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SUMMARY: IMPACT OF CONGRESSIONAL BUDGET ACT
ON FINANCE COMMITTEE

The Congressional Budget Act of 1974 (titles I-IX of Public Law
93-344), provides the mechanisms and procedures for Congress to es-
tablish its own annual Federal budget and to consider spending, rev-
enue, and debt limit legislation in the context of that budget. The pro-
visions of the Act have & number of effects on the consideration
of legislation handled by the Committee on Finance.

The major provisions affecting the Finance Committee are the
following:

1. Beginning October 1, 1976, the fiscal year will begin October 1
instead of July 1.

2. By March 15 of each year, the Finance Committee must submit a
report to the Budget Committee estimating the effect that Finance
Committee legislation will have on expenditures, revenues, and the
debt limit during the next fiscal year, and presenting the Committee’s
views and esi inates with respect to revenues and the debt limit. (Last
vear's report appears in Appendix A of this pamphlel.)

3. Certain kinds of legislation have to be handled before specific
dates. Revenue and debt limit legislation for the upcoming fiscal year,
and legislation increasing expenditures in such areas as social security
and welfare, cannot be considered by the Senate before May 15. How-
ever. procedures are provided for waiving these restrictions, ordinarily
by obtaining Budget Committee approval of a resolution permitting
immediate Senate consideration.

4. If the Finance Committee reports legislation affecting welfare,
medicsid, social services, and other non-trust-fund entitlement pro-
erams, and it exceeds the amount budgeted in the most recent concur-
rent budget resolution, the legislation is to be referred to the Appropri-
ations Committee for 15 days.

5. In September of each year, the Congress debates and adopts a
concurrent resolution setting appropriate spending, revenue, and debt
limit levels for the coming fiscal year. The resolution can direct the
Finance Committee to report legislation raising taxes or cutting back
on spending programs within the Committee’s jurisdiction.
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CONGRESSIONAL BUDGET AND IMPOUNDMENT
CONTROL ACT OF 1974 (PUBLIC LAW 93-344)

1. Overall View

OUTLINE OF CONGRESSIONAL BUDGET PROCESS UNDER
PUBLIC LAW 93-344

On April 15 of each year, the Budget Committees of the Ilouse
and Senate report to their respective Houses a concurrent resolution
which is, in effect, a Congressional budget document setting forth ap-
propriate levels for spending, revenues and public debt for the coming
fiscal year. The spending levels are broken down into functional cate-
gories (such as “health,” “income security.” “national defense”). The
recommendations in the resolution reported by the Budget Committee
are subject to debate and amendment. When agreed to by House and
Senate (by May 15), the resolution represents Congressional judg-
ment of the appropriate fiscal situation for the coming year, although
the amounts set forth in it are not otherwise binding.

After the May 15 adoption of the concurrent resolution, action on
spending and revenue bills proceeds through early September. In the
first half of September, a second concurrent resolution on the budget
is considered by the Congress, which revises or reaffirms the earlier
resolution and which can direct the appropriate Committees to report
legislation changing spending, revenue, or debt limit levels (or any
combination of the three). Upon adoption of the resolution, Com-
mittees directed to do so are to report the legislation called for by
the resolution, and this legislation is then debated by Congress as
part of a “reconciliation bill.” Public Law 93-344 calls for action on
this reconciliation bill to be completed by September 25, 5 days before
the start of the new Federal fiscal year which will run from October 1
to September 30.

WAIVER OF RULES REGARDING BUDGET PROCEDURE

All the rules applicable to Senate procedures under the Congres-
sional Budget Act can be suspended by a majority vote of the Senate.
In addition, the Act includes a special waiver procedure in connection
with the provisions requiring that authorization bills not be acted on
after May 15 and that revenue, debt limit, and spending bills (includ-
ing social security, welfare, etc.) not be acted on before May 15. If a
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Committes wished to have such legislation considered outside of the
prescribed time, it would report out a resolution providing for waiver
of the rule. This resolution would be referred to the Budget Commit-
tee which would have 10 days in which to consider and make its rec-
ommendations with respect to the waiver. Once the resolution is ap-
proved by the Budget Committee (or after 10 days in any case), the
resolution of waiver would be voted upon by the Senate, and, if it is
approved, the Senate could proceed to ¢  ider the legislation,

2. Impact of Public Law 93-344 on Finance Committee

LEGISLATION WHICH RESULTS IN ADDITIONAL FEDERAL SPENDING

Annual report to Budget Comumittce.—Each year, prior to the con-
sideration of the first concurrent resolution on the budget, each Com-
mittee is required to make a report to the Budget Committee esti-
mating the amount of additional Federal spending during the coming
fiscal year which will result from legislation under the Committee's
jurisdiction. This report is due no later than March 15.

Report after adoption of concurrent budget resolution—After a
budget resolution has been approved by Congress, the Committee is
required, after consultation with the appropriate counterpart commit-
tees in the House of Representatives, to issue a report subdividing any
new budget authority within its jurisdiction contained in the budget
resolution among programs, This requirement applies mainly to the
Appropriations Committecs but would have some applicability to the
Committee on Finance to the extent that the budget resolution provides
for new budget authority in areas such as social security and unemploy-
ment insurance which derive their budget authority from legislation
under this Committee’s jurisdiction rather than from annual appro-
priation acts.

Limitation on consideration of spending bills.—The Congressional
Budget Act provides that bills involving entitlement programs (such
as welfare or medicaid) and bills directly increasing budget authority
(such as social security or unemployment insurance) may not be con-
sidered in the Senate prior to the May 15 adoption of the first concur-
rent budget resolution. This requireinent may be waived under the
special waiver procedure or by a majority vote of the Senate to sus-
pend this rule. The Act also requires that action on legislation of this
type be completed by the seventh day after Labor Day. In addition,
entitlement legislation reported after January 1 of any year may not
have an eflective date prior to October 1 of that year.
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Deadline for reporting authorizing legislation.—Legislation which
suthorizes appropriations (but does not necessarily require them)
has to be reported by May 15 preceding the fiscal year for
whieh the appropriations are authorized. (The Act includes s pro-
cedure under which this deadline may be waived by Senate resolu-
tion; the rule may also be suspended by s majority vote of the
Senate.) The Committee on Finance has jurisdiction over some pro-
grams which fall in this category, such as grants to States for child
welfare services and for maternal and child health. However, if such
authorizations are included in entitlement or trust fund bills (which
may not be reported prior to May 15) this provision does not apply.

Impaot of concurrent budget resolutions on legislation—The first
concurrent resolution, which is to be passed about May 15, sets
targets for spending in various areas, but is not mandatory.
A second concurrent resolution, however, is to be passed in mid-Sep-
tember, and this resolution not only sets appropriate spending
levels but may direct the Committees having jurisdiction over spend-
ing legislation to report measures to rescind previously enacted
spending authority so as to bring spending for the coming fiscal
year within the levels determined to he appropriate. In the case of the
Committee on Finance, this may include a requirement that the Com-
mittee report legislation to defer or reduce benefits under
entitlement programs including both trust fund programs (such as
unemployment insurance or social security) and non-trust-fund pro-
grams (such as welfare, social services or medicaid).

After the beginning of a fiscal year, new spending measures for that
fiscal year would be subject to a point of order if they would cause the
spending limits in the concurrent resolution passed just before the be-
ginning of that year to be exceeded. In the case of the Committee on
Finance, this limitation would apply to entitlement legislation dealing
with both trust fund and non-trust-fund programs. (A new concur-
rent resolution could, however, be passed to authorize such additional
spending, or the rule could be suspended by a majority vote of the
Senate.)

Appropriations Committee review of entitlement bills—Legisla-
tion in such areas as supplemental security income, welfare, social
services, or medicaid creates an entitlement to payments on the part
of individuals or State or local Governments even though these pro-
grams are funded through appropriation acts. The Congressional
Budget Act requires that any future legislation which would create
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new entitlement programs or increase existing ones must be referred
to the Appropriations Committee for a period of 15 days after it is
reported by the substantive committee, if its enactment would exceed
the amount provided for in the first budget resolution. The Appro-
priations Committee could not recommend any substantive changes in
the legislation (e.g., lower individual benefit amounts), but it could
recommend an amendment to limit the total amount of funding avail-
able for the legislation. If such amendment is approved by the Sen-
ate, the substantive committee might have to propose a further amend-
ment to conform the legislation to that funding limit.

The requirement of referral to the Apprepriations Committee would
not apply to legislation affecting existing Social Security Act trust
fund programs or other trust fund programs substantially funded
through earmarked revenues. It would also not apply to legislation
amending the general revenue sharing program to the extent that such
legislation included an exemption from that requirement.

Report on spending legislation—The Congressional Budget Act
requires the Committee, in reporting legislation involving increased
spending, to include in the report information showing how that
spending compares with the amount of spending provided for in
the most recent concurrent budget resolution and showing the extent
to which the legislation provides financial aid to States and lccalities.
In addition, the report is required, to the extent practicable, to provide
a projection for five fiscal years of the spending which will result
from the legislation.

LEGISLATION RELATING TO REVENUES AND DEBT LIMIT

Annual report to the Budget Committee.—The March 15 annual re-
port to the Budget Committee which is described above would, in the
case of the Finance Committee, also have to present views and esti-
mates of the Committee with regard to revenues and the debt limit.

No revenue legislation prior to May 15.—Under the new law, debt
limit or revenue legislation for the upcoming fiscal year would not be
in order for consideration by the Senate (or House) prior to the adop-
tion of the first concurrent resolution on the budget (about May 15).
This rule would not prevent action on revenue changes to be effective
in years after the upcoming fiscal year. (A procedure for waiving this
limitation is provided for; the rule could also be suspended by a ma-
jority vote of the Senate.)
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Impact of budget resolution.—As with spending measures, the first
concurrent resolution adopted in mid-May would set targets with re-
spect to revenue and debt limit legislation, and the second concurrent
resolution in Sepember could direct the Committee on Finance to re-
port legislation to achieve the changes in aggregate revenues or in the
debt limit which the Congress determined to be appropriate. Such
legislation would have to be reported in time to be included in the rec-
onciliation bill which would be acted upon before the October 1 start
of the fiscal year.

Required report on taz expenditures.—The Congressional Budget
Act defines the term “tax expenditures” to include any revenue losses
attributable to tax provisions such as income exclusions, tax credits or
deferrals, or preferential tax rates. The law requires that the Com-
mittee report accompanying legislation to provide new or increased
tax expenditures include information as to how such legislation will
affect the level of tax expenditures under existing law. The report will
also have to include (to the extent practicable) a projection of the tax
expenditures resulting from the legislation over a period of five fiscal
years,
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Chart 1

March 15 Report to
Budget Committee
«Views and estimates of Finance

Committee on:
Expenditures

Revenues
Tax expenditures
Public debt

*Relating both to existing
law and proposals to
change existing law



Chart 1

Marchk 15 Report to Budget Committee

Under the Congressional Budget Act of 1974, the Committee on
the Budget is required by April 15 of each year to report to the Sen-
ate a concurrent resolution on the budget which is, in effect, a pro-
posed Congressional budget document setting forth appropriate levels
of Federal expenditure and revenue, surplus or deficit, and related
matters. To assist the Budget Committee in making the judgments
necessary to develop such a Congressional budget, the Act also man-
dates that each Committee send to the Budget Committee its views and
estimates on those aspects of the budget which fall within its juris-
diction. This report is due by March 15 of each year.

In the case of the Committee on Finance, the March 15 report to
the Budget Committee must cover the expenditure programs under
Finance Committee jurisdiction which are listed on chart 3, Federal
revenues, tax expenditures, and the public debt. With respect to
each of these matters, the Committee is required to provide its views
and estimates as to the levels anticipated under existing law or under
any changes to existing law which the Cominittee expects. The period
to be covered by the report to the Budget Committee includes the three
month transition quarter (July, August, September, 1976) as well as
fiscal year 1977 (October 1976 to September 1977).

The text of that part of the Congressional Budget Act which deals
with the March 15 report to the Budget Committee is reprinted at the
end of this pamphlet as Appendix B.

(m
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Chart 2

Economic Assumptions
(dollars in billions)
1976 1977

1975
Achal pulice Staff [ Seaff
GNP 41400 #1684 #1685 $1890 #1880 -

e 621 654 130% 14
Tinthe 5% 1307 1437

Personal income (246 $1386%1,385 #1538 #1540
Wages salaries 802 892 81 1001 896

Corporate profits 118 156 1556 181 185
Umployment 85% 174 17% 69% 7134




Chart 2

Economic Assumptions

The March 15 report to the Budget Commiittee which is required
by the Congressional Budget Act of 1974 reprasents the Finance Com-
mittee’s views as to revenues, expenditures ar.d other budgetary mat-
ters for the coming fiscal year both under existing law and under
any anticipated changes. The level of these ityms, however, is affected
not only by legislation but also by various cconomic factors about
which there can reasonably be differences of «inion. These differences
can reflect divergent viewpoints as to how ti economy will operate
and vlso divergent viewpoints as to the type of legislation which may
be enacted to affect the operations of the econoray. Different programs
are particularly sensitive to different aspects of the economy. For ex-
ample, expexditures under social security are sensitive to the con-
sumer price index since that program includes :n automatic cost-of-
living increase provision. The unemployment insurance program does
not incorporate such a provision bnt is, of course, purticalarly sensitive
to the unemployment rate. Revenues, similarly, are neavily affected by
personal income and by corporate profits and, in the case of payroll tax
revenues, by wages and salaries,

This chart presents a selection of the most significan’, economic in-
dicators as estimated in the President’s budget and as cstimaved by
the staff of the Joint Committee on Internal Revenue Taxatiop.

(13)
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Chart 3

Major Expenditure Programs under
Finance Committee Jurisdiction

*Social security cash benefits

-Supplemental security income for
the aged, blind, and disabled

*Welfare programs for families:

Aid to families with dependent
children

Work incentive program
Child support

*Social services
*Unemployment compensation
*Health programs:

Medicare
Medicaid
Maternal and child health

*Revenue sharing
*Sugar Act
e Interest on the public debt




Chart 3

Major Expenditure Programs Under Finance Committee
Jurisdiction

This chart lists the major programs involving an expenditure of
Federal funds which come within the legislative jurisdiction of the
Committee on Finance. Each of these programs is covered in more
detail in the following charts. Interest on the public debt is included
as an expenditure program since it does constitute a significant part
of the Federal expenditures budget even though the level of expendi-
ture in this category is not subject to legislative control by the Com-
mittee in the same sense as expenditures under the other programs
listed.

(15)
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Chart 4

Social Security Cash Benefits:

Existing Law
dollars in billions)
Presidents Ctaff
FY. 4976 -
Income $708 6709
Outgo 738 1738
Decrease -30 -29
End-of year assets 452 452
July to Sept. 1976
Income 189 188
Outgo: 199 200
Decrease -1.1 -1.4
End-of-period assets 441 441
EY.1977
Income 813 807
Outgo 849 852
Decrease -36 -45
End-of year assets 405 396



Chart 4
Social Security Cash Benefits: Existing Law

The President’s budget estimates that the outflow in benefits and re-
lated expenditures from the old-age, survivors, and disability insur-
ance trust funds will be $73.8 billion in fiscal 1976 rising to $84.9 biilion
in 1977. These estimates reflect projected benefit increases, under the
automatic cost-of-living provisions, of 6.7 percent effective with the
July 1976 checks and 5.9 percent effective with the July 1977 checks.

Expenditures under social security are highly sensitive to inflation
since benefits are automatically increased as the Consumer Price Index
rises. Thus under the staff alternative econornic assumptions (shown on
chart 2), rising price levels would generate bonefit increases of 6.8 per-
cent in June 1976 and 6.8 percent in June 1977 (compared with 6.7 per-
cent in 1976 and 5.9 percent in 1977 under the President’s budget as-
sumptions). As a result, under the staff assumptions, outgo from the
trust funds would be higher than is indicated in the President’s budget
by $0.1 billion in the transition quarter and by $0.3 billion in fiscal
1977,

The staff economic assumptions on page 2 also project slower wage
growth, particularly in 1977, than the President’s budget. In the transi-
tion quarter, the staff assumptions would produce income to the trust
funds $0.1 billion lower than that produced under the President's
budget assumptions. In fiscal year 1977 the staff assumptions would
produce income $0.6 billion lower than would be received if the
assumptions in the President’s budget prove correct. Thus the trust
fund deficit for fiscal 1977 would be $0.9 billion greater under the
alternative assumptions.

(17)
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Chart 5

Social Security Cash Benefit Trust Funds

(doliersiinbillions)  £y1977 FYisT3 FYI9T9 FY1080 FY1981

Income
Present law  $81.3 $904 $1009 #1115 $1219

Presidens® 848 960 1077 1197 1316
OUth
Present law 849 944 1040 1141 1240

President’s
proposal 84.1 529 1022 1119 1214

Increase or
decrease

Presentlawv  -36 -4 -32 -26 -20

Presidents 407 431 455 +17 +02

Startof-year

assetsas a

percent of outgo

inentla,w 52% 437 35% 29% 25%

resdelsr 521 487 4T% 48% 501



Chart 5

Social Security Cash Benefit Trust Funds

FISCAL YEARS 1977-81

Present law.—For each of the next 5 fiscal years, the combined cash
benefit trust funds (old-age and survivors insurance trust fund and
disability insurance trust fund) are projected to show a deficit. While
the amount of the deficit declines after 1978, the relative position of
the fund balances (measured against outgo) worsens throughout the
period. At ti.e start of fiscal year 1977, trust fund assets cover more
than 50 percent of anticipated outgo for the year. By the start of 1981,
assets are down to 25 percent of outgo for the ycar.

The chart does not show separately the situation in the disability
insurance trust fund, which is now projected to become exhausted
during 1980. Legislation would be required to shift funds from the
old-age and survivors fund to cover that shortfall in the disability
fund.

President’s budget.—The President’s budget proposes to deal with
the short term decline in the social security cash benefits trust funds
by raising the combined tax rats by 0.6 percent effective January 1,
1977, and by eliminating certain vypes of benefits (see charts 7 and 8).
Under these proposals, the cash benefit funds would show a surplus
cach year and start of year assets over the next 5 years would remain
at about 50 percent of outgo for the coming year.

(19)



Chart 6

Social Security Administration Cash Benefit
Programs ~ Federal Funds (dollars in billions)

July to

Sept.
FY1976 197

s
ed ‘b'usiund paymeth 05 - 407
Supplemental cecurity 52 4 59
Proposed legislation:
Regquire States to
along Federal S8/~ % 02
increases
Provid '
hodsﬁwg?ifﬂaisc!e - 06
Extend SSI to Puerto 04
Rico, Guam, Virgin |. )

*less than #0.05 billion



Chart 6

Social Security Administration Cash Benefit Programs—Federal
Funds

Present law.—The social security programs of old-age, survivors,
and disability insurance are supported almost entirely by payroll de-
ductions applicable to employers, employees, and self-employed per-
sons. Certain transitional provisions enacted in 1966, however, provide
relatively small benefits to persons over age 72 who did not have the
opportunity to become insured for regular benefits. The cost of these
benefits is reimbursed to the trust fund from general revenues, Simi-
larly, a general fund payment is made into the trust funds to cover
the cost of certain additional credits granted to military personnel.
These payments will amount to $515 million in fiscal year 1976 and to
$717 million in fiscal 1977.

Since January 1974, the Social Security Administration has been
responsible for administering a basic income support program for
needy aged, blind, and disabled persons called Supplemental Security
Income (SSI). This program is funded entirely from genersl funds.
Its costs are estimated at $5.235 billion in fiscal year 1976, $1.406 bil-
lion in the transition quarter, and $5.910 billion in fiscal year 1977.

Proposed legislation.—In 1975, the Subcommittee on Public Assist-
ance of the Ways and Means Committee approved a number of SSI
amendments which, if enacted, would increase the cost of the program.
One amendment would require States having State benefits supple-
menting the Federal SST payments to pass through any increases in
SST by raising the level of State supplementation. This would increase
State costs but, because it amends a savings clause in the law, would
also have an impact on Federal expenditures. If made effective for
the increases in benefits which will take place in July 1976, this pro-
vision would require additional Federal funding of $0.2 billioL in
fiscal year 1977.

Another provision in the subcommittee bill would add a special ad-
justment to SSI benefits of people having housing costs in excess of
14 of their income. The estimated cost of this proposal (if effective
January 1977) would be $0.6 billion in fiscal 1977. The full year cost
would be $0.8 billion.

A third provision in the bill extends the SSI program (with some
limitations) to Guam, Puerto Rico, and the Virgin Islands. If effec-
tive January 1977, this provision would have a fiscal year 1977 cost
of $0.1 billion and a full year cost of $0.2 billion. (A current Federal
court case seeks to accomplish this objective by judicial mandate. If
successful, this suit could increase costs by $0.4 billion on a full-year
basis.)

(21)



Chart 7

Social Security Cash Benefit Programs:
Income Under Proposed Legislation

(dollars in billions)

FY49T7
Presidents Budget:
Increase tax rate 0.6% %35
Other Proposals:
Increase taxable wages to $24,000 +2.3
Set self-employment tax rate at
1% times employee rate 0.2

Provide general revenue contribution +3.5



Chart 7

Social Security Cash Benefit Programs: Income Under Proposed
Legislation

President’s budget—Under current law the social security cash
benefit trust funds are expected to show deficits in each of the next
several years with the disability insurance fund becoming exhausted
sometime in 1980. To partially deal with this short-run financing prob-
lem the President’s budget proposes legislation to increase the com-
bined payroll tax rate by 0.6 percent starting in 1977 and the self-
employed tax rate by 0.9 percent also starting in 1977. This change
would increase revenues to the funds by $3.5 billion in fiscal year 1977.
By 1981 the additional revenue would be $9.7 billion for the year.

Other proposals.—Under current law, only the first $15,300 of an
individual’s earnings from employment or self-employment in a year
is subject to social security tax. This amount will increase, under
automatic provisions of law, to $16,500 in 1977. As an alternative to a
tax rate increase, this taxable base could be raised. If it were in-
creased to $24,000 effective with 1977 it would result in increased in-
come of $2.3 billion in fiscal 1977.

When self-employed individuals were first covered under the social
security program in 1950 the rate of self-employment tax was set at
1.5 times the tax rate applicable to employees (or 75 percent of the
combined employer-employee tax). Subsequently legislation was en-
acted limiting the maximum self-employment social security tax for
cash Dbenefits to no more than 7 percent, the current rate. If the
President’s proposal for increasing all social security tax rates (in-
cluding an increase in the self-employment rate to slightly more than
the original limit of 1.5 times the employee rate) is not adopted, con-
sideration might be given to restoring the self-employment rate to
the original relationship to employee rates. This would raise the self-
employment tax rate for cash benefits to 7.43 percent effective for tax-
able year 1976 (tax returns filed in 1977). For fiscal 1977, this would
increase social security income by $0.2 billion.

Another alternative means for providing added funding to the
social security program would be legislation appropriating general
revenues into the trust funds. If, for example, the additional funding
provided for under the President’s proposal were determined to be
appropriate, provision could be made for transferring to the trust
funds from general revenues an amount equal to 0.6 percent of social
security tax collections in addition to the amounts actually collected.
Another approach to general revenue funding which could be con-
sidered would be to transfer some of the payroll tax funding now
applicable to hospital insurance to the cash benefits funds while sub-
sidizing the hospital insurance system from general revenues.

(23)
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Chart 8

Social Security Cash Benefit Frograms:
Proposed Legislation (dollarsin billions)
First
Presidents Budget: FY19T7 Full Year
Bar certain retroactive payments %04 %04
Apply earnings limitonannual .02 -0.2
basis only ’
Phase out student benefits -03 -03
Modify cost-of-living formula - -02
Other Proposals:
Eliminate dependency testfor 403 404
husbands and widowers
For personsentited to both social 03 -03
security and civil service:
Limit dependents’ benefits -03 -03
Reduce highly weighted benefits -04 -06
Reduced benefits at age 60 +5 +20
Eliminate eamnings limit +.8 +29
Raise earnings limito$3600 +02 +06
Liberalize benefitsfor blind 404 +06

Occupational definition of 04 +08
1
diseility forolder workers 7 °
3vmogfﬂ'!| retroactivity Ii?ﬁt -04 -08
t-of-living increase for persons
c?uth reg:zng mbenef’rts * *
End mothers benefits when all -03 -04
children are over 15

Benefits based onaverage - 3

* lass than $0.05 biilion



Chart 8

Social Security Cash Benefit Programs: Proposed Legislation

President’s budget.—The President’s budget includes & proposal
for legislation to end the practice of allowing social security appli-
cants to elect to get benefits for up to a year prior to the date of appli-
cation if these benefits would be reduced because they are taken before
age 65. This proposal, which assumes a Scptember 1, 1976 effective
date, would reduce outgo by $390 million in fiscal year 1977. The
budget also recommends legislation to climinate a provision under
which an individual who has less than $230 a month in income now
gets his full benefit for the month even if hi~ annual income sub-
stantially exceeds the $2,760 annual earnings test amount. This pro-
posal, assuming a September 1, 1976 effective date, would reduce
outgo in fiscal 1977 by $155 million. A third Administration proposal
to reduce outgo would repeal a provision enacied in 1965 which allows
children over age 18 and up to age 22 to continue to qualify for
dependent’s or survivor's benefits under social security if they are
full-time students. This would be effective under the proposal in
July 1976 and would reduce fiscal 1977 outgo by $283 million. Since
it would not apply to children already eligible for child-student Lene-
fits -:s of June 1976. the savings would be more in later years, reaching
a level of $1.8 billion by 1981. (An alternative approach which is in-
cluded in the bill S. 2622 would continuc child-student Lenefits but
fund them from gener .1 revenues.)

The President’s budget also includes a proposal to modify the cost-
of-living increase provisions of current law. This proposal is intended
to help deal with the long-range financial problems of the program.
In the short-range, however. its effect would be a cost increase because
of the need for a savings clause to minimize the impact on those retir-
ing in the next few years. The budget contains no added funding
for fizcal 1077 on the assumption that the proposal will not be effec-
tive until after the end of that year. The first full year cost will depend
upon the specifics of the proposal (which has not yet been sent to
Congress) ; however, a reasonable first year cost appears to be in the
neighborhood of 0.2 billion.

Other proposuls.—The chart also shows the cost impact of a number
of other proposals. Except as noted, proposals are assumed to become
cffective in January 1977,

Social security benefits for wives and widows are payable without
proof of dependency on the assumption that most women who do not

(25)
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have a social security benefit of their own were, in fact, dependent
upon their husbands. The same assumption is not made by the law
in the case of husband’s and widower’s benefits, for which proof of
dependency is required. A Federal district court in New York has
Leld this dependency test for men invalid. If this ruling is upheld
and made applicable to the entire country, program costs will be in-
creased by §0.4 billion in the first year.

The impact of such a court decision could be off-et by legislation
requiring proof of dependency from both men and women althongh
this would sigmificantly complicate program administration. Alter-
natively, since most beneficiavies of the decision would be men who
are also eligible for retirement benefits under State or Federal civil
service systems, legislation could be adopted providing certain offsets
for persons entitled under both programs. With respect to dependents®
Lenefits, one proposal would reduce dependents’ benefits under social
security by the amount of any governmental pension also payable to
the dependent (in the same way that dependents’ social security bene-
fits are now reduced if the dependent is also entitled to his own social
security benefit). This proposal would reduce fiscal year 1977 outgo
by $0.3 billion if made fully effective as of January 1977.

A related proposal would eliminate some of the windfall which
occuss when persons whose main lifetime employment is under State
or L'ederal civil service retirement systeins also obtain social security
coverage on the basis of minimal earnings in covered employment.
Such individuals and their dependents qualify for benefits which re-
turn much more than the individual actually paid in in taxes since-
social security benefits are weighted in order to provide more ade-
quately for those with low earnings levels. Under the proposal, social
cecurity benefits would be reduced by one dollar for every two dollars
m civil service benefits but not below a point where the basic henefit
equals 100 percent of the average monthly wages on which it is based.
This proposal would reduce outgo in fiscal 1977 by $0.4 billion: by
fiscal 1981 the annual savings would be £1.2 hillion.

Another proposal (passed in previous years by the Senate) wonld
allow individuals to begin to get social security benefits at age 60
rather than age 62. This proposal has no long-range impact on pro-
gram financing since the benefits would be permanently reduced on an-
actuarial basis. It would, however, increase costs in the short range.
The fiscal 1977 cost would be $1.5 billion.

Social security benefits for persons under age 72 are reduced by $1
for every $2 of annual earnings above $2,760 (above $3,000 starting in-
1977). If this earnings limit were repealed for persons age 65 and
over, the fiscal year 1977 cost would be $1.8 billion. If the 1977 amount
exempt from this limitation were raised from $3,000 to $3,600 the fiscal
year 1977 cost would be $0.2 billion.
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In 1973 (and in prior years) the Senate passed legislation to ease
Social Security eligibility requirements for blind persons and to give
the blind more favorable computation of benefit amounts. Adoption
of such legislation effective January 1977 would increase program
costs by $0.4 billion in fiscal 1977 and by $0.6 billion in the first full
year.

A proposal made by the 1974 Social Security Advisory Council
would ease the disability definition for workers over age 55 by allow-
ing them benefits if they sre unable to do their previous type of work
rather than any type of work. This proposal would increase outgo by
$0.4 billion in fiscal year 1977,

Social security benefits are available for up to 12 months prior to
the month in which an individual files a claim for benefits if he was
eligible in all of those prior months. If this period of retroactivity
were reduced to three months, the cost of the program would be
reduced by $0.4 billion in fiscal 1977.

Social security benefits are automatically increased as the cost of
living rises by the percentage increase which has taken place in the
Consumer Price Index. Through a technicality, persons who retire
before age 65 with reduced benefits receive a benefit increase which
is slightly more than the CPI percentage increase. Modifying the law
to provide only the cost-of-living percentage in such cases would
reduce outgo by less than $0.05 billion in fiscal 1977. By fiscal 1981,
the reduction in outgo would be $0.3 billion.

Benefits for children of deceased, disabled, or retired workers under
social security are provided until the child reaches age 18 or age 22
if he is in school. Benefits are also provided for the mothers of such
children until the youngest child reaches age 18 so that the mother
can remain home to care for the child. Consideration could be given
to amendment of the law to provide that these benefits for the mothers
of young children would be available only until the youngest chiid
reaches age 15. Such a change would reduce outgo by $0.3 billion in
fiscal 1977. By fiscal 1981, the cost reduction on an annual basis would
be $0.6 billion.

In theory, social security benefits are based on an individual's
average earnings over his lifetime of employment in work covered by
social security. Until 1972, the number of years used to average earn-
ings was three more for men than it was for women, and legislation
was enacted to phase out this difference by reducing the number of
vears over which earnings of men are averaged. Consideration could
be given to a proposal which would make the treatment of men and
women comparable by increasing the number of years used for women
instead of reducing the number of years used by men. Such a proposal,
if phased in over a three-year period, would have no savings in fiscal
1977; by fiscal 1981, however, it would reduce outgo by $0.3 billion.
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Chart 9

Welfare Programs For Families: Present Law

The President’s budget estimates that the cost of the aid to families
with dependent children program and certain other related programs
will be $6.0 billion in fiscal year 1976, $1.6 billion in July to Scptem-
ber 1976, and $6.3 billion in fiscal year 1977, These figures include the
cost of administering family welfare and child support programs as
well as AFDC benefit payments (less child support collections). \lso
included are: State and local training costs ($33 million in fiscal year
1976, S15 million in July to September 1976 and $60 million in fiscal
year 1977) ¢ child welfare cervices (846 million in cach fiscal yvecr
and $12 million in July to September 1976) : vesearch costs ($9 million
in each fiscal year and 82 million in July to Scptember 1976) ; and
cnmergeney assistance (853 millien in 1976, §20 million in July to
September 1976 and $60 million in 1977). It should be noted that the
estimated \FDC cost for fiscal 1977 in the President’s budget is based
on an assumed reduction of 200,000 in the average monthly number
of recipients as compared with fiscal year 1977. In most prior years
the number of recipients has increased from year to year.

Closely related to the AFDC program is the new child support en-
forcement program (title IV-1) of the Social Security Act) which is
aimed at helping children in securing their rights to obtain support
from their parents and to have their paternity ascertained in a fair
and eflicient manner. The stafling of Federal positions to provide for
the planning. development, management and coordination of the child
support enforcement programs and activitics was not funded until
January 197G, almost six months after the effective date of the public
law. The AFDC budget estimates reflect the cost of administering
the child support program as well as savings resulting from child sup-
port collections. (The net Federal share of these administrative costs.
S107 million in fiscal 1976, 34 million for July to September 1976.
and $151.7 million for fiscal 1977 are included in the AFDC State and
local administrative costs. The net Federal share of child support col-
lections, $9% million for fiscal 1976, $34 million for July to September
1976. and $150 million for fiscal 1977 are reflected as a reduction in the
AFDC benefit payments.)

(29)
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Also closely related to the AFDC program is the work incentive
(WIN) progiam which is aimed at enabling AFDC families to be-
conie self-supporting through employment. The President’s budget
recommends funding for this program at a level of $350 million for
fiscal 1976, $80 million for July-September 1976, and $3135 million for
fiscal 1977.

In its AFDC estimates for fiscal year 1977 the President’s budget
assumes a savings of $220 million as a result of its quality control pro-
gram. Under this program, States will lose Federal matching for
erroneous AFDC paynents to the extent that these payments (as de-
termined by sample surveys) exceed a tolerance level of 3 percent for
ineligibility and 5 percent for overpayments. The validity of the HEIWV
action has been challenged in the courts; if HEW loses the case, the
budget will have to be increased by $220 million unless legislation is
cnacted authorizing a reduction in Federal funds as proposed by the
Department,

The work incentive program was significantly amended at the end
of 1971 by the Committee with a view toward improving its opera-
tions. In fiscal year 1973, the 1971 amendments apparently began to
take hold to the extent that the requirements of the program for the
first time exceeded the amount that could be met under the appropria-
tion. The funding level of this program for fiscal 1976 was increased
by $70 million above the amount requested last year in the President’s
budget.
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Chart 10
Welfare Programs for Families: Proposed Legislation

PRESIDENT'S BUDGET

The Administration has announced its intention of submiiting legis-
lative proposals which would reduce expenditures under the AFDC
program in a number of ways. This chart presents the estimated
budgetary impact of these changes. It should be noted that the fiscal
year 1977 savings are predicated by the Administration on an effective
date of October 1. 1976,

lucoiie disreguid . —One Administration proposal would reduce the
amonnt of income that can be disregarded in determining the amount
of payments for which an AFDC family is eligible. Currvent law allows
carned incone equal to $30 per month plus one-third of carnings above
S350 to be disregarded in addition to deducting child care and other
work expenses. The proposal would instead disregard a flat $60 per
month plus child care expenses and one-third of additional earnings
above this level. A proposal somewhat similar to this Administration
recommendation has been passed by the Senate on two occasions in the
past. The President’s budget estimates savings from such legi-lation
of $149 million in fiscal 1977.

Reduced matchirg—~Under existing law, States have the option of
using the matching formula in the AFDC title of the law which is
Lased on the first 532 average monthly payment or of having the e-
tire AFDC expenditures matehed according to the same percenta re
as apphied for determining the ¥Federal share of their medicaid ¢x-
penditures. Seven States (.Alabama, Georgia, Mississippi. Mis-ouri,
South Carolina. Tennessee, and Texas) presently use the regular
AFDC formula rather than the medicaid matching rate. The Admin-
istration’s proposal would eliminate the regular AFDC formula, thus
requiring those 7 States to use the medicaid matching rate, The Presi-
dent’s budget estimates that such legislation would reduce Federal
payments to these States by $70 million in fiscal 1977.

Stepparent’s income—A third Administration proposal would re-
quire a stepparent to assume financial responsibility for all chil zen
in the family by requiring the States to cousider the income of the
stepparent in determining eligibility, The President’s budget estimates
savings of $37 million in fiscal 1977 from such legislation.

(33)
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Work incentive program.—Another Administration proposal would
make several modifications in the work incentive (WIN) program. All
WIN registrants would be required to undertake job search activity
with most eligible participants being exposed to the labor market and
selected individuals receiving intensive employment services. Work
and training activities would no longer be funded through this activity
but WIN registrants would be referred to such activities funded under
the Comprehensive Employment and Training Act. WIN would con-
tinue to provide child care and supportive services but these would
be provided for not more than 30 days after job placement. .\ require-
ment that one-third of WIN funding be used for public service em-
ployment and on-the-job training would be repealed. The President’s
budget estimates savings of $55 million for this proposal in fiscal 1977.
The Committee last year reported legislation (S. 2804) which would
require employment search for mandatory registrants. The Commit-
tee bill has an estimated cost in fiscal 1977 of $75 million offset by an
estimated savings in welfare costs of $150 million.

Social work training.—The Social Security Act provides 75 percent
Federal matching for State welfare agency training costs. In the past,
States have used this authority to underwrite graduate and under-
graduato college programs of social work education. At the end of
1974, Congress enacted legislation specifically authorizing this use
of the training cost provision. thus blocking an HEW proposal to
disallow matching for institutional training. The Administration has
announced that it will propose legislation to combine State and local
training activities with other activities under title XX of the Social
Security Act into a block grant to States. The President’s budget esti-
mates that such legislation would save $60 million in fiscal year 1977.

OTHER PROPOSALS

In addition to the Administration’s proposals. a number of other
proposals to reduce welfare expenditures could be considered.

Treatment of unreported earnings.—Under existing law the disre-
gard of earnings provided for in legislation enacted in 1967 must be
applied even in determining the amount of an overpayment due from
an individual who is found to have been concealing those earnings. If
the law were amended to eliminate that requirement with respect to
unreported earnings, it is estimated that savings in lscal 1977 would
total £159 million.

Requirement to apply for other benefits—In enacting the supple-
mental security income program in 1972 the Congress included a spe-
cific requirement that applicants for benefits under that program must
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simultaneously seck any other benefits for which they might be eligible
and which would reduce the necessary outlays under that program. If
a similar requirement were made applicable to the AFDC program,
savings of $60 million in fiscal year 1977 are estimated.

Relationship to unemployment compensation—Existing law pro-
hibits unemployed fathers from being simultanously entitled to AFDC
benefits and unemployment compensation benefits. A recent court rul-
ing holds that the present statute allows men eligible under both pro-
grams to take their choice of the most advantageous. If the law were
amended to provide that such individuals would be ineligible for
AFDC so long as they are eligible for benefits under an unemployment
program, Federal AFDC costs would be reduced by $456 million in
tiscal 1977. Alternatively. the law could be amended to permit (at State
option) simultaneous receipt of AFDC and unemployment compensa-
tion. This would reduce Federal AFDC costs by $80 million in fiscal
year 1977. These amounts do not represent net Federal budget savings
since they would be at least partially offset by increased unemployment
benefits.
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Chart 11

Social Services

Under title XX of the Social Security Act, States providing social
services such as child care, family planning. and homemaker services
to welfare recipients and other low-income persons are entitled to
claim Federal matching grants for such expenditures. For most serv-
ices §3 in Federal funding under this program is available to
match cach $1 ~f non-Federal funding: however. Federal fund-
ing is subject to an overall annual limit of $2.5 billion allocated
on a population basis. Under present law. States are expected to use
€2.3 billion of this funding in fiscal year 1976 and $2.4 billion in fiscal
vear 1977, The President’s budget includes a proposal to eliminate the
State matching requirement in this progiam and to restructure it as
a block grant program. Under this approach it is estimated that States
would receive the fuil $2.5 billion.

The social services program under current law includes certain
Federal requirements including strict standards with respect to child
care provided under the program. In January, the Senate passed the
hill HL.R. 9803 to provide additional funding under the gpogram in
recognition of the added costs attributable to these child care stand-
ards. If enacted as passed by the Senate, H.R. 9803 would increase the
£2.5 billion social services limit to $2.75 billion annually. It is esti-
mated that this bill would increase the program’s costs by a net
amount of 99 million in fiscal year 1976. $35 million in the period
July to September 1976, and $217 million in fiscal year 1977.

(37)
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Chart 12

Unemployment Compensation

The unemployment insurance trust fund covers regular State un-
employment insurance benefits (paid for through taxes collected by
States but deposited into the Federal trust fund) the extended bene-
fits program, which provides an additional 13 weeks of benefits which
are 50 percent federally funded, and the emergency unemployment
compensation program, which (depending on State insured unem-
ployment rates) can provide up to 26 further weeks of benefits with
100 percent Federal funding.! Federal funds in the trust fund come
partially from the Federal share of the wnemployment payroll tax and
partially from repayable general revenue advances to cover any inade-
quacies in the payroll tax. The unemployment trust fund also covers
State and Federal administrative costs.

The President’s budget estimates that the outgo from the trust fund
will amount to $18.3 billion in fiscal 1976 and will decline to §16.0 bil-
lion in fiscal 1977. Income is estimated to be $16.6 billion in fiscal 1976
and $15.8 billion in fiscal 1977. These estimates assume that the unem-
ployment rate will decline from 7.7 percent in calendar 1976 to 6.9
percent in calendar 1977. Under the staff alternative assumptions. the
unemployment rate would decrease only to 7.3 percent in 1977. This
would result in $2.6 billion in additional benefits in fiscal 1977. Of this
amount, $1.8 billion would come from a further reduction in the assets
of the trust fund and 50.8 billion would come from additional general
fund advances to the trust fund (Lringing the total of general
fund advances to $6.5 billion for fiscal 1977).

The President’s budget recommends an increase in the taxable wage
base for unemployment tax purposes from £4200 to $6.000 and an
0.15 percent increase in the net Federal tax. This would increase Fed-
eral tax revenues by $1 billion and State tax revenues by $1.1 billion in
fiscal 1977. The bill H.R. 10210, as reported by the Ways and Means
Commnittee, would increase the base to $8,000 and the net Federal tax
rate by 0.2 percent. Under the House bill the rate increase would be
effective as of January 1. 1976 and the base increase as of January
1. 1977,

! The upemn'.vment tenst fund also includes the railroad unemplovment program
whith i« not wi*hin the )arisdiction of the Finance Committee. This ebart does not fnclude
fuud..g Jata for that program.
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The President’s budzet assumes the termination during fiscal 1977
of the Emergency Unciaployment Compensation Act of 1974 as now
provided by law and includes no proposal for extending that act. A
provision in that act requires a report on matters related to that pro-
gram by the Secretary of Labor. to be made by Januwary 101977, A
number of proposals with respect to unemployment insurance which
might be considered in connection with the legislation expected to be
sent from the IHouse later this year and which could have significant
impact on expenditures do not appear in this chart since the leadtime
necessary for implementing them effectively pre:lude budgetary im-
pact in fiscal year 1977. Such proposals include Federal minimum
benefit standards, rules with respect to the treatment of strikers,
standards for State account financing, and modifications in the trigger-
ing provisions for federally funded benefits.

The President’s budget estimates that the trade adjustment as-
sistance program enacted in 1974 will involve costs of 30 million in
the transition quarter and $120 million in fiscal year 1977, These
amounts ave well below the original projected costs of this program;
however, as of January 31, 1976 only 57,000 workers had been found
cligible for this program. There are, however, currently pending peti-
tions involving over 200,000 additional workers.
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Chart 13
Unemployment Trust Fund—Fiscal Years 1977 Through 1981

This chart shows the expected status of the unemplovment trust
fund under present law for the next five fiscal years. The data in this
chart are based on the assumptions in the President’s budg-t under
which unemploynment rates would decline from 7.7 percent in 1976 to
6.9 percent in 1977, reaching a level of 4.9 percent by calendar year
1981.

Income under the bill reported by the House Committee on Ways
and Means last year is based on the effective dates in that bill which
provide for a tax rate increase effective January 1976 and a tax base
increase effective January 1977. (Chart 12 shows alternative fiscal
1977 estimates assuming later effective dates.)

Outgo under both the Ways and Means bill and the Administration
proposal is affected by extensions of coverage and a modification in
the extended benefit trigger. The Administration proposal shows
somewhat greater outgo for fiscal 1978 and after since the Adminis-
tration proposal includes a requirement that State benefits be at least
equal to 50 percent of the unemployed worker's prior wage level up
to a maximum of at least two-thirds of the statewide average weekly
wage.

The deficits show.r on this chart would have to be met primarily
from general revenues since trust fund assets have already been
reduced a: of the start of fiscal year 1977, to about $5 billion.

(43)
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Chart 14
Health Programs: Existing Law
MEDICARE

Benefit and administrative outlays under medicare are estimated for
fiscal year 1977 at $21.9 billion. Of this amount, benefit payments
account for §21.0 billion. This represents an increase of some 19 per-
cent over the fiscal year 1976 benefit payments. The primary factor
accounting for the increase is inflation in medical care costs.

Hospital insurance expenditures generally account for about 70
percent of the medicare benefit payments. In fiscal year 1977, $15.4
billion in benefit outlays are estimated under part .\ (hospital in-
surance). Part B, the supplemental medical insurance program, ac-
counts for 6.5 billion,

Income to the trust funds in fiscal year 1977 is estimated at $23.0
billion. an excess over outlays of $1.1 billion. Federal fund paymentsto
the trust funds for fiscal year 1977 are $6.0 billion.

MEDICAID

Total Federal-State medicaid costs for fiscal yvear 1977 are projected
under present law to be £16.6 billion. of which the Federal share
1s 2.3 billion, Of the Federal amount. ¥2.9 billicn represents pay-
ments for benefits, with the remaining $0.4 billion going for adminis-
trative costs. This represents a total increase over fiscal year 1976
costs of slightly over 11 percent.

States match Federal expenditures under the medicaid program.
with total State expenditures accounting for approximately 45 per-
cent of total program costs. In fiscal year 1977, State medicaid costs
are ezthmated to be 7.3 billion.

MATERNAL AND CHILD HEALTH

The President’s budget includes $211 million for the maternal and
child health program in fiscal year 1977, Of this amount. £194 million
15 for formula grants to the States, with the remainder supporting
research and training related to maternal and child health, This re-
(itest represents a 35 percent reduction from the fiscal year 1976
appropriated amount of %322 million (of which $206 million was
allocated to fornntla grants). one of the largest reductions proposed
in the health budget.

(43)
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The Administration has requested a reduction of $98 million from
the fiscal ycar 1976 budget, in order to reduce the fiscal year 1976
funding level to $224 million. The recission would reduce the amount
for formula grants to $205 million.

CHANGES FOR COMMITTEE CONSIDERATION

The cuts in the maternal and child health program proposed by the
Administration would result in expenditures below the fiscal year
1976 level. In view of the previous congressional action to increase the
MCH appropriation by some $100 million over the budget request,
the committce may wish to allow sufficient funds to permit similar
action in the 1977 appropriation.






48

Chart i.’i
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Cha:t 15

Medicare Trust Funds—Under Present Law

This chart shows the status of the two medicare trust funds in
cach of the next 5 fiscal years. The data in this chart are based ¢cn
current law and use the cconomic assumptions in the President’s
budget. Under these assumptions. prices (which are a major factor
in the outgo from the medicare trust funds) are projected to decline
to an annual rate of 4 percent hy 1981 from the projected 1977 rate of

G percent.
(49)
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Chart 16

Health Programs: Proposed Changes
PRESIDENT’S BUDGET

Medicare—The Administration is submitting two legislative pro-
posals which would on an overall basis reduce medicare outlays. One
of the proposals would modify medicare's cost-sharing structure by
requiring the beneficiary to pay coinsurance equal to 10 percent of
hospital charges above the deductible amount, and an increase in the
supplementary medical insurance (part B) deductible—presently
§60—to $77 in 1977; thereafter, the deductible would be increased by
the same percentage as social security cash benefit increases. A maxi-
mum cost-sharing liability of $300 per calendar year under hospital
insurance and $250 per calendar year under supplementary medical
insurance would also be instituted.

Under the Administration proposals, virtually all users of medicare
would find their cost-sharing obligations had increased.

The Administration estimates a reduction in outlays of $315 million
in fiscal year 1976 and $2.2 billion in fiscal year 1977. However, a
February 9 White House press release stated that in fiscal year 1977
an additional $390 to $390 million in increased outlays would have
to be added to the initial estimate of $500 million as a result of
“refinements”. The new estimates explicitly take account of the costs
of removing all day limits on hospital and skilled nursing home
benefits.

The second legislative proposal would limit the yearly increases in
hospital per diem costs and practitioner’s charges recognized as rea-
sonable by the medicare program.

The limits for fiscal year 1977 would be 7 percent and 4 percent
respectively; the limits on increases in future years would be set by
regulation. Any costs or charges in excess of the limits would not be
reimbursed. This proposal is estimated to reduce outlays by $900 mil-
lion in fiscal 1977.

Medicaid and maternal and child health—The changes in medicare
cost-sharing and reasonable cost calculators described above would
have the effect of increasing mediciad costs by an estimated $75 mil-
lion, since medicaid pays the medicare deductible and coinsnrance
amounts for aged and disabled persons covered under both programs,
and generally follows the medicare reasonable cost formula. Without
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the enactment of these medicare changes, this cost increa-e would
not occur.

The President proposes to further limit Federal expenditures by
consolidating 16 categorical health service and planning programs,
including medicaid and maternal and child health, into a $10 billion
block grant to the States. .\n increase of $500 million in the authoriza-
tion level is proposed for each of the three subsequent years, 1978-80.

The block grant funds would Le distributed among the States ac-
cording to a formula based primarily on the size of the State’s low-
income population with consideration also given to its per capita
income and fiscal effort.

OTHER ITEMS FOR COMMITTEE CONSIDERATION

In keeping with the Congressional Budget Act. the Committee
shiould include in its submission to the Budget Commiittee the poten-
tial cost impact of any significant legislation which might be con-
sidered and acted upon in the health area. Consideration might be
given to placing ceilings on the beneficiary’s cost-sharing liability.
Considerution might also be given to proposals made by the Admin-
istration subsequent to submitting its budget that would remove
limits on the days of benefits available in a benefit period under the
hospital msurance program. The initial increased co.t of these pro-
po=als would exceed $1 billion, Similarly, although it scems unlikely
that any significant benefits would be paid under any major Federal
health financing programs (such as catastrophic health insurance)
before fiscal year 1978, the Committee may wish to recommend allo-
cation of funds for planning and startup functions and nominal ini-
tial benefit costs related to preparation for an expanded program. The
maximum amount of such costs are estimated as not in excess of $100
million.
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(dollars in billions)
July to

FY1976 1076 FY19T]
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Proposed legislation increment:
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Changes for Committee  --- --  +01
consideration

Interest on the
Public Debt
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Chart 17
Revenue Sharing; Sugar Act; Interest on the Public Debt

REVENUE SHARING

The gencral revenue sharing program provides for outlays in fiscal
years 1976 and 1977 of $6.3 billion and $6.55 billion, respectiveiy, with
ene-third going to State and two-thirds going to local governments.
The present program provides for the payment of funds to State and
local governments through December 31, 1976. Over the 5-year au-
thorized life of the program, $30.2 billion of Federal funds will have
been distributed. (This chart assumes continuation of the present pro-
gram, including the effect of an annual $150 million increment.)
The Administration has proposed that the gencral revenue sharing
program be extended through 1982. The proposed legislation would
continue the authorization and appropriation of specific annual
amounts; increasing $150 million annually to $7.2 billion for 1982.
The total cost for the 3-vear and 9-month proposed extension would
be approximately $40 billion. An alternative proposal which has been
put forward (8. 11) would make this a permanznt program and would
fix the annual entitlement for State and local governments at seven-
tenths of 1 percent of Federal adjusted gross income. This would
result in an outlay of an addition $1.4 billion for fiscal year 1977 above
an extension of present law.

SUGAR ACT

The Sugar Act expired on December 31, 1974. In fiscal year 1975, the
last fiscal year the program was in effect. $66 million was appropriated
to cover Sugar Act program payments for the 1974 crop year. If the
Committee expects to act on the sugar program this year, an estimate
of the necessary appropriation should be included in the Commiittee's
budget recommendation.

INTEREST ON THE PUBLIC DEBT

Budget outlays for interest on public debt are estimated in the Pres-
ident’s budget to rise from $37.7 billion in fiscal year 1976 to a level of
$15.0 billion in fiscal year 1977. These projected increases result from
the financing of budget deficits for each of these yvears. When the Com-
mittee has completed its decisions on revenues. expenditures. and the
budget deficit, the appropriate interest fizures can be calculated.

-
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Chart 18

Revenues: Present Law
(dollars in billions)
FYII6  hilytoSeptidTs FY 1977

D s ettt i St
Individual  $296%1204 *446%443%755%1728
Corporation 401 402 92 92 556 564

Spciainsurance op6 926 252 251 1076 1068
Excisetaxes 169 168 44 44 {18 177

Estateandgift 51 52 14 15 58 59
Customsduties 38 38 10 10 43 43
Otherrevenues 66 66 15 15 68 68

TOTAL: ¢
Pres.budget 2047 873 3738

Staff 2046 810 3704




Chart 18

Revenues: Present Law

Federal revenues are in large part composed of veceipts from in-
come and payroll taxes. The President’s budget estimates that in fiscal
year 1977, these revenues are projected to yield a total of 5373.8 billion
under present law.

Income taxes paid by individuals are estimated to amount to $175.9
Lillion. Revenues from this source, which account for the largest single
source of Federal revenues. will amount to 47.1 percent of total Fed-
eral revenues.

Income taxes paid by corporations are estimated at $55.6 billion.

Social insurance taxes and contributions, composed of social se-
curity and other payroll taxes, unemployment insurance taxes and
deposits, Federal employee retirement contributions, and premium
payments for supplementary medical insurance are expected to total
$107.6 billion. Receipts from these sources will account for approxi-
mately 28.8 percent of total Federal revenues.

Excise taxes imposed on selected commodities, services, and activi-
tics are expected to provide $17.8 billion during fiscal year 1977,

Estate and gift taxes imposed on the value of property held at death
and inter vivos transfers of property are projected to produce $5.8
billion. T

Customs duties, levied on unports are anticipated to raise ${.3
billion.

Other taxes and miscellaneous receipts are expected to total $6.8
billion.

The columns showing revenues under the staff projections corre-
spond to the economic assumptions of the staff of the Joint Committee
on Internal Revenue Taxation, shown in Chart 2,
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Chart 19

Revenue Estimates:
Proposed Changes

‘Expiring tax reduction provisions
-Additional general tax reductions

*Tax revision proposals

»Energy tax proposals



Chart 19

Revenue Estimates: Proposed Changes

The charts which follow group the various tax proposals under
these headings: expiring tax reduction provisions and additional gen-
eral tax reductions (chart 20), oiher tax revision proposals (charts 21
through 24), and energy tax proposals (chart 25).

The revenue estimates with respect to the various proposals for
change discussed subsequently are static in the sense that they do not
take into account any potential offsetting increases in revenues that
result from events subsequent to enactment of a particular proposal.
Despite the utility of recognizing this potential for offsetting revenues.
the Budget Committees for their purposes need the estimates without
this effect. (They make their own overall estimates of the effect of the
budget on the economy.) In addition, there is the difficulty of estimat-
ing the income effect of the various proposals as well as the fact that
most of this effect will occur after the fiscal year 1977. For ease of ref-
erence, \ppendix D contains a summary of the revenue effect (on a
static basis) of past tax legislation enacted by the Congress.
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Chart 20

Expiring Tax Reduction Provisions

(dollars in billions) July to
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Chart 20

Expiring General Tax Reductions; Additional General Tax
Reductions

Expiring General Tax Reductions
INDIVIDUAL TAXES

The Tax Reduction Act of 1975 (Public Law 94-12) included four
individual income tax reductions that applied only to calendar year
1975. These were an increase in the standard deduction, a tax credit
of $30 for each taxpayer or dependent, a refundable carned income
credit, and a tax credit for home purchases. The aggregate tax reduc-
tions for individuals resulting from these provisions (other than the
tax credit for home purchases) were continued for the 6-month period
ending June 30, 1976 by the Revenue Adjustment Act of 1975 (Public
Law 04-164).

Technically, the continuation for 6 months of the 1975 individual
income tax reductions described above was accomplished in the Reve-
nue Adjustment \Act of 1975 by continuing the increase in the standard
deduction and the earned income credit and by a tax credit equal to
the greater of 2 percent of the taxpayer's taxable income to $9,000 (up
to a maximum credit of $180) or $35 for the taxpayer and each de-
pendent, Continuation of this level of individual income tax reduc-
tions through calendar year 1977 would reduce receipts for the transi-
tional quarter by $3.2 billion and for fiscal year 1977 by $9.3 billion.

The Administration has proposed that this level of individual in-
come tax reductions be extended and enlarged by an additional $12.6
billion on an annual basis or by $6 billion for the balance of calendar
year 1976, The specific changes recommended by the Administration
are summarized subsequently under “Additional General Tax

Reductions.”
BUSINESS TAXES

The Tax Reduction Act of 1975 also reduced corporate income taxes
both by decreasing for 1975 the rate at which the first $50,000 of cor-
porate income was taxed and by increasing for 2 years the invest-
ment tax credit.

Prior to the Tax Reduction Act of 1975, corporate income was sub-
ject to a 22-percent normal tax and a 26-percent surtax (for a total
tax rate of 48 percent). However, the first $25,000 of corporate income
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was exempt from the surtax so that the first $25,000 of corporate in-
come was taxed at & 22-percent rate and the income in excess of $25,000
was taxed at a rate of 48 percent. In the Tax Reduction Act of 1975,
the first $25,000 of corporate income for 1975 was taxed at a 20-percent
rate, the second $25,000 of corporate income was taxed at a 22-percent
rate, and corporate income in excess of $50,000 was taxed at a 48-
percent rate. The Revenue Adjustment Act of 1975 continued these
rate reductions for a 6-month period ending June 30, 1976. Continuing
these reductions would reduce receipts for the transitional quarter by
$0.3 billion and for fiscal year 1977 by $1.7 billion.

The Administration has proposed that the recuction in the corporate
tax rate be continued, but that it be enlarged. The specific changes
recommended by the Administration are summarized subsequently
under “Additional General Tax Reductions.” Other rate reductions
proposed to stimulate capital formation and to benefit small business
were also discussed at that point.

The Tax Reduction Act of 1975 also increased the rate of the
investment tax credit from 7 percent to 10 percent (from 4 percent to
10 percent in the case of utiities) for a period of approximately 2
years ending December 31, 1976. A corporate taxpayer may elect an
11-percent credit during this period if an amount equal to 1 percent
of the qualified investment is contributed to an employee stock owner-
ship plan. Also, in the case of public utilities, the limitation on the
amount of tax liability that can be offset by the investment tax credit
was increased from 50 percent to 100 percent for 1975 and 1976. There-
after this limitation is to be gradually reduced back to the 50-percent
level over the period 1977-81. In addition, the limitation on qualified
investment in used property was increased by the Tax Reduction Act
of 1975 from $50,000 to $100,000 until January 1, 1977.

Continuation of the 10-percent credit, which the Administration
has proposed, and the $100,000 used property limitation would reduce
revenues for fiscal year 1977 by $1.3 billion.

OFFSETTING EXPENDITURE REDUCTIONS

As noted above, the Revenue Adjustment Act of 1975 extended the
1975 individual income tax reductions and the corporate tax rate re-
ductions for 6 months to June 30, 1976. Section 1A of that act (re-
produced in Appendix E) contained language with respect to offset-
ting further extensions of these tax reductions. or additional general
tax reductions, by reducing the level of expenditures that otherwise
would be made by an equivalent amount, if econoraic conditions war-
rant doing so.

Should the Committee determine that it would be apprcpriate to
take this provision into account in its report under the Congressional
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Budget Act, it may wish to consider the following options. First, the
Committee could advise the Budget Committee whether or not, in
the opinion of the Finance Comnmittee, economic conditions either
warrant or do not warrant offsetting continuation and/or enlargement
of the general tax reductions by equivalent reductions in expenditures.
Second, the Committee could simply recommend that the Budget
Committee determine whether economic conditions warrant such an
offsetting expenditure reduction.

SUNDRY EXPIRED PROVISIONS

Certain sundry provisions of the Internal Revenue Code due to
expire as of January 1, 1976, were considered by the Committee in
late 1975 and it was agreed that these provisions should be extended
for 1 year without substantive change so as to permit a more careful
analysis of the provisions in the context of general tax revision. The
provisions involved were 5 ycar amortization for pollution control
facilities, railroad rolling stock, and rehabilitation housing (coal mine
safety equipment was not extended); special rules for moving ex-
penses of military perscnnel; forgiveness of certain student loans;
extension of the period for amendments to certain charitable trusts;
and depreciation recapture rules on Government-assisted housing
projects.

Additional General Tax Reductions

INDIVIDUAL TAXES

As noted previously, the Administration has recommended that the
expiring amount of individual income tax reductions be extended be-
yond June 30, 1976, and that this extension be accompanied by addi-
tional general tax reductions. Specifically, the Administration has
proposed both an interim plan to cover the last 6 months of 1976
so as to minimize the numbe" of changes in withholding tax tables
and a permanent plan to be effective as of January 1, 1977.

The Administration’s interim plan includes an increase in the per-
sonal exemption (for 1976 only) to $875; an increase in the low-in-
come allowance (for 1976 only) to $1,750 for single returns and $2,300
for joint returns; an increase in the maximum standard deduction
(for 1976 only) to $2,100 for single returns and $2,650 for joint re-
turns; and a change in the rate structures (for 1976 only) to achieve
an average between present law and the Administration’s plan. The
Administration’s permanent plan includes an increase in the personal
exemption from $750 to $1,000, a single standard deduction ($2,500
for married couples filing jointly and $1,800 for single taxpayers) in
lieu of the existing low income allowance and percentage standard de-
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duction, and a reduction in individual income tax brackets applicable
to the first $10,000 of taxable income. Enactment of the Administra-
tion'’s proposals for continued and increased general tax reductions
for individuals would reduce revenues for fiscal year 1977 by $22.3
billion, of which $13.0 billion is attributable to tax reductions in ex-
cess of a simple extension of the expiring individual tax reductions.

Other proposals have been made which have the purpose of both
reducing individual taxes and either simplifying the tax structure or
making it more equitable.

One group of proposals involves “indexing” cither or all of the
following provisions to changes in the Consumer Price Index: stand-
ard deduction, personal exemption, and tax rates. It is estimated that
indexing the standard deduction contained in permanent law, indexing
the personal exemption, and indexing the tax rates would reduce
revenues in fiscal 1977 by $5.1 billion.

Other proposals involve increasing the standard deduction sub-
stantially as a technique to achieve a greater degree of simplification
for many taxpayers. It would be possible, for example, to combine a
substantial increase in the low income allowance ($1,700 for single
persons and $2,100 for joint returns) and the percentage standard
deduction (20 percent with a maximum of $5,000 in joint returns and
allowing a separate deduction for home mortgage interest and chari-
table contributions) with a provision indexing the standard deduction
limitations to the cost-of-living index. Using permanent law as a base,
the cost of such a proposal would be $11.3 billion in fiscal year 1977.

Other proposals involve seeking to change the impact of marital
status on taxes. One such proposal, which would equalize the tax
treatment of single persons with married couples, would apply the
tax rates applicable to married persons filing joint returns to heads of
households and to single persons. This would involve a revenue loss
in fiscal year 1977 of $4.8 billion. Another proposal would take the
converse approach by taxing each return as that of a single tax-
payer. It is estimated that this would result in a revenue loss of
$1.8 billion in the fiscal year 1977.

BUSINESS TAXES

The Administration has proposed a series of business tax reduc-
tions, The Administrations proposal calls for continuing the prior
reductions in the rates of tax on the first $50,000 of corporate income
with a maximum tax rate of 47 percent for 1976. Commencing in 1977,
the maximum tax rate would be 46 percent. The Administration also
proposed making permanent the existing temporary 10 percent invest-
ment tax credit. Other proposals of the Administration are discussed
subsequently under “Capital Formation”,
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Other tax changes include a proposal for a partially graduated
corporate tax rate. One such proposal would provide a schedule of
combined normal and surtax rates in the first year of 18 percent on
the first $50,000 of taxable income, 43 percent on taxable income be-
tween $50,000 and $100.000. 46 percent on income between $100,000
and $300,000, 47 percent on income between $300,000 and $1 million,
and 48 percent over $1 million. In addition, the proposal would reduce
both of the tax brackets over $300,000 by one percentage point in 1978
and a further one percentage point in 1980. The surtax exemption
would increase in four steps to $100,000 in 1979. It is estimated that
such a proposal would reduce corporate revenues in fiscal year 1977
by $3.0 billion.

Another proposal which the Committee may want to consider is
S. 1119, introduced by a number of members of the Small Business
Committee. This bill makes a series of changes favorable to small
business which include: (1) increasing the first year allowance for
depreciation from $10,600 to $15,000 (from $20,000 to $30,000 in the
case of joint returns). (2) removing the requirement that property eli-
gible for first year allowance must have a useful life of 6 years or
more, (3) removing the $30,000 or $100,000 limitation on used prop-
erty eligible for the investment credit, () providing a $5.0(0 exemp-
tion from corporate tax for all corporate taxpayers, (3) increasing
the corporate surtax exemption from $25,000 (at the moment $30,000)
to $100,000, (6) increasing the minimum accumulated earnings credit
from $100,000 to $150,000, (7) providing for the deduction of orga-
nizational expenses by partnerships ratably over a 3-year period. (8)
permitting small business corporations to file for adjustment of over-
payment of estimated income tax on or before the 15th day of the third
month after the close of the yecar, (9) providing a graduated invest-
ment credit of 12 percent on qualified investment up to $20,000, 10
percent on additional qualifying investment up to $50.000, and 8 per-
cent on qualifying investment over $30.000. (1Iowever. the investment

credit would be limited to the lesser of $1 million or the tax Imblhtv
on the first $25.000 plus 50 percent of the tax liability over $£25.000.)
The estimated revenune effect of this hill is £1.3 billion in the fiscal
year 1977.
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Chart 21
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Chart 21
Other Tax Revision Proposals—1
TAX SHELTERS AND MINIMUM TAX

Present law seeks to pievent individuals with large economic in-
comes from paying little ur 1o wcome tax through the imposition of a
10-percent minimum tax on sclccted itets of tax preference. This tax,
which is impozed on indi\ iduals and corporations, applies in addition
to any regular income tax ‘o which the taxpayer is -ubject except the
taxpayer receives a $30.000 « xemption wad a deduction for the amount
of the regular income tax o which the taxpayer is subject. The House
tax revision bill (H.R. 1ot.12) both makes cliages divectly aimed at
so-called “tax shelters™ and in the miuimuin tax on tax pue ferences.

The House tax revision bill includes a so-culied »Lamitatwn on Ar-
tificial Losses™ (LAL). The basic purpose of LAL, which was first
proposed by the Administzation in 1973 and is still si}.ported by the
Administration, is to prevent the use of artificial deductions (i.e.,
those that do not accurately refiect current expenses) to shwlter
other unrelated income from tax. Essentialiy. this is accomplisied
by precluding the deduction of =uch artificial losses for tax pur-
poses except to the extent thut those lusses are ofiset in the curreit
or in subsequent years by related izcome (ie., mcome from either the
same activity that produced the ius or from a similur activity). Sub-
ject to somewhat different technical rules and effective dates. the
House tax revision bill applies LAL to real estate, limited fariing
operations (not including livestock operations). oil and gas di.llirg
for production (but not explorution), sports frauclises, and 1wovies.
Enactment of the LAL provisions of the IHouse tax revision bill
would increase revenues for fiscal year 1977 by $401 million,

The House tax revision bill also contains other sper /pie towr <heiter
procisions. These include recapture rules for real estate aud ol and
gas: limiting loss deductions to the amount a tuxpayer f..s at 1.5k"
in the case of livestock, certain crops, movies, an.l oil and _as wells;
requiring corporate farms to use accrual accounting procedures . .init-
ing the deduction of interest (including prepaid interest) ; and re-
stricting the use of partnerships for tax shelter operations. Enactment
of these provisions of the House tax revision bill would increase reve-
nues for fiscal year 1977 by $98 million.

The House bill also modifies the existing minimum tax on tur
preferences (described above) by increasing the rate of tax to 15 per-
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cent, lowering the exemption, eliminating the existing deduction for
regular income taxes, and adding two new items of tax preference.
The new items of tax preference are (1) itemized deductions in excess
of 70 percent (but not more than 100 percent) of adjusted gross in-
come, and (2) intangible drilling costs on oil and gas wells, other than
exploratory wells, in excess of those that could have been deducted
had the taxpayer elected to capitalize the intangible costs and deduct
them over the life of the well or 10 years. Enactment of the minimum
tax provisions of the Ifouse tax revision bill would increase revenues
for fiscal year 1977 by $1.1 billion.

As a substitute for the current miniimum tax on tax preferences,
which is imposed in addition to the regular income tax, the .\dminis-
tration in 1973 proposed an alternate, rather than additional, mini-
mum tax known as “Minimum Taxable Income™ (MTI). Under this
proposal, an individual would compute his inconie tax both under the
regular method and under MTI and then pay the greater amount.
Essentially, MTI would require the taxpayer to increase his adjusted
gross income by selected items of tax preference and then to reduce the
resulting figure by his personal exemptions plus $10.000. The mini-
tax rates are then applied to determine the individual’s minimum
tax. As modified by the Administration (principally to make MTIT
neutral as to the charitable contribution deduction), enactment of
MTI would increase revenues for fiscal year 1977 by $1.1 billion when
compared to existing law.

Interest has been expressed in the concept of an Altcrnative Mini-
mum Tax as a substitute for both L.AL, as passed by the House, and
for the present minimum tax on tax preferences. Such a tax base could
include taxable income plus specified items of preference. The base
could include many of the items taxed under the House bill under the
LAL provision. A separate tax rate schedule could be applied to this
income with the same rate schedule as present law but the applicable
rates would be half the regular rates. The taxpayer would pay this tax
(in lieu of his regular tax) if it results in a higher tax liability. It is
expected that such a tax would increase revenues by $1.1 billion.

Other Tax Revision Proposals Primarily Affecting Individuals
HOUSE BILL INCREASES

The House bill contains a series of provisions which primarily affect
individuals. Some of these provisions would result in tax increases.
The sick pay exclusion under current law and the special treatment of
military disability payments for future members of the armed services
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would be substantially revised. The present sick pay exclusion wouid
be simplified to provide 8 maximum annual exclusion of $5,200 ($100
per week) for taxpayers under age 65 who are permanently and totally
disabled. It would no longer be available for temporary sickness. The
revised sick pay exclusion would also be reduced on a dollar-for-dollar
basis by the taxpayer's income (including disability income) in excess
cf $15,000. The changes in the tax treatment of military disability pay-
ments would only apply to payments made to members of the armed
services who enlist after Septeinber 24, 1975. Veteruns’ Administration
disability payments would continue to be excluded from gross income.
Future members of the armed services would still be allowed to exclude
military disability retirement payments from their gross income if
the payments were related to “combat injuries”. It is estimated that
these changes will result in an increase in revenues for fiscal year 1977
of $331 million. When fully effective, the provision would increase
revenues by $450 million.

The deduction for expenses attributable to the business use of a home
would be substantially limited. Under the House proposal, this deduc-
tion would be permitted only where a home is used exclusively on a
regular basis as the taxpayer's principal place of business or a place of
business used for patients, clients, or customers in meeting or dealing
with the taxpayer in the normal course of business. In the case of an
employee’s business use of a home, such use must be for the convenience
of the employer. The deductions attributable to the rental of vacation
homes would also be restricted. If a vacation home were to be used by a
taxpayer for personal purposes for more than 2 weeks or 5 percent of
the time the property is actually rented, the deductions attributable to
this property would be limited. It is estimated that these provisions will
result in an increase in revenues of $186 million for fiscal year 1977 and
will reach $313 million annually when fully effective, Other provisions
of the House bill increasing revenues include a limitation on deductions
allowable for the expenses of taxpayers attending conventions outside
the United States, its possessions, and the Trust Territory of the Pa-
cific. These deductions would be allowed for not more than two foreign
conventions per year. If less than one-half of the total days of a for-
eign trip are devoted to business-related activities, no deduction would
be allowed for that portion of transportation expenses. It is estimated
that this provision will result in an increase in revenues of less than $5
million per year. ‘

HOUSE BILL DECREASES

The House bill also contai..c & number of provisions which provide
for tax decreases. In lieu of the present itemized deduction for house-
hold and dependent care expenses, the House would provide for a tax
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credit equal to 20 percent of the employment-related expenses incurred
for the care of a child under age 15 or an incap-citated adult. The
amount of employment-related expenses which may be taken into ac-
count would be limited to $2,000 for one dependent and $4,000 for two
or more dependents. The credit would be extended to married couples
where the husband or wife or both work part time. The credit would
also be available to married couples where one spouse is a full-time
student and the other spouse works. The credit would also be extended
to a divorced or separated parent who has custody of the child even
though the parent may not be entitled to a dependency exemption for
the child. Finally, payments for services rendered by certain individ-
uals who may be related to the taxpayer would be eligible for the credit
if the related individual is not a resident of the same household as the
taxpayer and if the related individual is not a dependent of the tax-
payer or his spouse. It is estimated that this provision will reduce Fed-
eral revenues by $330 million for fiscal year 1977, and by $483 million
when fully effective,

The present retirement income credit would be restructured and con-
verted to a tax credit for the elderly, available to all taxpayers age 65
or over regardless of whether they have retirement income or earned
income. The maximum amount on which the credit would be computed
would be increased to $2,500 for single persons age 65 or over, and to
$3.750 for married couples filing joint returns where both spouses are
age 65 or over. (Under present law the maximum amount on which a
credit is computed in the case of single persons is $1,524; for a married
couple, $2,286 in the case of one “retirement income” recipient and
$3.048 in the case of two retirement income recipients.) This revised
credit would be phased ut by $1 for each $2 of adjusted gross income
above $7,500 for single persons and $10,000 for married couples. It is
estimated that this provision would result in a reduction in revenues of
approximately $340 million annually,

Other provisions of the House bill reducing revenues include
changing the deduction for alimony payments to a deduction from
gross income in arriving at adjusted gross income. This revision would
permit taxpayers who elect the standard deduction as well as those who
itemize their deductions. to benefit from this deduction. It is estimated
that this change will result in a reduction of revenues of $41 million
for fiscal year 1977 and $59 million when fully effective. The deduction
for moving expenses would also be modified. The maximum deduction
for premove house-hunting and temporary living expenses at the new
job Jocation would be increased from $1.000 to $1.500. The maximum
deduction for qualified expenses incurred in connection with the sale.
purchaze, or lease of a residence would be increased from $2,500 to
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$3,000. The mileage limitation which presently requires a taxpayer’s
new principal place of employment to be at least 50 miles farther from
his former residence than his former principal place of employment
would be reduced to 35 miles. Also, the requirement that members of
the Armed Forces include in income any moving expenses for which
they are provided as in-kind services by the Department of Defense
or the Department of Transportation would be climinated for re-
quired moves incident to permanent changes of station.

Members of the Armed Forces would be exempted from the mileage
limitation and from the “39-week rule” requiring taxpayers to be full-
time employees in their new location for at least three-quarters of the
following year, i.e., 39 weeks during the next 12-month period. This
proposed change would result in an estimated reduction in revenues of
$43 million for fiscal year 1977 and $62 million when fully effective.

In addition to the changes contained in the House-passed bill, several
major changes have been proposed in the Senate. One such proposal
would increase the maximum amount on which the retirement income
credit i3 computed annually for inflation. This maximum amount
would be increased in accordance with increases in the Consumer
Price Index. This provision would result in a reduction in Federal
revenues for fiscal year 1977 of $275 million.

The deduction for chéld care expenses could be converted from an
itemized deduction to a deduction from gross income in arriving at
adjusted gross income. This would permit taxpayers ~ho elect the
standard deduction as well as those who itemize their deductions to
deduct child care expenses. The Senate approved such a change as an
amendment to the Tax Reduction Act of 1975. This change would
reduce Federal revenues by §1 billion for fiscal year 1977.

As an amendment to the Revenue Act of 1971, the Senate added a
provision allowing an additional peisonal ccemption for disahled per-
sons. A number of bills have subsequently been introduced to provide
such tax relief. Adoption of this provision would reduce Federal
revenues by $522 million for fiscal year 1977.

The Senate approved. as part of the Revenue Act of 1971, a pro-
vision to allow a tar credit for the cupcuses of higher edu-ation (in-
cluding business, technical, or vocational education). Numerous bills
and amendments have been introduced since that time to provide this
kind of tax relief. It is estimated that a tax credit for this purpose
would reduce Federal revenues by approximately $2.1 billion for
fiscal year 1977.

There is a proposal for a tax credit of 20 percent of the amounts
deposited in an educational savings plan for postsecondury cducation
for himself or a dependent. The credit would not apply to deposits
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in excess of $250 in an cligible account in any year or for a taxpayer or
dependent who currently would be enrolled in an eligible postsecond-
ary education institution. It has been estimated that this provision will
reduce revenues by $1.55 billion in fiscal year 1977 and $1.89 billion
when fully effective.

Legislation has been introduced in the Senate to authorize a deduc-
tion for the custs incurred in providing a dependent with elementary
and secondary school training. The cost of such a provision is esti-
mated to be $2.1 billion for fiscal year 1977.

The present deduction for State gusoline tares, which is available to
persons who itemize deductions, could be repealed. The climination of
this provision would increase Federal revenues for fiscal year 1977 by
approximately $538 million.

If student loans are forgicen when the student, after graduation,
performs some specified conditions (such as taking a teaching job
in the State where the scnool is located) this forgiveness is presently
treated as taxable income. The forgiveness of the loan in such cases
could be excluded from taxable income. The effect on revenues in the
fiscal year 1977 it is estimated would be $10 million.
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Chart 22
Other Tax Revision Proposals—2

Tax Treatment of Foreign Income

The taxation of U.S. companies operating abroad and U.S. citizens
residing abroad would be changed in several ways under the House
bill. Several of the changes proposed would result in tax increases.
The major increases would occur with respect to the areas described

below.
HOUSE BILL

Domestic International Sales Corporation (DISC) treatment would
be eliminated for products sold for use as military equipment and for
agricultural products not in surplus in the United States. In addition,
DISC benefits would be available only for inc.eases in exports over a
base period. The base period method of computation would be required
for taxable years beginning after December 81, 1875. Such a base
period computation would involve & moving base period. From 1976
through 1980, the base period would be taxable years 1972, 1973, 1974.
Beginning in 1981, the base period’ would move 1 year forward each
year. Companies whose total DISC benefits are less than $100,000 per
year would not be subject to the new base period method of computa-
tion and would be permitted to calculate their DISC benefits as under
present law. It is estimated that this provision will result in an increase
in revenues for fiscal year 1977 of $391 million and $551 million when
this change is fully effective.

The $20,000 exclusion (or in certain instances $25,000) for income
earncd abroad by U.S. citizens living or residing abroad would under
the House bill be phar .d out over a 4-year period by lowering the ex-
clusion by $5,000 (or $6,250) each year. Where the full exclusion is not
available, a deduction of up to $1,200 would be provided for elementary
and secondary school expenses of dependents of U.S.-taxpayers em-
ployed outside the United States. Also, an exclusion from gross in-
coing would be provided for amounts paid for municipal-type services
furnished in a foreign country by an employer on a nondiscriminatory
basis. Present law would also be modified to permit a foreign tax credit
to be claimed by individuals who use the standard deduction. This pro-
vision would result in an increase of Federal revenues of $8 million for
fiscal year 1977 and $18 million when fully effective.

(75)
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Another change in the House bill would repeal the “per country”
limitation on the foreign tax credit for taxable years ending after De-
cember 31, 1975. Thus, taxpayers would be required to compute the
limitation of the amount of foreign tax which can be used to reduce
U.S. tax under the overall limitation. The effect of this provision is
to require losses from any foreign country first to reduce income from
other foreign countries in calculating the foreign tax credit limita-
tion. This will reduce the amount of foreign taxes which can be
used as a credit against U.S. tax, It is estimated that this change will
increase revenues by approximately $5 million for fiscal year 1977,
which will increase to $45 million when fully effective.

Dividends received by U.S. shareholders from less-developed coun-
try corporations would be required to be “grossed-up” by the amount
of taxes paid to less developed countries for the purpose of computing
the foreign tax credit and related foreign source taxable income.
Under existing law, which does not provide for a “gross-up” in the
case of less developed countrics, a U.S. corporation can receive
dividends from a foreign subsidiary and where the rate of foreign tax
is one-half the U.S. rate (or 24 percent) and in such a case the maxi-
mum tax on such dividend income would be 42.2 percent as opposed
to the maximum U.S. statutory rate of 48 percent. It is estimated that
this provision will increase revenues by $8 million for fiscal year 1977,
and by $55 million when fully effective.

The provision in present law which permits a 14 percentage point
lower tax rate for Western Hemisphere Trade Corporations would
be phased out over a 5-year period. Elimination of the special lower
tax rate for Western Hemisphere trade corporations would increase
Federal revenues by $15 million for fiscal year 1977, and by $50 million
when fully effective.

OTHER PROPOSALS

Presently, most countries do not tax domestic shipping and through
reciprocal exemptions do not tax shipping of most other nations. In
addition, questions have arisen as to whether income derived on the
high seas is income from any particular country. Consideration is
being given by some to attributing one-half the skipping income to
the exporting country and one-half to the importing country and tax-
ing that portion of the income in each country. A proposal of this
type would raise revenue of $140 million in the fiscal yeap 1977 and
approximately the same amount thereafter.

The income of foreign corporations controlled by U.S. corporations
or citizens is generally not subject to U.S. tax until that income is
repatriated. This is commonly known as fax deferral. There already
are exceptions to this general aspect of the tax laws that have been
adopted to avoid certain abuses in tax haven countries. These excep-
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tions were expanded in the Tax Reduction Act of 1975. If the general
treatment of controlled foreign corporations were changed so that the
income of 8 controlled foreign corporation were required to be taken
into account currently for the purposes of U.S. taxation, it is estimated
that corporate liabilities would be increased by approximately $420
million for fiscal year 1977 and $365 million annually thereafter.

The Administration has proposed a runaway plant provision deny-
ing tax deferral treatment in the case of income earned by foreign
subsidiaries of U.S. companies in foreign countries where a foreign
country has made a concession from its general tax rate for that par-
ticular type of income. In addition, the Administration proposed deny-
ing tax deferral to foreign subsidiaries of U.S. corporations where a
large portion of the income produced by the company is attributable
to products shipped to the United States. It is estimated that these
two provisions would raise $29 million in fiscal year 1977 and some-
what lesser amounts thereafter.

It has been proposed that the provision which permits Domestic
International Sales Corporations to defer the reporting of certain in-
come be repealed. Total elimination of the DISC provisions would
result in an increase in revenues for fiscal year 1977 of $1.6 billion.

It has been proposed that the present 30 percent withholding tax on
dividends and interest received on investments made within the United
States by foreign persons be repealed. The exemption for interest
and dividends would not apply to direct .nvestments by foreigners, i.c.,
those corporate investments in which foreigners control more than
50 percent of the U.S. corporation, but would apply only in the case of
foreign recipients of interest and dividends with stockholdings of
10 percent or more. It is estimated that this provision would reduce
Federal revenues by approximately $55 million for fiscal year 1977,
and $145 million when fully effective.

Capital Formation
ADMINISTRATION PROPOSALS

The Administration has proposed an incentive for broader stock
ownership plans. These plans would permit deferral of tax for funds
invested in stock purchase plans established by employers or dircetly
by individuals. A limit would be imposed on the maximum annual con-
tribution, and this maximum would be phased out at higher income
levels. Funds invested through this medium would have to remain
invested for at least 7 years and would be subject to tax at the time of
withdrawal. It is estimated that adoption of this provision would re-
duce Federal revenues by approximately $300 million for fiscal year
1977, rising to $671 million by 1981.

66-407—-76——0



78

It has been proposed in connection with the Financial Institutions
Act that a new mortgage investment tax credit be provided. This
credit would be equal to a percentage of the interest income received on
residential mortgages. The tax credit would range from 1.5 percent to
3.8 percent, depending on the fraction of the institution’s assets held
in the form of residential mortgages. Individuals holding residential
mortgages would be eligible for the credit at the 1.5 percent rate, Under
this proposal the current tax provisions permitting financial institu-
tions to maintain excess bad debt reserves would be phased out. It is
estimated that the combined effect of these proposals would be to re-
duce Federal revenues by $264 million in fiscal year 1977 and this re-
duction can be expected to reach $913 million by 1981.

To promote construction of electric utility facilities the Adminis-
tration has proposed tax relief for electric utilities. A permanent in-
crease in the investment tax credit from 10 percent to 12 percent and
the allowance of a current investment tax credit on progress payments
made during the course of construction of these facilities would be
provided. Also, the 5-year amortization provision for pollution con-
trol facilities would be extended. Utilities would be permitted to elect
to begin depreciation of accumulated constru:tion progress expendi-
tures during the construction period. Finally, shareholders would be
permitted to defer the tax on dividends paid by utilities where they
elect to have those dividends reinvested in additional common stock
rather than receiving those dividends in cash currently. It is esti-
mated that these changes would reduce corporate income tax receipts
by $773 million during fiscal year 1977.

Integration of the corporate and individual income tazes is designed
to eliminate (in whole or in part) “double taxation.” Taxation of all
corporate-source income at the shareholders’ tax rate is referred to
as complete integration, and elimination of the double tax only on
dividend income is referred to as partial integration. Partial integra-
tion can be achieved by either a dividend deduction at the corporate
level, or by treating the corporate tax as a withholding of the tax
payable on the dividend income by the individual shareholder. Com-
plete integration treats the entire corporate income as received by the
individual and the corporate tax as a withholding of the tax due by
the individual. Tentative revenue estimates show that full integration
would reduce revenues by $18 billion and partial integration by $13
billion.

Firms establishing permanent ESOP’s would get an extra two
percentage points of investment credit (i.e., a 12-percent investment
credit instead of a 10-percent credit). At the end of the second yvear
(after the plan is established) the employer would put one percentaye
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point of the extra investment credit into the ESOP (plus interest).

The second extra one percentage point of the investment credit, plus
interest, would be put into the plan at the end of the third year.
The employer would contribute an additional amount of his own
funds cqual to one percentage point of the investment credit plus
interest to the ESOP at the end of the fourth year and again at the
end of the fifth year. These contributions representing the employer's
own funds, would be tax deductible.

The ESOP would have to be permanent and consist of the employ-
er's common stock with voting and dividend rights at least as favor-
able as the employer’s other common stock. The investments could
start with convertible debentures or convertible preferred stock but
must be converted to common stock when released from the lender’s
lien. All employees would be covered except when a union’s member-
ship votes to reject the plan.

These changes would reduce Federal revenues by $178 million in
fiscal 1977 and by $256 million when the full effect of these changes
are realized.

The Senate Finance Committee included in the Tax Reduction
Act of 1975 (H.R. 2166) a provision which generally would have
allowed business taxpayers, both individuals and corporations, to elect
to convert carryover periods to which they are entitled under the net
operating loss procisions in present law into carryback periods, For
example, a taxpayer now subject to the general rule could have elected
to use an 8-year carryback period (%-year carryback under present
law and an additional 5-year carryback under the new provision) with
no carryover period. This election was to be applicable to net operat-
ing losses for taxable years ending after January 1, 1970. The revenue
loss is estimated at $1.6 billion for fiscal year 1977 and $100 million
thereafter.

A refundable investment credit has been recommended for business
firms that may lose unused credits at the end of the carryforward
period. This problem occurs where the size of the investment credit
has been too high relative to the company’s taxable income to be used
up within the statutory period. Enactment of this proposal would
reduce revenues by 5150 million in fiscal year 1977 and by $500 million
annually in the future.

A proposal for the deduction of interest on savings has been
put forward to encourage individuals to increase their savings. It
would gllow a taxpayer to deduct from gross income up to $1,000
(for joint returns—$500 for singles) of interest and dividends earned
on per:onal savings deposits. For this proposal, the savings deposits
may be in a commercial bank or mutual savings bank, a savings (or
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building) and loan association or a credit union insured by a Federal
or State insurance corporation. The revenue loss under this proposal
would be $2 billion in fiscal year 1977.

Another type of incentive which has been put forward is a limited
exclusion for dividends reinvested in common stock. Under this pro-
posal an individual could exclude dividends equal up to 25 percent of
taxable incomne where such dividends were reinvested. Assuming a 50%
utilization of this provision, Federal revenues would be reduced by
$1.9 billion for fiscal year 1977 and by $2.9 billion when the provision
is fully effective. Assuming a 90% utilization, the revenue loss would
be $3.5 billion in fiscal year 1977 and $5.1 billion when the pension is
fully effective.

A deduction for dividends paid on preferred stock by corporations
has also been proposed. This provision would reduce Federal revenues
by $103 million for fiscal year 1977 and $590 million when fully
effective.

Under the Asset Depreciution Range (ADR), a taxpayer may
select a useful life for depreciation purposes that is as much as 20
percent shorter than the guideline lives for a class of assets. A pro-
posal has been made to repeal the provision that permits an election
to shorten the guideline lives by 20 percent. This proposal would
increase revenues by $800 million in fiscal year 1977 and by $2.5 billion
a year when fully effective.
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Chart 23

Other Tax Revision Proposals—3

CAPITAL GAINS AND LOSSES

Two major changes regarding the taxation of capital gains and
losses have been included in the House bill.

The holding period for long-terin capital gains and losses would be
increased from 6 months, under present law, to 1 year. The increase
would be phased in over a 3-year period by increasing the 6-month
holding period to 8 months for taxable years beginning in 1976, to 10
months for taxable years beginning in 1977, and to 1 year for tax-
able years beginning after 1977. It is estinated that this provision will
increase revenues by $137 million for fiscal year 1977 and by §407
million when fully effective.

The amount of ordinary income against which a capital loss may be
deducted would be increased from $1,000 to $2.000 for taxable years
beginning in 1976 to $3,000 for taxable years beginning in 1977 and to
$4.000 for taxable years beginning after 1977, It is estimated that this
provision will result in a decrease in revenues of $154 million for fiscal
year 1977, and $339 million when fully effective.

OTHER PROPOSALS

In addition to these changes in the taxation of capital gains and
losses. a number of other proposals have been advaaced.

Individuals with capital losses of $30.000 or more in any taxable
vear could be provided an option of electing a 3-vear carryback of
capital loxscs against capital gains (but not against ordinary income).
Individuals who utilize the carryback option would have to recompute
their regular tax for the prior years to which the losses are carried
back. It is estimated that this provision would result in a decrease
revenues of $30 million for fizcal year 1977,

In the case of capital aszets held for extended periods of time (i.c.,
more than 5 years) it has been proposed that the amount of capital
gains tax imposed be reduced according to a «7iding scale. This would
be accomplished by increasing the amount of capital gain excluded.
from 50 percent under present law. up to a maximum of 80 percent, by
increasing the amonnt of gain excluded at the rate of 2 percent per
vear. In addition. it has been propo=ed that instead of increasing the
amount of guin excluded from taxable income, another method for

(S3)
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reducing capital gains tax on assets held for long periods of time
would be to increase annually the adjusted basis of capital assets to
account for increases in value based on inflation. It is estimated that
Federal revenues would be reduced by $1.5-$2.0 billion for fiscal year
1977 where the amount of gain that is excluded is gradually increased
to 80 percent.

Under present law capital gains treatment is provided for royalties
received from the sale of coal and iron ore. In addition. capital gains
treatment is provided with respect tc che sale of certain timber. It is
estimated that the repeal of the capital gains treatment for royaltics
on coal and iron ore and repeal of capital gains treatment in the case
of certain sales of ¢imber would increase Federal revenues by $324
million for fiscal year 1977 and by $415 million by 1981.

A limited exclusion for reinvested capital gains has also been pro-
posed. Under present law, taxpayers w'io realize capital gains gen-
erally pay tax with respeet to such gains in the year of realization. It
has been proposed that the first $1.000 of realized net capital gains
($2,000 in the case of joint returns) be excluded from income in the
vear of realization, but only if and to the extent an equivalent amount
is invested in stock or securities of a domestic corporation within the
same taxaole year. Any gain deferred would be taken into account in
computing the tax basis of the stock or securities purchased by the
taxpayer. Assuming a 507 utilization of this provision, revenues
would be reduced by $351 million in fiscal year 1977; assuming a 90%¢
utilization. revenues would be reduced by $632 million in fiscal year
1977.

EXEMPT ORGANIZATIONS

The THouse bill includes a provision to correct an oversight in the
Employvee Retirement Income Security Act of 1974, This change per-
mits individual employees to receive lump sum contributions paid
within one taxable year on account of the termination of a pension.
cte. plan or the complete discontinuance of contributions under the
plan. and to reinvest those funds in an Individual Retirement Ae-
count, This treat nent is commonly referred to as a tax-free rollover
of such funds. It is estimated that enactment of this provision would
reduce Federal revenues by £32 million for fiscal year 1977.

The House bill provides that employees who are active participants
in qualified pension, profit--h:.ring. stock bonus, or annuity plans, etc.
are to be allowed a deduction for their contributions to what are re-
ferred to as “limited employvee retirement accounts™ (LERA'). The
deduction allowed in this case is limited to the lesser of $1.500 or 15 per
cent of compensation reduced by “qualifying employer contributions”
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under any qualified plans or 403(b) annuity contracts covering such
employees. A number of additional rules and limitations would be
applicable to these special plans. It is estimated that this provision
will result in a decrease in revenues of $361 million for fizcal year 1977,

Legislation has been proposed to permit a person to establish and
contribute to an individual retivement account (IRA) for hiz spouse.
Under present law, employees not covered by a qualified pension
plan may establish an IRA and take a tax deduction of 15 percent
of earned income (up to $1.500 per vear) for contributions to the
IRA. Married women performing household work but not otherwise
employed may not set up an IRA for their vetirement. Permitting a
worker to establish an TRA for his or her spouse would decreasze reve-
nues by $127 million in fiscal year 1977,

Legislation has been proposed to reduce the distribution require-
ments now imposed upon grant-making pricate fouundat/ons. Under
present law, private foundations are generally required to distribute
annually for charitable purposes an amount equal to the greater of
their actual income or a specified percentage of the value of their in-
vestment assets. The specified percentage was originally set at 6 per-
cent and the Treasury was given the authority te vary that pereentage
from year to year in accordance with changes in money rates and in-
vestment yields. Enactment of legislation to reduce the specified per-
centage to 5 percent and eliminate the authority of the Treacury to
vary the specified percentage is supported by the Administration and
would nat reduce revenues.

Legislation has also been proposed to reduce the rate of tax on
private foundation investment mncome from 4 percent to 2 pereent,
Enactment of such legislation would reduce revenues by 835 million
in fiscal vear 1977,

The Report of the Commission on Private Philanthropy and Public
Needs (the so-called “Filer Conimession”™) contains a series of ree-
ommended changes in the tax laws applicable to the deduction for
charitable contributions and to exempt organizations. Two of the-e
recommendations would have a substantial revenue impact if enacted.
The first of these two recommendations would permit taxpayers who
utilize the standard deduction to deduct charitable contributions as an
additional itemized deduction (revenue loss $2.9 billion). The second
recommendation would permit families with less than £15.000 in in-
come to deduct an amount equal to 200 percent of their charitable con-
tributions and would permit families with income between $15.000
and $30.000 to deduct an amount equal to 150 p.  .nt of their charita-
ble contributions (revenue loss $£6.6 billion).
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Chart 24
Other Tax Revision Proposals—1i

ESTATE AND GIFT TAXES

The House tax revision bill would make no changes in the Federal
estate and gift tax provisions of existing law. However, numerous
revisions have been proposed, including those summarized below,

A number of proposals to increase the present 860,000 exemption
have been introduced.

Fiscal year 1977 reduction in Federal revenucs

Increasing $60,000 exemption to: Billions
81G0,000 o $1.0
$150,000 . . e $1.7
$200,000 - e e e e —————— $2.2

Others have suggested that any liberalization from the taxpayer’s
standpoint be provided in the form of a tax credit rather than an in-
crease in the exemption. For example, a tax credit of $27,000 would
cost approximately the same revenue as increasing the present $60,000
exemption to $100,000 (namely, $1 billion). A tax credit of $37,500
would involve approximately the same revenue as increasing the pres-
ent 560,000 exemption to $200.000 (namely $2.2 billion).

The Adminiscration has proposed to ease the burden of estate and
gift taxes on farms and other small businesses. 1t is estimated that
this provision, which is expected to expand the number of estates
eligible for the deferred payment of estate taxes will result in a reduc-
tion in receipts of approximately $3 million for fiscal year 1977 and
$16 million by 1981.

Another change in the Federal estate tax laws which has heen sug-
gested is to alter the method of raluing property included in the gross
estate of the decedent. Under this proposal land and similar property
would be included in the gross estate at its value based on current use.
which is generally lower than the fair market value of such property.
Tt is estimated that this provision would reduce estate tax revenues
by 820 miilion.

(87)
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Another proposal which has been recommended by the Treasury
Department in the past and also by the American Law Institute would
provide for the integratior of the estate and gift taxes. At the present
time, there is a $30,000 exemption under the gift tax (in addition to
the £3.000 exclusion per donee) which is wholly separate and apart
from the $60.000 exem:ption under the estate tax. Moreover, the gift
tax rate structure is completely independent of the estate tax rate
structure although not independent of subsequent gifts. In other words,
to the extent of prior gifts an additieral gift is subject to tax in a
higher rate bracket. The proposals to integrate the estate and gift taxes
could provide a single exemption (perhaps $90,000) which could be
used eilher for gift or estate purposes or a combination of the two.
Similarly, there would be a single cumulative rate structure for the
two taxes with gifts previously made affecting not only the bracket
at which the subsequent estate is taxed as well. It has been estimated
that an integrated system of the type referred to above would result
in a revenue loss of $39 million in fiscal year 1977 and a gain of §149
million when fully effective.

At the present time, generation skipping trusts make it possible to
avoid the imposition of an estate tax by leaving a life estate or interest
in a property to a son but providing that the property will go in fee
simple to the grandson upon the death of the son. Various other
methods have also been used to avoid the imposition of the one or more
estate taxes in the case of property going through a trust or through a
life estate. Some have recommended that the estate tax laws be modi-
fied to impose an estate tax at the time of the termination of the life
estate or life interest in the same manner as if it were a part of the
estate of such individual. Tt is estimated that such a system, if adopted,
would result in a revenue gain of $118 million in the fiscal year 1977
and %251 million when fully implemented.

Under present law a deduction is provided for an estate where prop-
erty passes to a surviving spouse. This deduction is equal to a maxi-
mum of 50 percent of the adjusted gross estate. It has been proposed
that the mardital deduction be increased to $100.000 plus 50 percent of
the adjusted gross estate. It is estimated that this provision would
result in a reduction in estate tax revennes of $400 million in fiscal
vear 1977.

It has also been suggested that no Federal estate tax be imposed
where the property of one spouse is transferred on death to a surviv-
ing spouse. This proposal would be implemented by providing a mari-
tal deduction equal to 100 percent of the adjusted gross estate. It is
estimated that this provision would reduce estate tax revenues by
$700 million in fiscal year 1977.
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Under existing law, individuals may hold assets which have appre-
ciated or depreciated in value over time at their death. As those assets
are passed to an heir or other beneficiary, the new holder of those
assets assumes as his basis for those assets the market value of the
property as of the date the estate is valued for Federal estate tax pur-
poses. Thus under present law no gain or loss is taken into account as
income during the last vear of the decedent’s life. It has been proposed
that the gains which have accrued during the decedent’s lifetime should
be taxed at the time of his death. While the imposition of a copital
gains tax like the one in present luw at death would likely contain a
series of transitional rules, the full effect of such change. although
reached gradually, would ultimately increase Federal estate tax rev-
cnues by $1.0 billion.

Under another proposal an individual who inherits property from a
decedent would take the same basis (or “carry over” the basis) in that
property as that of the decedent. As indicated above, under present law
the basis which is taken by the person inheriting property is the value
of the property as of the date the estate is valued. Under this pro-
posed change, estate tax revenues would be increased by $6¢0 million

in fiscal year 1977.
EXCISE TAXELS

During consideration of H.R. 216¢, the Tax Reduction Act of 1975
and H.R. 6860, the Energy Conservation and Conversion Act, the
Finance Committee agreed to repeul the Federal excise taxes on trucks,
buses, and truck parts. Repeal of the excise tax on trucks and buses, etc.
would reduce receipts for the highway trust fund by $741 million for
fiscal year 1977.

During consideration of the Tax Reduction Act of 1973, an amend-
ment was offered which would have increascd the excise taxes on dis-
ldled spirits, beer, and wines. It is estimated that these proposed
changes would increase excise tax receipts by approximately $1.5 bil-
lion for fiscal year 1977.

Under another proposal the manufacturers ezcise tax on cigarettes
would be increased by $2.50 per thousand. This would increase excise
tax receipts by approximately $1.35 billion in fiscal year 1977.

MISCELLANEOUS TAX REVISION PROPOSALS

In 1974, in connection with its consideration of a major bill, the Ways
and Means Committee agreed to a provision dealing with the income
tax treatment of divestitures of either bank or nonbank assets by bank
holding companies required under the Bank Holding Company Act
Amendments of 1970. Under this proposed change, three alternative
methods were proposed in order to provide tax relief to individuals

)
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and corporations making such divestitures. These methods included
the distribution of stock of the bank or nonbank corporation to share-
holders of the bank holding company on a tax-free basis. In addition,
a “roll-over” was proposed. This would allow the tax on gain from the
sale pursuant to a required divestiture to be deferred if the proceeds of
sale were reinvested in qualified replacement property. The third
method provided was an installment payment provision for taxes due
on bank holding company divestitures. Under this alternative the tax
on the gain realized from such sales would be paid in equal annual
installments over a period beginning in the year after the disposition
and ending no later than 1985. It is estimated that these provisions
would reduce Federal revenues by $20 million for fiscal year 1977 and
$100 million by 1981.

In order to expand the opportunities available to State and local
governments for financing capital projects. a proposal for an optional
tarable bond with a Federal subsidy for higher interests costs has been
advanced. The subsidy level varies between 30 and 50 percent in the
several proposals; in the Kennedy-Reuss bill, the proposed subsidy
level is 40 percent. Issue of this type of bond would be at the option of
the local governnent, and the tax-exempt bond privilege would remain
intact. With a 40-percent subsidy the net revenue loss would be $116
million in fiscal year 1977 and $335 million after 5 years.

Several proposals have been made to raise the limit on small issucs
of industrial decelopment bonds from $1 million under present law to
810 million. The revenue loss is estimated at $50 million in fiscal year
1977 and $240 million after a several year interval for adjustment of
plans to the new level.

In the tax revision bill passed by the House, adjustments were
adopted in the provisions affecting payments for crop destruction and
disasters. When the taxpayer has received payments under the Agri-
culture and Consumer Protection Act, he would be allowed to choose
whether to include the payments in income in the year the payment is
received or in the year income from the crops normally would have
been received. In addition, where a taxpayer has received compensation
for a loss that is the result of a disaster in 1972, in an area designated
by the President as a disaster relief area, the tax on the first $5,000 of
compensation is not to exceed the tax that would have been paid if a
$5,000 deduction had not been claimed. The revenue loss under these
provisions would be $57 million in fiscal year 1977.

A number of proposals have been put forward as taz incentives for
the employment of additional workers in the private sector. Under one
such proposal (3. 2382) a tax credit equal to 14.9 percent of covered
annual wages (i.e., the 11.7 percent of wages paid as social security—
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medicare taxes and 3.2 percent of wages paid as unemployment com-
pensation taxes) would be provided to employers with respect to a
maximum of seven new positions added annually and filled by unem-
ployed persons or new entrants into the job market, It is estimated that
this proposal would reduce Federal revenues by $387 million in
fiscal year 1977 and $1.96 billion after 5 years. Another measure
which has been introduced (S. 2629) would provide for a 10 per-
cent tax credit up to a maximum of $500 per qualifying employee.
The number of employees qualifying for the $800 credit would be
limited to the lesser of the number of unemployed workers and new
entrants into the labor force hired during the year, or the net increase
in the firm’s employees in excess of the firm's average employment over
its base period employment. In addition, the dollar value of the tax
credit could not exceed that company's investment in new plant and
cquipment. It is estimated that this provision would reduce Federal
revenues by approximately $320 million in fiscal year 1977,

To stimulate additional jobs in areas of particularly high unemploy-
ment (7 percent or more), the President has proposed tax incentives to
encourage construction of new facilities and/or expansion of old facili-
ties in such areas. These incentives would include a full investment tax
credit, and very rapid amortization (one half the normal useful life
for buildings and five years on all capital equipment). These provisions
would be limited to projects started between January 20,1976, and Jan-
uary 20, 1977, and which were completed within 36 months. These in-
centives would reduce Federal revenues by $286 million in fiscal year
1977 and by $1.0 billion in fiscal year 1981.
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Chart 25

Energy Tax Proposals

ENERGY CONSERVATION MEASURES

The estimates for energy conservation measures shown are derived
from provisions tentatively approved by, or under consideration by,
the Finance Committee in its deliberations on the Energy Conserva-
tion and Conversion Act (H.R. 6860). The estimates assurc an enact-
ment date of July 1, 1976, an immediate effective date for excise taxes,
and a January 1 effective date for tax credit=

The home insulation tax credit would provide a refundable tax
credit of 30 percent of the first $750 of expenditures for insulation of
a principal residence (maximum credit of $223). The revenue los-
would be $320 million in fiscal year 1977.

The investment tax credit of 10 percent for insulation installed in
new and existing business and industrial structures would reduce rev-
cnues by $143 million in fiscal year 1977.

During its markup sessions on the cnergy tax bill (H.R. 6860) last
July, the Committce apvroved a tax credit of 10 percent on the price
paid by a recycler on the purchase price of wastepaper to be recycled.
This provision would reduce revenues by $35 million in fiscal year
1977 and $t5 million when fully effective.

A repeal of the 10¢ per pound excize tax on radial tives and the 5¢
per pound excise tax on tread rubber used to recap or retread all tires
would reduce revenues by $92 million in fiscal year 1977,

The business use tax would place an excise tax on business use of
oil and natural gas with certain exceptions. In fiscal year 1977, the tax
would produce $158 million in Federal revenues,

For homeowners, the Finance Comunittee tentatively agreed to a 1e-
fundable tax credit for the home installation of geothermal and solar
energy equipment of 40 percent on the first $1,000 of expenditures and
25 percent of the next $6,400 (maximum credit of $2,000). The reve-
nue loss in fiscal year 1977 is estimated to be 'ess than $5 million.

For businesses, an investment tax credit of 20 percent was agreed
to for the purchase of geothermal and solar energy use equipment. The
revenue loss in fiscal year 1977 is estimated to be less than £3 million.

(83)
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The geothermal energy exploration revenue loss estimates assumes
enactment of tax incentives like those found in S. 2608 (introduced by
Senator Fannin). The bill would allow current expensing of geother-
mal intangible drilling costs and a percentage deduction from gross
geothermal energy income. The fiscal year 1977 revenue loss would be
less than $5 million.

A provision teutatively approved by the Committee would provide
a 12-percent investinent tax credit for underground coal mining
equipment, coal conversion equipment, waste recycling equipment, and
facilities necessary to permit the use of geothermal heat energy or
waste as fuel. If this provision were enacted, there would be a revenue
loss of $14 million in its first year of effect. Similar tax incentives for
synthetic fuel production investment would be provided by a bill in-
troduced by Senator Hansen (S. 2109).

Oil and natural gas exploration incentives have been proposed. One
propose! would allow a 10-percent investment credit on intangible
drilling costs plus allowances for geological and geophysical expenses,
lease acquisition costs, secondary and tertiary recovery, and well work-
overs. Inactment would produce a revenue loss of $750 million in the
first year of effect.

The final energy revenue estimate assunies enactment of an invest-
ment tax credit of 12 percent (with an additional 1 percent for match-
ing contributions to employee stockownership plans) for railroad
rolling stock and track improvements. This provision, tentatively ap-
proved by the Committee, would produce a revenue loss of $61 million
in fiscal year 1977,
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Chart 26

Tax Expenditures: Present Law
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Chart 26

Tax Expenditures: Present Law

The concept of tax expenditures was developed in order to compare
the Federal Government's total contribution to various activities,
throngh direct expenditures and indirectly through deductions, de-
ferrals, and credits in the tax structure. With this information, con-
sideration of the budget will ultimately involve examination of both
direct and tax expenditures as alternate means of providing incentives.

The chart presents a summary of tax expenditures by budget fune-
tional category and estimates of their revenue effects. The table con-
taining the estimates presented by the Administration as a special
analysis in the 1977 budget is reproduced in Appendix C.

The administration’s analysis omits four provisions which the staff
believes should be included. These four items, and their revenue
estimates are:

(in millions of dollars])

Fiscal year Transition Fiscal year
197

quarter 1977

Asset depreciation range.. 1,590 450 1,805
Deferred income of controlled for-

eign corporations. ................ 525 100 365

Taxation of capital gains at death.. 6,720 1,820 7,280
Cooperatives—Deduction for non-
cash dividends. .................. 410 100 455

The definition of a tax expenditure is imprecise. The objective
«enerally, however. is to include as tax expenditures those tax pro-
visions that are not ordinary deductions taken for the purpose of
determining net incomne of a Lusiness, whether incorporated or not.
Deductions for individuals that are not business-related then clearly
should be treated as tax cxpenditures. The imprecision that exists
with respect to dovetailing concept and practice has generated sub-
stantial controversy. Because of the difficulty of achieving precision,
the staff approach is to be as comprehensive as is reasonable when
deciding what is to be included. The staff also believes that the term
tax expenditure and a listing of a prevision carry no implication of

(97)
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approval or disapproval, or judgment about the effectiveness of any
one provision. A listing simply reflects present law and, therefore,
present public policy.

If the various tax expenditure figures in the three columns were
added, they would total $97.0 billion in fiscal year 1976, $24.3 billion in
the July-September 1976 quarter, and $101.1 billion in fiscal year
1977. However, the separate items, even in functional categories,
should not be added in strict logic because the revenue estimates are
made with the assumption that no other changes would be made by
the taxpayer if the one item would be repealed. Many taxpayers have
the choice of using other tax expenditures, if they are interesied in
tax shelters. For some, repeal of a provision could foreclose that source
of economic income, and they might permanently suffer & significantly
reduced income. For all taxpayers loss of opportunity to use a tax
expenditure will affect their tax liabilities through forcing changes to
different tax brackets in a progressive scale or shifts to the standard
deduction.
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Chart 27 °
Debt Limit
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Chart 27

Debt Limit

The limit on the public debt is $595 billion through March 13, 1976.
The Ways and Means Committee has reported an increase in the limit
to $627 billion through June 30, 1976, While this limit is higher than
the level approved for this fiscal year in the second concurrent resolu-
tion on the budget (which provided for a $622.6 billion debt limit),
the difference provides just enough margin for the Treasury Depart-
ment to meet Federal financial requirements through the mid-June
debt peak. The debt normally declines in the second half of June be-
cause of substantial tax receipts after June 15.

The Administration has estimated that an additional $19 billion
increase in the debt limit will be necessary for the transitional quarter,
through September 30, 1976. This estimate includes the assumption
that the proposal for permanent tax reduction—approximately $10
billion more on an annual basis than the annual rate of tax decrease
in the Revenue Adjustment Act for the first half of this year—would
go into effect on July 1, 1976.

For fiscal year 1977 the Administration assumes that the delt limit
would reach $710 billion on September 30, 1977. Underlying these
estimates are the legislative proposals which the President submitted
to Congress, or indicated he will submit, in the budget for fiscal year
1977. In addition, the fiscal year 1977 needs include issue of debt by
the Federal Financing Bank under the debt limit on hehalf of various
agency programs and several agencies whose activities are not in-
cluded within budget totals. The Administration estimates are also
based on the effect of its budget proposals on economic activities and
other assumptions which the Administration has made about the
nature and rate of the economic recovery in 1977.

The Administration has recommended legislation to broaden the
Treasury Department’s flexibility in managing the debt, but these
proposals are not expected to affect the size of the debt limit.

(101)
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U.S. Senate,
CoMMITTEE ON FINANCE,
Washington, D.C., March 15, 1975.
Hon. Epxuxp S. Muskie,
Chairman, Budget Committee,
U.S. Senate, Washington, D.C.

DEar Mr. CHairMaN: This letter transmits the views and estimates
of the Committee on Finance on those aspects of the Federal budget
which fall within its jurisdiction, as is required by section 301(c) of
the Congressional Budget Act of 1974.

E'conomic assumptions—In recognition of the fact that many of
the components which go to make up the budget totals are highly
susceptible to relatively slight changes in economic conditions, the
Committee reviewed the economic assumptions underlying the esti-
mates in the President's budget which are presented on page 41 of the.
President’s budget. The alternative set of economic assumptions upon
which the estimates in this letter are based are shown in Table 1.

While the Finance Committee has preferred to use the alternative
economic assumptions in Table 1 to those used by the President in
preparing his budget, we recognize that there are still other alterna-
tives which might reasonably be supported. If the Budget Committee
decides to adopt a different set of economic assumptions, some adjust-
ment should be made in some of the revenue and outlay estimates.

(105)



TABLE 1.—ECONOMIC ASSUMPTIONS: CALENDAR YEARS 1975-76

[Dollars in billions]

1975 1976

1974 President’'s Committee President’s Committee

actual budget on Finence budget on Finance

Gross national product................. ... ..o $1,397 $1,498 $1,510 $1,686 $1,690
CPl increase over 1974 (percent).............cooiiiiiiiiie o 11.2 11.6 20.0 20.8
Personalincome..................ciiiiiiiiiinnnnnn $1,150 $1,232 $1,262 $1,365 $1,402
Wages, salaries. ..ot $751 $792 $803 $884 $893
Corporate profits................ccoiiiiiiiiiinnnn... $141 $115 $118 $145 $149
Unemployment rate (percent)....................... 5.6 8.1 8.3 7.9 8.0

901
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Ezpenditure programs.—The Committee on Finance has jurisdic-
tion over a variety of programs which involve expenditures approach-
ing one-half of the entire Federal budget. These include such income
maintenance programs as social security, supp’emental security in-
come, unemployment compensation, and welfare programs for fami-
lies. Health programs under Finance Committes jurisdiction include
medicare, medicaid, and maternal and child health, as well as national
heaith insurance proposals. Other programs within the Committee’s
jurisdiction which involve expenditure of Federal funds include social
services, revenue sharing, and payments under the Sugar Act. In-
terest on the public debt, which will account for some $33 billion in
Federal outlays during the current fiscal year, also falls under the
jurisdiction of the Committee on Finance.

The Committee on Finance has reviewed each of the expenditure
programs within its jurisdiction and estimates that the amounts shown
in Table 2 should be allowed in the concurrent budget resolution for
programs within the jurisdiction of this Committee.

The Finance Committes estimates involve outlays for fiscal year
1976 which are £10.3 billion higher than the outlays estimated in the
President’s budget excluding the outlays which are related to the
President’s energy proposals. Some of this difference relates to the
alternative economic assumptions employed by the Committee, and
(as shown in Table 2) $2.7 billion represents an allowance for new
legislation not included in the President’s budget. But the major
element of difference reflects the Committee’s opinion that much of
the legislation assumed by the President’s budget will not be enacted
or will not be enacted in sufficient time to have the fiscal impact shown
in the budget.



TABLE 2.—BUDGET AUTHORITY AND OUTLAYS FOR PROGRAMS UNDER FINANCE COMMITTEE JURISDICTION
[Dollars in billions]

1975 1976 July-September 1976
Budget Budget Budget
Functional category authority Outlays authority Outlays authority Oytlays
350 Agriculture (no legislation)....... e $0.1 $0.1 ............ ) e
500 Education, manpower, and social
services (no legislation)............... 2.7 2.8 $3.1 $3.1 $1.0 $1.0
Sso(nealtlh. ST yo Zi.g) 2_& .431) ( E?g) 42_!113) (?.4 § 8
ew legislation)..................... . . . .
600 Incomegsecu_rity ..................... g5.3 6.8 91.7 &01.7 238 .0
(New legislation)............... .. ittt -.1) (—.4) ") (—.2)
850 Revenue sharing and general pur-
ose fiscal assistance (no legislation). 6.2 6.2 6.4 6.3 1.7 1.7
900 Interest. ...l 32.9 32.9 35.7 35.7 9.7 9.7
(New legislation)...........ociiiiieiiiiii e (+1.2) (+1.2) (+.49) (+.49)
Total:
Presentlaw.................... 151.2 150.2 163.5 171.3 42.5 46.1
(New legislation)........... (+.3) (+.3) (+3.0) (+2.7) (+.4) (+.2)

! Less than $50,000,000.
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Revenues—Virtually all revenues of the Federal Government fall
within the jurisdiction of the Committee on Finance. The differenc
types of revenues include individual and corporate income taxes, social
insurance taxes, excise taxes, estate and gift taxes, and customs duties.
In estimating Federal revenues for the period covered by this letter,
the Comumittee estimated that the tax reduction legislation now under
consideration would result in revenue changes of at least the magui-
tude shown in Table 3. These estimates reflect the decisions of the
Committee with respect to the Tax Reduction Act of 1975 (H.R. 2166)
as ordered reported on March 14, 1975. The Committee does not feel.
however, that any reasonable estimate is possible at this time of the
likely effects of further revenue legislation to be considered later this
vear. Accordingly, the Committee’s estimates do not reflect either
increases or decreases under subsequent revenue legislation.

TABLE 3.—FINANCE COMMITTEE REVENUE ESTIMATES
" [Dollars in billions]

1975 1976 July-Septem-

ber 1976

Presentlaw................... $283.7 $302.4 $79.3

Allowance for legislation. ..... —-12.2 —18.2 -5.0
Present law and legisla-

tion.............g. ..... 2715 284.2 74.3

Pubdlic debt limit.—The permanent debt limit under existing law is
$400 billion. Under Public Law 94-3. there is in effect an additional
temporary debt limit of $131 billion which expires June 30, 1975, In
estimating the amount by which this combined limit of $531 billion
will have to be increased to cover the additional budget deficits for
fiscal year 1976 and the July-September 1976 quarter, the Committee
has taken into account its expenditure estimates for programs under
Finance Committee jurisdiction and its revenue estimates discussed
above. The impact of Public Law 944 on food stamp program out-
lays is also taken into account in the Committee’s debt limit estimates.
In other respects, the Committee accepts the President’s budget as the
basis for its computation of debt limit requirements. The Budget
Committee may. therefore, find it necessary to adjust the debt limit
estimates to take account of any other appropriate adjustments to the
estimates in the President’s budget for programs not within the juris-
diction of the Committee on Finance.
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TABLE 4.—PUBLIC DEBT LIMIT ESTIMATES
[Dollars in billions}

Allowance Present
Present for law and
law legislation legislation
Debt subjecttollmlt June30,1975. $531 ....... ... $531
Plus deficitfor 1976........... . ... 49 +20 69
Off-budget a% ncy spending
financcd by Treasury . ..... . 10 ..... ... 10
Debt subject to limit, June 30 1976. 590 .......... 610
Adjustment for mid-June peak . (598).......... (618)
Plus deficit for July—September
1953.6.6...t. ................. e 9 +7 16
udget agency spending
financed by q‘reasur i 3 ... 3
Debt subject to limit, Sept. 30 1976. 602 ......... 629

Tuxr cependitures~The Congressional Budget Act of 1974 defines
“tax expenditures™ as “revenue losses attributable to provisions of the
Federal tax laws which allow a special exclusion, exemption, or deduc-
tion from gross income or which provides a special credit. a prefcren-
tial rate of tax, or a deferral of tax liability.” In the Committee’s view.
the question of whether a given revenue provision represents a special
or a normal application of tax policy is one which in many in-tances
cannot be objectively resolved. For this reason, the Committee fecls
that the only way in which it can comply with the Budget Act’s
requirement that it present its estimates with respect to tax expendi-
tures is by listing all items which have been so designated. In doing
so. however, the Committee does not either endorse or reject the con-
tention that any or all of these items designated as tax expenditures
represent a departure from normal tax policy.

For the reason stated above, the Finance Committee accepts at face
value the tax expenditure listing included in Special Analysis F of the
President’'s Budget. However, the Committee notes that certain addi-
tional items are considered by some persons to be tax expenditures
and should therefore be added to the list shown in the President’s
Budget. These additional items are shown in Table 5 below.
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TABLE 5.—ADDITIONAL TAX EXPENDITURE ITEMS

[Dollars in millions)

Fiscal year— July=

September

1975 1976 1976

Asset depreciationrange............ $1,410 $1,590 $400
Income deferral of foreign corpora-

tions....................L. 620 620 155

Maximum tax on earned income.... 350 385 105

Taxation of capital gains at death... 2,210 2,280 600

The Finance Committee staff is available to answer any additional
questions you may have on these estimates.
With every good wish, I am
Sincerely,
Ressewn B. Loxe, Chairman.
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Excerpt From Public Law 93-344—The Congressional Budget and
Impoundment Control Act of 1974

* L ] * ] ]  J L]

TITLE III—-CONGRESSIONAL BUDGET PROCESS
Timetable

Sec. 300. The timetable with respect to the congressional budget
process for any fiscal year is as follows:

On or before: Action to be completed :
November 10 _.._. President subniits current services budget.
15th day after Congress President submits his budget.

meets.

March 15 ... Committees and joint committees submit
reports to Budget Committees.

April el Congres-ional Budget Office submits re-
port to Budget Committees,

April 15 __ Budget Committees report first concur-
rent resolution on the budget to their
Houses.

May 15 et Committees report bills and resolutions
authorizing new budget authority.

May 35 . Congress completes action on first concur-

rent resolution on the budget.

Tth day after Labor Day_. Congress completes action on bills and
resolutions providing new budget au-
thority and new spending authority.

September 15 _________ Congress completes action on second re-
quired concurrent resolution on the
budget.

September25_ . _.._. Congress completes action on reconcilia-

tion bill or resolution, or both, imple-
menting second required concurrent
resolution.

October 1 Fiscal year begins,

Adoption of First Concurrent Resolutien

Skc. 301. (a) Acrion To Be ComMpLETED BY MAY 15.—On or before
May 15 of each year, the Congress shall complete action on the first
concurrent resolution on the budget for the lfscal year beginning on
October 1 of such year. The concurrent resolution shall set forth—

(1) the appropriate level of total budget outlays and of total
new budget authority;
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(2) an estimate of budget outlays and an appropriate level of
new budget authority for each major functional category, for
contingencies, and for undistributed intragovernmental transac-
tions, based on allocations of the appropriate level of total budget
outlays and of total new budget authority; )

(3) the amount, if any, of the surplus or the deficit in the budget
which is appropriate in light of economic conditions and all other
relevant factors;

(4) the recommended level of Federal revenues and the amount,
if any, by which the aggregate level of Federal revenues should
be increased or decrease% by bills and resolutions to be reported
by the appropriate committees;

(5) the appropriate level of the public debt, and the amount, if
any, by which the statutory limit on the public debt should be
increased or decreased by bills and resolutions to be reported by
he appropriate committees: and

(6) such other matters relating to the budget as may be appro-
priate to carry out the purposes of this Act.

(b) ApprrioNar, MatTers 1N CoNCTRRENT REsoLtTioN.—The first
concurrent resolution on the budget may also require—

(1) a procedure under which all or certain bills and resolutions
providing new budget authority or providing new spending au-
thority described in section 401(c)(2)(C) for such fiscal vear
shall not be enrolled until the concurrent resolution required to be
reported under section 310(a) has been agreed to, and, if a recon-
ciliation bill or reconciliation resolution, or both, are required to
be reported under section 310(c), until Congress has completed
action on that bill or resolution, or both: and

(2) any other procedure which is considered appropriate to
carry out the purposes of this Act.

Not later than the close of the Ninety-fifth Congress, the Committee
on the Budget of each House shall report to its House on the imple-
mentation of procedures described in this subsection.

(c) Views axp Estimates o Orier ComMmiTTEES.—On or before
March 15 of each year, each standing committee of the House of
Representatives shall submit to the Committee on the Budget of the
House, each standing committee of the Senate shall submit to the
Committee on the Budget of the Senate, and the Joint Economic Com-
mittee and Joint Committee on Internal Revenue Taxation shall sub-
mit to the Committees on the Budget of both Houses—

. (1) its views and estimates with respect to all matters set forth
in subsection (a) which relate to matters within the respective
jm(:llsdlction or functions of such committee or joint committee;
an

(2) except in the case of such joint committees, the estimate
of the total amounts of new budget authority, and budget outlayvs
resulting therefrom, to be pmviﬁid or authorized in all bills and
resolutions within the jurizdiction of such committee which such
committee intends to be effective during the fiscal year beginning
on October 1 of such year.

[ ] [ ] L ] [ L] * P9



APPENDIX C

Tax Expenditures by Function

(Excerpt From the Special Analyses of the Budget of the
United States, pages 125-127)
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Table F-1. TAX EXPENDITURE ESTIMATES BY FUNCTION®*

(ia millions of

dellars)

Description

Corporations

Iadividuals

1978 1976

1977 1978

1976 1977

Natienal defense:
Exclusion of benefits and allowances to Armed
Forces personnel. ... eeenae

Exclusion of military dusability peasions.---__._ _-20 17T T 70

International affairs:
Exclusion of income earned abroad by US.
CRENS. ..
Exclusion of gross-up on dividends of LDC
corporations . ... ... ...............
Deferral of income of domestic international sales
corporations (DISC). .. ..__.. e
Special rate for Western Hemusphere trade cor-

Agriculture:
Expensing of certain capital outlays.......__._.
Capital gain treatment of certain income. ......
Natural resources, eavironment and energy:
Exclusion of interest on State and govern-
ment pollution control bonds..__.._ ... _.._.
Expensing of exploration and development costs_
Excess of percentage over cost depletion. ...
Poliution control: 5-year amortization_...._....
Capital gain treatment of royalties on coal and

Capital gain treatment of certain tumber income.
Commesce and transportation:

Exemption of credit unions .. ...___.._.._.....

Corporate surtax exemption_.........._.......

Deferral of tax on shipping companies......._.

Railroad rolling stock: 5-year amortization. ...

Financial institutions: excess bad debt reserves. .

Deductubility of nonbusiness State gasoline taxes.
Community and regional development:

Housing rehabilitation: 5-year amortization. . ...
Education, training, employment, and secial

..........

5 55

setvices:
Exclusion of scholarships and fellowships_____._ ____. ._... _.... 200

Parental personal exemptions for student age 19

and over e e emeee mmeem 670

institutions. . ... ... _........_......

penses
Child care facilities: 5-year amortization ...
Credit for employing AFDC recipients and public

asustance recipients under work incentive pro-

Health:
Exclusion of employer contributions to medical

insurance premiums and medical care. .. _._.. ... _.... ..... 3,275
Deductibility of medical expenses... _...____._ ___._ ..... ..... 2,315

See footnote at end of table.

...........

...........

...........
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Table F-1. TAX EXPENDITURE ESTIMATES BY FUNCTION*—Continued

(in millions of dollars)
Corporat.cns Indiv.duals
Desciiption
1975 1976 1977 1975 1976 1917
Income security:
Exclusion of social security benefits:
Disability insurance benefits ... _.._.._ ... e e el %5 315 370
OASI benefitsforaged......... ... ... .. e e . 2,740 3.045 3,525
Benefits for dependents and survivors. ... ... ... ... 450 49 563
Exclusion of railroad ret:rement system benefits © ... ... ... 170 185 200
Exclusion of unemployment insurance benefits. . ... .. ... 2,300 3,55 2.8%
Exclusion of workmen's compensaticn benefis. .. ... . e e 505 555 640
Exclusion of public assistance benefits .. . . . . ... ... ... 105 115 130
Excluuon special benefits for disabied coal
........................................ 50 50 50
Excluuon of mekpay. ... .. . L. . L. ... 315 350 350
Net cxduuon of pensicn centribat.ons and earn-
B'nployet plans.. ... . ... 5,025 5.745  6.475
Plansfor self-erployedancothers ... ... ... ... ... 39 7N 903
Exclusion of ather empicyee benesits:
Premuums on group term ife .nsurance .. ... .. e W B0 89
Premiums on accident and acadental death
INSURRNCE. . ... ... . .. . ..l e . 50 55 60
Income oftrusts to finance s.ppiementary unen-
ployment benefits._.... ... ... .. ... I e 5 5 5
Meals and lodging. . . S 15 SRS 305
Exclusion of capital zainon bomesa'esfoner65.. ... ... e . 0 4 50
Excess of percenta e standard deduction over
low income aliowarce ... . .. ... ... ... ... ..... 1,385 1,465 1,500
Additional exemption for the bi, wnd. 20 0 b5
Add:tionai exemption forover 63 . ... .. ... ... 119 1, 1)) 1,220
Retirement incomecreant . ... ... ... ... ... ... 130 129 10
Eamed incomecredit. Lol e e e e p3i] 140
Yaterans benehts and services:
Exclusion of veterans disab.aty compensaten. ... ... ... ... 540 5% 595
Exclusion of veteranspens.ons. .. ... ... ... ... 25 30 30
Exciusionof Gl billbenefts. ... ... _.... ... _.... 255 330 250
General government: Crcdits and decuctions for
political contrbutions. .. ... ... ... ... ... ... £ o 65
Revenue sharing and general purpose fiscal assist-
ance:
Exclusion of interest on gerneral purpose State and
local debt. . 2.6 2840 3,130 1,130 1,280 1,3%
Exclusion of income eazned :n LS. poucsaons 45 240 265 ... ... ... .
Deductibility of nonbusiness State and ocal taxes
(other than on owner-occupied homes and
gasoliDe) .. ... .. Ll i . .. 8,490 6,505 6,680
Interest: Deferral of interest cnsaviagsbonds.... ..... ... ... .. 525 68>

See footnote at end of table.
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Table F-1. TAX EXPENDITURE ESTIMATES BY FUNCTION*—Continued
(in millions of dollars)

Corporations Individuals

1925 1976 1977 1975 1976 1977

Description

Business investment:
Exclusion of interest on State and local industrial

development bonds. ... ...... e 120 150 195 55 75 %9
Excess first-year depreciation. ....._....__.___. 175 14 165 100 80 8
Deprec:ation on rental housing in cxcess of

strasght e ... ... ... 1S 120 125 405 4% 455
Depreciation on bund.ngs (other than rental

hous:ng) in excess of straight hine ... ... 20 255 2% 220 215 25
Expensing of research and development expendi-

Ot T 635 660 69 ... ..... ..... -
Expensing of construction period interest and

128 985 1,020 1,065 525 545 570
Capital qain: corporate (ather than farming and

timber) . .. 65 760 90 ... ... _.....
Investment credit. ... ... ................. 4,800 6,650 6,50 950 1,410 1,445

Personal investment:
Dividendexclusion. ... oo o i iiie ceiie eeeee 315 335 3%
Capital gain: individual (other than farming and

L0011 3 T P 5.000 5,455 6,225
Exciusion of interest on ide insurancesavangs. ... ... oo ... 1345 1,095 1,855
Deferzal of capital ganonhomesales. . .. ... _.... _.... ..... 805 845 890
Deductibiiity of mortgage interest on owner-

octaped homes. . e e aeees 5. 405 4,545 4,710
Deductib.lity of property taxes on owner -occup.ed

LT F N 4510 3,690 3,85
Deductibi.ty of casualty losses. .. _____._...... _.... mie eea 280 300 330
Credit for purchaseof newhome.._..._........ ..... ..... ..... U 5] 100

Other tax expenditures:
Deductibiaty of charitable contributicas (other

than education)............................ 385 395 525 4.385 3.820 3.955
Decuct.buty of interest on consuiner Ctediten s e e e L1855 1,040 1,075
Maximum tax on earned income. ... ... e e e 160 175 190

® All estimates are based on the tat ccde as of Dec. 31, 1975, with the exception that the provisians
of the Revenue Ad,.stment Act of 1975 regaraing the standard deduction for individual income
tatpayers are treated as it they were permanent,
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Revenue Impact of Prior Tax Reform Bills

Historically, when the Senate passes a revenue bill it loses more
revenue than the House bill. Usually the Senate cuts down on the tax
increase provisions in House bills while adding to the tax reduction

provisions, as shown below,

[In billions of doliars])

Ditter-
House  Senate ence
1964 Revenue Act (calendar year 1965 liabilities):
Revenue raising provisions. ...................... 1.1 0.7 -0.4
Revenue reducing provisions (other than across-
the-board rate reductions)...................... -05 -08 -0.3
1969 Tax Reform Act (calendar year 1970 liability):
Revenue raising provisions (other than across-
the-board surtax extension)..................... 4.2 2.6 -1.6
Revenue reducing provisions..................... =19 -40 =21
1971 Revenue Act (calendar year 1972 liability):
Revenue reducing provisions..................... -78 -~134 -5.6
1975 Tax Reduction Act (calendar year 1975 liability):
Revenue reducing provisions. .................... —198 =343 -145
Revenue raising provisions....................... 2.2 3.7 +1.5
Net effect, 1975 act...........cccovviieniininnn., -17.6 -30.6 -13.0
Total, all four bilis. .......... Cerrrieecniees eeeaen Cereireebtaenan e -23.0
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Excerpt From Public Law 94-164—The Revenue Adjustment Act
of 1975—Approved December 23, 1975

L 4 ] * * L ]
SEC. 1A. DECLARATION OF POLICY.

(a) Congress is determined to continue the tax reduction for the
first 6 months of 1976 in order to assure continued economic recovery.

(b) Congress is also determined to continue to control spending
levels in order to reduce the national deficit.

(c) Co reafirms its commitments to the procedures estab-
lished by the Congressional Budget and Impoundment Control Act
of 1974 under which it has already established a binding spending
ceiling for the fiscal year 1976.

(d) If the Congress adopts a continuation of the tax reduction
provided by this Act beyond June 30, 1976, and if economic conditions
warrant doing so, Congress shall provide, through the nrocedures in
the Budget Act, for reductions in the level of spendii_z .n the fiscal
year 197§ebelow what would otherwise occur, equal to any additional
reduction in taxes (from the 1974 tax rate levels) provided for the
fiscal year 1977: Provided, however, That nothing shall preclude the
right of the Congress to pass a budget resolution containing a higher
or lower expenditure figure if the Congress concludes that this is war-
ranted by economic conditions or unforeseen circumstances.

* * * L * * *
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