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REVISED PRESS RELEASE NO. 5—MAY 17, 1971

CuareMay Wisur D. Mmrs (D., Ark.), CoumiTrEE oN Wavs
AND MEans, AnNounces Action or CommirTee on HLR. 1,
“TuE SocialL SECURITY AMENDMENTS OF 1971”

Chairman Wilbur D. Mills (D., Ark.), Committee on Ways and
Means, House of Representatives, today annourced that the Com-
mittee has completed decisions on H.R. 1, the Social Security and
welfare reform bill which has been under consideration, and that the
Committee today ordered the bill reported to the House with an
amendment which strikes all the original language and substitutes
new langua%e on all titles of the bill. It is expected that the Committee
report will be filed May 26, 1971.

A summary of the major provisions of H.R. 1 as ordered reported
to the. House follows:

I. PROVISIONS RELATING TO THE SOCIAL SECURITY
CASH BENEFITS PROGRAM

Five-percent increase in social security benefits.—Social security
benefits would be increased by 5 percent. The minimum benefit
would be increased from $70.40 to $74.00 a month. The average
old-age insurance benefit payable for the effective month would
rise from an estimated $133 to $141 a month and the average
benefit for aged couples would increase from an estimated $222 to
$234 a month. Special benefits for persons age 72 and over who
are not insured for regular benefits would be increased from $48.30
to $50.80 for individuals and from $72.50 to $76.20 for couples.

Effective date.—Benefits payable for June 1972.

Number of people affected and dollar payments—27.4 million
beneficiaries would become entitled to higher payments and
16,000 people would be made newly eligible. About $2.1 billion in
additional Y)eneﬁts would be paid in the first full year.*

Automatic increase in benefits, the contribution and benefit base, and in
the earnings test
(a) Increases in benefits:

Social security benefits would be automatically increased ac-
cording to the rise in the cost of living. Increases could occur only
once a year, provided that the Consumer Price Index increased
by at least 3 'percent and that legislation increasing benefits had
neither been enacted nor become effective in.the previous year.

(b) Increases in contribution and benefit base:

In any year in which an automatic benefit increase becomes
effective, the social security contribution and benefit base would
be automatically increased according to the rise in average wages
covered under tﬁe social security program (if wage levels had gone
up sufficiently).

* Hereinafter the first full year, when referring to the effects of changes in the social security cash benefits
or medicare programs, refers to the 12 months beginning July 1972.
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(¢) Change in earnings test: ‘ )
In any year in which an automatic benefit increase becomes

effective, the exempt amount under the retirement test would be
automatically increased in the same manner as the contribution
and benefit base is increased—according to the rise 1n average

wages covered by the program.
Effective date.—First possible increase effective for January 1974.

Special minimum primary insurance amounts

A special minimum benefit would be provided for people who
worked for 15 or more years under social security. The benefit would
be equal to $5 multiplied by the number of years of coverage the per-
son has under the social security program, up to & maximum of 30
years. The highest minimum benefit under this provision would be
$150 for a person who had 30 or more years of coverage. The special
minimum would not be raised under the automatic benefit increase
provisions.

Effective date.—January 1972.

Number of people affected and dollar payments.—300,000 people
would get increased benefits on the effective date and $30 million in
additional benefits would be paid in the first full year.

Increased widow's and widower’s insurance benefits

A widow (or widower), including those already on the rolls, would
be entitled to a benefit equal to 100 percent of the amount her deceased
husband would be receiving if he were still living. Benefits applied
for before age 65 would be reduced according to the widow's age at
the time of application.

Effective date.—January 1972.

Number of people affected and dollar payments.—3.4 million people
would receive increased benefits on the effective date, and $764 mil-
lion in additional benefits would be paid in the first full year.
Increased benefits for those who delay retirement beyond age 65

A worker’s old-age benefit would be increased by 1 percent for each
year (42 of 1 percent for each month) in which the worker between
ages 65 and 72 does not receive benefits because he is working after
age 65. No increased benefit would be paid under the provision to the
worker’s dependents or survivors.

Effective date.—Prospective only for computations and recomputa--
tions after 1971 based on earnings after 1970.

Number of people affected and dollar payments.—400,000 people
would receive increased benefits, and $11 million in additional benefits
would be paid, in the first full year.

Age-62 computation point for men.

Under present law, the method of computing benefits for men and

women differs in that years up to age 65 must be taken into account
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in determining average earnings for men, while for women only years
up to age 62 must be taken into account. Also, benefit eligibility is
figured up to age 65 for men and up to age 62 for women. Under the
bill, these differences, which provide special advantages for women,
would be eliminated by applying the same rules to men as now apply
to women.

The new provision would become effective over a 3-year transition
period. The number of years used in computing benefits for men would
be reduced in three steps. Men who reach age 62 in 1972 would have
only years up to age 64 taken into account; men who reach age 62
in 1973 would have only years up to age 63 taken into account; men
reaching age 62 in 1974 or later would have only years up to age 62
taken into account in determining average earnings. The number of
quarters of coverage needed for insured status for men would also be
reduced in three steps, with the first step in the reduction effective
for January 1972 and subsequent reductions in 1973 and 1974.

Effective date.—Prospective only, in 3 annual steps, becoming fully
effective for men reaching 62 in 1974 and after.

Dollar payments.—$6 million in additional benefits would be paid
in the first full year.

Additional dropout years

One additional year of low earnings—in addition to the 5 years
provided under present law—for each 15 years of covered work could
be dropped in computing the average monthly wage on which benefit
amounts are based.

Effective date—Benefits payable on the basis of the earnings of
people who reach age 62 or die after 1971 or whose first month of
entitlement to disability insurance benefits is after December 1971.

Dollar payments—$17 million in additional benefits would be
paid in the first full year.

Election to receive actuarially reduced benefits in one category not to be
applicable to certain benefits in other categories

Under present law, when a person receives a benefit in one benefit
category that is reduced because it is taken before age 65, and also
receives another benefit in a different benefit category beginning with
the same month or a later month, the second benefit is generally re-
duced to reflect the reduction in the first benefit. For example, when a
woman applies for a retirement benefit prior to age 65, it is reduced
under the actuarial reduction formula; if she applies for a spouse’s
benefit at age 65 or later, it is reduced to take account of the fact
that she took her retirement benefit early. The bill would eliminate
the actuarial reduction of the spouse’s benefit in such cases. The same
rule would apply to men entitled to dependent husbands’ benefits.

Effective date.—The sixth month following the month of enactment.

Number of people affected and dollar payments.—160,000 people would
receive increased benefits on the effective date, and $20 million in addi-
tional benefits would be paid in the first full year.
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Computation of benefits based on combined earnings

A working married couple each of whom had at least 20 years of
covered earnings under the program after marriage could have their
earnings for each year combined up fo the maximum amount of
taxable earnings for that year. If they elected to have their earnings
combined, each member would receive a benefit equal to 75 percent
of the benefit based on their combined earnings. Payments to the
surviving spouse based on the combined earnings would continue
at the 75-percent rate. Dependents’ and other survivors’ benefits
would not be affected. The provision would be an alternative to
present law and would apply only if higher payments would result.

Effective date.—Prospective only for people who attain age 62 in or
after January 1972.

Dollar payments.—$11 million in additional benefits would be paid
in the first full year. N

Liberalization of the retirement test

The amount that a beneficiary under age 72 may earn in a year and
still be paid full social security benefits for the year would be increased
from the present $1,680 to $2,000. Under present law, benefits are
reduced by $1 for each $2 of earnings between $1680 and $2880 and
for each $1 of earnings above $2880. The bill would provide for a
$1 reduction for each $2 of all earnings above $2000; there would
be no $1-for-$1 reduction as under present law. Also, in the year in
which a person attains age 72 his earnings in and after the month in
which he attains age 72 would not be included, as under present law, in
determining his total earnings for the year.

Effective date.—Taxable years ending after 1971.

Number of people affected and dollar payments.—In the first full year,
700,000 people would receive increased payments and 390,000 people
who get no payments under present law could get some payments.
Additional benefits amounting to $484 million would be paid in the
first full year.

Reduced benefits for widowers at age 60

Widowers under age 62 could be paid reduced benefits (on the same
basis as.widows under present law) starting as early as age 60.
Effective date.—January 1972.

Childhood disability benefits

Childhood disability benefits would be paid to the disabled child
of an insured retired, deceased, or disabled worker, if the disability
began before age 22, rather than before 18 as under present law. In
addition, a person who was entitled to childhood disability benefits
could become re-entitled if he again becomes disabled within 7 years
after his prior entitlement to such benefits was terminated.

Effective date.—January 1972.

Number of people affected and dollar payments.—13,000 additional
people would become immediately eligible for benefits on the effective
date, and $14 million in additional benefits would be paid in the first
full year.

Continuation of student’s benefits through end of semester

Payment of benefits to a child attending school would continue
through the end of the semester or quarter in which the student
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(including a student in a vocational school) attains age 22 (rather
than the month before he attains age 22) if he has not received, or
completed the requirements for, a bachelor’s degree from a college or
university.

Effective date.—January 1972.

Number of people affected and dollar payments.—55,000 students
would have their benefits continued beyond age 22, and.$16 million
in additional benefits would be paid, in the first full year.

Benefit-eligibility requirements for a child adopted by an old-age or dis-
ability insurance beneficiary
The provisions of present law relating to eligibility requirements
for child’s benefits in the case of adoption by old-age and disability
insurance beneficiaries would be modified to make the requirements
uniform in both cases. A child adopted after a retired or disabled
worker becomes entitled to benefits would be eligible for child’s bene-
fits based on the worker’s earnings if the child is the natural child or
stepchild of the worker or if (1) the adoption was decreed by a court
of competent jurisdiction within the United States, (2) the child
lived with the worker in the United States for the year before the
worker became disabled or entitled to an old-age or disability insur-
ance benefit, (3) the child received at least one-half of his support
from the worker for that year, and (4) the child was under age 18 at
the time he began living with the worker.
Effective date.—January 1968.

Nontermination of child’s benefits by reason of adoption

A child’s benefit would no longer stop when the child is adopted.
Effective date.—Month of enactment.

Elimination of the support requirements for diworced women

Under present law, benefits are payable to a divorced wife age 62 or
older and a divorced widow age 60 or older if her marriage lasted 20
years before the divorce, and to a surviving divorced mother. In order
to qualify for any of these benefits a divorced woman 1s required to
show that: (1) she was receiving at least one-half of her support from
her former husband, (2) she was receiving substantial contributions
from her former husband pursuant to a written agreement, or (3)
there was a court order in effect providing for substantial contribu-
tions to her support by her former husband. The.bill would elimiriate
these support requirements for divorced wives, divorced widows, and
surviving divorced mothers.

Effectve date.—dJanuary 1972.

Number of people affected and dollar payments.—10,000 additional
women would become immediately eligible for benefits on the effec-
tive date, and $18 million in additional benefits would be paid in the
first full year.

Waiver of duration-of-marriage requirement in case of remarriage
The duration-of-marriage requirement in present law for entitlement
to benefits as a worker’s widow, widower, or stepchild—that is, the
period of not less than nine months immediately prior to the day on
which the worker died that is now required (except where death was
accidental or in the line of duty in the uniformed service, in which case
the period is three months)—would be waived in casés where the
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worker and his spouse were previously married, divorced, and remar-
ried, if they were married at the time of the worker’s death and if the
duration-of-marriage requirement would have been met at the time of
the divorce had the worker died then.

Effective date.—January 1972.

Disability insured status for individuals who are blind

Under present law, to be insured for disability insurance benefits a
worker must be fully insured and meet a test of substantial recent
covered work (generally 20 quarters of coverage in the period of 40
calendar quarters preceding disablement). The bill would eliminate
the test olg recent attachment to covered work for blind people; thus a
blind person would be insured for disability benefits if he is fully
insured—that is, he has as many quarters of coverage as the number of
calendar years that elapsed after 1950 (or the year he reached age 21,
if later) and up to the year in which he became disabled.

Effective date.—January 1972.

Number of people affected and dollar payments.—30,000 additional
people would gecome immediately eligible for benefits on the effective
date, and $29 million in additional benefits would be paid in the first
full year. :

Wage credits for members of the uniformed services

Present law provides for a social security noncontributory wage
credit of up to $300, in addition to contributory credit for basic pay,
for each calendar quarter of military service after 1967. Under the
bill, the additional noncontributory wage credits would also be pro-
vided for service during the period January 1957 (when military service
came under contributory social security coverage) through December
1967.

Effective date.—dJanuary 1, 1972.

Nimber of people affected and dollar payments.—130,000 additional
people would receive larger benefits on the effective date, and $39
million in additional benefits would be paid in the first full year.
Reduction in waiting period for disability benefits

The present 6-month period throughout which a person must be
disabled before he can be paid disability benefits would be reduced by
one month (to 5 months).

Effective date.—January 1972.

Number of people affected and dollar payments—950,000 people

would receive increased benefits, and $105 mullion in additional bene-
fits would be paid, in the first full year.

Disability insurance benefits applications filed after death

Disability insurance benefits (and dependents’ benefits based on a
worker’s entiflement {o disability benefits) would be paid to the
disabled worker’s survivors if an application for benefits is filed within
3 months after the worker’s death, o1 within 3 months after enactment
of this provision.

Effective date.—For deaths occurring after 1969.

Drsability benefits affected by the receipt of workmen’s compensation

Under present law, social security disability benefits must be
reduced when workmen’s compensation is also payable if the com-
bined payments exceed 80 percent of the worker's average current
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earnings before disablemeni. Average current earnings for this purpose
can be computed on two different bases and the larger amount will
be used. The bill adds a third altermative base, under which a worker’s
average current earnings can be based on the one year of his highest
earnings in a period consisting of the year of disablement and the five
preceding years.

Effective ddate.—January 1972.

Number of people affected and dollar payments.—65,000 people
would receive increased benefits on the effective date, and $4 million in
additional benefits would be paid in the first full year.

Optional determination of self-employment earnings

Self-employed persons could elect to report for social security
purposes two-thirds of their gross income from nonfarm self-éemploy-
ment, but not more than $1,600. (This optional method of reportin
is similar to the option available under present law for farm self-
employment.) A regularity of coverage requirement would have to be
met and the option could be used only five times by any individual.

Effective date.—Taxable years beginning after 1971.

Payments by an employer to the survivor or estate of a former employee

Amounts earned by an employee which are paid after the year of
his death to his survivors or his estate would be excluded from coverage.
Under present law, such wages are covered and social security taxes
must be paid on these wages but the wages cannot be used to determine
eligibility for or the amount of social security benefits.

Effectve date.—January 1972.

Coverage of members of religious orders who are under a vow of poverty

Social security coverage would be made available to members of
religious orders who have taken a vow of poverty, if the order makes an
irrevocable election to cover these members as employees of the
order.

Effective date.—Upon enactment.

Self-employment income of certain individuals living temporarily outside
the United States

Under present law, a U.S. citizen who retains his residence in the
United States but who is present in a foreign country or countries for
approximately 17 months out of 18 consecutive months, must exclude
the first $20,000 of his earned income in computing his taxable income
for social security and income tax purposes. The bill would’ provide
that U.S. citizens who are self-employed outside the U.S. and who
retain their residence in the United States would not exclude the first
$20,000 of earned income for social security purposes and would com-
pute their earnings from self-employment for social security purposes
in the same way as those who are self-employed in the U.S.

Effective date.—Taxable years beginning after 1971.

Penalty fbor furnishing false information to obtain a social security
number

Provides criminal penalties when an individual furnishes false in-
formation in applying for a social security number with intent to
deceive the Secretary as to his true identity.

60-829 O - T1 - 2
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Trust fund expenditures for rehabilitation services

Provides an increase in the amount of social security trust fund
monies that may be used to pay for the costs of rehabilitating social
security disability beneficiaries. The amount would be increased from
1 percent of the previous year’s disability benefits (as under present
law) to 1% percent for fiscal year 1972 and to 1% percent for fiscal
vear 1973 and subsequent years.

Dollar payments.—Additional payments for the cost of vocational
rehabilitation services would amount to $17 million in the first full
year.

Other-:OASDI amendments

Other changes relate to social security coverage of policemen and
firemen in Idaho, public hospital employees in New Mexico, Federal
Home Loan Bank employees, employees of the Government of Guam,
and students employed by certain nonprofit organizations; retroactive
payments for certain disabled people; social security benefits for a
child entitled on the earnings record of more than one worker; benefits
for certain dependent grandchildren; recomputation of benefits to
survivors of a deceased worker who was entitled to both social security
and railroad retirement benefits; authorization for the Managing
Trustee of the social security trust funds to accept money gifts or
bequests; and preserving the amount of a family’s benefit when the
worker’s benefit is increased.

II. PROVISIONS RELATING TO MEDICARE, MEDICAID,
AND MATERNAL AND CHILD HEALTH

A. ELIGIBILITY AND PAYMENT FOR BENEFITS

Extending health insurance protection to disabled beneficiaries

Health insurance protection under title XVIII would be extended
to persons entitled to monthly cash benefits under the social security
and railroad retirement programs because they are disabled, after
they have been entitled to disability benefits for at least two years.

Effective date.—July 1972.

Number of people affected and dollar payments.—About 1.5 million
disabled social security and railroad beneficiaries would be eligible for
both hospital benefits and physician coverage under medicare. About
$1.85 billion in benefits would be paid on behalf of disabled bene-
ficiaries in the first full year of the program.

Hospital insurance for the uninsured

People reaching age 65 who are ineligible for hospital insurance
benefits under medicare would be able to enroll, on a voluntary basis,
for hospital insurance coverage under the same conditions under
which people can enroll under the supplementary medical insurance
part of medicare. Those who enroll would pay the full cost of the
protection—$31 a month at the beginning of the program—rising as
hospital costs rise. States and other organizations, through agreements
with the Secretary, would be permitted to purchase such protection
on agroup basis for their retired (or active) employees age 65 or over.

Effective date —January 1972.
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Amount of supplementary medical insurance premium

The supplementary medical insurance premium will be determined
as under present law for months through June 1972 ($5.30 through
June 1971 and $5.60 from July 1971 through June 1972.) Thereafter,
the Secretary of Health, Education, and Welfare would, as under
present law, determine and promulgate for each year a monthly
enrollee premium for both aged and disabled. However, the enrollee
I)remit'lms would be increased only in the event of the enactment of
egislation providing for a gereral benefit increase or in the event of
an automatic general benefit increase. In any given year, the premium
would rise by no more than the percentage by which cash benefits
had been increased across the board in the interval since the premium
was last increased. The premium amount paid by the beneficiary
would never exceed one-half of total program costs.

Elffective date.—July 1972.

Change in supplementary medical insurance deductible

The Medicare part B deductible, currently $50 per year, would be
increased to $60.
Elffective date.—January 1972.

Coinsurance under hospital insurance and the lifetime reserve

Coinsurance equal to one-eighth of the inpatient hospital deductible
would be imposed for each day of inpatient hospital coverage during a
benefit period beginning with the 31st day and continuing through
the 60th day. This amount is now $7.50, but would increase as the
inpatient hospital deductible increases (as hospital costs rise). (Coin-
surance for the 61st through the 90th day would remain equal to one-
fourth of the inpatient hospital deductible.) The lifetime reserve,
under which the beneficiary pays one-half of the hospital deductible,
would be increased from 60 days to 120 days.

Effective date.—Hospital stays beginning after 1971.

Automatic enrollment for supplementary medical insurance

People entitled to hospital insurance benefits would be automatically
enrolled and covered for supplementary medical insurance benefits
unless they indicate they do not want to {)e enrolled for such coverage.

Effective date.—January 1972.

Incentives for comprehensive care under medicaid

Incentives would be created for States to contract with health
maintenance organizations or similar facilities. At the same time,
disincentives would be provided to discourage prolonged stays in insti-
tutions. Specifically, there would be—

(1) an increase of 25 percent (up to maximum of 95 percent)
in the Federal Medicaid matching percentage to States under
contract with HMO’s or other compregensive health care facilities;

(2) a decrease in the Federal medical assistance percentage b
one-third after the first 60 days of care in a general or Tg
hospital;

(3) a reduction in the Foderal percentaie by one-third after
the first 60 days of care in a skilled nursing home unless the State
establishes that it has an effective utilization review program;
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(4) a decrease in Federal matching by one-third after 90 days
of care in a mental hospital and provision for no Federal matching
after 275 additional days of such care during an individual’s
lifetime except that the 90-day period may be extended for an
additional 60 days if a doctor certifies that the patient will benefit
th(:lrapeutically from such an additional period of hospitalization;
an

(5) authority for the Secretary to comlimte a reasonable cost
differential for reimbursement between skilled nursing homes and
intermediate care facilities.

Effective date.—July 1, 1971, except that the reasonable cost differ-
ential provision would be effective January 1, 1972.

Cost sharing under medicard

The Secretary of Health, Education, and Welfare would be able to
require the payment of a premium, related to income, for those
eligible as medically indigent (non-cash recipients) under a State
medicaid program. In addition, states would be permitted to impose
a nominal cost sharing with respect to cash recipients, but applying
only to services not required to be provided under the State program.
States could apply copayment provisions to the medically indigent
which are not related to income.

Effective date.—July 1, 1972.

Determination of payments under medicaid

Families eligible for cash assistance would have a deductible under
medicaid equal to one-third of the family’s earnings above $720
(after deducting the earnings of school children and any costs of re-
quired child care) less the difference between the medicaid standard
and the payment standard, if any, in that State. All States would be
required to impose such a deductible. Any family with income below
the State medicaid standard would be eligible for medicaid assistance.

Effective date.—July 1, 1972.

Relationship between medicare and Federal employees benefits

Effective with January 1, 1975, no paymeni would be made under
medicare for the same services covered under a Federal employees
health benefits plan, unless in the meantime the Secretary of Health,
Education, and Welfare certifies that such plan or the Federal em-
ployees health benefits program has been modified to make available
coverage supplementary to medicare benefits and that Federal em-
ployees and 1etirees age 65 and over will continue to have the benefit
of a contribution toward their health insurance premiums from either
the Government or the individual plan.

Effective date.—January 1975.

Medicare benefits for people living near United States border
Medicare beneficiaries living in border areas of the United States
would be entitled to covered inpatient hospital care outside the United
States if the hospital they use is closer to their residence than a com-
arable United States hospital and if it has been accredited by a
ospital approval program with standards comparable to medicare
standards. Coverage would also be extended in these cases to physi-
cians’ and ambulance services furnished in conjunction with covered
foreign hospital care.
Effective date.—January 1972,
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B. IMPROVEMENTS IN OPERATING EFFECTIVENESS

Limitation on Federal participation for capital expenditures

Reimbursement amounts to providers of health services and health
maintenance organizations under the medicare, medicaid, and ma-
ternal and child health programs for capital costs, such as depreciation
and interest, would not be made with respect to large capital expendi-
tures which are inconsistent with Staie or local health facility plans.
States would be required (o establish procedures by which a facility
or organization proposing a capital expenditure may appeal a decision
by a planning agency. :

Effective date.—July 1972 (or earlier if requested by a State).

Experiments and demonstration projects in prospective resimbursement and
wncentives for economy

The Secretary of Health, Education, and Welfare would be required
to develop experiments and demonstration projects designed to test
various methods of making payment to providers of services on a
prospective basis under the medicare, medicaid, and maternal and
child health programs. In addition, the Secretary would be authorized
to conduct experiments with methods of payment or reimbursement
designed to increase efficiency and economy (including payment for
services furnished by organizations providing comprehensive, mental,
or ambulatory health care services) ; with areawide or communitywide
peer review, utilization review, and medical review mechanisms; and
with performance incentives for intermediaries and carriers.

Effective date.—Enactment.

Limits on costs recognized as reasonable

The Secretary of Health, Education, and Welfare would be given
authority to establish and promulgate limits on provider costs to be
recognized as reasonable under medicare based on comparisons of the
cost of covered services by various classes of providers in the same
Eeographical area. Hospitals and extended care facilities could charge

eneficiaries for the costs of services in excess of those that are found
necessary to the efficient delivery of needed health services (except
in the case of an admission by a physician who has a financial interest
in the facility).

Effective date.—July 1972.

Limits on prevailing charge levels

Physicians’ charges determined to be reasonable under the present
criteria in the medicare, medicaid, and maternal and child health law
would be limited by providing: (a) that after December 31, 1970,
medical charge levef; recognized as prevailing may not be increased
beyond the 75th percentile of actual charges in a locality during the
calendar year elapsing prior to the start of the fiscal year; (b) that for
fiscal year 1973 and thereafter the prevailing charge levels recognized
for a locality may be increased, in the aggregate, only to the extent
justified by indexes reflecting changes in costs of practice of physicians
and in earnings levels; and (c¢) that for medical supplies, equipment,
and services that, in the judgment of the Secretary, generally do not
vary significantly in quality from one supplier to another, charges
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allowed as reasonable may not exceed the lowest levels at which such

supplies, equipment, and services are widely available in a locality.
The existing Health Insurance Benefits Advisory Council is to

conduct a study of the methods of reimbursement of physicians’ fees

under medicare and report to the Congress no later than July 1, 1972.
Effective date.—(See provision.)

Limits on skilled nursing home and intermediate care facility costs

The average per diem costs for skilled nursing homes and inter-
mediate care facilities countable for Federal financial participation
under medicaid would be limited to 105 percent of such costs for the
same quarter of the preceding year. Increases resulting from higher
labor costs due to minimum wage legislation would not count in
computing the cost figure.

Effective date.—January 1, 1972.

Payments to health maintenance organizations

Medicare beneficiaries could choose to have all covered care, except
emergency services, provided by a health maintenance organization
(a prepaid group health or other capitation plan). The Department
of e:St,h ]%:iucation, and Welfare would contract with such organi-
zations, and would reimburse them on a monthly per capita basis at a
rate equivalent to 95 percent of the estimated per capita costs of medi-
care beneficiaries in the area who are not enrolled in such organiza-
tions. Profits accruing to the organization, beyond its retention rate
for nonmedicare members, would be passed on to the medicare en-
rollees in the form of expanded benefits.

Effective date.—January 1972.
Payments for services of teaching physicians

Medicare would pay for the services of teaching physicians on the
basis of reasonable costs, rather than fee-for-service charges, unless a
bona fide private patient relationship had been established or the
hospital had, in the 2-year period ending in 1967, and subsequently,
cusiomarily charged all patients and collected from at least 50 percent
of patients on a fee-for-service basis. Medicare payments would also be
authorized on a cost basis for services provided to hospitals by the staff
of certain medical schools.

Effective date.—Accounting periods beginning after June 30, 1971.

Advance approval of extended care and home health services under medicare
The Secretary of Health, Education, and Welfare would be author-
ized to establish minimum periods of time (by medical condition) after
hospitalization during which a patient would {)e presumed, for payment
urposes, to require extended care level of services in an extended care
acility. The attending physician would certify to the condition and re-
lated need for the services. A similar provision would apply fo post-
hospital home health services.
ffective date.—January 1972.
Termination of payments to suppliers of services who abuse the medicare
or medicard programs
The Secretary of Health, Education, and Welfare would be given

authority to terminate payment for services rendered by a supplier of
health and medical services found to be guilty of program abuses.
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Program review teams would be established {o furnish the Secretary
professional advice in carrying out this authoriiy.
 Effective date.—Enactment.
Elimination of requirement that States have comprehensive medicard
programs

The existing requirement that States have comprehensive medicaid
programs by 1977 would be repealed.

Effective date.—Enactment.

Reductions in care and services under medicaid

The states would be permitted to eliminate or reduce the scope and
extent of health services which are optional under the Federal medicaid
statute, e.g., outpatient drugs, eyeglasses and dental care. States
would have to provide the same dollar amounts for their required
health services.

Effective date.—Enactment.

State determinations of reasonable hospital costs under medicaid

States would be allowed to develop methods and standards for
reimbursing the reasonable cost of inpatient hospital services. Such
costs could not exceed medicare rates.

Effective date.—July 1, 1972, or earlier if a State plan so provides

Government payment no higher than charges

Payments for institutional services under the medicare, medicaid,
and maternal and child health programs could not be higher than the
charges regularly made for these services.

Effective date.—July 1971.

Institutional planning under medicare

Health institutions under the medicare program would be required
to have a written plan reflecting an operating budget and a capital
expenditure budget.

Effective date.—Sixth month following month of enactment.

Federal matching for automated medicaid systems

Federal matching for the cost of designing, developing, and installing
mechanized claims processing and information retrieval systems would
be set at 90 percent and 75 percent for operation of such systems.

Effective date.—July 1, 1971.

Prohibition of reassignments

Medicare (part B) and medicaid payments to anyone other than a
patient, his physician, or other person providing the service, would be
prohibited, unless the physician (or, in the case of medicaid, another
type of practitioner) is required as a condition of his employment to
turn over his fees to his employer or unless there is a contractual
arrangement between the physician and the facility in which the serv-
ices were provided under which the facility bills for all such services.

Effective date.—Enactment date for medicare; July 1, 1972 (or
earlier at the option of the State) for medicaid.

Institutional utilization review under medicaid

The same utilization review committees now reviewing medicare
cases in hospitals and nursing homes would be required to review
medicaid cases in institutions utilized by medicare.
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Stopping payment where hospital admission not necessary under medicare
If the utilization review committee of a hospital or extended care
facility, in its sample review of admissions, finds & case where institu-
tionalization is no longer necessary, payment would be cut off after 3
days. This provision parallels the provision in present law under which
‘long-stay cases are cut off after 3 days when the utilization review
committee determines that institutionalization is no longer required.
Effective date.—Third month following the month of enactment.

Use of health agencies in medicaid

State medicaid programs would be required—

(1) To establish and implement plans, prepared by the State
health agency, or other appropriate State medical agency, for the
professional review of care provided to medicaid recipients, and

(2) Provide that the State medical agency which licenses
health institutions shall perform that function for medicaid.

Effective date.—July 1, 1972.

Medicaid and comprehensive health care programs

A state medicaid plan would not be out of compliance if it arranged
for medicaid care through a comprehensive health plan in one or more
areas which provided more services than are generally provided under
the State’s medicaid plan.

Effective date.—Enactment.

Program for determining qualifications for certain health care personnel

The Secretary of Health, Education, and Welfare would be required
to develop and employ proficiency examinations to determine whether
health care personnel, not otherwise meeting specific formal criteria
now included in medicare regulations, have sufficient training, experi-
ence, and professional competence to be considered qualified personnel
for purposes of the medicare and medicaid program.

Effective date.—Enactment.

Penalty for fraudulent acts under medicare and medicard

Present penalty provisions relating to the making of a false state-
ment or representation of a material fact in any application for medi-
care payments would be broadened to include the soliciting, offering,
or acceptance of kickbacks or bribes, including the rebating of a por-
tion of a fee or a charge for a patient referral, by providers of heslth
care services. The penalty for such acts would be imprisonment up to
one year, a fine of $10,000, or both. Similar penalty provisions would
apply under medicaid.

Anyone who knowingly and willfully makes, or induces the making
of, a false statement of material fact with respect to the conditions
and operation of a health care facility or home health agency in order
to secure medicare or medicaid certification of the facility or agency,
would be guilty of a misdemeanor punishable by up to 6 months’ im-
prisonment, & fine of not more than $2.000, or both.

Effective date.—Enactment.
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C. MISCELLANEOUS AND TECHNICAL PROVISIONS

Physical therapy and other therapy services under medicare

Under medicare’s supplementary medical insurance program, up to
$100 per calendar year of physical therapy services furnished by a
licensed physical therapist in his office or the patient’s home under
a physician’s plan would be included in covered charges. Hospitals
and extended care facilities could provide physical therapy services
under part B to inpatients who have exhausted their days of hospital
insurance coverage. Where physical therapy and other ancillary serv-
ices are furnished by a provider of services, or by others under arrange-
ments with the proviger, medicare reimbursement to the provider
would in all cases be based on # reasonable salary payment for the
services.

Effective date.—January, 1972,

Coverage of supplies related to colostomies

Medicare coverage would be provided for colostomy bags and sup-
plies directly related to colostomy care.
Effective date.—Enactment.

Ptosis bars

Coverage would be provided under part B of medicare for ptosis
bar devices required for the care of individuals suffering from paralysis
or atrophy of the eyelid muscle.

Effective date.—Enactment.

Intermediate care facilities under medicaid

The provisions for optional coverage of intermediate care facilities
would be moved from title XI of the Act (here it applies, by reference
to the cash assistance titles) to title XIX as an optional service.
Services in a public institution for the mentally retarded could qualify
if the primary purpose is to provide health or rehabilitation services
and if the patient is receiving active treatment.

Effective date.—January 1, 1972.

Coverage prior to application under medica:

States would be required to provide medicaid coverage for care
and services furnished in or after the third month prior to the applica-
tion of an eligible person.

Effective date.—July 1, 1972,

Certification of hospitalization for dental care

A dentist would be authorized to certify the necessity for hospitaliza-
tion to protect the health of a medicare patient who is hospitalized
for a noncovered dental procedure.

Effective date.—Third month after month of enactment.
Grace period for paying medicare premium

Where there is good cause for a medicare beneficiary’s failure to
pay supg)lementary medical insurance premiums, an extended grace

period of 90 days would be provided,
Effective date.—Enactment,
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Extension of time for filing medicare claims

The time limit for filing supplementary medical insurance claims
would be extended where the medicare beneficiary’s delay is due to
administrative error.

Effective date.—Enactment.

Waiver of enrollment period requirements where administrative crror is
1nvolved

Relief would be provided where administrative error has prejudiced

an individual’s right to enroll in medicare’s supplementary medical

insurance program.
Effective date.—July 1966.

Three-year limitation on medicare enrollment dropped

Eligible beneficiaries would be permitted to enroll under medicare’s
supplementary medical insurance program during any prescribed en-
roliment period. Beneficiaries would no longer be required to enroll
within 3 years following first eligibility or a previous withdrawal from
the program.

Effective date—Enactment.

Waiver of medicare overpayment
Where incorrect medicare payments were made to a deceased
beneficiary, the liability of survivors for repayment could be waived
if the survivors were without fault in incurring the overpayment.
Effective date—Enactment.

Meduwcare fair hearings
Fair hearings, held by medicare carriers in response to disagreements
over amounts paid under supplementary medical insurance, would be
conducted only where the amount in controversy is $100 or more.
Effective date—Enactment.

Callection of medicare premium. by the railroad retirement board

Where a person is entitled to both railroad retirement and social
security monthly benefits, his premium payment for supplementary
medical insurance benefits would be deducted from his railroad
retirement benefit in all cases. The Rajlroad Retirement Board is
given authority to choose the carrier for part B benefits for its
beneficiaries.
 Effective date.—Applicable to premiums becoming due after the
fourth month following the month of enactment.

Prosthetic lenses furnished by optometrists

The definition of physician, for purposes of the medicare program,
would be amended to include a licensed doctor of optometry, but
only with respect to establishing the medical necessity of prosthetic
lenses (which are already covered under the program).

Effective date.—Enactment.

Social services requirement in extended care facilities

The present requirement for social services in extended care facili-
ties under medicare would be removed.

Effective date.—Enactment.

Refund of excess premiums

In the event of the death of a medicare beneficiary, any hospital
or medical insurance premiums paid for any month after the month of
his death will be refunded to his estate or to a survivor,

Effective date—Enactment.
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Waiving of requirement for skilled nursing homes in rural areas

The requirement that skilled nursing homes under medicaid have
at least one full-time registered nurse on the staff would be waived
for up to one year at a time over a five-year period where the skilled
nursing home is in a rural area and certain\other conditions are met.

Effective date.—Enactment.

Ezemption of Christian Scientist sanatoriums from certain requirements
under medicaid
Christian Scientist sanatoriums under medicaid would be exempted
from provisions in the bill which require certain health-related func-
tions or conditions.
Effective date.—Enactment.

Regquirements for nursing home administrators

States would be permitted to provide under medicaid for a perma-
nent waiver of a nursing home administrator who had been such an
administrator for more than 3 years before the time the basic pro-
vision became effective (July 1970).

Effective date.—Enactment.

Termination of Nursing Home Administration Advisory Council

The National Advisory Council on Nursing Home Administra-
tions under medicaid would be terminated.

Effective date.—Thirty days after enactment.

Increase in limit on payments to Puerto Rico for medicaid

The present limit of $20 million on the annual Federal payment for
medicaid would be raised to $30 million. The present matching rate
of 50 percent would be retained.

Effective date.—Fiscal year 1972.

Provider resmbursement review board under medicare

Providers of services, under certain circumstances, would be per-
mitted to appeal to a review board (established by the Secretary
specifically to conduct such reviews) from a decision of the fiscal
intermediary concerning the amount of program reimbursement, if
the amount in controversy is at least $10,000.

Chiropractors’ services

The Secretary of Health, Education, and Welfare would conduct a
study of the desirability of covering chiropractors’ services under
medicare, utilizing the experiments and experience under the medic-
aid program. A report on the study, including the experience of other
programs paying for chiropractors’ services, would be submitted to the
Congress within 2 years after enactment of the bill.

Effective date.—Enactment.

Ezm;g'i(m ﬁgj title V to American Samoa and the Trust Territory of the
act,

The crippled children and maternal and child health provisions of
title V of the Act would be extended to American Samoa and the Trust.
Territory of the Pacific.

Effective date.—Fiscal years beginning after June 30, 1971.

FINANCING OASDHI

In order to finance the changes in the OASDHI program as amended
by the bill, the limit on taxable earnings would be increased to $10,200
effective January 1972 and the following schedule of OASDI and HI
tax rates would be provided:
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SOCIAL SECURITY TAX RATES AND MAXIMUM ANNUAL SOCIAL SECURITY TAXES FOR EMPLOYEES, EMPLOYERS,
AND SELF-EMPLOYED

Employees and employers, each Self-employed
0ASDI, HI, Total, Maximum  OASDI, H1, Total, Maximum
percent  percent  percent tax percent percent percent tax
Present law:

19711 4.6 0.6 5.2  $405.60 6.9 0.6 1.5 $585. 00
19723, 4.6 .6 5.2 468, 00 6.9 .6 7.5 675.00
1973~7 5.0 .65 5.65  508.50 7.0 .65 7.65 688. 50
1976-792 5.15 1 5.85  526.50 1.0 1 1.1 693.00
5.15 .8 5.95  535.50 7.0 .8 1.8 702.00

5.15 .9 6.05 544,50 1.0 .9 1.9 711.00

4.6 .6 5.2 405.60 6.9 .6 1.5 585. 00

4.2 1.2 5.4 550. 80 6.3 1.2 7.4 754. 80

5.0 1.2 6.2 632.40 7.0 1.2 8.2 836. 40

6.1 1.3 7.4 754.80 7.0 1.3 8.3 846.60

1 Tax rates apply to annual earnings up to $7,800.
Tax rates apply to annual earnings up to $9,000.
3 Tax rates apply to annual earnings up to $10,200.

IST-YEAR BENEFIT COSTS AND NUMBER OF PERSONS AFFECTED BY OLD-AGE, SURVIVORS, DISABILITY, AND
MEDICARE PROVISIONS OF H.R. 1

[Amounts in miltions; bers of p inth ds}
Present-law
Ist-year  beneficiaries Newly
benefit i diately ligib!
Provision costs | affected 2 persons 3
L 1 $5,438 L
Cash benefit changes applicable to both present and future beneficiaries:
5 percent benefit increase—effective June 1972 .........__._.__.. 2,073 27,400 . _._...... 16
Other cash benefit changes—generally effective January 1972:
Retirement test changes: ’
$2,000 exempt amount; 1 for 2 above $2,000____..__....._ 473 680 390
Earnings in year of attainment of age 72_._________..____ 11 20 ...
Increased benefits for widows and widowers to 100 percent of
PIA (limited to OAIB) .. ________ .. . . ... .... 764 3,400 .. ________
Children disabled at ages 18-21_ . ___ 14 . 13
Noncontributary credits for military service after 1956. . .. 39 130 ...
Election to receive larger future benefits by certain beneficiaries
eligible for more than 1 actuarially reduced benefit..________ 20 100 ... ...
Eliminate support requirement for divorced wives and surviving
diverced wives._ ....___._._________________________.____ 18 . 10
Student child’s benefits continued after age 22 to end of semes- 6 55
L | B - IO,
Special minimum PIAupto $150.__. ... .. ... .... -- 30 300 -
Liberalized workmen's compensation offset (80 percent of high 1 A 6
12T T R - - R
Ligera ized disability insured status provision for the blind (drop
20/40 requirement)_ .. ... .. ..ol 2 30
Increased allowance for vocational rehabilitation expenditures. . R
Subtotal . iee. 3,508 (O] 459

Cash benefit changes applicable only to future beneficiaries—effective
Januar% 1972;
Age 62 computation point formen. ..________________............
Benefits based on combined earnings of husband and wife.
Credit for delayed retirement.__........._._......___.
Additional drop-out year for every 15 years of coverage. .
Reduce disability waiting petiod to 5 months

Subtotal

Total, cash benefit changes

Medicare benefit changes:

Hospital insurance for disabled beneficiariess________.____________ 1,800 . _______ 1,500
Supplementary medical i or disabled beneficiaries 3. ____.. 350 ... 1, 500
Change in sup?lementary medical insurance deductible—effective
January 1,1972. el -70 19,800 ... __..._..._.
Total, Medicare changes. ... ... ...._.........._._..... 1,780 19, 800 1, 500

! Represents additional benefit payments in the 12-month period beginning July 1, 1972,
3 For cash benefits, present-law beneficiaries whose benefit for the effective manth would be increased under the pro-
vision; for Medicare, persons with insurance protection. :
3For cash benefits, persons who cannot receive a benefit under present law for the effective month, but who would
receive a benefit for such month under the p ion; for Medicare, p who gain i p i
¢ Fl#ures not additive because a person may be affected by more than one provision.
® Effective July 1, 1972,
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ITII. PROVISIONS RELATING TO ASSISTANCE FOR THE
AGED, BLIND, AND DISABLED

The existing Federal-State programs of aid to the aged, blind, and
permanently and totally disabled would be repealed, effective July 1,
1972, and a new, totally Federal program would be effective on that
date. The new national program is designed to provide financial
assistance to needy people who have reached age 65 or are blind or
disabled and would be established by a new Title XX of the Social
Security Act. The program would be administered by the Social Secu-
rity Administration through its present administrative framework and
facilities.

The eligibility requirements and other legislative elements of the
new program are as follows:

Eligibility for and amount of benefits

Individuals or couples could be eligible for assistance when their
monthly income is less than the amount of the full monthly payment.

Full monthly benefits for a single individual would be $130 for
fiscal year 1973; $140 for fiscal year 1974, and $150 thereafter. Full
monthly benefits for an individual with an eligible spouse would
be $195 for fiscal year 1973, and $200 for fiscal year 1974 and there-
after. Benefits would not be paid for any full month the individual is
outside the U.S.

The Secretary would establish the circumstances under which gross
income from a trade or business, including farming, is large enough
to preclude eligibility (net income notwithstanding). In addition,
people who are 1n certain public institutions, or in hospitals or nursing
homes getting medicaid funds, would be eligible for benefits of up to
$25 a month. People who fail to apply for annuities, -pensions, work-
men’s compensation, and other such payments to which they may be
entitled would not be eligible.

Definition of income

In determining an individual’s eligibility and the amount of his
benefits, both his earned and unearned income would have to be
taken into consideration. The definition of earned income would follow
generally the definition of earnings used in ap lying the earnings limi-
tation of the social security program. Unearneg income would mean all
other forms of income, among which are benefits from other public
and private programs, prizes and awards, proceeds of life insurance
not needed for expenses of last illness and burial (with a maximum of
$1,500), gifts, support, inheritances, rents, dividends, interest, and so
forth. For people who live as members of another person’s household,
the value of their room and board would be deemed to be 33} percent
of the full monthly payment.

The following items would be excluded from income:
| 1. Earnings of a student regularly attending school, with reasonable

imits.

2. Irregular earned income of an individual of $30 or less in a quarter
and irregular unearned income of $60 or less in a quarter.

3. The first $85 of earnings per month and one-half above that for
the blind and disabled (plus work expenses for the blind). The first $60
of earnings per month and one-third above that for the aged.

4. The tuition part of scholarships and fellowships.

5. Home produce.

6. One-third of child-support payments from an absent parent.
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7. Foster care payments for a child placed in the household by a
child-placement agency.

8. Assistance based on need received from certain public or private
agencies.

9. Vocational rehabilitation allowances.

Exclusions from resources

Individuals or couples cannot be eligible for payments if they have
resources in excess of $1,500. The following items would be excluded
from resources:

1. The home to the extent that its value does not exceed a reasonable
amount.

2. Household goods and personal effects not in excess of a reasonable
amount.

3. Other property which is essential to the individual’s support
(within reasonagle value limitations).

4. Life insurance policies (if their total face value is $1,500 or less).

Other insurance policies would be counted only to the extent of
their cash surrender value.

The Secretary would prescribe periods of time and manners in
which excess property must be disposed of in order that it not be
included as resources.

Meaning of terms

An eligible individual must be a resident of the United States,
Puerto Rico, the Virgin Islands, or Guam and a citizen or an alien
admitted for permanent residence, and be aged, blind, or disabled.

Aged individual: One 65 years of age or older.

Blind individual: An individual who has central visual acuity of
20/200 or less in the better eye with the use of a correcting lens, or
equivalent impairment in the fields of vision.

Disabled individual: An individual who is unable to engage in any
substantial gainful activity by reason of a medically determinable

hysical or mental impairment which is expected to last, or has lasted,
or 12 months or can be expected to end 1n death. (This definition is
now used for social security disability benefits.) ,

Eligible spouse: An aged, blind, or disabled individual who is the
husband or wife of an individual who is aged, blind, or disabled.

Child: An unmarried person who is not the head of a household and
who is either under the age of 18, or under the age of 22 and attending
school regularly. : ,

Determination of marital relationship: Appropriate State law will
apply except that, if two people were determined to be married for
purposes of receiving social security cash benefits, they will be con-
sidered to be married, and two persons holding themselves out as
married in the community in which they live would be considered
married for purposes of this program.

Income and resources of a spouse living with an eligible individual
will be taken into account in determining the benefit amount of the
individual, whether or not the income and resources are available to
him. Income and resources of a parent may count as income of a
disabled or blind child.

Rehabilitation services

Disabled and blind beneficiaries would be referred to State agencies
for vocational rehabilitation services. A beneficiary who refused
without good cause any vocational rehabilitation services offered would
not be eligible for benefits. '



21

Optional State supplementation

A State which provides for a State supplement to the Federal
payment could agree to have the Federa{) Government make the
supplemental payments on behalf of the State. If a State agrees to
have the Federaf’Government make its supplemental payments, the
Federal Government would pay the full administrative costs of making
such payments, but if it makes its own payments, the State would pay
all of such costs.

States could but would not be required to cover under medicaid
persons who are made newly eligible for cash benefits under the bill.

The Federal government, in administering supplemental benefits
on behalf of a State, would be required to recognize a residency re-
quirement if the State decided to impose such a requirement.

Payments and procedures

Benefits could be paid monthly, or otherwise, as determined by the
Secretary of Health, Education, and Welfare. Benefits could be paid
to an individual, an eligible spouse, partly to each, or to another
interested party on behalf of the individual. The Secretary could
detelx"n(liine ranges of incomes to which a single benefit amount may be
applied.

Cash advances of up to $100 could be paid if an applicant appears
to meet all the eligibility requirements and is faced with a financial
emergency. Applicants apparently eligible for benefits on the basis of
disability could be paid benefits for up to three months while their
disability claim was in process.

The Secretary may arrange for adjustment and recovery in the
event of overpayments or underpayments, and could waive overpay-
;nerllts to achieve equity and avoid penalizing people who were without
ault,

People who are, or claim to be, eligible for benefits and who dis-
agree with determinations of the Secretary, could obtain hearings if
they request them within 30 days. Final determinations would be
subject to judicial review in Federal district courts, but the Secretary’s
decisions as to any fact would be conclusive and not subject to review
by the courts.

The right of any person to any future benefit would not be transfer-
able or assignable, and no money payable under the program would
be subject to execution, levy, attachment, garnishment, or other legal

rocess.
P If an individual fails to report events and changes relevant to his
eligibility without good cause, benefits which may be payable to the
individual would be terminated or reduced.

The heads of other Federal agencies would be required to provide
such information as the Secretary of HEW needs to determine eligi-
bility for benefits.

Penalties for fraud

A penalty of up to $1,000 or up to one year imprisonment, or both,
would be provided in case of fraud under the program.

Administration

The Secretary of HEW may make administrative and other arrange-
nients as necessary to carry out the purposes of the program and the
States could enter into agreements to administer the Federal benefits
during a transitional period.
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Evaluation and research

The Secretary of HEW would continually evaluate the program,
including its effectiveness in achieving its goals and its impact on
related programs. He could conduct research and contract for inde-
pendent evaluations of the program. Up to $5 million a year would be
appropriated to carry out the evaluation and research. Annual reports
to the President and the Congress on the operation and administration
of the program would be required.

IV. PROVISIONS RELATING TO FAMILY PROGRAMS

The present program of aid to families with dependent children
(AFDCI)) would be repealed effective July 1, 1972, and two new totally
Federal programs would take effect on that day. The new programs
would be adopted for a period of five years (through fiscal year 1977)
in order to give Congress an opportunity to review their operation
before continuing them in subsequent years. The new programs would
be established by a new Title XXI in the Social Security Act. A descrip-
tion of the two new programs follows:

Families in which at least one person is employable would be
enrolled in the Opportunities for Families Program, administered by
the Department of Labor. Families with no employable person would
be enrolled in the Family Assistance Plan administered by the Depart-
ment of Health, Education, and Welfare.

A—OPPORTUNITIES FOR FAMILIES PROGRAM

Registration for employment and training

Every member of a family who is found to be available for work by
the Secretary of Health, Education, and Welfare would be required to
register for manpower services, training and employment.

An individual would be considered available for work unless such
person—

(1) Is unable to work or be trained because of illness, inca-
pacity, or age; : :

(2) Is a mother or other relative caring for a child under age 6
(age 3 beginning July 1974);

(3) Is the mother or other female caretaker of a child, if the
father or another adult male relative is in the home and is
registered.

(4) Is a child under the age of 16 (or a student up to age 22);

(5) Is needed in the home on a continuous basis because of
illness or incapacity of another family member.

Nevertheless, any person (except one who is ill, incapacitated, or
aged) who would be exempted from registering by the above provisions
could voluntarily register.

Every person who registered (other than a volunteer) would be
required to participate in manpower services or training and to accept
available employment. An individual could not be required to accept
employment however—

(1) If the position offered is vacant due to a strike, lockout, or
other labor dispute;
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(2) If the wages and other employment conditions are contrary
to those prescribed by applicable Federal, State, or local law, or
less favorable than those prevailing for similar work in the locality,
or the wages are less than an hourly rate of % of the highest
Federal minimum wage ($1:20 per hour under present law);

(3) If membership in a company union or non-membership in
a bona fide union is required; :

(4) If he has demonstrated the capacity to obtain work that
would better enable him to achieve self-sufhciency, and such work
is available.

Chald care and other supportive services

The Secretary of Labor directly or by using child care projects
under the jurislgriction of the Department of Health, Education, and
Welfare, would provide for child care services for registrants who
require them in order to accept or continue to participate in man-
power services, training, employment, or vocational rehabilitation.

The Secretary of Labor would be authorized funds to provide child
care by grant or contract. Families receiving such services might also
be required to pay all or part of the costs involved. A total of $488
million would be authorized for child care services in the first full
year.

Health, vocational rehabilitation, family planning, counscling, so-
cial, and other supportive services (including physical examinations
snd minor medical services) would also be made available by the
Secretary of Labor to registrants as needed.

Operation of manpower services, training and employment programs

The Secretary of Labor would develop an employability plan de-
signed to prepare recipients to be self-supporting. The Secretary would
then provide the necessary scrvices, training, counseling, testing coach-
ing, program orientation, job training, and followup services to assist
the registrant i securing employment, retaining employment, and
obtaining opportunities for advancement.

Provision would also be made for voluntary relocation assistance
to enable a registrant and his family to be self-supporting.

Public service employment programs would also be used to provide
needed jobs. Public service projects would be related to the fields of
health, social service, environmental protection, education, urban and
rural development and redevelopment, welfare, recreation, public fa-
cility and similar activities. The Secretary of Labor would establish
these programs through grants or by contract with public or nonprofit
agencies or organizations. The law would provide safeguards for
workers on such jobs and wages could not be less than the higher of
the prevailing or applicable minimum wage or the Federal minimum
wage.

Federal participation in the costs of an individual’s participation
in & public service employment program would be 100 percent for the
first year of lis employment, 75 pereent for the second year, and 50
percent for the third yecar.
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States and their subdivisions that receive Federal grants would be
required to provide the Secretary of Labor with up-to-date listings of
job vacancies. The Secretary would also agree with certain Federal
agencies to establish annual or other goals for employment of members
of families receiving assistance.

Allowances of individuals participating in training

An incentive allowance of $30 per month would be paid to each
registrant who participates in manpower training (States would have
the option of providing an additional allowance of up to $30). Neces-
sary costs for transportation and similar expenses would also be paid.

Utilization of other programs

The Secretary of Labor would be required to integrate this program
as needed with all other manpower training programs involving all
sectors of the economy and all levels of government.

Rehabilitation services for incapacitated family members

Family members who are incapacitated would be referred to the
state vocational rehabilitation service. A quarterly review of their
incapacities would usually be made.

Each such incapacitated individual would be required to accept
rehabilitation services that are made available to him, and an allow-
ance of $30 would be paid him while he receives such services. (States
would have the option of providing an additional allowance of up to
$30.) Necessary costs for transportation and similar expenses would
also be paid.

Evaluation and research; reports

The Secretary of Labor would be authorized to conduct research
and demonstrations of the program and directed to make annual
evaluation reports to the President and the Congress. An appropria-
tion of $10,000,000 would be authorized for these purposes.

B—FAMILY ASSISTANCE PLAN

Payment of benefits

All eligible families with no member available for employment
would be enrolled and paid benefits by the Secretary of Health, Edu-
cation, and Welfare.

Rehabilitaiion services and child care for incapacitated family members

Family members who are unemployable because of incapacity
would be referred to State vocational rehabilitation agencies for
services. A quarterly review of their incapacities would usually be
made. Such persons would be required to accept services made avail-
able, and would be paid a $30 per month incentive allowance plus
transportation and other related costs. (States would have the option
of providing an additional allowance of up to $30.)

hild care services would also be provided if needed to enable
individuals to take vocational rehabilitation services.



25

Evaluation and research; reports

The Secretary of Health, Education, and Welfare would be author-
ized to conduct research and demonstrations of the family assistance
plan and directed to make annual evaluation reports to the President

and the Congress. An appropriation of $10,000,000 would be author-
1zed for this purpose.

C—DETERMINATION OF BENEFITS

Uniform determinations

Both Secretaries would be required to apply the same interpreta-
tions and applications of fact to arrive at uniform determinations of
eligibility and assistance payment amounts under the two family
programs.

Eligibility for and amount of benefits

Family benefits would be computed at the rate of $800 per year for
the first two members, $400 for the next three members. $300 for the
next two members and $200 for the next member. This would provide
$2,400 for a family of four, and the maximum amount which any fam-
ily could receive would be $3,600. A family would not be eligible
unless it had countable resources of $1,500 or less.

If any member of the family fails to register, take required employ-
ment or training, or accept vocational rehabilitation services, the
family benefits would be reduced by $800 per year.

Benefits would be determined on the basis of the family’s income for
the current quarter and the three preceding quarters.

After a family has been paid benefits for 24 consecutive months,
a new application would be required which would be processed as
if 1t were a new application.

The Secretary could determine that a family i3 not eligible if it has
very large gross income from a trade or business.

Families would have to apply for all other benefits available to them
in order to be eligible.

Definition of income

Earned income would follow generally the definition of earnings used
in applying the earnings limitation of the social security program. Un-
earned income means all other forms of income among which are
benefits from other public and private programs, prizes and awards,
proceeds of life insurance not needed for last illness and burial (with a
maximum of $1,500), gifts, support, inheritances, grants, dividends,
interests and so forth.

The fallowing items would be excluded from the income of a family:

1. Earnings of a student regularly attending school, with limits
set by the Secretary.

2. Irregular earned income of an individual of $30 or less in a
quarter and irregular unearned income of $60 or less in a quarter.

3. Earned income used to pay the cost of child care under a schedule
prescribed by the Secretary.
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4. The first $720 per year of other earned income plus one-third
of the remainder.

5. Assistance based on need received from public or private agen-
cies, except veterans’ pensions.

6. Training allowances.

7. The tuition part of scholarships and fellowships.

8. Home produce.

9. One-third of child support and alimony.

10. Foster care payments for a child placed in the family by a child
placement agency. '

The total of the exclusions under (1), (2), and (3) above could not
exceed $2,000 for a family of four rising by $200 for each additional
member to an overall maximum of $3,000.

Exclusions from resources

A family cannot be eligible for payments if it has resources in ex-
cess of $1,500. In determining what is included in the $1,500 amount,
the following items are excluded:

1. The home to the extent that its value does not exceed a reason-
able amount.

2. Household goods and personal effects not in excess of a reason-
able amount.

3. Other property which is essential to the family’s self-support.

An insurance policy would be counted only to the extent of its cash
surrender value except that if the total face value of all such policies
with respect to an individual is $1,500 or less, no cash surrender
value will be counted.

The Secretary would prescribe periods of time, and manners in
which, property must be disposed of in order that it would not be
included as resources.

Meaning of family and child

A family would be defined as two or more related people living
together in the United States where at least one of the members js a
citizen or a lawfully admitted alien and where at least one of them is a
child dependent on someone else in the family.

No family will be eligible if the head of the household is’an under-
graduate or graduate student regularly attending a college or uni-
versity. Benefglts would not be payable to an individual for any month
in which he is outside the UniLed States.

The term “‘child” means an unmarried person who is not the head of
the household, and who is either under the age of 18 or under the age of
22 if attending school regularly.

Appropriate State law would be used in determining relationships.

The income and resources of an adult (other than & parent or the
spouse of a parent) living with the family but not contri uting to the
family would be disregarded.

If an individual takes benefits under adult assistance, he could not
be eligible for family benefits.
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Optional State supplementation

If a State decides to supplement the basic Federal payment, it would
be required to provide benefit amounts that do not undermine the
earnings disregard provision. A State could agree to have the Federal
Government make the supplementary payments on behalf of the State.
If a State agrees to have the Federal Government make its supplemen-
tal payments, the Federal Government would pay the full administra-
tive costs of making such payments, but if it makes its own payments
the State would pay all of such costs.

States could but would not be required to cover under medicaid
persons who are made newly cligible for cash benefits under the bill.

The Federal Government, in administering supplemental bencfits
on behalf of a State, would be required to recognize a residency re-
quirement if the State decided to impose such a requirement.

D—PROCEDURAL AND GENERAL PROVISIONS

Payments and procedures

The Secretary would be permitted to pay the benefits at such times
as best carry out the purposes of the title and could make payments to
a person other than a member of the family or to an agency where he
finds inability to manage funds. The Secretary’s decision would be
subject to hearing and review.

The family benefits could not be paid to an individual who failed
to register, or take work, training or vocational rehabilitation.

Cash advances of $100 or less could be paid if an applicant appears
to meet all the eligibility requirements and is faced with a financial
emergency.

The Secretary may arrange for adjustment and recovery in the
event of overpayments or underpayments, with a view toward equity
and avoiding penalizing people who were without fauls.

People who are, or claim to be, eligible for assistance payments, and
who disagree with determinations of the Secretary, could obtain hear-
ings if they request them within 30 days. Final determinations would
be subject to judicial review in Federal district courts, but the Secre-
tary’s decisions as to any fact would be conclusive and not subject to
review by the courts. The Secretary would also be given authority
to appoint qualified people to serve as hearing examiners without
their having to meet the specific standards prescribed under the Ad-
ministrative Procedure Act for hearing examiners.

The right of any person to any future benefit would not be trans-
ferable or assignable, and no money payable under this title would be
subject to execution, levy, attachment, garnishment, or other legal
process.

In addition, the Secretary would establish necessary rules and regu-
lations dealing with proofs and evidence, and the method of taking
and furnishing the same, in order to establish the right to beuefits.

Each family would be required to submit a report of income within
30 days after the end of a quarter and bencefits would be cut off if the
report was not filed. If a family failed, without good cause, to report
income or changes in circumstances as required by the Secrctary, it
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would be subject to a penalty of $25 the first time, $50 the second time
and $100 for later times.

The head of any Federal agency would be required to provide such
information as the Secretary of HEW needs to determine eligibility
for benefits under this title. ‘

Penalties for fraud

A penalty of $1,000 or 1 year imprisonment, or both, would be
provided in the case of fraud under the program. :

Adminastration

Both the Secretary of Health, Education, and Welfare and the
Secretary of Labor could perform their functions directly, through
other Federal agencies, or gy coutract. An additional Assistant Sec-
retary is authorized in the Department of Labor to head up the new
program in that Department. ‘

Child care

The Secretaries of Labor and Health, Education, and Welfare are
each given the authority and responsibility for arranging day care
for their respective recipients under the Opportunities for Families
Program and the Family Assistance Plan who need such day care in
order to participate in training, employment, or vocational rehabilita-
tion. Where such care can be obtained in facilities developed by the
Secretary of Health, Education, and Welfare, these would gc utilized.

Insofar as possible, arrangements would be made for after school
care with Jocal educational agencies. All day care would be subject to
standards developed by the Secretary of Health, Education, and
Welfare, with the concurrence of the Secretary of Labor. Both Secre-
taries would have authority to make grants and contracts for payment
of up to 100 percent of the cost of care. The Secretary of Health,
Education, and Welfare would have total responsibility for construc-
tion of facilities. $700 million would be authorized for the provision of
child care services in the first fiscal year, and such sums as Congress
may appropriate in subsequent years. In addition, $50 million would
be authorized for construction and renovation of child care facilities
for each fiscal year.

Obligations of parents _

A deserting parent would be obligated to the United States for the
amount of any Federal payments made to his family less any amount
that he actually contributes by court order or otherwise to the family.

Any parent of a child receiving benefits who travels in interstate
commerce to avoid supporting his child would be guilty of a muis-
demeanor and subject to a fine of $1,000, imprisonment for 1 year,
or both. . . .

The Secretary would report to appropriate officials cases of child
neglect or abuse which came to his attention while administering the

program.

Local committees to evaluate program

Local advisory committees would be set up throughout the country,
with & minimum of one in cach State, which would evaluate and report
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on the effectiveness of the elements of the program designed to help
people become self-supporting. Each committee would be composed of
representatives from Eﬁ)or, business, and the public, as well as public
officials not directly involved in the administration of the programs.

V. OTHER RELATED ASSISTANCE PROVISIONS

ADOPTION AND FOSTER CARE SERVICES UNDER CHILD WELFARE

Authorizations of $150 million for fiscal year 1972 and higher
amounts for subsequent years would be provided for payments to the
States to support foster care and related services.

PROVISIONS RELATED TO NEW ASSISTANCE PROGRAMS

Effective date for adult assistance and family programs

Major changes made in the assistance programs would be effective
July 1, 1972. The child care provisions would become effective upon
enactment of the bill. The amendments which provide-benefits to
femilies where the father and mother are both present, neither is
i:icapacitated, and the father is not unemployed (the “working poor”)
would become effective January 1, 1973.

Prohibition against participation in food stamp program by recipients
of payments unj::r SJamily and adult assistance programs
The bill would amend the Food Stamp Act of 1964 by providing that
families and adults eligible for benefits under the assistance programs
in this bill would be excluded from participation in the food stamp
program.

Special provisions for Puerto Rico, the Virgin Islands, and Guam

There would be special provisions for Puerto Rico, the Virgin
Islands, and Guam. The amounts used in the family assistance plan
and the aid to the aged, blind, and disabled (other than the $720
amount of annual earnings to be disregarded and the $30 per month
incentive allowances) would be adjusted by the ratio of the per capita
income of each of these jurisdictions to the per capita income of the
lowest of the 50 States.

Determination of medicaid eligibility .

The Secretary would be able to enter into agreements with States
under which the Secretary would determine eligibility for medicaid
both for those eligible for Federal payments and the medically needy
in cases where the State covered the medically needy. The State would
pay half of the Secretary’s additional administrative costs arising from
carrying out the agreement.

Effective date.—July 1, 1972.

Transitional administration of public assistance

The Secretary of Health, Education, and Welfare could enter into
agreements with States under which a State would administer the
Federal assistance program for a period of up to one year from the
beginning of the program.
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Limitations on increases in State welfare expenditures

States would be guaranteed that, if they make payments supple-
mentary to the Federal adult or family programs, it would cost them
no more to do so than the amount of their total expenditures for cash
public assistance payments during calendar year 1971, to the extent
that the Federal payments and the State supplementary payments to
recipients do not exceed the payment levels in effect under the public
assistance programs in the State for January 1971. The value of food
stamps would be taken into account in computing whether the guaran-
tee would go into effect if the State pays in cash the value of food
stamps. Most States would save money under the provisions of the
bill; this provision would guarantee that no State would lose money.

Limitation on Federal expenditures for social services

The Federal Government would continue to provide 75 percent
matching funds to the States for child care and family planning services
on an open-end appropriation basis. Federal matching for other
specified social services would be limited to the amounts appropriated
by the Congress.

PUBLIC ASSISTANCE AMENDMENTS EFFECTIVE IMMEDIATELY

Additional remedies for State noncompliance with provisions of assistance
tatles

The Secretary would be able to require States to make payments to
people who di({ not receive all money due them because the State
failed to comply with a Federal requirement.

The Secretary could require a State which is in noncompliance with
a Federal requirement to set up a timetable and method for assuring
compliance, or could request the Attorney General to bring suit to
enforce the Federal requirements.

Effective date.—Enactment.

Statewideness not required for services

A State would be permitted to furnish social services in one area
of a State without being required to furnish such serviees in all geo-
graphic areas of the State.

Effective date.—Enactment.

Optional modification in disregarding income under AFDC

States would be permitted, between enactment and July 1, 1972, to
modify their present AFDC programs so as to substitute the earnings
disregard provisions in the family assistance provisions (cost of child
care, plus $720, plus one-third of the remainder) for provisions of
present law (the first $30 and one-third of the remainder after which
actual work expenses are deducted).

A State could also apply the maximum dollar limits in the family
})rograms on child care and student earnings ($2,000 for a family of
our rising to $3,000 for a family of nine or more) to its present AFDC
program.

Jflective date.—Enactment.

Individual programs for family services not required

States would no longer be required to prepare a separate plan of
services for each individual who is eligible for AFDC.
Effective date.—July 1, 1972, or earlier if the State so chooses.
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Enforcement of support orders

States would be required to secure support for a spouse of a parent
from the other parent (of children receiving assistance payments)
where he has deserted or abandoned his spouse, utilizing reciprocal
arrangements with other States to obtain or enforce court orders for
support.

Effective date.—July 1, 1972, or carlier, if the State plan so provides.

Separation of social services and cash assistance payments

Each State would be required to submit a proposal to the Secre-
tary by January 1, 1972 providing for the administrative separation
of handling eligibility for cash payments and the provision of social
services by July 1, 1972.

Increase in Federal matching to States for costs of establishing paternity
and collecting child support payments

Federal matching would be increased from 50 percent to 75 percent
for State costs incurred in establishing the patermty of AFDC children
and locating and collecting support from their absent parents.

Effective date.—Enactment.

Vendor payments for special needs

States would be permitted to provide for non-recurring items of
special need by means of vendor payments.

Increase in Federal matching—WIN program

Effective immediately, the Federal matching under the WIN pro-
gram would be increased from 80 to 90 percent. This provision expires
June 30, 1972.

VI. PROVISIONS FOR TAX CHANGES (OTHER THAN
PAYROLL TAXES)

Child Care Deduction

Under present law, a child care deduction of $600 per child, but
not more than $900, is available for child care cxpenses in certain
cases. Generally, this amount is available in the case of such expenses
incurred by a widow or widower or certain other married couples
with an incapacitated spouse and also in the case of married couples
with incomes of not over $6,000.

The new provision retains the basic child care provision of. present
law but increases from $6,000 to $12,000 the income a married couple
may have and still be eligible for this deduction, In addition, the
amount of child care expenses which may be deducted is increased
from $600 for the first child to $750, and to $1,125 for two children,
and to $1,500 for three or more children. These changes are effective
with respect to taxable years beginning on or after January 1, 1972.

Retirement Income Credit

Under present law, a retirement income credit of up to $1,524
multiplied by 15 percent ($229) is allowed for single persons age 65
or over having “retirement income”’—that is, income from pensions,
dividends, interest, rents or other passive income sources. However,
this credit is available only if the individual had ten prior years of
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earned income above $600. The income eligible for this credit is re-
duced, however, by social security, railroad retirement or other
tax-exempt pension income. It is also reduced by 50 percent of earnings
over $1,200 and 100 percent of earnings over $1,700. (This earnings
limitation, however, does not apply to those age 72 and over.) For
married couples_a credit equal to one and one-half times the credit
referred to above is generally available under present law. However,
in some cases where both can qualify for the credit a credit of up to
twice that referred to above is available.

In addition, under present law, the retirement income credit deter-
mined substantially as indicated above is available for retirement
income received from governmental units where the individual is
under age 65, except that the credit is reduced on a dollar-for-dollar
basis for earnings above $900 (between age 62 and 65 the earnings
test described above applies).

The committee has adopted a substitute retirement income credit
which is both more liberal and also will be easier to compute on the
return form. This credit for a single person will be based upon $2,500
instead of $1,524. It will not be necessary for the individual involved
to have ‘‘retirement income’’ as he is required to have under present
law or 10 years of prior earnings of $600 or more. However, as under
present law, the $2,500 will be reduced for social security, railroad
retirement and other tax-exempt pension income. Also, as under
present law, it will be reduced for earned income above a specified
level (if the individual is under age 72). However, the amount will
only be reduced for 50 percent of earnings above $2,000 instead of
50 percent of earnings above $1,200 plus 100 percent of earnings
above $1,700.

As under present law, the amount derived in this manner is multi-
plied by 15 percent in order to obtain the credit (the new figure gives
a maximum credit of $375).

For a married couple, both over age 65, the retirement income
credit is to be based upon $3,750 instead of the $2,500 applicable to a
single person. Otherwise the credit is to be computed in the same
manner indicated above except on the basis of the combined experience
of the husband and wife.

For those below age 65 receiving Government pension income the
$2,500 also becomes applicable but, as under present law, only with
respect to Government pension income. The earnings test for these
persons is raised from $900 to $1,000 if under age 62 but for those
above that age, the $2,000 earnings test applies.



POTENTIAL FISCAL YEAR 1973 COSTS OF H.R. 1

{In billions of dollars, negative amounts indicate decreases)

Federal State and local Net cost

to all

Current law HR 1 Net cost  Current law HR. 1 Net saving governments

Payments to families......._...... s $3.9 v$5.8 $1.9 $3.3 $3.1 —-$.2 $1.7

Less savings from public service jobs. ... .. .. ... -.3 T —-.3

Subtotal ... ... ... 5.5 1.4

Payments to adult categories.._._.. 4.1 2.0

Cost of cash assistance....... ... . .. .. ...l ... 9.6 3.3

Federal cost of Hold Harmless provision e U . s B

Food programs. ... il .7 ~1.6

Cost of maintenance payments. ... ... .. ... __............ 8.4 11.3 ‘1.7

Day Care. L .9 .5

Training. . .5 .3

Public service jobs. . .8 .8

Supportive services._ . .1 1

Administration_ ___ . . 3Ll .3

Cost of related and support activities 3.4 2.4 4 —.4 2.0

Total cost of program. ... L. 9.4 14.7 5.3 5.1 3.5 —16 3.7

Impacton medicaid ... -1 D .1 .1 2

Grand total. .. 9.4 14.8 5.4 5.1 3.6 —-15 3.9

! includes only 6 months of payments to families in which both parents are present, neither is 3 Allows for the extra expense of start-up costs in the 1st year of the program.
ijncaplacli(ga;ed and in which the male parent is not unemployed. The effective date for this provision is ¢ Represents increased payments to recipients.
an. 1, 1973

2 Assumes that the States, through optional supplemental programs, maintain benefit levels includ-
ing the value of food stamp bonuses.

et



34

CDMPARISON OF RECIPEINTS UNDER CURRENT LAW WITH ELIGIBLES UNDER H.R. 1, FISCAL YEAR 1973

{#n millions]

Recipients
under Eligible
current law  under H.R. 1

Number of Households

Family category:
Department of Labor. _. ... e (0] 2.6
Department of HEW . . i 0] 1.4
Subtotal. . e e eeeeeoaaemaam- 3.1 4.0
AUt CategOry. .. ... ieeecaeemeeamcmmaaeeoaen 31 5.4
1 Y 6.2 9.4
Number of Persons
Family category
Department of Labor_ . .. iiimeiiieacinann (0] 13.9
Department of HEW ... iimieiiiieeiceenaeas o 8.5
U0t e eeeeaeec e cecamemaeacceacctecrananmeonaan 12.1 19.4
ANt CAteRONY - e e oo eaccceccecaeemeeeeeeemacaeeaeean 3.4 5.8
| (1 Y 15.5 25.2
1 Not applicable.
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Union Calendar No. 86

920 CONGRESS HOUSE OF REPRESENTATIVES REePORT
1st Session No. 92—231

SOCIAL SECURITY AMENDMENTS OF 1971

May 26, 1971.—Committed to the Committee of the Whole House on the State
of the Union and ordered to be printed

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

REPORT

together with

ADDITIONAL AND DISSENTING VIEWS
[To accompany H.R. 1}

The Committee on Ways and Means, to whom was referred the bill
(H.R. 1) to amend the Social Security Act to provide increases in
benefits, improve computation methods, and raise the earnings base
under the OASDI program, to make improvements in the medicare,
medicaid, and maternal and child health programs with emphasis on
improvements in their operating effectiveness, to authorize a family
assistance plan providing basic benefits to low-income families with
children with incentives for employment and training to improve the
capacity for employment of members of such families, to achieve more
uniform treatment of recipients under the Federal-State public as-
sistance programs and otherwise improve such programs, and for
other purposes, having considered the same, report favorably thereon
with amendments and recommend that the bill as amended do pass.

The amendments are as follows:

The amendment to the text of the bill strikes out all after the
enacting clause and inserts a substitute which appears in the reported
bill in italic type.

The committee also has amended the title of the bill to conform to
the changes made in the text.

1)
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I. PRINCIPAL PURPOSES AND SCOPE OF THE BILL

The proposals embodied in H.R. 1 as reported by your committee
would make a number of changes and improvements in the provisions
of the Social Security Act relating to the old-age, survivors, and dis-
ability insurance program, the hospital and medical insurance program,
the medical assistance program and the child welfare program. In
addition, and more importantly, the bill would provide for a basic
restructuring of the national welfare system by replacing the four
existing Federally-aided public assistance programs by new Federal
programs for needy families and for needy aged, blind or disabled
persons. The bill also would modify the prowvisions of the Internal
Revenue Code relating to the retirement income credit and deductions
for child care.

THE NEED FOR WELFARE REFORM

Your committee’s proposals for welfare reform have been formulated
during a period of mounting Congressional concern, both over the
extraordinary growth in the welfare rolls, particularly in the aid to
families with dependent children (AFDC) program, and in the nature
of that growth. In the vear that has just passed from the end of 1969 to
the end of 1970, the number of people receiving AFDC has increased
32.1 percent and the amount of money being paid to these recipients
increased 36 percent. In 1967, a yecar during which the Congress
sought to make major changes and improvements in the welfare
system by passing the Social Security Amendments of 1967, the
amount of Federal, State and local money being used for cash pay-
ments for AFDC recipients was about $2 billion. The estimate for
1972 is about $6.8 billion, or more than three times as much as was
paid just five years ecarlier. The greatest growth in the AFDC rolls
has been in that segment which represents family breakup. These are
families in which there is desertion, separation, divorce and
illegitimacy.

The exploding number of broken families which are becoming
increasingly dependent on welfare for all their needs poses serious
social problems. And, as the costs of supporting them soar, all levels of
government have been confronted with difficult fiscal problems. There
are now about 10 million persons receiving AFDC in the United
States, about 4 million more than just two years ago. In some cities
as many as one out of every 5 or 6 children are on welfare. There are
some areas of cities where it is rare to find even one family which is
not on welfare.

The American people have traditionally been sympathetic and
willing to help those who are in need. But your committee believes
that the American people do not want a system which results in
promoting welfare as a way of life. Your committee’s deliberations,
therefore, have been aimed toward providing adequate assistance to
those who cannot help themselves, while at the same time creating a
system of assistance which will maximize the incentive and the obli-
gation of those who are able to work to help themselves.
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The proposals of your committee are far-reaching. For the first time,
as the Administration has urged, low-income families with a working
father will be eligible for cash payments. The Administration has
advocated this approach in the belief that assistance to families in
which the father is present and working is necessary both for fairness
of treatment and for promoting greater family stability.

Thus, under the new Federal programs proposed by your commit-
tee, all needy families with children will be eligible for assistance. The
aim, however, will be to move every family in which there are em-
ployable adults toward employment and economic independence.
These families will be enrolled by the Department of Labor in the
Opportunities for Families program designed to help people move
off welfare. Other families, in which there is no employable adult,
will be enrolled in the Family Assistance Plan, under the Department
of Health, Education, and Welfare.

Your committee’s bill would also establish a new Federal program
for the aged, blind and disabled, to be administered by the Social
Security Administration.

The welfare system in the United States has been moving toward a
state of crisis and chaos—to change its direction will be difficult. The
purpose of this bill is to effect that change. Your committee’s bill will
establish a new welfare system, based on a sympathetic understanding
of the needs of the helpless, and the conviction that all those who are
capable of participating in the economy of this country should have
the opportunity and the responsibility of doing so. It is a system
designed to be fair and rational, the kind of system which recipients
deserve and taxpayers can respect.

OPPORTUNITIES FOR FAMILIES—WORK AND TRAINING FOR EMPLOYABLES

First, the bill would make basic reforms in the present program
which furnishes assistance to needy families with children by establish-
ing a mechanism to separate out applicants who are employable and
send them directly to the Department of Labor for registration for
work or training. This new program for employables—the Oppor-
tunities for Families program—emphasizes work rather than welfare
dependency through the use of incentives and requirements by
providing—

(1) registration for jobs or training, as a prerequisite to receiv-
ing bencfits, of all able-bodied applicants (except mothers with
young children);

(2) reform of current job training programs by deemphasizing
institutional training which does not lead to jobs, by the creation
of needed jobs through a major public service employment pro-
gram, and by placing authority and responsibility for all aspects
of the expanded work and training programs, including day care,
family planning, and other supportive services, on the Secretary
of Labor;

(3) a schedule of benefits and training allowances so that an
individual will always have financial gain from effort expended
in work or training; and

(4) penalties through loss of benefits for those who refuse to
register or to accept employment, training, or vocational re-
habilitation services,

59-948 0—T71——2
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FAMILY ASSISTANCE

Second, the bill would establish a Federal program of assistance
for those needy families with children in which there is no employable
adult—the Family Assistance Plan to be administered by the Secretary
of Health, Education, and Welfare. Individuals, who are incapacitated
would be referred to vocational rehabilitation programs and required
to accept such services if offered. Family planning services would be
offered to appropriate family members. As soon as any family included
an employable adult, the Department of Health, Education, and
Welfare would transfer the family to the Department of Labor.

PAYMENT OF FAMILY BENEFITS

Third, the bill would establish greater equity in welfare payments
throughout the country and would greatly improve administration
of payments to families by providing—

(1) a basic Federal payment level for all needy families with
children of $800 for the first two members of a family, $400 for
the next three, $300 for the next two, and $200 for the next one,
on an annual basis ($2,400 for a family of four);

(2) uniform eligibility requirements throughout the nation,
including limitations on assets, and uniform definitions of what
constitutes income for purposes of eligibility;

(3) payments to families where the father is working full-time
thus eliminating inequity and the economic incentive for family
breakup in the present system under which poor families in which
the father is present and working are not eligible for any help;

(4) Federal administration of the payments procedures, with
requirements in law which would assure that eligibility determina-
tion is both strict and fair; and

(5) that deserting parents would be held responsible for Fed-
eral payments made to their families, and that it would be a
Federal crime for a parent to travel in interstate commerce to
avoid supporting his child.

ASSISTANCE FOR THE AGED, BLIND AND DISABLED

Fourth, the bill would substantially improve the effectiveness of
the adult assistance programs under the Social Security Act by
providing—

(1) for replacing the three present State-administered pro-
grams of assistance to the aged, blind, and disabled with one
combined adult assistance program which would be Federally
administered by the Social Security Administration and would
have nationally uniform requirements for such eligibility factors
as the level and type of resources allowed and the degree of
disability or blindness;

(2) that each aged, blind, or disabled adult would receive
assistance sufficient to bring his total monthly income up to
$130 in fiscal year 1973, $140 in fiscal year 1974, and $150 there-
after (for couples the levels would be $195 in fiscal 1973 and
$200 thereafter); and

(3) that the cost of maintaining these basic benefit levels for
the aged, blind, and disabled will be borne entirely by the Fed-
eral Government.
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STATE SUPPLEMENTATION AND FISCAL RELIEF

Fifth, the bill would provide for Federal administration of. op-
tional State supplementation and very substantial fiscal relief to the
States and localities. Each State could, at its discretion, provide
additional assistance to the aged, blind, and disabled and families
with children over and above the basic Federal levels set in the bill.
In addition, States could enter into agreements under which the Fed-
eral government would administer any such supplemental assistance
without charge to the States for the costs of administration.

It is estimated that States would save about $1.5 billion in the
first year of the program over what their expenditures would be under
present law. The bill would assure each State that it could, if it wished,
maintain its present levels of assistance to the needy aged, blind, dis-
abled, and families with children (including increases to reflect the loss
of food stamp eligibility) and still not have to spend more than the
dollar amount it expends in calendar year 1971 for benefits to these
same categories of people. This assurance provision would be effective
only with respect to a fiscal year during which the State had an agree-
ment with the Federal government to administer the supplemental
payments.

CASH BENEFITS, MEDICARE AND MEDICAID

In addition to amendments designed to reform the nation’s welfare
system, the Committee on Ways and Means has had as a principal
order of business for the past several months the subject of old-age,
survivors, and disability insurance and medicare and medicaid. In
the course of the Committee’s deliberations, an urgently needed
10-percent general increase in social security benefits, effective
retroactively to January, 1971, was enacted in March of this year.

The provisions of the bill relating to the OASDI program are
those which your committee believes are most urgently needed and
which can be.financed from available funds. The bill would provide
social security beneficiaries with a 5-percent increase in benefits
beginning with payments for June 1972 and a guarantee that future
inflationary changes in the prices of goods and services will not erode
the purchasing power of their benefits. In addition, the bill would
provide improvements in the provisions of the law relating to the social
security retirement test; benefits for widows, widowers, and other
dependents; the method of computing benefits; the “waiting period”
for disability benefits; and minor extensions of coverage.

Your committee’s bill provides for two major changes in the medi-
care program that will directly affect the protection afforded bene-
ficiaries. Medicare coverage would be broadened to include persons
entitled to disability benefits under the social security and railroad
retirement programs, after they have been disabled for at least two
years. Your committee is convinced that the unmet need for health
Insurance protectior. among the disabled of the Nation is so great
that this extension of protection should not be put off any longer.
Also, to lessen the financial burden on beneficiaries of the rising costs
of health care, the premium amount paid by persons who are enrolled
in the supplementary medical insurance program would be increased
only in the event of a general increase in cash benefits.

The provisions of your committee’s bill dealing with the operating
effectiveness of the medicare, medicaid, and maternal and child health
programs should be viewed as a related set of provisions.
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Your committee conducted a thorough review of the operations of
the two major health programs in the Social Security Act—medicare
and medicaid. These programs taken together accounted for $10 billion
of the total of $67 billion which was expended for health care in the
United States in fiscal year 1970. Clearly, the impact which these
programs have on the health industry is quite substantial. Clearly,
too, developments in the health care field have a substantial impact
on these programs,

Your committee is convinced that there have developed a number of
serious deficiencies in the operation and administration of the present
programs which need correction. Some of thece deficiencies can be
attributed to inadequate planning and uneven performance by the
Federal Government and its agents, and the States, particularly in
the early stages of these programs. Your committee has received
assurances from the Department of Health, Education, and Welfare
that the strong efforts which have been made to improve the operating
effectiveness of these programs will continue.

Your committee also concluded that there is no simple or single
solution to the problems now existing in the health care field which
adversely affect these programs. But your committee does believe
that there are modifications which can and should be made in these
programs—changes which, while perhaps not very significant taken
singly, as a whole, show great promise for making significant advances
in accomplishing the goal of making these programs more economical
and more capable of carrying out their original purposes.

The cost of the changes relating to the OASDI program and of
meeting the existing actuarial deficit in the hospital insurance pro-
gram would be met by increasing the earnings base to.$10,200 begin-
ning January 1972 and by revising the contribution rate schedules.

INCOME TAX CHANGES

The income tax changes included in this bill are closely associated
with the social security and welfare provisions included in the bill.
One of the income tax changes liberalizes the deduction for child care
expenses where there is a working mother. This will be of primary
benefit to those in the relatively low income levels and is in line with
other provisions of this bill which provide for child care services and
encourage those receiving welfare payments to obtain employment.

The second income tax change also is closely associated with the
social security provisions. Social security benefit payments, upon
receipt by the individual, are free of income tax, and in the past
Congress has considered it appropriate to also exempt from income
tax & comparable amount of income received by the elderly to the
extent they do not receive social security payments. However, the
provision (the retirement income credit) in existing law which is
designed to achieve this result has not been updated with the changes
in the social security payments in recent years. Moreover, the pro-
vision has proved to be so complex in operation that many who
should be eligible for the retirement income credit have not used it.
Your committee has revised the retirement income credit of present
law to significantly raise the levels of income on which the credit is

based and also to substantially simplify the method of computing
the credit.
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II. SUMMARY OF PRINCIPAL PROVISIONS OF THE BILL

A. Provisions Rerarine To THE Social Security CasH BENEFITS
Procram

Flive-percent increase in soctal security benefits.—Social security
benefits would be increased by 5 percent. The minimum benefit
would be increased from $70.40 to $74.00 a month. The average
old-age insurance benefit payable for the effective month would
rise from an estimated $133 to $141 a month and the average
benefit for aged couples would increase from an estimated $222 to
$234 a month. Special benefits for persons age 72 and over who
are not insured for regular benefits would be increased from $48.30
to $50.80 for individuals and from $72.50 to $76.20 for couples.

Effective date.—Benefits payable for June 1972.

Number of people affected and dollar paymenis.—27.4 million
beneficiaries would become entitled to higher payments and
16,000 people would be made newly eligible. About $2.1 billion in
additional benefits would be paid in the first full year.*

Automatic increase in benefits, the contribution and benefit base, and in
the earnings test
(@) Increases in benefits:

Social security benefits would be automatically increased ac-
cording to the rise in the cost of living. Increases could occur only
once a year, provided that the Consumer Price Index increased
by at least 3 'percent and that legislation increasing benefits had
neither been enacted nor become effective in.the previous year.

(b) Increases in contribution and benefit base:

In any year in which an automatic benefit increase becomes
effective, the social security contribution and benefit base would
be automatically increased according to the rise in average wages
covered under tKe social security program (if wage levels had gone
up sufficiently).

* Hercinafter the first full year, when referring to the effects of changes in the social security cash benefits
or medicare programs, refers to the 12 months beginning July 1972.



(¢c) Change in earnings test:

In any year in which an automatic benefit increase becomes
effective, the exempt amount under the retirement test would be
automatically increased in the same manner as the contribution
and benefit base is increased—according to the rise in average
wages covered by the program.

Effective date.—First possible increase effective for January 1974.

Special minimum primary insurance amounts

A special minimum benefit would be provided for people who
worked for 15 or more years under social security. The benefit would
be equal to $5 multiplied by the number of years of coverage the per-
son has under the social security program, up to a maximum of 30
years. The highest minimum benefit under this provision would be
$150 for a person who had 30 or more years of coverage. The special
minimum would not be raised under the automatic benefit increase
provisions.

Effective date—January 1972.

Number of people affected and dollar payments.—300,000 people
would get increased benefits on the effective date and $30 million in
additional benefits would be paid in the first full year.

Inereased widow’s and widower’s insurance benefits

A widow (or widower), including those already on the rolls, would
be entitled to a benefit equal to 100 percent of the amount her deceased
husband would be receiving if he were still living. Benefits applied
for before age 65 would be reduced according to the widow’s age at
the time of application.

Effective date.—January 1972.

Number of people affected and dollar payments.—3.4 million people
would receive increased benefits on the effective date, and $764 mil-
lion in additional benefits would be paid in the first full year.
Increased benefits for those who delay retirement beyond age 65

A worker’s old-age benefit would be increased by 1 percent for each
year (M2 of 1 percent for each month) in which the worker between
ages 65 and 72 does not receive benefits because he is working after
age 65. No increased benefit would be paid under the provision to the
worker’s dependents or survivors.

Effective date.—Prospective only for computations and recomputa--
tions after 1971 based on earnings after 1970.

Number of people affected and dollar payments.—400,000 people
would receive increased benefits, and $11 million in additional benefits
would be paid, in the first full year.

Age-62 computation point for men.

Under present law, the method of computing benefits for men and

women differs in that years up to age 65 must be taken into account
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in determining average earnings for men, while for women only years
up to age 62 must be taken into account. Also, benefit eligibility is
figured up to age 65 for men and up to age 62 for women. Under the
bill, these differences, which provide special advantages for women,
would be eliminated by applymg the same rules to men as now apply
to women.

The new provision would become effective over a 3-year transition
period. The number of years used in computing benefits for men would
be reduced in three steps. Men who reach age 62 in 1972 would have
only years up to age 64 taken into account; men who reach age 62
in 1973 would have only years up to age 63 taken into account; men
reaching age 62 in 1974 or later would have only years up to age 62
taken into account in determining average earnings. The number of
quarters of coverage needed for insured status for men would also be
reduced in three steps, with the first step in the reduction effective
for January 1972 and subsequent reductions in 1973 and 1974.

Effective date.—Prospective only, in 3 annual steps, becoming fully
effective for men reaching 62 in 1974 and after.

Dollar payments.—$6 million in additional benefits would be paid
in the first full year.

Additional dropout years

One additional year of low earnings—in addition to the 5 years
provided under present lawv—for each 15 years of covered work could
be dropped in computing the average monthly wage on which benefit
amounts are based.

Effective date.—Benefits payable on the basis of the earnings of
people who reach age 62 or die after 1971 or whose first month of
entitlement to disability insurance benefits is after December 1971.

Dollar payments.—$17 million in additional benefits would be
paid in the first full year.

Election to recewve actuarially reduced benefits in one category not to be
applicable to certain benefits in other categories

Under present law, when a person receives a benefit in one benefit
category that is reduced because it is taken before age 65, and also
receives another benefit in a different benefit category beginning with
the same month or a later month, the second benefit is generally re-
duced to reflect the reduction in the first benefit. For example, when a
woman applies for a retirement benefit prior to age 65, it is reduced
under the actuarial reduction formula; if she applies for a spouse’s
benefit at age 65 or later, it is reduced to take account of the fact
that she took her retirement benefit early. The bill would eliminate
the actuarial reduction of the spouse’s benefit in such cases. The same
rule would apply to men cntitled to dependent husbands’ benefits.

Effective date.—The sixth month following the month of enactment.

Number of people affected and dollar payments.—100,000 people would
receive increased benefits on the effective date, and $20 million in addi-
tional benefits would be paid in the first full year.
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Computation of benefits based on combined earnings

A working married couple each of whom had at least 20 years of
covered earnings under the program after marriage could have their
earnings for each year combined up fo the maximum amount of
taxable earnings for that year. If they elected to have their earnings
combined, each member would receive a benefit equal to 75 percent
of the benefit based on their combined earnings. Payments to the
surviving spouse based on the combined earnings would continue
at the 75-percent rate. Dependents’ and other survivors’ benefits
would not be affected. The provision would be an.alternative to
present law and would apply only if higher payments would result.

Effective date.—Prospective only for people who attain age 62 in or
after January 1972. i _

Dollar payments.—$11 million in additional benefits would be paid
in the first full year.

Liberalization of the retirement test

The amount that a beneficiary under age 72 may earn in a year and
still be paid full social security benefits for the year would be increased
from the present $1,680 to $2,000. Under present law, benefits are
reduced by $1 for each $2 of earnings between $1680 and $2880 and
for each $1 of earnings above $2880. The bill would provide for a
$1 reduction for each $2 of all earnings above $2000; there would
be no $1-for-81 reduction as under present law. Also, in the year in
which a person attains age 72 his earnings in and after the month in
which he attains age 72 would not be included, as under present law, in
determining his total earnings for the year.

Effective date.—Taxable years ending after 1971.

Number of people affected and dollar payments.—In the first full year,
700,000 people would receive increased payments and 390,000 people
who get no payments under present law could get some payments.
Additional benefits amounting to $484 million would be paig in the
first full year. ‘

Reduced benefits for widowers at age 60

Widowers under age 62 could be paid reduced benefits (on the same
basis as.widows under present law) starting as early as age 60.
Effective date.—January 1972.

Childhood disability benefits

Childhood disability benefits would be paid to the disabled child
of an insured retired, deceased, or disabled worker, if the disability
began before age 22, rather than before 18 as under present law. In
addition, a person who was entitled to childhood disability benefits
could become re-entitled if he again becomes disabled within 7 years
after his prior entitlement to such benefits was terminated.

Illfﬁective date.—dJanuary 1972.

umber of people affected and dollar payments.—13,000 additional

people would gecome immediately eligible for benefits on the effective
date, and $14 million in additional benefits would be paid in the first
full year.

Continuation of student’s benefits through end of semester

Payment of benefits to a child attending school would continue
through the end of the semester or quarter in which the student
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(including a student in a vocational school) attains age 22 (rather
than the month before he attains age 22) if he has not received, or
completed the requirements for, a bachelor’s degree from a college or
university.
Effective date.—January 1972.

umber of people affected and dollar payments.—55,000 students
would have their benefits continued beyond age 22, and $16 nillion
in additional benefits would be paid, in the first full year.

Benefit-eligibility requirements for a child adopted by an old-age or dis-
abulity insurance beneficrary
The provisions of present law relating to eligibility requirements
for child’s benefits in the case of adoption by old-age and disability
insurance beneficiaries would be modified to make the requirements
uniform in both cases. A child adopted after a retired or disabled
worker becomes entitled to benefits would be eligible for child’s bene-
fits based on the worker’s earnings if the child is the natural child or
stepchild of the worker or if (1) the adoption was decreed by a court
of competent jurisdiction within the Gnited States, (2) the child
lived with the worker in the United States for the year before the
worker became disabled or entitled to an old-age or disability insur-
ance benefit, (3) the child received at least one-half of his support
from the worker for that year, and (4) the child was under age 18 at
the time he began living with the worker.
Effective date.—January 1968.

Nontermination of child’s benefits by reason of adoption

A child’s benefit would no longer stop when the child is adopted.
Effective date.—Month of enactment.

Elimination of the support requirements for dworced women

Under present law, benefits are payable to a divorced wife age 62 or
older and a divorced widow age 60 or older if her marriage lasted 20
yvears before the divorce, and to a surviving divorced mother. In order
to qualify for any of thesce benefits a divorced woman is required to
show that: (1) she was receiving at least one-half of her support from
her former husband, (2) she was receiving substantial contributions
from her former husband pursuant to a written agreement, or (3)
there was a court order in effect providing for substantiat contribu-
tions to her support by her former husband. The.bill would eliminate
these support requirements for divorced wives, divorced widows, and
surviving divorced mothers.

Effective date.—January 1972.

Number of people affected and dollar payments.—10,000 additional
women would become immediately eligible for benefits on the effec-
tive date, and $18 million in additional benefits would be paid in the
first full year.

Waiver of duration-of-marriage requirement in case of remarriage

The duration-of-marriage requirement in present law for entitlement
to benefits as a worker’s widow, widower, or stepchild—that is, the
period of not less than nine months immediately prior to. the day on
which the worker died that is now required (except where death was
‘accidental or in the line of duty in the uniformed service, in- which case
the period is three months)—would be waived in casés where ‘the
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worker and his spouse were previously married, divorced, and remar-
ried, if they were married at the time of the worker’s death and if the
duration-of-marriage requirement would have been met at the time of
the divorce had the worker died then.

Effective date.—January 1972.

Disability insured status for individuals who are blind

Under present law, to be insured for disability insurance benefits a
worker must be fully insured and mect a test of substantial recent
covered work (generally 20 quarters of coverage in the period of 40
calendar quarters preceding disablement). The bill would eliminate
the test olgrecent attachment to covered work for blind people; thus a
blind person would be insured for disability benefits if he is fully
insured—that is, he has as many quarters of coverage as the number of
calendar years that elapsed after 1950 (or the year he reached age 21,
if later) and up to the year in which he became disabled.

Ilf"ﬂective date.—January 1972.

umber of people affected and dollar payments.—30,000 additional
people would Eecome immediately eligibﬁ)’. or benefits on the effective
date, and $29 million in additional benefits would be paid in the first
full year.

Wage credits for members of the uniformed services

Present law provides for a social sccurity noncontributory wage
credit of up to $300, in addition to contributory credit for basic pay,
for each calendar quarter of military service after 1967. Under the
bill, the additional noncontributory wage credits would also be pro-
vided for service during the period January 1957 (when military service
came under contributory social security coverage) through December
1967.

Effective date.—January 1, 1972.

Niumber of people affected and dollar payments.—130,000 additional
people would receive larger bencfits on the effective date, and $39
million in additional benefits would be paid in the first full year.
Reduction in waiting period for disability benefits

The present 6-month period throughout which a person'must be
disabled before he can be paid disability benefits would be reduced by
one month (to 5 months).

Effective date.—January 1972. .

Number of people affected and dollar payments.—950,000 people
would receive increased benefits, and $105 million in additional bene-
fits would be paid, in the first full year.

Disability insurance benefits applications filed after death

Disability insurance benefits (and dependents’ benefits based on a
worker’s enfitflement to disability benefits) would  be paid to the
disabled worker’s survivors if an application for benefits is filed within
3 months after the worker’s death, o1 within 3 months after enactment
of this provision.

Effective date.—For deaths occurring after 1969.

Drisability benefits affected by the receipt of workmen’s compensation
Under present law, social security disability benefils must be

reduced when workmen’s compensation is also payable if the com-
bined payments exceed 80 percent of the worker’s average current
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carnings before disablement. Average current earnings for this purpose
can be computed on two different bases and the larger amount will
be used. The bill adds a third alternative base, under which a worker’s
average current earnings can be based on the one year of his highest
earnings in a period consisting of the year of disablement and the five
preceding years.

Effective date.—January 1972,

Number of people affected and dollar payments.—65,000 people
would receive increased benefits on the effective date, and $4 million in
additional benefits would be paid in the first full year.

Optional determination of self-employment earnings

Self-employed persons could elect to report for social security
purposes two-thirds of their gross income from nonfarm self-employ-
ment, but not more than $1,600. (This optional method of reportin
is similar to the option available under present law for farm self-
employment.) A regularity of coverage requirement would have to be

met and the option could be used only five times by any individual.
Effective date.—Taxable years beginning after 1971.

Payments by an employer to the survivor or estate of a former employee
Amounts earned by an employee which are paid after the year of
his death to his survivors or his estate would be excluded from coverage.
Under present law, such wages are covered and social security taxes
must be paid on these wages but the wages cannot be used to determine
eligibility for or the amount of social security benefits.
Effective date.—January 1972.

Coverage of members of religious orders who are under a vow of poverty
Social security coverage would be made available to members of
religious orders who have taken a vow of poverty, if the order makes an
irrevocable election to cover these members as employees of the
order.
Effective date.—Upon enactment.

Self-employment income of certain individuals living temporarily oulside
the United States
Under present law, a U.S. citizen who retains his residence in the
United States but who is present in a foreign country or countries for
approximately 17 months out of 18 consecutive months, must exclude
the first $20,000 of his earned income in computing his taxable income
for social security and income tax purposes. The bill would provide
that U.S. citizens who are self-employed outside the U.S. and who
retain their residence in the United States would not exclude the first
$20,000 of earned income for social security purposes and would com-
ute their earnings from self-employment for social security purposes
in the same way as those who are self-employed in the U.S.
Effective date.—Taxable years beginning after 1971.
Penalty fbor furnishing false information to obtain a social security
number
Provides criminal penalties when an individual furnishes false in-

formation in applying for a social security number with intent to
deceive the Secretary as to his true identity.
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Trust fund expenditures for rehabilitation services

Provides an increase in the amount of social security trust fund
monies that may be used to pay for the costs of rehabihitating social
security disability beneficiaries. The amount would be increased from
1 percent of the previous year’s disability benefits (as under present
law) to 1% percent for fiscal year 1972 and to 1) percent for fiscal
vear 1973 and subsequent years.

Dollar payments.—Additional payments for the cost of vocational
rehabilitation services would amount to $17 million in the first full
year.

Other OASDI amendments :

Other changes relate to social security coverage of policemen and
firemen in Idaho, public hospital employees in New Mexico, Federal
Home Loan Bank employees, employees of the Government of Guam,
and students employed by certain nonprofit organizations; retroactive
payments for certain disabled people; social security benefits for a
child entitled on the earnings record of more than one worker; benefits
for certain dependent grandchildren; recomputation of benefits to
survivors of a deceased worker who was entitled to both social security
and railroad retirement benefits; authorization for the Managing
Trustee of the social security trust funds to accept money gifts or
bequests; and preserving the amount of a family’s benefit when the
worker’s benefit is increased.

B. Provisions RELATING To MEDICARE, MEDICAID, AND MATERNAL
AND CHip HEALTH

1. EL1GIBILITY AND PAYMENT FOR BENEFITS

Eztending health insurance protection to disabled beneficiaries

Health insurance protection under title XVIII would be extended
to persons entitled to monthly cash benefits under the social security
ami) railroad retirement programs because they are disabled, after
they have been entitled to disability benefits for at least two years.

gﬂective date.—July 1972.

umber of f)eople affected and dollar payments.—About 1.5 million
disabled social security and railroad beneficiaries would be eligible for
both hospital benefits and physician coverage under medicare. About
$1.85 billion in benefits would be paid on behalf of disabled bene-
ficiaries in the first full year of the program.
Hospital insurance for the uninsured

People reaching age 65 who are ineligible for hospital insurance
benefits under medicare would be able to enroll, on a voluntary basis,
for hospital insurance coverage under the same conditions under
which fpeople can enroll under the supplementary medical insurance
part of medicare. Those who enroll would pay the full cost of the

rotection—$31 a month at the beginning of the program—rising as
ospital costs rise. States and other organizations, through agreements
with the Secretary, would be permitted to purchase such protection
on agroup basis for their retired (or active) employees age 65 or over.
Effective date.—January 1972.
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Amount of supplementary medical insurance premium

The supplementary medical insurance premium will be determined
as under present law for months through June 1972 (85.30 through
June 1971 and $5.60 from July 1971 through June 1972.) Thereafter,
the Secretary of Health, Education, and Welfare would, as under
‘present law, determine and promulgate for each year a monthly
enrollee premium for both aged and disabled. However, the enrollee
{)remiums would be increased only in the event of the enactment of
egislation providing for a gereral benefit increase or in the event of
an automatic general benefit increase. In any given year, the premium
would rise by no more than the percentage by which cash benefits
had been increased across the board in the interval since the premium
was last increased. The premium amount paid by the beneficiary
would never exceed one-half of total program costs.

Effective date.—July 1972.

Change in supplementary medical insurance deductible

The Medicare part B deductible, currently $50 per year, would be
“increased to $60.
Effective date.—January 1972.

Coinsurance under hospital insurance and the lifetime reserve

Coinsurance equal to one-eighth of the inpatient hospital deductible
would be imposed for each day of inpatient hospital coverage during a
benefit period beginning with the 31st day and continuing through
the 60th day. This amount is now $7.50, but would increase as the
inpatient hospital deductible increases (as hospital costs rise). -(Coin-
surance for the 61st through the 90th day would remain equal to one-
fourth of the inpatient hospital deductible.) The lifetime reserve,
under which the beneficiary pays one-half of the hospital deductible,
would be increased from 60 days to 120 days.

Effective date.—Hospital stays beginning after 1971.

Automatic enrollment for supplementary medical insurance

People entitled to hospital insurance benefits would be automatically
enrolled and covered for supplementary medical insurance benefits
unless they indicate they do not want to {)e enrolled for such coverage.

Effective date.—January 1972.

Incentives for comprehensive care under medicaid

Incentives would be created for States to contract with health
maintenance organizations or similar facilities. At the same time,
disincentives would be provided to discourage prolonged stays in insti-
tutions. Specifically, there would be—

(1) an increase of 25 percent (up to maximum of 95 percent)
in the Federal Medicaid matching percentage to States under
contract with HMO’s or other compreﬁensive health care facilities;

(2) a decrease in the Federal medical assistance percentage b
one-third after the first 60 days of care in a general or Tg
hospital;

(3) a reduction in the Foderal percentage by one-third after
the first 60 days of care in a skilled nursing home unless the State
establishes that it has an effective utilization review program;
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(4) a decreasc in Federal matching by one-third after 90 days
of care in a mental hospital and provision for no Federal matching
after 275 additional days of such care during an individual’s
lifetime except that the 90-day period may be extended for an
additional 30 days if the State shows that the patient will benefit
therapeutically from such an additional period of hospitalization;
and

(5) authority for the Secretary to compute a reasonable cost
differential for reimbursement between skiﬁed nursing homes and
intermediate care facilities.

Effective date.—July 1, 1971, except that the reasonable cost differ-
ential provision would be effective January 1, 1972.

Cost sharing under medicaid

The Secretary of Health, Education, and Welfare would be able to
require the payment of a premium, related to income, for those
eligible as medically indigent (non-cash recipients) under a State
medicaid program. In addition, states would be permitted to impose
a nominal cost sharing with respect to cash recipients, but applying
only to services not required to be provided under the State program.
States could apply copayment provisions to the medically indigent
which are not related to income.

Effective date.—July 1, 1972.

Determination of payments under medicaid

Families eligible for cash assistance would have a deductible under
medicaid equal to one-third of the family’s earnings above $720
(after deducting the earnings of school children and any costs of re-
quired child care) less the difference betwcen the medicaid standard
and the payment standard, if any, in that State. All States would be
required to impose such a deductible. Any family with income below
the State medicaid standard would be eligible for medicaid assistance.

Effective date—July 1, 1972.

Relationship between medicare and Federal employees benefits

Effective with January 1, 1975, no payment would be made under
medicare for the same services covered under a Federal cmployees
health benefits plan, unless in the meantime the Secretary of Health,
Education, and Welfarce certifies that such plan or the Federal em-
ployees health benefits program has been modified to make available
coverage supplementary to medicare benefits and that Federal em-
ployees and 1etirees age 65 and over will continue to have the benefit
of a contribution toward their health insurance premiums from cither
the Government or the individual plan.

Effective date.—January 1975.

Medicare benefits for people living near United States border

Medicare beneficiaries living in border arcas of the United States
would be entitled to covered inpatient hospital care outside the United
States if the hospital they use is closer to their residence than a com-
parable United States hospital and if it has been accredited by a
hospital approval program with standards comparable to medicare
standards. Coverage would also be extended in these cases to physi-
cians’ and ambulance services furnished in conjunction with covered
foreign hospital care.

Effective date.—January 1972.



17
2. IMPROVEMENTS IN OPERATING EFFECTIVENESS

Limitation on Federal participation for capital expenditures

Keimbursement amounts to providers of health services and health
maintenance organizations under the medicare, medicaid, and ma-
ternal and child health programs for capital costs, such as depreciation
and interest, would not be made with respect to large capital expendi-
tures which are inconsistent with Stale or local health facility plans.
States would be required (o establish procedures by which a facility
or organization proposing a capital expenditure may appeal a decision
by a planning agency.

Effective date.—dJuly 1972 (or earlier if requested by a State).

Erperiments and demonstration projects in prospective reimbursement and
neentives for economy

The Secretary of Health, Education, and Welfare would be required
to develop experiments and demonstration projects designed to test
various methods of making payment to providers of services on a
prospective basis under the medicare, medicaid, and maternal and
child health programs. In addition, the Secretary would be authorized
to conduct experiments with methods of payment or reimbursement
designed to increase efficiency and economy (including payment for
services furnished by organizations providing comprehensive, mental,
or ambulatory health care services); with areawide or communitywide
peer review, utilization review, and medical review mechanisms; and
with performance incentives for intermediaries and carriers.

Effective date.—Enactment.

Limits on costs recognized as reasonable

The Secretary of Health, Education, and Welfare would be given
authority to establish and promulgate limits on provider costs to be
recognized as reasonable under medicare based on comparisons of the
cost of covered services by various classes of providers in the same
%eographical area. Hospitals and extended care facilities could charge

eneficiaries for the costs of services in excess of those that are found
necessary to the efficient delivery of needed health services (except
in the case of an admission by a physician who has a financial interest
in the facility).

Effective date.—July 1972,

Limats on prevailing charge levels

Physicians’ charges determined to be reasonable under the present
criteria in the medicare, medicaid, and maternal and child health law
would be limited by providing: (a) that after December 31, 1970,
medical charge levels recognized as prevailing may not be increased
beyond the 75th percentile of actual charges in a locality during the
calendar year elapsing prior to the start of the fiscal year; (b) that for
fiscal year 1973 and thereafter the prevailing charge levels recognized
for a locality may be increased, in the aggregate, only to the extent
justified by indexes reflecting changes in costs of practice of physicians
and in earnings levels; and (¢) that for medical supplies, equipment,
and services that, in the judgment of the Secretary, generally do not
vary significantly in quality from one supplier to another, charges
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allowed as reasonable may not exceed the lowest levels at which such

supplies, equipment, and services are widely available in a locality.
The existing Health Insurance Benefits Advisory Council is to

conduct a study of the methods of reimbursement of physicians’ fees

under medicare and report to the Congress no later than July 1, 1972.
Effective date.—(See provision.)

Limats on skilled nursing home and intermediate care facility costs

The average per diem costs for skilled nursing homes and inter-
mediate care facilities countable for Federal financial participation
under medicaid would be limited to 105 percent of such costs for the
same quarter of the preceding year. Increases resulting from higher
labor costs due to minimum wage legislation would not count in
computing the cost figure.

Effective date.—January 1, 1972,

Payments to health maintenance organizations

Medicare beneficiaries could choose to have all covered care, except
emergency services, provided by a health maintenance organization
(a prepaid group health or other capitation plan). The Department
of Health, ]%ducation, and Welfare would contract with such organi-
zations, and would reimburse them on a monthly per capita basis at a
rate equivalent to 95 percent of the estimated per capita costs of medi-
care beneficiaries in the area who are not enrolled in such organiza-
tions. Profits accruing to the organization, beyond its retention rate
for nonmedicare members, would be passed on to the medicare en-
rollees in the form of expanded benefits.

Effective date.—January 1972.

Payments for services of teaching physicians

Medicare would pay for the services of teaching pbysicians on the
basis of reasonable costs, rather than fee-for-service charges, unless a
bona fide private pafien! relationship had been established or the
hospital had, in the 2-year period ending in 1967, and subsequently,
cusiomarily charged all patients and collected from al least 50 percent
of patients on a fee-for-service basis. Medicare payments would also be
authorized on a cost basis for services provided 1o hospitals by the staft
of certain medical schools.

Effective date.—Accounting periods beginning after June 30, 1971.

Advance approval of extended care and home health services under medicare

The Secretary of Health, Education, and Welfare would be author-
ized to establish minimum periods of time (by medical condition) after
hospitalization during which a patient would {)e presumed, for payment
purposes, to require extended care level of services in an extended care
facility. The attending physician would certify to the condition and re-
lated need for the services. A similar provision would apply to post-
hospital home health services.

Effective date.—January 1972.

Termination of payments to suppliers of services who abuse the medicare
or medicaid programs
The Secretary of Healih, Education, and Welfare would be given
authorily to terminate payment for services rendered by a supplier of
health and medical services found to be guilty of program abuses.
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Program review teams would be established to furnish the Secretary
professional advice in carrying out this authori.y.
_ Effective date.—Enactment.
Elimination of requirement that States have comprehensiwe medicaid
programs

The existing requirement that States have comprehensive medicaid
programs by 1977 would be repealed.

Effective date.—Enactment.

Reductions 1n care and services under medicaid

The states would be permitted to eliminate or reduce the scope and
extent of health services which arc optional under the Federal medicaid
statute, e.g., outpatient drugs, eyeglasses and dental care. States
would have to provide the same dollar amounts for their required
health services.

Effective date.—Enactment.

State determinations of reasonable hospital costs under medicaid

States would be allowed to develop methods and standards for
reimbursing the reasonable cost of inpatient hospital services. Such
costs could not exceed medicare rates.

Effective date.—Jduly 1, 1972, or earlicr if a State plan so provides

Government payment no higher than charges

Payments for institutional services under the medicare, medicaid,
and maternal and child health programs could not be higher than the
charges regularly made for these services.

Effective date.— Accounting periods beginning after June 30, 1971.

Institutional planning under medicare

Health institutions under the medicare program would be required
to have a written plan reflecting an operating budget and a capital
expenditures budget.

Effective date.—Sixth month following month of enactment.

Federal matching for automated medicaid systems

Federal matching for the cost of designing, developing, and installing
mechanized claims processing and information retrieval systems would
be set at 90 percent and 75 percent for operation of such systems.

Effective date.—dJuly 1, 1971.

Prohibition of reassignments

Medicare (part B) and medicaid payments to anyone other than a
patient, his physician, or other person providing the service, would be
prohibited, unless the physician (or, in the case of medicaid, another
type of practitioner) is required as a condition of his employment to
turn over his fees to his employer or unless there is a contractual
arrangement between the physician and the facility in which the serv-
ices were provided under which the facility bills for all such services.

Effective_date.—Enactment date for medicare; July 1, 1972 (or
earlier at the option of the State) for medicaid.

Institutional utilization review under medicaid

The same utilization review committees now reviewing medicare
cases in hospitals and nursing homes would be required to review
medicaid cases in institutions utilized by medicare.

59-948 0—71—3
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Stopping payment where hospital admission not necessary under medicare
If the utilization review committee of a hospital or extended care
facility, in its sample review of admissions, finds a case where institu-
tionalization is no longer necessary, payment would be cut off after 3
days. This provision parallels the provision in present law under which
long-stay cases are cut off after 3 days when the utilization review
committee determines that institutionalization is no longer required.
Effective date.—Third month following the month of enactment.

Use of health agencies in medicaid

State medicaid programs would be required—

(1) To establish and implement plans, prepared by the State
health agency, or other appropriate State medical agency, for the
professional review of care provided to medicaid recipients, and

(2) Provide that the State medical agency which licenses
health institutions shall perform that function for medicaid.

Effective date.—duly 1, 1972.

Medicaid and comprehensive health care programs

A state medicaid plan would not be out of compliance if it arranged
for medicaid care through a comprehensive health plan in one or more
areas which provided more services than are generally provided under
the State’s medicaid plan.

Effective date.—Enactment.

Program for determining qualifications for certain health care personnel

The Secretary of Health, Education, and Welfare would be required
to develop and employ proficiency examinations to determine whether
health care personnel, not otherwise meeting specific formal criteria
now included in medicare regulations, have sufficient training, experi-
ence, and professional competence to be considered qualified personnel
for purposes of the medicare and medicaid programs.

Effective date.—Enactment.

Penalty for fraudulent acts under medicare and medicaid

Present penalty provisions relating to the making of a false state-
ment or representation of a material fact in any application for medi-
care payments would be broadened to include the soliciting, offering,
or acceptance of kickbacks or bribes, including the rebating of a por-
tion of a fee or a charge for a patient referral, by providers of health
care services. The penalty for such acts would be uinprisonment up to
one yoar, a fine of $10,000, or both. Similar penalty provisions would
apply under medicaid.

Anyone who knowingly and willfully makes, or induces the making
of, a false statement of material fact with respect to the conditions
and operation of a health care facility or home health agency in order
to secure medicare or medicaid certification of the facility or agency,
would be guilty of a misdemeanor punishable by up to 6 months’ im-
prisonment, a fine of not more than $2,000, or both.

Effective date.—Enactment.
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3. MISCELLANEOUS AND TECHNICAL PROVISIONS

Physical therapy and other therapy services under medicare

Under medicare’s supplementary medical insurance program, up to
$100 per calendar year of physical therapy services furnished by a
licensed physical therapist in his office or the patient’s home under
a physician’s plan would be included in covered charges. Hospitals
and extended care facilities could provide physical therapy services
under part B to inpatients who have exhausted their days of hospital
insurance coverage. Where physical therapy and other ancillary serv-
ices are furnished by a provider of services, or by others under arrange-
ments with the provider, medicare reimbursement to the provider
would in all cases be based on a rcasonable salary payment for the
services.

Effective date.—January, 1972.

Coverage of supplies related to colostomies

Medicare coverage would be provided for colostoiny bags and sup-
plies directly related to colostomy care.
Effective date.—Enactment.

Ptosis bars

Coverage would be provided under part B of medicare for ptosis
bar devices required for the care of individuals suffering from paralysis
or atrophy of the eyelid muscle.

Effective date.—Enactment.

Intermediate care facilitres under medicard

The provisions for optional coverage of intermediate care facilities
would be moved from title X1 of the Act (where it applies, by reference
to the cash assistance titles) to title XIX as an optional service.
Services in a public institution for the mentally retarded could qualify
if the primary purpose is to provide health or rehabilitation services
and if the patient is receiving active treatment.

Effective date.—January 1, 1972.

Coverage prior to application Under medicard

States would be required to provide medicaid coverage for care
and services furnished in or after the third month prior to the applica-
tion of an eligible person.

Effective date.—July 1, 1972.

Certification of hospitalization for dental care

A dentist would be authorized to certify the necessity for hospitaliza-
tion to protect the health of a medicare patient who is hospitalized
for a noncovered dental procedure. '

Effective date.—Third month after month of enactment.

Grace period for paying medicare premwum

Where there is good cause for a medicare beneficiary’s failure to
pay supFlementary medical insurance premiums, an extended grace
period of 90 days would be provided,

Effective date.—Enactment,
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Extension of time for filing medicare claims

The time limit for filing supplementary medical insurance claims
would be extended where the medicare beneficiary’s delay is due to
administrative error.

Effective date.—Enactment.
Waiver of enrollment period requirements where administrative error is

involved

Relief would be provided where administrative error has prejudiced
an individual’s right to enroll in medicare’s supplementary medical
insurance program.

Effective date.—July 1966.

Three-year limitation on medicare enrollment dropped

Eligible beneficiaries would be permitted to enroll under medicare’s
supplementary medical insurance program during any prescribed en-
rollment period. Beneficiaries would no longer be required to enroll
within 3 years following first eligibility or a previous withdrawal from
the program.

Effective date.—Enactment.

Waiver of medicare overpayment
Where incorrect medicare paynients were made to a deceased
beneficiary, the liability of survivors for repayment could be waived
if the survivors were without fault in incurring the overpayment.
Effective date—Enactment.

Medcare fair hearings
Fair hearings, held by medicare carriers in response to disagreements
over amounts paid under supplementary medical insurance, would be
conducted only where the amount in controversy is $100 or more.
Effective date.—Enactment.

Collection of medicare premium by the railroad retirement board

Where a person is entitled to both railroad retirement and social
security monthly benefits, his premium payment for supplementary
medical insurance benefits would be deducted from his railroad
retirement benefit in all cases. The Rajlroad Retirement Board is
given authority to choose the carrier for part B benefits for its
beneficiaries.

Effective date.—Applicable to premiums becoming due after the
fourth month following the month of cnactment.

Prosthetic lenses furnished by optometrists

The definition of physician, for purposes of the medicare program,
would be amended to include a licensed doctor of optometry, but
only with respect to establishing the medical necessity of prosthetic
lenses (which are already covered under the program).

Effective date.—Enactinent.

Social services requirement in extended care facilities

The present requirement for social services in extended care facili-
ties under medicare would be removed.

Effective date.—Enactment.

Refund of excess premiums

In the event of the death of a medicare beneficiary, any hospital
or medical insurance premiums paid for any month after the month of
his death will be refunded to his estate or to a survivor.

Effective date—Enactment.
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Waiving of requirement for skilled nursing homes in rural areas

The requirement that skilled' nursing homes under medicaid have
at least one full-time registered nurse on the staff would be waived
for up to one year at a time over a five-year period where the skilled
nursing home is in a rural area and certain other conditions are met.

Effective date.—Enactment.

Ezemption of Christian Scientist sanatoriums from certain requirements
under medicaid

Christian Scientist sanatoriums under medicaid would be exempted

from provisions in the bill which require certain health-related func-
tions or conditions.

Effective date.—Enactment.
Regquirements for nursing home administrators

States would be permitted to provide under medicaid for a perma-
nent waiver of a nursing home administrator who had been such an
administrator for more than 3 years before the time the basic pro-

vision became effective (July 1970).
Effective date. —Enactment.

Termination of Nursing Home Administration Advisory Council

The National Advisory. Council on Nursing Home Administra-
tions under medicaid would be terminated.

Effective date.—Thirty days after enactment.

Increase in limit on payments to Puerto Rico for medicaid

The present limit of $20 million on the annual Federal payment for
medicaid would be raised to $30 million. The present matching rate
of 50 percent would be retained.

Effective date.—Fiscal year 1972.

Provider reimbursement review board under medicare

Providers of services, under certain circumstances, would be per-
mitted to appeal to a review board (established by the Secretary
specifically to conduct such reviews) from a decision of the fiscal
mtermediary concerning the amount of program reimbursement, if
the winount in controversy is at least $10,000.

Chiropractors’ services

The Secretary of Health, Education, and Welfare would conduct a
study of the desirability of covering chiropractors’ services under
medicare, utilizing the experiments and experience under the medic-
aid program. A report on the study, including the experience of other
programs paying for chiropractors’ services, would be submitted to the
Congress within 2 years after enactment of the bill.

Effective date.—Enactment.

Extension of title V to American Samoa and the Trust Territory of the
Pacific
The crippled children and maternal and child health provisions of
title V of the Act would be extended to American Samoa and the Trust
Territory of the Pacific. )
Effective date.—Fiscal years beginning after June 30, 1971.

FINANCING OASDHI

In order to finance the changes in the OASDHI program as amended
by the bill, the limit on taxable carnings would be increased to $10,200
effective January 1972 and the following schedule of OASDI and HI
tax rates would be provided:
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SOCIAL SECURITY TAX RATES AND MAXIMUM ANNUAL SOCIAL SECURITY TAXES FOR EMPLOYEES, EMPLOYERS,
AND SELF-EMPLOYED

Employees and employers, each Self-employed
0ASDI, HI, Total, Maximum  OASDI, HI, Total, Maximum
percent  percent  percent tax percent  percent  percent tax
Present law:
19711 4.6 0.6 5.2 $405.60 6.9 0.6 1.5 $585.00
4.6 .6 5.2 468.00 6.9 .6 1.5 675.00
5.0 .65 5.65  508.50 7.0 .65 1.65 688. 50
5.15 .7 5.85  526.50 7.0 .1 1.1 693.00
5.15 .8 5.95 535.50 7.0 .8 7.8 702.00
5.15 .9 6.05 544,50 1.0 .9 1.9 711.00
H.R. 1 (axcluding effect of
the automatic adjustment
provisions):
4.6 .6 5.2 405.60 6.9 .6 1.5 585.00
4.2 1.2 5.4 550. 80 6.3 1.2 1.5 765. 00
5.0 1.2 6.2 632. 40 1.0 1.2 8.2 836.40
6.1 1.3 7.4 754. 80 1.0 1.3 8.3 846.60

1 Tax rates apply to annual earnings up to $7.800.
2 Tax rates apply to annual earnings up to $9,000.
3 Tax rates apply to annual earnings up to $10,200.

1ST-YEAR BENEFIT COSTS AND NUMBER OF PERSONS AFFECTED BY OLD-AGE, SURVIVORS, DISABILITY, AND
MEDICARE PROVISIONS OF H.R. 1

{Amounts in millions; numbers of persons in thousands}

Present-law
Ist-year  beneficjaries Newly
benefit i diatey Foibl
Provision costs ! affected ? persons 3
L (01 TP $5,838 i

Cash benefit changes applicable to both present and future beneficiaries:
5 percent benefit increase—effective June 1972................... 2,073 27,400 ............ 16
Other cash benefit changes—generally effective January 1972:
Retirement test changes:

$2,000 exempt amount; 1 for 2 above $2,000__............ 473 680 390
Earnings in year of attainmentof age 72.._......_ ....... 11 20 ...
Increased benefits for wid and wid s to 100 percent of
PIA Qimited to QAIB). .. ... ... .. .. ......... 764 3,400 ..............
Children disabled at ages 18-2] .. | S, 13
Noncontributory credits for military service after 1956. . _ .. 39 130 ...,
Election to receive larger future banefits by certain beneficiaries
eligible for more than 1 actuarially reduced benefit.. . _.... 20 100 ... .
Eliminate support requirement for divorced wives and sutviving
divorced WIVES . ... ... ... iieeiiieiiiiieaa.a 18 10
Student child's benefits continued after age 22 to end of semes- " s
Special minimum PIA up to $150. ... 11T T 30 300 L.
Liberalized workmen's compensation offset (80 percent of high 1 . 6
nsured status provision for the biind ¢drop ¢
20/40 requirement).. ... ... aieiiiiiiia... 29 .. 30
increased allowance for vocational rehabilitation expenditures. . s
Subrotal. . it eeiieeiaaen 3,508 [O] 459
Cash benelit changes applicable only to future beneficiaries—effective - T
Januarz 1972: :
Age 62 computation pointformen.._. ... ....... ... B e R
Benefits based on combined earnings of husb e )
Credit for defayed retirement... ... ... ........... 11 400 ............ .
Additional drop-out year for every 15 years of coverage. . N
Reduce disability waiting period to 5months. ._....__.... ... 105 950 .............
Subtotal._..... ...... e e el 150 .
Total, cash benefit changes. ... ............. . TTaes o 459
. Medicare benefit changes: T T T o
Hospital insurance for disabled beneficiaries ... ........... ... 1,500 ... 1,500
Supplementary medical insurance for disabled beneficiariess. ._.... 350 ... 1, 500
Change in supplementary medical insurance deductible—effective
January 1, 1972 . i -70 19,800 ............ .
Total, Medicare Changes. _. ... ........ . .......o.veoeeoeenn 1,780 19, 800 1, 500

1 Represents additional benefit payments in the 12-month period beginning July 1, 1972,
_2For cash benefits, present-law beneficiaries whose benefit for the effective month would be increased under the pro-
vision; for Medicare, persons with insurance protection,
3 F_or cash benefits, persons who cannot receive a benefit under present law for_the effective month, but who would
receive a benefit for such month under the provision; for Medicare, persons who gain insurance protection.
4 an?ure_s not additive because a person may be affected by more than one provision.
3 effective July 1, 1972,
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C. ProvisioNns RELATING TO ASSISTANCE FOR THE AGED, BLIND, AND
DisaBLED

The existing Federal-State programs of aid to the aged, blind, and
permanently and totally disabled would be repealed, effective July 1,
1972, and a new, totally Federal program would be effective on that
date. The new national program is designed to provide financial
assistance to needy people who have reached age 65 or are blind or
disabled and would be established by a new Title XX of the Social
Security Act. The program would be administered by the Social Secu-
rity Administration through its present administrative framework and
facilities.

The eligibility requirements and other legislative elements of the
new program are as follows:

Eligibility for and amount of benefits

Individuals or couples could be eligible for assistance when their
monthly income is less than the amount of the full monthly payment
and their non-excluded resources are $1,500 or less.

Full monthly benefits for a single individual would be $130 for
fiscal year 1973; $140 for fiscal year 1974, and $150 thereafter. Full
monthly benefits for an individual with an eligible spouse would
be $195 for fiscal year 1973, and $200 for fiscal year 1974 and there-
after. Benefits would not be paid for any full month the individual is
outside the U.S.

The Secretary would establish the circumstances under whith gross
income from a trade or business, including farming, is large enough
to preclude eligibility (net income notwithstanding). In addition,
people who are in certain public institutions, or in hospitals or nursing
homes getting medicaid funds, would be eligible for benefits of up to
$25 a month. People who fail to apply for annuities, pensions, work-
men’s compensation, and other such payments to which they may be
entitled would not be eligible.

Definition of income

In determining an individual’s eligibility and the amount of his
benefits, both his earned and unearned income would have to be
taken into consideration. The definition of earned income would follow
generally the definition of earnings used in applying the earnings limi-
tation of the social security program. Unearned income would mean all
other forms of income, among which are benefits from other public
and private programs, prizes and awards, proceeds of life insurance
not needed for expenses of last illness and burial (with a maximum of
$1,500), gifts, support, inheritances, rents, dividends, interest, and so
forth. For people who live as members of another person’s household,
the value of their room and board would be deemed to be 33} percent
of the full monthly payment.

The following items would be excluded from income:

. 1. Earnings of a student regularly attending school, with reasonable
imits.

2. Irregular earned income of an individual of $30 or less in a quarter
and irregular unearned income of $60 or less in a quarter.

3. The first $85 o/ earnings per month and one-half above that for
the blind and disabled (plus work expenses for the blind). The first $60
of earnings per month and one-third above that for the aged.

4. The tuition part of scholarships and fellowships.

5. Home produce.

6. One-third of child-support payments from an absent parent.
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7. ‘Foster care payments for a child placed in the household by a
child-placement agency. » .

8. Assistance based on need received from certain public or privawe
agencies.

9. Vocational rehabilitation allowances.

Ezxclusions from resources

Individuals or couples cannot be eligible for payments if they have
resources in excess of $1,500. The following items would be excluded
from resources:

1. The home to the extent that its value does not exceed a reasonable
amount.

2. Household goods and personal effects not in excess of a reasonable
amount.

3. Other property which is essential to the individual’s support
(within reasonagle value limitations).

4. Life insurance policies (if their total face value is $1,500 or less).

Other insurance policies would be counted only to the extent of
their cash surrender value.

The Secretary would prescribe periods of time and manners in
which excess property must be disposed of in order that it not be
included as resources.

Meaning of terms

An eligible individual must be a resident of the United States,
Puerto Rico, the Virgin Islands, or Guam, be a citizen or an alien
admitted for permanent residence, and be aged, blind, or disabled.

Aged individual: One 65 years of age or older.

BFind individual: An individual who has central visual acuity of
20/200 or less in the better eye with the use of a correcting lens, or
equivalent impairment in the fields of vision.

Disabled individual: An individual who is unable to engage in any
substantial gainful activity by reason of a medically determinable

hysical or mental impairment which is expected to last, or has lasted,
or 12 months or can be expected to end In death. (This definition is
now used for social security disability benefits.)

Eligible spouse: An aged, blind, or disabled individual who is the
husband or wife of an individual who is aged, blind, or disabled.

Child: An unmarried person who is not the head of a household and
who is either under the age of 18, or under the age of 22 and attending
school regularly.

Determination of marital relationship: Appropriate State law will
apply except that, if two people were determined to be married for
purposes of receiving social security cash benefits, they will be con-
sidered to be married, and two persons holding themselves out as
married in the community in which they live would be considered
married for purposes of this program.

Income and resources of a spouse living with an eligible individual
may be taken into account in determining the benefit amount of the
individual, whether or not the income and resources are available to

him. Income and resources of a parent may count as income of a
disabled or blind child.

Rehabilitation services
Disabled and blind beneficiaries would be referred to State agencies
for vocational rehabilitation services. A beneficiary who refused

without good cause any vocational rehabilitation services offered would
not be eligible for benefits.
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Optional State supplementation

A State which provides for a State supplement to the Federal
payment could agree to have the Federaf Government make the
supplemental payments on behalf of the State. If a State agrees to
have the Federal Government make its supplemental payments, the
Federal Government would pay the full administrative costs of making
such payments, but if it makes its own payments, the State would pay
all of such costs. _

States could, but would not be required to, cover under medicaid
persons who are made newly eligible for cash benefits under the bill.

The Federal Government, in administering supplemental benefits
on behalf of a State, would be required to recognize a duration of

residency requirement if the State decided to impose such a require-
ment.

Payments and procedures

Benefits could be paid monthly, or otherwise, as determined by the
Secretary of Health, Education, and Welfare. Benefits could be paid
to an individual, an eligible spouse, partly to each, or to another
interested party on behalf of the imfividua.l. The Secretary could
detex_'n(liine ranges of incomes to which a single benefit amount may be
applied.

Cash advances of up to $100 could be paid if an applicant appears
to meet all the cligibility requirements and is faced with a financial
emergency. Applicants apparently eligible for benefits on the basis of
disability could be paid benefits for up to three months while their
disability claim was in process.

The Secretary may arrange for adjustment and recovery in the
event of overpayments or underpayments, and could waive overpay-
;nelllts to achieve equity and avoid penalizing people who were without
ault.

Pcople who are, or claim to be, eligible for benefits and who dis-
agree with determinations of the Secretary, could obtain hearings if
they request them within 30 days. Final determinations would be
subject to judicial review in Federal district courts, but the Secretary’s
decisions as to any fact would be conclusive and not subject to review
by the courts.

The right of any person to any future benefit would not be transfer-
able or assignable, and no money payable under the program would
be subject to execution, levy, attachment, garnishment, or other legal
process.

If an individual fails to report events and changes relevant to his
eligibility without good cause, benefits which may be payable to the
individual would be terminated or reduced.

The heads of other Federal agencies would be required to provide

such information as the Secretary of HEW needs to determine eligi-
bility for benefits.

Penalties for fraud

A penalty of up to $1,000 or up to one year imprisonment, or both,
would be provided in case of fraud under the program.

Administration
The Secretary of HEW may make administrative and other arrange-

ments as necessary to carry out the purposes of the program and the

States could enter into agreements to administer the Federal benefits
during a transitional period.
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Evaluation and research

The Secretary of HEW would continually evaluate the program,
including its effectiveness in achieving its goals and its impact on
related programs. He could conduct research and contract for inde-
pendent evaluations of the program. Up to $5 million a year would be
appropriated to carry out the evaluation and research. Annual reports
to the President and the Congress on the operation and administration
of the program would be required.

D. Provisions ReLaTING To FaMiLy PROGRAMS

The present program of aid to families with dependent children
(AFDC) would be repealed effective July 1, 1972, and two new totally
Federal programs would take cffect on that day. The new programs
would be adopted for a period of five years (through fiscal year 1977)
in order to give Congress an opportunity to review their operation
before continuing them in subsequent years. The new programs would
be established by a new Title XX in the Social Security Act. A descrip-
tion of the two new programs follows:

Families in which at least one person is employable would be
enrolled in the Opportunities for Families program, administered by
the Department of Labor. Families with no employable person would
be enrolled in the Family Assistance Plan administered by the Depart-
ment of Health, Education, and Welfare.

1. CPPORTUNITIES FOR FAMILIES PROGRAM

Registration for employment and training

Every member of a family who is found to be available for work by
the Secretary of Health, Education, and Welfare would be required to
register for manpower services, training and employment.

An individual would be considered available for work unless such
person—

(1) Is unable to work or be trained because of illness, inca-
pacity, or age;

(2) Is a mother or other relative caring for a child under age 3
(age 6 until July 1974);

(3) 1s the mother or other female caretaker of a child, if the
father or another adult male relative is in the home and is
registered.

(4) Is a child under the age of 16 (or a student up to age 22);

(5) Is necded in the home on a continuous basis because of
iliness or incapacity of another family member.

Nevertheless, any person (except one who is ill, incapacitated, or
aged) who would be exempted from registering by the above provisions
could voluntarily register.

Every person who registered (other than a volunteer) would be
required to participate in manpower services or training and to accept
available employment. An individual could not be required to accept
employment however—

(1) If the position offered is vacant due to a strike, lockout, or
other labor dispute;
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(2) If the wages and other employment conditions are contrary
to those prescribed by applicable Federal, State, or local law, or
less favorable than those prevailing for similar work in the locality,
or the wages are less than an hourly rate of % of the highest
Federal mmimum wage ($1.20 per hour under present law);

(3) If membership in & company union or non-membership in
a bona fide union is required;

(4) If he has demonstrated the capacity to obtain work that
would better enable him to achieve self-sufficiency, and such work
is available.

Child care and other supportive services

The Secretary of Labor directly or by using child care projects
under the jurisdiction of the Department of Health, Education, and
Welfare, would provide for child care services for registrants who
require them in order to accept or centinue to participate in man-
power services, training, employment, or vocational rehabilitation.

The Secretary of Labor would be authorized funds to provide child
care by grant or contract. Families receiving such services might also
be required to pay all or part of the costs involved.

Health, vocational rehabilitation, family planning, counseling, so-
cial, and other supportive services (including physical examinations
and minor medical services) would also be made available by the
Secretary of Labor to registrants as needed.

Operation of manpower services, training and employment programs

The Secretary of Labor would develop an employability plan de-
signed to prepare registrants to be self-supporting. The Secretary
would then provide the necessary services, training, counseling, test-
ing, coaching, program orientation, job training, and followup services
to assist the registrant in securing employment, retaining employment,
and obtaining opportunities for advancement.

Provision would also be made for voluntary relocation assistance
to enable a registrant and his family to be self-supporting.

Public service employment programs would also be used to provide
needed jobs. Public service projects would be related to the fields of
health, social service, environmental protection, education, urban and
rural development and redevelopment, welfare, recreation, public fu-
cility and similar activities. The Secretary of Labor would establish
these programs through grants or by contract with public or nonprofit
agencies or organizations. The law would provide safeguards for
workers on such jobs and wages could not be less than the higher of
the prevailing or applicable mmimum wage or the Federal minimum
wage.

Federal participation in the costs of an individual’s participation
in a public service employment program would be 100 percent for the
first year of his employment, 75 percent for the second year, and 50
percent for the third year.
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States and their subdivisions that receive Federal grants would be
required to provide the Secretary of Labor with up-to-date listings of
job vacancies. The Secretary would also agree with certain Federal
agencies to establish annual or other goals for employment of members
of families receiving assistance.

Allowances of individuals participating in training

An incentive allowance of $30 per month would be paid to each

registrant who participates in manpower training (States would have

the option of providing an additional allowance of up to $30). Neces-
sary costs for transportation and similar expenses would also be paid.

Utilization of other programs

The Secretary of Labor would be required to integrate this program
as needed with all other manpower training programs involving all
sectors of the economy and all levels of government.

Rehabilitation services for incapacitated family members

Family members who are incapacitated would be referred to the
state vocational rehabilitation service. A quarterly review of their
incapacities would usually be made.

Each such incapacitated individual would be required to accept
rehabilitation services that are made available to him, and an allow-
ance of $30 would be paid him while he receives such services. (States
would have the option of providing an additional allowance of up to
$30.) Necessary costs for transportation and similar expenses would
also be paid.

Evaluation and research; reports

The Secretary of Labor would be authorized to conduct research
and demonstrations of the program and directed to make annual
evaluation reports to the President and the Congress. An appropria-
tion of $10,000,000 would be authorized for these purposes.

2. FAMILY ASSISTANCE PLAN

Payment of benefits

All eligible families with no member available for em loyment
would be enrolled and paid benefits by the Secretary of Heaﬁ)th, Edu-
cation, and Welfare.

Rehabilitaiion services and child care for incapacitated Jamily members

Family members who are unemployable because of incapacity
would be referred to State vocational rehabilitation agencies for
services. A quarterly review of their incapacities would usually be
made. Such persons would be required to accept services made avail-
able, and would be paid a $30 per month incentive allowance plus
transportation and other related costs. (States would have the option
ofBroviding an additional allowance of up to $30.)

hild care services would also be provided if needed to enable
individuals to take vocational rehabilitation services.

Women of child-bearing age would be offered family planning serv-
ices and the services would be provided if accepted.
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Evaluation and research; reports

The Secretary of Health, Education, and Welfare would be author-
ized to conduct research and demonstrations of the family assistance
plan and directed to make annual evaluation reports to the President
and the Congress. An appropriation of $10,000,000 would be author-
1zed for these purposes.

3. DETERMINATION OF BENEFITS

Uniform determinations

Both Secretaries would be required to apply the same interpreta-
tions and applications of fact to arrive at uniform determinations of
eligibility and assistance payment amounts under the two family
programs.

Eligibility for and amount of benefits

Family benefits would be computed at the rate of $800 per year for
the first two members, $400 for the next three members, $300 for the
next two members and $200 for the next member. This would provide
$2,400 for a family of four, and the maximum amount which any fam-
ily could receive would be $3,600. A family would not be eligible
if it had countable resources in excess of $1,500 or less.

If any member of the family fails to register, take required employ-
ment or training, or accept voecational rehabilitation services, the
family benefits would be reduced by $800 per year.

Benefits would be determined on the basis of the family’s income for
the current quarter and the three preceding quarters.

After a family has been paid benefits for 24 consecutive months,
a new application would be required which would be processed as
if it were an initial application.

The Sceretary would establish the circumstances under which gross
imcome from a trade or business, including farming, is large enough to
preclude eligibility (net income notwithstanding).

Families would have to apply for all other benefits available to them
in order to be eligible.

A family headed by a regular, full-time college student would not
be eligible.

Definition of income

Earned income would follow generally the definition of carnings used
in applying the carnings limitation of the social security program. Un-
earned income means all other forms of income among which are
benefits from other public and private programs, prizes and awards,
proceeds of life insurance not needed for last illness and burial (with a
maximum of $1,500), gifts, support, inheritances, grants, dividends,
interests and so forth.

All income except that excluded would be used to reduce the
benefits otherwise payable.

The following items would be excluded from the income of a family:

1. Earnings of a student regularly attending school, with limits
set by the Secretary.

2. Trregnlar carned income of an individual of $30 or less in a
quarter and irregular unearned income of $60 or less in a quarter.

3. Earned income used to pay the cost of child care under a schedule
prescribed by the Secretary.
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4. The first $720 per year of other earned income plus one-third
of the remainder.

5. Assistance based on need received from public or private agen-
cies, except veterans’ pensions.

6. Training allowances. .

7. The tuition part of scholarships and fellowships.

8. Home produce.

9. One-third of child support and alimony.

10. Foster care payments for a child placed in the family by a child
placement agency.

The total of the exclusions under (1), (2), and (3) above could not
exceed $2,000 for a family of four rising by $200 for each additional
member to an overall maximum of $3,000.

E'rclusions from resources

A family cannot be eligible for payments if it has resources in ex-
cess of $1,500. In determining what is included in the $1,500 amount,
the following items are excluded:

1. The home to the extent that its value does not exceed a reason-
able amount.

2. Houschold goods and personal effects not in excess of a reason-
able amount.

3. Other property which is essential to the family’s self-support.

An insurance policy would be counted only to the extent of its cash
surrender value except that if the total face value of all such policies
with respect to an mdividual is $1,500 or less, no cash surrender
value would be counted.

The Secretary would preseribe periods of time, and manners in
which, property must be disposed of in order that it would not be
included as resources.

Meaning of family and child

A family would be defined as two or more related people living
together in the United States where at least one of the members is a
citizen or a lawfully admitted alien and where at least one of them is a
child dependent on someone else in the family.

No family will be cligible if the head of the household is an under-
graduate or graduate student regularly attending a college or uni-
versity full time. Benefits would not be payable to an individual for
any month in which he is outside the United States.

The term “child” means an unmarried person who is not the head of
the household, and who ts either under the age of 18 or under the age of
22 if attending school regularly.

Appropriate State law would be used in determining relationships.

The income and resources of aun adult (other than a parent or the
spouse of & parent) living with the family but not contributing to the
family would be disregarded and the adult will not be considered a
family member.

If an individual takes benefits under adult assistance, he could not
be eligible for family benefits.
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Uptional State supplementation

If a State decides to supplement the basic Federal payment, it would
be required to provide benefit amounts that do not undermine the
earnings disregard provision. A State could agree to have the Federal
Government make the supplementary payments on behalf of the State.
If a State agrees to have the Federal Government make its supplemen-
tal payments, the Federal Government would pay the full administra-
tive costs of making such payments, but if it makes its own payments
the State would pay all of such costs.

States could, but would not be required to, cover under medicaid
persons who are made newly cligible for cash benefits under the bill.

The Federal Government, in adminstering supplemental benefits
on behalf of a State, would be required to recognize a duration of
residency requirement if the State decided to impose such a require-
ment.

4. PROCEDURAL AND GENERAL PROVISIONS

Payments and procedures

The Secretary would be permitted to pay the benefits at such times
as best carry out the purposes of the title and could make payments to
a person other than a member of the family or to an agency where he
finds inability to manage funds. The Secrctary’s decision would be
subject to hearing and review.

The family benefits could not be paid to an individual who failed
to register, or take work, training or vocational rehabilitation.

(ash advances of $100 or less could be paid if a family appears to
meet all the cligibility requirements and is faced with a financial
emergency.

The Secretary may arrange for adjustment and recovery in the
event of overpayments or underpayments, with a view toward equity
and avoiding penalizing people who were without fault.

People who are, or claim to be, eligible for assistance payments, and
who disagree with determinations of the Secretary, could obtain hear-
ings if they request them within 30 days. Final determinations would
be subject to judicial review in Federal district courts, but the Secre-
tary’s decisions asto any fact-would be conclusive and not subject to
review by the courts. The Sceretary would also be given authority
to appoint qualified people to serve as' héaring examiners without
their having to meet the specific standards prescribed under the "Ad-
ministrative Procedure Act for hearing examiners.

The right of any person to any future benefit would not be trans-
ferable or assignable, and no moncey payable under this title would' be
subject to execution, levy, attachment, garnishment, or other legal
process. ‘

In addition, the Secretary would establish necessary rules and regu-
lations dealing with proofs and evidence, and the method of taking
and furnishing the saine, in order to establish the right to benefits.

Each family would be required to submit a report of income within
30 days after the end of a quarter and benefits would be stopped until
the report was filed. If a family failed, without good cause, to report
income or changes in circumstances as vequired by the Seeretary, it
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would be subject to a penalty of $25 the first time, $50 the second time
and $100 for later times. .

The head of any Federal agency would be required to provide such
information as the Secretary of I}iEW needs to determine eligibility
for benefits under this title.

Penalties for fraud

A penalty of $1,000 or 1 year imprisonment, or both, would be
provided in the case of fraud under the program.

Admainistration -

Both the Secretary of Health, Education, and Welfare and the
Secretary of Labor could perform their functions directly, through
other Federal agencies, or gy contract. An additional Assistant Sec-
retary is authorized in the Department of Labor to head up the new
program in that Department.

Child care

The Secretaries of Labor and Health, Education, and Welfare are
each given the authority and responsibility for arranging day care
for their respective recipients under the Opportunities for Families
program and the Family Assistance Plan who need such day care in
order to participate in training, employment, or vocational rehabilita-
tion. Where such care can be obtained in facilities developed by the
Secretary of Health, Education, and Welfare, these would ge utilized.

Insofar as possible, arrangements. would be made for after school
care with local educational agencies. All day care would be subject to
standards developed by the Secretary of Health, Education, and
Welfare, with the concurrence of the Secretary of Labor. Both Secre-
taries would have authority to make grants and contracts for payment
of up to 100 percent of the cost of care. The Secretary of Health,
Education, and Welfare would have total responsibility for construc-
tion of facilities. $700 million would be authorized for the provision of
child care services in the first fiscal year, and such sums as Congress
may appropriate in subsequent years. In addition, $50 million would
be authorized for construction and renovation of child care facilities
for each fiscal year.

Obligations of parents .

A deserting parent would be obligated to the United States for the
amount of any Federal payments made to his family less any amount
that he actuaﬁy contributes by court order or otherwise to the family.

Any parent of a child receiving benefits who travels in interstate
commerce to avoid supporting his child would be guilty of a mis-
demeanor and subject to a fine of $1,000, imprisonment for 1 year,
or both. ) ) )

The Secretary would report to appropriate officials cases of child
neglect or abuse which came to his attention while administering the

program.
Local committees to evaluate program

Local advisory committees would be set up throughout the country,
with & minimum of one in each State, which would evaluate and report
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on the effectiveness of the elements of the program designed to help
people become self-supporting. Each committee would be composed of
representatives from ER)OI‘, business, and the public, as well as public
officials not directly involved in the administration of the programs.

E. OtHER RELATED ASSISTANCE PROVISIONS

ADOPTION AND FOSTER CARE SERVICES UNDER CHILD WELFARE

Authorizations of $150 million for fiscal year 1972 and higher
amounts for subsequent years would be provided for payments to the
States to support foster care and adoption services.

PROVIFIONS RELATED TO NEW ASSISTANCE PROGRAMS

Effective date for adult assistance and family ‘programs

Major changes made in the assistance programs would be effective
July 1, 1972, %‘he child care provisions would become effective upon
cnactment of the bill. The amendments which provide-benefits to
families where the father is in the family and working full-time, would
become effective January 1, 1973.

Prohibition against participation in food stamp program by recipients
of payments under family and adult assistance programs

The bill would amend the Food Stamp Act of 1964 by providing that

families and adults eligible for benefits under the assistance programs

in this bill would be excluded from participation in the food stamp
program.

Special provisions for Puerto Rico, the Virgin Islands, and Guam

There would be special provisions for Puerto Rico, the Virgin
Islands, and Guam. ’{‘)he amounts used in the family assistance plan
and the aid to the aged, blind, and disabled (other than the $720
amount of annual earnings to be disregarded and the $30 per month
incentive allowances) would be adjusted by the ratio of the per capita
income of each of these jurisdictions to the per capita income of the
lowest of the 50 States.

Determination of medicaid eligibility

The Secretary would be able to enter into agreements with States
under which the Secretary would determine eligibility for medicaid
both for those eligible forr%ederal payments and the medically needy
in cases where the State covered the medically needy. The State would
pay half of the Secretary’s additional administrative costs arising from
carrying out the agreement.

Effective date.—Jduly 1, 1972.
Transitional administration of public assistance

The Secretaries of Labor and of Health, Education, and Welfare
could enter into agreements with States under which a State would

administer the Federal assistance program for a period of up to one
year from the beginning of the program.

59-948 0—T71——4
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Limitations on increases in State welfare expenditures

States would be guaranteed that, if they make payvments supple-
mentary to the Federal adult or family programs, it would cost them
no more to do so than the amount of their total expenditures for cash
public assistance paynients during calendar yvear 1971, to the extent
that the Federal payments and the State supplementary payments to
recipients do not exceed the payment levels in effeet under the public
assistance programs in the State for Jannary 1971. The value of food
stamps would be taken into account in computing whether the guaran-
tee would go into effect if the State pays in cash the value of food
stamps. Most States would save money under the provisions of the
bill; this provision would guarantee that no State would lose money.

Limutation on Federal erpenditures for social services

The Federal Gevernment would continue to provide 75 percent
matching funds to the States for child care and family planning services
on an open-end appropriation basis. Federal matching for other
specified social services would be limited to the amounts appropriated
by the Congress. This provision would be effective on July 1, 1972.

PUBLIC ASSISTANCE AMENDMENTS EFFECTIVE IMMEﬁiATELY

Additional remedies for State noncompliance with pronsions of assistance
titles

The Secretary would be able to require States to make payments to
seople who di(iy not receive all money due them because the State
ailed to comply with a Federal requirement.

The Secretary could require a State which is in noncompliance with
a Federal requirement to set up a timetable and method for assuring
compliance, or could request the Attorney General to bring suit to
enforce the Federal requirements.

Effective date. —Enactment.

Statewideness not required for services

A State would be permitted to furnish social services in one area
of a State without being required te furnish such services in all geo-
graphic areas of the State.

Jflective date.—Enactment.
Optional modification in disregarding income under AFDC

States would be permitted, between enactment and July 1, 1972, to
modify their present AFDC programs so as to substitute the carnings
disregard provisions in the family assistance provisions (cost of child
care, plus $720, plus one-third of the remainder) for provisions of
present law (the first $30 and one-third of the remainder after which
actual work expenses are deducted).

A State could also apply the meximum dollar limits in the family
yrograms on child care and student earnings (82,000 for a family of
}our rising to $3,000 for a family of nine or more) to its present AFDC
pr%ram.

flective date.—Enactment.

Individual programs for family services not required

States would no longer be required to prepare a separate plan of
services for each individual who is eligible for AFDC.

Effective date.—July 1, 1972, or earlier if the State so chooses.
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Enforcement of support orders

States would be required to secure support for a spouse of a parent
from the other parent (of children receiving assistance payments)
where he has descrted or abandoned his spouse, utilizing reciprocal
arrangements with other States to obtain or enforce court orders for
sup.port.

Effective date.—July 1, 1972, or earlier, if the State plan so provides.

Separation of social services and cash assistance payments

Each State would be required to submit & proposal to the Secre-
tary by January 1, 1972 providing for the administrative separation
of handling eligibility for cash payments and the provision of social
services by July 1, 1972.

Increase in Federal matching to States for costs of establishing paternity
and collecting child support payments
Federal matching would be increased from 50 percent to 75 percent
for State costs incurred in establishing the paternity of AFDC children
and locating and collecting support from their absent parents.
Effective date.—Enactment. '

Vendor payments for special needs

States would be permitted to provide for non-recurring items of
special need by means of vendor payments.

Effective date.—Enactment.
Increase in Federal matching—WIN program

Effective July 1, 1971, the Federal matching under the WIN
program would be increased from 80 to 90 percent. This pro-
vision expires June 30, 1972.

F. Provisions FoR Tax CuaNGEs (OTHER TuaN PayroLL TAXES)

Child Care Deduction

Under present law, a child care deduction of $600 per child, but
not more than $900, is available for child care expenses in certain
cases. Generally, this amount is available in the case of such expenses
incurred by a widow or widower or certain other married couples
with an incapacitated spouse and also in the case of married couples
with incomes of not over $6,000.

The new provision retains the basic child care provision of present
law but increases from $6,000 to $12,000 the income a married couple
may have and still be eligible for this deduction, In addition, the
amount of child care expenses which may be deducted is increased
from $600 for the first child to $750, and to $1,125 for two children,
and to $1,500 for three or more children. These changes are effective
with respect to taxable years beginning on or after January 1, 1972.

Retirement Income Credit

Under present law, a retirement income credit of up to $1,524
multiplied by 15 percent ($229) is allowed for single persons age 65
or over having ‘“retirement income’’—that is, income from pensions,
dividends, interest, rents or other passive income sources. However,
this credit is available only if the individual had ten prior years of
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earned income above $600. The income eligible for this credit is re-
duced, however, by social security, railroad retirement or other
tax-exempt pension income. It is also reduced by 50 percent of earnings
over $1,200 and 100 percent of carnings over $1,700. (This earnings
limitation, however, does not apply to those age 72 and over.) For
married couples_a credit equal to one and one-half times the credit
referred to above is generally available under present law. However,
in some cases where both can qualify for the credit a credit of up to
twice that referred to above is available.

In addition, under present law, the retirement income credit deter-
mined substantially as indicated above is available for retirement
income received from governmental units where the individual is
under age 65, except that the eredit is reduced on a dollar-for-dollar
basis for earnings above $900 (between age 62 and 65 the earnings
test described above applies).

The committee has adopted a substitute retirement income credit
which is both more liberal and also will be easier to compute on the
return form. This credit for a single person will be based upon $2,500
instead of $1,524. It will not be necessary for the individual involved
to have “‘retirement income’” as he is required to have under present
law or 10 years of prior earnings of $600 or more. However, as under
present law, the $2,500 will be reduced for social security, railroad
retirement and other tax-exempt pension income. Also, as under
present law, it will be reduced for earned income above a specified
level (if the individual is under age 72). However, the amount will
only be reduced for 50 percent of earnings above $2,000 instead of
50 percent of earnings above $1,200 plus 100 percent of earnings
above $1,700.

As under present law, the amount derived in this manner is multi-
plied by 15 percent in order to obtain the credit (the new figure gives
g maximum credit of $375).

For a married couple, both over age 65, the retirement income
credit is to be based upon $3,750 instead of the $2,500 applicable to a
single person. Otherwise the credit is to be computed in the same
manner indicated above except on the basis of the combined experience
of the husband and wife. :

For those below age 65 receiving Government pension income the
$2,500 also becomes applicable but, as under present law, only with
respect to Government pension income. The earnings test for these
persons is raised from $900 to $1,000 if under age 62 but for those
above that age, the $2,000 earnings test applies.
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ITII. GENERAL DISCUSSION

A. Provisions RErLamiNg To THE CasH BENEFITS PROGRAM

b-percent benefit increase

Your committee’s bill would provide a general 5-percent increase in
social security benefits payable for June 1972.

In considering the need for a general benefit increase your committee
recognizes that legislation enacted in March of this year provided a
10-percent general benefit increase effective for January 1971. However,
your committee believes that economic changes over the next year will
probably necessitate a further increase. While your committee has no
mtention of forecasting what economic changes will occur over the
next year or so, it seems practical to expect the general trends of the
past to continue. Accordingly, your committee is recommending
that social security benefits generally be increased by 5 percent, effec-
tive with the benefits payable for June 1972. In recommending that
the increase be effective for June of 1972, the committee was guided
by a number of practical considerations. In particular, an increase
effective in that month would be payable in July and would coincide
with other changes being recommended by your committee; the new
Federal assistance program for needy families, the aged, the blind, and
the disabled will go into effect at that time and it seems desirable to
coordinate the effect of the future benefit increase on these programs.

Under present law, monthly benefits for workers who retire at age 65
in June 1972 would range from $70.40 to $216.10; under the bill these
amounts would range from $74.00 to $227.00. Additional illustrations
of the effect of the benefit increase are shown in the table below. The
table also reflects the effect of increasing the contribution and benefit
base to $10,200 effective January 1, 1972.

ILLUSTRATIVE MONTHLY BENEFITS PAYABLE UNDER PRESENT LAW AND UNDER H.R. 1

Worker 2 Man and wife 2.3 Widow and 2 children

Average monthly
earnings ¢ Present law H.R.1  Present law H.R.1  Present law H.R.1¢
$76 e $70.40 $74.00 $105. 60 $111.00 $105. 60 $111. 00
$150...___._. e 111.90 117.50 167.90 176.30 167.90 176.30
$250....._.... 145.60 152.90 218.40 229.40 222.70 233.90
$350....._.._. 177.70 186. 60 266.60 279.90 308.90 324.40
$450. ... ... 208. 80 219.30 313.20 329.00 389.90 409.40
$550. .. ... 240.36 252.40 360. 50 378.60 435.20 457.00
650 .. ... e 275.80 289.60 413.70 434.40 482.70 506.90
750, .. 295.40 310.20 443.10 465.30 517.00 542.90
$850.. ... ... ® 6331.20 ) 496. 80 (O] 579.60

! Figured generally over 5 less than the number of years elapsing after 1936 or 1950, or age 21, if later, and up to the
year of death, disability, or attainment of age 65 for men (gradually reduced to 62 under the billy and 62 for women.

2 Benefit amounts are for a worker who is disabled or who is age 65 or older at the time of retirement and for a wife
age 65 or older at the time she comes on the benefit rolls,

3dSu_r'vivor benefit amounts for a young widow and 1 child or for 2 parents would be the same as the benefits for a m an
and wife.

4 For families on the benefit rolls 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,

& Not applicable since the highest possible average earnings under present law are $750,

8 Payable to people wno retire at age 65 in 2005 after working from age 22 to age 65,

Some 26.9 million bencficiaries—persons receiving regular cash
benefits under present law—on the rolls in July 1972 would have their
benefits increased under this provision. An estimated $2,048 million in
additional benefits would be paid in the first full year.
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The bill would also increase by 5 percent the special cash payments
that are made under present law to certain people age 72 and who
are not insured for regular cash benefits under the social security
program. The payments would be increased from $48.30 to $50.80
for an individual and from $72.50 to $76.20 for a couple, effective
for June 1972. As a result, about 16,000 people who do not get the
special payments would qualify for some payments, and about 0.5
million people would gualify for higher payments under this provision.
An estimated $25 million in additional payments would be paid out
in the first full year; about $22 million of this amount would be
borne by general revenues.

Automatic increases in benefits, the tax base, and the earnings test

Your committee has given careful consideration to several proposals
to provide automatic cost-of-living increases in social security benefits
and has concluded that authority should be provided for cost-of-
living increases if future price rises should cause serious erosion in
the purchasing power of social security benefits. Recognizing, however,
that Congress has legislated cight benefit increases since monthly
benefits were first paid in January 1940 (in addition to the proposed
5-percent increase in this bill) and that the cumulative effect of
these benefit inereases greatly exceeds the rise in the cost of living
over the same period, your committee recommends a provision nuder
which automatic benefit increases would go into effect only after
Congress had an opportunity to consider whether any other benefit
increase would be more appropriate in tie light of prevailing cconomic
conditions.

The provisions of the commiitee amendment have been drawn with
a view to preserving the role of Congress in determining when and in
what amounts social security benefits should be raised while at the
same time assuring that the purchasing power of social security
benefits will not be seriously croded by inflationary changes in the
ceconomy.

Under the provisions of the amended bill reported by vour com-
mittee, benefits could be increased automatically each January when-
ever the cost of living rises thiee pereent or more between specified
base periods. However, an automatic benefit increase would not go
into effect if in the vear preceding the January for which 1t would
otherwise become effective, a general benefit inerease (other than an
automatic benefit increase) had become effective or had been cnacted.

Each vear the Secretary of Health, Education, and Welfare would
compare the monthly average of the Consumer Price Index for the
second calendar quarter with the monthly average of the Index for
the most recent second calendar quarter which was used to compute
an automatic benefit increase or, if later, the calendar quarter 1n \‘.'Hli(‘h
a legislated benefit increase became effective. If the rise in the Con-
sumer Price Index was 3 percent or more, the Secretary would pro-
mulgate (not later than November 1) the benefit nerease, effective
for the following January. The benefit increase would be equal to the
percentage rise n the Consumer Price Index rounded to the nearest
0.1 of one percent.

In order to assure that the appropriate Congressional legislative
committees are kept informed as to the likelihood of imminent action
being taken under the automatic increase provisions, the bill would
require the Secretary of Health, Education, and Welfare, (1) to notify
the Congress whenever there is a 2.5 percent rise in the cost of living
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since the latest base period, and (2) to notify Congress. prior to prom-
ulgating any automatic increase (not later than the middle of August),
whenever a risc in prices would cause an automatic benefit increase to
go into cffcet the following January. Along with this later notification,
the Sceretary would be required to indicate the amount of the increase,
his cstimate of the extent to which the cost of the benefit inercase could
be met through the automatic increase in the tax basc which would be
provided (as discussed below), the estimated increase in the base, the
actuarial estimates of the effect of the increase and the actuarial meth-
odology and assumptions used in making these estimates. Following
these notifications, Congress would have an opportunity to determine
whether the automatic increase or some other mcrease should go into
cffect.

In order to provide additional financing to help meet the increased
costs of automatic cost-of-living increases in benefits, the committee
amendment provides for automatic increases in the tax and benefit
base which would go into effect only when an automatic benefit increase
became effective. The base would be sutomatically increased in
proportion to the inerease in the level of average covered wages in the
first calendar quarter of the year in which the computation is made
over the level of average covered wages in the first calendar quarter
of the later of: the most recent yvear in which an inerease in the tax
and benefit base was cnacted, or the most recent year in which a
determination was made to automatically adjust the contribution and
benefit base

The retirement test exempt amount-—the amount a bencficiary
under age 72 can carn in a year and still receive all his benefits—would
also be automatically increased the same way as-the contribution and
benefit base; that is, in proportion to increases in the level of average
covered wages between first calendar quarters. Like the base increases,
the automatic retirement test increases would occur only when there is
an automatic increase in benefits, This provision would provide retire-
ment test changes current with increases in earnings and would avoid
extended lags between such increases and changes in the test.

Special minimum benefit

In order to provide increased benefits for people who have worked
regularly for many vears in covered jobs at low carnings, your com-
mittee is recommending a special minimum benefit equal to $5 multi-
plicd by the number of years of coverage an individual has under the
program up to a maximum of 30 vears. This would be an alternative
to the provisions of present law and if the regular benefit amount is or
becomes Iarger than the special minimum, the regular benefit would be
paid. '

Thus, the amendment would increase the minimuin benefit payable
to people with 15 or more years of coverage. A person with 15 years of
coverage, for example, would get at least $75; a person with 20 years
of coverage, at least $100; a person with 25 years of coverage, at least
$125; and a person with 30 or more vears of coverage, at least $150
(the maximum payable under the provision).

Because 35 years have elapsed since the social sceurity program
began, a worker who has earnings 1n every year after 1937 couif get
the highest special minimum benefit of $150 in 1972. For a worker
with -carnings after 1950 only, the highest speeial minimum benefit
payable in 1972 would be $105; the $150 benefit would not be payable
to such a worker until 1981, Beunefits determined under the special
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minimum would not be increased under the automatic cost-of-living
benefit increase provisions.

Under the bill, for purposes of determining the amount of an indi-
vidual’s special minimum benefit, the number of vears of coverage
for the period 1937-1950 would be determined on a presumptive basis
by dividing the total wages credited to an individual for years after
1936 and prior to 1951 by $900, disregarding any fraction and limiting
the total to 14. (This method is a practical wayv to determine vears
of coverage for the period 1937-1950 because the records of the Social
Security Administration available for inachine use indicate total carn-
ings for the entire 14-yvear period but not carnings for individual yvears.)
The number of vears of coverage after 1950 would be determined on an
individual-vear basis; each vear for which the individual is credited
with wages and sclf-employment income of at least 25 percent of the
contribution and benefit base for that vear would be a year of coverage.
The amount used for determining years of coverage before 1951 has
been set at $900, rather than 25 percent of the $3000 base ($750) in
effect before 1951 as an offset to the generous treatment resulting
from the use of the presumptive basis.

Some 300,000 people would get increased benefits on the effective
date and $30 million in additional benefits would be paid in the first
full year.

Increase in widow's and widower’s insurance benefits

A factor which must be taken into account in considering whether
the levels of social sccurity benefits are adequate at any given time is
the relationship of survivors’ benefits to the worker’s retirement bene-
fit. In this connection your committee examined the benefits paid to
older widows and found that their benefits are not adequate.

When social security benefits were first provided for widows by the
Social Sccurity Amendments of 1939 they were set at 75 percent of the
worker’s retirement benefit. This amount was based on the idea that a
widow should receive one-half of the combined benefit which would
have been paid to her and her husband had both been entitled to
benefits. Later, this amount was increased by 10 percent, to 82.5 per-
cent, where it has remained up to the present time.

It is your committee’s opinion that the reasons for setting widow’s
benefits at their present level are no longer valid and that in the light
of present conditions there is no reason for paying aged widows less
than the amount which would be paid to their husbands as retirement
benefits. Currently, the average benefit for an aged widow is about $113
a month, while the average benefit for a retired worker is about $131
a month. In addition, surveys of social security beneficiaries have
shown that, on the average, women getting aged widows’ benefits
have less income other than froin social security than most other
beneficiaries.

The committee bill would provide benefits for a widow equal to the
benefit her deceased husband would have received if he were still
living. Under the bill, a widow whose benefits start at age 65, or after,
would receive either 100 perecent of her deceased husband’s primary
insurance amount (the amount he would have been entitled to re-
ceive if he began his retirement at age 65) or, if his benefits began
before age 65, an amount equal to the reduced benefit he would have
been receiving if he were alive. In no case, however, would a widow
feceive a smaller benefit than she would be entitled to under present
aw.
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Under the committee’s bill the benefit for a widow (or widower) who
comes on the rolls between 60 and 65 would be reduced (in a way
similar to the way in which widows’ benefits are reduced under present
law when they begin between ages 60 and 62) to take account of the
longer period over which the benefit would be paid. For example, the
benefit amount for a widow becoming entitled to a widow’s benefit at
age 63 would be 88.6 percent of her husband’s benefit; for a widow be-
coming entitled at age 64, the amount would be equal to 94.3 percent of
her husband’s benefit. (Because of the necessity of gearing in the
widow’s benefits between the ages of 62 and 65 with the higher amount
provided under present law for a widow at age 62, as compared with the
amount provided for a worker age 62, the reduction for widows and
widowers who receive benefits beginning before age 65 is slightly
different than the reduction for workers between ages 62 and 65.)

Under the bill, the benefit amount for January 1972 for a widow
(or widower) who came on the bencfit rolls before 1972 would be re-
determined as though the new provisions had been in effect when she
came on the rolls. Thus, the widow already on the rolls who started
getting benefits before she reached age 65 would have the 100-percent
widow’s benefit reduced to take account of the longer period for which
she would be paid benefits. In order to permit the use of machine
records in determining the benefit amount that the deceased spouse
would have been receiving if he were alive, the Social Security Admin-
istration will assume that his bencfits were based on the same average
monthly carnings which determine the primary insurance amount on
which the widow’s (or widower’s) benefits are based for January 1972.

Under the bill, as under present law, the benefit for a widow who
is age 62 or older when she starts getting benefits and who is the only
survivor getting benefits would be not less than $70.40, the minunum
benefit now payable to a retired worker at age 65. The benefit for a
widow who starts getting bencfits before 62 and who is the only sur-
vivor getting benefits would be no less than the minimum worker’s
benefit reduced to take account of months before age 62 for which the
benefit is paid.

The changes made with respect to widows would also apply to
eligible dependent widowers.

ILLUSTRATIVE MONTHLY BENEFITS FOR WIDOWS AND WIDOWERS WHO BECOME ENTITLED AT OR
AFTER AGE 65 UNDER PRESENT LAW AND UNDER H.R. 1!

H.R.1

Additional Additional

amount amount

resulting resulting
from widow's from general Total
benefit benefit benefit
increast increase ! payable

e
Present law  (Jan. 1972)  (June 1972) June 1572

$70.40 .. ... ... $3.60 $74.00
92.40 $19.50 5.60 117.50
120.2 25.40 7.30 152,90
146.70 31.00 8.90 186.60
172.30 36.50 10.50 219.30
198. 30 42.00 12.10 252,40
227.60 48.20 13.80 289.60
243. 80 51.60 14.80 310.20

@ (O ) 331.20

! Assuming deceased worker did not get a reduced retirement benefit before he died and that there are no other survivors
getting benefits based on his earnings.
2 Not applicable, since the highest average earnings.amount now ‘possible under present law is $750.
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The increase in benefits for widows and dependent widowers would
be effective for January 1972,

Some 3.4 million widows and widowers on the rolls at the end of
January 1972 would receive higher benefits under this provision, and
$764 million in additional benefit payments would be made in the
first full year.

Increased benefits for those who delay retirement beyond age 65

Under present law, o person who continues working and delays
retirement bevond age 65 pays contributions on his carnings, foregoes
benefits, and may get no more in monthly benefits when he finally
retires than he would have been paid had he retired at age 65. In some
cases, however (where average monthly carnings increase due to work
after age 65) monthly benefits can be greater than the benefits that
would have been paid at 65, since carnings in years after 65 can be
substituted for lower earnings in prior years in figuring the average
carnings on which benefits are based.

Your committee’s bill would provide increased benefits to people
who do not get benefits because they are working between ages 65
and 72.

For cach month of work beginning with the month of attainment
of age 65 and ending with the month before a worker reaches age 72,
his benefit would be increased by one-twelfth of 1 pereent for cach
month for which his benefit was not payable.

As under present law, benefits would be recomputed for any year
after age 65 in which a person has carnings. Benefits reflecting the
increase (after taking into account the months in which a worker was
insured but for which he got no benefits) would be payable beginning
the following January.

For example, a man who retires at age 65 in January 1972 with carn-
ings of $4000 in cach year of his computation period could get a
monthly benefit of $180.10 for June 1972. If he worked for 12 months
in 1972, carning $6000, his average monthly earnings would be
increased from $333 to $343, and his benefit before application of the
delayed-retivement credit provision would be increased to $184.80.
This amount would then be increased by 1 percent to $186.70.

The delayed-retirement inerement—unlike the increase resulting
from the increase in average monthly carnings—would apply to the
old-age insurance benefit only, and would not affect benefits of de-
pendents or survivors.

The provisions would be applicable prospectively only for compu-
tations and recomputations after 1971, As a result, 400,000 people
would get higher benefits, and $11 million in additional payments
would be paid, in the first full year. ‘
Age—62 computation point for men

Under present law, retirement benefits for men  are figured
differently, and less advantageously, than benefits are for women, For
a man the period for determining the number of years of earnings that
are used in figuring the average monthly carnings on which his benefit
is based ends with the beginning of the year in which he reaches age
65. For a woman the period ends with the beginning of the year n
which she reaches age 62. Thus, 3 more years are used in computing
benefits for a man than are used for a woman of the same age. This
difference in the treatment of men and women can result in signifi-
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cantly lower benefits being paid to a retired man than are paid to a
retired woman with the same earnings.

For example, take the case of a man and a woman each of whom
reaches age 65 and retires in 1971, and cach of whom has maximumn
creditable earnings under the program in each year up to 1971. The
woman’s benefit would be $220.40 a month under present law, while
the man’s benefit would be only $213.10 a month. If both workers
retire at age 62 in 1971, the woman’s benefit would be $170.50 a month
while the man’s benefit would be only $163.60 a month.

The bill would change the way in which a man’s retirement benefit
is figured to make the computation the same as the computation of a
woman’s benefit.

The provision would apply only to those who become entitled to
benefits in the future; a 3-year transition period would be provided.
The number of years used in computing benefits for men would
be reduced in three steps: men reaching age 62 in 1972 would have
years up to age 64 taken into account; men who reach age 62 in 1973
would have years up to age 63 taken into account; and men who
reach uge 62 in 1974 or later would have years up to age 62 taken
into account.

The bill would also provide a three-step reduction in the number
of quarters of coverage nceded for insured status for men, making
the ending point age 62 for both men and women, and thus would
allow men to become fully insured on the basis of less covered employ-
ment than is now required. The first step in this reduction would
be effective for Junuary 1972, with subsequent reductions becoming
effective in 1973 and 1974, as with the benefit computation.

Additional dropout years

Under the present law, social sccurity benefits for a worker and
his family are generally based on the worker’s average monthly carn-
ings in covered work over u period equivalent to the time clapsing
after 1950 and up to the year in which he reaches age 65 (62 for a
woman), becomes disabled, or dies. (Another provision of the bill would
change the ending point for men to age 62.) Up to 5 years in which
carnings are lowest ure excluded from the computation of the worker’s
average monthly carnings. This five-year dropout provision helps to
lessen the cffect that periods of unemployment, illness, and low
carnings can have on benefit amounts.

Your committee’s bill would provide an additional dropout year
for cach 15 years of coverage that a worker has. (A year of coverage
would be defined as it would be nnder the new specinl minimum pro-
vision.) The effect of the additional dropout would be to give additional
protection against the lowering of average monthly earnings of long-
term contributors to the program. In addition, the higher benefits
that will result from increases in the upper limit on earnings counted
under the program will be more quickly available for these long-term
contributors because fewer years when lower ceilings were in effect
would be included in figuring average monthly earnings.

The provision would be effective for workers who attain age 62
after 1971 and become entitled to old age or disability benefits or die
after 1971 and to workers who attain age 62 after 1971 who were
entitled to disability benefits for December 1971, About $17 million
in additional benefits would be paid in the first full year.
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Election to receive actuarially reduced benefits

Under present law, a married person who has worked and is eligible
for both an old-age insurance benefit as a retired worker and a wife’s
(or husband’s) insurance benefit as the spouse of a retired worker
cannot apply for just onc of the benefits; when she applies for one she
is deemed to have applied for both. As a result, such a person who
claims benefits before age 65 has both of her bencfits actuarially
reduced.

Also under present law, a wife who has worked and becomes eligible
for an old-age insurance benefit based on her own carnings, who takes
that benefit before age 65, and who later becomes eligible for a wife’s
benefit when her husband applies for his retirement benefit can get a
lower wife’s benefit (on account of the reduction that was made in
her old-age insurance benefit because it was paid before age 65) than
does & wife who never worked under the program. (This situation
does not occur under present law when a woman getting wife’s insur-
ance benefits later becomes cligible for an old-age insurance benefit;
the reduction in her wife’s benefit is disregarded in figuring the amount
of her old-age insurance benefit.) Present law also provides that if a
woman takes a widow’s insurance benefit before age 62 and later gets
a disability or old-age insurance benefit, the later benefit is reduced
to take account of the prior receipt of the reduced widow’s benefit.

Under the bill, the so-called “deemed filing” provision would be
removed from present law. A person cligible for benefits as a retired
worker and also as a spouse could choose to take only onc of the
benefits and claim the other one later, or he could take both benefits
at the same time.

In addition, the bill would modify the provision in present law
under which a person cannot become entitled to a dependent’s benefit
if the primary nsurance amount on which his own benefit is based 1s
equal to or greater than the amount of his full dependent’s benefit.
Hq:i'evcr, as under present law, only one benefit, in effect, would be
paid.

Also under the bill, the reduction that is inade in one benefit would
not lower the amount of a benefit that is taken later.

Exanples showing the effect of these changes follow:

Ezample 1.—A woman is potentially eligible for an old-age benefit
and a wife’s benefit at age 62. Her unreduced old-age benefit, payable
if the benefit begins at or after age 65, is $78. Her husband’s unreduced
benefit is $198. Her unreduced wife’s benefit is $21—one-hall of her
husband’s $198 benefit ($99) minus her own unreduced benefit of
$78. Her combined unreduced old-age benefit and wife’s benefit would
be $99—Nier own benefit of $78 plus her wife’s benefit of $21.

She applies for reduced benefits at age 62 and, under present law,
must apply for both benefits. Her old-age benefit is 80 percent of
$78, or $62.40. Her wife’s benefit is 75 pereent of $21, or $15.80. Her
combined old-age benefit and wife’s benefit beginning at age 62 is
$78.20.

Under the ecommittee’s bill she could restrict her application at age
62, take only one of her bencfits and wait until later to file for the
other. She could take her reduced old-age insurance benefit, get $62.40
a month at age 62, and wait until age 65 to claim her wife’s benefit,
and get $99 a month from age 65 on.
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Ezxample 2—Under present law, a woman is eligible for her own
old-age 1nsurance benefit at age 62. Her husband has not yet applied
for benefits so she is not eligible for a wife’s benefit. Her old-age in-
surance benefit at age 65 would be $78; she chooses to take itat
age 62 and gets a reduced benefit of $62.40. When she reaches age
65, her husband retires, applies for benefits, and becomes entitled to
an old-age benefit of $198. She applies for wife’s benefits and becomes
entitled to a wife’s benefit of $21—one-half of her husband’s $198
benefit, or $99, minus her own unreduced benefit of $78. If she had
not taken her own benefit at age 62, she would get $99 & month under
present law. Because she did take her own benefit at age 62, she can
get only $83.40 starting at age 65—$62.40 plus $21.

Under the bill, she would get a benefit of $99 a month starting at
age 65 even though she elected to take. her reduced old-age benefit at
age 65.

gThe new provisions would apply to people who become entitled to
benefits for or after the sixth month after the month of enactment.
People already on the benefit rolls when the provisions become effective
could, upon request, have their benefits redetermined under the new
Brovisions. Even if a person’s own old-age benefit was larger than his

enefit as a spousc at the time of initial entitlement, the redetermina-
tion could be made as if the person had elected the smaller spouse’s
benefit first and his own old-age insurance benefit at age 65.

In some cases the application of this provision would mean that a
beneficiary should not have been entitled to some of the benefits he
had been paid. If these beneficiaries wish to be paid the higher benefits
provided under the bill, they would be required under a special
repayment provision to repay the benefits they are no longer entitled
to have been paid. The repayment would be accomplished by with-
holding payment of the amount of the increase in benefits that would
occur under the provision until recovery is made of the excess of the
amount the beneficiary was actually paid over the amount he would
have been paid if the provision had been in effect at the time of his
oriiinal application.

n illustration of how the recovery would be accomplished is as
follows:

In the first example above, the woman could, under the provisions
of the bill, request to have her benefit redetermined under the new
provisions. As a result of this redetermination, her month of entitle-
ment to wife’s benefits could be changed from the month in which
she reached age 62 to the month in which she reached age 65. With this
change, the amount of her monthly benefit would have been $62.40
(instcad of $78.20) » month from age 62 to age 65 and $99 (instead of
$78.20) a month from age 65 on.

Assumne she is age 66 when the redetermination is made. If the bill
had been in effect she would have been paid, for the 48 months from
age 62 to age 66 for which she has been paid benefits, $62.40 « month
for the 36 months from age 62 to age 65, and $99 a month for the 12
months from age 65 to age 66, a total of $3,434.40. She would actually
have been paid $78.20 a month for all 48 months, or $3,753.60.
Thus, she would have been paid a total of $319.20 more under present
law than she would have been paid if the bill had been in effect
throughout the 48-month period. The $20.80 increase in her benefit,
from $78.20 to $99, would be withheld and not paid to her until
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the $319.20 has been recovered—in about 16 months. From that
soint on she would get o monthly benefit of $99. If she should die or
ccome entitled to another benefit (for exnmple, u widow’s benefit
based on her husband’s carnings) before the $319.20 is entirely re-
covered, the amount not recovered would be waived.

The bill would make no change in the provisions of present law
under which a person entitled to both an old-age insurance benefit
and a wife’s or dependent husband’s insurance benefit mav not get
both benefits in full. Under the law, a worker alwayvs gets the old-age
insurance benefit he earns for himself; if that benefit is higher than the
benefit he is potentiully cligible for as a wife or dependent husband,
the latter benefit s not payable. If the worker’s old-age insurance
benefit is less than the wife’s or dependent husband’s benefit pavable
on the spouse’s earnings, the difference between the two benefits is paid
as the wife’s or dependent husband’s benefit.

Approximately 100,000 benefictaries on the rolls would be imme-
dintely affected by this provision, and $20 million in additional benefits
would be paid in the first full year.

Benefits based on combined earnings for a couple

Under the present social security law, a working couple may be paid
tess in total retirement benefits than another couple with the same total
carnings where only the husband worked. For example, where only the
husband works and has average yvearly carnings of $6000, the benefit
paid to the couple at age 65 would be $224.70 to the husband and
$112.40 to the wife, a totul of $337.10; if the husband had had average
carnings of $4000 and the wife had had average yearly carnings of
$2000—combined carnings of $6000- -his benefit would be $171.50 and
hers would be $118.00, a total of $289.50--$47.60 less than the couple
with the same total average earnings when ouly the husband worked.
Your committee’s bill would permit the pavment of benefits based on
the combined carnings of a married couple. The new coniputation
could be used only if both the husband and wife reach age 62 after
1971, are insured for old-age benefits, and have 20 or more vears of
coverage under the soctal security program after they were married.
(Other dependents’ benefits would continue to be computed as under
the present law.) A vear of covernge would be defined in the same
way as it is defined under the new special minimum provision.

The carnings of the man and wife in each year would be combined
up to the maximum amount of annual carnings that is creditable for
social security purposes for the vear. For example, i the man had
maximum carnings in, say, 1968 ($7800) and his wife had carnings of
$3000 in the sume vear, they could get credit for only $7800 for that
vear tn combined earnings. On the other hand, if the man and his
wife each had earnings of $3000 in 1968, all of their earnings ($6000)
for the year would be credited. When the husband and wife have
different computation periods (because of a difference in their ages
or entitlement to disability benefits) the average monthly carnings on
which the combined benefits would be based would be averaged over
the longer of the two periods.

The total benefits payable to a couple would be equal to 150 percent
(75 percent for each member) of the amount that would be paid to
a single per-on with an average monthly wage cqual to the couple’s
combined wage. This 150 percent total is equal to what is paid to s
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couple under present law and would be divided equally between the
husband and the wife, and each would be paid an old-age mmsurance
benefit. If either were entitled to disability insurance benefits, the
disability benefit would be paid up to age 65, as under present law.

The provision would apply only if the husband and wife both elected
to have their earnings combined, and once the couple elected to have
their carnings combined, the arrangement would be permanent unless
they are divorced or one member of the couple dies.

Because each person (except when disability benefits are paid)
getting benefits based on combined carnings would be recetving an old-
age insurance benefit, benefits starting before age 65 would be reduced
under the provisions of present law which apply to old-age insurance
beneficiaries. In addition, the retirement test would be applied to each
as 1t 1s under present law to people entitled to old-age benefits.

When a benefit based on combined carnings has been paid and
cither the husband or the wife dies, the widow’s (or dependent
widower’s) benefit would be computed as under present law, except
that the benefit would never be less than the amount based on the com-
bined earnings that the survivor had been receiving before the death
of the spouse. Thus, a widow would get a benefit equal to the largest
of (A) the old-age benefit, that was paid to her under the combined-
carnings computation, (B) the benefit that could be paid to her on the
basis of her own earnings without regard to the combined-earnings
provision, or (C) the widow’s benefit payable to her without regard
to the combined-carnings provision.

Liberalization of the retirement test

Under present law, if a benefictary under age 72 earns more than
$1,680 in a year, $1 less in benefits is pawd for each $2 of carnings
between $1,680 and $2,880 and for each $1 of earnings above $2,880.
However, full benefits are paid, regardless of the amount of annual
carnings, for any month in which the beneficiary neither works for
wages of more than $140 nor renders substantial services in self-
employment. Under the bill, beginning in 1972, a beneficiary would
receive the full amount of his benefits each month if his annual
carnings did not exceed $2,000; the bill would also inerease from $140
to $166.66% the amount of wages a beneficiary may earn in a given
month and still get full benefits for that month. In addition, your com-
mittee’s bill would provide that only $1 in benefits would be withheld
for cach $2 of carnings above $2,000, regurdiess of how high the
carnings might be. This change would assure that the more a bene-
ficiary works and earns, the more spendable income (that is, social
security benefits plus carnings after taxes) he will have.

The bill would alse change the retirement test as it applies in the
vear in which a worker reaches age 72. Under present law, benefits
are not withheld under the test for months when the person is age 72
or older. However, in the year in which a beneficiary reaches age 72,
carnings in and after the month in which he reaches age 72 are counted
in determining his annual carnings and thus have an effect on whether
benefits are reduced or withheld for the months before he reached age
72. Many beneficiaries believe that carnings ufter they reach age 72
are not counted under the retirement test; as u vesult, they are entitled
to less in benefits than they expected and some may find that they
have been overpaid becanuse of this misunderstanding. Your com-
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mittee’s bill would provide that only amounts carned before the month
i which the beneficiary beeame 72 would be used in determining his
earnings for the vear. A self-cmployed person would have his solf-
employment earnings for the vear prorated to each month in his taxable
year, in applying the provision.

Dependent widower's benefits at age 60

Under present law, an aged widow can become entitled to widow’s
insurance benefits at age 60, but an aged dependent widower cannot
become cntitled to dependent widower's benefits until age 62, The
1965 amendments lowered the age of cligibility for widows from 62
to 60 but did not change the age of cligibility for dependent widowers.

The committee believes that the age of eligibility should be the same
for aged dependent widowers as for aged widows, Accordingly, the
bill would lower the age of cligibility for aged dependent widower’s
benefits from 62 to 60. The benefits payable to an aged dependent
widower who starts getting benefits before age 62 would be actuarially
reduced, as are the benefits under present law for aged widows who
come on the benefit rolls before age 62.

Because the benefit amount pavable at age 60 would be reduced to
take account of the longer period over which benefits would be paid,
the payment of these benefits would not result in any additional long-
range cost to the program.

Childhood disability benefits

Under present law, a person can qualify for childhood disability
benefits if he has been continuonsly disabled—as defined in the law—
sinee before age 18 and is still disabled when his parent dies or becomes
entitled to social security benefits. Your commit tee’s bill would permit
the payment of childhood disability benefits when the disability begins
before age 22, rather than before age 18.

People under age 22 who become so seriously disabled that they are
prevented from working generally depend on their parents for their
future support. Your committee believes that it is appropriate and
desirable to provide social seenrity benefits for these disabled people
after the insured parent dies, becomes disabled, or retires.

Your committee’s bill would also permit reentitlement to childhood
disability benefits for a person who had been entitled to childhood
disability benefits and who again becomes disabled within 7 years after
his benefits were terminated beeause of a period of substantial gainful
employment or medical recovery. This change would afford a former
childhood disability beneficiary an opportunity to work long enough
to gain disability protection as a worker. Such » ¢hange would be con-
sistent with present law which permits disabled widows and widowers
to become reentitled to benefits if they again become disabled after
recovering from an carlier disability.

These provisions would be cffective with respeet to benefits for
months after December 1971, About 13,000 people—disabled ¢hildren
and their mothers—would immediately become eligible for benefits.
About $14 million in additional benefits would be paid out during the
first full year.

Continuation of child’s benefits through the end of a semester

Under present law, the child’s benefits paid to a full-time student
end with the month in which he reaches age 22. Your committee
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believes that this provision of the law causes an unnecessary hardship
for students who reach age 22 during a school term. Accordingly, your
committee’s bill includes a provision, effective in January 1972, under
which the payment of benefits to a student who has not received, or
completed the requirements for, a degree from a 4-year college or
university would continue through the end of the school term in which
his 22d birthday occurs. If the educational institution in which he is en-
rolled is not operated on a semester or quarter system, benefits would
continue until the month following the completion of the course in
which he is enrolled or for two calendar months after the month in
which he reached age 22, whichever occurs first.

During the first full year about 55,000 students would have their
benefits continued under this provision; about $16 million in addi-
tional benefits would be paid out in the first full year.

Benefits for a child entitled on the record of more than one worker

Under present law, a child entitled to benefits based on the earnings
record of more than one worker gets benefits on only one earnings
record—the record of the worker with the highest primary insurance
amount.

In cases where a child is entitled to benefits based on the earnings
record of more than one worker, the amount of his benefit based on
the earnings record of the worker who has the highest primary insur-
ance amount is sometimes smaller than the benefit based on the earn-
ings record of another worker on whose record he is also entitled. He
is, however, paid the smaller amount.

This situation can arise because a child who is entitled to benefits
based on the earnings record of a retired or disabled worker gets a
benefit equal to 50 percent of the worker’s primary insurance amount,
while a child who is entitled to benefits based on the earnings record
of a deceased worker gets a benefit equal to 75 percent of the deceased
worker’s primary insurance amount.

When the present provision was enacted, a child’s benefit was
always 50 percent of the worker’s primary insurance amount, whether
the worker was living or dead, so that the highest possible benefit
was always the benefit based on the highest primary insurance amount.
Subsequent changes increased a surviving child’s benefit (but not
that for a child of a living worker) to 75 percent of the primary
insurance amount.

The bill would provide that a child who is entitled to benefits on
the earnings record of more than one worker would get benefits based
on the earnings record which results in paying him the highest amount,
if the payment would not reduce the %eneﬁt of any other individual
who is entitled to benefits based on that earnings record. (Entitle-
ment of a child on the earnings record that will give the child the
highest benefit could otherwise result in a reduction of the benefits
for other people entitled on the same earnings record because of the
family maximum limitation.&

The provision would be effective for January 1972.

Eligibility of a child adopted by an old-age or disability insurance
beneficiary

Your committee’s bill would change the eligibility requirements
for child’s benefits in the case of adoption by old-age and disability
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insurance beneficiaries to provide uniform rules. Under present law,
a child (other than a natural child or a stepchild) who is adopted by a
worker getting old-age insurance benefits can get child’s benefits
based on the worker’s earnings if the following conditions are met:

(1) the adoption took place within 2 years after the worker
became entitled to old-age benefits,

(2) the child was receiving at least one-half of his support from
the worker for the year before the worker became entitled to
benefits, and

(3) either the child was living with the worker in or before
the month in which the worker filed application for old-age
benefits or the worker had instituted adoption proceedings in or
before that month.

There is no provision in the law which would allow a child to
get child’s benefits when he is adopted by a worker more than 2
years after the worker becomes entitled to old-age benefits.

In contrast, a child who is adopted by a worker getting disability
insurance benefits can get benefits regardless of whether he was being
supported by the worker when the worker became disabled, and re-
gardless of when the adoption took place, if all of the following re-
quirements are met: ‘

(1) The adoption took place under the supervision of a child-
placement agency;

(2) The adoption was decreed by a court of competent jurisdic-
tion within the United States;

(3) The worker resided continuously in the United States for at
least 1 year immediately preceding the adoption; and

(4) The adoption occurred prior to the child’s reaching age 18.

Alternatively, if the child was adopted by a worker getting dis-
ability insurance benefits within 2 years after the worker began to get,
benefits, the child can get benefits if either the worker instituted
adoption proceedings in or before the month when he became disabled
or the child was living with the worker in that month.

Your committee believes that the provisions described above are
unnecessarily complex and that the law should be changed so that
eligibility of children adopted by retired workers and children adopted
by disabled workers would be determined under common rules. At the
same time, your committee believes that benefits for a child who is
adopted by a worker already getting old-age or disability benefits
should be paid only when the child lost a source of support because his
parent retired or became disabled, and that the law should include
safeguards against abuse through adoption of children solely to qualify
them for benefits. The committee has included in the bill a provision
that it believes will accomplish these objectives.

Under the bill, benefits would be payable to a child who is adopted
by an old-age or disability insurance beneficiary if the following
conditions are met:

(1) The child lived with the worker in the United States for the
year before the worker became disabled or entitled to an old-age
or disability insurance benefit;

(2) The child received at least one-half of his support from
the worker for that year;

(3) The child was under age 18 at the time he began living
with the worker; and

(4) The adoption was decreed by a court of competent juris-
diction within the United States.
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A child who was born in the 1-year period during which he would
otherwise be required to have been living with and receiving at least
one-half of his support from the beneficiary would be deemed to meet
the living-with and support requirements if he was living with the
beneficiary in the United States and receiving at least one-half of his
support from the beneficiary for substantially all of the period oc-
curring after the child was born.

The provision would be effective for benefits for January 1968 if
an application is filed before the close of the sixth month after the
month of enactment. Otherwise the provision would be effective on
enactment.

Nontermination of child’s benefits by reason of adoption

Under present law, a child’s entitlement to benefits ends if he is
adopted unless he is adopted by (1) his natural parent, (2) his natural
parent’s spouse jointly with the natural parent, (3).the worker (e.g., a
stepparent) on whose earnings the child is getting benefits, or (4) a
stepparent, grandparent, aunt, uncle, brother, or sister after the death
of the worker on whose earnings the child is getting benefits.

Your committee believes that in many cases adoptions by a rela-
tive more distant than those specified in the law or by an unrelated
person are undertaken to secure for a child the legal and psycho-
logical advantages of adoption within a close family group and that
it 1s inappropriate to deprive the child of his social security benefits
because of these adoptions. Accordingly, the bill provides for the
continuation of the payment of benefits to an entitled child who is
adopted, regardless of who adopts him.

The provision would be effective with the month the bill is enacted.
A child whose entitlement to benefits was terminated because he
was adopted and who, except for such adoption, would still be entitled
to benefits may, upon filing proper appfication, become re-entitled
to benefits.

Benefits for a child based on the earnings record of a grandparent

Your committee’s bill adds a new provision to the law so that the
grandchild of a worker (or of his spouse) can. under certain circum-
stances, qualify for child’s insurance benefits. There is no provision
now in the law that provides benefits for a child based on the earnings
of a person other than his parent or stepparent.

Your committee believes that the present provisions do not provide
sufficient protection for many children. There are a significant number
of children whose parents are deceased and who are cared for and
supported by a grandparent. It seems reasonable and equitable to
provide benefits for a child inr such cases when his grandparent retires,
becomes disabled or dies. Your committee has included in its bill a
provision that would accomplish this objective.

Your committee’s bill also modifies the benefit eligibility require-
ments, as they would apply to grandchildren, for a child who is
adopted after a worker’s death by his surviving spouse. In order to
qualify for benefits under present law, the child must be adopted
within 2 years of the worker’s death if the worker had not instituted
adoption proceedings before his death, and the child must not have
been receiving regular contributions toward his support from any
person other than the worker or his spouse or from a public or private
welfare organization which furnishes services or assistance for children.
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Your committee believes that while these requirements are appro-
priate and desirable in most cases, they are too restrictive for grand-
children and serve to deny benefits to grandchildren in cases where
benefits ought to be paid. Accordingly, your committee’s bill would
modify these requirements as they would apply to grandchildren.

Under your committee’s bill, a grandchild of a worker, or of his
spouse, could qualify for child’s insurance benefits if: (1) the child was
living with, and receiving at least one-half of his support from the
worker for the year immediately before the worker became disabled,
or became entitled to old-age or disability insurance benefits, or died;
(2) the child began living with the worker before he attained age 18;
and (3) at the time the worker became disabled or became entitled to
old-age or disability benefits or died the child’s natural or adopting
parents or stepparents were not alive, or the child was adopted by
the worker’s surviving spouse after the worker’s death and the child’s
natural or adopting parent or stepparrent was not living in the worker’s -
household and making regular contributions toward the child’s sup-
port at the time the worker died.

A child who was born in the 1-year period during which he would
otherwise be required to have been living with and receiving at least
one-half of his support from the grandparent would be deemed to meet
the requirement if he was living with the grandparent in the United
States and receiving at least one-half of his support from the grand-
Earent for substantially all of the period occurring after the child was

orn.

The provision would be effective for months after December 1971.

Ewvidence of adoption for child’s insurance benefits

Your committee has been informed that under certain circumstances
some applicants for child’s insurance benefits have had serious prob-
lems complying with the current practices of the Social Security
Administration relating to evidence of adoption. It is not always
possible for people to supply a certified copy of an adoption decree
issued by a proper court because, some courts seal the adoption records
and generally will not issue the certified copies called for by the regula-
tions. In order to cure this situation, the committee received proposals
for remedial legislation. During consideration of these legislative
pro&osals, the committee was assured by officials of the Department
of Health, Education, and Welfare that the regulations would be
changed to provide specifically that a birth certificate issued as a
result of the adoption would be considered adequate evidence of the
adoption in every case. Because of this assurance, your committee is
not recommending a legislative cure for this problem at this time.

Elimination of the support requirements for divorced women

Your committee is concerned that there are a number of divorced
women who cannot qualify for social security benefits because they
cannot meet the support requirement in the law. Bencfits are payable
to a divorced wife age 62 or older and a divorced widow age 60 or older
if her marriage lasted at least 20 years before the divorce, and to a
surviving divorced mother. In order to qualify for any of these benefits
a divorced woman is required to show that: (1) she was receiving at
least one-half of her support from her former husband; (2) she was
receiving substantial contributions from her former husband pursuant
to a written agreement; or (3) there was a court order in effect providing
for substantial contributions to her support by her former husband.
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In some States the courts are prohibited from providing for alimony,
and in these States a divorced woman is precluded from meeting the
third support requirement. Even in States which allow alimony,
the court may have decided at the time of the divorce that the wife
was not in need of financial support. Moreover, a divorced woman’s
eligibility for social security benefits may depend on the advice she
received at the time of her divorce. If a woman accepted a property
settlement in lieu of alimony, she could, in effect, have disqualified
herself for divorced wife’s, divorced widow’s, or surviving divorced
mother’s benefits.

The intent of providing benefits to divorced women is to protect
women whose marriages are dissolved when they are far along in
years—particularly housewives who have not been able to work and
earn social security protection of their own. Your committee believes
that the support requirements of the law have operated to deprive
some divorced women of the protection they should have received and,
therefore, recommends that these requirements be eliminated, effective
January 1, 1972. The requirement that the marriage of a divorced wife
or widow must have lasted for at least 20 years before the divorce
would not be changed.

About 10,000 women would immediately become eligible for
benefits under this provision. About $18 million in benefits would be
paid out in the first full year.

Waiver of duration-of-relationship requirement in certain cases of
remarriage

To qualify for survivors’ benefits under present law, a worker’s
widow or widower who is not the natural or adoptive parent of a child
of the worker must have been married to the worker for a period of not
less than 9 months immediately prior to the day on which the worker
died (except where death was accidental or in the line of duty in a
Uniformed Service, in which case the period is 3 months). A stepchild
must have been the stepchild of the worker for a similar period.

This duration-of-relationship requirement is included in the law as
a general precaution against the payment of benefits where the mar-
riage was undertaken to secure benefit rights. Your committee, how-
ever, believes that in certain situations the purpose of paying benefits
to widows, widowers and stepchildren is being defeated by the
application of the duration-of-relationship requirements. In some
cases of divorce and remarriage, the requirements were met at the
time of the divorce but the subsequent remarriage was too recent for
the requirements to be met on the basis of the time elapsing between
the date of the remarriage and the date of the worker’s death. It
does not seem appropriate that benefits should be denied in such
cases. Accordingly, your committee has included in its bill a provision
which would waive, effective with benefits for January 1972, the
duration-of-relationship requirement in present law for entitlement
to benefits as a worker’s widow, widower, or stepchild in cases where
the worker and his spouse were previously married, divorced, and
then remarried, the relationship existed at the time of the worker’s
death, and the duration-of-relationship requirement would have been
met if the worker had died on the date when he was divorced from his
spouse.
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Waiting period for disability benefits

Your committee’s bill would reduce the waiting period for disa-
bility insurance benefits by onc month. Under present law, entitle-
ment to disability benefits cannot begin until after a worker has been
disabled throughout a waiting period of 6 consecutive full months.
For example, if a worker becomes disabled on January 10, the waiting
period is the 6 full months February through July; his first month
of entitlement to bencfits is August, and the first benefit check is
payable early in September. No benefit is payable, however, unless
the disability is expected to last (or has lasted) at least 12 consecutive
months or to result in death; this latter provision would not be
changed by your committee’s bill.

While many workers have some protection against loss of income
due to sickness or disability under various public or private plans
(such as group policies, sick-leave plans, etc.), such protection usually
expires before the end of the present disability waiting period. Reduc-
ing the waiting period from 6 months to 5 months would diminish
the financial hardships faced by those workers who have little or no
savings or other resources to fall back on during the early months of
long-term total disability.

The provision would be effective January 1, 1972. About 950,000
people—disabled workers -and their dependents and disabled widows
and widowers—would receive increased benefits in the first full year
as a result of this provision. About $105 million in additional benefits
would be paid out during the first full year.

Disability insured status for individuals who are blind

To be insured for disability protection under present law, a worker
must be fully insured and meet a requirement of substantial recent
covered work. Generally, to meet the latter requirement, a disabled
worker needs at least 20 quarters of social security coverage during
the period of 40 calendar quarters ending with the quarter in which
he became disabled; a special provision takes into account the fact
that workers who are disabled while young may have been in the work
force for a relatively short time.

Your committee’s bill would extend social security disability pro-
tection to additional blind persons by exempting them from the
requirement of recent attachment to covered work. A blind person
would be insured for social security disability benefits and a disability
freeze if he is fully insured—that is, he has quarters of coverage,
acquired at any time, equal to the number of years elapsed after
1950 (or the year he reached age 21, if later) and up to the year in
which he became disabled, except that he could not be insured with
less than 6 quarters of coverage and would in no case need more than
40 quarters of coverage to be insured. This requirement would permit
blind persons to be insured for disability protection on a basis com-
parable to that for refirement and survivor berefit protection. This
seems to be a reasonable basis for qualifving for disability protection on
the part of a blind individual who faces special employment problems.

The provision would be effective for January 1972. About 30,000
persons—blind  workers and their dependents—would become im-
inediately eligible for monthly benefits. About $29 million in additional
benefits would be paid out during the first full year.
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Application for disability benefits after disabled worker’s death

Under present law, an application must be filed with the Social
Security Administration to establish entitlement to social security
disability insurance benefits by the disabled worker or, if he is unable
to file an application, by another person on his behalf. In either event,
entitlement to disability insurance benefits cannot be established
unless the application is filed during the worker’s lifetime.

In most cases a timely application is filed by or on behalf of a dis-
abled worker who meets the other eligibility conditions of the law, so
that the benefit rights of both the disabled worker and his dependents
are protected. However, in a relatively few cases a disabled worker
who would have been eligible for benefits dies before an application is
filed and his disability benefit rights are lost. As a result, the living
expenses of the disabled worker during the period of his disablement
may remain unpaid and become obligations of his survivors.

Your committee has therefore included in the bill a provision which
would permit disability insurance benefits to be paid if an application
is filed within 3 months after the month of the death of a disabled
worker. Benefit payments which would have been payable upon appli-
cation by the disabled worker would then be payable for up to twelve
months prior to the month in which an application is filed. An appli-
cation filed within the 3-month period would also permit entitlement
to dependents’ benefits to be established.

The provision would apply in cases of deaths occurring after De-
cember 31, 1969. In cases in which the disabled worker died after
December 31, 1969 but prior to enactment of the bill, an application
could be filed within threc months after the month of enactment and
ghe application would be deemed to have been filed in the month of

eath.

Disability benefits affected by the receipt of workmen’s compensation

Your committee’s bill would modify present provisions under which
social security disability benefits are reduced in some cases where the
disabled worker is also receiving workmen’s compensation.

Under present law, when a disabled worker qualifies for both work-
men’s compensation and social security disability benefits, the social
security benefits payable to him and his family are reduced by the
amount, if any, that the total monthly benefits payable under the
two programs exceed 80 percent of his average current earnings be-
fore he became disabled. A worker’s average current carnings for this
purpose arc the larger of (a) the average monthly carnings used for
computing his social security benefits, or (b) his average monthly
carnings in employment or ser—employmcnt covered by social security
during the 5 consecutive years of highest covered earnings after 1950,
computed without regard to the limitations which specify a maximum
amount of carnings creditable and taxable under social security. The
objective of these provisions is to avoid the payment of combined
amounts of social security benefits and workmen’s compensation pay-
ments that would be excessive in comparison with the beneficiary’s
carnings before he became disabled.

While your committee subscribes to the principle underlying the
offset provisions—that the combined benefits should be somewhat less
than the worker’s earnings before he became disabled—it believes
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that the computation of average current earnings does not, in some
cases, realistically reflect the worker’s carnings level before he became
disabled. The bill therefore provides a third alternative, under which a
worker’s average carnings could be based on his highest year’s earnings
in the period consisting of the calendar year in which he became
disabled and the 5 years immediately preceding that year.

The new provision is applicable to monthly benefits for months
after December 1971.

Wage credits for members of the uniformed services

Under present law, social security coverage is provided on a con-
tributory basis for people who serve in the uniformed services after
1956. The 1967 social security amendments provided (in addition to
the contributory coverage of basic pay) noncontributory wage credits,
usually $300 for each calendar quarter of military service after 1967,
to take account of the wages in kind that servicemen receive.

The bill would extend the 1967 provision to cover service during the
period 1957-67. This would provide noncontributor credit for service
on active duty for all years that military service has been covered
under social security, and would avoid the serious impairment of
social sccurity protection that now exists for those people (and their
families) whose benefits are based on basic pay only for years of
military service during the period from 1957 through 1967.

Your committee’s bill also would simplify the way the wage credit
is computed. Under present law, a member of a uniformed service

. Teceives a noncontributory wage credit of $100 for any calendar quarter
in which his basic pay for the quarter was $100 or less, $200 for any
calendar quarter in which his basic pay was more than $100 but not
more than $200, and $300 for any calendar quarter in which his basic
pay was more than $200. Under the bill, the noncontributory wage
credits would be $300 for every calendar quarter of service in which a
person receives basic pay, regardless of the amount of basic pay.

Tho cost of additional social sccurity benefits that would be paid
as a result of the enactment of these provisions would be financed
from general revenues, on the same basis as the benefits resulting from
the present noncontributory wage credits for years after 1967.

Optional determination of self-employment earnings

The present law provides social sceurity credit to self-employod
people on the basis of their net carnings from the operation of a trade
or business. However, no credit is allowed for any year unless net
carnings aro at least $400 for the taxable year. An optional method of
determining self-employment carnings is provided for farmers. The
option provides that when a farmer’s gross income:

(1) 1s not more than $2,400, his net earnings may, at his option,
be deemed to be two-thirds of the gross income; or

(2) 1s more than $2,400 and the net carnings are less than
$1,600, his net carnings may, at his option, be deemed to be $1,600.

When this optional method is used to determine self-employment
carnings no social sccurity credit is given if the deemed self-employ-
ment carnings are less than $400.

Your committee believes that a similar option should be provided
for all self-employed people. The bill, thereforo, would provide an
option that may gc used by people who are regularly self-employed.
The option would permit them to determine their nonfarm  self-
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employment earnings for social security purposes as the siraller of:: (1)
their gross income or (2) $1600. The nonfarm option, Fowever,
could not be used more than 5 times by any self-employcd | erson,
and it could be used in any taxable year only if the person had actual
net earnings from self-employment of $400 or more in at least 2 out of
the 3 immediately preceding taxable years. An individual could use
the optional method only if his actual net earnings from nonfarm self-
employment were less than $1600 and less than two-thirds of his gross
income—he could not use the optional method to report and pay the
social security taxes on an amount less than his actual net eainings.
These linitations should assure that the special method of deteimining
net carnings from nonfarm self-employment would not be available to
people who may have insubstantial amounts of income in a year from
a hobby or similar activity.

This provision would be effective for taxable years beginning after
1971.

Payments by an employer to the survivor or estate of a former employee

Under present law, social security taxes must be paid on wages
paid to an employee’s estate or survivor after the year the employee
dies even though the wages cannot be used to determine cligibility for
or the amount of social security benefits. These provisions have worked
a hardship, particularly in the case of deceased life insurance salesmen
whose renewal cominissions have been taxed for many years after
their death without increcasing the social security benefits of their
survivors. Accordingly, your committee’s bill would exclude from the
definition of wages amounts earned by a worker in covered employ-
ment which are paid after the year in which he died.

The provision would be effective with regard to any payment
made after December 1971,

Coverage of members of religious orders who have taken a vow of poverty

Under preseut law, the services performed by a member of a
religious order who has taken a vow of poverty Wlli(‘,fl are in the exercise
of the dutics required by the order are excluded from coverage under
social security. Your committee’s bill provides that such service would
be covered wider social security as employment for the order (or for
an autonomous subdivision of the order) if the order (or subdivision)
irrevocably clects coverage for its entire active membership, and if
the order also makes an irrevocable eclection to cover its lay
employees.

In 1967 the House passed legislation extending social security cover-
age to members of religious orders under a vow of poverty. However,
when the matter was considered in the Senate, representatives of
religious orders requested time for further study of the effects of
coverage. The provision was not included in the Senate-passed bill
which went to conference and the conference agreed to postpone the
matter pending study by the orders. The provision for extending
coverage to members of religious orders which is included in your com-
mittee’s bill takes into account the recommendations which religious
crders proposed after completing their study.

Your committee’s bill provides that the wages for social security
purposes would be the fair market value of any board, lodging, clothing,

- and other perquisites furnished to the member, and that the order
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which clects coverage would file social security reports on such wages
and pay the employer and employee social security contributions on
them. Your committee has been informed that the value of items
furnished by an order do not vary significantly from member to
member, so that the order would generally report a uniform wage for
each member. The bill establishes $100 a month as the minimum
amount of wages which may be reported by an order for cach of its
members. Your committee expects, however, that the minimum figure
would not be used in those instances where 1t represents less than the
fair market value of the ttems furnished the member.

Under present law, a nonprofit organization which provides cover-
age for its lny emplovees, and a State which provides coverage for its
emplovees or the emplovees of any of its political subdivisions are
permitted to provide the coverage retroactively for up to 5 years. Such
a provision enables the employer to reduce the adverse effects of late
entry into social seeurity coverage on the newly covered employees.
[t scems reasonable to permit the religious orders the sane oppor-
tunity to protect their members. Accordingly, the bill would permit
caclt order (or autonomous subdivision) to provide up to 5 vears of
retroactive coverage for those persons who were active members when
the work was performed and who are alive when the election is made.

Improve coverage of U.S. citizens who are self-employed outside the
United States and retain residence in the United States

Under present law, social security coverage of self-employment per-
formed by u U.S. citizen outside the United States is subject to major
restrictions beeause coverage is governed by provisions which were
designed to define liability for income tax purposes. In computing
carnings from self-employment, a U.S. citizen who retains his resi-
dence i the United States but who is present in a foreign country or
countries for 510 days (approximately 17 months) out of 18 conseccu-
tive months, must exelude the first $20,000 of earned income for income
tax and social security purposes.

Some self-employed U.S. citizens——e.g., free-lanee newspapermen or
news commentators—work outside the United States for long periods
at u time before returning to the United States. Such citizens usuadly
had social security coverage before they went abroad. The interrup-
tion or reduction of their coverage, because they must exclude their
carned income up to $20,000 a year, in some instances has an wdverse
effect on the soctal seeurity protection of the worker and his family.

Your committee’s bill provides that for social seemtity purposes U.S.
citizens who are self-employed outside the United States and who re-
tain their restdence in the United States will compute their net carn-
ings from self-cmployment in the same way as those who are self-
emploved in the United States; the present exclusion for income tay
purposes will no longer apply with respect to the self-employmen’
tax but will continue to apply for income-tax purposes. The bill woulc
not affect the exclustons (for either social security or income-tax pur-
poses) taken by U.S. citizens who have established residence o
foreign country.

The provisions would be effective for taxable years beginning after
1971.

Coverage of Federal Ilome Loan Bank em ployees

The Soctal Security Amendments of 1956 provided for coverage of
employces of the Federal Home Loan Banks on condition that their



61

retirement system be coordinated with social security and that the
plan for coordination be submitted to the Secretary of Health, Educa-
tion, and Welfare and approved by him before July 1, 1957; this
condition was not. fulfilled. .

The Federal Home Loan Bank Board has again requested that
social security coverage be extended to the approximately 500 employeces
of Federal Home Loan Banks. These employees are eligible for retire-
ment coverage ander the Savings Association Retivement Fund which
your conmittee is informed now provides coverage that is coordinated
with the benefits provided under the social security program.

The bill would extend coverage to all services performed in the
employ of a Federal Home Loan Bank starting with the first calendar
quarter which begins on or after the date of enactment. Persons who
ave Bank employees on the first day of such calendar quarter would
also have any services they performed in the employ of any of the
Banks after the last day of the sixth calendar year before the year of
enactment covered, but only if the employer and employee social
seeurity contributions on account of such services are paid by July 1,
1972, or by such later date as may be provided under an agreement
entered into between the Banks and the Secretary of the Treasury.

Coverage of policemen and firemen in Idaho

The bill would make applicable to the State of Idaho the provision
in the Social Security Act which makes social security coverage avail-
able, in certain jurisdictions specifically named in the law, to police-
men and firemen who are in positions covered under a State or local
retirement system, on much the same basts as to other persons under
retirement. systems. Under present law, the provision applies to 19
States, Puerto Rico, and to all interstate instrnmentalities. The 19
States which are now included in the provision are Alabama, California,
Florida, Georgia, Hawaii, Kansas, Maine, Maryland, New York,
North Carolina, North Dakota, Oregon, South Carolina, South
Dakota, Tennessee, Texas, Vernont, Virginia, and Washington.

In Ldaho, and i other States not named m the law, social security
coverage is not avilable to policemen who are in positions covered
under a State or loceal retirement system. It is avatlable for fireinen
under a retirement system in these States, but only if special conditions
set forth in the Federal law are met. The Governor of the State must
certify that the overall benefit protection of the gronp of firemen which
would be brought under coverage would be improved by reason of the
extension of coverage to the group, and coverage can be extended
only by means of a referendunt in which only firemen may vote.

Coverage of certain hospital employecs in New Mexico

Your commnittec’s bill would permit the State of New Mexico,
within 3 months after the month of enactiment, to provide social se-
curity coverage, under its coverage agreement with the Seeretary of
Health, Education, and Welfave, for employees of certain publie
hospitals without regard to certain provisions of the Social Security
Act which pertain to the conditions under which a State may bring a
group of employees under social security coverage.

As a result of a misunderstanding within the State, certain hospital
employees were covered under the New Mexico Public Employces
Retirement Association for a short period of time, although the cover-
age was unintended as far as the hospital and the hospital employces
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were concerned. This period of coverage under the State retirement
system prevents the employees in question from obtaining social
security coverage beeanse of the provisions of the Social Security
Act that are designed to protect the rights of such employees against
the replacement of coverage under a State or local government
retirement system by sociad seeurity coverage. The unusual situation
i New Mexico is not the type of situation to which these provisions,
designed to provide safeguards for retirement system members, were
direceted.

Coverage of certain employees of the Government of Guam

Employees of the Government of Guam are not covered under
social security. (Employees of private employers in Guam have been
covered smee 1960 on the same basis as workers in the US)

There are about 1,500 employees of the Government of Guam
classified as temporary or intermittent employees who are not covered
under sociad security and who are excluded from coverage under the
government retirement system. As a result. they have no protection
under any government retirement syvstem. Under present Taw, social
seeurity coverage ean be provided for these employees only if it is
provided for employees covered under the Government of Guam
retirement svstem. The Government of Guam has requested  that
coverage be provided for temporary and intermittent employees who
are excluded from coverage under the government retivement system.

Your committee’s bill would add a provision to cover on a com-
pulsory basis the services of temporary and intermittent employees
of the Government of Guam who are exeluded from coverage under
any retirement system established by the Governments of the United
States or Guam. Serviees performed as members of the Legislature of
Guam, or as an eleeted official, or in a hospital or penal institution by
a patient or inmate thereof could not be covered under this
amendment,

The provision would be effective for serviees performed on and
after the first day of the calendar quarter which begins on or after
the date of enactment.

Erclusion from eoverage of students employed by a non profit organization
auxihary to schools, colleges, and universities

Under present law, services of a student performed in the employ of
a private nonprofit organization which is auxiliary to a public or
private school, college, or university at which the student is enrolled
and in regular attendanee are generally covered under social security.
These auxiliary nonprofit organizations may operate such enterprises
ax bookstores, housing, publishing, or food service. It has come to
the attention of your committee that an unfair situation exists when
services performed by students in the employ of schools, colleges,
or universities in which they are enrolled and in regular attendance
are excluded from social security coverage while sevvices performed
by students for a nonprofit organization established for the beuefit
of the same schools, colleges, or universities are covered.

Therefore, your commttee’s bill provides for the exclusion from social
security coverage of services of students performed in the employ of an
auxiliary nonprofit organization which is organized and operated
exclusively for the benefit of and supervised or controlled by the school,
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college, or university. However, the provision would not exclude from
coverage services of a student for an auxiliary nonprofit organization
connected with a public school, college, or university whose student
employees are covered under social security pursuant to a State
coverage agreement with the Secretary.

This provision would be effective with respect to services performed
after December 31, 1971.

Coverage of Iederal employment

Your conunittee has long been concerned because the exclusion of
Federal eivil service employment from social security coverage has
given rise to inequities and gaps it protection involving large numbers
of workers whose work 1s divided between periods of employment
covered by social security and periods covered by the civil service
retirement system. In such cases, the resulting bencefit protection for
the worker and his family tends to be haphazard and uneven.

This situation has been studied over the years by the exccutive
agencies that have responsibility for the social sccurity and civil
service retirement systeras. Various proposals to coordinate the two
systems in one way or another have been advaanced. Although each of
these proposals has had some merit, none has been completely ac-
ceptable.

The most recent recommendation was made by the 1971 Advisory
Couuneil on Social Security. It included in its report a recommendation
that Congress consider a modification of an carlier proposal for
transferring carnings credits between the social security and civil
service retirement systems. Under the Council’s recommendations,
civil service earnings eredits would be transferred to the social security
system when there is no cligibility under the civil service system
and social security credits would be transferred to the civil service
system when a person cligible under that system was not also clibigle
under social security. This recommendation was presented to the
committee late in its consideration of the current legislation. There
was insufficient time for the committee to consider the complex issues
involved. Moreover, the legislation would require amendments to both
the civil service and social security laws and any recommendation to
amend the Civil Service Retirement Act would have to be approved
by the Committee on Post Office and Civil Service.

Accordingly, your committee has directed the Social Sceurity Ad-
ministration to give further study to ways in which an acceptable,
limited coordination between the two programs could be achieved.
The committee has instructed the Social Security Administration to
work with the staffs of this committee and the Committee on Post
Office and Civil Service in formulating a workable plan and to consult
with and obtain the views of the Civil Service Commission and or-
ganizations of federal employees on what would constitute a workable
proposal. The results of this study are to be subimnitted to the Congress
not later than July 1, 1972.

Penalty for furnishing false information to obtain a sccial security
number
Under present law, criminal penalties are provided for any person
who makes a false representation to obtain payment of social sceurity
benefits which are not due him. These penalties may be applied, for
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example, if a person attempts to get benefits based on his own carnings
under more than one social security number, or to avoid having his
benefits withheld under the retirement test by drawing benefits under
one number while continuing to work for high earnings under a false
name and another number, or to continue to draw disability beuefits
while engaged in substantial gainful employment under another name
and number. Penalties are not provided in the social security law for
those individuals who give false information in order to secure multiple
social seeurity numbers with an intent to conceal their true identities.

The use of false nanes, aided by w social security number issued in
false names, has led to a number of problems in both private business
and the administration of Government programs. Therefore, the bill
would provide criminal penalties if an individual, with intent to de-
ceive the Secretary of Health, Education, and Welfare as to his true
identity, knowingly and willfully furnishes false information on an
application for a social security number for the purpose of obtaining
more than one number or of establishing a social security record under
a different name. The penalty would not be applicable, however, if the
person obtaining more than one social sccurity number provides
sufficient information to permit the Social Security Administration to
identify all the numbers issued to such person so that all of his wage
credits may be combined.

Guarantee that no family would have its total family benefits decreased as
a result of an increase in the worker’s benefit

In the past when general benefit increases have been enacted it has
been possible, in certain cases, for a family on the benefit rolls when
the increase is effective to have the total family benefits decrcased
slightly. Such w decrease can also oceur under present law when a
worker’s benefit is increased as a result of a recomputation of his
benefit amount to include additional carnings. Those decreases occur
m cases where the family maximum provision applies and the worker'’s
benefit is actuarially reduced (because it started before age 65).

A spectal provision was included in the 1969 amendments to prevent
a deerease in total family benefits from oceurring under the general
benefit merease that was included in those amendments. But the
provision was only temporary in effect—it applied only to the general
benefit merease under the 1969 amendments, and only so long as at
feast one family member who was entitled before January 1971 on the
basis of an application filed before January 1971 continues to get
benefits,

The bill provides that no family would have its total familv benefits
decreased becauso of an inercase in the worker’s benefit resulting from
any general benefit increase that may be effective in the futine or
from a recomputation of the worker’s benefit to include additional
carnings and also makes the special provision included in the 1969
amendments permanent.

Increase of amounts in trust funds available to pay costs of rehabilitation
services
Your committee’s bill includes a provision which is intended to
increase the number of social security disability beneficiaries who are
rehabilitated and enabled to return to gainful employment. Under
present law, the total amount of trust fund money that may be used
m any vear for reimbursing State agencies for the costs of rehabilitation
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services provided disability beneficiaries may not exceed 1 percent of
the social security disability benefits paid in the previous year. Your
committee’s bill would increase the authorization for use of trust fund
money for rehabilitation in two steps—to 1.25 percent for fiscal year
1972, and to 1.5 percent for fiscal year 1973 and subsequent years.
The Departiment of Health, Education, and Welfare has informed
your committee that the savings to the trust funds resulting from the
increased number of disability beneficiaries who would be rehabilitated
and returncd to employment would substantially exceed the additional
costs of the rehabilitation services.

Authorization for the Managing Trustee of the social security trust funds
to accept money gifts

There is no authorization in the law for the Managing Trustee of
the social security trust funds (by law, the Secrctary of the Treasury)
to accept gifts and bequests made to the social sccurity program.
While unrestricted bequests can be deposited in the general funds of
the Federal Government, bequests restricted to the social security
program cannot be accepted without enactment of special legislation.

There is precedent in the law for the Government to accept gifts
for special purposes. The Secretary of Health, Education, and Welfare
can accept gifts for certain divisions of the Public Health Service (such
as the National Library of Medicine, the National Cancer Institute,
the Nutional Heart Institute, and St. Elizabeths Hospital), and the
Cuban refugee program.

There have been some cases where money has been bequeathed to
the social security trust funds. Because such a bequest cannot be
accepted, confusion and delay in scttling the estate may result. The
Department points out that while the amount of moncy lost to the
trust funds is insignificant, it scems unjustifiable that an act pre-
sumably motivated by appreciation for, and confidence in, & Govern-
ment program should cause complicated and perhaps interminable
legal problems for the survivors. ‘

Your committec’s bill, therefore, includes a provision which would
authorize the Managing Trustee of the social security trust funds to
accept money gifts or bequests made unconditionally to the trust funds
or to the Department of Health, Education, and Welfare, or any part
or officer thereof, for the benefit of any of the social security trust
funds or any activity financed through such funds, and to deposit
such gifts or bequests in the social security trust funds.

Under this amendment, gifts would be credited to the particular
trust fund designated by the donor (the old-age and survivors insur-
ance trust fund, the disability insurance trust fund, the hospital
insurance trust fund, or the: supplementary medical surance trust
fund). If no fund is designated, the gift would be credited to the old-
age and survivors insurance trust fund.

Becomputation of benefits based on combined railroad and social security
earnings

A social sccurity beneficiary may receive benefits in a given year
based only on carnings in prior years; but his primary insurance
amount 1s automatically recomputed from year to year if he has
current carnings. Recomputation is provided for “4f an individual
has wages or self-employment income for a year after 1965”. This
wording has inadvertently created a problem when people are entitled
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to benefits under both the social security and railroad retirement
systems.

A living individual with entitlement to both social security and
railroad retirement benefits may receive benefits separately under
both systems. If he dies, however, his survivors may receive benefits
from only one system, based on his combined earnings under both
systems. Thus, upon his death a recomputation is necessary. The
language of the law has been interpreted as preventing the Social
Sceurity Administration from automatically recomputing survivor
benefits based on combined social seeurity “and railroad retirement
earnings where the deceased person retived before 1966 and had no
carnings after 1965. A specific provision in the law is needed to make
it clear that survivor’s benefits will continue to be based on the
worker’s combined social security and railroad carnings.

The bill would provide that a deceased individual who during his
lifetime was entitled to social security benefits and railroad compen-
sation and whose railroad remuneration and earnings under social
security are, upon his death, to be combined for social security pur-
poses would have his primary insurance amount recomputed on the
basis of his combined carnings, whether or not he had carnings after
1965.

Retroactive payment of disability benefits

Under a 1967 amendment certain disabled people were allowed to
establish a period of disability—the so-called disability freeac—ecven
though the period provided in the law for filing effective applications
had terminated. This 1967 provision was designed to protect a limited
number of people who, when the disability program was new, had
been so severely disabled that they did not have the opportunity or
ability to file an application.

Your committee has been informed that these people also lost
benefits which would otherwise have been paid. Therefore, your com-
nuttee’s bill would provide for the payment of cash disability benefits
for periods of disability prior to 1968 that have been established
by those persons under the 1967 amendment.

B. PROVISIONS RELATING TO MEDICARE, MEDICAID, AND MATERNAL AND
CHILD HEALTH PROGRAMS

1. Eligibility and payment for benefits

(@) Coverage for disability beneficiaries under medicare.—Over the
years your committee has given extensive consideration to proposals
to provide health insurance protection under title XVIII for persons
entitled as a result of disability to monthly cash benefits under the
social security and railroad retirement programs. While your commit-
tee has always believed that there are compelling reasons for extending
the protection of medicare to disability beneficiaries, it has in past
years regretfully concluded that considerations of cost precluded ree-
ommending such an extension of coverage. Your committee believes,
however, that the present uminet need for health insurance protection
among the disabled of our Nation is so great that appropriate legisla-
tive action should no longer be deferred.

In an effort to ascertain the dimensions of the health insurance
problem confronting the disabled and to evaluate all the possible
approaches to providing or assuring adequate health insurance for such
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people, your committec has in recent years directed a number of Ad-
visory councils to study this question and to report their findings and
recommendations to the Congress. In cach case, the council charged
with responsibility for examining the issue has recommended the
extension of medicare coverage to the disabled. Moreover, your com-
mittee believes that the findings on which these councils based their
recommendations are too impressive to be ignored or minimized. It is
clear, for example, that a major unmet neced for health insurance
protection exists among the disabled. Use of health services by people
who are severely disabled is substantially higher than that by the non-
disabled. Disabled workers receiving cash benefits under the social
security program use about seven times as much hospital care, and
about three times as much physicians’ services as does the non-
disabled population. These facts account both for the great need for
and the substantial costs of covering the disabled under medicare.
Yet the disabled have limited incomes in comparison to those who
are not disabled, and most disabled persons are unable financially to
purchase adequate private health insurance protection, or to obtain
such insurance at all.

Accordingly, your committee’s bill would extend medicare protec-
tion to soclal sccurity disability beneficiaries. Those covered would
inctude disabled workers, disabled widows and disabled dependent
widowers between the ages of 50 and 65, people aged 18 and over
who receive social sccurity benefits because they became disabled
before reaching age 22, and disabled qualified railroad retirement
annuitants.

While vour committee has concluded that considerations of public
policy dictate the extension of medicare protection to the disabled,
your committee also believes, given the cost and financing considera-
tions involved in such coverage, that it is imperative to proceed on a
conservative basis. Consequently, your committee’s bill would provide
health insurance protection only after the disabled beneficiary has been
entitled to social security disability benefits for not less than 24 con-
secutive months. Such an approach would help to keep program costs
within reasonable bounds, avoid overlapping private health insurance
protection, particularly in those cases where a disabled worker may
continue his membership in a group insurance plan for a period of
time following the onset of his disability, and minimize certain admnin-
istrative problems that might otherwise arise in cases in which entitle-
ment to disability benefits is not determined until some time after
application is made because of delays due to the appellate process.

Morcover, this approach would provide assurance that the protec-
tion will be available to those whose disabilities have proven to be
severe and long lasting.

Under this provision of your committee’s bill, medicare protec-
tion would begin with the later of (a) July 1972, or (b) the 25th
consccutive month of the individual’s entitlement to social security
disability benefits.

(b) Hospital insurance benefits for uninsured individuals not eligible
under transitional provision.—Present law provides hospital insurance
protection under the “special transitional provision” for people who
are not qualified for cash benefits under the social security or railroad
retirement program. (The provision excludes an active or retired Fed-
eral employee, or the spouse of such an employee, who is covered or
could have been covered under the provisions of the Federal Em-
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ployces Health Benefits Act of 1959; aliens residing in the United
States for less than 5 years; and people who have been convicted of a
crime against the security of the United States, including sabotage,
espionage, treason, cte.) The “special transitional provision’” covers
people who are not qualified for cash benefits under the social secunity
or railroad retirement program and who reached age 65 before 196&
even though they had no work under social security (or in the railroad
industry). Those who attained or will attain age 65 after 1967 must.
have had specified amounts of work under these programs in order
to be eligible for hospital insurance protection. The transitional provi-
sion will phase out as of 1974 as persons attaining age 65 in that
year must be insured for cash benefits under one of the two programs
in order to be eligible for hospital insurance protection.

Since the transitional provision is designed to provide hospital in-
surance coverage for only a part (though a large part) of the uninsured
aged and to eventually phase out, u portion of the aged, though small
in number (as of July 1, 1971, it is estimated that this portion will num-
ber approximately 344,000 or 1} percent of the aged population), are
and will be, for one reason or another, excluded from hospital insurance
coverage. (The 344,000 people include 50,000 recent immigrants, who
would continue to be exchuded from coverage; 150,000 active or retired
Federal employees, who are not eligible for the transitional provisions;
and 144,000 others.) Although these ineligibles include a substantial
number of people who were eligible for social security coverage but
who did not elect (or whose employers did not elect) to be covered
(including employees of State and local governments), they also
include several other groups: (1) wives who have never worked under
covered employment and whose husbands are eligible for hospital
msurance under the transitional provision, (2) women who are not
insured on their own account and who cannot qualify for dependent’s
benefits (such as dependent aged sisters of insured workers and the
dependents of uninsured workers), and (3) workers, such as agricul-
tural and domestic workers, whose carnings may have been so low or
sporadic they were unable to acquire insured status.

Further, it has become very difficult for many in this group to obtain
private hospital insuranee comparable to coverage under medicare.
Sinee the passage of the medicare law, private insurance companies
have generally changed their hospital insurance plans available to peo-
ple age 65 and over to make their coverage complementary to medi-
carc. While there is generally some type of hospital insurance available
to persons age 65 and over, most of that which is offered is in the form
of specified cash payment insurance, payving from $25 to $200 per week
for limited periods of hospitalization. Few private health insurance
companies offer their regular hospital expense plans to the aged.

Your committee’s bill would make available hospital insurance cov-
erage under medicare on a voluntary basis to persons age 65 and over,
inchiding Federal civil service employees or annuitants and their
spouses, who are not entitled to such coverage under existing law. A
State or any other public or private organization would be permitted
to purchase such protection on a group basis for its retired or active
employees age 65 and over. The intent is that the cost of such coverage
would be fully financed by those who eleet to enroll for this protection.
Enrollees would pay a monthly premium based on the cost of hospital
insurance protection for the uninsured group. The premium would be
$31 a month beginning with January 1972 and up to and including
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June 1972, and would be recomputed each fiscal year and increased in
the same proportion as the inpatient hospital deductible. The same re-
strictions on enrollment and reenrollment (including a 10-percent-per-
year charge for late enrollment) would apply as now apply to enroll-
ment for supplementary medical insurance (including the changes in
such cnrollment provisions made by other provisions in the bill).

Your committee’s bill would provide that whenever a person enrolled
for voluntary hospital insurance becomes eligible for such coverage as a
result of becoming eligible for monthly cash social security or railroad
retirement benefits or under the special transitional provision, his
coverage under the provision would be terminated; and to insure that
his hospital insurance coverage continued uninterrupted he would be
deemed to have filed the application required for establishing hospital
insurance under the other provision in the month he becomes cligible
under the other provision.

The effective date for coverage provided under this provision would
be January 1, 1972.

(¢) Amount of supplementary medical insurance premium.—Under
present law, the Secretary of Health, Education, and Welfare is
directed to determine and promulgate a premium in December of each
year for individuals enrolled in the supplementary medical insurance
program. The dollar amount of the premium is the amount the Secre-
tary estimates to be necessary so that the aggregate premiums for the
12-month period commencing July 1 in the succeeding year will equal
onc-half of the total supplementary medical insurance program costs
that will be payable during that fiscal year. (The Federal Government
pays the other half of the costs by matching the premium amount paid
by cach enrollee.) During the first five ycars of the program it has been
necessary to increase the premium almost 87 percent—from $3 in
July 1966 to a scheduled $5.60 rate as of July 1971.

Your committee is concerned about the increasingly severe financial
burden that the premium amount, established under this method, will
come to represent in future years. The premium is not only likely to
continue to rise significantly but will do so without regard to the
ability of beneficiaries living on reduced retirement incomes to bear
the increased financial burden.

Accordingly, under your committee’s bill, the supplementary medi-
cal insurance premium generally would increase in any given year only
if monthly cash social sccurity benefits had been increased m the in-
terval sinee the premium was last increased. Moreover, the premium
would rise by no more than the percentage by which cash benefits had
been increased across the board (whether by act of Congress or auto-
matically under the provision in the bill which provides automatic
increases in cash benefits under certain cirumstances). Thus, enroll-
ment in the supplementary medical insurance program would remain
voluntary and premium payments by enrollees would still be required,
but premiums would be increased only at times and by amounts that
would be related to the beneficiary’s ability to meet the cost.

The revised procedure for establishing the medical insurance
premium would operate as follows. The medical insurance premium
would be allowed to rise to $5.60 on July 1, 1971, as presently sched-
uled. During December of 1971, and cach year thereafter, the Secretary
would be required, as he is under present law, to determine and
Bromnlgutc the monthly H)rcmium amount for the 12-month period

eginning the following July. As one step in determining the premium
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amount, however, he would determine a monthly actuarial rate for
aged enrollees representing the dollar amount he estimates will equal,
in the aggregate over the 12-month period, one-half of the total
benefit and administrative costs (plus a small contingency reserve)
that the program will incur with respect to enrollees age 65 and over.
The premium for all enrollees (including disability beneficiaries) would
then be set to equal the lesser of (a) the actuariul rate described above
or (b) the most recently promulgated premium rate, increased by the
total percentage by which monthly cash benefits have increased ov are
scheduled to increase during the fiscal year to which such recently
gromulgatcd rate appliecs. When he proemulgates the premium the

ecretary would be required to issue a public statement setting forth
the actuarial assumptions and bases used in arriving at the actuarial
rate, and the drivation of the premium amount.

Your committee’s bill would also authorize the appropriation from
the gencral revenues of sufficient funds to meet all supplementary
medical insurance program costs above those met by the aggregate
premium amounts paid by aged and disabled enrolices.

(d) Change in supplementary medical insurance deductible.—Under
present law, a deductible is applied to the first $50 of expeuses in-
curred by a beneficiary for scrvices of the type covered under the
supplementary medical insurance program.

ccognizing that medical costs have risen considerably since the
beginning of the medicare program, your committee has concluded
that it would be appropriate to increase the supplementary medical
insurance deductible to $60 as of January 1, 1972. Thus, benceficiaries
would continue to bear a reasonably representative portion of their
medical insurance costs. The $60 figurc is below the umonnt ($70) that
would be necessary to maintain the same relationship between the
deductible and program costs as existed between $50 and program
costs when the program began.

(¢) Increase in lifetime reserve days and change in hospital insurance
coinsurance amount under medicare.—Under present law, payment may
be made for up to 90 days of inpatient hospital services furnished
during a bcneﬁlt period (spell of iliness), with the beneficiary being
responsible for an inpatient hospital deductible (cwrently $60) and,
beginning with the 61st day of his stay, a daily coinsurance amount
equal to onc-fourth of the inpatient hospital deductible (now $15). In
aﬂdition, present law provides cach beneficiary with a nonrenewable
lifetime reserve of 60 days of inpatient hospital coverage upon which he
may draw after having exhausted the 90 days of covered care regularly
available to him in a benefit period; a coinsurance amount equal to
onc-half of the inpatient hospital deductible is applicable to each
lifetime reserve day used.

Your committee believes there is a need to more fully protect medi-
care beneficiaries against the very high costs associated with those
illnesses that require prolonged usc of inpatient hospital services; it has
also been mindful of the need to promote the most effective possible
utilization of such services and to maintain an awareness of the cost of
hospital care among the beneficiaries of the program. To further the
objective of the medicare program to protect the aged against the very
heavy expenses of major iliness, your committee’s bill would provide
for an increase from 60 to 120 in the number of “lifetime reserve” days
for which inpatient hospital benefits may be paid. Thus, cach medicare
beneficiary would have available to him at Heust 210 days of covered
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hospitalization, even if he had only one benefit period. As under
present law, to guard against any possible unnecessary utilization of
services, the beneficiary would be responsible for a coinsurance amount
equal to one-half of the inpatient hospital deductible for cach lifetime
reserve day used. Your committee believes that this increase in the
lifetime reserve would sufficiently protect the large majority of
beneficiaries against the most expensive illnesses without, however,
disrupting the intended effect of the benefit period provision, which is
to provide some objective means for discontinuing benefit payments
in those cases where the individual is more or less permanently
institutionalized.

Your committec has also examined the cost-sharing requircments
that were established at the time of medicare’s enactment in order to
determine whether they were accomplishing their intendéd purposes.
Based on its examination, your committee has concluded that cost-
sharing beginning at an earlier point in the benefit period than is
required under present law would serve to increase the incentive for
both beneficinries and their physicians to participate in efforts to bring
about more effective control of the utilization and cost of inhospital
services. Your commnittee’s bill provides for the application of a daily
coinsurance amount equal to onc-eighth of the inpatient hospital
deductible for each day of inpatient hospital coverage during a benefit
period beginning with the 31st day and through the 60th day. The
coinsurance amount for the 61st through the 90th day would remain,
as under present law, equal to onc-fourth of the inpatient hospital
deductible. Present experience indicates that about 10 percent of the
hospitalized aged use more than 30 days of hospital care during a
benefit period and it may very well be that in some of those cases
care beyond 30 days is really not needed.

These amendiments would be effective with respect to inpatient
hospital services furnished during hospital stays beginning after
December 31, 1971.

(f) Automatic enrollment for supplementary medical insurance.—
Under present law an individual cligible for supplementary medical
insurance must take the positive action of enrolling to obtain coverage
for such insurance. If he does not act within the time imposed by
the law, he stands to lose several months of medical insurance
coverage. In recognition of the importance of timely cnrollment, 8
concerted effort is made to notify people of their opportunity to enroll
in medical insurance as they become ecligible and, in fact, nearly 96
percent of eligible individuals are enrolled. Some few, however, fail
to enroll at their first opportunity due, for example, to inattention, or
because they are incapable of managing their own affairs.

Your committee believes, therefore, that it would be good public
policy to assure that individuals are enrolled for supplementary medical
insurance when they are first cligible, unless they clect not to have the
coverage. Accordingly, under your committee’s bill, the aged and the
disabled would be automatically enrolled for supplementary medical in-
surance as they become entitled to hospital insurance. Persons already
receiving monthly social security or railroad retirement benefits would
be deemed to have enrolled in the month before the month for which’
they become entitled to hospital insurance, so that their medical and
hospital insurunce coverage will start at the same time. Others, not
already on the cash benefit rolls, would be deemed to have enrolled
for supplementary medical insurance in the month in which they file
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an application establishing their entitlement to hospital insurance, and
their coverage under medical insurance would begin at the tin.e speci-
fied by existing law for people enrolling in that conth.

Your committee expects that persons eligible for automuatic en-
rollment will, to the extent possible, be fully informed and given an
opportunity to decline the coverage. They would be deemed to have
enrolled if they do not decline coverage before it is scheduled to begin.
Once their coverage has begun they would of course he free to disenroll
if they wish in accordance with existing law.

The automatic enrollment provisions would be applicable only to
persons who become entitled to hospital insurance after 1971, beeause
of the practical difficulties that would be involved in locating non-
enrollees whose eligibility for medical insurance was established
prior to 1972 and giving them an opportunity to decline the coverage.

(9) Establishment of incentives for States to emphasize comprehensive
health care under medicaid programs.—Your committee has been
concerned about the need to improve the utilization of serviees under
the medicaid program and to encourage morc cffective lower cost
patterns of service. The present law has a uniform Federal matching
gercenta.ge applied to all forms of health services covered under the

tate medicaid plan. In order to encourage the States to make more
efficient use of health services, your committee’s bill would create
incentives for States to contract with health maintenance organizations
or similar organizations and disincentives to discourage prolonged
stays in institutional settings. Specifically, the bill would provide for
(1) an increase of 25% (up to & maximum of 95%) in the Federal
medicaid assistance matching for amounts paid by States under con-
tracts with health maintenance o1ganizations or other comprehensive
health care facilitics; (2) a decrease in the Federal medical assistanee
percentage by one-third after the first 60 days of care (in 2 fiscal yoear)
in a general or tuberculosis hospital; (3) a reduction in the Federal
percentage by one-third after the first 60 days of care (in a fiscul year)
in a skilled nursing home unless the State makes a showing satisfactory
to the Secretary that there is in the State an effective program of con-
trols over utilization of such institutional care, (4) a decrease in
Federal matching by one-third after 90 days of care except that an
additional 30 days care would be allowed if the State shows that the
patient will benefit from such additional period of hospitalization in
a mental hospital and provision for no Federal matching after a totul
of 365 days of such care during an individual’s lifetime, and (5) au-
thority for the Secretary to compute a reasonable cost differential for
reimbursement purposes between skilled nursing homes and inter-
mediate care facilities.

These changes would be effective with respect to services furnished
after June 30, 1971, except that the provision relating to the compu-
tation of a reasonable cost differential between skilled nursing homes
and intermediate care facilities would be effcctive for any calendur
quarter beginning after December 31, 1971.

The proposal to increase by 25 percent, up to a maximum of 95
percent, Federal matching on premiums paid by states under contracts
with health maintenance organizations, neighborhood and community
health centers and similar organizations is intended to encourage states
to contract with such organizations. Organized plans, particularly
those on a pre-paid basis, have been shown in somo cases to discourage
overutilization of expensive inpatient care.
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The limitations on care in general and tuberculosis hospitals are
designed to encourage transfer of patients to less expensive facilities.
They reflect the assumption that treatment in acute institutions is
generally of short duration, rarely exceeding 60 days.

The proposed limitations on length of stay in mental institutions
reflect the assumption that for patients over 65 medical treatment of
mental disease inpatients generally does not exceed three months and
rarely continues beyond a year. However, in those cases where the
State agency demonstrates that the patient is continuing to receive
active treatnient and the prognosis 1s for further improvement the
medicaid percentage would not be reduced until 120 days. This will
provide needed flexbility under the basic provision.

The reduction in matching for skilled nursing homes is directed
toward ecarly transfer of patients to alternative facilities (such as
intermediate care facilities). There is a good deal of evidence found
by the General Accounting Office and by the HEW audit agency
that patients now in skilled nursing homes in many States do not
belong there. A lower level of care than skilled nursing care would
suit the needs of a lafge number of these patients. In the 1967 Social
Security Amendments, the Congress attempted to meet these kinds of
problems by funding intermediate care facilitics at the medicaid
matching rate (so as to avoid any financial incentive to use the higher
level of care) and by requiring regular professional independent
medical audit of the nceds of nursing home patients. Some States
have used the intermediate care facility as the less expensive option
it was intended to be. Others have not used it all or have not used it
effectively. Some few States have set up the required professional
medical audits.

Your committee recommends & reduction in the Federal medicaid
matching rate by one third after the 60th day of stay in a skilled
nursing facility unless the State can show that it is carrying out an
effective program under requirements for effective utilization review
procedures and for regular professional medical audits. A State could
maintain its full Federal share by complying with these necessarg
requirements. If it did not, the matching rate would be reduced wit
respect to stays. The 60 day period would provide an adequate period
of time for the necessary review and certification requirements to be
carried out.

The provision granting authority to the Secretary to compute (for
reimbursement purposes) a reasonable cost differential between the
cost of skilled nursing home services and the cost of intermediate
care facilities is designed to assure that supporting care in these
alternate institutions actually does result in decreased costs to the
program.

(h) Cost-sharing under medicaid.—Your committee has been con-
cerned that costs of the medicaid program have been escalating much
more rapidly than anticipated and believes that an element of cost
consciousness on the part of patients and their physicians should be
introduced into the program primarily as a cost control device. Xour
committee bill would, therefore, require that States participating in
the medicaid program impose on the medically indigent (those not
eligible for cash assistance) under the program a premium enrollment
fee graduated by income in accordance with standards prescribed by
the Secretary. I\},o other premium or enrollment fee could be imposed
on the medically needy under the State plan. In the case of cash
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assistance recipients, nominal deductible and cost-sharing charges,
while prohibited with respect to mandatory services required under the
plan, would be permitted with respect to optional services.

States could, at their option, 1mpose deductibles and copayment
features on the medically indigent (in addition to the required
graduated premiums) which would not have to vary by level of
income. Your cominittee recommends these provisions in order to
discourage possible unnecessary overutilization and to encourage
cost-consciousness on the part of those covered under medicaid.

(v) Elimination of medicaid work disincentive.— Y our committee bill
would amend title XIX to assure that medicaid eligibility require-
ments for families with children are structured in a way which
relates them to family income and inedical expenses, removes work
disincentives, and concentrates medical assistance resources on those
families most in need.

The medicaid statute has from the beginning required those States
which elect to have a medicaid program to cover everyone who was
eligible for cash assistance payments. With the introduction of the
earnings disregard provisions under the 1967 amendments, and the
consequent gradual loss of cash benefits as carned income increased,
families on the assistance rolls can have a substantial total income,
and still receive full medicaid protection. The medicaid program has,
therefore, a work disincentive effect at some point in the carnings
scale—the earning of an extra dollar can mecan the phaseout of cash
assistance, and the abrupt and complete loss of medicaid.

In the 24 States which had made no provision for covering the
medically needy (the groups related to the welfare categories but
with income in excess of the standard for public assistance), the loss of
medicaid was complete. The family could not re-establish eligibility
for medical assistance without dropping back on the public assistance
rolls. In the 28 States and jurisdictions with programs for the medi-
cally needy, the situation was only slightly better. Since the maximum
eligibility level for the medically needy was one hundred thirty-three
and one-third percent of the payment level (and the payment level
was often below the cash assistance standard), this standard is in some
of these States several thousand dollars below the income level where
cash assistance phased out under the earnings disregard provisious.
This meant that the family which had lost medicaid coverage with
their loss of cash assistance could re-establish their eligibility for
medicaid only after incurring substantial medical expenses (equal to
the amount by which their income exceeded the medically needy
standard for families of that size).

Your committee proposes to correct these deficiencies by providing
complete medicaid coverage to cash assistance families with children
only if their income falls below the eligibility level established for
medical assistance. In determining income for this purpose, the first
5720 of earned income would be disregarded (this amount is allowed
f(})]r i:'.(l)lx;k related expenses under the family program provisions in
the btll). :

The medical assistance eligibility level would be defined by the
State in the range between the payment level for an eligible family of
given size without income up to one-hundred thirty-three and one-
third percent of that payment level. Cash assistance families with
incomes above the eligibility level would receive medicaid coverage
only after incurring medical expenses equal to the amount by which
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their total income (including cash assistancc payments) exceeded the
medicaid standard; they would be requived (o “spend-down” by this
amount to cstablish their eligibility for medicaid. In effect, this
amount would be a deductible, increasing in amount as earnings rise
and, therefore, avoiding the situation where one dollar of earnings
can result in the loss of protection worth several hundred dollars.
Medical expenses for this purpose would be defined as those in section
213 of the Internal Revenue Code.

Your committee does not propose to change medicaid cligibility for
the adult categories except to allow a uniform amount of carnings in
the amount of $720 (31,020 for the blind and disabled) to be dis-
regarded as work related expenses in determining income for purposes
of medicaid eligibility. States would continue to have the option of
operating programs for the medically needy for the aged, the blind, the
disabled, foster children, fainilies as defined in section 405(b), and all
needy children under 21 who are not recipients of cash assistance.

Eligibility standards for the medically needy would be tied to the
payment level for families under title XXI plus the supplementary
payment, if any, provided by the State, with appropriate adjustments
to account for family size. States with medical assistance eligibility
levels higher than the payment level, but less than 133 percent of
that level, would be required to provide medical assistance to all
individuals, whether recipients of cash assistance or not, whose income,
after deducting medical expenses falls below the medical assistance
level. These latter changes are essentially those necessary to preserve
the effects of present law.

The proposed amendment is estimated to result in a saving of
approximately $140 million in Federal medicaid funds in the family
category. This saving results from the elimination of some of the
medical costs of cash assistance recipients who have earnings in excess
of $720 (the amount allowed for work expenses).

The estimate was prepared on the assumption that States without
current programs for the medically needy would set the eligibility level
at their current payment standard or $2400, whichever was higher; and
States with a current program for the medically needy would maintain
the medicaid eligibility level at the current medically needy standard.

(j) Payment under the medicare program to individuals covered by
Federal employees health benefits program.—Under present law, Fed-
eral employees and retirees age 65 and over who are enrolled for Fed-
cral employees health benefits (FEHB) are also covered under the
medicare hospital insurance plan (part A) if they have worked in
employment covered by social security or railroad retirement and are
eligible for monthly cash benefits under these programs. In addition,
Federal employees, whether or not cligible for part A benefits, may
enroll in the medicare voluntary supplementary medical insurance plan
(part B) which is available to essentially all persons age 65 and over.

Part A hospital insurance protection under medicare is carned during
a person’s working years through a separate tax on his carnings and
no payments are made by those entitled to benefits after they have
stopped working. In contrast, persons who are cligible for health insur-
ance protection under a FEHB plan continue to pay the same premium
rates for their coverage after retirement as they did when they were
active emnployees (although the coverage may be more valuable since
older prople use mnore medical services). The Federal Government cur-
rently pays about 40 percent of the overall cost of FEHB protection.
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When the medicare program was enacted in 1965, it was intended
that it would provide basic health insurance protection for people age
65 and over and that it would pay its benefits in full without regard to
any other benefits that might be payable under an employee health
beuefits plan. At the same time, it was expected that such plans would
adjust their benefit policies to complement the protection provided
under medicare rather than to duplicate the benefits.

Unlike most employers, the Federal Government has not arranged
the healtlt insurance protection it makes available to its employees
age 65 and over (active or retired) so that such protection would be
supplementary to medicare benefits. It is true, however, that some
mdividual plans have afforded more protection to those enrollees with
medicare coverage than those without such coverage.

Although most Federal employment covered by a Federal staff
retirelent system is excluded from social security coverage, many
Federal employees become insured under social security on the basis
of other employment. About 50 percent of retired and active Federal
employces age 65 and over are entitled to hospital insurance benefits
under medicare.

Several problems arise under the present situation. The FEHB plans
cover many of the same health care expenses that are covered under
medicare. In cases where health care expenses are covered under both
medicare and a Federal employee plan, the medicare benefits are paid
first, and the Federal employee plan then pays its benefits in an amount
which, when added to the benefits payable under medicare, may not
exceed 100 percent of the expenses allowable under the FEHB plan.

A Federal employee who is covered under a high-option FEHB plan
as well as the medicare plans has somewhat better protection than is
afforded under the FEHB plan alone. But, because of the nonduplica-
tion clauses in the FEHB contracts, he does not derive the full value of
the protection of the FEHB contracts. If a Federal retirec entitled
under medicare cancels his enrollment under o FEHB plan because of
the high total cost of his health care protection, he will lose the high
level of protection he previously enjoyed under the FEHB program at
an age where his health care costs can be expected to increase sub-
stantially.

Federal retirees and employees who are covered under an FEHB
plan generally do not find it advantageous to enroll in the medicare
voluntary supplementary medical insurance plan, because of the over-
lapping of FEHB benefits and benefits under the supplementary plan.
Thus, Federal retirces and employces do not receive the advantage,
available to virtually all other persons age 65 and over, of the 50-per-
cent Government contribution toward the cost of the protection under
the supplementary medical insurance program.

In order to assure a better coordinated relationship between the
FEHB program and medicare and to assure that Federal employces
and retirees age 65 and over will eventually have the full value of the
protection offered under medicare and FEHB, your committee’s bill
would provide that effective January 1, 1975, the inedicare program
(both parts A and B) would not pay for any otherwise covered service
if such scrvice is covered under the FEHB plan in which the benefi-
ciary to whom the service was provided is enrolled. This provision
would not go into effect (or would be suspended, if already m effect)
if the Secretary of Health, Education. and Welfare certifies that the
the FEHB program has been so modified as to assure (1) that there
is available to Federal einployces or retirees age 65 and over one or
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more Federal health benefit plans which offer protection supplementing
the combined protection of parts A and B of medicare, and the pro-
tection of part B alone, and (2 that the Government is making a
contribution toward the Dhealth insurance of all Federal employees or
retirces age 65-and over whi h is vt le st equal to the contribution it
makes for high option coverage vinder Governmentwide FEHB plans.
Nor would this provision apply with respect to an individual plan if
the Secretary of Health, Education, and Welfare certifies that such
plan (1) has made available to its enrollees age 65 and over protection
supplementing the combined protection of parts A and B of medicare,
and the protection of part B alone, and (2) is making a contribution
toward the health insurance of its enrollees age 65 and over which is
at least equal to the contribution made by the Federal Government
for high option coverage under Governmentwide FEHB plans. The
contribution, whether by the Federal Government or by the individual
plan, could be in the forni of a contribution toward the supplementary
FEHB protection or a payment to or on behalf of the individual
cmployee or retiree to offset the cost of his purchase of medicare
protection, or a combination of the two. The Sccretary would, of
course, prepare his certification on the basis of information he obtains
from the Civil Service Commission about the characteristics and
operations of cach of the various plans as well as the Federal program
as o whole. It 1s the hope and the iittent of your committee that the
Secretary will be able to make this certification for cach of the plans
under the FEHB program before January 1975.

(k) Payment under medicare for certain inpatient hospital and related
physicians’  services jfurnished outside the United States.— Under
present law, services furnished outside the United States are excluded
from coverage, with the single exception that hospital insurance
benefits are payable for emergency npatient services provided in
nearby foreign hospitals if the beneficiary is physically present within
the United States when the emergeney arises and the foreign hospital
to which he is admitted is closer to the place where the emergency
arose or more aceessible than the nearest United States hospital
that is adequately equipped and available for his treatment. Your
committee 1s concerned that under present law border restdents who
find that the nearest hospital suited to iheir inpatient care needs
is located outside the United States may not vecetve proteetion against
the health costs they incur in using these nearest hospitals exeept in
the indicated emergency situations.

Your committee’s bill would include a provision which would ex-
pand medicare coverage of services outside the United States to take
account of the special problems of border residents. Medicare benefits
would be payable for inpatient hospital seryices furnished outside the
United States if the benefictary is a vesident of the United States and
the foreign hospital was closer to, or substantially more accessible
from his residence than the nearest hospital i the United States which
was suitable and available for his treatment. For such beneficiaries,
benefits would be payable without regard to whether an emergency
existed or where the illness or accudent ocenrred. Only inpatient serv-
ices furnished by a hospital which has becn aceredited by the Joint
Commission on Accreditation of Hospitals or by a hospital approval
program having essentially comparable standards would be covered.

The present provisions covering emergency inpatient hospital serv-
ices outsice the United States would be retamed.
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Payment for all covered hospital services furnished outside the
United States would be made on essentially the same basis as payment
for emergency services furnished by a nonparticipating hospital within
the United States. Where the hospital clected to bill the medicare pro-
gram it would be reimbursed on the basis of the reasonable cost of the
covered services furnished the beneficiary, as is now done with respect
to emergency services furnished by a nonparticipating hospital which
furnishes actual cost data. Where payment could not be made solely
because the hospital did not cleet to bill the program, benefits would be
payable directly to the beneficiary on the basis of an itemized bill if he
filed an acceptable application for reimbursement. Subject to the ap-
propriate deductibles and coinsurance, the beneficiary would be reim-
bursed in an amount cqual to 60 percent of the hospital’s reasonable
charges for “routine services” in the room occupied by him or in semi-
private accommodations, whichever is less, plus 80 percent of the hos-
pital’s reasonable charges for “ancillary services,” or, if separate
charges for routine and ancillary services are not made by the hospital,
two-thirds of the hospital’s total charges.

To assure that medicare beneficiaries would be adequately protected
against other medically necessary health care costs they may incur
while receiving covered foreign inpatient hospital care, your committee’s
bill would also provide for coverage under the medical insurance
program of medically necessary physicians’ services and ambulance
serviees furnished in conjunction with covered foreign inpatient
hospital services. '

Payment for physicians’ services would be limited to the period of
time during which the individual is eligible to have payment made for
the foreign hospital services he receives. Further, the Secretary would
be authorized to establish, by regulations, reasonable limitations upon
the mmount of a forcign physician’s charge that would be accepted as
reimbursable under the medical insurance program. In recognition of
the administrative difficulties that would arise in applying the assign-
ment method of reimbursement to medical services furnished in other
countries, your committee’s bill would provide that benefits for foreign
physicians’ and ambulance serviees would be payable only in accord-
ance with the itemized bill method of reimbursement provided for
under present law.

These provisions would apply to services furnished with respect
to hospital admissions occurrng after December 31, 1971.

2. Improvements in operating effectiveness

(@) Limuitation on Federal participation for capital expenditures.—
Under title XVII1 depreeciation on buildings and equipment, and inter-
est on loans used to acquire them, are reimbursable as part of the cost
of providing services to medicare beneficiaries. Such reimbursement
is paid withont regard to whether the items were constructed or pur-
chased in conformity with any type of health facility planning re-
guirement. Similarly, reimbursement on a cost basis for inpatient
hospital services provided under titles V (maternal and child health)
and XIX (medicaid) of the Social Security Act includes a recognition
of certain capital costs without regard to conformanee to planning
requirements.

There are few aspects of the health care system in the United States
which have been so thoroughly explored as the need for comprehensive
arcawide planning for the development and utilization of all types of
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health care facilities. But the acceptance of the purposes of State and
areawide health facility planning has not always been matched by pur-
poseful application of the incentives required to achieve the end result
of such planning. Thus, while a significant amount of Federal money
is currently being expended under the comprehensive health planning
provisions of the Public'Health Service Act in the interest of further-
ing health facility planning at the State and local levels, Federal funds
are being expended for health services provided under medicare, medice-
aid, and the maternal and child health programs without regard to
whether the facilities providing- the services are cooperating in such
health facility planning. Your committee believes that the connection
between sound health facility planning and the prudent use of capital
funds must be recognized if any significant gains in controlling health
costs are to be made. Thus, your committee believes it is necessary to
assure that medicare, medicaid, and the maternal and child health
programs are consistent with State and local health factlity planning
efforts, in order to avoid paying higher costs unnecessarily in the future
where these costs result from duplication or irrational growth of health
care facilities.

At present, efforts arc being made on the Federal, State, and local
levels to assure that the need for the expansion and modernization of
health facilities is evaluated, coordinated, and planned on a rational
and controlled basis. At the Fedeeal level, comprehensive health plan-
ning legislation provides for Federal grants for the establishment and
funding of areawide and comprehensive State health care planning
agencies. Currently, all 50 States, the District of Columbiy, and five
territorics have -State comprehensive health care planning agencies,
On the arcawide level, 125 planning agencies are receiving Federal
grants: 72 of such agencies are operational. 1t is estimated that 140
arcawide planning agencies will be receiving grants by the end of
June 1971 and that more than 90 such agencies will be operational.

To aveid the use of Federal funds to support unjustified capital
expenditures and to support health facility and health sevvices plan-
ning activities in the various States, your committee’s bill authorizes
the Secretary of Health, Education, and Weltare to withhold or reduce
reimbursement amounts to providers of services and health mainte-
nance organizations under title XVI11I for depreeiation, interest, and,
in the case of proprietary providers, a return on equity capital,
related to certain capital expenditures that are determihed to be
inconsistent with State or local health facility plans. (Similar authority
would be provided with vespeet to the Federal shave of payment for
inpatient hospital care under titles V and X1X.) Capital expenditures
for the purposes of this provision include expenditures (1) for plant
and cquipment In excess of $100,000; (2) which change the bed
capacity of the institution: or (3) which substantially change the
services provided by the mstitution, The Secretary would take such
action on the basis of findings and recommendations submitted to
him by various qualified planning agencies. Hf he determines, however,
after consultation with an appropriate national wdvisory council, that
a disallowance of capital expenses wonld be inconsistent with effective
organization and delivery of health services or effective administration
of titles V, XVIII, or XIX, he would be authorized to allow such
cXpenses.

The Seeretary would be authorized to enter into agreements with
the States under which designated planning agencies would submit
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their findings and recommendations (along with those of other qual-
ified planning agencies) with respect to proposed capital expendi-
tures that arc inconsistent with the plans developed by such agencies.
(All such health facility and health services planning agencies must
have governing bodies or advisory bodies at least half of whose mem-
bers represent consumer interests.) An adverse decision by a State
planning agency may be appealed to an appropriate agency or in-
dividual at the State level. The Secretary would be authorized to
pay from the Federal Hospital Insurance Trust Fund the reasonable
costs incurred by the planning agencies in preparing and forwarding
findings and recommendaticns. The bill would in no way change the
autonomy or authority of existing State or local planning agencies,
or the relationships between such agencies, cither within States or
across State lines.

These limitations would be effective with respect to obligations for
capital expenditures incurred aftes June 30, 1972, or carlier, if re-
quested by the State.

(b) Report on plan for prospective reimbursement; experiments and
demonstration projects to develop incentives for economy in the provision
of health services—Under present law, institutional providers furnish-
ing covered services to medicare beneficiaries are paid on the basis of
the reasonable cost of such services. Payment on this basis, with retro-
active corrective adjustments, is consistent with the long history of
public and private third party agency reimbursement for mstitutional
health care on a cost basis. However, as experience under the medicare,
medicaid, maternal and child health, and other third party programs
has clearly demonstrated there is little incentive to contain costs or
to produce the services in the most efficient and effective manner.

Your committee believes that payment determined on a prospective
basis offers the promise of encouraging institutional policymakers and
managers, through positive financial mcentives, as wclf’ as the risk
of possibie loss inherent in that method, to plan, innovate and gen-
erally to manage effectively in order to achieve greater financial reward
for the provider as well as a lower total cost to the programs involved.
Prospective reimbursement differs from the present method of reim-
bursement in that a rate of payment is set in advance of the period
over which the rate is to apply. The theory is that once the rate is set o
provider will institute cost saving measures which will maximize the
difference between its actual costs and the higher prospective rate.
This difference could be expressed as the “profit.” Of course, if the
provider’s costs twrned out to be higher than the prospective rate,
there would be a loss. Theoretically, this approach to reimbursement
introduces incentives not present under the existing reimbursement
method which, sinee it tends to pay whatever the costs turn out to be,
provides no heentives for efficiency.

However, your committee is well aware that in considering such a
fundamental change in the present reimbursement method, possible
disadvantages as well as the potential advantages must be taken into
account. While it is clear for exanple, that prospective rate setting
will provide jucentives for health care institutions to keep costs at a
level no higher than the rates set, it is not clear that the rates set would
result in govermment reimbursement at levels lower than, or even as
low as, that which would result under the present retroactive cost find-
ing approach. Providers could be expected to press for a rate that
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would cover all the costs, including research costs and bad debts, as
well as margins of safety in the prospective rates that might result in
reimbursement—if their requests were met—in excess of the costs that
would have been reimbursed under the present approach. Moreover,
any excess of reimbursement over costs to voluntary providers would
probably be used to expand services, and the new level of expenditures
might be reflected in sctting higher prospective rates for future years.

Also to be considered is the fact that under prospective reimburse-
ment it will be necessary to take steps to assure that providers do not
cut back on services necessary to quality care in order to keep actual
costs down and thus increase the difference between costs and the pro-
spective rate established. The development of adequate and widely-
agreed-upon measures of qualily of care will clearly be needed to
provide that assurance and should be immediatcly developed by the
Department.

In view of the far-ranging implications of such a change in the
approach to reimbursement, your committee’s bill provides for a
period of experimentation under titles XVIII, XIX and V with various
alternative methods and techniques of prospective reimburscment.
It is the intent of your committee that experimentation be conducted
with a view to developing and evaluating methods and techniques that
will stimulate providers through positive financial incentives to use
their facilities and personnel more cfficiently, thereby reducing their
own as well as program costs while maintaining or enhancing the
quality of the health care provided.

The experiments and demonstration projects directed to be carried
out under this provision are to be of sufficient scope and on a wide
enough scale to give assurance that the results would obtain generally
(but not so large or comprehensive as to commit the programs to
any prospective payment system cither locally or nationally). No
experiment or demonstration project is to be undertaken by the
Secretary until he consults with and takes into consideration the advice
and recommendations of recognized specialists in the health care ficld
who are qualified and competent to cvaluate the feasibility of any
given experiment or demonstration project. :

Under your committee’s bill, the Secretary would be required to
submit to the Congress no later than July 1, 1973, a full report of the
results of the experiments and demonstration projects, as well as an
evaluation of the experience of other programs with respect to pro-
spective reimbursement. The report 1s to include detailed recom-
mendations with respect to the specific methods that might be used
in the full implementation of a prospective reiinbursement system.

Although recognizing the promise and potential offered by prospee-
tive reimbursement your committee does not wish to preclude expern-
mentation with other forms of reimbursement. Your commuttee
believes that a solid foundation of experience is required with all pos-
sible alternative forms of reimbursement before permanent changes
can be made. The bill therefore includes authorization for the See-
retary of Health, Education, and Welfare to engage in experiments
and demonstration projects involving negotiated rates, the use of
rates cstablished by a State for administration of one or more of its
laws for payment or reinbursement to health facilities located in
such State, and alternative methods of reimbursement with respeet to
the services of residents, interns, and supervisory physicians in teach-
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ing settings. Authority is also provided to make payments, on an
experimental or demonstration project basis, to organizations and
institutions which have the capabi{ity of providing comprehensive
health care, mental health care, and ambulatory health care, for serv-
ices which are not currently covered under titles V, XVIII, XIX,
and which are incidental to services covered under the programs, if
the inclusion of the additional services would, in the judgment of the
Secretary, offer some prospect of resulting in more economical pro-
vision and more effective utilization of services for which payment
may be made under such programs.

The bill would authorize experimentation with the use of areawide
or communitywide peer review, utilization review, and medical
review mechanisms to determine whether they would help to assure
that health services provided to beneficiarics conform to appropriate
professional standards and that payment will be made only for medi-
cally necessary scrvices that in cach case are rendered in the most
cconomical setting that is consistent with professionally recognized
standards. Authority is also provided to experiment with the usc of
fixed price or performance incentive contracts to determine whether
they would have the effect of inducing more effective, efficient, and
cconomical performance by medicare intermediaries and carriers.

It is intended that benefit costs and administrative costs incurred
under this section would be paid out of the Federal Hospital Insurance
Trust Fund and the FederarSupplementary Medical Insurance Trust
Fund in reasonable proportion to the participation of medicare in the
project. Medicaid and private funds would also be used proportion-
ately when medicaid and private programs participate in the project.
These provisions will be effective upon enactment of the bill.

Your committec is concerned about the difficulties some beneficiaries
who need extended care and their physicians face as a result of the
present title XVIII provision under which payment may be made for
services funished in an extended care facility only if the beneficiary
was transferred from a hospital after a stay of at least three days.
Therefore, in addition to the other experiments the Secretary will be
undertaking, your committee expects him to conduct studies and
engage in experiments to determine the effects of climinating the
three-day prior hospitalization requirement, which he has authority to
waive for the purpose of such experimentation, and report to your
committee his findings together with any recommendations he may
have for changes in this provision of existing law.

(¢) Limatations on coverage of costs under medicare.—Your com-
mittee is mindful of the fact that costs can and do vary from one
institution to another as a result of differences in size, in"the nature
and scope of services provided, the type of patient treated, the location
of the institution ang various other factors affecting the efficient de-
livery of needed health services. Your committee is also aware, how-
cver, that costs can vary from one institution to another as a result of
variations in efficiency of operation, or the provision of amenities in
plush surroundings. %our committee believes that it is undesirable
from the standpoint of those who support Government mechanisms
for financing health care to reimburse health care institutions for
costs that flow from marked inefficiency in operation or conditions of
excessive service.
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To the extent that differences in provider costs can be expected to
result from such factors as the size of the institution, patient mix,
scope of services offered or other cconomic factors, wide, but not un-
limited recognition should be given to the variations in costs accepted
as reasonable. However, data frequently reveals wide variations in
costs among institutions that can only be attributable to those cle-
ments of cost that would ordinarily not be expected to vary sub-
stantially from one institution to another. .

Where the high costs do in fact flow from the provision of services
in excess of or more expensive than generally considered necessary to
the efficient provision of appropriate paticnt care, patients may never-
theless desire such services. It is not the committee’s view that if pa-
tients desire unusually expensive service they should be denied the
service, However, it is unrcasonable for medicare or medicaid (which
arc financed by almost all people in the country rather than the pa-
tient or community that wants the expensive services) to pay for it.

Similarly when the high costs flow from incfficiency in the delivery
of needed health care services the institution should not be shielded
from the cconomic consequences of its inefficiency. Health care institu-
tions, like other entities in our economy should be cncouraged to per-
form efficiently and when they fail to do so should expect to suffer
the financial consequences. Unfortunately a reimbursement mech-
anism that responds to whatever costs a particular institution incurs
presents obstacles to the achievement of these objectives. [t is belicved
that they can only be accomplished by reimbursement mechanisms
that limit reimbursement to the costs that would be incurred by a
reasonably prudent and cost-conscious management.

Present law provides authority to disallow incurred costs that arc
not reasonable. However, there are a number of problems that inhibit
effective exercise of this authority. The disallowance of costs that are
substantially out of line with those of comparable providers after such
costs have been incurred creates finuncinl uncertainty for the provider,
since, s the system now operates, the provider has no way of knowing
until sometime after it incurs expenses whether or not they will be in
line with expenses ineurred by comparable providers in the same pe-
riod. Furthermore, present law generally limits exercise of the suthor-
ity to disatow costs to instances that ean be specifically proved on a
cuse-by-cuse basis. Clear demonstration of the specific reason that a
cost is high is generally very difficult. And, since a provider cannot
charge a beneficiary more than the program’s deductible and coinsur-
ance amounts for covered services, exercise of either type of nnthority
can leave the provider without reimbursement for some costs of items
or services it has already incurred for patients treated some time ago.
Under these circumstances the provider would have to obtain funds
from some other source to muke up for its deficit.

The proposed new authority to set limits on costs recognized for
cortain classes of providers In various service arcas differs from
existing authority in several ways und meets these problems. First, it
would be exercised on u prospective, rather than retrospective, basis so
that the provider would know in advance the limits to Government
recognition of incurred costs and have the opportunity to act to avoid
having costs that are not reimbursable. Sccond, the evaluation of the
costs necessary in delivering covered services to beneficiaries would be
exercised on a class and a presumptive basis—relatively high costs
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that cannot be justified by the provider as reasonable for the results
obtained would not be reimbursable—so that implementation of
the proposed authority would appear more feasible than present
authority. Third, since the limits would be defined in advance, pro-
vision would be made for a provider to charge the beneficiary for the
costs of items or services in excess of or more expensive than those that
are determined to be necessary in the efficient delivery of needed
health services. Public notice would be provided where such charges
are imposed by the institution and the beneficiary would be specifically
advised of the nature and amount of such charges prior to admission so
that there is opportunity for the public, doctors, and their medicare
gruticnts to know what additional payment would have to be made.

our committee expects that the provision will not be applicable
where there is only one hospital in a community—that is, where, if
the provision were applied, additional charges could be imposed on
beneficiaries who have no real opportunity to use a less expensive,
non-luxury institution, and where the provision would be difficult
to apply because comparative cost data for the arca are lacking.

our committec recognizes that the initial ceilings imposed will of

necessity be imprecise in defining the actual cost of cfficiently deliver-
ing needed health care. And your committee recognizes that these pro-
visions will apply to a relatively quite small number of institutions. The
data that are available for this purpose will often be less than perfectly
reliable—for example, it may be necessary to use unaudited cost reports
or survey or sampling techniques in estimating the costs necessary to
the efficient delivery of care. Under medicare’s administrative systemn,
however, cost reports prepared by the providers are now being sub-
mitted more promptly after the close of the accounting period and
should be available for analysis in the next year and for the estab-
lishment of limits in the second following year. Also, the precision of
the limits determined from these data will vary with the degree to
which excessive costs can be distinguished from the provision of higher
quality or intensity of care.

For costs that would not generally be expected to vary with essential
quality ingredients and intensity of medical care—for example, the
costs of the “hotel’” services (food and room costs) provided by hos-
pitals—the Secretary might set limits sufficiently above the average
costs per patient day previously experienced by a class of hospitals
to make allowance for differing circumstances and short-term economic
fluctuations. Hotel services may be casiest to establish limits for and be
among the first for which work can be completed. Attention might be
given as well to laundry costs, medical record costs, and administration
costs within the reasonably near future.

Setting limits on overall costs per patient day and specific costs that
vary with the quality and intensity of care would be more difficult,
but the Seccretary might be able to set reasonable limits sufficiently
above average costs per patient day previously experienced by a class
of institutions so that only cases with extraordinary expenses would
be subject to any limits. In addition, special limits could be estab-
lished on cost eclements found subject to abuse. For example, the
Secretary might establish limits on the level of standby costs that
would be recognized as reasonable under the program to prevent Gov-
ernment programs from picking up the cost of excessive amounts of
idle capacity—particularly relatively high personnel costs in relation
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to patient loads where occupancy rates are low—in reimbursing for
services to covered patients.

Providers would, of course, have the right to obtain reconsideration
of their classification for purposes of cost limits applied to them and to
obtain relief from the effect of the cost limits on the basis of evidence
of the need for such an exception.

Providers will be permitted to collect costs in excess of the medicare
ceilings from the beneficiary (except in the case of admission by a
physician who hes a direct or indirect financial interest in a facility)
where these costs flow from items or services In excess of or more
expensive than those necessary for the effective delivery of needed
services, provided all patients are so charged and the beneficiary is
informed of his liability in advance. Information on additional charges
assessed would also be made available generally in the community.
Your committee is also requesting that the Secretary submit annually
to it a report identifying the providers that make such additional
charges to beneficiaries and furnishing information on the amounts
being charged by such providers.

The determination of the cost of the excess items or services for
which the beneficiary may be charged will be made on the basis of
costs previously experienced by the provider. For example, if costs for
food services experienced in 1969 among a group of hospitals in an
arca ranged from $4 to $9 a day with a median cost of $5 a day and
the lmit for food services set by the Secretary for 1971 was $7.20 a
day, the hospital previously experiencing costs of $9 a day could
charge patients $1.80 a day for food services. However, should total
reimbursement for covered services from the program plus charges
billed for such services exceed actual costs in any year, the excess
will be deducted from payments to the provider. Thus, the provider
would not profit from charges to beneficiaries based on excess costs
in the prior year.

In addition it should be noted that the fact that a provider’s costs
arce below the ceilings estabhished under this provision will not exempt
it from application of the ceiling of customary charges where such
charges are less than cost under another provision in the committee
bill.

The provision would be effective with respect to accounting periods
beginning after June 30, 1972.

(d) Limits on prerailing charge levels—Under present administra-
tive polices under medicare, the prevailing limit on the rcasonable
charge for a service is intended, over the long run, to be set at a
level no higher than is necessary to embrace the 75th percentile
of customary charges for that service in the physicians’ locality. To
illustrate, if customary charges for an appendectomy in a locality
were at five levels, with 10 percent of the services rendered by physi-
cians whose customary charge was $150, 40 percent rendered by
physicians who charge $200, 40 percent rendered by physicians who
charge $250 and 5 percent rendered by physicians who charge $300
and with the remaining 5 percent rendered by physicians charging
in excess of $300, the prevailing limit would be $250, since this is the
level that would cover at least 75 percent of the cases.

Customary charges for services that are within the prevailing fee
limit are generally recognized in full. (In a relatively small number of
situations additional rules are used to judge the reasonableness of
charges.) '
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Your committee believes that it is necessary to move in the direction
of an approach to reasonable charge reimbursement that ties recogni-
tion of fec increases to appropriate economic indexes so that the pro-
gram will not merely recognize whatever increases in charges are estab-
lished in a locality but would limit recognition of charge increases to
rates that economic data indicate would be fair to all concerned.

Under your committee’s bill, the prevailing charges recognized for
a locality could be increased in fiscal year 1973 and in later years only
to the extent justified by indexes reflecting changes in the operating ex-
penses of physicians snd in carnings levels. What the bill provides is a
limit on the increases that would be recognized on the basis of the other
reasonable charge criteria. Increases in the customary charges of in-
dividual physicians and in the charges prevailing among physicians in
a locality would continue to be recognized only on the basis of adequate
evidence that such increases had been in effect for a period of time.
The new ceiling on recognition of increases in prevailing charge limits
that is provided would come into play only when the adjustments
necessary to meet increases in the actual charges prevailing in a
locality exceeded, in the aggregate, the level of increase justi[?lc(l by
other changes in the economy.

The Secretary would establish the statistical methods that would
be used to make the calculations to establish the limit on the increases
allowed by this provision.

The base for the proposed economic indexes would be calendar year
1970. The increase in the indexes that oceurs in a succeeding calendar
year would constitute the maximum allowable aggregate increase in
prevailing charges that would be recognized in the fiscal year beginning
after the end of that calendar year.

Initially, the Secretary would be expected to base the proposed
cconomic indexes on presently available information on changes in
expenses of practice and general earnings levels combined in a man-
ner consistent with available data on the ratio of the expenses of prac-
tice to income from practice occurring among self-employed physicians
as a group. If, for example, available data indicated that for self-
employed physicians as a group, expenses of practice absorbed approxi-
mately 40 percent of gross receipts of practice (the proportion indicated
by data compiled by IRS from tax returns), the Secretary could deter-
mine that the maximum aggregate increase in prevailing charge
levels that could be recognized would be 40 percent of the increase
in expenses of practice indicated by IRS data plus 60 percent of the
increase in earnings levels indicated by social security data. Thus, if
during calendar year 1971 the area increase in expenses of practice
was 3 percent and the area increase In earnings was 5 percent, the
allowable aggregate increase in prevailing charges recognized by the
carrier in each locality during fiscal year 1973 would be 4.2. percent:

(.40X.03) 4 (.60X .05) =.042

The carrier would apply the prevailing charge eriteria now in the
Iaw to data on charges in calendar year 1971 to determine the increases
in prevailing charges that it would be appropriate to recognize during
fiscal year 1973. If the aggregate increase in prevailing charges so
determined was less than 4.2 percent, the adjustments would be per-
mitted and the portion of the allowable aggregate increase not used
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in that fiscal year could be carried forward and used in future fiscal
years. However, if the aggregate increase in prevailing charges found
otherwise appropriate exceeded 4.2 percent, such increases would be
reduced to the extent necessary to bring the aggregate of all increases
within the 4.2 ceiling—that is, if the new prevailing charge limits
that were indicated for fiscal year 1973 by the 75th percentile of cal-
endar year 1971 charges weighted in proportion to the representation of
the related services in aggregate services in calendar year 1971 ex-
ceeded, in total, the prevailing charge limits indicated for fiscal year
1972 by the 75th percentile of calendar 1970 charges weighted in
proportion to the representation of the related services in aggregate
services in calendar year 1970 by 8.4 percent, then each of the pre-
vailing charge increases indicated for fiscal year 1973 by the 75th
percentile of calendar year 1971 charges would be reduced by one-half
so that the aggregate increase allowed would be within the 4.2 ceiling.

It is, of course, contemplated under the bill that the Secretary would
use, both initially and over the long run, the most refined indexes that
can be developed. However, your committee believes that the viability
of the proposal does not depend on a great deal of further refinement.
The objectives of the proposal could be attained with equity through
the use of an approach such as that described above. This is so because
the indexes arc not to be applied on & procedure- by-procedure basis
that would raise serious questions of equity in absence of refinements to
take account of variations in the mix of factors of production among
various types of medical services and to take account of changes in
productivity with respect to various services. Rather, the indexes will
operate as overall ceilings on prevailing fec level increases recognized
in a carrier arca under which adjustments permitted by the present
customary and prevailing charge criteria could be made to take account
of the shifting patterns and levels and actual charges in each locality.
Thus, whether the new limit on prevailing charges will actually affect
the determination of reasonable charges depends on the degree to
which physicians’ fees rise in the future. If the rise in fees in the ag-
gregate was no more than the rise in operating expenses of physicians
and in earnings, the rise in fees would be allowed in full.

Your committee believes it desirable to-embody in the statute the
limitations on medical charges recognized as prevailing now set forth
in medicare regulations under which no charge may be determined to
be reasonable 1f it exceeds the prevailing charge recognized by the
carrier and found acceptable to the Secrctary for similar services mn the
same locality on December 31, 1970, or the prevailing charge level
that, on the basis of statistical data and methodology acceptable to the
Seeretary, would cover 75 percent of the customary charges made for
similar services in the same locality during the last preceding calendar
year clapsing prior to the start of the fiscal year.

While tying the allowability of future increases in prevailing charges
to general economic indicators is an appropriate method for reasonable
charge determinations with respect to the services of physicians, your
committee believes it would be inappropriate for rcasonable charge
determinations with respect to medical supplies, equipment, and serv-
ices that do not generally vary in quality from one supplier to another.

This 1s so because no program purpose would be served by allowing
charges in excess of the 10\\'cst levels at which supplics, equipment, or
services can be readily obtained in a locality. For this reason, the com-
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mittee bill permits deviation from generally applicable reasonable
charge criteria where it is determined that medical supplies, equip-
ment, and services do not generally vary in quality from one supplier
to another.

Your committee recognizes that it will not be possible for the Secre-
tary to immediately establish special charge or cost limits for every
item or service not materially affected in quality by the supplier who
actually furnishes it to the patient. However, the committee believes
that it is important to make explicit the Secretary’s authority and it
is expected that he will assert such authority to impose rules for deter-
mining reasonable charges when, after due consideration, he determines
that a particular item or service does not vary in quality from one
supplier to another and devises special rules for reasonable charge
determinations that he considers equitable and administratively feasi-
ble. Until the Secretary designates an item or service as falling within
the scope of this provision and establishes rules for determining rea-
sonable charges for that item, the presently applicable rules, including
a&y special rules imposed by the carrier, would generally remain in
effect.

The effect of the new limits established under this provision would
be extended to the medicaid and child health programs by providing
that payments under these programs in fiscal year 1972 and thereafter
may not be made with respect to any amount paid for items and serv-
ices that exceeds these new limits. This would be consistent with the
situation in the present medicaid program.

The medicaid provisions of the Social Security Amendments of 1965
contained nothing which attempted to limit the chaiges by physicians
that States could pay under their medicaid programs. States could and
usually did set some type of limits of their own, typically less than
usual or customary charges. The Social Security Amendments of 1967
added a new medicaid provision which required that a State plan
must provide assurances that ‘“payments (including payment for any
drugs under the plan) are not in excess of reasonable charges consistent
with efficiency, economy, and quality of care.” On June 30, 1969, HEW
issued an interim 1egulation which limited fees paid to physicians, den-
tists, and other individual providers of medical services under medic-
aid. The HEW regulation stipulated that payments to providers would
be limited to those received in January 1969, unless payments were
below the 75th percentile of customary charges. States whose payment
structures provided fees above the 75th percentile of customary charges
were required to adjust their payments so that they did not exceed rea-
sonable charges as determined under medicare. The regulation also
stipulates that after July 1, 1970, States may request permission to
increase fees paid to individual practitioners only if two conditions
arc met: ]

(1) The average percentage increase requested above the 75th
percentile of customary charges on January 1, 1969, may not exceed
the percentage increase in the all-services component of the Consumer
Price Index (adjusted to exclude the medical component) or an
alternative designed by the Secretary; and

(2) Evidence is clear that providers and the States have coopera-
tively established effective utilization review and quality control
systems.



89

The proposed amendment is substantially along the lines of the
present regulation.

(¢) Limats on payment for skilled nursing home and intermediate care
facility services.—Your committee is concerned that costs for skilled
nursing homes and intermediate care facilities have been escalating
at a rate which is undesirable from the standpoint of Federal, State
and local governments and the private sector. Your committee
thercfore recommends that limits be placed on Federal financial
participation for costs of such facilities with a view toward exerting
pressure on both the public and private sectors to limit further
cost increases. The bill would provide that for any calendar quarter
beginning after December 31, 1971, the average per diem cost for
skilled nursing homes and intermediate care facilities countable for
Federal financial participation be limited to 105 percent of such cost
for the same quarter of the preceding year. However, in computing
the per diem costs any amounts ascribable to increases in the Federal
minimum wage, or other Federal law cnacted after the enactment of
the bill, would be disregarded.

(f) Payments to health maintenance organizations.—Under present
law, organizations providing comprehensive health services on a per
capita prepayment basis cannot be reimbursed by medicare through a
single capitation payment encompassing all covered services provided
to medicare cnrollees. Instead, medicare reimbursement to group
practice prepayment plans, whether it is made on a cost or charge
basis, must be related to the costs to the organization of providing
specific services to beneficiaries, so that the financial incentives that
such organizations have in their regular business to keep costs low and
to control utilization of services do not carry over to their relationship
with medicare.

Your committee believes that a serious problem in the present ap-
proach to payment for services in the health field, either by private
patients, private insurance, or the Government, is that, in effect, pay-
ment is made to the provider for each individual service performed,
so that other things being cqual, there is an economic incentive on the
part of those who make the decisions on what services arc needed to
provide more services, scrvices that may not be cssential, and even
unnccessary scrvices. A second major problem is that, ordinarily, the
individual must largely find his own way among various types and
levels of services with only partial help from a single hospital, a nurs-
ing home, a home health agency, various specialists, and so on. No one
takes responsibility, in a large proportion of the cases, for determining
the appropriate level of care in total and for secing that such care, but
no more, 1s supplied. The pattern of operation of health maintenance
organizations that provide services on a per capita prepayment basis
lends itself to a solution of both these problems with respect to the care
of individuals enrolled with them. Because the organization receives a
fixed annual payment from enrollees regardless of the volume of serv-
ices rendered, there is a financial incentive to control costs and to pro-
vide only the least expensive service that is appropriate and adequate
for the enrollee’s needs. Moreover, such organizations take responsi-
bility for deciding which services the patient should receive and then
seeing that those arce the services he gets.

Your committee believes it would be desirable for medicare to relate
itself to health maintenance organizations in & way that conforms more
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nearly to their usual way of doing business. The objective is to provide,
in the case of medicare beneficiaries, the same kind of financial incen-
tives that health maintenance organizations have with respect to their
other enrollees.

Accordingly, your committee’s bill provides for medicare payment
to such an organization with respect to beneficiaries enrolled with it to
be made on a prospective per capita basis, encompassing all medicare-
covered services for which its enrollees are cligible to receive payment.
(Group practice prepayment plans could, of course, choose to continue
to be reimbursed under the provisions of existing law if they wished.)
The payment would be determined annually in accordance with
regulations of the Secretary, at a rate equal to 95 percent of the estimat-
ed amount(with appropriate adjustments—such as age and morbidity
differentials—to assure actuarial equivalence) that would be payable
if such covered services were furmished outside of the framework of
a health maintenance organization. For beneficiaries who are covered
by both the hospital and medical insurance plans, payments to health
maintenance organizations would be made from both the hospital
insurance and supplementary medical insurance trust funds, with
the portion from the supplementary medical insurance trust fund
being the product of the total monthly premium (bencficiary and
Federal Government amounts combined) times the number of medi-
care beneficiaries enrolled in the organization. The remainder of the
payment would be made from the hospital insurance trust fund.

The 95 percent payment rate for any health maintenance organiza-
tion would be based upon the reimbursement amount per capita for
services furnished by other than health maintenance organizations,
adjusted for variations in unit benefit cost due to service areas, reason-
able availability of services, and underwriting rules. The service area
concept encompasses the geographical locality where the health
maintenance organization is providing the service, and in which
there is a reasonable cross section of different types of institutions
and practitioners and utilization rates. Where there is an abnormal
scarcity of services or excessive services for persons not in the health
maintenance organization in a particular locality, but the needs
of health maintenance organization members are fully met, the
actuarial equivalent cost would be determined by established actuarial
methods which include the consideration of costs in comparableloca-
tions where the covered services are reasonably available. The actuarial
determinations should be performed by qualified actuaries experienced
in health care program costing. This expertise also would be needed
to appraise whether enrollinent of poorer risks, such as institution-
alized persons or persons of low income, were less than in proportion
to the population in the service arca and to determine the effeets on
costs. Similarly, special linitations of the health maintenance organi-
zation on access of members to care, and limitations on the provision
of teaching and community services should also be taken into account
in considering cost equivalence.

To guard against potentially excessive profits from the medicare
payment, your committee has mcluded a provision to assure that the
ratec of retention (gross revenues less costs) for medicare enrollees
would not be periitted to exceed the rate for other beneficiaries of
the health maimtcnance organization. Since an acceptable rate of
retention cannot be prospectively assured, the provision calls for an
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examination by the Seeretary of the actual rates of retention experi-
enced by the organization. The health maintenance organization would
be required to submit to the Secretary, following each accounting
period, a public accounting report which identifies (by amount and
rate) the retention for all medicare beneficiaries, considered as a group,
and the retention for all other enrollees of the organization, considered
as a group. Any report showing a positive rate of retention for medicare
enrollees which exceeds 90 percent of its rate for other enrollees would
be subject to full audit. Where an excessive rate of retention is verified,
the organization would be required to utilize such excess for additional
benefits or reductions in premiums charged to medicare beneficiaries
or to refund the excess to the trust funds.

For purposes of this provision, an “excessive rate of retention” would
ordinarily be any positive rate of retention for medicare enrollees which
exceeds the orgamization’s rate of retention for enrollees under age 65.
However, if persons over age 65 comprise more than one-half of the
lieaith maintenance organization’s enrollment, an excessive rate of
retention would be any rate with respect to its medicare enrolices
which exceeds the rate of retention generally experienced by com-
parable types of organizations for enrolices under age 65. This latter
provision 1s intended to assure that those organizations which are
temporarily exempted from the requirement that oue-half of the
membership be under age 65 are nevertheless subject to a retention
limit which accurately refleets the retention experienced by prepay-
ment organizations which operate primarily in a true market situation.

Under this payment formula, the program is assured of saving for
at least § percent over average payments made on behalf of medicare
beneficiaries who are not enrolled in health maintenanee organizations.
More importantly, the payment mechanism rewards the health main-
tenance organization with earnings proportional to its efficiency rela-
tive to the traditional system and permits the especially efficient
organization an opportunity to provide special incentives (in the form
of additional benefits or premium reductions) for medicare beneficaries
to enroll and thus to maximize its returns. :

The individuals with respect to whom suech payment would be made
are medicare beneficlaries who are entitled to both hospital insurance
and suppiementary medical msurance or to medical insurance only and
who are enrolled with a health maintenance organization. They would
receive medicare-covered services only throngh the health maintenance
organization, except for those emergeney services as are furnished by
other physicians and providers of services., The health maintenance
organization would be responsible for paying the costs of such emer-
geney services. I an curolled individual received nonemergeney care
through some other means than the health maintenance organization,
he would have to meet the entire expense of such care, except in the
case where a determination has been made that the individual received
care outside the health maintenance organization which should have
been furnished by the HMO.

To qualifly to receive payment in this way, a health maintenanee
organization would have to be one which provides: (1) either directly
or through arrangements with others, health services on a prospective
per capita prepayment basis; (2) all the services and benefits of both
the hospital and medical insurance parts of the program; (3) physi-
cian’s services, cither directly by physicians who are employees or
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partners of the organization, or under an arrangement with an orga-
nized group of physicians under which the group is reimbursed for
its services primarily on the basis of an aggregate fixed sum or on a per
capita basis. Since physicians play the major role in determining utili-
zation of all covered services, such payinent arrangement should con-
tain an element of incentive for such physicians to assure that medicare
patients arc provided needed services in the most efficient and eco-
nomical manner. (The group of physicians which has the arrangement
with the health maintenance orgaunization could, in turn, pay its
physician members on any other basis, including fee-for-service.)

A health maintenance organization must have at least half of its
enrolled membership under age 65 or be expected to meet this require-
ment within a period not exceeding 3 years with evidence of positive
and continuing efforts to achieve the required enrollment distribution.
The organization must also hold an annual open enrollment period
during which it accepts enrollees on a nondiscriminatory basis up to
the Innits of its capacity. Additional requirements are: (1) that
the organization furnish to the Secretary proof of its financial responsi-
bility and its capacity to provide comprchensive health services,
including institutional services, effectively and economically; (2) that
the organization assure that the health services required by its enrollees
are received promptly and appropriately and that they measure up
to quality standards. The various elements of a health maintenance
organization, such as the hospital, the extended care facility or clinical
laboratory, would each continue to have to meet the conditions of
participation or other quality standards which apply to such organi-
zations under present law.

The Secretary would exccute an individual contractual agreement
with cach qualified organization desiring to function as a health
maintenance organization. Such contracts would be automatically
renewed annually in the absence of reasonable advance notice by either
party of intention to terminate at the end of the current term, except
that the Sccretary could terminate the contract at any time (after
reasonable notice and opportunity for hearing) if he finds that the
organization has failed substantially to carry out the contract, 1s
carrying it out in o manner inconsistent with efficient, effective, and
cconomical administration or no longer meets all requirements to
qualify for payment as a health maintenance organization. Such con-
tracts will include provisions giving the Secretary appropriate access
to organization records to evaluate the quality of its performance
with respect to provision of services as well as to determine compliance
with fiscal requirements. In negotiating the contracts, the Secretary
may disregard other laws and regulations which impose conditions or
restraints on the contractual process, but only where such conditions
or restraints arc inconsistent with the purposes of the medicare
prograin.

Under this provision, your committee expects that the Secretary will
issue regulations establishing means for effective implementation of an
ongoing review program to assure that the health maintenance orga-
nization effectively fulfills beneficiary service needs by adhering to
specified minimum requirements for full-time qualified medical staff,
keeping beneficiaries fully informed on the extent of coverage of
services received outside the organization, taking positive actions to
assure that beneficiaries are not deprived of benefits through devices
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such as scheduling appointments at inconvenient times or unwar-
ranted delay in scheduling of elective surgery, and avoiding discrimi-
nation against poor health risks through selective enrollment or poor
service aimed at encouraging disenrollment of high users of services.
The Sccretary is also expected to take precautions against possible
fiscal abuse of the program by examining (and, where required, taking
exception to) any arrangement the health maintenance organization
may have with providers, including related organizations, which
appear to result in an unwarranted increase in costs or to over-
state the value of any added coverage or reduction of premiums.

If the health maintenance organization provides only the services
covered by the medicare program to its enrollees, the premiums it may
charge its enrollees cannot exceed the actuarial value of the cost-sharing
provisions of the hospital and supplementary medical insurance parts
of the medicare program. If, however, the organization provides its
enrollees services 1in addition to those covered under medicare, it must
inform cnrollees of the portion of the premium applicable to such addi-
tional services, and the portion applicable to medicare-covered services
may not exceed the actuarial value of the cost-sharing provisions of the
medicare program. These requirements are intended to assure that
beneficiaries enrolled with health maintenance organizations benefit
fully from their medicare coverage and are, in effect, charged no more
than the deductible and coinsurance amounts. This provision will also
assure that they are made aware of the exact cost of any coverage
included in the benefits provided by the health maintenance organiza-
tions which 1s in addition to medicare coverage.

Beneficiaries enrolled with a health maintenance organization who
are dissatisfied with decisions of the organizations on benefit coverage
would have the right to a hearing before the Secretary, i which the
health maintenance organization would be an interested party, and
to judicinl review with respect to disputes involving amounts ex-
ceeding specified limits.

Beneficiaries could terminate their envollment with a health main-
tenance organization and revert to regular coverage under the program
in accordunce with regulations. It is expected that, generally, disenroll-
ment would take effect the same time after the disenroliment request
as is the case now with respect to disenrollment under the supple-
mentary medical insurance program.

Your committee also notes that some potentially qualified health
maintenance organizations currently have enrollees who may desire to
contimie membership in the organization but who de not wish to agree
to receive covered services only from that organization. Since it would
seem inequitable to require such individuals to either disenroll imme-
diately or involuntarily acceept a limitation on their access to covered
services, your committee has added a provision under which a health
muaintenance organization could continue through December 1974 to be
reimbursed for covered care provided to benefteiaries who were mem-
bers prior to January 1972 but who do not clect the option. Program
payments in such cases would be determined on a per capita basis
similar to that used for enrollees who clect the option, with appro-
priate payment reductions for out-of-plan use of covered services by
such enrollees.

The health maintenance organization provisions in the bill would be
effective with respect to services furnished on or after January 1, 1972.
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(9) Payment under medicare for services of physicians rendered at a
teaching hospital —When medicare was enacted, the general expecta-
tion was that physicians’ services to patients (but not intern or
resident services) would generally be paid for on a fee-for-service
basis. However, the issue of how medicare should reimburse for the
services of a physician when he supervised interns and residents in
the care of patients was not specifically detailed. Nevertheless, it was
clear that charges paid for a physician’s services under medicare
should be reasonable in terms of both the patient care services that a
particular physician provided as well as the charges made for similar
services to other patients—that is, if a physician merely took legal
responsibility for care, no fec for service was intended to be paid.
Or, if the physician performed the services differently than is usually
done when a patient engages his own private physician, the differences
were to be reflected in the charge paid by medicare.

Under present law, hospitals are reimbursed under the hospital
insurance part (part A) of the medicare program for the costs they
incur in compensating physicians for teaching and supervisory
activities and 1n paying the salaries of residents and interns under
approved teaching programs. In addition, reasonable charges are paid
under the medical insurance program (part B) for teaching physicians’
services to patients.

There is a wide variety of teaching arrangements. At one extreme
there is the large teaching hospital with an almost exclusively charity
cliecntele in which the treatment of medicare beneficiaries may, in fact,
though not in law, be turned over to the house staff; in such hospitals
many teaching physicians have had the roles exclusively of teachers
and supervisors and have not acted as any one patient’s physician.
Since in these cases the services of the teaching physicians are pri-
marily for the benefit of the hospital teaching program and hospital
administration rather than being focused on the relationship between
doctor and patient, the services of these physicians should be reim-
bursed as a hospital cost rather than on a fee-for-service basis under
the supplementary medical insurance program.

At the other extreme, there is the community hospital with a resi-
dency program which relies in large part for teaching purposes on
the private patients of teaching physicians whose primary activities
are in private practice. The private patients contract for the services
of the physician whom they expect to pay and on whom they rely to
provide all needed services. The resident or intern normally acts as
a subordinate to the attending physician, and the attending physician
personally renders the major identifiable portion of the care and di-
rects in detail the totality of the care. Morcover, there are teaching
hospitals in which a teaching physician may be responsible both for
private patients whom he has admitted and for patients who have
presented themselves to the hospital for treatment at no cost and who
have been assigned by the hospital to his care.

It has proved to be difficult to achieve effective and uniform applica-
tion of present policies to the large number of widely varying teaching
settings. In some cases, charges have been billed and paid for services
rendered in teaching hospitals which clearly did not involve any degree
of teaching physician participation. In some cases charges were billed
for the services that residents and interns rendered in every case where
a supervising physician had overall responsibility for their actions,
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even though he may not actually have become involved in the patient’s
care. In other cuses, charges for covered serviees were billed m amounts
that were out of all proportion to the covered serviee or the charges
billed to other patients.

Your committee does not guestion the appropriateness of fee-for-
service payvment for physicians’ services i the typieal community
hospital and other teaching settings where patients are expected to
puy fees for these services. For example, pavment for the services a
community physician provides to his private patient is clearly in
accord with the usual practices of other health insurance progras
and patients who pay their bills out of pocket.

On the other hand, in the cuse of all the ward or other accommaoda-
tions in many large hospitals and the service wards of other tesching
institutions where patients are not expected to pay any fees for physi-
clans’ services or only reduced fees are normally paud, the payment of
full churges represents an expense to the program that is not necessary
to give medicare patients aceess to the care they receive. Also, the
puyments tend to support the mantenance of two classes of patients
11 SOINE CUses.

Therefore, your committee’s bill would provide that reimbursement
for services of teaching phyvsicians to a nonprivate medicare patient
shoukl be included nunder part A, on an actual cost or “equivalent
cost” basis. A mechamsm for computing payment for serviees of super-
visory physicians on the unpaid voluntary medical stafl of a hospital
wottld be developed on a reasonable “salary equivadeney” basis of the
average salury texelusive of fringe benefits) for all full-time physicians
tother than house staff) at the hospital or, where the number of full-
time saluried physicians is mininal, at fike mstitutions in the area,
Your committee expeets that any determination with respeet to
whether the size of u particular hospital’s suluried stafl s sufficient
to provide the proper basis for reimbursement of donated services
would tuke into account the ratio of salaried to voluntary nonpad
stafl members us well as the absolute number of salaried staff. The
avernge salary cquivatent, which would be distilled into a single
hourly rate covering all physicians regardless of specialty, would be
applicd to the actual time contributed by the teaching physician in
direet patient care or supervisory voluntary service on a regularly
svlu-«lutv«l busis to nonprivate patients, Sucl services would be billed
for by the orgunized medical staff of the hospital and reimbursed 1o o
fund designated by the organized medieal stadl,

Medicare would pick up its proportionate share of such costs on a
basis comparable to the method by which reimbursement is presentiy
made for the services of interns and residents, The salary-equivalent
allowance would provide reasonable and not excessive puyments for
sueh services. The pavment represents compensation for contributed
medicad stafl time which would otherwise have to be obtained through
enploved staff on a reimbursable basis. Such funds would in general
be nuude availuble on an appropriate legal basis to the organized medi-
cal stadl for their disposition for purposes such as puyment of stipends
enhaneing the hospital's eapacity to attract honse staff or 1o upgrade
or to add pecessary facilities or services, the support of continuing
edueation programs in the hospital, and simifar charitable or eduea-
tional purposes. Contributions to the hospital made by the stafl from
such funds would not be recognized as a reimbursable cost when
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expended by the hospital nor would depreciation expense be allowed
with respect to equipment -or facilitics donated to the hospital by
the staff.

There are also teaching physicians whose compensation is paid by
a medical school. With respect to reimbursement for their direct or
supervisory services for nonprivate medicare patients, payments
should be made on the basis of actual or salary-cquivalent costs.
The funds so received may be assigned by such physicians to an
appropriate fund designated by the medical school for use in com-
pensating teacher physicians, or for educational purposes. Where
States clect to compensate for services of teaching or supervisory
physicians under medicaid, Federal matching should be limited to
reimbursement not in excess of that allowable under medicare.

Fee-for-service would continue to be payable for medicare bene-
ficiaries who arc bona fide “private patients.” This would ordinarily
be a patient who was scen by the physician in his office prior to
hospital admission; for whom he arranged admission to the hospital,
whose principal physicians’ service were provided by him, who was
visited and treated by him during his hospital stay; who would
ordinarily turn to him for followup care after discharge from the
hospital; and who is legally obligated to pay the charges billed,
including deductibles and coinsurance, and from whom collection of
such charges is routinely and regularly sought by the physician. Of
course, appropriate safeguards should be established to preclude fee-
for-service payment on the basis of pro forma or token compliance
with these private patient criteria.

Your committee recognizes, however, that this concept of a private
patient is not a complete definition primarily because it does not
take account of the customary arrangements for reimbursing con-
sultants and specialists who are not serving as the patient’s attending
ph{ysician, but who may provide a service to the patient for which
a lec-for-service pauyment is appropriate and for which services the
patient is legally obligated and which he expects to pay. For example,
where a general practitioner refers his patient to a surgeon for neces-
sary operative work and where the surgeon ordinarily charges and
collects from all referred patients for his services. Furthermore, in
some cases hospitals that normally do not bill for physician services
have special centers,s uch as a center for severely burned people, where
paticnts able to pay are regularly admitted and pay charges. It would
be intended that medicare follow the pattern of the private patient
in such centers.

The second exception to the cost-reimbursement coverage of teach-
ing physician services is intended to permit the continuation of fee-
for-service reimbursement for professional services provided to medi-
care patients in institutions which traditionally billed all patients (and
the majority of whom paid) on a fee or package charge basis for pro-
fessional services. This exception would apply if, for the years 1966,
1967, and cach year thereafter for which part B charges are being
claimed: all of the institution’s patients were regularly billed for pro-
fessional services; reasonable efforts were made to colleet these billed
charges and a majority of all patients actually paid the charges in
whole or in substantial part. The hospital would have to provide
evidence that it meets these tests for }cc-fur-scrvicc reimbursement
before the payments could be made.



97

A hospital eligible for fee-for-service reimbursement on the basis of
the requirement deseribed in the above exception could, if 1t chose,
clect to be reimbursed on the cost basis provided for by the bill if
the election would he advantageous to the program in that it might
reduce billing difficulties and costs. Similarly, where it would be
advantageous to the program and would not be expected to increase
the program’s liability, the cost reimbursement provisions of the bill
could serve as the basis for payment for teaching physicians’ services
furnished in the past where procedural difficulties have prevented a
determination of the amount of fee-for-service that is uppruyriulv.

Your committee expeets that in any borderline or questionable areas
coneerning whether reimbursement for the services of teaching physi-
cians in a given mstitution or setting should be on a costs or charges
basis, reimbursement would be on the basis of costs,

An important effect of these various coverage and co-pay provisions
would be that, where the cost-reimbursement approach is applicable,
reimbursement for the physician’s teaching activities and his related
patient care activities would always be provided under the same pro-
visions of the law, This would greatly simplify the administration of
the program by making it unnecessary to distinguish, as required by
present law, between a physician’s teaching activities and patient care
activities in submitting and paying bills,

Your committee’s bill also provides that the law be amended so that
a hospital could include the actual reasonable costs which an afliliated
medical school incurs in paying physicians to provide patient care
services to medicare patients i the hospital. The bill would also
permit including in a hospital’s reimbursable costs the reasonable
cost to a medical school of providing services to the hospital which,
if provided by the hospital, would have been covered as inpatient
hospital services or outpatient hospital services. The hospital would
be required to pay the reasonable cost of the services in question to
the institution that bore the cost

The above provisions would become effective with respect to ac-
counting periods beginning on or after July 1, 1971,

(k) Advance approval of extended care and home health coverage under
medicare.-~Under present law, extended care benefits are payable
only on behalf of patients who, following a hospital stay of at least 3
consecutive days, require skilled nursing care on a continuing basis for
further treatment of the condition which required hospitalization. The
post hospital home health benefit is payable on behalf of patients
who, following hospitalization or an extended care facility stay, con-
tinue to require essentially the same type of nursing care on an inter-
mittent basis, or physical or speech therapy. However, extended care
facilities and home health ageneies often eare for patients who need
less skilled and less medically oriented services in addition to patients
requiring the level of care which is covered by the program.

Under current law, a determination of whether a patient requires the
level of care that is necessary to qualify for extended care facility or
home health beuefits cannot generally be made until some time after
the services have been furnished. Your committee is aware that in
many cases such benefits are being denied retroactively, with the harsh
result that the patient is faced with a large bill he expected would be
paid or the facility or ageney is faced with a patient who may not be
able to pay his bill. The uncertainty about eligibility for these benefits
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that exists until after the care has been given tends to encourage phy-
sicians to cither delay discharge from the hospital, where coverage may
less likely be questioned, or to recommend a less desirable, though fi-
nancially predictable, course of treatment. The aggregate cffect is to
reduce the value of the post-hospital extended care and home health
benefits as a continuation of hospital care in a less intensive—and
Jess expensive—setting as soon as it is medically feasible for the patient
to be moved.

Your committec believes that to the extent that valid criteria can
be established posthospital extended care and home health benefits
should be more positively identified by type of medical condition
which ordinarily requires such care and that minimum coverage periods
should be assured for such conditions. To achieve its purpose, your
committee’s bill authorizes the Secretary to ecstablish, by medical
conditions and length of stay or number of visits, periods for which a
patient would be presumed to be eligible for benefits. These periods of
presumed coverage would be limited to those conditions which program
experience indicates are most appropriate for the extended care or
home health level of services following hospitalization, taking into
account such factors as length of hospital stay, degree of incapacity,
medical history and other health factors affecting the type of services
to be provided.

Y our committee recognizes that, in order to avoid the risk of presum-
ing coverage (by general medical category) in substantial numbers of
cases where extended care or home health care may not be required,
presumed coverage periods must necessarily be limited in duration and
will not, in many cases, encompass the entire period that the patient
will require covered care. Nevertheless, these minimum presumed
periods will provide a dual advantage over the present system of
coverage determination by (1) encouraging prompt transfer through
assurance that the admission or start. of care will be reimbursed and
(2) identifying in advance the point at which further assessment
should be made, on an individual case basis, of continuing need for
extended or home health care. Where request for coverage beyond the
initial presumed period, accompanied by appropriate supporting
evidenee, is submitted for timely advance consideration, it is expected
that a decision to terminate extended care or home health coverage
would ordinarily be effected on a prospeetive basis. For those condi-
tions for which specific presumed periods cannot be established,
current procedures for determining coverage would continue to apply;
however, fiscal intermediaries should be able to make coverage
determinations on a more timely basis for such admissions.

To prevent abuse of the advance approval procedure, intermediaries
and facilitics would be expected to monitor, through periodic review
of a sample of paid stays, utilization review committee studies, and
similay measures, the reliability of individual physicians in deseribing
the patients’ conditions or certifving patients’ needs for posthospital
extended care and home health services. The Seeretary could suspend
the applicability of the advance approval procedure for patients
certificd by physicians who are found to be unreliable in this respect.

This provision would be effective January 1, 1972.

(1) Authority of Secretary to terminate payments to suppliers of
services.—Present law does not provide authority for the Secretary
to withhold future payments for services furnished by an institutional
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provider of services, a physician, or any other supplier who either
abuses the program or endangers the health of beneficiaries, although
payment for past or current claims may be withheld on an individual
basis where the services are not reasonable or necessary for treatment
of illness or injury or where the supplier fails to provide the necessary
payment inforimation.

Your committee believes it important to protect the medicare,
medicaid, and maternal and child health programs and their bene-
ficiaries from those suppliers of services who have made a practice of
furnishing inferior or harmful supplies or services, engaging in fraudu-
lent activitics, or consistently overcharging for their services. Such
protection is not now provided under the law. For example, if a
physician is found guilty of fraud in connection with the furnishing
of services to a medicare beneficiary, there is no authority under
present. law to bar pavment on his subsequent claims so long as the
physician remains legally authorized to practice. States can, and some
do, bar from medicaid providers who abuse the program, but they
are not now required to do so.

Under your committee’s bill, the Seeretary would be given authority
to terminate or suspend payvments under the medicare program for
services rendered by any supplier of health and medical services found
to be guilty of program abuses. The Secretary would make the names
of such persons or organizations public so that beneficiaries would be
informed about which suppliers cannot participate i the program.
The situations for which termination of pavment could be made
mclude overcharging, furnishing excessive, mferior, or harmful serv-
ices, or making a false statement to obtain payment. Also, there would
be no Federal finaneial participation in any expenditure under the
medieaid and maternal and child health programs by the State with
respeet to services furnished by a supplier to whom the Seeretary
would not make medicare pavments under this provision of the bill.

Program review teams would be established in each State by the See-
retary, following consultation with groups representing consumers of
health services, State and loeal professional societies, and the appro-
priate intermediaries and carriers utilized in the admintstration of
title XVIIT benefits, Both the professional and the nonprofessional
members of the program review teams would be responsible for
reviewing and reporting on statistical data on program utilization
(which the Seeretary would periodically provide). In addition, the
entire program review team would review  cases mvolving over-
charging; however, only the professional members of the program
review teams would review cases involving the furnishing of exeessive,
inferior, or harmful services in order to assure that only professionals
will review other professionals under this provision.

[t is not expected that any large number of supphiers of health serv-
ices will be suspended from the medieare program because of abuse,
However, the existence of the authority and its use in even a relatively
few cases 1s expected to provide a substantial deterrent.

The provisions relating to title XV would be effeetive with respeet
to determinations made by the Seeretary after enactment of the bill,
The provizions relating to titles V and XIX would be effective with
respect to items or services furnished after June 30, 1971,

Any personcor organization dissatisfied with the Seeretary’s decision
to ternunate payments would be entitled to a hearing by the Seeretary
and to judicial review of the Secretary’s final decision.

59-948 O0—71— g
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It is not intended that this provision would in any way change the
Secretary’s present right to withhold payment where necessary pay-
ment information is not provided. Nor would the supplier of services
be entitled to a hearing or judicial review with respect to payments
withheld under such existing authority.

(7) Elvmination of requirement that States move toward comprehensive
medicaid programs.—Section 1903(e) of the medicaid statute requires
that each State make ‘‘a satisfactory showing that it is making efforts
in the direction of broadening the scope of the care and services made
available under the plan and in the direction of liberalizing the
eligibility requirements for medical assistance.” Under an amendment
adopted by the Congress in 1969 (Public Law 91-56, enacted August 9,
1969), the operation of this provision was suspended for two years,
until July 1, 1971, and the date by v.hich the States were to have
comprehensive medicaid programs (applying to everyone who mects
their eligibility standards with respect to income and resources) was
changed from 1975 to 1977.

Your committee has been concerned with the burden of the medic-
ald program on State finances and has included a provision in the
bill which would remove section 1903(e) from the Act. When the
operations of the State medicaid programs have been substantially
improved and there is assurance that program extensions will not
merely result in more medical costs inflation, the question of required
expansion of the program could then be reconsidered.

(k) Reductions in care and services under medicaid program.—
Under current law (section 1902(d) amended by P.L. 91-56) a State
cannot reduce its expenditures for the State share of medicaid from
one year to the next. If a State wishes to modify its State plan so as
to reduce the extent of care and services provided or to terminate
any of its programs, the Governor must certify to the Secretary that
a) tho State share of medicaid expenditures will not be reduced, b)
the State is complying with the provisions in its plan relating to
utilization and costs of services, and ¢) the modification is not made
for the purpose of increasing the standard or other formula for deter-
mining payments.

Your committee is concerend with the effect of section 1902(d) on
States which are faced with fiscal crises. Your committee is also
concerned, however, that such crises should not operate to prevent
the poor from receiving basic medical care and services, particularly
the six specific services mandated by present law.

Your committee wishes to assure maintonance of cffort with
regard to the basic services—physician, inpatient hospital, outpatient
hospital, laboratory, x-ray and home health services, as well as nursing
home care for those over 21 and carly and periodic sereening, diag-
nosis, treatment for those under 21. The bill would, therefore, amend
section 1902(d) by restricting the maintenance of effort requirement
to these basic services. The State would be able to modify the scope
and extent of optional services provided, such as drugs, dental care
and cyeglasses. This would enable the States experiencing fiscal erises
to respond to such crises without reducing their expenditures for
those services most urgently needed by the poor.

() Determination of reasonable cost of inpatient hospital services under
medicaid and maternal and child health programs.—Under present law,
as defined in earlier regulations issued by the Secrctary, States are
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roquired to reimburse hospitals for inpatient care under medicaid on
the basis of the reasonablo cost formula set forth in medicare. Several
States have objected to this requirement, asserting that use of the
medicare formula for medicaid reimbursement can result in their
paying more than the actual cost of providing inpatient care to those
cligible for medicaid. There is nothing in the legislative history which
requires that reasonable costs should be defined precisely the same way
for both programs, and there are reasons why they should not, such
as the differing characteristics of the two populations served.

Your committee’s bill would allow States to develop their own
methods and standards for reimbursement, thereby giving them
flexibility in working out satisfactory payment arrangements with their
hospitals. The Secretary could disapprove a State’s plan if it were
shown to his satisfaction that the method developed by the State
would not pay the actual and direct cost of providing care to medic-
aid cligibles. Reimbursement by the States would in no case exceed
reasonable cost reimbursement as provided for under medicare.

Your committee bill wishes to make clear that it is not the intention
of this section to shift the burden of costs from medicaid recipients to
non-medicaid rocipients. However, the States should not be unduly
restricted in the methods with which they might experiment for pay-
ment of inpatient hospital services.

The bill would apply the same determination of reasonable costs to
maternal and child health programs. The provision would be effective
July 1, 1972, or carlier if the State plan so provides.

(m) ~\mount of payments where customary charges for services furnished
are less than reasonable cost.—Under present law, reimbursement under
the medicare program is based on the reasonable costs incurred by
providers of services (but only for inpatient hospital services under
medieaid and the maternal and child health programs) in providing
sorvices Lo individuals covered by these programs, This results, in
some cases, in these programs paying higher amounts for services
received by covered individuals than such individuals would be charged
if they were not covered by these programs, because, n some cases, &
provider’s customary charges to the general public are set at a level
which does not reflect the provider’s full costs.

Your committee believes that it is inequitable for the medicare,
medicaid, and the child health programs to pay more for services than
the provider charges to the general public. To the extent that a pro-
vider's costs are not reflected in charges to the publie generally, such
costs are expeeted to be met from income other than revenues from
patient care—for example, from endowment or Investment income.
The bill would provide, therefore, that reimbursement for services
under the medicare, medicaid, and child health programs could not
exceed the lesser of the reasonable cost of such services as determined
under seetion 1861(v) of the Social Security Act, or the customary
charges to the general public for such services.

However, vour committee believes that it would be undesirable to
apply this provision in the case of services furnished by public pro-
viders of services free of charge or at a nominal fee. The bill would
provide, therefore, that where services are furnished by a public pro-
vider of services free of charge or at a nominal charge, the Secretary
shall specify by regulation reimbursement based on those elements of
costs generally allowed in the determination of reasonable cost that he
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finds will result in fair compensation for such services. In such cases
fair compensation for a service could not exceed, but could be less than
the amount that would be paid under present law.

Your committee recognizes that a provider’s charges may be lower
than its costs in a given period as a result of miscalculation or special
circumstances of limited duration, and it is not intended that provid-
ers should be penalized by such short-range discrepancies between costs
and charges. Nor does the committee want to introduce any incentive
for providers to set charges for the general public at a level substan-
tially higher than estimated costs merely to avoid being penalized by
this provision. Thus, your committec recognizes the desirability of per-
mitting a provider that was reimbursed under the medicare, medicaid
and child health programs on the basis of charges in a fiscal period to
carry unreimbursed allowable costs for that period forward for perhaps
two succeeding fiscal periods. Should charges exceed costs in such suc-
ceding fiscal periods, the unrcimbursed allowable costs carried forward
could be reimbursed to the provider along with current allowable costs
up_to the limit of current charges.

Your committec intends that for purposes of administering this
provision, “customary charges’” shall mean (1) the charges listed in an
established charge schedule (if the institution has only a single set of
charges applied to all patients), or (2) the most frequent or typical
charges imposed (if the institution uses more than onc charge for a
single service). However, in order to be considered to be the “customary
charge,” a charge would have to be one that was actually collected
from a substantial number of individuals. A charge set up in name only,
perhaps primarily to avoid the effect of this provision, 1s not intended
to determine medicare reimbursement.

The provisions relating to medicare would be effective with respect
to services furnished by hospitals, extended care facilitics and home
health agencies in accounting periods beginning after June 30, 1971.
Provisions relating to medicaid and maternal and child health would
be effective for accounting periods beginning after June 30, 1971.

(n) Institutional planning under medicare.—Under present medicare
law, there is no requirement for providers of services to develop fiscal
plans such as operating and capital budgets. However, your committee
1s aware of the fact that health care facilities have come under increas-
Ing criticism on the grounds that they fail to follow sound business
practices in their operations. The Advisory Committee on Hospital
Effectiveness established by the Sccretary of HEW in its report
stated, “* * * the fact must be faced that deficiencies in hospital
management owe something, at least, to inattention, indifference, or
lack of information on the part of some hospital boards, and some
trustees with the best intentions and energy have not been adequately
informed by administrations on what the functions of g hospital
trustee, or a hospital should be.” In recommonding the requirement
contained in the bill, the Secretary’s committee stated, “The require-
ment that detailed budgets and operating plans be prepared annually
as a condition of approval for participation in Federal programs can
be expected to disclose management inefficiencies in such health care
Institutions as a_necessary first step toward bringing about nceded
improvements. Especially, the committee believes this requirement
will compel the attention of many hospital trustecs to lapses in man-
agement that would not be permitted in their own businesses.”
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Under your committee’s bill, providers of services (including hos-
pitals accredited by the Joint Commission on Accreditation of Hos-
pitals) would be required, as a condition of participation under the
medicare program, to have a written overall plan and budget reflecting
an operating budget and a capital expenditures plan. The overall plan
would be expected to contain information outlining the services to be
provided in the future, the estimated costs of providing such services
(including proposed capital expenditures in excess of $100,000 for
acquisition of land, buildings, and equipment and replacement, mod-
ernization, and expansion of the buildings and equipment), and the
proposed methods of financing such costs. It would have to be prepared
under the dircction of the governing body of the institution, by a
committee consisting of representatives of that body, the administra-
tive staff and the medical staff. The required annual operating budgets
may be prepared by groupings of cost or income rather than a detailed
itemization for each type of cost or income. The plan would cover the
immediately following year and the immediately following 3-year
accounting period and would be reviewed and updated annually to
assure that it is consistent with the budgetary program of the provider.

The plan would not be reviewed for substance by the Government
or any of its agents. The purpose of the provision is to assure that
such mstitutions carry on budgeting and planning on their own. It is
not intended that the Government will play any role in that process.

The new condition of participation would have to be met with re-
spect to any provider of services for fiscal years of the provider
beginning after the fifth month after the month of enactment.

(0) Payments to States under medicaid programs for installation and
operation of claims processing and information retrieval systems.—Under
present law, States are required to use methods of administration
deemed necessary by the Secretary for cfficient operation of the pro-
gram. Federal matching is now set at 50 percent for administrative
costs and 75 percent for compensation of professional medical per-
sonnel. Despite this requirement, many States do not have effective
claims administration or well-designed information storage and re-
trieval systems; nor do they possess the financial and technical resources
to develop them if required to do so by the Secretary.

Y our committee proposes to aid the States in meeting their responsi-
bilities by authorizing 90 percent Federal matching for the cost neces-
sary to design, develop, and install mechanized claims processing and
information retricval systems deemed necessary by the Secretary. The
Federal Government acknowledges the obligation to provide technical
assistance, including the development of model systems, to each State
operating a medicaid program. It is expected that this financial and
tcchnicafz support will aid the States in realizing efficient and effective
administration of the program, and that it will reduce program costs.

Your committee also recognizes the importance of this activity by
providing in the bill for Federal matching funds at the 75 percent
rate for the operation of the system approved by the Secretary.

States would not be eligible to reecive this increased Federal
support until they have developed the capacity to provide basic
information to recipients on services paid for by the program, including
the names of the providers, the dates on which services were furnished,
and the amount of payment made. Experience with the medicare
program indicates that beneficiary complaints about discrepancies
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between the “explanation of benefits” form they receive, and the care
actuaily provided, has becn the largest single source of information on
possible abuse and fraud. Tt is appropriate to combine the requirement
that States provide such explanations with the increased Federal
matching which would support such an activity. Savings resulting
from improved administrative efficiency would more than offset the
cost of this provision.

This provision of the bill would be effective July 1, 1971,

(p) Prohibition against reassignment of claims to benefits.—Under
present law, payment for services furnished by a physician or other
person under the supplementary medical insurance program is made:
(1) to the beneficiary on the basis of an itemized bill, or (2) to the
physician or other person who provided the services on the basis of an
assignment under the terms of which the reasonable charge is the full
charge for the service. Present law also provides that payimnent for such
services under the medicaid program is made to the physician or other
person providing the serviees. The law is silent with respect to reas-
signment by physicians or others who provide services of their right to
receive payment under these programs The Department of HEW
makes such reassigned puyments under medicare without specific
legislutive authority.

Experience with this practice under these programs shows that some
physicians and other persons providing services reassign their rights
to other organizations or groups under conditions whereby the organi-
zation or group submits claims and receives payment in its own name.
Such reassignments have been a souree of incorrect and inflated claims
for services and have created administrative problems with respect to
determinations of reasonable charges and recovery of overpayments.
Fraudulent operations of collection agencies have been identified in
medicaid. Substantial overpayments to many such organizations have
been identified in the medicare prograni, one involving over a million
dollars.

Your committee’s bill secks to overcome these difficultics by pro-
hibiting payment under these programs to anyone other than the pa-
tient, his physician, or other person who provided the service, unless
the physician or other person is required as a condition of his employ-
ment to turn his fees over to his employer, or unless the physician or
other person has an arrangement with the facility in which the services
were provided under which the facility bills for the services. It is not
the intent of your committee that this provision apply to payments to
providers of services that are based on the reasonable cost of the
services.

Your committee’s bill would not preclude a physician or other person
who provided the services and aceepted an assignment fromn having the
payment mailed to anyone or any organization he wishes, but the pay-
ment would be to him in his name.

The provision would in no way interfere with the fiscal relationships
between physician and hospitals, in the case of hospital-based pathol-
ogists and radiologists, for example.

This provision as it applies to medicare would be effective with re-
spect to bills submitted after the enactment date. For medicaid the
provision would be effective July 1, 1972, or carlier if the State plan so
provides.
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(q) Utilization review requirements for hospitals and skilled nursing
homes under medicaid and maternal and child health programs.—Under
present medicare law, each hospital and extended care facility is
required to have a utilization review committee to review all long-stay
cases as well as review, on a sample or other basis, admissions, dura-
tions of stay and professional services. The reasons for requiring
hospitals and extended care facilities to have utilization review com-
mittees for medicare cases apply with equal force to review of medicaid
cases, but there is now no such requirement in the medicaid law.

Your committee’s proposal would require hospitals and skilled
nursing homes participating in the medicaid or maternal and child
health program to have cases reviewed by the same utilization review
committee already reviewing medicare cases or, if one does not exist,
by a committee which meets the standards established under medicare.
States could, if they wish, impose more stringent requirements, e.g.,
they might request that the committee review medicaid patient stays
earlier than medicare cases since the medicaid population is generally
younger than that covered under medicare.

This provision would be effective July 1, 1972.

(r) Notification of unnecessary admission to a hospital or extended
care facility under medicare—Under present law, the utilization
review committee required to function in each hospital and extended
care facility must review all long-stay cases and at least a sample of
admissions. When in the review of a long-stay case the utilization
review committee determines that further stay in the institution is
not medically necessary, the committee is required to notify promptly
the physician, the patient, and the institution of its finding. No
medicare payment is made for any services furnished after the third
day following such notification.

Your committee’s bill would require a similar notification, and a
similar payment cut-off after 3 days, to be made where the utilization
review committee in its sample or other review of admissions finds a
case where hospitalization or extended care is no longer necessary (or
never was necessary). Thus, your committee’s bill would remove the
anomaly of continuing payment in a case where the utilization review
committee determined in the course of sample or other review that
admission to the institution or further stay was not necessary and
would make parallel the treatment accorded long-stay cases and cases
reviewed on & sample basis. '

This provision would be effective with respect to services furnished
after the second month following enactment of the bill.

" (s) Use of State health agency or other appropriate medical agency to
perform certain functions under medicaid and maternal and child health
programs.—Under present law, one State agency may have the re-
sponsibility for certifying health facilities for participation in the medi-
care program and another agency for certifying health facilities for
participation in medicaid and maternal and child health programs.
Your committee believes that this duplication of effort in the verifica-
tion of and in the establishment and maintenance of health standards
is unnecessary and inefficient and should be limited to the extent feasi-
ble. Your committee’s bill would require the State to provide that the
State health agency (or the State medical agency which licenses health
facilities) shall perform these functions for medicare, medicaid, and
the maternal and child health programs. Your committee would
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authorize the use of the appropriate State medical agency rather than
limiting the designation to “State health agency.”

Your committee also believes that the effectiveness and economy of
the medicaid program would be enhanced through development of
capability in each State to perform utilization reviews, to establish
standards relating to the quality of health eare furnished to medicaid
recipients, and to review the quality of the services provided. Activities
such as these would provide information on the under-or over-utiliza-
tion of resources and the quality and appropriateness of care.

To encourage the development of the capabilities upon which these
improvements would be based, your committee bill would provide
that Federal participation in medicaid payments be contingent upon
the establishment of a plan, aceeptable to the Secretary, for utilization
review, the establishment of standards relating to the quality of care
furnished to medicaid recipients, and review of the quality of services
provided. Federal matching at the 75-percent rate is available for
the costs of the health professionals and their supporting staff found
necessary in earrying out such functions.

This provision would be effective July 1, 1972.

() Relationship between medicaid and comprehensive health care
programs.—Present law provides that under Title XIX all cligible
recipients should receive the same scope of services; that those services
should be available throughout the States; and that recipients should
have freedom of choice to determine where they shall receive their
care. The law also provides that recipients may choose to obtain
medical services from organizations providing them (or arranging for
their availability on a prepayment basis).

These requirements for State plans, called “comparability and
“statewideness’’, have limited states in their ability to contract with
organizations such as neighborhood health centers or pre-paid group
practices to provide services to medicaid recipients. These organiza-
tions provide services which are often broader in scope than the
services received under the medicaid plan, and, therefore, are not
available throughout the State. Under current law States arce able
to contract with such organizations only a) through a waiver under
& provision in present law that the particnlar contract is o demonstra-
tion project, or (b) through establishing a scparate premium rate
for the particulur set of services offered under the State plan.

Organized plans, primarily those on u prepaid basis, have been
shown to discourage overutilization of expensive inpatient care and
to cucourage less costly ambulatory care and preventive health
measures.

Your committee bill would enable States to waive Federal state-
wideness and comparability requirements, if a State contracts with an
organization which has agreed to provide health care and services
in excess of the State plan to eligible people who reside in the geographic
area served by such an organization, and who elect to obtain such
care and services from such an organization. Payments to such organi-
zations could not be higher on a per capita basis than per capita pay-
ments expended for medicaid cligibles in the sume general geographic
arca not under the proposed arrangement.

The amendment would be effective upon enactment.

(w) Program for determining qualifications for certain health care
personnel.—Under present law, the Secretary establishes various
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health and safety criteria as conditions for the participation of
providers of service in the medicare program. In setting these standards
1t is necessary to establish criteria for judging the professional com-
K)Etency and qualifications of key personnel in these health facilities.
Medicare and medicaid regulations have relied heavily on formal
training courses and professional society membership in judging
professional competency.

Your committee agrees with the Secretary that appropriate criteria
as prima facie evidence of competence are necessary. However, your
committee is concerned that reliance solely on specific formal educa-
tion or training, or membership in private professional organizations
might serve to disqualif peopre whose work experience and training
might make them equally or better qualified than those who meet
the existing requirements. Your committee belicves that failure to
make the fullest use of competent health personnel is of particular
concern because of the shortage of such personnel.

Your committee’s bill, therefore, requires the Secretary to explore,
develop, and apply appropriate means of determining the proficiency .
of health personnel disqualified or limited in responsibility under
present regulations. A proficiency testing program would help to
make greater use of otherwise qualified health personnel and tech-
nicians who do not now meet medicare’s formal criteria for judging
professional competency and qualifications. Appropriate methods and
procedures are capable of being promptly developed and applied to
determine qualifications and to upgrade skills to qualifying levels.

Your committee obtained agrecment from the Department last
year to institute such a program with respect to clinical laboratory
personnel and asked for a report on the matter by July 1, 1971. Your
committee is looking forward to receiving that report.

The amendment would be effective upon enactment.

(v) Penalties for fraudulent acts and false reporting under medicare
and medicaid.—Under present law, a false statement or representation
of a material fact in any application for payment under social security
programs is defined as a misdemeanor and carries a penalty of up to
one year of imprisonment, a fine of $1,000, or both.

Your committee believes that a specific provision defining acts sub-
ject to penalty under the medicare and medicaid programs should be
included to provide penalties for certain practices which have long
been regarded by professional organizations as unethical, as well as
unlawful in some jurisdictions, and which contribute appreciably to
the cost of the medicare and medicaid programs. Thus, under the
committee bill, the criminal penalty provision would include such
yractices as the soliciting, offering, or accepting of kickbacks or bribes,
including the rebating of a portion of a fee or charge for a patient
referral, involving providers of health care sérvices. In addition, the
lzrovision would Include penalties for concealing or failing to disclose

nowledge of any event affecting a person’s right to any enefit pay-
ment with the intent to defraud, or for knowingly and willfully con-
verting benefits or payments to imnproper use. {Inder the biﬁ, the
penalty for such acts, as well as false statements or representations
of material facts in any application for payment under the medicare
and medicaid programs, would be a fine of $10,000, 1 year of im-
prisonment, or both.
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Continuing investigation and review of reports by the General
Accounting Office have indieated that false statements may have been
made by individuals and institutions with respect to health and safety
conditions and operating conditions in health care facilities in order to
secure approval for participation in the medicare and medicaid pro-

rams. While the numbers of different individuals and institutions
mvolved in such fraud may not be large in relation to the nuinber
participating in the program, your committee believes that a specific
penalty for such acts should be provided to deter the making or in-
ducing of such statements. Thus, your committee’s bill includes specific
provisions under title XVIIT (nedicare) and under title XIX (medi-
caid) of the Social Security Act whereby anyone who knowingly and
willfully makes, or induces or secks to induce the making of, » false
statement of material fact with respect to the conditions and operation
of a health care facility or agency in order to secure certification or
approval to participate in the medicare and medicaid programs would
be subject to imprisonment for up to 6 months, a fine not to exceed
$2,000, or both.

These provisions would be in addition to and not in licu of any other
penalty provisions in State or Federal law.

The amendment is effective upon enactment.

(w) Provider reimbursement review board.—Under present law there
is no specific provision for an appeal by a provider of services of a
fiscal intcrmc(riury’s final reasonable cost determination. Although
the HEW has developed administrative procedures to assist providers
and intermediaries to reach reasonable and mutually satisfactory
scttlements of disputed reimbursement items, your committee believes
that it is desirable to prescribe in law a spccig’c procedure for settling
disputed final determinations applying to the amount of program
reimbursement. This procedure would not ap ly to questions of
coverage or disputes involving individual beneficiary claims.

Your comimittee’s bill, therefore, provides for the establishment of
a Provider Reimbursement Review Board. The Board would be com-
posed of 5 inembers, knowledgeable in the field of cost reimbursement,
appointed by the Secretary of Health, Education, and Welfare. At
least one member of the lg'ourd would have to be a certified public
accountant, and two members would be representative of providers
of services.

Any provider of services which has filed a timely cost report may
appeal an adverse final decision of the fiscal intermediary with respect
to the period covered by such a report to the Board where the amount
in controversy is $10,000 or inore. The appeal must be filed within 180
days after notice of the fiscal intermediary’s final determination.
Implementation of the inteninediary determinations would not be
held in abeyance pending the Board’s decision.

The provider would have the right to reasonable notice as to the
time and place of hearing and reasonable opportunity to appear at the
hearing; to be represented by counsel; to introduce reasonable and

sertinent evidence to supplement or contradiet the evidence considered
Ly the fiscal intermediary; and to examine and cross-cxanine wit-
nesses. Under your commmttee’s bill, all decisions by the Board would
have to be based upon the record made at such hearing, which may
include any cvidence submitted by the Departinent. Such evidence
would include the evidence or record cousidered by the intermediary.
Based upon examination of all of the evidence, the Provider Reim-
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bursement Review Board may find in whole or in part for the provider
or the Government (including a finding based upon the evidence
before it that the provider owes sums in addition to the amount
raised in the appeal).

A decision of the Provider Reimbursement Review Board would be
final unless the Secretary, on his own motion, and within 60 days
after the provider of services is notified of the Board’s dccision,
reverses or modifies the Board’s decision adversely to the provider.
In any case where such reversal or modification occurs, the provider of
services would have the right to obtain a review of such a decision by
the United States District Court for the district in which it is located
or in the United States District Court for the District of Columbia,
as an aggrieved party under the Administrative Procedure Act,
notwithstanding any other provision in section 205 of the Social
Security Act.

The amendments made by this section would be effective with
respect to accounting periods beginning after June 30, 1971.

3. Miscellaneous and technical provisions

(a) Physical therapy services and other therapy services under medi-
care.—Under present law, physical therapy is covered as an inpatient
hospital service, an inpatient extended care service, a home health
service, and a service incident to physicians’ services. Physical therapy
is also covered when furnished under prescribed conditions by a
participating hospital, extended care facility, home health agency,
clinic, rehabilitation agency, or public health agency to its outpatients.
The physical therapist may be either an employee of the participating
facility or he may be self-employed and furnish his services under
arrangements with and under the supervision of the facility.

The limitations imposed under present law on the coverage of physi-
cal therapy have been a source O}J some difficulty. For example, it has
been difficult to explain why physical therapy services cannot be fur-
nished in the therapist’s office, especially in cases where the latter is
more accessible than the facility to which the beneficiary must travel to
obtain the service.

Your committee’s bill would include as covered services under the
supplementary medical insurance program the services of a physical
therapist in independent practice, when furnished in his office or in
the patient’s home (including a place of residence used as his home
other than an institution which is primarily engaged in furnishing
skilled health care services). These services woulcf be furnished under
such licensing and other conditions relating to health and safety as
the Secretary may find necessary, such as requiring that the services
be furnished pursuant to a written plan of treatment established by
a physician which prescribes the amount, type, and duration of serv-
ices to be furnished, and setting out professional qualifications in
addition to State licensure for the physical therapists participating
under this provision. The bill would provide that the Secretary estab-
lish regulations governing other conditions under which the proposed
services would be furnished. Your committee expects the Secretary to
be guided by the conditions now in effect for providers of outpatient

hysical therapy services, taking into account the less elaborate
acilities generaﬁy present in the office setting, but assuring that the
regulations provide for the availability of an adequate program of
physical therapy services in the therapist’s office.
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With respect to present law as it covers physical therapy services
furnished to an inpatient of a hospital or an extended care facility,
there ure a few cases where an inpatient exhausts his inpatient benefits
and can continue to receive payment for the physical therapy treat-
ment (as a covered expense under the supplementary medical insurance
program) only if the hospital or extended care facility is able to ar-
range for another participating facility to furnish the physical therapy
treatment us an outpatient service. Your committee’s bill would au-
thorize a hospital or extended care facility to furnish outpatient
physical therapy services to its inpatients. This would permit an in-
patient of a purticipating hospital or extended care facility to continue
to receive covered physical therapy services under the supplementary
medical insurance program in those cases where he had exhausted his
mpatient benefits through which physical therapy services were cov-
ered under the hospital insurance program or where he is otherwise
neligible for hospital insurance inpatient. benefits. . )

Your committee is concerned over the increasing costs of physical
therupy services and other therapy services furnished in hospitals and
extended care facilities. Accordingly, the committee bill inc‘udos two
provisions for controlling prograin” expenditures for therapy services
and services of other health related personnel and for preventing abuse:

(1) Total charges on which pavinent may be made in a calendar
year with respect to an individual for physieal therapy services
furnished to him in practitioners’ offices or in"his home by independ-
ently practicing physical therapists may not exceed $100 (such pay-
ment would be subject to the deductible and coinsurance provisions
of the supplementary medical insurance program). Program reim-
bursement for the reasonable charges for the covered services would
be made either to the beneficiary or, on assignment, directly to the
physical therapist,

(2) With respect to physical, occupational, and speech therapy
services, or the services of other health specialists, furnished by a
provider of xervices, a clinie. rehabilitation ageney, or 2 public health
ageney or by others under arrangements with such providers or other
organizations, payment for the reasonable cost of such services may
not exceed an amount equal to the salary which would have been
payable if the services had been performed in an employment rela-
tionship, plus the cost of such other expenses an individual not working
as an employee might have, such as maintaining an office, travel-time
and expense, and similar costs. Your committee expects that the
Seeretary will, in establishing the criteria for determining the reason-
able cost of such services, consult with the professions direetly affected
and give thorough consideration to procedures used in other public
and private plans that may be loeal, regional, or national in scope.

The provisions for covering additional physical therapy services
under supplementary medical insuranee would be effective for serv-
ices furnished on or after January 1, 1972. The provision relating to
the coverage of outpatient physical therapy services furnished to
inpatients of hospitals or extended care facilities would be effective
on enactiment of the bill. The provision relating to determining the
reasonable cost of services of therapists and ()tﬁor health specialists
would be cffective with respeet to accounting periods beginning on
or after January 1, 1972,
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(0) Coverage of supplies related to colostomies—Payment under
medicare for the bags and straps used in conjunction with some
colostoinies (an artificial opening of the bowel to the abdominal wall
which is often necessary in surgical treatinent of cancer of the bowel)
is not specifically authorized by the law. Medicare pays for these as
surgical dressings, but does not pay for the irrigation equipment and
supplies used in treating a colostomy condition. The provision would
correct this inequity by providing specific coverage for colostomy
bags and supplies directly related to colostomy care, as prosthetic
devices.

This provision would be effective on enactment.

(¢) Coverage of ptosis bars.—Under medicare’s supplementary
medical insurance program, specific provision is made for the coverage
of leg, arm, back, and neck braces, which includes a variety of devices
used to support weak or deformed body members or to restrict motion
in a diseased or injured part of the body. However, medicare does not
pay for ptosis bars used to support the drooping eyelids of patients
suffering from paralysis or atrophy of the muscles of the upper eyelid.
Your committee’s bill would cover these devices in the same way as
other supportive devices or appliances. No payment would be made,
of course, for eyeglasses to which such devices may be attached.

This provision would be effective on enactment.

(@) Inclusion under medicaid of care in intermediate care facilities.—
In order to provide a less costly institutional alternative to skilled
nursing home care, the Congress approved in 1967 an amendment
to Title XI of the Social Security Act which authorized Federal
matching for a new classification of care provided in ‘‘intermediate
care facilities.” The provision was intended to provide a means for
appropriate placement of patients professionally determined to be in
need of institutional care but not care at the skilled nursing home level.

The intermediate care benefit was not intended to cover care which
was essentially residential or boarding home in nature. It was not
intended to provide a refuge for substandard nursing homes which
would not or could not meet medical standards. It was not intended
as a placement device whereby States could reduce costs through
wholesale and indiscriminate transfer of patients from skilled nursin
homes to intermediate care without care}ul and independent mediczﬁ
review of each patient’s health care needs.

Many thousands of patients arc in skilled nursing homes who do
not need that level of care, according to recent General Accounting
Office and HEW audit reports. Thousands of those people are in
skilled nursing homes because their States have not as yet established
intermediate care programs.

Your committee has, therefore, included an amendment to clarify
congressional intent with respect to intermediate care and to make
such care, where appropriate, more generally available as an alternative
to costlier skilled nursing home or hospital care.

Your committee’s amendment is designed to make it clear that inter-
mediate care coverage is for persons who require care in the entire
range from just above simple boarding home arrangements up to, but
not including, the skilled nursing home level.

Your committee amendment would require an intermediate care
facility to meet such standards, prescribed by the Secretary, as are
deemed necessary to assist in meeting the needs of the types 0¥pntients
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expected to be placed in such institutions. The Secretary could estab-
lish several levels of standards depending upon the type of care
involved. As indicated, the term intermediate care is a broad one en-
compassing institutions which are just above the boarding home level
up to the mstitution which has a level of health care just below that
of the skilled nursing home.

The amendment would provide for the transfer of the intermediate
care provisions from Title XI of the Social Security Act to Title XIX
(Medicaid). This action will enable the medically indigent, presently
incligible for intermediate care, to receive such care, when a State
has a medically needy program and when such care has been deter-
mined as appropriate to their health care needs. This change should
also serve to end the practice in some States of keeping medically
indigent patients in skilled nursing homes when they could more
appropriately be cared for in intermediate care facilitics. Such States
may do so beecause, under present law, Federal matching funds are
available toward the costs of skilled nursing home care provided med-
ically indigent persons but not for care of such people in intermediate
care facilities.

Your committee’s amendment would also authorize Federal match-
ing under medicaid for care of the mentally retarded in public insti-
tuitions which have a primary purpose of providing health or rehabili-
tation services and which are classified as intermediate care facilities.
Matching would be available only in a properly qualified institution
meeting standards (in addition to those required of an intermediate
care facility) established by the Department for mentally retarded
persons receiving an active program of health-related treatment or
rchabilitation. States would not be eligible for the additional Federal
matching funds unless they maintained present levels of State and
local funds expended for care of the mentally retarded. The purpose
here 1s to improve medical care and treatment of the needy mentally
retarded rather than to simply substitute Federal dollars for State
dollars. The provision would not provide Federal participation in
payments to institutions that are prumarily residential or custodial in
character even though these may provide some health or rehabilitation
services.

Intermediate care would, under another provision in the bill by
defintion be less expensive than skilled nursing home care; therefore,
the cost of intermediate care should generally be significantly less
than skilled nursing home care in the same area.

In view of the rapidly increasing expenditures for intermediate
care and in view of the extension of intermediate care to the medically
indigent, your committee has added another provision to its amend-
ment requiring regular independent professional review of patients in
those intermediate care facilities which have a significant health con-
tent. Teams headed by either a physician or a registered nurse would
regularly review, on site, the nature of the care required and provided
to each such intermediate care recipient. That review would be under-
taken on a patient-by-patient basis and may not be performed at a
distance or without reference to the specific circumstances of the
individual patient. The Secretary of HEW would be expected to
establish two or more levels of care encompassed under the inter-
mediate care concept and then vary his regulations for such reviews
based on the characteristics of the patients in the various levels of care.
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The amendment would be effective January 1, 1972.

(¢) Coverage prior to application for medical assistance.—Under
present law, a State may, at its own option cover the cost of heaith
carc provided to an otherwise qualified recipient for the three months
prior to his application for medicaid. Thirty-one States have clected
to provide this coverage, thereby protecting persons who are eligible
for medicaid but do not apply for assistance until after they have
received care, either because they did not know about the medicaid
eligibility requirements, or because the sudden nature of their illness
prevented their applying.

Your committee belicves such coverage is reasonable and desirable.
Your committee’s bill would therefore require States to provide cover-
age for care and services furnished in or after the third month prior to
application for those individuals who were otherwise eligible when
services werc received.

This provision would be effective July 1, 1972,

(f) Hospital admissions for dental services under medicare.—Under
present medicare procedures, when a patient is hospitalized in con-
nection with the performance of noncovered dental procedures, pay-
ment may be made for ipaticnt hospital services if the patient has
other impairments so severe that hospitalization 1s necessary. In
some cases, Intermediaries require that a physician certify to the
medical necessity of dental admissions, sinee hospitalization is or-
dinarily not necessary for the provision of dental services. Where
such a certification is required, the dentist who will be performing the
dental procedures must arrange for a physician to make the necessary
certification.

Your committee’s bill would authorize the dentist who is caring for
the patient to make the certification of the necessity for inpatient
hospital admission for noncovered dental services under the above
circumstances without requiring a corroborating certification by a
physician. Your committee believes that in these kinds of cases the
dentist 1s in a better position to make the necessary evaluation of
the paticnt’s condition and probable reaction to dental surgery than
is a physician who may not be faimiliar either with the patient or the
nature of the dental procedures to be performed.

This provision would be effective with respect to admissions occur-
ring after the second month following enactment of the biil.

(g) Extension of grace period for termination of supplementary medical
msurance coverage where failure to pay premiums 1s due to good cause.—
Uunder present law, an individual’s coverage under the supplementary
medical insurance part of medicare is terminated for nonpayment
of premiums. The termination is effective on a date determined under
regulations which may be established so as to provide a grace period
(not n excess of 90 days) during which overdue premiums may be
paid and coverage continued.

Several types of cases have arisen in which termination of an indi-
vidual’s supplementary medical insurance protection for failure to
pay all premiums due within 90 days is clearly inequitable. For exam-
ple, there have been cases where for reasons of physical or mental
mmcapacity the enrollee was unable to muke the premium payment
within the allowed time limit and there was no one acting on his behalf
to protect his interests. In other cases, coverage has been terminated
because the enrollee mistakenly believed that payment had been
made when actually it had not.
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Your committee’s bill would extend the 90-day grace period for an
additional 90 days where the Sccretary finds that there was good cause
for failure to pay the premium before the expiration of the initial
90-day gracce period.

This provision would apply to such cases of nonpayment of pre-
miums due within the 90-day period preceding the date of enactment.

(k) Extension of time for filing claim for supplementary medical
wnsurance benefits where delay is due to administrative error.—Under
present law, a claim for benefits under the supplementary medical in-
surance program must be filed by December 31 of the year following
the year in which the services were provided. (For this purpose, serv-
ices furnished in the last 3 months of a year are deemed to have been
furnished in the following ycar.) The present time limit is adequate
for the vast majority of supplementary medical insurance claims. In
some few cases, however, beneficiaries have failed to file a timely
claim due to a mistake or other action on the part of the Government
or onc of its agents. For example, misinformation from an official
source or delay in establishing supplementary medical insurance en-
titlement has resulted in late filing of claims.

Your committee’s bill would provide that where a claim under sup-
plementary medical insurance is not filed timely due to crror of the
Government or one of its agents, the claim may nevertheless be
honored if filed as soon as possible after the facts in the case have
been established. This provision would assure that claimants would
not be treated incquitably because of such an error.

This amendment would apply with respect to bills submitted and
requests for payment made after March 1968.

(1) Waiver of enrollment period requirements where individual’s rights
were prejudiced by administrative error or inaction.—Under present law,
an individual can enroll in the supplementary medical insurance pro-
gram during his initial 7-month cnrollment period, beginning with
the third month before the month he attains age 65, or during any
genceral enrollment period (during the first 3 months of cach year),
which begins within 3 years after the end of his initial enrollinent
period. (The committee’s bill includes a provision which would climin-
ate the 3-year limit on enrollment. That provision is discussed im-
mediately following discussion of this provision.)

There have been some relatively rare cases in which it has been dis-
covered that duc to an action, inaction, or crror on the part of the
Government an individual is in fact enrolled, or is in fact not cnrolled,
under supplementary medical insurance when both the individual and
the Government had until then believed that the reverse was true.

Although rare, such cases may be a cause of considerable hardship
and distress to the individuals nvolved, and present law permits no
relicf to be given. Your committee recognizes that enactment of the
provision (discussed above) under which supplementary medical
insurance enrollment would be automatic for individuals who are
entitled to hospital insurance would in all likelihood result in a lesser
number of problem cases involving supplementary medical insurance
enrollment than are encountered under present law. However, since
not all supplementary medical insurance enrollees will be entitled to
hospital insurance and therefore will not be automatically enrolled
for supplementary medical insurance, it is reasonable to expeet there
will continue to be such problem situations. It can also be expected



115

that some problem cases involving enrollment status may result from
the automatic enrollinent of eligible persons.

Your committec belicves that where an individual’s enrollment
rights under supplementary medical insurance have been prejudiced
because of the action, inaction or error on the part of the Government,
he should not be penalized or caused hardship. The bill, therefore,
authorizes the Secretary to provide such equitable relief as may be
necessary to correct or climinate the effects of these situations, includ-
ing (but not limited to) the establishment of a special initial or
su%)sequent enrollment period, with a coverage period determined on
the basis thereof and with appropriate adjustments of premiums.

This provision would apply to all cases which have arisen since the
beginning of the program.

(j) Elimination of provisions preventing enrollment in supple-
mentary medical insurance program more than 3 years after first oppor-
tunity.—Under present law, an individual can enroll for the first
time in the supplementary medical insurance program during his
initial 7-month enroliment period, beginning with the third month
before the month he attains age 65, or during any general enroliment
period (during the first 3 months of each year) which begins within
3 years after the end of his initial enroliment period. A person whose
enrollment has terminated may not enroll for the second time in sup-
plementary medical insurance unless he does so in a general enroliment
period which begins within 3 years after the effective date of such
termination. An individual may reenroll only once.

The 3-year enroliment limit was included in the law (as are other
limitations on enrollment in the supplementary medical insurance pro-
gram) in the interest of avoiding antiselection in case the enrollment
under the program was not a very substantial proportion of people
eligible to enroll. For example, substantial numbers of people who are
relatively healthy might delay enrollment until they are well past age
65 and have become sick, at which point they would enroll and receive
substantial benefits without having paid much in premiums. However,
since there is now a 95-percent rate of participation in the program and
since the vast majority of enrollees enroll at the carliest possible time,
there would seem to be no reason to retain the 3-year limit on enroll-
ment. Further, present law provides that premiums for late enrollees
are increased 10 percent for cach full 12'months elapsed between the
time they could have enrolled and actually do enroll and this provision
would be retained. Such late-enrollment charges serve to prevent
antiseloction-and to meet the higher costs associated with those who
enroll at older ages. It is not intended, of course, that the months for
which the law itself precluded individuals from enrolling or reenrol-
ling would apply in determining the late-enrollinent charges.

%our committee’s bill would eliminate the 3-year limit with respect
to both initial enrollinent and reenrollment after an initial termina-
tion. Enrollment periods would remain as presently defined and tho
restriction limiting individuals who terminate enrollment to reenroll
only once would be retained.

This provision would apply to all those who are ineligible to enroll
because of the 3-year limit in effect under present law.

(k) Waiver of recovery of incorrect payments from survior who 18
without fault under medicare—Under present law, an individual to
whom (or on behalf of whom) a medicare overpayment is made is

59-948 0—71——9
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subjected to recovery action with respect to such overpayment,
except that the recovery action may be waived if the individual 1s
without fault and if recovery would defeat the purposes of the cash
social security title (title II) of the Social Security Act or would be
against equity and good conscience. If such individual dies, recovery
action 1s 1nitiated as necessary against any other individual who is
receiving cash social security benefits on the same earnings record
as the deceased overpaid beneficiary. In the latter situation, however,
walver of recovery action is not permitted even though the surviving
beneficiary—a widow, for example—is without fault with respect to
the overpayment.

The Social Security Amendments of 1967 included a provision
which permitted recovery to be waived in the case of cash benefits if the
individual from whom recovery is being considered is without fault,
even though the overpaid individual was at fault. However, the com-
parable change with respect to medicare overpayments was not
made. As a result, there are situations in which, for example, an
overpayment made to a deceased beneficiary is the responsibility
of his widow even though she was without fault in causing the over-
payment, whereas if the overpayment had been made to or on behalf
of the widow herself, the waiver provision would apply if she were
not at fault.

Your committee’s bill would rectify this anomaly by permitting any
individual who is liable for repayment of a medicare overpayment to
qualify for waiver of recovery of the overpaid amount if he 1s without
fault and if such recovery would defeat the purposes of title II or
would be against equity and good conscience.

The provision would be effective upon enactment for overpayments
outstanding at that time.

() Requirement of minimum amount of claim to establish entitlement
to hearing under supplementary medical insurance program.—Under
present law, people enrolled in the supplementary medical insurance
program are assured an opportunity for a fair hearing by the carrier
when requests for payment under supplementary medical insurance
are denied or are not acted upon with reasonable promptness, or when
the amount of the payment 1s in controversy, regardless of the dollar
amount at issue. Experience under the program indicates that the
holding of a full fair hearing is unwarranted in cases where the amount
in controversy is relatively small. Carriers have reported cases involv-
ing $5 and $10 claims for which the cost of holding a fair hearing has
exceeded $100. Approximately 45 percent of the hearings held since the
beginning of the program have involved an amount less than $100. Fur-
ther, regulations require carriers to have a reconsideration review of all
denied claims. Such review involves different claims personnel than
those who acted on the original claim and should be sufficient protec-
tion in small claims cases.

Your committee’s bill would require that a minimum amount of $100
be at issue before an enrollee in the supplementary medical insurance
program will be granted a fair hearing by the carrier.

The provision would be effective with respect to hearings requested
after the enactment of the bill.

(m) Collection of supplementary medical insurance premiums from
individuals entitled to both social security and railroad retirement
benefits.—Under present law, the responsibility for collecting supple-
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mentary medical insurance premiums for enrollees entitled to both rail-
road retirement benefits and social security benefits is vested in either
the Social Security Administration or the Railroad Retirement Board,
depending upon the circumstances of entitlement at the time of enroll-
ment. This arrangement requires an administrative procedure under
which persons so entitled can enroll in the supplementary medical
insurance program with either agency. The result has been that some
individuals (because all the facts are not made known at the time of
enrollment) are enrolled twice and have two different identifying
numbers; others are enrolled by the Social Security Administration
and not enrolled by the Railroad Retirement Board, or vice versa, and
thus may have two medicare cards—one showing entitlement to bene-
fits under part A only and the other showing entitlement to benefits
under both parts A and B. Such discrepancies, even though ultimately
corrected, are a source of confusion to beneficiaries and a cause of
unnecessary administrative expense.

Also, the processing of medical insurance claims is established so as
to require that all claims submitted by or on behalf of railroad bene-
ficiaries be handled by a single carrier, presently the Travelers Insur-
ance Company. Because the account numbers assigned to railroad
beneficiaries who enroll with the Social Security Administration are
not identified as applying to railroad beneficiaries (because the bene-
ficiary does not make this known), many railroad beneficiary claims
are submitted to other cariiers and require rerouting to Travelers In-
surance Company. This is expensive and a cause of delay in making
payments.

Your committee’s bill provides that the Railroad Retirement
Board shall be responsible for collection of supplementary medical
insurance premiums for all enrollees who are entitled under that
program. This change will eliminate the confusion, payment delay,
and administrative expense deriving from the related provisions of
present law. Your committee’s bill also provides that the Railroad
Retirement Board shall contract with a carrier or carriers for purposes
of servicing its beneficiaries with respect to part B benefits, an arrange-
ment presently in effect as a result of the Commissioner of Social
Security having delegated his authority to do this to the Railroad
Retirement Board. Your committee expects the Railroad Retirement
Board to make continuing cfforts to assure that there is conformity
between reasonable charges for covered services as these are deter-
mined by the carrier or carriers under contract with the Board and
reasonable charges for comparable services in the same locality as
these are determined by carriers acting for the Social Security
Administration.

This provision would be cffective for premiums becoming due and
payable after the fourth month after the month of enactment.

(n) Prosthetic lenses furnished by optometrists under supplementary
medical insurance program.—Under present law, optometric services
arc not covered except with respect to services incidental to the
fitting and supplying of prosthetic lenses ordered by a physician.
Your committee’s bill does not provide for any change in the present
limitation on coverage of optometric services.

The committee believes, however, that the medicare requirement
that a physician’s prescription or order accompany requests for pay-
ment for covered prosthetic lenses when such lenses are furnished by
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an optometrist unduly limits both patient and optometrist and should
be eliminated. The patient’s freedom to choose either an ophthal-
mologist or an optometrist to furnish him with prosthetic lenses should
no longer be restricted by this requirement.

The committee bill would recognize the ability of an optometrist
to determine a beneficiary’s need for prosthetic lenses by amending
the definition of the term “physician’ in title XVIII to include a
doctor of optometry authorized to practice optometry by the State in
which he furnishes services. An optometrist would be recognized as a
“physician’ only for the purpose of attesting to the patient’s need for
prosthetic lenses. This change would not provide for coverage of serv-
ices performed by optometrists other than those covered under present

aw.

The amendment would become effective upon enactment.

(0) Prohibition against requiring professional social workers in ezx-
tended care facilities under medicare.—In order to participate as an
extended care facility under the medicare program, institutions are
now required to engage the services of a professional social worker.
This requirement is not specified in the statute but was promulgated
by the Secretary under his authority to establish conditions deemed
necessary for the health and safety of patients. The regulation requires
an extended care facility to designate one staff member to be responsi-
ble for attending to medically related social problems of patients; if
this staff member is not a qualified social worker (that is, one who was
gra.duated from a school of social work accredited by the Council on

ocial Work Education), the facility must have effective arrangements
with a public or private agency (which may be a local welfare depart-
ment) to provide social service consultation. In addition, a qualified
social worker must participate in staff training programs, case con-
ferences, and arrangements for staff orientation to community services
to meet patients’ needs.

Your committee recognizes and appreciates the value of medical
social services, particularly for the medicare patient receiving extended
care, since these services promote emotionall and social adjustment of
the patient and his family, aid rehabilitation, and contribute to effec-
tive discharge planning. However, the need to make such specialized
services generally available from or under the direction of professional
social workers can, in some cases, represent a substantial cost to the
extended care facility which cannot Le justified by the value derived
by its total patient population. Your committee also notes that,
afthough conditions for participation by hospitals include standards
for a medical social service department, a hospital which does not have
such a department may, nevertheless, be certified to participate in the
program. It seems inconsistent with the medicare concept of movement
of patients to progressively lower levels of care that provision of such a
specialized ancillary service as medical social services would be optional
for a hospital but required of an extended care facility.

While agrecing that services of professional social workers are
appropriate for medicare reimbursement to those extended care
facilities which provide them to their patients, your committee believes
that the individual facility should have greater latitude in determining
whether the medical social needs of its patient population require
availability of professional assistance. Therefore, your committee’s
amendment would specify that provision of medical social services
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would not be required as a condition of participation as an extended
care facility under the medicare program. Of course, where such
services are being provided it is expected that they would conform to
recognized standards.

(p) Refunding of excess premiums under medicare—Under present
law, where part B entitlement terminates due to the death of the
enrollee, refund of any excess premiums is made, upon claim, to the
legal representative of the enrollee’s estate. If there is no legal repre-
sentative and it is reasonably certain that none will be appointed,
refund may be made, only upon claim, to a relative of the deceased
on behalf of the estate.

It has come to the committee’s attention that early in the program
it was recognized that excess part B premiums paid by a deceased
enrollee could be test disposed of, in those cases where there is no legal
representative of the deceased’s estate, by adding them to benefits
subsequently payable on the same medicare claims number or to those
relatives who would (except for age or dependency requirements) be
eligible on the same record. However, the Office of General Counsel
has advised that this could not be done in the absence of necessary
authority in the law. Consequently, the much more cumbersome claims
procedure has had to be used. Where there is no claim for the excess
premium payments, no refund is made.

A similar problem is likely to exist with respect to premiums paid
in advance under the provision of the bill which would provide, at a
cost of $31 per month per enrollee, hospital insurance coverage for
people who are age 65 and over and who are not eligible for such cov-
erage under present law.

The committee bill, therefore, would provide authority for the Sec-
retary to dispose of excess supplementary medical insurance premiums
and excess hospital insurance premiums in the same manner as unpaid
medical insurance benefits are treated. This provision would be
effective upon enactment.

(9) Waiver of requirement of registered professional nurses in skilled
nursing homes n rural areas under medicaid program.—Your commit-
tee is concerned that an undue hardship may be imposed on skilled
nursing homes in rural areas through implementation of the medicaid
requirement that all such facilities have an organized nursing service
under the direction of a full-time professional registered nurse. In
soveral rural areas such facilitics would be unable to meet the
medicaid requirements due to the scarce supply of nursing personnel
in such areas. )

Y our committee bill would therefore authorize waivers (for up to one
year at a time and ending no later than December 31, 1975) oF the re-
quirements for skilled nursing homes in rural areas providing such
homes make certain showings to the Secretary. Waivers would only be
granted in those cases where (1) the nursing home is located in a rural
area and the supply of other skilled nursing home services in such area
is not sufficient to meet patient needs, (2) the failure of such home to
gualify would seriously reduce the availability of services to bene-

ciaries in the area, (3) the nursing home has and is continuing
to make a good faith effort to comply with this requirement but
such compliance is impeded by the lack of qualified nursing personnel

ir})li?uch area, and (4) the requirements were met for a regular daytime
shft.
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Your committee wishes to assure that in no case will this provision
result in the encouragement of substandard nursing services and that
every effort is being made by the facilities to comply with the nursing
requirements.

(r) Exemption of Christian Science sanatoriums from certain nursing
home requirements under medicaid.—Under present law, Christian Sci-
ence sanatoriums are permitted to participate in the medicaid program
as skilled nursing homes, and as such, are required to meet the general
requirements established for skilled nursing homes.

Your coinmittee believes that Christian Science sanatoriums, which
do not actually provide medical care, should not be required to have
a skilled nursing home administrator licensed by the State, to maintain
an organized nursing service under the direction of a registered nurse,
to maintain detailed medical records, or to have diagnostic and other
service arrangements with general hospitals. The bill would therefore,
exempt Christian Science sanatoriums from the requirements for a
licensed nursing home administrator and other inappropriate medical
requirements of the medicaid program. Such sanitoriums will be ex-
pected to continue to meet all applicable safety standards.

This provision would be effective upon enactment.

(8) Kequirements for nursing home administrators.—Y our committee
is concerned that persons who have demonstrated their capability as
nursing home administrators over a period of time should not be pre-
cluded from serving in this capacity because they fail to meet certain
formal requirements imposed for purposes of the medicaid pro%rum.
Your committee bill would, therefore, permit the States to establish a
permanent waiver from such requirements for those persons who served
as nursing home administrators for the three-year period preceding
the year the State established a program for the licensing of nursing
home administrators.

(&) Termination of National Advisory Council on Nursing Home
Administration.—The 1967 Social Security Amendments required
State licensure of nursing home administrators. The statute also
established the National Advisory Council on Nursing Home Admin-
istration in order to study, develop, and advise the Secretary and the
States concerning matters relating to the qualifications, training and
other areas related to a proper program of licensure. The Council was
scheduled to terminate on December 31, 1971.

Your committee has noted that the Council has essentially com-
pleted its work and has passed a resolution to that effect. Therefore
your Committee bill would provide for the termination of the National
Advisory Council on Nursing Home Administration thirty days after
enactment of this bill. It is expected that the Medicaf Assistance
Advisory Council would assume responsibility for any continuing
need for advice and assistance with respect to licensing of nursing
home administrators.

(u) Increase in limitation on payments to Puerto Rico for medical
assistance.—Under present law, Federal matching funds for Puerto
Rico’s Medicald expenditures are at the rate of 50 percent, except
that the total amount of Federal funds may not exceed $20 million
in any fiscal year.

Your committee believes that the $20 million Federal maximum on
Medicaid payments to Puerto Rico should be adjusted to reflect the
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rise in hospital and health care costs, as well as the number of people
eligible for Medicaid since 1967, when the ceiling and matching rate
were established.

Your committee recognizes the effective improvement in the delivery
of health care to the poor which has characterized the Puerto Rico
Medicaid program and the fact that the cost of health care has
substantially increased since 1967 when the original ceiling was
established.

Your committee’s bill would therefore provide that the Federal
ceiling on title XIX payments to Puerto Rico be increased to $30
million effective with the fiscal year 1972 and fiscal years thereafter.
The 50 percent Federal matching rate would remain unchanged.

(v) Study of chiropractic coverage.—Your committee’s bill would
require the Secretary to conduct a study of chiropractic services cover-
ed under State plans approved under title XIX. The objectives of
the study would be to determine whether and to what extent chiro-
practic services should be covered under the supplementary medical
msurance program of title XVIII, giving particular attention to the
limitations which should be placed on such coverage and on the
amounts to be paid for whatever services might be provided. The
study would include one or more demonstration projects designed to
assist in providing (under controlled conditions) the information
necessary to achieve the objectives of the study. The Secretary
would be required to report the results of the study to the Congress
within 2 years after the date of enactment of this bill, together with
his findings and recommendations based on the study, and on the
information he obtains concerning the experience of public and private
plans which now or did cover chiropractic services.

C. AcruariaL, Cost EstiMaTes UnbpER THE BILL
1. FINANCING

Consistent with the policy of maintaining the social security program
on a sound financial basis, which has been followed in the past, the
bill would make provision for meeting the cost of the expanded
program. At the present time, the social security cash benefits program
1s in close actuarial balance, while the hospital insurance program has
an actuarial deficiency ; that is, it is expected that over the long-range
future the income to the hospital insurance program will be consider-
ably less than the costs of the program. To meet the cost of the ex-
panded cash benefits and hospital insurance programs and to bring
the hospital insurance program into actuarial balance, the schedule of
contribution rates would be revised and the contribution and benefit
base—the maximum amount of annual earnings subject to contribu-
tions and used in computing benefits—would be increased.

(@) Increase in the contribution and benefit base.—The proposed
increase in the contribution and benefit base from $7,800 to $10,200
in 1972, rather than to $9,000 as provided in present law, would not
only provide higher benefits at higher earnings levels, but also would
help to finance the changes made by the bill. 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 contribution rate is a flat percentage of
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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 combined employee and employer contributions on
earnings above the former maximum and up to the new maximum
amount.

(b) Changes in the contribution rates.—Under the schedule of con-
tribution rates for cash benefits that your committee recommends
(shown below), the contribution rates for the cash benefits program for
employers and employees for 1972 through 1974 would be decreased
from the present 4.6 percent each, now scheduled for 1972, and 5 per-
cent each, now scheduled for 1973 and 1974, to 4.2 percent each. For
1975, the rate would be 5 percent each, as now scheduled. For 1976
the rate would be decreased from 5.15 percent cach, now scheduled in
the law, to 5.0 percent cach. For 1977 and after, the rate would be
increased from 5.15 percent each to 6.1 percent each.

For the self-employed, the rate scheduled for 1972 for the cash
benefits part of the program would be decreased from 6.9 percent to
6.3 percent. Thus the currently pavable rate of 6.3 percent would
remain in effect until 1975, at which time the increase to 7 yercent, the
highest rate scheduled under present law, would go into effect.

Your committee also recommends changes in the contribution rate
schedule for the hospital insurance program. The contribution rate
would be increased from 0.6 percent each for employees, employers,
and the self-employed to 1.2 percent cach beginning in 1972 and 1.3
percent each for 1977 and after. Under present law the rate is scheduled
to increase gradually from the present 0.6 percent to 0.9 percent for
1987 and after.

CONTRIBUTION RATE SCHEDULES UNDER PRESENT LAW AND H.R. 1
[In percent}

0ASDI HI Total
Present Present Present
Period law HR. 1 law HR. 1 law H.R. 1
Emplogyet-employee. each:
8 4.60 4.6 0.60 0.6 5.20 5.2
1972.. 4.60 4.2 .60 1.2 5.20 5.4
1973- 5.00 4.2 .65 1.2 5.65 5.4
1975.. 5.00 5.0 .65 1.2 5.65 6.2
1976...... ... ... 5.15 5.0 .70 1.2 5.85 6.2
1972-79 ... ...l 5.15 6.1 .70 13 5.85 1.4
1980-86.... ... . .l 7T 5.15 6.1 .80 1.3 5.95 1.4
1987 and after. . ... ... .11 TC 5.15 6.1 .9 1.3 6.05 7.4
Self-employed:

1970 ... 6.90 6.9 .60 0.6 7.50 1.5
1972.... 6.90 6.3 .60 1.2 1.50 1.5
1973-74. 7.00 6.3 .65 1.2 7.65 7.5
1975.. 7.C0 2.0 .65 1.2 7.65 8.2
1976. ... 7.00 7.0 .70 1.2 1.70 8.2
1977-79. .. ... .. 7.00 7.0 .70 1.3 .70 83
1980-86. . . ... . ..l 1.00 7.0 .80 1.3 1.80 83
1987 and after_ ... ....... . ... 7.00 7.0 .90 1.3 7.9 8.3

(¢) Change in allocation to the disability insurance trust fund.—The
bill would revise the allocation of contribution income to the disability
insurance trust fund without significantly altering the long-range in-
come of the fund. Under present law, 1.10 percent of taxable wages and
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0.825 of 1 percent of self-employment income are allocated to the dis-
ability insurance trust fund. Under the committee’s bill, the allocation
to the disability insurance trust fund would be as follows:

[In percent]
Self-employment
Calendar year Taxable wages income
L L P 0.90 0.675
e L 1.05 .735
1977 and after_ . e 1.25 135

The revision in the allocation is necessary because, under present
law, the disability insurance trust fund grows slowly but steadily in
the near future, according to the intermediate long-range cost estimate,

until the year 2000. Thereafter it decreases slowly until exhaustion in
the year 2019,

2. ACTUARIAL COST ESTIMATES FOR THE OLD-AGE, SURVIVORS, AND
DISABILITY INSURANCE 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 closely in balance with con-
tribution income. This also was the case for the 1950 and subsequent
amendments at the time they were enacted.

The old-age and survivors insurance system as modified by your
committee’s bill shows an actuarial balance of —0.06 percent of taxable
payroll under the long-range cost estimate. This is, of course, close
to an exact balance, especially considering that a range of varia-
tion is necessarily present in the long-range actuarial cost estimates
and, further; that rounded tax rates are used in actual practice. Ac-
cordingly, 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 an actuarial balance of —0.02 percent of taxable
payroll under the provisions of the bill. Accordingly, the disability

insurance program, as it would be modified by your committee’s bill,
is actuarially sound.

() Financing policy

(1) Contribution rate schedule for old-age, survivors, and dis-
ability insurance in H.R. 1

The contribution schedule for old-age, survivors, and disability in-
surance contained in your committee’s bill, as to the combined em-
ployer-employee rate, is lower than that under present law by 0.8
percent in 1972, and by 1.6 percent in 1973-74, is the same in 1975,
1s lower by 0.3 percent in 1976 and higher by 1.9 percent in 1977
and after. The maximum earnings base to which these tax rates are
applied is $10,200 per year for 1972 and after under your committee’s
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bill as compared with $9,000 under present law. These tax schedules

are as follows:
|Percent]

Combined employer-employee

rate Self-employed rate
Calendar year Present law H.R.1  Present law H.R. 1
9.2 8.4 6.9 6.3
10.0 8.4 7.0 6.3
10.0 10.0 7.0 7.0
10.3 10.0 1.0 7.0
10.3 12.2 7.0 7.0

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, arc as follows:

[Percent]

0ld-age and survivors

insurance Disability insurance
Calendar year Present law H.R.1  Present law H.R.1
8.1 7.50 1.1 0.90
89 7.50 1.1 .90
8.9 8.95 1.1 1.05
9.2 8.95 1.1 1.05
9.2 10. 95 1.1 1.25

The corresponding allocated rates for the self-employed contribu-

tion rate are as follows:
{Percent]

0Old-age and survivors

Iinsurance Disability insurance
Calendar year Present law H.R.1  Present law HR.1
6.075 5.625 0.825 0.675
6.175 5.625 .825 .675
6.175 6.265 .825 .135

It should be remembered that the workers and employees con-
tribute a combined, rounded rate for the two programs (old-age and
survivors insurance and disability insurance), and not the above com-
glcx fractional rates separately. Such fractional rates are merely used

y the Treasury Department to divide up the aggregate tax receipts
between the two trust funds.

The schedule of allocation rates for the disability insurance trust
fund in your committee’s bill has been obtained in the following
manner. The combined employer-cinployee rates, rounded to the
necarest 0.05 percent of taxable payroll, were determined for the short-
ranﬁc years that would produce the same relative accumulation of
funds as in the Old-age and Survivors Insurance Trust Fund. The
remainder of the schedule was calculated to produce, as close as
possible, an exact acturial balance on the basis of rates rounded to
0.05 percent of taxable payroll.

The self-employed tax allocation was determined by allocating to
the Disability Insurance Trust Fund the same proportion of the self-
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employed rate that was determined for the combined employer-
employee rate with the condition that the allocation would not de-
crease in the future. The resulting rates were rounded to the nearest
0.005 percent of taxable payroll.

The allocation rates for the old-age and survivors insurance trust
fund were obtained by merely subtracting the allocation rates for

the disability insurance trust fund from the appropriate total tax
rates.

(2) Self-supporting nature of system

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

(3) Actuarial soundness of system

The concept of actuarial soundness as it applies to the old-age, sur-
vivors, and disability insurance system differs considerably from this
concept as it applies to private insurance and private pension plans,
although there are certain points of similarity with the latter. In con-
nection 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 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 all 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 antici-
pated expenditures for benefits and administrative costs over the
long-range period considered in the actuarial valuation. Thus, the
concept of “unfunded accrued lability”’ 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 1t 1s 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. The additional assets and liabilities
must be considered in order to determine whether the system is in
actuarial balance.

Accordingly, it may be said that the old-age, survivors, and disa-
bility 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
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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. Nonectheless, the intent that
the system be self-supporting (and actuarially sound) can be expressed
in law by utilizing a contribution schedule that, according to the
long-range 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 significant actu-
arial insufficiency. Since 1965 (when the cost estimates were first
made on a 75-year basis), the view has been held that, if such actu-
arial insufficiency has been no greater than 0.10 percent of payroll,
it is at the point where it is within the limits of permissible variation.

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.

The changes provided in your committee’s bill are in close conformity
with these financing principles.

(¢) Basic assumptions for cost estimates

(1) General basis for long-range cost estimates

Bencfit disbursements may be expected to increase continuously for
at lcast the next 50 to 70 years becausc of such factors as the aging
of the population of the country and the slow but steady growth of
the benefit roll. Estimates of the future cost of the old-age, survivors
and disability insurance program are affected by many elements that
are difficult to determine. Accordingly, the assumptions used in the
actuarial cost estimates may differ widely and yet be reasonable.

In the past, long-range estimates have been presented on a range
basis to indicate possi%lc variation in future cost. However, the
intermediate-cost cstimates, which represented a dollar average of
the high-cost and low-cost estimates, was used to determine the
actuarial soundness of the program. In this report only the inter-
mediate cost cstimate is presented (shown for 1980 and after). This
estimate is based on assumptions that are intended to represent
close to full employment (4.0 percent unemployment) with average
annual earnings at about the level prevailing in 1971. The use of 1971
average carnings results in conservatism in the estimate since the
trend is expected to be an increase in average carnings in future
years (as will be discussed subsequently in item 5). In 1972, the aggre-
gate amount of carnings taxable under the program with the proposed
$10,200 carnings basc is cstimated at $531 billion. Of course, for
future years the total taxable carnings are estimated to increase,
because there will be larger numbers of covered workers.

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 comnpared 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 dis-
ability insurance system during that period. For this reason the year
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2000 1s by no means a typical ultimate year insofar as costs are
concerned.

(2) Measurement of costs in relation to tazable 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, con-
sider an individual who has an average monthly wage of $300. Under
your committee’s bill such an individual would have a primary
msurance amount of $169.00. If his earnings rate should have been
100 percent higher (i.e. yielding an average monthly wage of $600),
his primary insurance amount would be $271.10. Under these condi-
tions, the contributions payable with respect to his earnings would
increase by 100 percent, but his benefit rate would increase by only 60
percent. Or to put it another way, when the earnings rate is lower,
his primary insurance amount represented 56.3 percent of average
monthly wage, whereas, when his earnings rate is higher, his primary
insurance amount relative to his average monthly wage is 45.2 percent.

(8) General basis for short-range cost estimates

In the short-range cost estimates (shown for the individual years
1971-75) a gradual rise in the earnings level in the future (about 6
percent per year), close to what has occurred in the past few years,
is assumed. As a result of this assumption, contribution income is
somewhat higher than if level carnings were assumed, while benefit
outgo is only slightly affected.

Except for the effect of the automatic adjustment provisions the
cost estimates have, in general, been prepared on the basis of the
same assumptions and mecthodology as those contained in the 1971
Aunual Report of the Board of Trustees.

(4) Level cost concept

An important measure of long-range cost is the level-equivalent
contribution rate required to support the system for the next 75 years
(including not only mecting 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 and taking into
account the present fund on hand. If sueh a level rate were adopted,
relatively large accumulations in the trust funds would result, and in
consequence there would be a 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 alterna-
tive plans and provisious, since it takes Into account the heavy
deferred benefit costs.

(8) Future earnings assumptions
The long-range estimates for the old-age, survivors, and disability
insurance program are based on level-earnings assumptions, under
which carnings levels of covered workers by age and sex will continue
over the next 75 years at the levels estimated to be experienced in 1971.
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This does not mean 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. However, it is believed that in
the future as earnings increase enough additional contributions would
be obtained to finance the increases in the benefit that according to
the consumer price index would be indicated by the automatic ad-
justment provisions, if at the same time the maximum taxable carnings
base is adjusted according to increases ih covered wages as indicated
by the provisions.

It should be noted that estimated 1971 earnings levels are used in the
long-range cost estimates, cven though the experience for the year is
not yet completed. It is belicved that this is appropriate procedure
for evaluating costs when proposed benefit increases become effective
after the current year.

The automatic benefit increase provisions are designed as a backup
to specific legislated increases to assure that rises in the cost of living
will not, over a period of time, reduce the purchasing power of social
security benefits. Definite estimates of the long-range dollar costs of
these automatic benefit increases is not possible at the present time.
However, these increases could be financed over the long-range future
without any adjustment in the scheduled contribution rates if wages
should increase in the future about twice as fast as the consumer
price index and the maximum taxable carnings bases is adjusted
p}tlari(l))(_ililcally as provided in the automatic adjustment provisions in
the bill.

(6) Interrelatienship 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-
ance covered earnings in determining benefits for those with less than
10 years of railroad service and also for all survivor cases.

Financial interchange provisions are established so that the old-age
and survivors insurance trust fund and the disability insurance trust
fund are to be placed in the same financial position in which they
would have been if railroad employment had always been covered
under the program. It is estimated that, over the long range, the net
effect of these provisions will be a small loss to the old-age, survivors,
and disability insurance system since the reimbursements from the
railroad retirement system will be somewhat smaller than the net
additional benefits paid on the basis of railroad carnings.

(7) Rexmbursement for costs of pre-1957 miltiary service wage
creduts

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

(8) Reimbursement for costs of additional post-1966 mulitary
service wage credits

Under your committee’s bill, individuals in active military service
during 1957-67 will receive additional wage credits in excess of their
cash pay (but within the maximum creditable earnings base) in recog-
nition of their remuneration that is payable in kind (e.g., quarters and
meals). These additional credits are at the rate of $300 per quarter.
(Similar credits for military service after 1967 are provided in present
law—as a result of the 1967 amendments.) The additional costs that
arise from these credits are to be financed from general revenues on an
“actual disbursements cost’’ basis, with reimbursement to the trust
funds on as prompt a basis as possible (and with interest adjustments
to mako up for any delay due to the time needed to make the necessary
actuariul calculations from sample data and for the necessary appro-
priations 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 computation of
his average monthly wage. In the immediate-future years, the cost of
these additional credits to the general fund will be relatively small
(only about $39 million & year) since there will be relatively few cases
arising, almost all due to death and disability.

(d) Actuarial balance of program in past years

(1) Actuarial balance of program after enactment of 1969 act

According to the cost estimates for the 1967 act made in 1969, there
was a very favorable actuarial balance for the combined old-age sur-
vivors, and disability insurance system, but there was a deficit of 0.01
percent of taxable puyroll for the disability insurance portion, and a
favorable balance of 1.17 percent of taxable payroll for the old-age
and survivors insurance portion.

The 1969 wmnendments increased benefits by 15 percent and the
minimum benefit to $64 per month. These changes fully exhausted
the previous actuarinl surplus and the system was then in close
actuarial balunce. A reallocation of contribution to the disability
insurance portion was necessary to place that program in close ac-
tuarial balance.

In 1970, the cost estimates for the old-age, survivors, and disability
insurance system were completely revised. The new estimates showed
significantly lower cost for both the old-age and survivors insurance
portion and the disability insurance portion. The lower costs resulted
from: (1) 1970 carnings level, instead of 1969 level; (2) an interest
rate of 5% percent, instead of 4% percent; and higher labor-force
participation rates for women. The new actuarial surpluses were then
estimated at 0.29 percent of taxable payroll for the old-age and sur-
vivors portion and 0.05 pereent of taxable payroll for the disability
portion.
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(2) Actuarial balance after Public Law 92-56

The social security changes in P.L. 92-5 approved in March 1971
contained a 109, benefit increase, which was guaranteed to all future
as well as present beneficiaries, an increase in the maximum taxable
earnings base to $9,000, and an increase in the ultimate contribution
rate. After these changes the program was in close actuarial balance.
The old-age and survivors insurance portion had a small deficit of 0.06
percent of taxable payroll, while the disability insurance portion had a
deficit of 0.04 percent of taxable payroll, both of which are within
acceptable limits of variation.

(e) Actuarial balance under the committee bill

Table I traces through the changes in the actuarial balance of the
system from its situation under present law, according to the latest
estimates, to that under the committee bill, by type of change involved.

TABLE 1,—CHANGES IN ACTUARIAL BALANCE OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM,
EXPRESSED IN TERMS OF ESTIMATED LEVEL-COST AS PERCENTAGE OF TAXABLE PAYROLL, BY TYPE OF CHANGE,
LONG-RANGE COST, ESTIMATE, PRESENT LAW AND H,R, 1

[in percent]

0ld-age and

survivors Disability Total

Item : insurance insurance system
Actuarial balance of present system . ... ... ... .. . oe.oi..oao- —0.06 ~0.04 —0.10
Effect of using 1971 earnings . +.19 +.02 +.21
increase in earnings base___.__...._ . +.22 +.02 +.24
Additional dropout years (prospective) .. -.17 —.02 -.19
Age-62 point for men (prospective) -.07 0] —-.07
Ea_rnmqs test changes........... -.16 ® -.16
Widow's benefits of 100 percent PIA at 65. e —-.20 ® —.20
Special minimum benefit____ ... ... . oi.oooiiiion -1 -.01 —.12
Election of actuarial reduction changes.. e - -.13 (0} -.13
Combined earnings (prospective)_...... ... ... .ciiiiiiiaiiaann -.17 0] -1
Delayed reti ti t (prospective) ... .. ... oeooaaai-- -.07 ® —-.07
S-month disability waiting period__. __........_.... s . ) —.02 —-.02
Miscetlaneous changes 3. ... .. ... ccioaoaeiiiaoaeeaao- —.02 —.01 —-.03
Benefit increase of S percent_ . ... ... ... ... - —.47 ~.06 —.53
Revised contribution schedule_ . . ... ... ciioiiiiiiie e +1.16 +.10 +1.26
Total effect of changes in bill. ... .. ... ... o..o- .00 +.02 +.02
Actuarial batance under bill. _ . ... ... —.06 —.02 —.08

1 Less than 0.005 percent.

2 Not applicable to this program. R . )

3 theludes the following: workmen's compensation offset based on 80 percent of highest earnings; child’s benefits to
children disabled at ages 18-21; disabled-child 7 years re-entitlement; broaden definition of adopted child; student’s
benefits to end of attainment of age 22; child's benefits on grandparent's account if full orphan and supported by him;
elimination of support requirement for divorced wife's and widow's benefits; reduced widower's benefits at age 60,
and liberalization of i d status requi ts for disability benefits with respect to blind persons,

The changes made by your committee’s bill would maintain the
sound actuarial position of the old-age, survivors, and disability in-
surance system. The estiinated actuarial balance of —0.08 percent of
taxable payroll is inside the established limit within which the system
is considered substantially in actuarial balance (i.e. —0.10 percent of
taxable payroll).

It should be cmphasized 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 incomne over outgo for many years so that a
sizable trust fund will develop, although not as large as would arise
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under an equivalent level tax rate. This fund will be invested in Gov-
ernment securities (just as is also the case for the trust funds of the
civil service retirement, railroad retirement, national service life in-
surance, and U.S. Government life insurance systems). The resulting
interest income will help to bear part of the higher benefit costs of
the future.

(f) Level-costs of benefit payments, by type

The level-cost of the old-age and survivors insurance benefit pay-
ments (without considering administrative expenses, the railroad re-
tirement financial interchange, and the effect of interest earnings on
the existing trust fund) under present law, according to the latest
intermediate-cost estimate, is 9.22 percent of taxable payroll, and the
corresponding figure for the program as it would be modified by your
committee’s bill is 10.33 percent. The corresponding figures for the
disability benefits are 1.15 percent for present law and 1.23 percent
for your committee’s bill.

Table II 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 cach of the various types of benefits.

TABLE 1. —ESTIMATED LEVEL-COST OF BENEFIT PAYMENTS, AOMINISTRATIVE EXPENSES, AND INTEREST EARN-
INGS ON EXISTING TRUST FUND UNDER THE OLD-AGE, SURVIVORS, AND DISABLITY INSURANCE SYSTEM, AFTER
ENACTMENT OF COMMITTEE BILL, AS PERCENTAGE OF TAXABLE PAYROLL} BY TYPE OF BENEFIT

[Percent)
0ld-age and

survivors Disability

Item insurance insurance
Primary benefils . ... ... .. 7.19 1.0z
Wife’s and husband's benefits. _.._. .- .57 .05
Widow's and widower's benefits_ . e 1.48 (’;
Parent's benefits.. ... _.........._. s .01 Y
Child's benefits. . ........ R .85 .16
Mother's benefits .. .14 Ei)
Lump-sumi death payments. ... ... . ...oiioii s .09 ?)
Total benefits. ... . iiireimeeeieeans 10.33 1.23
Administrative expenses. ...._._................ S .. .13 .04
Railroad retirement financial interchange . .09 .00
Interest on existing trustfund3. ... ._............ . —.26 —.05
Net total Jevel-Cost. ... ... i it 10.29 1.22

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

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

3 This item includes reimbursement for additional cost of noncontributory credit for military service and is taken as an
offset to the benefit and administrative expense costs.

(g) Short-range estimates of old-age and survivors insurance and disa-
bility insurance trust fund operations.

SHORT RANGE ESTIMATES OF OASI AND DI TRUST FUND OPERATIONS

T'he short-range estimates under the committee bill take into account
the effeet of the provisions relating to automatic increases in benefits,
the contribution and benefit base, and the annual exempt amount
under the retirement test; n generad benefit increase of 3%, 15 assumed
to become effective for Junuary 1974; the contribution and benefit base
is assumed to increase to $10,800, and the exempt amount under the
retirement test to $2,160, effective January 1, 1974.

$9-948 0—T71——10
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Contribution income for the old-age, survivors and disability insur-
ance program in calendar year 1972 under the committee bill is esti-
mated at $43.3 billion, about $2.1 billion lower than under present law.
Benefit payments amount to $41.3 billion, an increase of $2.3 billion
over present law. Assets of the trust funds will increase $2.7 billion in
1972 under the system as modified by the bill (Table IIT).

Under the program as modified by the committee bill, the old-age
and survivors insurance trust fund will increase by about $2 billion in
cach of the years 1972-74. Then, in 1975, when the employee-employer
contribution rate increases from 3.75 percent each to 4.475 percent
each, the trust fund is estimated to increase by about $11 billion. Assets
of the fund at the end of 1975 ure estimated to total $52 billion. Large
increases in the trust fund will also occur for an extended period there-
after (Table IV).

The disability insurance trust fund is estimated to increase by about
$0.7 billion in each of the years 1972-74. Then, in 1975, when the
employer-employee contribution rate allocated to this fund increases
from 0.45 percent each to 0.525 percent each, the trust fund will
increase by an estimated $1.6 billion. Assets of this fund at the end of
1975 will total about $10.4 billion. Relatively large increases in this
fund will also occur for an extended period after 1975 (Table V).

TABLE 11l.—PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE AND DISABILITY INSURANCE TRUST FUNDS,
COMBINED, SHORT-RANGE ESTIMATE

[In millions}
Income Disbursements
Railroad
Admin-  retirement Net
Contribu- Interest Benefit istrative financial increase Funds at
Calendar year tions ! onfund payments2  expenses interchange infunds  end of year
Past experience:
1965........... ... $17, 205 $651 $18, 311 $418 $459 —$1,331 $19, 841
1966, ... ......... 22,679 702 20,051 393 469 2, 467 22,308
19%67............... 25,518 8% 21,417 515 539 3,942 26, 250
1968............... 27,448 1,045 24, 954 603 458 2,479 28,729
1969......_... . 32,004 1,342 26,767 612 513 5, 453 34,182
1970............._. 35, 202 1,791 31,884 635 589 3,886 38, 068
Estimated future ex-
perience under
present faw:
N 39,757 2,045 37,047 780 617 3,358 41,426
.. 45,390 2,348 39,029 794 735 7,180 48, 606
52,317 2,953 40,694 869 770 12,997 61,603
55, 115 3,764 42, 381 892 706 14, 900 76, 503
1975 57,667 4,646 44,123 908 670 16,612 93,115
Estimated future ex-
pefience under com-
mittee bill: 3
1972 ... .. 43,262 2,248 41, 300 822 735 2,653 44,079
1973........ o 46, 639 2,440 44, 504 874 805 2,896 46,975
1924 ... 49, 804 2,660 47,799 898 860 2,907 49, 882
1975 ... 61, 565 3,119 50,119 911 867 12,787 62,669

! includes reimbursements from general fund of Treasury for costs of noncontributory credits for military service and
payments to noninsured persons aged 72 and over.

2 Includesrayments for vocational rehabilitation services.

3 See text for assumptions relating to automatic increases in benefits, the contribution and benefit base, and the annual
exempt amount under the retirement test.



133

TABLE {V.—PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, SHORT-RANGE ESTIMATE

[!n millions]
Income Disbursements
Railroad
Admin- retirement Net
Contribu- Interest Benefit istrative financial increase Funds at
Calendar year tions 1 on fund payments? expenses interchange in funds end of year
Past experience: .
1965 $16,017 $593 $16,737 $328 $436 ~—3$890 $18,235
20, 658 644 18,267 256 444 2,335 20,570
23, 216 818 19, 468 406 508 3,652 24,222
24,101 939 22,643 476 438 1,483 25, 704
28, 389 1,165 24,210 474 491 4,378 30, 082
30, 705 1,515 28,798 471 579 2,37t 32,454
Estimated future experi-
Ience under present
aw:
1971_... 34, 981 1,684 33, 3% 576 605 2,128 34, 582
1972 39,975 1,910 35,082 588 719 5,49% 40,078
1973 46,573 2,414 36, 540 646 750 11,051 51,129
1974. o .. 49,031 3.108 38, 028 655 690 12,766 63, 895
1975 .. 51,296 3,868 39,575 660 654 14,275 78,170
Estimated future experi-
g_nlfeaunder committee
il
38,588 1,834 37,109 610 719 1,984 36, 566
41,642 1,990 39,955 649 779 2,249 38,815
44, 465 2,167 42,893 660 830 2,249 41, 064
55, 079 2,53 44,966 662 836 11,178 52,242

1 Includes reimbursements from general fund of Treasury for costs of noncontributory credits for military service and
payments to noninsured persons aged 72 and over.

2 Includes payments for vocational rehabilitation services.

3 See text for assumptions relatingto automatic increases in benefits, the contribution and benefit base, and the annual
exempt amount under the retirement test.

TABLE V.—PROGRESS OF DISABILITY INSURANCE TRUST FUND, SHORT-RANGE ESTIMATE

[tn miltions}
{ncome Disbursements
Railroad
. Admin- retirement Net
Contriby- Interest Benefit istrative financial increase Funds at
Calendar year tions ! on fund payments? expenses interchange infunds end of year
Past experience:
1965.. .. _....... $1,188 $59 $1,573 $30 $24 —3$440 $1, 606
1966.. .. ..o..... 2,022 58 1,784 137 25 133 1,739
1967 ... 2,302 78 1,950 109 3l 290 2,029
1968 ............. 3,348 106 2,311 127 20 996 3,025
1969 ... ... 3,615 177 2,557 138 21 1,075 4,100
1970, .. ... 4,497 271 3,085 164 10 1,514 5, 614
Estimated future experi-
Ience under present
aw:
1971 ... 4,776 361 3,691 204 12 1,230 6, 844
1972 ..., 5, 415 438 3,947 206 16 1,684 8, 528
1973 ... 5, 804 539 4,154 223 20 1,946 10, 474
1974 ... 6,084 656 4,353 237 16 2,134 12, 608
1975 ... 6,371 778 4,548 248 16 2,337 14, 945
Estimated future experi-
g{:lce under committee
-3
1972 4,674 414 4,191 212 16 669 7,513
1973 4,997 450 4, 549 225 2% 647 8,160
1974 5,339 493 4,906 238 30 658 8,818
197 6, 486 556 5,153 249 3l 1,609 10, 427

1 Includes reimbursements from general fund of Treasury for cost of noncontributory credits for military service.

2 Includes payments for vocationa! rehabilitation services.

3 See text for assumptions relating to automatic increases in benefits, the contribution and benefit base, and the annual
exempt amount under the retirement test.
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(k) Long-range estimates of the old-age and vsurivors insurance and the
disability insurance trust fund operations

Table VI gives the estimated operations of the old-age and survivors
insurane trust fund under the program as it would be changed by
your committee’s bill for the long-range future. It will, of course, be
recognized that the figures for the next two or three decades are the
most reliable (under the assumption earnings remaining at their 1971
level and disregarding the effect of the automatic adjustment
provisions) since nearly all of the populations concerned—both covered
workers and beneficiaries—are already born. As the estimates proceed
further into the future, there is, of course, much more uncertainty.

In every year after 1970 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 contribu-
tion-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 long-range cost estimate,
reaching $81 billion in 1980 and about $232 billion at the end of this
century. The trust fund is shown as being exhausted in about 65 yoars,
which results from the small lack of actuarial balance, as indicated
previously.

TABLE VI.—PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE TRUST FUND UNDER SYSTEM AS MODIFIED
BY H.R. 1, LONG-RANGE COST ESTIMATE

[In millions of dollars}

Adminis. Balance in

Benefit trative Interest on fund at

Calendar year Contributions payments t expenses fund end of year
$60, 867 $53, 396 $704 $3,990 $80,770

64, 595 61, 825 760 6,105 126, 275

68, 634 70, 244 816 7,806 158, 804

75, 967 77,186 865 9,400 191, 284

79,637 81,538 902 11,417 231,623

103, 431 133, 245 1,320 20, 857 410,714

118, 842 154,713 1,520 3,991 70, 860

! Includes effect of financial interchange with railroad retirement system.

Note: Contributions inciude reimbur. t for additional cost of noncontributory credit for military service and for
the special benefits payable to certain noninsured persons aged 72 or over.

The disability insurance trust fund, under the program as it would
be changed by your committee’s bill, would grow for many years after
1970, according to the long-range cost estimate, as shown by table
VIIL. In 1980, it is shown as being $15 billion, while in 1990, the cor-
responding figure is $27 billion. There is a small excess of contribution
income over benefit disbursements for every year after 1970 for the
next 20 years.
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TABLE VIL.—PROGRESS OF DISABILITY INSURANCE TRUST FUND UNDER SYSTEM AS MODIFIED BY HR. 1
LONG-RANGE COST ESTIMATE

[¥n millions of dollars}

Balance in

Benefit  Administra- interest fund at end

Calendar year Contributions payments! tive expenses on fund of year
$7,027 $6, 151 $234 $744 $14,571

7,464 7,053 246 1,020 20, 856

7,933 1,752 258 1,328 26,973

8, 529 8,574 278 1,655 33,459

9, 206 9, 891 313 1,943 38,995

11,888 14, 523 453 485 9,031

13,658 17,002 529 ) (O]

Lincludes effect of financial interchange provision “vith railroad retirement system.
2 Fund exhausted in 2029.

Note: Contributions include reimbursement for additional cost of noncontributory credit for military service.

Table VIII 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 year
2040, and also the level-costs of the two programs.

TABLE VIi|.—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

0ld-age and

Survivors Disability
insurance insurance Total
Calendar year benefits benefits benefits
1980 e eeeeeiiaeeeaas 9.40 110 10.50
1985. 10.27 1.19 11. 46
1990..... 11.01 1.23 12.24
1995 .. ... 1.27 1.27 12.54
2000....... 11.05 1.36 12.41
2025... ... .. 13.94 1.53 15.47
2040 ..._.... .. 14.09 1.5 15.65
Level-cost 2 e 10.29 1.22 11.51

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

2 Level contribution rate, at an interest rate of 5.25 percent benefits after 1970 taking into account interest on the trust

fund on Dec. 31, 1970, future administrative expenses, the railroad retirement financial interchange provisions, and
the reimbursement of noncontributory military-wage-credits cost.

3. ACTUARIAL COST ESTIMATES FOR THE HOSPITAL INSURANCE SYSTEM

(@) Extension of the HI system to the disabled

The most important change in the hospital insurance system pro-
vided for in your committee’s bill is the extension of the system to
disabled workers under 65 who have been entitled to benefits under
the disability insurance system for no less than 24 months; and to
disabled widows and dependent widowers, and to beneficiaries entitled
to child’s benefits based on disability which began prior to age 22,
who have been entitled to cash benefits for no less than 24 months.

Estimating the costs for hospitalization and related benefits for a
disabled population is more difficult than estimating the costs for
similar benefits for those age 65 and over. This is so because the
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hospital insurance system with respect to the disabled is newly. estab-
lisked, with no past operating experience, and because patterns of
utilization for those long disabled are unclear.

However, your committee believes that the present cost estimates,
which provide for hospital utilization rates for the covered disabled
population which are about three times the utilization rates for those
over 65, and which are consistent in other respects to the cost esti-
mates for the aged, are based on reasonable assumptions as to al
foreseeable factors. The resulting level cost over the 25 year valua
tion period is 0.46% of taxable payroll under the given assumptions

(b) Change in copayment after 30 days and lengthening of the lLifetime
reserve

Two other changes in the hospital iasurance system in your com-
mittee’s bill are, from a cost viewpoint, of the same approximate
magnitude but offsetting in nature.

The introduction of a copayment provision equal to one-cighth of
the hospital insurance deductible which is applicable from the 31st
through the 60th day of hospitalization, decreases the cost of the
fgrogram by 0.02% of taxable payroll. The increase in the number of
ifetime reserve days beyond the first 90 days of hospitalization from
60 days to 120 days increases the program cost by 0.02%, of taxable
payroll. The offsetting nature of these two provisions produces a
negligible effect on the cost of the system.

(¢) Summary of actuarial cost estimates and other changes in commitlee
bill

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
recognized that the preparation of cost estimates for hospitalization
and related benefits 1s much more difficult and is much more subject
to variation than cost estimates for the cash benefits of the old-age,
survivors, and disability insurance system. This is so not only because
the hospital insurance program has only a few years of operating
experience, but also because of the less predictability of the variable
factors involved in a service-benefit program than in a cash-benefit
one. However, your committee believes that the present cost estimates
arc made under reasonable assumptions with respect to all foresecable
factors.

Your committee’s bill contains a number of provisions which are
intended to reduce the cost of the program. Among these provisions
are the elimination of payments to certain providers of services who
have abused the program, the limitation of the payments to certain
providers of services who furnish services which are determined to be
unduly expensive, or unnccessary for efficient delivery of health serv-
ices, certam limitations on financial participation for supporting un-
necessary capital expenditures, the possibility of increased economy
under prospective-reimbursement experiments and demonstration
projects, the limitation of reimbursement to customary charges in
certain instances when these are less than reasonable cost, and the
requirement of reasonable institutional planning. The actuaries have
not found it possible to estimate the extent of these savings; accord-
ingly, any savings resulting from these provisions represents a safety
margin in the cost estimate.
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Your cominittee’s bill also contains a provision that would eliminate
payments under the medicare program for services covered by the
Federal Employces Health Benefits plan, beginning in 1975, unless
such plan is modified to make available coverage supplementary to
that under the medicare program. For the purposes of the actuarial
cost estimates, no account is taken of any possible reduction in bene-
fit payments under the medicare program on this account, because
of the likelihood that such modification will occur.

The bill provides an opportunity for persons who are not otherwise
cligible under the hospital insurance prograin to enroll, on a voluntary
basis, and then to pay the estimated full cost of the benefit protection
thus made available. Such voluntary elective individual coverage can
also be obtained by States and other organizations on a group basis
for their retired employees aged 65 and over who are not otherwise
protected under the hospital insurance program.

In this area also, the actuarial cost estimates presented in this report
do not take into account the effect of this provision for voluntary
coverage of otherwise ineligible persons, since if the premium rate,
which has been actuarially estimated at $31 per month for the initial
period from January through June 1972, proves to cover the cost of
these individuals, there will be no net effect on the financial operations
of the total program.

Another change made by the bill is to revise the reimbursement
mechanism applicable to covered services for individuals who obtain
their medicare coverage through a health maintenance organization
(HMO). In such instances, the medicare program would pay for such
coverage on a prospective capitation basis. The prospective per
capita rates for both hospital insurance and supplementary medical
insurance would be determined by using established actuarial methods.
Each such rate of payment would be determined annually in accord-
ance with regulations and would be equal to 95 percent of the amount
(with appropriate adjustiment to assure actuarial equivalence) that
would be payable for covered services furnished by other than health
maintenance organizations in the same geographical area. In order to
assure that HMO’s have incentives to provide effective, efficient, and
cconomical services to medicare enrollees, the rate of retention attrib-
utable to medicare enrollees is limited to the rate of retention with
respect to all other individuals enrolled in the HMO. The amount of
retention due to an excessive rate would be repaid by the HMO unless
it 1s used to provide benefits for or to reduce the premiums charged
medicare enrollees.

No valid experience under the medicare program is available for the
purpose of making any cost estimates of the effect of the health main-
tenance organization provision.

In the carly years of operation, however, there might be increased
program costs, because the relatively few organizations of this type
now in existence are being reimbursed only their actual costs, whereas
under the provisions of the committee bill, they could, in the future,
be reimbursed somewhat more than costs. On the other hand, if such
organizations can provide medicare coverage at a lower cost than what
would otherwise prevail, then in the future, if more of these organiza-
tions are formed, there might be net savings to the program. Ac-
cordingly, the actuarial cost estimates have not been increased to
reflect the possible short-range cost aspects of this provision for a
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different. reimbursement basis for health maintenance organizations
since it is possible that in the fong run the provision will result in
savings.
(d)y Financing policy
(1) Financing basis of committee bill
The contribution schedule contained in your committee’s bill for
the hospital insurance program under a $10,200 taxable carnings base

beginning in 1972 (and subject to thie automatic provisions thereafter)
is as follows, as compared with that of present law:

[In percent)

Combined employer-

employee rate Self-employed rate

Committee Committee

Calendar year Present law bill  Present law bill
1.2 2.4 0.60 1.2

1.3 2.4 .65 1.2

1.4 2.4 0 1.2

1.4 2.6 .70 1.3

1.6 2.6 .80 1.3

1.8 2.6 .90 1.3

These increases in contribution rates, along with the additional in-
come from the higher earnings base, will finance the additional bene-
fits for the disabled, and at the same time, eliminate most of the ac-
tuarial deficit in the hospital insurance system which has developed
since the present-rates were enacted in 1967.

(2) Self-supporting nature of the 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 insurance
system and proposed changes therein. In the same manner, your com-
mittee believes that the hospital insurance program should be com-
pletely self-supporting from the contributions of employces, employers,
and the self-employed (the transitional uninsured group covered by
this program have their benefits and the related administrative ex-
penses completely financed from general revenues). Accordingly, your
committec 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 applics to the hospital
insurance system is similar to that concept as it applics to the old-age,
survivors, and disability insurance system, but with the difference
that cost cstimates for the hospital insurance system are made over
a period of 25 years in the future, rather than the 75 year period for
the old-age, survivors, and disability insurance system. A shorter
period for the hospital insurance program is necessary because of the
greater difficulty in making forecast assumptions for a service benefit
as compared to a cash benefit.

Accordingly, it may be said that the hospital insurance system is
actuarially sound if 1t is in substantial actuarial balance over a 25
year period. This will be the case if the estimated future income from
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contributions and from interest carnings 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 & contribution schedule that results in the system
being in balance or substantially close thereto. The financing changes
provided in the committee bill are in close conformity with these
principles.

(e) Hospitalization data and assumptions

(1) Past increases in hospital costs and in earnings
Table A presents & summary comparison of the annual increases
in hospital costs and the corresponding increases in wages that have
occurred since 1956 and through 1970.

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

[In percent]

Increase over previous years

Average wages Average daily
in covered cost of
Calendar year employment  hospitalization t
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1 Data for fiscal years ending in September of year shown, from American Hospital Association. Represents total hospital
expense per patient-day.

2 Preliminary estimate of Social Security Administration.

3 Rates of increase compounded annually which are equivalent to total relative increase for each 5-xear period.

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

(2) IZffect 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 rapudly than the general earnings level will continue in
the future, and whether or not it may, in the long run, be counter-
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balanced by a trend in the opposite direction. Some factors to consider
are the relatively low wages of hospital emplovees (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 vefined 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-
site—an unfavorable cost result is shown when total carnings levels
rise, unless the provisions of the system are kept up to date (insofar
as the maximum taxable carnings base is concerned). The reason for
this result is that hospital costs rise at least at the same rate over the
long run as the total earnings level, whereas the contribution income
rises less rapidly than the total carnings level, unless the carnings
base 1s kept up to date.

For these reasons, the following cost estimates are based on the
assumption that both hospital costs and wages will inerease in the
future for the entire 25-year period considered while at the same time
the carnings base is assumed to nerease to $10,200 in 1972 and to be
kept up to date thereafter. The fact that the cost-sharing provisions
(the imtial hospital deductible and the commsurance features) are on a
dynamic basis which varies with hospital costs 1s taken mto account
as not requiring a higher cost estimate than would be needed if statie
conditions were assumed.

(8) Assumptions as to relative trends of hospital costs per day and
earnings underlying cost estimate for committee bill

The major consideration in making cost estimates for the hospital
insurance program is how long and to what extent the tendeney of
hospital costs to rise more rapidly than the general carnings level will
continue, or whether it may not in the long run be counterbalanced
by a trend in the opposite direction.

The assumptions underlying the cost estimates for the committee
bill are that costs of hospitalization will continue to rise faster than
carnings in the near future, but that the cost-carnings differential
reached its peak in 1969, and will gradually decrease and merge with
the annual rate of imerease in general wages by 1980. Specifically, the
assumptions as to future rates of increase in average wages i covered
employment and in the average daily costs of hospitalization are
shown in Table B.
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TABLE B.—ASSUMPTIONS AS TO FUTURE RATES OF ANNUAL INCREASE AND IN HOSPITAL COSTS AND IN EARNINGS

{In percent)

increase over previous year

Average wages Average daily
in covered cost of
Calendar year : employment hospitalization
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(4) Assumptions as to hospital utilization rates

The assumptions underlying ‘the cost estimates for the committec
bill arc that hospital utilization rates will increase at 1%, per year for
the period 1971-75, at 6%, per year for the period 1976-1980, and
remain constant thereafter. No account is taken of the possibility that
in-hospital carc will be utilized to a much different extent than at
present, but rather it is assumed that the long term upward trend in
hospital utilization will continue for a while, and eventually level out.

(5) Assumptions as to hospital per diem rates underlying cost
estimates for commattee bill

Experience shows that, for 1969, the average daily reimbursement
is about $54.37 which excludes the amount paid by the beneficiaries
under the cost-sharing provisions. This was projected for future years
in the manner described previously.

(f) Results of cost estimates

(1) Summary of cost estimate for committee bill

The level-cost of the benefits and administrative expenses under
present law is now estimated at 2.209 of taxable payroll. The level-
equivalent of the contribution schedule under present law is estimated
to be 1.589% of taxable payroll. Therefore, the hospital insurance
program under present law shows an actuarial deficit of .62 percent
of taxable payroll.

To the level cost of the present program must be added (1) the cost
of extending the hospital insurance program to the disabled who have
been entitled to cash benefits for not less than 24 consecutive months,
estimated at 0.469% of taxable payroll, and (2) the cost of the changes
which introduced a co-payment feature from the 31st to the 60th day of
hospitalization, and which extended the number of lifetime reserve
days to 120, of which the net effect is estimated to be zero. The result-
ing level cost of the program over the next 25 years, based on present
law with respect to the carnings base ($9,000 in 1972) and on the
assumptions previously outlined (and other less important assump-
tions with respecet to costs and utilization of extended care facilities and
home health services) is estimated at 2.66% of taxable payroll.
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The financing of the hospital insurance program has been increased,
in your committee’s bill, in two respects; (1) the earnings base has been
increased to $10,200 beginning in 1972, and can be assumed to follow
the automatic principle thereafter, and (2) the tax rates have been
increased as previously indicated. The first of these changes reduces
the level cost of the program, expressed as a percent of future taxable
payroll, to 2.58%. The second results in a level-equivalent value of
future contributions estimated at 2.529, of taxable payroll. The re-
sulting actuarial imbalance is —.069, of taxable payroll. This deficit
is considered to be within an acceptable range of actuarial balance.
b‘!’ll‘a.blc C gives a summary of the cost estimate for your committee’s
ill. '

TasLe C.—Actuarial Balance of Hospital Insurance System, Expressed
wn Terms of Percentage of Tazable Payroll According to the Intermediate
Cost Estimate based on 5% percent interest

[In percent}

Level-cost of benefit payments and administrative expenses, present law__ 2. 20

Extension of program to long-term disabled__________________.___.____ +.46
Changes in co-payvment arcas and extension of lifetime reserve. oo oo __ . 4. 00
Effect of changes in earnings base ' o .. ___._._ —. 08
Level cost of benefit payments and administrative expenses, committee
bl e 2. 58
Net level-equivalent of contributions, committee bill__________________ 2.52
Actuarial halance, committee bill___ . __________________________ —. 06

t The cost estimate is made under the ascumption that the maximum taxable carnings base will he in-
creased from $7,800 in 1971 to $10,200 in 1972-73 and Kept-up-to-date thereafter, which results in a base of
$10,800 in 1974-75, $11,700 in 1976-77, cte., to $26,100 in 1104 U5,

(2) Future Operations of hospital insurance trust fund

Table D shows the estimated operation of the hospital insurance
trust fund under present law under the intermediate-cost estimate.
Under present law the balance in the hospital insurance trust fund
on an incurred basis is expected to decrease during calendar yvears
1971-72 and be exhausted sometime during 1973, This 15 due to the
steep rise In hospital costs sinee program inception which was not
anticipated when the previous tax schedules were enacted.

Table E shows the estimated operations of the hospital insurance
trust fund under your committee’s bill, according to the intermediate
cost estimate. The year-bv-yvear balances therefore refleet the benefit
changes and additional financing tn the bill as set forth previously.
The mereased tax rates on the higher maximum taxable wage base
tesults in an incerease in the trust fund balanee to almost $6.5 billion
at the end of 1972 which represents about 759% of total benefit and
administrative expense outgo at that time. This desirable condition is
expected to continue throughout the 25 year projection petiod. This
is reflected in the gradual growth in the balance of the trust fund (at
a rate of $1-$3 billion per year) up to over $38 billion at the end of
1995 which at that time represents slightly less than 709% of total
expeeted outgo.
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TABLE D.—PROGRESS OF HOSPITAL INSURANCE TRUST FUND, PRESENT LAW, UNDER ASSUMPTION THAT EARN-
INGS BASE IS KEPT UP TO DATE WITH INCREASES IN WAGES INCURRED BASIS, INTERMEDIATE-COST ESTIMATE ¢

{In millions)
Payments

from general Benefit  Administra- Interest  Fund balance
Calendar year Contributions 2 fund ! payments tve expenses on fund atend of year
5,240 625 6,419 155 135 1,948
5,889 658 7,593 166 83 819
6.696 - 676 8,902 177 (O] O]
7,417 * 681 10, 149 189 © @
7,759 682 11, 499 200 ®) @
13,233 525 17,696 2713 (O] (O]
17,163 309 24,221 370 O] )
26,194 132 32,752 502 ® )
34,290 37 43,744 660 ©® ©®

! Including transactions with respect to uninsured persons. The payments shown as being from the general fund of the
treasury do not include any interest-adjustment items (which are included in the interest column), The benefit payments
and administrative expenses with respect to uninsured persons are included in their respective columns.

2 Including transfers from the railroad retirement account under fnancial interchange provisions and reimbursement
from the general fund of the Treasury for the cost of additional benefits arising from noncontributory military service
wage credits.

3 Fund exhausted in 1973.

TABLE €—PROGRESS OF HOSPITAL INSURANCE TRUST FUND, COMMITTEE BILL, UNDER ASSUMPTION THAT
EARNINGS BASE IS KEPT UP TO DATE WITH INCREASES IN WAGES, INCURRED BASIS, INTERMEDIATE-COST
ESTIMATE !

{tn millions}
Payments

from Admini- Fund balance
Contri- general Benefit strative Interest atend
Calendar year butions 2 fund? payments expenses on fund of year
5,215 606 6,419 155 129 1,817
12, 265 644 8,333 178 249 6,464
12,930 672 10, 668 209 482 9,680
13, 892 680 12,222 214 656 12,472
14,559 682 13,883 227 782 14, 385
21,932 540 21, 400 310 1,230 23,975
28,621 325 29, 196 420 1,658 31, 469
38,719 140 39,282 568 1,920 36,337
51,110 37 52,524 786 2,045 38,162

! Including transactions with respect to uninsured persons. The payment shown as being trom the general fund of the
Treasury do not include any interest-adjusted items (which are included in the interest column). The benefit payments
and administrative expenses with respect to uninsured persons are included in their respective columns.

2 Including transfers from the raifiroad retirement account under financial interchange provisions and reimbursement
from thedgeneral fund of the Treasury for the cost of additional benefits arising from noncontributory military service
wage credits.

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

Hospital and related benefits are provided not only for beneficiaries
of the old-age, survivors, and disability insurance system and the
railroud retirement system, but also on a “free’” basis for most other
persons who were aged 65 and over in 1966 (and for many of those
attaining this age in the next few years) who are not insured under
cither of these two social insurance systems. The exceptions are non-
insured persons who are active and retired Federal employees who ure
cligible (or had the opportunity of being eligible) for similar protection
under the Federal Employees Health Igcneﬁts Act of 1959 or who are
short-residence aliens.

Under present law, persons meeting such conditions who attain
age 65 before 1968 qualify for the hospital benefits regardless of
whether they have had any covered employment in the past, while
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those attaining age 65 after 1967 must have some such coverage to
qualify—namely, 3 quarters of coverage (which can be acquired at
any time after 1936) for each vear elapsing after 1966 and before the
vear of attainment of age 65 (c.g., 3 quarters of coverage for attain-
ment of age 65 in 1968, 6 quarters for 1969, cte.). This transitional
provision “washes out” under present law for men attaining age 65
in 1975 and for women attaining age 65 in 1974, since the fully-
insured-status requirement for monthly benefits for such categories is
then no greater than the special-insured status requirement.

Under the bill, these requirements for noninsured men would “wash
out” at the same time as for women (due to the provision in the bill
which would set the computation point at age 62 for men).

The benefits for the noninsured g