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Mr. MILJIKIN, from the Committee on Finance, submitted the
following

REPORT
[To accompany HI. R. 40111

The Committee on Finance, to whom was referred the bill (H. R.
4011) to amend section 1602 of the Federal Unemployment Tax Act,
having considered the same, report favorably thereon without amend-
ment and recommend( that the bill do pass.
By virtue of this act, the Committee on Finance adopts the report

of the Cormittee on Ways andn Means which follows:

GC;ENERAL STATEMENT

PURPOSES OF TIIE BILL

The amendment proposed by the bill to section 1602 of the Federal Unemploy-
ment Tax Act suchc. C of ch. 9 of the Internal Revenue Code) has these three
purposes:

(1) To give express statutory sanction to the administrative interpretation
which has permitted voluntary contributions made by an employcr to a State
unempllovyment fund, under the provisions of the State law, to be used in the
computation of reduced required contribution rates;

(2) To provide for a definite period within which voluntary contributions
must be made in order to be qualified to effect reductions in required contribu-
tion rates for State contribution years beginning in 1948 or thereafter; and

(3) To provide that, in resl)ect of State contribution years beginning in 19,16 or
1917, such voluntary contributions may be made at, any time prior to January 1,
1948 (or, if later, within 120 days after the beginning of the rate year).

MERIT RATING

The Federal Unemployment Tax Act imposes a tax of 3 l)ercent on "wages"
paid by employersr" of eight or more. Against this tax the act allows, under con-
ditions specified, certain credits, which may not exceed in the aggregate a maxi-
mum of 90 percent of the amount of the tax. The effect of these credits is to
reduce the Federal tax to not less than 0.3 pIercent. The amounts so credited
represent not only contributions actually paid by the employer into the State
unemployment fund, under an approved State law, but also any excess thereover
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of the contributions he would have been required to pay into the fund had he been
subject throughout the year to the highest rate applicable to any employer in the
State, or to a rate of 2.7 percent, whichever was lower.

VOLUNTARY CONTRIBUTIONS

The unemployment compensation laws of almost all the States provide for
merit rating, that is, for preferential rates of contribution required of employers,
according to their employment experience. These laws, in the case of some 12
or 13 of the States, also make provision for voluntary contributions by employers,
such contributions to be allowed as offsets against benefits charged to the em-
ployer's respective accounts. The effect of such offsets, of course, is to better
the experience of the employers and to entitle them. therefore. to lower rates of
contribution.
The Federal Unemployment Tax Act contains no provision specifically author-

izing voluntary contributions of the character and effect described, but their
ise as an element in determining the "factors bearing a direct relation to unem-
ployiment risk," within the meaning of section 1602 (a) (1) of the act, has been
recognized administratively.
The amendment made by the bill would expressly permit the use of voluntary

contributions in the computation of reduced rates of required contribution.
The Federal law also fails to prescribe tile period within which a voluntary

contribution, effective as an element in rate reduction, can be made. Your
committee is advised that the Federal Security Agency has considered this ques-
tion from time to time and that its position is that such contributions may be used
for rate determination purposes if they arc paid before the first due date for re-
quired contributions for tlie new rate period. Thus, for example, if a State law
prescribes that a contribution rate is applicable for a calendar year and the first
duec date for contributions for such calendar year is April 30, voluntary contribu-
tions paid on or before tlat date will be considered timely.
The amendment made by the bill provides in effect, that voluntary contribu-

tions for rate years beginning in 1918 or thereafter will be effective if paid within
120 days after the beginning of the rate year.
The almendmlent Imadebl the bill would also have the effect, with respect to

rate years beginningg in 1946 or 1947, of providing that voluntary contributions
available for rate determination purposes may be made at any time prior to
January 1, 1948 (or, if later, within 120 days after the beginning of the rate year).
'The need for such a provision has arisen from the action of the Federal Security
Agency in withholding approval of an arendmernint made to the Minnesota unemn-
ploymlent compensation law in April of this year. That amendment would
permit the use of voluntary contributions, paid on or before June 30, 1947, or
within 60 days thereafter, in the determination of rates for the years 19,16 and
1917. The contributions so available would not exceed the greater of $300 or
0. 1 percent of the employer's annual pay roll. The amendment was designed to
eliminate inequitable differencess of rate resulting from tihe operation of the prior
law Iundecr the extraordinarily favorable cirployliment experience of the war and
po-t\war periods. Approval was withheld on tle ground that thle period within
which voluntary contributions could be made in respect of tile years 1946 and
1917 was unreaornablVy long.

'Your committee is unanimously of the opinion that this bill should be enacted
wililouit delay, in order that existing ambiguities relating to the effectiveness of
volunttary contributions may be remiovedl froi the Federal Untelil)loyment T'ax
Act. The Federal Security Agency is likewise of opinion that these ambiguities
shcuIld t) rernoved.

It is tblievd( that all practicable precision in the statutory standards is (esir-
able, from the standpoint of Federal and State agencies as well as of employers.

ANALYSISH or 'TE HI1,L

S-cti(n 1 of the bill addsf a new )subsection, (esignated (d), to section 1602 of
the Federal UnIemlployrentlt 'ax Act. Section 1602 prescribe's the (olfditions
llunder which the, additional, or merit rating, credit ui(lde r seel ion 1 601f (b) is
allowed. ;ftandHar(ds to which State laws mulst conform are set forth il section
lf()2 (t).

T'lhe new stub)ection provides that a State law 1may, without being d(eelied to
violate those' Htandards, permit voluntary contributions to be IJsed( in tl(e co)m-
pultation of redllcel rates if such contribut)iorll are paidl within 120 days after the
tbeinning of the rate year, or prior to January 1, 1948, whichever is later
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Under section 2 of the bill, the amendment made by section 1 will be appli-

cable only with respect to contribution rate years beginning after December
31, 1945.

CHANGES IN EXISTING LAW

In compliance with paragraph 2a of rule XIII of the Rules of the House of
Representatives, changes made by the bill in existing law are shown below as follows
(new matter is printed in italic and language in which no change is proposed is
printed in roman):

"FEDERAL UNEMPLOYMENT TAX ACT

"(Subch. C of ch. 9 of Internal Revenue Code)
"SEC. 1602. CONDITIONS OF ADDITIONAL CREDIT ALLOWANCE.
"(a) State Standards.-A taxpayer shall be allowed an additional credit under

section 1601 (b) with respect to any reduced rate of contributions permitted by a
State law, only if the Federal Security Administrator finds that under such law-

"(1) No reduced rate of contributions to a pooled fund or to a partially
pooled account, is permitted to a person (or group of persons) having in-
dividuals in his (or their) employ except on the basis of his (or their) experience
with respect to unemployment or other factors bearing a direct relation to
unemployment risk during not less than the three consecutive years im-
mediately preceding the computation (late;

"(2) No reduced rate of contributions to a guaranteed employment account
is permitted to a person (or a group of persons) having individuals iln lis
(or their) employ unless (A) the guaranty of remuneration was fulfilled in the
year preceding the computation (late; and (B) the balance of such account
amounts to not less than 21/2 per centuln rif I. part of tile pay roll or pay
rolls for the three years preceding the c(.mjip nationn (late by which contri-
butions to such account were measured ni', <,C) such contributions were
payable to such account with respect t. ),.' years preceding the compu-
tation (late:

"(3) No reduced rate of contributions to a reserve account is permitted to
a person (or group of persons) having individuals in his (or their) employ
unless (A) compensationI has been payable from such account throughout
the year precelillg the coml)utatiol (late, and (B) the balance of such account
amounts to not less than five times the largest amount of compensation paid
from such account within any one of the three years preceding such date,
and (C) the balance of such account amounts to not less than 2V per centum
of that part of the pay roll or pay rolls for the three years preceding such date
by which contributions to such account were measure(l, and (1)) such con-
tributions were l)ayable to such account witl respect to the three years
preceding the computation (late.
* * * f * * *

"(d) Voltuntary Contributions.-A State law may, without being deemed to violate
the standards set forth in subsection (a), permit voluntary contributions to be used in
the conmpulation of reduced rates if suchc contributions are paid prior to the expiration
of one hundred and twenty (lays after the beginning of the year for which such rates
re effective, or prior to January 1, 1948, whichever date is the later."
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