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90rH CONGRESS HOUSE OF REPRESENTATIVES REPORT
18t Session No. 544

SOCIAL SECURITY AMENDMENTS OF 1967

AvgusT 7, 1967.—Committed to the Committee of the Whole House on the State
of the Union and ordered to be printed

Mr. Mires, from the Committee on Ways and Means, submitted
the following

REPORT

[To accompany H.R. 12080]

The Committee on Ways and Means, to whom was referred the bill
(FLR. 12080) to amend the Social Security Act to provide an increase
in benefits under the old-age, survivors, and disability insurance sys-
tem, to provide benefits for additional categories of individuals, to
improve the public assistance program and programs relating to the
welfare and health of children, and for other purposes, having con-
sidered the same, report favorably thereon without amendment and
recommend that the bill do pass.
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I. PRINCIPAL PURPOSES OF THE BILL

The proposals embodied in H.R. 12080 * as reported by your commit-
tee would make major improvements and reforms in the provisions of
the Social Security Act relating to the old-age, survivors, and dis-
ability insurance program, the hospital and medical insurance pro-
grams, the medical assistance program, the aid to families with de-
pendent children and child welfare programs, and the child health
programs.

OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE

First, the bill would increase social security benefits of the more
than 23 million elderly and disabled people, widows and orphans
receiving benefits and would improve the protection of the old-age, sur-
vivors, and disability insurance provisions of the social security pro-
gram, by providing—

(1) An across-the-board benefit increase of 1214 percent for
persons on the rolls, with a minimum monthly primary insurance
amount of $50;

32) An increase in the earnings base from $6,600 to $7,600
and, reflecting the higher payments made by people at the upper
earnings levels, the retirement benefit of a man 65 and his wife
would be at least 50 percent of his average earnings under the
social security programj;

(3) An increase from $35 to $40 in the special payments now

rovided for certain People age 72 and older who have not worked
ong enough to qualify for regular cash benefits ;

(4) An increase in the amount an individual may earn and still
get full benefits;

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

(6) An alternative insured-status test for workers disabled
before age 31 ;

(7) Monthly cash benefits for disabled widows and disabled
dependent widowers at age 50 at reduced rates;

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

(9) Additional wage credits for military service; and

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

HEALTH INSURANCE

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

1 Introduced by Chairman Mills at the direction of the Committee and co-sponsored by
Mr. Byrnes.

2
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extend the protection of health insurance, and would simplify adminis-
tration, by providing—

(1) Coverage of additional days of hospital care;

(2) Elimination of the requirement that a physician certify to
the medical necessity of admissions to general hospitals and of
outpatient services;

(8) A new alternative procedure for payment of benefits Ero-
vided under the supplementary medical insurance program where
the patient has not paid the bill for the services;

(4) Simplified billing for hospitals by tmnsferringl coverage
of outpatient hospital diagnostic services to the supplementary
medical insurance program and eliminating the coinsurance pro-
vision applicable to inpatients for pathology and radiology serv-
ices, and permitting hospitals to collect charges from outpatients
for relatively inexpensive services (subject to final settlement in
aceordance with existing reimbursable cost provisions) ;

(5) Authority for experiments to achieve greater economy and
efficiency, without reduction in quality of care, through various
alternatives for reimbursement of hospitals and other providers of
health services; and

(6) Other miscellaneous improvements.

FINANCING THE SOCIAL INSURANCE PROGRAM

The cost of the changes would be met through the existing finaneing
and through an increase in the earnings base from $6,600 to $7,600 and
through a small inerease in the tax rates. As a result, the system
would be in actuarial balance.

AID TO FAMILIES WITH DEPENDENT CHILDREN

Third, the bill would make reforms in the aid to families with
dependent children programs:

(1) To give greater emphasis to getting appropriate members of
families drawing aid to families with dependent children (AFDC)
payments into employment and thus no longer dependent on the
welfare rolls, the bill would require the States—

(@) To have plans for each adult and child 16 or over who is
not in school which will stress the development of their work
potential, provide basic education and vocational training, and
provide day care for children of AFDC working mothers;

(6) To exempt a portion of earned income for members of
the family who can work so that they will have an incentive
to seek employment;

(¢) To institute and strengthen community work and training
programs in order to assure that they will be available to and
utilized by all appropriate assistance recipients; and

(2) To modify the optional unemployed parents program to
]érovide uniform eligibility requirements throughout the United

tates.
In order to enable the States to implement these requirements, the
Federal Government would supply more favorable Federal matching
for the services (including child welfare and day care) and training
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which the States would be required to furnish under the aid to families
with dependent children program. Similar matching would be pro-
vided for training, supervision, materials, and other items and services
which were previously not matched by the Federal Government under
the community work and training program.

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

(¢) To provide family planning services that are offered on
a voluntary basis in all appropriate cases;

(5) To 1institute protective payments to an interested person
to assure that the child rather than an incompetent or irresponsible
parent or relative receives the benefit of assistance, or to provide
direct vendor payments where it is determined that cash payments
to the parent or relative would be detrimental to the weifare of
the child;

(¢) To bring unsuitable home conditions of children to the
attention of the courts or law enforcement agencies; to develop
a program through a single organizational unit to establish pater-
nity of illegitimate needy children (in order to get support pay-
ments from the fathers); to utilize reciprocal support arrange-
ments with other States to enforce court support orders %or
deserted children; and to enter into cooperative arrangements
with the court to carry out these arrangements.

In order to enable the States to carry out these requirements, Federal
matching would be provided for family planning services and child
welfare services under the AFDC matching formula. The bill pro-
vides more favorable Federal matching and broadens eligibility for
foster care for children removed from an unsuitable home by court
order. Moreover, certain requirements that have restricted the use of
protective payments would be removed and vendor payments would be
authorized for the first time in the cash program. Finally, a new pro-
gram optional with the States would authorize dollar-for-dollar
Federal matching to provide temporary assistance to meet the great
variety of situations faced by needy children in families with
emergencies.

To further stimulate the States to carry out these new provisions
effectively, the bill would provide that the largest and most rapidly
increasing recipient category in this program (children qualifying on
the basis of the absence of a parent from the home) will be frozen
(insofar as Federal participation is concerned) at its present propor-
tion of the child population of the State.

CHILD WELFARE AND PUBLIC ASSISTANCE

Fourth, to expand and improvs the operation of the child welfare
and public assistance programs, the bill would—

(@) Increase the authorization for child welfare services and
combine them administratively within State and local agencies
with welfare services under the aid to families with dependent
children prograin;

(5) Extend and expand the public assistance demonstration
grant program;
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(¢) Initiate a program of grants to educational institutions to
expand undergraduate and graduate social work training; and

(d) Provide Federal matching for essential home repairs of a
limited nature for public assistance recipients.

MEDICAL ASSISTANCE (MEDICAID)

Fifth, to modify the program of medical assistance to establish cer-
tain limits on Federal participation in the program and to add flexi-
bility in administration, the bill would—

(@) Impose a limitation on Federal matching at an income
level related to payments for families receiving aid to families
wf'ith dependent children or to the per capita income of the State,
if lower;

(6) Allow States a broader choice of required health services
under the program;

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

(d) Allow recipients free choice of qualified providers of
health services;

(e) Allow, at the option of the States, direct payments to med-
ically needy recipients for physicians’ services; and

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

CHILD HEALTH

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

(@) Consolidate separate earmarked authorizations, now in a
confusing set of separate sections under the law, into three broad
categories under one authorization: formula grants to States,
project grants, and grants for research and training, with project
authority to be assumed by the States in their formula grants
and eliminated as a separate category in fiscal year 1973;

(6) Increase total authorizations by steps, with such increases
directed particularly to expanded screening and treatment of
children with disabling conditions, family planning, and dental
health of children ; and

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

IT SUMMARY OF PRINCIPAL PROVISIONS OF THE BILL

. OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE

Increase in social security benefits

Your committee’s bill would provide a general benefit increase of
1215 percent for people on the rolls. As a result, the average monthly
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benefit paid to retired workers and their wives now on the rolls would
increase from $145 to $164. The minimum benefit would be increased
from $44 to $50 a month. Under the bill monthly benefits would range
from $50 to $159.80 for retired workers now on the social security
rolls who began to draw benefits at age 65 or later. Under existing
law, the bengfit range for those now receiving old-age benefits is $44
to $142 a month.

The bill embodies the principle that the retirement benefit of a man
age 65 and his wife shou})d represent at least 50 percent of his average
wages under the social security system. Present law provides a 46-
percent income replacement for a couple if the man has paid the maxi-
mum social security taxes. i

The special benefit paid to certain uninsured individuals aged 72 and
over would be increased from $35 to $40 a month for a single person
and from $52.50 to $60 a month for a couple.

The amount of earnings which would be subject to tax and could
be used in the computation of benefits would be increased from $6,600
to $7,600 a year, effective January 1, 1968.

The $168 maximum benefit (based on average monthly earnings
of $550—or a wage base of $6,600) eventually payable under present
law would be increased to $189 on the basis of the same monthly
earnings. The increase in the amount of earnings that can be used
in the benefit computation would result in a maximum benefit of $212
(based on average monthly earnings of $633—or a wage base of $7,600)
in the future. The maximum benefits payable to a family on a single
carnings record would be $423.60. Of course, to qualify for the maxi-
mum benefits just outlined, a wage earner must have earned the maxi-
mum under the new wage base for a number of years in the future.

Effective date: The increased benefits would be first payable for
the second month after the month in which the bill is enacted.
It is estimated that 24.2 million people would be paid new or increased
benefits for the effective month and, as a result of the benefit increase,
$2.9 billion in additional benefits would be paid out in 1968. Of this
amount, $52 million would be paid out of general revenues as benefits
for 708,000 people over 72 who have not worked long enough to be in-
sured under the social security program.

Benefits to disabled widows and widowers

Under H.R. 12080 monthly social security benefits would be payable
between ages 50 and 62 to disabled widows and widowers of covered
deceased workers. If benefits are first payable at age 50, they would
be 50 percent of the primary insurance amount. The amount. would
mcrease on a graduated basis, depending on the age at which benefits
begin, up to 8214 percent of the primary insurance amount at age 62.
The6 2reduction would continue to apply to benefits payable after
age 62,

A special definition of disability that would apply to a widow and
widower would also be provided. Under this definition a person would
be disabled only if the disability is one that, under regulations pre-
scribed by the Secretary of Health, Education, and Welfare, is deemed
to be severe enough to preclude any gainful activity.

E'ffective date: Monthly benefits for disabled widows would be pay-
able for the second month after the month in which the bill is enacted.
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An estimated 65,000 disabled widows and widowers would be eligible
for benefits on enactment and an estimated $60 million in benefits
would be paid in 1968.

Earnings limitation

Your committee’s bill would increase the amount a person may earn
without having his social security benefits withheld. Under the present
law, a person who earns more than $1,500 a year loses some or all of
his benefits depending on how much he earns. However, he is paid bene-
fits for any month in which he earns not more than $125. The amount
a person may earn and still get all of his benefits would be increased
from $1,500 to $1,680 a year. The amount to which the $1 for $2
reduction would apply would range from $1,680 to $2,880 a year
rather than from $1,500 to $2,700 as current law provides. Also, the
amount a person may earn in 1 month and still get full benefits for
that month (regardless of how much he earns in the year) would be
increased from $125 to $140.

Effective date: The provision would be effective for earnings in 1968
and would provide additional benefits amounting to $140 million for
some 760,000 people during 1968.

T he dependency of the child on his mother

A child would be deemed dependent on his mother under the same
conditions that, under present law, a child is deemed dependent on
his father. As a result, a child could become entitled to benefits if at
the time his mother dies, or retires, or becomes disabled, she was either
fully or currently insured. Under present law, currently insured status
(coverage in six out of the last 13 quarters ending with death, retire-
ment or disability) is required unless the mother was actually support-
ing the child.

Effective date : Children’s benefits would be payable under this pro-
vision beginning with the second month after the month in which the
bill is enacted. An estimated 175,000 children would become entitled to
henefits at that time and an estimated $82 million in additional benefits
would be payable in 1968.

Definition of “disability”

Reflecting your committee’s concern about the rising cost of the dis-
ability insurance program and the way the definition of “disability” has
Leen interpreted, H.R. 12080 would provide a more detailed definition
of “disability.” New guidelines would be provided in the law under
which a person could be determined to be disabled only if he is unable
to engage in any kind of substantial gainful work which exists in the
national economy even though such work does not exist in the general
area in which he lives.

Insured status for workers disabled while young

Your committee’s bill would allow a worker who becomes disabled
before the age of 31 to qualify for disability insurance if he worked in
one-half of the quarters between the time he is 21 and the time he is
disabled, with a minimum of six quarters of coverage. This require-
ment would be an alternative to the present requirement that the
worker must have had a total of 5 years out of the last 10 years in cov-
ered employment.
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Effective date: Benefits under this provision would be payable for
the second month after the month in which the bill is enacted.

Tt is estimated that about 100,000 people, disabled workers and their
dependents, would become entitled to benefits on enactment and that
$70 million in benefits would be paid in 1968.

Additional wage credits for servicemen

For social security benefit purposes, your committee’s bill would pro-
vide that the pay of a person in the umformed service would be deemed
to be $100 a month more than his basic pay. The additional cost of
paying the benefits resulting from this provision would be paid out of
general revenues.

Fffective date: The increased wage credits would be granted for
service after 1967.

Corverage of clergymen

Under the present law (beginning with the 1954 amendments)
clergymen and members of religious orders (except those who have
taken a vow of poverty) can become covered under the social security
program at their own option if the option is exercised within the first
2 years of their ministry. The committee bill would change this
provision so that the services a clergyman performs in the exercise of
his ministry would be covered automatically unless, within 2 years
after hecoming a clergyman or 2 years after tle enactment of the bill,
he states that he is conscientiously opposed to social security coverage
on religious grounds. The services performed by a member of a reli-
gious order who has taken a vow of poverty would be covered or ex-
cluded on the same basis as services performed by clergymen.
Clorerage of State and local employees

The bill would make four separate changes in the law with respect
to the coverage of State and local employees.

The bill would facilitate the coverage, when coverage is extended
to a retirement system coverage group under the divided retirement
system provision, of persons who are in positions under the State or
local retirement system but are personally ineligible for coverage un-
der such system.

Under the bill, the services of a person who is employed on a
temporary basis for certain emergency services (e.g., in time of floods)
cannot be covered by social security beginning January 1, 1968.
Such an exclusion is now optional with the States.

[Under the bhill, a State may, at its option, exclude from social se-
curity coverage election officials o1 election workers who are paid less
than $50 in a calendar quarter.

Also, the bill would add Illinois to the list of States which may use
the divided retirement system procedure for extending coverage.
Definition of “widow,” “widower,” and “stepchild”

[Under your committee’s bill a widow, widower, or stepchild would be
considered as such for social security purposes if the marriage existed
for 9 months, in case of death in line of duty in the uniformed service,
and in case of accidental death, if the marriage existed for 3 months,
unless it is determined that the deceased individual could not have
reasonably heen expected to live for 9 months at the time the marriage
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occurred. Under present law a marriage must have existed for 12
months.

Limitation on wife’s benefit

There will be instituted a limitation on the wife’s benefit of a maxi-
mum of $105 a month. The effect of this provision will not be felt until
many years into the future.

Requirements for husband’s and widower’s insurance benefits

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

Disability benefits affected by the receipt of workmen’s compensation

A change would be made so that in reducing the social security bene-
fits payable to a person who isalso entitled to workmen’s compensation,
the computation of his average earnings can include earnings in ex-
cess of the annual amount taxable under social security.

Retirement payment to retired purtners
Under your committee’s bill certain partnership income of retired
partners would not be taxed or credited for social security purposes.
Effective date: Taxable years beginning after 1967.

Underpayments

An order of priority for the payment of benefits due to a person
who has died would be provided by the bill. The benefits would be paid
in the following order: (1) to his surviving spouse if she was entitled
to benefits on the same earnings record as tﬁle deceased beneficiary,
(2) to his child or children if they were entitled to benefits on the
same earnings record as the deceased beneficiary, (3) to his parent or
parents if they were entitled to benefits on the same earnings record
as the beneficiary, (4) to the legal representative of the deccascd bene-
ficiary’s estate, (5) to his surviving spouse not entitled to benefits on
the same earnings record, and (6) to his child or children not entitled
to benefits on the same earnings record.

A somewhat different procedure would be followed in the case of
claims for benefits on behalf of deceased individuals under the sup-
plementary medical insurance program. For these claims, the benefit
would be payable, first, to the person who paid for the services;
second, to the estate of the person; and third, to the widow and children
of the individual.

Effective date: The provision would apply to both past and future
payments.

Simplification of benefit computation

Where wages earned before 1951 are used in the benefit computa-
tion, the bill would allow certain assumptions to be made so that the
benefit could be computed by mechanical means.
FExtension of time for filing reports of earnings

The Secretary of Health, Education, and Welfare would be author-

1zed to grant an extension of the time in which a person may file his
report of earnings for earnings test purposes if there is a valid reason
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for his not filing it on time. Permission to file a late report may be
given in advance of the date on which the report is to be filed.

Penalties for failure to file timely reports of earnings

Under the present law, it is possible for a person to be penalized in
an amount in excess of the benefit that must be withheld because of
those earnings. The amendments would eliminate the possibility of
this occurring in the future.

Limitation on payment of benefits to aliens outside the United States

Under present law, an alien who is outside the United States for
6 consecutive months has his benefits withheld under certain condi-
tions. This provision would be changed so that, for purposes of the
6-month provision, an alien who is outside the United States for more
than 30 days would be considered outside the United States until he
returns to the United States for 30 consecutive days within 6 months
after he leaves the country.

An additional provision would be added so that when a person who
is not a citizen of the United States is outside the United States for 6
months or more, he could be paid benefits only if he is a citizen of a
country that provides reciprocity under its social security system for
the payment of benefits to U.S. citizens who are living outside that
country. (Payment would continue to be made under certain circum-
stances to a person who is a citizen of a country that has no generally
applicable social security system.)

Also, benefits would not be payable to an alien living in a country in
which the Treasury has suspended payments. Any amounts currently
accumulated for aliens now living in countries where payment cannot
be made would be limited to 12 monthly benefits.

Disclosure to courts of whereabouts of certain individuals

Upon request, the Social Security Administration would furnish an
appropriate court with the most recent address of a deserting father
if the court wishes the information in connection with a support or
maintenance order for a child.

Report of Board of Trustees

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

Advisory Council on Social Security

The Secretary would appoint a member of the Advisory Council on
Social Security to be its chairman.

The Advisory Councils on Social Security would be appointed in

1969 and every 4th year thereafter instead of 1968 and every 5th
year thereafter as under present law.

General saving provision

Where a person becomes entitled to benefits as a result of the Social
Security Amendments of 1967, the benefit paid to any other person
on the same account would not be reduced by the family maximum
provision because the new person became entitled to benefits.
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B. HEALTII INSURANCE

Creation of an Advisory Council to make recommendations con-
cerning health insurance for disability beneficiaries

Your committee bill would require the Secretary of Health, Educa-
tion, and Welfare to establish an Advisory Council to study the
problems relative to includin¥ the disabled under the health imsurance
program, and also any special problems with regard to the costs which
would be involved in such coverage. The Council is to make its report
by January 1, 1969.

Increase in number of covered hospital days

The number of days of hospitalization which could be covered in
a spell of illness would be increased from 90 to 120 days. However,
the patient would have to pay a coinsurance amount of $20 per day
for those additional days (subject to adjustment after 1968, depending
on the trend of hospital costs).

Effective date: January 1,1968.

Payment to physicians under the supplementary medical insurance
program

In addition to the two methods of paying for physicians’ services
provided under existing law (receipted bill and assignment), the fol-
lowing method would be provided: A physician would be permitted
to submit his itemized bill to the insurance carrier for payment. Pay-
ment would be made to him if the bill was no more than the reason-
able charge for the services as determined by the carrier. If the charge
was higher than the reasonable charge, the payment would go to the
patient. If the physician does not wish to receive the payment himself,
he may direct that payment be made to the patient. If the physician
is unwilling to submit the bill to the carrier, the patient may submit
the itemized bill and be paid. As under present law payment would
be limited to 80 percent of the reasonable charge.

Effective date; The amendment would be effective with respect to
payments for services furnished in or after January 1968.

Transfer of outpatient hospital services to the supplementary medical
insurance program

Hospital outpatient diagnostic services would be covered under the
supplementary medical insurance program rather than under the hos-
pital insurance program as under present law. The effect of the change
1s that all hospital outpatient benefits would be covered under the
supplementary medical insurance program and thus subject to the
deductible ($50 a_year) and coinsurance features (20 percent).

Effective date: January 1, 1968.

Requirement that a physician certify the need for hospital services

. The requirement in the present law that a physician certify that an
in-patient of a hospital requires hospitalization at the time the indi-
vidual enters the hospital or that a patient requires hospital out-
patient services would be eliminated.

Experimentation with hospital reimbursement methods

The Department of Health, Education, and Welfare would be given
authority to experiment with alternative methods of reimbursing hos-
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pitals under medicare, medicaid, and the child health programs which
would provide incentives to keep costs down while maintaining quality
of care.

Payment for purchase of durable medical equipment
Payment for durable medical equipment needed by an individual
would be made on a rental basis or a purchase basis, whichever would

be more economical.
Effective date: January 1, 1968.

Blood deductibles

A unit of packed red blood cells would be treated as a pint of blood
for deductib}l)e purposes under the hospital insurance program; the

atient would have to replace 2 pints of blood for the first pint of
Elood received (rather than 1 pint as under gresent law) for purposes
of the 3-pint deductible; and the 3-pint deductible provisions would
apply to the supplementary medical insurance program as well as to
the hospital insurance program.

Effective date: January 1, 1968,

Enrollment under supplementary medical insurance program

An individual who is over 65, but believes, on the basis of docu-
mentary evidence, that he has just reached age 65, would be allowed
to enroll in the supplementary medical insurance program as if he had
attained age 65 on the date shown in the evidence.

Effective date: Enrollments after month of enactment.

Transitional provisions for uninsured individuals under the hospital
insurance program

A person who attains age 65 in 1968 could become entitled to hos-

pital insurance benefits if he has a minimum of three quarters of

coverage in 1968 (existing law requires six). The number needed in

later years would increase by three in each year until the regular

msured status requirement is met.

Reimbursement for civil service retirement annuitants for premium
payments under the supplementary medical insurance program
Federal employee health benefit plans would be permitted to re-
imburse certain civil service retirement annuitants who are members
of group health plans for the premium payments they make to the
supplementary medical insurance program.
Effective : Upon enactment.

Appropriation to supplementary medical insurance trust fund

Whenever the transfer of general revenue funds to the supplemen-
tary medical insurance trust %und is not made at the time the enrollee
contribution is made, the general revenues of the Treasury would pay,
in addition to the Government share, an amount equal to the interest
that would be paid had the transfer been made on time. Also, the con-
tingency reserve now provided for 1966 and 1967 would be made avail-
able through 1969.

Health Insurance Benefits Advisory Council

The Health Insurance Benefits Advisory Council established under
present law would assume the duties of the National Medical Re-
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view Committee called for under present law. (The Medical Review
Committee has not yet been formed.) The Health Insurance Benefits
Advisory Council membership would be increased from 16 to 19
persons.

Podiatry services

The definition of a physician would be amended to include a doctor
of podiatry with respect to the functions he is authorized to perform
under the faws of the State in which he works. However, no payment
would be made for routine foot care whether performe(i by a podia-
trist or a medical doctor.

Effective date: January 1, 1968.

Payment for certain radiological or pathological services

The payment of full reasonable charges for radiological or patho-
logical services furnished by physicians to hospital inpatients would be
authorized. Under existing law, a 20-percent coinsurance is applicable.

Effective date: January 1, 1968.
Payment for physical therapy

Physical therapy that is furnished to an outpatient in his home or in
a nursing home would be covered under the sup‘i)lementary medical in-
surance program. The services must be provided under the supervision

of a hospital.
E ffective date: January 1, 1968.

Payment for portable X-ray services

Diagnostic X-rays taken in a patient’s home or in a nursing home
would be covered under the supplementary medical insurance program
if they are provided under the supervision of a physician, ang subject
to health and safety regulations.

Efective date: January 1, 1968.

Study of coverage of services of health practitioners

The bill requires the Secretary of Health, Education, and Welfare
to study the need for, and to make recommendations concerning, the
cxtension of coverage under the supplementary medical insurance
program to the services of additional types of personnel who engage
1n the independent practice of furnishing healtﬁ services.

Limitation on special reduction in allowable days of inpatient hospital
services
The limitation on payment of hospital insurance benefits during
the first spell of illness for an individual who is an inpatient of a
sychiatric or tuberculosis hospital at the time he became entitled to
enefits under the hospital insurance program would be made in-
applicable to benefits for hospital services furnished outside a psy-
chiatric or tuberculosis institution if the services are not primarily
for the diagnosis or treatment of mental illness or tuberculosis.

Simplified billing for outpatient hospital services
Under the bill, hospitals would be permitted, as an alternative to
the present procedure, to collect small charges (of not more than $50)

for outpatient hospital services from the beneficiary without submit-
ting a bill to medicare. The payments due the hospitals would be com-
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Buted at intervals to assure that the hospital received its final reim-
ursement on a cost basis.
Effective date : January 1,1968.

C. FINANCING OF SOCIAL INSURANCE PROGRAMS

The present and proposed tax schedules are—

[In percent)
OASDI Ht Total
Period
Presentlaw | Proposal | Presentfaw | Proposal | Presentlaw: Proposal
Combined employer-employee
contribution rates:
7.8 1.8 1.0 1.0 8.8 8.8
1.8 1.8 1.0 1.0 8.8 8.8
8.8 8.4 1.0 1.2 9.8 9.6
8.8 9.2 1.0 1.2 9.8 10.4
9.7 10.0 1.1 1.3 10.8 1.3
1987 and after__......._..... 9.7 10.0 1.6 1.8 1.3 11.8
Seif-employed contribution rates:
1967 .o 5.9 5.9 .5 .5 6.4 6.4
- 5.9 5.9 .5 .5 6.4 6.4
1969-70. 6.6 6.3 .5 .6 7.1 6.9
1971-72___ 6.6 6.9 .5 .6 7.1 .5
1973-751 7.0 7.0 .55 .65 7.55 7.65
1987 and after 7.0 7.0 .8 .9 7.8 7.9

1 The hospital insurance tax rate would increase to 0.7 percent 1976-79 and to 0.8 percent 1980-86 under the bill.
Note: Maximum taxable earnings base is $6,600 under present taw and $7,600 (beginning in 1968) under proposal.

MAXIMUM TAX CONTRIBUTIONS UNDER PRESENT LAW AND UNDER COMMITTEE BILL

QASDI HI Total
Period
Presentlaw | Proposal | Present law | Proposal | Presentlaw | Proposal
By employee:
1967 $257.40 $257. 40 $33.00 $33.00 $290. 40 $290. 40
257.40 296. 40 33.00 38.00 290. 40 334.40
290.40 319.20 33.00 45. 60 323.40 364.80
290.40 349.60 33.00 45.60 323.40 395,20
320.10 380,00 36. 30 49,40 356.40 429.40
1987 and after_..._..._.___. 320.10 380.00 52. 80 68.40 372.90 448.40
By self-employed:
1967__.. 389. 40 389. 40 33.00 33.00 422.40 422. 40
389. 40 448. 40 33.00 38.00 422.40 486. 40
435.60 478. 80 3. 00 45. 60 468, 60 524. 40
435.60 524. 40 33.00 45.60 468. 60 570. 00
462. 532.00 36. 30 49.40 498. 30 581. 40
462. 00 532.00 52,80 68. 40 514. 80 600. 40

The amount of earnings taxed would be increased from $6,600 to
$7,600 a year, effective January 1, 1968.
_ The portion of social security taxes that is allocated to the disability
msurance trust fund would be increased from 0.70 percent of taxable
wages to 0.95 percent beginning in 1968.

The supplementary medical insurance trust fund is now provided
with a contingency fund for 1966 and 1967. This fund is provided as
a safety measure in the early years before the trust fund has had time
to build up a surplus, and it would be continued for an additional

2 years.
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Number of people and benefit payments

ESTIMATED ADDITIONAL OASD! BENEFIT PAYMENTS IN CALENDAR YEARS 1968 AND 1972
UNDER H.R. 12080

[In millions]

Item 1968 1972
1215-percent benefit INCrease. ... ... ... cooioi e iiieieeieiaeaen $2, 812 $3,324
Benefpt increase for transitional insured. . _.__ 7 5
Benefit increase for transitional noninsured. . ________ 52 25
leerahzed benefits with respect to women workers. 85 100

pecial disability insured status under age 31 70 7
Dlsabled widow's benefits at age 50..._ 60 72
Earnings test liberalization 140 244

TORal . e 3,226 3,847

The estimated numbers of persons who will either receive addi-
tional benefits or receive benefits for the first time and estimated bene-
fits are shown below:

1. Beneficiaries in current-payment status on Dec. 31, 1967, whose
benefits for December (assumed to be the effective month) will

be increased.____ e e 23, 750, 000
II. Estimated number of persons who can recelve a benefit for
December 1967 (assumed to be the effective month) under the
OASDI program as modified by the bill but who cannot receive

a benefit for December 1967 under present law____._________ 415, 000
Dependents of women workers fully but not currently in-
sured at time of death, disability, or retirement, total_.. 180, 000
Children - _ oo~ 175, 000
Husbands and widowers__..________._____.__ 5, 000
Workers disabled before attaining age 31, and their depend-
entS e e 100, 000
Disabled widows and widowers who have reached age 50___ 65, 000

Noninsured persons aged 72 and over:
Persons, now public assistance recipients, who can re-
ceive a full payment. . _ .. ___ . . __________ 20, 000
Persons, receiving a governmental pension, who can
receive a reduced payment not exceeding $5 per
month ___ . e 50, 000

ITI. Estimated number of persons affected in 1968 by the modification
of the earnings test_______________________________________ 760, 000

Persons who can receive no benefits for 1968 under the earn-

ings test in present law but who will receive some benefits

for 1968 under the test as modified by the bill____.____.___ 50, 000
Persons who can receive some benefits for 1968 under the

earnings test in present law but who will receive more

benefits under the test as modified by the bill___________ 710, 000

AVERAGE BENEFITS FOR SELECTED BENEFICIARY CATEGORIES IN CURRENT-PAYMENT STATUS
DEC. 31, 1967, UNDER PRESENT AND H.R. 12080

Present law Proposed
Family groups:
Retired worker. _ . e eeall $82 $92
Male retired worker___.___ - 93 105
Retired worker and aged wi 145 164
Aged widow only 75 84
Widowed mother and 2 chifdren_ . ._.__ 223 251
Disabled worker, wife, and 1 or more children.._..._......._......... 212 239
Beneficiary group: Al retired workers___________ T/ 1T1T1TITTITIIIIITIITTT 85
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D. CHANGES IN PROGRAMS OF AID TO FAMILIES WITH DEPENDENT CHILDREN
(AFDC) AND CHILD WELFARE

Family employment and other services

Under your committee’s bill, States would be required to develop a
program for each appropriate relative and dependent child which
would assure, to the maximum extent possible, that each individual
would enter the labor force in order to become self-sufficient. To ac-
complish this, the States would have to assure that each adult in the
family and each child over age 16 who is not attending school is given,
when appropriate, employment counseling, testing, and job training.
The States would also have to provide day care services needed for the
children of mothers who are determined to be able to work or take
training, and to provide such other services for children which would
contribute toward making the family self-sustaining.

With the aim of protecting children, States would be required to
bring to the attention of appropriate court or law enforcement agen-
cies all situations involving the neglect, abuse, or exploitation of chil-
dren. They would also have to provide for the payment of protective
or vendor payments in cases where it is determined that the adult
relative cannot manage funds effectively for the benefit of dependent
children.

Family planning services would have to be offered in all appro-
priate cases.

States would have to develop programs designed to reduce the inci-
dence of illegitimate births, and to establish the paternity of illegiti-
mate children and secure support for them.

These provisions would be effective beginning October 1, 1967, and
would be mandatory on all the States ﬁeginnmg July 1, 1969. The
Federal Government would match the services provided on an 85-
percent basis prior to July 1, 1969, and on a 75-percent basis thereafter.
Community work and training programs

States would be required by your committee’s bill to establish com-
munity work and training programs in every area of the State where a
significant number of AFDC families live. Every adult member and
child over 16 not attending school for whom it was determined that
work or training is appropriate would be required to participate or
face the loss of assistance. (In such instances, the States may continue
the children’s payments by making a protective or vendor payment.)

Only a few States have work and training programs at the present
time, and then only in some areas of the State. All States would be
required to have such programs by July 1, 1969. There would be Fed-
eral matching of 75 percent (85 percent prior to July 1, 1969) for
training, supervision, and materials. I'nder present law there is no
matching for these items.

Work incentives

Under the bill, each State would be required effective July 1, 1969
(optional until then), to have an earnings exemption under its pro-
gram. Under this provision, the first $30 of earned family income plus
one-third of earnings above that amount would be retained by the
family. A family would have to fall below the usual assistance levels
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to qualify initially for assistance and for the earnings exemption.
Persons voluntarily quitting a job or reducing their earnings in order
to qualify would not receive the exemption. The earnings of children
under age 16 and those 16 to 21 attending school full time would be
completely exempt.

Needy children of unemployed fathers

Under present law, the States can establish programs for families
with dependent children based on the unemployment of a parent and
receive Federal matching. The definition of unemployment is left up
to the individual States. Under the bill, Federal matching would be
available only for the children of unemployed fathers and the defini-
tion of unemployment would be made by the Federal Government. In
addition, the fathers under these programs would be required to have
had a substantial connection with the work force. That is, they must
have either exhausted their unemployment compensation rights or have
had a year and a half of work during a 3-year period ending in the
year before assistance is granted. The assistance would not be avail-
able if the father was receiving unemployment compensation. The
fathers would not be eligible under the Federal program if the father
turned down work, or refused to accept training, or refused to register
at the employment office. In addition, each father would have to be
enrolled in a work and training program within 30 days after coming
on the assistance rolls. States which now have programs for the
children of unemployed parents under present law would not have to
bring in any new people until July 1, 1969. However, there would be
no KFederal matching as to people on the rolls who do not meet the
new criteria after October 1, 1967. States starting up programs in the
future would have to compfy with the new provisions in order to re-
ceive Federal matching funds.

Federal payments for foster home care of dependent children.

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

Ewmergency assistance for needy children

Under the bill, Federal funds would be available on a 50-50 basis
for cash payments, and 75 percent Federal to 25 percent State and
local basis for services, to meet the costs of providing emergency assist-
ance to dependent children and their families. The assistance would be
limited to a 30-day period and no more than one 30-day period in
a year would be paid for. Included among the items covered under the
provisions would be the following: (1) money payments, (2) pay-
ments to purchase items needed by the family immediately (such as
emergency living accommodat-ions{, (3) medical care, and (4) a wide
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variety of services for the children and the family to help the family
cope with various types of emergencies that may arise.

Child welfare services

Under your committee’s bill, child welfare services would be moved
to the section of the law which provides for the AFDC program and
States would be required to furnish such services to AFDC children
through a single organizational unit in the State and local agency
which handles the AFDC program. The Federal Government would
provide 75 percent of the cost of such services to AFDC children. The
non-AFDC child welfare program would be moved from title V to
title IV of the Social Security Act, and the authorization increased to
$100 million for fiscal year 1969 ($45 million over the $55 million in
present law) and to $110 million for each year thereafter ($60 million
in present law). Research, training, or demonstration projects would
be funded at levels determined by later Congresses.

Limitation on aid tc families with dependent children

Under your committee’s bill, the proportion of all children under
age 21 who were receiving aid to families with dependent children
(iFDC) in each State in January 1967, on the basis that a parent
was absent from the home, could not be exceeded with Federal partici-
pation after 1967. For example, if a State had 3 percent of its minor
children on AFDC in January 1967, because a parent is absent, the
State would not get Federal matching payments for this group of chil-
dren in excess of 3 percent of the population under 21 in 1968 or later
years.

E. TITLE XIX AMENDMENTS

Limitation on Federal participation in medical assistance

Under the bill, States would be limited in setting income levels
for eligibility to medicaid for which Federal matching funds would
be available. The family income level for medicaid could not be higher
than either (1) 13314 percent of the highest amount ordinarily paid
to a family of the same size under the AFDC program, or (2) 13314
percent of the State per capita income for a family with four members
(and comparable amounts for families of different size). The 13314
percent proportions would go into effect on July 1, 1968, except that
for States which now have title XIX plans, for the period from July
1, 1968, to January 1, 1969, the proportion would be 150 percent rather
than 13314 percent and for the period from January 1, 1969, to Janu-
ary 1, 1970, the proportion would be 140 percent.

Maintenance of State effort

Under the bill, States would be given additional alternatives for
measuring State effort under provisions to assure that the State
maintains its fiscal effort after new Federal funds become available.
Maintenance of effort could be determined on the basis of money
payments alone instead of money payments and medical care as under
present law. Also, the current expenditure could be measured on the
basis of & full fiscal year rather than a quarter. In addition, child wel-
fare expenditures could be included in the determination either with
money payments alone or with money payments and medical assistance.
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Coordination of title XIX and the supplementary medical insurance
program
Under the bill, States would have until January 1, 1970 (rather than
Jan. 1, 1968, as under present law), to buy-in title XVIIT supple-
mentary medical insurance for persons eligible for medicaid. Also, the
bill would allow people who are eligible for medicaid but who do not
receive cash assistance to be included in the group for which the
State can purchase such coverage and would make persons who first
go on the medicaid rolls after 1967 eligible to be bought in for. There
would be no Federal matching toward the State’s share of the pre-
mium in such cases. The bill would provide that Federal matching
amounts would not be available to States for services which could have
been covered under the supplementary medical insurance programs
but were not.

Modification of comparability provisions

Under the bill, States would not have to include in medicaid coverage
for recipients less than 65 years old the same items which the aged
receive under the supplementary medical insurance program which is
furnished to them under the buy-in provisions discussed above.

Required services winder State medicaid programs

Under present law, the Statcs are required to include five named
types of coverage effective with July 1, 1967. Under the bill, this pro-
vision would be made less restrictive, allowing the States to have either
any seven of 14 named benefits in the law, or the five types of benefits
now required.

Extent of Federal financial participation in State administrative
expenses

Under H.R. 12080, States would be able to get the same 75-percent
Federal matching for physicians and other professional medical per-
sonnel working on the medicaid program in the State health agencies
which they now get when such personnel work in the “single State
agency,” usually the public assistance agency. Under present law, the
matching is 50 percent in such cases.

Advisory Council on Medical Assistance

Under the bill, an Advisory Council on Medical Assistance, consist-
ing of 21 persons from outside the Government, would be established
to advise the Secretary of Health, Education, and Welfare in matters
of administration of the medicaid program.

Free choice for persons eligible for medicaid

Your committee’s bill would provide that effective July 1, 1969
(July 1, 1972, for Puerto Rico, the Virgin Islands, and Guam), people
covered under the medicaid program would have free choice of quali-
fied medical facilities and practitioners,

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

Payments for services and eare by a third party

Under the bill, States would have to take steps to assure that the
medical expenses of a person covered under the medicaid program
which a third party had a legal obligation to pay would not be paid
or if liability 1s later determined that steps will be taken to secure
reimbursement. .

Effective date: January 1, 1968.

Payments to patients under medicaid

At the option of the States, medicaid recipients who are not also
cash assistance recipients (those who are medically needy) could
receive reimbursement directly for physicians’ services on the basis
of an itemized bill, paid or unpaid.

Effective date: Upon enactment.

F. OTHER PUBLIC ASSISTANCE AMENDMENTS

Federal payments for repairs to homes of assistance recipients

Under the bill States would get 50-percent matching payments
to meet the cost (not to exceed $500) of repairing the home of an assist-
ance recipient if the home could not be occupied, and the cost of rental
quarters would exceed the cost of repairs.

Effective date: October 1, 1967.

Limitation on Federal matching for Puerto Rico, Guam, and Virgin
Islands
Under your committee’s bill the dollar limit for Federal financial
participation in public assistance for Puerto Rico would be raised from
the present $9.8 million to $12.5 million for 1968, $15 million for 1969,
$18 million for 1970, $21 million for 1971 and $24 million for 1972 and
thereafter. Up to an additional $2 million could be certified for family
planning services and expenses to support community work and train-
1n%programs..
nder medicaid an overall dollar limit of $20 million would be
imposed (in lieu of the limitation made applicable to the States by the
bill) and the ratio of Federal matching would be changed from 55
percent to 50 percent.
Proportionate increases in the dollar maximums for Guam and the
Virgin Islands would be made.

Social work manpower and training

The bill would authorize $5 million for the fiscal year ending June
30, 1969, and for each of the 3 following years, for grants to colleges
and universities to build up programs for training social workers. At
least one-half of the amount appropriated each year would have to be
used for undergraduate training.

Permanent authority to support demonstration projects

The amount of Federal funds to support public assistance demon-
stration projects would be increased from $2 million a year to $4
million and made permanent.
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G. CHILD HEALTH AMENDMENTS

Consolidation of earmarked authorizations

In place of a number of separate earmarked authorizations in pres-
ent law, the bill consolidates all authorizations into one single author-
ization with three broad categories. Beginning with fiscal year 1969,
50 percent of the total authorization will be for formula grants, 40
percent will be for project grants, and 10 percent will be for research
and training. By July 1972 the States will Ee expected to take over the
responsibility for the project grants, and 90 percent of the total
a tﬂorization will go to the States as formula grants. Total author-
izations will increase by steps from $250 million in 1969 to $350 mil-
lion in 1973 and thereafter.

Additional requirements on the States under the formula grant
program
The bill requires that State plans provide for the early identification
and treatment of crippled children. Title XIX is amended to conform
to this requirement. The States must also devote special attention to
family planning services and dental care for children in the develop-
ment of demonstration services.

Project grants

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

The fiscal year 1968 authorization for maternity and infant care
special projects grants would be increased from $30 to $35 million.

Research and training

The bill broadens the training authorization to include training for
the health care of mothers and children and to give priority to under-
graduate training. The research authority is amended to emphasize
projects to study the use of health personnel with varying levels of
training in the delivery of comprehensive maternal and child health
services.

III. GENERAL DISCUSSION OF THE BILL

A. GENERAL DISCUSSION OF OLD-AGE, SURVIVORS, DISABILITY, AND HEALTH
INSURANCE PROVISIONS

1. Increase in OASDI benefits

Your committee believes that if the social security program is to
continue to fulfill its vital role in the Nation’s economy, it should be
realistically reap%raised by the Congress from time to time in the light
of the changes which occur within the economy. Periodic review has
been a basic characteristic of the program from its inception.

Your committee is recommending a 121%-percent across-the-board
benefit increase for those now on the rolls.
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In developing this recommendation, your committee has carefully
studied the matter of wage-replacement upon retirement, disability or
death of the wage-earner and has sought to establish a reasonable rela-
tionship between former wages and benefits. Thus, the bill embodies
the principle that the retirement benefit for a man age 65 and his wife
should represent at least 50 percent of his average wages under the
social security system.

Your committee’s decision with respect to the recommmended benefit
increase takes into account the fact that wage levels have risen by about.
10 percent and the consumer price index has risen by about 7 percent
since the level of benefits was last adjusted in 1965.

In considering the level of benefits under the social security pro-
gram a number of facts are pertinent. Today, universal social security
coverage has been nearly reached. More than 90 percent of the people
who are employed are earning future social security retircment. protec-
tion. Ninety-two percent. of the people currently reaching age 65 are
eligible for cash benefits; 87 percent of the people aged 25-64 have
protection in the event of long-term disability; and 95 percent of all
children under age 18 and their mothers have survivorslnp protection.

According to Social Security Administration studies, social security
benefits are virtually the sole reliance of about half the beneficiaries
and the major reliance for most beneficiaries. Thus, the level at which
social security benefits are set determines in large measure the basic
economic well-being of the majority of the Natior’s older people.

The determination at any given time of the appropriate level of
social security benefits is a difficult task. Your committee is con-
strained to take into aceount not only the immediate effect on the
cconomic well-beine of the aged, disabled people, widows, and orphans
which will result from an increase in social security benefits, but also
the immediate effect on the economic sitnation of workers, of employ-
ers, and of the Nation asa whole. Of equal importance is the recognition
which must be given to the fact that the social security program is a
long-range program which taxes today’s workers on current earnings,
and provides for benefits in the future. Within this matrix, it is neces-
sary to provide as nearly adequate benefits as possible for those who
are now receiving them as well as to make advance provision for as
nearly adequate benefits as can be foreseen for today’s workers who, to-
gether with their employers, are the enrrent payers of social security
taxes.

Monthly benefits for retired workers now on the social secnrity
rolls who began to draw benefits at age 63, or later, now range from
$44 to $142, and the benefits for disabled workers now range from
$44 to $152; under the bill, these benefits wonld ranee from $30 to
$159.80 for retired workers, and from $50 to $171 for disabled work-
crs. The benefit amount payable to workers with average monthly
earnings of $550 ($6,600 earnings base), the highest possible nnder
bresent law, would be increased from $168 to $189. For a survivor fam-
ily consisting of a widow and two or more children getting benefits on
the basis of $550 of average monthly earnines (maximum waees nnder
a $6,600 earnings base) total monthly benefits of $391.20 wonld be pay-
able rather than $368 now payable.

_ In the future, the higher creditable earnings resulting from the
Increase in the earnings base (to $7,600) wonld make possible benefits
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that are more reasonably related to the actual earnings of workers at
the higher earnings levels. If the base were to remain unchanged, more
and more workers would have earnings above the creditable amount
and these workers would have benefit protection related to a smaller
and smaller part of their full earnings. Such a static situation might
eventually mean that the program would provide a flat benefit unre-
lated to total earnings because almost everyone would be earning at the
maximum creditable amount. In 1968, the present $6,600 base would
mean that only a little over one-half of regularly employed men would
get social security credit for their full earnings; under the proposed
§7 ,600 base, it is estimated that about two-thirds of all regularly em-
ployed men would have their full earnings counted toward benefits.

While the ultimate maximum benefit would not be payable to a man
retiring at age 65 until the year 2006, survivorship and disability pro-
tection would be more quickly increased for all those earning above
$6,600. For example, where a worker aged 35 in 1967 with annual
earnings of $7,600 died in 1970, his widow and child would recetve a
monthly benefit of $255 or $34.40 (15 percent) more than is provided
now. And his widow at age 62 would get a monthly benefit of $140.20 or
$18.90 (15 percent) a month more than under present law. If the
worker became disabled in 1970, he would get a monthly disability
benefit of $169.90, an increase of $22.90 (15 percent) a month over the
amount he would get under present law.

ILLUSTRATIVE MONTHLY BENEFITS PAYABLE UNDER PRESENT LAW AND UNDER THE COMMITTEE'S
BILL ARE SHOWN IN THE FOLLOWING TABLE

Worker ! Man and wife 12 Widow, widower, or Widow and 2 children

Average parent, age 62

monthly

earnings . . .

Present law Bill Present law Bill Present law Bill Present law Bill 3

367 $44.00 $50. 00 $66. 00 $75.00 $44.00 $50. 00 $66. 00 $75.00
150 78.20 88,00 1172.30 132.00 64.60 72.60 120. 00 132. 00
250 101.70 114.50 152. 60 171. 80 84.00 94, 50 202. 40 202.40
300 112. 40 126. 50 168. 60 189. 80 92,80 104. 40 240.00 240.00
350 124.20 139. 80 186. 30 209.70 102. 50 115. 40 279.60 280. 80
400 135.90 152.90 203.90 229.40 112. 20 126. 20 306. 00 322.40
550 168. 00 189. 00 252.00 283.50 138.60 156. 00 368. 00 391. 20
633 [O] 212.00 [O] 317.00 O] 174.90 “ 423.60

t For a worker who is disabled or who is age 65 or older at the time of retirement and a wife age 65 or older at the time
when she comes on the rolls. .

2 Survivor benefit amounts for a widow and 1 child or for 2 parents would be the same as the benefits for a man and wife,
f_xc_etp:jtthag{l;} total benefits would always equal 150 percent of the worker’s primary insurance amount; it would not be
imited to K

3 For families already on the benefit rolis who are affected by the maximum benefit provisions, the amounts payable
under the bill would in some cases be somewhat higher than those shown here.

4 Notapplicable, since the highest possible average earnings amount is $550.

In establishing the benefit levels, it was necessary for your commit-
tee to consider not only benefit levels but also earnings levels and other
factors. It was the committee’s judgment that when all factors were
taken in conjunction, the benefit for a couple which is based on the
maximum credited earnings ought to be approximately 50 percent of
the average earnings of the worker, with an approprate increase in
the percentage as the earnings fell below the maximum, until benefits
reached what in the light of existing conditions seemed to be an appro-
priate minimum benefit.

Unfortunately, your committee could discover no definitive guide
for determining what the level of the minimum benefits should be. At
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this time, a $50 minimuin appears appropriate to the continuation of a
wage-related system.

n keeping with the decision that the benefit to a couple at the high-
est earnings level ought to be approximately 50 percent of the work-
er’s average earnings, your committee recommends that the wife's
insurance benefit ultimately be limited to $105 a month. However, it
should be pointed out that this provision will generally have no prac-
tical effect until many years hence when the maximum benefits payable
under the bill will become payable to men who retire in that year. The
following table compares the relationship of wages to a couple’s
benefit under existing law and your committee’s bill:

BENEFITS PAYABLE TO A COUPLE BOTH OF WHOM ARE AGE 65 OR OLDER AT SELECTED AVERAGE MONTHLY
EARNINGS LEVELS UNDER PRESENT LAW AND UNDER H.R. 12080

Coupie’s benefit Percent of average monthly
Average monthly earnings
earnings
Present law Proposal Present law Proposal
1967 $66.00 $75. 00 98.5 111.9
150 117.30 132. 00 78.2 88.0
250 152,60 171.80 61,0 68.7
300 168. 60 189. 80 56.2 63.3
350 186,30 203,70 53,2 59.9
400 203.90 229, 40 51,0 57.4
2 550 252, 00 283.50 45.8 51.5
3633 | ... 31700 | -....... 50.1

1 Highest AME on which minimum benefit is payable.
2 Maximum AME under present law,
3 Maximum AME under $7,600 earnings base.

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

An estimated $2.8 billion in additional benefits would be paid in
calendar year 1968 as a result of the benefit increase to insured persons.

2. Increase in special payments to certain individuals age 72 and older

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

Special monthly payments in the same amount were also provided,
under an amendment to the law enacted in 1966, for certain people age
72 and older who have never worked or who have earned credit for
only a small amount of work under the social security program,
and who did not qualify for payments under the 1965 amendments.
Payments made under the 1966 amendments are reduced by the
amount of any pension, retirement benefit, or annuity that a person
i$ receiving under any other governmental pension system. In addi-
tion, the special payment is suspended for any month for which the
beneficiary gets payments under a federally aided public assistance
program. The cost of the payments under this provision is met out of
general revenues.
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Under the bill, the payments under both of these special transitional
provisions would be increased from $35 to $40 (from $52.50 to $60 for
an eligible couple). As a result, about 70,000 people who do not now
get the special payments under this provision would qualify for some
payments and about 832,000 would qualify for higher payments under
this provision. An estimated $59 million in additional payments would
be paid out during calendar year 1968; about $52 million of this
amount would be paid from general revenues.

3. The retirement test

While the overall effect of the present retirement test provides
generally satisfactory results, it still permits a person to have sub-
stantial earnings in part of the year and to receive substantial social
security benefits in tﬁe remainder of the year. In the course of its de-
liberations your committee asked the Social Security Administration
to give further and more intensive study to this problem. Therefore,
your committee is recommending only minimal changes-—changes
needed to adjust the test to changes in the economic situation since the
last change was made in the test.

Under present law if a beneficiary earns more than $1,500 in a year
benefits are withheld on a sliding scale—$1 less in benefits is payable
for each $2 of earnings between $1,500 and $2,700, and for each $1 of
earnings above $2,700. Full benefits are payable, though, regardless of
anual earnings, for any month in which the beneficiary neither
works for wages of more than $125 nor renders substantial services in
self-employment. Under the bill a beneficiary would receive the full
amount of his benefits if he had annual earnings up to $1,680, rather
than $1,500 as now provided. As under present law, his benefit
would be reduced by $1 for each $2 of earnings for the first $1,200
above the exempt amount (between $1,680 and $2,880 rather than be-
tween $1,500 and $2,700), and for each $1 of wages thereafter. The bill
would increase from $125 to $140 the amount of earnings that a bene-
ﬁciariy can have in a given month and still get full benefits for that
month.

The proposed change, in combination with the benefit increase that
the bill would provide, would make possible an increase in annual in-
come for the many beneficiaries who are able to work.

These changes would be effective for taxable years ending after
1967. About $140 million would be paid out in additional benefits to
760,00 people in 1968.

4. Amendments to disability program

(a) Benefits for disabled widows and widowers—Y our committee’s
bill would provide social security benefits for certain totally disabled
widows (including surviving divorced wives) and totally disabled de-
pendent widowers who are not old enough to qualify for the benefits
now provided for aged widows and dependent widowers. Present law
does not provide social security benefits for widows and widowers
on the basis of disability. Widows and dependent widowers can re-
ceive benefits beginning at age 62 (or at age 60 in the case of a widow
who chooses to receive a reduced benefit); a widow can receive
mother’s benefits at any age if she has in her care a child of the de-
ceased wage earner who is entitled to benefits. Your committee believes
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that there is a need to provide monthly benefits for the severely dis-
abled widow in her fifties who cannot qualify for widow’s or mother’s
benefits under present law. The widows and widowers for whom bene-
fits would be provided are un.ble to support themselves by working.

The bill would provide reduced monthly benefits beginning no
earlier than age 50 for widows and dependent widowers who become
totally disabled before, or within 7 years after, the spouse’s death or,
in the case of a widow, before or within 7 years after the end of her
entitlement to mother’s benefits. This 7-year period would protect
the widows and widowers until they have a reasonable opportunity to
meet the insured-status requirements for disability benefits based on
their own work, including the requirement of a minimum of about
5 years of covered work out of the 10 years preceding disablement.

The monthly benefit now payable to a widow or widower at age 62
is equal to 8215 percent of the deceased spouse’s primary insurance
amount. Under the bill, a disabled widow or widower entitled to bene-
fits beginning at age 50 would receive a monthly benefit amounting to
50 percent of the iaceased spouse’s primary insurance amount. ere
entitlement to disabled widow’s or widower’s benefits begins at a later
age the monthly benefit amount would range from 50 percent to 8214
percent of the primary insurance amount, depending on the age at
which the widow or widower became entitled. The reduction formula
in the bill would result in paying a disabled widow 7114 percent of
the primary insurance amount at age 60-—the same proportion that
is received under present law by the widow who takes actuarially
reduced aged widow’s benefits at that age. Unlike widow’s benefits,
widower’s benefits are payable at age 62 rather than at age 60; there-
fore the formula for widower’s benefits would be such that a dis-
abled widower would be paid 8214 percent of his spouse’s primary
insurance amount at age 62—the same proportion that a widow or
widower receives at that age.

Under your committee’s bill, a new test of disability which is more
strict than the definition which applies to workers would be pro-
vided for purposes of widow’s and widower’s benefits. This new test
is discussed in the statement on “The Definition of Disability.”

The provision for benefits for disabled widows and widowers would
be applicable not only prospectively but also in the case of people who
have already met the conditions proposed for entitlement to benefits,
and would be effective with resnect to benefits for the second month
after the month of enactment. About 65,000 totally disabled widows
and widowers under age 62 would immediately become eligible for cash
benefits. About $60 million in additional benefits would be paid out
during 1968.

(b) Alternative-disability insured-status requirement for workers
disabled before age 31
Your committee’s bill would extend social security disability protec-
tion to additional totally disabled young workers and their families
by providing an alternative to the present requirements that such .
workers must meet in order to be insured for social security disability
protection. T'o be insured for disability protection under present law, a
disabled worker (other than certain blind people) must have a least 20
quarters of coverage (about 5 years of covered work) out of the 40
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calendar quarters preceding disablement, in addition to meeting a re-
quirement of previous covered work that is comparable to the insured-
status requirement for old-age insurance benefits. The 20-out-of-40
requirement—a test of substantial recent covered employment—pro-
vides some assurance that social security disability protection will
be related to loss of earnings on account of disability. The requirement
thus serves an important purpose and is reasonable as a general test
of substantial recent employment.

Your committee believes, however, that a less restrictive employ-
ment test is necessary in the case of a worker disabled early in his
working life who may not have had an adequate opportunity to earn
20 quarters of coverage. The merit of providing an alternative em-
ployment test for the young disabled workers has already received
some recognition from the Congress, through the enactment in 1965 of
an alternative test for workers disabled because of blindness before
age 31. Your committee’s bill would extend the alternative employ-
ment test which now applies to the blind to all workers who become
totally disabled before age 31.

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

This amendment, which would be effective with respect to benefits
for the second month after enactment, would provide social security
disability protection for the significant number of younger workers,
and their families, who may become disabled before they are old
enough to have worked long enough to meet the work requirement in
present law. It would be applicable not only prospectively but also to
workers who have in the past become totally disabled before age 31,
and on enactment would provide monthly payments to about 100,000
people—disabled workers and their dependents—immediately upon
enactment. About $70 million would be paid out in 1968 under this
proposal.

(¢) Increase in allocation to the disability insurance trust fund

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

This increase would take into account not only the increased cost of
the disability insurance provisions due to the benefit increases pro-
vided by the bill and to the additional young disabled workers and
their dependents who would be eligible for benefits under the bill, but
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also the larger than anticipated numbers of disabled people who have
become entitled to benefits in the past four years. o
The effect of this reallocation, along with the other provisions of the
bill, would be that the disability insurance trust fund would be In
exact actuarial balance.
(@) The definition of disability
The present law defines disability ( exceBt for certain cases of blind-
ness) as the “inability to engage in any substantial gainful activity by
reason of any medically determinable physical or mental impairment
which can be expected to result in death or which has lasted or can be
expected to last for a continuous period of not less than 12 months.”
Your committee has become concerned with the way this definition has
been interpreted by the courts and the effects their interpretations
have had and might have in the future on the administration of the
disability program by the Social Security Administration. The alloca-
tion to the disability trust fund has increased from 0.50 percent of pay-
roll in 1956 to 0.70 percent today, and will be increased to 0.95 percent
by your committee’s bill. In 1965 this committee recommended, and
the Congress adopted, an increase in the social security taxes allocated
to the disability insurance trust fund; a large part of which was
needed to meet an actuarial deficiency of 0.13 percent in the system.
Again this year the Administration has come to the committee asking
for an increase in the taxes allocated to that fund to meet an even
larger actuarial deficiency, which has reduced the 0.03 percent surplus,
estimated after the 1965 amendments, to a 0.15 percent deficiency. The
committee’s studies indicate that over the past few years the rising cost
of the disability insurance program is réiated, along with other fac-
tors, to the way in which the definition of disability has been inter-
preted. Your committee therefore includes in its bill more precise
guidelines that are to be used in determining the degree of disability
which must exist in order to qualify for disability insurance benefits.
In arriving at its conclusion that the definition of disability has
been eroded over a period of time, the committee observed that the last
longrange projection prepared by the Social Security Administration
showed a significant increase in the proportion of the population be-
coming disabled within the definition. Moreover, it appears that the
increase was not due to changes in actuarial methods or to changes
in the actuarial interpretation of past experience; rather it was the
experience itself that changed. Over the last 4 years the number of
disability allowances was larger than the number estimated. Be-
cause there is no evidence to indicate that the proportion of the dis-
abled in the country is greater now than 4 years ago, the committee is
forced to conclude that over a period of years a number of subtle
changes may have occurred in the concept of the “disabled worker.”
The Social Security Administration informed your committee that
in large part the reasons why a larger number of people than antici-
pated have become entitled to disability benefits are :
(1) Greater knowledge of the protection available under
]tohe pffogram to increased numbers of qualified people applying for
enefits;
((12) Improved methods of developing evidence of disability;
an
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(3) More effective ways of assessing the total impact of an indi-
vidual’s impairment on his ability to work.

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

The 1dea that the concept of the disabled worker has changed over
time is given substance by a reading of some of the court decisions on
the subject. As one court pointed out, by quoting another court, “once
the claimant has shown 1nability to perform his usual vocation, the
burden falls upon the Secretary to show the [reasonable] availability
of suitable positions.” In another case the court observed that “dis-
ability includes physical or mental impairment which not only pre-
vents one from obtaining a job, but from even being considered for it
by reason of hiring practices and policies.” In summing up its in-
terpretation of the statute and the case law, one court said:

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

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

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

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

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

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

Your committee instructs the Social Security Administration to
report immediately to the Congress on future trends of judicial inter-
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gretation of this nature. As a remedy for the situation which has
eveloped, your committee’s bill would provide guidelines to reem-
phasize the predominant importance of medical factors in the disabil-
ity determination.

The original provision was designed to provide disability insurance
benefits to workers who are so severely disabled that they are unable
to engage in any substantial gainful activity. In most cases the deci-
sion that an individual is disabled can be made solely on the basis that
his impairment or impairments are of a level of severity (as determined
by the Secretary) to be sufficient so that, in the absence of an actual
demonstration of ability to engage in substantial gainful activity, it
may be presumed that he is unable to so engage decause of the impair-
ment or impairments. The language proposed to be added to the statute
specifies the requirements that must be met in order to establish inabil-
ity to engage in any substantial gainful activity for insured workers
(and certain adults disabled in childhood) whose impairments are not
of the level of severity that such a presumption can be made regard-
less of the age, education, and previous experience of the particular
individual. The language added by the bill would provide: that such
an individual would be disabled only if 1t is shown that he has a severe
medically determinable physical or medical impairment or impair-
ments; that if, despite his impairment or impairments, an individual
still can do his previous work, he is not under a disability ; and that if,
considering the severity of his impairment together with his age, edu-
cation, and experience, he has the ability to engage in some other type
of substantial gainful work that exists in the national economy even
through he can no longer do his previous work, he also is not under a
disability regardless of whether or not such work exists in the general
area in which he lives or whether he would be hired to do such work. It
is not intended, however, that a type of job which exists only in very
limited numbers or in relatively few geographic locations would be con-
sidered as existing in the national economy. While such factors as
whether the work he could do exists in his local area, or whether there
are job openings, or whether he would or would not actually be hired
may be pertinent in relation to other forms of protection, they may not
be used as a basis for finding an individual to be disabled under this
definition. It is, and has been, the intent of the statute to provide a
definition of disability which can be applied with uniformity and con-
sistency throughout the Nation, without regard to where a particular
individual may reside, to local hiring practices or employer prefer-
ences, or to the state of the local or national economy.

The impairment which is the basis for the disability must result
from anatomical, physiological, or psychological abnormalities which
can be shown to exist through the use of medically acceptable clinical
and laboratory diagnostic techniques. Statements of the applicant or
conclusions by others with respect to the nature or extent of impair-
ment or disability do not establish the existence of disability for pur-
poses of social security benefits based on disability unless they are
supported by clinical or laboratory findings or other medically accept-
able evidence confirming such statements or conclusions. In most cases
the decision that an individual is disabled can be made solely on the
basis of an impairment, or impairments, which are of a level of sever-
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ity determined (under administrative rules) to be sufficient so that,
in the absence of an actual demonstration of ability to engage in sub-
stantial gainful activity, it may be presumed that the person is unable
to so engage because of the impairment or impairments. The language
which would be added by H.R. 12080 specifies the requirements which
must be met in order to establish inability to engage in substantial
gainful activity for those people with impairments to which the pre-
sumption mentioned above does not apply.

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

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

The bill would also provide reduced benefits (as discussed in the
statement on benefits for disabled widows and widowers) for certain
disabled widows (including surviving divorced wives{ and disabled
dependent widowers under an initial test of disability that is different
from that for disabled workers and childhood disability beneficiaries.
Under this test, the Secretary of Health, Education, and Welfare
would by regulation establish the severity of impairment which may
be deemed to preclude an individual from engaging in any “gainful ac-
tivity”. (As opposed to “substantial gainful activity”). An individual
whose impairments meet the level of severity established by the regu-
lations of the Secretary would generally be found to be disabled, al-
though, of course, if other evidence establishes ability to engage in
substantial gainful activity despite such impairments, he would not
be found disabled; and individuals whose impairments do not meet
this level of severity may not in any case be found disabled. Once an
individual meets the initial test and is found disabled, he would be
considered disabled as long as his impairment precluded his engaging
in substantial gainful activity.

(e) Workmen’s compensation offset provisions

Under present law, if a disabled worker under age 62 qualifies for
periodic workmen’s compensation and social security disability bene-
fits, the social security benefits payable to him and his family are re-
duced by the amount, if any, by which the total monthly benefits pay-
able under the two programs exceed 80 percent of his average current
earnings before he became disabled. A worker’s average current earn-
ings for this purpose are considered to equal the larger of (a) the
average monthly wage used for computing his social security benefits,
or (b) his average monthly earnings during his 5 consecutive years of
highest covered earnings after 1950. Under present law the covered
earnings referred to in (b) do not include that part of the earnings: in
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covered work in excess of the maximum annual amount that is credit-
able for social security purposes.

The objective of these provisions is to avoid the payment of com-
bined amounts of social security benefits and workmen’s compensa-
tion payments that would be excessive in comparison with the bene-
ficiary’s earnings before disablement. Your committee believes that
the present provisions go beyond this objective in cases where a work-
er’s actual previous earnings in covered emplovinent. are higher than
the maximum amount that 1s c1editable under the social security pro-
gram. For example, a disabled worker whose actual earnings in covered
work during his highest 5-year period are double tie amount counted
for social security purposes may be restricted fo combined benefits of
40 percent, instead of 80 percent, of his previous pay. Your committee’s
biil would rectify this situation by specifying that average current.
earnings—and the amount of combined benefits that can be paid—
may be computed without regard to the limitations established for
annual creditable earnings. However, the records of the Social
Security Administration do not show the workers’ earnings above the
creditable limit. Therefore, the bill would provide that certain as-
sumptions may be made on the basis of the information contained in
the records; under regulations, the Secretary may estimate the amount
of earnings above the creditable limit on the basis of the information
available to him. This change would provide more reasonable and
equitable treatment for many workers who earn more than the annual
amounts that may be connted for social security purposes.

5. Coverage changes

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

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

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

Also, under the bill, members of religious orders, whether or not
they have taken a vow of poverty, would be covered or exempted
under the same provisions that would be applicable to clergymen; the
social security credits of those covered would be based on the cash al-
lowances they receive and the value of board and lodging furnished
tothem.

(b) Coverage provisions applying to employees of States and locali-
ties—Your committee’s bill would improve the administration, at both
State and Federal levels, of the provisions under which the States may
bring groups of State and local government employees under social
security.

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

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

The other changes that would be made by your committee’s bill in
the provisions for social security coverage of State and local govern-
ment workers relate to services performed by certain temporary em-
ployees.

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

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

Also, the bill would provide for the mandatory exclusion of emer-
gency services such as those which are rendered during forest fires,
floods, and similer emergencies. Because emergency situations arise
infrequently and different workers may be involved each time, the
mandatory exclusion of their services is unlikely to have adverse
effects on the social security protection of the workers who perform
emergency services.

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

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

purposes. :

Uqlder the bill, payments received by a retired partner from the part-
nership would be excluded under conditions which assure that the pay-
ments are bona fide retirement income. The exclusion would apply
where the payments received by the retired partner are made pursuant
to a written plan of the partnership which provides for lifelong peri-
odic retirement payments to the partner. It would only apply if the
retired partner no longer had any interest in the partnership except
for the right to the retirement payments. The exclusion would not
apply to retirement payments made in a year in which the partner
perforied any services for the partnership.

(e) Coverage of Federal employees—Your committee is aware of
the gaps which exist in the protection of the Federal workers who do
not have survivorship, disability, or retirement protection based on that
employment.

A particular hardship exists in many instances when an individual
dies during his first 5 years of Government service, when he is not
yet entitled to survivorship protection under his Federal staff retire-
ment system but he has lost his coverage under OASDI. A similar
situation occurs when an individual dies shortly after leaving Federal
service and before he has worked under OASDI long enough to be
covered for survivorship benefits.
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Additionally, an inequity may possibly exist in the relationship of
the medicare program to Federal employees. Approximately 50 percent
of our retired Federal employees are entitled to hospital insurance
benefits under medicare on the basis of coverage acquired while serving
in the armed services or working in private employment. If the retiree
elects to pay the premium for coverage under the voluntary supple-
mentary medical plan open to all of our citizens, he will enjoy health
insurance protection approaching that afforded by the high option
plans offered by the Federal Employees Health Benefit Act. In that
case, the Federal Government is relieved of any obligation to con-
tribute to his health care as an employee distinct from a member of
the general public.

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

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

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

The committee has directed the Social Security Administration to
make a thorough study of all of the various problems which up to
now have precluded the coverage of governmental employees under so-
cial security. The committee directs the Social Security Administra-
tion to conduct this study in close and constant cooperation with em-
ployee groups and with appropriate Federal agencies with a view to
resolving the problems in @ manner that is fair to both the govern-
mental employees and the other members of the labor force that sup-
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port the OASDI system. The report of the study, including positive
recommendations for covering of Government employees on a basis
that is fair to both Government employees and all other workers, is to
be submitted to the Congress prior to January 1, 1969.

6. Health insurance provisions

(@) FExtending health insurance protection to disabled bene-
ficiaries

Your committee gave extensive consideration to a proposal to ex-
tend health insurance protection under title XVIII to persons en-
titled to monthly cash benefits under the social security and railroad
retirement programs because they are disabled. While your committee
believes that there is much to say for extending the protection of medi-
care to disability beneficiaries, it has regretfully concluded that it can-
not recommend this extension of protection at the present time.

A major factor in your committee’s decision was that data which
first became available while the proposal was being considered indi-
cated that the per capita cost of providing health insurance for the dis-
abled under medicare would be considerably higher than is the cost of
providing the same coverage for the aged. As a result of the new data,
the chief Actuary increased his estimates of the cost of the proposal
significantly; this increase in the cost estimates, together with the re-
vised estimates for the overall cost of the hospital insurance pro-
gram discussed elsewhere in this report, raised serious problems with
respect to the financing of the proposal.

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

Your committee has, therefore, deferred recommending extension of
medicare to the disabled, and has included in the bill a provision under
which an advisory council will be appointed in 1968 to study the ques-
tion of extending medicare to the disabled, including the unmet need
of the disabled for health insurance protection, the costs involved in
providing this protection, and the ways of financing this protection.
The Council would be required to submit a report of its findings to the
Secretary of Health, Education, and Welfare not later than January
1, 1969. The Council would also be required to make recommendations
on how this protection should be financed and on the extent to which
the cost of this protection could appropriately be borne by the hospital
insurance and supplementary medical insurance trust funds. The Coun-
cil’s report would be submitted to the boards of trustees of the trust
funds and to the Congress.

(b) Elimination of requirement of physician certification in
case of certain hospital services

Under present law, payment under the hospital insurance program

may be made for services furnished by a hospital only if a physician

certifies that the services are medically necessary. In addition, when

the patient has received inpatient hospital services for an extended

period, the physician inust recertify to the continuing need for the
services.
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Your committee’s bill would eliminate the outpatient hospital serv-
ices certification requirement and the requirement for a physician’s
initial certification of the medical necessity for inpatient services fur-
nished by hospitals other than tuberculosis and mental institutions.
Outpatient hospital services and admissions to general hospitals are
almost always medically necessary and the requirement for a physi-
cian’s certification of this fact results in largely unnecessary paper-
work. Your committee is hopeful that deletion of the certification re-
quirement in these cases will be accompanied by a greater emphasis
by hospitals on utilization review and on the certifications that will
continue to be required.

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

(e) Method of payment to physicians under supplementary
medical insurance program and time limit for filing claims

Present law provides two methods for the payment of charges by
physicians (and others whose services are covereg under the medicare

rogram on a reasonable charge basis). Payment may be made to the

eneficiary on the basis of a receipted bill submitted by him following
his payment of the physician’s fee; or the beneficiary mnay assign his
right to reimbursement to the physician, who then submits the bill
and receives payment on his patient’s behalf. Under the assignment
method the physician must agree that his total bill will not exceed
the reasonable charges used as the basis of reimbursement under the
medical insurance program.

Although many physicians are accepting assigninents, some do not
accept an assignment even where the beneficiary is not in a position
to pay the fee in advance of inedicare reimbursement, and this can
result in financial hardship for the patient.

Your committee’s bill makes provision for a new payment proce-
dure under the supplementary medical insurance program to serve
as an alternative to the assignment and receipted bill payment pro-
cedures. Under the new procedure, physicians or other persons pro-
viding covered medical and health services could request payment
of medical insurance benefits to them on the basis of an itemized,
unpaid bill without having to agree, as under the assignment proce-
dure, to accept the program’s reasonable charges as payment in full.
If the bill is submitted in an acceptable form and within such time as
may be specified in regulations and if the physician’s charges for the
services rendered do not exceed the reasonable charges, the program’s
benefits would be paid to the physician. Conversely, where these con-
ditions are not met or where the physician directs that the benefits be
paid to the patient, your committee’s bill provides for the payment,
based on an 1temized bill which provides the necessary informaftion, to
be made to the beneficiary. Your committee believes that this new pro-
cedure will afford a meaningful alternative to the receipted bill and
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assignment procedures for physicians who want to assist their patients
by completing and submitting the claims for benefits under the supple-
mentary program but who are unwilling to agree ahead of time that
they will accept the carrier’s determination of a “reasonable charge,”
as they must under the assignment procedure. If the physician pre-
fers not to submit the bill at all, the patient would submit the unpaid
bill with his claim and payment would be made to the patient.

In addition, your committee’s bill would establish a time limit on
the period within which payment may be requested under the medical
insurance program with respect to physicians’ services and other serv-
ices reimbursable on a charge basis. Authority to establish a time limi-
tation on the filing of claims by hospitals and other providers of serv-
ices for cost reimbursement is provided under present law and a simi-
lar limitation for charge-related claims would promote efficient ad-
ministration by avoiding the handling of claims which, by reason
of their age, are not readily subject to verification. Under the bill,
claims for the services in question would, in general, have to be filed no
later than the end of the calendar year following the year in which the
services were furnished. However, because expenses for services furn-
ished in the last calendar quarter of a year can be counted in determin-
ing whether the deductible for the following year has been met, the
time limit on filing with respect to services furnished in the last 3
months of the year would be the same as if the services had heen fur-
nished in the subsequent year. Your committee believes that this time
limitation will allow beneficiaries, physicians and other claimants
ample time to make requests for payment under the medical insurance
program.

(@) Simplification of reimbursement to hospitals for certain
physicians’ services and for outpatient hospital services

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

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

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

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

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

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

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

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

(3) Simplified reimbursement of outpatient hospital services.—Un-
der present law, providers of health services claim reimbursement for
covered services from their hospital insurance intermediary and may
charge the medicare patient only for applicable deductible and coin-
surance amounts and noncovered services. This procedure is consistent
with the inpatient billing practices of other hospital insurance pro-
grams and has proved to be generally satisfactory under medicare. It
has, however, placed an unaccustomed administrative burden on hos-
pitals in claiming reimbursement for low-cost services to outpatients.

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

Your committee’s bill would simplify billing for outpatient hospital
services by permitting hospitals, as an alternative to the present reim-
bursement procedure, to ¢ollect small charges (in no case charges of
$50 or more) for covered services from the medicare beneliciary out-
patient without submitting a bill to medicare. Under this new pro-
cedure, a hospital could bill the patient its customary charges for out-
patient services rendered and the patient would be reimbursed for 80
percent (less any applicable deductible amount) of the hospital out-
patient charges as he would be reimbursed for other services that
are reimbursed under the medical insurance program. The Secretary
would determine the situations in which collection from the out-
patient by the hospital was an advantageous procedure and would
1ssue regulations limiting the application of the procedure to these
cases. The Secretary would establish procedures designed to make it
as easy as possible for beneficiaries who pay their hosnital outpatient
bills to claim reimbursement. Furthermore, since claims for hospital
reimbursement will not be submitted for all outnatients under the
proposed change as they are under present law, the Secretary will limit
the anvlicability of the procedure to cases where the hosnital can
provide an adequate record of amounts collected from medicare pa-
tients and related information. As noted previouslv, since the hosnital
services to outpatients and the related hospital-based phvsicians’ serv-
1ces to outpatients would both be covered under the medical insurance
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program, the program or the patient, whichever is billed, would re-
ceive a combined billing for these services where this would be con-
sistent with the hospital’s usual practice.

Hospital collections from outpatients would be taken into account
to assure that a hospital’s total reimbursement from the program
and medicare patients for the services in question would not exceed
the hospital’s cost of providing the services. In other words, the pro-
posal would make no change In hospital income in the aggregate, in
the program’s liability or in the amounts that patients would be re-
quired to pay.

(€) Incentive for lowering costs while maintaining quality in the
provision of health services

Under present law, participating providers of services and, in cer-
tain cases, group practice prepayment plans are reimbursed on the
basis of the reasonable costs they incur in providing covered services
to medicare beneficiaries, Also, title V (maternal and child health)
and title XIX (medicaid) of the Social Security Act provide that
hospitals will be reimbursed the full reasonable costs that are incurred
in furnishing inpatient hospital services to recipients. Your commit-
tee is concerned that reimbursement on a cost basis may provide in-
sufficient incentive for participating organizations to furnish health
care economically and efficiently. The organization which is reim-
bursed at cost may see no advantage in lowering its costs. Moreover,
patients do not take the same interest in the cost of the health services
they receive when it is paid from insurance or Government funds as
when they pay it out of pocket.

Your committee believes that other bases of reimbursement, includ-
ing charges or a percentage of charges, should be explored which may,
through experimentation, be demonstrated to be effective in increas-
ing the efficiency and economy of providing health services without
adversely affecting the quality of such services. Under the bill, the
Secretary would be authorized to enter into agreements with a limited
number of individual providers, community groups, and group prac-
tice prepayment plans which are reimbursed on the basis of reason-
able costs, under which these organizations would engage in experi-
ments with alternative reimbursement systems in order to lower the
cost of providing services while maintaining their quality. (Group
practice prepayment plans that have elected to be reimbursed on a cost
basis for physicians’ services, and also provide hospital services, could
engage in experiments under which a combined system of reimburse-
ment could be developed for both physician and hospital services.)

Tlie Secretary will be expected to develop these experiments and
establish procedures for selection of participants which are likely to
le able to carry them out properly. Under the bill, the Secretary would
be authorized to reimburse States for any additional costs they incur
under their title V or XIX programs which result from these
experiments.

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

Under the bill, the Secretary would be required to report annually to
the Congress on the experience in carrying out the experimentation in
incentive reimbursement.

(f) Additional days of hospital care

Under present law, payment is made under the hospital insurance
program for up to 90 days of inpatient hospital services during a spell
of illness, with the beneficiary paying a deductible amount ($40)
plus a coinsurance amount (now $10) equal to-one-fourth the inpatient
hospital deductible for each of the 30 days above the first 60 days.
Your committee’s bill would provide for an additional 30 days of cov-
erage of inpatient hospital services in a spell of illness (up to 120 days
in total) with a coinsurance amount ($20 initially) equal to one-
half the inpatient hospital deductible applicable to each of such 80
days. The proposed increase in the number of days of inpatient hos-
pital benefits 1s intended to help meet the problem faced by a bene-
ficiary who requires long-term care in an extended care facility and
whose spell of illness continues through his stay in the facility because
he has not heen out of a hospital or any institution that is primarily
engaged in providing skilled nursing care and related services for 60
consecutive days. The added coverage would mean that such a bene-
ficlary who requires hospital care after his admission to such a facility
is very likely to be eligible for further coverage of the hospital care
since only rarely would he have used as many as 120 days in his
imitial hospitalization in the spell of illness. The imposition of the
coinsurance amount of one-half the inpatient hospital deductible for
each of these additional days of inpatient hospital care provides a
safeguard against any possible excessive use of hospital care in these
cages. The coinsurance feature would mean that hospital care would
generally not be less expensive to the patient than would continued
care in the extended care facility, thus avoiding any incentive to
return to the hospital solely for the purpose of reducing the patient’s
share of the cost.

(9) Transitional provision on eligibility of presently uninsured
mdividuals for hospital insurance benefits

Under present law, persons who attain age 65 in 1967 or earlier are
eligible for hospital insurance protection even though they have not
earned any quarters of coverage under the social security or railroad
retirement programs. However, persons who attain age 65 in 1968
rmust have earned at least six quarters of coverage or be eligible for
social security or railroad retirement henefits. Your committee be-
lieves that this initial increase of six quarters of coverage is too sharp,
and the bill provides that the minimum amount of quarters of cover-
age required for entitlement under this special provision of persons
attaining age 65 in 1968 would he three quarters of coverage, with the
required number of quarters of coverage increasing by three quarters
for each cubsequent year in which the individual attains age 65, The
fransitional provision will phase out so that by 1975 (1974 for women)



SOCIAL SECURITY AMENDMENTS OF 1967 45

the same number of quarters of coverage will be required for entitle-
ment to cash benefits and hospital insurance benefits. The cost of hos-
pital insurance protection provided under this provision will continue
to be financed from general revenues rather than from the Federal
Hospital Insurance Trust Fund. The following table shows both the
present and the new requirements for entitlement under the transi-
tional insured status provision:

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

Men Women
Year attains age 65 Present law c°'|;'i'|‘l'm" Present law Cobmiﬂlittee
0AS! Hi HI 0ASI Hi HI
16 0 0 13 0 0
17 6 3 14 6 3
18 9 6 15 9 6
19 12 9 16 12 9
20 15 12 17 15 12
21 18 15 18 18 15
22 21 18 19 19 18
23 23 21 20 20 20
24 24 b2 S DN IR

(R) Inclusion of podiatrists’ services under supplementary
medical insurance program

Y our comnmittee’s bill would cover the nonroutine services of doctors
of podiatry or surgical chiropody in the same fashion as these services
are covered if performed by doctors of medicine or osteopathy. The
bill would provide this coverage by broadening the definition of the
term “physician” in title XVIIT to include (except for purposes of
utilization review requirements and the performance of certain de-
terminations of medical necessity) a doctor of podiatry or surgical
chiropody. Under present law, a “physician” is defined as a doctor of
medicine or osteopathy or, in certain limited circumstances, a doctor
of dentistry or of dental or oral surgery. Physicians’ services to in-
dividual beneficiaries are covered under the supplementary medical
insurance program (pt. B).

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

(2) Payment for the purchase of durable medical equipment

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

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

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

(i) Payment for physical therapy furnished by hospital to
outpatients

Under present law, health insurance payments may generally be
made for physical therapy furnished in a homebound patient’s home
by a home health agency that is participating in the program. In some
instances a hospital may have the personnel and be organized to pro-
vide a similar service in the patient’s home with equal consideration
for quality safeguards as is provided by a home health agency and
nnder circumstances which would not pose substantial problems of
administration. However, at present, the physical therapy services the
hospital furnishes to its outpatients are covered only if they are inci-
dental to the services of a physician or if the hospital has an organized
home health service.

Your committee’s bill would extend medical insurance coverage to
physical therapy services which are not directly incident to a physi-
cian’s service if furnished by a hospital, or by others under arrange-
ments with the hospital, to outpatients in a place of residence used as
the outpatient’s home. The objective of the amendment is to make
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scarce physical therapy services available on a reimbursable basis to
medicare patients whose conditions make it medically necessary for
them to receive physical therapy at home in cases where the hospital
does not wish to serve as a home health agency but undertakes to
supervise the provision of physical therapy services in the home.

(k) Payments for certain portable X -ray services

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

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

(2) Ezclusion of certain procedures performed during eye
examinations

Present law excludes from coverage expenses incurred for routine
physical checkups, or for eyeglasses or eye examinations for the pur-
pose of prescribing, fitting, or changing eyeglasses. When eye refrac-
tions are performed by themselves for the single purpose of determin-
ing the need for glasses or kind of glasses required the charges for
the procedures are not covered. However, sometimes eye refractions
are performed as part of a more general determination of the nature
of eye disease from which a patient may be suffering. In cases where
a physician specialist in eye diseases, an ophthalmologist, is perform-
ing a general examination and a refraction is one of a number of tests
made, the refraction may under present law be covered while if the
same procedure were performed by an optometrist, it would not be
covered. The bill would amplify the eye examination exclusion to
specifically provide that expenses for procedures performed during
the_course of any eye examination to determine the refractive state
of the eyes would be excluded. The additional provision would make
clear that the refractive procedures would be excluded when performed
by an ophthalmologist or any other physician and even when the
refraction is part of an examination performed in relation to an illness
not entirely related to the possible need for eyeglasses. In this way the
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provisions of law in connection with the coverage of eye care would
be made equivalent for all persons providing such care.

(m) Blood deductibles

Under present law a deductible, equal to the cost of the first three
pints of blood furnished a beneficiary in a spell of illness, is applied
with respect to whole blood provided under the hospital insurance
plan (part A). There is no deductible with respect to blood derivatives
and no special deductible is applied with respect to blood furnished
under the supplementary medical insurance plan (part B).

The deductible with respect to whole blood furnished under part A
was included in the law in order to encourage donations of blood to
replace blood furnished medicare beneficiaries. Under present law
the provider of services furnishing blood may charge the beneficiary
for the blood not paid for by the medicare program because of the
operation of the deductible, but the provider may not charge the bene-
ficiary for whole blood which has been replaced by him or on his
behalf on a pint-for-pint basis. Representatives of the voluntary blood
relplacement programs have expressed concern that the blood deduct-
ible provisions in present law do not provide sufficient incentive
for the replacement of blood. Your committee’s bill modifies the de-
ductible with respect to blood furnished under part A to increase this
incentive, and has provided for a similar deductible with respect
to blood furnished under part B.

Under the bill, “blood” with respect to which the 8-pint deductible
under part A would apply would be broadened to include, in addition
to whole blood, packed red blood cells. The supply of either of these
forms of blood requires continual donations of fresh whole blood. In
addition, while the 3-pint deductible would be retained, so that a bene-
ficiary could be charged for no more than the charges for the first
three pints of blood furnished to him in a spell of illness, the law
would be amended to include the following definition of “replace-
ment” of such blood: in order to get credit for replacement of the
first pint of blood furnished a benel%ciary in a spell of illness, a bene-
ficiary (or a person acting on his behalf) would have to give two pints
of blood to the provider of services that furnished the blood; the
beneficiary would be given credit for replacing the second and third
pints furnished him if at least a pint-for-pint replacement was made
with respect to these two pints. In determining whether blood had
been replaced in a spell of illness, if a beneficiary were furnished blood
by more than one provider of services during a spell of illness he
could count blood furnished in more than one facility toward the 3-
Pint maximum to which the deductible would apply. In such cases,
charges with respect to the first pint of blood furnished in a spell of
illness, and any credit for replacement of such blood, would be deter-
mined in accordance with the provisions of the law and regulations
of the Social Security Administration. In applying the deductible a
beneficiary would not be charged for more than three pints of blood
nor be required to give more than four pints of blood as replacement.
of the 3-pint-deductible amount.

As under present law, in determining whether a beneficiary has
replaced blood under this provision credits provided for a beneficiary
under group blood-donor programs and accepted by the provider of
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services furnishing the blood would be counted as replacement under
the deductible provision. The bill would also establish a separate de-
ductible under part B with respect to the first three pints of whole
blood or packed red blood cells furnished a beneficiary in a calender
year and covered by the program. The policies concerning replace-
ment, of blood furnished a beneficiary would be the same with respect
to blood furnished under part B as with respect to blood furnished
under part A. The part A and part B deductibles would be applied
separately, without respect to whether one or the other had been met.

(n) A;}propriatz'ons to supplementary medical insurance trust
un

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

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

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

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

Under present law, a person is eligible to enroll in the supplementary
medical insurance program when he attains age 65. However, the
law includes several restrictions on his enrollment after age 65 be-
cause of concern that in the absence of these restrictions persons
might delay enrolling until they foresee that they will have covered
medical expenses. If a person does not enroll during his initial 7-
month enrollment period, beginning with the third month before
the month in which he attains age 65, he cannot enroll until the next
general enrollment period (Oct. 1 through Deec. 31 of each odd-num-
bered year beginping with 1967). If he does enroll after his initial
enrollment period, he may be required to pay a higher premium than
if he had enrolled at age 65 and coverage cannot begin until the July 1st
following a general enrollment period. Also, he cannot enroll in the
program for the first time more than 3 years after his initial enroll-
ment period. Present law makes no provision for excusing individuals
who first seek to enroll some time after they reach age 65 because they
are mistaken about their age. Thus, although a person who files for
benefits some time after he 1s first eligible 1s able to get cash benefits
and hospital insurance benefits retroactively for up to 12 months, he
may have to wait for as long as 214 years before his medical insurance
coverage could begin.

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

(p) Limitation on special reduction in allowable days of in-
patient hospital services

Present law requires that when an individual is an inpatient of a

phychiatric hospital or a tuberculosis hospital when he becomes eligi-

ble for hospital insurance benefits, the number of days on which he

was an inpatient in such an institution in the 90 days (120 days under
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the bill) before his first eligibility be deducted from the 90 days of
inpatient hospital services for which payment could otherwise be made
during the spell of illness which begins with his entitlement. This so-
called carryover provision is intended to be consistent with other pro-
visions of law related to psychiatric and tuberculosis hospital care
which seek to assure that the hospital insurance plan will cover only
the active phase of psychiatric or tuberculosis treatment. The carry-
over provision avoids the payment of medicare benefits for 90 days of
psychiatric or tuberculosis hospital services beginning with age 65 on
behalf of a long-term patient who may have been receiving primarily
custodial care for years previously.

Your committee is concerned, however, that the carryover provision
also bars payment for general hospital services for long-term psychia-
tric or tugerculosis hospital inpatients when the patient suffers some
illness, other than a tuberculosis or a psychiatric condition, which re-
quires general hospital care, for example, where a mental patient suf-
fers appendicitis or a heart attack. Therefore, your committee’s bill
modifies the provision in question so that the reduction of coverage
which applies when an inpatient was in a psychiatric or tuberculosis
hospital before entitlement to medicare would not be applicable to in-
patient hospital services furnished outside a psychiatric or tuberculosis
mstitution when these services are not primarily for the diagnosis or
treatment of the patient’s inental illness or tuberculosis. For example,
consider an individual who had been a psychiatric hospital patient
when he became entitled under the hospital insurance program and
had been in the institution for all of the preceding 120-day period.
This individual would, beginning with services furnished on and after
January 1, 1968, be eligible for payments for up to 120 days of in-
patient hospital services, but only if they are furnished by hospitals
that are neither tuberculosis nor psychiatric hospitals and only if the
services are primarily for a condition other than a mental condition
or tuberulosis. The bill would also change the coverage in the case
where the individual had fewer days than 120 days in such an institu-
tion prior to his entitlement. For example, an individual who had been
in a psychiatric hospital for 60 days before reaching age 65 in August
1966, when he became entitled, would in accordance with present law,
have been covered for the next 30 days of care in that hospital. If he
were still in the same hospital on January 1, 1968, he would be eligible
for an additional 30 days of care in a psychiatric or tuberculosis 1nsti-
tution. At the end of those 30 days he would remain eligible for 60
days of coverage in a general hospital for treatment of a disorder other
than tuberculosis or a mental disorder.

(9) Study to determine feasibility of inclusion of certain ad-
ditional services under part B of title XVIII of the

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

7. Other provisions relating to the cash and health insurance programs
(a) Eligibility of adopted child for monthly benefits

H.R. 12080 would provide an alternative to the requirements of pres-
ent law relating to benefits for a child adopted by the surviving spouse
of a worker after the worker died. Under present law a child can
et benefits based on the earnings record of a deceased worker who
is not his parent only if the child 1s adopted by the worker’s surviving
spouse within 2 years after the worker’s death. Under H.R. 12080 bene-
fits could be paid to such child if before his death the worker had
initiated proceedings to adopt the child or the child had been placed
in the worker’s home for adoption.

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

(0) Eligibility of a child for benefits based on his mother's
earnings record

Under the present law a child is always considered dependent on
his mother if the mother is currently insured (that is if she has approx-
imately 114 years of covered work in the 3-year period immediately
prior to her becoming disabled, reaching retirement age, or dying).
If the mother is not currently insured, the child is dependent on her
only if: (A) she is contributing at least one-half of the child’s support;
or (B) she is living with the child or is making regular contributions
to the child’s support and the child’s father is neither living with the
child nor making regular contributions to the child’s support.

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

Thus the comnmittee’s bill would provide that a child be deemed de-
pendent on his mother on the same basis as a child is deemed depend-
ent on his father under present law. As a result, the child would always
be deemed dependent on his mother if she were fully or currently in-
sured unless the child was legally adopted by another person.

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

An estimated 175,000 children would be eligible for benefits imme-
diately as a result of this change, and an estimated $82 million would
be payable in additional benefits in 1968 under the amendment.

(2) Residual benefits for child who qualifies as a child only
under the 1965 change in determination of family status

Your committee has become aware of instances in which the bene-
fits payable to a worker’s widow and legitimate children are reduced
because of entitlement to benefits on the worker’s account of certain
illegitimate children under the 1965 social security amendments.
(The 1965 amendments provided that certain “recognized” illegiti-
mate children who could not inherit their fathers’ intestate per-
sonal property could become entitled to benefits on the same basis as
Jegitimate children, adopted children, and illegitimate children who
had inheritance rights under the laws of the State in which the father
was domiciled.)

In order to prevent the reduction of the benefits payable to other
members of a worker’s family because of the benefits payable to such
children, your committee’s bill provides that benefits for illegitimate
children who qualify only under the 1965 amendment (section 216 (h)
(3? of present law) would be residual—that is, that the benefits pay-
able to such children could not exceed the difference between the
sum of all other benefits being paid on the worker’s earnings record
and the maximum amount payable on the worker’s earnings record.

(d) Underpayments

H.R. 12080 would change the provisions of present law governin
the payment of cash benefits due a beneficiary who has died and woul
establish in the law a method of settling claims in similar situations
under the supplementary medical insurance program.

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

Your committee recognizes that the present provision gives rise to
unnecessary difficulties, particularly, where the amount of the unpaid
benefits is small. State law governs the procedures for appointing a
legal representative of a deceased person’s estate, and very few States,
even where small-estate statutes are in effect, provide = simple means
by which a person can be appointed to act as the legal representative
of an estate. The expense of appointing an administrator (for
an estate whose only asset may be the unpaid check) may be larger
than the amount of the check, and, even where an administrator is
appointed and the underpayment is paid, the amount that the claimant
finally gets may be severely reduced by the cost of setting up the
estate. At the end of June 1967 there were about 141,000 cases in which
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claims for underpayments had not been paid under the present pro-
vision for settling claims for benefits due a heneficiary who has died.

Under the provisions recommended by your committee, these dif-
ficulties would be largely avoided by listing in the law an order of
priority for settling claims for such underpayments. Under the bill,
the cash benefits due a deceased beneficiary at the time he died could
be paid in about two-thirds of all cases even though a legal representa-
tive of the deceased beneficiary’s estate had not been appointed. The
amounts due a beneficiary at the time of his death would be paid in
the following order of priority: (1) To his surviving spouse if she
was entitled to benefits on the same earnings record as the deceased
beneficiary, or (2) of his child or children (in equal parts) if they were
entitled to benefits on the same earnings record as the deceased bene-
ficiary, or (3) to his parent or parents if they were entitled to benefits
on the same earnings record as the beneficiary, or (4) to the legal repre-
sentative of the deceased beneficiary’s estate, or (5) to his surviving
spouse not entitled to benefits on the same earnings record, or (6) to
his child or children (in equal parts) not entitled to benefits on the
same earnings record. If none of the persons mentioned in the bill
exist, no payment would be made.

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

Under your committee’s recommendations, in cases where a bene-
ficiary who has received services for which payment is due him dies,
and the bill for such services has been paid (but reimbursement under
the medical insurance program has not been made) payment of the
medical insurance benefits to the person who paid the bill would be
authorized. If payment could not be made to the person who paid the
bill, payment would be made to the legal representative of the deceased
beneficiary’s estate, if any. If there is no legal representative, payment
would be made to relatives of the deceased individual in the following
order of priority: (a) the surviving spouse living with the deceased
beneficiary at the time of his death; (b) a surviving spouse entitled to
a monthlv social securitv benefit hased on the earnings of the deceased
beneficiary ; or (c) the child or children of the deceased beneficiary (in
equal parts). If none of the persons mentioned in the bill exist, no pay-
ment would be made.

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

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

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

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

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

In order to further assure that no deliberalizations or excessive
liberalizations would occur when the new method of computation is
used, where the period used is the one beginning with 1937 benefits
would continue to be computed under the provisions of present law
rather than under the new method. The provisions of present law
would continue to apply where: (1) the primary insurance amount is
figured using the computation provisions in effect before the Social
Security Amendments of 1960 (where a period of years shorter than
the period required under present law can be used 1 computations) ;
(2) a worker attained age 21 after 1936 and before 1951 (where less
than 9 years of pre-1951 earnings can be used); or (3) years in a
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period of disability which began before 1951 are excluded in comput-
ing the primary insurance amount (where, again, less than 9 years of
pre-1951 earnings can be used.)

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

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

As in the case where pre-1951 wages must be considered in figuring a
benefit amount, whenever a worker’s insured status depends on his
quarters of coverage in the period 1937-50, a manual examination of
the microfilm earnings record is necessary to determine the number of
quarters of coverage he has credited in that period. Under the bill,
quarters of coverage for that period would be determined on the basis
of the worker’s total wages in the period, for which information is
recorded on magnetic tape; one quarter of coverage would be allotted
for each $400 of total wages before 1951. (No change would be made
in the provisions of present law for determining quarters of coverage
earned after 1950.)

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

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

Under present law the relationship of widow, widower, or stepchild
must have existed for at least 1 year if social security benefits are to
be paid. (The 1-year requirement does not apply to the surviving
spouse if there are natural or adopted children of the marriage or if
the survivor is potentially entitled to benefits on the earnings record
of a previous spouse.) Your committee’s bill would reduce the dura-
tion-of-relationship requirements for widows, widowers, and step-
children of deceased workers from 1 year to 9 months. The present
law contains a 1-year duration-of-relationship requirement which was
adopted as a safeguard against the payment of benefits where a rela-
tionship was entered into in order to secure benefit rights. While the
present requirements have generally worked out satisfactorily, situa-
tions have been called to the committee’s attention in which benefits
were not payable because the required relationship had existed for
somewhat less than 1 year. Although some duration-of-relationship
requirement 1s appropriate, a less stringent requirement would be
adequate.

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

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

(9) Elimination of the currently insured requirement for en-
titlement to husband’s and widower's benefits

TUnder present law, husband’s and widower’s benefits can be paid
only if the husband or widower was actually dependent on his wife at
the time she retired, became disabled, or died. It is also required that
she be currently insured (that is, if she had at least 114 years of
covered work within the 3-year period before her retirement, disability
or death). A wife, on the other hand, is always able to qualify for
benefits based on her husband’s earnings.

Your committee believes that it would be desirable to make the
dependency requirements for women'’s dependents similar to the de-
pendency requirements which must be met by the dependents of men.
Because men are not ordinarily dependent on their wives, it seems rea-
sonable to retain the requirement that a husband must show that he
was dependent on his wife. If the requirement were removed, the cost
of the program would be substantially increased and the additional
benefits would be paid chiefly to people, such as retired Government
employees, who are getting other public pensions. However, your com-
mittee knows of no compelling reason for retaining the currently in-
sured requirement. The fact that a woman supported her husband
should be sufficient grounds for paying monthly benefits to him.

An estimated 5,000 husbands and widowers would qualify for bene-
fits under this provision. Benefit payments would be about $3 million
in 1968.

(k) Ewxtension of time for filing reports of annual earnings for
the retirement test

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

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

his change would be effective upon enactment of the bill.
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(¢) Reduced penalties for failure to file timely reports

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

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

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

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

These changes would be effective upon enactment of the bill.

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

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

Under present law, however, benefit payments to aliens who are
outside the United States for more than 6 months are not stopped
if they have 40 quarters of coverage or if they have resided in the
United States for 10 years or more. The bill would provide that
these exceptions would not apply to aliens who are citizens of a
country that has a social insurance or pension system of general
applicability under which benefit payments are not paid to otherwise
eligible Americans while they are outside of that country. Also, the

rovision would not apply to citizens of foreign countries that do not
Eave a social insurance or pension system of general applicability if
at any time within 5 years prior to the month of enactment or the
first month thereafter his benefits are withheld because he is outside
the United States and benefits to individuals in that country cannot be
paid because of the Treasury ban on payments to Communist-can-
trolled countries discussed below.

Under present law, the Department of the Treasury is authorized
to withhold checks drawn against funds of the United States for
delivery in a foreign country if that Department determines that
there is no reasonab%e assurance that the payee will receive the check
and will be able to negotiate it for full value. Under this authorization,
social security benefit payments have been withheld from beneficiaries
in certain Communist-controlled countries. When the beneficiary
leaves the country in question, or when conditions in the country
change so that the Treasury ban on payments in that country is
lifted, retroactive payments covering the period are made to the
beneficiary or,if he is dead, to his estate.

The bill would provide that if benefits for months after enactment
would be withheld by the Department of the Treasury, the benefits
would not be payable, and that past benefits that have been withheld
from aliens would not be paid, in the event that payments are resumed,
in excess of the last 12 months’ benefits or to anyone other than the
person from whom they have been withheld or a survivor who is en-
titled to benefits on the same earnings record.

(k) Transfer to Health Insurance Benefits Advisory Council of
the functions of the National Medical Beview Committee;
inerease in Council’s membership

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

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

our committee believes that the functions of the two advisory
groups are quite closely related and that it would be desirable to
combine them in a single body by transferring the Committee’s duties
to the Health Insurance Benefits Advisory Council and by repealing
the provisions authorizing the Secretary to appoint a National Medi-
cal Review Committee. Your committee’s bill would also increase the
membership of the Advisory Council from 16 to 19 members to pro-
vide the Council a broader base of experience for meeting its broad-
ened responsibilities.

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

Under present law, the Secretary of Health, Education, and Wel-
fare appoints the 12 members of the Advisory Council on Social Se-
curity and the Commissioner of Social Security serves as the Chair-
man of the Council. During the course of your committee’s consid-
cration of the bill, the Commissioner of Social Security suggested
that it might be desirable for the Chairman of the Council, like the
Council members, to be a person from outside the Government. The
committee agrees, and under the bill the Secretary of Health, Educa-
tion, and Welfare would appoint the Chairman in addition to appoint-
ing the other 12 members of the Council.

The bill would also change the schedule for appointing future Ad-
visory Councils on Social gecurity. Under the Eill, a Council would
be appointed in February 1969 and every fourth year thereafter,
rather than in 1968 and very fifth year thereafter as under present
law. In addition, the bill would limit the time an Advisory gouncil
has to report. Under the bill, the Council would have to report in 11
months—no later than January 1 of the year following their appoint-
ment, rather than January 1 of the second year after appointment as
under present law.

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

Your committee’s bill would permit plans approved under the Fed-
eral Employees Health Benefits Act of 1959 to reimburse civil serv-
ice retirement annuitants for amounts equal to the premiums paid
under the supplementary medical insurance program, provided such
reimbursement is financed from funds other than the contributions
made bf, the Federal Government and the Federal employees toward
the health benefit plan. Under most private insurance plans that have
been modified to take account of the medical insurance protection
available under medicare, the beneficiary pays an adjusted premium
rate that reflects the modified protection he receives. In contrast, an-
nuitants who have enrolled in a Federal employee health benefits plan
and who enroll also in the supplementary medical insurance program
are not likely to receive additional protection which is equivalent to
the additional premiums they must pay. Since the Government plans,
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unlike private plans, are unable under the Federal Employees Health
Benefits Act of 1959 to develop provisions for coordination of their
coverage with that provided by the supplementary medical insurance
program, annuitants, unlike almost all other aged persons, receive
no advantage from the supplementary medical insurance program. By
permitting reimbursement of amounts equivalent to the supplementary
medical insurance premiums, the bill would remedy these problems
and would have the effect of encouraging such annuitants to enroll in
the supplementary medical insurance program.

(n) Disclosure to courts of whereabouts of certain individuals

Under present law and regulations the Secretary furnishes, at the
request of a State or local public assistance agency, the most recent
address in the social security records of a parent (or his most recent
employer, or both) who has failed to provide support for his destitute
child or children 1f they are eligible for aid under a public assistance
program.

The bill would provide an additional provision under which the Sec-
retary would be required to furnish the most recent address of a de-
serting parent (or his most recent employer, or both), on request to a
court having appropriate jurisdiction to issue orders against the parent
for the support and maintenance of his children if the court certifies
that the information is requested for its own use in issuing, or deter-
mining whether to issue, such an order. The information would be
furnished to the court regardless of whether the children were appli-
cants for or receiving assistance from a welfare agency. Your com-
mittee believes that assisting the courts in locating such parents may
result in securing from the parents support for their children which
would insure that such children Wouki) not have to apply for assist-
ance under the Federal-State program of aid to families with depend-
ent children. This provision is related to changes which your commit-
tee is recommending in the aid-to-families-with-dependent-children
program discussed later in this report.

(0) Reports of the boards of trustees to Congress

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

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

(p) General savings provision

Under a saving clause provided in the bill, the benefit amounts pa{-
able to one or more nembers of a family who were on the benefit rol
in the month before the effective month of the benefit increase will not
be reduced under the family maximum provisions of the law, if an-
other family member (1) becomes entitled to benefits for the effective
month of the benefit increase and (2) was made eligible for benefits
by a provision of the bill. The newly entitled person will be entitled
to a benefit equal to the benefit amount he would have gotten for the
effective month of the benefit increase if there were no saving clause to
protect the benefits of other members of the family—that is, he would
get a benefit 1214 percent higher than he would have gotten if he had
been on the rolls in the previous month. Thus the provision would
allow families now getting benefits limited b{r the family maximum
provision to get additional benefits, which would not otherwise be pay-
able, in cases where an additional member of the family qualifies for
benefits as a result of a change made by the bill.
8. Financing provisions
(@) Increase in the contribution and benefit base

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

tributions on earnings above the former maximum and up to the new
maximum amount.

(b) Changes in the contribution rates

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

Under the schedule of old-age, survivors, and disability insurance
contribution rates that your committee recommends (shown below),
the employee-employer rate scheduled for 1969-70 would be decreased
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by 0.2 percent, from 4.4 percent each to 4.2 percent each. The rate
scheduled for 1969 under present law (4.4 percent each) would be
increased by 0.2 percent, to 4.6 percent each. After 1972, the employee-
employer contribution rate would be 5 percent each instead of 4.85
percent each as under present law.

For the self-employed, the rate scheduled for 1969-70 for the cash
benefit part of the program (5.9 percent) would be decreased by 0.3
percent, to 6.3 percent. The rate scheduled for 1971-72 (6.6 percent)
would be increased by 0.3 percent, to 6.9 percent. This rate would
remain in effect until 1973, at which time the increase to 7.0 percent
scheduled under present law would go into effect.

Your committee also recommends changes in the contribution rate
schedules for the hospital insurance program. The contribution rate
scheduled for 1969-72 would be increased by 0.1 percent (from 0.5
percent to 0.6 percent). The rate scheduled for 1973-75 under present
law (0.55 percent) would be increased to 0.65 percent.

The present rate for 1976-79 would be increased from 0.6 percent
to 0.7 percent, and for 1980-86 from 0.7 percent to 0.8 percent. The
contribution rate for 1987 and after would be 0.9 percent, instead of
0.8 percent as under present law.

The contribution rate schedules under present law and under the
bill are as follows:

{In percent|
OASDI HI Total
Period .
Present | Committee Present | Committee Present | Committee
law bill law bill law bill
Employer-employee, each
3.9 3.9 0.5 0.5 4.4 4.4
3.9 3.9 .5 .5 4.4 4.4
4.4 4.2 5 .6 4.9 4.8
4.4 4.6 5 .6 4.9 5.2
4,85 5.0 55 .65 5.4 5.65
4.85 5.0 6 .1 5.45 5.2
4.85 5.0 7 .8 5. 55 5.8
4.85 5.0 8 .9 5.65 5.9
Self-employed

5.9 5.9 0.5 0.5 6.4 6.4
5.9 - 5.9 .5 .5 6.4 6.4
6.6 6.3 .5 .6 2.1 6.9
6.6 6.9 .5 .6 2.1 2.5
2.0 2.0 .55 .65 2.55 2.65
2.0 2.0 .8 .1 2.6 2.7
2.0 2.0 .1 .8 2.1 2.8
2.0 2.0 .8 .9 2.8 2.9

9. Actuarial cost estimates for the hospital insurance system

(@) Summary of actuarial cost estimates

The hospital insurance system, as modified by your committee’s bill,
has an estimated cost for benefit payments and administrative expenses
that is in long-range balance with contribution income. It is recog-
nized that the preparation of cost estimates for hospitalization and
related benefits is much more difficult and is much more subject to
variation than cost estimates for the cash benefits of the old-age, sur-
vivors, and disability insurance system. This is so not only because
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the hospital insurance program is newly established, with no past
operating experience, but also because of the greater number of
variable factors involved in a service-benefit program than in a cash-
benefit one. However, your committee believes that the present cost
estimates are made under conservative assumptions with respect to
all foreseeable factors.

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

These cost estimates also contain revised assumptions as to-the
initial level of earnings in 1966 and as to future interest-rate trends.
These assumplions are the same as those used in the revised cost
estimates for the old-age, survivors, and disability insurance system,
described elsewhere in this report. Also, the new cost estimates for
the hospital insurance system are based on the revised estimates of
beneficiaries aged 65 and over under the old-age, survivors, and disa-
bility insurance program. The latter show somewhat fewer aged
beneficiaries relative to the covered population with respect to whom
contributions are payable; accordingly, the cost of the hospital
insurance system is reduced on account of this factor (although only
partly offsetting the effect of hospital-cost trend assumptions).

The new cost estimates contain the assumption that, in the inter-
mediate-cost estimate, administrative expenses will be 31 percent of
the benefit payments, which is the anticipated experience in 1967-68
(as against the assumption of 3 percent in the original estimates).
The administrative expenses for the low-cost and high-cost estimates
are taken to be the same as in the intermediate-cost estimate.

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

(b) Financing policy
(1) Financing basis of committee bill
The contribution schedule contained in your committee’s bill for the

hospital insurance program, under a $7,600 taxable earnings base
beginning in 1968, is as follows, as compared with that of present law:

{Figures in percent)

Combined empl'oyer-employee Self-employed rate
rate
Calendar year
Present Committee Present Committee
law bil! law bill
|

10 1.0 0.50 0.50
1.0 1.2 .50 .60
1.1 1.3 .55 .65
1.2 1.4 .60 .70
1.4 1.6 .70 | .80
1.6 1.8 .80 I .90
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The combined employer-employee rate would be the same in 1968 un-
der your committee’s bill as under present law and 0.2 percent higher in
1969 and thereafter. These increases, along with the additional
income from the higher earnings base, would finance the increased
cost of the present program that results from the higher hospitaliza-
tion-cost assumptions used in the current estimates, as compared with
those used when the program was initiated in 1965.

The hospital insurance program is completely separate from the
old-age, survivors, and disability insurance system in several ways,
although the earnings base is the same under both programs. First,
the schedules of tax rates for old-age, survivors, and disability insur-
ance and for hospital insurance are in separate subsections of the
Internal Revenue Code (unlike the situation for old-age and survivors
insurance as compared with disability insurance, where there is a
single tax rate for both programs, but an allocation thereof into two
portions). Second, the Eospital insurance program has a separate
trust fund (as is also the case for old-age and survivors insurance and
for disability insurance) and, in addition, has a separate Board of
Trustees from that of the old-age, survivors, and disability insurance
system. Third, income tax withholding statements (forms W—2) show
the proportion of the total contribution for old-age, survivors, and
disability insurance and for hospital insurance that is with respect to
the latter. Fourth, the hospital insurance program covers railroad
employees directly in the same manner as other covered workers,
and their benefit payments are paid directly from this trust fund
(rather than directly or indirectly through the railroad retirement
system), whereas these employees are not covered by old-age, survivors,
and disability insurance (except indirectly through the financial inter-
change provisions). Fifth, the financing basis for the hospital insurance
Sﬂstem is determined under a different approach than that used for
the old-age, survivors, and disability insurance system, reflecting the
different natures of the two programs (by assuming rising earnings
levels and rising hospitalization costs in future years instead of level-
earnings assumptions and by making the estimates for a 25-year
period rather than a 75-year one).

(2) Self-supporting nature of system

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

(8) Actuarial soundness of system
The concept of actuarial soundness as it applies to the hospital
insurance system is somewhat similar to that concept as it applies to
the old-age, survivors, and disability insurance system (see discussion
of this topic in another section), but there are important differences.
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One major difference in this concept as it applies between the two
different systems is that cost estimates for the hospital insurance
program should desirably be made over a period of only 25 years in the
future, rather than 75 years as in connection with the old-age, sur-
vivors, and disability insurance program. A shorter period for the
hospital insurance program is necessary because of the greater diffi-
culty in making forecast assumptions for a service benefit than for a
cash benefit. Although there is reasonable likelihood that the num-
ber of beneficiaries aged 65 and over will tend to increase over the
next 75 years when measured relative to covered population (so that a
period of this length is both necessary and desirable for studying the
cost of the cash l%eneﬁts under the o'ld-age, survivors, and disability
insurance program), it is far more difficult to make reascnable assump-
tions as to the trends of medical care costs and practices for more
than 25 years in the future.

In a new program such as hospital insurance, it seems desirable to

our committee that the program should be completely in actuarial
%alance. In order to accomplish this result, your committee has
revised the contribution schedule to meet this requirement, according
to the underlying cost estimates.

(¢) Hospitalization dala and assumptions
(1) Past increases in hospitul costs and in earnings.
Table A presents a summary comparison of the annual increases in

hospital costs and the corresponding increases in wages that have
occurred since 1954 and up through 1966,

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

{in percent]

Increase over previous year

Calendar year

Average wa&as Average daily

in covere hospitalizaticn
emplcy ment costs 1
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1 Data are for fiscal years ending in Septamber of year shown.
2 Rate of increase pounded \ly that is equivalent to tctal relative increase from 1954 to 1963,

The annual increases ic earnings are based on those in covered
employment under the old-age, survivors, and disability insurance
system as indicated by first quarter taxable wages, which by and
large are not affected by the maximum taxable earnings base. The
data on increases in hospital costs are based on a series of average
daily expense per patient day (including not only room and board,
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but also other inpatient charges and other expenditures of hospitals)
prepared by the American Hospital Association.

The annual increases in earnings fluctuated somewhat over the
10-year period up through 1963, although there were not very large
deviations from the average annual rate of 4.0 percent; no upward or
downward trend over the period is discernible. The annual increases
in hospital costs likewise fluctuated from year to year during this
period, around the average annual rate of 6.7 percent.

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

etween the average annual rate of increase in hospital costs over the
average annual rate of increase in earnings was 2.7 percent.

In 1964 and 1965, the increase in hospital costs as compared to the
increase in wages resulted in differentials somewhat in excess of the
2.7 percent applicable in 1954-63. In 1966, however, hospital costs
increased sharply, and the differential rose to 6.6 percent. The 1967
experience to date shows a slightly higher rate of increase in hospital
costs than did 1966.

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

(2) Effect on cost estimates of rising hospital costs

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

In connection with this factor, there are possible counterbalancing
factors. The higher costs involved for more refined and extensive
treatments may be offset by the development of out-of-hospital
facilities, shorter durations of hospitalization, and less expense for
subsequent curative treatments as a result of preventive measures.
Also, 1t is possible that at some time in the future, the productivity
of hospital personnel will increase significantly as the result of changes
in the organization of hospital services or for other reasons, so that, as
in other fields of economic activity, the general wage level might
increase more rapidly than hospitalization prices in the long run.

Perhaps the major consideration in making actuarial cost estimates
for hospital benefits is that—unlike the situation in regard to cost
estimates for the monthly cash benefits, where the result is the oppo-
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site—an unfavorable cost result is shown when total earnings levels
rise, unless the provisions of the system are kept up to date (insofar
as the maximum taxable earnings base is concerned). The reasen for
this result is that hospital costs rise at least at the same rate over the
long 1un as the total earnings level, whereas the contribution income
rises less rapidly than the total earnings level, unless the earnings base
is kept up to date.

For these reasons, the following cost estimates are based on the
assumption that both hospital costs and wages will increase in the
future for the entire 25-year period considered, while at the same time
thie earnings base will not change from $7,600 proposed in your com-
mittee’s bill. The fact that the cost-sharing provisions (the initial
hospital deductible and the coinsurance features) are on a dynamic
basis which varies with hospital costs is taken into account as not
requiring a higher cost estimate than would be needed if static condi-
tions were assumed.

(3) Assumptions as to relative trends of hospital costs and earnings
underlying cost estimate for committec bill

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

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

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

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

{In percent]
Calendar year Low-cost Inlerme\:iale- High-cost
cos'
. PN 12.0 15.0 15.0
1968_. 10.0 15.0 15.0
1969 8.0 10.0 15.0
1970.. 6.0 6.0 15.0
1971.. -- 5.2 5.2 15.0
1972._ .. [, 4.6 4.6 10.0
1973.. - - e 4.1 4.1 4.1
8 P 3.6 3.6 3.6
1975 and after. ... .. el 3.0 3.0 3.0

(4) Assumptions as to hospital utilization rates underlying cost
estimates for commattee bill

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

The hospital utilization rates used for the cost estimates for your
committee’s bill are the same as those used in the initial cost estimates
for the program. Analysis of the actual experience for the first 6
months of operation (the last half of 1966), for which complete data
are not yet available, seems to indicate that it is close to the original
assumptions.

(5) Assumptions as to hospital per diem rates underlying cost
estimates for committee bill
The average daily cost of hospitalization that is used in these cost
estimates is computed on the same basis as the corresponding figures
in the initial cost estimates that were prepared when the legislation
was enacted in 1965. Specifically, an average of about $38.50 per day
was used for 1966 and was projected for future years in the manner
described previously. Analysis of the experience for 1966, for which
complete data are not yet available, indicates that this assumption
was close to what actually occurred.

(d) Results of cost estimates

(1) Summary of cost estimate for committee bill
Under the intermediate-cost assumptions as to the future trend of
hospital costs, the level-cost of the benefits and administrative ex-
penses under present law is estimated at 1.47 percent of taxable pay-
roll. If the low-cost assumptions were used, the corresponding figure
is 1.34 percent of taxable payroll, while under the high-cost estimate,
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it is 2.27 percent of taxable payroll. In each instance, the level-equiv-
alent of the graded contribution schedule is 1.23 percent of taxable
payroll, so that there is a lack of actuarial balance under present law,
using the revised estimates of hospital cost trends and the other
revised cost factors, amounting to 0.24 percent of taxable payroll for
the intermediate-cost estimate (0.11 percent of taxable payroll for
the low-cost estimate and 1.04 percent of taxable payroll for the high-
cost estimate). It may be noted that if the only change made in the
program were to increase the earnings base to $7,600, then the pro-
ram would be in almost exact actuarial balance according to the
ow-cost assumptions.

Under your committee’s bill, there would be additional financing
for the program, both through the increase in the earnings base to
$7,600, effective in 1968, and through increasing the rates in the
contribution schedule. The changes in the benefit provisions would
have a relatively small effect on costs. Under the intermediate-cost
estimate, the level-cost of the benefits and administrative expenses
would be decressed from 1.47 percent of taxable payroll under present
law to 1.46 percent of taxable payroll under your committee’s bill
when measured on a $6,600 earnings base, but when measured against
the $7,600 earnings base in your committee’s bill, it would be brought
back to 1.35 percent of taxable payroll. Thus, the new contribution
schedule (which has a level-equivalent value of 1.41 percent of taxable

ayroll) would, under the intermediate-cost estimate, adequately
ance the revised benefits and, in fact, would leave a small positive
actuarial balance.

(2) Level-costs of hospital and related benefits

Table C shows changes in the actuarial balance of the hospital
insurance system, expressed in terms of estimated level-costs as a
gergenpnge of taxable payroll (measured over the 25-year period,

eginning January 1, 1966, which was the inception date of the
program insofar as contribution ccllections are concerned), resulting
from the changes made by your committee’s bill. It should be recog-
nized that the vast majority of the level-cost of the benefit payments
relates to inpatient hospital benefits. Most of the remaining cost is
attributable to extended care facility benefits, with home health
service benefits representing only a small portion. Currently, inpatient.
hospital benefits account for about 95 percent of total benefit outgo.
In later years, it seems quite possible that there will be much greater
use of posthospital extended care services and posthospital home
health services (particularly the former), thus tending to reduce the
use of hospitals and, therefore, the cost of the inpatient hospital
benefits. .

The estimated level-cost of the system is reduced by 0.01 percent:
of taxable payroll as a result of transferring the outpatient diagnostic
benefits to the supplementary medical insurance system. The esti-
mated level-cost of extending the maximum duration of the inpatient
hospital benefits from 90 days to 120 days is less than 0.01 percent
of taxable payroll. The other changes in the benefit provisions of this
program would not have any significant effect on the long-range
costs.
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TABLE C.—CHANGES IN ACTUARIAL BALANCE OF HOSPITAL INSURANCE SYSTEM, EXPRESSED IN TERMS OF
ESTIMATED LEVEL-COST AS PERCENTAGE OF TAXABLE PAYROLL, BY TYPE OF CHANGE, INTERMEDIATE-COST
ESTIMATE, PRESENT LAW AND COMMITTEE BILL, BASED ON 3.75 PERCENT INTEREST

{In percent]
Item Level-cost

Level-cost of benefit payments 1, present law:
Original estimate. ... . et ieeeaee——nn 1.23
Revised estimate___ . ___ . iiiiiciiaeean 1.47
Increase in earnings base._____.._.._.._._..._... =11
Transfer of outpatient diagnostic benefits to SMi____ —.01
Increase in maximum duration of inpatient benefits. - . 00
Revised contribution schedule..__________________. —.18
Total effect of changes in bill__. .. i —~.30
Actuaria) balance under present law, original estimate._ . .00
Actuarial balance under present law, revised estimate.... -.24
Actuaria} balance under committee bill_.._..__..._____.. +. 06
Net {evel-cost of benefit payments ! under committee bill.__.. 1.35
Net level-equivalent of contributions under committee bill_...___.___ ... . .. ... ..., 1.41

tIncluding administrative expenses.

As indicated previously, one of the most important assumptions in
the cost estimates presented herein is that the earnings base is as-
sumed to remain unchanged after it increases to $7,600 in 1968, even
though for the remainder of the period considered (up to 1990) the
general earnings level is assumed to rise at a rate of 3 percent annually.
If the earnings base does rise in the future to keep up to date with
the general earnings level, then the contribution rates required would
be lower than those scheduled in your committee’s bill. In fact, if
this were to occur, the steps in the contribution schedule beyond the
combined employer-employee rate of 1.2 percent would not be needed.

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

(83) Future operations of hospital insurance trust fund

Table D shows the estimated operation of the hospital insurance
trust fund under your committee’s bill and under present law under
the intermediate-cost estimate. According to this estimate, under your
comnmittee’s bill the balance in the trust fund would grow steadily in
the future, increasing from about $1.1 billion at the end of 1966 to
$4.0 billion 5 years later; over the long range, the trust fund would
build up steadily, reaching $22.5 billion in 1990 (representing the
disbursements for 2.0 years at the level of that time).

Under the intermediate-cost estimate for present law, the hospital
insurance trust fund increases in 1967-68, reaching a peak of $1.8
billion at the end of 1968; then, it decreases, being exhausted in 1972.
This trend results from the assumption that hospital costs are now
hypothesized to rise much more rapidly than in the initial cost esti-
mates for the program that were made in 1965, which showed the
system to be in exact actuarial balance.
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TABLE D.—ESTIMATED PROGRESS OF HOSPITAL INSURANCE TRUST FUND INTERMEDIATE-COST ESTIMATE

{tn millions}
Benefit Administrative { Interest on Batance in
Calendar year Contributions payments expenses un fund at end
of year
Actual data
1966, - el $1,911 $783 1§57 $34 $1,105
Estimated data, committee bill
$2,943 $2,437 $90 $52 $1,573
3,332 2,912 102 69 y
4,120 3,329 17 92 2,726
4,3 3,657 128 121 3,410
4,518 3,951 138 145 3,9
4, , 244 149 4,433
5,216 4,539 159 182 5,133
5, 442 4,830 169 204 5,780
5,627 , 124 179 222 6,326
7,982 6,632 232 368 10,818
9,103 8,512 298 603 3
11,441 10, 843 380 818 22,491
Estimated data, present law
$2,943 $2,437 $90 $52 $1,573
3,150 , 929 103 64 1,755
3,274 3,349 117 62 1,625
3,394 3,678 129 48 1,260
3,516 3,973 139 25 6
3,637 4,269 149 [0} z;
4,100 4,564 160 ) ’
4,270 4,858 170 ?) )
4,405 5,153 180 2) [0]
3 6,670 233 2) 0]
7,231 8, 560 300 2) (?
9,172 10,905 382 7) Y

t Including administrative expenses incurred in 1965.
? Fund exhausted in 1972

Note: The transactions refating to the noninsured persons, the costs for whom is borne out of the general funds of the
Treasury, are not included in the above figures. The actual disbursements in 1966, and the balance in the trust fund atthe
end of the year, have been adjusted by an estimated $158 million on this account.

In calendar year 1968, benefit disbursements under your com-
mittee’s bill, according to the intermediate-cost estimate, wouvid be
about $20 million less than under present law (because the transfer
of the outpatient diagnostic benefits to the supplementary medical
insurance program reduces outgo more than the changes increasing
the cost of the program increase outgo). At the same time, as a result
of the increase in the taxable earnings base to $7,600, contribution
income under your committee’s bill would be about $180 million higher
than under present law.

Table E shows the estimated operation of the hospital insurance
trust fund under your committee’s bill under the low-cost and high-
cost estimates. Under the low-cost estimate the balance in the trust
fund grows steadily, reaching $10 billion in 1975 and $43.7 billion in
1990 (at which time it represents the disbursements for 4.3 years). In
actual practice, if the low-cost assumptions materialize, it would not be
necessary to increase the contribution rates as much after 1972 as is
done in your committee’s bill.
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Under the high-cost estimate, which represents probably the most
extreme situation from a high-cost standpoint in regard to hospital
costs, the balance in the trust fund under your committee’s bill reaches
a maximum of $2.7 billion at the end of 1970 and then decreases until
being exhausted in 1974. This estimate indicates that, despite very
high assumptions as to the trend of hospital costs, the system would
have sufficient funds to maintain operations for at least 5 years under
these circumstances, without changing the financing provisions.

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

{In millions]
Calendar year Contributions Benefit Administrative | Interest on |Balance in fund
payments expenses fund at end of year
Low-cost estimate
$2,943 $2, 366 $90 54 $1,646
3,332 2,695 102 78 2,259
4,120 3,019 117 115 3,358
4,348 3,313 128 160 4,425
4,518 3,579 138 200 5,426
4,680 3,844 149 236 6,349
5,216 4,111 159 275 7,570
5, 442 4,375 1 318 8,786
5,627 4,641 179 357 9,950
High-cost estimate

$2,943 $2,437 $90 2 $1,573
3,332 2,912 102 1,960
4,120 3,494 117 87 2,55
4,348 4,194 128 2,680
4,518 4,986 138 84 2,158
4,680 5,650 149 45 1,084
5,216 6, 042 159 |ocenaoocannas 99

5, 442 6,430 169 (‘; ?)

5, 627 6.821 179 Q O]

t Fund exhausted in 1974.

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

(e) Cost estimate for hospital benefits for noninsured persons paid from
general funds

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

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

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

The benefits for the noninsured group would be paid from the
hospital insurance trust fund, but with simultaneous reimbursement
therefor from the general fund of the Treasury on a current basis, or
with appropriate interest adjustment.

The estimated cost to the general fund of the Treasury for the
hospital and related benefits for the noninsured group (including the
applicable additional administrative expenses) is as follows for the
first 5 calendar years of operation (in millions):

l Present law |Commmeebill

$170 $170
375 375
401 402
407 409
396 398

The estimated cost to the general fund of the Treasury decreases
slowly after 1969 for the closed group involved. Offsetting, in large
part, the decline in the number of eligibles blanketed-in are the factors,
the increasing hospital utilization per capita as the average age of the
group rises and the increasing hospital costs in future years.

10. Actuarial cost estimates for the voluntary supplementary medical
nsurance system

(@) Summary of actuarial cost estimates

Your committee’s bill has expanded somewhat the protection
provided by the supplementary medical insurance program. The only
changes that are significant from a cost standpoint are the transfer
of the outpatient diagnostic benefits from tﬁe hospital insurance
program to this program (except for the professional component
thereof, which has always been included in the supplementary medical
msurance program) and making the deductible and coinsurance
provisions Inapplicable to the professional component of pathology
and radiology services furnished to inpatients in hospitals.

The increase in cost for these changes, which would be effective
after December 1967, will be recognized by the Secretary of Health,
Education, and Welfare in his determination of the standard premium
rate for 1968-69, which in accordance with the provisions of present
law will be promulgated before October 1, 1967.
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(b) Financing policy
(1) Self-supporting nature of system

Coverage under supplementary medical insurance can be voluntarily
elected, on an individual basis, by virtually all persons aged 65 and
over in the United States. This program is intended to be completely
self-supporting from the premiums of enrolled individuals and from
the equal-matching contributions from the general fund of the Treas-
ury. For the initial period, July 1966 through December 1967, the
premium rate is established at $3 per month, so that the total income
of the system per participant per month is $6. Persons who do not
elect to come into the system at as early a time as Eossible will generally
have to pay a higher premium rate than $3. The standard monthly
premium rate can be adjusted for future years after 1967 so as to
reflect the expected experience, including an allowance for a mar%in
for contingencies. All financial operations for this program are handled
through a separate fund, the supplementary medical insurance trust
fund.

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

Under your committee’s bill, the availability of the contingenc
reserve would be extended for 2 years, through December 1969. It is
anticipated that none of the a,utﬁorized and appropriated funds will
be needed, but your committee believes that 1t is desirable to take
this action so that the premium rate to be established for 1968-69
can be set at an intermediate level, rather than at a level that is certain
to be adeqlllmte even if experience follows the high estimates. It may
be noted that it has not yet been possible to analyze, on an accrual
basis, the actual experience for the first year of operation (July 1966
through June 1967), so as to determine whether and to what extent a
contingency reserve has been built up. Your committee believes that
there should be no need for any further extension of this contingency-
reserve provision after 1969. By then, either sufficient contingency
funds should be built up by the existing financing provisions, or else
this will be able to be accomplished from the future premium rates
being set at a proper level, based on adequate experience which will
be available by that time.

(2) Actuarial soundness of system

The concept of actuarial soundness for the old-age, survivors, and
disability insurance system and for the hospital insurance system is
somewhat different than that for the supplementary medical insurance
program. In essence, the last system is on a ‘““current cost” financing
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basis, rather than on a ‘‘long-range cost” financing basis. The situa-
tions are essentially different because the financial support of the
supplementary medical insurance system comes from a premium rate
that is subject to change from time to time, in accordance with the
experience actually developing and with the experience anticipated in
the near future. The actuarial soundness of the supplementary
medical insurance program, therefore, depends only upon the “short-
term’’ premium rates Eeing adequate to meet, on an accrual basis, the
benefit payments and administrative expenses over the period for
which they are established (including the accumulation and mainte-
nance of a contingency fund).

(¢) Results of cost estimates

Your committee’s bill makes a number of changes in the benefit
provisions of the supplementary medical insurance program, of which
some expand the scope of the program, whereas several limit it slightly.
The only changes which have a significant cost effect are (1) the
mclusion of all outpatient diagnostic services and (2) the elimination
of the cost-sharing for the professional component of inpatient
pathology and radiology services. Relative to the current $6 monthly
premium rate (for the participant and the Government combined), the
mcreased cost for the former represents a cost of $.12 per month, while
the latter represents a cost of $.20 per month. The total cost of $.32
per month is equivalent to an annual cost of $67 million with respect
to the 17% million participants.

11. Actuarial cost estimates for the old-age, survivors, and disability
knsurance system '

(@) Summary of actuarial cost estimates

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

The old-age and survivors insurance system as modified by your
committee’s bill shows a favorable actuarial balance of 0.04 percent
of taxable payroll under the intermediate-cost estimate. This is, of
course, very close to an exact balance, especially considering that a
range of variation is necessarily present in the long-range actuarial
cost estimates and, further, that rounded tax rates are used in actual
practice. Accordingly, the old-age and survivors insurance program,
as it would be changed by your committee’s bill, is actuarially sound.

The separate disability insurance trust fund, established under the
1956 act, shows exact actuarial balance under the provisions that
would be in effect after enactment of your committee’s bill, because
the contribution rate allocated to this fund is exactly the same as the
cost of the disability benefits, based on the intermediate-cost estimate.
Accordingly, the disability insurance program, as it would be modified
by your committee’s bill, is actuarially sound. ,

() Financing policy
(1) Oontr:i.bution rate schedule for old-age, survivors, and dis-
ability insurance in bill

The contribution schedule for old-age, survivors, and disability in-
surance contained in your committee’s bill, as to the combined em-
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ployer-employec rate, is the same as that under present law in 1968,
1s lower by 0.4 percent in 1969-70, is higher by 0.4 percent in 1971-72,
and is higher by 0.3 percent in 1973 and thereafter. The maximum
earnings base to which these tax rates are applied is $7,600 per year
for 1968 and after under your committee’s bill as compared with
$6,600 under present law. These tax schedules are as follows:

[Percent}

Combined employer-employee Self-employed rate
rate

Calendar year

Present law Committee Present law Committee
bill bill

Do~
=4 £ 00 00 00
Swmm~
O N & 0000
N
[—1-.1-. -1
No; o
CWDWDD

—

The allocated rates to the two trust funds that are applicable to
the combined employer-employee contribution rate for your com-
mittee’s bill, as compared with present law, are as follows:

[Percent]

Old-age and survivors insurance Disability insurance
Calendar year

Present law | Committee bill | Present law | Committee bill

7.10 1.10 0.70 0.70
1.10 6.85 .10 .95
8.10 1.45 .70 .95
8.10 8.25 .70 .95
9.00 9.05 .70 .95

(2) Self-supporting nature of system

The Congress has always carefully considered the cost aspects of
the old-age, survivors, and disability insurance system when amend-
ments to the program have been made. In connection with the 1950
amendments, the Congress stated the belief that the program should
be completely self-supporting from the contributions of covered
individuals and employers. Accordingly, in that legislation the pro-
vision permitting appropriations to the system from general revenues
of the Treasury was repealed. This policy has been continued in
subsequent amendments. The Congress has very strongly believed that
the tax schedule in the law should made the system seli-supporting as
nearly as can be foreseen and thus actuarially sound.

(3) Actuarial soundness of system

The concept of actuarial soundness as it applies to the old-age,
survivors, and disability insurance system differs considerably from
this concept as it applies to private insurance and private pension
})lans, although there are certain points of similarity with the latter.

n connection with individual insurance, the insurance company or
other administering institution must have sufficient funds on hand so
that if operations are terminated, it will be in a position to pay off
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all the accrued liabilities. This, however, is not a necessary basis for
a national compulsory social insurance system and, moreover, is
frequently not the case for well-administered private pension plans,
which may not, as of the present time, have funded all the liability
for prior service benefits.

It can reasonably be presumed that, under Government auspices,
such a social insurance system will continue indefinitely into the future.
The test of financial soundness, then, is not a question of whether
there are sufficient funds on hand to pay off aﬂ accrued liabilities.
Rather, the test is whether the expected future income from tax
contributions and from interest on invested assets will be sufficient
to meet anticipated expenditures for benefits and administrative
costs over the long-range period considered in the actuarial valuation.
Thus, the concept of “unfunded accrued liability”” does not by any
means have the same significance for a social insurance system as
it does for a plan established under private insurance principles,
and it is quite proper to count both on receiving contributions from
new entrants to the system in the future and on paying benefits to
this group during the period considered in the valuation. These
addit-lonaf)assets and labilities must be considered in order to deter-
mine whether the system is in actuarial balance.

Accordingly, it may be said that the old-age, survivors, and dis-
ability insurance program is actuarially sound if it is in actuarial
balance. This will be the case if the estimated future income from
contributions and from interest earnings on the accumulated trust
fund investments will, over the long-range period considered in the
valuation, support the disbursements for benefits and administrative
expenses. Obviously, future experience may be expected to vary from
the actuarial cost estimates made now. Nonetheless, the intent that
the system be self-supporting (and actuarially sound) can be expressed
in law by utilizing a contnibution schedule that, according to the
intermediate-cost estimate, results in the system being in balance or
substantially close thereto.

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

_Furthermore, traditionally when there has been an actuarial insuffi-
ciency exceeding the limits indicated, any subsequent liberalizations
in benefit provisions were fully financed by appropriate changes in
the tax schedule or through raising the earnings base, and at the same
time the actuarial status of the program was improved.
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The changes provided in your committee’s bill are in conformity
with these financing principles.

(¢) Bastc assumptions for cost estimates

(1) General basis for long-range cost estimates

Benefit disbursements may be expected to increase continuously
for at least the next 50 to 70 years because of such factors as the aging
of the population of the country and the slow but steady growth of
the benefit roll. Similar factors are inherent in any retirement pro-
gram, public or private, that has been in operation for a relatively
short period. Estimates of the future cost of the old-age, survivors
and disability insurance program are affected by many elements that
are difficult to determine. Accordingly, the assumptions used in the
actuarial cost estimates may differ wid};ly and yet be reasonable.

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

The cost estimates are extended beyond the year 2000, since the
aged population itself cannot mature by then. The reason for this is
that the number of births in the 1930’s was very low as compared
with both prior and subsequent experience. As a result, there will be
a dip in the relative proportion of the aged from 1995 to about 2015,
which would tend to result in low benefit costs for the old-age,
survivors, and disability insurance system during that period. For
this reason the year 2000 is by no means a typical ultimate year
insofar as costs are concerned.

(2) Measurement of costs in relation to taxable payroll

In general, the costs are shown as percentages of taxable payroll.
This 1s the best measure of the financial cost of the program. Dollar
figures taken alone are misleading. For example, a higher earnings
level will increase not only the outgo of the system but also, and to
a greater extent, its income. The result is that the cost relative to
payroll will decrease. As an illustration of the foregoing points,
consider an individual who has covered earnings at a rate of $300
per month. Under your committee’s bill such an individual would
have a primary insurance amount of $126.50. If his earnings rate
should be 50 percent higher (i.e. $450), his primary insurance amount
would be $164.30. Under these conditions, the contributions payable
with respect to his earnings would increase by 50 percent, but his
benefit rate would increase by only 30 percent. Or to put it another
way, when his earnings rate was $300 per month, his primary insurance
amount represented 42.2 percent of his earnings, whereas, when his
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earnings increased to $450 per month, his primary insurance amount
relative to his earnings decreased to 36.5 percent.

(8) General basis for short-range cost estimates

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

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

(4) Level-cost concept

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

(6) Future earnings assumptions

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

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

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

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

(6) Interrelationship with railroad retirement system
An important element affecting old-age, survivors, and disability
insurance costs arose through amendments made to the Railroad
Retirement Act in 1951. These provide for a combination of railroad
retirement compensation and old-age, survivors, and disability insur-
arce covered earnings in determining benefits for those with less than

10 years of railroad service and also for all survivor cases.
inancial interchange provisions are established so that the old-age
and survivors insurance trust fund and the disability insurance trust
fund are to be piaced in the same financial position in which they
would have been if railroad employment had always been covered
under the program. It is estimated that, over the long range, the
net effect of these provisions will be a relatively small loss to the old-
age, survivors, and disability insurance system since the reimburse-
ments from the railroad retirement system will be somewhat smaller
than the net additional benefits paid on the basis of railroad earnings.

(7) Reimgursement Jor costs of pre-1957 military service wage
credaits

Another important element affecting the financing of the program
arose through legislation in 1956 that provided for reimbursement
from general revenues for past and future expenditures in respect to
the nencontributory credits that had been granted for persons in
military service before 1957. These financing provisions were modified
by the 1965 amendments. The cost estimates contained here reflect
the effect of these reimbursements (which are included as contribu-
tions}, based on the assumption that the required appropriations
will be made in the future in accordance with the relevant provisions
of the luw. These reimbursements are intended to be made on
the basis of a constant annual amount (as determined by the Secre-
tary of Health, Education, and Welfare) for each trust fund payable
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over the period up to the year 2015 (with such amount subject to ad-
justment every 5 years).

In actual practice, the Secretary of Health, Education, and Welfare
determined initially that the annual amount for the three trust funds
involved (old-age and survivors insurance, disability insurance, and
hospital insurance) was $120 million. However, the Budget Document
of the United States has contained requests for appropriations for
only $105 million and, to date, the appropriations have been made by
the Congress on that basis. Your committee deplores the fact that
the Bureau of the Budget has not requested appropriation amounts
based on the actuarial determination and urges that in the future such
action will be taken.

(8) Reimbursement for costs of additional post-1967 military
service wage credits

Under your committee’s bill, individuals in active military service
after 1967 will receive additional wage credits in excess of their cash
pay (but within the maximum creditable earnings base) in recognition
of their remuneration that is payable in kind (e.g., quarters and meals).
These additional credits are at the rate of $100 per month. The addi-
tional costs that arise from these credits are to be financed from gen-
eral revenues on an “actual disbursements cost’” basis, with reim-
bursement to the trust funds on as prompt a basis as possible (and
with interest adjustments to make up for any delay due to the time
needed to make the necessary actuarial calculations from sample data
and for the necessary appropriations to be made).

In many instances, the availability of these additional wage credits
will not result in additional benefits because the individual will have
maximum credited earnings without them or because the year in
which such credits are granted will be a drop-out year'in the computa-
tion of his average monthly wage. In the immediate-future years,
the cost of these additional credits to the general fund will be rela-
tively small (only a few million dollars a year) since there will be
relatively few cases arising, almost all due to death and disability.
After several decades, this cost might rise to as much as $100 million
per year if the size of the uniformed services remains as large as at
present—and, of course, a lower figure if such size is lower.

(d) Actuarial balance of program in past years

(1) Status after enactment of 1952 act

The actuarial balance under the 1952 act! was estimated, at the
time of enactment, to be virtually the same as in the estimates made
at the time the 1950 act was enacted, as shown in table I. This was
the case, because the estimates for the 1952 act took into considera-
tion the rise in earnings levels in the 3 years preceding the enact-
ment of that act. This factor virtually offset the increased cost due
to the benefit liberalizations made. New cost estimates made 2 years
after the enactment of the 1952 act indicated that the level-cost (i.e.,
the average long-range cost, based on discounting at interest, relative
to taxable payroll) of the benefit disbursements and administrative
expenses was somewhat more than 0.5 percent of payroll higher than
the level equivalent of the scheduled taxes (including allowance for
interest on the existing trust fund).

1 The term *“1952 act’’ (and similar terms) js used to designate the system as it existed after the enactment
of the amendments of that year.
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TABLE I.—ACTUARIAL BALANCE OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROGRAM UNDER
VARIOUS ACTS FOR VARIOUS ESTIMATES, INTERMEDIATE-COST BASIS

[Percent]
Level-equivalent 1
) Date of
Legislation estimate | j
Benefit Contributions Actuarial
costs 3 balance
Oid-age, survivors, and disability insurance ¢

1935act ... 1935 5.36 5.36 0.00
1939act ... 1939 5.2 5.30 +.08
1939 950 4.45 3.98 -4
1950act ... ... . 950 6.20 6.10 -.10
. 952 5.49 5.90 +.41
952 6.00 5.90 —-.10
954 6.62 6.05 —.57
954 7.50 112 ~.38
956 1.45 .29 -.16
956 1.8 1.72 .13
958 8.25 7.83 —.42
958 8.76 8.52 —.24
1958 ac 960 8,73 8,68 —.08
1960 act. 960 8.98 8.68 —.30
961 9,35 9.05 —.30
96lact .. ______._.._. - 963 9.33 9,02 -.31
961 act§ erpetuity basis).__ 964 9,36 9,12 —.24
961 act (75-year basis).____. 964 9,09 9.10 +.01
965act ___....__._. 965 9.49 9,42 .07
act ... 966 8.76 9.50 +.74

1967 bill (House). ... 967 9.70 9.74 +.

0ld-age and survivors insurance ¢
1956 act il 1956 7.43 1.23 —0.20
1956 act_. 1958 7.9 7.33 —.57
1958 act._ 1958 8.2 8.02 —.25
1958 act_. 1960 8.38 8.18 -.20
1960 act._. 1960 8.42 8.18 —.28
1961 act__ 1961 8.79 8.55 +.24
196lact .. ..o 1963 8.69 8.52 -.17
1961 act (perpetuity basis)__. . .__ 1964 8.72 -8.62 -.10
1961 act (75-year basis).._.....__ 1964 8.46 8.60 +.14
1965act._____.___. 1965 8.8 8.72 -.10
Sact.________ 1966 7.91 8.80 +.89
1967 bill (House)___.._.______._. 1967 8.75 8.79 +.04
Disability insurance ¢

1956 act. ool 1956 0.42 0.49 +0.07
1956 act._. 1958 .35 .50 +.15
1958 act__ 1958 .49 .50 +.01
1958 act.. 1960 .35 .50 +.15
1960 act.. 1960 .56 .50 -.06
1961 act__ 1961 .56 .50 —.06
1961act. . __....... 1963 .64 .50 —-.14
1961 act (perpetuity ba 1964 .64 .50 —-.14
1961 act (/5-year basis). 1964 .63 .50 —-.13
1965act..._.. ... 1965 .67 .70 +.03
L R, 1966 .85 .70 -.19
1967 bill (House). . ... ... ... 1967 .95 .95 .00

t Expressed as a percentage of effective taxable payroll, including adjustment to reflect the lower contribution rate
on self-employment income and on tips, as compared with the combined employer-employee rate. Estimates prepared
before 1964 are on a perpetuity basis, while those prepared after 1964 are on a 75-year basis. The estimates prepared
in 1964 are on both bases. .

2 |ncluding adjustments (a) to reflect the lower contribution rate on self-employment income and on tips, as compared
with the bined employ loyee rate, (b) for the interest earnings on the existing trust fund, (c) for administra-
tive expense costs, and (d) for the net cost of the financial interchange with the railroad retirement system_

3 A negative figure indicates the extent of lack of actuarial balance. A positive figure indicates more than sufficiant.
financing, according to the particular estimate. .

4 The disability insurance program was inaugurated in the 1956 act so that all figures for previous legislation are for the
old-age and survivors insurance program only.

3 The major changes being in the revision of the contribution schedule; as of the beginning of 1950, the ultimate com-
bined employer-employee rate scheduled was only 4 percent.

Note: The figures for the 1950 act and for the 1952 act according to the 1952 estimates have been revised as compared
with those presented previously, so as to place them on a comparable basis with the later figures..
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(2) Status after enactment of 1954 act

The 1954 amendments as passed by the House of Representatives
contained an adjusted contribution schedule that not only met the
increased cost of the benefit changes in the bill, but also reduced the
aforementioned lack of actuarial balance to the point where, for all
practical purposes, it was sufficiently provided for. The bill as it
passed the Senate, however, contained several additional liberalized
benefit provisions without any offsetting increase in contribution
income. Accordingly, although the increased cost of the new benefit
provisions was met, the “actuarial insufficiency” as then estimated
for the 1952 act was left substantially unchanged under the Senate-
approved bill. The benefit costs for the 1954 amendinents as finally
enacted fell between those of the House- and Senate-approved bills.
Accordingly, under the 1954 act, the increase in the contribution
schedule met all the additional cost of the benefit changes and at
the same time reduced substantially the actuarial insufficiency that
the then current estimates had indicated in regard to the financing
of the 1952 act.

(3) Status after enactment of 1956 act

The estimates for the 1954 act were revised in 1956 to take into
account the rise in the earnings level that had occurred since 1951-52,
the period that had been used for the earnings assumptions for the
estimates made in 1954. Taking this factor into account reduced the
lack of actuarial balance under the 1954 act to the point where, for
all practical purposes, it was nonexistent. The benefit changes made
by the 1956 amendments were fully financed by the increased con-
tribution income provided. Accordingly, the actuarial balance of the
system was unaffected.

Following the enactment of the 1956 legislation, new cost estimates
were made to take into account the developing experience; also, certain
modified assumptions were made as to anticipated future trends. In
1956-57, there were very considerable numbers of retirements from
among the groups newly covered by the 1954 and 1956 aniendments, so
that benefit expenditures ran considerably higher than had previously
been estimated. Moreover, the analyzed experience for the recent
years of operation indicated that retirement rates had risen or, in other
words, that the average retirement age had dropped significantly.
The cost estimates made in early 1958 indicated that the program was
out of actuarial balance by somewhat more than 0.4 percent of payroll.

(4) Status after enactment of 1958 act

The 1958 amendments recognized this situation and provided addi-
tional financing for the program—both to reduce the lack of actuarial
balance and also to finance certain benetit liberalizations made. In
fact, one of the stated purposes of the legislation was “to improve the
actuarial status of the trust funds.” This was accomplished by
introducing an immediate increase (in 1959) in the combined employer-
employee contribution rate, amounting to 0.5 percent, and by advanc-
ing the subsequently scheduled increases so that they would occur at
3-year intervals (beginning in 1960) instead of at 5-year intervals.

The revised cost estimates made in 1958 for the disability insurance
program contained certain modified assumptions that recognized the
emergi.n% experience under the new program. As a result, the moderate
actuarial surplus originally estimated was increased somewhat, and
most of this was used in the 1958 amendments to finance certain
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benefit liberalizations, such as inclusion of supplemental benefits
for certain dependents and modification of the insured status
requirements.

(6) Status after enactment of 1960 act
At the beginning of 1960, the cost estimates for the old-age, sur-

vivors, and disability insurance system were reexamined and were
modified in certain respects. The earnings assumption had previously
been based on the 1956 level, and this was changed to reflect the
1959 level. Also, data first became available on the detailed opera-
tions of the disability provisions for 1956, which was the first full

ear of operation that did not involve picking up ‘“backlog’ cases.
t was found that the number of persons who meet the insured status
conditions to be eligible for these benefits had been significantly over-
estimated. It was also found that the disability incidence experience
for eligible women was considerably lower than had been originally
estimated, although the experience for men was very close to the
intermediate estimate. Accordingly, revised assumptions were made
in regard to the disability insurance portion of the program. As a
result, the changes made by the 1960 amendments could, according to
the revised estimates, be made without modifying the financing
provisions.

(6) Status after enactment of 1961 act

The changes made by the 1961 amendments involved an increased
cost that was fully met by the changes in the financing provisions
(namely, an increase in the combined employer-employee contri-
bution rate of 0.25 percent, a corresponding cﬁange in the rate for the
self-employed, and an advance in the year when the ultimate rates
would be effective—from 1969 to 1968). As a result, the actuarial
balance of the program remained unchanged.

Subsequent to 1961, the cost estimates were further reexamined
in the light of developing experience. The earnings assumption was
changed to reflect the 1963 level, and the interest-rate assumption
used was modified upward to reflect recent experience. At the same
time, the retirement-rate assumptions were increased somewhat to
reflect the experience in respect to this factor. The further develop-
ing disability experience indicated that costs for this portion of the
Erogram were significantly higher than previously estimated (because

enefits were not being terminated by death or recovery as rapidly as
had been originally assumed). Accordingly, the actuarial balance of
the disability insurance program was shown to be in an unsatisfactory
position, and this had been recognized by the Board of Trustees, who
recommended that the allocation to this trust fund should be increased
(while, at the same time, correspondingly decreasing the allocation to
the old-age and survivors insurance trust fund, which under the law in
effect at that time was estimated to be in satisfactory actuarial balance
even after such a reallocation).

(7) Status after enactment of 1965 act
The changes made by the 1965 amendments involved an increased
cost that was closely met by the changes in their financing provisions
(namely, an increase in the contribution schedule, particularly in the
later years, and an increase in the earnings base). The actuarial
balance of the program remained virtually unchanged.
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In 1966, the cost estimates for the old-age, survivors, and disability
insurance system were completely revised, based on the availability of
new data since the last complete revision was made in 1963. The new
estimates showed significantly lower costs for the old-age and sur-
vivors insurance portion of the system, but higher costs for the dis-
ability insurance portion. The factors leading to lower costs were as
follows: (1) 1966 earnings levels, instead of 1963 ones; (2) an interest
rate of 3% percent for the intermediate-cost estimate, instead of 3}
percent; (3) an assumption of greater future participation of women
in the labor force (resulting in reduction in cost of the program because
of the “anti-duplication of benefits” provision as between women’s
primary benefits and wife’s or widow’s benefits); (4) an assumption
of less improvement in future mortality than had previously been
assumed; and (5) an assumption that, despite a significant decline
in future fertility rates, such decline would not occur as rapidly as
had been assumed previously.

The cost of the disability insurance system was estimated to be
significantly higher, as a result of increasing disability prevalence
rates. This change seemed necessary to reflect the substantially
larger number of disability beneficiaries coming on the roll with respect
to disabilities occurring in 1964 and after, which experience had not
been available in 1965 when the cost estimates for the legislation of
that year were considered.

For more details on these revised cost estimates for the old-age,
survivors, and disability insurance system, see Actuarial Study No. 63
of the Social Security Administration, Department of Health, Edu-
cation, and Welfare, January 1967.

(e) Intermediate-cost estimates

(1) Purposes of intermediate-cost estimates

The long-range intermediate-cost estimates are developed from the
low- and high-cost estimates by averaging them (using the dollar esti-
mates and developing therefrom the corresponding estimates relative
to payroll). The intermediate-cost estimate does not represent the
most probable estimate, since it is impossible to develop any such
figures. Rather, it has been set down as a convenient and readily
available single set of figures to use for comparative purposes.

The Congress, in enacting the 1950 act and subsequent legislation,
was of the belief that the old-age, survivors, and disability insurance
program should be on a completely self-supporting basis and actuari-
ally sound. Therefore, a single estimate is necessary in the develop-
ment of a tax schedule intended to make the system self-supporting.
Any specific schedule will necessarily be somewhat different from
what will actually be required to obtain exact balance between con-
tributions and benefits. This procedure, however, does make the
intention specific, even though in actual practice future changes in
the tax schedule might be necessary. Likewise, exact balance cannot’
be obtained from a specific set of integral or rounded tax rates increas-
ing in orderly intervals, but rather this principle of self-support should
be aimed at as closely as possible.

(2) Interest rate used in cost estimates

The interest rate used for computing the level-costs for your com-
mittee’s bill is 33 percent for the intermediate-cost estimate. This
is somewhat above the average yield of the investments of the trust
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funds at the end of 1966 (about 3.66 percent), but is below the rate
currently being obtained for new investments (43 percent for June
1967).

(3) Actuarial balance of OASDI system

Table I has shown that, according to the latest cost estimates made
for the 1965 act, there is a very favorable actuarial balance for the
combined old-age, survivors, and disability insurance system, but that
there is a deficit of 0.15 percent of taxable payroll for the disability
insurance portion, and a favorable balance of 0.89 percent of taxable
payroll for the old-age and survivors insurance portion.

Under your committee’s bill, the benefit changes proposed would
be financed utilizing the existing favorable actuarial balance and by
the increases in the contribution rates and the earnings base. In view
of the very sizeable portion of the existing favorable actuarial balance
that is being used to finance a large proportion of the benefit changes
that would be made by your committee’s bill, your committee believes
that the resulting actuarial balance under any changes that are made
should not be negative, and this condition is satisfied under your
committee’s bill.

Table IT traces through the change in the actuarial balance of the
system from its situation under present law, according to the latest
estimate, to that under your committee’s bill, by type of major
changes involved, determined as of January 1, 1967.

TABLE [1.—CHANGES IN ACTUARIAL BALANCE OF OLO-AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM,
EXPRESSED IN TERMS OF ESTIMATED LEVEL-COST AS PERCENTAGE OF TAXABLE PAYROLL, BY TYPE OF CHANGE ,
INTERMEDIATE-COST ESTIMATE, PRESENT LAW ANO COMMITTEE BILL, BASED ON 3.75 PERCENT INTEREST

[Percent}
0ld-age and Disability Total
Item survivors insurance system
insurance
Actuarial balance of present system___.__.._.__._ . .. ..____._.__ +0.89 —0.15 +0.74
Increase in earnings base__._.__._.__._________ .. ... +.21 +.02 +.23
Earnings test liberalization. .. _._.____.___ —.06 (O] —.06
Disabled widow's benefits at age 50____.._________ -.03 ® —-.03
Special disability insured status under age 31_______ ® —.02 —.02
Liberalized benefits with respect to women workers. -.07 o —-.07
Benefit increase of 1234 percent___ ... ___________________________ —.89 —. 10 -9
Revised contribution schedule________.______..___________________ —-.01 +.25 +.24
Total effect of changes inbifl.____.___________.___ . .________ —.85 +.15 —.70
Actuarial balance under bill. ... . . . _____._ ... _._____ +.04 .00 +.04

1 Less than 0.005 percent.
2 Not applicable to this program.

Several benefit-provision changes made by your committee’s bill
would have cost effects which are of a magnitude of less than 0.005
percent of taxable payroll when measured in terms of long-range level
costs. Such changes involving small increases in cost are the liberaliza-
tion of eligibility conditions for certain adopted children, the simplifi-
cation of benefit computations based on 1937-50 wages, the reduction
of the length-of-marriage requirement for survivor benefits, the liberal-
ization of the offset provision for disability benefits when workmen’s
compensation benefits are also payable, and the reduction in the penal-
ties for failure to file timely reports of earnings and other events. Such
changes involving small decreases in cost are the maximum wife’s
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benefit of $105 per month and the additional limitations on payment
of benefits to certain aliens outside the United States.

The changes made by your committee’s bill would maintain the
favorable actuarial position of the old-age, survivors, and disability
insurance system. The estimated favorable actuarial balance of 0.04
percent of taxable payroll is inside the established limit within which
the system is considered substantially in actuarial balance.

It should be emphasized that in 1950 and in subsequent amend-
ments, the Congress did not recommend that the system be financed
by a high level tax rate in the future, but rather recommended. an
increasing schedule, which, of necessity, ultimately rises higher than
such a level rate. Nonetheless, this graded tax schedule will produce
a considerable excess of income over outgo for many years so that a
sizable trust fund will develop, although not as large as would arise
under an equivalent level tax rate. This fund will be invested in
Government securities (just as is also the case for the trust funds of
the civil service retirement, railroad retirement, national service
life insurance, and U.S. Government life insurance systems). The
resulting interest income will help to bear part of the higher benefit
costs of the future.

(43 Level-costs of benefit payments, by type

The level-cost of the old-age and survivors insutance benefit pay-
ments (without considering administrative expenses. the railroad
retirement financial interchange, and the effect of interest earnings
on the existing trust fund) under the 1965 act, according to the latest
intermediate-cost estimate, is 7.91 percent of taxable payroll, and the
corresponding figure for the program as it would be modified by your
committee’s bill is 8.74 percent. The corresponding figures for the
disability benefits are 0.83 percent for the 1965 act and 0.94 percent
for your committee’s bill.

Table III presents the benefit costs for the old-age, survivors, and
disability insurance system as it would be after enactment of your
committee’s bill, separately for each of the various types of benefits.

TABLE 11I.—ESTIMATED LEVEL-COST OF BENEFIT PAYMENTS, ADMINISTRATIVE EXPENSES, AND INTEREST
EARNINGS ON EXISTING TRUST FUND UNDER THE OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM,
AFTER ENACTMENT OF COMMITTEE BILL, AS PERCENTAGE OF TAXABLE PAYROLL,! BY TYPE OF BENEFIT,
INTERMEDIATE-COST ESTIMATE AT 3.75 PERCENT INTEREST

[Percent]
0ld-age and Disability
Item survivors insurance
insurance

Primary benefits_. ___ ... .. ... 6.01 0.75
Wife’s and husband’s benefits. .. .- .50 .05
Widow’s and widower’s benefits - 1.27 )
Parent’s benefits_ . ___..__.__ - .01 2
Child’s benefits_._....__.___. .. .73 .14
Mother’s benefits_ . ... il .13 )
Lump-sum death payments. _ . eeiicaeian. .09 )

. Total benefits - 8.74 .94
Administrative expenses. . ... ..co.o_._. .. J12 .03
Railroad reti tfi ial interch 04 .00
Interest on existing trust fund 3 —.15 —.02

Net total level-cost.._.__ F PPN 8.75 .95

1 Including adjustment to reflect the lower contribution rate on self-employmentincome and on tips, as compared with
the combined employer-employee rate.

2 This type of benefit is not payable under this program.

3 This item includes reimbursement for aaditional cost of noncontributory credit for military service and is taken as an
offset to the benefit and administrative expense costs.
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The level contribution rate equivalent to the graded schedules in
the law may be computed in the same manner as level costs of benefits.
These are shown in table I, as are also figures for the net actuarial
balances.

(6) OASI income and outgo in near future

Under your committee’s bill, old-age and survivors insurance benefit
disbursements for the calendar year 1968 will be increased by about
$2.9 billion, since the effective dates for the benefit changes are the
second month after the month of enactment, which is assumed to
occur in the period September to October 1967. If enactment occurs in
October, there will be no additional benefit outgo in 1967, while such
additional outgo will be about $205 million for enactment in September.
There will, of course, be no additional income during 1967, since the
change in the earnings base is effective on January 1, 1968.

In calendar year 1968, benefit disbursements under the old-age and
survivors insurance system as modified by your committee’s bill will
total about $23.2 billion. At the same time, contribution income for
old-age and survivors insurance in 1968 will amount to about $24.3
billion under your committee’s bill, or $0.2 billion more than under

resent law. Thus, benefit outgo under your committee’s bill will be
ess than contribution income by about $1.1 billion, whereas under
present law, the corresponding figure is about $3.8 billion. The size
of the old-age and survivors insurance trust fund under your com-
mittee’s bill will, on the basis of this estimate, increase by about $1.1
billion in 1968 (interest receipts are about the same as the outgo for
administrative expenses and for transfers to the railroad retirement
account) ; under present law, it is estimated that this trust fund would
ili.crease by about $3.9 billion as between the beginning and the end
of 1968.

The contribution income for the old-age and survivors insurance
portion of the program increases by only $0.2 billion in 1968 under
your committee’s bill, as compared with present law. This results
from the fact that the contribution rate for the total program remains
unchanged, but the allocation to the disability insurance trust fund
is increased, so that the remainder available for the old-age and
survivors insurance trust fund is reduced; this reduction in income
almost counterbalances the increase due to the higher taxable earnings
base. For the old-age, survivors, and disability insurance system
as a whole, contribution income in 1968 is $1.0 billion more under your
committee’s bill than it would be under present law, a relative increase
of 3.9 percent.

Under the program as modified by your committee’s bill, accordin,
to this estimate, the old-age and survivors insurance trust fund w1ﬁ
increase by about $3.5 billion in 1967 (assuming enactment in October)
and $1.1 billion in 1968, reaching $25.1 billion at the end of 1968. In
the next 2 years, as a result of the scheduled increase in the contribu-
tion rates In 1969, the trust fund will increase by about $33 billion
each year. Table IV presents these short-range estimates, as well as
the corresponding ones for the present law.
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TABLE 1V.——PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE TRUST FUND SHORT-RANGE ESTIMATE

[in mitlions)
. Railroad Balance in
Calendar year Contributions Benefit Administrative | retirement Intereston | fund at end of
payments expenses financial fund! year 3
interchange 2
Actual data
$3,367 $1,885 $8 | .. $417 $15, 540
, 81 2,194 88| ... ... 365 ,
3,945 3,006 88 | ... 414 18,707
5,163 3,670 92 447 20,576
5,713 4,968 119 454 21,66
6,172 5,715 132 526 22,519
, 825 7,347 4162 556 22,393
7, 566 8,327 4194 552 21,
8,052 9,842 184 532 20,141
10, 866 10,677 203 516 20, 324
11,285 11, 239 19,725
12, 059 13,356 25 526 18,337
14,541 14,217 281 521 18, 480
15, 689 14,914 2 9 19,125
16,737 328 593 18,235
20,658 18,267 256 L) 20,570
Estimated data (short-range estimate), committee bill
$23,210 $19,635 $401 $508 $794 $24, 030
24,25 23,156 409 477 898 25,142
27,308 24,154 405 5§52 978
28,497 25,119 415 616 1,118 31,782
: 26,122 427 605 1,353 38,070
33,469 27,158 440 587 1, 45,042
Estimated data (short-range estimate), present law
$23,210 $19,635 $393 $508 $794 $24,038
24,085 20,247 378 477 960 27,981
28,004 21,053 393 492 1,192 35,239
29.270 21,901 404 483 1,522 43,243
30,070 22,778 416 460 1,902 51, 561
30, 884 23,676 429 459 2,315 60,196

L An interest rate of 3.75 percent is used in determining the level-costs, under the intermediate-cost long-range
estimates, but in developing the progress of the trust fund a var‘)‘(lng rate in the early years has been used. .

2 A negative figure indicates payment to the trust fund from the railroad retirement account, and a positive figure indi-
cates the reverse. . )

3 Not including amounts in the railroad retirement account to the credit of the old-age and survivors insurance trust
fund. In millions of dollars, these amounted to $377 for 1953, $284 for 1954, $163 for 1955, $60 for 1956, and nothing for
1957 and thereafter.

.+ These figures are artificially high because of the method of reimbursements between this trust fund and the disabitity
insurance trust fund (and, likewise, the figure for 1959 is too low).

Note: Contributions include reimbursement for additional cost of noncontributory credit for military service and for
the special benefits payable to certain noninsured persons aged 72 or over. For the purposes of this table, it is assumed
that the enactment date is in October 1967. .

(6) DI income and outgo in near fulure

Under the disability insurance system, as it would be affected by
your committee’s bill in calendar year 1968, benefit disbursements
will total about $2.4 billion, and there will be an excess of contribution
income over benefit disbursements of about $0.9 billion. In 1969 and
the years immediately following, contribution income will be well
In excess of benefit outgo (as a result of the increased allocation
to this trust fund, and the increased taxable earnings base, as provided
by your committee’s bill). If enactment occurs in October, there will
be no additional benefit outgo in 1967, while such additional outgo
will be about $20 million for enactment in September. As contrasted
with present law, benefit outgo would be increased by about $320
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million in 1968 under your committee's bill, while contribution income
would be increased by about $360 million.

The disability insurance trust fund is estimated to increase by about
$810 million in 1968 under your committee’s bill, as compared with a
corresponding increase of agout $270 million under present law (and
an increase of about $330 million in 1967 under present law). The trust
fund at the end of 1968 will be about $2.9 billion, and thereafter it
will increase in every year. Table V presents these short-range esti-
mates, as well as the correspondiug ones for present law.

TABLE V.—PROGRESS OF DISABILITY INSURANCE TRUST FUND UNDER SYSTEM SHORT-RANGE COST ESTIMATE

[tn millions]

Railroad
Contribu- Benefit Adminis- retirement Interest Balance
Calendar year tions payments tratise financial on fund1 in fund at
expenses inter- . end of year
change 2
Actual date
$702 $57 383 [ §7 $649
966 249 312 ... 25 1,319
891 457 50 40 1,825
1,010 568 53 2,289
1,038 887 64 66 2,437
1,046 1,105 68 2,368
1,089 1,210 68 66 2,235
1,184 1,309 79 64 2,007
1,188 1,573 90 59 1,606
2,022 1,784 137 58 1,739
Estimated data (short-range estimate), committes bill
32,313 $1,920 $111 $31 $73 $2, 063
3,215 2,357 128 21 98 2,870
3,488 2,494 120 24 136 3, 856
3,607 2,609 122 23 181 4,890
3,732 2,716 126 26 227 5,981
3,849 2, 820 132 30 275 7,123
Estimated data (short-range estimate), present law
............... $2,313 $1,920 $107 $31 $73 $2,067
- 2,359 2,039 114 21 86 2,338
- 2,436 2,155 116 24 9% 2,575
R 2,512 2,260 119 26 106 2,788
R 2,591 2,357 123 29 115 2,935
R 2,665 2,449 129 32 12 3,162

1 An interest rate of 3.75 percent is used in determining the level-costs under the intermediate-cost long-range estimates
but in developing the progress of the trust fund a varying rate in the early years has been used.

2 A negative figure indicates payment to the trust fund from the railroad retirement account, and a positive figure
indicates the reverse.

3 These figures are artificially low because of the method of reimbursements between the trust fund and the old-age
and survivors insurance trust fund (and, likewise, the figure for 1959 is too. high).

Note: Contributions include reimbursement for additional cost of noncantributory credit for military service. For the
purposes of this table, it is assumed that the enactment date is in October 1967.

(7) Increases in benefit disbursements in 1968, by cause
The total benefit disbursements of the old-age, survivors, and disa-
bility insurance system would be increased by about $3.2 billion in
1968 as a.result of the chan%es that your committee’s bill would make.
Of this amount, about $2.9 billion results from the benefit increase, $70.
million from the liberalization of the insured-status provisions for
disability benefits for young workers, $60 million from the benefits
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for disabled widows, $85 million from the liberalized benefit provisions
with respect to women workers, and $140 million from the liberali-
za.tion‘o? the earnings test (the corresponding figure for this change
for subsequent years will be somewhat larger). Table VI presents
these figures a.ndy also corresponding ones for 1972.

TABLE VI.—ESTIMAfED ADDITIONAL OASDI BENEFIT PAYMENTS IN CALENDAR YEARS 1968 AND 1972 UNDER

COMMITTEE BiLL
{In millions]
item 1968 1972
1236-parcant benefit IRCIBASE. .« .o 2,812 " $3,3
Benefit increase for transitional insured___. _ - 7 5
Benefit increase for transitional noninsured_ .. 52 25
Liberalized benefits with respect to women worke 85 100
S ] disablllty insured status under age 31_ 70 7
Disabled widow's benefits at age 50___...... 60 72
Eamnings test liberatization_________________ 140 b1
B (. N 3,226 3,847

(8) Long-range operations of OASI trust fund

Table VII gives the estimated operation of the old-age and survivors
insurance trust fund under the program as it would be changed by
your committee’s bill for the long-range future, based on the inter-
mediate-cost estimate. It will, of course, be recognized that the
figures for the next two or three decades are the most reliable (under
the assumption of level-earnings trends in the future) since the popu-
lations concerned—both covered workers and beneficiaries—are al-
ready born. As the estimates proceed further into the future, there
is, of courss, much more uncertainty—if for no reason other than the
relative difficulty in predicting future birth trends—but it is desirable
and necessary nonetheless to consider these long-range possibilities
under a social insurance program that is intended to operate in
perpetuity.

In every year after 1967 for the next 20 years, contribution income
under the system as it would be modified by your committee’s bill is
estimated to exceed old-age and survivors insurance benefit disburse-
ments. Even after the benefit-outgo curve rises ahead of the con-
tribution-income curve, the trust fund will nonetheless continue to
increase because of the effect of interest earnings (which more than
meet the administrative expense disbursements and any financial
interchanges with the railroad retirement program). As a result, this
trust fund is estimated to grow steadily under the intermediate long-
range cost estimate (with a level-earnings assumption), reaching $47
billion in 1975, $74 billion in 1980, and about $160 billion at the end
of this century. In the very far distant future, namely, in about the
year 2020, the trust fund 1s estimated to reach a maximum of about
$310 billion.

(9) Long-range operations of DI trust fund
The disability insurance trust fund, under the program as it would
be changed by your committee’s bill, grows slowly but steadily after
1967, according to the intermediate long-range cost estimate, as shown
by table VIII. In 1975, it is shown as being $7 billion, while in 1990,
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the corresponding figure is $15 billion. There is a small excess of con-
tribution income over benefit disbursements for every year after 1967
for the remainder of this century.
(f) Cost estimates on range basis

(1) Long-range operations of trust funds

Table VII shows the estimated operation of the old-age and survi-
vors insurance trust fund under the program as it would be changed by
your committee’s bill for not only tEe intermediate-cost estimates but
also for the low- and high-cost estimates, while table VIII gives corre-
sponding figures for the disability insurance trust fund.

Under the low-cost estimate, the old-age and survivors insurance
trust fund builds up quite rapidly and in the year 2000 is shown as
being about $257 billion and is tgen growing at a rate of about $15
billion a year. Likewise, the disability insurance trust fund grows
steadily under the low-cost estimate, reaching about $12 billion in
1980 and $44 billion in the year 2000, at which time its annual rate
of growth is about $2 bilhion. For both trust funds, under these
estimates, benefit disbursements do not exceed contribution income
in any year after 1967 for the next 50 years.

TABLE VI).—ESTIMATED PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE TRUST FUND UNDER SYSTEM AS
MODIFIED BY COMMITTEE BILL, LONG-RANGE COST ESTIMATES

[in millions)
i ) Railroad Balance in
Calendar year Contrib Benefit Administrative | retirement Interest on fund at
payments expenses financial fund ? end of year
interchange !

Low-cost estimate

$33, 592 §27, 816 $417 $425 $1,878 $51,862
36, 566 31,919 457 260 3,348 87,303
41,734 40,430 532 70 6,225 157,101
49,273 45,135 587 —40 10, 208 256,719
High-cost estimate
$33,077 $28, 628 $476 $475 $1,197 $41, 526
35, 832 33, 092 523 340 1,826 62,109
40, 305 42,205 620 170 2,353 77,615
46,401 47,910 674 60 2,135 71,497

Intermediate-cost estimate

............... $33,334 $28,222 $446 $450 $1,513 $46,620

_ 36,199 32, 505 490 300 , 521 74,39

41,019 41,318 576 120 4,045 115, 539

47,837 46,523 631 10 , 526 157,884

2025___ 62, 053 75,297 930 —-90 10,984 304,366

tl Al:egalive figure indicates payment to the trust fund from the railroad retirement account, and a positive figure indi-
cates the reverse.

2 At interest rates of 3.75 percent for the intermediate-cost estimate, 4.25 percent for the low-cost estimate, and 3.25
percent for the high-cost estimate.

Note: Contributions include reimbursement for additional cost of noncontributory credit for military service before
1957. No account is taken in this table of the outgo for the special benefits payable to certain noninsured persons aged 72 or
over or for the additional benefits payable on the basis of noncontributory credit for military service after 1967—or of the
corresponding reimbursement therefor. which is exactly counterbalancing from a long-range cost standpoint. For the pur-
poses of this table, it is assumed that the enactment date is in October 1967.
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TABLE VIII.—ESTIMATEO PROGRESS OF OISABILITY INSURANCE TRUST FUNO UNOER SYSTEM AS MOOIFIED
BY COMMITTEE BILL, LONG-RANGE COST ESTIMATES

{In millions}
: Railroad Balance in
Contribu- ! Benefit Adminis- retirement Interest fund at
Calendar year tions | payments trative financial on fund ? end of
! expenses inter- year
| change!
Low-cost estimate
$3, 552 $2,971 $137 ~$14 $305 $8,105
, 866 3,322 118 -21 484 12,411
4,410 3,773 115 —25 24,503
5,206 4,582 129 -25 1,771 3
High-cost estimate
$3,498 | $3,289 $136 -%6 $163 $5,420
3,789 3,779 147 =11 183 6,088
4,260 4,374 161 -15 167 5,598
4,903 5,401 195 ~15 76 2,634
Intermediate-cost estimate
$3, 525 $3,130 $137 ~$10 $228 $6,733
3,827 3,551 133 -16 316 9,149
4,335 4,074 138 -20 509 14,573
5,054 4,991 162 -2 774 21,887
6,542 7,260 233 ~20 743 20,808

;A {1hegative figure indicates payment to the trust fund from the railroad retirement account, and a positive figure indi-
cates the reverse.

2 At interest rates of 3.75 percent for the intermediate-cost estimate, 4.25 percent for the low-cost estimate, and 3.25
percent for the high-cost estimate.

Note: Contributions include reimbursement for additional cost of noncontributory credit for military service before 1957.
No account is taken in this table of the outgo for the additional benefits payable on the basis of noncontributory credit for
military service after 1967—or of the corresponding reimbursement therefor, which is exact! counterbalancingﬁf;om along-

range cost standpoint. For the purposes of this table, it i; assumed that the enactment date is in October 1

On the other hand, under the high-cost estimate, the old-age and
survivors insurance trust fund builds up to a maximum of about
$78 billion in about 25 years, but decreases slowly thereafter until it
is exhausted in the year 2020. Under this estimate, benefit disburse-
ments from the old-age and survivors insurance trust fund are lower
than contribution income during all years after 1967 and before 1990.

As to the disability insurance trust fund, under the high-cost
estimate, in the early years of operation the contribution income
slightly exceeds the benefit outgo. Accordingly, the disability insurance
trust fund, as shown by this estimate, will increase to a maximum of
$6.1 billion in 1980 and will then slowly decrease until it is exhausted in
2003.

The foregoing results are consistent and reasonable, since the system
on an intermediate-cost-estimate basis is intended to be approxi-
mately self-supporting, as indicated previously. Accordingly, a low-
cost estimate should show that the system is more than self-supporting,
whereas a high-cost estimate should show that a deficiency would arise
later on. In actual practice, under the philosophy in the 1950 and
subsequent acts, as set forth in the committee reports therefor,
the tax schedule would be adjusted in future years so that none of the
developments of the trust funds under the low-cost and high-cost
estimates shown in tables VII and VIII would ever eventuate. Thus,
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if experience followed the low-cost estimate, and if the benefit
provisions were not changed, the contribution rates would probably
be adjusted downward—or perhaps would not be increased in future
ears according to schedule. On the other hand, if the experience
ollowed the high-cost estimate, the contribution rates would have to
be raised above those scheduled. In any event, the high-cost estimate
does indicate that, under the tax schedule adopted, there will be ample
funds to meet benefit disbursements for several decades, even under
relatively high-cost experience.

(2) Benefit costs in future years relative to taxable payroll

Table IX shows the estimated costs of the old-age and survivors
insurance benefits and of the disability insurance benefits under the
program as it would be changed by your committee’s bill as a per-
centage of taxable payroll for various future years, through the vear
2040, and also the level-costs of the two programs for the low-, high-,
and intermediate-cost estimates (as was previously shown in tables
I and III for the intermediate-cost estimate).

TABLE IX.—ESTIMATED COST OF BENEFIT PAYMENTS OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
SYSTEM AS PERCENT OF TAXABLE PAYROLL,! UNDER SYSTEM AS MODIFIED BY COMMITTEE BILL

[In percent]

Low cost High-cost | Intermediate-
Calendar year timat cost-estimate 2
0Old-age and survivors insurance benefits

7.49 7.82 7.65
7.89 8.34 8.11
8.75 9.46 S.10
8.27 9,32 8.78
9,68 12.44 10.93
9.47- 13.03 11.00
8.24 9.38 8.75

Disability insurance benefits
0.80 0.90 0.85

82 .95

82 .98 90
1.05 94
90 1.23 1.05
040 .94 1.27 1.08
Level-costd el .85 1.06 .95

tTaking into account the lower contribution rate for self-empoyment income and tips, as compared with the combined
employer-employee rate.

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

3 Level contribution rate, at an interest rate of 3.25 p t for high-cost, 3.75 percent for intermediate-cost, and 4.25
percent for low-cost, for benefits after 1966, taking into account interest on the trust fund on December 31, 1966, future
adrzg{uistra:we expenses, the railroad retirement financial interchange provisions, and the reimbursement of military-wage-
credits cost.

B. PUBLIC WELFARE

1. Add to families with dependent children

Your committee has become very concerned about the continued
growth in the number of families receiving aid to families with de-
pendent children (AFDC). In the last 10 years, the program has
grown from 646,000 families that included 2.4 million recipients to
1.2 million families and nearly 5 million recipients. Moreover, accord-
ing to estimates of the Department of Health, Education, and Welfare,
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the amount of Federal funds allocated to this program will increase
greatly (from $1.46 billion to $1.84 billion) over the next 5 years unless
constructive and concerted action is taken now to deal with the basic
causes of the anticipated growth. Although the growth which has oc-
curred can be accounted for, in part, by the inclusion in the program
of assistance to the children of the unemployed (added in 1961 on an
optional basis to the States) and to increases in the child population,
a very large share of the program growth is due to family breakup and
illegitimacy.

Your committee is very deeply concerned that such a large number of
families have not achieved independence and self-.apport, and is very
greatly concerned over the rapidly increasing costs to the taxpayers.
Moreover, your committee is aware that the growth in this program
has received iucreasingly critical public attention.

It is now 5 years since the enactment of the 1962 legislation, which
allowed Federal financial participation in a wide range of services to
AFDC families—services which your committee was informed and
believed would help reverse these trends—and your committee has had
an opportunity to assess its effect on the status of the AFDC program.
While the goals set for the program in 1962 were essentially sound,
those amendments have not had the results which those in the admin-
istration who sponsored the amendments predicted. The provisions for
services in the 1962 amendments have been implemented by all the
States, with varying emphasis from State to State as to whici; aspects
receive the major attention. There have been some important and
worthwhile developments stemming from this legislation. The number
of staff working in the program has increased so that the caseworkers
have smaller, more manageable caseloads. The volume of social services
has ircreased and some constructive results have been reported. It is
also obvious, however, that further and more definitive action is needed
if the growth of the AFDC program is to be kept under control.

Your committee has studied these problems very carefully and is
now recommending several coordinated steps which it expects, over
time, will reverse the trend toward higher and higher Federal financial
commitments in the AFDC program. The overall plan which the com-
mittee has developed, with the advice and help of the Department of
Health, "ducation, and Welfare, amounts to a new direction for
AFDC legislation. The committee 1s recommending the enactment of a
series of amendments to carry out its firm intent of reducing the
AFDC rolls by restoring more families to employment and self-reli-
ance, thus reducing the Federal financial involvement in the program.
These changes are—

(1) A requirement that all States establish a program for each
appropriate AFDC adult and older child not attending school
with a view to getting each of them equipped for work and placed
in jobs. Those members of the family who refuse without good
cause to accept training or employment would be cut off the rolls.
(Children would not have to be cut off the rolls but the adults
would not get payments.) The programs would also be designed
1t_of reduce the incidence of illegitimacy and to strengthen family
ife.

(2) A requirement that all States have an earnings exemption
to provide incentives for work by AFDC recipients.
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(3) A requirement that all States establish community work
and training programs throughout the State by July 1, 1969.

(4) A requirement that protective payments and vendor pay-
ments be made where appropriate to protect the welfare of
children. ]

(5) A provision to freeze (insofar as Federal financing par-
ticipation is concerned) the largest AFDC category—where the

arent is absent from the home—at present proportions of each
Iétate’s child population. .

(6) A more definitive program of aid to the children of the
unemployed.

(7) A requirement that all States establish programs to com-
bat illegitimacy. )

(8) A requirement that all States furnish day-care services
and other services to make it possible for adult members of
the family to take training and employment. Family planning
services would be offered to all appropriate recipients, and other
services which would help make the family self-supporting.

(9) A program of emergency assistance for families for a tem-
porary period.

(10) A requirement that State welfare agencies refer cases of
child abuse or neglect to appropriate law-enforcement.agencies
and courts.

(11) A requirement that the States establish separate units to
enforce the child-sipport laws, including financial help to the
courts and prosecuting agencies to enforce court orders for sup-
port.

(12) Federal payments for additional foster care situations
under the AFDC program.

(@) Program for each adult recipient.—Under the bill, the local
welfare agency would be required to establish a program for each
adult (and each appropriate child over the age of 16 who is not attend-
ing school) with the objective of (1) placing such individuals in em-
ployment, and (2) preventing or reducing the incidence of illegiti-
mate births, and otherwise strengthening family life.

(1) Analysis of employability potential—Obviously, much is to be
gained, both by the recipients themselves and the community at large,
if the full employment potential of the AFDC group is realized and
these families can be returned to financial independence as quickly as
possible. Your committee believes that a great many mothers, as well
as virtually all unemployed fathers, of AFDC children can be trained
for and placed in productive employment. Your committee is well
aware that this potential can be realized only with careful planning
and with the development of appropriate training, educational, child
care, and related resources on the part of the State and local welfare
agency.

Your compmittee recognizes the serious social, vocational, and educa-
tional handicaps of many of the recipients and knows that much care-
ful and patient work will be needed in order to accomplish the objec-
tives of the bill. In some instances steps will be needed to upgrade the
level of homemaking, child care, and the basic educational capacity of
the mother in order to get her ready to profit by training. The commit-
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tee expects that social services already authorized under the 1962 legis-
lation will be effectively used to attain these goals. In addition to test-
ing, basic education, job training, and special job development, the Flan
may provide for homemaker services, individual and group counseling,
and medical services.

Your committee is concerned that the plan for each family be kept
current and that the State be held responsible, as a condition for con-
tinued Federal grants, for carrying out the plan and for making neces-
sary adjustments. Under the bill, the plan must be examined, updated,
and assessed as to its effectiveness in dealing with the individual prob-
lems of the family as frequently as needed but not less than once a year.

(2) Family and child welfare services—In the implementation of
the program for each adult, the State would be expected to provide the
social services indicated in the plan, including family planning serv-
ices, needed to achieve the goals of the program—prevention of illegit-
imacy, and strengthening of family life. Family planning services are
to be offered to the recipient and, in accordance with statements on this
subject previously issued by the Secretary of Health, Education, and
Welfare, can be accepted or rejected in accordance with the dictates
of the individual’s religion or conscience. The term “family services,”
under your committee’s bill, is defined to include services to preserve,
rehabilitate, reunite, or strengthen the family. The term includes serv-
ices which are specifically designed to assist the family members to
attain or retain capability for maximum self-support and personal
independence.

Your committee is aware that in a few States child welfare services
are in separate organizational units from services offered through the
unit providing services to public assistance recipients. This separation,
whetlier it occurs on the Srzate level or in the local unit of the welfare
department, diminishes the prospect of the State being able to concen-
trate the available help for the families that need this help. For this
reason, the bill provides that the services under the requirement for a
plan for each family must be provided by a single State and local
agency by July 1,1969.

Your committee believes that many mothers of children on AFDC
would like to work and improve the economic situation of their fami-
lies if they could be assured of good facilities in which to leave their
children during working hours. In addition to other provisions which
will provide incentives to work and training and related services, the
bill would contribute very substantially to the financing of day care
facilities for the children of working mothers (or homemaker services
if such an arrangement is more satisfictory). In addition, your com-
mittee believes that it may be worthwhile for the States to work out
arrangements under which some mothers on AFDC can care for the
children (and get paid for it) of other ATDC mothers who take other
jobs. (Your committee is aware that this is an idea dating back to the
1930’s, but urges the States to experiment with this and other
methods to bring these families into the mainstreain of American
economic life.) It is expected that in 1970 (when it is assured that the
full plan will be in effect in virtually all the States) some $207 mil-
lion m Federal, State, and local funds will be needed to meet the costs
of day care. But for every expense for day care, there will be a mother
at work or in training who could not otherwise be there.
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Under the bill, the States would submit reports to the Secretary
showing the results of their experience with the programs for each
adult for stimulating employment and strengthening family life. The
Secretary, in turn, would publish his findings of the programs devel-
oped by the States and would be required to submit an annual report
to the Congress (beginning not later than July 1, 1970) on the pro-
grams developed and administered by the States. The report would
include such factors as the number of recipients for whom training or
employment was found feasible, the frequency with which the pro-
grams were reviewed and revised ; the extent to which, in the opinion
of the States and the Secretary, the programs contributed to making
families economically independent; the extent to which family plan-
ning services have been offered and accepted ; and other pertinent fac-
tors, information, and recommendations which the Congress could use
In assessing the effectiveness of these provisions.

(8) Financing necessary services—Your committee is well aware
that the services which the States will be required to furnish AFDC
families will impose an additional financial burden on the States.
Therefore, the provisions of law relating to Federal financial partici-
pation ‘'would be amended by your committee bill to provide 75 percent
Federal financial participation in the cost of all the services provided
under these requirements to the recipients of the program.

In addition, as is provided under present law, }7)5 percent Federal
sharing would be available for services for applicants and families
that are near dependency. Provision of such services can help families
to remain self-supporting. As appropriate for this purpose, services
may be made available to those who need them in low-income neigh-
borhoods and among other groups that might otherwise include more
AFDC cases.

Seventy-five percent Federal matching would also continue to be
available to help meet the cost of training staff who are employed by
the State or local agency or who are preparing for such employment.

The 1962 amendments relating to social services provide that, with
certain exceptions, the basic services must be provided by the staff
of the State or local welfare agency, The committee bill proposes some
changes in this provision to take into account the need for a variety
of services in State implementation of the plan for each family. Thus,
an exception is permitted, to the extent specified by the Secretary, to
permit child welfare, family planning, and other family services to
be provided from sources other than the staff of the State and local
agency. This will permit the purchase of day-care services, which, as
indicated above, the committee anticipates will be needed in great
volume under the bill, and other specialized services not now available
or feasible to be provided by the staff of the public welfare agency and
which are available elsewhere in the community. Services may. be
provided by the staff of the State or local agency in some part of the
State and may be provided in other parts of the State by purchase.
The Secretary, in his standards governing this aspect of the program,
may permit purchase from other agencies and institutions. The basic
reason for the exception is the variety of existing arrangements
around the country in which some kinds of services are now provided,
usually institutional services, by other than the State or local public
welfare agency. '
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The matching ratio for these various services would be 85 percent
up to July 1, 1969, for State plans complying with the new require-
ments before that date, in order to encourage earlier implementation
of these provisions in those States where it is feasible.

(b) Referral to courts.—Y our committee’s bill would add a plan re-
guirement on the relationship of the public welfare agency to the
courts and law enforcement officials. Under present lasw, the States
are required to report to the appropriate law enforcement officials the
granting of assistance to any child who is made eligible by the deser-
tion or abandonment by his parent. This provision has not been broad
enough to accomplish objectives which the committee believes are es-
sential—securing support from the deserting or abandoning parent
in every possible case. There needs to be a cooperative arrangement.
between the courts and law enforcement officials and the welfare
agencies in several program areas. The agreement should cover the
manner in which referrals are made to the court when the welfare
agency believes the child’s home is unsuitable because of neglect, abuse,
or exploitation of a child. The agreement should also provide for call-
ing the attention of the law enforcement agencies to such instances
and giving all necessary information to the appropriate iaw enforce-
ment officials. Thus, for example, if an AFDC nother is not caring
properly for her children, the matter would quickly coine to the atten-
tion of the courts and appropriate action taken, including the pos-
sibility of placing the children in foster care.

The agreement might appropriately cover other areas of joint in-
terest between the welfare agencies and the courts and the law enforce-
ment agencies including the manner of referral to the welfare agency
of instances of dependency and the need for public social services
coming to the attention of the courts and law enforcement oflicials.

(¢) Foster carein AFDC.—Your committee believes that some chil-
dren now receiving AFDC would be better off in foster homes or
institutions than they are in their own homes. This situation arises be-
cause of the poor home enviromuent for child upbringing in homes
with low standards, including multiple instances of illegitimacy.
Foster care for children is relatively costly, and States have reported
that they cannot finance it witliout some additional Federal help. This
item of care for children is frequently the responsibility of local gov-
ernment rather than State government. There are two limited sources
for Federal funds for this program. Under the AFDC prograin, as
amended in 1961, Federal funds are available for the care of children
in foster family care or in voluntary institutions if they were recipients
of AFDC when they were removed from their home by a court. This
part of the program is a small one with approximately 9.000 children
currently aided under these provisions In addition, tlie States may use
part of their Federal child welfare grants under part 3 of title V of
the Social Security Act for foster care costs. Only small sums are
actually available fromn these latter grant funds for this purpose
because of the great demands for other services.

Your cocmmittee is aware of the limitations on the provision de-
scribed above for foster care through the AFDC program when chil-
dren are removed from their homne by conrt order. For the State to
receive any Federal sharing, the children must be recipients of AFDC
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when the court issues its order. Your committee believes that this is an
unduly limiting restriction and is proposing that this limitation be
changed. There is some evidence that courts may be reluctant to place
a child in foster care because Federal funds are not available (and the
cost of the care must come out of local funds in many areas) unless
the child is in the home of a specified relative. The proposed change
would make the cost of caring for children in foster care subject to
Federal sharing if the child has been placed in foster care by a court
order (if the child is removed from the home of a relative as a result
of a judicial determination that continuation in such home would be
contrary to his welfare) and if the child would have been eligible for
aid under the AFDC program if an application had been made on his
behalf. Also included are children placed under court order who had
been living with one of the specified relatives enumerated in the law
within 6 months and would have been eligible upon application for
AFDC if he were living with such relative and were removed from the
home of such relative by order of the court. This latter group would
include some children already in foster care at the time of this legis-
lation and who, except for this provision, would not be eligible because
they had already been removed from their homes. Temporary plans
may be needed, for example, for children both of whose parents are
killed in an accident and for whom the court does not take immediate
jurisdiction. The child need not live with a relative and may be in a
foster family home or in a voluntary institution at the time the court
makes its decision.

Your committee believes that the AFDC program already offers an
opportunity for States to receive Federal financial assistance in the
cost of care for many children who have no parents or who are not
able to live with their parents. Under AFDC, children are eligible for
assistance only if they are living with one or more specified relatives.
Thus, if children are deprived of parental support or care for the
reasons now available to States under title IV, Federal sharing is
available to meet the cost. It is not necessary for the relatives who, un-
der State law, are not legally responsible for support, to meet the test
of need applicable under the State AFDC plan, if they are caring for
children wﬁo are eligible under the plan. Federal sharing is available
to reimburse the relative for the cost of providing a home for the child.
Your committee believes that greater use could be made of these
present provisions of the AFDC program in this respect in order to
obtain the best possible environment for the child.

Under the committee bill, Federal funds will be available on a more
liberal basis than for the basic program out of a recognition that
foster family care is more costly than care in the child’s home. Effec-
tive July 1, 1969, State plans would have to provide for foster care
under these terms. Federal sharing will be possible up to $100 a month
(on an average basis) for children in foster care. Your committee
believes that these liberalizations will be of material assistance to
States and localities and will facilitate plans being developed Yor
children based on the need of the child rather than the fiscal condition
of the local'government.

(@) Protective payments in AFDC—One of the measures included.
In the 1962 amendments provided the State and local agencies with an



102 SOCIAL SECURITY AMENDMENTS OF 1967

additional tool to deal with an infrequent but persistent problem of
misuse of assistance money. This provision for a protective payment
made to a third party in behalf of the recipient has been used very
little. Only seven States have approved plans for protective payments
and the beneficiaries of this aspect of the program number less than 50
in the Nation. Your committee believes this is potentially a valuable
provision and is including in the bill some changes to make it more us-
able by the States. First, the provision would become mandatorfr on the
States. Second, the bill would eliminate the requirement that the
States meet need in full for the particular child in order to qualify
for plan approval for protective payments. Third, the limitation in
the law setting 5 percent of the recipients as the maximum number
of persons to which protective payments may be made with Federal
sharing would aiso be removed. The bill would also require the States
to have machinery to make a vendor payment with Federal sharing
when the need for this kind of payment is clearly indicated. The re-
quirements which apply to protective payments would also apply to
vendor payments.

Parental desertion.—In addition to illegitimacy as a major cause
of dependency, absence of a parent from the home by desertion is
a major problem. To deal witl{) this, your committee is proposing ad-
ditional requirements on the States to bring about a closer relation-
ship between the welfare agencies and the law enforcement agencies
and courts of the States so that every reasonable effort will be made
to locate and obtain support from the absent parent.

One of the major factors which has prevented the full utilization
of the resources of the law enforcement agencies is the lack of authority
for the welfare agencies to reimburse the law enforcement agencies,
with Federal sharing, for their expenses. Your committce is proposing
that this weakness be corrected by allowing Federal sharing in the
reasonable expenses of the law enforcement agencies with respect to
welfare recipients as a usual administrative expense of the welfare
program. The committee expects that this expenditure of Federal
funds will result in increased effort to enforce the laws against deser-
tion and nonsupport. The committee also expects of the Department
of Health, Education, and Welfare extreme diligence in working out
the implementation of this provision to protect the Federal funds and
to assure maximum benefit from the money expended. Reimbursement
should be limited to the basic expenses for the personnel directly in-
volved in the establishment of paternity, location of deserting parents,
and for obtaining support from such individunals. Inasmuch as this is
a normal function of Government and, thus, should be available to
welfare recipients as well as all others in the community, your com-
mittee believes that a relatively small Federal contribution toward
the cost of this operation should be sufficient.

The above requirements on the States having to do with establish-
ment of paternity, location, and obtaining support from absent parents
will absorb the attention of some full-time staff members of the State
and local agencies in many areas. In order to make certain that these
functions are executed with diligence and are fully coordinated, the
committee bill provides that there shall be a unit established in the
State agency and in each political subdivision responsible for these
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functions. Although in some instances these functions can be carried
out by persons also carrying other responsibilities, this requirement
will, normally, require staff working in this area full time. A related
provision, discussed earlier in this report, would allow courts to
use social security earnings records in order to locate a parent who is
not supporting his child.

(2) Work and training in the aid to fumilies with dependent chil-
dren program.—One of the provisions included in the 1962 amend-
ments was the authorization of community work and training
programs. This provision was enacted to make it possible for States
to provide work and training experience for employable persons re-
ceiving aid. It was enacted with particular reference to the inclusion
of assistance to the children of the unemployed, although the program
was not limited to those individuals. Experience under that program,
and under the parallel program of work experience and training
under title V of the Economic Opportunity Act, strongly support
the concept of a work and training component in a public welfare
program. Public welfare agencies have a particular knowledge of
the characteristics and needs of assistance recipients and have been
able to design programs to upgrade the work habits and skills of
people with limited education and work experience.

The 1962 legislation has certain weaknesses which your committee
bill is designed to correct. This program, under the committee bill,
would be mandatory upon all States. Some States have been reluctant
to undertake this program and, thus, have not been able to offer their
employable or trainable recipients the advantages of this program.
There are currently 22 States with AFDC-UP programs, but only 12
States have community work and training prosrams.

Since the program would be required of all the States it would be
available to parents (and, in certain instances, older children) in
families other than those in which the basis of eligibility is the un-
employment of the father. This provision would become mandatory
on July 1, 1969. States would be required to provide the program in all
geographical areas where there are significant numbers of AFDC
recipients 16 years of age or older. The Secretary is given authority
to establish criteria to determine the number of AFDC recipients in a
locality that would justify requiring a program. The objective is to
have the program available in all the localities with enough recipients
to make a project feasible. It may be possible for the State to arrange
for smaller communities to be joined so that the appropriate size group
will be available. It is probable, too, that, as experience with estab-
lishing programs is acquired, programs would be required in areas
with fewer AFDC recipients.

Your committee intends that a proper evaluation be made of the
situation of all mothers to ascertain the extent to which appropriate
child cure arrangements should he made available so the mother
can go to work. fndeed, under the bill the States would be required
to assure appropriate arrangements for the care and protection of
children during the absence from the home of any relative performing
work or receiving training. The committee recognizes that in some
instances—where there are several small children, for example—the
hest plan for a family may be for the mother to stay at home. But even
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these cases would be reviewed regularly to see if the situation had
changed to the point where training or work is appropriate for the
mother.

Children over the age of 16 are expected to be participants in the
program if they are not in school and it is otherwise found appropri-
ate, under standards of the Secretary, that they receive this kind of
experience. All adults in AFDC families, and children, as described
above, are expected to be considered for participation in this program.
The Secretary of Health, Education, and Welfare could issue stand-
ards to protect mothers from undue hardship in work and training
assignments. For mothers and children who are determined to be appro-
priate for the program, as well as fathers or other relatives participa-
tion in the program and regular registration with the employment
service is a requirement for the continued receipt of assistance.
If, without gooa cause, any appropriate child or relative refuses to
accept a work or training assignment, or refuses to accept employ-
ment or training offered through the State employment service (or
that is otherwise offered by an employer) he will have his assistance
discontinued upon verification of this refusal and specific evidence that
the offer of training or employment is a bona fide one. If a mother or
father makes such a refusal without good cause, his or her needs will
not be taken into account and the children involved could be taken
care of only through protective payments or vendor payments with-
out the need to make the usual determination that the adult is not
capable of handling the funds. Persons denied assistance under this
provision are entitled to an opportunity for a fair hearing on this
decision.

In several additional respects, the committee bill contains improve-
ments over the existing CWT program. The work or training can
be provided, under the bill, by a public agency other than the public
welfare department, or by nonprofit agencies or by agreements with
employers, agencies, and institutions for the purpose of preparing
persons and individuals for, or restoring them to, employability in
private industry or with a public or nonprofit agericy. State financial
participation is required in the operation of the program. Experience
has shown that programs without State financial participation can-
not properly be supervised or planned by the State.

The committee bill provides for a liberalization of Federal sharing
in the cost of the program in order to stimulate the most effective
results. Under the current provisions of law, no Federal sharing is
available in the cost of training, supervision, and materials. This has
been a serious handicap to the development of these programs. Under
the committee bill, Federal sharing at the 75 percent rate would be
available for the costs of those items and such additional items as
are determined by the Secretary in connection with this program. In
order to stimulate immediate development of these programs before
the date they will be required the proportion would be 83 percent until
July 1969. In addition, the expenses which a State employment office
incurs for testing, counseling, and certain other employment services
furnished to a recipient can be included among the items subject to the
75 percent (or 85 percent) Federal matching. This provision will in-
sure that any priorities under which State employment offices put
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other groups ahead of assistance recipients will not interfere with the
objectives of this program. )
In addition to the above provisions which are new under the commit-
tee bill, there are also included a number of other provisions which
are identical or similar to provisions now in the statute related to the
CWT program. Among these are provisions requiring that—

Appropriate standards for health, safety, and other conditions
applicable to the work are established and maintained. ]

Payments for work are at rates not less than the minimum, if
any, provided under applicable State and Federal law and not
less than the prevailing rates on similar work in the community
(exceptions would be made for learners and handicapped persons).

The projects on which work is performed serve a useful com-
munity purpose, and do not displace regular workers. ]

The needs of the child or adult for reasonable work or training
expenses will be included in the assistance budget for the family.

The child or relative shall have reasonable time to seek regular
work.

The individual working will be covered by workmen’s compen-
sation laws or have comparable protection.

The State plan includes provisions for using the services of the
State employment service to -assist the individuals in the pro-
gram to obtain employment or suitable training, and to make
maximum use of other services provided by the employment serv-
ice or under the MDTA program.

The State plan includes provisions for cooperative arrange-
ments with Federal and State agencies responsible for the ad-
ministration of vocational education and adult education pro-
grams, in order to make maximum use of these resources and to
encourage training and retraining as appropriate.

There will be no recovery or adjustment by the State or locality
on account of any payment correctly made for work performed.

Provisions in the law since 1962 and continued under the committee
bill provide, as indicated above, that payment for work performed
shall be at a rate not less than the minimum, if any, specified under
State law and not less than the prevailing rate for similar work in the
community. The commitiee is aware of the Federal and State mini-
mum wage laws and with an expanded program, as envisioned by this
bill, is concerned that these minimum wage provisions not handicap
the establishment of constructive programs in the States. The original
provision in the community, work, and training legislation is now ex-
panded to give equivalency to the situation under the wage-and-hour
laws, and is based on the view that the AFDC participant under the
CWT program, including arrangements for training with private em-
ployers, is not in an employment relationship, or otherwise subject,
because of this activity, to the wage and hours laws (or the internal
revenue, social security, or workmen’s compensation laws). For this
reason, the committee urges that the Secretary of Labor find it possible
to classify the beneficiaries of this program as not being included under
the Federal minimum wage law.

In some States, individuals who receive assistance are required to
reimburse the agency in the event they should later acquire the re-
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sources to make this possible. Your committee believes that in the
event an individual receives his assistance in the form of work or
training under the provisions of this amendment, he should not at
a later date be expected to reimburse the agency for the value of the
assistance received. A provision in existing law to carry out this in-
tention is continued under the bill.

(f) Incentives for employment—Disregarding some earned in-
come.—A key element in any program for work and training for as-
sistance recipients is an incentive for people to take employment. If
all the earnings of a needy person are deducted from his assistance
payment, he has no gain for his effort. Currently, there is no provi-
sion in the Social Security Act under which States may permit an
employed parent or other relative to retain some of his earnings. There
is no doubt, in the opinion of your committee, that the number who
take work can be greatly increased if, in conjunction with the im-
proved program of work and training and the emphasis on a family
plan for employment, both of which are provided for under the bill,
there may be added to title IV some specific incentives for adults to
work. Research and demonstration projects have illustrated that more
re%pients will go to work when an incentive exists.

urrently, the law provides that States may disregard the earn-
ings of children under the AFDC program up to $50 a month per
child with a family maximum of $150 a month, and up to $5 a month
per recipient of any income. In addition, the earnings or any other
income of a family under the AFDC program may be set aside for the
future identifiable needs of children in the family. The law also has
various provisions for the disregarding of earnings and some income
other than earnings in all the other public assistance programs.

In the past few years, there has been a proliferation of provisions
enacted by the Congress, in legislation other than the Social Security
Act, disregarding tﬁe income of certain public assistance recipients if
the income comes from certain programs. For instance title VII of
the Economic Opportunity Act provides for the disregarding of pay-
ments, for purposes of public assistance, under titles I, IT, and III of
that act. The first $85 a month of such income and one-half of the re-
mainder is specified to be disregarded. Section 109 of the Elementary
and Secondary School Act of 1965 provides that, for a period of 1
vear, the first $85 a month earned in any month for services under that
act shall be disregarded for purposes of determining need under the
AFDC program.

These provisions for the disregarding of earnings for public assist-
ance recipients illustrate that the principle has been well recognized
that an economic incentive for employment is essential in work pro-
grams. Yet, all these provisions, taken together, are piecemeal in ap-
proach, have gaps in their coverage, are confusing to public welfare
personnel administering assistance programs and are discriminatory
n that earnings from regular employment are treated differently than
earnings under the specified program.

Your committee bill provides that States disregard the first $30 a
month of earnings (applicable to the family if there is more than one
earner) of an adult or a child over the age of 16 and under the age of
21 who is not attending school, and one-third of all other earnings, Sim-
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ilar provisions will apply with respect to any other individuals whose
needs are taken into account in determining the need of the child and
its family. All earnings of children under 16 and of those 16-21 who
are regularly attending school on a full-time basis would be exempt.
Your committee believes that this provision will furnish incentives for
AFDC recipients to take employment and, in many cases, increase
their earnings to the point where they bécome self-supporting. The en-
actment of the committee’s recommendations in this respect will make
unnecessary provisions in other legislation and, thus, such legislation,
as it would apply to AFDC recipients, would be superseded by the
provisions in the committee bill.

The earnings exemption provisions will apply if for any one of the
past 4 months the family was eligible for a payment. This provision
gives people an opportunity totry employment without worr_ying about
forfeiting their eligibility to again recerve assistance if their employ-
ment terminates quickly.

The bill contains provisions which will prevent increasing the num-
ber of persons receiving assistance as a result of the earnings exemp-
tions. The provisions discussed above are to become available only with
respect to persons whose income was not in excess of their needs as de-
termined by the State agency without the application of this provision
for the disregarding of income. That is, only if a family’s total income
falls below the standard of need will the earnings exemption be avail-
able. One possible result of this provision is that one family, who
started out below assistance levels, will have some grant payable at
certain earnings levels because of the exemption of later earnings while
another family which already had the same earnings will receive no
grant. Your committee appreciates the objections to this type of situa-
tion which can be made; but the alternative would have increased the
costs of the proposal by about $160 million a year by placing people on
the AFDC rolls who now have earnings in excess of their need for pub-
lic assistance as determined under their State plan. In short, the various
provisions included in your committee’s bill are designed to get people
off AFDC rolls, not put them on. The provisions would apply only to
payments with Federal participation and in no way limit the authority
of a State to include other persons at State expense.

As an example of these provisions, take a family consisting of a
mother and three children who have a grant of $200 a month. If the
mother goes to work and earns $120 in a month, her family will get the
$120 of earnings plus'$140 of grant (two-thirds of the earnings above
$30 would have been deducted) for a total of $260.

In order to avoid situations where people would deliberately bring
their earnings down to get the earnings exemptions, the committee bill
provides that individuals who deliberately reduce their earned income
or terminate their employment within a period (of not less than 30
days) specified by the Secretary (before applying for aid) will not
qualify for the earnings exemption.

This provision would become mandatory on the States on July 1,
1969. States could include such provisions beginning October 1, 1967.

(9) Assistance to children of the unemployed.—The program of
benefits for the dependent children of unemployed parents was estab-
lished on a 1-year basis in 1961 and subsequently extended for 5 years
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by the 1962 amendments to the Social Security Act. The program is
optional with the States and currently 22 States have programs under
the Federal legislation.

A major characteristic of the law is the authority left to the States
to define “unemployment.” Your committee believes that this has
worked to the detriment of the program because of the wide variation
in the definitions used by the States. In some instances, the definitions
have been very narrow so that only a few people have been helped. In
other States, the definitions have gone beyond anything that the Con-
gress originally envisioned. Your committee’s bill is designed to correct
this situation and to make other improvements in the program.

The overall objective of the amendments proposed by the commit-
tee is to authorize a Federal definition of unemployment by the Secre-
tary (but within certain limits set forth in the legislation), to tie the
program more closely to the work and training program authorized by
the bill, and to protect only the children of unemployed fathers who
have had a recent attachment to the work force. With these changes,
the committee recommends that the program become a permanent part
of the Social Security Act, still on an optional basis with the States.

This program was originally conceived as one to provide aid for
the children of unemployed fathers. However, some States make
families in which the father is working but the mother is unemployed
eligible. The bill would not allow such situations. Under the bill, the
program could .apply only to the children of unemployed fathers.
Moreover, it is the intent of your committee to exclude from the
program those fathers who have not been in the labor force, or whose
attachment to the labor force has been casual. Under the bill, Federal
sharing will be limited to cases where the father has had at least six
quarters of work in any 13-quarter period ending during the year be-
fore application for assistance. A quarter of work is one in which the
father had earnings of at least $50. A quarter of coverage under the
social security program would also be a “quarter of work’ so that wel-
fare agencies could use the social security earnings record to verify
eligibility under this provision. If a father had been eligible for un-
employment compensation or would have been eligible if his employ-
ment had been covered within the year before applying for assistance
the six quarters of work requirement would not have to be met. In
addition, it is provided that the father must have been unemployed
(as defined by the Secretary) for at least 30 days prior to receipt of
assistance. Under the committee bill, States must exclude from the
program anyone who is receiving unemployment compensation. The
bill provides that persons who have fulfilled the requirements at any
time after April 1961 (related to the date of enactment of the original
unemployed parent legislation) will be considered to be eligible with
respect to the quarters of work provision for up to 6 months after a
State plan under these provisions becomes operative. Fathers who are
now on the rolls, and who met the work requirements at any time after
April 1961, would continue to be eligible if other requirements are met.

The State plan will need to assure that the services of the public
employment offices in the State will be utilized to find work or other
tralning opportunities for the unemployed fathers. Registration with
the employment service and periodic reregistration are required as
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a condition for the fainily receiving assistance with Federal sharing.
The State agency will need to have a cooperative arrangement witn
the agency administering the vocational education program to assure
maximum utilization of this program to aid the upgrading of the
work skills of unemployed fathers. There are provisions designed to
assure that the unemployed fathers to be aided under this program are
accepting bona fide offers of employmern:t of training. Aid would be
discontinued if the father refused to accept employment in which he
is able to engage which is offered either through the State employ-
ment office or through an employer. The States are required to make
certain that the job offer is bona fide and to offer the individual a fair
hearing on the specific issue of his refusal. Similar provisions apply
to training opportunities. The fathers must be enrolled in a work
and training program within 30 days after the family starts to re-
ceive aid.

(7)) Temporary emergency-assistance.—Y our committee’s bill is con-
cerned with several major objectives-—to assure needed care for chil-
dren, to focus maximum effort on self-support by families, and to pro-
vide more flexible and appropriate tools to accomplish these objectives.
The bill broadens the provisions of protective payments, it authorizes
vendor payments, provides work and training opportunities, expands
foster care for children, and makes day care available where needed to
children of working parents. Thus, 1t materially improves the pro-
gram in relation to the care and protection of children.

Your committee understands that the process of determining eligi-
bility and authorizing payments frequently precludes the meeting of
emergency needs when a crisis occurs. In the event of eviction, or
when utilities are turned off, or when au alcoholic parent leaves chil-
dren without food, immediate action is necessary. It frequently is un-
available under State programs today. When a child is suddenly de-
prived of his parents by their accidental death or when the agency
finds that the conditions in the home are contrary to the child’s wel-
fare, the normal methods of payment have to be suspended while new
arrangements and court referrals are made.

To encourage public welfare agencies to move promptly and with
maximum effectiveness in such situations, the bill contains an offer
to the States of 50-percent participation in emergency assistance pay-
ments and the usual 75-percent participation in social services that
may be provided. The time period in which such assistance might be
provided is limited to one period of 30 days or less in any 12-month
period. The eligible families involved are those with children under 21
who either are or have recently been living with close relatives. The
families do not have to be receiving or eligible upon application to
receive AFDC (although they are generally of the same type), but
they must be without available resources and the payment or service
must be necessary in order to meet, an immediate need that would not
otherwise be met.

Assistance might be in any form—money, medical aid, payment of
rent or utilities, orders from food or clothing stores, etc. The pro-
vision is broad enough that emergencies can be met in migrant fami-
lies as well as those meeting residence requirements of the State’s
AFDC program. Its utilization would be optional with the States.
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(¢) Limitation on aid to families with dependent children eligi-
bles—Your committee believes that Federal financial participation
- in the AFDC program must be kept within reasonable bounds. In
addition to the measures described earlier which are designed to
reduce the number of children on the AFDC rolls, the bill would
impose a limit on Federal financial participation designed to freeze
the present situation with respect to that category which is growing
most rapidly. Specifically, the bill would not allow Federal partici-
pation in the future for a higher proportion of children than is now
on the rolls. Since it is the category of “parent absent from the home”
which is expected to grow, it is this category which would be the
benchmark for the freeze. Under the bill, the proportion of all chil-
dren under age 21 who were receiving aid to families with dependent
children in each State in January, 1967, on the basis that a parent
was absent from the home, would not be exceeded for Federal partici-
pation after 1967.

This provision should also give the States an incentive to make
effective use of the constructive programs which the bill would estab-
lish, This provision would not apply to the children of unemployed
fathers (or of deceased or disabled parents). Therefore, States which
have not adopted a program for children of unemployed fathers
would not be disadvantaged by this provision,

( 8 Summary.—The provisions of your committee bill to amend the
AFDC program, when taken all together, constitute a new approach
to the solution of the difficult problems which result in over a million
families having to depend upon the program. Your committee
recognizes that the bill would require the States to take on new and
expensive tasks. Yet, if the job is to be done—if the number of families
on AFDC is to be kept to the minimum—these new activities must
begin in earnest. The Federal Government, which is the main financial
support for the program, must be assured that the States carry out the
intent of the Congress when taking on the new and expanded functions
which will be required of them.

The bill makes adequate Federal financial support for these ex-
panded functions. It is estimated that by 1972, $930 million will be
spent by the Federal Government on these functions. At the same time
it is estimated that the new provisions will mean that 400,000 fewer
children will be receiving aid in that year than if the law were con-
tinued in its present form. .

Moreover, your committee intends that the Department of Health,
Education, and Welfare make changes in its administrative directives
under existing provisions of law which will be appropriate under the
new provisions added by the bill. Specifically, your committee intends
that the Department interpret its authority under present law to pre-
scribe methods of administration which “are found by the Secretary
to be necessary for the proper and efficient operation of the plan” in
a manner which will support the intent of the committee.

2. Public assistance and child welfare

(@) Social work manpower—The successful operation of public
welfare as well as many other programs is dependent upon sufficient
numbers of trained social work personnel. The effective operation of
all such programs is endangered by the serious shortage of such
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people. At the present time, the graduate schools of social work are
operating at capacity, yet the number of graduate social workers is
totally inadequate to meet the growing need for persons with such
skills. Undergraduate preparation for social work is almost totally
lacking, yet persons with such preparation have an important part to
play in many of the social welfare programs, especially the adminis-
tration of public welfare services. Properly prepared persons with the
A.B. degree can carry the basic caseworker job in public welfare pro-
grams, with the graduate social workers serving as supervisors, con-
sultants, and program planners. Your committee is concerned about
the growing gap between the numbers of social workers needed and
the numbers %emg prepared to work in this field. For many years,
States have been able to receive Federal sharing in the cost
of training employees or those preparing to become employees. Under
the 1962 legislation, the rate of Federal sharing in this cost was raised
from 50 to 75 percent. This has been a useful provision and a significant
number of persons have received some training. The number, Lowever,
is totally inadequate for the needs of the public welfare program. Only
about 4 percent of the workers in public welfare have a graduate
degree in social work. The bottleneck right now, is the capacity of the
schools and colleges to prepare people for social work careers.

Your committee believes that it would be a wise investment for some
Federal funds to be made available to public or nonprofit private col-
leges and universities and to accredited graduate schools of social work
(or an association of such schools) to help meet the cost of expanding
their capacity to train social workers. The committee bill, therefore,
authorizes an appropriation of $5 million for the fiscal year 1969 and
each of the three succeeding fiscal years to meet part of the cost of
development, expansion, or improvement of undergraduate programs
in social welfare or social work and graduate training of professional
social work personnel, including the cost of additional faculty, ad-
ministrative personnel and minor improvements to existing facilites.
Under the committee bill, no less than one-half the amount appro-
priated is to be devoted to the undergraduate program. This money will
enable the specified institutions to add additional faculty to their staff,
and related administrative personnel, and to improve library and other
resources needed for the students and faculty.

The distribution of social workers around the country is uneven
and although all parts of the Nation have a shortage, in some parts
the shortage is critical. It is the expectation of the committee that
the Department will administer this provision in such a manner as to
take into account relative need among the States for social work
personnel.

(b) Homeownership by assistance recipient.—In its review of State
practices in the determination of need, the committee gave some at-
tention to the extent to which State policies make it possible for people
applying for public assistance who are liomeowners to retain owner-
ship of their homes. Your committee believes there are many advan-
tages in homeownership and does not want the assistance programs
to diminish homeownership. To accomplish the committee’s goal, the
cost of taxes, home repair and maintenance must be recognized as an
item in the State standards of assistance. There is authority under
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present law for States to give consideration to these costs and it is
indeed essential for States to do so if the housing standards of assist-
ance recipients are to be improved.

Obviously, States have no difficulty in including in the assistance
standards amounts for taxes and other regular charges in lieu of
rent. Problems do arise, however, when it becomes necessary for re-
pairs to be made in order to achieve or maintain decent housing for
recipients who own their homes. It is usually not feasible to give the
recipient sums like $300 for repair. For this reason, the committee
bill provides that States may under title I, X, XTIV, or XVI make pay-
ments, under certain specified conditions, for home repairs, capital
improvements, with Federal sharing at the dollar-for-dollar rate. This
kind of expenditure is limited to a total of $500 and would be made
only when such expenditures will assure the recipient of continued
use of his home and when the expenditure will provide housing at less
cost than rent for suitable accommodations.

The committee is asking the Secretary of HEW to make a study of
State policies with respect to homeownership and to report his find-
ings to the committee together with recommendations on ways the
housing standards of assistance recipients may be improved. The com-
mittee expects to have the report by January 1, 1969.

(¢) Demonstration projects—One of the most potentially useful
provisions included in the 1962 amendments provided the Secretary
with authority to waive requirements in the law in the interest of en-
couraging demonstration projects in States and to provide some addi-
tional financing. The statute provided for $2 million to be available to
help finance demonstration projects by State public welfare agencies.
A program that expends in excess of $5 billion annually in Federal
funds needs the advantage of experimentation in order to discover
ways of improving the quality of administration and to further assist
the needy to become self-supporting or better able to care for them-
selves. States have reported limitations on their ability to initiate
demonstration projects because the $2 million limitation does not per-
mit all worthy proposals to be approved. For this reason, the commit-
tee bill proposes that this amount be raised to $4 million.

While the committee realizes that not all demonstrations will be
successful, and is aware of criticism which has been made about the
present program, it has urged the Department of HEW to use these
funds in an intelligent, imaginative fashion. To assure that these
projects and other experimental, pilot, or demonstration projects which
are funded in total through the Social Security Act achieve these goals,
the Secretary or Under gecretary of Health, Education, and Welfare
must personally approve each such project and promptly notify the
Congress with respect to its purpose, cost, and expected duration. It is
also expected that reasonable efforts will be made to avoid duplication
with respect to such projects.

(d) Partial payments to Statcs.—Under current provisions of law,
when a State fails to comply with its State plan or otherwise does not
comply with any of the provisions for State plans contained in any
of the titles of the Social Security Act, the penalty, after proper
notice to the State and an opportunity for a fair hearing, is the
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suspension of Federal funds for the entire categorical program under
question. This is such a severe penalty that it is virtually impossible
to invoke. To remedy this situation, the committee bill includes a
provision giving the Secretary the authority to withhold payments
to a State with respect to that part of the State plan which is not
being complied with. For example, Federal funds for financing the
cost of hospital care under title XIX might be withheld in the event
State should not be paying the reasonable cost of that service as
provided under the law. .

(¢) Impact of social security benefit increase on public assistance
payments—Your committee is aware that those social security bene-
fiviaries who are receiving cash public assistance payments may have
their assistance payments reduced by the amount of the increase in the
social security benefit. (Of course, some of them will receive enough
of an increase to go off the assistance rolls entirely.) The committee
would like to point out that under provisions now in the law the States
are able to disregard up to $5 a month of any type of income in deter-
mining eligibility under the various cash assistance programs. Only 16
States have used this provision at all, so the rest of the States can use
the existing provision of they wish to do so to take care of the social
security benefit provided by this bill. Moreover, all the States are free
to recognize increases in the cost of living in establishing the levels of
the payments under cash assistance and could in this way assure that
assistance recipients would get the benefit of at least some of the social
security benefit increase. Finally, those States that are not paying full
need are free to disregard this income from the benefit, increase (along
wfith o(tiher income on a comparable basis) up to their full standard
of need.

(f) Child welfare services—In addition to providing substantially
greater Federal participation in the cost of foster home care under
the aid to families with dependent children program, H.R. 12080
would consolidate grants for child welfare services under the same title
gf the Social Security Act as AFDC and would strengthen the program

y___

(1) Increasing the authorizations for appropriation from $55
million for the fiscal year ending June 30 1969, and $60 million
for the fiscal year ending June 30, 1970, and each fiscal year there-
after to $100 million for the fiscal year 1969 and $110 million for
each fiscal year thereafter.

(2) Amending the child welfare research and demonstration
authority now contained in section 526 of the Social Security
Act to make possible dissemination of research and dernonstra-
tion {indings mto program activity through multiple demonstra-
tions on a regional basis and to encourage State and local agencies
administering public child welfare services programs to develop
and staff new and innovative services; and to provide contract
authority to make it possible to direct research into neglected and
vital areas.

Child welfare services include a wide range of preventive and pro-
tective services such as casework services to children and their parents,
services to unmarried mothers and their babies, homemaker and day
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care services to help keep the child in his own home, foster care in foster
family homes or institutions when a child must be removed from his
home and adoption services to provide a new permanent home for a
child who has lost his home. Child welfare services both supplement
and substitute for parental care and supervision. They are designed
to protect children from the damage of abuse and neglect, but more
importantly to prevent such abuse and neglect.

tates use Federal funds together with State and local funds to pro-
vide child welfare services t%rough State and local departments of
public welfare, States are required to match Federal funds appro-
priated under the authorization on a variable basis ranging from 3314
to 6624 percent, but actually the Federal share amounts to only about
10 percent of total expenditures.

hild welfare services help to prevent family breakdown and the
unnecessary separation of children from parents. However, some chil-
dren have no homes or cannot remain at home. For some of these
children, adoption provides a permanent home. For many others, such
as the most deprived young children, the handicapped, and older
children and youth, foster families and group care facilities may be
necessary until they are able to take responsibility for their own
lives.

Foster children are not the orphans chat agencies frequently served
in the past. Less than 2 percent of the children in public child wel-
fare agency caseloads have lost both parents by death. Today, the
majority are the children of immature and inadequate parents who
themselves usually show the scars of harmful family conditions, It is
estimated that at least 10,000 child abuse cases annually result from
injury inflicted on children by their own parents. However, this figure
represents only about 10 percent of the larger problem of child neglect
cases.

In March 1966 nearly 574,000 children received services from public
child welfare agencies, a 9-percent increase over March 1965. Just
under half of these children lived with parents or relatives, about a
third were in foster family homes, 10 percent were in institutions, and
7 percent in adoptive homes. Total expenditures for public child wel-
fare services in 1966 were over $397 million.

In March 1966, the number of children receiving foster care through
public child welfare agencies increased to about 245,600 or a 6-percent
increase over March 1965. Expenditures for foster care payments
m 1965 were about $229 million, with State and local governments
meeting 98 percent of the costs. They accounted for 65 percent of the
total expenditures of State and local public welfare agencies for child
welfare services in that year. In 1966 expenditures for foster care
were over $258 million. :

Your committee believes that the increase in the authorization for
appropriations for child welfare services included in the bill will be
of substantial help to States in meeting the costs of foster care of
children in need of such care, and will expect States to use most of
their increased allotments of Federal funds which result for foster
care of children. The change in the foster care provisions of the
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AFDC program described previously will increase Federal participa-
tion in foster care by $20 million in 1970.

The research and demonstration authority in child welfare author-
izes grants for projects in the field of child welfare which are of re-
gional or national significance and for special projects for the demon-
stration of new methods or facilities which show promise of substan-
tial contribution to the advancement of child welfare. This program
has been in operation for 5 years and a number of significant findings
have accrued that warrant implementation. Your committee believes
that translation into program activity is essential if the gap between
research findings and utilization of such findings is to be bridged.
Therefore, the bill also amends the research and demonstration au-
thority in child welfare to make possible translation of research and
demonstration findings into program activity through multiple dem-
onstrations on a-regional basis, and to provide contract anthority not
now authorized. :

Such clearly demonstrated innovations as the utilization of non-
professional staff for licensing foster family homes and day care cen-
ters, or the use of homemakers with families with severely physically
or mentally handicapped infants are examples of the type of very
successful demonstrations that should be disseminated and incorpo-
rated into the program on a broad scale. Experimental and special
types of child welfare services also need demonstration in ongoing
programs. Diversification in the use of group homes for special grouf)s
of children such as adolescents, or children returning from public
training schools to community life, or development of effective methods
for the delivery of protective services for children reported under
child abuse reporting legislation are examples of the types of innova-
tive services which could have great impact on public social services
to children and which should be developed and tested on an experi-
mental basis in a number of places under varying conditions.

Contract authority will malge it possible to (ﬁrect research into neg-
lected but vitally important areas such as cost analysis, systems devel-
opinent, organizational structure, records and reporting systems, and
demographic studies.

(g) Cooperative research and demonstration projects—In 1956,
Congress enacted section 1110 of the Social Security Act which author-
1zes grants, contracts, and other cooperative arrangements for projects
related to the reduction of dependency and similar purposes. The au-
thority is limited to such arrangements with public and nonprofit pri-
vate agencies. The Department of Health, Education, and Welfare has
advised the committee that in the field of social research some of ihe
best work is being done by profitmaking éstablishments and that the
number of nonprofit organizations engaging in such research is ex-
tremely limited. While the commiittee does not believe it would be ap-
propriate to make grants to profitmaking agencies, it does believe that
the Department should be able to contract with whatever organization
or agency can best do research jobs that are desired to be undertaken
by the Department. The bill accordingly deletes the requirement that
contracts be limited to nonprofit agencies.



116 SOCIAL SECURITY AMENDMENTS OF 1967

(k) Puerto Rico, Virgin Islands, and Guam.—Your committee has
been advised by representatives of the Government of Puerto Rico
that the dollar limitation of $9.8 million on assistance payments and
certain other expenses which 1is included in section 1108 of the Social
Security Act unduly limits the expansion and improvement of public
assistance programs and that certain other provisions of your commat-
tee’s bill cannot be promptly implemented. The bill accordingly pro-
vides for five annual increases in the limitations and makes a number
of other adjustments. Proportionate increases have been made in the
dollar ceilings and similar delays in effective dates have been author-
ized for the Virgin Islands and Guam. The dollar ceilings would be:

Fiscal year I Puerto Rico I Virgin Islands Guam
. $12, 500, 000 $425, 0600 $575, 000
1969 15, 000, 000 500, 000 690, 000
18, 000, 000 600, 000 825,000
197 21,000, 000 700, 000 960, 000
24,000, 000 800, 000 1,100, 000

In addition to these amounts, the Secretary is authorized to certify
additional payments to be used for services related to community
work and training and for family planning services in the following
amounts :

Puerto Rico e e $2, 000, 000
Virgin Islands________ e 635, 000
Guam - : - - - 90, 000

The provisions of the bill which impose limitations on Federal
sharing with respect to medical assistance relate income eligibility for
such assistance to the amount of cash assistance paid. In Puerto Rico,
these amounts are about $8 for an adult recipient and $13 for a family.
These provisions would impose a cutback in these programs greatf;r
exceeding that of any State. The bill would accordingly exempt the
three jurisdictions from the relationship applicable to the States. In
lieu thereof, it would place the following limitation on the amount of
Federal contribution to title XIX programs.

Puerto Rico. o m $20, 000, 000
Virgin Islands______.______.____ e mm—— , 000
Guam __ - - _—— 900, 000

. The rate of Federal participation in medical assistance for the three
jurisdictions is reduced from 55 to 50 percent (the same percentage
that is applicable to other assistance).

The requirement for freedom of choice in medical assistance pro-
%lmms (i.e., of hospital, doctor, etc.) is extended to July 1, 1972; as is
the requirement for partial exemptions of earnings. With regard to
the latter, the Committee expects the Secretary and the Common-
wealth, or the aplpropriate agencies of the other jurisdictions to work
out a somewhat lower figure that is appropriate in view of the dif-
ferences in income.

The rate of Federal participation in social services and those services
related to training and employment would be 60 perecent in these
jurisdictions rather than 85 percent prior to July 1, 1969 and 75 per-
cent thereafter.
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(?) Detail of public welfare costs in committee bill. —

[Dollars in miltions]
[Note: Cos:s are based on 1968 prices except as noted in the assumptions]

Fiscal year Fiscal year
1968 1972
Public assistance; . i
AFDC costs if there is no chanﬁe in present law ! $1, 462 $1,837
Title X1X costs if there is no change in present law 2. _._____.___. ,391 3,
All other public assistance costs if there is no change in present faw 1,647 1,776
Subtotal, present law. ... el N 4,500 €,751
Increases in the committee bill:
DaY Car6. - . . oo o e ees ?) 470
Qther social services. . ) 125
Earnings exemptions_ . ) 35
Work-training_ .. .______________ ?) 225
Foster care under AFDC 9 40
Emergency assistance._________. 1) 35
Pucrto Ricoetal . ____________ 9 17.5
Demonstration projects.. _____.__._. e - 9 2
Additional child health requirements in title XIX. . ________.____...__.__. I PP 50
Subtotal, increases. . . ... .o 425 999.5

Decreases in the committee bill:
AFDC limitation . .__________ ...
AFDG reductions for persons trained who become self-sufficieni.
Restrictions on title XIX

Decrease in public assistance due to social security benefit increase S__._____ —85 -210
Subtotal, decreases —103 -1,774
Net savings due to public assistance amendments. .. ... ____________ —78 —-1773.5
Total, public assistance as amended by committee bill__.____________________. 4,422 5,352.5
Child welfare:
Present law_ . s 655 60
Ircrease for child welfare services. ... ... .. e ofeeimes 40
Increases for child welfare research. ... . . |emimccmaeoaa 15
Subtotal, increases... ... .. ... ____________.__. [ R 55
Social work manpower_ . - . . . ecicie e e e 5
Net public weifare savings in committee bil!______________________._________ -8 —713.5

t Assumes annual increase i the rolls of about 200,000, based on the experience of the past several years; ailows
incroase of $1 each year in the average monthly payment per recipient, in line with recent experience.

2 Includes all medical vendor payments; assumes 5 percent annual increase in umit costs after 1968. .
. 3A 4 decline in ber of old-age assistance and aid to the blind recipients, and continued increase
i n aid to the permanently and totally disabled, based or experience; allows increases for average payments.

4 1968 cost undistributed. . .

5 Assumes that social security benefit increases will fuily reduce public assistance payments.

6 $46,000,000 in 1968 budget.

3. Medical assistance provisions

() Background of provisions.——The Congress included in the So-
cial Security Amendments of 1965 provision for grants to the States
for a medical assistance program— title XIX of the Social Security
Act. This Federal-State program, designed to assist low-income per-
sons unable to pay the cost of medical care, was built upon the prin-
ciples of the 1960 medical assistance for the aged program by extending
them to iuclude needy children and other persons encompassed within
the public assistance categories for the blind and disabled. States
availing theniselves of it were provided a more systematic basis for
medical payments on behalf of recipients of public assistance and
other medically needy persons.

States have taken advantage of the new title rapidly. Some 30 States,
Guam, Puerto Rico, and the Virgin Islands already have programs in
operation, and eight additional States are expected to be 1 operation
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soon. While most of the State plans raise no question at this time, a
few go well beyond your committee's intent and what your committee
believes to have been the intent of the Congress.

Your committee expected that the State plans submitted under title
XIX would afford better medical care and services to persons unable
to pay for adequate care. It neither expected nor intended that such
care would supplant health insurance presently carried or presently
provided under collective bargaining agreements for individuals and
families in or close to an average income range. Your cominittee is
also concerned that the operation of some State plans may greatly re-
duce the incentives for persons aged 65 or over to participate in the
supplementary medical msurance program of title XVIII of the So-
cial Security Act, which was also established by the Social Security
Amendments of 1965. The provisions of the bill are directed toward
eliminating, insofar as Federal sharing is concerned, these clearly un-
mtended and, in your committee’'s judgment, undesirable actual and
potential effects of the legislation.

Your committee never intended that Federal matching under title
XIX would be made in the case of a considerable portion of the adult
working population of moderate income. For this reason, your com-
mittee 1s recommending provisions to establish cutoff points for Fed-
eral matching under title XIX. In addition, other provisions are
included to deal with other problems the committee found in title
XIX. The provisions in the law dealing with the maintenance of
State effort have proven to be too onerous and to be giving the wrong
direction to the program. These provisions would be modified to give
the States more flexibility. In addition, the provisions on compara-
bility of services would be modified to assist in the orderly adminis-
tration of the program.

(b) Limitations on eligibility.—Your committee is disturbed over
the trend in the programs of some States to reach into the middle-
icome group in defining who is medically needy. This matter was the
subject of considerable discussion in the committee last year and a bill,
H.R. 18225, designed to deal with the problem, was reported favorably
to the House by the committee on October 11. The Congress adjourned
before action was taken on it.

That bill made some proposals to curtail the scope of the program
to be subject to Federal financial participation. After further study,
your committee is proposing a somewhat different approach to meet
the same general problem. This bill, as last year’s, does not in any
way place a limitation on what a State can do in developing a broad
liberal program. It merely sets a limit on Federal sharing and leaves
to the States the option to go beyond this, at their own expense.

The proposal in the committee’s bill sets two limits on Federal
financial participation with respect to the income level States estab-
lished in determining who is medically needy. Under the law, each
State which extends its program to include the medically needy must
set dollar amounts that an individual and families of various sizes
will need to provide them with the basic living standard the State has
set. Persons at or below those levels are considered unable to contribute
anything toward the cost of their medical care; persons above those
limits are considered to have some income available to pay toward the
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cost of the medical services they need. Your committee is proposing,
for all State plans approved after July 25, 1967, that Federal sharing
will not be available for families whose income exceeds 13314 percent
of the highest amount ordinarily paid to a family of the same size
(without any income and resources) in the form of money payments
under the AFDC program. (AFDC income limits are, generally speak-
ing, the lowest that are used in the categorical assistance programs.)
The Secretary is given discretion to mnake appropriate adjustments if
a State applies a uniform maximum to families of different sizes. The
hill provides a further test of the matchability of State expenditures in
this area, by setting a figure of 13314 percent of the average per capita
income of a State as the upper limit on Federal sharing when applied
to a family of four under the title XIX program. That figure would
be proportionately reduced or increased to reflect the level for smaller
or ll;rger family groups.

For States with plans already approved, the limit of Federal shar-
ing under both tests would be 150 percent effective July 1, 1968, 140
percent effective January 1, 1969, and 13314 percent on January 1,
1970. This staggered period of reduction will enable the States affected
to make the necessary adjustments either in the scope of the program
they offer in the State or in their State financing arrangements.

The bill contains provisions intended to facilitate the calculations
necessary under the limitations set forth above. Included in the amount
ordinarily paid to a family under the AFDC program are not only
amounts included in the State standard and made available to every-
one in the State (such as food, shelter, and clothing), but also addi-
tional items which, although made available on a special needs basis,
are provided to a major portion of persons receiving aid. Amounts paid
for medical care, incluging insurance premiums would be excluded
from computation of a family’s income.

Provisions of present law under which a family’s income is first re-
duced by the amount of their medical expenses in determining eligi-
bility would be retained. For example, if a family has annual income
of $4,000 in a State where the ceiling (for purposes of Federal partici-
pation) is $3,500, the family would be eligible after it had incurred
$500 of medical expenses.

(¢) Maintenance of State effort.—As a part of the Social Security
Amendments of 1965, a provision was included to assure that States
did not replace existing State expenditures with Federal dollars made
available under that legislation. This provision applied to the com-
bined expenditures for money payments and for medical care. Some
States have stated that in order to comply with this requirement, it
was necessary for them to expand their medical assistance programs
more rapidly than they otherwise might have. In order to avoid this
situation, your committee bill gives the States an alternative of meet-
ing the maintenance of State effort provision on the basis of their
expenditures for money payments alone. An additional option is pro-
vided to permit expenditure for child welfare services to be taken
mto account. Thus, no State is penalized for limiting its medical
assistance program to what it conceives to be sound and proper levels.

(&) Coordination of title XIX and the supplementary medical in-
surance program.—Under existing law, States may “buy-in” for their
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cash public assistance recipients aged 65 and over to the supplementary
medical insurance program (SMI), authorized under title XVIII of
the Social Security Act. Twenty-four States and Guam have chosen
to “buy-in,” and others have been interested but have felt unable to
do so because of certain other provision of title XIX, which are being
modified in your committee bill.

Because of the desirability of attaining the highest possible partici-
pation of the aged in the SMI program and because of the advantages
to States of “buying in” not only for the cash assistance recipients but
also for other medically needy aged persons, a number of changes to
achieve such results are incorporated 1n your committee bill.

The States would be given the option 1n this bill to “buy in” for all
of their aged who are eligible for medical assistance, not just for those
receiving cash assistance. In order to protect the SMI program from
immediate claims from people already ill when the revised agreements
are made, SMI protection would not be effective until the third month
after the agreement was made. Individuals included later would also
have a “waiting period” after they were included. These provisions
should encourage States to provide and maintain SMI coverage for
all medically needy aged persons.

Because your committee believes that both recipients and the States
should have a maximum incentive to maintain SM1 coverage, the bill
provides that there will be no Federal participation in medical ex-
penses which would have been covered by the SMI program had the
mdividual for whom the expenditure was made been enrolled in that
program.

nder existing law, States may not include in an agreement for
SMI coverage individuals who become eligible after December 31,
1967. The bill would require that States desiring to enter into an agree-
ment with the Secretary must request the agreement before January
1, 1970, but it would amend present law to permit individuals who be-
come eligible after that time to be covered under the agreement.

Your committee believes that it is very much to the advantage of
States to cover their medically needy aged under the SMI program,
under which one-half of the cost is met from general revenues. It ac-
cordingly does not believe that it is appropriate for States to receive
also Federal financial participation on the $3 monthly premium they
pay on behalf of medically needy persons, and the bill so provides.

Medically needy persons included in the State “buy in” plan whose
eligibility for medical assistance terminated would have the oppor-
tunity to continue their SMI coverage on an individual basis, just as
cash assistance recipients can under existing law if they become in-
eligible for assistance. Most of the persons who have been cash assist-
ance recipients, however, would probably continue to be covered as
medically needy under the expanded “buy in” provision of the bill.

(e) Comparability provision modification.—Under existing law, a
State plan for medical assistance must provide that benefits of the
same amount, scope, and duration be proviged to all individuals eligible
for cash assistance under titles I, IV, X, XTIV, and XVI; and that
benefits of the same amonnt, scope, and duration must be made avail-
able to all medically needy persons included under the plan. It further
provides that eligibility shall be determined under comparable
standards.
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Some of the implications of these so-called comparability provi-
sions in title XIX could not be fully determined when they were placed
in juxtaposition with the health insurance for the aged provisions of
title X VIIT hospital insurance under part A and supplementary medi-
cal insurance under part B. It was not fully realized that comparabil-
ity would be a deterrent to States “buying in” for physicians’ services
under the supplementary medical insurance program part B inas-
much as the comparability provisions require that, if the States
“bought in” for the aged, they have to provide the services covered
under part B of title XVIII for their title XIX eligibles of all ages.

The committee bill would correct this situation by providing an ex-
ception to present law to the effect that the arrangement made by a
State to “buy in” to part B of title XVIII or provision for meeting part
or all of the deductibles, cost sharing, or similar charges under part B,
does not impose an obligation on the State to make comparable serv-
ices available to other recipients. This provision will free the States
to enter into agreements to pay the premium charges under part B or
to pay the deductibles and other charges under that program without
obligating States to provide the range of part B benefits to others
under the program.

(f) Required services under medical assistance programs.—At the
present time, as a condition of plan approval under title XIX, a State
must provide five basic services: inpatient hospital services, outpatient
hospital services, other laboratory and X-ray services, skilled nursing
home services and physicians’ services. This requirement has handi-
capped some States in developing suitable title XIX programs. To
correct this situation, the committee bill provides two options to the
States; either to provide the five basic services enumerated above, or to
provide any seven from the first 14 services identified as services pos-
sible for inclusion in the program. This will give the States, as an option
to including the five services mentioned above, seven services from a list
which, in addition to the five, includes: (1) medical care, or any other
type of remedial care recognized under State law, furnished by a
licensed practitioner within the scope of his practice as defined by
State law; (2) home health care services; (3) private duty nursing
services; (4) clinic services; (5) dental services; (6) physical therapy
and related services; (7) prescribed drugs, dentures and prosthetic
devices and eyeglasses; (8) other diagnostic, screening, preventive,
and rehabilitative services; and (9) inpatient hospital services and
skilled nursing home services for individuals over age 65 in an insti-
tution for mental diseases.

(g9) Eaxtent of Federal participation in certain administrative ex-
penses—The Social Security Amendments of 1965 provided that there
shiould be 75 percent Federal participation in sums attributable to the
compensation and training of skilled professional medical personnel
and staff directly supporting such personnel of the State or local agency
administering title XIX. In a number of States, where the welfare
agency has been designated as the State agency, administrative respon-
sibility for the medical phases of the program has been contracted out
to the State health department. In this situation, however, the health
department is not the single State agency, and the special 75 percent
Federal matching is not available to meet the costs of its skilled
medical personnel and supportive staff who are directly involved in
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administering the title XIX program. Your committee bill would
remedy this situation by allowing 75 percent matching not only for
the skilled professional medical personnel of the State agency, but
also for any other public agency involved in administration of the pro-
gram. The requirement in existing law that such matching shall be
extended only to such expenditures as the Secretary of Health, Educa-
tion, and Welfare finds necessary for the proper and efficient adminis-
tration of the State plan would be retained.

(k) Advisory Council on Medical Assistance.—The Health Insurance
Benefits Advisory Council, established under title X VIII of the Social
Security Act has provided the Department of Health, Education, and
Welfare with an opportunity to obtain advice and learn of the views
of a variety of individuals interested and knowledgeable about medi-
cal administration. Although the Department has made use of advis-
ory groups in the administration of title XIX, the law does not pro-
vide the machinery for the orderly use of a permanent advisory group.
To correct this weakness in title XIX, the committee bill would pro-
vide for an Advisory Council on Medical Assistance comparable to
that authorized under title XVIII. The Council would consist of 21
members with one of the members acting, upon appointment by the
Secretary, as chairman. The members are to include representatives
of State and local agencies and non-governmental groups concerned
with health, and consumers of health services, with a majority to con-
sist of representatives of consumers of health services. Members are to
hold office for a term of 4 years, with the initial membership appointed
for terms of varying length to permit the subsequent staggering of
membership appointments. Memgers would not be permitted to serve
for more than two consecutive terms. Members would be reimbursed
for their travel expenses and would receive compensation at a rate not
toexceed $100 a day.

(2) Free choice of medical services—Under the current provisions
of law, there is no requirement on the State that recipients of medical
assistance under a State title XIX program shall have freedom in their
choice of medical institution or medical practitioner. In order to pro-
vide this freedom, a characteristic of our medical care system in this
country, a new provision is included in the law to require States to offer
this choice. Eﬁpective July 1, 1969, States are required to permit the
individual to obtain his medical care from any institution, agency, or
person, qualfied to perform the service or services, including an organi-
zation which provides such services or arranges for their availability
on a prepayment. plan. Under this provision, an individual is to have a
choice from among qualified providers of service. Inasmuch as States
may, under title XTX, set certain standards for the provision of care,
and may establish rates for payment, it is possible that some providers
of service may still not be willing or considered qualified to provide the
services included in the State plan. This provision does not obligate
the State to pay the charges of the provider without reference to its
schedule of charges, or its standards of care. The provisions would
apply to Puerto Rico, Guam, and the Virgin Islands on July 1, 1972.

(j) Consultation to institutions providing medical care—One of
the problems which has been recognized in the administration of
titles XVIII and XIX is the difficulty in certifying the eligibility of
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certain suppliers of medical service. For this reason, your commit-
tee has included in the bill a provision requiring the States to offer
special consultation, effective July 1, 1969, to various medical agen-
cies to enable them to qualify for payment under the law, to estab-
lish and maintain fiscal records necessary for the proper and efficient
administration of the law, and to provide information needed to deter-
mine payments due under the titles XVIII (medicare) title V (child
health) and title XIX (medicaid). The medical suppliers included
are hospitals, nursing homes, home health agencies, laboratories and
other institutions as the Secretary shall specify. Provisions now in
title XVIII which apply to certain providers of medical care would
be repealed effective also July 1, 1969.

(k) Payment for services by a third party.—It is obvious that man
people need medical care because of an accident or illness for which
someone else has fiscal liability; for example, a health insurer or a
party who is determined by a court to have legal liability. In order to
make certain that the State and the Federal Governments will receive
proper reimbursement for medical assistance paid to an eligible person
when such third-party liability exists, a new requirement would be
included in title XIX. Under this provision, the State or local agency
would have to take all reasonable measures to ascertain the legal
liabilities of third parties to pay for covered services. Where the legal
liability is known 1t would be treated as a resource of the recipent. In
addition, if medical assistance is granted and legal liabilty of a third
party is established later, the State or local agency must seek reim-
bursement from such party. The Federal Government would receive
its share of any reimbursement received.

Your committee has not included a similar provision in title XVIII
of the Social Security Act, although it recognizes the possibility that
duplicate payments can in some instances be made for services covered
under both the health insurance program and a private health, dis-
ability or personal injury insurance policy. Such situations will, how-
ever, become increasingly infrequent. Most private insurance com-
panies have modified their health insurance policies for the aged to
make them supplementary to the benefits that are payable under the
title X VIII health insurance program, and in other instances the pri-
vate policies bar payment of benefits for services covered by a govern-
ment program. Your committee expects that the private insurance
companies, including those which are intermediaries or carriers under
medicare and medicaid which have not yet taken steps to avoid dupli-
cation of their benefits with those of the Federal health insurance pro-
gram will take such steps. Your committee expects also that the De-
partment of Health, Education, and Welfare will give continuing at-
tention to the developments that take place in private insurance prac-
tices with respect to persons having insurance protection against the
same risk under multiple health insurance policies and programs. If
provisions for sharing the risk among health insurance policies cover-
ing the same risk are developed, and these provisions are equitable to
the nsurers and the insured, consideration should be given to the
possible application of such provisions to health insurance under
social security.

(1) Payment to recipient of physicians bills—Under the current
provisions in title XIX, Federal participation is limited to payments
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made by the State agency directly to suppliers of medical service—-
that is, only the vendor payment method. Your committee believes that
it is appropriate for the States to have some latitude in this matter
and is therefore, including in the bill a provision to make possible
Federal sharing for the cost of payments made by the State directly
to the recipient for phffsician bills, whether paid or unpaid. This pro-
vision would not apply to those recipients who are receiving cash
assistance; it would apply only to the medically needy. This provision
would not mean that States would have to change the basis for deter-
mining the amount payable for physicians’ services. For this reason,
the committee expects that this proviston would not result in any
increase in physicians fees or any ultimate increase in program costs.

(m) Date on which States must meet certain requirements on
sources of State funds—Under the bill, States would have until July
1, 1969, rather than July 1, 1970, either to finance the State share under
title XIX wholly from State funds or to establisli a tax equalization
plan which would, in effect, serve the same purpose. Your committee
believes that the localities in many States should not be subjected to
disproportionate burdens any longer than necessary. The States would
have adequate time during which to modify their plans to meet this
requirement by July 1, 1969.

C. IMPROVEMENT OF CHILD HEALTH

Title V of the original Society Security Act provided formula
grants to States for two separate health programs: maternal and child
health and crippled children’s services. Authorizations for these pro-
grams have been increased by the Congress from time to time, most
recently in 1965.

Beginning in 1963, new earmarked authorizations were enacted for
separate additional programs. Amendments in 1963 established new
programs of project grants for maternity and infant care in low-
income areas and grants for research relating to health services for
mothers and children. Additional amendments in 1965 set up a project
grant program of comprehensive Liealth services to children and youth
In low-income areas and another program to train professional per-
sonnel for the care of crippled children. A proposal before the com-
mittee this year would have initiated yet another project grant pro-
gram, this one for the dental health of children.

In view of these developments as well as the initiation of other healil
programs for the children of low-income families, both within and
beyond the jurisdiction of your committee, it was believed that the
time had come to consolidate and more rationally arrange the various
title V programs. (The child welfare program, as indicated earlier,
1s moved to title IV.) Your committee believes that these changes will
facilitate the review of these programs by Congress and other inter-
ested organizations and individuals. Representatives of the Depart-
ment of Health, Education, and Welfare assured the committee that
there is a high degree of coordination between the various executive
agencies providing health services to low-income children. It is hoped
that this legislation will further this coordination as well as lead to
more orderly program development.

The bill consolidates the existing authorities into a single authori-
zation with broad flexible categories. H.R.12080 accordingly eliminates
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all present earmarked programs beginning July 1, 1968, and replaces
them with one total dollar authorization. For the 4 fiscal years 1969
to 1972, 50 percent of the authorization will be for formula grants to
States; 40 percent will be for project grants; and 10 percent will be
for research and training. The Secretary would have limited author-
ity to adjust these percentages. The Secretary would also determine
the allocations within these percentages for different types of formula
grants, projects, etc.

Under existing law, project grant authority rests with the Secretary
of Health, Education, and Welfare. Your committee is concerned with
the tendency of such authorization to be continued, through legislative
extensions, indefinitely into the future and believes that the basic re-
sponsibility for health services for mothers and children rests with the
States. The bill, therefore, requires the States to assume responsibility
for the project grants beginning July 1972; as of that date, the Secre-
tary’s project grant authority will lapse and the funds will be given
directly to the States.

The authorizations are shown in the following table:

{n millions of dollars]

Fiscal year
1969 1970 1971 1972 1973

Total authorization....______ ... ... . ... 250 275.0 300 325.0 350
Grants to States (50 percent of total until July 1972; 90

percent thereafter)_ ... ______________.............. 125 137.5 150 162.5 315
Project grants (40 percent of total until July 1972 when

authority expires). ..o icieciciaenas 100 110.0 120 130.0 {. ...

Research and training (10 percent of total)...._..._...._.. 25 21.5 30 32.5 35

1. Formula grants to States—Present law provides separate State
grant programs for maternal and child health and crippled children’s
services.

(@) Maternal and child health services—Federal funds expended by
States in fiscal year 1966 for maternal child health services amounted
to approximately $42.9 million; expenditures from State and local
funds were approximately $87.3 million—more than twice as much.
States use Federal funds, together with State and local funds, to pay
the costs of conducting prenatal and postpartum clinics where mothers
may receive family planning services if they wish them; for visits by
public health nurses to homes before and after babies are born to help
mothers care for their babies; for well-child clinics where mothers
can bring their babies and young children for examination and im-
munizations, where they can get competent advice on how to prevent
illnesses and where thelr many questions about the care of babies can
be answered. Such measures have been instrumental in the reduction of
maternal and infant mortality, especially in rural areas. Funds are
used to make doctors, dentists, and nurses available to schools for
health examinations, and they are also used for immunizations. These
funds support 134 mental retardation clinies in 50 States where over
30,000 children received diagnostic treatment and counseling services
last year.
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During fiscal year 1966 State maternal and child health programs
provided the following clinic, hospital, and public health nursing
services:

Prenatal and postpartum care in medical clinics for 282,000
maternity cases.

Hospital inpatient care (prenatal or delivery) for 61,000
maternity cases.

Public health nursing visits for 521,000 maternity cases.

Child health supervision (through well-child conferences) of
1,722,000 children, including 680,000 infants.

These programs also provided examinations, tests, and immuniza-
tions during that year as follows:

1,926,000 school health medical examinations.
8,847,000 school health vision screening tests.
5,425,000 school health hearing screening tests.
2,386,000 school health dental screening tests.
2,840,389 smallpox immunizations.

4,074,868 diphtheria immunizations.
2,430,417 pertussis immunizations.

4,495,412 tetanus immunizations.

(8) é’rippled children’s services—About $116 million, of which
about $44 million or 38 percent was from Federal funcfs, was ex-
pended by States for crippled children’s services during fiscal year
1966. State crippled children’s agencies use their funds to locate chil-
dren, to provide diagnostic services, and then to see that each child -
gets the medical care, hospitalization, and continuing care by a variety
of professional people that he needs. Less than half of the children
served have orthopedic handicaps; the rest include epilepsy, hearing
impairment, cerebral palsy, cystic fibrosis, heart disease, and many
congenital defects. A State crippled children’s agency holds clinics
periodically, some traveling from place to place; others are held in
permanent locations. Any parent may take his child to a crippled
children’s clinic for diagnosis.

The number of children served under the crippled children’s pro-
gram has more than doubled since 1950. In fiscal year 1966, about
438,000 children received care under this program. About 325,000
children attended diagnostic clinics and nearly 80,000 children ve-
ceived hospitalization.

(¢) Consolidated programs.—Your committee bill combines the ma-
ternal and child health program and crippled children’s services into
one program with the same Statc plan requirement of existing law
except for the new requirements noted under the next two headings and
for the State assumption of responsibility for project grants in 1972.
Existing requirements on States such as extending the provision of ma-
ternal and child health and crippled children’s services to make them
available by 1975 to children in all parts of the State and requiring the
States to pay the reasonable cost of inpatient hospital care are con-
tinued. The bill also defines a crippled child in order to assure that
there will be no du&)lication of services provided under this program
with those provided through community mental health programs.

(@) Early identification of health defects of children.—States will
be required to make more vigorous efforts to screen and treat children
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‘with disabling conditions. Though all States have crippled children’s
services programs, there are substantial differences in the rate of chil-
dren served among the States, the highest being 17.7 per 1,000 popula-
tion under 21 years of age and the %owest being 1.6 per 1,000. Many
handicapped children or children with potentially crippling condi-
tions fail to receive needed care because their conditions may not be
included under the State’s program. Other States have not carried on
aggressive programs of early identification of children in need of
treatment because of lack of funds to provide the necessary care and
treatmerit.

Your comnittee believes that the new plan requirement coupled with
increases in funds authorized will help States with early identification
of children in need of correction of defects. Organized and intensified
casefinding procedures will be carried out in well-baby clinics, day
care centers, nursery schools, Headstart centers in cooperation with
the Office of Economic Opportunity, by periodic screening of children
in schools, through followup visits by nurses to the homes of newborn
infants, by checking birth certificates for the reporting of congenital
malformation and by related activities. Title XIX (medical assist-
ance) would be modified to conform to this requirement under the
formula grant program.

(¢) Family planning, dental care and other demonstration services
in needy areas.—Your committee believes that the States should put
more emphasis on their demonstration services in needy areas and
among groups in special need. Special attention is to be given to dental
care for children and family planning services for mothers. )

2. Project grants.—There is authority in present law for two kinds
of special project grants, for maternity and infant care and for com-
prehensive health care for school-age and preschool children. Your
committee bill adds a program of pilot projects of dental services for
children. All of these projects are in areas with concentrations of low-
income families. ' )

(a) Special projects for maternity and infant care—Legislation
enacted 1 1963 set up a 5-year program of project grants to pay up to
75 percent of the cost of comprehensive health care to mothers and
infants in low-income areas where health hazards are higher.

The maternity and infant care projects promote public understand-
ing of the importance of prenatal care in low-income neighborhoods,
employ casefinding methods (through local ¢hurches, high schools,
stores, laundromats, publicity, etc.) to find patients early in preg-
nancy, establish neighborhood clinics affiliated with hospitals, provide
prenatal care, nutrition, homemaker services, public health nursing,
and social services; and pay for hospital care for mothers and in-
fants in hospitals staffed to give the quality of services high risk pa-
tients need. It is these programs that have opened the door to family
planning services for thousands of low-income families for the first
time. Because the brief period of pregnancy is too short a time in
which to detect and correct all the factors adversely affecting the out-
come of pregnancy, continuing health supervision for mothers who
had complications of pregnancy is essential. This makes it possible to
improve the health of mothers for a subsequent pregnancy and to be-
gin prenatal care early. It is also essential to provide periodic medical
examinations for women who are receiving family planning services.
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Programs are in operation in rural counties as well as in the largest
cities. %:1 the 9-month period from July 1966 to March 1967, more than
60,000 women were delivered under the program. In this same period,
nearly 37,500 women requested and received family planning services.
Patients are currently being admitted to the program at the rate of
over 9,000 per month.

. In 1966, the infant mortality rate was reduced by 5 percent as com-
pared with 1965, reaching a new low of 23.4 per 1,000 live births.
This was the largest reduction in any year since 1950. Significant re-
ductions are taking place particularly in the Natior’s large cities which
were experiencing some o? the highest rates in the country prior to the
development of their maternity and infant care projects.

_(b) Project grants for health of school and preschool children.—
The 1965 Amendments to the Social Security Act established a 5-year
program of project grants for comprehensive health services for chil-
dren and youth. . '

In the geographic area served by the project, all the health prob-
lems of the children are to be taken care of by the program, either
through direct services or by an appropriate referral to other sources
which are prepared to provide at least equivalent services. Both medi-
cal and dental care must be included for children of school age; chil-
dren with emotional as well as physical health problems are accepted.
The projects attempt to meet the medical needs of a given child popu-
lation in a specified area. The emphasis is on reaching out into the
community for early casefinding and preventive health services among
a population most acquainted only with care in emergencies.

These projects together with the projects for maternity and infant
care are bringing organized community health services to the people
in low-income areas where there are few physicians in private practice
and are creating new patterns of delivering comprehensive care, Fifty-
five projects have been approved.

(¢) Project grants for the dental health of children—By the time
children enter school, 90 to 95 percent are in need of dental attention.
The average child on entering school has three decayed teeth. Accord-
ing to the American Dental Association, obtaining dental care for
children is related to family income, the educational level of the par-
ents, the effectiveness of dental health education and the extent to
which a community has organized a dental care program for its
children. '

Comprehensive services may include casefinding, screening and re-
ferral, preventive services and procedures, diagnosis, health educa-
tion, remedial care and continuity of service through recall and
followup. Projects would have to include preventive services, treat-
ment, and aftercare to the extent required in regulations of the
Secretary.

Any meaningful effort to solve the dental health problem must
concentrate a major share of attention, and of resources, on the dental
health of children. For these diseases, which begin in childhood, can
also be most succesfully and economicaily treated and prevented in
these formative years. It is obvious, also, that the child who receives
adequate dental health protection will have a better chance of main-
taining high standards of health throughout his adult years.
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(@) Project grants in the committee bill—Your committee believes
that ultimately the basic responsibility for providing health services
to mothers and children must rest with the States. The committee
also recognizes, however, the important purposes served by project

rants in providing services in low income areas with special needs.

he bill therefore continues to authorize the project grant approach
until July 1972 ; after that date, the funds will be granted to the States,
who will be required to assume this responsibility.

The bill increases the authorization for maternity and infant care
projects from $30 to $35 million in fiscal year 1968; that is the only
change made for this fiscal year.

Beginning with fiscal year 1969, however, and ¢ontinuing for the
following 8 years, all project grant authority will be consolidated
into one authorization. The new authorization will include projects
for comprehensive maternity and infant care, comprehensive health
gare for school-age and pre-school children, and dental care for chil-

ren.

Maternity and infant care: Progress in reducing infant mortality
depends on our ability to provide services where the risks to mothers
and infants are greatest. Maternity and infant care projects are now in
operation in 27 of the 56 counties whose high infant mortality rates
have contributed most heavily to keeping the national rate from de-
creasing. This past year saw a significant reduction in the national
infant mortality rate. Programs of maternity and infant care and
family planning (entirely voluntary with the patient) must be de-
veloped, continued, and expanded especially in these counties if the
reduction in infant mortality is to be accelerated. Your committee’s
bill expands the present authority (1) by explicitly stating that one
purpose of the projects is to reduce infant and maternal mortalit
and thus making clear that the full range of care may be made avail-
able to mothers and children from groups where such mortality is
highest; (2) by making possible grants for the support of hospital
intensive care units for high risk newborn infants as well as other
infant projects; and (3) by authorizing grants to local voluntary and
public agencies for family planning clinics.

Health care for school-age and pre-school children: Your commit-
tee’s bill provides for the continuation of these kinds of project grants
until July 1972, when the States will be required to make provision
for them.

Dental health of children: Within the overall project grant author-
ization, your committee has included an additional authority for
supporting up to 75 percent, of the cost of projects to provide compre-
hensive dental health services for children. Payments for treatment
would be limited to children from low-income families.

Because of the magnitude of the problem of providing dental care
to children of low-income families, your committee will expect that the
projects will not only provide dental care, but will also study various
methods of organizing community dental health programs, including
ways of increasing the efficiency of dentists through the use of assist-
ants and auxiliary personnel.

3. Research and training.—Present law authorizes (1) research
grants to support studies which show promise of improving health



130 SOCIAL SECURITY AMENDMENTS OF 1967

services for mothers and children, and (2{ grants for the training of

professional personnel for health and related care of crippled chil-

gren, particularly mentally retarded children and those with multiple
andicaps.

The eI:tpa.nsion of health services to mothers and children provided
for in this bill will require a continuing supply of trained personnel
and further research in the delivery of health services.

Your committee’s bill will permit a modest expansion of the appro-
priation authorization as the total child health authorization rises. At
the same time, your committee has broadened the scope of both the
research and training authorities.

(@) Research.—Research projects support up to now have concern-
trated on such problems as mental retardation, development of pros-
thetics for children, infant mortality studies, utilization of pediatric
outpatient departments, and prenatal care.

Your committee has modified the authority in present law to accord
special emphasis in the future on projects to study new and more effi-
cient ways of delivering health services, Present and anticipated man-
power requirements in obstetrics and pediatrics are so great that we
will soon face a crisis in maternal and child health care unless we can
find ways of increasing the supply and expanding the efficiency of
professional personnel. Your committee has directed that research
projects supported will test the feasibility, cost, and effectiveness of
the use of personnel with varying levels of training, of the use of
medical assistants and health aides, and will experiment with methods
of training such personnel.

(5) T'rasning.—In line with the personnel needs of the programs ex-
panded in other sections of the bill, your committee has broadened the
training authority to include all personnel involved in providing
health care and related services to mothers and children. This expanded
authority will, of course, incude the new types of personnel developed
under the research program. To reinforce this point, your committee
has directed that priority shall be given to training at the under-
graduate level.



IV. SECTION-BY-SECTION ANALYSIS OF THE BILL

TITLE I—OLD-AGE, SURVIVORS, DISABILITY, AND
HEALTH INSURANCE

Parr 1—BenNerrrs UNDER THE OLD-AGE, SURVIVORS, AND DIsABILITY
INsurRANCE PrRoGRAM

SECTION 101. INCREASE IN OLD-AGE, SURVIVORS, AND DISABILITY
INSURANCE BENEFITS

Section 101 of the bill provides a benefit increase of 1214 percent,
with new minimum and maximum benefit amounts.

Primary insurance amount; column IV of the revised benefit table

Section 101(a) of the bill amends section 215 (a) of the Social Se-
curity Act to substitute a new table for the present benefit table. The
new table effectuates the benefit increase for people who are on the
benefit rolls prior to the second month following the month of enact-
ment of the bill and provides benefit amounts higher than those under
present law for people who come on the benefit rolls in or after that
month. The new primary insurance amounts, shown in column IV
of the table, represent an increase of 1214 percent over the primary in-
surance amounts provided in present law for average monthly earn-
ings up to $550—the highest average monthly earnings possible under
present law. (The primary insurance amount is the monthly benefit
payable to a worker who retires at or after age 65 or to a disabled
worker who had not previously been entitled to a reduced old-age
benefit; it is also the amount on which all other benefits are based.)

An approximation of the benefits shown in the new benefit table
can be arrived at by taking 70.84 percent of the first $110 of average
monthly earnings, plus 25.76 percent of the next $290, plus 24.08
percent of the next $150, plus 28.80 percent of the next $83. Benefits
in the table in present law approximate 62.97 percent of the first $110
of average monthly earnings, plus 22.9 percent of the next $290, plus
21.4 percent of the next $150.

The primary insurance amounts provided by the new table range
from a minimum of $50 for people whose average monthly earnings
are $67 or less to » maximum of $212 for people who have average
monthly earnings of $633. Average monthly earnings as high as
$633 will become possible in the future under the $7,600 contribution
and benefit base which the bill (in sec. 108) provides. The primary
insurance amounts of workers getting benefits nunder present law (i.e.,
workers who will not have the advantage of the increased contribu-
tion and benefit base) are raised from $44 to $50 at the minimum
and from $168 to $189 at the maximum,

The total monthly amount of benefits payable to a family on the
basis of a single earnings record, shown in column V of the table,

131
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is 134 times the worker’s primary insurance amount up to the last
point (average monthly earnings of $178) at which 114 times the
worker’s primary insurance amount is greater than 80 percent of the
worker’s average monthly earnings. Above that point, the maximum
family benefit is equal to the sum of 80 percent of the worker’s average
monthly earnings up to $426 (roughly two-thirds of the maximum
possible average monthly earnings—$633—under a $7,600 contribu-
tion and benefit base) plus 40 percent of the worker’s average monthly
earnings above $426. This formula produces, at the maximum possible
average monthly earnings of $633, a maximum family benefit of about
two-thirds of the average monthly earnings. Under the bill, the maxi-
mum amount of monthly benefits payable to a family will range
from $75 to $423.60.

Maximum family benefits for people already on the rolls

Section 101(b) of the bill amends section 203(a) (2) of the act to
assure an increase. in family benefits for families with two or more
members who are entitled to benefits for the second month following
the month of enactment of the bill as a result of applications filed
in or before that second month. Under the bill, the total of benefits
payable to such families may not be reduced to less than the larger
of (1) the family maximum specified in column V of the new table
or (2) the sum of all family members’ benefits computed under present
law, increased by 1214 percent, and rounded to the next higher 10
cents if not already a multiple of 10 cents. Without such a provision,
some families now on the benefit rolls could receive little or no increase
in beuefits.

Section 101(b) of the bill also contains a provision affecting
the amcunt of benefits for family members getting benefits in the
effective month of the benefit increase on the basis of two or more
earnings records. Under present law, where children are entitled to
benefits on the earnings records of more than one worker, the total
benefits payable to the family are not reduced to less than the sinaller
of the sum of the maximum family benefits payable on all the earnings
records on which the family members could be entitled or the highest
family maximum benefit shown in column V of the benefit table. Un-
der the bill, in cases where the combined-family-maximum provisions
(sec. 202(k) (2) (A) of present law) are applicable, these provisions
are applied before the provisions of section 203(a) which "guar-
antee every beneficiary a 1214-percent. increase—that is, the provisions
of the bill which guarantee a 12lh-percent increase to each
member of the family (described above) are to be applied last. Where
the combined-family-maximum provisions are applicable in the effec-
tive month of the benefit increase, and later cease to apply because
the benefits for the last family member entitled on more than one earn-
ings record are terminated, the benefit amounts for the remaining
family members, who are entitled on a single earnings record, will
be determined under section 203(a) (2), as amended by the bill, as if
they had been getting benefits based on only one earnings record in the
effectiye month of the benefit increase.

Average monthly earnings; column I11 of the revised benefit table

Section 101 (c) (1) of the bill amends section 215(b) (4) of the act
so that column IIT of the new benefit table will be applicable only in
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the case of an average monthly earnings computation for a person
(1) who becomes entitled to old-age or disability insurance benefits
in or after the second month following the month of enactment of the
bill; or (2) who dies in or after that second month without having
been entitled to old-age or disability insurance benefits; or (3) whose
benefit is recomputed for months beginning with or after that second
month,

Section 101(c) (2) of the bill repeals section 215(b)(5) of the
act (which preserves the method in effect before enactment of the 1965
amendments of computing average monthly earnings for people who
became entitled to benefits or a recomputation of benefits before 1966)
since it is now obsolete.

Primary insurance amount under 1965 act; column 11 of the revised
benefit table

Section 101(d) of the bill amends section 215(c) of the act to pro-
vide that a person who becomes entitled to old-age or disability insur-
ance benefits before the second month following the month of enact-
ment of the bill, or who dies before that month, will have his pri-
mary insurance amount determined under the provisions of present
law for purposes of column IT of the revised table. Since benefit
amounts appearing in column II of the revised table will be con-
verted to the new benefit amounts in column IV of that
table, the effect of this provision is that people already on the rolls
will have their benefits converted to the higher primary insurance
amount appearing on the same line in column IV of the new table.
Under present law, column IT of the benefit table shows the primary
insurance amounts in effect prior to the Social Security Amendments
of 1965 and column IV of the table shows the amounts to which the
primary insurance amounts in column II were converted as a result
of those amendments.

Effective date

Section 101 (e) of the bill provides that the benefit increases under
section 101 will be effective for monthly benefits for and after the
second month following the month of enactment of the bill and for
lump-sum death payments where death occurs in or after that second
month.

Special provision for conversion of a disability insurance benefit to
an old-age insurance benefit

Section 101 (f) of the bill is a special transitional provision which
applies to a person who is entitled to a disability insurance benefit for
the first month following the month of enactment of the bill and who
hecomes entitled to old-age insurance benefits (for example, by reason
of attainment of age 65) or dies in the second month following the
month of enactment of the bill, to make certain that his primary in-
surance amount is increased. The general rule, provided in section
215(a) (4) of present law, that would otherwise apply in this situa-
tion is that an individual who was entitled to a disability insurance
benefit for the month before the month for which he becomes entitled
to an old-age insurance benefit will have as his primary insurance
amonnt the amount in column IV of the table that is equal to the
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primary insurance amount on which his disability insurance benefit is
based. In the above situation, the individual’s disability insurance
benefit, since it was derived from a primary insurance amount deter-
mined under present law, does not have any direct connection with
column IV of the table included in the bill, which contains the new
benefit amounts: thus, the general rule cannot be applied to him.
Therefore, this section of the bill provides that his primary in-
surance amount will be the amount in column IV of the table on
the same line as that on which, in column II, appears his present pri-
mary insurance amount. (This primary insurance amount in column
IT is equal to the primary insurance amount on which his disability
insurance benefit under present law is based.)

SECTION 102. INCREASE IN EENEFITS FOR CERTAIN INDIVIDUALS AGE 72
AND OVER

Section 102 of the bill increases the amount of the special payments
made to certain people age 72 and older who have never worked in
covered jobs or who have had less covered work than is needed to
qualify for the regular retirement benefits of the program.

Increase in special payments to transitionally insured people

Section 102(a) of the bill amends section 227 of the Social Security
Act to increase from $35 to $40 the monthly amount payable to workers
and widows who qualify for special payments under section 227 on the
basis of 3, 4, or 5 quarters of coverage. (To qualify for regular retire-
ment benefits a worker has to have a minimum of 6 quarters of cover-
age.) It also raises from $17.50 to $20 the amount payable to the wives
of men who qualify for benefits under that section.

Inecrease in special payments to certain uninsured people

Section 102(b) of the bill amends section 228 of the act to increase
from $35 to $40 the monthly amount payable to people who qualify
under section 228 on the basis of no quarters of coverage, or of some
quarters of coverage but not enough to qualify for either regular re-
tirement benefits or payments to transitionally insured people, and
to increase from $17.50 to $20 the monthly amount payable to a wife
when both husband and wife are entitled to benefits under that section.

Effective date

Section 102(c) of the bill provides that these increases in the amounts
of the special payments will be effective with respect to monthly pay-
ments for and after the second month following the month of
enactment,

SECTION 103. MAXIMUM AMOUNT OF A WIFE’S OR HUSBAND’S INSURANCE
BENEFIT

Section 103 (a) of the bill amends section 202(b) (2) of the Social
Security Act to provide that a wife’s insurance benefit (payable to a
wife or an aged divorced wife), which is otherwise 50 percent of the
worker’s primary insurance amouni{, may not exceed $105.

Section 103(b) of the bill amends section 202(c) (3) of the act to
provide that a husband’s insurance benefit, which is otherwise 50 per-
cent of the wife’s primary insurance amount, may not exceed $105.
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Section 103(c) of the bill amends section 202(e) (4) of the act to
provide that a remarried widow’s benefit (payable to a widow who
marries an individual other than another beneficiary after she attains
age 60), which is otherwise 50 percent of the deceased worker’s primary
insurance amount, may not exceed $105.

Section 103(d) of the bill amends section 202(f) (5) of the act to
provide that a remarried widower’s benefit (payable to a widower who
marries an individual other than another beneficiary after he attains
age 62), which is otherwise 50 percent of the deceased wife’s primary
insurance amount, may not exceed $105.

Section 103(e) of the bill makes these amendments effective for
monthly benefits beginning with the second month following the month
of enactment of the bill (although, of course, wife’s or husband’s
benefits as high as $105 will not be possible immediately).

SECTION 104. BENEFITS TO DISABLED WIDOWS AND WIDOWERS

Section 104 of the bill provides that a disabled widow or widower
may become entitled to reduced widow’s or widower’s benefits after
attainment of age 50. Present law does not provide social security
benefits for widows and widowers on the basis of disability; they can
receive benefits beginning at age 62 (or at age 60 in the case of a
widow who chooses to receive a reduced benefit).

Widow’s insurance benefits

Section 104(a) (1) of the bill amends section 202(e)(1)(B) of
the Social Security Act (relating to payment of widow’s insurance
benefits) to provide that a widow or surviving divorced wife who has
attained age 50 (but is not yet age 60) may become entitled to widow’s
insurance benefits if she is disabled under the special test of disability
set forth in section 223(d) of the act (as amended by sec. 156 of the
bill) and her disability began within the period specified in the new
section 202(e) (5) (discussed below).

Section 104(a) (2) of the bill amends section 202(e) (1) of the act
to permit entitlement to widow’s benefits on account of disability to
begin with the month following the waiting period prescribed by the
new section 202(e) (6) (discussed below), or with the first month of
disability if the widow becomes reentitled on account of subsequent
disability within a specified period after termination of a previous
entitlement to disabled widow’s benefits, The amendment also provides
that widow’s benefits based on disability will end with the third
month following the month in which the disability ceases (unless the
widow attains age 62 before such third month, in which case benefits
can continue on the basis of age).

Section 104(a) (3) of the bill amends section 202(e) of the act by
adding new paragraphs (5) and (6). The new paragraph (5) provides
that for purposes of widow’s benefits based on disability a widow must
have become disabled before her husband’s death, before the end of
her entitlement to mother’s benefits, or within 7 years after either
event, or within 7 years after a previous entitlement to disabled widow’s
benefits has terminated because her disability ceased. The new para-
graph (6) provides that the waiting period before disabled widow’s
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benefits can begin is a period of 6 consecutive calendar months
throughout which the widow is under a disability ; months of disabil-
ity before the husband’s death or before termination of entitlement to
mother’s benefits can be counted in this waiting period.

Widower’s insurance benefits

Section 104(b) (1) of the bill amends section 202(f) (1) (B) of the
act (relating to payment of widower’s insurance benefits) to provide
that a dependent widower who has attained age 50 (but is not yet age
62) may become entitled to widower’s insurance benefits if he is dis-
abled under the special test in section 223(d) of the act and his dis-
ability began within the specified period.

Section 104(b) (2) of the bill amends section 202 (f) (1) of the act to
permit entitlement to widower’s benefits on account of disability to
begin with the month following the prescribed waiting period, or with
the first month of disability if the widower becomes reentitled on ac-
count of subsequent disability within a specified period after termina-
tion of a previous entitlement to disabled widower’s benefits. The
amendment also provides that widower’s benefits based on disability
will end with the third month following the month in which the dis-
ability ceases (unless the widower attains age 62 before such third
month, in which case the benefits can continue on the basis of age).

Section 104(b) (3) of the bill amends section 202(f) (3) of the
act to reflect the actuarial reduction of disabled widower’s benefits
provided for in section 104 (c) of the bill (discussed below).

Section 104(b) (4) of the bill amends section 202(f) of the act
by adding new paragraphs (6) and (7). The new paragraph (6) pro-
vides that for purposes of widower's benefits based on disability a
widower must have become disabled befoure, or within 7 years after,
his wife’s death, or within 7 years after a previous entitlement to dis-
able widower’s benefits has terminated because his disability ceased.
The new paragraph (7) provides that the waiting period before dis-
abled widower’s benefits can begin is a period of 6 consecutive months
throughout which the widower is under a disability; months of dis-
ability before the wife’s death can be counted in this waiting period.

Actuarial reduction in benefits

Section 104(c) of the bill amends section 202(q) of the act to pro-
vide for an actuarial reduction (or, in the case of widow’s benefits,
an additional actuarial reduction) in the amount of any widow's or
widower’s insurance benefits payable on the basis of disability to an in-
dividual becoming entitled thereto before reaching the point at which
benefits could otherwise be available on the basis of age.

Under present law, section 202(q) of the act provides for a reduc-
tion in widow’s benefits of five-ninths of 1 percent for each month such
benefits are payable in the period prior to age 62. The amendments
made by section 104 (c) of the bill provide a similar reduction in
widower’s benefits based on disability for the months such benefits are
payable during this period (the “reduction period,” which is computed
from the first month of entitlement to benefits or from age 60, which-
ever is later), and in addition provide for a further reduction in both
widow’s and widower’s benefits based on disability of 43/198 of 1 per-
cent for each month such benefits are payable in the period prior to
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age 60 (the “additional reduction period,” which is computed from
the first month of entitlement or age 50, whichever is later). The num-
ber of months in the “reduction period” multiplied by five-ninths of
1 percent is added to the number of months in the “additional reduc-
tion period” multiplied by 43/198 of 1 percent in computing the reduc-
tion in the benefits payable to the disabled widow or widower. Under
these amendments, if a widow or widower qualifies for benefits on the
basis of disability at the earliest possible time (age 50), such benefits
will be equal to 50 percent of the primary insurance amount of the
deceased wage earner.

The amendments made by section 104 (c) of the bill also make appli-
cable to disabled widow and widower beneficiaries the provisions of
present law (applicable to widow beneficiaries entitled before age 62)
which adjust benefit amounts to take into account any months before
age 62 for which no benefits were actually received.

Related amendments

Section 104(d) (1) (A) of the bill amends section 203(c) of the act
to provide that no deduction on account of noncovered work outside
the United States will be made before age 62 in the case of a widower’s
benefit, or before age 62 in the case of a widow’s benefit (except with
respect to months after age 60 unless she became entitled to widow’s
insurance benefits before attaining age 60 on the basis of disability and
has continued to be so entitled ).

Section 104(d) (1) (B), (C), and (D) of the bill amend section
203 (f) of the act to provide that the.retirement test will not apply in
the case of a widower under age 62, or in the case of a widow under
such age (except with respect to months after age 60 unless she became
entitled to widow’s insurance benefits before attaining age 60 on the
basis of disability and has continued to be so entitled).

Section 104(d) (2) of the bill amends section 216 (1) (1) of the act
to exclude disabled widow and widower beneficiaries from the defini-
tion provided for a period of disability for disabled worker
beneficiaries (the “disability freeze”).

Section 104(d) (3) of the bill amends subsections (a) and (b) of
section 222 of the act to extend to disabled widows and widowers the
policy that disability claimants be referred for vocational rehabilita-
tion services and the requirement that benefits based on disability be
withheld for months in which the disabled beneficiary refuses without
good cause to accept rehabilitation services.

Section 104(d)%)4) of the bill amends section 222(d) (1) of the act
to extend to disabled widows and widowers the provisions now appli-
cable for other disability beneficiaries authorizing payment from the
Trust Funds for the cost of vocational rehabilitation services.

Section 104(d) (5) of the bill amends section 225 of the act to extend
to disabled widows and widowers the provision for suspension of bene-
fits during investigation of eligibility.

Effective date

Section 104 (e) of the bill provides that these amendments relating to
benefits for disabled widows and widowers will be effective with respect
to benefits for and after the second month following the month of en-

actment on the basis of applications filed in or after the month of
enactment.
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SECTION 105. INSURED STATUS FOR YOUNGER DISABLED WORKERS

Section 105 of the bill provides an alternative disability insured-
status requirement for workers who become disabled from causes other
than blindness before age 31. Present law provides such an alternative
requirement for those who are blind, but others must satisfy the basic
requirement of at least 20 quarters of coverage in the 40 calendar
quarters ending with the quarter of disablement. This section provides
that any worker disabled%efore age 31, regardless of the cause of his
disability, will be insured for social security disability protection if
he meets the alternative insured-status requirement provided in pres-
ent law for workers disabled by blindness before age 31—i.e., at least
half (and not less than six) of the quarters elapsing after attainment
of age 21 and up to and including the quarter of disablement are quar-
ters of coverage, or if disability occurs before attainment of age 24, at
least six of the twelve quarters ending with the quarter of disablement
are quarters of coverage.

Section 105(a) of the bill amends subparagraph (B) (ii) of section
216(i) (3) of the act to remove for purposes of a period of disability
(the “disability freeze”) the limitation which restricts the alternative
insured-status requirement to those whose disability is based on
blindness.

Section 105(b) of the bill amends subparagraph (B) (ii) of section
223(c) of the act to remove for purposes of disability insurance
benefits the limitation which restricts the alternative insured-status
requirement to those whose disability is based on blindness.

Section 105(c) provides that the amendments made by section 105
(a) will apply with respect to applications for a period of disability
that are filed in or after the month of enactment, and that the amend-
ments made by section 105(b) will apply with respect to monthly
benefits for and after the second month following the month of enact-
ment on the basis of applications filed in or after the month of
enactment.

SECTION 106. BENEFITS IN CASE OF MEMBERS OF THE UNIFORMED SERVICES

Section 106 of the bill adds at the end of title IT of the Social Secu-
rity Act a new section 229 to provide noncontributory wage credits
for service in the uniformed services of the United States after 1967,
in addition to social security credits earned through coverage, under
present law, of basic service pay.

The new section 229(a) provides that a serviceman will receive non-
contributory wage credits, for purposes of determining entitlement to
and the amount of social security benefits payable on the basis of
his wages and self-employment income, for every calendar quarter
occurring after 1967 in which he is paid wages for service in the
uniformed services which is covered under social security on a con-
tributory basis—i.e., for service in the uniformed services wthin the
meaning of section 210(1). The credits will ordinarily be $300 for each
calendar quarter in which the serviceman receives such covered wages,
but (to take account of calendar quarters in which the serviceman re-
ceives pay for only a short period of service) will be $100 for any cal-
endar quarter in which his service pay is $100 or less, and $200 for any
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calendar quarter in which his service pay is more than $100 but not
more than $200.

The new section 229 (b) provides an authorization for an annual ap-
propriation to reimburse the social security trust funds from the

eneral funds of the Treasury for the additional costs that would result
%rom the newsection 229(a). In addition to the cost of additional
benefits, there is to be reimbursement for the additional adminis-
trative expenses and the loss of interest to the trust funds resulting
from the noncontributory wage credits. Additional benefit costs result-
ing from the new section 229 (a) are defined as the cost of the additional
benefits which result from the noncontributory wage credits over
and above the benefits that would have been payable based on all
other credits, including noncontributory military service credits
provided for in section 217 of the act.

SECTION 107. LIBERALIZATION OF EARNINGS TEST

Annual and monthly measures of retirement

Section 107(a) (1) of the bill amends paragraphs (1), (3), and (4)
(B) of section 203(f) of the Social Security Act to increase the
amount of earnings a beneficiary may have and still get benefits.

Paragraph (1) of section 203(f) as amended provides that, for
purposes of the earnings test (the provision in the law under which
some or all benefits are withheld when a beneficiary under age 72 has
specified amounts of earnings), any earnings of a beneficiary in excess
of the amount he may have and still get full benefits for the year (the
annual exempt amount) will not be charged to any month in which he
did not engage in self-employment or renszr services for wages of more
than $140, instead of $125 as in present law. The effect of this change
is that benefits may not be withheld for any month in which the bene-
ficiary (or the person on whose wage record his benefits are payable)
did not have wages of more than $140 (or engage in self-employment).

Paragraph (3) of section 203(f) as amended provides that a per-
son’s “excess earnings” for any taxable year will be his earnings in
excess of $140 (rather than $125) times the number of months in the
taxable year. The effect of this provision is that if a beneficiary’s earn-
ings (or the earnings of the person on whose wage record his benefits
are payable) amount to no more than $140 times the number of months
in the taxable year, he will get all monthly benefits for that year. Since
in the great majority of cases a taxable year consists of 12 months, the
new annual exempt amount will be $1,680, rather than $1,500 as in
present law.

Paragraph (4) (B) of section 203(f) as amended provides that in
determining whether a beneficiary earned more than $140 (rather than
$125 as in present law) in a month for purposes of applying the
monthly exemption under section 203(f) (1) of the act, ge will be
presumed to have earned more than that amount until it is shown to
the satisfaction of the Secretary of Health, Education, and Welfare
that he did not do so.

Regquirement for reporting annual earnings

Section 107(a) (2) of the bill amends paragraph (1) (A) of section
203 (h) of the act to require a beneficiary to report his earnings to the
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Secretary whenever his annual earnings exceed $140 (rather than $125
as in present law) times the number of months in his taxable year.

Effective date
Section 107(b) of the bill provides that these amendments will be
effective for taxable years ending after December 1967.

SECTION 108. INCREASE OF EARNINGS COUNTED FOR BENEFIT AND
TAX PURPOSES

Section 108 of the bill raises the amount of annual earnings that
is subject to social security contributions and counted toward social
security benefits (the contribution and benefit base) from $6,600 to
$7,600 ybeginning with 1968.

Amendments to Title 11 of the Social Security Act

Definition of wages
Section 108(a) (1) of the bill amends section 209(a) of the Social
Security Act (defining “wages” for benefit purposes) to make the
$7,(§700 contribution and benefit base applicable to wages paid after
1967. '
Definition of self-employment income .
Section 108(a) (22 of the bill amends section 211(b) (1) of the act
(defining “self-employment income” for benefit purposes) to make the

$7,600 contribution and benefit base applicable for taxable years end-
ing after 1967.

Quarter of coverage

Section 108(a) (3) of the bill amends clauses (ii) and (iii) of section
213 (a) (2) of the act (defining “quarter of coverage”) to provide that
an individual will be credited with a quarter of coverage for each quar-
ter of a calendar year after 1967 if his wages for such year equal $7,600
(rather than $6,600 as in present law). An individual will also be cred-
ited with a quarter of coverage for each quarter any part of which falls
within a taxable year ending after 1967 in which the sum of his wages
and self-employment income equal $7,600 (rather than $6,600). ‘

Average monthly wage
Section 108(a) (4) of the bill amends section 215(e) (1) of the act
(relating to the amount of annual earnings that can be counted in com-
uting a person’s average monthly wage) to increase from the present
6,600 to %7 1600, effective for calendar years after 1967, the maximum
amount of annual earnings that may be counted in the computation of
an mdtlgndual’s monthly wage for purposes of determining benefit
amounts.

Amendments to the Internal Revenue Code of 195}

Definition of self-employment income

Section 108(b) (1) of the bill amends section 1402(b) (1) of the
Internal Revenue Code of 1954 (defining “self-employment income”
for social security tax purposes) by increasing the upper limit on an-
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nual self-employment income subject to social security contributions
from $6,600 to $7,600 for taxable years ending after 1967.
Definition of wages

Section 108(b) (2) of the bill amends section 3121(a) (1) of the code
(defining “wages” for social security tax purposes) by increasing the
upper limit on annual wages subject to social security contributions
from $6,600 to $7,600 (this provision is made effective for calendar
years after 1967 by section 108(c) of the bill).

Federal service

Section 108(b) (8) of the bill amends section 8122 of the code (relat-
ing to Federal service) to conform its provisions to the increase in the
contribution and benefits base from $6,600 to $7,600.

Returns in the case of certain governmental employees

Section 108 (b) (4) of the bill amends section 3125 of the code (relat-
ing to returns in the case of governmental employees in Guam, Ameri-
can Samoa, and the District of Columbia) to conform its provisions to
the increase in the contribution and benefit base from $6,600 to $7,600.

Special refunds of employee contributions

Sections 108(b) (5) and 108(b) (6) of the bill amend section 6413(c)
of the code (relating to special refunds of social security contribu-
tions paid by an employee who in any calendar year had more than one
employer and had total wages in excess of $6,600) to conform the spe-
cial refund provisions to the $7,600 contribution and benefit base for
calendar years after 1967.

Effective Dates

Section 108(c) provides effective dates for the changes made by
the section. The amendments (relating to wages) made by sections
108(a) (1), 108(a)(3)(A), and 108(b (Sexcept ar, (1);7 are ap-
plicable with respect to remuneration paid after mber 1967 ; the
amendments (relating to self-employment incomef made by sections
108(a) (2), 108(a) (8) (B), and 108(b) (1) are applicable with respect
to taxable years ending after 1967 ; and the amendment made by sec-
tion 108(a) (4) (relating to average monthly wage) is applicable with
respect to calendar years after 196%.

SECTION 109. CHANGES IN TAX SCHEDULES

Section 109 of the bill provides new schedules of social security
tax rates, both for old-age, survivors, and disability insurance and for
hospital insurance.

Old-age, survivors, and disability insurance rates

Section 109(a) of the bill amends sections 1401(a), 3101(a), and
3111(a) of the Internal Revenue Code of 1954 to provide new sched-
ules of old-age, survivors, and disability insurance tax rates for the
self-employed, employees, and employers.

Subsection (a) of the amended section 1401 provides a new sched-
ule of tax rates on self-employment income for purposes of old-age,
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survivors, and disability insurance. Under present law, these tax rates
are as follows:

i Taz rate

Taxable years beginning after— (percent)
1966 (and before 1969)____________________ el 5.9
1968 (and before 19738) __._ . ______________________ . ____ 6.6
1972 o ___ —— N - e 7.0

Under the bill, the tax rates on self-employmenf income for old-age,
survivors, and disability insurance are as follows:

Ta» rate

Taxable years beginning after— (percent)
1966 (and before 1969) _______ _________ . . e 5.9
1968 (and before 1971)___________________ . 6.3
1970 (and before 1973) ____._ . ______ e e 6.9
1972 e 7.0

Subsection (a) of the amended section 3101 and subsection (a) of
the amended section 3111 provide new schedules of tax rates on wages
for purposes of old-age, survivors, and disability . insurance. Under
present law, these tax rates for employees and employers are as follows :

Taz rate,
employer and
employee, each

Calendar years: (percent)
1967 to 1968, inclusive___ - - 3.90
1969 to 1972, inclusive___ e -~ 4.40
1973 and after___._________________ . _ e __ 4.85

Under the bill, the tax rates on wages for both employees and em-
ployers for old-age, survivors, and disability insurance are as follows:

Taz rate,
employer and
employee, each

(‘alendar years: . (percent)
1967 to 1968, inclusive S 3.90
1269 to 1970, inclusive_____________________ o __._ 4.20
1971 to 1972, inclusive_______________________ o ___ 4. 60
1973 and after______________________ o _ 5. 00

Hospital insurance rates

Section 109 (b) of the bill amends sections 1401(b), 3101(b), and
3111(b) of the code to provide new schedules of hospital insurance
tax rates for the self-employed, employees, and employers.

Subsection (b) of the amended section 1401 provides a new sched-
ule of tax rates on self-employment income for purposes of hospital
insurance. Under present law, these tax rates are as follows:

Taz rate

Taxable years beginning after— (percent)
1966 (and before 19738) _____________ o _____ 0. 50
1972 (and before 1976) .__.________ . _____ o ___ .55
1975 (and before 1980)______________________ o _______ . 60
1979 (and before 1987)__________ ____ . .70
1086 e . 80

Under the bill, the tax rates on self-employment income for hospital
insurance are as follows:

Taz rate
Taxable years beginning after— (percent)
1966 (and before 1969) . ________________ ___ o 0. 50

1968 (and before 1978) _____ [1}]
1972 (and before 1976)__._____________________ o ___._ .65
1975 (and before 1980) __________________________ _______________ .70
80
9%

1979 (and before 1987)
1986
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Subsection (b) of the amended section 3101 and subsection (b) of
the amended section 3111 provide new schedules of tax rates on wages
for purposes of hospital insurance. Under present law, these tax rates

are as follows :
Taz rate,
employer and
employee, each

Calendar years: (percent)
1967 to 1972, inclusive . e 0. 50
1973 to 1975, inclusive__ . _______ __ e . b5
1976 to 1979, inclusive_ __ . ___ .60
1980 to 1986, inclusive. . _____________ . ______ .. .70
1987 and after_ _________ .80

Under the bill, the tax rates on wages for both employees and em-

ployers for hospital insurance are as follows:

Ta» rate,
employer and
employee, each

Calendar years: (percent)
1967 to 1968, inclusive.. e 0. 50
1969 to 1972, inclusive______________ . __ .60
1973 to 1975, inclusive . e .65
1976 to 1979, inclusive. __ .70
1980 to 1986, inclusive_ . _______ o _____ 80
1987 and after__________ . __ 90

Effective dates

Section 109(c) of the bill provides that the amendments made by
sections 109(a) 2 1) and 109(b) (1) are to apply with respect to tax-
able years which begin after December 31, 1967, and that the remain-
ing amendments made by section 109 are to apply with respect to
remuneration paid after December 31, 1967.

SECTION 110. ALLOCATION TO DISABILITY INSURANCE TRUST FUND

_ Section 110(a) of the bill amends section 201(b) (1) of the Social
Security Act to increase the percentage of taxable wages allocated to
the Disability Insurance Trust Fund (now 0.70 of 1 percent) to 0.95
of 1 percent, effective with respect to wages paid after 1967.

Section 110(b) of the bill amends section 201(b) (2) of the act to
increase the percentage of taxable self-employment income allocated to
the Disability Insurance Trust Fund (now 0.525 of 1 percent) to
0.7125 of71 percent, effective with respect to taxable years beginning
after 1967.

Parr 2—Coverace UnpER THE Orp-AGE, SURVIVORS, AND DIsABILITY
INSURANCE ProcrAM

SECTION 115. COVERAGE OF MINISTERS

Section 115 of the bill provides social security coverage for the
services performed by ministers, members of religious orders, and
Christian Science practitioners in the exercise of their professions
unless they elect, as provided in the bill, to have their services exempt
from the social security self-employment. tax. (Under present law the
reverse is true; such services are exempt from the tax unless coverage
is elected.)
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Amendments to title I of the Social Security Act

Under existing law, services performed by a duly ordained, commis-
sioned, or licensed minister of a church in the exercise of his ministry,
or by a member of a religious order in the exercise of duties required
by such order, are excepted from the term “employment’ under section
210(a) (8) (A) of the Social Security Act, and from the term “trade
or business” under section 211(c) (4) of the act, and thus from social
security coverage. The services performed by a Christian Seience prac-
titioner in the exercise of his profession are also excepted from the
term “trade or business” under section 211(c) (5) of the act and thus
excluded from coverage. However, such a clergyman, member (other
than a member who has taken a vow of poverty as a member of his
order), or practitioner may file a certificate electing to be covered with
respect. to his services in such professions under the provisions appli-
cable to the self-employed, in the manner prescribed in section 1402 (a)
of the Internal Revenue Code of 1954.

Section 115 (a) of the bill amends the last sentence of section 211 (c)
of the act to provide that the coverage exceptions in section 211(c)
(4) and (5) will not apply to the services performed in such profes-
sions by a minister, member (including a member who has taken a vow
of poverty), or practitioner unless an exemption from the social secu-
ity self-employment tax is effective with respect to him as provided
for under section 1402(e) of the code, as amended by section 115(b)
(2) of the bill.

Amendments to the Internal Revenue ("ode of 195},

Under existing law, services performed by a duly ordained, com-
missioned, or licensed minister of a church in the exercise of his min-
istry, or by a member of a religious order in the exercise of duties re-
quired by such order, are excepted from the term “employment” under
section 3121(b) (8) (A) of the Internal Revenue Code of 1954, and
from the term “trade or business” under section 1402(c) (4) of the
code, and thus from social security taxes. The services performed by
a Christian Science practitioner in the exercise of his profession are
also excepted from the term “trade or business” under section 1402
(¢) (5) of the code and thus excluded from the social security self-
employment. tax. However, such a clergyman, member (other than a
member who has taken a vow of poverty as a member of his order),
or Eractitioner may file a certificate electing to be covered with respect
to his services in such professions under the provisions applicable to
the self-employed, in the mauner prescribed in section 1402(e) of the
code.

Section 115(b) (1) of the bill amends the last sentence of section
1402(c) of the code to provide that the exceptions from the term
“trade or business,” and thus from the social security self-employment
tax, in section 1402(c) (4) and (5) of the code, will not apply to the
services performed in such professions by a minister, member (in-
cluding a member who has taken a vow of poverty), or practitioner
unless an exemption from the social security self-employment tax is
effective with respect to him as provided for under section 1402 (e) of
the code, as amended by section 115(b) (2) of the bill.
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Section 115(b) (2) of the bill substitutes for the present section
1402(e) of the code (permitting clergymen, members of religious
orders who have not taken a vow of poverty, and Christian Science
practitioners to secure social security coverage by filing a waiver cer-
tificate with the Internal Revenue Service?ea new section 1402 (e)
which permits clergymen, members of religions orders (including
those who have taken a vow of poverty), and Christian Science prac-
litioners to secure an exemption from the social security self-employ-
ment tax upon meeting the requirements of the new section 1402 (e).

The new section 1402(e) (1) provides that a clergyman, member,
or practitioner, to secure the exemption, must file an application
with the Internal Revenue Service, together with a statement
that he is conscientiously opposed to the acceptance (based on his serv-
ices as a minister, member, or practitioner) of public insurance which
makes payments in the event of death, disability, old age, or retire-
ment or makes payments toward the cost of, or provides services for,
medical care. An exemption under the new section 1402 (e) will apply
only to services performed as a minister, member, or practitioner. An
exemption may not be granted to an individual who had elected social
security coverage by filing an effective waiver certificate under section
1402 (eg' of present law.

The new section 1402(e) (2) provides that an individual’s application
for exemption must be filed on or before the due date of the individual’s
income tax return for the second taxable year for which he has net
earnings from self-employment of $400 or more, any part of which was
deriveg from his services as a clergyman, member, or practitioner, or
the due date of his tax return for his second taxable year ending after
1967, whichever date is later. The effect of this provision (with respect
to persons who are on a calendar year basis) is that an individual per-
forming services as a clergyman, member, or practitioner in 1968 or
before (and who has not elected coverage under present law) will
have until April 15, 1970, to obtain an exclusion from cover-
age under the new section 1402 (e) ; those individuals first performing
such services in 1969 or later will have until the due date of the tax
return for the second year in which they performed such services to
obtain the exclusion.

The new section 1402 (e) (3) provides that an exemption from taxes
under the new section 1402 (e) will be effective for the first taxable
year in which such clergyman, member, or practitioner has net. earn-
ings of $400 or more, any part of which was derived from performing
services as a clergyman, member, or practitioner, and for all succeed-
ing taxable years. Section 1402(e) (3) also provides that an exemption
under the new section 1402 (e) is wrrevocable.

Section 115(c) of the bill provides that the amendments made by
sections 115 (a) and (b) of the hill are to apply onlv with respect to
taxable years ending after 1967. The effect of section 115(c) of the bill,
with respect to existing law, is to provide that an individual who per-
formed services as a clergyman, member, or practitioner in 1966 or
1967 and whose time for electing coverage under present law, by filing
an effective waiver certificate under present section 1402(e) of the code,
had not expired before the enactment date will retain his rights under
present law to elect coverage for those 2 years. Thus, an individual who
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first had such services in 1966 will have until April 15, 1968, to
choose to cover his services performed in 1966 and 1967 ; an individual
who first had such services in 1967 will have until April 15, 1969, to
choose to cover his services performed in 1967.

An individual not electing coverage under present law will be
covered under social security for taxalﬁe years ending after December
31, 1967, unless he is granted an exemption under the new section
1402(e) of the code.

SECTION 116. COVERAGE OF STATE AND LOCAL EMPLOYEES

Coverage for certain persons who are in positions under a State or
local retirement system but are ineligible to join such system

Section 218(d) (6) (D) of the Social Security Act provides that
when social security coverage is extended to persons under a retire-
ment system under the divided retirement system procedure provided
for under section 218(d) (6) (C), the coverage does not apply to persons
who are in positions under the retirement system but are ineligible to
join the system. Section 116(a) of the bill amends section
218(d) (6) (D) of the act to permit the coverage of all such “ineligibles”
other than those to whose services the agreement already applies.

Under present law, when persons in positions covered under a retire-
ment system who are personally ineligible to join the system are
brought under social security with a nonretirement system group, the
State is required to specify whether their social security coverage is
to continue or to be terminated in the event they later become eligible
to join the retirement system. This same requirement will apply in
the case of persons brought under coverage under the amendment
made by section 116(a).

Mandatory exclusion of emergency services

Sections 116(b) (1) and (2) of the bill remove the present provi-
sion (sec. 218(c) (3) (A) of the act) that “emergency services” may be
excluded from coverage under a State coverage agreement at the
option of the State, and substitute a new provision (sec. 218(c) (6)
(E)) for the mandatory exclusion from ‘such coverage of service
performed by an individual as an employee serving on a temporary
basis in case of fire, storm, snow, earthquake, flood, or other similar
emergency.

Section 116(b) (3) of the bill provides that these changes will be
effective with respect to services performed on or after January 1, 1968.

Optional exclusion of certain services performed by election workers

_ Section 116(c) of the bill amends section 218(c) of the act by add-
Ing a new paragraph (8) to give the States the option under a State
coverage agreement of excluding from coverage service performed by
election officials and election workers if the remuneration paid in a
calendar quarter for such service is less than $50. A State will be per-
mitted to modify its agreement on or after January 1, 1968, to exclude
such services. The exclusion will become effective with a date specified
by the State, but not before the first day of the calendar quarter after
the quarter in which the modification is mailed, or delivered by other
means, to the Secretary.
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SECTION 117. INCLUSION OF ILLINOIS AMONG STATES PERMITTED TO DIVIDE
THEIR RETIREMENT SYSTEMS

Section 117 of the bill amends section 218(d) (6)(C) of the So-
cial Security Act by adding Illinois to the list of States which are per-
mitted to divide their retirement systems into two divisions or parts
for social security coverage purposes, one division or part consisting
of those members desiring coverage under the act and the other consist-
ing of those who do not, with all new members being covered on. a com-
pulsory basis.

SECTION 118. TAXATION OF CERTAIN EARNINGS OF RETIRED PARTNERS

Amendments to the Internal Revenue Code of 195}

Under existing law, retirement, payments received by a retired part-
ner from a partnership (of which he is a member or a former member)
are, in general, counted as net earnings from self-employment under
section 1402(a) of the Internal Revenue Code of 1954 and, subject to
the provisions of section 1402(b) of the code (defining self-employ-
ment income), are subject to the social security self-employment. tax.
Section 118(a) of the bill amends section 1402(a) of the code by add-
ing a new paragraph (10), whizh provides that under specified con-
ditions there shall be excluded from the term “net earnings from
self-employment,” and thus excluded from the social security self-
employment tax, certain periodic payments made by a partnership to
a retired partner which are made on account of retirement pursuant
to & written plan of the partnership. The new section 1402(a) (10) spec-
ifies that the plan (if the exclusion is to be effective) must meet such
requirements as are prescribed by the Secretary of the Treasury or
his delegate, apply to partners generally or to a class or classes of
partners, and provide such payments at least until the retired partner’s
death. The new section 1402(a) (10) further provides that the exclu-
sion will be effective with respect to retirement payments received by
the retired partner in a year only if he renders no services in any trade
or business conducted by the partuership or its successors during the
taxable year of such partnership, or its successors, which ends within
or with the taxable year of the retired partner, and at the end of such
partnership’s taxable year (1) there is no obligation from the othex
partners in the partnership to the retired partner other than to make
retirement payments nuder the partnership plan, and (2) the retired
partner’s share in the capital of the partnership has been paid to him
m full.

Amendments to title II of the Social Security Act

Under existing law, retirement payments received by a retired part-
ner from a partnership (of which he is a mmember or a former member’)
are, in general, counted as net earnings fromn self-employment under
section 211(a) of the Social Security Act and, subject to the provi-
sions of section 211 (b) of the art (defining self-employment income),
are covered under social security. Section 118(b) of the bill amends
section 211(a) of the act by adding a new paragraph (9), which
provides that under specified conditions there shall be excluded from
the term “net earnings from self-employment,” and thus excluded
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from social security coverage for benefit computation and retirement
test purposes, certain periodic payments made by a partnership to a
retired partner which are made on account of retirement pursuant to
a written plan of the partnership. The new section 211(a) (9) specifies
that the plan (if the exclusion 1s to be effective) must meet such re-
quirements as are prescribed by the Secretary of the Treasury or his
delegate, apply to partners generally or to a class or classes of part-
ners, and provide such payments at least until the retired partner’s
death. The new section 211(a) (9) further provides that the exclusion
will be effective with respect to retirement payments received by the
retired partner in a year only if he renders no services in any trade or
business conducted by the partnership or its successors during the
taxable years of such partnership, or its successors, which ends within
or with the taxable year of the retired partner, and at the end of such
partnership’s taxable year (1) there is no obligation from the other
partners in the partnership to the retired partner other than to make
retirement payments under the partnership plan, and (2) the retired
partner’s share in the capital of the partnership has been paid to him
1n full. )

Effective date
Section 118(c) of the bill provides that the amendments made by
section 118 (a) and (b) will apply with respect to net earnings from
self-employment in taxable years which end on or after December 31,
1967.
Part 3—HEearTin INSURANCE BENEFITS

SECTION 125, METHOD OF PAYMENT TO PHYSICIANS UNDER SUPPLEMEN-
TARY MEDICAL INSURANCE PROGRAM

Section 125(a) of the bill amends section 1842(b) (8) (B) of the
Social Security Act by providing an alternative to the receipted bill
and assignment methods provideg under present law for the payment
of medical insurance benefits for services reimbursable on the basis of
reasonable charges. Under this alternative procedure, payment re-
quested on the Eteftsis of an itemized bill wil]pbe made to the physi-
cian or other person providing the service if the bill is submitted
by him in such form and manner and within such time as may be speci-
fied in regulations and if the full charge does not exceed the reasonable
charge for the service rendered. Payment may be made to the patient
where payment is not made to the person providing the service either
because the charge made is found to exceed the reasonable charge for
the service or because such person fails to submit the bill within the
time or in the form and manner specified or directs that payment
be made to the patient. Payment may be made under these circum-
stances to the patient only if the bill is submitted in such form and
manner as the Secretary may prescribe.

Section 125(a) of the bill further amends section 1842(b) (3) (B)
of the act to establish a time limit on the period within which pay-
ment may be requested under the supplementary medical insurance
program with respect to physician’s services and other services reim-
bursable under that program on a reasonable charge basis. Claims for
the services in question must be filed no later than the end of the cal-
endar year following the year in which the services were furnished;
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for purposes of applying this limitation, services furnished in the last
3 months of a calendar year will be deemed to have been furnished in
the subsequent year.

Section 125(g) of the bill provides that these amendments will apply
to bills received after December 31, 1967.

SECTION 126. ELIMINATION OF REQUIREMENT OF PHYSICIAN CERTIFICATION
IN CASE OF CERTAIN HOSPITAL SERVICES

Section 126 of the bill amends section 1814(a) of the Social Security
Act (as amended by sec. 129(c) (5) of the bill) and section 1835(a) of
the act with respect to the requirements for physicians’ certificates. The
effect of section 126(a) is to eliminate the requirement for hospital
insurance payments that there be a physician’s certification of medical
necessity Witf‘; respect to admissions to hospitals which are neither psy-
chiatric nor tuberculosis institutions; the effect of section 126(b), 1n
combination with the amendment made by section 129(c) (5) of the
bill, is to eliminate all requirements for physicians’ certifications with
respect to outpatient hospital services.

ection 126(a) of the bill amends section 1814(a) of the act so as
to eliminate the hospital insurance program requirement that there be
a physician’s certification of medical necessity with respect to each
admission to a general hospital, and to require such a certification only
in cases of hospital stays of extended duration (and in cases of admis-
sions to and stays in tuberculosis and psychiatric hospitals).

Section 126(b21 of the bill amends section 1835(a) (2) (B) of the act
by eliminating the supplementary medical insurance program require-
ment that there be a physician’s certification with respect to services
furnished by providers of services which are incident to a physician’s
service to outpatients (or to hospital outpatient diagnostic services).

Section 126 (c) of the bill provides that these amendments will apply
to services furnished after the date of the bill’s enactment.

SECTION 127. INCLUSION OF PODIATRISTS’ SERVICES UNDER
SUPPLEMENTARY MEDICAL INSURANCE PROGRAM

Section 127(a) of the bill amends section 1861(r) of the Social
Security Act to include within the definition of the term “physician”
a doctor of podiatry .or surgical chiropody, but only with respect to
functions which he is legally authorized to perform as such by the
State in which he performs them. A doctor of podiatry or surgical
chiropody will not, however, be considered a “physician’ for purposes
of section 1814 (a) of the act (relating to certification and recertifica-
tion of medical necessity under pt. A of title X VIII), section 1835 of
the act (relating to certification and recertification of medical necessity
under pt. B), or section 1861(k) of the act (relating to utilization
review).

Section 127(b) of the bill amends section 1862(a} of the act, which
provides that no payment may be made under part A or part B (re-
gardless of any other provision of title XVIII) for any expenses
incurred for certain specified health items and services, by adding a
new paragraph (13). The new paragraph (13) provides that no pay-
ment may be made for any expenses incurred for the treatment of flat
foot conditions and the prescripticn of supportive devices therefor, the
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treatment of subluxations of the foot, or routine foot care (including
the cutting or removal of corns, warts, or calluses, the trimming of
nails, and other routine hygienic care).

Section 127(c) of the bill provides that these amendments will
apply with respect to services furnished after December 31, 1967.

SECTION 128. EXCLUSION OF CERTAIN SERVICES

Section 128 of the bill amends section 1862(a) (7) of the Social
Security Act, which provides that no payment may be made under part
A or part B (regardless of any other provision of title XVIII) for
expenses incurred for routine physical checkups, eyeglasses, eye exam-
inations for the purpose of prescribing, fitting, or changing eyeglasses,
or hearing aids or examinations therefor, by adding a provision that
no payment may be made for expenses incurred for procedures per-
formed (during the course of any eye examination) to determine the
refractive state of the eyes.

SECTION 129. TRANSFER OF ALL OUTPATIENT HOSPITAL SERVICES TO
SUPPLEMENTARY MEDICAL INSURANCE PROGRAM

Seetion 129(a) of the bill amends section 1861(s)(2) of the Social
Security Act to include in the definition of medical and other health
services for which payment may be made under the supplementary
medical insurance program diagnostic services which are (1) fur-
nished to an individual as an outpatient by a hospital or by others
under arrangements with them made by a hospital, and (2) ordinarily
furnished by such hospital (or by others under such arrangements)
to its outpatients for the purpose of diagnostic study.

Section 129(b) of the bill further amends section 1861(s) of the
act to exclude from the diagnostic services referred to in paragraph
(2) thereof for which medical insurance payments may be made fother
than the services of “physicians”) any item or service which (1) would
not be covered under the hospital insurance program if it were fur-
nished to an inpatient of a hospital, or (2) is furnished by others under
arrangements with them made by the hospital unless furnished in the
hospital or in other facilities operated by or under the supervision of
the hospital or its organized medical staff.

Section 129(c) of the bill, to reflect the transfer of all outpatient
hospital diagnostic services from part A (the hospital insurance pro-
gram) to part B (the supplementary medical insurance program),
makes various conforming amendments in both part A and part B of
title XVIIT of the act. Paragraphs (1) and (2) of section 129(c) of
the bill eliminate outpatient hospital diagnostic services from the list
of services covered under part A. Paragraphs (3) and (4) eliminate
the special $20 deductible and 20 percent coinsurance provisions of
part A relating to these services (which will become subjeet to the
regular deductible and coinsurance provisions of pt. B), and para-
graphs (7) and (8) eliminate provisions of part B relating to the
treatment of the present outpatient hospital diagnostic services de-
ductible under part A for purposes of part B. Paragraph (6) elimi-
nates the present Ipart A authorization of payment for emergency
outpatient hospital diagnostic services, and paragraph (9) provides
(in a new sec. 1835(b) of the act) that payment may be made under
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part B to any hospital for outpatient hospital diagnostic services fur-
nished to an individual entitled to benefits under the supplementary
medical insurance program even though such hospital does not have an
agreement under title XVIII in effect if (A) such services were emer-
gency services and (B) the Secretary would be required to make such
payment if the hospital had such an agreement in effect and otherwise
met the conditions of payment; such payments will be made onl
on the basis of 80 percent of costs, as provided under section 1833 ( a;
(2), and then only if such hospital agrees to comply, with respect to
the emergency services provided, with the provisions of the agreement
under part A of title XVIIT under which participating hospitals are
not permitted to charge the patient for covered services. Paragraphs
(8), (10), (11), (12), and (113) make conforming changes.

Section 129(d) of the bill provides that the amendments made by
section 129 (a), (b), and (c) will apply with respect to services fur-
nished after December 31, 1967.

SECTION 130. BILLING BY HOSPITAL FOR SERVICES FURNISHED TO
OUTPATIENTS

Section 130(a) of the bill amends section 1835(a) of the Social
Security Act (as amended by sec. 129(c) (9) (A) of the bill) to take
account of the exception to the payment procedures for providers of
services that is added to the act by section 130 (b) of the bill.

Section 130(b) of the bill further amends section 1835 of the act
(as amended by section 129(c) (9) (B) of the bill) to provide in a new
subsection (c) that, notwithstanding section 1832 (which provides,
in part, that medical insurance payments for hospital services may be
made only to the hospital), section 1833 (which provides, in part, for
reimbursement for hospital services to be made only on a reasonable-
cost basis), and section 1866(a) (1) (A) (which bars a hospital from
collecting charges beyond the deductible and coinsurance amounts for
covered hospital services), hospitals may elect, subject to such limita-
tions as the Secretary may prescribe, to collect from an individual
covered by the supplementary medical insurance program the cus-
tomary charges for covered outpatient hospital services, but only if
such charges do not exceed $50. Such charges will be considered to be
expenses incurred by the beneficiary for purposes of applying the
medical insurance deductible and making payments under the supple-
mentary medical insurance program. Payments under the supple-
mentary medical insurance program to hospitals which have elected
to make collections from individuals pursuant to this provision are to
be adjusted periodically to place the hospital in the same position as
it would have been in had it not elected to make such collections.

Section 130(c) of the bill provides that these amendments will ap-
ply with respect to services furnished after December 31, 1967.

SECTION 131. PAYMENT OF REASONABLE CHARGES FOR RADIOLOGICAIL OR
PATHOLOGICAL SERVICES FURNISHED BY CERTAIN PHYSICIANS TO HOS-
PITAL INPATIENTS

Section 131(a) of the bill amends section 1833(a) (1) of the Social
Security Aot by increasing from 80 to 100 percent of reasonable
charges the amount payable under the supplementary medical insur-
ance program with respect to expenses incurred for radiological or
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pathological services which are covered under the program if such
services are furnished to a hospital inpatient by a physician who is
a specialist in the field of radioFogy or pathology, as the case may be.
ection 131(b) of the bill amends section 1833(b) of the act to pro-
vide that payments under the supplementary medical insurance pro-
gram with respect to expenses for the radiological and pathological
services referred to in the amendment made by section 131(a) will not
be subject to the $50 medical insurance deductible.
Section 131(c) of the bill provides that these amendments will ap-
ply with respect to services furnished after December 31, 1967.

SECTION 132, PAYMENT FOR PURCHASE OF DURABLE MEDICAL EQUIPMENT

Section 132(a) of the bill amends section 1861(s) (6) of the Social
Security Act, which presently provides for payment to be made under
the supplementary medical insurance program with respect to ex-
penses incurred in the rental of durable medical equipment, to provide
that payments may also be made with respect to expenses incurred in
the purchase of durable medical equipment.

Section 132(b) of the bill amends section 1833 of the act to provide,
in a new subsection (f), that when payments under the supplementary
medical insurance program are made with respect to the purchase of
durable medical equipment, the payments will be made in amounts
which the Secretary determines to be equivalent to the payments that
would have been made over the period involved had the equipment
been rented. Such payments are to be made over the period of time for
which the Secretary finds that the new equipment will be used for the
patient’s medical treatment (but in no case may payments exceed the

urchase price, less applicable deductible and coinsurance amounts,

or the equipment). However, payment in the case of purchase of in-
expensive equipment may be made in a lump sum if the Sectetary finds
that such metﬁod of payment is less costly or more practical than
periodic payments.

Section 132(c) of the bill provides that these amendments will apply
only with respect to items purchased after December 31, 1967.

SECTION 133. PAYMENT FOR PHYSICAL THERAPY S8ERVICES FURNISHED
BY HOSPITAL TO OUTPATIENTS

Section 133(a) of the bill amends section 1861(s) (2) of the Social
Security Act (as amended by sec. 129(a) (2) of the bill) to provide
that 'su§>plementary medical insurance payments may be made for
physica theraﬁy services even though the services are not directl
incident to a physician’s services if they are furnished by a hospital,
or by others under arrangement with a hospital, to an outpatient
in a place of residence used as his home and if they are furnished
under the hospital’s supervision.

Section 133 Fb) of the bill provides that ihis amendment will apply
to services furnished after December 31, 1967.

SECTION 134. PAYMENT FOR CERTAIN PCRTABLE X-RAY SERVICES

Section 134(a) of the bill amends section 1861(s) (3) of the Social
Security Act to provide that the diagnostic X-ray tests for which pay-
ments may be made under the supplementary medical insurance pro-
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gram will include tests conducted by a nonphysician in a place of
residence used as the patient’s home if they are performed under the
supervision of a physician (which need not be direct supervision) and
if the tests meet such conditions relating to health and safety as the
Secretary may find necessary.

Section 134(b) of the bill provides that this amendment will apply
with respect to services furnished after December 31, 1967.

SECTION 135. BLOOD DEDUCTIBLES

Section 135(a) of the bill amends section 1813(a) (2) of the Social
Security Act as redesignated by section 129(c) (8) of the bill (sec.
1813 (a) (3) under present law), which provides that payment cannot
be made to any provider of services under the hospital insurance pro-
gram for the cost of the first 3 pints of whole blood furnished to an
individual during a spell of illness. The amendment makes the 3-pint
deductible also applicable to equivalent quantities of packed red blood
cells, as defined by the Secretary under regulations.

Section 135(b) of the bill amends section 1866(az)(2) (C) of the
amended by sections 129(c) (7) and 131(b) of the bill) to provide
that to the extent that a provider of services may charge for blood un-
der section 1866 (a) (2) (C) of the act, it may do so in accordance with
its customary practices; (2) to include, in addition to whole blood for
which a provider of services may charge under present law, equivalent
quantities of packed red blood cells; and (3) to provide that blood
furnished an individual under part A will be considered to be replaced
when the provider is given 1 pint of blood in addition to the number
of pints of blood (or equivalent quantities of packed red blood cells)
furnished the individual to which the 3-pint deductible applies.

Section 135(c) of the bill amends section 1833(b) of the act (as
amended by sections 129(c) (7) and 131(b) of the bill) to provide
that there shall be a deductible under the supplementary medical
insurance program equal to the expenses incurred for the first three
pints of whole blood (or equivalent quantities of packed red blood
cells as defined under regulations) furnished to an individual during
a calendar year. This deductible is to be appropriately reduced in
accordance with regulations to the extent that such blood has been
replaced, and such blood will be considered to have been replaced
when the institution or other person furnishing such blood is given 1
pint of blood in addition to the number of pints of blood (or equivalent
quantities of packed red blood cells) furnished the individual to which
the 3-pint deductible applies.

Section 135(d) provides that these amendments will apply with
respect to payments for blood furnished an individual after Decem-
ber 81, 1967.

SECTION 136. ENROLLMENT UNDER SUPPLEMENTARY MEDICAL INSURANCE
PROGRAM BASED ON ALLEGED DATE OF ATTAINING AGE 65

Section 136(a) of the bill amends section 1837(d) of the Social Se-
curity Act to provide that where the Secretary finds that an individual
who has attained age 65 failed to enroll in the supplementary medical
insurance program because the individual, relying on erroneous docu-
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mentary evidence, was mistaken about his age, the individual may
enroll in such program, using the date of attainment of age 65 that he
alleges and for which he presented documentary evidence. In such
a case, the provisions in the luw relating to enrollment, reenrollment,
and coverage periods will be applied as if the individuai’s alleged
date of attaininent of age 65 were his actual date of attainment.

Section 136(b) of the bill provides that this amendment will apply
to persons enrolling in the supplementary medical insurance program
in months beginning after the date of enactment of the bill.

SECTION 137. EXTENSION OF MAXIMUM DURATION OF BENEFITS FOR
INPATIENT HOSPITAL SERVICES TO 120 DAYS

Section 137(a) of the bill amends sections 1812(a)(1) and
1812(b) (1) of the Social Security Act to increase from 90 days to 120
days the maximuin number of days of inpatient hospital services for
which an individual is entitled to have payments made during any
spell of illness.

Section 187 (b) of the bill amends section 1813(a) (1) of the act by
adding tlie requirement that the amount payable for inpatient hos-
pital services furnished during any spell of illness will be reduced
by a coinsurance amount equal to one-half of the inpatient hospital
deductible (the amount of which is determined under sec. 1813(b))
for each day before the 121st day of inpatient hospital scrvices after
such services have been furnished for 90 days during a spell of ill-
ness. The amended section 1813(a) (1) further provides that if the
charges imposed for such services for any day in the period after
the individual has been furnished 60 days of such services are less than
the amount of the reduction imposed under section 1813(a) (1), the
amount payable for such services will be reduced by the amount of the
charges imposed or the customary charges, whichever are greater.

Section 137 (c) of the bill provides that these amendments will apply
with respect to services furnished after December 31, 1967.

SECTION 138. LIMITATION ON SPECIAL REDUCTION IN ALLOWABLE DAYS OF
INPATIENT HOSPITAL SERVICES

Sectior: 138(a) of the bill makes two changes in section 1812(c)
of the Social Security Act, which presently provides that if an indi-
vidual is an inpatient of a psychiatric or tuberculosis hospital on the
first day of the first month for which he is entitled to benetits under the
hospital insurance prograin, the days on which he was an inpatient of
such a hospital in the 90-day period immediately before such first day
will reduce the number of days of inpatient hospital benefits for which
payment could otherwise be made during his first spell of iilness. First,
section 1812(c) is amended so that the limitation wiil no longer re-
duce an individual’s eligibility to have payment made for inpatient
hospital services furnished by a hospital whicl is neither a psychiatric
nor a tuberculosis institution if the services are not primarily for the
diagnois or treatment of mental illness or tuberculosis. Second, con-
forming changes in section 1812(c) are made to take account of the
increase (provided for under sec. 127 of the bill) from 90 to 120 days
in the number of days of inpatient hospital benefits for which payment
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can be made during a spell of illness and to increase from 90 days to
120 days the period prior to the institutionalized psychiatric or tuber-
culosis patient’s entitlement under the hospital insurance program
during which days of care in a psychiatric or tuberculosis institution
count against his inpatient hospital benefit eligibility.

Section 138(b) of the bill provides that these amendments will apply
with respect to payments for services furnished after December 31,
1967.

SECTION 139. TRANSITIONAL PROVISION ON ELIGIBILITY OF PRESENTLY
UNINSURED INDIVIDUALS FOR HOSPITAL INSURANCE BENEFITS

Section 139 of the bill amends section 103(a) (2) of the Social Se-
curity Amendments of 1965, which permits certan persons not en-
titled to social security or railroad retirement cash benefits to qualify
for hospital insurance benefits. The amendment reduces from six quar-
ters of coverage to three quarters of coverage the minimum quarters
of coverage required for persons attaining age 65 in 1968 for entitle-
ment under this provision. A person attaining age 65 after 1968 will
need three additional quarters of coverage for each year that elapsed
between 1965 and the year he attains age 65.

SECTION 140. ADVISORY COUNCIL TO STUDY COVERAGE OF THE DISABLED
UNDER TITLE XVIII OF THE SOCIAL SECURITY ACT

Section 140(a) of the bill requires the Secretary of Health, Educa-
tin, and Welfare to appoint an Advisory Council to study the need of
the disabled for coverage under the health insurance program.

Section 140(b) of the bill provides that the Council shall consist
of 12 members representing organizations of employers and employees
(in equal numbers), self-employed persons, and the public.

Section 140(c) of the bill provides that the Council may engage
such technical assistance as it needs, and that the Secretary shall make
available to it such secretarial, clerical, and other assistance, and such
actuarial and other pertinent data prepared by the Department of
Health, Education,and Welfare, as it requires.

Section 140(d) provides that the members of the Council are to be
compensated at rates fixed by the Secretary, not exceeding $100 a day,
and may be allowed travel expenses.

Section 140 (e) of the bill requires the Council to make findings with
respect to the unmet need of the disabled for health insurance pro-
tection, the cost of fproviding the disabled with insurance protection
against the costs of hospital and medical services, and the ways of
financing this protection. The Council is also required to make recom-
mendations on the financing of such protection and on the extent to
which the cost of such protection could appropriately be borne by
the Hospital Insurance and Supplementary Medical Insurance Trust
Funds. The Council is required to submit a re