billion in 1979.
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2. Elimination of the monthly earnings test

Under present law, full benefits are paid to a beneficiary, regardless
of the amount of anrual earnings, for any month in which the bene-
ficiary neither works for wages in excess of the monthly measure ($250
in 1977; more in later years) nor renders substantial services in self-
employment. The bill would eliminate the monthly measure of retire-
ment and convert the retirement test to a strictly annual test for years
after the initial year of retirement.

Effective date: Taxable years ending after December 1977.

Number of people affected and dollar payments: About 250,000
people would be affected during the first full year. Benefit payments
would be reduced by about $0.2 billion each year.

3. Foreign work test

The number of days that a beneficiary under age 72 who works out-
side the United States in noncovered employment can work in a month
and still be eligible for a benefit for that month would be increased
from 6 to 8 in 1978 and to 11 in 1979 and thereafter. \

Number of people affected and dollar payments: It is estimated that
the proposed changes would be a liberalization for about one-half of
the 1.500 beneficiaries (out of the approximately 300.000 beneficiaries
who live in foreign nations) who now lose benefits because of work
activity.

The cost of such a change would be negligible.

F. ANNUAL WAGE REPORTING

Under present law, employers will report their employees’ wages
for social security and income tax purposes annually on forms W-2
beginning with wages paid in 1978. Employers are required to report

uarterly wage data on the forms W-2 to enable the Social Security

dministration to determine whether a worker has enough quarters
of coverage to be eligible for social security benefits. The bill would
change the quarter-of-coverage measure and certain automatic provi-
sions of the social security law so that annual data would be used, in-
stead of quarterly data. Under the bill, employers would no longer
have to report quarterly data on the forms W-2 and they and the
Government would realize the maximum advantages that annual re-
porting was designed to achieve.
. The most significant program change would be a provision setting
out how annual wages would be credited in terms of quarters of cov-
erage. Under present law, a worker generally receives credit for a
quarter of coverage for a calendar quarter in which he received at
least $50 in wages. Under your committee bill, a worker would re-
ceive one quarter of coverage (up to a total of four) for each $250
of earnings in a year, and the $250 measure would be increased auto-
matically every year to take account of increases in average wages.

Effective date : January 1, 1978,

G. OTHER PROVISIONS

1. Eliminate windfall cost-of-living increases

Under your committee’s bill, future benefit increases for people
receiving actuarially reduced benefits, would be reduced in proportion
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to the reduction in the person’s basic benefit. (Under present law, the
failure to fully reduce the amount of the increase results in increases
beyond those needed to keep up with changes in the cost of living.)
The provision would apply to people who reecive reduced benefits
after December 1977 ; special rules would apply to those already on the
rolls.

Effective date : Benefit increases after 1977,

E'stimated number of people affected and dollar payments: About
15 million people would have their benefits affected by the provision
at the time of the June, 1978 cost-of-living benefit increase, and there
would be a program saving of $90 million in calendar year 1978.

2. Limitation on retroactive benefits

Under present law, a person who files an application after he is first
eligible for benefits may be paid benefits, including actuarially re-
duced benefits, for a retroactive period up to 12 months before the
month in which the application is filed, if all conditions of entitle-
ment are met for those months. Under the bill, except in those cases
where the benefits were disability-related or where unreduced depend-
ents benefits were involved, monthly- cash benefits would not be paid
retroactively for months before the month in which the application
was filed when such retroactivity would result in permanently re-
duced benefits. *

Effective date : With applications filed on or after January 1, 1978,

Number of people affected and dollar payments: Tn 1978, an esti-
mated 1 million people would be affected by the change. Reductions in
benefit payments would range from $0.3 billion in 1978 to $0.6 billion
in 1982.

3. Early payment of social security and SSI benefit checks in certain
situations

Under present law, social security benefit payments for a particular
month are payable after the end of that month, and payment is nor-
mally made on the third day of the month; SSI benefit checks for a
particular month are delivered on the first day of that month. Under
the bill, when the delivery date falls on a Saturday, Sunday, or legal
public holiday, social security and SST checks would be delivered on an
earlier date.

E'ffective date : Upon enactment.

IIT. GENERAL DiscussioN

A. FINANCING

Over the years your committee and the Congress have devoted more
attention to financing than any other aspect of the social security pro-
gram in order to assure that funds will be available to meet benefit pay-
ments as they fall due. Whenever benefit improvements have been
enacted, your committee has recommended, and the Congress has pro-
vided, financing arrangements that, based on the best available eco-
nomic and demographic assumptions, assured the future financial
soundness of the program over the long-range future.

When the Congress last enacted major social security legislation, in
1973, the program was adequately financed, both in the short run and
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over the long term, based on then-current assumptions which were
considered reasonable by economists and actuaries at that time. It was
assumed at that time that over the long range wages would rise at an
average annual rate of 5 percent and prices at an average annual rate of
23/ percent and that the fertility rate would be around 2.5.* .

Under these assumptions, trust fund levels would have stabilized
around 1978 at about 60-65 percent of a year’s.outgo; over the long
term, the estimated actuarial balance was about —0.5 percent of tax-
able payroll, which was not unreasonable, given the inherent uncer-
tainty of making economic and demographic assumptions for a dy-
namic system with built-in cost-of-living increases over a 75-year pe-
riod.

Since 1973, the Nation has experienced much higher rates of infla-
tion and unemployment as well as declines in the fertility rate and
real wage growth. As a result of recent and current ecconomic experi-
ence, the social security trust funds have been experiencing annual
deficits since 1975 and deficits are projected to continue in the future.
In addition, the assumptions on which estimates of social security in-
come and outgo over the long term are based have been revised to
reflect what now is considered a more realistic view of the future. As
a result, the long-range deficit has increased to over 8 percent of tax-
able payroll.

The recent.sharp decline in birth rates means that the number of
people working and paying social security contributions in the future
will be smaller in relation to the number of people drawing social se-
curity benefits. For example, today there are about three workers for
every person getting social security benefits; in the next century, it is
expected that there will be only about two workers for every bene-
ficiary. Consequently, the cost of the program per worker will rise.

About half of the long-range deficit under present law is due to re-
vised demographic assumptions and the other half is the effect of
changes in the long-range economic assumptions on replacement rates—
initial benefit levels as a percent of pre-retirement earnings.

Whereas replacement rates would have been relatively constant
in the future under the economic assumptions made when the automatic
adjustment provisions were enacted in 1972, replacement rates under
the revised assumptions are now expected to rise in the future, par-
ticularly after the mid-1990’s. The decoupling plan proposed by your
committee would prevent replacement rates from rising in the future.
The proposal would reduce the long-range deficit by more than one-
half—from 8.2 percent to 3.49 percent ofg payroll. However, since the
present benefit structure does not have significant cost effects until the
mid-1980’s and later, decoupling would not impact significantly on
benefit outgo until after the mid-1980’s and it does not take care of the
increased costs due to recent inflation, the decline in the birth rate or
the increase in the incidence of disability.

In order to eliminate the short-range deficit due to recent and
current economic experience and to reduce the longer-range deficit due
to demographic shifts and disability experience, the committee bill
includes changes in social security tax rates for employees, employers,

1 High- and low-cost estimates were prepared based on fertility rates of 2.3 and 2.8.
respectively.
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and the self-employed, and increases in the contribution and benefit
base for employces, employers, and the self-employed.

While the financing provisions of the bill would not completely
assure the long-range soundness of the program for all of the cus-
tomary 75-year valuation period, your committee believes that because
there 1s considerable uncertainty about future demographic and eco-
nomic developments—changes in birth rates, labor-force participation
of women and the aged, and productivity gains—it is not now neces-
sary to take steps to assure the program’s financing for the full 75-
year period. The legislation eliminates the medium-range deficits
(over the next 25) years and provides adequate financing well into
the next century. Your committee keeps continuously abreast of devel-
opments affecting social security financing and expects to make rec-
ommendations in the relatively near future to respond to the recent

and unexpected rise in the projected cost of the disability insurance
program.

1. Increase in contribution and benefit base

Your committee’s bill provides for increasing the contribution and
benefit base—in four steps—to a level where about 90 percent of all
payroll in covered employment would be taxable for social securit
purposes (and about 93 percent of all workers would have their fuﬁ
earnings credited for benefit purposes). When the social security
program began in 1937, about 92.5 percent of all payroll in covered
employment was covered, and about 97 percent of the workers in
covered employment had their full earnings counted for benefit pur-
poses. Your committee believes that it would be desirable to move
toward taxing a higher proportion of total payroll in covered em-
ployment than the 85 percent that is now taxable.

Accordingly, your committee’s bill provides for ad %oc increases in
the contribution and benefit base in 1978, 1979, 1980, and 1981. After
1981, the base would be automatically adjusted to keep up with aver-
age wage levels in the same way the present-law base is adjusted. As a
result of the automatic adjustment, the proportion of total payroll
covered by the base will be eliminated at a constant level over the long
run.

The following table shows the contribution and benefit bases pro-
jected under present law and under your committee’s bill:

Years ' Presentlaw Committee bill

$17, 700 1§19, 900

18, 900 122,900
20, 400 125,900
21, 900 127,900
23, 400 30, 000
24, 900 31, 800
26, 400 33, 600
27,900 35, 400
29, 400 37,