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7orm Coorne | SENATE Reporr
15t Session No. 734

SOCIAL SECURITY ACT AMENDMENTS OF 1939

Jury 7 (legislative day, JuLy 6), 1939.—Ordered to be printed

Mr. King (for Mr. Hagrrison), from the Committee on Finance,
submitted the following

REPORT

[To accompany H. R. 6635)

The Committee on Finance, to whom was referred the bill (H. R.
6635) to amend the Social Security Aect, and for other purposes,
having considered the same, report favorably thereon with amend-
‘ments and recommend that the bill as amended do pass.

GENERAL STATEMENT
Divisions or THE BiLL

This bill amends the Social Security Act and certain sections of sub-
chaﬁ)térs A and C of chapter 9 of the Internal Revenue Codo (for-
merly titles VIII and IX of the Social Security Act).

The bill is divided into nine titles:

Title I—Amendments to title I of the Social Security Act (grants to

States for old-age assistance).

Title II—Amendments to title IT of the Social Security Act (Federal
old-age benefits).

Title IIl—Amendments to title ITI of the Social Security Act (grants
to States for Unemployment Compensation Administration).

Title IV-—Amendments to title IV of the Social Security Act (grants
to States for aid to dependent children). )

Title V—Amendments to titles V and VI of the Social Security Act

(Frants to States for maternal and child welfare, etc.).

Title VI—Amendments to the Internal Revenue Code (provisions
formerly in titles VIII and IX of the Social Security Act).

Title VII—Amendments to title X of the Social Security Act (grants
to States for aid to the blind). '

Title VIII—Amendments to title XI of the Social Security Act (gen-
eral rovisionszl.

Title IX—Miscellaneous amendments.
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SumMmARY orF Princiear CoNTENTS oF BILL
TAXES

1. The old-age insurance tax has been frozen at 1 percent on the
worker and 1 percent on the empioyer for the 3 years 1940, 1941, and
1942 as against the 1X%-percent rates on each under the present act.
This will save employers and workers about $275,000,000 in 1940, or a
total of $825,000,000 in the 3 years.

2. Only the first $3,000 an employer pays an employee for a year
is taxed under the unemployment-compensation provisions. This is
already the case in old-age insurance. This will save employers
about $65,000,000 a year.

3. Provision is made for refunds and abatements to employers who
paid their 1936, 1937, and 1938 unemp%menb—compensatlon con-
tributions late to the States. This save employers about
$15,000,000.

4. Thua'the savings above mentioned, through 1940, may aggregate
some $355,000,000. In addition, such savings for the ensuing 2 years
may amount to approximately $550,000,000. This represents total
savings of approximately $905,000,000. :

BENEFITS

The old-age insurance benefits have been liberalized, benefits pro-

vided for aged wives, and for widows, children, and aged dependent

arents, and the date for beginning monthly benefit payments has

n advanced to January 1, 1940. About $2,093,000,000 in benefits

is estimated to be disbursed during 1940—44, or about $1,538,000,000

above what it is estimated would be spent under existing law during
these 5 years.

The total cost of these benefits over the next 45 years will be about
the same as the cost of the present benefits would be during that period
of time. Of course, the cost in the early years will be more but the
cost in the later years will be less.

COVERAGE

1. Certain services, including services for agricultural and horti-
cultural associations, voluntary employees’ beneficiary associations
local or ritualistic services for fraternal beneficiary societies, an
services of employees earning nominal amounts (less than $45 per
quarter) of nonprofit institutions exempt from income tax, are ex-
empted from old-age insurance and unemployment compensation in
order to eliminate the nuisance cases of inconsequential tax payments.

2. The term ‘‘agricultural labor” is defined so as to clarify its
meaning and to extend the exemption to certain types of service
which, although not at present exempt, are an integral part of farming
activities.

3. About 1,100,000 additional persons (seamen, bank employees,
and employed persons age 65 and over) are brought under the old-age
insurance system and about 200,000 under unemployment insurance
(chiefly bank employees).
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MATERNAL AND CHILD WELFARE, VOCATIONAL ;man.t"mrxou, AND
PUBLIC-HEALTH WORK ’

1. Provision is made for a $2,020,000 increase in the authorization
for Federal grants to the States for maternal- and child-health services.
This will increase the present Federal authorization from $3,800,000
to $5,820,000. : .
2. Provision is made for a $1,020,000 increase in the authorization
for Federal grants to the States for crippled children. This will
increase the present Federal authorization from $2,850,000 to
$3,870,000.

3. Provision is made for a-$2,062,000 increase in the authorization
for Federal grants to the States for vocational rehabilitation work.
This will increase the present Federal authorization from $1,938,000
to $4,000,000. -

4. Provision is made for a $4,000,000 increase in the authorization
for Federal grants to the States for public-health work. This will
increase the present Federal authorization from $8,000,000 to
$12,000,000.

ADMINISTRATION

1. A Federal old-age and survivor insurance trust fund is created
for safeguarding the imsurance benefit funds. The Secretary of the
Treasury, the Secretary of Labor, and the Chairman of the Social
Security Board are made trustees of this fund.

2. Provision is made to restrict the use of information concerm'ns
recipients of State old-age assistance (particularly their names an
addresses) to purposes directly connected with the administration of
old-age assistance. This is designed to prevent the use of such infor-
mation for pelitical and commercial purposes.

3. Other amendments are recommended to simplify and clarify
administration of the law.

HisToRY OF LEGISLATION

The Social Security Act became law on AuEust 14, 1935, after many
months of deliberation in Congress. The bill was passed by an over-
whelming majority in both the House and the Senate, the votes being
372 to 33 and 77 to 6, respectively. The insurance provisions of the
present act were upheld by the United States Supreme Court in the
cases of Steward Machine Co. v. Davis (301 U. S. 548); Helvering v.
Davis (30)1 U. S. 619); and Carmichae v. Southern Coal Co. (301

. S, 495).

The enactment of the Social Security Act marked a new era, the
Federal Government accepting, for the first time, responsibility for
providing a systematic program of protection against economic and
social hazaids. Thougg admittedly not perfect or all inclusive
the Social Security Act did embrace the breadest program for-social
security ever launched at one time by any government.

Relieving and reducing dependency.—The Social Security Act
simed to attack the problem of insecurity upon two fronts: First
by providing safeguards designed to reduce future dependency, an
second, by improving the methods of relieving‘ existing needs. The
first objective was promoted by providing a Federal system of old-
age insurance and by granting Federal aid to State-administered
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programs of unemployment compensation; the second objective was

promoted by providlxnl;1 FedemFe grants to State programs of aid

to the needy aged, aid to dependent children, and aid to the needy
blind. Funds were also provided to stimulate development and
extension of various health and welfare services. ‘

Public assistance.—Under tho Social Security Act, great progress has
already been made. As a result of the Federal aid provided in the
Social Security Act, the States were enabled to extendp their assistance
programs to the needy aged, dependent children, and the needy blind.
All the States, the District of Columbia, Alaska, and Hawaii now have
approved glams for old-age assistance and receive Federal funds to sup-
plement their contributions. Forty States, the District of Columbia,
and Hawaii participate in the Federal-State program for aid to de-
Fonden”t’ children, and an equal number are receiving Federal grants
or aid to the needy blind. Some 2,500,000 needy individuals are
now receiving regular cash assistance under these cooperative Federal-
State programs. From the beginning of the system through June
1939, over $1,300,000,000 of Federal, State, and local funds have been
spent in States with plans approved by the Social Security Board.
During the calendar year 1938 the total Federal, State, and local ex-
penditures were over $495,000,000, of which $391,000,000 was for old-
age assistance, $93,000,000 for aid to dependent children, and
$11,000,000 for aid to the blind.

Unemployment compensation.—The incentives provided in the Social
Security Act stimulated rapid passage of State unemployment com-

nsation laws. Before the act was passed, only 1 State, Wisconsin,

ad a %oing system of unemployment insurance; now all the 48 States
and Alaska, Hawaii, and the District of Columbia have approved
laws. Benefits are already being paid to unemployed covered workers
under all but 2 of these laws; in the last 2 States (Illinois and Mon-
tana) benefits became payable on July 1 of this year. More than

27,500,000 workers are covered by these laws and about 3,800,000

temporarily unemployed workers received benefits amounting to

nealg; $400,000,000 during the year 1938. In addition, about
$228,000,000 has been paid to unemployed workers during the first

6 months of 1939.

Old-age insurance.—The full effect of the Federal old-age insurance
program will not be felt until monthly benefits begin to be paid. In
the meantime, however, the Social gecurity Board has established
wage-record accounts for over 44,000,000 persons, of whom more
than 32,000,000 have already had wages reported in either 1937 or
1938, thus enabling these individuals to build up rights to protection
for themselves and their dependents upon a sound basis. In addition,
lump-sum benefits, amounting to 3% percent of accumulated covered
earnings, totaling about $18,712,000, have been paid up to May 30,
(119;3(?, to or on behalf of over 363,000 persons who reached age 65 or

ied. -

Revision of Social Security Act.—Tremendous as is the scope of this
rogram, it was recognized from the beginning that changes would
ave to be made as experience and study indicated lines of revision

and improvement. Congress, therefore, expressly provided in the

Social Security Act that the Social Security oar&y should study and

make recommendations as to methods of providing more effective

economic security.
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The Advisory Council spent more than & ear in stud ‘and de%ubon-
tion and transmitted. its final report an ' Xaﬁonl on De-
cember 19, 1938. : 5

The recommendations of the Social Security Board, based upon
3 years of intensive study, were submitted to the President of the
United States on December 30, 1938. The President transmitted the
]135’;9[(’,' report to Congress, with a special message on January 186,
_ The Committee on Ways and Means of the House of Representa-
tives held extended public hearings on these recommendations and
alternative proposals relating to social security. The bill was referrec
to this committee on June 12, 1939. All witnesses who requested ‘o
be heard were allowed to appear in public hearings and their state-
ments and testimony appear In the printed hearings.

GENERAL PURPOSE AND ScorE or AMENDMENTS

The present bill aims to strengthen and extend the principles and
objectives of the Social Security Act. The foundations of a perma-
nent program have been laid and it seems wise to build upon the
present structure.

Old-age insurance, unemployment compensation, and public assist-
ance are now accepted as permanent in our fabric of social services.
The present bill is designed to widen the scope and to improve the
adequacy and the administration of these programs without altering
their essential features. Benefits will continue to be payable as a
matter of right to workers covered by the incurance programs; aid will
continue to be related to need under the assistance programs,

FeperaL OLD-AGE AND SurvIVORS INSURANCE BENEFITS

The number of aged persons in our population is steadily growing.
In 1900 there were only 3,080,000 persons 65 and over, representing 4.1
percent of the population. This re reached 6,634,000, or 5.4
percent, in 1930, and it is estimated there are about 8,200,000, or 6.3
percent, at the present time. Recent estimates indicate that by 1980
we may have over 22,000,000 persons aged 65 and over, representin
14 to 16 percent of the total population. Recognizing these facts, it is
})ossilgle to foresee that we shall have a growing number of aged persons
or whom some provision must be made. This has been the experience
of all industrial countries.

In the course of its study of the problem, the committee has become
increasingly impressed by the need to revise the existing old-age
insurance program in the direction of fitting the structure of benefite
more closely to the basic needs of our people, now and in the future.
With limited funds available for this type of insurance protection in-
dividual savings and other resources must continue to be the chief
reliance for security. As a means of affording basic &fotect‘ion, how-
ever, the existing system can be much improved. ith the advan-
tage of more than 3 years of study and experience since the passtzg:
of the act, and with a greatly enhanced public understanding of

8. Repts., 76--1, vol. T——T79
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method of social insurance, the time seems ripe for the revision of the
&mm to afford more adequate protection.to more of our people,

the present old-age insurance system monthly benefits would
not begin until 1942; for a considerable number of years thereafter
benefits. would remain small and would in many cases have to be sup-
plemented by old-age assistance. Such assistance, based on individual
need, is also necessary for those already old, and will continue to be
necessary for groups outside the insurance system. For insured groups,
however, it is both desirable and possible to provide immediateg'mmore
adequate protection within the framework of the contributory system.

Old-age insurance is designed to prevent future old-age dependency;
old-age assistance is designad to relieve existing needs. A contriby-
tory system of old-age insurance keeps the cost of old-age assistance
from becoming excessive and assures support for the aged as an earned
right. If the contributory system is strengthened and liberalized, the
cost of old-age assistance for uncovered groups will not increase so
rapidly in future years when the proportion of aged in the population
will be much higher than at present.

It is essential then that the contributory basis of our old-age insur-
ance systemm be strengthened and not weakened. Contributory in-
surance is the best-known method of preventing dependency in old
age by enabling wage earners to provide during their working years
for their support after their retirement. By relating benefits to con-
tributions or earnings, contributory old-age insurance preserves
individual thrift and incentive; by granting benefits as 8 matter of
right it preserves individual dignity, Contributory insurance there-
foro strengthens democratic principles and avoids paternalistic
methods o pro»‘sridintQL;n old-age security. Moreover, a contributory
basis facilitates the financing of a social-insurance scheme and is a
safeguard against excessive liberalization of benefits as well as a pro-
tection against reduction of benefits,

The contributory method in social insurance is no innovation. It
had its beginning several hundred years ago in several countries when
small groups of workmen banded together in mutual-benefit societies
to build up %roup protection against unforeseen contingencies. These
early friendly societies developed the insurance method of protection
which, by a gradual process of evolution, led to modern social insur-
ance with the Government entering to strengthen cooperative thrift
and mutual protection. The contributory method of social insur-
ance has stood the test of time and experience. Proof of this is the
fact that no country which has once adopted a system of contributory
social insurance has ever abandoned it. Many foreign countries,
as does the United States, supplement their contributory scheme with
a noncontributory pension scheme based on individual need, but no
country has ever given up the former system in favor of the fatter.

Under the present old-age insurance system only taxes have been
gayable since 1937, while monthly benefits are not payable until

anuary 1, 1042, 8o long as only taxes are payable and monthly
benefits are postponed, the general public is under a8 misapprehension
as to the financial operations of the plan and lacks a concrete demon-
stration of the effectiveness of the plan in providing protection. The
‘“Table 1 shows the benefit disbursements of the present plan year
by year for the 15 years 1940-55, inclusive, the comparable disburse-
ments of the plan as recommended by the Senate Committee on
Finance, and the additional disbursements of the Finance Committee’s
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lan over the presunt title II. The plan recommended by the Senate
E‘inanoe Committee increases benefit disbursements about $695,000,-
000 more in the 15 years 1940-55, inclusive, over the House bill. A
more detailed explanation of the cost figures will be found on pagee
15—-17. ~
House bill as amended by this committee with respect to the old-age
insurance plan, it is hoped, will help to improve the understanding
of the aims of a contributory social-insurance plan.

Providing more effective benefits.—The basic problem was how to
provide more adequate and effective benefits, particularly in the
early years of operation, without increasing the future cost of the
old-age insurance system. The bill solves this problem ir two
principal ways, as follows:

1. Monthly benefits to wives, children, widows, orphans, and sur-
viving dependent parents are substituted for the iresent 3%-percent
lump sums payable to the estates of deceased workers.

2. The benefits of both single and married persons retiring in the
early years are increased but the benefits of single persons with high
earnings retiring years hence are reduced somewhat. However, the
benefits proposed for single persons are higher than could be purchased
with the employee’s own contributions, except possibly 1n a very
few extreme cases.

In other words, the effect of these changes will be to provide for
larger benefits in the early years than under the present law and larger
than could be purchased by an insured worker from a private insur-
ance company with the amount he has paid the Government. This
is particularly true in the case of married persons. However, this
does not mean that unmarried persons who will contribute for many
years will receive less protection from the Government than they
could purchase from a private insurance company with their own
contributions, It does mean, however, that a larger proportion of
the employer’s contributions are used to pay peneﬁts to those retiring
in the early years, ]ﬁarticularly married persons. ,

Thus, various chznges made by the bill are designed to afford
more adequate protection to the family-as a unit. The present
law provides for only two general types of benefits, (1) monthly old-
age benefits to qualified individuals and (2) lump-sum payments to
nonqualified individuals and upon death. The present law is, there-
fore, limited in its scope in that it does not provide current monthly
benefits to the surviving wife of ah aged annuitant, nor to the surviy-
ing widow with dependent children, The payment of these survivor-
ship benefits and supplements for the wife of an annuitant are more
in keeping with the principle of social insurance than the 3%-percent
lump-sum payments now provided. Under a social-insurance plan
the primary purpose is to pay benefits in accordance with the probable
needs of tha-%eneﬁciaries rather than to make payments to the estate
of a deceased person regardless of whether or not he leaves dependents.
There is ample precedent for such provision, since 15 out of 22 old-
gge igsurance systems of foreign countries make provision for survivor

enefits.

Cost of more adequate benefits.—The net effect of the changes is that
the annual cost o%w:,he benefits gayable in the early years will be
greater, the annual cost of the benefits payable in the later years
will be less, and the average annual cost over the next 40 years will
be about the same as under the present system.
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TanLs 1.—Comparison of benefit payments under presen! Federal old-age insur-

ance plan, -House bill, and u revised plan of the Sénate Commitles on Financs
on the basis of theintermediate retirement rale estimates \

Calondar year mt House plan | Revised plan
$46, 000, 000 $88, 000, 000 14, 000,

42,000,000 | 211,000,000 | - um‘s',(m.%%

92,000,000 |~ 350,000,000 | 431,000, 000

160, 000, 000 808,000,000 | -~ 883, 000, 000

221, 000, 000 508, 000, 000 %:un.un

200,000,000.] 713, 000, 000 000,000

mw«n - 855,000,000 1. 912 000,000

501, 00V, YO0 997, 000, 000 1, 048, 000, 000

615,000,000 | 1,134,000,000°f 1,179, 000, 000

725,000,000 | 1,265, 000,000 { - 1,304, 000, 000

834,000, 000-] 1,389, 000,000] 1, 422000, 000

971,000,000 |- 1, 623,000,000 | 1,550,000, 000

1,078,000,000 | 1,621,000,000 | 1,642, 000, 000

1,193,000,000 | 1,719,000,000 | 1,733, 000,000

: 1,338,000,000 | 1,843,000,000 § 1,850,000,000

Total 1940-54, INCIUBIVE oo vemeceecamcnccaaaennan 8, 409, 000, 000 | 14, 814,000,000 | 185, 509, 000, 000

Before beginning a more detailed explanation of the revised benefit
rovisions, the following summary presents a brief outline of the new
nefit plan. —

SuMMary OuTLiINE oF BeNEFIT Provisions UNpEr THE REVISED
FeperaL OLp-AGE AND SURVIVORS' INSURANCE PLan

EFFECTIVE DATE-—JANUARY 1, 1940
OLD-AGE RETIREMENT BENEFITS

1. Old-age bene{it.—-—-Each fully insured individual who has reached
the age of 65 is eligible to receive a monthly primary (old-age) insur-
ance benefit determined as follows:

(@) A basic amount computed by applying: 40 percent of average
monthly wages, up to the first $50, plus 10 percent of average monthly
wages in excess of $50.

(b) Such awsunt to be increased 1 percent for each year of coverage
($200 or more wages).

2. Supplement jor wife.—In addition, the wife, age 65 and over,
of an individual entitled to primary insurance benefits, if she is living
with such individual, is eligible for a supplement which, when added
to her primary insurance benefit, if any, equals one-half of a primary
old-age insurance benefit of her husband.

3. Supplement for children.—In addition each unmarried dependent
child, under age 18, of an individual entitled to primary insurance
benefits, is eligible for a supplement of one-half of a primary insur-
ance benefit of the parent.

SURVIVORS’ BENEFITS

1. Widows’ old-age insurance benefits.—A widow of a fully insured
individua!, who has attained age 65 and who was living with such
individual when he died, is eligible for a monthly benefit which when
added to her primary insurance benefit, if any, is equal to three-
fourths of a primary insurance benefit of her husband. '

2. Orphans’ monthly insurance benefits.—A fully or currently insured
individual’s unmarried dependent orphan under age 18 is eligible for
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an orphan’s. benefit equal to one-half of a primary. insurance benefit
of the parent.. ... .. .. .. X Dee '

3. Current monthly. insurance benefit to widow with children.—A
widow, regardless of age, of a fullf or current.y insured individual;
who was living with such individual when he died, and has in her care
one or more children entitled to child’s benefits receives a monthly
benefit which, when added to her primary insurance benefit, if any,
is equal to three-fourths of his primary insurance benefit.

4. Parents’ insurance benefits.—A parent of a fully insured individual
who dies leaving no widow and no unmarried child under age 18, if
such parent has attained age 65, has not married since the fully insured
individual’s death, and was wilolly, dependent upon such individual
at the time of such death, is eligible for a monthly benefit which, when
added to the parent’s other monthly benefits, if any, is equal to one-
half of the primary insurance benefit of such fully insured individual.

5. Lump-sum death payment.—Upon the death of a fully or currently
" insured individual, leaving no one immediately entitled to a monthly

benefit, & lump sum equal to six times the monthly lprimsu-y insurance
benefit is payable to a surviving close relative, or if no close relative,
the person assuming responsibility for the funeral expenses of the
deceased to the extent of his actual disbursements.

MINIMUM AND MAXIMUM BENEFITB —

The minimum primary insurance benefit payable shall be not less
than $10 per month. The maximum benefit or benefits payable shall
be not more than double the primary insurance benefit, 80 percent
of average wages, or $85, whichever is the smallest.

EFFECTIVE DATE

The first major change proposed is to advance the date for beginning
the payment of monthly old-age insurance benefits from January 1,
1942, to January 1, 1940. From an administrative standpoint such
an amendment 18 entirely practicable since the maintenance of wage
records is already functioning successfully. Personnel has been trained
and experience has been acquired in all phases of the program,
Approximately 44,000,000 account numbers have been assigned, and
the individual account for each worker set up by the Social Security
Board. Furthermore, a network of over 300 field offices has been
set up and is functioning. These offices have already handled over
400,000 claims for lump-sum benefits. The experience obtained in
adjudicating these claims indicates that the necessary groundwork has
been laid to permit the payment of monthly benefits in 1940. The
payment of monthly benefits in 1940 is in keeping with the experience
under the social insurance laws of Great Britain, Czechoslovakia, and
Germany where old-age insurance benefits were paid within 2 years
after contributions first began. '

LIBERALIZED AMOUNTS

The second major change proposed is the liberalization of benefits
to insured workers retiring in the early years of the system. This
liberalization is effected by two important changes. First, the
benefit base is changed from total accumulated wages to average
wages; second, supplementary benefits are provided in those cases
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where the annuitant has an aged wife (as well as in the rare cases
where there are dependent children). Table 2 shows illustrative
monthly old-age insurance benefits under the present plan and under
the revised plan.

TanLe 2.—Ilustrative monihly old-age insurance benefits under present plan and
under revised plan !

Revised pian Revised plan
Present Prelsent
plan plan
Single Married ¢ Bingle Married
~ Average monthly wage of $50 Average monthly wage of $100
Yu;i of coverage: m " £20.9 $26.7 I
, N 5 -]
[} S?I.-. 00 21,00 31. ) ;?7 5 28,25 ‘33% N
10. 17. 10 22.00 33.00 22. 60 21. 50 41,25
... 22,0 24, 00 36. 00 32. ) 30.00 45.00
30 27.50 20. 00 39. 00 42. 50 32. 0 48.78
40....itrncnacencnaarnaan 32, 50 28.00 40.00 51.26 35,00 62. 50
Average monthly wage of $160 Average monthly wage of $250
&‘) $30. 90 $46.35 ;') $41.20 $51. 80
40. 00 3.0 47.25 25. 00 42.00 63.00
27. 850 33.00 49. 50 37. 60 44.00 66.00
42. 50 36.00 4. 00 56. 26 4R, 00 72.00
83. 78 39. 00 B8, 60 68. 75 52.00 78.00
01.25 42.00 63. 00 Bl. 28 58. 00 84.00

V1t {s assumed, with. respect to the revised plan, that an individual earns st least $200 in each gar of
coverage in crder to be eligible to rocelve the 1-percent increment. If this were not the case, the benefit

would be romewhat lower.
1 Benefits for a marriod couple without children where wife is eligible for a supplement.

1 Benefi's not pald until after 5 years of coverage
REVISED BENEFIT FORMULA

An average wage formula will relate benefits more closely to normal
wages during productive years. Since the object of social insurance
is to compensate for wage loss, it is imperative that benefits be
reasonably related to the wages of the individual. This insures that
the cost of the benefits will stay within reasonable limits and that the
system will be flexible enough to meet the wide variations in earnings
which exist. :

An average wage formula will also have the effect of raising the
level of benefits payable in the early years of. the system, but it will
reduce future costs by eliminating unwarranted bonuses payable
under the present formula to workers in insured employment only &
few years. These bonuses result from the greater weight now given
to the first $3,000 of accumulated wages. They are justified, if a total
wage formula is used, in the case of older and low-paid workers who
retire in the early years of the system and have not time in which to
build up substantial benefit rights. In the long run, however, such
bonuses are unwise and endanger the solvency of the system by per-
mitting disproportionately large benefits to workers who migrate
between uninsured and insured employments and accumulate only
small earnings in insured employment.

In order to relate benefits to length of employment, as well as to
average wages, 8 1 percent increment for each year of covered earnings
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of $200 or more is added to the basic benefit. Thus, the longer &
wcg‘ker lles in the system thor‘llgrger will be hmbgneﬁ}si blo an aged

upplementary benefits,.—The supplementary benefit payable an
wife Zg,one-hs,lf of the primary gxsuran«‘:e benefit of the annuitant.
(The same amount is payable for each dependent child.) Because
most wives, in the lontg run, will build up wage credits on their own
account, as a result of their own employment, these supplementary
allowances will add but little to the ultimate cost of the system. They
will, on the other hand, greatly increase the adequacy and equity of
the system by recognizing that the probable need of a married couple
is %{'e&ter than that of a single individual. . :

hese cha.nges in the benefit pattern are primarily designed to
increase the adequacy of the system during the early years without
altering the long-run cost proportions of the existing plan. They are
not temporary improvements, however, but represent constructive
changes, which will increase the adequacy of the Federal old-age
insurance system.

SURVIVORS BENEFITS

The bill contains a third major change, designed to improve the
long-run effectiveness of our insurance system. This amendment

roposes to establish monthly survivors benefits. The Social Secur-
ity Act now provides a certain amount of survivorship protection in
the form of lump-sum payments. These are small and inadequate in
the early years of the system and entirely unrelated to the needs
of the recipients. However they will eventually be rather costly and
will not provide protection in tiose cases where most needed. The
new plan will eliminate most lump-sum benefits and will substitute
monthly benefits for those groups of survivors whose probable need
is greatest. These groups are widows over 65, widows with children,
orphans, and dependent parents over 65. The monthly benefits pa.f'-
able to these survivors are related in size to the deceased individual’s
past monthly benefit or the monthly benefit he would have received
on attaining age 65.

In the case of a widow, the monthly benefit is three-fourths of the
deceased’s monthly benefit or prospective benefit. In the case of an
orphan or dependent parent, it is one-half of the deceased’s monthly
benefit or prospective benefit.

A monthly benefit will be payable to a parent only if no widow or
unmarried child under age 18 survived, and only it the parent was
wholly dependent upon the deceased at time of death. While it
wouh{ thus be necessary for a Earent to prove dependency at the
time of death, once that fact had been established no subsequent
showing of need would be required. Ample precedent for such pro-
visions is found in the State workmen’s compensation laws, which
constitute the oldest form of social insurance in this country. '

Illustrative benefits are shown in table 3. As has already been
stated, these new monthly benefits can be provided without exceed-
11;5 the eventual costs of the systemas now set up, because of the
reduction in lump-sum death benefits and the future benefits to single
persons. I
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TasLs 3.—IUustrative monthly survivor benefits!

grn;mt Widow, 68 :.t’ld one gn;:gl;? Widow, 68 nv:éd one
o5orover | OV | Tohild 65 or over | OF OVer child
Average monthly wage of Average monthly wage of
deooased, deoceased, uom
$10. 30 $15.45 $28. 78 $12. 88 $19, 31 1
10, 50 18.75 26,28 13.13 19. 69 ”32.2. Sg
11. 00 16. 50 21.50 13.76 20. 63 34.38
1200 18. 00 30. 00 15.00 22, 50 87.%0
13,00 19, 50 32. 50 16. 25 24.38 T 40.63
14,00 21.00 83. 00 17. 60 26,28 43.78
Ave monthly wage of Average monthly wage of
rngem. I 50 deceasod, $250
$15. 48 $23.18 $38. 63 $20. 60 $30, 90 1. 80
16. 78 .63 39.38 21. 00 31, 60 s’gz. 5
16 50 U7 41.25 22, 00 a3.00 85, 00
18. 00 27.00 45.00 24. 00 36.00 60. 00
19. 50 20,25 48.75 26.00 39,00 5. 00
21.00 81.50 52. 8¢ 8. 00 42. 00 70. 00

11t is assumed that an individual earns ct lesst $200 In each year of coverage. If this wers not the cass,
the benefit would be sotnewhat lower.

Not all lump-sum payments are eliminated under the new plan.
Upon the death of an insured individual leaving no one immediately
entitled to a monthly benefit, there will be paid a lump-sum benefit of
six times the monthly benefit of the deceased. This lump sum will be
paid to a surviving close relative, or if no close relative exists, then to
the person assuming the responsibility for the funeral expenses of the
deceased person to the extent of his actual disbursements.

Table 4 shows illustrative lump sums payable in these cases.

TasLr 4, Ilustrative lump-sum death payments payable equal to 6 times the primary
insurance benefit

Average monthly wages
$50 $100 $150 $250
Years of coverage:
R $123.60 | - $154.'50 $135. 40 $247.20
B ecccenennccmemrr s arocmaccacaecnsnamcasnnaa 126, 00 157. 00 189. 00 262,00
{1 S ammemem———— 132,00 185. 00 19800 264. 00
. S SIS 144. 00 180. 00 218. 00 288. 00
B0 cicmccmcccccamecrcccamaccnmacaenecnorenm e 166. 00 105 00 234.00 312.00
B0 et emcmcceeseancccccmcem—neaam—————— 16%.00 210. 00 252,00 336. 00

QUALIFYING PROVISIONS -

The amendments provide a revision in the requirements concerning
the length of time covered and amount of wages that must have
been earned under the system in order to establish eligibility for
benefits.

The revised requirements for benefits are similar in principle to
those found in the present law but are changed in several respects,
due to the following reasons:
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1. Since payment of benefits would be advanced. to 1040, ‘the
number of qualifying quarters and the amount of wages are teduced
in the early years. .. ... . . .. L0

2. Since wages aftor the age of 65.were not counted during 1937,
1938, and 1939, the qualification srovisions;gmiadjueted to permit
such gmsons to quelify without undue hardship. . - = ..

3. The present Jaw permits persons who are in insured employment
for only a short time to receive very large benefits in comparison te
their contributions. In order to reduce the cost of 'payi;f benefits
to these persons who shift between insured and uninsured employ-
ment, there have been added provisions to protect the system in
future years. , ; ; :

4. The addition of widows' and orphans’ benefits necessitates a
shorter qualifying period for current insurance protection in the case of
persons who die without having been employed as long as is required
to qualify for old-age insurance benefits. .

“FULLY INSURED” AND “CURRENTLY INSURED"

Your committee have given particular attention to the border-line
situations which will arise in the early years of the proposed. old-age
and survivors insurance system whereby some persons will baraoﬁy
qualify for benefits and other persons will barely miss qualifying for
benefits. It is inevitable that border-line situations wlﬂ arise .in the
early years of any contributory social-insurance system which does
not cover all of the gainfully occupied persons. It is also true that the
border-line situations existing under the proposed amendments are not
so serious as the border-line situations which would arise under the
present law. Under the present law, if a person reaches age 65 without
having met the eligibility requirements, it is impossible for him ever to

ualify for a monthly benefit by earnings after reaching age 65. Under
the proposed amendments a person who fails to qualify for monthly
benefits by the time he reaches age 65 can nevertheless qualify by
carnings received after age 65 in insured employment. However, your
committee believes that the border-line situations that still arise
under the amendments should be reduced to a minimum. Accordingly
the eligibility conditions have been reworded although the essential
clements contained in the bill passed by the House are retained.
Likewise, it is recommended that wages of persons over 65 years of
age be counted for benefit and tax purposes Iiwg;inning on January 1,
1939, instead of January 1, 1940.

In the bill passed by the House a distinction is made between a
“fully insured” individual, as one who has satisfied the eligibility
requirements for all benefits (old age as well as survivorship) and a
“currently insured’’ individual, as one who has satisfied the eligibilit
requirements for survivorship benefits only. The eligibility condi-
tions for a ‘“fully insured” individual are greater than for a ‘“‘cur-
rently insured’” individual. This distinction is necessary in order to
furnish more immediate protection to survivors against the risk of
premature death of the breadwinner while not unduly relaxing the
requirements for old-age-retirement benefits which is a future risk
against which workers have an opportunity to build up advance
protection.
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_In 'substance, the definition of a “currently insured’ individual in
the bill passed by the House 18 ‘one who has earned $50 in one-half
of the 12 calendar quarters preceding his death. Your committee
do not.?ropoae‘tto make a change in this definition of a f‘currently
insured” individual. They do recommend, however, that the defini-

tion of a ‘‘fully insured” individual, which is now expressed in terms
of calendar years, be expressed in terms of calendar quarters instead.
The definition of a ‘“fully insured’’ individual suggested by your com-
mittee is in substance as follows: An individual who has earned at
least $50 in each of one-half of the calendar quarters elapsing since

December 31, 1936 (or since he became 21 years of age, if later) and

the date when he died or became 65 years of age. A minimum of 6
quarters and a maximum of 40 quarters of such earnings would be
required. Your committee believe that this change from calendar—
years to calendar quarters in the definition more effectively establishes
the individual’s past participation in insured employment and con-
sequently eliminates the necessity for a requirement as to aggregate
earnings as contained in the bill as passed by the House. Your com-
mittee also believe that it warrants a change in the maximum period
of time in insured employment from 15 years, as in the House bill, to
40 quarters.

e chanfe suggested above would not only have the advantage of
using calendar quarters in defining both a “fully insured” individual
and a “currently insured” individual but would have two added
advantages. It would enable a person who had reached age 65 and
had just missed qualifying to qualify by earning an additional $50
in a subsequent quarter instead of an additional $200 in a subsequent

ear.

d It would also permit a smoother progressive increase in the eligibility
requirements as the insurance system matures. This is important
since some progressive increase in the eligibility requirements as the
insurance system matures is essential in order to make certain that
the benefits bear a reasonable relationship to contributions and wage
loss. It is necessary if a social-insurance system is to be adequate to
pay benefits to those retiring in the early years which are in excess of
the actuarial value of their contributions since they have not had an
opportunity to make sufficient contributions in the past. It is also
ogvious that the earnings qualifications cannot be as strict in the
early years because those reaching retirement dge in these years have
had only a limited opportunity to demonstrate their earnings record
since the system went into effect. However, as the system grows
older and the opportunity to establish a contributions and age record
increases, it is desirable that the contributions and earnings qualifica-
tions also be strengthened in order to make certain that %;eneﬁts are
reasonably related to contributions and loss of earnings.

The change in the definition of a “fully insured” individual in itse f
will permit some very low-paid and intermittently employed workers
to qualify who could not otherwise qualify, but in general it does not
liberalize to any considerable extent the eligibility requirements con-
tained in the bill as passed by the House, However, the other recom-
mendation of your committee—-namely, that the earnings of persons
age 65 and over in covered employment be counted for both benefit
and tax purposes beginning January 1, 1939, instead of January 1,
1940—does greatly increase the number of persons now 65 years of
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age who will be able to ﬁ]nqli_fy,qur_ benefits in 1940 and' subsequént
years. It is, of course, these individuals who have already reached
age 656 who will be the first to retire, but the present law disregards
for both benefit and tax purposes all wages earned after age 65, thereby
making it most difficult for these individuals to qualify. The change
suggested would enable all persons who bave reached age 85 prior to
January 1, 1939, to develop or complete a qualifying wage record
beginning January 1, 1939, instead of January 1, 1940. It is esti-
inated that the effect of this change would be to enable more than
twice as many persons to qualify in 1940 as could qualify if the wages
of persons over 65 years of age were not taken into consideration until
January 1, 1940. Of course, even without this change many of these
individuals would qualify in 1941 and subsequent years instead of in
1940. However, the effect of the change is to increase the amount of
benefits that will be payable during the 15-year period 1940-54,
inclusive, by $695,000,000. Table 1 shows the combined effect on
benefit payments (iuring this period of the time of the changes sug-
gested by your committee. Table 6 shows the progress of the reserve
after taking into account these changes.

INDIVIDUAL EQUITY PRESERVED

The proposed revision, while maintaining a reasonable relationship
between past earnings and future benefits, provides proportionately
greater protection for the low-wage earner and the short-time wage
earner than for those more favorably situated. But practically every
worker regardless of his level of wages or of the length of time during
which he has contributed, would receive more by way of protection
than he could have purchased from a private insurance company at
a cost equal to his own contributions. In other words, the system
recognizes the principle of individual equity, as well as the principle
of social adequacy. It has been possible to incorporate in the system
both these aspects of security gy utilizing a larger proportion of
employers’ contributions to pay benefits to those retiring in the earl

ears and to low-wage carners. This is similar to the procedure whic
is followed in private pension plans which recognize that the employer
must contribute more liberally in behalf of older workers if they are
-to have sufficient income to retire.
Table 5 shows that under the tax and benefit plan as recommended
every worker will receive more in protection for at least the next 40
ears than he could purchase from a private insurance company with
is own contributions, Even in an extreme case of a single person
earning $250 per month for the next 45 years, the annuity purchasable
elsewhere would amount to only 30 cents per month more than the $58
per month such person would be entitled to under the revised plan.
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TasLn §.—Theoretical muthly annuilies purchasadble with only employse tax and
. benefita under proposed plan, for single men entering the system January 1, 19871
W Purchassble Sum'd Purchasable
P snnuity snnuity
Level monthly wage of $50 | Level monthly wage of $100
Yeoars of coverage
& iecccdiicccmccrtaccscactaceraeavhamaa. $90. 60 $38. 78

[ . - - 21.00 2 2 8
10. ceemeevesmecmcormmmraaessecuamnnn~ .00 7. 50 %0.41
N...c..- eommennee - cem 34,00 $1. 88 20,00 3.96
.+ T 26. 00 425 32 50 9,51
) - 2. 00 816 34 00 17.40
e .00 10. 68 38.28 2.8
Level monthly wage of §150 | Level monthly wage of $250

. J 90 ‘ 1.2

e ————— wel 8| BR 8
83.00 $0.94 4. 00 8.9
34. 00 6.35 48.00 1.4
29.00 .77 §3.00 2.2
42.00 26. 81 56.00 5.4
43. 80 4.0 38, 00 I8 0

t These calculations are based upon the Standard anpuity table, at 8 percent interest. Taxes leas 10-
perosnt allowanoe for expenses are used for theoretic premiums. Part of the taxes are applied to the
purchase of a death benefit which is identical with that of the suggested &hn. and the remainder of the

taxes are applied to the rurehm of a deferred annuity with no death bene
" fons have been made: 4
perce

The following mumP :
As regurds taxes: A 1 nt tax rate oo employer and also on emgloyu through 1042; a - nt tax
:m on each {n 1943-43; & 234-pervent tax rate on each In 1946-48; and a 3-peroent tax rate on each in 1949 and

As regards benefits: Continaous years of coverage from age at entry to age 63, retirement at age 65; ind!-
vidmi remains single for his antire lifetime and does not leave a wl?ow. s child under 18, or a dependent

1 T'axos are used up entirely in purchssing the lump-sum death benefit so that no annuity is purchasable,
FINANCING

Certain amendments are proposed which affect the financial frame.
work of the old-age insurance system. First, the old-age reserve
nccount is changed to a Federal old-age and survivors insurance
trust fund with the Secretary of the Treasury, the Secretary of Labor,
and the Chairman of the Social Security Board, all ex officio, acti
as a board of trustees. The board of trustees will supervise the fun
and-will report to Congress annually and whenever the trust fund
becomes unduly small or exceeds three times the highest annual
expenditure anticipated in the ensuing 5-fiscal-year period. The
Secretary of the Treasury will serve as managing trustee of the fund.
All assets credited to the reserve account as of January 1, 1940, are
transferred to the trust fund when the reserve account is abolished
on that date. It is further proposed that an amount equal to the full
amouni of the old-age insurance taxes collected in the future be
permanently appropriated to the trust fund. Provision is made
for the administrative costs of the plan to be met from the trust fund.

The method of investing that portion of the trust fund not needed
for current claims or adminisirative purposes will be like that now
provided in the case of the unemployment trust fund. Instead of a
minimum 3-percent interest on tﬁe investments of the present old-
age -reserve account, the Federal old-age and survivers insurance
trust fund, like the unemployment trust fund, will earn interest at
the current average rate of interest borne by all outstanding interest-
bearing obligations composing the public debt. At the present time
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t&;‘e rate c;f interest being paid to the unemployment trust fund is
he present tax schedule is amended so that the current rate of 1
percent on employers and 1 percent on employees is continued until
1943. This postponement in the tax step-up will save employers and
workers about $275,000,000 for 1940 or a total of $825,000,000 for
the 3 years 1940, 1941, and 1842. However, no change is made in
the tax schediile thereafter. The rates will still increase to 2 percent
in 1943, 2% percent in 1946, and 3 percent in 1949 and thereafter.
The result of the changes from existing law with respect to taxes
and benefits on the size of the reserve and the amount of the benefit
payments is shown in table 6. It should be noted that the maximum
reserve built up in the period shown will be between six and seven
billion dollars. It should also be noted that the size of the reserye
will conform closely to the recommendation of the Secretary of the
Treasury of an “eventual reserve amounting to not more than three
imes the highest prospective annual benefits in the ensuing 5 years.”

TABLE 6.—Progress of reserve under the inlermediaie retirement estimate of benefi!
disbursemenls with interest al 8% percent. Tax rate at 8 percent untsl Jan. 1, 1943,
and thereafter following the present schedule

{In millions of dollars}

1040 | 1041 | 1042 | 1043 | 1044 | 1045 | 1050 | 1955

Net tax receipts (gross receipts minus admin-

fstrative expenses)!. . ... .. eicevercamann 801 508 504 919 1,087 | 1,078 | L, 761 | 1,849
Less benefit payments._.__.___ . ... oon.. 1114 298 431 583 067 716 | 1,422 | 1,040
Net cash receipts to Government._._... 387 207 73 336 400 302 320 ~81

Add interest at 2¥4 percent. . . ... o oeeeo.. 4] 49 54 1} n 82 136 169
Totrl addition to fund...ccceveaanaa.- 428 256 127 897 471 384 465 RR
Fund at end of year.....occeaccmaonancane 1,871 | 2,127 1 2,25¢ | 2,651 | 3,123 | 8,506 { 5,737 | 6,871

1 Does not Include any adjustinent for refunds to employees who receive more than $3,000 in wages from
covered employment in any one calendar year.
1 Includes estitnated 10 million payable in 1940 for Jump-sum claims previously ineurred.

Nore.—The fund at the end of 1939 i3 estimated to be $1,443,000,000. Benefit payments exceed net tax
teceipts in 1954,

It should be clearly understood that the estimates presented are
subject to a margin of error. Changes in average wages, death rates,
birth rates, the rate of retirement, the proportion of the aged in the
total populution, and shifts between insured and uninsured groups
may result in substantial changes in these figures in the future. It
is impossible, therefore, to predict accurately the future trends of all
the factors influencing the long-run aspects of the old-age insurance
grogram. The further one projects estimates of future income and

enefit payments, the greater is the margin of error. Constant study

and frequent revaluations are, therefore, easential for the long-run
financing of our social insurance system. This is one of the reasons
why the bill provides that the board of trustees make an annual
report to Congress on the actuarial status of the system, and report
to Congress whenever the trust fund is unduly small, or excceds
three times the highest annual expenditures expected in the next
5-fiscel-year period.

According to the best expert information available to the committeo,
the estimates presented here are reasonable approximations of the
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income and outgo of the insurance plan for the next 15 years. The
actual figures will no doubt vary somewhat from those shown in
table 6. However, the benefit payments shown, although based
upon an intermediate estimate as regards rate of retirement, probably
represent maximum amounts ann le under_the provisions of the
bill. A serious downswing in business conditions might increase the
rate of old-age retirement and decrease the estimated amount of tax
“receipts, but such variations would probably not alter the fact that
the contributions and interest will cover all benefit payments for the
next 10 to 15 years. It is only when consideration is given to the
income and outgo of the s[ystem for 40 to 45 years, or even more, that
it becomes quite impossible to predict the future status of the system.,

Table 6 shows that the annual contributions from workers and em-

loyers will probably be sufficient until 1955 to meet all the-annual
nefit payments under the revised plan. If the original actuarial
assumptions of 1935 prove to be correct, it is possible that benefits
for all time to come can be financed from the present schedule of taxes
and the interest from the fund, even with the recommended postpone-
ment of the tax step-up until 1943. However, upon the basis of addi-
tional data developed since 1935, it would appear that the actuarial
calculations of 1935 represent a minimum estimate of the future costs.
Therefore, it is possible that the annual cost of the benefits may begin
to exceed the annual tax collections about 1955 or even somewhat
sooner. —

Only after experience has been obtained in paying benefits for sev-
eral years will we have a better picture of the probable future develop-
ment of the system. Even then continual change will be necessary
in the estimates due to the many variable factors which go into making
such estimates. .

In making the changes in the present plan the committee has kept
constantly in mind the fact that, while disbursements for benefits are
relatively small in the early years of the program, far larger total
disbursements are inevitable in the future.

The plan provided for in the bill is designed to safeguard workers,
employers, and the general public. In fact, your committee agrees
with the House that the revised plan is a much safer one than the
present plan. As has already been pointed out, while the annual costs
under the revised plan are greater in the early years of operation, the
future annual costs of the benefits when the system reaches maturity
are materially lower than under the present law and the over-all aver-
age cost is kept about the same. Consequently, it is believed that
there is not the same danger as exists in the present. benefit schedule,
the cost of which, while deceptively small in the early years, mounts
very steeply as the years progress. _

Unforeseen contingencies may, however, change the entire operation
of the plan. It is important, tfxerefore, that Congress be kept fully
informed of the probable future obligations being incurred under the
insurance plan as well as the public-assistance plans. Each generation
may then meet the situation before it in such manner as it deems best.

If future annual pay-roll tax collections plus available interest are.
insufficient to meet future annual benefits it will be necessary, in order
to pay the promised benefits, to increase the pay-roll tax or provide
for the deficiency out of other general taxes, or do both. Broadenh;ﬁ
the coverage of the system to bring in those persons now exclud
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will not only make the system more effective in providing protection
but also strengthen its actuarial base by still further eliminating the
possibility of unearned benefits to the worker who moves from unin-
sured to Insured employment.

COVERAGE

Four years ago, when the old-age insurance program was being
planned, it was expected that the act as iassed would provide old-age
security for about half of the gainful workers in the country. It was
realized, of course, that many workers who might not be insured
under the act at any one time would later obtain protection by shifting
into insured occupations. It was ﬁenera.lly supposed, however, that
the group so shifting would be small compared with the great mass of
workers, who, throughout their working life, would remain continu-
ously either in the insured category or in the uninsured category.

Operation of the act shows that the extent of migration, temporary
or permanent, from uninsured to insured employment is far greater
than was assumed by the President’s Committee on Economic
Security in 1935. As a consequence of the migration, a much larger
proportion of the total population of the United States will qualify
um&r tﬁle contributory system for old-age benefits than had been
expected. '

he most important excluded groups are agricaltural labor, domestic
service, and certain nonprofit organizations; here your committee
agrees with the House that it would be unwise to remove the exemp-
tions from these three groups at the present time. The present bill
does, however, extend old-age insurance coverage to some 1,100,000
more workers by removing the exemption of maritime employment,
wages earned after 65, and certain Federal instrumentalities such as
national banks and State banks which are members of the Federal
Reserve System.

In order to eliminate the nuisance of inconsequential tax payments
the bill excludes certain services performed for fraternal benefit
societies and other nonprofit institutions exempt from income tax, and
certain other groups. While the earnings of a substantial number of
persons are excluded by this recommendation, the total amount of
earnings involved is undoubtedly very small. No estimate is avail-
able of the number of persons or amount of earnings so excluded. The
intent of the amendment is to exclude those persons and those organi-
zations in which the employment is part-time or intermittent and the
total amount of earnings is only nominal, and the payment of the tax
is inconsequential and a nuisance. The benefit rights built up are
also inconsequential. Many of those affected, such as students and
the secretaries of lodges, will have other employment which will enable
them to develop insurance benefits. This amendment, therefore
should simplify the administration for the worker, the employer, an
the Government.

Nine other amendments to the coverage provisions are included in
the bill. They are as follows:

1. Agricultural labor.—The present act excludes ‘‘agricultural labor”
from coverage. The bill continues the exemption of agricultural
labor and defines the term so as to clarify its meaning and to extend
the meaning to certain services which are an integral part of farming
activities,. These provisions are explained in detail in a subsequent
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art of this report, in connection with the definition of “‘agricultural
Pl’b’ot" a8 defined in seciion 209 (1) of the bill. - o,gn,

2. Exelusion of payments to employer welfare plans.—The term
“wages’’ is amended 80 as to exclude from tax payments made by an
employer on account of a retirément, annuity, sickness, death or
accident-disability plan, or for medical and hospitalization expenses
in connection with sickness or accident disability. Dismissal wages
which the employer is not legally required to make, and payments
by an employer of the worker’s Federal insurance contributions or a
contribution required of the worker under a State unemployment-
compensation law are also excluded from tax. This will save employers
time and money but what is more important is that it will eliminate
any reluctance on the part of the employer to establish such plans
due to the additional tax cost. _

3. Fishing.—The bill exempts services performed in fishing and cer-
tain related activities, and also an officer or member of the crew of any
sail vessel or any other vessel of less than 400 tons.

4. Newsboys.—The bill exempts services performed by an individual
under the age of 18 in the delivery or distribution of newspapers or
shopping news, not including delivery or distribution to any point for
subsequent delivery or distribution.

5. gtate employment.—The exemption relating to employment by
State instrumentalities is so defined as to apply only to an instru-
mentality wholly owned by the State or political subdivision, or tax
exempt under the Constitution.

6. Foreign governmenis.—Provision is made for the exemption of
foreign governments, and their instrumentalities under certain con-
ditions, from the old-age-insurance taxes.

7. Family employment.—Service performed by an individual for his
son, daughter, wife, or husband, and service by a child under 21 for
his parent, is excluded so as to make the old-age-insurance coverage
identical in this respect with unemployment compensation covarage.

8. Included and excluded services.—The law is changed with respect
to services of an employes performing both included and excluded
employment for the same employer so that the services which

redominate in & pay period determine his status with that employer
or that period.

9. Multiple employment.—The bill provides for a refund without
interest to employees who earn wages in covered employment in excess
of $3,000 from more than one employer in any given calendar year.
The claim for refund must be made to the Bureau of Internal Revenue
of the Treasury Department within 2 years after the calendar year in
which the wages are paid with respect to which the refund is claimed.

ADMINIBTRATIVE CHANGES

1. A provision is included requiring employers to furnish employees
a statement, which they may retain, showing the amount of taxes
deducted from their wages under the old-age-insurance system.

2. Provision is made for making more equitable the recovery by the
Federsl Government of incorrect payments to individuals.

3. Provision is made respecting the practice of attorneys and agents
before the Board.
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4. Detailed provisions have been ‘added relating to rules and regn-
lations, hearings, and decisions with nr:ca)‘)eottomaurmoe benefits, pro-
cedure for judicial review of thie Board’s decisions, and delegation of
authority by the Board. - L St

5. Provision is made for giving an opportunity for a hearing to a
wage earner or interested individual with respect to any entry, omis-
gion, or revision of the Board's wage record within 4 years after the
year any wages were paid or alleged to be paid, and as to the finality
of the record. : -

6. Subchapter A, chapter 9, of the Internal Revenue Code (formerly
title VIII of the Social Secunity Act) is given the short title “Federal

Insurance Contributions Act.”

UNEMPLOYMENT COMPENSATION

The unemployment compensation and public assistance provisions
of the Social Security Act constitute the most comprehensive attempt
yet made to utilize a system of Federal-State cooperation for the solu-
tion of national problems. To promote State action in unemployment
compensation, the Federal law establishes a uniform tax payagle by
employers regardless of whether the State’in which they operate has
an unemployment-compensation law; it then permits employers to
offset (up to 90 percent of their Federal tax) contributions paid by
them under a State unemgloyment—compensation law. The act also
provides that the Federal Government shall make grants to the States
o cover the entire necessary cost of proper administration of their
unemployment-compensation laws.

The House bill relative to unemploymcnt compensation deals with
certain changes which in no way alter the fundamental Federal-State
pattern now set forth in the Federal law. Under the present law the
States are given very wide latitude in determining the way in which
the State unemployment-compensation laws should cperate. The
Federal _law merely prescribes a few simple standards. The States
determine all such questions as the type of fund, the coverage-of the
law, the eligibility provisions, the wailing period, the amount and
duration of bonefits, the type of administrative agency. They also
select the personnel and determine the compensation and tenure of
such personnel.

Though the adjustment of Federal-State relations is at best a diffi-
cult and delicate task, particularly in the field of social legislation,
experience so far in unemployment compensation indicates a large
measure of success. The present provisions of the Federal law have
proved completely effective in facilitating the enactment of State
unemployment compensation laws. These laws and the character of
their administration have on the whole been reasonably satisfactory.
The inevitable administrative difficulties involved in the inauguration
of any large-scale undertaking were accentuated by the fact that in 22
jurisdictions wnemployment compensation first became payable in
January 1938, at a time of unexpectedly heavy unemployment. It is
therefore, not surprising that a considerable backlog of undisposed
claims accumulated during the early months of benefit payments.
In spite of these difficulties the 31 jurisdictions that had begun paying
benefits by the end of 1938 had paié out about $400,000,000 1n benefits
to approximately 3,600,000 unemployed workers.
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The most pressing problem in unemployment compensation during

1938 was the improvement and simplig;tion df the State laws,
Some 30 States have already passed extensive amendments at this
year’s legislative sessions and about 13 other States are still con-
sidering substantial changes—all designed to simplify and improve
administration for the benefit of the employer, the worker, and the
Government. Further encouragement is 8'ﬁi\ren bsy the fact that the
latest figures for 1939 show that practically all States are now cur-
rently dls(i)osmg of all claims received and have eliminated their back-
log of undisposed claims accumulated during 1938.

Although all the States, the District of Columbia, Alaska, and
Hawaii are receiving Federal grants for the administration of their
unemployment compensation laws and although benefits are now
being paid in 46 States (in addition to Alaska, Hawaii, and the Dis-
trict of Columbia) the unemployment compensation prograimn is still
in its infancy. Only 22 States, In addition to the District of Colum-
bia, have had benefit-paying experience for more than 1 complete
year. In one State benefits have been payable since July 1936, and
21 others in addition to the District of Columbia began benefit pay-
ments in January 1938. Six more States and the Territories of Alaska
and Hawaii came in some time during 1938 so that a total of 31 juris-
dictions were paying benefits by the end of 1938; another 16 joined
the benefit-paying group in January 1939. Not until July of this
year, when the last 2 States come in, will the Federal-State unem-
ployment compensation program be fully functioning.

It is estimated that at the end of 1938 approximately 27,600,000
workers had earned wage credits in some prior period of employ-
ment covered by State laws, and that, at that time, 668,000 employers
were subject to State laws. More than 38,000,000 benefit checks
were issued during the year 1938, the average weekly check for total
unemployment being approximately $11. Data on the operation
of the States paying benefits in 1938 are shown in table 7. Up to
the end of Aprgu;939, ne&rli $540,000,000 had been paid out in
unemployment compensation benefits bg the 46 States, the District
of Columbia, and the 2-Territories which had started to pay benefits
before thai date. (See table 8.) During the month of March
1939 alone, almost $49,000,000 was paid out in benefits to more than
1,000,000 workers.
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TasLB 7.~—~Number of unem: int. compensation claime’ received and numbes
ando':moual of AL payments, 1938, by States

. Average check ¢
Number of | Number of
initial | continued Nnmbu of | Net amount |~
State checks of benefits
clalms claims tssued 3 wd . 'I‘otll un- Pll‘ﬂtl
received ! | recelved ? emmploy- | unemploy-
ment ment
Total for States re-
porting. ..coooeeeee 9,484,004 | 45,511,835 | 38,075, 791 | $303, 788, 700 $10. 03 539
Alabama. .. .ceeeecvaccovacan 201,217 | 1,500,425'1 1,163,327 8, 128, 100 7.66 [ %14
Arfzona.. . .ccouo.o P 30, 637 221,622 161, 623 1,902, 407 11.79 ®
Callfornif..veecacacccnnancn 693,720 | 74,042,705 | 2,488,011 23, 716,354 8.72 5.94
Connecticut. .. ..o ..o 354, 1,900, 748 | 1,216,001 12, 284, 387 10. 59 3.07
Distriot of Columbia....... 43, 991 305,020 , 059 1,672,478 881 577
1d8ho.. ccvamaceeacaaa wee 18, 965 M, 148 ) 10. 73 6.13
Ind 225,800 {9 1,637,201 | 1,466,610 16, 308, 562 12.76 89
TIowa...... 82, 358 2 ‘280, 2, 586, 9.30 5.00
Louisiana 134, 365 554, 212 4,007, 049 8. 41 6.38
Maine. .. 126,102 | 7818,3758 566, b8 4, 535, 8431 544
Maryland 648 | 1,802, 1,125,218 10, 143, 809 10. 20 5. 96
Massachusetts 626,965 | 92,512,604 | 2 563,8 27, 65 10. 62 :
Michigan.... 584,142 | 3,509,362 | 2,958, 39, 903, 051 13. 49 1) -
Minnesota. 179,603 | 1,278, 793,070 8, 161,095 10. 38 5. 08
Mississippi. .. 67, 639 304, 649 240, 231 1,414,216 8. 89 )
New Hampshire.. 117,042 559, 138 324, 246 2,731,870 9.28 4.99
New Mexico 4,394 1,017 1,017 \ 9.2 | 877
New York 2, 589, 806 (%) 7,417,119 |' 87,330, 641 11,97 (W)
North Carolina 400,445 | 3,445,520 | 1,140,497 8, 216, 040 6. 89 4.68
Oklahoma 22,325 21, 963 8, 71,231 10. 67 29,00
Oregon 188, 320 7761,813 | 532,712 - 5,916,399 11,04 6,37
Pennsylvania. .c...eeeann.... 1,090,431 | 9,229,875 1 6,408,304 71, 545, 301 11.18 @)
Rhode Island. . ceuneeuaao. 102,032 | 1,681,151 | 1,000,584 9, 293, 286 9.63 517
Bouth Carolina. .cc.uauuen.. 34, 410 203, 546 112,088 595, 147 6.71 303
Tennessee. - - ccucccmamcannan 104,246 | 1,906, 484 867,018 @, 144,192 .37 4.16
TOXAS. oo oo eeaicaiaans 316, 759 1, 803, 291 1,051, 219 9, 343, 9.22 5.87
L 617: | DO PRI N 302, 289 , 198 2, 481, 300 11,37 7.56
Vermont....eeeecacnan 29, 870 152, 603 , 716 821,712 9. 39 507
Virginia. . .o ceavmaaaaaaaas 148, 933 Y 838, 777 8086, 297 5, 635, 688 8.08 4.02
West Virginia.cceancaceean.. 187,047 [ 72,017,004 | 1,258,577 12, 085, 373 10. 83 5.04
Wisconsin. . oo 250,031 | 1,279,785 963, 351 9, 407, 697 10, 54 47
L]

1 An initial claim I3 a first claim for benefits in a perfod of unemployment. In some States, “additional”
claims, whlc';hl arcla t&x:a claims Initiating the second and subsequent spells of unemployment within a benefit
year, are not included.

1A c?ntlnue(ti claim {s a claim reported weekly, following the filing of an Initial claim, during a period of
unemployment.

3 Not adjusted for returned benefit checks, -

¢ Adjusted for returned benefit checks,

# No adjustment made for Sayments for less than the full beneflt rate, such as those representing adjust~
ments, supplementary, and final payment checks.

¢ No benefit {)ayments for partial unemployment.

1 January not included.

$ May and June not included.

? January, February, and March not included.

1* No provision in 8tate law for payments for partial unemployment.

1t Payments for partial unemployment not effective untii January 1939.

12 Data not reported,

1 Only 2 payments made in December 1938, when benefits were first payable.
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TasLe 8.— Unemploymend compensaison

benefit payments,! January 1938 to: April

1989, by 8
Net benefit
Date benefits Net beneﬂt ymen“'
Btate first payable p"l%‘-:sm'" anuary to
Aprll 1639
Total, all States wa]- - $303, 785, 709 $140, 169, 497
Alabama. .-| January 1938.... 8,128,100 1,444,83)
Alssks. - January 1030....] = 110,875 ... __..... 119,878
Arizona ..} January:1938.... 1,902, 407 571,263
Arkansas. January 1039....1] = 690,782 |.cenoonnn... 500, 752
California. . - ..| January 1038__.. 23,716, 354 13,211, 543
Colorado. ..o roenccecnneamanonacennas January:1039....1 1,270,841 | ..o . ....... 1,270, 341
Connecticut....... temecenceenumen——— January 1938__.. 12, 254, 387 2,114,081
Delaware. . :_._.._... weerhbmmaem——ane January 1939....] = 270,808 | ceceenaun--- 219, 808
District of Columbla...ceevcaaavacnce-- January-1938.... 1,672,478 638,
Florida. ..o cccccaceccmanannan January 1939....] = 38,7600 |occuccvncmnennn 381, 760
GeOTRIB. c oo ccavnncacccamecsanenfannas d0.ceeenceans] 844,068 ... vamemm——- 844,
— e el w1
0.... 1,477,218
Tilinols. . Aaalyese. o .. .
Indiana.. 16, 308, 562 4,605,113
Iowa... . 585, 2,869,177
Kansas. -..| January 1939__..] = 1,085,880 f..cecuennena- 1, 085, 589
Kentuoky .- 11, S, 1, 648, 400
USIADA e oo oo e ecemmmeecncaameane 8,334,070 4,007, 049 2,327,021
AING. . . cvceracrrvmanecnc e ———— 5, 888, 341 4, 535, 455 1, 352, 886
Maryland...... - 12, 389, 629 10, 143, 809 2, 245,82
Meassachumetts. .. ....ececevcacacaaconce 640, 448 27, 098, 765 8, 541,683
Michigan. ... - - 81,016, 048 39, 903, 051 11,11},997
Minnesota.. ca- ceanne 12,217,028 8, 161, 095 4,055,033
Mississtppl. e s oo oeecmeees 2,078, 548 1, 414, 218 864, 332
Missourl....cueneencancan evemememaane January 1839.... 1,616,578 |ccueucaceaucan 1,616, 678
Montans. .. uereeecneccecnmaaccoacann- July 1030, oo e e |
Nebraska. . ovucemecmeevncannncanncne- January 1939_... 669,768 | ccuecacamnenn 659,768
Nevada. ....cveiccccancvccacesaan]onne- 0. eacnane 243,982 |oveoe oo 243, 932
New Hampshire. .. coalceececunnanceme- January 1038.... , 251, 038 2,731,870 519,168
New Jersey..occucacancna .| January 1939. ... , 000,041 | ... 5, 900, 041
New Mexico.. December 1938... 463, 200 9,210 454,
New York.... January 1938.... 14, 548,704 87, 330, 641 27,218,063
North Caroling. ..o eeeemccecaccmaac)aeea- do.c.oo ... 10, 056, 9' 8, 216, 040 1,840,938
North Dakota. ... vecmcncccccaavocen January 1939.... 261,497 | oea 251, 497
OO e ceiccrnnamecacamananceamaanmmafazncn do..cane.... 6,783,475 | comeaeoean 6,783,476
Oklahoma..... December 1938. .. 2,108, 71,231 , 038, 103
OFegon. ......cceecencenamcmmmoncancoren January 1938.... 8, 026, 5,916, 399 2,110, 328
Penpsylvania..coceccneemcvancncacoacacfomeen (s [+ T, 89, 759, 71, 545, 301 18, 214, 318
Rhode ISland. oo rcemcccccncninenoauas [ 1+ T 10, 8986, , 203, , 603, 351
South Carolna..cav oceeeooamciacaans July 1938.__..... 1,388, 595, 147 703,233
Bouth Dakota. oo cccccacccacuan January 1939____ 216,804 |oceeeeaieean 216, 894
. Tenness:e. January 1838.... 7,851, 6, 144,192 1, 607, 630
MOXRAS e crmecssesnanamnnanmaeemmen]aneen o [+ SN 13, 366, 9, 343,884 4,012,145
Utah....ceceenencamenncmmmrasccancnnesaceas do._.._. ———e 8, 185, 461, 300 T24, 515
Vermont.....oo..occeenccecomscanmaross|-neu- [+ [+ SR, 1, 086, 821,712 264, 405
VIERIDH8. o e e ccncc e em e meame e e m e T [ S 7,218, 5, 635, 688 1,641,177
Washington.... ..| January 1939_... 2,622,418 |ocomae oo 2,622,418
West Virginia.......- emmmmeveer—m——ea January 1938.... 13, 446, 12,085, 373 1,381 035
Wisconsln.....vecreveccemcmaann cooweena] JUlY 1836 ._.__.. * 10, 868, 157 9, 407,697 - 1,460, 460
Wyoming.. January 1939.... 614,580 { ... 514, 689

1 Adjusted for returned and volded beneflt checks.
1 Does not include $2,148,827 pald prior to January 1938.

As of April 30, 1939, a total of $1,270,370,000 was available for
benefits in all the States (see table 9).
of moneys deposited in the unemployment trust fund, held by the
States pending deposit, and withdrawn by the States pending benefit
payment. Of this amount, $1,118,120,000 was available for benefits

in those jurisdictions actually paying benefits.

This sum represents the total

The reserves at this

time would be about $225,000,000 less if all States had started the
payment of benefits in January 1938. Since over half the States did

not begin pa

ent until later, their reserves were built up at a faster

rate than onginally anticipated. This is evident from the fact that
in the States which did pay benefits in 1938, about 82 cents were paid
out in benefits for each dollar collected in contributions for the same
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year. Benefit paymtmte would hb,vé béén increased’ furthei' arid the
available reserves 'reduced’ to the same extent, if the s m hiad been

in operation for several ‘years so tha.t woxkers coul have bm!t up
larger wage records. , ' :

TanLe 9.—Funds available for unemploymmt comperuat{ou bmeﬁu ac of Apr 80

Punds mﬂdlo a oj
State: ( " Apr, 30, 1859

Total, all States_ ____ . cccacicnaeeaa- $1, 270, 371 000
AlADAMA . e e e cmcnimeeater e e rc e aceeae - 8, 923, 000
AlaSKa _ e e e aacaaaa 917, 000
AriZona. o et ccmmm——— e 2, 298, 000
ArKansas . e cccaaaa 6, 042, 000
Californifia e cmcecmmecccececcacccacann- e mmem——— 121, 480, 000
Colorado. o e eeaneaenas 9, 771, 090
Connectieut o oo eicccceeoon 20, 812, 000
Delaware._ .. . cceeemmmniiccciccacccceecee——aana. 4,510, 000
District of Columbia._ -« o aao. 12, 674, 000
Florida. - ccsceae e cccmccecccccccecccecaemaneen 12, 136, 000
(€004 1. J USRS Ry RS o RS A - 17,729, 000
Hawaii e e e raaees 8, 917, 000
1daNO . o e o IT ol eemcma 2, 466, 000
I HNOI8 - e e e e e e 146, 112, 000
Indianga . a e ot na 27, 110, 000
JOWB e e e mm e nacn e m—————— 11, 259, 000
Kansas. oo eeeeec—————— 11, 645, 000
Kentueky . oo s 21, 297, 000
Louisiana v e e e ceeeemaaas 13, 986, 0600
Maine . ccc e e 2, 884, 000
Maryland - - o ecee e mmm——m e maae 12, 662, 000
Massachusebts . .. iaaaaa. 59, 282, 000
Michigan - e e e e 47, 509, 000
MiInNeBotA. - cc e cecccamnaaa 16, 667, 000
1% EETIETE) 1 o) o) U USSP J 598 000
MiBBOUT - e e e e e memmceesmcacceaaaenn 40 390 000
Montans . - o o e cmmaeaee 6, 138, 000
Nebraska e cemn—aa- 8, 297, 000
Nevada . - oo e ccrmemaeaaa ‘1, 670, 000
New Hampshire. . o e coacun e mieaeaa 4, 888, 000
New Jersey . ucecemcacccancmecamaacans
New Mexicooaamaaaoaoaoaan
New York- - oo aas
North Carolina
North Dakota ..o oo eecaemaaa
Ohi0. - et ittt c—emnee
(011¢F:117s) 1Y SRR
OO - o - - et et e ecceeee e ememm
Penngylvania_ . o oo iccececdcccaccaca
Rhode Island - - . e Cemm———-
South Carolina. __ o ieiiccccccama——-
South Dakota__ e eaammcamaaa
T eNNeSSee .. - o e ev o mmmm et e e e
XA . o - ua e m e e et ceeeeam
Utah e e cr e cdcc e
Vermont. o oo T mimccccccccecaaa
Virginia . . e eiceccmanccccccmccana
Washington. .. et eccaccam———
West Virginia._ e ae-
WiBeON8IN - - e ccccdcreecca——————
Wyoming . oo e m—————

| Benefits becoms payable July 1939,
t As of end of December 1937. Benefits first payable July 1936,
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However, while the ressrve funds of most States are in a stronger
gition at the presént time than when benefit payments were first
egun, this is not true for all States. There were 13 States in which
benefit payments during 1938 were equal to or in excess of the amounts
collected In contributions from the date benefits were first payable.
In one Stgte the benefita paid out were nearly three times the contri-
butions coliected during the period benefits were paid. )

The year 1938 was a year of substantial unemployment and most
States are now vebuilding their reserve funds for future benefit pay-
ments. .Yet, the uneven character of unemployment is shown by the
fact that thres States paid out benefits during the first 3 months of
1039 in excess of the contributions collected.

Economic resources and unemployment are not of equal magnitude
in all the States. Different problems and varying standards are,
therefore, to be expected in tge various State unemployment com-

ensation systems. While benefit standards in all States are still not
ully adequate to meet the problem of unemployment, those in some
States are more inadequate than in others. At the same time, some
States have accumulated considerable reserves and there is demand
from these States for a reduction in the unemployment-compensation
contributions. Caution must be exercised, however, in attempting
to remedy these inadequacies and inequalities before sufficient experi-
ence is acquired. The Federal-State program of unemployment
compensation is the only existing permanent Federal program aimed
at meeting part of the unemployment problem. Consequently, it
raust not be viewed as temporary legislation. Proposed changes in
the unemployment-compensation program must be tested in terms
of both present need and future justification. ,

Your committee have eliminated from the bill certain amendments
to the unemployment-insurance provisions which were contained in
the House bill. In general, the two amendments which have been
deleted by your committee are as follows:

1. The provision requiring that States shall collect an average of
2.7 percent of pay rolls; and

2. The State-wide reduction plan allowing States to reduce con-
tributions if they meet certain minimum reserve and benefit standards,

Your committee have not included these two provisions in the bill
after hearing from the administrators of several State unemployment-
compensation agencies who ogposed these two provisions in the House
bill. Your committee feel that there has not been enough time to
develop sufficient experience in the field of unemployment compensa-
tion upon which to base an intelligent decision with respect to a
reduction in the contribution rates or the insertion of minimum benefit
standards at this particular time.

In view of this fact your committee feel that the wisest policy is to
continue the present provisions with respect to unemployment
insurance until such time as a thorough study of the benefit experience
of the various States will yield practical results.

The bill contains, however, certain amendments designed to sim-
plify administration for employers and the Government and to
clarify certain technical aspects of the present act. _

Employers will save an aggregate amount of about 15 million
dollars by virtue of the provision grainting relief to those employers
who paid their State unemployment-compensation contributions for
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the years 1936, 1937, and 1938 too late to qualify for the Federsl credit.
Employers who pay their delinquent taxes for these years before the
gixtieth day after the enactment of these amendments would receive
full credit against their Federal taxes for 1936, 1937, and 1938.
Further the provisions as to loss of credit on account of future delin-
quency would be relaxed by (1) increasing from 60 to 90 days the
maximum period for which the Commissioner of Internal Revenue is
permitted to grant an extension for the filing of Federal tex returns,
and (2) by providing that employers who pay their taxes after January
31 but hefore July 1 next following the close of the taxable year would
lose only 10 percent of their allowable credit.

Another of the amendments would result in & saving to employers
as well as in considerable simplification of reporting procedures.
This is the amendment to limit unemployment-compensation taxes to
the first $3,000 of annual wages. Such a limitation already exists in
the case of old-age insurance and there are distinct advantages to
providing & uniform tax base for both programs. It is estimated that
this new limitation would result in a saving to employers of about
$65,000,000 a year. :

Again in the interests of simplification and uniform reporting, the
present bill proposes to change the tax base for unemployment com-

ensation from ‘“wages payable’” to the “wages paid”’ definition used
n old-age insurance. .

Many of the same changes in coverage are provided in this bill with
respect to unersployment compensation as have already been discussed
under old-age insurance. The cases involving taxes of small conse-
quence, which would be exempt under old-age insurance, would also
be exempt from the Federal Unemployment Tax Act. The agricul-
tural-labor exemption is defined and extended as in old-age insurance.
The bill proposes to extend coverage to one of the groups now excluded,
namely, employees of certain Kederal instrumentalities such as
national banks, and State bank members of the Federal Reserve
System. This amendment would bring about 200,000 additional
persons under the unemployment-compensation program, provided
the States amend their laws accordingly. .

Provision is made in reciion 902 (h) of the bill granting relief to
taxpayers and States i those cases in which the highest court of a
State has held contributions paid under the State unemployment com-
pensation law for 1936 or 1937 not to have been validly required under
such law. This provision is to take care of the situation in North Caro-
lina where the State supreme court recently held that the provisions of
the State law requiring contributions for 1936 were invalid because

-they were retroactive. The effect of the proposed amendment is to
enable North Carolina to keep about $3,000,000 in its reserve fund
for use in the payment of unemployment compensation benefits.

Other changes affecting unemployment compensation are:

1. Authorization is given to the States to make their unemployment-
compensation laws applicable to services performed on Jand or prem-
ises owned, held, or possessed by the United States Government, such
as services performed as employees of hotels in national parks. Con-
gress has already enacted a statute giving the States authority to
apply their workmen’s compensation laws to such employees.

2. The language excluding State instrumentalities is defined as in
cld-age insurance so that the exemption applies only to an instru--
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mentality wholly owned by the State or political subdivision, as well
‘a8 those exempt from tax under the Constitution; - o

3. As in old-age insurance, the definition of ‘“‘wages’ is amended so
as to exclude from tax the payments made by an employer on account
of a retirement annuity, sickness; death, or accident-disability plan, or
for medical or hospita.l{zation expense In connection with sickness or
accident disability. Dismissal wages, which' the employer is not
legally required to pay, and payments by an employer of the worker's
Federal insurance contributions, or a contribution required of the
worker under a State unemployment-compensation law are also
excluded from tax.

4. Provision is made, as in old-age insurance, for the exemption of
foreign governments and their instrumentalities from the unemploy-
ment-compensation tax.

5. Provision is made for the exemption of services performed by
an individual for a person as an insurance agent or as an insurance
solicitor, if all such servives performed by such individual for such
person are performed for remuneration solely by way of commission,

6. Provision is made for the exemption of services performed by
an individual under the age of 18 in the delivery or distribution
of newspapers or shopping news, not including delivery or distribution
to angi‘ point for subsequent delivery or distribution.

7. The law is changed with respect to services of an employee per-
forming both included and excluded employment for the same em-
ployer so that the services which predominate in a pay period deter-
mine his status with that employer for the period. The same provi-
sion is made in connection with old-age insurance.

8. The “merit rating” or “individual employer experience rating”
provisions are clarified.

9. A provision has been inserted requiring the State laws to provide
for the expenditure of Federal grants for the administration of their
unemployment compensation laws in accordance with the Federal act
and requiring the replacement of any moneys lost or expended for
other purposes. -

.

10. Extension of time is given for the allowance of credit against the
Federal tax in cases where the employer has paid his State tax on time
but has paid it to the wrong State.

11. The time is also extended in those cases where taxpayer’s assets
are in the custody or control of a receiver, trustee, or other fiduciary
under the control of a court. ‘ ‘

12. The “tax on employers of eight or more” now contained in
subchapter C of chapter 9 of the Internal Revenue Code (formerly
title IX of the Social Security Act) is given the short title “Federal

Unemplovment Tax Act.”

. PuBLiC ASSISTANCE

The bill contains several aicendments designed to liberalize and
clarify existing Federal provisions concerning public assistance and to
simplify the administration of the State pﬁms. No fundamental
change in Federal-State rels ' ~ms is proposed.

Increase in grants for old-age assistance.—Under the present law the
Federal Government reimburses the States for 50 percent of their
assistance payments to the needy aged up to a maximum of $30 &
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month for each person aided. This means that the Federal Govern-
ment does not pay mors than $15 toward the assistance provided any
aged person in any month. The bill increases the $30 limit to $40
so that the maximum Federal grant per aged person is increased from
$15 to $20 per month. This amendment will allow the States to
liberalize their grants to needy alged persons if they so desire. The
cost of this change to the Federal Government will depend upon the
extent to which the States take advantage of the new proposal.

Liberalization of uid to dependent children.—At the present time the
Federal Government contributes only one-third of the payments
made by the States to dependent children as against one-half in the
case of the aged and the blind. As a result, there are still eight
States in addition to Alaska which are not participating in this ?ro-
gram, and in many of the States that are Earticipating, the level of
assistance for dependent children is lower than that for the aged and
the blind. Tho eight States are Connecticut, Illinois, Iowa, Ken-
tucky, Mississippi, Nevada, South Dakota, and Texas. The average
amount of aid per dependent child is about $13.50 per month com.-
pared with $19.50 for old-age assistance and $23.25 for blind persons.

The rapid expansion of the program for aid to dependent children
in the country as a whole since 1935 stands in marked contrast to
the relatively stable picture of mothers’ aid in the preceding 4-year
period from 1932 through 1936. The extension of the program duriﬁg
the last 3 years is due to Federal contributions which encourag
the matching of State and local funds. Furthermore, many States
have liberalized their laws by ado?lting a broader definition of the
term ‘“‘dependent child,” by liberalizing the amounts that may be
granted to needed cases, and by relaxing requirements relating to
residence. At the close of 1935, aid was received by 117,000 families
in behalf of 286,000 children. In May 1939 payment for aid to
dependent children was being made to about 695,000 children in
287,000 families under plans approved by the Social Security Board.
During the calendar year 1938 nearly $95.000,000 was spent by the
Federal, State, and local governments for aid to dependent children
under plans approved by the Board. The number of old people now
being aided through Federal ﬁ?nts is nearly three times as large as
the number of dependent children being saided. But the actual
number of dependent children in need of assistance is probably fully
as large as the number of needy aged now receiving assistance.

The bill makes three changes, effective January 1, 1940, designed to
expand aid to dependent children. They are as follows:

1. The Federal matching is increased from one-third to one-half.
This will enable the States to give aid to many additional needy
children. There are at the present time about 165,000 children in
71,000 families who have filed applications in the States for aid and
meny more who will be eligible for aid when these additional funds
/become available. ‘ ’

2. The age limit for Federal frants is rdised from 16 to 18 if the
State agency finds that the child is regularly attending school. This
will enable most children to finish high school. Six States already
provide aid to children up to the age of 18 and six additional States
have the necessary legislation to take advantage of this amendment
immediately. It is estimated that about 100,000 additional children
may obtain aid by virtue of this change, provided all States amend
their laws accordingly.
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It is estimated that the present State programs, when amended in
accordance with the provisions of this bill will enable the States to
provide monthly benefits for at least 1,000,000 dependent children or
over 300,000 more children than are being aided at the present time.

3. The present Federal matching limit of $18 per month for the
first child and $12 per month for each child thereafter is liberalized
so that the Federal Government will pay one-half on all up to an aver-
age of $18 per child per month for the State as a whole. The change
suggested by your committee of matching the expenditures for aid
to « eﬁendent children on the basis of an average of $18 per child per
month instead of on the basis of a maximum of $18 if there is only
one dependent child in a home and $12 for each additional child has
the effect of enabling the States to grant more adequate assistance
to small families, The typical situation is that a dependent widow
as well as a child must be supported by the grant that 1s made for the
care of the child. The result of the present maximum limitations has
})eex}l‘that far less adequate assistance has been granted to these small
amilies,

The additional cost to the Federal Government of these three amend-
ments is difficult to estimate due to the fact that the amendments are
effective only at such time and to the extent that the States match
the Federal funds. The additional costs of these amendments for
assistance to clfildren is estimated at about $30,000,000 to $60,000,000
Eer year. Some of the additional cost will be offset in future years

ecause of the widows’ and orphans’ benefits provided under the
insurance plan. In any case, our obligation to provide care for the
children of today who will be the parents of the next generation is one
which must be met. The amendments recommended to both the
insurance and the assistance titles are part of a common program to
promote the security of the famili/ and the home.

Administrative amendments.—The bill provides that after January 1,
1940, all approved plans for and to the needy aged, blind, and depend-
en$ children must 1include methods relating to the establishment and
maintenance of personnel standards on a merit basis. Identical pro-
visions were also inserted in title V of the act with respect to the ma-
ternal and child-health provisions and services for crippled children.

The bill alters the method by which the Federal Government shall
settle with the States whose laws provide for a recovery from recipients
or the estates of recipients of old-age assistance, At present these
States must actually draw a check to reimburse the Federal Govern-
ment for its share of any amount so recovered. The new plan pro-
vides adjustment in the amount of the Federal grant, on account of
the Federal pro rata share of any amount so recovered by the State.
Any amount which the State spends on funeral expenses (in the case
of aged or blind recipients) is considered in making the adjustment.
The new plan of Federal-State settlement is applicable in all three
assistance programs, whereas existing law affects only old-age assist-
ance.

The purpose of all three assistance programs is further clarified by
inserting the word ‘“needy” in the definitions of those who may re-
ceive old-age assistance, aid to the blind, or aid to dependent chil-

~
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dren. A closely related clarifying amendment is asplied to all three
sssistance titles and provides that the States, in de ining need,
must ccnsider any other income ana resources of indimmming
assistance.

The only other important amendment affecting the public-assist-
ance titles is one which roquires that the States, in order to receive
F{ederfal grants, must provide safeguards to rﬁstriot the use or disclosure
of information concerning applicants and recipients to purposes
directly connected with the ugninistmtion of tge plan, KH three
assistance titles would be thus amended, the obvious purpose being
to insure efficient administration and to protect recipients from humil-
iation and exploitation,

MATERNAL AND CHILD HEALTH SERVICES AND S8ERVICES FOR CRIPPLED
CHILDREN

It has been fully demonstrated in testimony presented to this com-
mittee that there is urgent need for increased authorizations for ma-~
ternal and child health and crippled children’s services under title V,
parts 1 and 2, of the Social Security Act. The chairmen of the sub-
committee of the Committee on Education and Labor, which has been
holding hearings on the Wagner national health bill (S. 1620), stated
to this committee that testimony presented at the hearings had con-
vinced him of the need for immediate expansion of these programs.

In her testimony before this committee, Drr. Martha l\f flriot, As-
gsistant. Chief of the Children’s Bureau, stated that of the 32 State
plans for maternal and child health services for the fiscal year 1940
already reviewed, 26 showed immediate need for carrying forward
programs already initiated in a total sum of over $7,000,000. The
estimate is based largely on a known need to provide additional
medical and nursing services in maternity and child health clinics and
in the homes.

With reference to the crippled children’s program she stated that
over 14,500 children at this very time are on the waiting lists of the
oflicial State agencies, awaiting hospital care and that nearly 13,000
of these are now awaiting care because of lack of funds. To provide
care for children now on the waiting lists would cost at least $3,000,000
in addition to present resources, The following table 10 shows the
distribution by States of these children awaiting care.
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TasLa 10.—Number of crippled children on waiting lists of State agencies
May 16, 1939 / i

Due to
Btato lack of Iack of other Total
o funds beds reasons

Now Hampshire
Now Jersey. ..
New Mexico. .

IS
Sl sreeBaBiRe B8R 8. Boere288n0nrLl

In addition to children now on the waiting lists there are large
numbers of children crippled from heart disease who should be brought
within the program. 'F{x’e cost of caring for these children in hospitals
or convalescent homes is great and the period of treatment is pro-
longed. It is estimated on the other hand that if proper and early
care is given to these children probably 60 percent can be restored to
normal existence.

The sums of money included in the amendment to title V, parts
1 and 2, would provide for expansion of the present programs on the
basis of urgent immediate need and for demonstration of methods of
?roviding medical care in maternity and childhood. Full provisions

or meeting the needs of mothers and children for health and medical
services would still await action on a comprehensive national health

program.
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The increase in the authorization for maternity and child-health
services under title V, part 1, would provide $1,020,000 to be added
to the sum which must be matched by the States (sec. 502 (a)), and
$1,000,000 to the fund allotted according to the financial need of each
State for assistance in carrying out its State plan (502 (b)), for which
there are no matching requirements.

The increase in authorization under title V, part 2, for services to
crippled children is in the amount of $1,020,000 to be allotted to the
States according to the financial need of each State for assistance in
carrying out its State plan, a proyision comparable with that for
maternity and child-health services in section 502(b), for which there
are no matching requirements. It was shown in testimony before the
committee that prompt, effective service in meeting emergency condi-
tions such as infantile-paralysis epidemics could not be given unless
part of the appropriation was available for grants to the States on the
basis of need without matching requirements.

Tables 11 and 12 showing a comparison of the distribution of funds
for maternal and child health services and services for crippled chil-
dren for the fiscal year 1939 and tentative distributions under proposed
a.mferﬁiments to title V, parts 1 and 2, of the Social Security Act are
as follows:

TABLE 11.—Disiribution &l Junds for maternal and child health services for fiscal
year 1939 and lenlative diztribulion under proposed amendments lo title V, pt. 1,
of the Soctal Security Act

Present (fiscal year 1839) Proposed (tentative distribution)
State or Territory | motq), fund Total, fund
A and Fund A! Fund B} A and Fund A% | Fund B ¢
fund B fund B

$3 800, 000, 0042, 820, 000. 00 $980, 000. 00/$5, £20, 000, 002 $3,820,000.00/$1, 980, 000. 00
105, 854. 92 70, 206. 53 35,648.30] 149, 042 44 97, 946. 14 51, 996. 30
34, 789. 28, 21,074. 85 13,714. 43 47,616. 52 21, 628, 22 25, 088, 30
56, 762. 10 2,071, 61 28, 781, 09 71, 365, 46 33, 276. 31 38, 080, 14
68, 468, 08 47, 094. 59| 20,473.49] 102, 624. 22 64, 578. 24 38, 045, 98
103, 205, 14 90, 572. 78 12,722.36] 170,296.57] 139, 213. 53 81,083, 04
Colorado....coccaeuaaanan 54, 855. T2 35, 265. 91 19, 584, 81 80, 026. 81 44, 809, 35, 217. 68
- 48, 734. 96| 38, 563, 96 10,171, 00 58, 282, 80 48,812, 14 9, 470, 68
30, 764. 33 23,276.50] = 7,488.83 36, 190. 32 25, 500. 6 10, 680, 68
54,014. 08, 29,774.720 - 24, 239. 36 81, 399, 20 35,615, 54 15,783. 78
76, 333. 29 43, 468, 53 32, 867. 77| 05,980.72 . 57, 330. 80 38,650. 43
126, 365, 10 71, 44, 36 54,870.74] 164,725.04] 101,045, 72 63,679.92
35, 890. 41 27, 680. 13 8,210.28 47,4581.75 30, 856, 16, 505. 65
43, 480. 28, 538. 68 14, 42, 24 58, 020. 86 33,118, 24, 902. 60
123, 967. 81 113,677. 51 10,290.00] 175,317.79 165, 847 9, 470. 68
72,050, 42 65, 127, 10| 6,932.32f 104,789, 78 90, 957, 13,832, 24
63, 900. 42| 673.91 8, 226, 51 92, 040. 39 73, 268, 18, 771. 93
68, 818. 89 45, 053, 16! 23,765. 73 78, 816, 39 57, 100, 21, 716.33
101, 1564. 46 66, 583. 60 84,570.86] 119, 747. 36 91, 053, 28, 693. 66
08, 585. 36 56, 603. 43 41,081, 03] 120,948, 34 78, 203. 51, 744. 80
45, 690. 20 82, 770.64 12, 810. 56 69, 312.17| 39, 288, 30,023.95
62, 1685, 51 42, 205. 27 10, 960. 24 72, 238. 69 55, 093, 17,145, 14
78, 650. 91 71,532. 78, 7,118,131 118,497 47 98, 104. 15,393. 18
Michigan. . .oevmeennen 104, 559, 53 93, 850. 78| 10,708.75] 150, 063, 40] 135, 809, 14, 254. U4
Minnesota. _...cceuuue-- 69, 467, 41 59, 733. 61 9, 733. 60 99, 087, 07 80, 771. 96 18, 315, 11

1 Uniform apportionment of $20,000 to each State and apportionment of $1,800,000 on basis of ratio of ive
births in State to total live births.

1 Allotment sccording to financial need for assistance in carrying out State plan, after number of live
births is taken into consideration. T

$ Unitm apportionment of $20,000 to each Stats and apportionment of $2,800,000 on basis of ratio of
live Lirths in State to total live births.

{Subject to modification on basis of States’ needs for financial assistance as shown in Etate g'l?‘m to be
submitted, Conditional distribution of $1,485,000 made as follows: $432,624.73, uniform grant; ,125.27,
sparsity of population; $334,125, excess infant momlitf: $334,125, excass maternal mortalily.

VIncluding $20,000 uniform allotment to Puerto Rioo under sec. 502 (a). Distributfon of amounts to
%mtetso Ol‘%]im of number of live births is tentative ainos it does not include proportionate amount for

ner co.
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TasLs 11,—Disiribution ?{ funds for maternal and child health services for fiscal
year 1939 and tertative disiribulion under proposed amendments to title V, pi. {,
of the Social Security Act—Contnued. «

Present (fiscal year 1939) Proposed (tentative distribution)
Btate or Territory | o), fund Total, fund
A and Fund A Fund B A and Fund A Fund B
fund B tund B
$96,010.60 $61,205.37 $34,716.13 $137,164.27 $85,007.13 $51, 257, 14
84, 685. 42 66, 608. 86 17,966, 58| 126, 731. 00 92, 050. 64 3, 680.
51, 107, 08 28, 685. 67 22,421, 41 58, 355. 03 32, 885, 09 25, 389, ¢4
51, 906. 96 89, 876. 17 12,031, 78 69, 093. 4 48, 174, 52 21, 818,82
50, 551. 60 21,185, 10 29, 366. 50 48, 720, 00 22, 203, 85 26, 516, 16
36, 431. 20 25, 413. 20 10, 018. 00 44, 505. 32 29, 656. 78 14, 848, 54
78, 429, 23, 64,950, 23 13, 470, 00! 98, 555. 82 89, 085, 16 9,470.66
72,351, 10 30, 770. 43 41, 671, 67, 79, 669, 56 37, 505. 66 42,163,900
172,301.00] 172,801.00). ... oeoonae 267, 326. 68| 254, 684. 80 12, 641,78
114, 829, 18 83, 624. 24 31,204.04| 172,108.65( 120,046, 77 52, 151,88
43,827.63 31,333.97 12, 493, 66 61,838, 87 35, 987. 60 25, 851,37
116, 858.62] 106, 603, 71 10, 249, 81 183, 817. 46| 156, 088. 00| 27,719.48
89, 873. 93 M, 922, 34, 051. 68, 104, 845. 26| 72,447, 39 32, 307, 87
Oregon. ... .cceoeuccaan 82, 260, 98 81,671, 38 20, 598. 60 62, 644. 51 80, 556, 17 23,089, 34
Pennsylvania......._... 153,118.82] 1563,118.82|_._.......... 267,415, 14| 224, 050. 87 43, 364, 27
Rhode tslend . .......... 33, 506, 04 28, 506. 5, 000, 00 , 903, 99 32, 954. 96 9, 949, 03
Scuth Carolina. ........ 100, 143. 34 52,815. 16 47,328. 19 125, 527. 00 71,418, 84 54, 108, 16
South Dakota......._.. 49, 001, 89 30, 756. 04 18, 335. 85 59, 528. 26| 35, 065. 20 24, 463, 06
Tennessce. . .. ccecace-nn 84, 975. 63 62, 234. 63 22,740.60| 126, 792.17 85, 708, 50 41, 083, 67
Texas. ....cccececacanean 146, 981,48 113, 205. 64 33,775.85)  267,020.62| 166,827.60| 100, 202,02
L5571 1 N 43, 700. 98 30, 482,10 13, 218, 88 59, 983, 74 36, 058, 34 23, 925. 40
Vermont....eeeeeneuann- 38, 842. 66 25, 385. 06 13,456. 69 40, 802, 97 28, 003. 24 18,799, 73
Virginda..oooimcacanne. W4, 500. 73 62, 790. 50 31,R00.23| 128,071.79 R5, 723,70 42,348.09
Washington. .. 51, 205. 94 89,822, 73 11,683, 21 73, 997,07 51, 873. 88 22,323 19
West Virgin 68,508.84|  b54,118.84|  14,480.00] 100,221.28  73,439.23]  48,782.05
Wisconsin_ .. 71, 142,38 63, 040. 32 7,202.04| 101, 323.93 87, 739. 06 13, 584. 87
Wyoming . 23, 969. 52 23,969.562. - ccceaann 51, 246. 13 , 731. 07| 25, 515. 06
Reserved for allotment
for special meeds. .. . | coeueia i ic e acenas 495,000.00|.cccceccanna. 495, 000, 09

TaBLy 12.—Distribution of funds for services é‘or crippled children for fiscal year
1939 and tentative distribulion under proposed amendments to title V, pt. 2, of the
Social Security Act

Total, present Proposed (tentative distribution)
8tate or Territory (fiscal year

1939)! Total Fund A? Fund B4
X017 ) BRI, $2, 850, 000. 00 | ¢ $3, 870,000.00 | $2, 850, 000. 00 $1, 000, 000. 00
69, 313. 49 84, 878. 26 69, 313. 49 17, 112,47
20, 603. 23 20, 941, 51 20, 603. 23 388, 36
35,424. 18 37,720, 27 35,424, 16 2, 728,50
45, 331, 51 55, 960, 11 45, 331, 61 12, 080. 48
107, 724. 93 120, 466, 17 107,724. 93 20, 027.46
42, 716. 26 47,650, 48 42, 715,26 6,323, 30
37, 763. 36 45, 202, 31 ¢ 37,763.36 6, 070. 52
22, 500. 67 23, 635.08 22, 560. 67 1,052.27
29, 156, 05 30, 809. 85 29, 1566. 05 1,765, 65
57,357, 14 64, 6576, 94 57,357, 14 8, 079.88

1 Uniform apportionment of $20,000 to each State and aex(),port!onment of $1,830,000 according to need of
each State after taking Into consideration number of crippled children in need nf services and cost of furnish.
ing services. Distribution made as follows: $1,430,000 on basis of ratio of Stats population under 21 years to
total populatlon under 21 years; $400,000 on basis of need as shown in 8tate plans after taking into considera-
tion number of crippled children in need of services and cnst of furnishing v12h services.

¥ Uniform ap&or:lonment of $20,000 to each 8tate and apportionment of $1,130,000 according to need of each
Btate after taking into consideration number of crippled children in need of services and cost of furnishing
services. Based on 193y distribntion.

‘b Suitt) oct to modification on basis of 8tates’ needs for financial assistance as shown in State plans to bé
subm . : -

+ Amount for distribution according to finaucial need of each State for asststance in earr\ﬂ]lng out State 1'>Xan
after taking into consideration number of crippled children in need of services and cost of furnishing services,
Includes children crippled from orthopedic conditions, heart disease, and certain other ctippling conditions.

¢ Including $20,000 uniform allotment to Puerto Rico under sec. 512 (a). ' Distribution of amounts to States
on basis of number of crlpxged children in need of care and cost of care is tentative since it does not include
proportionate amouat for Puerto Rico.
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TasLE 12.—Distribution of funds for. services for crippled children for fiscal year
1989 and fentalive distribution under proposed amendments to titl{ y Pt Z of
the Social Sécurity Ac—Continued

Total, present Proposed (tentative distribution)
Btate or Territory (fiscal year

1039) Total Fund A Fund B
) $77, 209,02 200, 95 $18, 601,33
25,017, 24 27,122.38 25,017, 24 2,087.86
25, 28, 044. 59 \ 3,286. 61
99, 714. 05 133, 160. 50 99, 714. 05 80, 751,81
55,313. 64 70, 130. 41 85,313, 54 13, 684. 66
57, 576. Y4 69, 147, 08 57, 576. 04 12, 074, 87
41, 459. 22 50, 403. 09 41,450, 22 10, 386, 04
99, 207. 24 85, 00 18,269, ¢4
47,632,12 59, 226, 02 47, 632.12 11,872. 33
32,881,158 36, 602, 48 32,881,158 4,210.72
54, 138, 58 61,749, 15 54, 138, 0, 504. 50
74, 678.48 03, 424, 69 74, 678. 48 15, 763, 23
X 00 122,821, 23 100, 000. 00 19, 799.03
60, 326, 05 81, 629, 27 09, 325. 05 13,078, 67
47,001, 78 69, 693. 99 47,061, 78 13, 795. 85
, 864, 27 75, 170. 96 58, 864, 27 16, 952, 88
38,884, 22 41, 510, 68 38, 884, 22 8,632, 93
51,163, 92 57, 945, 98 b1, 163, 92 8, 128,37
Nevada.... . 20, 865. 04 21,227.990 | 20, 885, 04 452,17
New Hampshire. .. .. ... 24,804. 46 26, 948, 08 24, 804. 46 1, 995, 40
Now Jersey. .. cocceeaaccmmnmerananannx 72, 876, 74 91, 216. 34 72,876, 74 16, 450. 88
New Mexi00. . cccoveaimmeiacccaaana. 30, 000 36 32, 475. 20 30, 000. 36 3,041, 27
New YOIK. . o oeeomcmacccacmcaecaeas 147, 056. 60 200, 306. 92 147, 056. 50 47,267, 14
North Carolin@. .. oeveooocoaeoo. 08, 637, 06 116, 063. 08 98, 537. 05 20, 740, 45
20, 222, 60 33,002.22 20, 222. 60 4, 780. 81
115, 869. 80 140, 024, 06 115, 869. 80 26,372. 23
717, 543. 52 90, 842, 41 77, 543, 52 14, 611, 00
29, 501, 22 33,487.75 29, 501, 22 4, 882,01
133, 604. 21 181, 270, 31 133, 604, 21 44,117.87
27, 611, 69 30, 805, 26 27,011, 69 2,676, 85
80, 647. 13 81, 673. 05 50, 647,13 11, 563, 76
28, 776.08 32, 458,36 , 776.08 4,463. 66
54, 253. 62 68, 626. 19 b4, 253. 92 14, 353. 85
09,111, 92 130, 339, 11 99,111, 92 34,468. 93
30, 000, 00 32,918. 43 30, 000. 00 4,072, 86
23, 978. 23 25, 647. 42 23,078.23 1,625.39
Virginfa.__._. 72, 040. 08 85, 4¢3. 47 72, 040, 08 13,372.21
Washipgton. . 62, 265, 38 , 13 52, 265. 38 7,463. 38
West Virginia 83, 672.75 63, 605. 37 53,672.78 9,427.23
Wisconsin. ... ccvomecamecccccenecceaaa 63, 447, 20 77,480. 99 A3, 447. 20 14, 029, 88
Wyomning . e 22, 647.07 23, 757.73 22, 647. 07 1,351. 00
Reserved for allotment for special needs. |..o..._._...._.. 400,000, 00 | o ccnocenn oo 400, 000. 00

PUBLIC-HEALTH WORK

The public-health titles of the Social Security Act represent an
a{)proach to a national health program-—a balanced, comprehensive
plan of preventive and medical services which must be our ultimate
goal. The health provisions of the present act represent the first
step toward the achievement of this oEjective. They seek to reduce
drastically the volume of sickness and premature death by making
available to all areas and all groups of the population in need of service
the proven methods of prevention of these great causes of illness
against which we have weapons of unquestioned power—prevention.
of deaths of mothers and E&bies ;& lsfatiomwide attack on tuber-
culosis; prevention of deaths from pneumonia by prompt treatment
with serum or simple chemicals; addition of useful years of life to
those suffering from cancer by early diagnosis and appropriate medical
care; the practical eradication of malaria, & major health problem in
large areas of the South; promotion of industrial hygiene, with greatly
intensified efforts toward the control of the occupational diseases,
and integration of all phases of the preventive program for the health
protection of the working population. Such activities as these form
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a recognized part of the modern public-health grng‘am. In theory,
their development is an inherent part of the public-health provisions
of the Social Security Act. Accomplishments under the act have failed
to realize the full potentialities of these services because of the limited
funds available. . :

Finally, the public-health titles of the act are notable as a demon-
stration of the successful application of the grants-in-aid system to
the field of hesalth. The principle of Federal grants-in-aid for edu-
cational purposes has been accepted since the middle of the last
century.. Its extension to the field of health dates from the passage
of the Social Security Act.

In matters concerned with the control of disease, the individuals
of & community are interdependent. But the community of today
is not the city, or the State—it is Nation-wide, a ‘tommunity of 48
States. Modern methods of transportation have intensified the means
of disease spread. A (})erson may bhe exposed to smallpox in Muncie,
Ind., today and spread it to those at the world’s fair tomorrow.

ACCOMPLISHMENT UNDER TITLE VI

In spite of the relatively small sums made available under the terms
of the act, undoubtedly a greater advance has been made in public
health in the United States in the past 3 years than ever before within
a comparable period. Under title VI of the act, the major develop-
ment has occurred in the expansion of the basic services designed to
ﬁre‘vent illness—the control of acute communicable disease, public

ealth nursing, sanitary control of water and milk supplies, the regis-
tration of vital statistics, laboratory service. This trend is a result
of the widespread need for basic health organizations in urban, and
especially in rural, areas of the country. '

The record of accomplishment is tangible. At the end of the year
1938, only 946 of some 3,000 counties in the country were receiving
health service under full-time county or district health organizations;
at the close of 1938, the number had increased to 1,371, a gain of 425
counties in 2 years. Between 1937 and 1938, full-time public-health
nurses employved by State and local agencies increased by 1,720.
Over a third of these new nurses are serving rural areas and small
cities under 10,000 population. Postgraduate training in public health
was given to 3,820 persons between 1936 and 1938. Health officers,
medical directors of special services such as tuberculosis and venereal-
disease control, public-health nurses, sanitary engineers and other
technicians have beeu equipped to staff newly organized local health
departments, and to expand organizations lacking adequate personnel.

UNMET PUBLIC-HEALTE NEEDS

Measured in terms of public-hcalth needs, only a beginning has
been made. Federal funds available under title VI budgeted by the
States for the fiscal year 1939 (including unexpended balances) amount
to 9.7 million dollars, :

The action of the States in fiving major emphasis to basic health
organizations is based on evident need. It is estimated that over
one-half of the counties in the country are still not served by full-time
health officers on a county or district basis. But the need is not
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confined to rural areas—the ‘proportion of cities without full-time
health ‘officers is almost as high. At the beginning of 19039, 745
counties in the country had no public-health nursing service. But:
areas having public-health nurses are by no means adequately sup-
lied. In 18 States, the average rural population served by a public-
ealth nurse is between 10,000 and 20,000; in 5 States, the ratio is
1 nurse for between 20,000 and 30,000 persons; in 2 States, the ratio
exceeds 1 to 30,000. o N

Use of so large a proportion of funds available under title VI for the
basic essentials of public-health work obviously leaves only a small
margin for the special services which hold promise of great return
in the promotion of health. In these special health services are
included such activities as the control of tuberculosis, (}Jneuu‘mnia
cancer, and malaria; services in industrial hygiene, and in dental
hygiene. Only a million dollars of Federal funds have been budgeted
by the States for these services in the current fiscal year—about
11 percent of the total funds available. In marked contrast to the
widespread use of Federal funds for the expansion of the essential
health services, allocation of funds for these special health services
has been made by relatively few States. Only 6 States have desig-
nated Federal funds for cancer control, although 3 additional States
are supporting activities in this field from State funds. Federal funds
help pneumonia-control activitics on a State-wide basis in 15 States..
About half of the States have budgeted Federal funds for the control
of tuberculosis, and industrial hygiene services. The meager develop-
ment of these special health services permitted by funds authorized
under the existing terms of title VI creates an urgent need for addi-
tional Federal funds for this purpose.

To expand public-health activities toward the solution of these
urgent health problems, it is the consensus among the State health
authorities that the sum authorized under section 601 of title VI
should be increased from $8,000,000 to $12,000,000. In making use
of these additional funds, particular emphasis would be placed on
developing State programs for the control of tuberculosis and malaria,
for the reduction of mortality from cancer and pneumonia, and for
industrial-hygiene activities.

VocATIONAL REHEABILITATION

The bagic act providing for the vocational rehabilitation of persons
disebled in industry or otherwise was pessed by the Congress in 1920.
"The purpose of this act is to assist physically disabled persons, through
guidance, medical and surgical treatment, artificial appliances, re-
training, placement, and other essential services, in entering or return-
ing to suitable employment in order that they may support themselves
and their dependents. A

For carrying out its purposes the basic Vocationa] Rehabilitation
Act authonzed the appropmation of $1,000,000 annually to be allotted
to the States on the basis of their population with the stipulation that,
to receive its allotment, a State must accept the provisions of the
Federal act and match its expenditures from Federal funds dollar for
dollar with State funds.

The basic act was not a permanent and continuing one but was ex-
tended from time to time by the Congress until 1935, when the voca-
tional rehabilitation program was incorporated as a part of the social

8. Repts,, 76-1, vol, T—81
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security program. . Under the Social Security Act the Vocational
Rehalfﬁimﬁon Act was made permanent, «andy the authorization :for
appropriations was increased to $1,938,000 annually, which when
matched by State funds, makes available for rehabilitation purposes
approxim &Iy $4,000,000 annually. ,
ow e(feople are aware of the size of the problem of the physically
disabled and its social and economic significance. Recent surveys
by the United States Public Health Service and by a number of State
rehabilitation departments show that at any one time at least 30
gersons in each 1,000 of the general population are physically disabled.
n this basis there are in this country nearly 4,000,000 physically

disabled persons,

Each year in the United States at least 800,000 persons become phys-
ically disabled through industrial, home, automobile, and other acci-
dents, and diseases, such as arthritis, tuberculosis, and heart trouble.
The experiences of the State rehabilitation departments show that
not all of these persons are disabled to the extent that they are unable
after convalescence to enter or return to employment. About 67
percent are able to make their own employment adjustment. The
remaining 33 percent require rehabilitation service to aid them to
engage in remunerative employment,

isabled persons who require assistance in their employment ad-
justment fall into three major groups:

1. Those who through training and other rehabilitation services cen
be returned to regular lines of competitive employment. This group
comprises 60,000 persons annually.

2. Those whose disabilities are so serious that they cannot be re-
stored to competitive employment but can be trained in small business
enterprises or in sheltered workshops. This grcup numbers about
150,000.

3. Those who are so disabled that, if they are to be employed at
all, they must be provided with suitable work in their homes. This
group includes approximately 50,000 persons annually.

The first group (60,000) described above constitute the most pressing
problem. actically all of this group could and should be rehabili-
tated to complete self-support.

Experience of the States shows that it costs an average of $300 per
case to rehabilitate a disabled person. On this basis the present
Erogram, with maximum efficiency in the expenditure of funds, cannot

e expected to rehabilitate more than 12,500 persons per year. Thus
each year 47,500 of those who could and should be made self-support-
ing cannot be rehabilitated because of lack of sufficient funds.

he cost of maintaining a dependent person in idleness averages
about $500 per year. The maintenance of 47,500 disabled persons
(of the 60,000 who could and should be rehabilitated to complete
self-support in competitive employment) is now costing some-
one—relatives, communities, or the State and Federal Governments—
$23,750,000 per year. The expenditure by the Federal and Stato
Governments of $300 each for their rehabilitation would not only
obviate the enormous annual cost of maintaining these peérsons in
idleness, but would on the basis of 20 years’ experience in rehabilitating
the disabled, increase the economic inccme to the Nation by some
$47,500,00C per year.
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Obyiously it would not be wise to apgropriate‘ at once funds suffi-
cient to meet the whole vocational rehabilitation problem.- It would
appear, however, that a substantial increase over the present-amount
could be efficiently absorbed and would be a wise investment . of
public. funds, The machinery for rehabilitating the disabled is
already in existence. Hence, any additional funds provided could be
used entirely for services to ‘those who at present cannot be served.
The House bill increased the amount authorized to be appropriated
annually for vocational rehabilitation to $2,938,000. Your committee
have increased this amount to $4,000,000. . Your committee have
rovided that the minimum allotment for any State shall be $30,000,
mstead of $10,000, as is ]ﬁ'ovided in existing law, and also for an
annual flat allotment to Hawaili of $15,000 instead of the $5,000
provided in existing law. The amendment made by your committee
also provides an annual flat allotment to Puerto Rico of $15,000
instead of the House provision which placed Puerto Rico on the same
basis as the States, and increases the authorization for appropriations
for administrative expenses. :

Amp to Purrto Rico

At the present time the act does not extend to Puerto Rico. The
bill extends coverage to Puerto Rico for the purposes of titles V and
VI of the Social Security Act (grants to States for maternal and child
welfare, vocational rehabilitation, and public health work).

GENERAL

Two amendments of a general character are contained in the bill.
These are: |

1. An amendment to prohibit the disclosure of information ob-
tained by the Board or its employees except under certain restricted
conditions related to proper administration.

2. Penalties are provided for certain frauds and for impersonation
in securing information concerning an individual’s date of birth,
employment, wages, or benefits of any individual.

DETAILED EXPLANATION OF THE BILL
Suworr TiTLR

Section 1 of the bill provides that the act may be cited as the
“Social Security Act Amendments of 1939.” '

TitLe I.—AmENDMENTS TOo TiTLE I oF T™E SociaL SrcuriTy ActT
CHANGES IN REQUIREMENTS FOR STATE OLD-AGE ASSISTANCE PLANS

Section 101; This section amends s~ction 2 {a) of the Social Secu-
rity Act. Section 2 (a) sets out in clauses (1) through (7) certain basic
requirements which a State old-age: assistance plan must meet in
order to be approved by the Social Security Board. Clauses (5) and
(7) are amended and a new clause, numbered (8), is added.

There are two amendments to clause (5). One amendment, which
was included in the bill as passed by the House, merely makes it clear
that the methods of administration of the State plan must be proper



as well as efficient. By the other amendment proposed by this ocom-
mittee, the matter in parentheses is strieken %md;hhsuge is inserted
which specifically provides that, after January 1,:1940, tho State plan
must provide as part of the methods of administration ‘under the plan,
such methods relating to the establishment and maintenance . of
personnel standards on a merit basis as are found by the Board t be
neceesary for the proper and efficient operation of the :plan. 'The
committee believe that, under this provision, the several State and
local agencies will be aigied in their efforts to select adequately trained
}I)‘erson_nel, and to provide more efficient administration of the plan.

his proposal would not authorize the Social Security Board to par-
ticipate In or to require the selection of particular individuals to be
employed by the State or local agency. ‘

he present subject matter of clause (7) is stricken from section 2 (a)

by the amendment and is treated in section 102 of the bill.. The
amended clause (7) is effective July 1, 1941. Under this clause the
State plan must provide that the State agency shall, in determini
need, take into consideration axriy income and resources of an individus
claiming old-age assistance. This will make it clear that, regardless
of its nature or source, any income or resources will have to be con-
gidered, including ordinary income from business or private sources
Federal benefit insurance payments under title II of the Social
Security Act, and any other assets or means of support. The com-
mittee recommends this change to provide greater assurance that the
limited amounts available for old-a%e assistance in the States will be
distributed only among those actually in need and on as equitable a
basis as possible. -

The new clause, numbered (8), also effective July 1, 1941, requires
that the State plan must provide safeguards which restrict the use or
disclosure of information concerning applicants and recipients to
purposes directly connected with the administration of old-age
assistance. '

PAYMENT TO STATES FOR OLD-AGE ASSISTANCE

A Section 102: This section amends section 3 of the Social Security
ct. ]
Subsection (a) of section 3 is amended so that its provisions will
conform with section 1 of the Social Security Act, which authorizes
appropriations to enable States to furnish financial assistance to
needy aged individuals and increases the amount up to which the
Federal Government will contribute one-half from $30 to $40.
- Subsection (b) is amended so as to provide that the Board in
; maki.n? grants to States shall reduce the amount to be paid to any
State for any quarter by a sum eqluivalent to the pro rata share to
wbich the United States is equitably entitled, as determined by the
Board, of the net amount recovered during any prior quarter by the
Stete or any political subdivision thereof with respect to old-age
assistance furnished under the State plan.

The provision will include all recoveries made with respect to old-
age assistance furnished under the State plan, such as, for example,
recoveries from the estates of recipients, payments under mistake, ete.

A proviso eliminates, for the purpose of determininig the amount of
the offset, any amount recovered from the estate of a deceased re-
cipient, not in excess of the amount expended by the State for the
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funeral expenses of such' deceased recipient in acéérdance’ with the
State public:assistance law' upon which the State plan is besed: '
Section 103: This section amends'soction '6' so ‘a8’ to conform  its
provisions with section 1 of the Act, which ;buthoﬁzfgs“'a‘ppiopﬁmom
to enable States to furnish financial assistance’ to aged needy
individuals. S e
Trre II—Amenpuents To Trrie II or Ta® SociaL SecuriTy Aot
FEDERAL OLD-AGE AND SURVIVORS INSURANCE BENEFITS

This title amends title II of the Social Security Act. It revises
and extends the present provisions for old-age insurance benefits,
It includes benefits for qualified wives and children of individuals
entitled to old-age insurance benefits and for qualified widows,
children, and parents of deceased individuals, who, regardless o
age at death, have fulfilled certuin conditions, It also provides &
lump-sum payment on death where no monthly benefits are then
payable. It also advances the date for initial monthly benefit pay-
ments from 1942 to 1940, A Federal old-age and survivor insurance
trust fund is established, and provision is made for a board of three
trustees to manage the trust fund. ‘A number of administrative
changes are made, and there is provision for judicial review of decisions
of the Social Security Board with respect to benefit rights. A detailed
explanation of title II as amended follows.

FEDERAL OLD-AGE AND SURVIVORS INSURANGE TRUST FUND '

Section 201: This section creates a Federal old-age and survivors
insurance trust fund in place of the present old-age reserve account,
which is abolished by these amendments. The trust fund is to be held
by a board of trustees composed of the Secretary of the Treasury, the
Secretary of Labor, and the Chairman of the Social Security Board
all ex officio. Amounts equivalent to 100 percent of the taxes recoived
under the Federal Insurance Contributions Act (formerly title VIII of
the Social Security Act) are permanently approgriatedy to the trust
fund, and old-age and survivors insurance benefits will be paid out
of the fund, This should clarify the relationship between contribu-
tions under the social-security program in the form of taxes and the
source of benefit payments, : o

Section 201 (a) creates the trust fund and provides that the fund
shall consist of (1) the securities held by the Secretary of the Treasury
for the present old-age réserve account, (2) the amount standing to
the creJ)it of such account on January 1, 1940, and (3) amounts
equivalent to 100 percent of the taxes received under the Federal
Insurance Contributions Act, which are permanently appropriated to
the trust fund. :

Section 201 (b) creates a board of trustees of the Federal old-agé
and survivors insurance trust fund to be composed of the Secre-
tary of the Treasury, the Secretary of Labor, and the Chairman
of the Social Security Board, all ex officio., The Secretargr of the
Treasury is designated as the managing trustee. The board of
trustees created 1s similar to the set-up in the Postal Savings Act.
The board of trustees, in addition to reporting annually to Con-
gress on the status and operations of the trust fund, will be required
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to report immediately to Congress whenever the board is of the opinion

:ﬁat during the ensuing 5 fiscal years. the trust fund will exceed three
times the highest annual expenditures anticipated during that 5-fiscal-
year period and whenever-it is of the OPm;on" that the amount of the

Section 201 (c) directs the managing trustee of the trust fund to
invest the surplus of the trust fund in interest-bearing obligations of
the United States or in obligations guaranteed as to both Pprincipal
and interest by the United States. Special obligations bearing
- interest at a rate equal to the average rate of interest on. the public
debt, computed as of the end of the calendar month next preceding
the date when the special obligations are issued, may' be issued to the
trust fund. However, the bill contains a provision that such special
obligations shall be issued only if the managing trustee determines
that the purchase of obligations in which the trust fund is permitted
to invest-on original issue or at the market price is not in the public
interest. : , : :

Section 201 (d) authorizes the managing trustee to sell regular
obligations acquired by the trust fund at the market price and to
redeem the special obllgations at par plus accrued interest.

Section 201 (e) provides that the interest on and the proceeds from
the sale or redemption of oblitgations held in the trust fund shall be-
credited to and form a part of the trust fund. '

Section 201 (f) sets up a procedura whereby the trust fund will be
required to pay the cost of administration by the Social Security
Board and the Treasury of the old-age and survivors insurance
system. Monthly, the managing trustee will pay from the trust
fund into the general fund of the Treasury the amount which he
and the Chairman of the Social Security Board estimate will be
expended during the month for the administration of the system.

ction 201 (g) provides that the trust fund shall be available for
nAm,king benefit payments required under title II of the Social Security
ct.

The only amendment recommmended by your committee to this
section and to section 202 (a) of the House bill changes the word
“survivor” to “‘survivors,”

OLD-AGE AND SURVIVOR INSURANCE BENEFIT PAYMENTS

Primary insurance benefils. "

Section 202 (a): This subsection ?rovides, for nged individuals,
monthly ‘“primary insurance benefits” (computed under sec. 209 (e)),
which are based on an individual’s “average monthly wage’ (see
sec. 209 (f)). These benefits are payable to an individual for each
month until his death, upon condition that he él) is at least 66 years
of age, (2) is a fully insured individual (defined in sec. 209 (g)), and
(3) has applied for them. Primary insurance benefits are payable
beginning with the first month in which the individual becomes
eligible for them, having met conditions (1), (2), and (3) above, All
of such conditigns may be met in a single month, or part in one
month and part in another month or months,

The first month for which a primary insurance benefit or any other
benefit can be paid under section 202, is January 1940.
benefits under section 202 are payable as nearly as possible in equal
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monthly; mstallmenta but &, boneﬁt !or . parhculu month is: not
necessarily. payable vmlnn tht th .
Wife's insurance bengfits. e T e

‘Section 202" (b) Thm subsectim, vidés monthly “wife’s
insurance’ benefits’” ‘for an’ " ged wife deﬁned m . 200, (1)) ‘whode
husbandmlmngandiseﬁ tled to *'primary ins “’;'_'
subsection (a). ~The purpose of these wife beneﬁts“whichﬁ D80
on the wages of the husband, mboassurethewﬂeofam thly an
equal to one-hslf of the amount which her husband receives
monthly primary insurance benefit. A benefit is: payable to’ the ﬁnfe
for each month, upon condition that ahe (1) is at lea.st 65 years o aio,v
(2) has s &phed for the benefits, (3) was’ vmg with her husband at
time of filing such application, and (4) is not horself entitled’ to
monthly primary insurance bene t which is e% to or greater. than
one-half of & monthly : pnmary insurance benefit of her hupba.nd

Benefit rate.—A wife's insuraznce benefit for a month is . ual to
one-half of the monthly primary insurance benefit of the husband but
if the wife is or becomes entitled to a monthly prima " insurance
benefit under subsection (a), which is less than one-half of the monthly

rimary insurance benefit of her husband, then her wife's insurance
Eeneﬁt for the month in which she becomes entitled to such primary
insurance benefit and for each month thereafter is equal to the differ-
ence between one-half of her husband’s monthly ‘primary insurance
beneﬁt and her monthl pmnary insurance benefit. bis

e’s insurance eneﬁbn are payable . beginning
with tl’:m t month in which the wife becomes eligible for them,
having met conditions (1), (2), (3), and (4) above. All of such condi-
tions may be met in a single mont. ix or part in one month and part in
another month or months, The benefits end when the wife dies; her
huaband dies, they are divorced, or she becomes entitled to a monthly
am insurance benefit under subsection (a) equal to or exceeding

one-h of her husband’s monthly primary insurance beneﬁt.

Child's insurance benefils,

Section 202 (c) Paragraphs (1) and (2) of this subsection prowde
for monthly “child’s insurance benefits” for a child (defined in sec.
209 (k)) whose parent is entitled to primary insurance benefits or whose
deceased parent (regardless of his age at death) was a fully or currently
insured individual (as defined in sec. 209 ) and (h)). The purpose
of these child’s beneﬁts is to assure the child of & monthly amount
based on the w?iges of the parent or decea.sed parent. A benefit-is
Elayable to a child for each month, upon condition that the cl;lld (1) has

ed application for the benefits (or application has been filed for him),
(2) was unmarried and had not attained ege 18 at the time his applica~
tion was filed, and (3) was ““dependent upon’ the parent at the time
the ap hcat&on was ﬁled or, if the parent has died, was “‘dependent
upon at the time of death.

Benelﬁt rate.—A child’s insurance ‘beuefit for & month is equal to
one-half of the monthly primary insurance benefit of the parent or
deceased parent with respect to whose wages the child is entitled to
receive the benefit. In the case of the deceased parent, such primary
insurance benefit is the amount which such parent would haye been
entitled to receive if he had, before his death, met the conditions for
payment of a primary insurance benefit under subsection (a). If there
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is more than one such parent or deceabed émrent; the child is entitled
to one-hslf of the primary insurance benefit which is largest. . .
_Benefit period.—Child’s insurance benefits are payable beginning
with the first month in which the child becomes eligible for them, hav-
ing met. conditions (1), (2), and. (3) above. All of such ¢onditions
may be met in & single month, or part in one month and part in another
month or months. The child’s benefits end when he dies, marries,

is'adopted, or attains age 18.

“Deg md;ent upon’’ defined.—Paragraphs (3) and (4) of section 202
(c), define the term “depondant upon,” as used in paragraph (1), As
a child is normally dependent upon his father or adopting father, para-
graph (3) provides that he shall be deemed so 'd?endent unless, at
the time the child’s asplication‘ for benefits is filed, or if such father
or adopting father is dead, at the time of death, such individual wasg
not living with the child or contributing to his support and (A) the
child is neither the legitimate nor adopted child of such individual,
or (B) the child had been adopted by some viher individual, or (C)
the child, at the time of such individual’s death, was living with and
supported by the child’s stepfather. , .

-As a child is not usually financially dependent upon his mother,
adopting mother, or stepparent, pa’raira h (4) provides that, for the
purposes of paragraph (1), a child shall not be deemed dependent
upon any such individual unless, at the time the child’s application
for benefits is filed, or;-if such individual is dead, at the time of death,
no parent other than such mother, adopting mother, or stepparent
was contributing to the support of the child and the child was not

living with his father or adopting father.

Widow's insurance benefits. .

Section 202 (d):; This subsection provides for monthly “widow’s
insurance benefits’” for an aged widow (defined in sec. 209 (j)) whose
husband died a fully insured individual (defined in sec. 209 (g)). The
purpose of these widow’s benefits, which are based on the wages of
the deceased husband, is to assure the widow of a monthly amount
equal to three-fourths of the amount to which her husband was en-
titled, or would have been entitled if he had, before his death, met
the conditions for a primary insurance benefit under subsection (a).
A benefit is gayable to the widow for each month, upon condition that
she (1) is at least 65 years of age, (2) has not remarried, (3) has filed
application for the benefits, (4) was living with her-husband at the
time of his death, and (5) is not herself entitled to & monthly primary
insurance benefit which 1s equal to or greater than three-fourths of
the monthly primary insurance benefit of her husband.

Benefit rate.—A widow’s insurance benefit for a month is equal to
three-fourths of the monthly primary insurance benefit of her hus-
band, but, if she is or becomes entitled to a monthly primary insurance
benefit under subsection (a) which is less than three-fourths of the
monthly primary insurance benefit of her husband, then her widow’s
insurance benefit for the month in which she becomes entitled to
such primary insurance benefit, and for each month thereafter, is
equal to the difference between three-fourths of her husband’s montilly
primary insurance benefit and her monthly primary insurance benefit.
 _Benefit period.—Widow’s insurance benefits are payable be‘%nn}'ng
with the month in which the widow becomes eligible for them, having
met conditions (1), (2), (3), (4), and (5) above. All of such conditions
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may be met in a single month,“orfart in one month'and partin another
month or months, Benefits end when the widow remarries, dies, or
becomes entitled. to ‘a monthly. primary insurance _.bjcmﬁt;ecgigl{ to.or
exceeding three-fourths of the monthly primary insurance benefit of

SeoocS

her husband. T
Section 202 (e): This subsection provides for *widow’s current in-
surance benefits’’, which are based on the wages of a husband who died
a fully or currently insured individual (as defined in sec.'209 (g) and
(h)). The purpose of this subsection is to extend financial protection
to the widow regardless of her age, while she has in her¢care a child ‘of
the deceased husband entitled to child’s insurance benefits, It pro-
vides assurance for such a widow, before she becomes 85 yedrs of age,
of a monthly smount equal to three-fourths of the amount to which her
husband would have been entitled if, before his death, he had met the
conditions for a primary insurance benefit under subsection. (a).
When she becomes 65 such widow, if her husband was a fully insured
individual, will become entitled 'to a widow’s insurance benefit under
subsection (d). If her husband was currently (but -not fully) insuréd,
she will continue to be entitled to her widow’s current benefit under
subsection (e) so long as there is a child of her husband who is entitled
to receive child’s insurance benefits. A benefit is payable to the widow
for each month, upon condition that she (1) has not remarried, (2) is
not entitled to receive a monthly widow’s insurance benefit under
subsection (d) or a monthly primary insurance benefit which is equal
to or greater than three-fourths of a monthly primary insurance
benefit of her husband, (3) was living with her hushand at the time of
his death, (4) has filed application for the benefits, and (5) at the time
of filing such application has in her care a child of the deceased hus-
band -entitled to receive child’s insurance benefits. By “in her care”
is meant that she takes responsibility for the welfare and care of the
child, whether or not she actually lives in the same home with the
child at the time she files application. o
Benefit rate.—A widow’s current insurance benefit for a month is
equal to three-fourths of the monthly primary insurance benefit of
her husband, but, if she is o becomes entitled to a monthly primary
insurance benefit under subsection (a) which is less than three-fourths
of a monthly primary insurance benefit of her husband, then her
widow’s current insurance benefit for the month in which she becomes
entitled to such primary insurance benefit and for each month there-
after, is equal to the difference between three-fourths of her hushand’s
glon fghly primary insurance benefit and her monthly primary insurance
enefit. :
Benefit period.—Widow’s current insurance benefits are payable
beginning with the month in which the widow becomes entitled to
them, having met conditions (1), (2), (3), (4), and (5) above. All of
such conditions may be met in a single month, or part in one month and
part in another month or months. The benefits end when no child
of the deceased husband is further entitled to receive a child’s insurance
benefit, the widow becomes entitled to receive a primary insurance
benefit under subsection (a) equal to or exceeding three-fourths of a
primary insurance benefit of the deceased husband, she becomes
entitled to receive a widow’s insurance benefit, she remarries, oy dies.
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 ‘Bestion 202 (f): ‘This' subsection provides' for. “parent's insurance
bériefits” for an aged parent whose son or daughter died s fully ine
sured individual ‘(as defined in sec. 209 (g)), ledving no widow and no
unmarried surviving child under age 18. The purpose of these bene-
fits, which are based on the wages of the son or daughter, is to extend
financial protection to the ag:ﬁ:fparent where the parent was wholl
dependent upon and supported by the son or detughter at the time suc
son or daughter died, and where no such widow or child survives. It
assures the parent, in such cases, of a monthly amount equal to one-
half of the amount to which the son or daughter was or would have
been entitled as a fully insured individual if such son or daughter
before death, had met the conditions for a primary insurance benefit
under subsection (a). A benefit may be payable to both a mother and
s father of the same fully insured individual. A benefit is payable to
the parent for each month, upon condition that such parent (1) has
attained age 65, (2) was wholly dependent upon and supported by the
son or daughter at the time of the son’s or daughter’s death and filed
proof of such dependency and support within 2 years of the date of
such death, (3) l&s not married since such death, (4) is not entitled to
receive any other monthly insurance benefits of any kind or is entitled
to receive one or more of such monthly benefits, the total of which is
less than one-half of the monthly primary insurance benefit of the
deceased son or daughter, and (6) has filed application for parent's
insurance benefits, ) :

Benefit rate—The parent’s insurance benefit for & month is equal
to one-half of the monthl{‘ primary insurance benefit of the son or
daughter with respect to whose wages the parent is entitled to a bene-
fit. If there is more than one such son or daughter for a month in
which the ?arent is entitled to parent’s benefits, the pareut is entitled
to one-half the primary insurance benefit which is largest. If the
parent is or becomes entitled to a monthly benefit or benefits (other
than parent’s insurance benefits) and such monthly benefit or the
total of such monthly benefits is less than one-half of the monthly
grimary insurance benefit of the son or daughter, then the parent’s

enefit for the month in which the parent becomes entitled o such
other benefit or benefits, and for each month thereafter, is equal to
the difference between such other monthly benefit or the total of such
other monthly benefits and one-half of the son’s or daughter’s monthly
primary insurance benefit, .

Benefit period.—Parent’s insurance benefits are payable beginning
with the month in which the parent becomes eligible for them, having
met conditions (1), (2), (3), (4), and (5) above. All of such condi-
tions may be met in a single month, or part in one month and part
in another month or months. Benefits end when the parent dies,
marries, or becomes entitled to receive for any month an insurance
benefit or benefits (other than parent's insurance benefits) in a total
amount equal to or exceeding one-half of a primary insurance benefit
of the deceased son or daughter.

“Parend’’ defined.—Paragraph (3) of section 202 (f) defines the
term ‘‘parent’ to mean the mother or father of an individual, the
stepparent of an individual by a marriage contracted before such
individual attained age 16, and the adopting parent by whom such
individual was adopted before he attained age 16.



Beotion 202 (g): This secti
31, 1039, of 4 fully or ‘currently insured individ
200 (g) and (b)) Who left no surviving idow, obid, or pare
would, on filing application in the month in which such fully or car
rently insured individual died, be entitled to a benefit for such month
under subsection (b); (c), (d), (e), or (f) of this section. ‘ ‘

Description of persons who may be entutled.—The lump-sum payments
are made to the lollowing persons under the conditions stateg: (1) To
the widow or widower of the deceased; (2) if no such widow or widower
is living at the time of the fully or currently insured individual’s death,
to any child or children of the deceased and to_any other person or
persons who are, under the intestacy law of the State where. the
deceased was domiciled, entitled to share as distributees with such
children of the deceased, in such proportions as Xrovided by such law;
(3) if no widow or widower and no such child and no such other person
is living at the time of such death, to the parent or parents of ‘the
deceased. The Board is to determine the relationship under (1), (2),
and (3) above, and if there is more than one person entitled hereunder,
is to distribute the lump-sum payment among all -who are entitled.
If none of the persons described under (1), (2), and (3) is living at
the time of the Board’s determination, the amount due is to be paid
to any person or persons equitably entitled thereto, to the extent and
in the proportions that he or they shall have pald the expenses of
burial of the deceased (but no such payment for burial expenses may
exceed the amount actually disbursed by the person or persons who
paid such expenses). , R

It will be noted that your committee amendment limits payment of
the lump sum, jn cases arising under (3) above, to the parent or
parents of the deceased, eliminating the provision of the House bill for
distribution among persons who may be entitled under the law of the
State to share as distributees with the parents of the deceased. The
committee proposal would also provide that when more than one
parent is entitled to a payment, each of them would share equally.

Amount of payment.~—The lump-sum payment is an amount equal to
six times & primary insurance benefit for a month (as defined 1n sec.
209 (e)) of the fully or currently insured deceased individual.

Application for lumg-sum payment.—The lump sum is f)a able only
if application 18 filed by or on behalf of the person entitled (whether
or not legally competent) lf)rior to the expiration of 2 years after
the date of death of the fully or currently insured individual.

Delayed applications,

Section 202 (h): This subsection provides that an individual who
would have been entitled to an insurance benefit under subsection
(b), (e), (d), (e), or (f) of this section for any month, if he had filed
his ap lication for such benefit during such month, shall be entitled
to such benefit for such month if he files application for it before the
end of the third month immediately succeeding such month. The
purpose of this section is to prevent the loss of benefits to individuals
who might not know of their right to benefits or who, for some other
reason, have delayed filing their applications. If, for example, in
March a widow has fulfilled all eligibility conditions under section

eath

Fidbw, Gl or paret who
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202 (d) except the filing of her application, and files application in
June, she wﬂlp be entitled to a;b;e'ne& for March, aA'pﬁ,; M!%q June, and
thereafter, as if she had filed her application in March. Similarly,
if she files-application in July, she will be entitled to & benefit for
April, May, June, July, and thereafter, just as if she had filed her

application in April.

REDUCTION AND INCREASE OF INSURANCE BENEFITS

Section 203: This section provides a maximum and minimum for
benefits payable under section 202, and for reduction or increase to
such maximum or minimum, as the case may be, of the monthly
amount of the benefit which would be payable except for this section,
It provides also for deductions from benefits because of gainful em-
ployment for a stated amount of wages, and under certain other
enumerated circumstances, and for deductions for lump-sum pay-
ments made prior to 1940 upon attainment of age 65.

Maximum benefits. ‘ ,

‘Section 203 (a): This subsection of the bill as passed by the House
provides that any benefits payable on the basis of an individual’s
wages shall be reduced, so that the maximum for any benefit (if only
one benefit for a month is payable with respect to the wages of an
individual) or for the total of all benefits (if more than one benefit
is payable for & month will respect to the wages of an individual) shall
not exceed (1) $85, or (2) two times the primary insurance benefit of
such individual, or (3) 80 percent of the average monthly wage of such
individual, whichever is least. This takes the place of the provision
now in the Social Security Act limiting the monthly rate of benefits
to $85.

~One of the effects of this provision is that there may in some cases
be reductions so that there will be paid a maximum of $10 per month
in monthly benefits whether there are one, two, or more dependents.
Your committee feel that in such cases the reduction should not be
8o great as now provided in the House bill. For example, it is believed
‘that the minimum total of benefits payable for a husband and wife
should not be less than $15, and of a husband, wife, and child, or for
four surviving dependent orphans, not less than $20.

" The bill reported by your committee accordingly includes & pro-
gosed amendment which would change this %rowsmn of the House

ill so that the reduction in the amount of a benefit will be required
only where the total of benefits payable with respect to an individual’s
wages is more than $20, and provides that the total of benefits shall
in such cases be reduced to (z) the least of the amounts referred to
under (1), (2), and (3) above, or (b) $20, whichever is greater. It
also strikes out reference to reduction of a single benefit as superfluous
because of certain other proposed amendments which will be men-
tioned later in detail.

Minimum benefits.

Section 203 (b): This subsection provides that benefits payable on
the basis of an individual’s wages shall be increased so that the mini-
mum for any benefit or for the total of benefits (where more than one
benefit is payable for a month) is $10. This provision also prevents a
reduction under subsection (a) to below $10 in the case where the
average monthly wage is very low.



. The parenthetical ‘clause’of: the House' bill' making: this subsection
applicable after: reductions: under subssction: (s) have::been misde
would be made unnecessary by the amendment to subsection: (a)
groposedi by the committee, since under the committee proposal no

enefit or total of benefits could be reduced under subssction (a) to

below $10. * The clause is therefore eliminated. ' AR
Proportionate reduction or increase. T AT LR TR

Section 203 (c): This subsection of the House bill provides that
whenever a reduction or increase is required by subsec&a?@ or (b)
and more than one benefit is payable for the month with respect to
the wages of an individual, each of the benefits shall be proportionately
increased or decreased, as the casemay be, .~ = ‘

Under this provision an individual’s primary benefit might be subject
to reduction.  For example, an individual with a wife and two children
entitled to benefits would have his ‘$10 primary benefit reduced.
Thus, in the example given, under the provision of the House bill there
would be a reduction so that thé husband’s benefit would be reduced
from $10 to $8 and the total benefits for wife and children would be
$12. Your committee beliocve it would be more understandable for the
primary benefit to remain at $10 and the total of benefits for wife and
children to be reduced to $10. . ‘ \

The committee therefore recommend that subsection (c) be changed
to except specifically primary insurance benefits from the proportion-
ate reductions from each benefit required under that subsection.

Deductions because of employment, ete.

Section 203 (d): This subsection of the House bill provides that
deductions shall be made from any benefits to which an individual is
entitled, until such deductions total the amount of the benefit or of
the benefits (where the individual is entitled to receive more than one
insurance benefit) which such individual was entitled to receive for
any month in which he (1) rendered services for wages of not less than.
$15; or (2) if a child over 16 and under 18 years of age failed to attend
school regularly and the Board finds that such attendance was feasi-
ble; or (3) if a widow entitled to a widow’s current insurance benefit
did not have in her care a child of her deceased husband entitled to
receive a child’s insurance benefit. T

Section 203 (e): This subsection provides that deductions shall be
made from any wife’s or child’s insurance benefit until the total equals
the wife’s or child’s benefit or benefits for any month in which the
individual, with respect to whose wages such benefit was payable
rendered services for wages of not less than $15. For example, i
a child receives a benefit of $10 per month because of a father who
is receiving a $20 per month primary insurance henefit, $10 is deducted
from benefits payable to the child if the father works in a month for
wages of $15 or more. .

The House bill does not make it clear as to whether children servin
as apprentices without pay shall be considered as attending school,
and the proposed committee_amendments to paragraph (2) of this
subsection are to make it clear that apprentices serving without pay
are to be regarded as attending school, _

The other proposed amendment to this subsection makes it clear
that the Board is authorized to determine the proper amount of each
deduction to be made in any benefit and the month or months in
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which the deduction or deductions are to be made, * This also applies

in the case of deductions under subsections (e) and (h). -
Duplication of deductions prevented. = ' - |

ection 203 (f): This subsection prevents the duplication of deduc
tions ‘under subsections (d) and (e). If, for example, & deduction is
imposed because of the occurrence in a month of an event enumerated
in subsection (d), there is no deduction because of employment in
that month as set forth in subsection (e). :

Report to Board of Employment.

Section 203 (g): This subsection of the House bill requires that the
occurrence of any of the events enumerated in subsection (d) or (e)
be reported to the Board by any individual whose benefits are subjact
to a deduction under those subsections. If the individual had know<
ledge of the occurrence of the event, failure to so report is penalized
by doubling the deduction. _

“In some instances it should be the 1perm:»n receiving the payment
rather than the individual on behalf of whom the benefit is received
who should have the duty of making the rel;])'ort required under this
subsection. For example, the guardian should report a minor's
failure to attend school.

Your committee accordingly propose that this subsection be
amended to require that the report be made by any individual who is
in receipt of benefits subject to deduction, or who is in receipt of such
benefits on behalf of another individual.

Deductions because of lump-sum payments.

Section 203 (h): An individual entitled to a benefit under these
amendments may have been paid a lump sum upon attainment of
age 65, under %rovxsmns of the Social Security Act in force prior to
1940. This subsection provides that deductions shall also be made
from any primary insurance benefit to which an individual is entitled,
or from any other insurance benefit payable with respect to the wages
of such individual, until such dedugtions total the amount of any
such lump-sum payment to such 'individual. Deductions under
subsections (d), (), and (h) are made after any reductions or increases
which may be required under subsections (a) and (b).

Vgt

OVERPAYMENTS AND UNDERPAYMENTS

Adjustment of erroneous payments. . :

Section 204 (a): This subsection provides that errors in payments
to an individual shall be adjusted by increasing or decreasing subse-
guent'beneﬁts to which such individual is entitled. If such individual

ies before adjustment has been begun or completed, adjustment
shall be made by increasing or decreasing subsequent bencfits payable
with respect to the wages which were the basis of benefits of such
deceased individual, Thus, if error is made in the payment of a
primary insurance benefit to an individual, adjustment shall be made
upon his death in favor of or against his widow, children, and parents,
if any, who are entitled to receive benefits. 1 error is made in the
payment of any benefit other thama primary insurance benefit, then
upon the death of the individual receiving such benefit, adjustment
shall be made in favor of or against the primary beneﬁ'cia.ry on the
basis of whose wages such erroneous payments were made, and in
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favor of or ‘against any other beneﬁmary ‘whose benefits are paysble

on the bﬂﬂiﬂOfﬁlﬂ“w&gﬂ. iy e e et T e T
' Section 204 (b). waives any:right of the United Stxtes to recover b
legal action or otherwisé in any case of incorrect, payment tommdxy-
vidual who is without fault it adjustment or recovery would: defeat,
the purpose of this title or would be against equity and good conscience,

Section 204 (c) protects from liability any ' certifying or disbursing
officer in any case where adjustment or recovery is waived under
subsection (b), or where adjustment under subsection (a) is not.com-
pleted prior to the death of all persons against whose benefits. deduo-
tions are authorized. . : _ .

EVIDENCE, PROCEDURE, AND CEHRTIFICATION FOR PAYﬁINT

Section 205: This section of the bill provides a detailed procedure
in connection with benefit determination and payment. Adminis-
trative and judicial review provisions not now provided in the Social
Security Act are included, and administrative provisions are included
which are similar to those under which the Veterans’ Administration
operates, : : N P '

pSection 205 (a) clarifies the Board's power to make rules and regu-

_lations to carrIy out the provisions of title I1 and directs the Board
to adopt regulations concerning the nature and extent of proofs to
establish rights to-benefits. o

Section 205 (b) outlines the general functions of the Board in
determining rights to benefits. 1t requires the Board to offer oppor-
tunity for a hearing, upon request, to an individual whose rights are
prejudiced by any decision of the Board. The Board is also authorized,
on 1ts own motion, to hold such hearings and to conduct such investi-
gations and other proceedings as it may deem necessary or proper,
and may administer oaths and affirmations and examine witnesses,
Evidence may be received at any hearing before the Board even though
inadmissible under rules of evidence applicable to court procedure.

Section 205 (¢) provides a procedure for the establishment, mainte-
nance, and correction of wage records. Clause (1) directs the Board
to maintain the records, and upon request to inform any wage earner,
or after the wage earner’s death, his wife, child, or parent, of the
amount of his wages and periods of payments, shown by such records
at the time of such request. The records are declared to constitute
evidence of the amount of wages and the periods of payment, and the
absence of an entry for any period constitutes evidence that no wages
were paid in such period. : L

Clause (2) provides that, after the expiration of the fourth calendar
Kear following any year in which wages were paid or alleged to have

een paid, the Board’s records shall be conclusive of the amount of
waées and periods of payment except as provided in clauses (3) and (4).
Jause (3) authorizes the Board to correct its records prior to.the
expiration of such fourth year. Written notice of any revision which
is adverse to the interests of any individual shall be given to such
individual in any case where he has been previously notified by the
Board of the amount.of wages and the periods of payment shown by
the records. Upon request prior to the expiration of such fourth year
or within 60 days thereafter, the Board shall afford any wage earner,
or after his death, his wife, child, or parent, a hearing with respect to
any alleged error in its records. .
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“Clause (4) provides:for a limited correction of the records after the
ﬁimti‘on"of the fourth year. The procedure is the same.as that pro.
ided in' clause (3); but no cliange can be'made under this ¢lause except
to conforni the:records:with tax returns and other'data submitted
under title VIII of the Social Security Act or subchapter A of chapter

9 of ‘the Internal Revenue Code, and regulations theréunder. '

Clause '(6)' provides for judicial review of decisions under this
subsection in the'same manner as is provided in subsection (g).

- Section 205 (d) authorizes the Board to issue subpenas requiring the
testimony of witnesses and the ‘production of evidence.

Section 205 (e) authorizes Federal courts to order obedience to the
subpena of the Board and to punish as contempt any disobedience of
the court’s order. : |

Section 205 (f) provides that the privilege against self-incrimination
shall not excuse any person from testifying but that he shall not be
prosecuted or subjected to a penalty or forfeiture on account of an
matiter concerning which he is compelled to testify after claiming his
privilege against self-incrimination.

Section 205 (g) provides that any individual may obtain & review
of any final decision of the Board made after a hearing to which he
was 8 party, by commencing a civil action in the appropriate district
court of the United States within 60 days after notice of the decision
is mailed to him, The present provisions of the Social Security Act
do not specify what remedy, if any, is open to a claimant in the event
his claim to bencfits is denied by the Board. The provisions of this
subsection are similar to those made for the review of decisions of
many administrative bodies, The Board’s decisions on questions of
law will be reviewable, but its findings of fact, if supported by sub-
stantial evidence, will be conclusive. Where & decision of the Board
is based on a failure to submit proof in conformity with a regulation,
the court may review only the question of conformity of the proof
with the regulation and the validity of the regulation. Provision is
made for remanding of proceedings to the Board for further action,
or for additional evidence.

Section 205 (]:12l provides that the findings and decision of the Board
after a hearing shall be binding upon all individuals who were Igarties
to such hearing and that there shall be no review of the Board’s
decisions by any person, tribunal, or governmental agency except as
%rovided in subsection (g). Actions may not be brought against the

nited States, the Board, or any of its officers or employees under
setiti(ixlx 24 of the Judicial Code to recover on any claim ansing under
title II.

Section 205 (i) incorporates substantially the provisions of the
g‘esent section 207 of the act with respect to certification by the

oard of the individuals entitled to ;i)a.yments, except that certifica-
tion is made to, and payment is made by, the managing trustee. Itis
provided that the Board may withhold certification pending court
review under subsection (g).

Section 205 (j) provides that the Board may, where it appears that
the interest of the applicant would be served thereby, whether he is
legally competent or incompetent, make certification for payments
directly to him or to a relative or some other person, for the use and
benefit of such applicant.



Section 205 (k) provides that' any payments hereafter made under
conditions, set forth, in subsection sq),. any, paymentis made before
January 1, 1940, to, or on behalf of, legally incompetent individuals,

and any payments made after December 31,1939, to & legally incom:

petent individual Without knowledgé by the Board of sueh  ncompe-
tency inor, to certification ‘of :,Yay_mjeht; if otherwise valid under this
title, shall be a complete settloment and satisfaction of any claim,
right, or interest in and to such pdgm‘e'nt,f o L B

Section 205 (1) authorizes the Board to delegate the powers con-
ferred upon it by this section. This includes the power to issue
subpenas, conduct hearings, ‘'make  determinations of the right to
benefits, and make certification of payments. It also authorizes the
Board to appear by its. bwn:attom%vs»incourt proceedings under sub-
section (e) for the enforcement of Board subpenas.

Section 205 (m) provides that applications for benefits filed prior to
3 months before the applicant becomes entitled to receive benefits,
shall be invalid.

Section 205 (n) authorizes the Board to certify to the managing
trustee any two or more individuals in the same famialz for joint
payment of the total benefits payable to such individuals.

REPRESENTATION OF CLAIMANTS BEFORE THE BOARD

Section 206: This section authorizes the Board to prescribe regula-
tions concerning the practice of attorneivs, agents, and other persons
in the preparation or presentation of claims for benefits before the
Board, and the Board may require of such agents or Gther persons
(other than attorneys) as a condition to recognition that they show
that they are of good character and good repute and are competent to
represent claimants, ~An attorney in good standing who is admitted to

ractice before the highest court of a State, Territory, or District, or
gefore the Supreme Court of the United States or an inferior Federal
court, is entitled to reg
certain conditions an individual may be suspended or prohibited from
further practice before the Board. While it is not contemplated that
the services-of an agent or attorney will be necessary in presenting
the vast majority of claims, the experience of other agencies would
indicate that where such services are performed the fees charged there-
for should be subject to regulation by the Board, and it is so provided.
The provision is similar to the statute (5 U. S. C., sec. 261) giving the
Treasury Department ‘(':omgarable authority. For the purpose of
protecting claimants and beneficiaries a penalty is provided for
violation of Board regulations prescribing fees and for deceiving,
misge?ding, or threatening claimants or beneficiaries with intent
to defraud.

resent claimants before the Board, Under

ABBIGNMENT

Section 207: This section is identical with section 208 of the Social
Security Act which provides that a right to payment under this title
shall not be transferable or assignable nor shall any moneys paid or
payable be subject to execution or other legal process.

8. Repts., 16-1, vol, T~~—-82



PENALTIRS .

Section 208: This section is designad to protect the system against
fraud. The present {)enal rovisions are broaderied and clarified so
as to specifically apply to the making of false statements such as in
tax returns, tax claims, etc., for the purpose of obtaining or increasing
benefits, and to apply to the making of false statements, affidavits, or

_documents in connection with an application for benefits, regardless
~of whether made by the applicant or some other person.

DEFINITIONSB

Definition of wages. v
Section 209 {a): This subsection continues the present definition of
wages, clarifies it in certain resgecta, and excludes certain payments
heretofore included. Paragraph (2) in the House bill excludes all
ayments made by the employer to or on behalf of an employee or
ormer employee, under a plan or system providing for retirement
benefits (including pensions), or disability benefits (including medical
and hospitalization expenses), but not life insurance. Your com-
mittee have added an exclusion of payments on account of death
(including life insurance) where it is clear that the employee while
living does not have certain rights and options. Generally, such pay-
ments are excluded under existing law if the employee does not have
those rights and options, but it i1s deemed desirable for purposes of
certainty to provide an exlﬁress exclusion. The payments under para-
graPh (2) of the House bill and under the bill, as amended, would be
excluded even though the amount or possibility of such payments is
taken inte consideration in fixing the amount of remuneration and
even though such Fayment.s are re%l;;réd, either expressly or impliedly,
by the contract of employment. Since it is the practice of some em-
oyers to provide for such payments through insurance or the estab-
Kshm" ent and maintenance of funds for the purpose, the premiums or
_insurance payments and the payments made’into or out of any fund
would likewise be excluded from wages. Paragraph (3) expressly
excludes from wages, payment’by an employer (without deduction
{from the remuneration of, or other reimbursement from, the employee)
of the employee’s tax imposed by section 1400 of the Internal Revenue
Code (formerly sec. 801 of the Social Security Act) and employee
contributions under State unemployment compensation laws. Para-
Fmph (4) excludes dismissal payments which the employer is not
eﬁy obligated to make. .
o exclusion of remuneration paid prior to January 1, 1937, is
merel; a technical e. Such remuneration has never been any
basis for the benefits under this title, being excluded in the provisions
providing the benefits. Such provisions are simplified by transferring
the exclusion to the definition of wages. o
Your committee have proposed an amendiient, effective in 1940,
to the Federal Insurance Contributions Act, giving a tax rebate to
employees with total salary of more than $3,000, who, because they
work for more than one employer in a year, have taxable wages In
excess of $3,000 for the year. Your committee accordingly propose an
amendment to section 209 (a) of the House bill, so that no more tham -
$3,000 total remuneration for any calendar year is counted for such
year for benefit purposes,
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Definition of employment, . . ,

Section 209 (b): ‘This term is defined in the Houss bill to. mean any
service performed prior to January 1, 1940, which would be included
under existing law for purposes of credit toward benefits; and to mean
any service performed -after December 31,1939, by an employee for
the person employing him, irrespective of the citizenship or residence
of either, (A) within the United States, or (B) on or in connection with
an American vessel (Jefined in subsec. (d)) under a contract of service
entered into within the United States or during the performancé of
which the vessel touches a port therein, if the employee is-employed
on, and in connection with, the vessel when outside the United States.
No substantive change in existing law is made by the introductory
paragraph of this provision except the extension of the’definition to
include service on American vessels. Your committee, however; pro-
pose another substantive change to the introductory paragraph—the
provision relative to service performed by an individual after he at-
tains age 65. Under the House bill the Federal Insurance Contribu-
tions Act is amended and taxes wages from such services after 1939.
Accordingly, the House bill includes such services performed after
1939 in the definition of employment. One of your committee’s pro-
posed amendments would make wages from such services performed
after 1938 taxable, and it is proposed that the introductory paragraph
of section 209 (b) of the bill as it ,Eassed the House ge amended
accordingly. 'The purpose is to give the opportunity for an additional

ear of coverage to those who become 65 before 1939. This extension
is designed to include, with the qualifications noted, all service which
is attached to, or connected with, the vessel (e. g., service by officers
and members of the crew and other employees such as those. of con-
cessionaires). Individuals who are passengers on the vessel in the
generally accepted sense, such as an employee of an American depart-
ment store going abroad, would not be included, because their service
has no connection with the vessel. Service performed on, or in con-
nection with, an American vessel within the United States will be on
the same basis as regards inclusion as-ether services performed within
the United States. L - T
 Under existing law service performed within the United States
(which otherwise constitutes employment) i8 covered irrespective of
the citizenship or residence of the employer or employee. : The
amendment makes clear that this will be true also in the case of
maritime service covered by the amendment, regardless of whether
performed within or without the United States. The basic reasons
which caused the-original coverage to be made without distinctions
on account of citizenship or residence apply in the case of seamen.
The number of foreign seamen who may be employed on American
vessels ed in trade is limited under our Shj,ﬂ)ing laws, '

The definition of the term “employment’” under the amendment,
as applied to service rendered prior to January 1, 1940, retains the
exemptions contained in the present Jaw. The definition applicable
to service rendered on and after that date continues unchanged some
of the present exemptions, revises others, and adds certain addi-
tional ones. : »

Paragraph (1)-eontinues the exception of agricultural labor, but a
new subsection (1) defines the term for purposes of the exclusion.
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Paragraph (2) continues the present exception of domestic service
in a private home, but adds to the exception such service in a local
college club or local chapter of a college fraternity or sorority (not
including alumni clubs or chapters). Thus services of cook, waiter,
chambermaid, and the house mother, performed for these local
clubs and chapters, are exempt. - :

~ Paragraph (3) continues the present exception of casual labor not
in the course of the employer’s trade or business. e

A new paragraph (4) excludes service performed by an individual in
the employ of his son, daughter, or si)ouse, and service performed by a
child under the age of 21 in the employ of his parent. This exclusion
is already contained in the Federal unemployment tax provisions of
the existing law and is considered advisable because of the possibility
offered by such employment for-collusion in building up credits in
certain cases which offer a high return for a small amount of contribu-
tions. : A
Paragraph (5), which takes the place of the existing exclusion of
service on documented vessels, excludes service performed on or in
connection with a vessel not an American vessel, if the employee is
employed on and in connection with such vessel when outside the
United States. This provision excludes all service, although per-
formed within the United States, which is rendered by an employee
who was rendering service on and in connection with such a vessel
upon its entry into the United States or who is rendering such service
upon departure of the vessel from the United States. Thus, officers
and members. of the crew and other employees whose service is
rendered both on and in connection with the vessel (such as employees
of concessionaires and others whose service is similarly connected with
the vessel) when on its voyage are excluded even though the vessel is
within the United States, if they come into or go out of the United
States with the vessel. .

Paragraph (6) continues the exemption of service performed in the
employ of the United States but, with respect to instrumentalities of
the United States, limits the exemption to those instrumeritalities
which are (A) whofly owned by the United States or (B) exempt from
the tax imposed by section 1410 of the Internal Revenue Code
(formerly sec. 804 of the Social Security Act) b{; virtue of anﬁlsother
provision of law. The change in this provision brings within this title
of the act certain Federal instrumentalities not falling within clause
(A) or (B), above, such as national banks, .

Paragraph (7) continues the exemption of service for State govern-
ments, their subdivisions and instrumentalities, but limits the exemp-
tion with respect to instrumentalities so that it applies only to an
instrumentality which is wholly owned by a State or political sub-
division or which would be immune from the tax imposed by section
1410 of the Internal Revenue Code (forinerly sec. 804 of the Social
Security Act) by the Constitution, The amendment thus narrows the
present exemption and in no case broadens it.

Paragraph (8) continues the exemption of religious, charitable,
scientific, literary, or educational organizations, but brings the language
of the exemption into conformity with the corresponding exemgtlon
from income tax under section 101 (6) of the Internal Revenue Code,
by adding a specific disqualifying clause applicable where any sub-
stantial part of the activities of the organization is carrying on
propaganda or otherwise attempting to influence legislation.
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- Paragraph (9) continues without change the present provisions of
law exempting services of employees covered by the railroad-tetirement
system. This provision leaves unchanged the exemption of the service
of an"individual in the employ of an employer subject to the railroad
retirement system even though the individual reccives remuneration
in a form, e. g., tips, not recognized as compensation under the Railroad
Retirement Act and subchapter B of chapter 9 of the Internal Revenue
Code (formerly the Carriers’ Taxing Act of 1937), and :leaves: un-
changed the inclusion of service in case it is performed by an einployee
in the segregable nonrailroad activities of an employer where segre- .
gation of the railroad activities from nonrailroad activities is' found
necessary in the interpretation and administration of the laws relating
to the social-security system and the railroad-retirement system.

Paragraph (10) provides several new exclusions from employment:

Clause (A) exempts certain service in any calendar quarter performed
in the employ of an organization exempt from income tax under
section 101 of the Internal Revenue Code, if (i) the remuneration for
such service does not exceed $45; or (ii) without regard to amount
of remuneration, if the service is performed in connection with the
collection of dues or premiums (away from the home office) for a
fraternal ‘beneficiary society, order, or association, or is ritualistic
service (wherever performed) in connection with such an organiza-
tion; or (iii), without regard to amount of remuneration, if the service
is performed by a student enrolled and regularly attending classes at
a school, college, or university. Organizations 8o exempt from income
tax and thus within this provision include the following: Certain
labor, agricultural, and horticultural organizations, mutual savings
banks, fraternal beneficiary societies, building and loan associations,
cooperative banks, credit unions, cemetery companies, business
leagues, chambers of commerce, real estate boards, boards of trade,
civic leagues, local associations of employees, social clubs, local benev-
olent life insurance associations, mutual irrigation and teiephone com-
panies, farmers’ or other mutual hail, cyclone, casualty, or fire in-
surance companies or associations, farmers’ cooperative marketing
and purchasing associations, corgorations organized to finance crop
operations, voluntary employees’ beneficiary associations, and religious
or apostolic associations or corporations.
* Paragraph (10), clause (B), of the House bill excepts service in the
employ of an agricultural or horticultural organization, regardless of
the amount of remuneration. The committee report of the Ways and
Means Committee states that these organizations are identical with
agricultural and horticultural organizations exempt from income tax
under section 101 (1) of the Internal Revenue Code. The proposed
amendment of your committee would be to clarify the provision.

Paragraph (10), clause (C), excepts service in the employ of a
voluntary employees’ beneficiary association, providing for payment
of life, sick, accident, or other benefits to the members of such asso-
ciation or their dependents, if (i) no part of its net earnings inures
(other than through such payments) to the benefit of any private
shareholder or individual, and (ii) 85 percent or more of the Income
consists of amounts collected from members for the sole purpose of
making such payments and meeting expenses. This exemption is
identical with that of these organizations under section 101 (16) of
the Internal Revenue Code and will have the same scope.
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Paragraph (10), clause (D), of the House bill excepts all:sérvice
performed in the employ of a voluntary employees’ beneficiary associ-
ation providing for the payment of life, sick, accident, or other benefits
to the members of such association or their dependents or designated
beneficiaries, if (i) admission to membership in such association is
limited to individuals who are employees of the United States Govern-
ment, and (ii) no. part of the net earnings of such association inures
(other than through such payments) to the benefit of any private
shareholder or individual. The proposed amendment is merely
clarifying. ; _

Paragraph (10), clause (E), excepts service performed in any calen-
dar quarter in the employ of a school, college, or university, not exempt
from income tax, if such service is performed by a student enrolled and
regularly attending classes at such school, college, or university, and
the remuneration for such service does not exceed $45. In deter-
mining the remuneration, for purposes of the $45 limitation, the value
of room, board, and tuition, if furnished by the school, college, or
university as part of the remuneration, would be excluded.

A calendar quarter is any period of 3 calendar months ending on
March 31, June 30, Septemﬂer 30, or December 31.

Paragraph (11) excepts service performed in the employ of a foreign
government, and paragraph (12) simil&rlr excepts, on a basis of
reciprocity, service performed in the employ of an instrumentality
wholly owned by a foreign government. These paragraphs are, by
section 902 (f) of the bill, made retroactively effective to the date of the
enactment of the Social Security Act.

Paragraph (13) excepts service performed as a student nurse in the
employ of a hospital or a nurse’s training school by an individual who is
enrolled and is regularly attending classes in such a school chartered
or approved pursuant to State law; and service performed asan interne
(as distinguished from a resident doctor) in the employ of a hospital
by an individual who has completed a 4 years’ course in & medical
school chartered or approved pursuant to State law.

Paragraph (14) is & new paragraph proposed by your committee.

This amendment would exclude fishermen from coverage. It
would also exclude officers and members of crews (even though not
fishermen) of any vessel less than 400 tons or of any sail vessel regard-
less of tonnage if the vessel is engaged in spécified fishing activities.
The tonnage of vessels will be determined by methods employed for
determining tonnage for the purpose of registry.

Paragraph (15) is a new paragraph proposed by your committee,
which would exclude services performed by an individual under the
age of 18 in making street sales of newspapers, and in making house-
to-house delivery of newspapers or shopping news, including handbills
and other similar types of advertising material It does not include
the handling of newspapers and advertising material prior to time
they are turned over to the individual who makes the sale, the house-
to-frouse, or other final distribution.

Section 209 (¢): This section of the House bill relates to an employee
who has performed both included and excluded service for the same
employer during a pay period. It provides that if one-half or more
of the services constitutes included employment, all of such service
will be included; but that if less than one-half constitutes included
employment, all will be excluded. The provision does not apply to
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the service-of an employee in a pay period if any of the service of the
employee in the pay period is covered under the railroad-retirement
si'rst:eng. The proposed amendment by your committee is merely
Definition of American vessel. , - ‘ o

Section 209 (d): This term is defined to mean any vessel docu-
mented or numbered under the laws of the United States; and also
to include any vessel neither so documented nor numbered nor docu-
mented under the laws of any foreign country while the crew is in the
employ only of citizens or residents of the United States or corporations
organized under the laws of the United States or of any State. '
“Primary insurance benefit’ defined. ‘

Section 209 (e) of the House bill defines the term ‘‘primary insur-
ance berefit’”” and is the basis for the computation of benefits under
gection 202. ‘‘Primary insurance benefit” means an amount equal to
the sum of the following: (1) (A) 40 percent of the amount of an
individual’s average monthly wage, if such average monthly wage does
not exceed $50, or (B) if such average monthly wage exceeds $50, 40
percent of $50, plus 10 percent of the amount by which such average
monthly wage exceeds $560, and (2) an amount equal to 1 percent of
the amount computed under (1) above multiplied by the number of
years in which $200 or more of wages were paid to such individual,
This section sets forth the method of computing the amount of a
primary insurance benefit for & month. In the case of a living indi-
vidual such amount is the amount payable as a benefit under section
202 (a). Such amount also serves as the basis for computing, in the
case of a living or deceased individual, any other benefit (or a lump
sum) which may be payable on the basis of such individual’s wages.

The amendment proposed by your committee to clause (1) places a
limit of $250 on the average monthly wage upon which computation
of the benefit may be based. While it will be impossible to exceed
this average from employment after 1939 under your committee’s
proposal in connection with tax rebates, in an occasional case a person
earning large amounts with several employers, prior to 1940 and
f)etirifxilg in the near future, might otherwise receive unjustifiably large

enefits. ' '

This proposal would also liberalize the House bill in this respect by
providing that the minimum primary insurance benefit shall-be $10
and, under the amendments proposed to section 203, this minimum
primary insurance benefit would not be subject to reduction as a
Eﬂrilmary insurance benefit would be under the provisions of the House

Average monthly wage.

Section 209 (f) of the House bill defines the term ‘“average monthly
wage'’ a8 used in the formula set forth in subsection (e) to mean the

uotient obtained by dividing the total wages paid an individual before
the year in which he died or became entitled to receive primary
insurance benefits, whichever first occurred, by 12 times the number
of years elapsing after 1936 and before such year in which he died or
became so entitled, excluding any year prior to the year in which he
attained the age of 22 during which he was £aid less than $200. In

:;]k? case, however, shall such total wages be divided by a number less
an 36.
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Your committee’s proposal would amend the House bill by substi-
tuting quarters for years, and eliminating the minimum-divisor of 36;
Thus the wages which would be counted toward benefits- would be
those paid before the quarter in which the individual dies or retires
rather than before the year in which such event occurs. The mini-
mum divisor in determining monthly average wages would be 18
instead of 36 as 6 quarters are provided in title IT as the minimum
requirement for benefits. It would also eliminate from the computa-
tion quarters which occurred prior to 1939 and which occurred.after
an individual already 65 had attained that age, thus tending more
accurately to reflect his wage loss on retirement.

Fully insured individual.
~Section 209 (g) of the House bill defines the term “fully insured
individual.”

Paragraph (1) of the definition provides that individuals who attain
age 65 prior to the year 1940, in order to become fully insured in-
dividuals, must have not less than 2 years of coverage and have heen
paid not less than $600 in wages. %his is a flat minimum require-
ment which applies without regard to the particular year in which
an individual attained age 65. .

Paragraph (2) of the definition applies to individuals who die or
attain age 65 after 1939 and before 1946. It provides a formula for
determining the requirements for becoming a fully insured individual,
based on the number of years elapsing after 1936 and up to and includ-
ing the year of death or attainment of age 65. If an individual diesin
1940, he must have at least 3 years of coverage and $800 in wages.
Every second year after 1940 (beginning in 1942) the number of years
of coverage required increases by 1 year, and every year after 1940
the amount of wages required increases by $200 over the amount
required for the preceding year. Thus, an individual dying or
attaining age 65 in 1945 must have 5 years of coverage and $1,800
in wages to be fully insured.

Paragraph (3) provides a formula for determining the requirements
for individuals who die or attain age 65 in 1946 or thereafter.
The determination is based on the number of years elapsing after
1936 or after the year in which an individual attained age 21 (if he
attained that age after 1936) and up to and including the year of
death or attainment of age 65, subject to a minimum of 5 years of
coverage and minimum wages of $2,000. The provision continues
the same rate of increase in coverage requirements from year to year,
as provided under paragraph (2), but in no event are wages in ex-
cess of $2,000 required. The minimum coverage provisions are
applicable only in cases where the number of years of coverage de-
termined in accordance with the formula is below the minimum.
Thus, if an individual attains age 21 in 1950 and dies in 1956, the
formula would require only 4 years of coverage, which, by operation
of the minimum, would be increased to 5 years of coverage. .The
total wages required would, of course, be $2,000.

Under paragraph (4) any individual who has accumulated 15 years
of coverage is fully -insured, whether or not he earns any wages
thereafter.

Your committee propose an amendment to this subsection of the
bill, which, while preserving its general principles, would somewhat
liberalize and simplify the requirements. The proposal is in substance



that a person would be'a fully insured individual if he had half as
many quarters of coverdge as there were quarteérs elapsing after 1936
(or his twenty-first birthday, if later), and before he attained age 65
(or died prior to 65). In meeting this requirement, quarters of cover-

e are counted though occurring after the individual 1s865. A quarter
of coverage is defined as a calendar quarter in’ which an individual is
paid at least $50. In addition, the amendment would ¥r'ovide' that
an individual who has 40 quarters of coverage would be fully insured:
regardless of whether he earned any wages thereafter.

Currently insured individual, ‘ L

Section 209 (h) defines the term ‘‘currently insured individual” to
mean anﬂ individual with respect to whom it appears to the satisfac-
tion of the Board that he has been paid wages of not less than $50
for each of not less than 6 of the 12 calendar quarters immediately
preceding the quarter in which he died. The purpose of this provi-
sion is, while avoiding an unwarranted drain on the trust fund, to
provide protection for the surviving dependents of individuals who
are paid a certain minimum amount of wages in covered employment
within the last 3 ‘years before death, but who have not worked in
such employment long enough and have not been paid sufficient wages
to have qualified them as fully insured individuals. o

Section 209 (i) of the House bill defines the term “wife’’ to mean the
wife of an individual who was married to him prior to January 1, 1939,
or if later, prior to the day upon which he attained the age of 60. -

Section 209 (j) of the House bill defines the term ‘‘widow” (except as
used in sec. 202 (g)) as the surviving dependent wife of an individual
who was married to him prior to the beginning of the twelfth month
before the month in which he died. Your committee propose a change
in section 209 (i) and (j) by eliminating the requirement as to the date
of marriage in any case where the wife is the mother of a son or daugh-
ter of the insured individual, . _

Section 209 313 defines the term ‘“child” (except as used in sec.
202 (g)) as the child of an individual, and the stepchild of an individual
by a marriage contracted prior to the date upon which he attained the
age of 60 and Erior to the beginnin, f of the twelfth month before the
month in which he died, and a child legally adopted by an individual
prior .to the date upon which he attained the age of 60 and prior to
the beginning of the twelfth month before the month in which he died.
Definition of “agricultural labor.”

Section 209 (1): The present law exempts “agricultural labor”
without defining the term. It has been difficult to delimit the applica-
tion of the term with the certainty required for administration and
for general understanding by employers and employees affected.

Your committee believes that greater exactness should be given
to the exception and that it should be broadened to include as “‘agri-
cultural labor” certain services not at present exempt, as such services
are an integral part of farming activities. In the case of many of
such services, it has been found that the incidence of the taxes falls
exclusively upon the farmer, a factor which, in numerous instances,
hes resulted 1n the establishment of competitive advantages on the

_part of large farm operators to the detriment of the smaller ones.

The definition of ‘‘agricultural labor” contained in the bill as

reported by the committee is in substantially the same form as in the
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House bill;: however, the committee does recommend some changes
designed to further clarify the extent of the exemption. = = .

. Paragraph (1) of this subsection exempts service performed on a
farm, in the employ.of any person, in cultivating the soil, or in raising
or harvesting any agricultural or horticultural commodity, including
the raising, shearing, feeding, caring for, training, and management of
livestock, bees, poultry, and fur-bearing animals and other wildlife,
Such services are exempt under existing law only if performed in the
employ of the owner or tenant of the farm on which they are rendered.
Services performed on a farm in the raising, feeding, and management
of fur-bearing animals, such as foxes, not now exempted, will be
exempt under paragraph (1). This paragraph also continues the
existing exclusion of services performed on a farm in the raising or
harvesting of horticultural commodities, including flowers and nursery
products, such as young fruit trees, ornamental plants, and shrubs.

Paragraph (2) of the subsection excepts services in the employ of
the .owner (whether or not such owner 18 in ‘possession) or tenant or
other operator of a farm in connection with the operation, manage-
ment, conservation, improvement, or maintenance of such farm and
its tools ‘and equipment, if the major part of those services are per-
formed on a farm. Under this language certain services are to be
regarded as agricultural even though they are not performed in con-
ducting any of the operations referred to in:paragraph (1). Services
exempt under this paragraph may include, for example, services per-
-formed by carpenters, painters, farm su;l)(ervisom, irrigation engineers,

bookkeepers, and other skilled or semiskilled workers whose services
contribute in any way to the proper conduct of the farm or farms
operated by their employer. Some of these services at present con-
stitute covered employment under some circumstances but not under
other circumstances. It is stipulated that the services referred to in
this paragraph must be performed in the employ of the owner or
tenant or other operator of the farm so that the exemption will not
extend to services performed by such persons as.employees of a com-
mercial painting concern, for example, which contracts with a farmer
to renovate his farm properties, .

Paragraph (3) extends the exception to services performed in con-
nection with certain specified products and operations. Ordinarily
these services are 5erformed on a farm or are of such a character as
to warrant no different treatment than is accorded services per-
formed in connection with farming activities. In order that a uni-
form rule may be applied in the case of these services, they will be
excepted whether or not performed on a farm or in the employ of the
owner or tenant of a farm. In the case of maple sap, the exemption
will extend to services in connection with the processing of the sap
into maple sugar or maple sirup, but not in the subsequent blending
or other processing of such sugar or sirup with-other products. Under
the present exception services performed in connection with the-pro-
duction of maple sirup or maple sugar do not constitute “agricultural
labor.” Sumi' ilarly, the existing exception does not extend to services
performed in connection with the growing, harvesting, processing,
packing, and transporting to market of oleoresin, gum spirits of tur-
pentine, and gum resin. Under this paragraph, however, the excep-
tion will apply to services performed in connection with the produc-
tion or harvesting of crude gum (oleoresin) from a living tree and of
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the. following ‘products as processed only by the original producer of
the crude gum (oleoresin):; Gum siirips of turpentine and gum resin,
as defined in the Agricultural Marketing Aoct, as amended. . Services
performed in connection with any hatching of poultry and in connec-
tion with the ginning of cotton will also be excepted. . -Services per-
formed in connection with the raising or harvesting of mushrooms
constitute “agricultural labor” under existing law, only when -per
formed on a farm. The fact that mushrooms are not usually.grown
under ordinary field conditions but are grown in cellars, caves, barns,
or in sheds specially constructed for the (f) pose has resulted in-the
employees of some growers being covered while employees of others
are not. Under this paragraph all such services will be excepted.
Service performed in connection with the operation or maintenance
of ditches, canals, reservoirs, or waterways. used. exclusively. for
supplying and storing water for farming purposes will also.be excepted
under this paragraph. Thus, all service performed in the employ of an
organization operating exclusively for the purpose of supplying water
to farms would be exempt. Most of such organizations are exempt
under the present law as governmental agencies. The others are
usually nonprofit companies formed by the farmers who use:the
water, » . : BN R S RN

Paragraph (4) of the subsection extends the exemption to service
(though not perfoermed in the employ of the owner or tenant or other
operator of a farm) performed in the handling, planting, freezing,
grading, storing, or delivering to storage or to marf(etor to a carrier for
transportation to market, any agricultural or horticultural commodity,
provided such service is performed as an incident to ordina:iy farming
operations or, in the case of fruits and vegetables, as an incident to the
preparation of such fruits or vegetables for market. 'The provisions of
the paragraph, however, do not exterd to services performed in connec-
tion with commercial canning or commercial freezing, nor to services
performed in connection with any agricultural or: horticultural com-
modity after its delivery to a terminal market for distribution for
consumption. The expression ‘“as an incident to ordinary farming
operations’ is, in general, intended to cover all services of the character
described in the paragraph which are ordinarily performed by the em-
ployees of & farmer or by-employees of a farmers’ cooperative organiza~
tion or group, as a prere(iuiswe to the marketing, in its unmanufactured
state, of any agricultural or horticultural commodity produced bK such
farmer or by the members of such organization or group. .The ex-
pression also includes the delivery of such commodity to the place
where, in the ordinary and natural course of the particular kind of
farming operations involved, the commodity accumulates in storage
for distribution into the usual channels of commerce and consump-
tion. To the extent that such farmers, organizations, or groups,
engage in the handling, etc., of commodities other than those of their
own production or that of their members, such handling, etc., is'not
regarded as being carried on “as an incident to ordinary farmin
operations.” In such a case the rules set forth in subsection (¢) o
this section apply.

In the case of fruits and vegetables, however, whether or not of a
perishable nature, services performed in the handling dr‘y'ing, packing,
etc., of those commodities constitute “agricultural labor” even thoug
not performed as an incident to ordinary farming operations, provided
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they are rendered as an incident to the preparation of such fruits or
vegetables for market. Under this portion of the paragraph, for ex-
amgle,' services performed in the sorting, grading, or storing of fruits or
in the cleaning of beans, as an incident to their preparation for market,
will be excepted irrespective of whether performed-in the employ of
a farmer, a farmers’ cooperative, or a commercial handler of such
commodities.

Since: the services referred to in this paragraph must be rendered in
the actual handling, drying, etc., of the commodity, the paragraph
does not exempt services performed by stenographers, bookkeepers,
clerks, and other office employees in the employ of farmers, farmers’
cooperative organizations or groups, or commercial handlers. To the
extent that services of this character are performed in the employ of
the owner or tenant of a farm, however, and are ‘rendered in major
parthm(l ;x farm, they may be exempt under the provisions of para-
gra 2). : T

he last sentence of the subsection makes it clear that the term
“farm’’ as used in this subsection has a broad and comprehensive
meaning. The term, for example, includes fur-bearing animal farms.
Under present law, services performed in connection with the opera-
tion of such farms constitute covered employment. The term also
includes greenhouses or other similar structures used primarily for the
raising of agricultural or horticultural commodities, regardless of their
location. Under the existing exception, labor performed in some
greenhouses is excepted while labor in others is net. The inclusion
of greenhouses of the kind specified, within the meaning of the term
“farm,” will make for a more uniform treatment of greenhouse labor
and lessen the administrative difficulties which this class of cases
presents. Greenhouses used primarily for purposes such as storage or
display purposes or for the fabrication of wreaths and corsages
(usually 1n connection with the operation of a retail establishment)
do not, of course, come within the exception.

Section 209 (m) provides that determination of whether an applicant
is the wife, widow, parent, or child of an individual is to be made b
applying such law as the courts of the State of domicile of the indi-
vidual would apply in determining the devolution of intestate personal
property or if such individual was not domiciled in a State, by the
courts of the District of Columbia; also that applicants who accord-
ing to such law have the same status as a wife, widow, parent, or child
shall be deemed such. : :

Section 209 (n) provides that a wife shall be deemed to be living
with her husband if they are both members of the same household,
or she is receiving regular contributions from him toward her support,
or he has been ordered l:( ‘any court to contribute to her s’upgort'
and that a widow shall be deemed to have been living with her hus and
at the time of his death if they were both members of the same house-
hold at the time of his death, or she was receiving regular contributions
from him toward her support on such date, or he had been ordered by
any court to contribute to her support.
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Trrue III—AmenpMents To TrTue 111 oF THE SociAL Securrry Aot
» . B S . »‘ D .nj,', . .

PAYMENTS TO ‘STATES FOR UNEMPLOYMENT COMPENBATION . . -
- ADMINISTRATION - : R P

Section 301: This section substitutes the word “for” for the word
“in’ in the phrase “during the fiscal year in which such payment is t
be made” in the first sentence of section 302 (a) of the Social Security
Act. This amendment is recommended in order to authorize the
Board to certify unemployment compensation administration grants
for proper administrative expenses, regardless of whether incurred
within the fiscal year in which the grant is made. This amendment
is necessary because of the practical difficulty of determining and
certifying with exactness grants to finance all expenses incurred during
the fiscal year before the end of that year. The substitution of the
phrase ‘“‘proper and efficient administration” for the phrase ‘‘proper
administration’ in this subsection is made to conform the language
of this subsection with similar language in the amended sections 21&&),
402 (a), 503 (a), 513 (a), and 1002 (a) of the Social Security Act. This
insertion does not effect any substantive changes in this subsection.
The reference in this subsection to the Internal Revenue Code recog-
nizes the substitution of provisions of the code for the pertinent
provisions of title IX of the Social Security Act (the old reference).

PROVISIONS OF STATE UNEMPLOYMENT COMPENSATION LAWS

Section 302: This section makes certain amendments to the require-
ments made by section 303 (a) of the Social Security Act which a
State unemployment compensation law must meet in order to qualify
for grants for administrative expenses.

The reference to the Internal Revenue Code, contained in the intro-
ductory sentence, recognizes the substitution of provisions of the code
for the pertinent provisions of title IX of the Social Security Act (the
old reference).

~~The committee recommend an amendment to the parenthetical
clause in paragraph (1) which will make it necessary, after July 1,
1941, for the State law to include as part of its provisions for methods
of administration, such methods relating to the establishment and
-maintenance of personnel standards on a merit basis, as are found by
the Board to be reasonably calculated to insure full payment of unem-
ployment compensation when due. The committee believe that,
under this provision, the several State agencies will be aided in their
efforts to select adequately trained personnel, and to provide more
efficient administration of the law. This amendment would not
authorize the Social Security Board to participate in or require the
selection of particular individuals to be employed by the State agency.

The amendments made by this section to paragraphs (2), (4), and
(5) of section 303 (a) of the Social Security Act are designed to make
clear that the State may refund contributions paid into the State fund
by mistake, and also that cooperative arrangements may be made for
payment of compensation (in the case of workers who have moved
from the State in which their compensation rights were earned) by
one State through employment offices in another State. In addition
the amendments would authorize the refund of contributions paid
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with respect to a taxable gear.by national banks and other instru-
mentalities of the United States under the proposed amendment to
sectiori 1606 of the Internal Revenue Code (formerly sec. 906 of the
Social Security Act) if the State law under which such contributions
were collected is not certified by the Board with respect to that year
undeér gection 1603. ——

Another change in paragra]l)lh (5) substitutes a reference to the
State unemployment fund for the (Federal) unemployment trust fund.
This is done because the (Federal) unemployment trust fund is in
substance merely a place of deposit for State moneys rather than a
fund out of which benefit payments are to be made. ,

The amendment makes no change in paragraphs (3) and (6).

New paragraphs (8) and (9) would make 1t necessary for the State
law to include provision for the expenditure of funds paid to the State
for the administration of its unemployment compensation law only
for the purposes of and in the amounts found necessary by the Board
for the proper and efficient administration of the State law; and for
the replacement within a reasonable time of any such funds which by
any action or contingency have been lost or have been expended for

urposes other than, or in amounts in excess of, those found necessary
yy the Board for the proper and efficient administration of the State
law. The purpose of these requirements is to minimize the possibility
of the Board having to refuse to certify an amount for State adminis-
trative expenses because of misapplication or loss of previously
granted funds for administrative purposes.

In order to enable the States to make the necessary changes in their
unemgloyment compensation laws without incurring the expense of
special legislative sessions, the effective date of these two paragraphs
is postponed until July 1, 1941.

TiTLe IV—AMENDMENTS TO TiTLE IV oF THE SociaL SEcuriTY Act

_— ,
CHANGES IN REQUIREMENTS FOR STATE PLANS FOR AID TO DEPENDENT
: CHILDREN

Section 401: This section amends section 402 (a) of-the-Social Se-
curity Act. Section 402 (a) sets out in clauses (1) through (8) certain
basic requirements whicha State plan for aid to dependent children
must meet in order to be approved by the Social Security Board.

Section. 401 (a) contains twe amendments to clause (5). One
relates to the requirement of “proper’”’ administration and the other
concerns the inclusion in State plans, after January 1, 1940, of pro-
visions for personnel standards on a merit basis. These amend-
ments are similar to those made to clause (5) of section 2 (a) of the
Social Security Act by section 101 of the bill. ‘

Section 401 (b) adds a new clause, numbered (7), which becomes
effective July 1, 1941. Under this clause the State pfa.n must provide
that the State agency shall, in determining need, take into considera-
tion any income and resources of ang child claiming aid under this
title. 1t also adds a new clause, numbered (8), effective July 1, 1941,
which requires that the State plan must provide safeguards which
restrict the use or disclosure of information concerning applicants and
recipients to purposes directly connected with the Inistration of
aid to dependent children. Theseé new provisions are similar to those
added to title I of the Social Security Act by section 101 of the bill.
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PAYMENT TO STATES FOR AID TO DEPENDENT CHILDREN

Section 402: Subsection (a? of this section amends section 403 of the
Social Security Act and will become effective on January 1, 1940,
Existing law provides for a Federal grant to States having an approved
plan for aid to dépendent children in an amount equal to one-third of
the total of the sums expended under any such plan, not counting so
much of such expenditure with respect to any dependent child for
any month as exceeds $18, or if there is more than one dependent child
in the same home, as exceeds $18 for any month with respect to one
such dependent child and $12 for such month with respect to each of
the other dependent children. The"bill as passed by the House
increases the Federal share to one-half and conforms subsection (b)
(1) to this change. ‘

Your committee recommend changing the House provision and exist-
ing law _biy]r eliminating the present maxima and by providing that the
Federal share for each quarter shall be one-half of the sums expended
by the State in carrying out its plan, not counting so much of such
expenditure as aid to dependent children for any month as exceeds
an average of $18 multiplied by the total number of dependent children
receiving aid for the month. Your committee believes that this change
in the House bill will enable the States to meet more adequately the
demands of this type of program. v

Subsection (b) of this section provides that the Board, in' making
grants to States, shall reduce the amount to be paid to any State for
any quarter by a sum equivalent to the pro rata share to which the
United States 1s equitably entitled, as determined by: the Board, of the
net amount recovered by the State or any political subdivision thereof
with respect to aid to dependent children furnished under the State
plan. The provision is a new one and is similar in scope and operation
to the one included by section 102 of the bill in section 3 (b) (2) of title-
I of the Social Security Act, except that it does not include the proviso
relating to funeral expenses of a deceased recipient.--

DEFINITION OF DEPENDENT CHILD

Section 403: This section amends the definition of ‘“‘dependent
¢hild;*~contained in section 406 (a) of the Social Security Act, so that
its provisions will conform to section 401 of the act, which authorizes
appropriations to enable States to furnish financial assistance to néedy
dependent children. Section 403 of the bill as passed by the House
also amends section 406 (a) of the Social Security Act g including
within the meaning of the term “dependent child,” a child under the
age of 18 if found by the State agen;:ly to be regu]argr attending school.
The present definition includes only children under the age of 16.
The change will assist the States to aid children who are over 16 and
under 18 years of age but are still attending school. .

The only change made by your committee in this provision of the
House billyis inclusion of language placing nonremunerated appren-
tices in the same class as children regularly attending school, with
respect to the liberalization of the age lumitation.
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TiTLe V—AMENDMENTS T0 T1TLES V AND VI OF THE SociAL
SEcURrITY ACT

PUBLIC WELFARE SERVICES

Your committee have included in the bill a number of changes in
the provisions of the Social Security Act relating to maternal and
child-welfare services, services for criprled children, vocational
rehabilitation, and public-health work. The provisions relating to
maternal and child-health services and services for crippled children
are administered by the Children’s Bureau of the Dapariment of
Labor. The provisions relating to public-health work and vocational
rehabilitation are administered, respectively, by the Public Health
Service and the Office of Education.

INCREASE IN AUTHORIZATION OF APPROPRIATIONS FOR MATERNAIL AND
CHILD-HEALTH SERVICES

Section 501. This section of the bill increases the authorization of
appropriations for grants to States for maternal and child-health
services for each fiscal year as provided in section 501 of the Social
Security Act from $3,800,000 to $5,820,000.

ALLOTMENTS TO BTATES FOR MATERNAL AND CHILD-HEALTH S8ERVICES

Section 502. This section of the bill amends section 502 of the
Social Security Act, which provides the method by which the appro-
priations authorized by section 501 shall be allotted. Under sub-
section (a) of section 502 of the existing law, a flat annual allotment
of $20,000 is made to each State; $20,000 of the increased authoriza-
‘tion is attributable to the fact that Puerto Rico under an amendment
to section 1101 of the Social Security Act is included in these provi-
sions-as a State. Under subsection (a) of section 502 of the existing
law, $1,800,000 is authorized to be allotted to the various States in
the proportion that live births in the State bears to the total number
of live births in the United States, using the latest calendar year for
which the Bureau of the Census has available statistics. Subsection
(a) of this section of the bill increases this amount to $2,800,000.
This amount is required by provisions of section 504 of the Social
Security Act to be matched by the State on 50-50 basis, .

Under subsection (b) of section 502 of existing law, $980,000 is
authorized to be allotted, apportioned according to the financial need
of each State in carrying its plan for maternal and child-health services,
taking into consideration the number of live births in the State.
Subsection (b) of this section of the bill increases this amount to

CHANGE IN REQUIREMENTS FOR STATE PLANS FOR MATERNAL AND
CHILD-HEALTH BSBERVICES

Scction 503: This section contains two amendments to clause (3)
of section 503 (a) of the Social Security Act. These amendments are
gimilar to those made to clause (5) of section 2 (a) of the Social
Security Act by section 101 of the bill.



BOCIAL SECURITY. ACT AMENDMENTS OF 109 69

INCREASE IN AUTHORIZATION OF APPROPRIATION  FOR SERVICES  FOR
’ CRIPPLED CHILDREN '

Section 504: This section of the bill increases the authorization of
appropriations for grants to States for services to Cri&ﬂe_d children
for each fiscal year as provided in section 6§11 of the Social Security
Act from $2,850,000 to $3,870,000. _ LT

'ALLOTMENTS TO STATES FOR SERVICES TO CRIPPLED CHILDREN

Section 505: This section of the bill amends section 512 of the Social
Security Act by designating the existing law as subsection (a) and
writing therein the amount ($1,830,000) to be allotted thereunder in
addition to the flat allotments of $20,000 for each State (including
Puerto Rico). This additional amount is allotted to the States on
the basis of the need of each State taking into consideration the num-
ber of crippled children in such State in need of services for crippled
children. and the cost of furnishing such services. The States are
required under section 514 of the Social Security Act to match on a
50-50 basis the allotments under this subsection. ,

The additional appropriation ($1,000,000) is to be allotted under
a new subsection (b) according to the financial need of each State for
assistance in carrying out its State pldan, after taking into considera-
tion the number of crippled children in such State in need of services
for crippled children and the cost of furnishing such service to them.
The States are not required to match the allotments under this sub-
section. :

Subsection (c) of the bill designates existing subsection (b) (relating
to allotments remaining unpaid at the end of any fiscal year) as sub-
section (¢).

€HANGE IN REQUIREMENTS FOR‘»SVTATE PLANS FOR SBERVICES FOR
CRIPPLED CHILDREN

This section contains two amendments to clause (3) of section 513 (a)
of the Social Security Act. These amendments are identical with
those made to clause (5) of section 2 (a) of the Social Security Act
by section 101 of the bill.

PAYMENT TO STATES

Scction 507: Subsection (a) of this section of the bill-amends section
514 of the Social Security Act by striking out ‘‘section 512”7 and
inserting ‘“‘section 512 (a).” This is a technical change to make it
clear that matching of these funds by the State is required only in
reference to those allotted under subsection 512 (a). -

Subsection (b) of this section of the bill adds subsection (c¢) to
section 514 of the act to provide the method of paying the amounts
allotted under amended section 512 (b).

VOCATIONAL REHABILITATION

_Scction 508: This section increases the authorization of appropria-
tions for grants to the States and Hawaii for vocational rehabilitation
of disabled persons by increasing the amount authorized for this pur-
pose for each fiscal year by section 531 of the Social Security Act.

8. Repts., 761, vol, 7——B83
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The House bill increased the amount autliorized to be appropriated
annually for vocational rehabilitation to $2,938,000. The committee
amendment further increases this amount to $4,000,000. It also

rovides that the minimum allotment for any State shall be $30,000,
mstead of $10,000 as is I’i)‘rovided in existing law, and provides an
annual flat allotment to Hawaii of $15,000 instead of the $5,000 pro-
vided in existing law. The amendment made by your committee also
provides an annual flat allotment to Puerto Rico of $15,000 instead
of the House provision which placed Puerto Rico on the same basis
as the.States, and increases the authorization of appropriations for

administrative expenses.
APPROPRIATIONS FOR PUBLIC-HEALTH WORK

Section 509: This section of the bill increases the authorization of
apFropriations, for-each fiscal year, for grants to States and their
political subdivisions for public-heaith work, &8 provided in section
601 of the Social Security Act, from $8,000,000 to $12,000,000.

TirLe VI—AMENDMENTS TO THE INTERNAL REVENUE CoDpm
FEDERAL INSURANCE CONTRIBUTIONS ACT

TAXES UNDER SECTIONS 1400 AND 1410 OF THE INTERNAL REVENUE CODR
(FORMERLY SECTIONS 801 AND 804 OF THE BOCIAL BECU.ITY ACT)

Sections 601 and 604: Under the existing provisions of sections
1400 and 1410 of the Internal Revenue Code (formerly secs. 801 and
804, respectively, of the Social Security Act) the rate of tax on em-
ployees and the rate of tax on employers are each scheduled to increase
on ganuary 1, 1940, from 1 percent of the wages to 1} percent, with a
further increase of % percent at the expiration of succeeding 3-year
periods until the maximum rate of 3 percent on employees and 3 per-
cent on employers is reached in 1949, Under the amendment the
increase scheduled for January 1, 1940, would be eliminated, and the
rate of each tax would be as follows:

—_— Perond
For the calendar years 1939, 1940, 1941, and 1942 _______ e ._. 1
For the calendar years 1943, 1944, and 1946 . o cemmaae 2
For the calendar years 1946, 1947, and 1948 . _ . . omimeceaae. 2%
For the calendar year 1949 and subsequent calendar years.___ .. ____..__.. 3

A further change is made by this amendment. Sections 1400 and
1410 of the Internal Revenue Code now provide that the rate of tax
a?plicable to wages is the rate in effect at the time of the performance
of the services for which the wages are paid. This will unnecessarily
complicate the making of returns and the collection of the taxes in
later years when the rate of tax has been increased. For example,
‘in 1943 the rate of tax increases from 1 percent to 2 percent. Thus,
wages which are paid in 1943 for services performed in 1942 will be
subject to the l-percent rate, while wages paid in 1943 for services
performed in that year will be subject to the 2-percent rate. Provision
must therefore be made in the return for 1943 for the reporting of
wa%es subject to the different rates, and, in auditing the returns, it
will be necessary to ascertain not merely the time when the wages
were paid and received, but also the year of the rendition of the services
for which the wages are paid. If employers have failed to make the
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p‘ro%er distinction, many refunds and additional assessments will
doubtless be necessary and confusion will result. Under the amend-
ment the rate applicable 'would be the rate in effect at the time that
the wages are paid and received without reference to the rate which
was in effect at the time the services were performed. ’

ADJUSTMENTS OF OVERPAYMENT AND UNDERPAYMENT OF EMPLOYEES'
TAX, AND BPECIAL REFUNDS OF EMPLOYEE'S TAX

Section 602 (a): Present section 1401 (¢) of the Internal Revenue
Code (formerly sec. 802 (b) of the Social Security Act) is designed to
permit the employer to adjust, without interest, overpayments and
underpayments of employees’ tax without the necessity in the former
case of requiring the filing of a claim for refund and in the latter case
of the making of a demand by the collector for the additional tax. The
existing provisions of the section require that the adjustment be made
in connection with subsequent wage payments. The different types
of situations obtaining at the time the error is discovered and should
be corrected are numerous. For example, the employee may be con-
tinuously employed and receiving remuneration at regular intervals,
or he may be entitled to no remuneration for some time to come, or
if he is entitled to remuneration, it may not be taxable because his
service is rendered temgorarﬂy, or for an indefinite time, in a foreign
country, or-because he has already received $3,000 from the employer
for services rendered during the calendar year, the maximum taxable
remuneration under section 1426 (a) of the Internal Revenue Code
(formerly sec. 811 (a) of the Social Security Act), or the employee’s
connection with the employer who made the error may have been
severed. Moreover, undercollections require a procedure different
from that in the case of overcollections. The use of the term ‘“wage
payments’” causes difficulty since the term “wages’’ has a restricted
meaning for the purpose of this tax. Kurthermore, it may prove
desirabﬁa in certain circumstances to provide for adjustments at times
other than in connection with subsequent payments of remuneration
to the individual. This amendment, by use of the word ‘‘remunera-~
tion”” instead of ‘““‘wage’” and by leaving the manner and time of the
adjustment to be prescribed by regulations, will enable the adminis-
trative officers to meet the varied situations which arise. -

Section 602 (b): Your committee has added this subsection to
section 602 of the House bill, which would add a new subsection (d)
to section 1401 of the Internal Revenue Code. Under existing law,
remuneration received by an employee with respect to employment
during any calendar year is taxable up to and including $3,000
received by the employee from each employer he may have during
the year. Hence, an employee who has more than one employer may
be required to pay the old-age-insurance employee’s tax on aggregate
wages in excess of $3,000. The committee belicve this bears harshly
on the individual having more than one employer during a calendar
year, and has accordingly incorporated an amendment which permits
the employee to obtain a refund, without interest, of the tax paid
on the aggregate in excess of $3,000 earned after December 31, 1939,
provided a timely claim is filed. For administrative reasons the
committee has not disturbed the liability of the employee havin
more than one employer for tax on each $3,000 of wages from eac
employer or the requirement that each employer shall deduct the
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employee’s tax from wages which he pays his employee within the
$3,000 maximum. No ground for relief exists in the case of the
em&loyer's tax. Each employer will and should be liable for tax
with respect to the first $3,000 paid to each employee notwithstand-
ing the employee may be receiving, or may later in the year receive,
wages from another employer. No refund is authorized in any case
unless the employee’s tax with respect to at Jeast $3,000 of wages for
em(i)loyment during the calendar year has been actually deducted
and paid to the collector of internal revenue.

RECEIPTS FOR EMPLOYEES

Section 603: This section amends subchapter A of chapter 9 of the
Internal Revenue Code (formerly title VIII of the Social Security Act)
by inserting a new section in such subchapter. Subsection (a) of the
new section requires every employer to furnish each employee with a
written statement or statements, in a form suitable for retention by
the employee, showing the taxable wages paid to the employee after
Decemger 31, 1939, for services rendered in his employ, and the
amount of tax imposed by section 1400 with respect to such wages.
In addition, the names of the employer and employee, and the period
covered by the statement, are to be shown. KEach statement, or
receipt, must cover one or more, but not more than four, calendar
quarters. Under existing Treasury regulations the employer is
_required to file a return for each calendar quarter with the collector of
“internal revenue, showing the amount of wages paid to each employes.
By requiring the receipts to cover one or more calendar quarters, the
employer is enabled, in making out such receipts, to use the amounts
of wages of each employee as shown on the copies of the quarterly
returns which the employer retains. Returns, under existing Treasury
regulations, must be filed with the collector within the calendar
month following the close of the quarter. The section gives employers
an additiorral month within which to furnish their employees with the
receipts. However; when an emplo{ee leaves the employ of the
employer, the final receipt, covering the period from the termination
of the period covered by the last preceding receipt furnished the
employee, is to be given the employee when the final payment of
wages is made to him. If the employer chooses, he may under the
section furnish a receipt to an employee at the time of each payment
of wages during a calendar quarter, in lieu of covering in a single receipt
the total wages paid to the employee during such quarter.

Subsection (b) provides that any employer who willfully fails to
furnish a statement to an employee in the manner, at the time, and
showing the information, required under subsection (a), shall for each
such failure be subject to a civil penalty of not more than $5.

TAXES UNDER BECTION 1410 OF THE INTERNAL REVENUE CODE (FOR-
MERLY SBECTION 804 OF THE SOCIAL SECURITY ACT)

Section 604: See section 601, supra.
ADJUSTMENT OF EMPLOYERS' TAX

Section 605: The amendment made by this section to section 1411
of the Internal Revenue Code (formerl{ sec. 805 of the Social Secunty
Act), relating to adjustments of employers’ tax, is intended to sc-
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complish the same pur as the corresponding amendment to sec-
tion 1401 (c) of the code, relating to adjustments of employees’ tax.
See section 602 (a), supra.

DEFINITIONS

Section 606: This section, effective January 1, 1940, amends section
1426 of the Internal Revenue Code, containing definitions applicable
in the case of the old-age insurance taxes.

Definition of Wages.

Section 1426 (a): This subsection continues the present definition
of wages, clarifies it in certain respects, and excludes certain payments
heretofore included. Paragraph (2) in the House-bill excludes all

ayments made by the employer to or on behalf of an employee or
ormer employee, under a plan or system providing for retirement
benefits (including pensions) or disability benefits (including medical
and hospitalization expenses), but not life insurance. Your committee
have added an exclusion of payments on account of death (including
life insurance) where it is clear that the employee while living does
not have certain rights and options. Generally, such payments are
excluded under existing law if the employee does not have those rights
and options, but it is deemed desirable for purposes of certainty to
provide an express exclusion. The payments under paragraph (2) of
the House bill and under the bill, as amended, will be excluded even
though the amount or possibility of such payments is taken into con-
sideration in fixing the amount of remuneration and even though such
payments are required, either expressly or impliedly, by the contract
of employment. Since it is the practice of some employers to provide
for such payments through insurance or the establishment and main-
tenance of funds for the purpose, the premiums or insurance pay-
ments and the payments made into or out of any fund will likewise
be excluded from wages. Your-committee has made no change in
paragraphs (3) and (4) of the House bill. Paragraph (3), which merely
clarifies existing law, expressly excludes from wages-the payment by
an employer (without deduction from the remuneration of, or other
reimbursement from, the employee) of the employee’s tax imposed
by section 1400 of the Internal Revenue Code (formerly sec. 801 of
the Social Security Act) and employee contributions under State
unemployment compensation laws. Paragraph (4) excludes dismissal
payments which the employer is not legally obligated to make.
Definition of employment.

Section 1426 (b): This term is defined to mean any service per-
formed prior to January 1, 1940, which constituted employment as
defined 1n this section ﬁrior to such date; and to mean any service
performed after December 31, 1939, by an employee for the person
employing him, irrespective of the citizenship or residence of either,
(A) within the United States or (B) on or in connection with an
American vessel (defined in subsection (h)) under a contract of service
entered into within the United States or during the performance of
which the vessel touches a port therein, if the employee is employed
on and in connection with the vessel when outside the United States.
No substantive change in existing law is effected by the introductory
paragraph of this provision except the extension of the definition to
Include service on American vessels. This extension is designed to
include, with the qualifications noted, all service which is attached
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to or connected with the vessel (e. g., service by officers and meinbers
of the crew and other employees such as those of concessionaires),
Individuals who are passengers on the vessel in the generally accepted
sense, such as an employee of an American department store going
abroad, will not be included because-such service has no connection
with the vessel. Service performed on or in connection with an
American vessel within the United States will be on the same basis
gs regards inclusion as other service performed within the United
tates. -

Under existing law service performed within the United States
(which otherwise constitutes employment) is covered irrespective of
the citizenship or residence of the employer or employee. The
amendment makes clear that this will be true also in the case of
maritime service covered by the amendment, regardless of whether
performed within or without the United States. The basic reasons
which caused the original coverage to be made without distinctions
on account of citizenship or residence apply in the case of seamen.
The number of foreign seamen who may be employed on American
vessels engaged in trade is limited under our shipping laws.

The definition of the term ‘“‘employment’” under the amendment,
as applied to service rendered prior to January 1, 1940, retains the
exemptions contained in the present law. The definition applicable
to service rendered on and after that date continues unchanged some
of the present exemptions, revises others, and adds certain additional
ones,

Paragraph (1) continues the exception of agricultural labor, but a
new subsection (h) defines the term for purposes of the exclusion.

Paragraph (2) continues the present exception of domestic service
in a private home, but adds to the exception such service in a local
college club, or local chapter of a college fraternity or sorority (not
including alumni clubs or chapters). Thus services of cook, waiter,
chambermaid, and the house mother, performed for these local clubs
and chapters, are exempt.

Paragraph (3) continues the present exception of casuus 1abor not
in the course of the employer’s trade or business. -

A new paragraph (4) excludes service performed by an individual
in the employ of his son, daughter, or spouse, and service performed by
a child under the age of 21 in the employ of his parent. This exclu-
ison is already contained in the Federal unemployment tax provisions
of the existing law. The old paragraph (4), which excluded service
performed by an individual who has attained the age of 65, is repealed.
(See sec. 905 (a) of the bill, which makes such repeal effective Janu-
ary 1, 1939.)

Paragraphs (5) to (15), inclusive; are identical with the same para-
graphs in section 209 (b) of the Social Security Act. For detailed
analysis of such paragraphs see the explanation of such section 209
(b) in this report.

Section 1426 (c): This subsection relates to an employee who has
both included and excluded service for the same employer during a
pay period. It provides that if one-half or more of tﬁe services con-
stitutes included employment, all of such service will be included;
but that if less than one-half constitutes included employment, all
will be excluded.

The provision does not apply to the service of an employee in 8
pay period if any of the service of the employee in the pay period is
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covered under subchapter B of chapter 9 of the Internal Revenue
Code (formerly the Carriers Taxing Act of 1937). The amendment
proposed by your committee to the last sentence of this subsection is
merely clarifying. : :
Definitions of employee and employer.

The House proposal to extend coverage to salesmen who are not
employees has been stricken out by the committee. It is believed
inexpedient to change the existing law which limits coverage to
employees. This action of the committee renders unnecessary the
pew definition of employer which was contained in subsection (e) of
section 1426 as passed by the House. Subsection (e) is therefore
stricken, and subsequent subsections of section 1426 have been
relettered.

Section 1426 (e) and (f), defining the terms “State’’ and “‘person,”
respectively, makes no change in the existing definitions of those
terms.

Definitions of American vessel and agricultural labor.

Subsections (g) and (h) of section 1426 are identical with subsections
(d) and (1) of section 209 of the Social Security Act. For detailed
analysis see discussion of those subsections in this report.

SBHORT TITLE

Section 607: This section inserts a new section in subchapter A of
chapter 9 of the Internal Revenue Code which provides that the sub-~
chapter may be cited as the ‘“Federal Insurance Contributions Act.”

FeperaL UNEMPLOYMENT Tax AcT

TAXES UNDER SECTION 1600 OF THEGJ’TERNAL REVENUE CODE (FORMERLY

S8EC, 901 OF THE BOCIAL S8ECURITY ACT)

Section 608: This amendment changes the basis for determining
tax liability under subchapter C of chapter 9 of the Internal Revenue
Code (formerly title IX of the Social Security Act) from “wages pay-
able’” to ‘““wages paid.”” That subchapter is thus brought into con-
formity with subchapter A of chapter 9 (formerly title VIII of the
Social Security Act), which also imposes a tax on “wages paid.”
Wages, for the purpose of these taxes, are considered paid when they
are actually paid, or when they are constructively paid, i. e., credited
to the account of, or set apart for, the wa%e earner so that they may
be drawn upon by him at any time although not then actually reduced
to possession.

nder the existing law wages are “payable’’ with respect to employ-
ment during a calendar year, even though the amount of wages is not
fixed and no right exists to enforce payment at any time during that
year. Thus a bonus paid in 1939 for services performed in 1938 con- .
stitutes ‘““wages payable” for 1938, even though the amount of the
bonus may not have been known in 1938 and no obligation to pay it
existed in that year,

_In cases in which remuneration for services of an employee in a par-
ticular year is based on a percentage of profits, or on future royalties,
the amount of which cannot be determined until long after the close
of the year, the employer has been required to estimate unascertained
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amounts and pay taxes and contributions on that basis.: If he has
overestimated, subsequent corrections on the return must be made
with consequent refunds. If the employer has underestimated, addi-
“tional taxes may become due and he may also be compelled to pay
additional State contributions, which are usually not allowable as
credit because not timely paid. The attendant difficulties and con-
fusion cause a burden on employers and administrative authoritics
alike. The placing of this tax on the ‘““wages paid’’ basis will relieve
this situation.

With both the old-age-insurance tax and the unemployment-com-
pensation tax on the wages paid basis, the keeping of records by em-
plglyers will be simplified. ,

he new basis of taxation will apply to all wages for services rendered
after the beginning of 1939. Insofar as the amendment would be
retroactive with respect to the year 1939, it would not increase the tax
liability of any taxpayer.

CREDIT AGAINST TAX

Section 609: This section relates only to the tax with respect to
services rendered in 1939 and thereafter.

Contributions to State unemployment funds.

Section 1601 (a): The present section 1601 (a) of the Internal Reve-
nue Code (formerly sec. 902 of the Social Security Act) provides that
a taxpayer may credit against the Federal tax only contribution= paid
by him under a State law “with respect to employment,” as defined
in section 1607 of the Code (formerly sec. 907 of the act). Since
the definition of employment in section 1607 restricts the meaning of
the term to certain types of service, the taxpayer is not given credit
for contributions made under a State law with respect to services not
covered by the Federal law. Subdivision (1) eliminates the references
in existing law to “‘employment,” thus allowing the taxpayer to credit
a%inst the tax the contributions which he is required to pay, and
which he actually pays, under a State law. The amendment also in-
cludes & requirement that credit shall be allowed only for contribu-
tions to an unemployment fund which has been maintained during
the taxable year as specified in the amendment to section 1607 (f) of
the Internal Revenue Code. (See sec. 614, infra.)

Subdivision (2) provides that credit shall be permitted against the
tax for the taxable year only for the amount of contributions paid
with respect to such year. This effects no substantive change in the
present law. . -

Subdivision (3) liberalizes existing law by giving employers more
time within which to pay their contributions to the State and secure
credit therefor against the Federal tax. Under existing law credit is
allowable only for contributions with respect to the taxable year paid
to the State before the due date of the Federal return for such year.
The amendment pernits full credit for contributions paid on (as well
as before) the due date. The amendment further permits a credit for
contributions paid after the due date of the Federal return but on or
before June 30 next following the due date, but this credit is not to
exceed 90 percent of the amount which would have been allowable as
credit on account of such contributions if they had been paid on or
before the due date. For example, if an employer’s gross hiability for
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Federal tax at the 3-percent rate is $100, and his linbility for the same
year for State contributions is alsp-$106, and he paid such contribu-
tions on or before the due date of-the Federal return, he would be en-
titled to the maximum credit_(under the limitation. proyided in sec.
1601 (c)?«of 90 percent of the Federal tax, or 590,,_311(}‘, -his:net Fe&enl
tax would be $10. If, however, the employerjpa.ld the $100 in con-
tributions after the due date but not later than June 30 next following,
his credit would be 90 percent of $90, or $81, and his net Federal tax
would be $19. No credit is allowable for contributions paid after
June 30. L ., R

Thus, substantial relief is given employers for 1939 and future years.
The Committee on Finance agrees with the House that further liberali-
zation of the conditions under which this eredit would be allowable
might endanger the orderly functioning of the system. It is desirable
not to remove the aid provided in existing law to the State unem-

loyment-compensation systems which has been secured through the
inducement to employers to pay their State contributions promptly.
Furthermore, any change should be avoided which would impede
the audit of the Federal returns or delay final determination of the
taxpayer’s liability beyond a reasonable time after the returns are
filed. In proposin is amendment consideration has been given
these factors as well as to the need for liberalization in favor of the
taxpayers. -

Certain exceptions to the foregoing general rule are made in the
amendment, however, to meet cases of genuine hardship.

Subdivision (3) removes the time limitation for payment of State
contributions in those cases where the assets of the taxpayer are in the .
custody or control of a court at any time beginning with the due date
and ending with the next following June 30, both dates inclusive.

Subdivision (4) grants relief in cases of payments made through
mistake under the wrong unemployment-compensation law. In
such & case payment under the proper State law with respect to the
remuneration in question will be deemed, for the purposes of credit
against the Federal tax, to have been made on the date of the erron-
eous payment. If the taxpayer’s experience under the law of the
wrong State had entitled him to cease paying any contributions for
services subject to that law and by reason thereof the taxpayer had
actually paid no contributions with respect to the remuneration in
question, payment to the proper State will be treated, for such tax-
credit purposes, as having been made on the date on which the
Federa{)tax return was actually filed.

Subdivision (5) provides for refund of any tax (including any penal-
ties and interest) which has been collected but with respect to which
credit allowable under this section has not been taken. The law
(including statutes of limitations) applicable in the case of erroneous
or illegal collection of tax will apply to such refunds. No interest will
be paid on any such refund. ,

Additional credit.

Section 1601 (b) (formerly section 909 (a) of the Social Security Act):
This amendment changes in some particulars the existing law, relating
to additional credit allowance.

It expressly conditions the allowance of an additional credit upon
certification of the State law under section 1603 (¢) of the Internal
Revenue Code (formerly section 903 (b) of the Social Security Act)
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ang tlxlrlnfder)the proposed amendment to section 1602 (c). (Sée section
-610, infra. ' ~ , -

It extends the additional credit to reduced rates of contributions
required under a State law with respect to employment not covered
bg the Federal tax, thue bringing this subsection into conformity in
that regard with the proposed amendment of subsection (a) (relating
~to contributions to-State unemployment funds).

Under the amendment, additional credit allowance will be based
on the difference between the amdunt of contributions the taxpayer
was required to pay under the State law and the amount he would
have paid if throughout the taxable year he had been subject to the
highest rate applied under the State law in the taxable year to any
employer, or to a rate of 2.7 percent, whichever rate is lower. This
change, in addition to measuring the credit by the applicable percent
of the pay roll with respect to which contributions are required
under the State law, also eliminates the possible necessity for measur-
ing additional credits in terms of periods of less than 1 year. The
elimination of the new section 1602 (b) of the code, contained in the
House bill, has made unnecessary the House bill amendment of this
section, establishing only 2.7 percent of pay roll as the measure for
additional credit allowances.

Limat on total credit.

Section 1601 (c¢) restates the existing law limiting total credits against
the Federal tax to not in excess of 90 percent of such tax. Since both
the provision with respect to credits for contributions actually paid
and the provisions with respect to additional credits are now included
in one section of the law as subsections (a) and (b), respectively, it is
unnecessary to include the limitation separately in respect to each
subsection.

CONDITIONS OF ADDITIONAL CREDIT ALLOWANCE

Section 610: This subsection amends the provisions of existing law
(sec. 1602 of the Internal Revenue Code; formerly section 910 of the
Social Security Act) relating to the requirements with respect to addi-
tional credit allowance.

The terms ‘‘employers,” “employment,” and “wages,” which are
defined in section 1667 and have special meanings not applicable here,
are roplaced by terms such as “persons having individuals in their
employ,” ‘‘services,” and ‘remuneration,” in order to make the re-
quirements of this subsection more easily understandable in their
application to State laws whose coverage differs from that of the

ederal law. The phrase ‘“person (or group of persons)’” has been
used in the standards and definitions wit%xrrespect to all types of State
funds, to make clear that a State law may measure, for individual
experience-rating purposes, either an individual employer’s record, or
may permit two or more employers to combine their records and be
treated, for experience-rating purposes, as if thoy were a single legal
entity. Several verbal changes are suggested in this subsection in the
interest of clarity. . '

In order to facilitate the administration of provisions in State laws
allowing variations in rates of contributions, the term ‘‘computation
date,” defined in subsection (¢) (7) of this section of the code, has
been adopted, and-the phrase ‘“‘year preceding the computation date”
substituted for terms such as “preceding year’” and ‘“‘year,” to permit
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w_hjch such reduced rates will become effective.

State standards. « C D -

The House bill amended section 1602 (a) of the code by adding a
new standard with respect to the allowance of additional cre'git,
which requires that irrespective of the type of fund maintained under
the State law, the State law will contain provisions whereby variations
in rates of contributions as between different employers will be so
computed as to yield, with respect to each year, a total- amount of
contributions substantially equivalent to 2.7 percent of the total pay
rolls of employers, subject to the contribution requirements of the
State law. Your committee has deleted this new standard because it
believes that at this time, the addition of a new standard with réspect
to individual employer-experience rating is premature. : _

Paragraph (1): In order to permit States which have pooled fund
unemployment compensation laws to allow variations in rates of con-
tributions at an earlier date, the committee has changed this para-
graph as amended in the House bill, to permit the allowance of reduced
rates of contributions under pooled fund laws on the basis of one
rather than three years of experience by an employer with respect to
unemployment or other factors bearing a direct relation to unemploy-
ment risk, but only after compensation has been payable under the
State law with respect to such employer for one year. In other
respects this puragraé)h incorporates the standards of existing law
applicable to a pooled fund or partially pooled account, except that
the phrase ‘“years of compensation experience” in the present law has
been replaced by a broader phrase permitting the use of an employer’s
“experience with respect to unemployment’” or an employer’s experi-
ence with respect to “other factors bearing a direct relation to unem-
ployment risk” as a basis for individual-experience rating under a

ooled fund. This change is made in order to extend the possible
ases by which State laws may measure eligibility for reductions-in-
employers’ rates of contributions to a pooled fund, thus adding flexi-
bility to the present law. Because of this change, the definition of
the phrase ‘‘year of compensation experience’” 1n subsection (c) of
this section of the code is no longer neccessary.

Paragraphs (2), (8), and (4): The reserve requirements with respect
to reserve accounts (under the amended new paragraph (3) to become
effective January 1, 1942) and guaranteed employment accounts have
been restated in terms of 2% percent of the pay roll for 3 years, rather
than 7% percent of the pay roll for 1 year. The term ‘“pay roll”
includes only the pay roll_subject to the contribution requirements
of the State law. Tﬂis basis of measuring an employer’s reserve or
guaranteed employment account is more equitable from both the point
of view of the employer and the State, since it permits the averaging
of pay-roll experience over 3 years and avoids the unreasonable
fluctuations in rates which may occur if pay rolls are substantially
increased or decreased for a particular year. Because the standard
rate of contributions under most laws is 2.7 percent (a very few
State laws require a standard rate of 3 percent), employers could not
accumulate a reserve equal to 7% percent of their annual pay roll in less
than 3 years, except in very unusual situations. Hence, it is believed
that the change in the reserve requirement to 2% percent of pay

the States to compute reduced rates as of ‘a date prior to the date on
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rolls for 3 years in place of 7 percent of pay roll for 1 year will not,
in practical effect, alter the present: reserve requirements, The
additional requirement with respect to 3 years of contributions is
deemed necessary to clarify the provision relating to reserves-equal
to 2% percent of the pay roll for 3 years. Unless the employer has
actually been subject to the contribution requirements of the State
law for 3 years, the provision measuring the reserve in terms of 2j%
percent of pay rolls for the 3 preceding years would operate to reduce
the reserve requirements. Under these two Baragrap s, an employer
may not be permitted a reduced rate of contributions to his guaranteed
employment account-unless he has fulfilled his guaranty with respect
to the preceding year, and an employer may not be permitted a re-
duced rate of contributions to his reserve account unless compensation
has been payable from his account throughout the preceding year.
- Paragraph (4) incorporates the new standards with respect to
individual reserve accounts. In order to permit States maintaining
such accounts to conform therewith without incurring the expense of
special legislative sessions, these new standards will not become
effective until January 1, 1942. Prior to that date, the standards in
paragraph (3), which incorporate the present law, will be applicable.
The House bill added & new subsection (b) to section 1602 of the
code, under which a State would be permitted to adopt either of two
alternative courses of action if its law meets the standards set forth in
paragraphs (1) and (2) of the new subsection: (1) It might reduce all
employers’ rates-uniformly; or (2) it might vary individual employers’
rates of contributions under experience-rating provisions which comply
with the applicable standards in parggraph (2) or (3) or (4) of sub-
section (a) of this section as amended in the House bill, but without
so caleulating the respective rates as to secure an annual yield of an
amount substantially equivalent to 2.7 percent of the State pay rvll,
the requirement of paragraph (1) of subsection (a) of this section as
amended in the House bill. The Finance Committee has deleted this
new subsection because it believes that the States’ short experience in
the payment of compensation and lack of experience in the actual
operation of their present provisions for variations in-rates of con-
tribl(litio(rils does not warrant substantial changes in the Federal
standards.

Certification by the Board with respect to additional credit allowance.

Section 1602 (b): This is & new subsection, requiring the Social
Security Board to certify to the Secretary of the Treasury, in the
same manner as it certifies State laws under section 1603 (c), State
laws which it finds comply with the requirements of subsection (a)
of this section. Provision is made for partial certification where
two kinds of funds are maintained under the same State law, one
of which fails to comply with subsection (a) of this section, or where
a contribution is divided between two kinds of funds under a State
law, so that additional credits will be allowed only with respect
to reduced rates allowed in compliance with the requirements of this
section.

Under these provisions a State law which complies in all res;l)l%cm
with the requirements of this section will receive an unqualified
certification. In some States, provision is made for the maintenance
of iwo parallel systems (such as a reserve account system and 8
guaranteed employment account system). In such States, some
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empl()grers?may be ‘covered by the one system'and’other employers
may be covered:by: thé other.” In such States there would be no
diﬂgc‘ulty. in - certifying one  system, even’ though the"other ‘failed to
comply with the requirements of this section, and the Board would
accordingly be directed 'to do so by paragraph (2) of this subsection.
In other States, contributions with respect to particular wage paymente
are required to be divided between two kinds of funds (such as the re-
quirement that a part of each employer’s contribution' be credited to
his own reserve account and a part to a ‘“partially pooled” fund which
is operated as a reinsurance fund). If in this type of situation the
provisions of the State law with respect to one or the other such fund
do not comply with the requirements of this section, the Board is
directed to make such certification as will permit the allowance of
additional credits only with respect to those reduced rates which
bave been allowed in accordance with the requirements of this section,

In addition, this new subsection includes a paragraph requiring the
Social Security Board to advise the States, in the same manner as it
advises the States of its findings under section 1603, whether or not
their laws comply with the requirements of this section; after finding
such compliance, the Board may thereafter deny certification of a
State law for additional credit purposes only after prior notice and
opportunity for hearing to the State, and only if it finds the State law
no longer contains the applicable provisions specified in subsection
(a) or the State has failed to comply substantially with any such

rovision. The present subsection (b) of this section is eliminated
gecause its purpose is achieved by the foregoing provisions,
Definitions.

Section 1602 (c¢): Paragraphs (1) and (4) of this subsection are
amended to make clear that from a particulsr eraployer’s reserve
account or guaranteed employment account, all compensation: pay-
able on the basis of services performed for him and only compensation
payable on the basis of services performed for him, is to be paid. This
incorporates in part the exception clause in the present definition of a
pooled fund, 1. e., that compensation may not be paid from a partial
pool or reinsurance fund unless the reserve account or guaranteed
employment account of the employer on the basis of whose services
the benefit claimant had earned his benefit rights, is exhausted or
terminated. _

The present paragraph (2) is revised and divided into -paragraphs
(2) and (3) in order to distinguish more clearly between a fully pooled
fund and a partially pooled (or reinsurance) fund. The new paragraph
(3) permits the maintenance of a-partially pooled fund in connection
with & guaranteed employment account, as well as in connection with
a separate reserve account. The definition of the partially pooled-
account also makes clear that a State may, without endangering ite
compliance with the definitions of the term ‘reserve account” and
“guaranteed employment account,” provide for transfers {from reserve
accounts or guaranteed employment accounts to a partially pooled
account. Several State laws now provide for such transfers.

Paragraph (4) (old paragraph (3)) amends the present law to permit
guarantees of employment to be operative only with respect to indi-
viduals who continue to be available for suitable work in the guaran-
teed establishment. This provision is deemed necessary because
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under the present provision it is not clear ,whether mleployers}m
relieved from their guarantees with respect to individuals who quit
voluntarily, or are unable to work because of some incapacity, or are
out on wtrike, etc. This paragraph is also amended to make clear the
general understanding with respect to its requirements concerning the
grobationavy service period, i. e., that the probationary period must

e served within a continuous period immediately following the
emtﬁloyee’s first week of service and may not be claimed repeatedly
with respect to intermittent periods of employment which never
exceed 12 consecutive weeks. The last clause of this definition is
amended to clarify the point that guaranteed remuneration and
unemployment compensation are net the same, and that the guaran-
teed remuneration is not to be payable out of the guaranteed employ-
ment account. - '

Paragraph (5) (old par. (4)) deletes the definition of the term “year
of compensation experience,” because that term is no longer used in
paragraph (1) of section 1602 (a). The definition of the term “year,”
in this paragraph, is designed to permit States to allow reduced rates
on the basis of 12 consecutive months, as well as on the basis of a
calendar year.

Paragraph (6), defining the term ‘balance,” is a new definition
added to make clear that the amount of the reserve required to be
accumulated by employers with respect to whom a reserve account or
a guaranteed employment account is maintained, is to be made up
of payments by such employers and may not be made up of employee
contributions or funds from other sources. If employee contribu-
tions are required under—a State law which provides for the main-
tenance of reserve accounts or guaranteed employment funds, such
contributions may be payable into the reinsurance fund. The ex-
ception contained in this definition, which permits the inclusion within
a ‘‘balance’’ of payments other than payments by employers if made
to a reserve account or guaranteed employment account prior to Jan-
uary 2, 1940, is designed to relieve the States of complicated compu-
tations where payments, other than payments by employers, have
been paid to such accounts during early months of the State’s ex-
perience. -

Your committee has advanced this date one year beyond that pre-
seribed in the House bill in order to avoid a hardship in one State.

Paragraph (7) defines the term ‘“‘computation date’’ to include any
date occurring within 27 weeks prior to the date that a reduced rate
goes into effect. As above indicated, this provision is designed to
give the States ample time within which to make their computations
with respect to variations in rates of contributions. Such computa-
tions are to be made at least once in each calendar year.

Paragraph (8), defining the term “reduced rate,” is designed to
make clear that the requirements of subsection (a) are not applicable
to a reduction from an increased rate to a standard rate, i. e., situations
in which employers with bad employment experience have been re-

uired to pay increased rates and are subsequently permitted to pay
the standard or normal rate.

Section 610 (b) of the House bill has been rendered unnecessary b
the committee amendment deleting from the House bill, the new Fed-
eral standard incorporated in section 1602 (a) (1) of the code.
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PROVISIONS OF BTATE UNEMPLOYMENT COMPENSATION LAWS
‘Section 611: The changes made in paragraphs (1), (3), and (4) of
section 1603 (a) of the Internal Revenue Ede (formerly sec. 903 (a)
of the Social Security Act) by this section correspond to those made
in paragraphs (2), (4), and (Sgof section 303 (a) of the Social Security -

Act by section 302, supra.

EXTENSION OF TIME FOR FILING TAX RETURNS UNDER BUBCHAPTER C
OF CHAPTER 9 OF THE INTERNAL REVENUE CODE

Section 612: This section amends section 1604 (b) of the Internal
Revenue Code to authorize a longer extension of time for filing the
return of the Federal unemployment tax. Existing law permits an
extension of as much as 60 days. The amendment would provide an
additional 30 days, or 90 days in all. The extensions under section
1604 (b) are granted under rules and regulations prescribed by the
Commissioner of Internal Revenue with the approval of the Secretary
of the Treasury. An employer finding it impossible to make his
return on January 31, the due date prescribed in section 1604 (a), or
to pay his State contributions by that date, may make application in
accordance with such rules and regulations for an extension of time for
filing bis Federal return. If granted, the employer has until the
extended due date, as granted, to make his return and pay his State
contributions. No delinquency penalty will be incurred for late
filing and no loss of credits will be suffered if the return is filed, and

“the contributions paid to the State, on or before such extended due
date.

INTERSTATE OR FOREIGN COMMERCE AND FEDERAL INSTRUMENTALITIES

Section 613: This section designates existing section 1606 of the
Internal Revenue Code (formerly sec. 906 of the Social Security
Act) as subsection (a). A clarifying amendment to the provision
makes it clear beyond any possible doubt that an employer engaged
in foreign commerce is on the same basis as respects authority of a
State to require payments into an unemployment fund as employers
engaged in interstate commerce.

his section also amends section 1606 by adding subsections (b)
and (c), relating to Federal instrumentalities, and (d), relating to
employment on lands held by the Government.

Subsection (b) as passed by the House confers on State legislatures
authority to require instrumentalities of the United States (except
those wholly owned by the United States or exempt from the taxes
imposed by sections 1410 and 1600 of the Internal Revenue Code
(formerly secs. 804 and 901, respectively, of the Social Security Act)
by any other provision of law) to comply with State unemployment
compensation laws. Since only the unemployment tax is involved,
your committee has stricken from the House bill the reference to the
old-age tax imposed by section 1410. Under this amendment the
States would be able to cover under their unemployment compensa-
tion systems national banks and certain other Federal instrumen-
telities. Protection against any possible discrimination against
instrumentalities of the United States is afforded by the two pro-
visos, which make the permission to require compliance with the
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State law conditional upon' équality of treatment and upon the ap-
%ovs,l and certification of the State law under section 1603 of the
nternal Revenue Code (formerly 'sec. 903 of the Social Security Act).
Subsection (¢) makes provision for examination by the Comptroller
gf t{;g Currency of returns and reports made to the States by national

anks. o
Subsection (d) authorizes the States to cover under their unemploy-
ment compensation laws services performed &Hgn land held by the
Federal Government, such as services for ho located in national
parks. .
: DEFINITIONS

Section 614: This section, effective January 1, 1940, amends section
1607 of the Internal Revenue Code, containing definitions applicable
in the case of the Federal unemployment tax.

Section 1607 (a): Definition of employer. The House made no
change from existing law in this definition. Your committee have
inserted & clarifying amendment providing expressly that, in deter-
mining whether a person employs eight or more employees, only
those employees employed in employment (as defined in sec. 1607
(c)) are to be counted.

Definition of wages. '

Section 1607 (b): This subsection continues the present definition of
wages, clarifies it in certain respects and excludes certain payments
heretofore included. Paragraph (1) excludes that part of the remuner-
ation which, after remuneration equal to $3,000 has been paid to an
individual by an employer with respect to employment during any
calendar year, is paid to such individual by such employer with respect
to employment during such calendar year. Paragraph (2) in the
House bill excludes all payments made by the employer to or on behalf
of an employee or former employee, under a plan or system providing
for retirement benefits (including pensions), or disability benefits
(including medical and hospitalization expenses), but not life insur-
ance. Your committee has added an exclusion of payments on
account of death (including life insurance) where it is clear that the
employes while living does not have certain rights and options.
Generally, such payments are excluded under existing law if the
employee does not have those rights and options, but 1t is deemed
desirable for purposes of certainty to provide an express exclusion.
The payments under paragraph (2) of the House bill and under the
bill, as amended, will be excluded even though the amount or possi-
bility of such payments is taken into consideration in fixing the amount
of remuneration and even though such payments are required, either
expressly or impliedly, b]y the contract of employment. Since it is
the practice of some employers to provide for such payments through
insurance or the establishment and maintenance of funds for the

urpose, the premiums or insurance payments and the payments made
into or out of any fund will likewise be excluded from wages. Your
committee has made no change in paragraphs (3) and (4) of the
House bill. Paragraph (3), which merely clarifies existing law, ex-
pressly excludes from wages the payment by an employer (without
deduction from the remuneration of, or other reimbursement from, the
employee) of the employee's tax imposed by section 1400 of the In-
ternal Revenue Code (formerly sec. 801 of Social Security Act) and



employée contributions ‘undér State unemploymeént compeénsation:
laws. Paragraph (4) excludes dismissal payments which the employer
is not legally obligatéd to make. o o
Definition of employment. ‘ ‘

Section 1607 (c): The definition of the term ‘“‘employment” under
the amendment, as applied to service rendered prior to January 1,
1940, retains the exemptions contained in the present law. ql‘he
definition applicable to service rendered on and after that date con-
tinues unchanged some of the present exemptions, revises others, and
adds certain additional ones. No substantive change in existing law
is effected by the introductory paragraph of the definition. ,

Paragraph (1) continues the exception of agricultural labor, but a
new subsection (1) defines the term for purposes of the exclusion.

Paragraph (2) continues the present exception of domestic service
in a private home, but adds to the exception such service in a local
rollege club or local chapter of a college fraternity or sorority (not in-
cluding alumni clubs or chapters). Thus services of cooZ, waiter,
chambermaid, and the housemother, performed for these local clubs
and chapters, are exempt. ,

Paragraph (3) adds an exception of casual labor not in the course of
the employer’s trade or business. This exception is already contained
in amended section 209 (b) of the Social Security Act and amended
section 1426 (b) of the Internal Revenue Code.

Paragraph (4) continues the existing exception of service performed
as an officer or member of the crew of a vessel on the navigable
waters of the United States. .

Paragraph (5) continues the existing exception of service performed
by an individual in the employ of his son, daughter, or spouse, and
service performed by a child under the age of 21 in the employ of his
father or mother.

Paragraph (6) continues the exemption of service performed in the
employ of the United States, but with respect to instrumentalities of
the United States, limits the exemption to those instrumentalities
which are (A) wholly owned by the United States or (B) exempt from
the tax imposed by section 1600 of the Internal Revenue Code
(formerly sec. 901 of the Social Security Act) by virtue of any other
provision of law. The change in this provision brings within the
unemployment tax provisions certain Federal instrumentalities not
falling within clause (A) or (B) above, such as national banks.

Paragraph (7) continues the exemption of service for State govern-
ments, their subdivisions and instrumentalities, but limits the exemp-
tion with respect to instrumentalities so that it applies only to an
instrumentality which is wholly owned by a State or political sub-
division or which would be immune from the tax imposed by section
1600 of the Internal Revenue Code (formerly sec. 901 of the Social
Security Act) by the Constitution. The amendment thus narrows
the present exemption and in no case broadens it.

 Paragraph (8) continues the exemption of religious, charitable,
scientific, literary, or educational organizations, but brings the
language of the exemption into conformity with the corres nd.ixﬁ
exemption from. income tax under section 101 (6)-of_ the Intern

Revenue Code, by adding a specific disqualifying clause applicable
where any substantial part of the activities of the organization is

8. Repts,, 761, vol. 784



currying on propaganda or otherwise attempting to influence legis-_
ation. , , ;

Paragraph (9) excepts services of employees covered by the railroad
unemployment insurance system. This provision leaves unchanged
the exemption of the service of an individual in the employ of an
employer subject to such system even though the individual receives
remuneration in a form (e. g., tips) not recognized as compensation
under the Railroad Unemployment Insurance Act, and leaves un-
changed the inclusion of service in case it is performed by an employee
in the segregable nonrailroad activities of an employer where segrega-
tion of the railroad activities from nonrailroad activities is found
necessary in the interpretation and administration of the laws relating
to the social security system and the railroad unemployment insurance
system.

Paragraphs (10) to (13), inclusive, are identical with the same
paragraphs in section 209 (b) of the Social Security Act. For detailed
analysis see the explanation of such paragraphs in this report.

Paragraph (14) eliminates from coverage insurance agents and
solicitors if the remuneration for which they perform their services is
on a commission basis solely. If any part of such remuneration is a
fixed salary the agent or solicitor is covered and the tax is computed

_on the basis of his aggregate remuneration (for example, salary or
salary plus commissions). No similar exclusion is made from coverage
under the Federal Insurance Contributions Act.

Paragraph (15) is identical with paragraph (15) of section 209 (b)
of the Social Security Act. For detailed analysis see the explanation
of that section in this report.

Section 1607 (d): This section relates to an employee who has both
included and excluded service for the same employer during a pay
period. It provides that if one-half or more of the services constitutes
included employment, all of such service will be included; but that if
less than one-half constitutes included employment, all will be
excluded. The provision does not ap{ﬂy to the service of an employee
in a pay period if any of the service of the employee in the pay period
is covered under the railroad unemployment-insurance system. The
amendment made by your committee to the last sentence is merely
clarifying,

Section 1607 (e), defining “State agency,” makes no change in the
existing definition of that term.

Definition of unemployment fund. ‘

Section 1607 (f): This definition is amended by adding two new
sentences. The first of these added sentences is a clarifying amend-
ment providing that all sums standing to the credit of the State in the
(Federal) unemployment-trust fund and money withdrawn from that
fund by the State but unexpended shall constitute a part of the
State fund. This removes ar(liy possible doubt whether such moneys
remain a part of the State fund. The second added sentence provides
that an unemployment fund shall be deemed to be maintained during
a taxable year only if no part of the moneys of such fund was expende
for purposes other than payment of unemployment compensation
and refunds of sums erroneously paid into the fund. This provision,
in conjunction with an amendment to section 1601 (a) (see supra,
sec. 609), makes it clear that an employer is entitled to credit against
the Federal tax only so long as the State uses its fund for a proper

purpose.
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Definition of contributiona.

Section 1607 (g): This provision is changed so as to avoid use of
defined terms and thus to include in the term “contributions” pay-
ments required by a State law with respect to services not cove
by the Federal law.

Definition of compensation. ‘

Section 1607 (h): No change in existing law is made in this definition.
Definition of employee. _ -

Section 1607 (i): The term “employee’ is defined as in existing law
to include an officer of a corporation.

By the amendment to subsection (e), contained in paragraph
(10) (A) thereof, uncomponsated officers of any organization exempt
from income tax under section 101 of the Internal Revenue Code are
excluded from the count in determining whether the organization is
an employer of eight or more and liable for the tax. However
uncompensated officers of corporations not so exempt are not excluded
for pur;()ioses of such determination merely because they are uncom-

ensated.
P Section 1607 (j) and (k), defining the terms “State” and ‘“person,”
respectively, make no change in the existing definitions of those terms.

Definition of agricultural labor,

Section 1607 (1) is identical with section 209 (1) of the Social Se-
curity Act. For detailed analysis see discussion of that section in this
report. '

Section 615: This section inserts a new section in-subchapter C of
chapter 9 of the Internal Revenue Code which provides that the sub-
chapter may be cited as the “Federal Unemployment Tax Act.”

TirLe VII—AMENDMENTS TO TiTLE X OF THE SoCIAL SECURITY ACT
CHANGE IN REQUIREMENTS FOR STATE PLANS FOR AID TO THE BLIND

Section 701: This section amends section 1002 (a) of the Social
Security Act. Section 1002 (a) sets out certain basic requirements
which a State plan for aid to the blind must meet in order to be ap-
proved by the Social Security Board. :

Sec. 701 (a) contains two amendments to clause (5). One relates
to the requirement of “proper’’ administration and the other concerns
the inclusion in State plans, after January 1, 1940, of provisions for
personnel standards on a merit basis. These amendments are identical
with those made to clause (5) of section 2 (a) of the Social Security
Act by section 101 of the biil.

Section 701 (b) adds a new clause, numbered (8), which is effective
July 1, 1941. Under this clause the State plan must provide that the
State agency shall, in determining need, take into consideration any
income and resources of an individual claiming aid to the blind. It
also adds a new clause, numbered (9), effective July 1, 1941, which
requires that the State plan must provide safeguards which restrict the
use or disclosure of information concerning applicants and recipients
to purposes directly connected with the administration of aid to the
blind. These new provisions are similar to those added to title I of
the Social Security Act by section 101 of the bill. -
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PAYMENT TO STATES FOR AID TO THE BLIND

A Section 702: This section amends séction 1003 of the Social Security
ct.

Subsection (a) of section 1003 is amended so that its provisions will
conform with section 1001 of the Social Security Act, which authorizes
apJJropriations to enable States to furnish financial assistance to needy
individuals who are blind. A

Subsection (b) (2) is amended so as to provide that the Board, in
making grants to States, shall reduce the amount to be paid to any
State for any quarter by a sum eqluivalent to the pro rata share to
which the United States is equitably entitled, as determined by the
Board, of the net amount recovered during any prior quarter by the
State or ang egolit.ical subdivision thereof with respect to aid to the
blind furnished under the State plan. ~

A proviso eliminates from consideration for the purpose of deter-
mining the amount of the offset any amount recovered from the estate
of a deceased recipient which is not in excess of the amount expended
by the State for the funeral expenses of such deceased recipient, in
accordance with the State public-assistance law upon which the plan
is based. The provision is a new one and is similar in scope and opera-
tion to the one included by section 102 of the bill in section 3 (b) (2)
of title I of the Social Security Act.

Section 703: This section amends section 1006 so as to conform
its provisions with section 1001 of the Social Security Act, which
authorizes appropriations to enable States to furnish financial assist-
ance to blind individuals who are needy.

TirLe VIII—AMENDMENTS TO TITLE XI oF THE SociAL SecuriTY
Act

DEFINITIONS

Section 801: This section amends the definition of ‘“State’” con-
tained in section 1101 (a) of the Social Security Act so as to include
Puerto Rico for the purposes of titles V (except sec. 531) and VI of
such act.

The House proposal to extend coverage to salesmen who are not
employees has been stricken out by the committee. It is believed
inexpedient to change the existing law which limits coverage to
emp{)oyees. This action of the committee renders unnecessary the
new definition of employer which was contained in paragraph (8) of
subsection (a) of section 1101 as amended by the House. Paragraph
(6) of subsection (a) of the present law therefore would remain un-
changed under the committee proposal, and paragraph (7) of that
subsection as added by the House, would 'be eliminated.

PENALTY BECTIONS

Section 802: This section amends title XI of the Social Security
Act by adding the following two sections:

Disclosure of information in possession of Board.

Section 1106: This section prohibits the disclosure, except pursuant
to Board regulations, of any returns or statements filed with the
Commissioner of Internal Revenue under title VIII of the Social
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Security Act or the Federal Insurance Contributions ‘Act, or |

tions thereunder, which have been transmitted by the Co oner
to the Board. ’i‘he prohibition against disclosure, exeept pursuant
to Board regulations, also extends to any file, record, repert, paper,
or information obtained by the Board or any of its | or ‘em-
loyees in the course of official duties, and any such material obtained
E any person from the Board or any of ite officers or employees.
V)i'olatlon of the prohibition is punishable as a misdemeanor. = '

Penalty for fraud and misuse of Board’s name. _

Section 1107 (a) provides that anyone who makes any false repre-
sentation, with intent to defraud any person, knowing the representa-
tion to be false, concerning the requirements of this act, or the Fed-
eral Insurance Contributions Act, or the Federal Unemployment Tax
Act, shall be guilty of a misdemeanor. ,

Section 1107 (b) tg)rovidexs that anyone who, with intent to obtain
information as to the date of birth, employment, wages, or benefits
of any individual, falsely represents to the Board :%at he is such
individual or the wife, tgarent, or child of such individual, or such
individual’s agent, or the agent of such wife, parent, or child, or
falsely represents to any person that he is an employee or agent of
the United States, shall be guilty of a misdemeanor.

TitLe IX—MI18CELLANEOUS PROVIBIONS

Section 901: This section makes clear that the amendment of title
I1T of the Social Security Act and section 1603 of the Internal Revenue
Code shall not be construed to amend or alter those provisions of the
Railroad Unemployment Insurance Act which provide limited excep-
tions to the provisions of section 303 (a) (4) and (5) of the Social
Security Act and 1603 (a) (3) and (4) of the Internal Revenue Code.

Section 902: Subsections (a), (b), (¢), and (d) substantially liberal-
ize the conditions of allowance of credit against the Federal unemploy-
ment tax imposed by title IX of the Social Security Act for the years
1936, 1937, and 1938. This committee agree with the House that
the periodical granting of relief after the close of the taxable year
affected would destroy the effectiveness of the conditions of allowance
of the credit provided in permanent law and would prove costly in
that it would call for the reopening and reconsideration of cases pre-
viously closed, the adjustment of claims, the abatement of assessments,
and the payment of refunds. However, the need should not arise in
the future for granting relief of the type provided in the present
section, since-substantial liberalization for 1939 and subsequent years
is provided in section 609 of the bill, amending section 1601 (a) of
the Internal Revenue Code. )

Subsection (a) .provides for the allowance of credit against the
tax for 1936, 1937, or 1938, for contributions paid to the State for such
{Jear hefore the sixtieth day after the date of enactment of this act.

nder section 810 of the Revenue Act of 1938 taxpayers were allowed
credit against the tax for 1936 for contributions paid before July 27
1938. Since a few taxpayers did not take advantage of that relie
provision, it is felt desirable to include credit against the tax for 1936
in the present provisions. Thus, the same final date for paying con-
tributions to the State, in order to secure credit against the tax-—
namely, the fifty-ninth day after the date of enactment of this act—is
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mﬂded for the tax for each of the 3 past years during which the tax
‘been in effect. : Cs e :

Under clause (2) of subsection (a) credit is allowable for contriby-

tions paid on or after the sixtieth day after the date of enactment of
this act with respect to wages paid after the fortieth day after such
date of enactment. This is desi{i*ned"bo permit credit in cases in
which, because the ‘‘wages payable’’ basis of the tax for the years
1936, 1937, and 1938 is still retained, credit. would otherwise be lost
since some wages are still being paid with respect to those years, and
it may not be possible to estimate the amount thereof or the amount
thereof may have been underestimated.
" Clause (3) of subsection (a) permits credit for contributions paid to
the State, without regard to the date of payment, if the assets of the
taxpayer are in the custody or control of a fiduciary appointed by, or
under the control of, a court of competent jurisdiction at any time
during the 59-day period following the date of enactment.

Subsection (b) of this section makes the same provision with respect
to the taxable years 1936, 1937, and 1938 as are made in section 1601
(a) (4) of the Internal Revenue Code, as amended, for the taxable
year 1939 and thereafter for cases in which the taxpayer pays his
contributions to the wrong State. (See sec. 609, supra.)

Subsection (c) preserves the definitions of section 907 of the Social
Sceurity Act, the 90-percent maximum credit against the Federal tax
and other provisions of title IX of the Social Security Act, essential
to the operation of the relief provisions in subsections (a), (b), and
(h) of this section for the taxable years 1936, 1937, and 1938.

Subsection (d) Erovides for refund of any tax (includin% penalties
and interest) which has been collected but with respect to which credit
is allowable under this section. The law (including statutes of limita-
tions) applicable in the case of erroneous or illegal collection of tax
will o(.Fply to such refunds. No interest will be paid on any such
refund.

Subsection (e) of this section is designed to permit credit against
the tax for the years 1940, 1941, and 1942 if in those years wages are
paid for services rendered after December 31, 1938, but during a year
prior to that in which payment occurs, and contributions with respect
to such wages have not been credited against the tax for any prior
taxable year. This Krovision relieves cases of hardship which might
arise by reason of the change in the basis of the Federal tax from
‘““‘wages payable” to “‘wages paid.” (See sec. 608, supra.)

Subsection (f) is designed to make retroactive to the date of enact-
-ment of the Social Security Act the exemptions from Federal insurance
end unemployment compensation coverage contained, respectively, in
amended sections 209-(b) (11) and (12) of the Social Security Act and
amended sections 1426 (b) (11) and (12) and 1607 (¢) (11) and (12) of
the Internal Revenue Code of service in the employ of foreign govern-
ments and certain of their instrumentalities. If any tax (including
interest and penalties) has been collected with respect to service thus
exempt, it is to be refunded, without allowance of interest, in accord-
ance with the provisions of law (including statutes of limitations)
applicable in the case of erroneous or illegal collection of the tax.

ubsection (g) provides that no lump-sum payments shall be made
under the provisions of section 204 of the Social Security Act after the
date of the enactment of this bill, except to the estate of an individual
who dies prior to January 1, 1940.
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In the oase of individuals dying prior to January 1, 1940, the
lump-sum payments provided under sections 203 and 204 of the
present act will be payable to the estate (or to the persons entitled
thereto under State law) whether application for such' payment 'is
filed prior to January 1, 1940, or on or after January 1, 1940,

Subsection (h) grants relief to ayérs as well as States in cases in
which the highest court of a State held -contributions paid under
the State law with respect to the taxable years 1936 or 1937 not to
have been required payments under the State law. For example,
certain States enacted their unemployment compensation laws during
the latter portion of 1936, levying contributions thereunder retroac-
tively with respect to services performed on and after January 1 of
that year. State tz?ayers in good faith paid such contributions and
claimed and received credit therefor against their Federal tax. If
sometime later, the retroactive imposition of such contributions-is
held by the highest court of such State to have been invalid, such
taxpayers may be entitled to refunds under the State law, but b;
virtue of that fact, such taxpayers also become liable for the f
Federal tax with respect to such year. S

Under this subsection, so much of any such payments as are not
refunded to the taxpayer may be credited against the tax imposed by
section 901 of the Social Security Act for the calendar year 1936 or
1937. Moreover, if, in the example cited, the State had paid benefits
with respect to unemployment occurring during 1938, this section safe-

ards the status of the State law under section 903 of the Social
ggcurity Act by providing that so much of such payments as are not
returned to the taxpayer shall be considered “contributions” for the
Purposes of that section. This section also postpones the periods of
imitations prescribed by section 3312 (a) of the Internal Revenue
Code in the case of the tax for 1936 or 1937 of any such taxpayer to
whom any such payment is returned, until the last such payment is
returned to the taxpayer.

Subsection (i) has been added by your committee. The Federal
unemployment tax is a uniform tax on employers of eight or more
levied at the rate of 3 percent of their taxable pay rolls. If the condi-
tions prescribed by the law imposing such tax are satisfied, an em-
gloyer may credit against the tax the amount of contributions, which -

e has paid or has been relieved from paying into a State unemploy-
ment fund, not exceeding 90 percent of the Federal tax against which
such contributions are credited. If those conditions are not satisfied,
the employer is liable for the full 3 percent tax. Several district
courts have held that the collection of the full 3 pércent Federal tax
(without allowance of the 90 percent credit) from a bankrupt estate,
which failed to qualify for credit, is not prohibited by section 57)
of the Bankruptcy Act, as amended, which section provides that
debts owing to the United States ‘“as a penalty or forfeiture shall
not be allowed.” However, some district courts have held otherwise.
Subsection (i) effects no substantive change in the law but is designed
to set at rest the question involved by expressly providing that no
gart of the tax imposed by the Federal Unemployment Tax Act or

y title IX of the Social Security Act shall be deemed a penalty or
forfeiture within the meaning of section 57j of the Bankruptcy Act,
as amended. The new subsection does not affect the liberahization
in subsection (a), or in section 1601 (a) (3) of the Federal Unemploy-
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ment Tax Act, of the conditions for credit in the case of an employer
whose assets are in the custody of & court. ., .. . |
Section 903: . This section amends section 1430 of the Internal Reve-
nue Code by striking out the reference therein to section 3762 of the
code and inserting in lieu thereof a reference to section 3661. The
change merely corrects a typographical error made in section 1430
when the code was enacted, - . L |
. - Section 904: This amendment to the House bill merely conforms
the reference in section 1428 of the Internal Revenue Code to the
:gvislo‘xirof the numbering of the paragraphs in section 1426 (b) of
e code. :
~Section 905; This amendment to the House bill would include in
the measure of the employer’'s and employee’s taxes, wages paid, with
respect to employment after December 31, 1938, to employees who
have attained age 65. The liability of the employer for the employee’s
tax with respect to service performed prior to the enactment of this
act is limited, however, to the amount of wages inthe control of the
employer at any time after 90 days after the enactment of the act.
This confines the employer’s liability for the employee’s tax to situa-
tions where ample opportunity exists for the employer to deduct the
employee’s tax from his employee’s wage.
ction 906: This is a new section which the committee has added
to the House bill to-relieve certain States from an undue hardship
which would otherwise result from the failure on the part of such
States’ legislatures to enact necessary legislation within the time re-
uired under .the Railroad Unemglogfment lusurance Act, approved
o?une 25, 1938. Under that act, the Social Security Board is required
to determine for each State certain sums described in the act as the
State’s ‘‘preliminary amount’” and the State’s “liquidating amount.”
These sums represent an approximation of the difference between the
total amount collected bE the State from railroad employers who have
ceased to be subject to the State laws and have become subject to the
Railroad Unemployment Insurance Act, and the total amount of com-
pensation paid by the States on the basis of wages earned from such
em%ll())yers. The railroad act requires the Social Security Board to
withhold administrative grants under title ITI of the Social Security
Act from each State whose first regular legislative session after the date
of enactment of that act did not authorize the timely filing by the
State of its authorization and direction to the Secretary of the 'lyreas-
ury to transfer from the State’s account the unemployment trust fund
to-the railroad unemployment insurance account in the unemployment
trust fund, the sums as determined by the Social Security Board.
The committee has been advised that in a limited number of States,
regular legislative sessions which convened during 1939 have adjourned
without enacting the necessary legislation required under the Railroad
Unemployment Insurance Act and without making any provision for
financing the administrative expenses of their unemployment compen-
sation laws during the period with respect to which the Social Security
Board is required to withhold from them grants under title III of the
Social Security Act. In order to permit the continued administration
of the unemployment-compensation laws in each of these few States,
this section extends until 30 days after the close of such States’ next
rogular legislative session, the time within which such States may effect
the necessary transfers of funds. The net effect of this postponement
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will not deprive the Railroad Unemployment Insurance -Account of
any moneys to which it is entitled under the present provisions of the
Railroad Unemployment Insurance Act. The séction will apply only
to States in which the first regular legislative session which began after
June 25, 1938, has adjourned prior to 30 days after the date of enact-
ment of this act. This limitation is necessary in order that States
whose first regular lefislative sessions which begin after June 25, 1938,
and after the date of enactment of this act, not be authorized to
ostpone the enactment of the legislation required under the Railroad

%nemployment Insurance Act. '

Section 907 is a new amendment proposed because in the case of
persons 65 or over there may be benefit credits because of wages
earned during any Fart of 1939. This amendment would provide
that where the employee’s tax has not been deducted from the em-
ployee over 65 and where the employer has not made any tax pay-
ment for his employment in 1939, deduction of an amount equal to
the employee’s tax without interest would be made from his monthly
benefits or other benefits payable with respect to his wages. -
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