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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
93-444), provides the mechanisms and procedures for Congress to establish its own annual Federal budget and to consider spending, revenae, and debt limit legislation in the context of that budget. The provisions of the Act have a 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 'nates with respect to revenues and the debt limit. (Last
year's report appears in Appendix A of this pampJle'.)

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. However. 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,
medicaid, social services, and other non-trust-fund entitlement programs, and it exceeds the amount budgeted in the most recent concurrent budget resolution, the legislation is to be referred to the Appropriations 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.
(1)

CONGRESSIONAL BUDGET AND IMPOUNDMENT
CONTROL ACT OF 1974 (PUBLIC LAW 93-344)
L Overall View
OULTILINE OF CONGRESSIONAL BUDGET PROCESS UNDER
PUBLIC LAW 93344

On April 15 of each year, the Budget Committees of the HIouse
and Senate report to their respective Houses a concurrent resolution
which is, in effect, a Congressional budget document setting forth appropriate levels for spending, revenues and public debt for the coming
fiscal year. The spending levels are broken down into functional categories (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 judgment 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 tile three). Upon adoption of the resolution, Committees 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 Congressional 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 (including social security, welfare, etc.) not be acted on before May 15. If a
(3)
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Committee 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 Committee which would have 10 days in which to consider and make its recommendations with respect to the waiver. Once the resolution is approved 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 Committee.-Each year, prior to the consideration of the first concurrent resolution on the budget, each Committee is required to make a report to the Budget Committee estimating the amount of additional Federal spending during the coming
fiscal year which will result from legislation under the Committees
jurisdiction. This report is due no later than March 15.

Report after adoption of concurrent budget re8olution.-After a
budget resolution has been approved by Congress, the Committee is
required, after consultation with the appropriate counterpart committees 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 Committees 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 unemployment insurance which derive their budget authority from legislation
under this Committee's jurisdiction rather than from annual appropriation acts.
Limitation on considerationof 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 considered in the Senate prior to the May 15 adoption of the first concurrent budget resolution. This requirement may be waived under the
special waiver procedure or by a majority vote of the Senate to suspend 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 effective date prior to October 1 of that year.
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eadl/ for reporting athorizing kg'tiog m--Ugslation which
authorizes appropriations (but does not necessarily requim them)

has to be reported by May 15 preceding the fiscal year for
which the appropriations are authorized. (The Act includes a procedure under which this deadline may be waived by Senate resoltion; the rule may also be suspended by a majority vote of the

Sente) The Committee on Financ has jurisdiction over

"mpro-

grmns 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 oowurrnt budget reaoluions on lyagisiu-Th. 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-September, and this resolution not only sets appropriate spending
levels but may direct the Committees having jurisdiction over spending 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 be appropriate. In the case of the
Committee on Finance, this may include a requirement that the Committee 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 programs (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 beginning 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 concurrent 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.--Legislation 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 programs 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 Conunittee 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 Appropriations 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 available for the legislation. If such amendment is approved by the Senate, the substantive committee might have to propose a further amendment to conform the legislation to that funding limit.
The requirement of referral to the Apprcpriat ions 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 8peCzdhdg 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 localities.
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 report to the Budget Committee which is described above would, in the
case of the Finance Committee, also have to present views and estimates 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 adoption 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 majority vote of the Senate.)
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Impact of budget reaolution.-As with spending measures, the first
concurrent resolution adopted in mid-May would set targets with respect to revenue and debt limit legislation, and the second concurrent
resolution in Sept.ember could direct the Committee on Finance to report 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 reconciliation bill which would be acted upon before the October 1 start
of the fiscal year.
Required report on taz expenditure.--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 Committee 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 I

March 15 Report to
budgett 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
March 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 Seniate a concurrent resolution on the budget which is, in effect, a proposed 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 mandates that each Committee send to the Budget Committee its views and
estimates on those aspects of the budget which fall within its jurisdiction. 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 Committee 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.
(II)
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Chart 2
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Chart 2
Economic Assumptiolts
The March 15 report to the Budget Conmittee which is required
by the Congressional Budget Act of 1974 repr.,senta the Finance Cominittee's views as to revenues, expenditures axid other budgetary matters for the coming fiscal year both under existing law and under
any anticipated changes. The level of these iti~ms, however, is affected
not only by legislation but also by various economic factors about
which there can reasonably be differences of t:Iinion. These differences
can reflect divergent viewpoints as to how tWie economy will operate
and itlso divergent viewpoints as to the type orlegislation which may
be enacted to affect the operations of the econotay. Different programs
are particularly sensitive to different aspects of the economy. For example, expenditures under social security are sensitive to the consumer price index since that program includes -n automatic cost-ofliving increase provision. The unemployment insurance program does
not incorporate such a provision but is,of course, particularly sensitive
to the unemployment rate. Revenues, similarly, are i.eavily affected by
personal income and by corporate profits and, in the cks of payroll tax
revenues, by wages and salaries.
This chart presents a selection of the most significant economic indicators as estimated in the President's budget and aw *ýWimared by
the staff of the Joint Committee on Internal Revenue taxation.
(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
aUnemployment compensation
*Health programs:
Medicare
Medicaid
Maternal and child health
*Revenue sharing
*Sugar Act
vInterest 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 expenditure in this category is not subject to legislative control by the Committee in the same sense as expenditures under the other programs
listed.
(1i)
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Chart 4

Social Security Cash Beneits:
Existing Law
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Chart 4
Social Security Cash Benefits: Existing Law
The President's budget estimates that the outflow in benefits and related expenditures from the old-age, survivors, and disability insurance trust funds will be $73.8 billion in fiscal 1976 rising to $84.9 billion
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 economic assumptions (shown on
chart 2), rising price levels would generate kxuefit increases of 6.8 percent in June 1976 and 6.8 percent in June 1977 (compared with 6.7 percent in 1976 and 5.9 percent in 1977 under the President's budget assumptions). 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 transition 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 Csh Benefit Trust Funds
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Chart 5
Social Security Cash Benefit Trust Funds
FISCAL YEARS 197741

Prescnt 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 stait of fiscal year 1977, trust fuud 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 year.

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 soci.al security cash benefits trust funds
by raising the combined tax ratb by 0.6 percent effective January 1,
1977, and by eliminating certain types of benefits (see charts 7 and 8).
Under these proposals, the cash benefit funds would show a surplus
each year and start of year assets w.mer the next 5 years would remain
at about 50 percent of outgo for the coming year.
(19)
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Chart 6

Social Secrity Administration ah Benefit
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Chart 6
Social Security Administration Cash Benefit Programs-Federal
Funds
Present lat.--The social security programs of old-age, survivors,
and disability insurance are supported almost entirely by payroll deductions applicable to employers, employees, and self-employed persons. 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. Similarly, 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 general funds.
Its costs are estimated at $5.235 billion in fiscal year 1976, $1.406 billion in the transition quarter, and $5.910 billion in fiscal year 1977.
Proposedlegiilation.-In 1975. the Subcommittee on Public Assistance 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 supplementing the Federal SSI payments to pass through any increases in
SSI 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 bilioL in
fiscal year 1977.
Another provision in the subcommittee bill would add a special adjustment to SSI benefits of people having housing costs in excess of
1/ 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 effective 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.)
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Chart 7
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Chart 7
Social Security Cash Benefit Programs: Income Under Proposed
Legislation
President's bzedget.-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 problein the President's budget proposes legislation to increase the combined payroll tax rate by 0.6 percent starting in 1977 and the selfemployed 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 proposale.-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 increa-se, this taxable base could be raised. If it were increased to $24,000 effective with 1977 it would result in increased income 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 enacted limiting the maximum self-employment social security tax for
cash benefits to no more than 7 percent, the current rate. If the
President's proposal for increasing all social security tax rates (including an increase in the self-employment rate to slightly more than
the original limit of 1.5 times the employee rate) is not adopted, consideration might be given to restoring the self-employment rate to
the original relationship to employee rates. This would raise the selfemployment tax rate for cash benefits to 7.43 percent effective for taxable 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 considered would be to transfer some of the payroll tax funding now
applicable to hospital insurance to the cash benefits funds while subsidizing the hospital insurance system from general revenues.
(23)
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Chart 8
Social Security Cash Benefit Programs: Proposed Legislation
President's budget.-The President's budget includes a proposal
for legislation to end the practice of allowing social security applicants to elect to get benefits for up to a year prior to the date of application if these benefits would be reduced because they are taken before
age 65. This proposal, which assumes a SeptemItber 1, 1976 effective
(late, would reduce outgo by $390 million in fiscal year 1977. The
budget also recommends legislation to eliminate a provision under
which an individual who has less than $4230 a month in income now
gets his full benefit for the month even if Iii:. aninial income substantially exceeds the -2.760 annual earnings. te..t a, mount. This proposal, assuming a September 1. 1976 effc.tive' date, would reduce
outgo in fiscal 1977 hy $155 million. A third Admimnist ration proposal
to reduce outgo would repeal a provision enacted in 1965 which alloN~s
children over age 1S 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 benefits • 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 included in the bill S. 2622 would continue child-student Lenefits but
fund them from gener ,l revenues.)
The President's budget also includes a proposal to modify the costof-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 th"e need for a s.avijgs clause to minimize the impact on those retiring in the next few years. The budget contains no added funding
for fi -cal 1977 on the assumption that the proposal will not be effective until after the end of that year. The first full year cost will depend
upjon 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 projposa1&.-The chart also shows the cost impact of a number
of other proposals. Except as noted, proposals are assumed to become
effective 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
held this dependency test for men invalid. If this ruling is upheld
and made applicable to the entire country, program costs will be increased by $0.4 bill ion in the first year.
The impact of such a court decision could be offset by legislation
requiring proof of delxndenicy from both inen and women although
OIIis would significantly comipli'ate pl-ograln administration. AlterIatively, since, most beneficiaries of the decision would be men wlho
are a:lsO eligible for retireniiit benefits under State or Federal civil
ýeIOvice systems, legislation could be adopted providing certain offsets
for persons entitled under both programs. With respect to dependents'
benefits, one proposal would reduce dependents' benefits under social
,-ecurity by the amount of any governmental pension also payable to
the dependent (in the sar*e way that dependents' social security bern'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
occIV's when persons whose main lifetime employment is mider State
or
civil service retirement systems also obtain social security
coverage on the basis of minimal earnings in covered employment.
Such individuals and their dependents qualify for benefits which return much more than the individual actually paid in in taxes sincesocial security benefits are weighted in order to provide more adequately for those with low earnings levels. Under the proposal, social
security benefits would be reduced by one dollar for every two dollars
in civil service benefits but not below a point where the basic benefit
equals 100 percent of the average monthly wages on which it is based.
This proposal would reduce outgo in fiscal 1977 bQy -0.4 billion: I)y
fiscal 1981 the annual savings would be P1.2 billion.
Another proposal passedd in previous years by the Senate) would
allow individuals to begin to get social security benefits at age (0
rather than age 62. This proposal has no long-range impact on program 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 1.77 amount
exempt) from this limitation were raised from $3,000 to $3,600 the fisear
year 1977 cost would be $0.2 billion.
A'ederal

27
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
(O-ts 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 allowing them benefits if they are unable to do their previous type of world:
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 clainii for benefits if lie 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 child
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 individuals
average earnings over his lifetime of employment in work covered by
social security. Until 197-2, the number of years used to average earnings was three more for men than it was for women, and legislation
was enacted to phase out this difference by reducing the number of
years 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 womien
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 prograni and certain other related programs
will be $6.0 billion in fiscal year 1976. -1.6 billion in July to Septemlger 1976, and $6.3 billion in fiscal year 1977. These figures include the
cost of administering family welfare and child Sul)pOrl programs as
well as AFIDC benefit payments (less child support collections). Also

included are: State and local training costs ($53 million in fiscal year
19176.(-15 nkillion in Tiuly to September 11)76 and $60 million in fiscal
yvear 1977) : child welfare .-ervices (N6 million in each fiscal ve,'r
and $12 million in July to September 1976) . research costs ($9 million
iii each fiscal year and s2 million in July to "k,ýptemher 1976) ; and
emergency assistance ($.<5 million in 1976, $20 million in July to
Septemnber 1976 and $60 million in 19)77). It should be noted that the
estimated AFI)C cost for fiscal 1977 in the President's budget is based
on an assumed reduction of 2M(),00 in the average monthly ntuwber
of recipients as compared with fiscal year 1977. In most prior veais

the number of recipients has ilcrvased from year to year.
('losely related to the AFI)C program is the new child support enforcement program (title IV-1) of the Social Security Act) which is
aimed at helping children in s-ecuring their rights to obtain support
from their parents and to have their paternity ascertained in a fair
mnd efficient mamier. The staffing of Federal positions to provide for
the planning. development, manag-ement and coordinat ion of the child

support enforcement prograins and activities was not funded until
*January 1O7N. 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 suppoll collect ions. (The net Federal share of these administrative costs.
• 107 million in fiscal 1976. ",4'34million for TJuly to September 1976.
:mid $1s,1.7 million for fiscal 1977 are included in the AFDC State and
local admiiinistrative costs. The net Federal share of child support collet ions. ,97 million for fiscal 1976, $.34 million for July to September
19)76. and $150 million for fiscal 1977 are reflected as a reduction in the
AFFDC benefit payments.)
(129)
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Also closely related to the AFI)C program is the work incentive
(WIN) prog•-am which is aimed at enabling AFDC families to become ,edf-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 $315 million for
fiscal 1977.
In its AFDC estimates for fiscal year 1977 the Presideat's budget
assumes a savings of $220 million as a result of its quality control program. Under this program, States will ose Federal matching for
erroneous AFDC payments to the extent that these payments (as determined by sample surveys) exceed a tolerance level of 3 percent for
ineligibility and 5 percent for overpayments. The validity of the HEW
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
enacted 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 operations. In fiscal year 1975, the 1971 amendinents apparently began to
take hold to the extent that the requirements of the prograam for the
firt time exceeded the amount that could be met under the appropriation. 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 Atdini jstration has announced its intention of submii inglhgi.lative proposals which would reduce expenditut's under the AFl)('
program in a number of ways. 'This chart presents the estimated
huidgetary inp)act of these changes. It should Ix, noted that the fiscal
year 1.977 saving,s are predicated by the Administration on an effective
date of October 1. 1976.
Iuco,',,e d;.e'ii(l.-One Adminiitration proposal would reduce the
aJ1OII1I! of income that can be disregarded in determining thle amolult
of payinents for which an AFI)C fanmily is eligible. Current law allows
earned hiIcoJm, equal to .$0 per month plus one-third of earnings al•'ve
14"0 to be disregarded in addition to deducting child care and other
work expn.-es. The proposal would instead disregard a flat $60J 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 fromn such legi~latiomi
of $149 million in fiscal 1977.
!Id'wvcd mftc, b,,g.-U'ndvr existing law, States have the opt in of
U.-Iing the matching formula in the AFI)C title of the law which is
ha.-ed on the first -*- average monthly payment or of having the eltire AMFD expenditures matched according to the same l.1'1-011 !47A
as al)plie,1 for deterliinnig(y the Federal share of their medicaid I.pendit mres. Seven States (Alabama. Georgia, 'Mississippi. Mis.ouri,
South Carolina. Tennessee, and Texas) pre.ently use the regular
AFDC formula rather than the mediaid matching rate. The Adnministration's proposal would eliminate the regular AFDC formula, tlmim

requiring those 7 States to use the medicaid matching rate. The President's budget estimates that such legislation would reduce Federal
payments to these States by $70 million in fiscal 1977.
Stepparent'. hincme.-A third Administration proposal would require a stepparent to assume financial responsibility for all chih ten

in the family by requiring the States to consider the incoieie of the

stepparent. in determining eligibility. The President's budget estimates
!-avings of $37 million in fiscal 1977 from such legislation.
(33)
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Wor,; itwentive 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 continue to provide child care and supportive services but these would
be provided for not more than 30 days after job placement. A requirement, that one-third of WIN funding be used for public service employment 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 Committee bill has an estimated cost in fiscal 1977 of $75 million offset by an

estimated savings in welfare costs of $150 million.
Social 'ork tracni.q.-TheSocial 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 undergraduate 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 estimates 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 eavnigs.--Under existing law the disregard 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
unmrported earnings, it is estimated that savings in ,,scal 1977 would
total $159 million.
Requsrenent to apply for other beneflt8.-In enacting the supplemental security income program in 1972 the Congress included a specific requirement that applicants for benefits under that program must

35
simultaneously seek 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 compensatiorn.-Existing law prohibits unemployed fathers from being simultanously entitled to AFDC
benefits and unemployment compensation benefits. A recent court ruling holds that the present statute allows men eligible under both prograins 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
fiscal 1977. Alternatively, the law could be amended to permit (at State
option) simultaneous receipt of AFDC and unemployment compensation. 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
.-ervices such as child care. family planning. and homemaker services
to welfare recipients and other low-income lxirsons are entitled to
claim Federal matching grai-As for such expenditures. For most services $3 in Federal funding undhr this program is available to
match each $1 -f non-Federal funding; however. Federal fundiiig is subject to an ove-all 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 $s2.4 billion in fiscal
year 1977. The President's budget includes a proposal to elhninate the
State matching requirement in this program and to restructum it as
a block grant prograin. Under this approach it is estimated that States
would receive the full $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 pa.-.sed the
1ill II.R. 9803 to provide additional funding under the t•,gami in
recognition of the added costs attributable to these child care standards. If enacted as passed by the Senate, H.R. 9803 wvould increase the
$2.5 billion social services limit, to $k.75 billion annually. It is estimated that this bill would increase the programss costs b~y a net
amount of $9) million in fiscal year 1976. $55 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 insuramice trust fund covers regular State unCeiziployment insurance benefits (paid for through taxes collected by
States but deposited into the Federal trust fund) the extended be.netits program, which provides an additional 13 weeks of benefits which
are 50 percent .federally funded. and the emergency iiiinjployvicjt-!
compensation program, which (depending on State insured uwnmployment rates) can provide up to 26 further weeks of benefits with
lt) pxercent Federal funding.1 Federal funds in the trust fund come
part ially fromn the Federal share of the iinemmployniemt payroll tax awli
partially from repayable general revenue advances to cover any ilmadt quacies in the payroll tax. The unemployment trust fuld al.-o covers
State and Federal adinijistrative 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 $1;.U billion 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 unemployment 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 -0.8 billion would come from additional general
fund advances to the trust fund (bringing the total of general
fund advances to $6.5 billion for fiscal 1977).
The President's budget recommnlends an increase in the taxable wage
base for unemnployment tax lurpossA.s from S4.2() to .%6J)',0 am•i an
0.15 percent increase in the net Federal tax. This would increase Federal tax revenues by $1 billion and State tax revenues by $1.1 billion in
fiscal 1977. The bill II.R. 10"210, as reported by the Ways and Means
Committee, 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.
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T
:n,
vzpn
ru'.-t tr'i;*t flrd nlMn Includeq the railroad iinemplorrniwnt program
whi, h I. r.,t wt'h:n the jyirldictlon of the Finance Committee. This chart does not include
f~td:. a~a f,,r t',.it i,:,,zram.
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TI"e Presidents budget as-ýumes the termiimation d~iring fiscal 1977
(if (lie Emergeiicy Unemplloyment Conipensation Act of 1974 as ilow
provided b•y law and includes no proposal for extending that act. A
Irovi-ion ill tlat act requires a report (oi) matters related to t.iz prog
bamtie Secretary of Labor. to be made by ,Taneiry 1. 1977. A
nunulk6r of lproposals with respect to uncivplo,,yment in.,iiurap'e which
lli.,Ildt Ie c()'Iide'ed in connection with the legislation expected to be
.went from the House later this year and which could have significant
imp:Wt oil expe-nditures do not appear in this chart since the leadtinme
necessary for implemtenttin-g them effectively pr,:lde budgetary implact in fiscal year 1977. Such l)roposals include Federal ininituhmnt
benefit standards. rules with resle(.t to the treatment of strikers,
standard. for State account financing. and tutodificatiols in the t riggering provisions for federally fndtled benefits.
The President's budget estimates that the trade adjustment asSista.ite plogr-a:i enacted in 1974 will involve costs of $.3 million in
the transition quarter and $120) million in fiscal year 1977. "lihese
amounts are well below tihe original projected costs of this program;
however, as of January 31, 1976 only 57,000 workers had been found
eligible for this program. There are, however, currently pending petitions 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 unemployment 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 budget under
which unemployment 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 M[eans 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 Administration 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. 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
Ben-elit and administrative outlays uider medicare are e-sinmitted for

fis-,al year 1,977 at $21.) billion. )f this amount, benefit payments
acd*onnlt for $21.( billion. This represents an increase of some 19 perce'nt over the fiscal year 1976 bImiefit 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 lenelit outlays are estimated tender part A (hospital in-

surance),.

Part B. thle N-,plemental medical insurance program, ale-

couits 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 payments to
tile trust funds for fiscal year 1977 are $6.0 billion.
MEDICAID
Total Federal-State niedicaid costs for fiscal year 1977 are projected
miIde,r present law to hbe1(.6 billion, of which the Federal share
ii ).: billion. Of the Federal amount. -S.9 billion represents payments for benefits, with the remaining $0.4 billion going for admuinistrative costs. 'I'his relpresents a total increa-e over fiscal year 1970;
costs of slightly over 11 percent.
States match Federal expendittmues miunder the medicaid program.
with total State expenditilres accounting for approximately 15 percent of total program costs. In fiscal year 1977. State medicaid costs
are estimated to be 7.:3 billion.
MATERNAL AND CHILD HEALTH

T'ime Prcsident's budget includes $211 million for the maternal anid
c.]lui health pmogramn in fiscal year 1977. Of this amount. $194 million
is for formula grants to the States, with the remainder supporting
research and training related to maternal and child health. This reqIie4 represents a 8.;( percent reduction from the fiscal year 1970'
a l)I)ol|)'iat.(l amoimlit df ',._ million ((of which .
mjihlion was
allocated to fom'1ula grants). one of the largest reductions proposed
u2j';

in thle health budget.
(45)
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The Administration has requested a reduction of $98 million from
the fiscal year 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 $:)5 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
M1CH appropriation by some $100 million over the budget request,
the committee may wish to allow sufficient funds to permit similar
action in the 1977 appropriation.
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Medicare Trust Funds
Under Present Law
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Medicare Trust Funds-Under Present Law
This chart shows the status of the two nmedicare trust funds in

each of the next 5 fiscal ycais. The data in this chart are based en
currmnt law and use the economic assumpqtions in the 1Iresident'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 by 1981 from the projected 1977 rate of
(( percent.
(49)
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Health Programs: Proposed Chars
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Chart 16
Health Programs: Proposed Changes
PRESIDENT'S BUDGET

,1cdkcare.-The Administration is submitting two legislative proposals 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) deduct ible--present ly
$60--to $77 in 1977; thereafter, the deductible would be increased by
the same percentage as social security cash benefit increases. A maximuin cost-sharing liability of $500 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 $590 to $890 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.
Thle second legislative prol)osal would limit the yearly increases in
hospital per diem costs and practitioner's charges recognized as reasonable 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 "et by
regulation. Any costs or charges in excess of the limits would not be
reimbursed. This proposal is estimated to reduce outlays by $900 million in fiscal 1977.
Medicaid and maternal and (ild htealth.-The changes in medicare
cost-sharing and reasonable cost calculators described above would
have the effect of increasing mediciad eowts by an estimated $75 muilion, since medicaid pays the medicare deductiblee and coiiisitranco
amounts for aged and disabled persons covered under both programs,
and generally follows the medicare reasonable cost formula. Without
(51)
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the enactment of these ixedicare changes, this cost increase would
not occur.
The President proposes to further limit Federal expenditures by
coii.solidating 16 categorical health service and planning pro1raills.
including medicaid and maternal and child health, into a $10 billion
block grant to the States. An increase of $300 million in the authoriza-

t ion level is proposed for each of the three sub-oequent years, 1978-80.
The block grant funds would be distributed among the States according to a formula ba.ed primarily on the size of the State's lowincome population with consideration also given to its per capita
intvoine and fiscal effort.
OTHER ITEMS FOR COMMI0I1rEE CONSIDERATION

In keeping with the Congressional Budget Act, the Committee
should include in its submission to the Budget Committee the potential cost inmpact of any significant legislation which might, be considerel and acted upon in the health area. Consideration might be
given to placing ceilings on the beneficiaryvs cost-sharing liability.
Consideration might also be given to proposals made by the Adminitraition subsequent to sulbmitting its budget that would remove
limits oil the days of benefits available in a benefit period under the
hospital insurance program. The initial increased co.A of the.-e proj)oi-als would exceed $1 billion. Similarly, although it seems unlikely
that any significant benefits would be paidl under any major Federal

health financing programs (such as catastrophic health insurance)
before fiscal year 1978, the Committee may wish to recommend allocation of funds for planning and startup functions and nominal ini-

tial benefit costs rllated to preparation for an expanded program. The
maximum amount of such costs are estimated as not in excess of q0m0
million.
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Chart 17
Revenue Sharing; Sugar Act; Interest on the Public Debt
REVENUE SHARING

The general revenue sharing program provides for outlays in fiscal
years 1976 and 1977 of $6.3 billion and $6.55 billion, respectively, with
one-third going to State and two-thirds going to local governments.
TIlie present program provides for the lpayment of funds to State and
local governments through December -31. 1976. Over the 5-year authorized life of the program, $3)0.2 billion of Federal funds will have
been distributed. (This chart assumes continuation of the present program, including the effect of an annual $150 million increment.)

The Administration has proposed that the general 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 co-t for the 5-year and 9-niouth proposed extension would
bx, apI•roximately $4"0 billion. An alternative propo.,al which has been
put forward (S. 11) would make this a pernianent program and would
fix the annual entitlement for State and local governments at seventenths 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 Art expired on I)ecenmber 31. 1974. In fiscal year 1975, the
last fiscal year the progn~il was in effect, $86 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 Committee's
budget recommendation.
INTEREST ON THE PUBLIC DEBT
Budget outlays for interest on public debt are estimated in the President'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 years. When the Comrmittee has completed its decisions on revenues, expenditures, and the
budget deficit, the appropriate interest figures can be calculated.
(55)
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Revenues: Present Law
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Chart 18
Revenues: Present Law
Federal revenues are in large part composed of receipts from incomie and payroll taxes. The President's budget estimates that in fiscal
year 1977. these revenues are projected to yield a total of $373.8 billion
under present law.
Income taxes paid by individuals are e.4iimated to amount to $175.9
billion. Revenues from this source, which account for the largest single
-ource of Federal revenues, will amount to 47.1 percent of total Federal revenues.
Income taxes paid by corporations are estimated at $55.6 billion.
Social insurance taxes and contributions, composed of social security and other payroll taxes, unemployment insurance taxes and
deposits, Federal employee retirement contributions, and premium
payments for supplementary medical insurance are expected to total
N107.6 billion. Receipts from these sources will account for approximately 28.8 percent of total Federal revenues.
Excise taxes imposed on selected commodities, services, and activities 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.
Customs duties, levied on imports are anticipated to raise $4.3
billion.
Other taxes and miscellaneous receipts are expected to total $6.8
billion.
The columns showing revenues under the staff projections correspond to the economic assumptions of the staff of the Joint Committee
on Internal Revenue Taxation, shown in Chart 2.
(57)
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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 general tax reductions (chart 20). other 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 purlxoses 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 e.tiliiating the income effect of the various proposals as well as the fact that
most of this effect will occur after the fi.scal year 1977. For ease of reference, Appendix D contains a summary of the revenue effect (on a
static basis) of past tax legislation enacted by the Congress.
(59)
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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 earned income
credit, and a tax credit for home purchases. The aggregate tax reductions 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 94-164).
Technically, the continuation for 6 months of the 1975 individual
income tax reductions described above was accomplished in the Revenue Adjustment Act of 1975 by continuing the increase in the standard
deduction and the earned income credit atnd 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 dependent. Continuation of this level of individual income tax reductions through calendar year 1977 would reduce receipts for the transitional quarter by $3.2 billion and for fiscal year 1977 by $9.3 billion.
The Administration has proposed that this level of individual income 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 corporate income was taxed and by increasing for 2 years the investment tax credit.
Prior to the Tax Reduction Act of 1975, corporate income was subject 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
(61)
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was exempt from the surtax so that the first $25,000 of corporate income was taxed at a 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 48percent rate. The Revenue Adjustment Act of 1935 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 reduction 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
1o percent in the case of utilities) 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 ownership 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. Thereafter 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 reductions for 6 months to June 30, 1976. Section 1A of that act (reproduced in Appendix E) contained language with respect to offsetting 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 econoldic conditions warrant doing so.
Should the Committee determine that it would be appropriate to
take this provision into account in its report under the Congre•sional
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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, ill
the opinion of the Finance Committee, 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 expenses of military personnel; 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 beyond June 30, 1976, and that this extension be accompanied by additional 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 personal exemption (for 1976 only) to $875; an increase in the low-income 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 returns; 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 excess 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" either or all of the
following provisions to changes in the Consumer Price Index: standard 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 substantially as a tecluique 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 charitable 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 taxpayer. 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 reductions. The Administration's proposal calls for continuing tile 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 investment 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 wouhl provide a schedule of
combined normal and surtax rates in the first year of 18 percent on
the first $50,000 of taxable income, 45 percent on taxable income between $50,000 and $100.000. 46 percent on income between $100,000
and $500,000, 47 percent on income between $500,000 and $1 million,
and 48 percent over $1 million. In addition, the proposal would reduce
both of the tax brackets over $500,000 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 $10,00 to $15,000 (from $920,000 to $30,000 in the
case of joint returns). (2) removing the requirement that property eligible for first year allowance must have a useful life of 6 years or
more, (3) removing the $50,000 or $100,000 limitation on used property eligible for the investment credit, (4) providing a $5.0() exemnption from corporate tax for all corporate taxpayers. (5) increasing
the corporate surtax exemption from $25,000 (at the moment $50,00X)
to $100.000, (6) increasing the minimum accumulated earnings credit
fr'om $100,000 to $150,000, (7) providing for the deduction of organizational expenses by partnerships ratably over a 5-year period. (8)
permmitting small business, corporations to file for adjustmnent of overpayment of estimated income tax on or before the 15th day of the third
month after the clo.-e of the year. (9) providing a graduated investmiment credit of 12 percent on qualified investment up to $20.000, 1)
percent on additional qualifying investment up to $50,000, and 8 percent on qualifying investment over $50.000. (H1owever, the inve.4tmment
credit would be limited to the lesser of $1 million or the tax liability
on the first $25.000 )plus 50 percent of the tax liability over $2.5.000.)
The estimated revenue effect of this bill is $1.5 billion in the fiscal
year 1977.
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Chart 21
Other Tax Reiision Proposals.-I
TAX SHELTERS AND MINIMUM TAX

Present law seeks to p• . tit inldiVidualli with large economic incomes from paying littl,- or nio income tax through the imupoesitin of a
10-percent minimum tax on .wkcted ite!,is of tax preferene. 'This tax,
which is impo-ýed on indi• iduals and corporations. applies in addit ion1
to any regular income tax :o which thle (aýNpayer is -ubject extept the•
taxpayer receives a $30.ooo , xenmption aA a dedattion for the amouliit
of the regular income tax o which the taxlatyer is ,uliject. The Ilouse
tax revision bill (th.R. 1ut.i:.) both, makts clia.iges directly ailo-d alt.
so-called "tax shelters" and in the miwniu tax on tax pi& ference.,.
The House tax revision bill iuclud:, a so-•alived "'L;mitat;Unon A,tftidal Losses" (LAL). Vie basic puIrpose of LAL, whi,-h was first
proposed by the Administration in 1973 and is still supported by the
Adnministration, is to prt.e ut the u,* ojf artificial deductions (i.e.,
those that do not accurately reflect current exielLses) to sl~lter
other unrelated income from tax. Esentialiy. t•is is accoinphshoe1
by precluding the deduction of ctlch artificial losses for tax ptarposes except to the extent that tl-e losses are offset in the curivIat
or in subsequent years by related iwome (i.e., uincoue from either Ilie
same activity that produced the ls, or from a similar activity). Subject to somewhat different technical rules and effective dates-. tlk
House tax revision bill applies LAL to real estate. limited fani;,intg
operations (not including livestock operations). oil and gas di,111!g,,
for production (but not explordaion), sports francloKs, and iuo ifes.
Enactment of the LAL provisions of the House tax revision bill
would increase revenues for fiscal year 1977 by $401 millioii.
,,iifter
The H1ouse tax revision bill also contains oth, r spe,,/ ;Jic fa
()J
aiid
pror;4/ons. Those include recapture rules for real estate .mild
gas: limiting loss deductions to the amount a taxpax)er 1-is • .t
in the case of livestock, certain crops, movies, ul, oil anld -'As ,.lls;
requiring corporate farms to use accrual accounting procA!l il e- .Ouiting the deduction of interest (including prepaid interest) ; and, restricting the use of partnerships for tax shelter operations. Enactment
of these provisions of the House tax revision bill would increase revenoes for fiscal year 1977 by $98 million.
The House bill also modifies the existing n ummun tax oL tfox
p'eference8 (described above) by increasing the rate of tax to 15 per(67)
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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 lprcent (but not more than 100 percent) of adjusted gross inconie, 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 House tax revision bill would increase revenues
for fiscal year 1977 by $1.1 billion.

As a substitute for the current minimum tax on tax preferences,
which is imposed in addition to the regular income tax, the Administration in 1973 proposed an alternate, rather than additional, miinimum tax known as "Mhdin unu Taxable Income" (M1TI). Under this
proposal, an individual would compute his income tax both ulider 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
[i minitax rates are then applied to determine the individual's minimum
tax. As modified by the Administration (principally to make wTI
neutral as to the charitable contribution deduction), enactmnent of
MTI would increase revenues for fiscal year 19)77 by $1.1 billion when
compared to existing law.
Interest has been expressed in the concept of an Altc,'nath'e Mhiimum Tax as a substitute for both LAL, as passed by the House, and
for the present mnininium 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 tile
LAL provi.,,ion. 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 8sik pay exclusion under current law and the special treatment of
military disabilitypayrnen8 for future members of the armed services
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would be substantially revised. The present sick pay exclusion wo,1 Ad
be simplified to provide a maximum anliual 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 payments would only apply to payments made to members of the armed
services who enlist after September 24,1975. Veterans' 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 businessuse of a home
would be substantially limited. Under the House proposal, this deduction would be permitted only wheia 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 Pacific. 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 foreign tr~p 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 contain , a number of provisions which provide
for tax decreases. In lieu of the present itemized deduction for household 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 thi care of a child under age 15 or an incapacitated adult. The
amount of employment-related expenses which may be taken into account 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 individnals 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 taxpayer or his spouse. It is estimated that this provision will reduce Federal revenues by $330 million for fiscal year 1977. and by $483 million
when fully effective.
The present retirement ineoine credit would be restructured and converted 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 ,hIich 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
$,3048 in the case of two retirement income recipients.) This revised
credit would be phased out 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 alinwny 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 expen.Re8 would also be modified. The maximum deduction
for premove house-hunting and temporary living expenses at the new
job location would be increased from $1,000 to $1,500. The maxinium
deduction for qualified expenses incurred in connection with the sale.
purchaaz,o. 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 eliminated for required 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 fulltime 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 retiremet ;nornme
credit is computed annually for inflation. This raaximunmm 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 rhild care expense* could be converte(l from an

itemized deduction to a deduction from gross income in arriving at
adjusted gross income. This would permit taxpayers who 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 additionalpersoatd exemption.for ddiIaihd pce,onsg. 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 provision to allow a tad creIdt for the ,J/pcnwwe of higher edui Iallo, (including 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 ap)p)roximately .2.1 billion for
fiscal year 1977.

There is a proposal for a tax credit of 20 permeent of the amounts
deposited in an educational saving8 pmi .for postse'o,,d.-Iry (d/1((t/;o0
for himself or a dependent. The credit would not al)ply to deposits
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in excess of $250 in an eligible account in any year or for a taxpayer or
dependent who currently would be enrolled in an eligible postsecondary 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 deduction for the costs incurred in providing a dependent with elementary
amd secondary 8chuol traidnig. The cost of such a provision is estimated to be $2.1 billion for fiscal year 1977.
The present dedu.tion for State gasoline t(1'C8, which is available to
pen.-ns who itemize deductions, could be repealed. The elimination of
this provision would increase Federal revenues for fiscal year 1977 by
approximately $538 million.
If student loans are forg/ren when the student, after graduation,
Ipnformis sonie specified conditions (such as taking a teaching job
in the State where the school 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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Other Tax Revision Proposais-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 InternationalSales 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, 1975. Such a base
period computation would involve a 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 I 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 computation 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
earned abroadby U.S. citizens living or residing abroad would under

the House bill be ph& -d out over a 4-year period by lowering the exclusion 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 employed outside the United States. Also, an exclusion from gross income 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 provision would result in an increase of Federal revenues of $8million for
fiscal year 1977 and $48 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 December 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 limitation. 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 coulltry 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 thie
case of less developed countries, 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 maximum 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 We8tern 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 taxing that portion of the income in each country. A proposal of this
type would raise revenue of $140 million in the fiscal year.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 tax 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 a 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 pravriiondenying 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 particular type of income. In addition, the Administration proposed denying 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 somewhat lesser amounts thereafter.
It has been proposed that the provision which permits Domestic
InternationalSales Corporartionsto defer the reporting of certain income 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 person be repealed. The exemption for interest
and dividends would not apply to direct investments by foreigners, i.e.,
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
owner8hip plans. These plans would permit deferral of tax for funds
invested in stock purchase plans established by employers or directly
by individuals. A limit would be imposed on the maximum annual contribution, 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 reduce Federal revenues by approximately $300 million for fiscal year
1977, rising to $671 million by 1981.
60-407---76

-6
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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 institutions to maintain excess bad debt reserves would be phased out. It is
estimated that the combined effect of these proposals would be to reduce Federal revenues by $264 million in fiscal year 1977 and this reduction can be expected to reach $913 million by 1981.
To promote construction of electric utility facilities the Administration has proposed tax relief for electric utilities. A permanent increase 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 control facilities would be extended. Utilities would be permitted to elect
to begin depreciation of accumulated construction progress expenditures 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 estimated that these changes would reduce corporate income tax receipts
by $773 million during fiscal year 1977.
Integrationof the corporateand individual income taxes 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 integration 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. Complete 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 e-tablishing permanent ESOP's would get an extra two
percentage points of investment credit (i.e., a 12-percent investment
crvdit instead of a 10-percent credit). At the end of the second year
(after the plan is established) the employer would put one percentage
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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 equal 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 employer's common stock with voting and dividend rights at least as favorable 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 membership 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 cunvelt carryover periods to which they are entitled under the net
operatic
n loss procisionie 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 (1-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 operating losses for taxable years ending after January 1, 1970. The revenue
loss is estimated at $1.6 billion for fiscal year 1977 and $400 million
thereafter.
A refunudable 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 $150 million in fiscal year 1977 and by $500 million
annually in the future.
A proposal for the deduction of ;itere8t on 8iavlgs8 has been
put forward to encourage individuals to increase their savings. It
would allow a taxpayer to deduct from gross income up to $1,000
(for joint returns-$500 for singles) of interest and dividends earned
on personal 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 proposal an individual could exclude dividends equal up to 25 percent of
taxable income 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

effectiv&.
Under the Asset Deprcchdton Rage (AD!,), 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 proposal 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 koldinq period for iong-tern capital gain* aiid lo88e8 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 taxable years beginning after 1977. It is estimated 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 1o88 may be
deducted would be increased from $1,000 to $2.000 for taxable years
lbginning in 1976 to $.3000 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 andi

losses. a numblxr of other proposals have been advanced.
Individuals with cal)ital lo.-_,s of $30.000 or more in any taxable
year co101ld be provided an option of electing a 3-year alrryback of
el.i/ftid lox.iWs, against capital gains (but not against ordinaryy incoine).
Individuals who utilize the carryback option would have to recml)ute
their regular tax for the prior years to which the losses are carried
back. It is estimated that this provision would result in a decr,.ase
re'enules of $.30million for fiscal year 1977.
In the case of capital as.Ats held for extended periods of time (i.e..
inore than 5 years) it has been prol)osedl that the amount of c-ap)ital
gains tax imposed be reduced according to a x7.;dI;i .qu1. This would
be ac.mlplished by increasing the amount of capital gain excluded.
from 50 percent under present law. up to a maximum of S0 percent, 1.
increasing the amount of gain excluded at the rate of 2 percent l)er
year. In addition , it has x'en 1prol)o-Ved thlt instead of inlcreasiii• the
amount of gain excluded from taxable income, another method for
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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 h0 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 Lhe sale of certain timber. It is
estimated that the repeal of the capital gains treatment for royaltics
on coal and iron oere and repeal of capital gains treatment in the case
of certain sales of timber would increase Federal revenues by $324
million for fiscal year 1977 and by $415 million by 1981.
A limited exclusion for reinrested capital gain. has also been propose(l. Under present law. taxpayers w'io realize capital gains generally pay tax with respect to such gains in the year of realization. It
has beenproposed that the first $1,000 of realized net capital gains
($2,0)0 in the case of joint returns) be excluded from income in the
year of realization, but only if and to the extent an equivalent amount
is invt"-ted in stock or securities of a domestic corporation within the
saine taxale year. Any gain deferred would be taken into account in
Comil)tlti.Ig the tax ba.-is of the stock or securities plurclia:ed by the
taxpayer. Assuming a 50% utilization of this provision, revenues
would be reduced by 1351 million in fiscal year 1977; assuming a 901%
utilization. revenues would be reduced by $t32 million in fiscal year
1977.
EXEMPT ORGANIZATIONS
The IHouise bill includes a prmoision to correct an oversiglht in the
Empl)o(yee Retircinent Inc',ume Security Act of 1974. This change perJI its indivi(dual empl)lo'ves to receive lump sum contrilbutions j)aid
within one taxable year oil acCount of the termination of a pens.,ion.
etc. plan or the complete discontinuance of contributions under the
plaii. anid to reinvest those funds in an Individual Retirement Account. This treat nment is commonly referred to as a tax-free rollover
of such funds. It is estimated that enactment of this provision wouhl
re'diwce Federal revenues by $52 million for fiscal year 1977.
The Ilou-se bill provides that employees who are active participants
in qualified pension, profit-:hi.ring. stock bonus, or annuity plans. etc.
are to be allowed a deduction for their contributions to what are referred to as -limited employee retirement accounts*" (LERA's). 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
eml)loyees. A number of additional rules and limitations would be
applicable to these special l)lans. It is estimated that this provi.,ioii
will result in a decrease in revenues of $361 million for fiscal year 1977.
ILegislation has been proposed to permit a person to establish and
contribute to an Thd;vidual rctircm•nit a('Cotnt (IR.I) foe i;s .qpwOe.
Under present law, employees not covered by a qualified pension
plan may establish an IRA and take a tax de(dliction of 15 percent
of earned income (up to $1.500 per year) for contributions to the
IRA. Married women performing household work but not otherwise
employed may not set up an IRA for their retirement. Permnitting a
worker to establish an IRA for his or her spouse would decrease reveinmes by $127 million in fiscal year 1977.
Legislation has been proposed to reduce the distributionn requiremnents now imposed ulpon grant-making jn;cate .foUidhl,'Oi,.. Under
present law, private foundations are generally required to distribute
annually for charitable plUrposes an amount equal to the greater of
their actual income or a specified percentage of the value of their investment assets. The specified percentage was originally st at 6 percent and the Treasury was given the authority to, vary that percentage
from year to year in accordance with changes in money rates and inves.tment yields. Enactment of legislation to reduce the specified percentage to 5 l)ercent and eliminate the auttlority of time Treasiry to
vary the specified percentage is supported by the Admninistration and
Should not reduce revenues.
Legislation has al,(o been prl'olpo-ed to 'ldi ice tw
h iate of tax on
private foundation investmnlet incoimme from 4 perceIt to 2
'1fwivet.
Enactment of sii'h ]egi:lation would reduce revemies by .:;s i million
in fiscal year 1977.
The Report of thle Co(i'•mmiision on Private lPlhilanithiropy anid Piblic
Needs (the so-called -Filer Couu .•on") contains a seýrivs of levon~mended changes in the tax laws al)p)lic'able to the deduction for
charitable contributions and to exetmpt organizations. Two of the-e
recommendations would have a .-.bstantial revenue impq(act if enacted.
The first of these two recommendations would permit taxpayers wh'lo
uttilize the standard deduction to deduct charitable contribute iols as an
additional itemized deduction (revenue loss $2.9 billion). The second
recommendation would l)ermit families with less than .15.0)00 in income to deduct an amount equal to 200 l)ercent of their charitable contributions and would l)ermit families with income between $15.00)
and S.30,000 to deduct an amount equal to 150 p, -nt of their charitable contributions (revenue loss $6.6 billion).
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Other Tax Revision Proposals-4
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 pre,3ent $60,000 exempth;oa
have been introduced.
Fiscal ycar 1977 reduction in Federal rcrenuce
Increasing $60,000 exemption to:

Billions

$100,000
----------------------------------------------$1.0
$150,000
----------------------------------------------$1.7
$200,000 ----------------------------- -----$2
Others have suggested that any liberalization from the taxpayer's
standpoint be provided in the form of a tax credit rather than an increase 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 present s60.000 exemption to $200.000 (namely $2.2 billion).
The Administration has proposed to ease the burden of estate and
gift taxes on farmn and other small businesses. It 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 reduction 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 been sugge.ted is to alter the mthod of rauingproperty included in the gross
estate of the de,'edent. 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.
It, is estimated that this provision would reduce estate tax revenues
by $20 million.
(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 integratio'rof the estate and gift taxea. At the present
time, there is a $30,000 exemption under the gift tax (in addition to
the 83.000 exclusion per donee) which is wholly separate and apart
from the $S).W)00 exemption 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 additional gift is subject to tax in a
higher rate bracket. The proposals to integrate the estate and gift taxes
could provide a, single exemption perhapss $90,000) which could be
used either 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 systeii of the type referred to above would result
in a revenue loss of $59 million in fiscal year 1977 and a gain of $149
million when fully effective.
At the present time, generation 8klpp;ng t•-'U18 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 modilied to impose an estate tax at the time of the termination of the life
estate or life iitereAt in the same manner as if it were a part of the
,.ttate of such individual. It is estimated that such a system, if adopted,
would result in a revenue gain of $118 million in the fiscal year 1977
dud $t5,1
million when fully implemented.
Under present law a deduction is provided for an estate where property passes to a surviving spouse. This deduction is equal to a nmximum of 50 percent of the adjusted gross estate. It has been proposed
that the marital dcduction 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 revenues of qOO million in fiscal
year 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 surviving spouse. This proposal would be implemented by providing a marital 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 appreciated 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 purposes. Thus under present law no gain or loss is taken into account as
income during the last year 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 capital
gaais tax like the olwe ;i pte.ýeat law (it death would likely contain a
series of tramsitional rules, the full effect of such change, although
reached gradually, would ultimately increase Federal estate tax rrevenues 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 proposed change, estate tax revenues would be increased by $6*0 million
in fiscal year 1977.
EXCISE TAXES

During consideration of H.R. 216C, the Tax Reduction Act of 1975
and H.R. 6860, the Energy Conservation and Conversion Act, the
Finance Committee agreed to repeal the Federal excise taxes on trucks,
buses, and truck parts. Repeal of the eecise tax on trucks and bu8es, etc.
would reduce receipts for the highway tru t fund by $741 million for
fiscal year 1977.
During consideration of the Tax Reductiin Act of 19735. an amend- /
ment was offered which would have increas d the execi.ye taxes on dtsOlled 8pirits, bcer, aiid "winies. It is estimated that these proposed
changes would increase excise tax receipts by approximately $1.5 billion for fiscal year 1977.
Under another proposal the manufacturers excise tax o•n cigarettes
would be increased by $2.50 per thousand. This would increase excie
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, thie 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 shareholders 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 aptional
taxable bond with a Federalsubsidy 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 government, 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 isou.R,
of iidul0trd dereloprnent bonud8 from $1 million under present law to
$10 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
d;-va.iters. When the taxpayer has received payments under the Agriculture and Consumer Protection Act, lie 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 tax binanf.es for
the employment of additionalworker's in the private sector. Under one
such proposal (S. 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 compensation taxes) would be provided to employers with respect to a
maximwn of seven new positions added annually and filled by unemployed 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 percent tax credit up to a maximum of $804) 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 niew plant and
equipment. 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 particularlyhigh unemploymeid (7 percent or more), the President has proposed tax incentives to
encourage construction of new facilities and/or expansion of old facilities 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 January 20, 1977, and which were completed within 36 months. These incentives 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 Conservation and Conversion Act (H.R. 6860). The estimates assure an enactment date of July 1, 1976, an immediate effective date for excise taxes .
an't.d a ,Jamlmai'V I Q11i'e-tiv'e date for tax •il'it
The home insulation tax credit would provide a refundable lax
credit of 30 percent of the first $750 of expenditures for insulation of
a principal residence (maximum credit of $22.5). The revenue },swould be $3220 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 reveules by $143 million in fiscal year 1977.
During its markup sessions on the energy tax bill (H.R. 6860) last
July, the Committee al,,proved a tax credit of 10 percent on the price
paid I)y a recycler on the purchase price of wastepaper to be recycled.
This provision would reduce revenues by $35 million in fiscal year
1977 and $45 million when fully effective.
A repeal of the 10¢ per pound excise tax on radial times and the .,¢
per pound excise tax on truadi rubber used to recap or ret read al1 tite
would reduce revenues by $92 million in fiscal year 1977.
The business use tax would place an excise tax on business use of
olil and natural gas with certain exceptions. In fiscal year 19)77. the tax
WUldliroduce $1.58 million in Federal revenues.
For homeowners, the Finance Conumittee tentatively agreed to a iefundable 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 revenue loss in fiscal year 1977 is estimated to be lea 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 hlss than $5-million.
(93)
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The geothermal energy exploration revenue loss estimates awstmes
enactment of tax incentives like those found in S. 2608 (introduced by
Senator Fannin). The bill would allow current expensing of geothermial 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 tentatively approved by the Committee would provide
a 12-percent investment 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
lo-s of $44 million in its firt.-t year of effect. Similar tax incentives for
synthetic fuel production investment would be provided by a bill introduced by Senator Hansen (S. 2109).
Oil and natural gas exploration incentives have been proposed. One
proposal would allow a 10-percent investment credit on intangible
drilling costs plus allowances for geological and geophysical expenses,
lease ac(Ili.iit ion costs, secondary and tertiary recovery, and well workovers. Enactmeint would produce a revenue loss of $750 million in the
fli-st year of effect.
The final energy revenue estimate assumes enactment of an investment tax credit of 12 percent (with an additional 1 percent for matching contributions to employee stockownership plans) for railroad
rolling stock and track improvements. This provision, tentatively app•ioved 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
The concept of tax expenditures was developed in order to compare
the Federal Government's total contribution to various activities,
through direct expenditures and indirectly through deductions, deferrals, and credits in the tax stricture. With this information, consideration 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 functional category and estimates of their revenue effects. The table containing 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
quarter
1976

....
Asset depreciation range .....
Deferred income of controlled foreign corporations .................
Taxation of capital gains at death...
Cooperatives-Deduction for noncash dividends ...................

Fiscal year
1977

1,590

450

1,805

525
6,720

100
1,820

365
7,280

410

100

455

Th'l]e definition of a tax expenditure is imprecise. The objective
generally, however, is to include as tax expenditures those tax provisions that are not ordinary deductions taken for the purpose of
,leterCiuiiiinr net income of a business, whether incorporated or not.
Deductions for individuals that are not business-related then clearly
should be treated as tax expenditures. The imprecision that exists
with respect to dovetailing concept and practice has generated substantial 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 expenditul'e and a listing of a provision 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, $424.3billion 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 interested in
tax shelters. For some, repeal of a provision could foreclose that source
of economic income, and they might permanently suffer a 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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Debt Limit
The limit on the public debt is $595 billion through March 15, 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 resolution on the budget (which provided for a $622.6 billion debt limit),
the difference provides just enough margin for the Treasury Department to meet Federal financial requirements through the mid-June
debt peak. The debt normally declines in the second half of June because 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 delta 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 behalf of various
agency programs and several agencies whose activities are not included 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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APPENDIX A
Committee on Finance 1975 Report to the Budget Committee

U.S. SENATE,
Coxtxrrmz oN FINANCE,

lion. EDMUNDo S. Mrsxii,

SWashington, D.C., March 15,1975.

Chairman, Budget Committee,

U.S. Senate, Washington, D.C.
DEAR MR. CHAaIiM - : 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.
Economic a8sumptone.--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 estimates in the President's budget which are presented on page 41 of the
President's budget. The alternative set of economic assumptions upom
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 alternatives which might reasonably be supported. If the Budget Committee
decides to adopt a different set of economic assumptions, some adjustment should be made in come of the revenue and outlay estimates.
(105)

TABLE 1.-ECONOMIC ASSUMPTIONS: CALENDAR YEARS 1975-76
[Dollars in billions]
1975

1976

1974
actual

President's
budget

Committee
on Finance

President's
budget

Committee
on Finance

Gross national product ..............................
$1L,397
CPI increase over 1974 (percent) .......................... ....
Personal incom e .....................................
$1L,150
Wages, salaries ......................................
$751
$141
Corporate profits .....................................
5.6
Unemployment rate (percent) .......................

$1,498
11.2

$1,510
11.6

$1,686
20.0

$1,690
20.8

$1,232
$792
$115
8.1

$1,262
$803
$118
8.3

$1,365
$884
$145
7.9

$1,402
$893
$149
8.0
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Ezpenditure progrirns.-The Committee on Finance has jurisdiction over a variety of programs which involve expenditures approaching one-half of the entire Federal budget. These include such income
maintenance programs as social security, supplemental security income, unemployment compensation, and welfare programs for families. Health programs under Finance Committee jurisdiction include
medicare, medicaid, and maternal and child health, as well as national
health 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. Interest 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 Committee 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
Functional category

350 Agriculture (no legislation) ..........
500 Education, manpower, and social
services (no legislation) ...............
550 Health ...............................

(New legislation) .....................

Budget
authority

1976
Outlays

Less than $50.000.000.

Outlays

Budget
authority

Outlays

$0.1

$0.1 ............

(')

2.7
24.0

2.8
21.4

$3.1
24.4

$1.0
6.4

$1.0
6.8

(-.4)

(')

P.0
(-.2)

6.3
35.7
(+ 1.2)

1.7
9.7
(+ .4)

1.7
9.7
(+ .4)

171.3
(+2.7)

42.5
(+.4)

46.1
(+.2)

600 Income security ....................
85.3
86.8
(New legislation) ............................................
850 Revenue sharing and general purpose fiscal assistance (no legislation).
6.2
6.2
900 Interest .............................
32.9
32.9
(New legislation) .............................................
Total:
Present law ....................
(New legislation) ...........

Budget
authority

July-September 1976

151.2
(+.3)

150.2
(+.3)

$3.1
26.6

(+19)
(-.1)
6.4
35.7
(+ 1.2)
163.5
(+3.0)

+1.9)

38
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Revenuea.-Virtually all revenues of the Federal Government fall
N'ithin the jurisdiction of the Committee on Finance. The different
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 Committee estimated that the tax reduction legislation now under
consideration would result in revenue changes of at least the magnitude 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
year. 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-September 1976

Present law ...................
Allowance for legislation ......

$283.7
-12.2

$302.4
-18.2

$79.3
-5.0

Present law and legislation ...................

271.5

284.2

74.3

Public debt lhidt.-The permanent debt limit under existing law is
$4G() 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 94-4 on food stamp program outlays 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 jurisdiet ion of the Committee on Finance.
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TABLE 4.-PUBLIC DEBT LIMIT ESTIMATES
[Dollars in billions)
Present
Allowance
law and
for
Present
law legislation legislation

Debt subject to limit, June 30, 1975.
Plus deficit for 1976 ................
Off-budget agency

spending

financed byTreasury ........

Debt subject to limit, June 30, 1976.

Adjustment for mid-June peak.....
Plus deficit for July-September
1976 ..............................
Off-budget agency spending
financed by Treasury .....
Debt subject to limit, Sept. 30, 1976.

$531 ..........
-20
49
10 .........

590 ..........

(598) ..........

$531
69
10

610

(618)

+7

16

3 ..........
602 ..........

3
629

9

l'a. t.ctpendidut.-i.-Tlhe Congrei,,sionial Budget Act of 1974 defines
"tax expendtuiEUS" as "rvvenilue losses attributable to provisions of the
Federal tax laws which allow a special exclusion, exemption, or deduction from gr-os.. income or which provides a special credit, a prefcrential 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:tan-es
cannot be objectively resolved. For this reason, the Committee feels
that the only way in which it can comply with the Budget Act's
requirement that it pre.-eit its estimates with respect to tax expenditures is by listing all items which have been so designated. In doing
so. however, the Committee does not either endorse or reject the contention 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 additional 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 year1975

Asset depreciation range ............ $1,410
Income deferral of foreign corpora620
...............
tions
350
Maximum tax on earned income ....
Taxation of capital gains at death... 2,210

July-;
September
1976
1976

$1,590

$400

620
385
2,280

155
105
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,
RvSSELL B. Lo.-o, Ckairmwan.

APPENDIX B
Excerpt From Public Law 93-314--The Congressional Budget and
Impoundment Control Act of 1974

Excerpt From Public Law 93-344-The Congressional Budget and
Impoundment Control Act of 1974
$

$

$

$

$

TITLE 111-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 submits current services budget.
15th day after Congress President submits his budget.
meets.
March 15----------Committees and joint committees submit
reports to Budget Committees.
Coigres!-ional Budret Office submits reApril 1------------port to Budget ('onunittees.
April 15................ Budget Committees report first concurrent resolution on the budget to their
Houses.
M ay 15 ----------------- Committees report bills and resolutions
authorizing new budget authority.
May 15 .....
Congress completes action on first concurrent resolution on the budget.
7th day after Labor Day_. Congress completes action on bills and
resolutions providing new budget authority and new spending authority.
Congress completes action on second reSeptember 15
quired concurrent resolution on the
budget.
September 25 ------------ Congress completes action on reconciliation bill or resolution, or both, implenienting second required concurrent
resolution.
October 1...........
Fiscal year begins.
Adoption of First Concurrent Resolution
SEC. 301. (a) AcmoN To BEc CoMPLETE 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 fiscal 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;
(115)

116
(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 transactions, 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 decreased 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 tile statutory limit on the public debt should be
increased or decreased by blills and resolutions to be reported by
the appropriate committees: and
(6) such other matters relating to the budget as may be appropriate to carry out the purposes of this Act.
(b) ADDITIONAL MAITIERS I.- CoN'CURcRE'T RMoL-"IMO..-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 authority described in section 401(c)(2)(C) for such fiscal yeair
shall not be enrolled until the concurrent resolution required io be
reported under section 310(a) has been agreed to, and, if a reconciliation 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 late than the close of the Ninety-fifth Congress, the Committee
on the Budget of each House shall report to its House on the implementation of proceedures described in this subsection.

(c) VJHWs AN.%D ESTIMATE., OF OTlER CO•rMirEES.-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 Committee and Joint Committee on Internal Revenue Taxation shall submit 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
jurisdiction or functions of such committee or joint committee;
and
(2) except in the case of such joint committees, the estiniate
of the total amounts of new budget authority, and budget outlays
resulting therefrom, to be provided or authorized in all bills and
resolutions within the jurisdiction of such committee which such
committee intends to be effective during the fiscal year beginning
on October 1 of such year.

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-I. TAX EXPENDITURE ESTIMATES BY FUNCTION*
(in minieft of dollars)
Corporations

Descriptiom

1975

1976

Iadividuals
1977

1975

1976

1977

National defese:
Exclusion of benefits and allowances to Armed
Forces personnel --------------------------650 650
650
Exclusion of military disability pensios ........
80
90
70
Iatermatienal afairs:
Exclusion of income earned abroad by U.S.
citizens ...................................
130 145
160
Exclusion of pros-up on dividends ofLDC
55
corporations .............................
55
55
Deferral of income of domestic international sales
corporations (DISC) ....................... 1,130 1.360 1.560
Special rate for Western Hemisphere trade cor.
poratons .................................
50 50 50
Agriculture:
Expensing of certain capital outlays -----------135
105
115
475
355
360
Capital gain treatment of certain income .......
3030
40 455
565
490
Natural resources, environment and enr gyExdusion of interest on State and locJ govern.
meant pollution control bonds ------------- _
75 110
170
75
35
50
Expensing of exploration and development costs.
500
650
840
195
155
120
500
1,080
Excess of percentage over cost depletion .------- 2,010
465
1,020
575
Pollution control: 5-year amortization ---------30
Is
20
Capital gain treatment of royalties on coal and
iron ore ---------------------------------10
40
45
15
20
50
Capital gain treatment of certain timber income.
145
60
165
155
60
65
Commerce and transportation:
Exemption of credit unions ...................
115
135
Corporate surtax exemption ------------------3,345 5.020 4,180
Deferral of tax on shipping companies ---------70 105
130
Railroad rolling stock: 5-year amortization ------ 55
30
t0
Financial institutions: excess bad debt reserves..
570
88o
815
Deductibility of nonbusiness State gaaolme taxes.
600
Community and regional development:
Housing rehabilitation: 5-year amortization .....
40
35
25
65
55
40
Education, training, employment, and social
services:
Exclusion of scholarships and fellowships -----220
200
210
Parental personal exemptions for student age 19
and over ---------------------------------670
690
715
Deductibility of contributions to educational
institutions ------------------------------205
215
280
440
450
50
Deductibility of child and dependent care ex.
Pe es..............
...................
420
295
330
Child care facilities: 5-year amortization ........
5
5
5
Credit for employing AFDC recipients and public
assistance recipients under work incentive pro.
gram
..........................
10
10
10
Heath:
Exclusion of employer contributions to medical
insurance premiums and medical care ........
3,275 3,665 4,225
Deductibility of medical expenses -------------2,315 2,020 2,095
-0---

See footnote at end of table.
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Table F-I. TAX EXPENDITURE ESTIMATES BY FUNCTION*--Continued
(in mileons o dollars)
Dcscr.ption

Corpo:at.cns

19;75

146

1977

Indad&,
Adaal

1975

1977

1976

Inc.. seewity:
Exclusion of social ecurLty benefits:
Diability insurance benefits .............
OASI benefits for aged ...............
Benefits for dependents and suri1%ors -------Exclusion of railroad retirement syste-m benchts
Exclusion of unemployment insurance benefits.

Exclusion of worknen's compensation beneits.-.
Exclusion of public assistance benefits .......
Exclusion of special benefits for disabled coal

.. ..
.....

.....
.
.....

275
315
.....- 2.740 3.045
....
450
495
170
165
----2.300 3.305
555
505
.....
105
115
50

miners .................................

Exclusion of sick Pay.................
Net excacion of penson cent, 't.ons and earnings:

Employer plans ............................

330

5.225

5.745

390

Premiums on group term J.c ,*risirce.
Premiums on accent aid accder.tal death
insurance.......................
Income of trusts to finance s.pplernentary une:npl oyment benents ...................
Meals and lodging..................
o'.e 65..
Exclusion of capital gan on Eorn: a'es if

740

565
200
2.855
b40

130

50
350

50

315

Plans for selffer-plo) ed and zthers........

370

3.525

6.475
905

7;0)

Excl".on of other emplcyee ixnerts:

Veteram benefits and services:
Exclusionod veterans disab,,ty c mp:.satn....
Eixcksion of veterns pens.ons ................

..................
Exclusion
of GI bill ber.efts
General
government:
Crd.dts and deductions for
...........
political contributions ......
Revenue sharing and general purpose fiscal assist-

50

55

60

5

5

5
50

40

Excess of percentage standard ded-ction o~er

low income alowar.ce ................
Additional exemption for the b,.nd ..............
Add.tionat exemption for o-er 65 .............
Retirement income creOwt ...................
Eamed .ncome credit .......................

695

.....
.. ..

....

1, "5 1.560
O 1. 155
I,•20
120 25

------ 130

I.155 1,.220
1210 110
140

25
255

590
30
330

595
30

40

40

65

540

260

ance:

Exclusion of interest on general p•rpose State arnd
local debt ..........
2.675 2. F$. 3.150 1.130 1.2A0
25 .
245
240
Exclusion of income earned !nU S. possessions...
Deductibility of nonbusness State and 'ocal taxes
(other than on oiner-occupied homes and
8,490 6,505
gasoline) ...............................
525 605
Interest: Deferral of irteest cn sa%i.gs bonds....
See footnote at end of table.

1.390
.....

,0

6.6%G
685,
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Table F.-1. TAX EXPENDITURE ESTIMATES BY FUNCTION*-Continuad
(millis
Descriptioa

d"lars)

Business investment:
Exclusion of interest on State and local industrial
de%eopment bonds
................
Excess first-year depreciation ..................
Deprecation on rental hous'.ng in excess of
stra .cht line ...............................
Depreciation on buildings (other than rental
housing) inexcess of straight line ..........-.
Expens;ng of research and development expendi.
t~res .....................................

Expensinig of construction period interest and
tax ....................................
Capital gain: corporate (other than farming a

Individuals

Corporations

1975

120
175

1976

1977

ISO 195
145 165

1975

1976

55
100

75
80

1977

90
85

115 120

125

405

430

455

220

230

2.0

215

215

525

545

570

950 1.410

1,445

635

275
660

695

985 1,020 1.065

695
timber) ..................................
In estrent credit ............................ 4.860 6.650 6.550
Personal investment:
Diý dend exclusion ...........................
Capital gain: ind:.idual (other than farming and
timber) ..........................

Exclusion of interest on ide insurance savings....
Defer.al of capital gain on home sales ..........
Dedictibil~ty of mortgage interest on ownerocz 4..ed homes ...........................
Ded.ctub.hity of property taxes on ovine.-occupied
homts ....................................
Dedict~bli.ty of casualty osses ................
Credit for purchase of new home ...............

.1.545

315

335

5.455
i. b95
845
805
5.405 4.545

6.225 .5.0%0
1.855...
890
4.710 ..

3.690
300
625

3.825
330
100

525 4.385 3.820
1.185 1.040
--..
-..----...
I 0 175

3.955
1,075
190

.4.510
280

Other tax expenditures:

Deductibi.ity of charitable contributions (other
than education) ............................
Dedct,bi.ity of interest on cons.rmer credit ......

axir..n tax on earned income ...............

385

395

* All estimates are based or, the tat cede as of Dec. 31. 1Iq75. with the exception that the prov.saofs
of the Revenue Adi.stment Act of 175 regarmar. the s:andard ded4,ction for individ•aal income
tatpa)ers are treated as it tnry were permanent.

APPENDIX D
Revenue Impact of Prior Tax Reform Bills

(I ~3)

(I2Y)

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 dollars)

House

Senate

1.1

0.7

Differ.

ence

1964 Revenue Act (calendar year 1965 liabilities):
Revenue raising provisions .......................
Revenue reducing provisions (other than acrossthe-board rate reductions) ......................

-0.5

-0.8

-0.3

1969 Tax Reform Act (calendar year 1970 liability):
Revenue raising provisions (other than acrossthe-board surtax extension) .....................
Revenue reducing provisions .....................

4.2
-1.9

2.6
-4.0

-1.6
-2.1

1971 Revenue Act (calendar year 1972 liability):
Revenue reducing provisions .....................

-7.8

-13.4

-5.6

-34.3
3.7

-14.5
+1.5

-30.6

-13.0

1975 Tax Reduction Act (calendar year 1975 liability):
Revenue reducing provisions ..................... -19.8
Revenue raising provisions .......................
2.2
Net effect, 1975 act ..............................

-17.6

Total, all four bills ......................................................

(025)

-0.4

- 23.0

APPENDIX E.
Excerpt From Public Law 94-164-The Revenue Adjustment Act
of 1975-Approved December 23, 1975
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Excerpt From Public Law 94-164-The Revenue Adjustment Act
of 1975-Approved December 23, 1975
SEC. IA. 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) Cogess reaffirms its commitments to the procedures established by the Congressional Budget and Impoundinent Control Act
it has already established a binding spending
of 1974 under which
year 1976.
ceiling for the fiscal
(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-g In the fiscal
year 1972 below 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 warranted by economic conditions or unforeseen circumstances.
(129)
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