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Chairman Johnson and Ranking Member Becerra, thank you for the opportunity 
to submit our comments on this topic.   These are our fourth comments on this 
issue, which will focus on the funding shortfall and our proposal to deal with it.  
The previous comments were made to December 2, 2011, the second to December 
9, 2011 and the third to September 14, 2012.  As always, we are available to 
individually brief members and staff about our proposals.   
 
On the demand side, people have entered disability due to detrimental changes in 
the welfare program, where states shuttled hard cases into Disability from TANF.  
If Congress wishes to reverse this, it must make TANF less punitive and turn it 
into a ladder to develop able minds rather than able bodies.   
 
Congress can also enact a refundable expanded Child Tax Credit of $500 per 
month per child for all workers and TANF/Disability/UI beneficiaries, as well as 
encouraging longevity payment with employer stock and dividends, so that the 
incentive to fire workers that could be productive goes away and the incentive to 
have them claim disability reduces. 
 
Waiting limits can be eliminated entirely, which saves money on legal fees.  The 
initial award can be made in cooperation with the last employer, who would 
provide at least a portion of disability income as well as rehabilitative training in 
lieu of a higher disability insurance tax payment.   Such a system would bring 
about faster determinations of disability, without the need to provide a case 
management and appeal infrastructure which provides make-work for both 
bureaucrats and disability lawyers, both of which add no real value to the 
program while costing taxpayers more and more as backlogs continue to grow 
and cases are summarily denied on the first reading. 
 
As stated, our proposed solutions are made in the context of a four part tax 
reform, which form the basis of our analysis.  The key elements are: 
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 A Value Added Tax (VAT) to fund domestic military spending and 
domestic discretionary spending with a rate between 10% and 13%, which 
makes sure that every American family pays something. 

 Personal income surtaxes on joint and widowed filers with net annual 
incomes of $100,000 and single filers earning $50,000 per year to fund 
net interest payments, debt retirement and overseas and strategic military 
spending and other international spending, with graduated rates between 
5% and 25% in either 5% or 10% increments.  Heirs would also pay taxes 
on distributions from estates, but not the assets themselves, with 
distributions from sales to a qualified ESOP continuing to be exempt. 

 Employee contributions to Old Age and Survivors Insurance (OASI) with a 
lower income cap, which allows for lower payment levels to wealthier 
retirees without making bend points more progressive. 

 A VAT-like Net Business Receipts Tax (NBRT), which is essentially a 
subtraction VAT with additional tax expenditures for family support,  
health care and the private delivery of governmental services, to fund 
entitlement spending and replace income tax filing for most people 
(including people who file without paying), the corporate income tax, 
business tax filing through individual income taxes and the employer 
contribution to OASI, all payroll taxes for hospital insurance, disability 
insurance, unemployment insurance and survivors under age 60. 

 
In summary, our solution is to shift funding for disability insurance and 
rehabilitation entirely to an employer-paid, VAT-like Net Business Receipts Tax, 
with the payment of disability benefits and rehabilitative care to be covered by 
either the last employer or a future employer who wishes to take on the new 
employee’s “case” and provide both continued benefits and services until that 
worker can be productive without continued assistance.   
 
The separate disability payroll tax will be repealed.  Repealing this tax provides a 
justification for decoupling the benefit level from past income.  An income based 
benefit should be replaced with a standard benefit.  During the application phase, 
instead of forcing participants onto state welfare rolls, the last employer would 
pay the standard benefit – which should be at least the minimum wage for a full 
time worker, if not higher – with this payment offsetting the employers NBRT 
liability and, if necessary, its VAT collections.   
 
If the employee has dependent children, each child will also receive the 
refundable expanded Child Tax Credit with their benefits (currently estimated at 
$50o per child per month).  Please note that we propose elsewhere that the 
minimum wage be increased to $12 an hour so that no one is paid primarily 
through the Child Tax Credit and that both the minimum wage and the credit be 
automatically adjusted for inflation.   
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As stated elsewhere, the expansion of the credit is funded by consolidating it with 
the Earned Income Tax Credit, the deduction for children and limitations on or 
elimination of the mortgage interest and property tax deductions.  The extension 
of this credit to non-workers is offset by abolishing supplemental retirement 
programs, such as Supplemental Nutrition Assistance and housing assistance. 
 
Once the application process is complete, the Federal (or regional) government 
will distribute payments, as well as the expanded refundable Child Tax Credit for 
any dependent children, all of whom would qualify for Medicare, including any 
long term care provisions transferred to the federal government from the 
Medicaid program. 
 
If vocational or educational training is required, as it likely should be in some 
cases, then the training provider will serve as both “case worker” and conduit for 
additional benefits, including the Child Tax Credit.  Participants would be paid 
the minimum wage for engaging in training, along with any additional stipend 
provided to program beneficiaries of the benefit level were set higher.   
 
Client health care would be funded by the federal government, but could 
conceivably be provided through the health care system provided to employees of 
the training provider.  This is also our proposal for providing education to TANF 
beneficiaries.  This care could take the form of health insurance or of staff 
medical personnel and facilities.  In the event health care reform devolves into a 
public option or single payer system, the question of who pays for health care will 
be moot. 
 
Clients who are incapable of completing training and finding employment will be 
transferred back to beneficiary status, with the training provider paying benefits 
during any transition period. 
 
Program participants, like TANF participants, would not pay OASI payroll taxes, 
nor would program providers pay an employer contribution on their behalf or 
distribute any personal retirement account shares to them as an offset to their 
Net Business receipts taxes. 
 
Unless they have significant outside income from an inheritance, tort judgment 
or lottery prize, it is doubtful that program participants will be hit with the 
Income and Inheritance Surtax.  In any case, benefits and tax credits received 
would not be counted in determining adjusted gross income for this tax, although 
training stipends probably should be.   
 
Program participation should not be means tested based on any judgment, 
although beneficiaries of significant inheritances should probably be excluded 
from the program, although that level should be set rather high – likely at the 
level where such benefits are taxed, currently proposed at $50,000 for 
individuals and $100,000 for joint filers and qualifying widow(er)s. 
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While these program efficiencies will likely save money on administrative costs, 
they will not cure the demographic problem entirely.  Some increases in revenue, 
in this case, the Net Business Receipts Tax may indeed be required periodically 
under the logic of social insurance. 
 
As stated previously, the logic of social insurance is to spread out benefits and 
harms from unearned demographic factors.  Some people come from large 
families or rich families who can cushion the blow for a disabled child or sibling 
will have no problem making up for program short-comings.  Those who have no 
family or whose illnesses have estranged them from their families would 
experience unearned hardship.   
 
Resorting to increased public funding to adequately fund the program in current 
years by adjusting the NBRT should happen without controversy – especially 
given the incentives to minimize costs inherent in allowing employers a role in 
the determination and rehabilitative process.  One could even imagine leaving the 
setting of the NBRT rate to a formula based on the needs of the various programs 
it funds and the extent to which employers utilize alternatives.  Indeed, a high 
NBRT rate might lead to zero collections if it spurs employer action to improve 
services to employees. 
 
Thank you for this opportunity to share these ideas with the subcommittee.  We 
are always available to discuss them further with members, staff and the general 
public. 
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