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SociaL SEcURITY AMENDMENTS OF 1967
EMPLOYMENT AND INCOME TAX AMENDMENTS

1. Ewmployee status of fishermen (proposed by the Treasury Department,
sec. 210 of the Social Security Act and sees. 8121 and 3401 of the
code)

Present law.—The liability for social security taxes on wages
(FICA), is imposed with respect to each “employee,” and that term
is defined (sec. 3121(d) of the code) as “any individual who, under
the usual common law rules applicable in determining the employer-
employee relationship, has the status of an employee.” * * * These
same rules are generally applicable for income tax withholding pur-
poses. The FICA taxes arenot imposed with respect to a worker who is
regarded under the common law as an independent contractor,
However, an independent contractor would be subject to the fax
on self-employment income.

Problem presented —For more than a decade both the Internal
Revenue Service and the Social Security Administration have held
that fishermen employed on fishing vessels are common law employees
and, therefore, are subject to the payment of FICA taxes and income
tax withholding. However, the classification of these workers as
employees rather than as independent contractors involves what is
essentially a factual question, and, as a result, has produced wide-
spread litigation and considerable confusion. The court interpreta-
tions have been inconsistent to the extent that some have held that
such persons are independent contractors not subject either to the
FICA taxes or income tax withholding, while other persons perform-
ing essentially the same functions under the same circumstances have
been held to be employees subject both to these taxes and to income
tax withholding. The Treasury Department has indicated that there
are over 150 cases pending that involve the question of the employ-
ment status of fishermen.

The result has been that competing firms employing individuals
under essentially similar circumstances bear unequal social security
tax burdens. The purpose of the amendment is to equate the social
security tax burdens of these competitors, and to relieve the courts
and the Government of the caseload the present confusion has pro-
duced. In addition, the amendment would result in collection of
income taxes through withholding which are unlikely to be collected
in any other way.

Changemade by proposed amendment.—The amendment would classify
fishermen as “employees’” rather than as independent contractors for
social security and income tax withholding purposes. Thus, it would
no longer be necessary to Q%E% common law rules to determine the
status of these workers, and their employers would be liable for the
social security taxes and for income tax withholding on the compen-
sation that they pay.
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IIn general, the amendment would classify the owner of a fishing
boat as the employer of the boat’s crewmembers unless the owner has
leased the boat to another under a charter under which the owner has
no interest in the catch and the lessee does. Where these conditions
are bbth present, the lessee would be classified as the employer.

The social security benefit amendments made by this provision are
retroactive and are designed to make it clear that fishing has con-
stituted covered employment for social security benefit purposes
as if the amendments had been part of the Socia Security Act from
1951 on. For purposes of the fax liability in instances where this
liability does not presently exist, the amendment applies with respect
to remuneration paid after December 31, 1967, for services performed
after that date.

Treasury Department position.—The Treasury Department proposed
this amendment.

2. Employee status of truck loaders and unloaders (proposed by the
Treasury Department, sec. 210 of the Social Security Aet and secs.
3121 and 8401 of the code)

Present law.—The lability for social security taxes on wages
(FICA) is imposed with respect to each “employee,” and that term is
defined (sec. 3121(d) of the code) as “any individual who, under the
usual common law rules applicable in determining the employer-
employee relationship, has the status of an employee. * * * 7 Thege
same rules are generally applicable for income tax withholding pur-
poses. The FICA taxes are not imposed with respect to a worker who
is regarded under the common law as an independent contractor,
However, an independent contractor would be subject to the tax on
self-employment income.

Problem presented.—The problem with respect to truckloaders and
unloaders, commonly omum% “gypsy chasers,” is almost identical to
that explained in No. 2 above with respect to fishermen. For years,
both the Internal Revenue Service and the Social Security Adminis-
tration have held that truckloaders and unloaders are common Inw
employees and therefore subject to the payment of FICA taxes.
However, the classification of these workers as employees, rather than
as independent contractors, involves what is essentia ly a question ‘of
fact, and as a result, has produced widespread litigation and consid-
erable confusion. The court interpretations have been inconsistent to
the extent that some of these workers have been held to be subject
to the FICA taxes while others performing essentially the same func-
tions under the same circumstances have been held to be independent
contractors not subject to these taxes, Generally, if a worker is de-
termined not to be an employee for FICA tax purposes, the employer
also fails to withhold the income tax on the compensation he pays to
them. A number of cases involving truckloaders and unloaders dealing
with this problem are pending before the courts.

The amendment is designed to obtain uniformity in the treatment
of these workers and to relieve the courts and the Government of the
caseload the present confusion has produced. In addition, the amend.
ment would result in collection of income taxes through withholding
which are unlikely to be collected in any other way.

Change made by wﬁo@%& amendment.—The amendment would
classify persons who load or unload the contents of & truck as em-
ployees for purposes of the FICA taxes and income tax withholding no
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matter what the common law status of such persons may be. The
amendment, would make it unnecessary to determine the employee status
of these persons under the common law rules. Under the amendment,
the driver in charge of the truck that is loaded or unloaded is considered
the employer of the person who loads or unloads it unless the truck-
driver is himself an employee of another person. In that case, the truck-
driver’s employer would be considered to be the employer of the loader
or unloader. However, where a third person furnishes the truckdriver
(or his employer) with a written acknowledgment that he is the em-
ployer of the unloader, the third person will be so considered for FICA
tax and income tax withholding purposes. Thus, for example, where
loaders and unloaders are furnished by a warehouse and the ware-
houseman acknowledges in writing that he is the employer of these
persons, the warehouseman and not the truckdriver, or his employer,
will be considered to be the employer of the unloaders. The amendment.
would also amend the income tax wage withholding provisions to make
it clear that employee status determined under these new rules will
also be applicable for that purpose.

The social security benefit amendments made by this provision are
retroactive and are designed to make it clear that truck unloading
constituted covered employment for social security benefit YUrposes
as if the amendments had been part of the Social Security Act from
1951 on. For purposes of the tax liability in instances where this
liability does not presently exist the amendment applies with respect
to remuneration paid after December 31, 1967, for services performed
after that date.

Treasury Department position.—The Treasury Department proposed
this amendinent.

8. Deduction of medical expenses for lazpayers and their dependent par-
ents who have atiained the age of 65 (amendment No. 278 by Sen-
ator Byrd of West Virginia (for Senator Smathers) to sec. 213 of
the Code)

Present law.—The Social Security Amendments of 1965 amended
the medical expense deduction provision of the Internal Revenue Code
(sec. 213) to delete several special rules applicable with respect to
persons age 65 or over. In general, :,_m%.opw expenses are deductible
only to the extent they exceed 3 percent of the taxpayer’'s adjusted
gross income. Similarly, the cost of medicines and drugs are treated
as medical expenses only to the extent they exceed 1 percent of the
taxpayer’s adjusted gross income. Prior to the 1965 amendments,
these 3- and 1-percent floors did not apply with respect to the med-
ical expenses of dependent parents of a taxpayer or his spouse if the
parents were age 65 or over. In addition, these floors did not apply
to the medical expenses of the taxpayer himself or of his spouse if
they were age 65 or older. The 1965 amendments made the floors
applicable to the medical expenses of these older persons for 1967
and later years. .

Problem presented—Many older persons are either dependent on
their children for much of their support, or if self-supporting, live on
fixed incomes the purchasing power of which is continually eroding
as prices rise. At the same time, these older persons are the ones most
prone to incur large medical expenses. In view of these considerations
and the fact that for many years before 1967 older persons were not
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subject to the 3- and 1-percent floors on medical expenses, the pro-
posal would remove these restrictions for those age 65 or over.

Change made by proposed amendment.—The amendment would make
the niedical expenses of dependent parents of a taxpayer, or his spouse,
if the! parents were age 65 or over, and those of a taxpayer himself,
or his spouse if age 65 has been attained, deduetible without regard
to the 3- and 1-percent floors. The effect of the amendment is to
reinstate the exceptions to the application of these floors that existed
before the Social Security Amendments of 1965, for 1967 and later
years, thereby making the 1965 amendment completely moperative
for any year.

Treasury Department position.—The Treasury Department opposes
this amendment. Their reasons can be summarized as follows:

(1) The amendment would result in a significant revenue loss
estimated to be about $210 million annually.

(2) The major beneficiaries of the amendment would be tax-
payers in the higher income groups. The Treasury states that 45
percent of the relief would go to those with adjusted gross income
over $50,000 and 70 percent would go to those with adjusted gross
incomes of $20,000 or over.

(3) The 1965 act that made the floors applicable to these older
citizens also provided the “medicare” program. The supplemen-
tary benefit payments to cover part of doctors’ fees are paid for
half by the person involved and half by the Government. The
provision for applying the medical expense floors in 1965 was
thought of as a substitute for requiring those with higher incomes
to pay the total cost of the supplementary benefit payments.

Staff comments.—Provisions designed to accomplish the objectives
of this amendment have been passed by the Senate on two occasions,
once in the 1965 act itself, and again in the Foreign Investors Tax Act
of 1966. On both occasions the provision has been deleted in conference
at the insistence of the House conferees.

4. Deduction of medical expenses of certain relatives who have attained
age 60 (amendment No. 806 by Senator Smathers, sec. 213 of the code)
Present lew.—Under present law, income tax deductions are per-
mitted (subject to certain limitations) for the medical care of & “tax-
payer, his spouse, and dependents.” For these ?:,Wémmmu a dependent
1s a person related to a taxpayer, or a member of his household, who
recelves more than half of his support for the year from the taxpayer.
Problem presented.—The proposal is the result of the study by the
Senate Special Committee on Aging of the problems of older citizens.
A report of this committee indicates that tax concessions to taxpayers
who contribute to the support of needy older relatives are desirable
because they will stimulate increased contributions from younger
family members to older family members and will eliminate tax
discrimination against taxpayers who contribute less than half of the
support of older family members. The report also indicates that this
change would be an efficient alternative to public expenditures and
promote desirable social objectives. This amendment is recommenda-
tion No. 3 of that committee as shown in its report of October 13, 1966
(Senate Rept. No. 1721, 89th Cong., second sess.).
Change made by proposed amendment.—The amendment would
permit a taxpayer to Include, in computing his medical expense
deduction, payments of medical expenses for a relative—or a non-
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relative who is & member of the taxpayer’s household—who is over
60 years of age, and who has less than $1,200 of gross income during
the year. Thus, the taxpayer would be entitled to claim such amounts
as medical deductions whether or not he otherwise contributed during
the year to the support of such a relative (or other person if living in
his honsehold).

Treasury Department position.—The Treasury Department is op-
posed to this amendment. Its opposition is based on the following
reasoning:

(1) There is a revenue loss of approximately $30 million
involved in this proposal.

(2) This proposal departs from the principle that medical ex-
pense deductions may be claimed only for dependents.

(3} In effect this opens up the way to claim any amounts given
to relatives as deductions merely by using these amounts to pay
their medical expenses.

The Treasury has indicated, however, that it would not object to a
proposal which would permit the deduction of medical expenses which
are paid with respect to a person who has attained the age of 65 and
who is & dependent under a multiple support agreement if the pay-
ments are made by a taxpayer who is a part of the group making the
multiple support payments and who contributes at least 10 percent
of the support of the dependent.

5. Increase in limit on retirement income credit (amendment No. 378
by Senator Smathers to sec. 37 of the code)

Present law.—The credit for retirement income allowed against the
individual income tax is designed to provide a tax benefit for retired
individuals receiving income other than in the form of social security
payments approximately equal to the benefit of the exclusion of social
security benefits from income. Subject to conditions which are sub-
stantially similar to the provision for social security benefits, the law
provides a tax credit for retirement income but only to the extent that
the individual does not receive the benefit of an exclusion from
income tax of social security payments. Present law (sec. 37(d) of the
code) limits the amount of income eligible for this retirement income
credit to what in the past has been the maximum social security
benefit. Currently this limitation is $1,524 a year or 1% times this
amount (82,286) for married taxpayers where they both are not inde-
pendently eligible for the full $1,524 amount.

Problem presented.—At the time the retirement income credit was
enacted in 1954, the limitation on retirement income eligible for the
credit was $1,200, then generally the maximum social security benefit.
Social security benefits were increased in 1962 and later in that same
year the credit was amended to restore this relationship of retirement
income eligible for the credit with the maximum social security bene-
fits by inereasing the maximum retirement income for credit purposes
to the present $1,5624 (or, subsequently, $2,286 for certain married
couples), The limitation was not raised in 1965 when social security
benefits were again increased and to date has not been increased to
correspond to the social security benefits proposed in the bill currently
under consideration.

Change made by proposed amendment.—The amendment would in-
crease the limitation on retirement income eligible for the credit to
$2,268 or to $3,402 (1% times $2,268) for married taxpayers where
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they are each not independently eligible for the full $2,268. The maxi-
mum income level of $2,268 a year on which & credit would be allowed
is based upon an average monthly wage of from $549 to $552 a month.
This ig the level at which a primary benefit of $189 would be provided
under the bill.

Treasury Department position.—The Treasury has indicated that it
opposes this amendment in its entirety. The Treasury Department
proposed to the House Committee on Ways and Means a new special
deduction for the aged of $2,300 for single persons over age 65 or $4,000
for married couples over age 65 but with limitations above specified
meome levels. This special deduction would be available without
regard to whether the individual past age 65 was covered by social
security or was employed. This would be a substitute for the retire-
ment income ecredit, the special $600 exemption for those over age
65, and for the social security income tax exclusion. The Treasury
Department believes that if any action is taken with respect to the
retirement income credit, it should be taken along the Tines of its
proposal to the House Committee on Ways and Means.

Staff comments.—Should the committee desire to consider raising the
limitation on the retirement income credit in connection with this bill,
there are problems with the maximum provided by this amendment.
The primary benefit of $189 per month on which the $2,268 is based
(12 times $189) is derived from an average monthly wage which cannot
be reached by a person retiring at age 65 until 26 years in the future.
This oceurs because of the method of computing the average monthly
wage under existing law and under the bill. In general terms the
average monthly wage is the wage received in each of the years up to
retirement since 1950 (or the year the retiree became age 21 if later),
eliminating the wage in the lowest 5 years.! For example, for an in-
dividual retiring at the end of 1967, his average monthly wage would
be computed on the basis of his wage in the last 17 years, eliminating
5 of these years with the lowest wage. Because the maximum wage
base has been increased from the level of $3,600 in the years 1951 to
1954, to $4,200 in the years 1955 through 1958, to $4,800 in the vears
1959 through 1965, and to $6,600 in 1966, a primary benefit cannot
reach the maximum until it is caleulated largely upon the larger wade
base of $6,600, or $7,600 as proposed by the House version of the bill
under consideration. The level of $189 as a primary benefit under the
bill for a person retiring at age 65 will not become applicable until
the year 1993, Because of this, if & change is to be made in the limi-
tation for the retirement income credit, it would appear more appro-
priate to increese this to the maximum level currently available for
an individusal retiring at age 65. This is $159.80 & month, or $1,917
on an annual basis, ;

This amendment, based upor the income level specified in the
amendment as submitted, would involve an annual revenue loss of
approximately $170 million. If the amount were increased to the
income level of $1,917 the annual revenue loss is estimated at $80
million.

! The computations are actually made on a monthly basis but an annual wage is used here for ease of

illustration.
* The House bill raises the wage base to $7,600 for 1948 and later years.

-
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6. Wage base for social security tax purposes in the case of affliated
groups of corporations (amendment to sec. 3121(a)(1) of the code)

Present law.—Social security taxes are imposed on wages of em-
ployees up to a stated dollar maximum. Under present law, this wage
base is $6,600. Under the bill, the wage base would be increased to
$7,600 for 1968 and later years. If an employee receives wages from
more than one employer during a year, each employer is m:n.E.mS to
the employer tax to the extent of the wages it pays a particular
employee up to the dollar maximum.

Problem presented. —Since the maximum annual limitation applies
to each employer separately, the employer tax with respeet to an
employee who performs services for various members of an affiliated
group of corporations during a year is computed and paid by each
affiliated corporation on wages it pays the employee up to the maxi-
mum dollar limitation (currently $6,600). This H.mmcr_m in a larger
amount of tax being paid by these related employers than would be
the case if the dollar limitation were applied to the members of the
affiliated group cumulatively.

Change made by proposed amendment.— The proposal would amend
the code (sec. 3121(aj(1)) to provide that members of an affiliated
group may take into account wages previously paid by other members
of the group to an employee for purposes of determining its linbility
for social security taxes on wages paid to the employee within the
$6,600 wage base.

Treasury Depariment position.— The Treasury Department takes no
position in this matter.

HEW position.—The Department of HEW opposes this amendment
on the basis that the employer tax is imposed for purposes of funding
the social security program and is not directly attributable to any one
employee. If this concept is accepted, it can be viewed as proper to
impose the tax with respect to separate employers on a separate basis.
Moreover, if this provision were to be adopted for affiliated groups of
corporations, the Department believes it might be viewed as a prece-
dent for extending the same provision to two or more emplovers of &
single employee who are not afflinted. The extension of this provision
to employers which are not affiliated would create seriovs admini-
strative problems.

Staff comments.—This same amendment was added by the Finance
Committee to H.R. 6675, the Social Security Amendments of 1965,
but the amendmernt was not accepted by the Flouse in conference.

7. Wage base for social security tax purpases in the case of certain
nonprofit organizations (amendment to ch. 25 of the code)

Present law.~—Social security taxes are imposed on wages of an
employee up to a stated dollar maximum. Under present law this
wage base is 86,600. Under the bill the wage brse will be increased to
$7,600 for 1968 and later years. If an employee receives wages from
more than one employer during a year each employer is subject to
the employer tax to the extent of the wages he pays the employee
within the dollar limitation,

Problem presented.—The problem has arisen in econnection with
the employer tax liability of the Blue Cross and Blue Shield plans.
Blue Cross and Blue Shield are organized on a local basis throughout
the country and are usually separate legal entities in each locality.
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Generally Blue Cross was organized first and Blue Shield, when later
organized, contracted with Blue Cross to provide the services, such
as clerical services, involved in the performance of its functions,

TheInternal Revenue Service in the case of the Oklahoma and
Kansas Blue Cross and Blue Shield organizations has taken the posi-
tion that the employees who furnished tne services both to Blue Cross
and to Blue Shield are joint employees of both companies. This results
in additional employer taxes on up to $6,600 of wages where the
employee has wages over this amount.

In the Oklahoma and Kansas cases the chief officers are officers of
both the Blue Cross and the Blue Shield companies. This is true of the
executive director and some of the other directors in the case of the
Kansas companies and of the president and secretary-treasurer in the
case of the Oklahoma companies. However in both States the two
companies involved maintain separate bank accounts, all operating
expenses (including all payments of salaries) in both cases being
initially paid by Blue Cross and then Blue Cross being reimbursed by
Blue Shield on a monthly basis for its share of the expenses. In each
case the Bhie Cross company has the right to hire and fire the employ-
ees (except in the case of those officers appointed by both companies).
Both companies operate under operating agreements which specify
that Blue Shield is to reimburse Blue Cross for expenses incurred on a
monthly basis. In the case of the Kansas companies tne expenses
allocable to each are based upon the claims processed while in the case
of Oklahoma they are based upon the contracts in force.

There are additional ramifications to treating Blue Cross and Blue
Shield as being joint employers. The definition of an employee used
in the employment tax provisions is also applicable for the purpose
of establishing qualified pension plans, Currently the employees in
uestion are covered by pension plans established by Blue Cross.
f they are considered to be joint employers it will be necessary to
substantially inodify the existing pension plan structure and this may
result in reduced pensions.

Change made by proposed amendment.—The proposal would add a
new section to the Internal Revenue Code (sec. 3506). The new section
would provide that in cases such as the Blue Cross-Blue Shield situs-
tion described above, if both entities are tax-exempt organizations
the Treasury Department is authorized upon the request of the
organizations to designate which is to be considered the employer for
purposes of the employment taxes and pension plans.

Staff comments.—It would appear possible to handle this problem
administratively by considering Blue Cross the “employer” who
simply contracted with Blue Shield for certain work., The Internal
Revenune Service has not as yet, however, indicated that it believes
that this can be done,

8. Time for filing applications for ezemption from self-employment tax
by Amish (amendment proposed by the Treasury Department to
see. 1402 (R) (2) of the code)

Present law—The Social Security Amendments of 1965 provided
that members of religious sects who conscientiously oppose certain

types of insurance in accordance with an established tenet of the sect

may elect exemption from the self-employment tax. This provision
was adopted on behalf of the Amish who oppose the acceptance of
benefits of any private or public insurance which makes payments in

N
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the event of death or disability, old-age, or retirement, or makes pay-
ments toward the cost of medical care.

Generally, applications for exemption were required to be filed on or
before April 15, 1966, in the case of those taxpayers first deriving self-
employment income for 1964 or any prior year. Taxpuyers first de-
riving self-employment income in 1965 or any subsequent year are
required to file applications on or before the due date (including any
extension) of the income tax return for such first year,

Problem presented.—At least 164 taxpayers are known to have filed
applieations for exemption from the self-employment tax which can-
not be approved because they were filed after the date required by the
statute. In addition it is believed that there are other qualified persons
who desire to file applications but failed to do so within the prescribed
period. The Internal Revenue Service will be required to proceed to
collect self-employment taxes from these taxpayers by levy on their
bank accounts or seizure of their other property unless the law is
amended to allow more time for filing the applications.

Change made by proposed amendment—The amendment would
permit the filing of an application for exemption by December 31,
1968, if the person has self-employment income for years ending before
December 31, 1967. If a person first received self-employment income
in later years, as under present law, the application would be timely
if filed by the due date for the income tax return for the year. However,
in these latter cases, the amendment also provides that the application
1s timely if filed within the 8 months following the month in which the
person 1s notified in writing by the Internal Revenue Service that a
timely application has not been filed.

Treasury Department position.—Treasury Department proposed and
favors enactment of this amendment.

9. Location of parents who desert or abandon dependent children;
establishment of liability to United States (amendment by Senator
Long of Lowisiana, sec. 402 of the Social Security Act and sec. 6305
of the code)

Present law.—One of the objectives of the present public assistance
law is to encourage parents of children who are receiving aid for
dependent children to live up to their responsibility to support the
children to the extent possible. To aid in this objective, present law
provides for cooperation between the Department of mmm.rwv Educa-
tion, and Welfare and the appropriate local welfare and law-enforce-
ment officials. These provisions are strengthened by amendments
included in the bill as passed by the House. This strengthening is
accomplished in two ways. First, the bill would broaden the exceptions
to the prohibition against disclosure of social security information by
the Department to make the address of an individual and the address
of his employer, available to a court for its use in issuing child-support
orders. In addition, the bill would permit local welfare agencies to
enter into agreements with local law-enforcement officers and courts
under which welfare funds would be used to defray the costs of pressing
child-support claims against parents.

Problem presented.—Despite the provisions of present law and the
House bill, the problem of obtaining support from fathers for their
dependent children appears to be almost impossible in those cases
where the whereabouts of the father is not known. In addition, in cases
where the father’s address is known, the workload of the local courts
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and law-enforcement officials is frequently such that enforcement of
the obligation for support is sometimes not pressed with the necessary
vigor. Thus, there are two aspects to the problem: first, the location
of mmﬁ_wwqm who have abandoned their children; and, second, the ob-
taining"and enforcement of court orders requiring the fathers to
contribute toward the support of their children. There are approxi-
mately 800,000 fathers of children who are receiving aid who are
absent from the homes in which the children reside. Of this number,
it has been estimated that there are about 40,000 fathers against
whom court support orders have been entered who cannot be located.
An additional 60,000 fathers against whom no court order has been
obtained cannot be located.!

The amendment would adopt a new approach to increase the pro-
portion of fathers of children, with respect to whom payments under
the AFDC program are being made, who contribute to the support
of these children to the extent of their ability.

Change made by proposed amendment—The proposal would attack
both aspects of the problem: the location of the absent father; and the
enforcement of the obligation to support once he is located. .

The first step of the proposal provides that the appropriate State
welfare agency is to submit to the Secretary of HEW a list of fathers
who cannot be located and against whom an order for support has
been issued or a petition for support has been filed. HEW then is to
furnish the names to the Internal Revenue Service, together with
other available information, such as social security account numbers,
etc. The Service in turn is to attempt to ascertain the current address
of the fathers from its master file of taxpayers and furnish them to the
State agency. It is thought that by this procedure many of the fathers
who have not been located under the existing procedures will be found.

The second step of the proposal would implement the collection of
court support orders that have been issued where the father resides
in a different State than the one in which the child resides. If such an
order has been issued, and the father is not in compliance, or in good
faith partial compliance, the State agency is to attempt to obtain
compliance with the order to the extent of the father’s ability. In
attempting to obtain compliance, the State agency is expected tos
inform the father that in the event he does not comply, his liability
will be established and collected by the Internal Revenue Service.

If the State agency is unable to secure compliance, it will report the
name of the father to the Department of Health, Education, and
Welfare, along with other information bearing upon the ability of the
parent to furnish support. On the basis of wmmw information and any
other information it may have, the Department will determine whether
or not the parent is able to make support payments, or larger support
payments than he has made. In so doing, the Department will take
into account the income of the parent and his current obligations.

If the Department of Health, Education, and Welfare determines
that a parent is capable of making payments, it will certify to the
Internal Revenue Service the amount which the parent is able to pay.
The amount certified may not exceed the wmamnmw contribution (deter-
mined on a general percentage basis for the State) of the aid payments
being made because of the %Eumsmm:ﬁ child, or the amount the father

! The figures o {40,000 and 60,000, although an aceurate indication of the wncma of the problem, ave only in-
formed estimates. They ave based upon past studies and the experience of IIEW personne] whno have dealt
witl the probiem for many years and arve the best estimates available. 3
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would be required to pay under the court order whichever is less. Upon
receipt of a certification from the Department of Health, Education
and Welfare, the Internal Revenue Service is to assess and collect, the
amount certified in the same manner as it does income taxes withheld
and employment taxes (escept that the interest and penalties do not
apply); that is, by the issuance of a notice and demand for payment
and the use of the regular tax collection procedures, including levy
and distraints if payment is not received within 10 days.

The amendment authorizes the payment of the costs involved to
the Internal Revenue Service in aiding in the location of the fathers
and for the Service’s cost in the new collection procedure. The expense
M.o ww% H:Hﬁmw.b& memmbcm mmh.amom of HWWmm procedures is to be reimbursed

0 the Internal Revenue Service th part ]
Education, and Welfare. 7 e Depasmant- of TE,

This amendment is to be effective as of January 1, 1969, with
_,mﬂumg to amounts expended as aid to families with dependent
chi %.Qw during periods beginning on or after April 1, 1968.

HEW position.—The Department of Health, Education. and Wel-
fare does not object to this amendment. “

10. Taz-exempt status for entities organized to erform services for taz-
exempt hospitals (S. 2315 by Senators w&%& d Car
sec. 501(c) of the code) piend Lnbush

Present law.—If two or more tax-exempt hospitals join together in
creating an entity to perform services or other functions for the
hospitals, the Internal Revenue Service takes the position that the
entity constitutes a “‘feeder owmmﬂﬁmaos: and is not entitled to tax
exemption because of a special provision of the code applicable to
such organizations. This is true even though the service or function
performed, if performed by each of the hospitals individually would be
considered an integral part of their exempt activities. In spite of this

osition of the Service, the leading case in point held such an entity
urnishing services to hospitals to ﬂm exempt from tax.’!

_ Problem presented.—A number of hospitals have formed organizg-
tions to perform various services such as data processing, diagnostic
laboratory services, laundering, purchasing, and recordkeepine. ete.
for the hospitals as a group. In addition, others desire to form such
organizations. It is pointed out that performing services and functions
such as these in a joint operation can be expected to keep down the
cost of hospital care. In some instances, tax-exempt charitable founda-
tions have expressed a desire to make grants to finance the creation
of the service entity. These charitable foundations, however, are
reluctant to make the grants to the service entity unless it itself is
exempt from tax under section 501(c)(3) because they fear so doing
would jeopardize their own exempt status. Similarly others making
gifts to enable the building of these joint facilities would not under
existing law, be eligible to claim a charitable contribution deduction
for these amounts, Even if the contributions were made directly to the
hospitals with the understanding that the funds would be used for
these joint facilities it might be that the charitable contribution
deduction would be denied.

Tax-exempt status for the service organization is desired for an
additional reason. In determining exemptions from State and local

\ Hospital Bureau of Standerds and Supplies, Inc., v. Uni s
WL B Oﬂhﬁﬁm, pplies, Inc., v. United States, 1 AFTR 2d 633 (1058} 158 F, Bupp,
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taxes, many State and local governments rely upon the existence of
an exemption from Federal income tax. Consequently, if tax-exempt
status under the Federal income tax laws is granted to these organiza-
tions, ity will in some instances make it possible for the organization to
obtain exemption from State and local taxes.

Change made by proposed amendment.—The amendment would
provide that an organization, all the members of which are tax-exempt
hospitals or governmentally owned hospitals and which also meets the
requirements for tax-exempt status undev section 501(c)(3) of the
code, is itself exempt from tax. This exemption would only apply,
however, where activities performed by the organization are performed
only for the tax-exempt hospitals and then only if they are of such a
nature that if performed by the hospitals individually they would be
considered an integral part of their tax-exempt function.

This amendment applies to taxable years ending after the date of
enactment of the bill.

Treasury Department position.—The Treasury Department has
indicated that it would not object to the proposal if it were modified
in the manner suggested in the staff commeénts below.

Staff comments.—1t bas been suggested problems may arise where the
treatment described above is extended to products (such as drugs)
as distinet from services rendered by the joint enterprise. Since it
apparently is services for which the joint enterprises are to be used,
it would appear desirable to limit the exemption to joint services.
Questions have also been raised as to whether one hospital might male
a “profit” on one of these joint enterprises at the expense of the
others. To foreclose this possibility it is suggested that the exempt
status be limited to those joint enterprises organized and operated on
a cooperative basis which allocate all of their net margins to the
member hospitals on the basis of the use of the services. The revenue
effect of this amendment would be negligible.

11. Refund of certain overpayments by employees of hospitals insurance
tax (amendment by Senator Curtis to sec. 6413(c) of the code)

Present law —If more than the maximum amount of social security
tax (FICA) is withheld from an employee’s wages, usually because he
worked for two or more employers during the year, the excess may be
claimed by the employee as a credit against is Federal income tax.
The maximum FICA tax under present law is the tax on $6,600 of
waces. However, if an employee had wages withheld by one employer
under FICA and by another employer under the Railroad Retirement
Tax Act, he is not entitled to a credit against his income-tax liability
because the two acts provide for separate and distinct taxes and
separate and distinct benefits are earned.

Problem presented.—As part of the Social Security Amendments of
1965, the hospital insurance benefits program was enacted and applies
to all employees insured under either the social security or railroad
retirement programs. The hospital insurance tax is peid as a part of
the tax imposed under FICA and the Railroad Retirement Tax Act.
Thus, although the employee taxes imposed by the two acts are sepa-
rate and distinet, the hospital insurance tax paid as a part of these
taxes is the same as it goes into the same trust fund to provide the
came benefits. Therefore, when an employee has wages withheld by
one employer under FICA and another under the Railroad Retire-
ment Tax Act, he may pay the health insurance portion of the tax on
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,,_.J.,...m_mm. n excess of the $6,600 wage base and is not allowed
t ,M,wwcmmm hospital insurance tax paid. o
:._:mm.qmﬁﬁa% _@,c proposed amendment.— This proposed amendment
G:.:_.. m,,.ﬁ.h” M :ﬁgm employees who have employee taxes withlield under
o .Hw anc ﬁﬁ_rmﬁwm:w_em.g Retirement Tax Act to claim a credit
against income tax for the excess hospital insurance te id. This
Eailok coiic Ghx R € exces: pital msurance tax paid. This
v M.ME provide & credit to the employee for the hospital w:u_r,m_:.m QM.
P .wﬁ.H.: exc mw_., of tax payable on the $6,600 wage base. TE
omummcﬂ\ﬂ;_ww. mwawﬂ.ummﬁu position.—The Treasury Department does not
anient 0 \HW provision. It believes, however, that the provision of
ﬁ_m y.mmlﬂ_www Qm%::m Code Qmmmwsﬁ with W-2 forms should be amended
'e tha e portion of the tax paid under the Railr: i
ment Tax Act, which is attributable e
t Tax ttributable to the hospital insuranec
specified on the form. This is necess L el g
. ; ecessary to inform the emplove
M e torm, : mployee of th
umount of his overpayment and consequently the credit mm may clai o
mmmwwa his income tax. ok
‘W position. —The D f
) . epartment of Health, Educati : /
K £ . ) . ion, ar Tel-
fare does not object to this amendment. ; Y TS

O
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