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the first couple of things, I may explain to the Committee;
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United States genate,
Committee on Finance,
Washington, D.C.
The Committee met, pursuant to notice, at 2:20 p.m.
in room S-146, The Capitol, Hon. Russell B. Long (Chairman
of the Committee) presiding.
Present: Senators Long, Talmadge, Byrd, Nelson, Bentsen,
Hathaway, Matsunaga, Moynihan, Curtis, Dole and Danforth.

The Chairman. The first thing, I think, is something -~

I do not need a quorum to acf,anyway.

I want to record to all here and to those who are not
here we had a meeting and Cliff Hansen, our representative

from the Republican side, talked to the leadership about how f

‘to move this energy bill along. It was generally thought

i

i

=

: : !
that the Finance Committee ought to take charge of the l
!
revenue aspects of it, and the other committees for the most %
i

part, the Energy Committee ought to handle the parts of it

that fall within their jurisdiction. :
The question is whether we should try to have a consoli-

dated conference. We do not think we should. We think they
4
4
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should pass their part of the bill,chold .a conference and

we will pass our part of the bill and hold the conference on

our part.

-

There is no dispute between Senator Jackson, myself and
the Democratic leadership and the Republican leadgrship. We
all think that that is the best way to act.

So we have developed a technique where we can do Ehat on
our side. I think we could just take the House-passed bill,
take everything else. enact it, then add to it the parts that
we want, then add behind it the part they want with the
provision that their part does ngt becone effective as long
as our part is not effective. So‘the who thing is :a Senate
Committee amendment. Go to conference, and we can put the
pieces together however you wq3t to.put them together and put
it before the President and see if he signs it. .

They do not have a House~passed bill they could use for
that purpose to try to solve that. The only way to solve it
is as we‘already took the bobsled bill and put thaé on another
'bill, on the mattress. blanks bill, we are saying we will let
you have the bobsled bill and you can put your rider on the
bobsled bill.

That wa? agreed to by unaﬁimous consent.

Our point of view is that thi; problem has been resolved.

All that remains to be done is for the House to agree they

R i
will do business with us. o
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From my point of view, I do not think that the Senate
is going to want to éﬁy to do business the same as the House,
all the ad hoc committees and all of that. They can do business
how they want to, but ﬁ& point of view is we will report what
ie within our -jurisdiction, and we will confer with whomever
they want us to confer with.

T wish I could have had time to explain it to the Committee
but Bob Byrd wanted to have that bill, so I asked unanimous
consent yesterday to report that bill out. We have plenty of
numbers here to do business on the bills that we want to do
business on.

The next item here is this Budget Committeeréroblem in
regard to the Finance Ccmmitgee legislation.

Mike, will you explain that for us?

Mr. Stern. Yes, sir.

The Committee indicated its views on what ought to be

allowed for legislation in a letter you sent to Senator
Muskie at the end of July and the Budget Committee, by and
‘large, took the opposite action. In the area in revenues, |
for example, you suggested that they allow some additional j
|

revenue reductions above the energy tax bill, and what they

did was allow the same amount as the House bill.

So I assume, when you take up the energy tax bill, if

|
you have some TRYENuey reducing ideas, we will just have ﬁ
to make them effective in later fiscal years. J

ALDERSON REPORTING COMPANY. INC.



! The second thing that they did is to take a fairly .
2 strong polic§ pbsition that nothing ought to be done in Social
3 Security that has any fiscal year 1978 impact. This is true

4 that this is not subject to a point of order, because you.can

% 5 always raise revenues, but I assume that if the Committee does
) .
E- é something that will have a fiscal year 1978 impact, you can
g 7 expect that Senator Muskie would say this is against the
é 3 policy that the Budget Committee had in mind, and put tocether
) 9 into the resolution.

10 . Senator Byrd. The memorandum says it is subject to a

11 point of order, pecause the funds automatically appropriate.
12 Mr. Stern. Yes. If you decide to do something in

13 i fiscal year 1978, you will have to change the law to the

REPORTEURS BUTLDING, WASHINGTON, D.C,

18 extent of saying -~ | .
15 Senator Byrd. If the law isrnot changed, it ié subject
15 to the point of order? .
i 17 Mr. Stern. That is . right. For all of theseayears, you
% 18 operated on the basis that whenever revenue is raised, it is
; 19 || also appropriated into the Trust Fund, and you have to make
% 20 some .special provision for the tempora;;‘period, namely to
7 the end of the fiscal year. That would be true. Youjcan do g
(5
&Eif 23§ something that would not be subject to a point of order,

73 What I was saying really was it was probably not a point !

of order problem, but you could expect that the Budget Committée

i

()
Py

would object on economic grounds.

i
{
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On the spending side, they assume that you will save
$300 million in the income maintenance area, Social Security,
welfare, social services and that you will spend $200 million.
Actually up to now you have been operating on a basis of
$450 million. They are operating on a basis, when you are
all done, you should have a bill that has a net savings ®»f
'$100 A:;lion; even though you have actually approved a -
provision to save $350 :5million, you also have other provi-
sions that cost money.
So at this point, your decisioﬁs are at about the level
of $50 million.
| Senator Byrd. $350 million over?
Mr. Stern. You now have a bill that costs plus-$300
_million. The Budget Committee assuhes that you will save
$100 million. That is a difference of $400 miliion. .
There are ways that you can save that amount qf money,
and I can give you suggestions, if you want to go that route.
In the health area, they do assume enactment of the hospital
- cost control proPosals.4There, I think it is pretty unrealisti

to look for a bill that the President will sign. The House

is much less far along than the Senate.

(3

*

In the Senate, the Human Resources Committee has reported§

out a bill and the Finance Committee is going to be acting in
that area.

However, Senator Talmadge has a proposal that does not
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have that degree of immediate savings. It is really more
geared towards longer run savings.

So, as was indicated in the letéer, the Budget Committee
said it is not realistic to imagine that you can save that
amount of money because legislatiyve action‘will not be
complete in this Congress, and the things will not be that
immediate.

If you do not actually amend the Budget Resolution, I
think that you will want to consider ways qQf saving more

"
money as-a part of this bill that you have been considering.

Senator Curtis. As far as tAe Budget Resolution is
concerned, are thef dealing with welfare costs and Socialz
Security tax receipts as one item?

Mr. Stern. WNo, sir. In general, no. Certainly on the
expenditures side, now The expenditures are only for the
welfare and Social Security expenditures. The Social Security

.

receipts do get into this category of budget authority, but

as you suggested when this came up before, you can postpone

- the appropriation of the revenues into the Trust Funds until

next year and not run into any of the budget problems.
Basically, they are two separate thinég% Social Security

receipts are separate.

Senator Curtis. In other words, we cannot, #f tliis

Committée and the Congress saw fit to increase Social.Securipyf

k -
taxes, would that violate the budget act? i
¢ 3

-
-
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Mr. Stern. Ne,. st ‘ .

Since the Budget Committee made such a definite statement
in their report about how they did not think it was desirable;
for econompic reasons, to have any effect in fiscal '78, -you

A
ought to be aware that probably4it will be opposed on the
Floor, or somebody will make a statement.

Senator Curtis. Technically, what is the situation?

Mr. Stern. You are not in violation. You can raise
revenues whenever you want. The only restriction in the
budget act is against cutting revenues, but vou can raise
the revenues. As far as budget authority, if you can suggest
a way of avoiding a point of order. It is not a question of
whether you are in vio%Ftion of the budget act, the numbers
in the Budget Resolﬁtion; but a problem whether you wind up
getting a fight from the Budget Committee. ~

v ‘

Senator Curtis. What?

Mr. Stern. Getting some sort of opposi#}on from the
Budget Committee.

The Chairman., Here is the kind of thing that you are
likely to run into.

The Social Security tax, if we want to put a tax into
effect, keep the Social Security fund from going broke, even
if we recommend what the President has recommended, when we

bring it out there, I guess they could say, well, you cannot

put that in the Trust Fund. Is that right?

ALDERSON REPORTING COMPANY, INC. ®
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‘matter of how the Senate wants to vote on it, If they want
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e

"Mr. Stern. I think we can suggest a way.

The Chairman. But to do that, to put the tax on and say
that the tax would go to the General Fund and after it would
appropriate to the Social Security fund after the first of
the year, we can do that.

If we do that, then they will say, hold on just a minute.
We said in our Committee report that we did not think it was
a good idea to think any more taxes on in view of econo'gz
conditions. Now, if they do that, that is just a matter of
them trying toibind.you by their Committee report. v

The answer is, if they have enough votes, they can bind
you to anything. If they do not have enough votes, they canno
bind you to a damn thing. }

So it is just how the Sengte wénts to v%te.

Basically, it amounts to them saying, all right, they
will want to contend, I think, that when the Senate voted ¢
the Budget Resolution they agreed they were not going to have

any increase in Social Secugaty taxes. Again, it is just a

to vote for it, they can.

In view of the fact that they are letting us know they
expect to oppose an increase in Social Security taxes at this

time, we may want to take that into account when we decide

whether we want to recommend the Social Security tax that willi

go into effect this year, . ;

i
3
.
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Senator Nelson. Has Senator Muskie said they are oppgsing.
a tax effective fiscal '78?

The Chairman. Yes.

Mr., Stern. Their report says very clearly that they
oppose anything that has an effect in fiscal year '78., In fact
they areMncouraging the Finance Committee to approve legisla-
tion to solve Social Security's financing problems, but it
should not have any effect before October 1, 1978,

Senator Nelson. Is there a rationale for that? Any of
our proposals may well reguire that it start January of '78.

Mr. Stern. The rationale is on economic grounds. Ta=
Committee believes that imposition of additional taxation
effective 1978 will prove counterproductive to the economic
recovery.

The Chairman. Of course, if that logic is correct, what
thefiare seeking to mandate US to do B& telling us we ought
to cut back on Social Security benefits, t™hHat” would violate
their own mandate right theré, would it not?

That means there would be less money inicirculatiqP.

Is that not right?
My, Stern. Yes,
The Chairman. In other words, they want to mandate,

they want to cut back on SocialﬂSecurity benefits. Thg; also

want to mandate us not to raise the Social Security. taxes

to achieve the same result. '
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But I suppose really if the Senate wants to go along

- >

with it, we could do whatever we wants. That indicates what
they want us to do. That is what it amounts to.

Senator Dole. - They do lose occasionally.

Is thereaany thought of amending the resolution that is
on the Floor now? Ypu are suggesting ways to avoid that.

Mr. Stern. Yes.

The Chairman. We could amend it if we had to. We could
offer an amendmeﬁt, but I am ;nélined to think that it would
be just as well, if we do want to go contrary to what £hey
have got in their Committee Report or something of that sort,
we have that right.

I would just as séon fight the battle on one of our bills_
where we are asking the Senate to vbte for our bill rather
than fight on their bill where they are asking the Senate to
sustain their Cémmittee.

If we report something out and they come in and complain
about it and want to oBject -- I would just as soon fight on
‘our ground rather than fighting on their ground.

Senator Bentsen. I would much rather.

The Chairman. We have been through all of that before, and
we have not done badly. Let them go ahead and pass the

resolution.

Senator Nelson. Still, we would not be subject to a point
«

of orde;}
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‘about it, we will have to go ahead and put it into effect
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The Chairman. We could get around the point of order,
if we want to. If you want to put the Social Security tax
as the President reccmmended it, if you want to do it that
way, then you just say -- yoﬁ put the tax on -- you say that
that money may be appropriated into the fund, the general
fund, then appropriated to the Social Security fund after the
lst of next year.

So if you do it that way, then.it is not subject to a
point of order. If they Yant to, they can contend -- if you
want to do that -- that that does not violate the letter but
the gpirit of the resolution. If ?hat is the case, it is not
subject to apoint of order, it is just whether the Senate
wants to do it that way.

Senator Nelson. For the.Administration's Social Security
plan, the Finance Committee's and alternative plan here, all
of th;; contemplate some taxes going into effect in '78.
There will be a several billion shortfall on any one of the

plans that we are looking at. If we are going to do anything

this year, the employer's tax, increasing ==

The Chairman, As far as I am concerned, whatever you
would like to do would be fine with me. There is a budget
resolution out there. We should get moving in a hurry. It

is out there now. It is on the Floor.

Senator Curtis. I would like to ask this guestion:

ALDERSON REPORTING COMPANY, INC.
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supposing we do not do anything about the Budget Resolution.
What, if anything, are we giving up in the way of freedom of
action in financing Social Security?

Mr. Stern. You are not giving up any freedom of action in
the sense of their being any parliamentary move or point of
order that can be made. The only question is, if you were
to offer an amendment to the Budget Resolution and win, you
would theh have the Senate on your side in advance.

If you lose, that really does limit your action.

Senator Curtis. I am inclined to follow the Chairman's
suggestion, have the whole legislation. If we were to have
an amendment to the Budget Resolution, what would be our
amendment? O0Of what nature?

. Mr. Stern. You could have an émendment which actuall&
either raiéed.the revenue figure higher, or even if you did
not want to do that, raise the budget authority figure higher,
and therefore, in effect, announce r;ght now that you intend
to raise Social Security taxes.

Senator Curtis. I understood from your previous conver-

sation that that would not be necessary.

-~

. . N, . ]
Mr. Stern. I ido not believe it is necessary, no, sir.

I think the question of whether Social Security taxes should

-

be raised or not, however you do it you will wind up with the

s e et s & 2 e, e

opposition of the Budget Committee, either now because it is

ALDERSON REPORTING COMPANY. INC.
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when you report out the legislation, and the Chairman is
suggesting it would be easier to deal with in the context of
actual Finance Committee legislation rathér than the Budget
Committee's resolution. i

Senator Curtis. I do not want to prolong this, but it
seems to me that they are struggling with two proposals
attractive to them. One is they want to héld down the Federal
deficit and the other one is they want to manage the economy
and say, if we have money flowing, it looks like wiéﬁ the
concept of the unified budget =-- which I do not think is a

<

good concept, but it is here -- that we would be easing their

o

problems .if at a later time we increasei Sccial Security
4

taxes,

Mr. Stern. I think that that ﬁight be why it would be
easier to handle in the context of a Finance Committee bill,
because at the time you actually go to the Floor you will

have a bill that improves the deficit position, because the

amount of money you raise in this Social;Security is going to

' offset any additional spending.

The Chairman. Our bill would reduce the deficit. If
you take the kind of bill we are talking about, it would
reduce the deficit.

Mr. Stern. Yes, sir. Probably it would be several
billion dof&ars worth of increased revenues,

The Chairman. The bill, on balance, would reduce on a

ALDERSON REPORTING COMPANY, INC.
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consolidated budget basis, the bill would reduce the deficit.
It would move towards fiscal responsibility.

The only thing -- it would take care of both things
they recommend te/us, but it does recommend a few things they
did not think of, and that being the case, insofar as we have
to go contrary to something they did not anticipate and
recommend it first, then we wodld have to persuade the
Senate that that was a good idea.

’Obviously, if the Senate passed the resolution, they are
putting fine print in their Committee report. We fought the
bill before, and they lost. At least. we have that much going
for us, precedent is on ouriside for that.

Senator Bentsen. Mr. Chairman, would you also work on
whatever we submitted on the long—térm solution to the
problem of.decoupling?

The Chairman. That would be part ;f it.

Mr. Stern. Up to now, we have only been talking about
what the Budget Committee did.

Senator Bentsen. I understand that.

The Chairman. ZLet us finish our discussion of the
Budget Committee. Is that all there is on the Budget
Committee?

Mr. Stern. Yes, sir. R

The Chairrin. I would suggest we just let it go the way

it is and take our chances on this.. They have demonstrated

ALDERSON REPORTING COMPANY, INC. :
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to us that we do not control them, and our advice is purely
discretionary. I think we can demonstrate the same consider-
ation for them. We love them just as much as they love us.
Senator Curtis. Is that reciprocity?
Senator Bentsen. I would say that is*trué decoupling,
The Chairman. Why do we not go on to the next thing.
Mr. Stern. The next thing, Mr. Chairman, is Social
Security financing. In the foldexr, you have a blue staff

3

pamphlet.

» Basically, you have two alternatives to the Administra-
ticn's proposal, which the Administ;ation prop&sal at this
point, since you voted not to have general revenue funding,
I suggest you just lotk at the alternatives.

One is the proposal -~-

The Chairman. What page are you on?

Mr. Stern. Page 38.

What is labelled on that chart as alternative proposal

is really the Administration's proposal without general

‘revenue funding and with the dates moved up. You remove the

ceiling on wages that are taxed fer Social Security, for

employer purposes, but you can do it in calendar year '78

r

rather than the increased deficit the Administration proposed.

A,

That makes up as much or more than the Administration @

recommended-in ‘£eneral revenues. In order to have a little

more money further down you move up the tax rate increase,

ALDERSON REPORTING COMPANY. INC.
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which in the Administration proPosal_takesplace in 1985.
We make that effective in 1981.

Basically, that is the alternative proposal, the Adminis-
tration proposal number 1, without general revenue financing.

Number 2, without removing any funds from Medicare into
'cash benefits,

Number 3, changing the effective dates.

- The other thatvis shown here is Senator Curtis'bproposal
in®hich the basic additional revenues come from a tax rate
increase.

Senator Curtis. What page?

Mr. Stern. On page 38 there is a chart that really
compares it. I do want to note that we tpink that the actu-
aries have understated the savings ﬁhat are possible from a
proposal relating to dependent's benefits, and that tends to

show the Curtis proposal in the out years as being less than

the Administration proposal.

ﬂ.

We would suggest it is not. In fact, all th.ee proposals
‘do raise about the right amount of money.

If you look at chart* number two on page 40, you will see
these compared in terms of what the reserves are as a result
of the next yvear's outgo and all three are in the same
range I do not see any significant difference in what these
three preposals raise and what they do in the trust funds.

- ¥
The decision really would be concerned with slightly
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different amounts of money. All three are viable proposals
for dealing with the deficit and the amount of ﬁoney that you

put in the trust fund.

Basically you rejected the Administration proposal of
the package by rejecting the general revenue financing, but
the alternative proposal, it consists of the same mechaniéms,
but different effective dates.

I understand Senator Nelson wanted to raise a point.

Senator'Nelgpn. Yes. .

Mr. éhairman, when the Finance Committee, I’ think
unanimously, agreed in their posture of rejecting the Adminis-

'tration's use of general funds to back,@p Qr support in any
wayAthe cash benefit programs. My thought was when we
conducted the hearings that it was our responsibility to see
if some additional altermative could be worked out.

So, during the past month, Scott Ginsberg and a member,
a representative af HEW, have worked, and I have worked with
them. I briefly discussed this with the Chairman. I think
‘their proposal has been submitted to Mike for consideration,
which the Administration was for. .

And it tackles the question by providing Ac:ne, that you
would remove the limits in three steps on the wage base
taxes paid by the employer, in three steps starting in 1978,

'79 and '80; we would raise the base to $25,000 in *78, to

$40,000 in '79, and take the limit off in '80. But I would
g

”
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‘but at HEW's figures, it would be a deficit of 1.8 percent

-
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be inclined to leave a sloo,ooo'ﬁgnimumm

Number two, the proposal would have rate increases in
addition to the scheduled one and those rate increases on the
employee and employer be .l perzéent in:1981 and .3 percent
in 1985 and .6 percent in 1990, .

Then we deal with the se}f-employéent tax question, as
eveﬁybody else does. One provision df it would use general
fund money somewhere down the line, 1982, if there is no
cost containment; 1988 if there is, to support the hospital
insurance aspects. That is Part A. | Starting in the earliest
in- '82y.because the additional taxes would be diverted and
knocked on to the hospital insurance fund.

With this, and some of the other provisions, you end up -1
at the end of 25 years =-- you end ué with a balance of a
+.7 percent. In other words, the fund is secure; there is
a 50 percent balance in it, and we are in a position of a

+.7 percent of income over outgo.

In the 75 year projection, which gets pretty speculative,

as contrasted to the current projections at current levels of

8.2 pexcent.

I think that all in all, we have gone through it several |

times, we have loocked at it. It is a pretty good proposal.
I would like to hand out this alternative plan, so i

everybody can get a picture of what, in fact, it does.

ALDERSON REPORTING COMPANY. INC.
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Let me say, as to the hospital insurance; I agreed, and
do agree -- although I used to think somewhat otherwise, I
do not, myself, want to support the concept of general funds
supporting the cash benefits plan. I would not like it for

any of them until we got ardund to national health insurance.

However, this does not violate any principals from where

we are now. Under Part B of Medicare, I am advised that now

the general fund this year is paying  about.70 percent,of

ghe beneficiary, 30 percent of the premiumvfor that physician's

’ : ?
care. Next year, it will be 80-20. i
On the hospital insurance side, it is 2 or 3 percent

general funds in’it,kso that-you :couild divert -- what you are

-

really diverting is income that would otherwise go into the

- hospital insurance fund starting at the earliest in '82 and

possibly as late as '88.

Under current financing, incidentally, if you did nothing
about thephospital:insurance funi, it would be out of money
in 1988.

So that I pass this out. It has been locked at very
carefully, analyzed, evaluated, all the figures have been give
to us by HEW., The Administ ion would support this pr&&osal,
I believe;ialthough.:itidid not clear the White House. ’Maybe
after .everybody has had a chance to study it, maybe we can
lay it down beside the other proposal and see if we can come

of here with a plan that is not in deficit.

ALDERSON REPORTING COMPANY. INC. :.
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1 As I say, this one is not for 25 years. It is expectéa

[ )

to be 1.8 at the end of 75 years.

3 The Chairman. Let me say this. Iteseems to me that if
' 4 we would just vote for enough taxes to keep this program
s solvent up until 1981, then if we vote for a tax increase, it

é would go into effect in 1981, which should not be 3 difficult
7 thing to ask the Congress to do.
3 It seemé to me that we could then have the program, in
9 effect, séivent by 1990 or thereafter. If we could.get this
10 program to where we are projecting solvency as far as ten,
fifteen years ahead, we would be in pretty good shape. .

At some future point, some future Congress will look aﬁ
13 this thing and tackle all the problems that are implicit in
14 it, and try to make it solvent from‘then on. Bﬁt I personally

< feel, as I indicated before, if we cannot get the Congress to

REPORTERS BUTLDING, WASUHINGTON, D.C, 20024 (202} 554-2345

.

3

vote the money to finance, to pav for the benefits we are

i 17 hoping to échieve, yéu cannot get iHEm to vote Yor a;ything."
g 18 In any case, I do not like them putting us in the
; 19 || . position of suggesting we use the income tax to pay for all
§ 20 of this, to make the so-caiied general fund solvent: be%ore
91 you can‘theoretically -= you are supposed to have a surplus
. D%?Ej 32 befo.re you transfer tt;'» Social Sec::urity or somewhere else, ‘i

make the general fund solwent.

-

You fellows should be able to come in to vote for a

$60 billion tax increase. That is beyond the realm of -~

-~

vt e A Nel 4asSarma s s ot e e § 8.1
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1 anybody's idea. I have’ friends -- I think I have better
.. [ 74
2 || - friends in labor than anybody here. They are good friends of

3 mine and I hope they can always be my friends, but I do not

4 see that we have to buy this assumption that they want to buy

(%3

that we are going to keep this replacement rate at some

o

given level and we are going to:’dé it by paying it out of

7 the income tax rather than the Social Security tax that we

8 vote. v
9 If they want to buy that -- and it does not make any

10 difference at all whether you try to buy it for many years.

n When would be the date that we would have to find more money

12 in order to retain that replacement rate they are talking
13 about?
14 Mr. Stern. If you do the kinds of things you are

15 talking about in the short run, I think you could keep the

14 replacement rate constant for at least ten years.

- The:Chairman. As we are providing the dough for ten

18 : years in advance, I do not know why we cannot -~ if you have
1g | the ways to find the money, if you do that, you have a few

366 7TTH STREET, S.W. REPORTFRS BUTLDING, WASHINGTON, D.C, 20024 (202) S554-2345

20 other things going for you. One of them is you: might get a

break on some of these assumptions.
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For example, these assumptions, if I understand it, are

badly outdated as far as females working are concerned.

~
[ ]

Mr., Stern. The program assumptions and the relation

W
(¥,

between benefits for working women was really based on

L 3

-
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" increase the value of a woman working considerably more.
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attitudes towards women wofking that are 30 and 40 years
old, and I think if you were to start a Social Security pro-
gram now, you would really not do it in quite the same way.

That is one area, I think, that deserves some thought,
and you might very well restructure benefits in a way that
we could save money.

Senator Moynihan. With the woman working, it is to

inewvease-the income rather tham the outgo~of“the‘fuﬁd?

Mr, Stern. Yes. Since they are mostly entitled tg'
the benefits on their husbands, benefits ényway, the incrementa
benefit they can get is much less.

Senator Moynihan. The actuaries may, in fact, bé over-
estimating the deficit.

Mr. Stern. No. I think thei# assumptions now are based
oy women in the labor force. I was referring to something
different, namely you might well decide that a wife's
benefit, instead of varying with the amount of the husband's

benefit, may wind up being a fixed benefit, and that would

That would be one way you might restructure the pro§ram.

Senator Curtis. Mr. Chairman, what I am about to
suggest has to do with the procedure here in this Committee
and I am not proposing it as a matter of delay, but just so

we could know what we are doing and, if possible, get every

Senator on the Finance Committee to participate. i

ALDERSON REFORT!NG‘ COMPANY, INC.
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I would assume that most of us are agreed, the Chairman,
Senator Nelscn, supporters of the Administration'’s plan and
myself, on three of the minor items: raising the tax on the
self-employed to a full one and one-half times the employee's
iax; and on the decoupling, ?here is something about that,
some alternatives there; and then on this problem raised by
the Supreme Court over the husband being erftitled to benefits.

That can be reached by an offset against other Federal
programs, I think, or other progfams. Probably there is. not
much controversy there.

Now, the real controversy is, shaii we take the Adminis-
tration plan, shall we take the Nelson plan, shall we take'
vthe Chairman's p}an, which éouldjpasically advance tha date
for the increase of the tax on empléyers, or I have my
proposal that we would face the issue right now with a .3
increase in tax next year and an additional .2 the following
year. - it

I wonder if a good procedure would not be, after we
‘discuss it today, and somebéﬁg else may have a plan, that:t@e
staff reduce to just as few sentences as they could, those .
three plans and set up a specific time tomorrow to vote on
them, and see what the will of the Committee is.

There is %ust barely a quorum @gre now. I thi;L we

A/

should go ahead and discuss it.

Senatpr Nelson. Voting tomorrow?

ALDERSON REPORTING CON;PANY. INC.
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Senator Curtis. 1If, after we discuss this, and éhe staff,
with concurrence of the proponents, would get out a statement
just as briefly as they could about each of the alternatives
to vote on and then set up a specific time to vote, and get
that summary in their hands and there is a time that it i; to
be voted on, and get as near a fﬁll Commixtee here, and work
the'will-of the Committee. -

Senator Nelson. We are talking about tomorrow?

Senator Curtis. I am not definitely fixed on what day
it should be, but sometime soon.

Senator Nelson. I am prgpared, but I have spent off and
on over a month on this alternative, so I have the advantage
of knowing what is in that aspect qf it. I do think if
people had a chance to look at each'of these over the week-
end, that your suggestion would be a good one.

But to ask somebody to go through something that HEW
has run through computers and we have been discussing in

one day --

Senator Curtis. What would be the will of the Committee

here? I am willing to cast proxies of absentees on such a
basic question, and also I think the members would like to
look at the proposition to see what the altermatives are.
The Chairman. I would like to see us just nail down
as many things as we can and sometimes you do it better by

just taking items that are not too controversial.

ALDERSON REPORTING COMPANY. INC.
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Let me ask you this. Can we agree here that we ought
to hé&e a decoupling? Can we settle that part of it?

That is one point.

Senator Behtsenthasbbeeangyingﬁéll:along whatever yoﬁ
do, you should do the decoupling part of it. ZEre there any
problems on the decoupling?

Mr. Stern. The question is, how much money you want to
‘put back into the program. The decoupling saves you money,
but it causes the benefits to decline steadily over a period
of time.

The decoupling part of it, everybody agrees on how you
decouple. The whole question is, what do you do then? Main-

tain a replacement rate? Maintain it at the rate it is now,

N

The Chairman. If we vote to découple, that moves us to
the next step. Can we agree on it?

All in favor, say aye.

.

.(A chorus of ayes.)

The Chairmin. Opposed, no?

Senator Dagforth. Mr,., Chairman, what do we me;n by
decou‘ﬁing? What are we going to keep, the pri%e indexing or

’

wage indexing?

The Chairman. That is the next step.

Senator Ranforth. We just voted to do something. ¢

Mr. Stern. You just voted in an increased cost of living.

 ad
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The only people it affects are }hose already getting benefits.

Now, the gquestion is, what‘are you going to do wifh all
the people retiring in the future?

The Chairman. That ii going to’ be harder to decide.

Senator Curtis. Let us decide it right now.

The Chairman. There are a couple of other things.

Senator Nelson. The self-employment tax, I think
everybody has agreed on the principle of putting it at 1.5
times the regqular rate. ~

;Le Chairman. ‘Is there objection?;

Witﬁout objection, settled.

What is the other point?

Senator Nelson., As of 1981, in the alternative proposal 1
I éo not recall what it was in youré: the effective date
on the proposal I would have is 1981 =--

Senator Curtis. We can move the date around.

The Chairman. What other point is there?

Mr, Stern. The one Senator Curtis raised, the

" dependency test.

Under the law, a woman does not have to prove her
dependeﬁéy on a man in order to'get widow's benefits or
wife's benefits, but a man does have to prove his dependency
on a woman. And since that has been knocked out in the
courts, it has opened up a fairly expensive situation where

a man who simply was not under the Social Security systenm

¥ e A s e en s e v o 8 71
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because he was a mailman, or something like #hat, and his
wife was under the Social Security system, he is now able
to draw benefits.even though he in no way was dependent upon
her. ) v

-~ The Administration has a proposal; we have another‘one.

Their proposal is based upon an income test and our proposal

was based on simply reducing benefits, dollar by dollar, based

on whether they get benefits from any public pension program.
It is an offset. In the case I mentioned, if the hus=.
band, in fact, is getting a Civil Service retirement benefit,

that is probably going to be more than the Social Security

benefit he would be entitled to.
Senator Curtis. In other words, that is the only group
where it is a real dollar issue, because if both stband and

wife are under Social Security, the husband has to elect

between his own benefits, or his benefits as a spouse, anyway?

Mr. Stern, That is correct.

Senator Curtis. The only_major places where it is in

‘any significant financial interest is where the wife is on

Social Security and the husband is not. And what you are
proposing is that he not be denied the.survivor benefits,'
but they be offset on any other public plan supported by
taxation?

Mr. Stern. That is right. It would either be Federal
Civil Service or state and local Civil Service.

¥
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The Chairman. As I understand it, the Secretéry of
HEW tellé me that the Administration recommendation would
save more money. Would you ﬁind explaining—why?

Mr. Stern. We have tried to find out why they think
that. As far as I can tell, the reason is there is one body
of data that the actuaries have on public pensions; there is
another body of data that they have‘on income, and the two are
inconsistent with each other, and they come out with differ-
ent numbers, because in fact, programatically it is very
difficult to conceive of a type of case where they would not
fall under both categories.

We would think, in fact, for our test, because the tést
that théy are proposing is a one~time test, and subject to
a manipulation of income.

Perhaps somebody in the Administration wants to speak
to thaé?

Mr. Thompson. There are several factors. There will be
more people hit by the dependency test than the pension
" offset. There will be cases where the pensidan offset would

not trigger, and the dependency test would trigger.

There is a second consideration, which is the pensiocn
offset %s calculated at the, time that the benefit is first
awarded and then not adjusted, so as cost of living increases
occurred, the Social Secu;iéy benefit, such benefit as is

left, rises. .
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=X

\ﬂ Inn 1T STREET, S.W

£

/

. REPORTERS BUTLDYNG, WASHINGTON, D.C. 26724 (202) SS4-2345

I\
N

r~
—

[N Y
')

60

o

2995090 -— 1-29

Senator Curtis. That latter point could-be provided
for.

-

Mr. Thomgpson. With é lot of complexities, it is
possible to work something out. ’

Mr.’Stern. I wonder what kind of cases you are talking;
about? That is the difficult thing. We ‘could not see what
kind of cases you are talking about that are covered in the
Administration’s proposal that aﬁe not covered in this one.

Mr. Thompson. I do not think I can teli you. We can
theorize as to whaé kind of cases there are. I qannotitell
you ﬁrom the data what cases there are.

Mr. Stern. We could think of a lot of cases that would
work'the other way, where’you could manipulate the income
in the three years before retiremen£ so as to meet the depen-
dency test under the Administration's bill, where in other
cases it would be reduced, dollar for dollar.

Senator Curtis. Let me ask a question. This involves

retirement, it does not involve benefits paid by reason of

‘the fact that the survivor is left with minor children? Is

that correct?

In other words, if a wife were under Social S;éurity and
she dies, there are minor children, and the benefit is'paid
to the surviving spouse for t§e benefit Qf the children.

This proposal would not affect that? It affects the retire-

ment as they could draw as the surviving spouse? ¥
* ¥
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Mr. Humphreys. It would not affect the payment madé
for the children; it would affect the payment made for him
to enable him tokstay home with the chilﬁreﬁ if he had his
own retirement benefit aléo.

Senator Curtis. If he had not reached retirement
age?

Mr, Humphreys. If he did not have a benefit, no.=

Senator Curtis.

down. The family benefit, by reason of either the wife or

husband, would not be cut down by your proposals?
Mr. Humphreys. That is right.

Senator Curtis. The savigs would come out of the
benefits paid at the time of retirement, with the excepticn
of those few cases where the husbana was on retirement, and
there still are minor children?

Mr. Stern, Yes.,
Senator Dole, What do they estimate as to be the
difference in cost?

Mr. Humphreys.,

the difference is between $2 and $3 billion. Their:&stimates

go up more, so over a ten-year period, I think they estimate
an $8 billion differential cost.
Senator Curtis. Between the two plans?

Mr. Humphreys. No, cumulative over the ten years.

Senator Curtis. That much betweeg the two proposals

ALDERSON REPORTING COMPANY. INC.
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In other words, it would never come back

In the earliy years, the first five vyears,
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or between doing something and not doing something?

Mr. Humphreys. Between the two proposals.

Senator Curtis. This is the difference we cannot under-
stand. We have talked with Bob Marters, who is consultant to

the Committee, and he cannot see any reason for the differ-

ence of any significance.

>
w

Senator Dole. What are some of the cases you theorized?

Mr. Thompsoﬁ. There is a theory factor, and the actu-
aries have to make certain assumptions about the enforceabil-
ity, and they have assumed that a dependency test is much
more enforceable than a pension offset, and so that a pension
offset requires the perspective beneficiary to self-declare
the pension, which can then trigger the loss of his benefit;
where the dependency test requires é.positive actiors in order

to get the benefit, you hawve to file the forms;
And 1‘:hink that also affects the differential in the

cost, the assumptions. of enforceability.

_ Mr. Humphreys. One of our problems with the Adminis-
'trationfs proposal is that it is very manipulatible. If
somebody is close, you ate either in or out for dependents
benefits., If samebody is close, by stopping work for a
couple of months or something like that, they can play the

system and they can gualify, where somebody who is not that

smart might not do it.

¥

.
As I understand it, the Social Security’ actuaries did not,
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‘alternatives that are available to us, and everybody go home

'I would take the Curtis approach ahead of their deficit
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|
include any assumptions as te how much they might lose in a
savings of that kind of manipulation.

Mr. Thompson. I think that is fair.

‘Senator Byrd. A military retirement would be considered

an offset?

Mr. Humphreys. Yes.

Senator Byrd. Railroad Retirement?

Mr. Humphreys. Yes.

The Chairman., Let us just leave~that. Let us jugt
not.ggcide that right now. Let us just pass over and we will

talk about it later on, and I would think that the staff could

hopefully get us a memo on some of the issues, some of the

and study it and think about it and maybe come back here.
If the Senators csndow. decide which approach they like

better, we can see where we go.

r

I think my position is fairly clear. I think my vota is

for the Administration's tax, if they are recommending it.

financing, which I think is very irresponsible. -

I guess the Curtis amendment would not be my first
F

choice, but my second choice. I would vote for it ahead of

what the Administration is suggesting here, on that part of |
it, anyway. ' i

I guess that is all we can do with Social Security now,

. A
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Is there anything else we can nail down?

Mr. Stern. I think everything else in the Socialr
Security area can only be resolved by a vote.

The Chairman. That is a big item to vote on.

Senator Curtis. I would like to raise a point. The
reason I am raising this riéht now is because at one time it
was offered on the Floor and it was under those conditions
with Senator Proxmire opposed the'congideration of any
amendment that had not been considered before the Committee.

When we get to this major item, I do not think we should
bother about‘it, I will just mention what it is.% If an
employee works for several employers, then he has withheld

more tax on more wages than he has supposéd to have, he can

get Zzrefund.Bug§ if the employer is the same parent employer|

Pl

for instance, if the American or Nebraska Automobile
Agsociation, they have a separate unit that is a casualty
company and a separate unit that is mé%bership, if they have
‘a salesman that works for two or more of those entities,

and they pay him more than $16,500, he can file and get back
what is in excess of what is taxed him, even though it is !
the same ownership. The employer cannot.

I do not want to press it right now, but ;'would like

to raise it.

Mr. Stern. This is something that the Committee has

ALDERSON REPORTING COMPANY. INC. oo
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approved in the past. It becpmes not important, of co%fse,

if you eliminate the ceiling.

Senator Curtis. Yes.“QThat is the reason I am not

-

pressing it now. I am just §iving notice.

Senator Nelson. Everybody ag:ees on decoupling, but theré
are various levels. I trust you will have all the facts on
the cost implications. "

I think decoupling fundamentally is probably the most
important thing we will do in this bill. I will simply say
to this alternative that I passed out, the proposal is to
decouple at the present rate of 1976.

Now, the Administration is going to allow it to be as
of 1979, waen we get there. I believe Mike feels that you
should reduce that replacement rate below the '76 level.

Mr. Stern. My feeling only is that I would recommend
whatever you do in the longgrun, it ought to come out in
actuarial balance. If you decide you want to maintain the’

replacement rate at the '76 level, then you should do it
L 4

for about ten yéars" and then let it drop; after thht.
. .
At least next year, when the actuarial report comes
in, there will not, in’ the newspaper accounts, of how the

Social Security fund is still going to go bankrupt at some

future date. Whatever you do, that it pays for itself‘ and

you can maintain whatever rate for ten years. |

<
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The Chairman. If we go along with the kind of thing -

_that the Administratiol would like for us to do, and we have

promised, without levying the taxes to pay for it, we have
proceeded to promise to pay more benefits than we have the
money to pay for.

The: result is, from now until as long as anybody is
around here, any time any enterprising, able newspaperman can
say, those people have projected a bankrupt program, they are
giving you a bankrupt Social Security. I am kind of tired of
reading those kind of stories;

I would like to quit promising so much, and you do not
promise that damn much, then you are not projecting a bankrupt
program. If you say, we are willing to pay out everything
we éan take in, but we ara not goiné té promise anything we
have not the dough to pay for, and that way we are not pro- '
jecting a bankrupt program.

Senator Nelson.- If you do not project a S;nkrupt
program, we would not get news coverage at all.

The Chairman. Don't worry, they will find something to

write about. Do not worry about that. The imagination and
the enterprising men and women -~ they will find something..
If we do not out~promise ourself -~ that is almost a
communicable disease among politicians. It is our promise.
If we do not promise ourselves, then everybody can feel good
about the progEam, and it is going to pay for itself for the

/
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next ten years. It works out exactly the same, and the only
thing it takes to make it better, the more promising‘politicia:
come along in the next decade, they will just vote through a
tax. That ifes not leave us in a difficﬁlt situation "
voted to promise all these pay raises to schoolteachers. They
voted it all, bﬁt they did not vote for a tax to pay for it,
SO every year there are parades and bonfires and everything
on that legislature.to pay us that money you owe us, you
irresponsible‘politicians. -

I am just trying to save everybody from going through
all that pain forever. During the next ten years, ncbody
will know the difference, and sometime in the interim, all
we have to do is vote for a tax. Tﬁen you can prpmise-more;
just pay for it.

If we depart from that, we will rue the day. We will

just get ourselves into a difficult situation.

i hive been through a lot of these things where we have

is anything more we can do about moving along to this next
item, Public Aséistance amendments.
Senator Hathaway. I have a couple of amendments to
Social Security. I do not think they will beucontroqﬁksial.
& The Chairman. All right.

Senator Hathaway. One is to do for the Social Security

ALDERSON REPORTING COMPANY. INC. ‘
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goes above 3 percent.

Also, I think we ought to have some kind of review on
the price index that is used for Social Security recipients,
to concentrate more the things that people are buying rather
than the general price index. v

Senator Curtis. Are we coupling or decoupling?

Senator Hathaway. This has nothing to do with coupling

or decoupling. It is doubling, not coupling. Same thing.

Mr. Stern. I would think there would be a cost associates
‘.

with that. You would be moving up benefit increases.

Senator Hathaway. At the end of the year you are going
to give them the benefit anyway.

Mr. Stern. I was thinking about part of that.

t  Senator Hathaway. They will gét it a little socner.

Senator éurtis. Does it also work like compound inter-
est, the subsequent percentage? I would rather draw 3
percent interest every six months compounded than 6 percent
annually.

The Chairman. Why do we not pass over that now and
think about it later on.

Let us turn, then =~

Mr. Stern. The.two items you had left, the first item
relates to the treatment of the territories under the Social
Security Act, wélfare and social services programs. And you
have two remaining issues for Committee consideration.

1
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The first issue relates to the treatment of territories.
The most significant fiscal impact relates té Puerto Rico.

Basically, both the program of Aid to Fangies with
Dependent Children and social s;rvices, you have the overall

dollar limitation by territory, a Federal matching rate of

50 percent. The proposal that was pending =- I should say-

-

kY

'the House bill -- extends the SSI program to the territories
at a cost that runs up to $185 million for a full year.

And the alternative that you are cons;d%fing, at the
time you last discussed this, was Epmber one, increase the
Sb percent Federal matching rate to 65 percent; and number
two, increase the dollar amount limitations by territory,
by 50 percent.

There is a table on page 2 of fhis document that shows
both the states and the territories per capita expenditures
for SSI, Food Stamps and AFDC, and you can see that the
territories do come out significantly higher. In the case of
Pukrto Rico, it is $173 of Federal per capita expenditu{?
‘for these three welfare programs. The highest stafe is the
District of Columbia, $137. =

The Chairman. The Fedeéél expendit&re for the District
of Columbia, is that not sort of a different situation? That !
is because it is the Federal government, is that not part of
it?

Mr. Stern. DPerhaps it is, because the District of

ALDERSON REPORTING COMPANY. INC.
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Columbia is only a city, and more comparable torother cities.

In terms of amount of money spent, it is probably anomalous

Theichairm?n.::xs this what- it would be if it péssed?
Mr. Stern. This is present law, actually -~ fiscal year

'76.
- E

The Chairman. If we pass what we are talking about, where
is that?

Mr. Stern. You can see that Puerto Rico, under
ssT- is $3.5 million.- That is not SSI, but aid to the blind
and disabled. Puerto Rico under the SSI program here, instead
of $3.5 million in that column 2, it would be $185 million.

The Chairman. What is the population of Puerto Rico?

Mr. Ste;n. 3,214,090, Roughlé speaking, that would
increase $173 to $235.

Senator Byrd. You are going from $3.5 million to
$185 million?

Mr. Stern. That is what the House bill will do.

Senator Dole. How would the benefit compare with, say,
the. benefit in Néw %prk? \
Mr. Stern. The benefit would be $102 in guerto Rico

compared with about $178 in Federal benefit, which is nation- !

wide. In other words, in the 50 states, it is $178. It would

be $102 in Puerto Rico.

Senator Dole. What is that based on?

[

£
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Mr. Stern. That is basedibn the relationship of per

capita income in Puerto Rico and Mississippi.
The Chairman. If you make a comparison, do you realize
"the. increase, just the increase in Puerto Rico on a per
capita basis, just the increage, would exceed the entire
amount that Wisconsin gets on a per capita basis. y
It would éxceed the entire amount that Virginia
”geté,\and Texas gets.

Senator Curtis. It is twice as much as Nebraska gets,

and Wyoming gets $21.
Tpe Chairman. I am not saying they do not need help.
Senator Dole. Ié this to stop the outflow from Puerto
Rico? A lot of people go to New York to get higher benefits.{

Senator Moynihan. Mr, Chairmaﬁ, coming from New York, it
is very hard not to be troubled by the great disparity between
benefits from what are adjoining jurisdictions.

Senator Curtis. Is Puerto Rico's income tax handled
likethe Virgin Islan#ls; the Federal income taxes leVied, will
ﬁhey get o keep it? |

Mr. Stern, Yes, sir.

Senator Curtis. New York would take that deal, would

they not? ’

% i

The Chairman. I am inclined to think that what we are

Senator Moynihan. Yes, sir. Is that a proposal?

proposing is pretty good. How much does that work out on a

L
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1 | per capita basis, what we are suggesting? Will that increase?

2 Mr, -Stern. Well --
3 The Chairman. Would it increase the amount they get and
. \

4 || the matching? What dées that do for them?

5 Mr, Stern.  Probably about $4 per capita.

5 The Chairman. $4 per capita. That is because a

‘7 || relatively small percentage of the people are aisabled.

3 Mr. Stern. That is right, and the satie is true with Aid
§ to Families with Dependent Children. The payment levels are

10 || very low. You are enabling them to make an increase in the °
amount that they pay. It would not be anything like the

12 universal applicability.

13 Senator Matsunaga. Mr, Chairman, I think with reference

14 || to Puerto Rico, the Virgin Islands aﬁd %uam, taking just the

. | case of Puerto Rico, just looking at the total figure and the

REPORTERS BUILDING, WASHINGTON, D, C. 20024 (202) S§4-2348

per capita figute, it might be misleading for this reason.

j ' The SSI exception provision of H.R. 7200 is not a wholesale
é 8 giveaway of welfare funds to the territories for broadbased
Z_ 19 welfare programs. Rather, the bill is narrowly focused.

% 20 It simply entitles the aged, the blind and the disabléd

2 Americans benefits proportionate to those received by those
received by citizens residing in other areas of the United
States.

In Puerto Rico, the elderly citizen receives only $19 a

month under the old categorical assistance programs, while his

~
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counterpart in Mississippi, the state with the lowest per

capita income, received $167 per month under SSI, which abolished

the categorical aged, blind and disabled programs in 1974.
The argument that thé resident territories should receive no
incregse in Federal benefits because they pay no taxes into the
Federal Treasury'has no application to SSI, since SSI is for
citizexlis who are aged, blind and disak;)led, and these are the
ones who do not pay any taxes whether they live ianew York
or Hawaii or Louisiana or wherever it may be. They do not
pay taxes.

And the important issue, I believe, is that of equal
treatment of the aged, the blind and the disabled cit{zens.
! The Chairman. Let me invite your attention to two states
that are comparable in population. iouisiana is a pretty big
welfare staﬁe. At one time, we were known as the welfare
state. I guess Puertoc Rico probably'displaced ué, or maybe
New York has by now. At one time, Louisiana, with a mere 2
percent of the population, was succeeding in paying out more
money for the aged people than New York with those vast,
burgeoning numbers up there.

So here we are, with little Louisiana being a great:
welfare state. We are paying taxes for liberality, and our
Food Stamp program, $151 million.

[

Look down here in Puerto Rico.

than we have ~~ $540 million. And that $540 million, that

ALDERSQN REPORTING COMPANY. ING.
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exceeds everything we in Louisiana had managed to-ilay our
hands on for any purpose. ¢

% We have a lot of people in Louisiana who would like help

too. If you add it all up, they are doing very, very well
indeed.

- We are getting $103 per capita, all things considered,
and they are getting $173 per capita, a lot more than we are
getting already.

I am suggesting that we increase it for them.

If, in Puerto Rico, they can put 75 percent of their
people on Food Stamps with the number one useful purpose of
putting the SSI down there,to show how many people they can

ugaalifyas disabled, with the unemployed on that island, they
can claim the benefit. That program‘right now is out of
control. .

When we started changing over from the Feééral-state
matching program, you had 1 percent of the population classi-
fted as disabled. What is it now? 3 percent is the last I
heard.

Senator Matsunaga. Mr., Chairman, the SSI, the initial

number is projected to be 135,000, which will amount to about
4 percent of the population, which is equal to the national

average of 4 percent in the fifty states.

The Chairman. Mark my word, that is not a safe assump~

tion at all. With the high unemployment they have down there

s
3 4
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and all the people who are going to feel that they capnot get
a job compared to others, with the high unemployment they'ha;é
and suffering any degree of handicap; you are going to have
those people coming in and saying they are disabled.

Once a person convinces himself he is disabled, it is not
at all likely to convince everybody =-- it is not that difficult
to convince evervbody else he is disabled. As I understand
the record in the Department itself is, those whom the
Department finds disabled, I have never seen anybody say there
is any problem with what the Department finds disabled. If
they lose it, they take appeal, and when they take it to court,
there is 50 percent. ) :

Sggator Matsﬁnaga. Recipients will still need to meet
definite, established qualifications in order to participate
in the SSI program. What you are saying, Mr, Chai{man, that
the;e would be no administration of the program. I think there
we can correct that by.stripﬁent oversight.

But what we are:concerned with is legislating to treat
all the blind, disabled equally.

Senator Dole. They are not treated equally any%%y. They
get less of a benefit in Puerto Rico than any of the other
té;t states. % .

¢ b

Senator Matsunaga. Now they are getting $19. That is

all they are getting, and the cost of living in Puerto Rico

fn e e aman ﬁﬁ..ﬁ
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Senator Curtis. How much of an increase does this give

Puerto Rico, the proposal before us, percentagewise?

Senator Bole. You cannot compare it that way; because
they do not have the same level of benefits now,

Mr. Stern. About a 5000 percent increase. It goes
from $3.5 million to about $185 million.

Senator Matsunaga. Would not the Food Stamp program be
cut down because of the increase in SSI benefits? °

The Chairman., No.

Mr. Stern. I think the answer is no if the Food Stamp
bill gets through. - ’ *

Senator Byrd. What is the total Food Stamp cost for
fiscal '76?

Mr. Stern. Approximately $5.4.billion.

Senator Byrd. This is 10 percent of that total.

Serator Curtis. You say this would be a percentage
increase of 5000 percent? How much of a percentage increase
would it be for an individual recipient?

Mr. Stern. For an individual recipient, I am not sure
you can use the $19 figure, I think that is the average
benefit. I do not know what the standard is. Perhaps i? is

$35, so it would increase it three. It is $102.

Senator Matsunaga. $102,

The Chairman. What we are talking about for Puerto

Rico, that applies -~ if you take the AFDC approach, or take
. .
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the dependency approach, that would apply to the aged and the :
disabled, is that right, for tha; program?

Mr. Stern. That is right.

The Chairman., Can you tell me what we are paying to those
peoéle right now for aged and disabled, what they are putting
up?

Mr. Stgrn. I beiieve they are putting up about $24
million and getting about $24 million in Federal funds. What

¢

does not show up in the first two columns here is the adminis-
trative cost, but we wexé told by Fomecne from Puerto Rico
that they are already at just about the $24 million level, as
between AFDC, aid to the aged, and the admin;gtrative process
associated with the 50-50 m§ney.

The Chairman. I was thinking fhat it would be all right
i with me to work it out so they can get twice as much, but what
we are proposing ought to be assuming they put up no more
money, thatthey would get an extra $24 million. Is that it?

ﬁr. Stern. We wo&ld be giving them 50 percent more
money, and a 65 percent matching. You are actually giving them
about twice as much, because you are increésing the total

amount of money by 50 percent, but you are providing 55

L
matching, which is almost two-thirds, rather than 50 percent .

fﬂf

~l

matching.

So the two-thirds matching at one—-and~a-half times comes

out to be a doubling. ) . -

o irr o b anen -
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The Chairman. How can you give them 50 percent more
money and work out where it is doubling?

Mr. Stern. You have increased the matching rates.
Instead of the Federal government paying 50 percenf, they will
be paying 55 perxrcent of the higher total. |

The éhairman. Are you raising the total, or is that open
ended? .

Mr. Stern. You are not. You are raising the total.

Senator Curtis. That is assuming the local interests
will continue to raise the same dollar amounts.

Mr. Stern. That is right. In other words, 50 percent
of $48 million is $24 million. That is where you are now.'

It is because the $36 million is an overall limit, they have
to put up less money to get the $36 million, but it is only a
50 percent increase. That is correct.

The Chairman. Here is what I am thinking. Could we
work those figures out so that Puerto Rico gets twice as much?“
If we do that, you will then go ~—- if you get up to $96
miilion, I guess you would be giving 75 percent matching.

Mr. Stern. If you want to give them twice as much money,
i

you could raise the figure to $48 million.

The Chairman. I thought $48 million was what you had

right now?
Mr. Stern. I mean the Federal share. Right now, you

have $24 million Federal and $24 Puerto Rico.

et vt e
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The Chairman. That is $48 million. |

Mr. Stern. If you.made it $48 million and $48 million --
well, you would not make it $48 million and $48 million:; you
would make it $48 and about $24 million, and that would keep
the $24 million constant.

Thg Chairman. I am talking about something di}ferent.
If you started off and say why can we not provide them enough
money where they can do twice as well as a beneficiary unless
they want to double it, you start out saying, if $24 million
in Puerto Rico money against $24 million Federal money .

Mr. Stern. If you change that three for one ~-

The Chairman. A three to one ratio, then that gives
us $96 million, a $48 million increase over what they are
getting.
] Senator Curtis. May I ask a question?

Senator Matsunaga. The recipient would get double?

The Chairman. We would double it. Puerto Rico would
not be requiréd to put up matching funds for the additional
1s.

Putting the same thing as they are putting up now and
they get twice as much.

Senator Moynihan., I think that is a very faire-minded
proposal.

Senator Curtis., I want to ask a question. They have

local administration, T assume? !

ALDERSON REFORT{NG COMPANY. INC.
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Mr., Stern. Yes, sir. .

Senator Curtis. And when we go from 50 percent to 75
p%rcent, we are changing it. Is there any way that you could
increase the amount of actual help the needy would geg;down
there without going to 75 pexcent? That exceeds any matching
formula in the states. ~m

Here you have an econ;my that is geared and thinking in
terms of welfare and benefits and so on, and up to now they
have to bear half the cost. 6oes any state in the union get

more? -

Mr., Stern. In SSI, in most states, I would assume that
the Federal matching is 75 percent, or higher. AFDC would
only bé a couple of states where there would be 75 percent.

Senator Curtis. Not for most states?

Mr. Stern. Not for most states.

Senator Curtis. Is there any other formula that you
could come up with that would actually help the needy of Puerto
Rico without the temptation for a runaway situation of the
&dministration?

Mr. Stern. The reééon you would not have a runaway
situation you would assume because you have a flat dollar

. J
The Chairman. What is our matching rate on social

services? ‘

Mr. Stern. In general, it is 75 percent. :

ALDERSON REPORTING COMPANY, INC. !
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The Chairman. It is 75 percent on social services.

)
Senator Curtis. Here is another thing, too. You have

an economy that is geared to the welfare payments, shopkeepers

"
and everybody else, ' {

If we raise it by 50 percent, a very substantial increase,
could that not be done in two years?

- Mr. Stern. You could make it two for one matching the

» N “
first year and three for one after that, if the idea is that

- Puerto Rico should not have to put up any more money.

The Chairman. As a practical matter, you are going to

be looking at a welfare reform bill next year where théy are

going to propose SSI, anyway.
, L §
Senator Curtis. How much will the Chairman's proposal

save 'over what was presented?

Mr. Stern. On a full-time basis, it is a difference

Senator Dole. Why can you not change the House formula,

make it a higher benefit, but séill reduce the overall cost?

-

L
They have a formula that they adopted which would be

$102, I think, for Puerto Rico SSI. Why can that not be changeq
to reflect the feeling that I assume that the majority of the
Committee has, of too much of an increase?

That formula could be changed, could it not?

Mr. Stern. That is pretty fundamental, but a different

approach. It does say, have a Federal program, with Federal

®
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distributed benefits, which is rather different than increasing
the amount of money for Puerto Rico totally.
Seﬁétor Matsunaga. Mr. Chairman, I do not wish to delay

things by being adamant on this. I can see where we are going

"to be stuck on this unless we strike a compromise.
I would be willing to compromise on the proposal the

Chairman made that we double the recipient's amount without

-

requiring Puerto Rico to come up with matching funds.

Senator Moynihan. If I could say, Senator Matsunaga
and Seﬁgtor Dole have spent a very long time on this. I think
your proposal is a very reasonable proposal.

Mr. Stern. rWe only suggest the effective date be the saﬁe
as the House bill, April 1lst.
The Chairman. All in favor, séy aye.
(A chorus of ayes.)

The Chairman. Opposed, no? |

(No response)

-

Senator Curtis. Do we have a budget problem over any
of these, a problem with the Budget Committee over any of the

parts of the welfare proposal?

Mr:vStern. The problem is not over any specific part,
it is just how much your bill costs by the time you are all done

Senator Curtis. 1In éﬁis staff paper, on page 3, down
about the fourth paragraph, that is all taken care of, is it

Mike? Paragraph 4, page 3.

ALDERSON REPORTING COMPANY, INC.
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Mr. Stern. Of the Budget document? Yes.
i
Senator Curtis. I am talking about the total of the

bill.

;, Mr. Stern. The total of the bill, you are about $400
million too high. If this is the appropriate time that I could
make a suggestion to you for an amendment that would save

. $400 million as recommended« by the Administration, it deals
with retroactive Social Security benefits.

When a berson comes into benefits now and he is aged
65 or 64, he can get up to a year's retroactive benefits in
one check, and then simply have reduced actuarially reduced,
benefits thereafter. Over the long run, actuarily, it Sught
to work out‘just the same.

The President has proposed, as President Ford did before
him, that the retroactive benefit feature not be allowed and
there are good programmatic reagons for that. It is not only
a budget savings, but a person otherwise gets a big check and
then forever after has reduced benefits., If you do that, you
ﬁake it effective at the beginning of the fiscal year. You
can save $400 million.

Senator Curtis. You say, if they do not apply at age
t 652 |

Mr. Stern. A pérson comes in.and he is age 63540r

'less and right now he is able to say, I would like benefits to ,

[
i

go back a yéar, assuming heqras eligible during that period, and

3
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give me one check with twelve months worth of benefits in it,
and from now on I will take an actuarily reducéd benefit, as
though I had applied for benefits when I was a year younger.

Senator Curtis. It would only apply to those wﬂo would
elect to ask for retirement benefits under 652

Mr. Stern. As a practical matter, yes.

Senator Curtis. There is another side of fhat coin 'that
raises a very serious problem and I have one case -- I have
introduced a bill that has not been printed. A man, after
considerably inquiry, electéd not to take his :etiremgnt.'I
think he worked to about 69 or 70, and he got an increased
benefit. He just drew a month or two, and died.

His wife, the widow's benefit, is based not upon his
increase, but they go back to age 65; which seems quite
inequitable to me.

Mr, Stern; The proposal we are suggesﬁing here is just
the one that saves money.

The Chairman. We have Senator éﬁrtis' amendment that
érovides pretty strong disagreement in philosophy, and it
seems that staff has to suggest something that might help

bridge the gap and help us come together.

Would you mind explaining the staff suggestion? I think :

that is a compromise of the Curtis amendment.
Senator Matsunaga. Before we go to it, Mr. Chairman,

I am assuming that the application of the last amendment would

ALDERSON REPORTING COMPANY. INC.
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be to Guam as well as to the Virgin Islands.

The Chairman. Yes, without objectioen.

Mr. Stern. That is right. We_also should suggest we
put th;s provision in effect for the Marianas.

The Chairman. Without objection, agreed.

Senator Curtis. In reference to this recovery of the -
$400 million --

Mr. Stern. We would suggest that it would be effective

at the beginning of the fiscal year so you would get the full

$500 million. At that point, you are then in conformity

in H.R. 7200 with the Budget Resolution.

The Chairman. Does everybody understand? The President
recommended, which is sort of a windfall type thing, an
unintended thing that people take advantage of? Does every=
bedy understand whét he is talking about?

Senator Byrd. A one-year savings.

Mr. Stern. It saves $400 million the fiist year, I
suppose it saves somewhat less as you go on, and then it dogs
not save anything any more. ,

Senator Nelson. Actuarily; it does not save anything.

Mr. Stern. That is right. You are really giving that
pe;son the average of the benefits back.

Senator Nelson. It ;églly only applies to people who

are between 62 and 65.

Mr. Stern. That is correct.

ALDERSON REPORTING COMPANY. INC.
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%gnator Nelson. If you are over 65, that is the base
rate, but if you decide to draw at 63 for one year back, you

)
get your benefits permanently based upon the 62 base rather

than the 65 base?

Mr. Stern. That is correct.

The Chairman. Without objection, that is agreed to.

Suppose you explain to us what the staff is sugggsting
here as an alternative to the proposal of Senator Curtis?

Mr. Stern. This really relates to access to information,
and Senator Curtis has proposed a fairly . broad access to
information including non-Federal as well as Federal recordsﬂ
and the suYgestion we would make is, at this time we would

give authority to tﬁ% states to verify earnings information

whose records are maintained by Social Security or state-

employment security agencies. "

That is based on the thought that the majorxity of the
information you want to get will be from those two sources.
That is really what the hearings related to, and this is
something that is under Fedefal control, and you know really
exactly what you are giving access to, and see how far that

takes you. If it is still necessary to go further for J
information ==

Senator Curtis. The proposal I made, I intended that
the Federal government grant the states the right to do this

if théy want to. All it Yoes is amount o a withdrawal of

ALDERSON REPORTING COMPANY, IMC.
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' access to state information. That is the difference.
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any Federal objection.

o

Mr. Stern. It amounts to a withdrawal of Federal
K |

objection. that could override other state law, including
Senator Curtis. As regards to Federal law?
Mr. Stern. The Federal Privacy Act protects Federal

%
records, but it does not affect state records.

Senator Curtis. ?ut if we made it optional with the
state, and their legislature comes to the decision they‘;ant
to stand by their privacy laws, we have noé forced anything
on them.

Mr. Sﬁern. The situation, I think, could be that the
state welfare agency would, not withstanding state law, have

’

Mr. Swoap. There is the obseréation the state legisla-
ture is really in the controlling position on that. If they
want to preclude them;;lves from doing so, they ;ould do

SO0.

Senator Cyrtis. Mr. Galvin, did you have a proposal in
4

this ar!L?

r

Mr. Galvin. The only thing -- your biggest problems in

overpayments and ineligible cases is the earned income side of
it. There are two .suggestions in here about how to verify

income. At the present time, there are only about eight states

that are doing that. They are doing that by going to the wage§

ALDERSON REPORTING COMPANY. INC. 1
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records in the state, but the wage records in the state are
complete for 39 states, but the other'l3 states, including the
two territories, there is no wage record data that is available
to those states ~- New York, New Jersey, Oregon, Michigan or

some of those states.s

They have to request individually whenever it pertains
to an unemployment situation. The only records there are are
Social Security wage records, which go to Social Security on a
periodic basis.

I think, to overcome this earned income dilemma that is
facing some of the larger states, particularly the larger
cities where they are getting both the earned income and the
welfare benefit, that you might want to make it a requirement.
That would.be the only thing that I eould see changing.

The Chairman. Require that who do it?

Mr. Galvin. That the state check the eligibility
against those two types of records.

Senator Curtis. That is the principle>6£ what I
ﬁropose?

Mr. Galvin. This is what Senator Long had brought up
before and had not finished. I thought you had a suggestion
that it be required in the ADP information system. I went
back over it, and Mike said also that you had not required it,
and it had not really been adopted as a part of it.

The Chairman. This amendment which you are suggesting

ALDERSON REFORTING COMPANY. [NC.
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would say that the state may request information?

Mr, Stern. That is right.

Federal agreement to make that information available.

The Chairman. The Federal_governmint offers to make
the information available. You are saying you think the
states ought to reguest it?

Mr. Gal;in. The income information, which is from the
state wage boards 'and the Social Security wage records _oﬁiy
on'théincome. The others can be optional.

Senater Curtis. Keep the rest of my proposal as
optional.

Mr. Swoap. Other records involved are IRS records.

I might point out that there are other kinds of data that are
very important to eligibility determination. For example,

a stepfather may be claiming children as dependents on his
income tax return, but there is no way to verify whether'he is
deing that, whether the welfare mother, in turn, is receiving
the full benefit based on the support of those children.

So that it is important to access otker kinds of records
for other kinds of information, other than income, and that
is why we have school records in there, in order to verify the
existence of the children. That is why we have automobile\
vehicle registration in there to verify ;ddress, because the

multiple address is often an indication that there is someone

else supporting thevmother.

ALDERSON REPORTING COMPANY., IN&.
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That is why we have IRS in there, so we can access
dependency information.

Senator Curtis. I think those things are important. If
it is just optional at the state, we ought to give éhem every
weapon they can to carry out honest enforcement. It will make
more money available for the real needy and will not hurt

anybody.

Senator Moynihan. Mr. Chairman, I would have to say that

Senator Curtis knows I share his concerns here. I think the
staff recommendation is one that the Senate will understand
better.

We are dealing with the Social Security Act. We are
saying certain benefits in the Social Security Act makes it
fair to expect someone applying for benefits, knowing that
information collected will be checked and the unemployment

compensation is an income maintenand® provision.

We are in an area where the government is setting omne

set of income maintenance records against another. We have not

gone into a field where everyone is wondering what in the
devil are we doing, turning the IRS files over and school

records?

I think I would like to stay to a remedy that is

proportionate to the request. Staff has made a sound proposal.

Senator Curtis. The way this has been proposed, the

state welfare agency would get to look at the entire income

ALDERSON REPORTING COMPANY. INC.
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dependents and the names an%pages of such and such a taxpayer

were claimed.

Mr. Swoap. Yes. This was explained on page 4 of the

| staff document, "only to the extent needed to determine or

verify AFDC eligibility or payment amount or to enforce child
supéﬁrt."

Senator Moynihan. I would like to suggest, Senator
Curtis, I think there is a symmetry --

Senator Hathaway. We cannot overlook the fact, Mr.
Chairman, that the reason for nondisclosure of IRS information
is to make sure we provide an incentive for people to pay
their taxes, ana that is the reason you want to minimize
whatever disclosure we might allow uﬁder IRS, which is why we
do not allow it for trials as evidence, so individuals will
pay their taxes.

If you are going to get enough information on these
other two recommended by the staff, at least for the start; if
we have any prcblem later on, maybe we can expand it.

Mr. Swoap. Except in the case I described, Senator,
he would be underpaying his taxes because he would be claiming
children which ;hé.wélfare,system would be supporting. -

The Chairman. Let me make a suggestion here. It seems
to me we do not have any difficulty going as far togqfher as
the staff recommendations go.

%
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hand, if you should find there is a billion dollar's difference
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Now, I would think that maybe we could agree that this"
is information thatvought to be made available, the states could
request the information.

If we are going to augyorize that the states request the
information, the Social Security and the unémployment security
information that the Federal government has, I think that it

does no harm to make it mandatory on the states that they shall
request the information. 4

We can do that much.

Then, I wouid think —-whiie I suggest, in tﬁe spirit of
compromise, that they shall request it, and then authorize
& study -~ we can haverng do it, anybody; I do not care who

' L4
have a study to see what difference it would make if you had
these other records available to them. -

So at that point, then, when we ‘are looking at the .,
welfaré reform bill, we can then see what we are talking about.
We can see to what extent you are failing to get the job Mone
because you do not have the other information.

Then we will be in a position to judge if we want to ask
for it, It may be that what you have here will get you enough.

Whether there is thuat much to be gained -- On the other ﬁ

between asking for the information and not asking for it,

being right there in return, then next year, we will say,

ALDERSON REPORTING COMPANY, INC. i
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oaky, then ask for it.

As far as I am concerned, if you get this much: you
can find out later on whether you really want to insist on
getting the rest of it. It may be that it does not make that
much difference.

Senator Hathaway. The study should include an assess— ~
ment of the é;trimental affects as well. |

Senator Moynihan. Yes.

Senator Hathaway. That will induqe people not to pay
their taxes.

The Chairman. In otherrwords, would GAO be the logical
one to do that? To make a study and see to what extent, if
they had known what information the Internal Revenue Service
had had and would have cpme out with.the right answer, how
much difference it makes?

Is that fair enough?

Senator Curtis. Yes, o

The Chairman. Without objection, we will agree to it

in that fashion.

Mr. Stern. I wou‘h recommend that you make it effective

immediately in terms of giving them acce§s and giving them two

years, so every state legislature can make -- it would be

e

mandatory October '79, but they would have the access right

away .

The Chairman. Without objection, then, it is agreed.

ALDERSON REPORTING COMPANY. INC.
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Mr. Galvin. There is one minor problem here. On this

'l' 2 centralized location, similar to a parent locator, I have .
3 | chécked with all of the states. Very few states have computers|
. f ) 1o centralize, you have to have computers.

in

Now, you can centralize it in a county, county administered.
& | If they check -~ 5
7 The Chairman. What is the answer to it?

3 Mr. Galvin. The answer is to have it broken down into

% § large districts. Whe;e the state has all the records, make

10  them do it by the state. That is the gimplest way. But where

they do not, they are not going to have the computers you

>

iz || - authorized until another year or so.
. 13 The Chairman. What is the answer to it?
4 Mr. Galvin. I would say they would have to designate one

15 1 or more specific agents. In other words, for a city it would

REPORTERS BUTLDING, WVASHINGTON, D.C, 20024 {202} S54-2145

14 § be one agent, or for a county it would be one agent. That

S. 4.
%

17 | would be the only one that is contacted.

§ 18 Centrakize it, to reduce as far as possible any leaks or

P i

£ 19 | any misinformation. You do not do it all at once; you build

g 20 it up - .

Mr. Swoap. Senator, I think the key is thatl you centralize

~3
—

l\

it at the requesting end, but not at the receiving end,- so

i,
H
N
[N

)
. ’
S
ol

[
[}
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Y

i that you have a single requestor, but they go directly to

Social Security, rather than having to go through. f

'

+

i

Mr. Galvin. Centralized, so not everybody in the agency o
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in a city, you do not want that. You cannot answer all of
the telephone éalls, for example,

Have it so one person is designated. Any agency that is
doing a check wculd'ordinarily do it anyway, or they should do
it.

The Chairman. Why do we not try to do that?

Mr. Stern. Perhaps we could just leave it to the
Secretary to determine on the HEW end how he wants to proceed
with things, rather than make it explicit. Just state it in
the report.

Mr. Galvin. One thing on Social Security, every agency =<
I woul@ssaQ 99 percent of them -- are checking regularly for
Social Security. That is the one check that they all make,
because they all check the Social Seéurity numbers., So each
state is dealing with that..

The Chairman. Figure out how that can be done, and tell
us at the next meeting.

I suggest, for lack of a bette£ day, we think in terms
6f Friday a week from now. We have that day only. We will
meet on Friday, a week from now.

{Thereupon, at 4:10 p.m., the Committee recessed, to

reconvene Friday, September 16, 1977.)}

- o -
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