Social Security Amendments of 1977: Legis-
lative History and Summary of Provisions

Thig article describes the legislative history of
the Social Security Amendments of 1977 and con-
taing a gummary of the amendments The major
promsions revise the benefit structure 8o that
future replecement rates—initial benefils as a
percent of previous earnmgs—unll be relatively
steble and revise the taz structure to restore the
financial soundness of the program in the short
range and into the 213t century Other gigmificant
provigtons Include An increaged special minumum
benefit for long-term workers with future automatic
adjustment to prices, a minimum benefit frozen at
the December 1978 level (roughly $121) with auto-
matie adjustment only for those on the rollz, a
higher retirement test exempt amount for Dbene-
fictaries aged 65 and over, an annual measure of
“gquarter of coverage® and other changes in annual
wage reporting provistong, and authorization for
agreements with forewgn countries for himited co-
oriimation betu een gocral gecurity systems

ON DECEMBER 20, 1977, President Carte:
signed into law HR 9346 (Public Law 95-216),
the Social Security Amendments of 1977 The
presidential statement 1ssued upon the signing of
the nll stated that its provisions “are tremendous
achievements and represent the most 1mportant
social security legislation since the program was
established ”

The 1977 amendments reaffirm the basie prin-
ciples and goals of the social security program
The amendments make future benefits and costs
much more predictable and restore the financial
soundness of the program into the 21st century
The annual old-age, survivors, and disability m-
surance (OASDI) deficits projected under earlier
law, based on the economic and demographic
assumptions 1n the 1977 Reports of the Boards of
Trustees, are elimmated beginning 1n 1980 and
the long-range (75-year) deficit 1s reduced from
more than 8 percent to less than 114 percent of
taxable payroll

The provisions with the most far-reaching
impact are ‘ ,

* Office of Program Evaluation and Planning, Social
Security Administration
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1 A revision of the benefit structure—*“decoupling”—
that stabilizes future replacement rates (initial
benefit amount as a percentage of covered earnings)
This change iz designed to prevent replacement rates
from rising as projected under previcus law and to
assure that social security benefit protection will
keep pace with inereases in wage levels during a
person's working lifetime and with increases in the
cost of living, a8 measured by the Consumer DPrice
Index (CPI) thereafter

2 An increase from $180 to $230 in the highest
gpecial benefit for long-term, low-pald workers with
future automatic adjustment for CI’I increases and
a freezing of the initial minimum benefit at De-
cember 1978 levels {(roughly $121)

3 An increase in the exempt amount under the re
tirement test for beneficiarles aged 65 and over to
$4,000 in 1978, $4,500 in 1979, $5,000 in 1980, $5,500
in 1981, and $6,000 in 1982, with automatic adjust-
ment to Increases In average wages thereafter, and,
In 1982, a reduction from 72 to 70 In the age at
which the test no longer applies

4 A reduction in sponse’s and surviving spouse’s
benefits under the soclal security program by the
amount of a pension based on the spouse's own
earnings In noncovered public (Federal, State, or
local) government employment

5 A simplified annual wage reporting system under
w hich quarters of coverage will be determined on an
annual basis, with one quarter of coverage being
earned for each $250 in annual earnings In 1978
(subject to a maximnum of four gnarters of coverage
for a calendar year} After 1978, the #2050 amount
will be augtomatically adjusted for future increases
In wages

6 Authorization for the United States to enter Into
bilateral {totalization) agreements with foreign
countries for limited coordination between social
securlty systems

7 Increases in the contribution and beneflt base
and a revised contribution rate schedule Under the
amended program the projectel 1978 and 19679
annual deficits in the cash benefits program are
substantially reduced and annual income is expected
to exceed expenditures beginning in 1980 and econ
tinuing into the next century

Changes have also been made that affect the
Federal-State program of aid to families with
dependent children (AFDC) (1) Additwonal
Federal funding of State and local welfare costs
for 1978; (2) financial 1ncentives to encourage
States to reduce AFDC error rates; (3) a require-
ment that States request and use Social Security



WITH THE SIGNING of the Social BSecurity
Amendments of 1977 into law, the Congress and the
President have assured the finaneial soundness of
the social security program for the next 50 years
The amendments reduce the projected trust-fund
deficits for 1978 and 1979 and provide for an
excess of income over outgo beginning in 1980
Moreover, the long term deficit will be reduced
from 8 percent of taxable payroll to about 1%
percent, a truly significant achievement

More than half the long-range deficit is solved
by the “decoupling” provisions of the amendments
These provisions will prevent replacement rates
from rising as had been projected under the old
lan and also assure that benefit protection will
generally rise proportionately with increases In
wages during a person’s working years and, as
before, with Increases in the cost of living there-
after

The new legislation does not call for any addi-
tional soclal security taxes before 1979, the wage-
base and tax-rate Increases Iin 1978 were scheduled
under the old law In 1979 a worker earning
$10,000 a year will pay $8 more in taxes than
under the old law, and a $20,000 a year worker will
pay $82 55 more The tax rates for later years have
been increased, and the wage base for 1979 and
later will be higher than would have occurred
under the old law Those workers who will pay
higher social security contributions because of the
wage-base Increase will also get higher benefits in
the future

The 1977 amendments reflect continuing concern
about such issues as equal treatment of men and
women, universal coverage, the relationships be-
tween public and private pension programs, and
general revenue financing The amendments extend
the reporting date of the statutory Adsisory Coun-
cil on Social Security, establish an independent
bipartisan National Commission on Social Security,
and call for major studies on universal coverage
and elimination of sex discrimination

The Social Security Administration faces a major
task in Iimplementing the new legislation Once
agan, the Social Security Administration must
meet the challenges of paying benefits promptly and
efficiently and of informing workers and benefi-
ciaries of their rights and responsibilities under
the new law

It seems to me that, given the need for addi-
tional social security financing, the legislation
passed by the Congress and signed by the Presif’ent
is sound and equitable Most important, it should
serve to reassure both beneficlaries and workers by
putting to rest the predictions about the imminent
bankruptey of the soclal security system All Ameri-
cans can be assured that the social security system
Is sound and will remain so

Dox I WORTMAN
Acting Commassioner of
Socwal Security

Admimistration data on earnings, and (4) tempo-
rary expansion of authority for State demonstra-
tion projects designed to encourage projects to
find ways to make employment more attractive
to assistance recipients

Background and Legislative History

The enactment of the 1977 amendments was a
culmination of an extended period of national
debate on alternative ways to restore the financial
mntegrity of the social security program In 1973,
when the Congress last enacted social security
benefit and finaneing legislation, the program was
estimated to be soundly financed in the short
range and over the long-range future Since 1973,
however, adverse experience led to annual ex-
cesses of outgo over mcome and projections show-
g a substantial long-range deficat

Beginning 1n 1975, annual outgoe from the
OASDT trust funds exceeded annual mcome and
the defieits were expected to grow 1n the future
The disability fund was expected to be depleted
by early 1979 and the OASI fund in the early
1980’s The projected deficits were caused by
higher-than-antieipated rates of nflation, dis-
ability ineidence, and unemployment

In 1977, the program was estimated to have a
long-range average annual deficit of 82 percent
of taxable payroll This long-range defieit was
the result of recent and current economic expe-
rience, 2 lower fertility-rate assumption that re-
stlts m a higher ratio of beneficiaries to workers
m the next century than had previously been
projected, revised long-range economic assump-
tions under which replacement rates in the future
would have inereased significantly, and contimued
mncreases 1n disability meidence rates

In addition, throughout this period there was
growing concern over the equal treatment of men
and women under social security, the retirement
test, and the lack of mandatory social security
coverage of Federal, State, and local government
employees The latter concern was aggravated by
threatened withdrawals from coverage by State
and local governmental groups, which would have
resulted mn a further deterioration of the financial
status of the program

Thus, major concerns of the Congress, pohey
analysts, and the public generally over the past

-
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few years have centered on financing, changes
1 the provisions for keeping the somal security
benefit structure up to date with economic
changes, equal rights for men and women, the
retirement test, coverage, and the disability n-
surance program :

The first five of these areas were studied n
depth by the 1975 Advisory Council on Social
Security, which conducted a broad review of the
program (The Council thought that 1t did not
have time to fully study the disability insurance
program—an area that has been, and remains,
under review within the Carter Admimstration
The social security subcommittees of both the
House Ways and Means Committee and the
Senate Finance Committee have indicated that
they intend to consider this area further in 1978 )

The major recommendations of the Council,
submitted to the Secretary and the Congress 1n
March 1975, included

{a) Decoupling the benefit structure, based on wage
indexing and designed to assure that initial benefits
for future retirees would keep up to date with wages
during working years and with prices thereafter,

(b) offsetting of social seeurity dependent and sur-
vivor benefits by the amount of any pension the
person earned in noncovered employment (similar
to the “dual entitlement” provizsions in the law) and
elimination of gender-based distinctions in the law,

(¢) universal eompulsory coverage under the social
security program,

(d) modifieations of the provisinns for withholding
benefits under the retirement test, and !

(e) additional financing for the QASDI part of the
system by shifting scheduled hospital insurance {(III)
taxes to QASDI and using general revenues in the
HI program to make up for the loss in contribution
income in that program

The Ford Admimstration took the position 1mn
1975 that further study of decoupling and long-
range financing was required

In January 1976, President Ford—in his State
of the Union Message and his Budget Message—
outhned his plan to eliminate projected short-
range trust-fund defieits and to prevent replace-
ment rates from rising 1n the future The major
elements of that plan were decoupling, along the
Iines recommended by the 1975 Advisory Council,
and an merease m the tax rate of 03 percent
each for employees and employers effective 1977
The social security subcommittee of the House
Commuttee on Ways and Means held public hear-
ings 1n early February at which the Secretary of
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Health, Education, and Welfare testified concern-
g the broad outlines of the proposals

On June 17, 1976, the Ford Administration’s
decoupling proposal was submitted to Congress
and was ntroduced by Representative James A
Burke (D, Mass }, chairman of the social security
subcommittee of the House Ways and Means
Committee H R 14430, the “Social Security
Benefit Indexing Act of 1976,” would have stabi-
lized social security replacement rates and reduced
the projected long-range average deficit roughly
by half

The major features of ZIR 14430 were

—wsage Indexing of earnings through the second year
before the year of entitlement to retirement benefits,
disability, or death

—a new benefit formula that would approximate the
benefit levels under present law at implementation
and stabilize future replacement rates

—a 10 year transitional guarantee that benefits
would be no lower at implementation than benefits
under the previous law

Hearmgs on decoupling were held by the Burke
social security subcommittee in June and July
at which Admimstration officials, Members of
Congress, and the puble testified The subcom-
mittee held markup sesstons on the proposal m
early August, but no further action was taken in
the 94th Congress

The subcommuttee also held hearings on other
social security matters during 1976 The areas
considered 1ncluded compulsory social security
coverage for public employees and employees of
nonprofit orgamzations, the disability msurance
program, and the Admumstration’s proposal to
permit hilateral (totahzation) agreements with
foreign countries to provide limited coordination
of the social security systems of the two countries

¢

PRESIDENT CARTER'S RECOMMENDATIONS
TO CONGRESS

On May 9, 1977, President Carter announced
his proposals to stabilize the social security bene-
fit structure, eliminate gender-based distinctions,
and reestablish the financial mtegrity of the sys-
tem The proposals were aimed at dealing with
both the short- and long-term financing problems
while holding down increases in social security
tax rates



Benefit Recommendations '

The President’s proposals relating to the benefit
provisions included the following changes

Decoupling —The  Admimstration recommended
that the soclal seenrity benefit structure should be
decouplel with future replacement rates stabilized
at approximately the levels that were expected to
prevail for workers retiring in January 1079 The
decoupled benefit structure, like that recommended
by the 1975 Social Security Adsisory Council and
by the Ford Administration in 1976, would be
based upon indexing the worker's earnings and the
benefit formula to changes in average wages so that
benefit protection would rise with wages during
working years and with the CI’l after retirement,
disablement, or death

Gender-based  digtinctions —The Administration
recommended a dependency test for all spouse’s and
surviving spouse’s benefits based on a requirement
that the spouse's income in the 3 years preceding
the worker's retirement, disablement, or death must
have been less than the worker’s income A number
of other changes were proposed to eliminate remain-
ing gender based distinctions in the soclal security
law

¥

Financing Recommendations

The major elements of President Carter’s
financing recommendations mcluded

1 Removing the ceiling on earnings subject to the
employer tax in 1981, with interim step increases
in the ceiling to $23,400 in 1979 and $37,600 in 1980
2 Increasing the contribution and benefit base for
employees and the self-employed by $600 in each of
4 years—1979, 1981, 1983, and 1985—in addition to
increases resulting from regular automatie adjust-
ments of the base as wages rise

3 Provision for “countercyclical” use of general
revenues to make up for social security revenue
logses attributable to unemployment rates above €
percent in 197578

4 SBhifting to OASTM part of the 1978 and 1981 HI
tax-rate Increases already scheduled in the law

5 Advancing to 1985 025 percent of the 1 (-percent
OASDI tax-rate Increase for employer and employee,
each, that was scheduled to go {nto effect in 2011
and advancing the remaining 075 percent to 1890

6 Restoring the QOASDI self-employment tax rate to
one and one-half times the employee rate

The Administration’s recommendations were
designed to eliminate deficits i the near term by
the use of countercychical general revenues and
the three-step elimination of the contribution and
benefit base for employers The proposals did

not include any early-year increases m the
OASDHT tax rates already scheduled n the law
but did include tax-rate increases m 1983 and
1990 representing a rescheduling of the 1 0-per-
cent increase for employers and employees, each,
in the QOASDI rate previously scheduled for 2011

In addition, the decoupling provision was
expected to cut the estimated long-term average
defiert 1 half The Administration’s financing
proposals were expected to eliminate near-term
annual deficits and to reduce the long-range deficit
further to about 2 percent of payroll

ACTION IN THE HOUSE

On May 10, the social security subcommittec
of the House Committee on Ways and Means
began hearings on the President’s social security
proposals with testimony from the Secretary of
Health, Education, and Welfare, Joseph A Cali-
fano, Jr In his testimony, Secretary Califano
noted that “the Social Security System has been
one of the great successes of American govern-
ment,” and the Adminstration’s proposal will
“restore 1t to 1its proper place a government
program on which all our citizens can rely ”

Legislation that embodied the Administration’s
proposals was submitted to the Congress on July
11, 1977, and introduced, as H R 8218, the
following day by Representative James A Burke
(D, Mass ), chairman of the social security sub-
committee ! The subcommuttee held public hear-
mgs over the followmng 2 weeks at which Mem-
bers of Congress, the public, and representatives
of 1interested organizations testified on the pro-
visions 1n H R 8218 and other proposals

On July 29, the subcommittee met to plan
further work on the social secunity financing
and decoupling legiwslation (They also ordered
reported HH R 5723, which dealt with the status
of certain administrative law judges, and IR
8490, which dealt with past social security tax
liabilities of certain nonprofit orgamzations )

The subcommittee considered taking a “quick
fix” approach to the near-term financial defieits

*A companion hill, § 1902, was Introduced in the
Senate on July 21 by Senator Gajlord Nelsw (I, Wise }
chairman of the social security subcommittee of the
Senate Finance Committee
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and deferring action on the long-range financing
and decoupling provisiens of HR 8218 until
1978 The latter provisions were considered by
some to be so controversial that it might not be
possible to reach agreement in the 1977 session,
especlally in view of the tight congressional
schedule and plans for final adjournment 1n md-
October

Representative Al Ullman (D, Ore), Chair-
man of the Committee on Ways and Means, out-
Iined a possible proposal to deal with the short-
range financing problem by (1) A tax-rate -
crease of 02 percent each for employers and
employees (and a readjustment 1n the tax rate
for the self-employed to one and one-half times
the employee rate), (2) an increase in the wage
base of $500 above the automatic mcreases each
year 1978 through 1982; (3) an allocation of
funds from the HI trust fund to the OAST and
DI trust funds so that all three were mamtamed
at roughly equal reserve ratios 1 the short
term, and (4) a standby general revenue loan
guarantee The subcommuttee concluded, however,
that enactment of comprehensive legislation was
possible 1n 1977 The “markup” sesstons on H R
8218 were scheduled for September 12, the earlhest
available date following the August recess

The subcommiitee began markup sessions on
HR 8218 as scheduled Within 2 weeks, the
subcommittee reviewed and approved proposals
that mncluded elements of both the Admimstra-
tion’s proposals in TR 8218 and the “Republ:-
can Alternative,” a comprehensive package pro-
posed by munonty members of the social security
subcommittee (Major features of the latter plan
included wage-indexed decoupling, with replace-
ment rates about 10 percent lower than antici-
pated for 1979, an increase 1n the special mmmum
benefit with the regular mimmum frozen, a grad-
ual 1ncrease from 65 to 68 1n the age of ehgr-
bility for full benefits, elimmation of the retire-
ment test, coverage of Federal employees, and
financing based on rate increases, with no base
mereases )

The subcommrttee’s recommendations, reported
to the full Committee on September 22, included

1 The Administration's decoupling proposal In HR
8218, with the following modifications

—indexing a worker’s earnings and the benefit

formula to reflect annual increases in average
wage levels up to the second year before eligibihity
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(age 62 disability, or death) instead of before
retirement (entitlement)

—increasing the delaved retirement credit from
1 percent a year to 3 percent for persons under the
new decoupled system

—=stabilizing replacement rates at approximatelv
7 percent below estimated January 1979 benefit
levels

—guaranteeing for 10 (rather than 5) years that
retirement benefits would not be lower than bene-
fits under present law as of December 1978

2 An iIncrease in the maximum special benefit for
long-term, low paid workers from $180 to $230 to
take acount of increases in other benefits since 1974
when it was last adjusted, with future automatic
adjustments as the CPI increases The minimum
benefit for future beneficiaries was to be frozen as
of December 1978 (roughly $121), : just. before
implementation of decoupling The minimum was to
be adjusted for cost-of-living increases only after the
worker dles or becomes eligible for benefits

3 The dependency test proposal In HR 8218 was
not adopted iInstead, provision was made for a
6-month study of proposals to ehiminate dependency
as a factor in determining entitlement to spouse’s
benefits and to guarantee equal treatment of men
and women uncer the social security program In
addition, the minor provisions included in HR 8218
to eliminate gender-based differences for men and
women were {ncluded in qhe subcommlittee hill

4 Two other proposals affecting the treatment of
women under OASDI were adopted A shortening of
the duration-of marriage requirement for aged dl-
vorced spouse’s beneflts from 20 years to 5, and a
provision that marriage or remarriage would not
affect dependent’s or survivor'’s benefits (These
proposals had also been fncluded In the “Republican
Alternathe”)

o Mandatory coverage, effective in 1980, would be
extended to Federal, State, and local government
employment and employment by nonprofit organiza-
tions Effective immediately, State and local govern-
ments and nonprofit organizations would no longer
be able to withdraw from saclal security coverage

6 The retirement test exempt amount would be
increased ty $4,500 in 1978 and to $5,000 in 1979 for
beneficiaries aged 65 and over '

7 Changes in finanecing provisions

a Increases in the contribution and benefit base for
workers and for emplovers &7 that approximately
90 percent of payroll in covered employment wonld
be taxed—$20,900 in 1979, $24,400 in 1980, and
$27,900 in 1981, with automatic adjustment there
after

b In lieu of “countercvelical” general retvenues,
standby authority for loans from general reienues to
the OASDI trust funds whenever the assets of a fund
at the end of a year drop below 25 percent of outgo
for that year, with automatic repayment of loans
when assets in a fund at the end of a year reach
40 percent of that year’s outgo from that fund

¢ A shift of part of the scheduled HI tax rate
Inecreases for years after 1977 to OASDI and an
adjustment of the tax rates so that the “ultimate"



OASDHI rate for 1990 and after would be 74%
percent each for employees and emplojers

@ Reestablishment of the self-employment OASDI
tax rate at one and one-half times the employee rate
£ Other proposals recommended by the Adminis
tration in legislation other than H R 8218

a Elmination of the monthly measure of retire-
ment for years after the year of retirement

b Siumplification of the annual reporting provisions
by determining quarters of coverage on an amnnual
basis For 1978, a worker would get a quarter of
coverage (up to four in a year) for each $250 of
annual earnings The $250 measure would be auto-
matically adjusted to Increases in average wages
¢ A limitation on retroactive benefits so that, except
where disability-related or unreduced dependents’
benefits were payable, monthly benefits would not be
paid for months before the month an application is
filed 1f permanently reduced benefits would result

d A provision to exclude from coverage the dis-
tributive share of income or loss of a partnership
received by a Limited partner who does not perform
any services for the partnership

The subcommittee recommendations were intro-
duced by Chairman Ullman on September 27,
1977, and referred as HR 9346 to the House
Ways and Means Committee The Committee
began markup sessions the next day and further
constdered the legislation 1n the folloning week

The most controversial 1ssues during the mark-
up sessions were mandatory untversal coverage,
the retirement test, the general-revenue loan
guarantee, and the mcreases m the contribution
and benefit base A major concern the committee
faced was the need to make up for the loss of
program 1ncome in the near term that would
result 1f, as proposed by Representative Joseph
Fisher (D, Va ), universal coverage was dropped
or deferred to a later year

HR 9346 as amended by the Committee and
reported to the House on October 12 reflected
the following major changes from the subcom-
mittee bill

1 Extended mandatory social security coverage to
Federal, State, and local employment and employ-
ment for nonprofit organizations effectlve 1982
(instead of 1980) and provided for a study by the
Department of Health, Education, and Welfare and
the Civil Service Commlssion to provide recommen-
dations on how best to coordinate the Federal civil
service retirement system and the social security
program !

2 Increased the retirement test exempt amount to
$4.000 in 1978 and $4,500 (instead of $5,000) In 1979
for beneficiarles aged 63-71, and liberalized the
test for beneflciames abroad by providing that
benefits would be payable for any month in which

the beneficlary works on less than 9 days In
1978 and 12 in 1979 and later

3 Increased the contribution and benefit base be-
ginming in 1978 (instead of 1979) to $15,900 In
1978, $22,900 in 1979, $25,900 in 1980, and $27,900
fin 1981, with automatic adjustment to wages there-
after

4 Modified the OQASDI and HI tax rate schedules
to reduce the I trust fund defleait and to slightly
improve the OASDI trust fund reserse ratios in re-
lation to those under the subcommittee bill !

5 Revised the standby loan authority so that, if
triggered, there would be an automatie temporary
tax-rate increase of 010 percent, each, for employers
and employees and of 015 percent for the self-
emploved under certain conditlons

The Commuittee bill included additional changes
that (1) authorized the President to enter mto
bilateral agreements (known as totalization agree-
ments) with other countries providing for hmited
coordination of the United States social security
system and the systems of other countries, (2)
applied the same actuarial reduction to cost-of-
living increases for early retirees that applied to
their mitial monthly benefit,? (3) provided
clergymen who previously elected to be exempt
from soctal security coverage an opportunity to
revoke theur exemption, (4) modified certamn
State and local coverage provisions as they apply
m Mississippl, New Jersey, and Wisconsin, (5)
validated erronecus wage reports for certmin
Illinois policemen and firemen who are not cov-
ered under the social security program, (6) pro-
vided that 1ncreases in the contribution and
benefit base would not increase the employer tax
hability or benefits under tier II of the railroad
retirement system, which supplement the tier-I
payments corresponding to basic social security
benefits, and (7} tied the maximum amount of
pension 1nsured by the Pension Benefit Guaranty
Corporation to the social security earnings base
as 1f 1t were increased automatically, without
regard to the ad hoc increases

Before consideration by the House Commuittee
on Rules, IIR 9346 as reported by the Ways
and Means Committee was referred to the Post
Office and Civil Service Committee, which has
jurisdiction over the Federal civil service retire-
ment system On October 13, the latter Committee
ordered HR 9346 reported with an amendment
to substitute a 2-year study to review the feasi-

*These two provisions had previously been recom-
mended by the Administraticn
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bility and advisability of extending social security
coverage to Federal employment for the provision
for mandatory coverage of Federal employees

Since the Committee members had been closely
divided on a number of major issues, 1t was
agreed that I R 9346 as reported by the Com-
mittee should be considered on the House floor
under a rule that specified that a limited number
of floor amendments would be 1n order These
amendments were to be financially self-contained,
to the extent possible, to assure that floor action
would not substantially alter the finaneial status
of the program under the bill as reported by the
Committee (Generally, in the past, social security
legislation went to the House floor under a closed
rule that allowed for a single motion to recommat
and otherwise required that the legislative pack-
age be adopted or rejected as a whole)

On October 18, the Rules Commuttee agreed to
the “modified open” rule for the House floor de-
bate as requested by the Committee on Ways and
Means The rule allowed for the offering of the
Post Office and Civil Service Committee amend-
ment and eight other amendments that had been
given earlier consent by the Ways and Means
Commuttee, including a substitute for the Post
Office and Civil Service Committee amendment

The House floor debate on HR 9346 began
on October 26 The following floor amendments
were considered and agreed to

1 Deletion of the provisions that would have (a)
extended social security coverage to employees of
Federal, State, and local governments and non
profit organizations and (b) prohibited State and
local government groups and employees of nonprofit
organizations from “opting nut” of the soclal security
program The resulting revenue would be balanced
by an additional employee and employer tax rate
Increase of 01 percent, each, beginnlng In 1982
and an increase in the wage base to $29,700 In 1981
(instead of $27,900 as provided In the Committee
bill}) This amendment would als) require joint
studies by the Department of Health, Education, and
Welfare, the Department of the Treasury, the Civil
Service Commission, and the Office of Management
and DBudget on the feasibility and desirability of
covering Federal, State, and local government em-
ployees

2 An Increase in the retirement test exempt amount
tr $4,000 in 1978, $4,500 in 1979, $3,000 in 1980,
and $3,300 in 1981 for beneficlarfes aged 65-T1
Beginning in 1982, the retirement test would be
eliminated for such beneficiaries An additlonal tax-
rate increase of 01 percent, each, in 1982 would
be provided to finance the amendment

3 Creation of an independent bipartisan National
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Commission on Soctal Security composed of nine
members—ifive appointed by the President and two
each by the Speaker of the IInuse and the President
of the Senate—to make a breoad study of the soclal
security and related programs ;

The House considered and rejected the follow-
mg floor amendments (1) A more gradual 1n-
crease in the wage base and a larger increase
the tax rate than under the Committee bill; (2)
ehimination of the standby loan and repayment
provisions from the bill, (3) elimmation of the
mimimum benefit, effective i 1979, and (4) a
motion to recommt with instruetions to report
back with amendments reflecting more of the
“Republhican Alternative” plan, mncluding In-
creased tax rates, no wage base increase, coverage
of Federal employees 1n 1982, and deletion of
standby loan authority =

Another amendment would have further in-
creased the retirement test exempt amount, pro-
vided for a more gradual increase 1n the wage
base, and 1ncreased tax rates begmning n 1978
This amendment was withdrawn

On Qctober 27, by a vote of 275 to 146, the
House passed HR 9346 The bill was then sent
to the Senate and placed on the calendar awaiting
Senate Finance Committee action

ACTION IN THE SENATE

:

Since social security legislation, like other rev-
enue measures, must originate i the House of
Representatives, the Senate Committee on Fi-
nance does not usually consider a major soclal
security bill until the bill has been passed by the
House, sent to the Senate, and referred to the
Commuttee on Finance In view of the urgency of
this legislation, however, and the high prionty
placed upon 1t by the President, preliminary
hearings and markup sessions on financing and
decoupling were held in the summer and fall of
1977, even though no House-passed social security
bill had been referred to the Senate Finance
Committee '

In June and July, the Senate Finance Commit-
tee’s social security subcommuttee, chaired by Sen-
ator Gaylord Nelson (D, Wisc), held puble
hearings on social security financing and decoup-
ling On June 13, as lead witness for the Admin-
wtration, Secretary Califano stressed the priority



accorded this legislation and the importance of
final passage 1n 1977 He said that President
Carter considered the bill a “most urgent piece
of busmess before the Congress because of the
tremendous concern of older Americans about the
viability and integrity of the trust funds”

In late July (just before the August recess)
and i early September, the Senate Finance Com-
mittee met to consider the effects of social security
legislation on the Federal budget for fiscal year
1978 The meetings were held 1n anticipation of
final congressional action to be completed by Sep-
tember 15 on the Second Budget Resolution,*
which would be binding upon Congress i terms
of social security financing and benefits These
meetings served to bring together the thinking
of the subcommittee and alternative approaches
of other Finance Committee members

By the end of September, the Senate Finance
Committee made the following tentative deci-
slons

—decoupling with wage indexing and constant re-
placement rates at roughly JYanuary 1976 levels
(about 214 percent below anticipated January 1979
levels)

—short-range financing relying heavily on increasing
the employer wage base to minimize near-term tax-
rate Increases (the tentative decision was to raise
the employer base to $100,000 in 1979 and to provide
for four $600 increases in the employee base, as in
the Administration’s proposal}

—Ilong range financing that would eliminate any re-
maining defleit in the OASDI program and would
not essentially change the financial condition of the
HI program

—response to the Supreme Court declsions that found
the “one-half support” test for husbands and widow-
ers unconstitutlonal *—in the form of extending the
dual entitlement provisions of law then in effect to
apply with respect to government pensions based on
an individual’s own work in noncovered government
employment

There was also growing interest in the 1977

*Under 1974 legislation relating to congressional
budget activities, any legislative proposals not included
in the “Second Budget Resolution” would require a
gpecific walver of the Budget rules or it would be sub-
ject to a point of order on the Senate floor—a procedural
impediment that could have blocked Senate action on a
soclal security bill in 1977

“In 1977, in Celifano v Goldfarb and related cases,
the Supreme Court declared unconstitutional the statu-
tory requirement that a man had to show that he was
dependent on his wife for purposes of gqualifying fo
husband’s and widower’s benefits, although a woman
wag presumed dependent om her husband for purposes
of wife’s and widow's benefits

enactment of certain AFDC amendments on the
part of some Finance Committee members and
concern In other quarters that action 1n this area
might preempt consideration of other welfare leg-
1slation 1 the near future Agreement was finally
reached between the Admimstration and Senator
Long (D, La), Chairman of the Finance Com-
mittee, and Senator Moymhan (P, N Y.), Chair-
man of the Finance Committee’s Subcommuttee
on Public Assistance, on four AFDC amendments
mcluded 1n the Finance Commuittee lill (1) Fis-
cal relief to States and localities for welfare costs
m fiseal year 1978, (2) financial incentives for
States to reduce errors, (8) requirement that
States request and use Social Security Adminis-
tration and State employment security agency
wage-record mnformation where needed for AFDC
program administration, and (4) temporary ex-
pansion of authority for States to conduct demon-
stration projects intended to make employment
more attractive to public assistance recipients

A fifth AFDC amendment, which would have
revised the earned-income “disregard” for AFDC

reciplents, was also included m the Committee
bill

As Senate Fmance Committee markup sessions
continued, 1nereasing concern was also shown
about the tentative decision to mcrease the em-
ployer base to $100,000 in 1979 The Committee
seemed about equally divided on the 1ssue and
considered alternatives that would have provided
for increasing the base for employers by the same
amount as the employee base (When the final vote
was taken on November 1, such a proposal failed
on a 9-9 vote, and a proposal to merease the em-
ployer base to $50,000 in 1979 and $75,000 1n
1985, with no automatic adjustments until the
employee base eaught up, was adopted ) In md-
October, however, the Commuttee was reluctant
to report a major financing proviston on which
the members were so evenly divided They con-
tinued to meet 1 the hope of developing a com-
promise on which there would be widespread
agreement ,

Meanwhile, although HR 9346 had not yet
been passed by the House, the Finance Commuttee
had tentatively agreed that, 1f the House did act
and 1f final Commattee decisions were reached,
the Committee amendments would be attached to
HR 5322, a minor tanff bill that had orginated
in the House of Representatives, the substance of
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which had already been enacted 1n other legisla-
tion H R 5322 was a convenient vehicle for put-
ting the Senate Finance Committee proposals
before the Senate promptly When the House
passed HR 9346 on October 27, the bill was not
referred to the Senate Finance Committee It was
held at the desk and placed on the Senate calen-
dar since the Commuttee expected to report IT R
5322 promptly, which 1t did on November 1

The OASDI provisions of HR 5322 that dif-
fered from the House-passed bill included the

following provisions
i

1 The decoupling provisions would be similar to the
House bill but they would call for earnings replace-
ment rates approximately 214 percent lower than
projected 1979 levels

2 The employer wage base would be Increased to
$50,000 in 1879 and to $75,000 in 1985, it would not
increase automatieally until the employee base
reached that level under automatic adjustment pro-
visions (Nonprofit State and local government em
ployers would be relmbursed from general revenues
for 56 percent of the increased employer soclal
gsecurity tax resulting from the difference between
the employer and employee wage bases ) The bill
also provided for a reduction in employer tax la-
bilities where workers with earnings in excess of
the employer base were concurrently employed by
certain affiliated corporations

3 The QOASDHI tax rates would be Increased be-
ginning in 1979 and would reach an ultimate level,
by the year 2011, of 78 percent for employers and
employees, each

4 The retirement test exempt amount would be in-
creased to $4,500 in 1978 and to $6,000 in 1979 After
1979, the $6,000 amount would increase as wage
levels rise

8§ The worker’s delayed retirement credit would be
added to the widow's or widower's beneflt

8 The benefits of spouses and surviving spouses
would be offset by the amount of any pension er
annuity based on the spouse’s earnings in noncosered
Federal, State, or local government employment

The Finance Committee bill also included pro-
visions that were not 1n the House-passed bill but
had been reported by the Ways and Means Com-
mittee earlier 1n 1977 (a) A modafication n lia-
bilities for back taxes for certain nonprofit em-
ployers and (b) the conversion of a number of
“administrative law judge” positions from tem-
porary to permanent status

When H R 9346 as passed by the House came
up for debate on the Senate floor on November
9-4, 1t was first amended by substituting the pro-
visions of the Finance Commuttee bill (HL R 5322)
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for the House-passed provisions It was then sub-
ject to further floor amendment Although the
Senate Finance Commttee had obtained a waiver
of the Budget Act requirements with respect to
the Committee proposals, 1t was necessary for
mndividual Senators to obtain waivers for specific
floor amendments, a process that prolonged the
Senate floor debate Ultimately, parliamentary
procedures were worked out and numerous amend-
ments, some unrelated to the Social Security Act,
were agreed to on the Senate floor ’

Changes affecting the social security program
included "

1 Lowerlng from 72 to 70 the age at which the
retirement test no longer applies effective for tax-
able years ending after 1081 (a substitute for an
amendment that would have eliminated the test at
gge 65, as in the House bill) :

2 Freezing the minimum benefit at an amount equal
to the minimum PIA in effect under existing law in
December 1978 Benefits based on the minimum
would be kept up to date with rising prices only
after entitlement to benefits

3 Automatically inereasing benefits on a semiannual
basis in times of rapid inflation ¢

4 Providing disability benefits for the blind, re-
gardless of ability to work, based on six quarters
of coverage and a more favorable computation
procedure

5 Eliminating the workmen’s compensation offset
for social mecurity disability benefits

8 Reduelng the employer tax lability of State and
local government and nonprofit employers to 90
percent of the tax liabllity under the law as amended
by the bill (but not less than the 1979 liability) The
Senate amendment would also authorlze approprla-
tions from general revenues to make up for the loss
of soclal security tax revenues occurring as a result
of enactment of the amendment

During the Senate floor debate, an amendment,
offered by Senator Curtis (R, Neb ), to provide
for equal mcreases 1n the wage base for employer
and employee*—the 1ssue on which the Finance
Committee had been equally divided—was de-
feated by a vote of 47 to 46, with Vice President
Mondale casting lus first tie-breaking vote

HR 9346 was passed by the Senate on Novem-
ber 4, by a vote of 42 to 25 The way was thus
cleared for a House-Senate conference to resolve
the differences between the House and Senate
versions of the bill

5The amendments would alsn have Increased social
security tax rates and produced a long-range actuarial
balance of 004 percent of payroll

n



HOUSE-SENATE CONFERENCE COMMITTEE

Senate confereces were appointed immediately
upon passage of the bill in the Senate on Novem-
ber 4, but appomntment of House conferees was
delayed On November 3, a motion for unanimous
consent (necessary because the Senate had not
yet passed the bill) to appoint House conferees
was blocked Since the House did not meet again
for legislative business before the Thanksgiving
recess, the House conferees were not appointed
until November 30—and, then, only after the
House rejected a motion to mstruct the conferees
to mnsist on the House retirement test provisions

The conference commttee, chaired by Senator
Long, convened on December 1 and began delib-
erations on FI R 9346 The conferees encountered
difficulties 1n three areas—financing, AFDC, and
8 Senate floor amendment that would have pro-
vided an mecome-tax credit for certamn college
twition costs and related expenses

Areas of disagreement on financing included
unequal employee and employer contribution and
benefit bases, the use of general revenues, the HI
program, and the long-range actuarial balance
Of these areas, HI financing proved to be the
most difficult on which to reach agreement Floor
action m the House and Senate would have ad-
versely affected the financial status of the HI
program 1n relation to the treatment accorded by
either the Finance Committee or the Ways and
Means Committee Moreover, some House con-
ferees felt strongly that the financial status of the
HI program should not be worsened as a result of
the legislation A compromise was ultimately
adopted under which the long-range deficit n the
HI program was reduced from 116 percent of
taxable payroll to 101 percent

The conferees were also unable to reach quick
agreement on the public assistance amendments
With certain modifications the four AFDC
amendments that the Administration had mndi-
cated 1t could accept were finally adopted, and
the amendment relating to the AFDC earned-
mcome disregard was not accepted A modifica-
tion reducing the amount of fiscal relief that the
Senate bill would have provided was agreed to,
with the understanding that additional fiscal re-
hef might be provided under HR 7200—the wel-
fare bill still pending in the Senate Thas il also
meludes the earned-income disregard provision

On December 9, as the congressional session
was drawing to a close, the social security con-
ference stalled The Senate conferees insisted on
meluding the tuition tax-credit provision that
had been added to the bill on the Senate floor,
the Tlouse conferees strongly opposed its mclu-
sion The following week, the Senate conferees
receded from their position, and the conference
committee reported the bill on December 14

HR 9346, as agreed to by the conferees, was
passed by the Senate on December 15, 1977 (the
final day of the first sesston of the 95th Congress)
by a vote of 56 to 12 and later the same day by the
House of Representatives by a vote of 189 to 163
On December 20, II R 9346 was signed by Presi-
dent Carter and became Public Law 95-216, the
Social Secunty Amendments of 1977 The specific
provisions of the final legislation are deseribed

_below

Summary of Major Provisions
MAJOR CASH BENEFIT PROVISIONS

Decoupling
1

Under the previous law, projections of future
benefits for current workers were highly depend-
ent on projections of future rates of increases mn
wages and prices and, as a result, replacement
rates could mecrease more rapidly or more slowly
than average wages tn general Under current
economic¢ projections, future replacement rates—
benefits as a percentage of preretirement earnings
—were expected to rise substantially faster than
average wages 1 the future

In order to stabilize replacement rates n the
future, at levels 5 percent below the levels pro-
jected for 1979 under the earler law, basic
changes are made 1n the way the worker’s average
earnings and social security benefit amounts will
be figured The 5-percent reduction 1s designed
to offset the unintended overadjustment of bene-
fits since the adoption of antomatic cost-of-living
mereases 1 1972 A comparison of projected re-
placement rates for hypothetical workers aged
62 at different relative earnmings levels under the
old law and under the new law 1s shown 1n table 1

As under the old law, benefits would be kept
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TasLe 1 —Replacement rates! for hypothetical low, average,
and maximum earnings,? 1980-2050, of a worker retiring at
age 62 under old and new law

Replacement rates {percent)

Yeoar Low earners Average earners | Maximum earners
0Old law | New law | 0ld law | New law | Old law | Now law
1980 56 55 44 43 34 827
1990 60 56 48 43 35 25
2000 75 56 52 43 39 27
2010 84 56 &7 43 42 29
2020 . 91 56 60 43 44 29
2030 9 i) 63 43 46 29
2040 101 56 66 43 47 29
2000 106 56 68 43 48 29

1 Reprosents annusl unreduced benefits as percent of previous year esrn
ings

1The 1978 earnings levels of 34 600 for low earners $9,200 for saverage earners,
and $15,300 for maximam earners are 8djusted annuslly aecording to the
intermediate assumptions used in the 1977 Trustees Report

+ Based on the 5 year transitional provision

up to date with increases 1n prices after a worker
becomes eligible for benefits The new method
applies to those who reach age 62, become eligible
for disability benefits, or die 1 1979 or later

Wage wdexing of earnings —A worker’s earn-
mgs will be updated (indexed) to the period
immediately before the year the worker reaches
age 62, becomes disabled, or dres and will reflect
the 1ncreases 1n average wages that have occurred
since the earnings were paid The worker’s earn-
mgs will be mdexed by multiplying his actual
earnings by the ratio of average wages n the
second year before he reaches age 62, becomes
disabled, or dies to the average wages 1n the year
being updated An example of wage indexing and
benefit computations under the new law 1s shown
n table 2

Earnings after age 60 or disablement will be
counted at actual dollar value—that 1, unindexed
—and substituted for earher years of indexed
earnings 1f they increase the worker’s average n-
dexed monthly earnings (ATIME) and his benefit

Computation period —No change has been
made 1n the computation period After the work-
er’s earnings have been mdexed, they will be aver-
aged for the years after 1950 (or after age 21,
1f later) up to the year he reaches age 62, becomes
disabled, or dies, whichever oceurs first, with the
5 years of lowest indexed earnings or no earnings
excluded (Pre-1951 earnings could be used only
under “prior-law” computation provisions )

Benefit formula and maximum famdly benefit
formula —The law establishes a benefit formula
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for determining a worker’s primary insurance
amount (PTA) on the basis of his indexed earn-
ings The benefit formula reproduces roughly the
same relative weighting as the old formula but
the new formula will result in benefit Tevels that
are approximately 5 percent lower than those
that were expected to prevail under the old law
for new retirees in January 1979

The benefit formula for those reaching age 62 1n
1979 13 90 percent of the first $180 of AIME,
plus 32 percent of AIME over $180 and through
$1,085, plus 15 percent of AIME over $1,085
The ATME dollar amounts mn the formula will

TaBLE 2 —Wage mdexng and henefit computation for hvpo-
tgg{tg{!al earnings, 1951-78, of a worker retining at age 62 mn
1

A Wagr InpEXING Shown below ate annual earnings averags tovered
whges the indexing factor (1977 average annual wages divided by average
annual wags In each year), and the wage-indesed earnings (annual earnings
times indexing factor)

Annust | ‘nngt | Indexing | Mo
Year nnus BTINUA ndexing fndexed
earnings o‘gggggd' factor earnings
1951 $3,000 $2 769 3 532 10 596
1952 2 900 2 045 3321 9 R3l
1953 3 800 3 089 3 168 11,398
1954 3 600 3 226 3 031 10 912
1955 4 200 3,350 2 919 12 260
1956 _ 4 200 3 540 2 762 11 600
1957 - 4,200 3,747 2 610 10 862
1958 4 D00 3 852 2 539 10,1568
1959 - - 2 500 3,980 2 457 6 142
1960 . . 4 800 4 148 2 358 11,318
1961 2 80 4 231 2 283 6 392
1662 . . L 4 80O 4 481 2 192 10 522
1963 - a— 4 BOO 4,572 2 139 10 267
1964 4 800 4 712 2 075 9 960
19656 _. 6 000 4 787 2 043 12 258
1968 - 4 997 1 $o7
1967 2 00X & 311 1 841 3 682
1968 7 000 5 A83 172t 12 047
1969 5 500 5 977 1 636 8,008
1570 7,200 8 288 1 5685 11 186
1971.. . 7,400 8,670 1 466 10 848
1972, 7 250 1 349
1973 5 520 7 580 1 290 7,121
1974 £ 000 8 031 1 218 7 308
1975 7 "0 8 631 1133 8 498
1976 8 000 9 226 1 6o 8,430
1977 7 200 9,779 1 000 7200
1978 .. . .- 8 100 - 1 000 8 100

B BENEFIT COMPUTATION ‘The worker's primary insurance amount {PIA}
{s then eomputed on the basis of his average indexed imonthly earnings
{ATME) 8s follows

Total indexed garndngs In highest 23 years . . . . . $231 R38 00

AIME (totalearnings divided by number ofmonths 23X12,
or278) . . - - $830
PLA under 1678 formula 90% X §180 = §162 00
8207 X ($839 — $180) = $210 88
1

$372 90

Age 62 PIA (rounded)

1 The Iellowing benefit formula s to be a‘ﬂmed to AIME 80% of the first
ng[()JaotAIM E, pius 32% of the next $905 of AIM E, plus 15% of AIME above
1,080
? Average taxable wagea in the first quarter of each year multiplied by 4
Drata preliminary subject to change when final data are published In the
Federal Regiater 1ater this year



be adjusted automatically in the future as average
wage levels rise to maintain the relative weighting
in the formula and thereby mamtamn relatively
constant replacement rates at different relative
earnings levels The formula for relating maxi-
mum family benefits to the PTA roughly mam-
tains the relat:onship between the PIA and maxi-
mum famly benefits that existed under the old
law This benefit formula will also be adjusted 1n
the future ag average wage levels rise

Transition —Wage indexing, the new benefit
formula, and the 5-percent reduction n replace-
ment rate levels would result in higher benefits
for some workers and lower benefits for others
under the new computation procedures than under
the law n effect at the time of implementation
To protect workers nearing retirement when de-
couphng 1s implemented, an mdividual who
reaches age 62 after 1978 and before 1984 15 guar-
anteed a retirement benefit no lower than the
amount he would have recerved under the law as
of December 1978 For purposes of this provision,
the December 1978 benefit table will be frozen, but
the worker’s retirement benefit would be subject
to all cost-of-hving benefit increases begmning
with age 62 The guarantee does not apply to dis-
abihity and survivor benefits

Effective date —The new benefit structure 13
effective for those who reach age 62, become eli-
gible for disability benefits, or die 1n 1979 or later
(The old law remains in effect for workers eligible
before 1979 )

Delayed Retirement Credit

The delayed retirement credit 1s increased to 3
percent a year—314 of 1 percent a month—for
workers reaching age 62 after 1978 (The credit
of 1 percent a year under the old law—1/12 of 1
percent a month—w1ll continue to apply to work-
ers who reached age 62 before 1979 ) In addition,
those who received reduced benefits will be able to
get the delayed retirement credit 1f they have non-
payment months after reaching age 65 Smce
workers reaching age 62 m 1979 will not reach
are 65 until 1982, this provision will have rela-
twvely little effect before 1983 The delayed re-
tirement credit that a worker earns will also be
payable to the surviving spouse effective for
months after May 1978

14

Special Minimum and Minimum Benefits

Special benefit for long-term, low-pad workers
—Under the new law, the special benefit for long-
term, low-paid workers 1s inereased, effective Jan-
uary 1979, to take account of 1nereases 1n benefits
since March 1974 and will be automatically ad-
Justed to cost-of-living increases in the future
The highest possible special benefit will be in-
creased from $180 to $230 1n 1979 Specifically,
the new law provides that the special benefit will
be equal! to $1150 (instead of $300) times the
number of years above 10 and up to 30 1n which
a worker has earmings equal to or greater than
one-fourth of the contmbution and benefit base
that would be effective without regard to these
amendments

Mmimum benefit —The minimum benefit for
future beneficiaries 1s frozen at an amount equal
to the mmmum benefit 1n effect 1n December
1978 (estimated to be about $121) Benefits based
on the minimum will be kept up to date with -
creases m the CPI beginning with the year the
person becomes entitled to benefits For this pur-
pose, a person would be considered to become
entitled to benefits 1n the year in which he or she
first actually recerved a cash benefit or, 1f earher,
reached age 65

s

Retirement Test .

]
Annual exempt amount —The new law provides
ereases in the annual exempt amount for bene-
ficiaries aged 65 and over to a level of $6,000 for
1982, with automatic adjustment to average wage
mncreases thereafter No change was made 1n the
exempt amount for workers under age 65 The
annual exempt amounts are shown below

Monthly measure —The monthly measure in the

bl

Ezempt amount for beneficiaries—
Year

Under age 65 Aged 65 or older
1977 & e e o e e e - $£3 000 $3 000
197; - R .- 3 240 14 o000
107 [, . . R 4R 14 500
1980 . _ - - 3,720 15,000
1981 . .. - - - I 3,000 15,50
1982 - . 14,300 16 000

1 gnecified In law
1 Estimated under automatic adjustment provisions
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retirement test 1s eliminated for years after the
mitial year of retirement (Under the monthly
measure, a benefimary who did not earn over the
monthly exemption—$250 1n 1977—or render sub-
stantial services in self-employment m a month
recerved a benefit for that month regardless of the
level of his annual earnings )

Applicable age —The age at which the retire-
ment test no longer applies 1s lowered from 72 to
70, effective after 1951

OTHER BENEFIT PROVISIONS

Offset for Spouses With Other Government
Pensions

Spouse’s and surviving spouse’s benefits under
the social security program will be reduced by the
amount of any government (Federal, State, or
local) pension payable to the spouse based on his
or her own earnings mn noncovered employment
This provision 1s somewhat analogous to the pro-
visions of present law under which a person’s
social security benefit as a dependent or survivor
15 generally reduced dollar-for-dollar by the
amount of any social security benefit he or she
earned as a worker 1 covered employment The
provision 1s effective for spouse’s benefits based on
applications filed 1n or after December 1977

Under a transitional “exemption” clause, the
offset provision does not apply to those who (a)
become eligible for a pension from noncovered
government employment before December 1982
and {b) at the time of application for social se-
curity benefits, could have qualified for spouse’s
or surviving spouse’s benefits 1f the law as m
effect and admimstered 1n January 1977 had re-
mamed 1n effect Thus, this exception has the
effect of continuing to apply a “one-half support”
test to certain men The law also provides that 1f
the above exception 15 found nvald, the pension
offset would be fully effective immediately

Remarrniage of Widows and Widowers

Effective with respect to benefits for months
after December 1978, remarriage of a surviving
spouse after age 60 will not reduce the amount

BULLETIN, MARCH 1978

of widow’s or widower’s benefits Under the old
law, benefits for a widow or widower who remar-
ried after age 60 were generally reduced to the
larger of 50 percent of the deceased spouse’s PIA
or 50 percent of the new spouse’s PTA

Duration-of-Marriage Requirement . r

Effective for months after December 1978, the
duration-of-marriage requirement for entitlement
to benefits as an older divorced wife or surviving
divorced wife has been lowered from 20 years
to 10 years

Actuarially Reduced Benefits’

Under the automatic cost-of-living benefit m-
creage provisions 1n the old law, persons with ac-
tuarially reduced benefits generally received auto-
matic benefit mmcreases that slightly exceeded the
percentage mcrease m the cost of living This
situation occurred because the percentage increase
was related not to the actual benefit amount but
to the PTIA The new law modifies the cost-of-
Iiving 1ncrease mechanism so that beneficiaries
recerving reduced benefits would receive benefit
mcreases equal to the percentage merease in the
CPI The provision 15 effective for benefit n-
creases after December 1977

Retroactive Social Secunity Benefils

Under the old law, an application for actu-
arially reduced benefits, like any other application
for social security benefits, was a valid applhea-
tion for any benefits payable for up to 12 months
before the month 1n which the apphcation was
filed Effective for applications filed on or after
January 1, 1978, the new law eliminates retroac-
tive benefits where permanently reduced benefits
would result (except for disability-related benefits
or when unreduced dependent’s benefits are 1n-
volved).

Disability Benefits for the Blind }

A disabled blind person will not be considered
to have engaged 1 substantial gainful activity



that would result in termination of benefits (or
suspension for those aged 55 or over) unless his
earnings exceed an amount equal to the monthly
earnings measure of retirement (1/12 of the an-
nual retirement test exempt amount) for those
aged 65 or older—$333 83 m 1978, higher in sub-
sequent years (Effective for months after De-
cember 1977.) b

Earlier Delivery of Benefit Checks

The new law requires advance delivery of social
security and supplementary security income
checks when the usnnl del vavy Aota fan 41 ana
checks falls on a weekend or legal holiday When
this occurs, checks will be mailed earlier, even 1f
the maihing must take place mm the preceding
month Any overpayment that occurs as a direct
result of the earher delivery will be waived and
will not be subject to recovery This provision 1s
effective for checks regularly scheduled for deliv-
ery on or after the 30th day after enactment of
the law |

Temporary Administrative Law Judges

Certain administrative law judges were ap-
pomted several vears ago on a temporary basis
to hear SSI clarms These judges are to be given
permanent status under the Admimstrative Pro-
cedure Act (Effective upon enactment )

COVERAGE PROVISIONS

Annval Reporting

The annual wage-reporting provistons have
been simplified so that quarterly data will no
longer be needed to determine quarters of cover-
age The 1977 amendments change the quarter-of-
coverage measure so that, eflfective in 1978, a work-
er will receive one quarter of coverage (up to a
total of four) for each $250 of annual earnings
paid 1n (instead of for each calendar quarter in
which he 15 paid at least $50) The $250 measure
will be automatically mcreased m future years to
take account of increases in average wages These
provisions are effective January 1, 1978

15

Totalization Agreements

The new law authorizes the President to enter
mto bilateral agreements with foreign countries
to provide for limited coordination of social secu-
rity systems In general, the agreements eliminate
dual coverage of, and contributions for, the same
work under the social security systems of two
countries and permit the payment of “totalized”
benefits based on the proportion of the worker’s
earnmgs credits under each system (The totalized
benefit paid by each country will almost invari-
ably be smaller than the benefit payable without
recourse to totalization) An agreement would
not go mnto effect 1f rejected by either House
within 90 days after being submitted to Congress

Limited Partnership Income '

Effective for taxable years beginming after De-
cember 31, 1977, the distributive share of income
or logs from the trade or business of a partnership
received by a limited partner who performs no
service for the partnership are excluded from
gocial security coverage Under the old law, a
partner’s share of partnership income was 1n-
cludable 1n his net earnings from self-employment
rrespective of the nature of his membership 1n
the partnership

Employer Taxes on Tips

Employers are required to pay social security
taxes on tips deemed to be wages under the Fed-
eral mmmum wage law, effective January 1,
1978 Under that law an employer can pay an
employee up to 50 percent less than the Federal
minmmum wage by counting as wages the tips
recetved by the employee Previously, employers
were not liable for employer social security taxes
on any tips '

Clergymen

A clergyman who filed an application for ex-
emption from social security coverage in the past
will be given an opportunity to revoke his exemp-
tion and obtam social security coverage The
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revocation must be filed before the due date of the
clergyman’s Federal mcome tax return for his
first taxable year beginning after the date of en-
actment (December 20, 1977) Thereafter, as un-
der the old law, a clergyman’s exemption from
coverage 1 irrevocable

Certain lllinois Policemen and Firemen

Effective upon enactment of the law, Ilhnois
will be permitted, by modification of its coverage
agreement with the Secretary, to provide 'social
security coverage at any time before 1979 for
certain policemen and firemen who were m post-
tions covered under the Illinois Municipal Re-
tirement Fund Any wages erroneously reported
i the past for such policemen and firemen will
be validated

Policemen ond Firemen in Mississippi

Mssissippt has been added to the list of States
m the law that may provide social security cover-
age for policemen and firemen who are in posi-
tions covered under a State or local retirement
gystem (eflective upon enactment)

State and local Employees in New Jersey

Effective upon enactment of the law, New Jer-
sey has been added to the list of States in the law
that may make social security coverage available
to State and local employees under the divided-
retirement-system procedure Under this proce-
dure, coverage may be extended only to those
present employees 1n positions under a retirement
system who desire 1t, with all future employees
covered automatically

Employees Under Wisconsin Retirement System

A special provision 1 the social security law
that apples to State and local employees 1n post-
tions under the Wisconsin Retirement Fund will
apply to any successor retirement system of that
fund, effective upon enactment of the law, Under
the special provision, as amended, no employee
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referendum approving extension of coverage 1s
needed 1n order to extend coverage to groups who
are newly covered under a successor system to
the fund

Nonprofit Organizations

The provisions that apply to nonprofit orgam-
zations were designed to eorrect some unintended
effects of P I, 94-563, which was enacted i 1976
to deal with problems of nonprofit organizations
that had been paying social security taxes with-
out having filed a valid waiwver certificate These
provisions were effective upon enactment of the
law

¢

FINANCING PROVISIONS

" The financing provisions of the new law, taken
together with the benefit provisions, will restore
the short-range soundness of the program, will
gradually build the OASDI trust funds up to
acceptable contingency-reserve levels, and will
adequately finance the program into the next
century Full discussion of the financial status
of the program after the 1977 amendments 1s
contamed 1n the article that follows

Contribution and Benefit Base

The amendments provide for ad hoc increases
m the contribution and benefit base—the maxi-
mum amount of a worker’s annual earnings sub-
ject to social security taxes and creditable for
benefits—in 1979, 1980, and 1981 The base will
rise to $22,900 1n 1979, $25,900 1n 1980, and $29,700
1n 1981 for employees and employers After 1981,
the base will be antomatically adjusted to keep
up with average wage levels, as under the old
law Contribution and benefit bases for 1978-82
under the old and new law are shown In table 3

In 1981 and after, about 91 percent of all pay-
roll in covered employment will be taxable for
socia] security purposes and nearly 95 pereent of
all covered workers will have their full earmings
credited for social security benefit purposes In
comparison, the $3,000 base provided for in the
original social security law taxed nearly 93
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;I‘ABLE 3 —Contribution and benefit base under old and new
aw

Calendar year 0ld law 1 Now law ?
L7y .. $16,560 $16 500
1978 17 700 17 700
1979 - - 18 900 22 900
1980 20 400 25 900
1981 . 21 900 29 700
1982 . | . 23,400 31 800

! Estimated under automatic adjustment provisions for 1979-82
* Stated In law for 1979-81 Estimated under automatic adjustment pro
visions for 1982

percent of all payroll in covered employment 1n
1938 and the annual earmings of about 97 per-
cent of all covered workers were taxable and
creditable

Tax Licbility of Affiliated Corporations

Where an employee 15 concurrently employed
by two or more affiliated corporations and 1s paid
through a common paymaster (of the corpora-
tions), the new law amends the Internal Revenue
Code to provide that for purposes of determining
employer social security and unemployment in-
surance tax hability, such related corporations
will be treated as if they were a single employer
The provision will be effective with respect to
wages paud after December 31, 1978

Railroad Retirement System and Pension Benefit
Guaranty Corporation

The base for tier IT of the Railroad Retire-
ment Act for both benefit and tax purposes
will be the same as 1t would have been under
the automatic provisions of the old law and will
not be affected by the ad hoc increases m the
contribution and benefit base scheduled under P 1.
95-216 Similarly, the pension msurance admin-
1stered by the Pension Benefit Guaranty Corpora-
tion will also be unaffected by the ad hoc wage-
base increases The maximum 1nsured pension
amount will inerease as 1t would have under the
old law

Tax-Rate Schedule

The 1977 amendments also provide a new tax-
rate schedule for OASDHI for employees, em-

ployers, and the self-employed, mecluding neces-
sary allocation of larger proportions of OASDI
meome to the disability 1insurance trust fund Tax
rates under the old and the new laws are shown
1n table 4

Under the new schedule, the total QASDIIT
tax rate both for employees and for employers
will inerease gradually, beginning 1979, from the
1978 level of 605 percent to 765 percent in
1990 and thereafter Under the old law, the rates
would have mereased to 745 percent m 2011 and
thereafter.

For the self-employed the OASDIIT tax rate
18 scheduled to rse from its 1978 level of 81
percent to 1075 percent in 1990 and thereafier
Under the old law, the rate would have risen
to 85 percent 1n 1986 and thereafter The larger
mcrease mn the self-employment tax rate results
from the decision to restore the self-employment
rate for OASDI to 1its origmal level of one and
one-half times the employee rate, the self-employ-
ment rate had been below that level in recent
years

Portions of already scheduled increases in the
HI tax rate are shifted under the amendments
to the OASDI program With the mcreased 1n-
come that will result from the increases in the
contribution and benefit bases, however, the TIT
program 15 1n a somewhat better financial posi-
tion than 1t would have been under the old law

TarLE 4 —Tax-rate schedule under old and new law

[Percent of covere ' srnings)

1
Total \ QAL 1 HI1
Year
0ld Neaw 0ld New o1d New
law law i law law law law
Employees and employers each
1977 - 585 5 85 4 95 4 9n 0 %0 {0 90
1078 6 05 8 0a 495 5 Da 110 100
1979-80 . 605 412 4 9n 508 110 105
1981 6 20 8 B4 4 05 £ 35 i3 130
1982-84 6 120 6 70 4 9 5 40 135 130
1985 6 30 700 4 9> 5 70 135 135
JORA-BY 8 43 715 4 9 6 70 150 145
1000)-2010 6 45 7 65 4 9 6 20 1 50 145
2011 and after 745 7 63 595 620 1 50 145
Belf-employed
1977 790 790 700 700 D 90 092
1978 - 810 810 700 710 110 100
1979-80 810 810 700 705 110 105
1981 8 3n 9 "0 7 00 8 00 1% 130
1932-84 8 a5 8 35 70 B 0o 135 1 3¢
198n 8 385 9 80 700 8 55 115 1 3
198689 . 8§ 0| 1000 T 8 55 1 50 145
1990 2010 B50 | 1075 700 9 30 1 %0 145
2011 and after _. B50| 1075 700 9 30 1-0 145
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COUNCILS, COMMISSIONS, AND STUDIES

The amendments change the reporting date of
the next Advisory Council on Social Security and
provide for several studies of different aspects
of the social security program

Advisory Council on Social Security

The reporting date of the next statutory Ad-
visory Council on Social Security 1s extended by
9 months—to October 1, 1979

National Commission on Social Security

A bipartisan nine-member National Commis-
sion on Social Security, with the chairman and
four other members appointed by the President
and four members appomted by Congress, will
make a broad-seale, comprehensive study of the
social security program, meluding Medicare The
study will include the fiscal status of the trust
funds, coverage, adequacy of benefits, possible
mequities, and financing alternatives The Com-
misston 18 also to study alternatives to the current
programs, integration of the social security sys-
tem with private retirement programs, and the
question of need for development of a special
price index for the elderly The Commission 18
required to submit 1ts final report 2 years after a
majority of the members are appointed

Study of Mandatory Coverage

The Secretary of Health, Education, and Wel-
fare 1s required to undertake a study and report
on mandatory coverage of employees of Federal,
State, and loeal governments and of nonprofit
organizations The Secretary 1s required to con-
sult with the Office of Management and DBudget,
the Civil Service Commission, and the Depart-
ment of the Treasury, and they are directed to
cooperate 1n the study

The study 15 to mclude the feastbility and
desirability of mandatory coverage of these em-
ployees, alternative methods of coverage and
alternatives to coverage, and an analysig, under
each alternative, of the structural changes re-
quired 1n retirement systems, as well as the impact
on retirement system benefits and contributions
for affected mndividuals The report, to be made
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to the President and the Congress, 153 due by
December 20, 1979—within 2 years after enact-
ment of the law

Study of Proposals To Eliminate Dependency
and Sex Diserimination

The Secretary of Health, Education, and Wel-
fare, m consultation with the Justice Department
Task Force on Sex Discrimination, 1s required
to study and report on proposals to eliminate
dependency as a factor i the determimation of
entitlement to spouse’s benefits under the social
security program and on proposals to bring about
equal treatment of men and women under the
program The report based on the study 1s due
by June 20, 1978—within 6 months of enactment
of the law

OTHER SOCIAL SECURITY ACT AMENDMENTS

Reimbursement for Erroneous State Supplemental
Payments

The Secretary of Health, Education, and Wel-
fare 15 directed to retmburse the States for certain
erroneous State-admimistered State supplemen-
tary SSI payments pard during 1974 Reimburse-
ment will be limited to such payments that a
Department of Health, Education, and Welfare
audit finds to be incorrect as a result of the
States’ good-faith rehance on erroneous or Iin-
complete mnformation furnished to the States by
the Department or incorrect SSI payments made
by the Department

Fiscal Relief for State and Local Welfare Costs

The amendments provide additional Federal
funding of $187 milhon to States and political
subdivisions as fiscal relief from the costs of wel-
fare Each State will receive a share of that
total on the basis of & two-part formula Ialf
the fiscal rehef funds will be distributed 1n
proportion to each State’s share of the total
AFDC expenditures for December 1976 and half
under the general revenue-sharmg formula

Where local units of government are responsible
for meeting part of the costs of the AFDC pro-

19



gram, at least 90 percent of the fiscal relief pay-
ments will be passed through to the respective
political subdivisions The payment of the addi-
tional Federal funds 18 to be made as soon as
admmistratively feasible

Financial Incentives for Quality Control

Another provision establishes a program of
fiseal 1ncentives, beginning January 1, 1978, as
part of the AFDC quality control program The
provision 15 1ntended to encourage States to re-
duce their dollar error rates with respect to eligi-
bility for, and amounts of, assistance paid under
the approved State plan This incentive 13 de-
signed to provide motivation to the States for
expanding their quality control efforts and mm-
proving program administration

Under this amendment, States with dollar error
rates of less than 4 percent would be compensated
as follows

Percent of
Federql gavings

Percent of error rate retained by Stale

35 but less than 4 ____ - - - 10
3 but less than 35 _. - e 20
25 but less than 3§ ___ e 30
2 but less than 2§ ___ - [ 40
Tess than 2 .. _.. - - -.- B0

Access to Wage [nformation

Previcusly, the Social Security Administration
was authorized to furmish soctal security infor-
mation concerning AFDC recipients to States and
political subdivisions for purposes of admims-
termg the AFDC program 1f they requested 1t
Beginning October 1, 1979, State and local wel-
fare agencies and State employment security
agencies must request earnings imformation The
Secretary of Health, Education, and Welfare 15
authorized to establish necessary safeguards
aganst improper disclosure of the available wage
mformation The information 15 to be obtained
by a search of wage records and will 1dent1fy the
fact and amount of earnings and the 1dentity of
the employer for individuals receiving AFDC
at the time the earnings were received

20

State Demonstration Projects

The law provides for a temporary broadening
of the authority for State demonstration projects,
particularly with regard to projects for employ-
ment of AFDC recipients (whose participation
18 voluntary). The provision 1s intended to en-
courage demonstration projects designed to find
ways to make employment more attractive for
public assistance reciplents

The States could request waiver of any or
all of the following requirements of the AFDC
program (1) Statewideness, (2) admimstration
by a single State agency; (3) the earned income
disregard, and (4) the work incentive program
To establish a project, States would be required
to make apnlication to the Secretary, give public
notice of the application for the project, and
request public comment on 1t Under this provi-
s1on, which expires at the end of fiseal year 1980,
the Secretary 1s given 60 days to dwisapprove a
State’s apphcation for a project, during which
time the Secretary must also provide for public
notice and comment If the Secretary does not
deny the application within the 60-day period,
the State 1s authorized to implement & project
without HEW approval

Costs of the projects are elizible for the same
Federal matchimg as other AFDC costs, with
the himitation that the amount matchable with
respect to any participant 1n the project cannot
exceed the amount otherwise payable to him under
AFDC Therefore, no increased Federal expends-
tures are expected to be mcurred from this pro-
vision The States must provide project partici-
pants with the prevailing hourly wage for smmilar
work 1n the locality

Medicare Coverage of ‘Wheelchair’ Devices

The definition of durable medical equipment
under the Medicare supplementary medical 1n-
surance program 1s expanded effective upon enact-
ment of the law, to meclude a power-operated
vehicle that may be appropriately used as a
wheelchair The vehicle must be med:ically neces-
sary and meet safety requirements prescribed by
the Secretary
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