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PAYMENT OF TAX BY WAR SHIPPING ADMINISTRATION
AS EMPLOYER OF SEAMEN

MAaRcH 8 (legislative day, FEBRUA.RY 26), 1945.—Ordered to be printed

Mr. GeEorag, from the Committee on Finance, submitted the following
REPORT
[To accompany H. R. 1429)

The Committee on Finance, to whom was referred
1429) to permit the Administrator, War Shipping Administration, and
the United' States Maritime Commission, during the national emer-
geney, to pay the tax imposed under section 1410 of the Internal Rev-
enue Code without regard to the $3,000 limitation in section 1426
(a) (1) of the Internal Revenue Code, having considered the same,
report favorably thereon without amendment and recommend that
tho bill do pass,
GENERAL BTATEMENT

The bill H. R. 1429, if enacted, will permit the War Shipping Ad-
ministration as the employer of seamen serving on vessels owned or
bare-boat chartered to the United States through the War Shipping
Administration to pay the employers’ pay-roll tax for old-age benefits
without regard to the $3,000 limitation placed upon the amount ef
wages subject to that tax. The bill also relieves the War Shipping
Administration from filing claims for refund of taxcs paid on wages in
excess of $3,000. . ' ‘ «

It will be recalled that in 1943 the Congress cnacted legislation
placing the.services of seamen in the employ of the War Shipping
Administration within the definition of ‘“covered employment”’ as
used in the Social Security Act,-as amended, for the purpose of old-
ago and survivors’ insurance, and directed the War Shipping Adminis-
tration, as an employer, to pay the employer’s pay-roll excise tax in
accordance with existing law, S

The bill is designed to overcome an existing administrative hardship
in the War Shipping Administration arising out of the extent and
character of that agency’s operations, The War Shipping Adminis-
tration is unable to enforce the $3,000 limitation in cases where seamen
work for two or more general agents of the War Shipping Administra-:
tion as its employees in the same calendar year witgout establishing,
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a central wage record office in Washington to maintain the wage
records of all the seamen in its employ, check the records for the
$3,000 limitation in each individual case, and prepare all the returns
for seamen employed by it.

The War Shi v)ing Administration estimates that the cost of operating such a
contral unit in { ashington would amount to at least $1560,000 to $200,000 a year.
It estimates that the additional taxes which under the bill it may pay on wages
in excess of $3,000 would amount to not more than $100,000 or a saving of $50,000
to $100,000 a year. The War Shipping Administration estimates that the cost
of preparing and filing elaims for refund of the cmployers’ tax which it pays on
wages in excess of $3,000 would be ag great as the cost of establishing and main-
taining the central wage unit. )

The bill relates only to the War Shipping Administration as an employer and
does not affeet in any way the employee's tax or his benefits under the social-
sccurity program. The bill is a war measure which the War Shipping Adminis-
tration feols will facilitate a more effective prosecution of the war effort. No
change in the basie policy of the social-sceurity laws is involved. Representa-
tives of the War Shipping Administration appeared before the committee insup-
port of the bill.  The Treasury Department and the Social Security Board have
no objeetionto itg enactinent.

A compreliensive statement of the purpose of the hill appears in the report of
the House Committee on Ways and Means, which is attached hereto.

{H. Rept. No, 34, 70th Cong., 1st scss.]

The Committee on Ways and Means, to whom was referred the bill (11. R.
1429) to permit the Administrator, War Shipping Administration, and the United
States Maritime Commission, during the national emergency, to pay the employer
States Maritime Commission, during the national emergency, to pay the em-
ployer’s tax imposed under section 1410 of the Internal Revenue Code without
rogard to the $3,000 limitation in section 14206 (a) (1) ‘of the Internal Revenue
Code, report favorably thereon without amendment and recommend that the
bill do pass.

GENERAL STATEMENT

The purpose of the bill is to permit the War Shipping Administration as an
employer of reamon serving on vessels owned, or barchoat-chartered to the
United States, through the War Shipping Administration, to pay the employers’
pay-roll tax for old-age benefits without regard to the $3,000 limitation placed
upon the amount of wages subjeet to the tax, The bill is designed to overcome
an oxisting administrative hardship in the War Shipping Administration, arising
out of the extent and character of the operations of that agency,

In 1943, the Congress enacted legislation placing the services of seamen, in
the employ of the War Shi{)ping Administration, within the definition of “covered’
employment’ as used in the Social Security Act, as amonded, for the purpose of
old-nge and survivors' insurance, and directed the War Shipping Administration,
as an employer, to pay the employer’s pay-roll excise tax in accordance with oxist~
ing law, ‘Che War Shipping Administration, however, has encountered con-
siderable diflioulty in observing the limitation that only the first $3,000 remuncra-
tion paid to any employee during s calendar year is subjecet to the employer's
tax. The difliculty arises in cases in which a seaman, during the course of a year,
serves as an employee of the United States on vessels operated by two or more,
general agents of the Administration.  Tho first goneral agent for whom the séa-
man works i3 in a position to observe the $3,000 Hmitation on wages subjeét to-
the employer’s tax,  The socond general agent, however, has no means of checking’
on the wapes paid to the secaman earlicr in the same year by another general:
agent of the Administration, ) _

The War Shipping Administration eannot enforce the $3,000 limitalion in
cases whiere seamen work for two or more general agents in (the same calendar
year, without establishing a central wage record office in Washington to maintain
the wage records of all the seamen in its employ, check the records for the $3,000
:imitut‘ion in each individual case and prepare all the returns for seamen employed
v it, : ‘ '
In all cases where a seaman is employed by one general agent throughout's
articular calendar year the War 8hipping Administration encounters no difficulty’
in observing the $3,000 limitation and advises it will not pay taxes on the amounts
abhove $3,000 in such cases,
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In addition to relieving the administrative diffioulties outlined above, a sub-
stantial saving will be effected not only in money, but also in manpower by the
enactment of the bill, While it is difficult to determine accurately the amount
of savings involved, the War S8hipping Administration has attempted to approxi-
mate the amount. The cost of operating a central wage record unit in Washing-
ton to insure the enforcement of the $3,000 limitation would amount to at least
$150,000 to $200,000 per year, while the estimaté on the additional taxes which,
under the bill, it may pay on wages in excess of $3,000 paid to seamen in its employ .
would amount to not more than $100,000, or a saving of $50,000 to $100,000 per
annum, In addition to the money involved, a ¢entral unit in Washington would
require the use of calculating and business machines, which would have to be
specially manufactured since there are none available on the market, and the
employment of additional personnel, both in the manufacture and operation of
these machines at a time when manpower is sorely needed in jobs more direetly
connected with the prosecution of the war., The figures used are merely estimates
and approximations of variable factors with respect to which it is impossible to
secure accurate figures and are contingent‘on the acquisition of the necessary
machines and manpower to operate the central wage record unit,

The bill also relieves the War Shipping Administration from filing claims for
refund of taxes Xaid on wages in excess of $3,000. It is estimated that the cost
of preparing and filing elaims for refund would be as great as the cost of estab-
l]ishingithe central wage unit to check and insure the observance of the $3,000
imitation. ¥ : : : .

The bill relates only- to the War Shipping Administration as an employer and
does not affect the employee’s tax or his benefits under the social-security program.

The bill will be effective during the period prior to the termination of the First
War Powers Act of 1941, and is retyoactive to services performed since September
30, 1941. It is & wor measure which the War Shipping Administration believes
will facilitate a more effective prosecution of the war effert. No change in the
basic policy of the sosial-security laws is involved. :

Representatives of the War Shipping Administration and of the Soclal Security
Board appeared before the committee in support of the hill, -

h'I‘{l)e1 lfollowing letters and attachments set forth more in detail the purpose of
the hill: ' . :
JANUARY 5, 1945,
The Honorable 8am RAYBURN, -
Speaker of the House of Represenlalives,

My Drar MR, SpEARER; The War Shi\Bpin Adminjstration respeoctfully sub-
mits proposed legislation to permit the War Shipping Administration and the
United States Maritime Commission.to pay the employer’s tax imposed ‘on wages
under section 1410 of the Internal Revenue Code, without regard to the $3,
limitation in section 1426 (a) (1) of the Internal Revenue Code.. This législation
will continue in force‘until the termination of title I of the First War Powers Aoct,
1941, and will aggly to the employer’'s tax imposed on wages paid for sorvices
rerformed after S Ktember 30, 1941, and prior to the termination of title'I of the
‘irst War Powers Act, on or in conneotion with any vessel by an officer or member
of the crew .as an employee of the United States employed through the War
Shipping Administration, or the United States Maritime Commission in case ¢i
employment. by it prior to establishment of the War Shipping Administration,

Section 1420 (a) (1) of the Internal Revenue Code defines wages, taxable under
the Federal Insurance Contributions Aoct, to mean the first $3,000 of remuneration
paid to an individual by an employer with respect to employment during any
calendar year, 1t is the view of the War Shipping Administration that the oper-
ation of this statute should be suspended for the war Wriod because of the sub-
stantial cost required to apply it to wages paid by the War Shipping Administra-
tion and the Maritime Commission as employers of seamen. o ,

In order to enforce the statute in its present form, the War Shipping Adminis-
tration will have to set up a central unit at which i will maintain the personnel
records of all seamen in the employ of the War Shipﬁing Admiulﬁtmt&xz'snd,tho
Maritime; Commission, , Thig central unit will also have to prepare Feturns
under the Federal Insurance Contributions’ Act covering the ep‘x’)loyém ::d the
emrlo'yee'n taxes on the, wages paid to seamien: in.the employ ‘of thosy agencies,
This will necesearily involve a duplication of work at a cost whieh, inl our opinion,
will greatly exceed the amount of additional taxes whien the”Wpt'_Stgpping
Administration and the Maritime. Commission may_ have to. ng,_shvom,d‘t, o pro- -
posed legislation be adopted. Administrative snd bookkeeping. personnel en-:
goged in such work could be released for dutiea more directly connected with the

war effort and with the moyement, of vessels apd vital war cargoes. .

. 1o
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The proposed logislation also excuses the War Shipping Administration and the
Maritime Commission from applying for refunds of the employer’s taxes paid on
wages in excess of the 53,000 limitation, The applieations for refunds would, in
our opinion, necessitale as much work and the application of as muoh time and
effort ns the proper enforcement of section 1426 (a) (1) would require at the
present timo,

There is attached a copy of (1) a draft. of a bill to earry out the above purposes,
and (2) an oxplanatory statement thercon. '

The Director of the Burenu of the Budgot has advised that there is no objection
to the submission of this proposed legislation to Congress for its consideration.

Sincecrely vours,
E. 8. Lanp, Administrator,

A [HLL To permit the Administrator, “Var 8hipping Administration, and the United States Maritime
Commis:ion, during the national emergeney, to ;my the tax imposed under sectlon 1410 of the Internal
30\"«4“1«- Code without regard to the $3,000 Hmitation In section 1426 (a) (1) of the Internal Revenue

Qe

Be it enacted by the Senate and Ilouse of Represenialives of the United States of
America in Congress assembled, That (n) section 1426 (i) of the Internal Revenue
Code is amended by adding at the end thereof the following: “The Administrator
War Shipping Administration, and the United States Maritime Commission, and
their agents or persons acting on their behalf or for their account, may, for con-
veniencee of administration, make payments of the tax imposed under section 1410
without regard to the §3,000 limitation in section 1426 (a} (1), but they shall not
be required o obtain a refund of the tax paid under section 1410 of the Internal
Ravenue Code on that part of the remuneration of seamen in their employ not
included in wages by reason of seetion 1426 (a) (1) of the Internal Revenue Code.”

(b) The amendments made by this act shall be effective as if made by section .
1 (b) (1) of the act entitled “An Act to amend and clarify certain provisions: of
law relating to functions of the War Shipping Administration, and for other
purposes,” approved March 24, 1943 g’ublic Law 17, 78th Cong.; 57 Stat. 45),

Sratement To Accompany Prorosep Briun To Permir tus WARrR Suirring
AnMINISTRATION AND THE UNrrep Stares Marrrimp ComwisstioN To Pay
THE TAX IMprosED oN Waaks UNpeR SecrioN 1410 or THE INTERNAL REVENUS
Covr Wrtnour Reaarn 1o rue $3,000 LimrrarioN 1IN Secrion 1426 (A) (1)
or e Inrernan Revenve Cone

The proposed hill, if enacted, will permit the War S8hipping Administration and
the Un‘lm States Maritime Commission to pay the employer’s tax, levied under
seotion 1410 of the Internal Revenue Code (the Federal Insurance Contributions
Act), on wages paid to seamen in thelr em})loy without regard to the $3,000
limitation contained in section 1420 (a) (1) of the Intornal Revenue Code, ‘I'he
proposed bill, If enacted, will remain in foree until the termination of Title T of .
the First War Powers Act, 1041, and will apply to the employer's taxes imposed
on wages paid for services, performed after September 30, 1941, and prior to the
termination of Title 1 of the First War Powerd Act on or in connestion with any
vessel by an oflicer or meniber of tho crew as an employee of the United States
employed through the War Shipping Administration, or in respect of such servioes
performed after February 11, 1042, the United States Maritime Commission,

Seetion 1426 (i) of the Internal Revenue Code, added by Publie Law 17, Seventy-
eighth Congroess, first sesslon, provided for the inclusion within the scope of the
termn “omployment,” as used in the Federal Insurance Contributions Act, of sory-
ices performed on or in connection with any vessel by an officer or member of Lhe
crew as an employee of the United States, employed through the War Shipping
Administration or of the United States Maritime Commission, The statute cov-
ered retroactively wagos paid for such services perforned after September 30,
1041, ‘The term “wages'” was defined to mean such amount of remuneration ag
was determined by the Adwinistrator of the War Shipping Administration to he
paid to the senmen, to whom the section applied, for such services, 'The Adininig-
trator of the War Shipping Administration and such agents as he would designate
were authorized and directed to comply with the provisions of the internal-rev-
enue laws on behalf of the United States as the employer of the individuals whose
services c(Jom;tit«utcd employment by rcason of section 1426 (i) of the Internal
Revenue Code,

Section 1426 (a) (1? of the Internal Revenue Code is the source of the difficulty
_which the proposed bill seeks to remedy. The'section defines wages taxable under
the Federal Insurance Contributions Act to mean ‘““all remuneration for employ-
ment, including the cash value of all remuneration paid in any medium other than
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cash; except that'such term shall not include (1) that patrt of the remuneration
whioh, dfter remuneration equal to $3,000 has been paid to an individual by an
employer with respect to employment during any calendar({ear, is-paid to such
indiv’i,dual by such employer with respect to employment during such calendar
'CAT. : ‘
d T'he War Shipping Administration has no means at its disposal to detéermine
when a seaman in its employ has reached the $3,000 limit with respedt to employ-
ment in a particular calendar year. The manner in” which the' War Shipping
Administration operates its vessels makes it impossible for such a ‘determination
to be made without the expenditure of a large sum of money; larger, in fact, than
the additional employer’s tax which the War Shipping Administration would have
to pay if the proposed bill were enacted ~
Members of crews of vesscls which are either owned by or bare-boat chartered
to the United States, through the War Shipping Administration, are employces
of the United Btates. Section 1426 (i) relates ¢hecifically to thege individuals
and to none other. The vessels upon which they serve are operated by the War
Shipping Administration through designated agents referred to as general ageiits:
The general agents are principally companies which had engaged in the water
transportation business prior to December 7, 1941, and prior to the creation of the
War Shipping Administration. The general agent; through his organization
operates the vessels assigned to himn under the general agent’s form of service
avrcement. He arranges to crew the vessel, to supply it with food, fuel, and other
vessel supplies, and to load and unload the cargo. He pays off the crew at the
termination of the voyage after making all necessary tax deductions. 'The crew
members he hires are not his employees; they are the employees of the War
Shipping Administration. : , : i
Under the present method of handling the employer’s: and employee’s taxes
imposed by the Federal Insurance Contrbutions Act, the general agent at the
conelusion of each voyage deducts the employec’s tax from the wages paid {o the
seamen for-services performed during the voyage, and arranges to turn over to
the collector of internal revenue the taxes so deducted, together with the tax
levied on the War Shipping Administration ay employer. There is no assurance
that o seaman, who signs off, will sign articles on the same veasel for a subsequent
vovage, or that he will sign articles on another War Shipping Administration
vessel operated by the same general agent. A vessel may come into port in need
of repairs, and it may be laid up for a considerablo period of time, Crew members,
on signing off stich & vessel, will, in all probability, scck employment on another
vessel which may be o;l)erat,ed‘ bf' a private owner under s time charter Arrange-
ment with the War Shipping Administration, or by some other genoral agent for
the War Shipping Administration, In the latter case they will ¢ontinue to be
employees of the War Shipping Administration, .
Technically the $3,000 limitation in seetion 1426 (a) (1), Internal Revonue Cade,
applies to the wages paid or reported with rospeet to employment during the oalen-
dar year by the War Shipping Administration to an individual seaman whether
he serves, during the calendar year, on one or several vessals operated for the War
Shipping Administration through its gencral n‘yonts.- It is, however, practically
impossible for one general agent of the War bf\ip])ing Administration to obtain
accurate information regarding the wages a seaman received with respect to
employment during a particular calendar year for gervices performed on other
War Shipping Administration vessels operated by general agents,  The most that
- one general agent can possibly know with respeot to such prior payments would
take care of wages that the seaman might have earned on the same vessel or an-
ofher vessel operated by the particular genoral agent. . . .
In order to properly apply the $3,000 Jimitation to seamen.employed by the
War Shipping Admijnistration, it would, in our opinion, be necossary to fnstall a
soparato unit in Washington, charged with the responsibility of maintaining the
personal wage records of every seaman in the employ.of the War Shipping Ad-
ministration through the genoral ageunts, In addition, the-,Wa.r‘Shiﬂ)ing“Ad-
ministration would have to take upon itsclf the duty of preparing, at this, central
office, the necessary returns required under, the Federal Insurance Contributiona
Act,  This would require the receipt of re(l),ort,a from all:general agents of the Var
_Shipping Administration, and the expenditure of substantial sums of money to
maintain a unit to handle this particular job., It would involve a duplication of
records and of work, since the general agent would have to maintain its owmer.-
sonnel records covering the same seamen, and would likawise have to:make.calcuq
Iations of the amount of the employee’s tax to be deducted from a seaman’s wages
hefore he signs off,
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The proposed bill takes care of this situation by eliminating the application
of the $3, limitation to wages paid to War Shipping Administration employees
serving on War Shipping Administration vessels operated under the general
agent’s form of service agreement. The gencral agent, when calculating the
employer's tax, will figure the tax on the wages paid or reported with respeot to
employment during the partioular calendar year or quarter and it will not be
necessary for him to consider the wages paid in previous quarters of the same
calendar Year to make sure that the $3,000 limit has not been reached. This may
involve the payment of the employer’s tax in excess of what the War Shipping
Administration would have to pay if section 1426 (a) (1) continues in force insofar
a8 War Shipping Administration scamen are concerned; This sum, however, is
relatively small compared to the very substantial cost which would be incurred in
order to properly apply scction 1426 (a) (1),

The Yroposcd bill will suspend the operation of section 1426 (a) (1) of the
Internal Revenue Code, insofay as it affects the War Shipping Administration as
the employer of seamen, until the termination of title I of the First War Powers
Act, 1941, and it applies not only currently but to the employer's tax due with
respeet to wages paid to crew members for services performed since September
30, 1941, as an employeo of the United States Maritime Commission and since
February 11, 1042, as an employee of the War Shipping Administration. It will
eliminato a substantial amount of detailed bookkeeping by the War Shippin
Administration and its general agents in the application of section 1420 (a) (l§
of the Internal Revenue Code, Employees who must now devote their time to
such tasks can be released for work more directly connected with the effective
proseeution of the war effort.

The proposed bill specitically provides that neither the United States Maritime
Comimission nor the {\'ur Shipping Administration need apply for refunds of the
employer’s tax paid on remuneration in excess of $3,000. The filing of such claims
would require as mueh bookkeeping and administrative work by the agencies
concerned as would be necegsary in order to apply section 1426 (a) (1). The pro-
posed bill appropriately provides that claims for refunds will not be nccessary.

BUMMARY

The operation of scetion 1426 (a) (1) of the Internal Revenue Code may very
well he suspended during the national emergeney with respect to the payment of
the employer's tax by the War Shipping Administration and the United States
Maritime Commission, for the following reasons:

1. The amount of ciployer's tax which the War Shipping Administration and
the United States Maritime Commission will pay as a result of such suspension
will, in our opinion, be retatively small in comparison with the cost of complying
with section 1426 (a) (1). )

2. A substantial amount of administrative and hookkeeping work by the War
Shipping Administration and the United States Maritime Commission,-and by
shipping companies, as general agents of the War Shipping Administration,
necessarily required in the enforcement and application of section 1426 (a) (1)
will be dispensed with, and employees now engaged in such tasks will be released
for work more directly connected with the effective prosecution of the war effort,

CHANUGES IN EXISTING LAW

In compliance with paragraph 2a of rule XIIT of the Rules of the House of
Representatives, echanges in existing law made by the bhill are shown as follows
(existing law proposed to be omitted is enclosed in black brackets; existing law
in which no change Is madec {8 in roman; and new language is in italics): .

“Socetion 1426 (1) of the Internal Revenue Code (suhsee. (1) in see. 1 (b) (1) of
Public Law 17, 78th Conyg., 1st sesslon, as amended by Public Law 285, 78th
Cong,, 2d HORR{OI\) (scc, a of H, R, 1429):

“(?) The term ‘em{;loymcnt' shall inolude such service as is determined by
the Administrator, War Shipping Administration, to be performed after Sep-
tember.30, 1941, and prior to the termination of title T of the First War Powers
Act, 1941, on or in connection with any vessel by an officer or member of tho crew
as an employee of the United States employed through the War Shipping Ad-
ministration, or, in respeet of such service performed before February 11, 1042,
the United States Maritime Commission, but shall not include any such service
performed (1) under a contract entered into without the United States and during
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the gerformance of which the veasel does not touch at a port in the United States
or (2) on a vessel documented under the laws of any foreign country and bare-boa

chartered to the War Shipping Administration, The term ‘wages’ means, with
respect to service which constitutes employment by reason of this subsection, such
amount of remuneration as is determined (‘;ubjeot to the provisions of this section)
by the Administrator, War Shipping Administration, to be paid for such service.
'The Administrator and such agents as he may designate for the purpose are
authorized and directed to comply with the provisions of the internal revenue
laws on behalf of the United States as the employer of individuals whose service
constitutes emplovment by recason of this subsection, but the Administrator and
his agents shall not be liable for the tax on any employee imposed by section 1400
(unless the Administrator or his agent collects such tax from the employce) with
respect to service performed before the date of enactinent of this subsection which
constitutes employment by reason of the enactment of this subsection, The
Adminisirator, War Shipping Adminisiration, and the United Slates Maritime
Commission, and their agents or persons acting on their behalf or for their account,
may, for convenience of adminisiralion, make paymenis of the tax imposed under
section 1410 withou! regard to the $3,000 limitalion in section 1426 (a) (1), but they
shall not be required to oblain a refund of the lax paid under section 1410 of the Internal
Revenue Code on that part of the remuneration of seamen in their employ not tncluded
1n wages by reason of seclion 1426 (a) (1) of the Internal Revenue Code,”

O
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