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STATE SOCIAL SECURITY DEPOSITS

MONDAY, JANUARY 29, 1979

U.S. SENATE,
SUBCOMMITTEE ON SOCIAL SECURITY OF THE

COMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:10 a.m. in room
2221, Dirksen Senate Office Building, Hon. Gaylord Nelson (chair-
man of the subcommittee) presiding.

Present: Senators Nelson, Dole, and Danforth.
[The press release announcing this hearing follows:]

[Press release]

FINANCE SUBCOMMITTEE ON SOCIAL SECURITY SETS HEARING ON STATE DEPOSIT
REQUIREMENTS

Senator Gaylord Nelson (D., Wis.), Chairman of the Subcommittee on Social
Security of the Finance Committee today announced that a hearing will be held
on Monday, January 29, 1979, on the subject of the requirements for deposit by
the States of the amounts due to the Social Security Trust Funds as contributions
related to the wages of State and local governmental employees who are covei°d
under social security. The hearings will begin at 10 A.M. and will be held in room
2221 Dirksen Senate Office Building.

Senator Nelson noted that the purpose of the hearing is to examine the impact
on State and local governments and on thn Social Security Trust Funds of a
change in regulations concerning the frequency with which States must deposit
social security contributions related to the employment of State and local em-
ployees. On November 20, 1978, the Department of State and local employees.
On November 20, 1978, the Department of Health, Education, and Welfare
published final regulations designed to require more frequent deposits. Under past
practice, deposits were required by 45 days after the end of each calendar quarter.
Under the new regulations, deposits will be required by 15 days after-the end of
each month except that the deposits related to the third month of each calendar
quarter will not be required until 45 days after the end of the quarter. Under a law
enacted in 1976 to allow Congress adequate time to examine proposals of this
type, the new regulations may not become effective until 18 months after publica-
tion in the Federal Register. The new regulations meet this requirement by having
an effective date of July 1, 1980. The present hearing should produce the neces-
sary information so that this long-standing issue can be resolved prior to that
effective date.

Witnesses.--Senator Nelson stated that Hon. Stanford G. Ross, Commissioner
of Social Security, will testify at the hearing on behalf of the Administration.
Other organizations scheduled to testify are:

The U.S. General Accounting Office; National Governors Association: National
Conference of State Legislatures; National Association of Counties; National
League of Cities; and National Conference of State Social Security Administrators.

Written Testirnony.-The Chairman stated that the Subcommittee would be
pleased to receive written testimony from those persons or organizations who
wish to submit statements for the record. Statements submitted for inclusion
in the record should be mailed with five (5) copies by Friday, February 16, 1979,
to Michael Stern, Staff Director, Committee on Finance, room 2227 Dirksen
Senate Office Building, Washington, D.C. 20510.
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Senator NELSON. Today's hearing will examine the impact on State
and local governments and on the social security trust funds of the
proposed change in regulations concerning the frequency with which
States must deposit social security contributions related to employ-
ment.

Currently, States deposit social security taxes collected from State
and municipal workers four times a year, 45 days after the end of each
calendar quarter. On November 20, 1978, HEW published final
regulations designed to require more frequent deposits. Under the new
regulations, deposits will be required within 15 days following the end
of the first and second months in a calendar quarter and 45 days follow-
ing the close of the third month in the quarter. The last deposit would
accompany the States' quarterly wage reports.

HEW has argued that the countinuation of quarterly wage
deposits would permit the States to retain about $200 million a year in
interest income which HEW maintains should go to the social security
trust funds. The States maintain the new regulations will impose an
undue administrative burden on them.

The social security trust funds clearly need all of the income to
which they are entitled. However, the States' concerns must also be
considered.

The new regulations become effective July 1, 1980. Today's hearing
should produce the necessary information to resolve this longstanding
issue prior to that effective date.

Everybody has been notified of the time limitations on testimony.
We have a number of witnesses and we must conclude the testimony
by 12 noon.

Our first witness this morning is Mr. Gregory Ahart, Director of
the Human Resources Division of the General Accounting Office.

Mr. Ahart, your statement will be printed in full in the record. If
you wish to summarize it, or extemporize from it, you may do so.

Mr. AHART. Thank you, Mr. Chairman, I would like to introduce
my associates. On my left is Mr. Micheal Zimmerman, Assistant
Director, Human Resources Division and on my right is Mr. Elliott
Bushlow, who is on Mr. Zimmerman's staff.

I do have a prepared statement, Mr. Chairman, which I do not think
I will try to read in full, that very briefly summarizes our position if
you would accept this statement for the record.

Senator NELSON. It will be printed in full in the record.
Mr. AHART. Also, we have issued a report dated December 18, 1978,

which covers this issue which I would offer for the record also.

STATEMENT OF GREGORY 3. AHART, DIRECTOR, HUMAN RE-
SOURCES DIVISION, GENERAL ACCOUNTING OFFICE; ACCOMPA-
NIED BY MICHAEL ZIMMERMAN, ASSISTANT DIRECTOR, HUMAN
RESOURCES DIVISION; AND ELLIOTT BUSHLOW, SUPERVISORY
AUDITOR, HUMAN RESOURCES DIVISION

Mr. AHART. Very briefly, Mr. Chairman, your opening statement
outlined the background of the issue involved. Our position with re-
spect to the social security regulations is, yes, they certainly go in the
right direction. We see no reason why the States and local governments
should have the benefit of the interest income from contributions that
are collected from employees, as well as from their own contributions,



3

to the detriment of the financial stability of the social security trust
funds.

We think that the final social security regulations do not go far
enough. We would urge that they at least go back to the March 30,
1978, proposal which would have required deposits 15 days after the
end of each month in a calendar quarter.

Senator NELSON. Fifteen days?
Mr. AHART. Fifteen days after the end of each month in the calendar

quarter as opposed to having it stretch out the last deposit to 45 days
after the end of the final month of the quarter.

This would make about a $30 million a year difference in the trust
fund earnings in the first year, and that would rise over time as the
amount of the contributions increased.

Senator NELSON. Am I correct that the pending HEW proposal
would require the deposit of social security contributions within 15
days after the end of each of the first two months of the quarter and
45 days after the end 6f the third month in the quarter. Is that correct?

Mr. AHART. That is correct, Mr. Chairman.
Senator NELSON. For the month of January, the deposit would be

due on the 15th of February; for February the deposit would be due
on March 15. The March payment would not be due until the 15th
of May?

Mr. AHART. That is correct. This is a stretchout which by delaying
the last deposit will cost the trust funds $30 million the first year (1980)
and increasing over a period of time to $49 million for 1985.

Senator NELSON. $30 million?
Mr. AHART. $30 million the first year.
Senator NELSON. Is that compound interest?
Mr. AHART. It would be simple interest. We have projected it out

over a period of years. The figures are viewed as conservative because
they are computed using simple interest as opposed to compound
interest.

Senator NELSON. Do you agree with the HEW estimate that, as of
now, the States and municipalities are earning about $200 million a
year on withheld social security contributions?

Mr. AHART. That is the amount of interest the trust funds would
lose if no change were made in the regulations, Mr. Chairman.

Senator NELSON. The projections for the next 5 years would add
another $1 billion. That must be on the assumption that the number
of municipal and State employees covered by the social security system
is not going to change in a 5-year period. Is that the assumption?

Mr. AHART. If you kept the current deposit procedure, which is once
every quarter, 45 days after the end of each quarter, the trust funds
would ose approximately $1 billion over a 5-year period. It is based
on the estimated annual contributions of the State and local
governments.

Senator NELSON. All right. Go ahead.
Mr. AHART. As I say, ve think the November 1978 regulations do

not go far enough. We would like to see them backed up at least to
require deposits 15 (lays after the end of each month in the calendar
quarter. Further than that, we have suggested to the Secretary that
he reconsider and tighten it up even more to require deposits on a
biweekly or semimonthly basis where that is the payroll period in the
States and localities concerned.
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Biweekly or semimonthly deposits would increase the earnings to
the trust funds in the 5-year period, 1890-84, to $73 million more than
HEW's original-March-proposal and $267 million more than
HEW's final-November-regulations.

Senator NELSON. You are saying-your are recommending-that
they pay social security withholding on the same schedule that they
pay the income tax withholding.

Mr. AHART. The Federal income tax withholding; yes, sir.
Senator NELSON. On the same schedule, same day. Is that what

you are saying?
Mr. AHART. Basically that would be the procedure.
That is % very brinf summary of our position, Mr. Chairman. In

essence, v'v, support the direction in which the regulations are going.
We think that they do not go far enough, and we would urge that they
be tightened up even more.

Senator NELSON. We may have some further questions when the
hearings are over and we have looked at the testimony. We will submit
those in writing.

I assume you will be prepared to respond for the record?
Mr. AHART. We would be happy to.
Senator NELSON. Within the next 2 weeks to the written inquiries?
Mr. AHART. We would be happy to, Mr. Chairman.
Senator NELSON. Thank you very much. We appreciate it.
Mr. AHART. Thank you, Mr. Chairman.
[The prepared statements and study of Mr. Ahart follow:]

STATEMENT OF GREGORY J. AHART DIRECTOR, HUMAN RESOURCES DIVISION,
GENERAL ACCOUNTING OFFICE

Mr. Chairman and Members of the Subcommittee, we are pleased to be here
today to discuss the impact on the Social Security trust funds of a change in
HEW's regulations regarding the frequency of State deposits of social security
contributions.

As you are aware, we reviewed this matter and issued a report to the Congress
on December 18, 1978, entitled, "Liberal Deposit Requirements of States' Social
Security Contributions Adversely Affected Trust Funds."

I would like at this time to submit a copy of the report for the record, and then
summarize the report.

Effective January 1, 1951, the Social Security Act extended social security
coverage to State and local government employees. Coverage is through voluntary
agreements between the Secretary of HEW and the individual States. The act
provides that the regulations of the Secretary of HEW shall be designed to make
the deposit requirements imposed on States the same, so far as practicable, as
those imposed on private employers.

Each State deposits the combined State and local government social security
contributions directly with the Federal Reserve Bank for transfer to the trust
funds. As required by HEW, each State deposits contributions and file wage
reports of covered employees with HEW within 1 month and 15 days after the
end of each calendar quarter. This timeframe was requested by the States and has
been in effect since 1959. Before 1959, the States were required to file wage reports
and make deposits within 30 days after the end of each calendar quarter.

Contributions paid by-workers and their State and local government employers
increased from about $865,000 in 1951 to over $10 billion in 1977. These contribu-
tions are estimated to increase to about $14.5 billion by 1980.

On March 30, 1978, HEW published in the Federal Register its proposed rule-
making increasing from quarterly to monthly the frequency with which States
must deposit social security contributions on wages and salaries paid to covered
employees-the so-called 15-15-15 method.

By allowing the States to make quarterly deposits of State and local contribu-
tions, HEW lost about $1.1 billion in interest income to the trust funds from 1961
through 1979.
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Monthly deposits, 15 days after the end of each month under the proposed
rulemaking, and prompt investment could result in additional interest earnings
to the trust funds of over $1 billion during the 5-year period 1980-84. Semr-
monthly or biweekly deposits could result in additional interest Income of over
$70 million for the trust funds during the same 5-year period.

HEW received about 3,300 comments on its March proposal, primarily from
State officials, local political subdivisions, and governmental organizations. The
commenters were overwhelmingly opposed to any changes in the States' deposit
procedures.

HEW considered both the oral and written comments and, as a result, made
what we consider to be a significant change which required that the States deposit
the social security contributions for each of the first 2 months of a calendar quarter
by the 15th day after each month. However, the contributions for the third month
of the quarter will not be due until 1 month and 15 days after the end of that
month-the so-called 15-15-15 method. These changes were published in the
Federal Register on November 20, 1978, and are to become effective July 1, 1980.

The States' primary objection to more frequent deposits is loss of interest
earned from investing contributions remitted to States by State agencies and
local governments and the loss of cash flow.

However there will not be a total loss of interest. In a July 5 1978, letter to
you, Mr. Chairman, the Secretary of HEW pointed out that states and local
governments could still earn, under the March 30, 1978, proposed monthly deposi-
tory procedure, a minimum of $50 million annually from prudent short-term
investment of withheld contributions before depositing them with the Federal
Reserve Bank. We believe that HEW deposit regulations which allow States to
earn interest on funds which should be deposited in and earning interest for the
trust funds are detrimental to the financial stability of the trust funds cannot be
rationally justified, and should be changed. These funds are contributions in
support of the Social Security System and should not be diverted for other purposes

States and local governments also indicated that administrative problems such
as collecting and depositing funds, reporting, and documenting States' liabilities
would result if more frequent deposits are required. These matters are discussed
in detail in our report and we see no insurmountable problems that could not be
reasonably worked out. Further, the 18-month implementation delay provided
by Public Law 94-202, should be sufficient to deal with such problems.

On November 1, 1978, before the revised proposal was approved by HEW, we
met with HEW officials and informe,,. them that we could find no logical or valid
justification for delaying the last wni: thly deposit. We pointed out, among other
things that

If tUe third monthly deposit were required, any monetary adjustments could
be made when the quarterly report is filed. Also, by delaying the last deposit,
States would be sending in two deposits on the same day.

Delaying the third monthly deposit in a quarter could allow States to retain
the funds as long as 2% months.

The HEW Secretary previously stated that the States and local governments
could still earn under the originally proposed monthly depository procedures a
minimum of $50 million annually from prudent short-term investments, which
should fully compensate the States for administrative costs.

HEW is considering an annual reporting system, which, if adopted, would
require less administrative reporting by the States. This would seem to negate the
argument that the States need more time to receive, account for, and transmit
payment.

By delaying the last deposit, HEW is placing itself in the same position it did
in 1959 when it was estimated that the extra 15 days was costing the trust funds
$0.5 million annually in interest income. We estimate that for 1977, the additional
15 days at the end of each quarter resulted in a loss of investment income of about
$31 million to the trust funds. HEW apparently is saying that if it knew 20 years
ago what it knows today, it might have acted differently and more quickly. What
we are trying to prevent is a recurrence of the same situation.

Additionally, we estimate that for the 5 years from July 1, 1980 to June 30,
1985, the trust funds would earn $204.2 million less in interest income under the
15-15-45 requirements than under the March 1978 (15-15-15) proposal and $280.8
million less under the 15-15-45 requirements than under a semi-monthly deposit
schedule. Social Security actuaries believe that these estimated 5-year losses
should be considered as conservative, due to our using simple interest instead of
compound interest.
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HEW's original proposal to increase the frequency of deposits to a monthly
basis was a step in the right direction. However, if these contributions were re-
quired to be deposited biweekly or semi-monthly, obviously additional interest
would be earned.

We believe that the November 20, 1978, regulations calling for the 15-15-45
deposit requirements are not in the best interest of the trust funds since they do
not maximize interest earnings to the trust funds. Since these regulations will not
become effective until July 1, 1980, we recommended in our December 17 1978,
report that the Secretary of HEW reconsider his decision to implement the 15-15-
45 requirements and urged that semi-monthly or biweekly deposits be required.
However, at a minimum the HEW original proposal (16-15-15) would be a better
alternative than the 15-15-45 requirements.

Mr. Chairman, that concludes our statement. We will be happy to answer yourquestior . REPORT TO THE CONGRESS

LIBERAL DEPOSIT REQUIREMENTS OF STATES' SOCIAL SECURITY CONTRIBUTIONS
ADVERSELY AFFECTED TRUST FUNDS )

Thd Social Security Administration could have earned about $1.1 billion in in-
terest for the years 1961 through 1979 is States had been required to make more
frequent deposits of Social Security contributions. If requirements were not
changed, the trust funds would lose an additional $1 billion for the years 1980
through 1984 and significant amounts each year thereafter.

New regulations were published in the Federal Register on November 20, 1978,
but under law are not effective until July 1, 1980. These regulations will partially
correct the problem, but they are still too liberal and will not maximize interest
income to the trust funds.

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, D.C.B--164031 (4)

To the President of the Senate and the
Speaker of the House of Representatives

This report points out (1) how the Social Security trust funds were affected in
the past by State depository requirements and (2) the effects of the Health,
Education, and Welfare Department's decision to require more frequent deposits
of Social Security contributions.

During the review, we found that the Social Security trust funds have lost
interest income due to special treatment given to States, and we found that the
latest requirements on the frequency of State deposits are less desirable than an
earlier proposal.

We are sending copies of this report to the Director, Office of Management
and Budget; the Secretary of Health, Education, and Welfare- the Secretary of
the Treasury; and the Commissioner of the Social Security Administration.

ELMER B. STAATS
Comptroller General of the United states.

DIGEST

If quarterly deposit requirements to the Social Security trust funds were
continued, an additional $1 billion in interest would be lost from 1980 through
1984. The funds could have earned about $1.1 billion in additional interest from
1961 through 1979 had the States been required to deposit contributions more
frequently-monthly instead of quarterly-thus making the funds available for
earlier investment. (See p. 4.)

In March 1978 the Department of Health, Education, and Welfare published
in the Federal Reister a proposal to require these deposits to be made on a
monthly basis, but in November 1978 it decided to modify the proposal to require
less frequent deposits. GAO could find no logical or valid justification for the
modification, which will result in the trust funds earning an estimated $30 million
less in interest income the first year than could have been earned under their
March proposal, and a total of several hundred million dollars less in 5 years.
(See pp. 16 to 20.)

The Social Security Act requires that regulations be designed to make the deposit
requirements imposed on States the same, so far as practicable, as those imposed
on private employers. In earlier discussions with HEW officials, GAO suggested
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that, where applicable, HEW should consider requiring States to deposit contri-
butions more often than monthly---semimonthly or biweekly. This would increase
interest earnings to the trust funds and more closely aline frequency of deposits
by States with that of the Internal Revenue Service regulations, which generally
require private employers to deposit Federal income and social security taxes
weekly, biweekly, or monthly. Based on semimonthly or biweekly deposits, an
estimated additional $73 million in interest earnings could be earned over the
amount from monthly deposits during the same 5-year period, 1980-84. (See
pp. 4 to 8).

The States' principal objections to increasing the frequency of deposits are loss
of interest earnings or cash flow and administrative problems and additional costs.
GAO believes social security contributions should be deposited in and earning
interest for the trust funds, and were not intended to provide States with interest
earnings or cash flow. In addition, the Secretary of HEW stated that, under its
March 1978 proposal, the States could still earn about $50 million annually from
prudent short-term investment of contributions prior to deposit with the U.S.
Treasury. States and local governments indicated that administrative problems
such as collecting and depositing funds, reporting, documenting States' liabilities,
etc., would result if more frequent deposits are required. (See pp. 9 to 15.)

GAO recognizes that some problems will occur but believes that the 18-month
implementation delay provided by law should be sufficient to deal with such
problems.

New regulations were published in the Federal Register on Nobember 20, 1978.
These regulations call for deposits within 15 days of the end of each of the first 2
months of a calendar quarter, and within a month and 15 days of the end of the
third month of the calendar quarter. (See p. 16.)

In commenting on the draft of this report, HEW stated:
"Jn arriving at the depository schedule contained in the new regulations, the

Department was concerned about its responsibility to protect the interest of
the Trust Funds. At the same time, it had to consider the concerns expressed by
State Social Security Administrators, numerous local governments, governors, and
many Members of Congress. The process agreed upon protects the trust fund
interests; at the same time it is a reasonable accommodation to the States' con-
cerns about administrative costs and problems in collecting and transmitting morefrequent deposits."EW's response to GAO's draft report did not comment on (1) GAO's argu-

ments regarding the revised proposal or (2) the significant amounts of interest
income which will be lost under the revised proposal. Therefore, GAO still believes
that the regulations as published in the Federal Register are not in the best
interest of the trust funds since they do not maximize interest earnings to the
trust funds. GAO further believes that financial assistance to States should be
specifically legislated and not provided at the expense of the trust funds. (See
p. 22.)

Since these regulations will not become effective until July 1 1980, the Secretary,
HEW, should reconsider his decision to require deposits iess frequently than
monthly. GAO urges semimonthly or biweekly deposits to substantially increase
interest earnings to the trust funds. However, at a minimum, the HEW original
(monthly) proposal would be a viable alternative.

To carry out this change in frequency of deposits, the Secretary, HEW should
consider the feasibility of requiring State and local governments to mate their
deposits together with their withheld income tax deposits. (See pp. 21 and 22.)

CHAPTER 1

INTRODUCTION

Effective January 1, 1951, the Social Security Act, as amended (42 U.S.C. 418),
extended social security coverage to State and local government employees.
Coverage is through voluntary agreements between the Secretary of Health,
Education, and Welfare (HEW) and the individual States to avoid the constitu-
tional question of Federal authority to impose social security taxes on State and
local government employers. The States, in turn, generally have agreements with
local governments and are responsible for depositing and reporting social security
contributions (employees' and employers' shares) by State agencies and local
governments within State boundaries. All 50 States, Puerto Rico, the Virgin
Island., and about 50 interstate instrumentalities (treated as States for coverage
purposes) have made agreements with the Secretary of HEW for social security
coverage.
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About 9.4 million (73.8 percent) of State and local government employees are
currently covered by the program and represent about 10.3 percent of covered
workers. Contributions paid by workers and their State and local government
employers increased from about $865,000 in 1051-the first year the States
articipated-to about $825 million in 1961, about $4 billion in 1971, and over
10 billion in 1977.

Each State deposits the combined State and local government social security
contributions directly with the Federal Reserve bank for transfer to the trust
funds. As required by HEW, each State files wage reports of covered employees
with HEW within 1 month and 15 days after the end of each calendar quarter.
This time frame was requested by the States and has been in effect since 1959.
Before 1959 the States were required to file wage reports and make deposits within
30 days after the end of each calendar quarter.

PURP0jE AND SCOPE OF REVIEW

On March 30, 1978, HEW published in the Federal Register its proposal to
increase the frequency by which States must deposit social security contribu-
tions. We evaluated the issues surrounding the frequency of State deposits and
the reasonableness of HEW's proposal.

Our work was performed in Arkansas, Louisiana, Maryland, New Jersey, and
Texas and at Social Security Administration (SSA) headquarters in Baltimore, Md.

We reviewed the legislative history of certain sections of the Social Security
Act, as amended, interviewed SSA and State and local government officials, and
reviewed and analyzed necessary agency records

FINANCING THE SOCIAL SECURITY SYSTEM

The Federal Old-Age and Survivors Insurance Trust Fund, the Federal
Disability Insurance Trust Fund, and the Federal Hospital Insurance Trust
Fund (hereafter referred to as trust funds) were established as separate accounts
in the Treasury on January 1, 1940, August 1, 1956, and July 30, 1965, respectively.

Program funds are accounted for and administered separately. The major
sources of receipts of all of these trust funds are paid by (1) workers and their
employers, (2) individuals with self-employment income, and (3) workers employed
by State and local governments and their employers.

In general, an individual's contributions are computed on annual wages or self-
employment income, or both. In 1977 the maximum amount payable by an em-
ployee was 5.85 percent of $16,500 ($965.25) while the maximum amount payable
by a self-employed individual was 7.90 percent of $16,500 ($1,303.50).

In recent years the financial stability of the trust funds has been seriously
impaired. In fiscal year 1977 receipts to the trust funds totaled $96.5 billion
while disbursements totaled about $100.3 billion. This reflected a continued drain
on the assets of the trust funds. In December 1977 the Congress enacted the
Social Security Amendments of 1977 (Public Law 95-216) in an attempt to main-
tain the trust funds on a sound financial basis and to strengthen both the short-
and long-range financial stability of these funds. One of the major provisions of
Public Law 95-216 increased the social security tax rate and contribution base
for both employees and employers. For example, the tax rate will increase from
5.85 percent for 1977 to 7.15 percent through 1989. After 1989 the rate will be
7.65 percent. The contribution base will increase from $16.500 for 1977 to $29,700
for 1981. For 1982 and later years, the changes in the contribution base will be
indexed to the changes in average earnings in covered employment

The Board of Trustees of the trust funds is composed of the Secretaries of
Treasury, Labor, and HEW. The SSA Commissioner serves as Secretary of the
Board of Trustees.' The 1978 Trustees report dated May 15, 1978, reflects the
enactment of the Social Security Amendments of 1977. The report indictates hat
the near-term financing seems adequate, and for the last decade of this century
the year-by-year income should he considerably more than expenditures. However,
after the first decade of the next century income should be considerably less than
expenditures; the Federal Disability Insurance Trust Fund may be depleted in
2021 and the Federal Old-Age and Survivors Insurance Trust Fund in 2029.

The Federal Hospital Insurance Trust Fund, according to the Trustees, is
adequately financed over the next 7 years; however, the tax rates scheduled for

I Section 5 of Public Law 95-292, approved June 18, 1978, transfers this responsibility
from the SSA Commissioner to the Administrator of the Health Care Financing Admin-
istration for the Federal Hospital Insurance Trust Fund.
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the mid-1980s are not adequate. As a result, the Federal Hospital Insurance Trust
Fund is expected to be depleted about 1990, rather than 1987, as was estimated
in 1977.

The improved financial outlook for the old-age survivors and disability insurance
programs developed because the 1977 amendments decreased future expendi-
tures and increased future income. The hospital insurance program, however, was
left in approximately the same financial position that it would have been in if the
amendments had not been enacted.

CHAPTER 2

THE SOCIAL SECURITY TRUST FUNDS HAVE LOST INVESTMENT INCOME

The Social Security trust funds could have earned about $1.1 billion in addi-
tional interest income from 1961 through 1979-19 years. The loss of this interest
resulted from allowing States to make less-frequent deposits of social security
contributions than HEW could have required. If States had made deposits
monthly instead of quarterly the moneys would have been available for earlier
investment to earn additional interest. If quarterly deposit requirements were
continued, over $1 billion would be lost from 1980 through 1984-5 years-as
shown below.'

[In millions]Year: Amout
1980 --------------------------------------------------- $180. 4
1981 ---------------------------------------------------- 216.7
1982 --------------------------------------------------- 237.9
1983 ------------------------------------------------------ 25& 9
1984---------------------------------------------------- 275. 2

Total -------------------------------------------- 1, 166. 1
The amount of interest lost increases each year and will continue to increase

as the contribution rate and contribution base increase.

MORE FREQUENT STATE DEPOSITS NEEDED

The Social Security Act, as amended provides for social security coverage to
State and local government employees. To accomplish this, the act further provides
that:

The HEW Secretary shall enter into an agreement with the State to extend
the program to State and local government employees.

The agreement requires the State to pay State and local government social
security contributions to the Secretary of the Treasury at such time as the HEW
Secretary may prescribe by regulations.

The regulations of the HEW Secretary shall be designed to make the require-
ments imposed on States the same, so far as practicable, as those imposed on
private employers.

The Secretary of the Treasury, as managing trustee, shall invest contributions
not currently needed for withdrawals in obligations of the United States or in
obligations guaranteed by the United States.

The 1951 Federal regulations required the States to report on wages and salaries
paid to covered employees and to deposit both the employers' and employees'
contributions within 30 days after the end of each calendar quarter. In 1959the
States petitioned HEW for additional time and were granted an extra 15 days
after the end of each calendar quarter for reporting and depositing contributions.
These requirements are still in effect.

The Internal Revenue Service (IRS) requires private employers to follow a
depository schedule based on accumulated withheld income and social security
taxes. The social security amounts are then transferred to the trust funds.

The State and local governments are subject to the IRS depository schedule
only for withheld income taxes, since the States remit social security contribu-
tions directly to the U.S. Treasury. Generally, 'the current IRS deposit rules for
accumulated withheld income and social security taxes are:

Deposit at end of month after end of the quarter if the total undeposited taxes
are less than $200.

1 New regulations increasing the frequency of deposits were published In the Federal
Register on Nov. 20, 1978, and are discussed in chapters 4 and 5.
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Deposit within 15 days after the end of month if taxes are $200 to 'ess than
$2,000.

Deposit within 3 banking days after the quarter-monthly period in 0-hich a
payday occurred (7th, 15th, 22d, and last day of the month) if taxes are $2,000
or more.

Since 1951 IRS has made several changes requiring deposits to be made month-
ly, semimonthly, biweekly, or weekly. However, HEW has made no changes from
1959-when States were given 15 additional days to make deposits, from 30 days
after the end of each calendar quarter to 1 month and 15 days after the end of
each calendar quarter-to November 1978.

EFFORTS TO INCREASE FREQUENCY OF STATE DEPOSITS

Monthly State deposits of contributions were considered by HEW in 1969.
However, HEW decided that it was not the proper time to propose more frequent
deposits. HEW believed that monthly or semimonthly deposits would eventually
be required if the trust funds could reasonably be expected to earn additional
interest income in excess of $20 million annually through more frequent deposits.
The effort to require more frequent deposits was apparently not vigorously pur-
sued at that time, although States' contributions for 1969 were about $3 billion.

Again in 1974, HEW considered initiating procedures for increasing the fre-
quency of deposits by the States from quarterly to monthly. The States opposed
HEW s position because they used contributions for investments or cash flow.
Some States indicated that they would have administrative and legal problems
if they were required to make more frequent deposits. No changes were made at
that time.

During these times HEW considered having the State and local governments
make their deposits to IRS together with their Federal withholding tax deposits;
but, apparently because of legal problems which would have required changes
in the Social Security Act and in some State laws, this change in procedure was
not pursued.

The Subcommittee on Social Security of the House Committee on Ways and
Means looked into these problems in late 1975 by using a questionnaire prepared
in conjunction with SSA and States. The questionnaire was designed to secure
data from States and to assume, for purposes of computation and analysis, the
establishment of a monthly depository procedure. The Subcommittee requested
SSA to summarize States' responses to the questions. The SSA Report summarized
the data but did not attempt to evaluate facts or draw conclusions.

In February 1978 we became aware of HEW's proposal to change its regula-
tions requiring that deposits be made 15 days after the end of each month, and
we discussed this matter with SSA officials. Although we had not looked into
this matter in detail, it appeared to us that if it was reasonable for the States to
deposit contributions 15 days after the end of each month, then it was just as rea-
sonable for those States where employees were paid semimonthly or biweekly to
deposit contributions 15 days after each semimonthly or biweekly payday.
We pointed out that:

Over half of the State and local government employees are currently being
paid more often than monthly-generally semimonthly or biweekly.

Some States require State agencies and local governments to remit social
security contributions to them more often than quarterly (semimonthly, biweekly,
or monthly). The semimonthly or biweekly submissions are more stringent than
the monthly deposits proposed by SSA.

Deposits after each semimonthly or biweekly payday would Increase interest
earnings to the trust funds.

We also stated that if HEW was going to change its regulations to require
monthly deposits and decide at a later date to change them again (to more fre-
quently than monthly), it would be better to make the entire change at one time.
A subsequent effort to change the regulations would be subject to the 18-month
waiting period required in Public Law 94-202. (See p. 15.) SSA officials acknowl-
edged that our suggestion for requiring deposits more frequently than monthly
was valid and could be implemented. However, they were reluctant to request
more stringent deposit requirements because the States had been told that the
HEW proposal would require deposits no more frequently than monthly.

PROPOSED REGULATION TO INCREASE FREQUENCY OF DEPOSITS

On March 30, 1978, HEW published in the Federal Register its proposed rule-
making increasing from quarterly (1 month andL_&.days after the end of each
calendar quarter) to monthly (15 days after the end of each month) the frequency
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with which States must deposit social security contributions on wages and salaries
paid to covered employees. Reporting by States is to remain on a quarterly
basis-1 month and 15 days after the end of each calendar quarter.

Monthly deposits, 15 days after the end of the month under the proposed
rulemaking, and prompt investment could result in additional interest earnings to
the trust fundss of over $1 billion during the 5-year period 1980-84. -(See p. 4.)

Semimonthly or biweekly deposits could result in an additional $73 million of
interest income for the trust funds during the same 5-year period:

[In millions]Year: A4mouni

1980 -------------------------------------------------------- $11.3
1981 -------------------------------------------------------- 1. 6
1982 -------------------------------------------------------- 14.9
1983 ---------------------------------------------------- 160
1984 ---------------------------------------------------- 17.2

Total ---------------------------------------------- 73. 0
The additional interest income which can be earned by requiring deposits

more frequently than monthly increases each year; this additional interest income
will continue to increase as the contribution rate and contribution base increase.

However, several bills I have been introduced in the 95th Congress to permit
States and local governments to continue making social security deposits on a
calendar-quarter basis. Any of these bills, if enacted, would prevent the trust
funds from earning the additional interest income.

CHAPTER 3

STATE AND LOCAL GOVERNMENT OBfECTIONS TO MORE FREQUENT DEPOSITS

We visited five States and a selected number of local governments to evaluate
their views on the proposed regulations, published in the Federal Register on
March 30, 1978, requiring monthly deposits of social security contributions. The
States and local governments visited expressed strong opposition to the proposed
regulations. The principal objections were: (1) loss of interest earnings or cash
flow and (2) additional administrative costs and problems.

LOSS OF INTEREST EARNINGS OR CASH FLOW

The States' primary objection to more frequent deposits Is loss of interest earned
from investing contributions remitted to States by State agencies and local gov-
ernments and the loss of cash flow from using these contributions from the time
the employees are paid and their deductions are retained by the State uqtil deposits
are made with the Treasury Department.

SSA's report on the results of the Subcommittee on Social Security of the House
Committee on Ways and Means questionnaire showed that, for those responding,
an estimated $45 million was earned by the States in 1974 on social security con-
tributions and that, if monthly deposits were required, these States would lose
about $30 million, resulting in a net investment income of about $15 million. We
noted, however, that estimates were not always comparable. For example one
State's estimated interest income resulted from investing State employees' shares
only, while another State'Y estimated interest income included both the State and
local employees' shares. The estimated amounts of interest income reported for
the five States visited ranged from about $184,000 to $6,067,000 and totaled
about $10,100,000 for 1974.

It is Important to note, however, that the interest earnings on the employer and
employee social security contributions held by the States and local governments
are derived from funds that should be deposited in and earning interest income
for the trust funds. These contributions were not intended to provide the States
with interest earnings or cash flow.

Most of the State and local governments visited were required to make, and
were making, deposits of withheld income taxes to IRS within 3 banking days
after each quarter-monthly period in which a payday occurred (7th, 15th, 22d,
and last day of the month). Thus, a State which pays its employees semimonthly
or biweekly and withholds $2,000 or more remits withheld Federal income taxes
to IRS semimonthly or biweekly (3 banking days after the quarter-monthly period

'H.R. 1800, Jan. 4. 197; S. 1987, Aug. 1, 19TT; and H.R. 1111T, Yk 28, 19T8.
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in which the payday occurred), but that State is not required to remit to a Federal
Reserve bank the social security contributions it deducts from the pay of these
same employees until 1 month and 15 days after the end of each calendar quarter.
Under HEW's proposed regulations States would be required to make deposits
within 15 days after the end of each month during the calendar quarter.

In a July 5, 1978, letter to Senator Gaylord Nelson, the HEW Secretary pointed
out that States and local governments could still earn, under the proposed monthly
depository procedures, a minimum of $50 million annually from prudent short-
term investment of withheld contributions before depositing them with the U.S.
Treasury.

We nete(d that of the five States visited, two are investing in U.S. securities.
It was not possible to specifically identify these investments as coming from trust
fund moneys because the sources of States' invested funds are not always identi-
fied. However, it seems reasonable to assume that some of these investments are
being made with trust fund moneys or with moneys which are available because
of cash flow furnished by trust fund moneys. Thus, it appears that the Treasury
may be paying interest to States on moneys which should be deposited in and
earning interest for the trust funds. We believe that HEW deposit regulations
which allow States to earn interest on investments by using funds which should
be deposited in and earning interest for the trust funds are not only detrimental
to the financial stability of these trust funds but cannot be rationally justified
and should be changed.

ADMINISTRATIVE PROBLEMS AND ADDITIONAL COSTS

The States' other objections to more frequent deposits are the administrative
problems and the related additional costs. Their concerns were conveyed:

In responses to the 1975 questionnaire of the Subcommittee on Social Security
of the House Committee on Ways and Means,

In meetings with HEW/SSA officials,
During our visits to the State and local governments, and
In subsequent letters to us.
These concerns are discussed below.

Collecting and depositing funds and reporting
With regard to the timeliness of collecting and depositing funds and the fre-

quency of reporting, three of the five States require State agencies and local
governments to remit social decurity contributions to them more often than
quarterly (semimonthly, biweekly, and monthly).' In these instances, the funds
are already deposited with the States and the additional administrative work
other than reconciling contributons to the entities' quarterly reports, has already
been accomplished.

Other States, however, require social securtiy deposits from State agencies
and local governments on a quarterly basis. Since social security contributions
are based on the same payroll records as withheld income taxes, it would seem
reasonable that State agencies and local governments could remit social secuirty
contributions to States in the same timely manner as withheld income taxes are
remitted to IRS. Most State agencies and local governments visited were required b
and were making these deposits to IRS within 3 banking days after each quarter-
monthly period. This time frame should allow States sufficient time to remit
these contributions to HEW on a "payday" basis.

Monthly reporting is another issue raised by the States. Some States feel that
a wage report is required to be forwarded along with each deposit, of social
security taxes, no matter how frequently. When States and local governments
make semimonthly, biweekly, or monthly deposits of Federal income taxes, only
one report to IRS is required and that report is not due until 1 month after the
end of each calendar quarter. Similarly, if as stated under the HEW proposed
rulemaking, States and local governments were required to make monthly
deposits of social security contributions, no additional wage reports would be
required-only one report to HEW would be required, and that report would not
be due until 1 month and 15 days after the end of each calendar quarter.

'The summary report responses to questionnaires sent to States prepared by SSA
regarding the dates payments are due in State Social Security agencies from other State
agencies and political subdivisions stated that "in 17 States some or all of the contribu-
tions are paid to the State social security agency more than once each quarter (primarily
each pay date or monthly). * * * In two States, it was indicated that only the em-
ployees' shares for State agencies are paid more frequently * *."
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Documentation to support States' liabilities
Another administrative matter which concerned the States was the documenta-

tion required to support payment of contributions by both local government
agencies and the States. Examples of required documentation included vouchers,
warrants, certification statements, wage statements, payroll information or rec-
ords, etc.

Payments to the State by local governments would be based on payrolls at the
local levels, which should provide sufficient documentation to support the em-
ployees' and the employers' shares if the local agency is responsible for both. As
such the State, having received both the employers' and employees' shares,
should be able to forward these amounts to Treasury for deposit to the trust funds.
However, some States also pay the employer's share of some non-State or local
employees, such as teachers, librarians, and Boards of Education. One of the
States visited contended that it has no knowledge of its employer liability on
behalf of these individuals until it receives a quarterly report from each entity; the
State would only pay the employer cost based upon evidence of an established
liability

We believe that the evidence required by the States is a matter for them to
determine; however, as we understand it, the amount transmitted by local gov-
ernments and other State agencies representing the employees' shares would be
about one-half of the total liability. Accordingly, this would seem to be reasonable
evidence to indicate the States' liability, keeping in mind that the exact liability
is not determined until 1 month and 15 days after the final month ending the
calendar quarter and that any minor adjustments can be made at that time. If,
however, under the above-described procedure the State would require additional
evidence to support its liability, it could request a certified statement from the
reporting agencies or a copy of the payroll. We see no insurmountable problems
in this matter that could not be reasonably worked out.

Other areas of concern
The following are some of the other statements made during our visits to the

States and local governments:
The workload would increase because of additional deposits, reconciliations, and

adjustments.
There would be no major problems in more frequent deposits to the States if

no additional reporting was required.
More checks would have to be issued if the frequency of deposits were increased.
15 days is not sufficient time because some entities are unable to meet the

present deadline.
Additional personnel and space would be needed to handle the increase in

workload.
Some of the above items would increase administrative costs. However, we

noted that three of the five States we visited charge each State agency and local
government within the State a fee for each person covered under the social secu-
rity program; these fees were sufficient to recover all (in two States) and part (in
one State) of the administrative costs of operating the social security program.

We did not study the reasonableness of the 15-day time frame for depositing
monthly contributions. Although 15 days seems to be a reasonable amount of
time to make deposits to the trust funds, the exact number of days should be
determined by HEW after consulting with the States. If all State and local gov-
ernment employees are paid twice a month on the 15th and 30th of the month,
the interim deposits (if semimonthly) could be required by the 30th and the fol-
lowing 15th, respectively, if the 15-day time frame is decided upon. However, if
all State and local employees are paid twice a month and paid on many different
da s, so that some employees were being paid on every working day of the month,
HW could consider requiring the interim deposits of that State to follow the
IRS quarter-monthly rule or perhaps a "half-monthly" rule.

As mentioned previously (see p. 10), administrative problems were examined
in 1975 by the Subcommittee on Social Security of the House Committee on
Ways and Means by using a questionnaire prepared in conjunction with HEW
and the States. In response to a question regarding administrative changes States
believed were needed to implement a monthly deposit procedure, the study pointed
out that most States indicated additional employees would be needed. The study
further added that some States indicated it was difficult to provide precise in-
formation. We believe that some of the responses indicating substantial increases
in personnel and related costs could have been based on the States' misunder-
standing in 1975 that the frequency of reporting requirements to HEW would
be increased; i.e., each time a deposit was made, a report would be required from

45-083-7O--79--2
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the local governments and from the State. This possible misunderstanding was
discussed in our comments on the notice of proposed rulemaking dated June 9,
1978, where we suggested that clarification was needed. (See app. I.)

In the July 5, 1978, letter to Senator Gaylord Nelson, the HEW Secretary
stated there could be some minor increases in administrative costs. In view of the
minimum $50 million interest earnings the States could still realize annually under
the monthly deposit procedure, the Secretary stated that the total cost of ad-
ministration by the States should continue to be more than fully compensated.
As a point of reference, the Secretary stated that the cost of IRS administration
of the contribution collccitng and reporting functions required of the States under
the proposed regulation would be less than $2 million annually. Our review did not
include an evaluation of the reasonableness of the $2 million figure used by the
HEW Secretary. The Secretary further stated that he could see no reason for a
reduction in the present level of accuracy in reporting contributions by the States
(another issue raised by the States) since reporting contributions, including recon-
ciliation of accounts, will continue on a quarterly basis--exactly as presently done.

We agree that the States would have to perform additional work in collecting
and reporting funds and in issuing more checks, reconciling checks to the quarterly
reports, and maintaining appropriate records-particularly in States with large
numbers of reporting entities. We recognize that in a situation involving all 50
States, about 60 interstate instrumentalities, and over 60,000 local governments
that problems will arise due to a lack of uniformity or exceptions to the norm.

For example, not all States and local governments pay their employees on the
same frequency or on the same day. Thus, one should not expect a State or local
government to remit deposits semimonthly or biweekly if it pays its employees
monthly.

Another example is where a State pays some or all of the contribution for a
State or local employee or elected official. It may not be possible to determine
the exact State liability on a semimonthly, biweekly, or monthly basis. In these
instances, exceptions to the general depositing requirements should be allowed
by HEW.

Public Law 94-202 provides that any changes pertaining to frequency of de-
posits may not become effective until 18 months after the date of HEW's final
p ublication of the rulemaking in the Federal Register. The purpose of Public

aw 94-202 is to assure that States would be given ample lead time to implement
any changes and would also give -the Congress an opportunity to review any
changes which the HEW Secretary might propose. We believe the States and
local governments should be able to effectively and efficiently implement the
change in the frequency of deposits within 18 months.

CHAPTER 4

HEW'S MODIFICATION TO PROPOSED REGULATIONS

In chapter 2 we discussed HEW's (1) efforts to increase the frequency of deposits
and (2) proposed regulations to increase the frequency of deposits published in
the Federal Register on March 30, 1978. In chapter 3, we discussed the State
and local governments' objections to more frequent deposits.

HEW ACTIONS ON COMMENTS ON PROPOSED REGULATIONS

HEW received about 3,300 comments, primarily from State officials, local
political subdivisions, and governmental organizations. The commenters were
overwhelmingly opposed to any changes in the States' deposit procedures.
Reasons given included those discussed in chapter 3. HEW officials also met
with members of the National Conference of State Social Security Administrators
who opposed any plan for more frequent deposits under which the States would
remain liable for the contributions due.

HEW considered both the oral and written comments on the proposal to
require States to deposit 15 days after the end of each month and, as a result,
made a significant change. HEW then proposed to retain the requirement that
the States deposit the social security contributions for each of the first 2 months
of a calendar quarter by the 15th day after each month. For example, the con-
tributions for the months of January and February will be due February 15
and March 15, respectively. However, the contributions for the third month of
the quarter (March) will not be due until 1 month and 15 days after the end of
that month-May 15. These changes were published in the Federal Register
on November 20, 1978, and are to become effective July 1, 1980.
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The following are excerpts from some of the documents, which explain HEW's
rationale for the modifications to the March 1978 published proposal and discuss
the issues raised.

States need time to receive, account for, and transmit payment from the employ-
ing entitles. HEW believes however that a 15-15-45 day depositing requirement
strikes a reasonable balance in (1) allowing the States time to receive moneys from
their local governments, (2) making the treatment of government and private
employers more equitable, and (3) increasing the interest income to the social
security trust funds.

HEW is considering an annual reporting system if it is adopted, the 45-day
deposit schedule will still accommodate the States, which will continue to reconcile
their payment quarterly.

One commenter indicated that it would be "* * * just as practical to require
deposits to be made 15 days after the end of the pay period as it is to be made 15
lays after the end of the month as currently proposed." This proposal does not
take into account the States' need to accumulate the necessary information and
funds from the local governments.

HEW believes there are many advantages to the 15-15-45 method which were
not present in the methods previously published or suggested in response to those
proposals:

(1) The States will have more use of the social security contributions than under
the 15-15-15 day requirement and will be able to use these moneys to defray any
administrative expenses.

(2) The States will also have more control of their liability under the agreement
since they will have time each quarter to reconcile their total liability.

(3) This method causes less change in existing State procedures and facilitates
thk accommodation of State processes.

(4) The social security trust funds will receive more money than they currently
do under quarterly payments, and the flow will be more predictable and steady
than at present.(5) The Secretary will be fulfilling his statutory responsibility to make require-

ments for States and private employers as similar as possible.
Additionally, in a September 26, 1978, letter to Senator Gaylord Nelson, the

acting Commissioner of Social Security stated that the new proposed depository
schedule for the States (15-15-45) is designed to fulfill HEW's 4krust fund obligation
and to meet two basic concerns:

Elimination of additional administrative complexity.
Assurance that the States have sufficient use of the contributions to pay the

administrative costs involved in handling reports and moneys for the employees
of the States and their localities.

The letter also stated that the 15-15-45 proposal will reduce the amount of
interest earnings to the trust funds by about $30 million annually. It does, how-
ever, provide opportunities for earnings in at least that amount by the States
through judicious short-term investment, -thus more than compensating them
for costs attributable to administering the program.

HEW P MODIFICATION WILL RESULT IN ADDITIONAL LOSS OF INTEREST INCOME

On November 1, 1978, before the revised proposal was approved by HEW
we met with HEW officials and informed them that (1) we could find no logical
or valid justification for delaying the last monthly deposit from HEW's initial
proposal and (2) a biweekly or semimonthly deposit requirement appeared to
us to be just as valid as when we initially discussed it in February 1978. We
pointed out, among other things, that:

If the third monthly deposit (15-15-15) were required on April 15, July 15,
etc., any monetary adjustments could be made when the quarterly report is filed
on May 15, August 15, etc., since the current reconciliation quarterly form
includes a line for adjustments. Also, by delaying the last deposit in the proposed
15-15-45 method, States would be sending in two deposits on the same day. For
example, the payment for the third month (March) of the first quarter would be
due on May 15, and the deposit for the first month (April) of the second quarter
would also be due on May 15. If the 15-15-15 method were retained and the third
deposit for the first quarter were made on April 15, any adjustments needed for
the first quarter could be made when the May 15 first deposit of the second quarter
is made.

Delaying the third monthly deposit in a quarter would allow States which pay
their employees on March 1 and June 1, etc., to retain the funds until May 15 and
August 15, etc.-about 21 months.
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The HEW Secretary previously stated in his letter of July 5, 1978 (see p. 10),
that the States and local governments could still earn under the proposed (15-15-
15) monthly depository procedures a minimum of $50 million annually from
prudent short-term investments, which -should fully compensate the States for
administrative costs. We see no need for the trust funds to lose an additional $30
million in interest income in the first year. (See annual and cumulative effects on
p. 20.)

In 1959, when the States were granted the additional 15 days at the end of each
quarter to send in their contributions, it was estimated that the extra 15 days was
costing the trust funds $0.5 million annually in interest income and that perhaps,
to offset the loss of income, monthly deposits should be required. We estimate that
for 1977 the additional 15 days at the end of each quarter resulted in a loss of
investment income of about $31 million to the trust funds. It seems to us that, by
delaying the last deposit under the 15-15-45 proposal, HEW is placing itself in
the same position it did in 1959, which will result in a significant loss of investment
income to the trust funds over the years.

If annual reporting is adopted, there would be less administrative reporting
by the States, which would seem to negate the argument that the States need more
time to receive, account for, and transmit payment.

The following table shows the estimated additional amounts of interest income
which could be earned if deposits were made (1) semimonthly, (2) monthly (as
originally proposed by HEW), and (3) under HEW's revised published regula-
tions. Although July 1, 1980, is the earliest the change can become effective, the
tale shows (for illustrative purposes) the effect on a calendar-year basis. The
amounts were based on estimated calendar year State and local government contri-
butions using simple interest.

ESTIMATED ADDITIONAL INTEREST INCOME THAT COULD BE EAPNED BY THE TRUST FUNDS OVER PRESENT
DEPOSITORY METHOD

[In millions

Deposit requirements Differences
HEW original HEW revised

proposal Cee Sinyns Semi-monthly/ 15-15-151 Semi-monthy
Calendar year Semi-monthly (15-15-15) 1545) 15-15-15 15-15-45 15-15-45

1980 ............... $191.7 $180.4 $150.3 $11.3 $30.1 $41.4
1981 ............... 230.3 216.7 180.5 13.6 36.2 49.8
1982 ------------------ 252.8 237.9 198.2 14.9 39.7 54.6
1983 ------------------ 271.9 255.9 213.2 16.0 42.7 58.7
1984 ------------------- 292.4 275. 2 229.3 17.2 45.9 63.1

Total, 1980-4 --- 1,239.1 1,166.1 971.5 73.0 194.6 267.6
1985 ------------------ 314. 3 295.8 246.5 18.5 49.3 67.8

Total, 1980-85 ------ 1,553.4 1,461.9 1,218.0 91.5 243.9 335.4
Total 5 r July I1 980 to June3,

1985) 1----------- - 1,300.4 1,223.8 1,109.6 76.6 204.2 280.8

I Estimated by including Ji of the amounts for both 1980 and 1985.

As shown above, for 1980 the trust funds would earn $30.1 million less in interest
income under the 15-15-45 requirements than under the 15-15-15 proposal and
$41.4 million less under the 15-15-45 requirements as compared with a semi-
monthly deposit schedule. Comparable amounts for 1985 would be $49.3 million
and $67.8 million, respectively. It should be noted that these annual differences
will continue to increase after 1985 as the contribution rate and contribution base
increase.

For the 5 years from July 1, 1980, to June 30, 1985, the trust funds would earn
$204.2 million less in interest income under the 15-15-45 requirements than under
the 15-15-15 proposal and $280.8 million less under the 15-15-45 requirements
than under a semimonthly deposit schedule.
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CHAPTER 5
CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

The States' and local governments' objections to more frequent deposits are
(1) the loss of investment income because the social security contributions would
no longer be in their possession for a longer period of time and (2) the administra-
tive problems and additional costs of more frequent deposits. We believe that
these social security contributions should earn investment income for the trust
funds; we see no valid reason for the continued extended retention of these social
security contributions by the State and local governments. With respect to the
administrative problems and related costs, we believe that these problems can be
reasonably worked out within the time frame provided by Public Law 94-202.

It cannot be overlooked that the Social Security trust funds could have earned
about $1.1 billion additional interest from 1961 to 1979 if monthly deposits were
required. The loss of this interest income resulted from HEW permitting the States
to continue to make quarterly deposits of social security contributions rather than
requiring more frequent deposits, as required of private employers who generally
must deposit social security taxes toIRS weekly, semimonthly, biweekly, or
monthly. Increasing the frequency of deposits and relating such deposits for social
security contributions to the payday will increase interest earnings for the trust
funds. Accordingly, the frequency of deposits should be increased.

We believe HEW's original proposal to increase the frequency of deposits to a
monthly bahis was a step in the right direction and would result in the trust funds
earning additional interest income of over $1 billion from 1980-84. However, if
these contributions were required to be deposited biweekly or semimonthly, an
additional $73 million could be earned during the same time period.

In a draft of this report submitted for comment on November 14, 1978, we
stated that we do not agree with the then-revised proposal to delay the final
quarterly deposits. We could find no logical or valid justification for such a delay
which, in the next several years, would result in the trust funds earning several
hundred million dollars less in investment income than could be earned if deposits
were required monthly (as originally proposed by HEW) or semimonthly. (See
p. 20.)

Moreover, in view of the continued increase in contributions in future years
which should result from increases in both the tax rate and contribution base, the
potential for additional investment income by requiring deposits more frequently
than monthly will be even greater, and the change to more frequent deposits
would seem to be more justified.

Accordingly, we suggested in the draft report that the Secretary, Health,
Education, and Welfare expedite issuing the revised regulations and strongly
consider semimonthly or biweekly deposits to substantially increase interest
earnings to the trust funds. We suggested that once the frequency was decided,
the number of days to make such deposits should be determined after consulta-
tion with the States. We also suggested that to carry out this change in frequency
of deposits, the Secretary should consider the feasibility of requiring State and
local governments to make their deposits with their withheld income tax deposits
if this deposit procedure (1) would reduce administrative problems and costs
at State and local levels and (2) could be arranged with IRS and State and local
governments, provided any required changes in the Social Security Act and

tate laws can be made. (See p. 6.)
New regulations were published in the Federal Register on November 20, 1978.

These regulations call for deposits within 15 days of the end of each of the first
2 months of a calendar quarter, and within a month and 15 days of the end of
the third month of the calendar quarter (15-15-45).

In commenting on the draft of this report, HEW stated:
"In arriving at the depository schedule contained in the new regulations,

the Department was concerned about its responsibility to protect the interest
of the Trust Funds. At the same time, it had to consider the concerns expressed
by State Social Security Administrators, numerous local governments, governors,
and many Members of Congress. The process agreed upon protects the trust
fund interests; at the same time it is a reasonable accommodation to the States'
concerns about administrative costs and problems in collecting and transmitting
more frequent deposits."
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HEW's response to our draft report did not comment on (1) our arguments
regarding the revised proposal or (2) the significant amounts of interest income
which will be lost under the revised proposal. Therefore, we still believe that the
regulations as published in the Federal Register are not in the best interest of the
trust funds since they do not maximize interest earnings to the trust funds. We
further believe that financial assistance to States should be specifically legislated
and not provided at the expense of the trust funds.

RECOMMENDATION TO THE HEW SECRETARY

Since the revised regulations will not become effective until July 1, 1980, we
recommend that the Secretary, HEW, reconsider his decision to implement the
15-15-45 requirements and urge that semimonthly or biweekly deposits be re-
quired. However, at a minimum, the HEW original proposa (15-15-15) would
be a viable alternative.

APPENDIX I

U.S. GENERAL ACCOUNTING OFFICE)

Mr. DONALD I. WORTMAN, Washington, D.C., June 9, 1978.

Acting Commissioner of Social Security
Department of Health, Education, and Welfare.

Dear Mr. WORTMAN: We have reviewed your "Notice of Proposed Rule-
making," Federal Register, Volume 43, Number 62, Thursday, March 30, 1978,
concerning more frequent deposits of social security contributions by the States.
We agree that more frequent deposits will result in increased interest earnings to
the Social Security Trust Funds.and be more consistent with the requirement
placed on employers in the private sector who generally must make deposits
more often than the States.

Because of the preferential treatment afforded the States under current regu-
lations, the Social Security Trust Funds will have lost at least $1 billion in invest-
ment income until such changes can become effective in 1980.

While we agree that your proposal to increase the frequency of deposits is a
step in the right direction, we have reservations as to whether this proposed
change goes far enough to maximize interest earnings to the trust funds. Further-
more, we believe the phasing in options of your proposal are not a viable means
for implementing more frequent deposits and the frequency of reporting may not
be clearly understood by the States and should be clarified. Our comments on
these matters follow.

FREQUENCY OF DEPOSITS OF STATE, LOCAL, AND EMPLOYEES' SHARE OF SOCIAL
SECURITY CONTRIBUTIONS

Section 218(e) of the Social Security Act, as amended, provides " * * * that
the State will pay to the Secretary of the Treasury, at such time or times as the
Secretary of Health, Education, and Welfare may by regulations prescribe,
* * *." (Emphasis supplied.) This requirement is included in contracts between
the Secretary and the States.

Your proposal under section 218 will increase the frequency with which States
and interstate instrumentalities must deposit social security contributions on
wages and salaries paid to covered employees from quarterly (15th day of the
second month after the end of the calendar quarter) to monthly (15 days after
the end of each month). The present quarterly deposit requirement for States
results in a substantial loss of interest earnings to the Social Security Trust Funds,
and is inequitable to employers in the private sector who generally must deposit
Federal income and social security taxes weekly, biweekly, or monthly.

Section 218(i) of the act provides that the same deposit requirements should 1,e
imposed on the States, so far as practicable, as is imposed on employers of the
private sector. The Internal Revenue Service (IRS) requires private employers to
follow a depository schedule based on accumulated social security taxes and with-
held income taxes. Generally, the current deposit rules for accumulated social
security taxes and withheld income taxes are as follows:

Deposit at end of month after end of the quarter if the total undeposited taxes
are less than $200.

Deposit within 15 days after end of month if taxes are $200 to less than $2,000.
Deposit within 3 banking days after the quarter-monthly period ends (end of

first, second, or third week) if taxes are $2,000 or more.
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State and local government employers are subject to this schedule for withheld
income taxes only since social security contributions are remitted to the Social
Security Administration (SSA). In our visits to a limited number of State and
local governments, we noted that these governments generally deposited withheld
income taxes in accordance with the IRS deposit rules. Thus, governments having
biweekly payrolls were making deposits of withheld income taxes biweekly.

Your proposal to increase the frequency of the deposits will result in substantial
interest earnings to the Social Security Trust Funds. However, we believe that in
accordance with the provisions of the law, it is just as practical to require deposits
to be made 15 days after the end of the pay period as it is to be made 15 days after
the end of the month as currently proposed. In this connection, we noted that:

(1) Over half of the State and local employees are currently being paid more
often than monthly;

(2) Many States already require State agencies and local governments to remit
social security contributions to them more often than quarterly (biweekly or
monthly); and

(3) State and local governments are remitting withheld income taxes in ac-
cordance with the IRS depository schedule.

In effect, a State which pays its employees biweekly remits the Federal income
taxes it withholds to the IRS biweekly, but is not required to remit to SSA the
social security contributions it deducts from the pay of these same employees
until the 15th day of the second month after the end of the calendar quarter.

Because the States make less frequent deposits than private sector employers,
the Social Security Trust Funds have lost a potential for about $1 billion interest
earnings since the States were brought under the social security program in 1951.
Deposits by the States rose from about $26 million in 1952 to over $10 billion in
calendar year 1977. Based on present wages, salaries, and interest and inflation
rates, interest earnings are substantial and should become more substantial in
future years. For example, assuming your monthly deposit proposal becomes
effective January 1, 1980, additional trust funds interest earnings will total about
$856 million (at simple interest rates) for the 4 calendar years 1980-83. These
interest earnings would increase an additional $54 million for the same period if
deposit requirements were changed to 15 days after the end of the pay period.

PHASING IN OPTIONS

Your proposal sets forth a plan for immediate implementation no less than 18
months after the final rules are published. The 18-month provision was provided
by Public Law 94-202, enacted January 2, 1976. In addition, there are five options
for phasing in the proposed rules.

In our visits to the State and local governments, we discussed the need for
the five options. The State and local governments advised that immediate imple-
mentation would be more desirable than the five options for phasing in the pro-
posed rules. The five phase-in options would be more confusing -and difficult to
implement since these options require quarterly and/or yearly changes in fre-
quency of social security contribution deposits until the rules are fully imple-
mented. We agree with the State and local governments that immediate imple-
mentation would be more desirable than a phase-in under any of the five options.
In addition, the States would have the 18-month period for planning and dealing
with immediate implementation of your proposal on or about January 1, 1980.

FREQUENCY OF REPORTING REQUIREMENTS

The proposed rules appear ambiguous as to the frequency of required reporting
by the States on contributions for employees' wages and salaries. It is our under-
standing that the proposal requires only more frequent deposits, and that the
required frequency for reporting will remain quarterly.

Paragraph 404.1255a, (c) of your proposal, pertaining to filing of contribution
returns and wage reports for months on or after the effective date of your proposal
states.

"Contribution returns (Form OAR-Si) will be sent to the * * * Social
Security Administration * * * with respect to each deposit at the same time
that the deposit is made. Wage reports, on Form OAR-S3, together with a re-
capitulation report (Form OAR-S2) shall also be filed with the * * * Social
Security Administration."

Since the above paragraph might be interpreted as requiring a report each time
a deposit is made, we believe you should advise all States that the current quarterly
reporting requirements will remain the same.
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We appreciate the opportunity to comment on your "Notice of Proposed Rule-
making" and would like to be advised of any consideration given to our comments.
As you are aware, we are currently reviewing the effects of delayed social security
contribution deposits by the States under section 218 of the act, and plan to issue
a report to the Congress at a later date.Sincerely yours, GREGORY J. AHART, Director.

APPENDIX II
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,

OFFICE OF THE SECRETARY,
Washington, D.C., December 11, 1978.Mr. GREGORY J. AHART,

Director, Human Resources Division,
U.S. General Accounting Office, Washington, D.C.

DEAR MR. AHART: This responds to your letter asking for our comments on
your report, "Trust Funds Adversely Affected By Delayed Payments of Social
Security Contributions by the States."

The report recommends that the Secretary expedite the issuing of revised regu-
lations and strongly consider semimonthly or biweekly deposits of social security
contributions by the States.

The regulations referred to were issued in final form on November 20. They call
for deposits within 15 days of the end of each of the first 2 months of a quarter,
and within a month and 15 days of the end of the third month of the quarter.
Formerly, States' deposits were required to be made on a quarterly basis.

The matter of increasing the frequency of States' desposits of social security
contributions has been thoroughly considered by the Department, including the
views expressed by the GAO team.

In March 1978, the Department issued a Notice of Proposed Rulemaking
which called for monthly deposits by the States. More than 3,000 respondents
registered their concerns about accelerating the depository schedule.

In arriving at the depository schedule contained in the new regulatoins, the
Department was concerned about its responsibility to protect the interest of the
Trust Funds. At the same time, it had to consider the concerns expressed by State
Social Security Administrators numerous local governments, governors, and
many members of Congress. The process agreed upon protects the trust fund
interests; at the same time it is a reasonable accommodation to the States' con-
cerns about administrative costs and problems in collecting and transmitting
more frequent deposits.

We appreciate the opportunity to comment on this draft report before its
publication.Sincerely yours, THOMAS D. MORRIS, Inspector General.

Senator NELSON. Our next witness is Mr. Stanford G. Ross,
Commissioner of Social Security.

Mr. Ross, your primary statement, your statement plus the ad-
dendum to it, will be printed in full in the record, and you may present
it however you desire. If you can summarize the main points, it would
be helpful in terms of our time constraints.

STATEMENT OF HON. STANFORD G. ROSS, COMMISSIONER OF
SOCIAL SECURITY

Mr. Ross. Thank you, Mr. Chairman.
I welcome the opportunity to testify before you today on this

subject. Although some concerns have been expressed about the
effects of this proposed change on the States, we believe that the con-
siderations supporting the change are clear and convincing.

At issue is the appropriate use of social security contributions
withheld from employees' paychecks and matched by their State
and local government employers. Should they continue to be used
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to generate income for State and local governments, or should they
be used for their designated purpose: to finance the social security
program?

As you know, the Social Security Act and the Internal Revenue
Code provide for contributions on covered wages paid in private
employment and for the collection of these taxes by employers. The
Department of the Treasury regulations require private employers
to deposit their social security contributions weekly, biweekly,
monthly, or quarterly, depending on the amount of the employer's
payroll; the larger the payroll, the more frequently employers must
deposit the contributions.

The Social Security Act requires that, so far as practicable, the
same deposit requirements shall apply to States as apply to private
employers.

Therefore, what we are doing in these proposed regulations is
moving in accordance with that mandate of the social security law.

Under current regulations, States are not required to deposit the
contributions for a calendar quarter until 45 days after the end of the
quarter. The less stringent requirements for deposits by the States
were justified on a number of grounds primarily reflecting a recogni-
tion of what the States considered to be administrative problems if
payments had to be deposited more frequently.

Senator NELSON. Would you mind? We willask the State witnesses
to comment on that also. As long as you are here as a witness, what
complication is caused, additional complication is caused, to the paying
unit of Government, State, and municipality, if they paid the same
day that they pay withholding tax to IRS?

The argument is that it adds to the complications. My understand-
ing is that they are paying IRS within 3 days after the pay period?

Mr. Ross. Right, if the withheld income taxes total $2,000 or more.
Senator NELSON. With some exemptiofis, I guess, depending on

the size of the withholding. Is that correct?
Mr. Ross. That is correct. It is gaged by the size.
Senator NELSON. While you are here, you might address the ques-

tion, because I am sure it has been asked of you, and the States will
be asked the same question.

Why (toes it create an additional complication, paperwork or prob-
lem, to the municipality or State, if, in fact, they were required to
pay the social security tax withholding deposit at the same time that
the income withholding was paid?

Mr. Ross. They wilT have to speak for themselves, but as I under-
stand it

Senator NELSON. That issue, I assume, was raised in the 3,000 com-
ments you received, so you know their argument. What is your re-
sponse, is what I am getting at, so I will have it in the record, the
testimony on both sides of this question?

Mr. Ross. Their argument is, in effect, they are in the same position
as the IRS. They are really collecting this money as an agent of the
Social Security Administration.

The basic problem with that, though, is that they, in effect, use
the collection of the money as their mechanism for coming into the
agreement with IIEW to provide coverage.
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So the problem in treating each State like any other employer in
requiring remittances is that they voluntarily entered agreements with
HEW that put them in a position of being a different kind of employer
than the normal employer that is just covered automatically by the
law. Unlike private employers, the States are liable for all social
security contributions due from each of their subdivisions that par-
ticipate in social security. The States must collect social security con-
tributions and wage reports from every subdivision. This process nat-
urally takes more time than it takes a private employer to report
wages and deposit contributions for just his employees.

That is why, in our regulations, we have recognized to the extent
that we feel it is appropriate, their different position from private
employers and allow the States somewhat more time.

It is really a question of where you strike the balance on this recog-.
nition of the differences between them and a private employer.

GAO, as you just heard, feels that we are too lenient in the way
we recognize that difference. We feel, given the concerns that have
been expressed, we have hAt the balance at the moment.

Senator NELSON. That is not my question. My question is, what
additional work burden is placed on the municipality or the State if,
in fact, they had to make their deposits within the same timespan as
they have to for withholding taxes?

Your response to that is they are in a different posture because of
voluntary agreements. I understand that. That is not my question.

The question is, what additional burden does it place on them if,
in fact, they made their payments in the same pay period as they do
withholding taxes? If, in fact, there is not, you would be better off
ordering that and paying them for doing it.

In other words, your present system which you are proposing, ac-
cording to your statistics, would result in covering their overhead
costs, in your judgment amounting to $50 million in income from
interest on those deposits, if they are made at the appropriate time.

I am trying to get at the question, what is the additional burden?
Mr. Ross. I can answer that. The additional burden in terms of

the paperwork required to make the deposits at the end of each
pay period, I do not think would be much different than the burden
now because it would only require some additional deposit forms.
The question is when they would have to give the full wage account-
ing, which is much more of a paperwork burden.

"Under the new rules, private employers would do that annually.
We have proposed

Senator NELSON. You mean the old quarterly report will now be
made once a year?

Mr. Ross. Annually for private employers. With respect to the
States, we have a proposed notice of rulemaking out which would
put the States on annual reporting in 1981.

We are required to give 18 months' leadtime on that.
Senator NELSON. By statute?
Mr. Ross. By statute.
So that in the interim period, until wq can work that out, they will

have to do this quarterly so that there is an extra burden, but it is
one that we cannot avoid until we can put them on annual reporting
also.
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Senator NELSON. Did I miss the point? What additional paper-
work burden is there if the payments were made at the same time
the payment deposit was made for withholding of income taxes?

Mr. Ross. From the standpoint of social security, none. From
the standpoint of the States, collecting from the subdivisions and
making the payments is their method of fiscal and accounting con-
trol in dealing with their local and municipal units. As I see it,
it is really a question of their building their own accumulations of
the amounts and their own accounting' and fiscal controls into the
process of remitting the deposits to us. Xs compared with the present
arrangement whereby the States are responsible for the deposits of
their subdivisions, making the deposit schedules the same for income
tax and social security tax purposes would mean an increase in
paperwork for the States.

Senator NELSON. Apart from that argument, is there any addi-
tional paperwork.

Mr. Ross. Apart from that, no; not that I would see.
Senator NELSON. Go ahead.
Mr. Ross. Under the final regulation which we published in

November, we established the schedule for the States to deposit 15
(lays after the end of the first month of the calendar quarter, 15
(lays after the second month, and 45 days after the third month of
the quarter.

The deposits that are made 15 days after the end of the month
will be done with very simple forms which are already in existence
and just report an accumulated amount. The only detailed reporting
comes in the quarterly report, which would be the same as it is now.

Therefore, there is relatively little additional paperwork to the
scheme under the new regulation. It involves some additional deposit
slips, but not a great deal of additional work.

The new requirements have two consequences that are favorable
to the social security trust funds. One is by reason of the more current
deposits, there is a one-time effect in fiscal year 1980 of additional
contribution income of $2.2 billion.

The reason for this, in that first year-
Senator NELSON. How many dollars?
Mr. Ross. $2.2 billion.
Senator NELSON. From what source?
Mr. Ross. The reason is the first 2 months which would fall under

the following year fall into this year. It is a one-time thing. I am
just clarifying the two effects.

The more permanent effect is that the trust funds would receive
additional interest income of about $735 million during the period
fiscal year 1981 through fiscal year 1984. This is roughly about two-
thirds of the maximum that could be realized by the social security
trust funds if we followed the full GAO recommendations.

It is only one-sixth less than the amount that would be realized if
we followed our originally proposed notice of rulemaking.

Therefore, we are moving substantially in the direction that GAO
has recommended. The decision of where to come out in the final
regulation was made after careful deliberation and full consultation.

Senator NELSON. Full consultation?
Mr. Ross. Meaning that we had considered all of these comments.

We have had meetings with the State people and others.
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We have been working with the States and we believe it is reasonable
to expect the States to resolve any remaining administrative problems
by July 1980 when the deposit requirements become effective. More-
over, as all parties gain experience with the more frequent deposits,
we are confident that the whole process will work well.

I want to stress that the State and local governments should still
be able to earn substantial amounts of interest income under the new
rule. Assuming a conservative 5-percent interest rate, and assuming
that the social security liability on each employee's earnings is in-
vested 5 days after the employee is paid, we estimate that the State
and local governments could earn $75 million in fiscal year 1981, even
under the new schedule.

Although this is less than the States are currently earning, it is
still far more than State administrative costs, including any increases
that might result from more frequent deposits.

Senator NELSON. What studies have been made of administrative
costs?

Mr. Ross. We are relying there mainly on the study that came
out of the 1976 survey by the House Subcommittee on Social Security
which estimated roughly $2.5 million in additional administrative
costs in calendar year 1974 if they had to deposit monthly.

Senator NELSON. $2.5 million?
Mr. Ross. Dollars in additional administrative costs. They esti-

mated their actual administrative costs in 1974 under the present
depository system as $4.6 million.Senator NELSON. For whom?

Mr. Ross. The States.
Senator NELSON. For all the States?
Mr. Ross. For all but 10 States and Puerto Rico that did not

respond.
Senator NELSON. You are talking about $2.5 million in administra-

tive costs?
Mr. Ross. I think the $2.5 million is low. That was several years

ago.
Senator NELSON. You siad 1970-what?
Mr. Ross. The survey was taken in 1976 but the data obtained

was based on 1974 experience. Even extrapolating that out, I would
say you are probably looking at administrative costs in the area of
maybe $5 million under the new regulation. There is just no compari-
son between the amount of interest income that the States can earn
and the administrative costs that are involved in this process.

Senator NELSON . Do I understand it to be your position that at
the outset-what did you say? Four or five million dollars?

Mr. Ross. Say roughly $5 million, yes.
Senator NELSON. Then, under your proposed rule change did you

say they could earn $75 million in interest income?
Mr. Ross. They could earn $75 million. It depends on how good

money managers they are and what the interest rates are.
Senator NELSON. Let's make it $50 million.
Mr. Ross. Yes.
Senator NELSON. In any event, what you are saying is that, in your

judgment, the administrative costs are $5 million and they will cer-
tainly get back at least $50 million interest. Is that what you are
saying?
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Mr. Ross. Yes, based on prudent money management, current
assumptions about interest rates and the economy. The gap is so
large that there is no conceivable set of circumstances in what their
earnings will not be a substantial multiple of the administrative costs
involved.

Senator NELSON. What about the municipalities?
Mr. Ross. I am including them.
Senator NELSON. They are included in that $5 million cost?
Mr. Ross. I believe so. This is based on a 1976 survey by the House

Subcommittee on Social Security.
Senator NELSON. You say you base that estimate on what-
NOTE.-The Social Security Administration subsequently informed the sub-

committee that the 1976 survey did not include complete information concerning
the administrative costs of subdivisions. The $5 million estimate therefore relates
only to State costs.

Mr. Ross. Extrapolating from the data that was gathered in connec-
tion with the House subcommittee survey. It is hard to get complete
and reliable information as shown by the incomplete response to the
House subcommittee survey. Perhaps when the State people app ear
before you, you could ask them what it costs them and what they think
they will earn. They are the ones who have this information. We are
just guessing based on the limited information we have.

Senator NELSON. I suppose there are any number of ways to make a
judgment about that cost, but did the GAO or the Social Security
Administration do any studies of its own of what the actuti costs
would be in a cross-section sampling of municipalities of different sizes
and payrolls?

Mr. Ross. We reviewed the data from the 1976 survey and extrap-
olated from it.

Senator NELSON. Did the House committee make these actual
studies, or did the" commission someone to make them?

Mr. Ross. No. hey did the survey as I understand it, and we sum-
marized the data.

Senator NELSON. It sounds like some of the statistics that I used
in my-speeches.

Mr. Ross. I wish we had better data, but it is a sensitive issue
obviously. You are dealing with a number of States and their own
internal relations with the municipalities. It is not an area in which
I think it would be sensible for us to try to do anything in depth.

Senator NELSON. Let me ask a question. How many units, how
many thousand units, file withholding forms, municipalities? I am
talking about public employees.

Mr. Ross. 65,000.
Senator NELSON. When the Paperwork Commission did its study

on paperwork-and I have never looked at the background for their
figures, but they estimate that the total paperwork in this country
required by the Federal Government adds up to $745 million.

They estimated the hours that it took to fill out forms of all kinds.
How they did the estimate, I do not know. Then they multiplied the
hours by $15 an hour as being what they considered a reasonable cost
of managing paperwork. That is an arbitrary figure, of course. But
if you have 65,000 units it would not be too hard to do a little study
to find out what the size of the municipalities are, how much time it
takes to fill out the forms, how much time it takes the States, and make
some extrapolations from that.
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Anyway, $5 million sounds like a small administrative overhead for
65,000 units to be filing a number of times evei., year. I do not know.

Mr. Ross. Let us take another look at it and see if we can get a
more exact figure.

[More precise information was not available.]
Senator NELSON. That issue is going to be in contention.
Mr. Ross. The exact amount may be in contention, but I would be

surprised if the general proposition that the interest income that will
be earned is substantially greater than any conceivable administra-
tive burden could be in contention.

Senator NELSON. All right. Go ahead.
Mr. Ross. Actually, on this point I would say that. one reason that

we would like to move as rapidly as the law pernmits us to put the States
on annual reporting, the same as the private employers, is that we
estimate we could save the States 1.4 m lion pages of forms containing
36 million items of wage data each year.

Senator NELSON. How many pages?
Mr. Ross. 1.4 million pages of forms SSA-3963 containing 36

million items of wage data each year would no longer be required.
When we can get this effective in 1981, the whole paper-work burden

involved in the administration of this with the States can go down
dramaticallyy.

Senator NELSON. You know what the Paperwork Commission said
about savings, when after years of resistance by the Social Security
Administration and under pressure from business people and up here
on the Hill, they finally went from the quarterly report to the annual
report. The Paperwork Commission estimated that that saved a pile of
paper 10,500 feet high, or 2 miles of paperwork, that was being sent
into Washington that really was not necessary to ship in at all.

We are interested in the reduction -of paperwork; so are the munici-
palities and the States.

Mr. Ross. Let me just conclude by saying that ultimately what we
see is involved here is a question of judgment. On the one hand, we
know the maximum that we could require. We know where we are
at, and we have heard from the States and we have weighed their
arguments. What is involved in the final regulation is our judgment of
where you take proper recognition of the State concerns.

We reel we have done that. We feel that we can work with them to
make the new rules work effectively and well, and we think it is fair
to all of the parties so that, despite the criticism by GAO that we
should oo further, and despite the criticism by the States that we
should do nothing, we feel that we have made a proper judgment at
this time.

We have reviewed it, and we are comfortable with it.
Senator NELSON. You are proposing that they go to the annual

report on the form 941?
Mr. Ross. That will help.
Senator NELSON. Why did you not propose that at the time when

you proposed it for the private employers, just out of curiosity?
That went into effect January 1 of this year, did it not, or was that
last year?

Mr. Ross. That went into effect January 1 of last year. We are on
annual reporting now.
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Senator NELSON. You have a 1-year lag time required by statute
for you to change?

Mr. Ross. Right.
Senator NELSON. I know you were not the Administrator at the

time.
Mr. Ross. No; I was not at that time.
Upon checking it was learned that the administration did propose

annual reporting for the States as well as for private employers on
December 31, 1974. At that time the Departments of Treasury and
HEW submitted a joint report to Congress containing recommenda-
tions on an annual reporting system. The report specifically recom-
mended against retaining a quarterly reporting system for the States.
However, when the Congress enacted annual reporting legislation in
1976, it provided for the 18-month delay before any change in report-
inj requirements could become effective for the States.

would hope that the States would recognize the paperwork savings
and the other benefits of annual reporting and that they would find
this congenial from their standpoint also.

But it is not quite the same as dealing with the private sector.
Senator NELSON. Have you attempted to do a computation of the

amount of paperwork burdern, the difference in the paperwork burden
between what is done now under the current practice and what would
be (lone under the proposed rule change plus under the proposed
change from quarterly to annual reporting on form 941?

Mr. Ross. Yes.
Senator NELSON. Is it less paperwork, clearly, or more?
Mr. Ross. When you get to 1981 when the annual reporting regula--

tions will be effective, it will clearly be less. From July 1980 until 1981
there will be slightly more, based on these fairly short forms that would
be filed eight times a year where they are not, now filed. It is not a very"
large additional paperwork burden and will just be interim until
annual reporting comes in and would outweigh on the downside, if you
will, the increase that is temporarily there on the upside (luring this
interim.

Senator NELSON. Senator Danforth?
Senator DANFORTH. Has any analysis been (lone as to whether this

would accelerate States ftor opting out of social security?
Mr. Ross. We have studied that. Our judgment is that it will not-

that basically the protections afforded by social security are a good
deal and that the change will not accelerate terminations of coverage.
This will not substantially change the leave in the balance of consid-
erations for such an important decision as withdrawing from social
security coverage.

Senator DANFORTH. There has been a gradual or a rapid acceleration
over the past few years, has there not?

Mr. Ross. I do not know whether I would call it a rapid acceleration.
Senator DANFORTH. Moderate?
Mr. Ross. A rapid acceleration of considering it, I will say that.

People are very much into considering it and the impetus on the other
side for universal coverage has caused a reaction to take a look at
whether their own claims and relationships with social security are
sound. I think it is an area where there is a lot of ferment.
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I do not think that we see that much activity in coming out. In fact,
a number of highly publicized cases of jurisdictions expressing an
interest in withdrawing from social security have quietly disappeared.

Senator DANFORTH. Now, it is my understanding that w en it is
said in 1980 that the administration's budget has a deficit of about
$29 billion, built into that is the fact that if we move to monthly
remittances, the effect of that would be in fiscal year 1980, for one-time
only, there would be 14 months included in the fiscal year, and that
the value of that is about $2.2 billion.

And that, therefore, what you might count as an accounting change
has the effect of a kind of a windfall in the 1980 budget. Without the
14 months, the deficit would be more like $31 billion. Is that correct?

Mr. Ross. That is right.
Senator DANFORTH. There is some complaint about this, is that

right? Is it a controversial matter?
Mr. Ross. I would say that that is a controversial matter. The

reactions to our notice of proposed rulemaking were numerous and
strenuous.

The basic State position was that no change should be made. On
the other hand, GAO feels that we have not gone far enough in pro-
tecting the interest of the trust funds. We feel that we have taken
seriously the State complaints. We have tried to weigh the burdens
that we are' putting on them. We are willing to work with the States
to try to ameliorate their problems.

We think we have hit the balance for the moment in our regulation.
Senator DANFORTH. Is the main complaint the loss of the float, so

to speak, or is the main complaint additional administrative burden?
Mr._ Ross. The main public complaint is additional administrative

burden. I think that there is a concern over the loss of income.
Senator DANFORTH. Is the main gain, as far as the Social Security

Administration is concerned, additional revenue?
Mr. Ross. Ycs.
Senator DANFORTH. Has any thought been given toward keeping

the same system with respect to the time of remittances but charging
interest, computing interest?

Mr. Ross. We did consider that, but that would involve probably
a larger administrative burden for both the States and the Federal
Government. If you went that way, you would then need to worry
about fiscal controls and audits to make sure that they had our money
and we were entitled to some interest on that and that it was the
right amount. It would be a far more cumbersome process, and also
one that I think people could have very serious doubts about, allowing
different units of government to manage one another's money.

I think we would have had difficulty conceptually carrying that out,
even if we could have worked out the mechanical problems.

.Senator DANFORTH. It would seem to me to be reasonably easy
administratively.

Mr. Ross. But you would also have to have controls and audits to
make sure that we got the right amount, if they were investing our
money.

Senator DANFORTH. It is not investing. You would have a fixed
amount you would charge them.

Mr. Ross. Yes; but on what number? And you would have to let
it vary from time to time, I suppose, as interest rates vary. You
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would not want them caught in a bind with the rate that they would
be paying us greater than the rate that they could earn and similarly,
we would not want to give them a rate so favorable that there was
too big of a gap. You would have a lot of adjusting to do.

Senator DANFORTH. I would think you could just set a figure, say
at a pretty low rate of interest, and charge it.

Mr. Ross. It gets to be a question oF how much you think they
should earn by holding the Federal Government's money. It is much
better, I believe, to do it this way. When it is remitted, it is our
money. Up until that point, it is their money. It is much cleaner.

Senator DANFORTH. Thank you.
Senator NELSON. Thank you.
Thank you very much. We undoubtedly will have additional ques-

tions to submit in writing to you between now and the close of the
hearing record, 2 weeks from now. Your statement and the additional
materials submitted will be printed in full in the record.

Thank you very much.
Mr. Ross. Thank you.
[The prepared statement of Mr. Ross and addendum and responses

to questions of Senator Nelson follow:]

STATEMENT BY STANFORD G. Ross, COMMISSIONER OF SOCIAL SECURITY

Mr. Chairman and members of the subcommittee: I welcome the opportunity
to testify before you today on the change in regulations that will increase the
frequency with which States and interstate instrumentalities deposit social
security contributions. Although some concerns have been expressed about the
effects of this change on the States, the Administration believes that the considera-
tions supporting this change are clear and convincing.

At issue is the appropriate use of social security contributions withheld from
employees' paychecks and matched by their State and local government employers.
Should they continue to be used to generate income for State and local govern-
ments or should they be used for their designated purpose: To finance the social
security program?

As you know, the Social Security Act and the Internal Revenue Code provide
for contributions on covered wages paid in private employment and for the col-
lection of these taxes by employers. The Department of the Treasury regulations
require private employers to deposit their social security contributions weekly,
biweekly, monthly, or quarterly, depending on the amount of the employer's
payroll; the larger the payroll, the more frequently employers must deposit the
contributions. The Social Security Act requires that, so far as practicable, the
same deposit requirements shall apply to States as apply to private employers.

Under current regulations, States are not required to deposit the contributions
for a calendar quarter until 45 days after the end of the quarter. The less stringent
requirements for deposits by the States wer3 justified on a number of grounds
primarily reflecting a recognition of what the States considered to be adminis-
trative problems if payments had to be deposited more frequently.

Treasury transfers amounts equal to the private employer and employee taxes
to the social security trust funds on a daily basis-in effect, as FICA tax liabilities

* are incurred. Amounts equal to FICA taxes with regard to State and local employ-
ment are not credited to the trust funds until they are actually paid by the States,
and the trust funds do not begin to earn interest on these amounts until then-
up to 4 months after the liability has been incurred. Instead, these amounts are
used by the States or political subdivisions for short-term investments that earn
significant amounts of interest.

We have estimated that since 1961, if the States had deposited social security
contributions monthly, the social security trust funds could have earned
about $1.1 billion in additional interest. With the increases in the earnings base,
the tax rate, and expanding payrolls, these losses have been increasing in recent
years, and would increase even more in the future under the current deposit
schedule.

45-083T9-----3
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Under the new regulation, published in the Federal Resgiter on November 20,
1978, the States will be required to deposit contributions more frequently, effective
July 1, 1980. The new schedule calls for the States to deposit social security con-
tributions 15 days after the end of the first month of the calendar quarter, 15
days after the second month, and 45 days after the third month of the quarter.

The new deposit requiremnets will mean that the trust funds will receive
additional contribution income of about $2.2 billion in fiscal year 1980. The
reason for this is that the States, in the first year, will be paying conti ibutions
for 2 months which, under the present schedule, would not be paid until! the fol-
lowing year.

Further, the trust funds will recieve additional interest income of about $735
million during the period fiscal year 1980 through fiscal year 1984.The decision to change the frequency of deposits by the States was made
after careful deliberation and full consultation. In 1974 SSA informed the States
that a change in the deopsit schedule was under consideration. In 1975 members
of the National Conference of State Social Security Administrators and SSA
representatives met with members of the House Ways and Means Subcommittee
on Social Security to discuss the concerns of the States. At the Subcommittee's
request, a questionnaire was developed jointly by SSA and State representatives
and sent to all States. 40 States responded. Some States indicated in their responses
that they would have some administrative difficulties, but the information
provided indicates to SSA that the method of accelerated deposits proposed in
the final regulation would be feasible.

A Notice of Proposed Rulemaking (NPRM) was published in the Federal
Register in March 1978. The NPRM would have required the States to deposit
social security contributions 15 days after the end of every month. We received a
number of adverse comments, primarily from State and local government officials.
About 200 members of Congress also responded.

The letters overwhelmingly opposed any changes in the States' deposit pro-
cedures. The main objections were based on administrative problems and the
loss of interest income.

As a result, we modified the proposed regulation to require the States to deposit
15 clays after the end of the first and second months, and 45 days after the end of
the third month. The change from the 15 (lays to 45 clays is intended to allow
the States to make their 3rd months' payment along with their regular quarterly
wage reports. This gives the States more time to check the total deposits they
made for the quarter against the detailed wage reports for each employee.

We believe it is reasonable to expect the States to resolve any remaining
administrative problems by July 1980 when the deposit requirements become
effective, SSA is working cooperatively with States to resolve operational problems .
As all parties gain experience with the more frequent deposits, we are confident
the whole process will work well.

This change will of course result in a loss of interest income to the States.
However, the interest income now earned by the States usually far exceeds
administrative costs. The excess has gone into general funds of the States and
political subdivisions for l)urposes not related to social security. It va.s clearly
the intent of Congress that as much interest income as practicable be made avail-
able to social security, to benefit all people who are covered by the program.
The time has now come to adjust the deposit schedule to bring us closer to that
goal.

I want to stress that States will still be able to earn substantial amounts of
interest under the new rule. Assuming a conservative 5-percent interest rate,
we estimate States could earn $75 million in fiscal year 1981 tinder the new sched-
ule. Although this is less than the States are currently earning, it is still more
than State administrative costs, including any increases resulting from more
frequent deposits.

While the States believe the regulation goes too far, the General Accounting
Office believes it (foes not go far enough. GAO has indicated that States should
deposit social security taxes at least monthly-but preferably -emimonthly or
biweeklv-1)ecause of the additional interest income the trust funds would realize.
The difference in interest between the method GAO advocates and the one we
propose is estimated by GAO to be over $40 million annually. We think, however,
that this additional income must be weighed against the States' need for the
45-day period at the end of the quarter to be used for accounting purposes. We
believe we have, at this point, struck an appropriate balance in our new rules.

I might add that we published for comment a proposed regulation on annual
wage reporting for the States comparable to that recently adopted for private
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employment, but the 45-day depot schedule for the last month of the quarter
would not be changed. States would continue to reconcile their liability and pay-
ments quarterly.

Finally, I should mention that President Carter has proposed in the fiscal year
1980 budget that large private employers deposit their withheld income and social
security taxes more frequently than under present rules. At the same time, very
small employers-those with quarterly withheld income and social security taxes
of less than $1000-would deposit quarterly. These changes would be phased in
during 1981 and 1982.

In summary, the Administration recognizes that it is difficult for States to give
up this source of additional revenue, but we believe the broader national interest
requires that this change be made. It is a change which is overdue. I would be
glad to answer any of your questions.

QUESTIONS RAISED ABOUT MORE FREQUENT DEPOSITS

1. Increased paperwork burden.
State and local governments have expressed concern that HEW's new regula-

tions will increase their paperwork burden. However, steps have been taken to
minimize this.

The new requirements of IIEW's regulations will not actually require any aiddi-
tional forms. States now file quarterly four different forms. Tw'o of these require
detailed information on individual workers' earnings an([ aggregate wage l)ay-
ineuts by employer. The remaining two are single page, sunmnary forms. Copies of
each are attached.

Under the new requirements, the single page summary forms will be filed
monthly, but the mocre detailed forms will continue to lie filed quarterly. Under our
proposal, we continue to allow 45 days at the end of each quarter for the prepara-
tion of the more detailed forns. No additional detailed wage information will be
required than is now required, and there is no reduction in the time allowed for
its preparation.

In thoso instances in which State law r,. ,mires, detailed wage information from
local entities before any' contributions can 1e forwarded, the 18 months l)rovi(led
for implementation of the new regulations should be adequate to make any neces-
sary adjustments in State law.

The Social Security Admiiisiiration is working closely with the States to mini-
mize any administrative difficulties which might arise (during the change. We (1o
not anticipate any difficulties that cannot be worked out cooperatively.
2. Loss of income from interest on unodeposited contribntions.

Onie of the major concerns raised hy States is the loss of interest on contributions
not yet deposited. Under current procedures, States are not required to depositt
social security contributions until 1 iionth andl 15 days after the end of each
quarter, and could draw ii,.teres t on those ani uits.

Under the new regulatio.is, that will no longer be possible and States will lose
some of the income they can now realize from the interest on undeposited contri-
1ut io;us. however, States can continue to earn substantial interest income.

We estimate that ii fiscal year 1981 alone, States could earn approximately
$75 millio, on contributions (estimated at $15.5 billion) under the new schedule.
This far exceeds the administrative costs they incur, including any increase in
administrative costs which may result from the niore frequent deposit schedule.
Moreover, $75 million is a conservative estimate, based on a short-term interest
yiehl of 5 percent pet annum . We believe the new system provides the opportunity
to earn more than an adequate alnount of interest.
3. I creased adiniistratie costs.

Based on 1974 data, 41 States reported an estimated $4.6 million in admiis-
trative costs, and the exi)ectatiou that monthly reporting would result in a
additional $2.5 million in administrative costs. The implementation schedule now
being proposed by IEW would involve less of an increase in administrative burden
than was assumed for the $2.5 million estimate.

Wage increases since 1974 might cause total administrative costs before and
after implementation of the new regulations to rise by as much as 50 percent.
Even with such an increase, potential earnings on undeposited contributions far
exceed total administrative costs to the States. In short, increased administrative
costs, while a legitimate concern, should not be a critical issue.
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4. Other administrative considerations.
Some States fear that it will be administratively impossible to deposit contri-

butions 15 days after the end of each month because of the time needed to process
the reports and insure accuracy. Some States have indicated that under their
State laws they cannot pay the contributions due without documentation of the
kind contained in the quarterly wage report.

Many localities already remit to State government monthly. In at least 17
States some or all of the political subdivisions are already required to deposit
contributions with the State social security agency more then once a quarter.

Social security data processing staff are ready to work with the remaining States
to devise answers to their problems between now and July 1980. For example,
"where precise, individual wage information is not available, States can devise ways
Ito determine estimated contributions from aggregate wage information. Similarly,
States that cannot legally make payments based on estimates should have time
to enact the necessary legislative changes by July 1980.

Further, the 15-15-45 day schedule was chosen in part because it would require
fewer changes in existing State procedures than the schedule originally proposed.
Just as now, States will continue to have 45 days at the end of each quarter to
reconcile payments made with their total liability based on the quarterly wage
report. Thus, administration under the new regulations should take place smoothly
once transitional problems are worked out.

5. Additional deposits in transition year.
States are also concerned that the year the new regulation goes into effect, they

will be required to pay an additional 2 months' contributions.
In fact, they will not be required to make additionalpayments. Rather, States

are only being asked to deposit contributions sooner. They are not being asked
to uay more.
6. Changes in existing Federal-State agreements.

Some States regard the new regulations as a unilateral change in the agreements
already in effect between each State and the Secretary of HEW. This is not true.
The agreements already in place do not specify how frequently deposits must be
made by the States. Instead, they provide that the States must comply with the
Secreta-y's regulations relating to the time of payment contributions.

7. Minimum deposit requirements.
Some States have said the new regulation would impose unduly stringent require-

ments on small jurisdictions with very small payrolls. The States suggest that the
new regulation should permit such political subdivisions to deposit social security
contributions with the States quarterly.

The new regulation could not set different requirements for different political
subdivisions within a State because agreements with the Secretary are agreements
covering the State as a whole, and are not with individual political entities within
a State. However, we are considering whether administrative guidelines can be
developed which will provide greater flexibility to deal with this potential problem.
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
SOCIAL SECURITY ADMINISTRATION,

Baltimore, Mld.

lion. GAYLORD NELSON,
Chairman, Subcommittee on Social Security, U.S. Senate,
Washington, D.C.

DEAR MR. CHAIRMAN: I wish to thank you for the opportunity to testify before
your Subcommittee on regulations to increase the frequency with which States
deposit social security contributions. Although I had to leave after giving my
statement, members of my staff remained for the rest of the hearing. We found
the hearing very helpful in giving us further insights into the problems faced by
States and their subdivisions. We carefully considered the points made and have
developed suggestions to alleviate the problems. Our suggestions are included in
the enclosed responses to your questions.

We appreciate the opportunity to complete the record of your hearings. After
reviewing the testimony and discussion of the other witnesses, I believe the record
fully supports the Administration's position. We would expect to work coopera-
tively with the States to implement the needed changes. There is more than enough
time remaining before the effective date of the regulation, July 1, 1980, to work out
any remaining administrative problems. I would also note that the record makes
clear that there are those who believe even more stringent rules are called for. In
our view, we have struck an appropriate balance between the concerns of the States
and the loss of interest to the social security trust funds.

My staff and I will be happy to give any further assistance your Subcommittee
may require.

Sincerely, STANFORD G. Ross,

Commissioner of Social Security.
Enclosure.
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RESPONSES OF STANFORD G. Ross, COMMISSIONER OF SOCIAL SECURITY, TO
QUESTIONS FROM SENATE SUBCOMMITTEE ON SOCIAL SECURITY I

QUESTION

1. The National Conference of State Social Security Administrators presented
several charts which described the amount of additional time and expense necessary
to comply with the new 15-15-45 day depository regulations. The information
contained in these charts differs substantially from the data you presented. The
states contend the new regulations will require: 3 additional days for consolidation
of local government sub-unit payments; 4 days for drawing and authorization of
local government warrants; 5 days to allow the local mail to reach the state office;
5 days for the state office to reconcile the local receipts; 5 days to deposit these
receipts in the state treasury and draw state warrants. Thus, the states maintain
it will take a total of 22 additional days per month to comply with the new regula-
tions. This is 7 days more than the regulations would allow.

The states also conducted a survey of 10 states. The survey shows that, on the
average, 10 percent of the political subdivisions deposit less than $200 in social
security contributions per quarter; 25 percent deposit more than $200, but less
than $2,000- and 65 percent deposit more than $2,000. Thus the states maintain 40
percent of their political subdivisions are relatively small depositors which should
not be required to deposit on a monthly basis.

In terms of administrative costs, the states allege their current costs are $13
million a year and it would cost an additional $5 million a year plus $1 million in
initial start-up expenses to comply with the new regulations.

The states also challenge HEW's estimate on the amount of interest income
they will continue to earn under the new regulations. They state they will lose
$80 million in 1981. This compares with HEW's estimate of $179 million. Based
on this discrepancy, the states say they couldn't continue to earn $75 million
under the new regulations, as you suggested in your testimony.

Could you reconcile the above data with your testimony? In addition, would
you consider treating small political subdivisions differently than large ones, e.g.,
allow quarterly deposits for small governmental units?

RESPONSE
22-Day Time Frame
06 The experience of some States demonstrates that 22 days are not required to
move the deposits from the local subdivisions to the Federal Reserve Banks. For
example, data furnished by the States in response to the questionnaire distributed
in 1976 by the House Ways and Means Subcommittee on Social Security indicates
that in 17 States some or all of the social security contributions are paid to the
State social security agency more than once a quarter (some as often as biweekly).
We believe that the period from now until July 1980 is long enough to enable
States and subdivisions which do not promptly move the funds in less than 22 days
to modify their procedures to comply with the new regulations. The experience of
States and subdivisions that have already solved many of the problems mentioned
here and have streamlined their administrative procedures can be used to give
valuable assistance to other States and subdivisions.

We have the following additional comments on the 22-day time frame described:
1. 3 days to consolidate local government subunit payments.-In many States

there is no need to consolidate local government subunit payments because the
subunits send monies directly to the States. For those that do not, the three days
for consolidation could be reduced by centralizing the payroll of local subunits.
If that is not considered feasible, because there are reasons for each subunit to
do its own payroll, the subunits could arrange to report directly to the States.
The Social Security Administration, upon request, will assign a payroll record
unit number of any subunit that wishes to report directly so that separate payrolls
are maintained but the need for consolidation at the local level is avoided. Our
experience shows that 46 States now use payroll record unit number reporting.

2. 4 days for drawing and authorization of local government warrants.-The time
required to process warrants by local entities could be reduced if they established
a system of continuing authority to draw and authorize warrants for payment
of social security contributions. This would avoid many delays associated with
treating every warrant for social security contributions like a special, one-time
warrant requiring special consideration and authorization.

" Hearin of Jan. 29, 1979, on regulations to Increase the frequency with which States
deposit social security contributions.



37

3. 5 days to allow the local mail to reach the state office.-The 5 days in the local
mails could be eliminated by use of wire transmission from the local entity to the
State, or be establishing a State account in a local bank.

4. 5 days for the state office to reconcile the local receipts.-While the States will
need to record and account for monies deposited each month, there does not
appear to be a need to reconcile the deposits each month. The 1976 survey showed
while 14 States require wage reports along with deposits, only 6 States were re-
quired to do so by statute. Since the regulations will not go into effect until
July 1980, there should be ample time to amend State statutes. The reconcilia-
tion could be done at the time of the last deposit one month and fifteen days after
the end of the quarters. This was one of the reasons the Social Security Adminis-
tration modified the 15-15-15 day regulation initially proposed to a 15-15-45
day rule.

5. 5 days to deposit receipts in state treasury and draw state warrants.-Same
comment as for 2 above.
Small political subdivisions

Based on an analysis of wage reports for State and local employees in 1978, we
determined that 9 percent of the State and political subdivisions had social
security liability of $200 or less per quarter-this is consistent with the 10 percent
estimate that the States supplied. The States estimate that 25 percent of all sub-
divisions have liability between $200 and $2,000 per quarter and conclude that
under IRS rules for deposits of social security and income taxes for private
employers both groups of subdivisions would deposit quarterly rather than
monthly. While this is true for the 10 percent with liability of $200 or less, it is
not true for the other 25 percent. Under IRS rules for private employers, the
frequency of deposits of withheld income taxes and social security taxes is deter-
mined by the amount of taxes due. If the combined taxes withheld at the end of
any month are between $200 and $2,000, they must be deposited monthly, not
quarterly. Thus, if the IRS rule applied to subdivisions, only those with a combined
social security and income tax (fewer than 10 percent of the subdivisions) liability
of less than $200 per quarter would deposit quarterly.

Although the new regulation does not directly treat small entities differently
from larger entities, the Social Security Administration plans to follow a procedure
that will permit States experiencing problems in complying with the regulation
because they have a significant number of small entities to require less frequent
deposits of contributions from samll entities. The procedure would be similar to a
tolerance rule now used by IRS for private employers who must deposit taxes
very frequently. Under this procedure, if the amounts deposited by the States
each month "substantially" made up the total contributions due for the month,
the State would be considered to have complied with the regulation. In most
cases the contributions collected monthly from the larger entities would be suf-
ficient to permit the States to substantially meet their monthly liability, so that
the States could keep very small entities on a quarterly deposit schedule.

We are developing policies and criteria to alleviate the problem of States which
have a large number of small entities and could not therefore substantially meet
their monthly liability with deposits from larger entities alone. We plan to work
very closely with the States in helping to resolve their problems in this area.
Generally, we believe that it might be possible for the States to work out ways
in which they could use the deposits of larger subdivisions to balance out problems
with their smaller subdivisions.
State administrative costs

The States estimate their current administrative costs as $13 million a year and
estimate an additional cost of $5 million a year plus a $1 million startup cost under
the new regulation.

The Social Security Administration cannot determine State or local government
administrative cost. Figures. supplied by 41 States for the year 1974 showed total
State agency administrative costs of $4.6 million. We do not know how the States
have estimated their administrative costs. We do know that system changes will
be required to accommodate the more frequent schedule unless their present
system already requires monthly or more frequent payments. Without full
knowledge of their current systems and the system changes required in each State,
we cannot comment on the estimate of a $5 million annual increase due to the new
regulation or on the estimate of a $1 million startup cost. In any case, the potential
interest earnings for the States will far exceed their estimated cost if they employ
sound cash management practices.



38

HEW's estimate of interest income States could earn
The States have challenged our estimate that they will be able to earn $75

million per year in interest under the new regulations. They base their challenge
on the seeming discrepancy between our estimate that the social security trust
funds will gain $179 million in interest income in 1981 and their estimate that the
States will lose $80 million in 1981.

This difference, however, should not be considered a "discrepancy." Our esti-
mate of $179 million in additional interest income to the trust funds in calendar
year 1981 represents interest resulting from the earlier receipt and investment of
the social security contributions from the States. The estimate is based on an
assumed interest rate of 8 percent per year. (The average interest rate for new
investments of the trust funds during the last 6 months of 1978 was about 81,4
percent). The estimate is also based on the assumption that the total liability is
received by the trust funds when due and invested immediately. Since the due
date for the third month of each quarter would be no different under the new
schedule, there will be no additional interest earnings on the third month's liability.

The estimated additional interest income to the trust funds is not directly
related to lost interest income to the States since the latter amount would vary
based on investment practices from State-to-State and entity-to-entity. It is
possible, for example, that the $80 million estimate of lost interest to the States
does not include interest income to the local governments and does not account
for other ways in which the money might be used, such as the payment of current
expenditures.

Our estimate of interest the State and local governments could earn under the
new schedule--$75 million in fiscal year 1981-was based on a conservatively low
interest rate of 5 percent per year. We also assumed that the liability on each
employee's earnings would be invested 5 days after the employee is paid and held
until the contributions must be deposited. Undoubtedly the State and local govern-
ments will continue to use the contributions to meet current expenditures for at
least part of that time. Such use may permit the continued investment of other
State, or local government funds and, in some cases, may reduce the State or local
government debt, thereby saving interest costs.

QUESTION

2. It appears that no one has conducted an in-depth study of the entire issue
of States' deposits. The National Association of Counties testified they would
gladly do a survey. You apparently are basing your computations on the results
of a 1974 questionnaire. Therefore, would it be appropriate to defer the effective
date of the new regulations for one year or until a study could be conducted? -

RESPONSE

It is true that the State responses to the 1976 survey sponsored by the House
Subcommittee on Social Security were based on 1974 data. However, as recently
as 1978, the General Accounting Office conducted a study of State and local
reporting practices and concluded that the States could report even more fre-
quently than the Social Security Administration is requiring.

We would not favor postponing the effective date of the new regulations either
for one year or until an additional study could he conducted. The regulations will
not be effective until July 1890-more than 18 months after the date the final
regulations were published. This start-up time seems sufficient for State and local
governments to make necessary adjustments in their administrative procedures.
To further defer the effective date would subject the social security trust funds to
the continued unjustifiable loss of interest income.

This issue has been under study for ten years and we seriously doubt that a
study would provide information which would warrant any change in the new
reporting schedule. We think that much of the information a study might elicit
would merely be an update of the 1976 responses. There can be no doubt that
whatever the administrative costs of the new regulation may be, they will easily
be met by amounts of interest the States will still be able to earn.

We welcome the offer of the National Association of Counties to undertake a
survey of current administrative procedures of subdivisions. Such a survey
could yield information of great value that would enable us to better assist the
States and subdivisions to modify their administrative procedures to adjust to
more frequent deposits. We would be happy to work very closely with NACO
in this survey and with the States and subdivisions in developing solutions to
their problems.
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QUESTION

3. Would it be feasible to turn the entire State deposit and collection process
over to the IRS and eliminate the involvement of both the States and the SA?

RESPONSE

Yes, this would be feasible but it would require fundamental changes in the law.
Under present law, IRS is responsible for collecting withheld income taxes from
employees of private business and State and local Governments as well as col-
lecting social security taxes from private employers. If social security coverage
were made mandatory for State and local employees, 1RS would collect their
social security taxes as in the case of private employers and the proposed regu-
lation would not be needed. HIowever, the issue of universal coverage is the subject
of a congressionally-mandated study in IIEW and until this study is completed,
it would I)e premature for universal coverage to be considered as a solution to the
frequency of deposits issue. As you know, there are far more important issues
to be resolved in connection with universal coverage.

Under present law, coverage for State and local employees is provided only
tinder agreements between the Secretary of HEW and each State, and each
State is liable for the social security contributions due for covered State and local
employees. To eliminate the involvement of the States would require negotiation
of contracts directly with some 65,000 State and local entities. Our new regum-
lation, in our view, represents the best solution to the problem of balancing the
administrative prol)lemns of the States against the considerable loss of interest
being experienced by the social security trust funds under the current depository
rules.

QUESTION

4. All of the State Social Security Administrators testified that they were not
consulted prior to the issuance of the final regulations on November 20, 1978.
They said they had no indication the final regulations would embody a 15-15-45
day depository proposal. Is this true? If not, how were the States consulted?

RESPONSE

The Notice of Proposed Rulemaking (NPRM) published on March 30, 1978,
would have required a 15-15-15 day depository schedule. The NPRM contained
five options for phasing in the 15-15-15 day rule and requested comments on the
options or any variation. The State responses to the NPRM indicated opposition
to any change in the depository requirements. Although the States suggested no
alternatives, the Final Regulation published on November 20, 1978, contained
the 15-15-45 day rules which is more liberal than the rule originally proposed in
the NPRM.

We advised the National Conference of State Social Security Administrators
that we intended to proceed with publication of a final regulation that would
require deposits on a 15-15-45 day basis. Social Security Administration staff
advised the President of the National Conference at least one month prior to the
publication of the final regulation that the final regulation would be the 15-15-45
day rule.

It is important to note that the States were aware of our intention to change
the depository schedule long before 1978. We have been considering a monthly
deposit schedule within HEW since 1969. The States have been actively involved
in discussions of this at least since 1974. In 1975, the Social Security Administration
and the State Social Security Administrators had extensive meetings on the ques-
tion of more frequent deposits and together developed the questionnaire sent out
by the House Subcommittee on Social Security to identify the problems the
States would have under a monthly depository schedule. We believe we have had
full consultation with the States.

QU ES.WI .

5. Fred Ilenne, the Social Security Administrator for the state of Arkansas
testified that when Arkansas deposits its quarterly contributions in the Federal
Reserve Bank in Little Rock, it takes 11 days Ibefore the deposits are credited to
the Social Security Trust funds. lie maintained this was true all over the country.
Apparently, the federal reserve I anks get the Lenefit of this money during the
11 day period.
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In any event, I would think the trust funds are urnccs&arily losing a substantial
amount of interest. This is totally unacceptable. First of all, culd you verify
Mr. Henne's charge. And second, if Mr. lenne is correct, what do you proptc,,
to rectify the problem?

RESPONSE

Mr. Ilenne had correctly described what has been the situation until quite
recently. The Federal Reserve Banks are now notifying the Department of
Treasury of deposited contributions by wire within 24 hours after the deposits are
made. As a result, the contributions are credited at that time to the social security
trust funds and the Department of the Treasury is investing the social security
contributions immediately after they are credited to the trust funds.

QUESTION

6. Your ncw regulations are designed to reduce the amount of time Federal
funds (that is, social security contributions) are in state hands and drawing
interest for the states rather than for the social security trust funds.

What system do you use in Aid to Families with Dependent Children and other
major grant programs to reduce the amount of time Federal funds are available
to the states before they are actually spent by the states? What do you estimate
are the savings over the prior system?

If you do not already do this, would it be possible to have a system in which
Federal funds would not be transferred to a state until the state actually makes
out a check against those funds? What would be the savings under such a system?

RESPONSE

The procedure ItEW now uses to transfer Federal funds to the States under
public assistance programs allows the States to draw Federal cash on or before
the day when the States pay their bills. Between the time the State checks are
written and the time these checks are cashed by recipients, many States invest
the Federal funds and earn interest. The average lag time between issuance of the
checks by the States and cashing of the checks by the recipient is 12 days.

The President's 1980 Budget proposes a change in this procedure which would
require the States to use a checks-paid letter of credit procedure. Federal funds will
be drawn only after a check was actually presented to the State's commercial bank
for payment, thus eliminating the 12-day lag. Implementation would begin in the
public assistance programs and would be accomplished in the 10 largest recipient
States in 1980. Elimination of the 12-day gap would produce a one-time outlay
reduction of $400 million in fiscal year 1980 and would result in annual interest
savings of $38 million based on current Treasury interest rates. (The Aid to
Families with Dependent Children program would save approximately $111 mil-
lion of the $400 million total.) At the same time the procedure would assure that
Federal funds would be available timely to meet the needs of the recipients. The
Department plans to extend this procedure to the full 50 States and health and
education programs in fiscal year 1981 and fiscal year 1982.

Senator NELSON'. Next, we have a panel of Mr. John Franke,
chairman, Board of Commissioners, Johnson County, Kans., and chair-
man of the Labor-Management Policy Steering Committee of the
National Association of Counties, accompanied by Mr. James Krivitz,
supervisor, Milwaukee Count, Wis.; Barton Russell, executive di-
rector, National Association of Towns and Townships; John Breiden-
berg, representing lion. James Clark, president, Ma land State
Senate, on behalf of the National Conference of State Legislatures.

Gentlemen, if you would each take a seat and then identify yourself
by name for the reporter, so if you make some comment, the hearing
record will be accurate.

Mr. FRANKE. I am John Franke, chairman of the Board of Com-
missioners, Johnson County, Kans., and also appearing as chairman
of the Labor-Management Policy Steering Committee of the National
Association of Counties, and also speaking on behalf of the Municipal
Finance Association.

Mr. KRivIrz. James Krivitz, Milwaukee Board of Supervisors.
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Mr. BREITENBERG. John Breitenberg, representing President Clark
of the Maryland State Senate on behalf of the National Conference of
State Legislatures.

Mr. RUSSELL. Barton Russell, National Association of Towns and
Townships.

Senator NELSON. Mr. Franke, you are making a statement on be-
half of the panel. Your statement will be printed in full in the record
and you may offer it however you may desire.

STATEMENT OF HON. JOHN FRANKE, CHAIRMAN, BOARD OF COM-
MISSIONERS, JOHNSON COUNTY, KANS., AND CHAIRMAN, LABOR.
MANAGEMENT POLICY STEERING COMMITTEE OF THE NA-
TIONAL ASSOCIATION OF COUNTIES

Nr. FRANKE. Thank you, Mr. Chairman. I am certain that first of
all we must express our obvious and very sincere gratitude for this
opportunity because we feel that this is the first, time to be heard with
regardI to the regulations as proposed and also with regard to the
report to the Congress with respect to local jurisdictions, small coun-
ties, cities, townships, and local jurisdictions.

Our written testimony (toes address three points with regard to the
National Assaciation of Counties. I (to wish to specify the primary
thrust of our testimony is the administrative burden that will be
imposed on local jurisdictions, including cities and counties, and that
HtEW an[ GAO in their recent reports to Congress have failed to
adequately examine the impact, of the regulations on local govern-
ments. Our opinion with regard to local jurisdictions is that the regu-
lations fail to recognize that the reporting time for local jurisdictions
to report to the State would be constrained to between 3 and 5 days,
and that many times this would also include weekends and. holidays,
thereby even further constraining the reporting time.

Presently, we have four reporting times as far as cities and counties.
are concerned. This would increase under the regulations to 12.

We feel very strongly that the report and the regulations totally
misunderstand the accounting and reporting )rocedures presently
used by local units of government; that most smaller jurisdictions,
cities and counties, have rudimentary and limited abilities with regard
to our staff and payroll procedures; that most of us do not have coIn-
puterized systems which most, or all, States and larger jurisdictions
mave; that the majority of our reporting officials are part time or

voluntary; and that we feel that implementation of the regulations.
woul add new responsibilities to county government.

Senator NELSON. The municipalities now are paying withholding
taxes to the Internal Revenue Service on a particular schedule within
3 (lays after the pay period, excepting, as I recall, those whose with-
holding is below a certain amount.

MIr. FRANKE. That is correct.
Senator NEILsON. I ask the same question of you that I asked the

Social Security Administrator: If the municilpahties were required to
make out a ch eck for depositing that money on the same schedule
that they have to make out a check for depositing withholding taxes,
what ad litional burden is there?

Mr. FRANKE. \Iy experience is, as a county commissioner, the
former mayor of a small city, and a councilman, that many of these
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details are things that clerks or various people handle. My own
impression is that we deposit IRS withholding funds to a fiduciary
account with local banks of some type, directly to that fiduciary
account.

Our social security withholdings represent a different set of circum-
stances in that we report to the State periodically; and in my own
opinion, the routine that we take, simply by its being different and
involving a different recording factor, would give me the problem as
the chief elected official.

Supervisor Krivitz does have experience with regard to that and
might exj)lain it further, Mr. Chairman.

Mr. KRIVITZ. M\r. Chairman, certain States such as Wisconsin
require that counties be responsible for certain subunits within those
counties; for example, senior citizens' homes, or highway departments,
or whatever, for the purpose of social security contributions.

While, for IRS withholding purposes, these subunits are separate
re)ortiig units; for social security deposit purposes, these subunits
within the counties would have to be channeled through the county.
This would be the additional paperwork that we would be looking at.

There is a time frame also. The larger counties, in 1)articular
Milwaukee Conty, would experience a problem from the computer
standpoint, but the samller counties mostly are on manual systems
ald the time f '-ames now are often not, being met. Many times, as the
State people will testify later on, the smaller counties are sometimes
30 (lays or more late with the present requirements. Any type of
additional burden at all would be catastrophic.

M\Nr. FRANKE. Further, I can talk specifically to Johnson County.
With regard to the administrative burden that we discussed, the
regulations presently say that the implementing time would give
sufficient time for jurisdictions to respond. July 1980, I believe, would
allow 18 months for jurisdictions to work out any problems.

In Johnson County, we would he required to rewrite our data process-
ing programs. The regulations would also require revision in our soft-
ware. We would have to retrain some elements of staff as far as any
minor new reporting function, and we feel we would have to add one
alclitional clerk.

It is very minor when you talk about-
S!,nator NEsOx. One additional clerk?
Mr. FRANKE. Yes, sir.
Senator NELSON,-. A municipality with how many employees?

Ir. FRANKE. Johnson County has a 250,000 population with
employees of 1,200.

Senator NELsoN. Why would you believe you would have to add an
additional clerk?

M[r. FRANKE. Not this function alone, perhaps. It is a compounding
of various mandates we have received, and one more element being
added.

What we feel on this specific quest ion-I have asked both our budget
director and county clerk for a realistic comment of what this par-
ticular reporting function would consist of, and it did amount to one
additional account clerk. This is a salaried person, in Johnson County,
probably $700 to $800 a month, and in most respects, it sounds fairly
minor, but simply because of the 12 reporting times.
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When we do payroll adjustments-for example, we recently changed
our pay scale, our pay dates, from the 5th to the 20th of the month,
from the 1st to the 15th, to allow some 3 or 4 (lays leadtime for a cutoff
time. This took us 6 to 8 months to implement and it sounds like such
a simple decision. Each small, little straw, at some point in time, adds
a clerk and adds some portion of staff time, and in the best of our opin-
ion, this would add one clerk.

Then, if we were to do these things-incidentally, the rewriting of
the data processing program, the revision of software, is not, very easy
for a small unit of government. We are a fairly small unit of govern-
ment.

We feel, then, that it is kind of up in the air. What if this does not
work out? What if the time constraints are still such that we still have
a difficult time with it, antl we cannot meet the State and Federal
requirements for reporting in sufficient time

We feel fortunate that our county will be able to more effectively
administer the regulations than most local governments because of
our population, because of our property valuation methods and that
we will be able to do much more than perhaps the 102 other counties
in the State of Kansas.

When we talk about a possible relative impact or a possible theory
that may work, we are very edgy and we try to work out an objective
rationale of what it might (1o to us, but our biggest worry is what are
those things that we have not anticil)ated.

We do have a comment in our testimony from smaller counties.
One of them, Polk County, Wis., has 35 municipal types of govern-
ment within its borders. Polk County itself said this would be a re-
pressive action on their behalf, not even speaking of 35 other
municipalities.

Senator NiEI'sLsON. How did you happen to pick my hometown?
Mr. FRANKE. Even compounded further is my own county, Mr.

Chairman. I am very familiar with that. We have over 400 taxing
districts. We only have 40 or 50 real municipal type institutions.

As Supervisor'Krivitz mentioned, if we were l)ut into a position to
speak and report on behalf of those other institutions, the mental
health center operations, the library operations, county home opera-
tions and operations of that nature, it would add some burden to us
but we would not know what it would be.

We do have a comment, and certainly you will hear other comments,
about the loss of interest income-and, incidentally I would like to
correct page 8 of the written testimony referring to Johnson County
possible loss of interest income. That is $125 monthly that we com-
piled in 1976, so actually the record should be corrected to show a
$30,000 loss of interest income.

The only other item in this area I wish to emphasize would be the
Harris County, Tex., commentary. Basically their comment is di-
rected to the effect of the regulations and to the transfer of public
revenue from the local to the-Federal level; and that is probably the
primary reason the regulations are being issued.

I think that the Social Security Administration and GAO and cer-
tainly many elements of our society overlook the fact that State and
county governments carry a basic service to the poor, the aging and
the unemployed, and while it sounds like we are waving flags or
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things, we are deeply committed to basic service delivery to those
that are least likely to be able to pick up some of the effects of this
loss of income.

For the most part, we are supplemented by Federal funds, but basic
services still go through county agencies through general levies.

Senator NELSON. That is the problem. That would indicate that
the municipalities and the States are making a profit on their deposits
of social security funds.

Mr. FRANKE. Certainly, I did not want to speak to this greatly,
because other comments will be coming, certainly, but I know in our
own county, many times that is overlooked. The basic thrust of
general levies and income such as this is not salted away and not
used for extraneous purposes, but it used to help in providing certain
basic services.

Certainly, those least likely to afford it, benefit from it. It is kind
of an ancillary comment.

Senator NELSON. I understand that and appreciate what you say.
However, the argument of those who are paying the tax, the social
security tax, and you are the beneficiary of the social security pro-
gram, is that these are, in fact, social security funds, and nobody ever
intended that they be diverted in any way for general municipal or
State services as though they were some kind of a general revenue
sharing.

After all, these funds belong to those people who paid the tax and on
whose behalf it was paid by the employer for their retirement program,
and I would not be persuade([ by any argument that said this takes
away, in effect, general revenues from municipalities and States for
other important services. I would not consider that a valid argument
at all. I think that is an invalid argument. I think the States are
entitled to whatever the overhead costs are, but they are not entitled.
to make a, profit, on funds that should be used for the retirement of
people covered by social security.

Mr. FRANKE. Certainly it was not intended as an argument. I am
sure those will come. Sometimes, in realism, we lose those identities,
and in Johnson County, if we are talking about a $30,000, perhaps, loss
of interest income, either one or two things happen: We make it up
somewhere else through property taxes or some other fashion, or we
reduce expenditures by that amount, one of the two. I am just making
that, Mr. Chairman, as an ancillary comment.

Senator DOLE. If all the Federal grants arrived on time, you would
not need to hang onto the social security money. I think that may have
an impact, too, in Johnson County, or any other county.

The Federal Government gets into a program. It is all laid down.
The money is supposed to arrive next month, and it is the next month
maybe next year. I think that may cause some complications. It is
sort of a two-way street. Maybe it is not a legitimate argument, saying
you should not hold the money and profit from it, but by doing that,
you offset some of the losses that you incur, and costs that you incur,
ihe other way aroun(1.

Maybe it is not the fault of Social Security, but you have to hit where
you can.

Maybe they have already been on time in Johnson County. I have
had a few calls saying, "Can't you speed up the payments anti grants."

Mr. FRANKE. I remember some correspondence, Senator.
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The third and final element, of our written testimony is that we (10
not feel that GAO and HEW in the report and the regulations have
really contacted the local and municipal governments to receive
objective comments.

We realize that the ills of the agency are of national import and
many times we feel that certain mandates have not been followed with
regard to the effect on local jurisdictions.

'rom our standpoint, from my standpoint, perhaps the State
difficulties may have been addressed, although I doubt that from
hearing comments of other State officials, but certainly local jurisdic-
tions that represent the length and breadth of local taxing units of
government have not been contacted.It is a situation that, I believe, the practicability has never been
addressed for local units of government. We could use very strong
words.

My personal comments would be that the regulations themselves
approach the onerous-are arbitrary, overbearing and inequitable.
I will not use those right now, Mr. Chairman, but we feel very strongly
about the regulations.

We feel these are questions, that the questions have not been asked
of us. Certainly any comments that we have had have not been
addressed.

We realize that we have a position and the administration must be
supported and the Social Security Act must be supported. We know
that it has many ills right now, and we would like to be asked what
could be our part in supporting those ills?

The Commissioner id mention that he could not see any great
withdrawal attempt being made by various local units of government
from social security activities. Quite honestly, in discussions we have
held within NAC and within the labor-management steering committee
this is a valid point and could well speed up such withdrawal feelings.

If I might., I have dwelled too long, Mr. Chairman. I would like to
leave it for one of the other gentlemen to make a comment.

BARTON RUSSELL, EXECUTIVE DIRECTOR, NATIONAL ASSOCIA-
TION OP TOWNS AND TOWNSHIPS

Mr. RUSSELL. The National Association of Towns and Townships
is a federation representing the interests of local government, officials
from over 13,000 predominantly nonnietropolitan small communities
across the country.

Before beginning my testimony today, Mr. Chairman, I would like
to thank you and members of the subcommittee, for inviting the
association to provide the township point of view on this very im-
portant intergovernmental issue. Mr. Ed Kreuger, executive secretary
of the Wisconsin Towns Association and second vice president of our
national association, was originally scheduled to testify before this
subcommittee but., regrettably, because of a conflicting commitment
he could not be here today.

At its last meeting, the association's board of directors voted
unanimously to oppose attempts by the Social Security Administration
to change from the current system requiring quarterly deposits of
social security contributions to a process which will require more
frequent deposits.

45-083-70----
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ADMINISTRATIVE BURDEN FOR SMALLER LOCAL GOVERNMENTS

The reasons for NATAT's deeply rooted opposition to this change are
basically twofold. First and foremost., township officials are extremely
concerned about the increased administrative burdens which the new
regulations will result in. As you may know, many of the Nation's
townships and other smaller jurisdictions are managed by part-time
elected officials-an often overlooked group of local government
leaders who provide a valuable service to their communities. These
jurisdictions do not have the administrative resources which are found
in the larger municipalities. In this (lay of growing social complexities
and increase([ State and Federal mandates, these local officials are
finding it more and more difficult to cope.

Let me make reference to a bill presented by Senator Danforth,
the Small Communities Act of 1978. It, addressed the administrative
problems that townships and other small communities are facing, and
it really spoke to the issue that is covered here today.

Increased Federal paperwork resulting from new regulations has
many direct and visible administrative impacts which, in and of
themselves, are offensive enough. However, one of the more serious
negative implications not, usually considered is the effect such regula-
tory changes have on citizen-officials who may be new to local public
service. As observed recently by one veteran State social security
administrator: "Too often after agreeing to serve, those local officials
find that to a greatly increasing extent, the redtat)e is more burdensome
and time consuming than they had realized would be the case. They
find that they can ill afford to take time away from their jobs and
many refuse to be a candidate for another term, or they resigni before
their term ends."

This, Mr. Chairman, is just, one of the very real problems which the
National Association's members have with the changes which were
implemented by the Social Security Administration.

Even though assurances have been given by some Federal officials
that reporting requirements will be lessened substantially in the
future, township officials are somewhat doubtful that such will be
the case. In many areas of the country, our members are being told
by State administrators that requirements by the Federal Govern-
ment for more frequent deposits will mean that they will be required
to provide additional local documentation to the State.

LOCAL GOVERNMENTS WILL SUFFER FINANCIAL HARM

Redtape is not the only serious problem which will result from the
new regulations. Local and State governments stand to lose substan-
tial revenues from their treasuries once these changes go into effect.
Townships andi other Government entities can ill-afford to lose this
money, especially in a time of rising inflation, Federal cutbacks, and
increasing service demands. Needless to say, this new system could
not have been proposed at a worse time.

CONCLUSION

Because of these deleterious financial consequences and the redtape
which would result, the National Association of Towns and Town-
ships, as previously stated, is absolutely opposed to changes requiring
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more frequent deposits of social security contributions. NATAT
Sul)ports the view outlined by Senator Nelson in a recent press release
in which you stated: "The change will result in a loss of local govern-
ment interest income anti would create a mammoth Federal paperwork
burden, resulting in increased administrative costs."

Although your remarks related to a proposal requiring monthly
deposits, our association believes that they apply to the new regula-
tions as well.

Senator NELSON. I (1o not know whether it is an additional paper-
work burden, or not. When the proposal was first made, I thought it
was. That was a year ago, so I (1o not know what comment you are
referring to. ly posture all along has been you should not add to the
pal)erwork, the Social Security Administration must be certain that
they adequately compensate the municipalities and the States for
the work that they (1o.

Beyond that, you have a serious question if you are insisting that
social security tax money ought to be used for'general, municipal or
State purposes. I (o not think that the hundreds of millions of people
who pay into social security would agree with you that funds should
be diverted from retirement funds, from the payment employers are
making, for local anti State government employees.

I (1o not defen(d that now, and I have not in the past. I (1o not con-
sider it a valid argument, for you to come in and say that if you take
this away, you are putting an additional burden on us because we are
providing certain services to our municipalities and States with that
m onev.

I think that the answer to the social security recipient is that is my
tax money. If you want to provide services, get it, out of the general
tax levies antl not out of sharing from the social security funds.

That, to me, is a very unpersuasive argument.
IMr. RUSSELL. Mr. Chairman, it may not have originally been the

intention to l)rovide revenues for local governments to subsidize local
services but, in fact, over 20 years, in many areas, I think they have
become dependent on it, and while social security recipients may
question the use of those funds for local services, and rightfully so,
I think that we still have to look at the impact it is going to have on
local services.

Senator NELSON. You raise a very important point that is much
broader than that. We now have-and there are State legislatures
represented here-we have 22 legislatures that have passed constitu-
tional resolutions anti amendments to require the Federal Government
to have a balanced budget..

Those same legislatures are raising hog with me for proposing that
we take away general revenue sharing for the States even though
42 States have $8 billion in surplus.

And then you have Governor Brown sitting out there in California
denouncing the unbalanced Federal budget anti asking for a constitu-
tional amendment denouncing the Congress while his State is getting
$10 billion worth of Federal money. I want to hell) Governor Brown
anti take away his general revenue sharing. It will help balance the
budget.

To come down here and argue that you are providing general services
to the community out of social security retirees' money, and you
cannot afford to give it up is totally unpersuasive to me.
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Mr. RUSSELL. I would like to emphasize that our primary concern
is really not the loss of interest income, but rather the administrative
burden.

Senator NELSON. That is a question that I wish you would address,
because I think when the record is all over with, we will not hear from
the witnesses here, from the Social Security Administration or the
GAO an actual proof of what has happened on the paperwork issue.

You represent the towns' association. It would be very helpful for
the record if you just (lid a sampling of your towns with employees
of 3 or 4 to 50 and 100, and took the actual paperwork and did a time
study, which would not be too difficult to do, so that the record would
show whether or not there is an increase in paperwork for the munici-
palities.

That is an important factor, because the Congress does not want to
increase paperwork. We would like to see it cut. But I did not get that
testimony from the Social Security Administration or from the GAO
and, thus far, not from this panel.

Each side is giving us their conclusions that it does not increase
paperwork, and you that it does, and with no proof of what. actually
happens.

Mr. RUSSELL. We can only project that there will be an increased
amount of paperwork. We don't know to the extent that will be, yet,
because the system has not yet been implemented, and we are reflect-
ing basically the information we are getting from State administrators
who indicate that they will be forced, because of their responsibilities,
to increase the reporting requirements, and so it, is very difficult to
project at this point. exactly what that is going to mean.

All we can say is, generally speaking, we think that it is going to
result in an increased administrative burden which, by itself, will
affect all municipalities negatively, but particularly the smaller ones
are going to have a harder time.

They spent years basically entering into productive, positive
relationships with the administrators, with the State Social Security
program. Now, if they have to change, it will be very difficult for them,
specially the part-time elected officials.

Senator NELSON. If you tie the two together, the Social Security
Administrator testified, as you heard, that they will propose that
you go to an annual report on form 941 instead of a quarterly report.
It is his judgment that, combing that along with what they are pro-
posing, the paperwork will be less. Your judgment is that it will be
more; and neither side has come to the Congress with any proof of
either, and that is what is bothersome.

The one proof that is clear is the statement of the Social Security
Administration and the GAO, and confirmed by you people, that you
are making a roflt on interest earned over and above your adminis-
trative costs. Vou both agree to that.

Mr. RUSSELL. Yes; I would like to point out, however, in the case of
township governments, the profit, as it is called, is really very mar-
ginal. That issue is really not the import one with us, but rather the
redtape.

I think when the administrators of the State programs speak, they
will probably be in a better position to let you known what the impact
will be on smaller municipalities, because they deal with them on a
day-to-day basis.
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,Senator DANFORTH. Let me ask you two questions just on the
paperwork point. Would not the paperwork be reduced, would not
your problem be solved. If there were a different rule established for
very small units of governments than for the larger ones?

Is that a feasible alternative? Could we somehow define smaller
units of government according to number of employees, and so on,
and keep them under the present system and move larger govern-
ments into the new monthly method?

Secondly, I do not understand what is wrong with keeping the
present system, if that is less paperwork, and simply charging interest
to you? Why would that not work?

Maybe it would be imprecise, but it would seem to me that it would
bt Close enough that it would solve the problem of those who say it is
not equitable to be profiting at the expense of the trust fund and,
therefore, that the money we are going to get, we are going to charge
you for the use of it..

Would that be the tremendous paperwork burden as the Ad-
ministrator indicated that it would? Why would it not be fair and
reasonable?

Mr. RUSSELL. I would like to address the first suggestion that you
made. I would like to say that it represents a laudible approach. We
feel that is is time that the Congress and the administration recognize
that small local governments have smaller capacities that the larger
municipalities.

We would support methods to make it easier for them to comply with
Federal regulations.

What I am talking about has to do with State requirements under
Federal law. The States feel, as I understand it, that they would be
required to get more local information under the proposed regulations,
or under the final regulations, of the Social Security Administration.

Senator DANFORTH. That could be remedied, could it not?
Mr. RUSSELL. I am not sure whether that could be done by ad-

ministrative fiat or legislative change. I suspect that it would not
be difficult. But they report to their States-township officials now
report to their State administrators and the State administrators are
telling them that they will be required to ask more information with
the eight checks per year system than under the quarterly system.
That is primarily our concern.

Senator DANFORTH. If there were a quarterly system for the very
small, let us suppose that there is a town of 2,000 people with three
employees. Could it not be made clear that we would stay on a quarterly
system and everything would be the same with respect to the very
small government?

Probably it would have a very minimal effect, if any, in respect to
dollars, but it might alleviate the administrative burden for those
units of government that are operated on a volunteer basis by the guy
who heads the local hardware store or the gas station.

The second, and more far-reaching suggestion that I would have is
that the problem is money rather than forms, Why not compute the
interest? Why not charge interest for local governments at any rate
that we wanted to? The Federal Government now charges all kinds
of interest. Why not do the same thing?

Mr. RUSSELL. I cannot state the position, obviously, of the Social
Security Administration.
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Senator DANFORTH. I would like your views on both those proposals.
Mr. RUSSELL. The bottom line for local officials would be better.

They would break even, at least. That would be acceptable, but it
would not cost, them more money as a result of interest payments.

Most certainly, anything that can be done to reduce the )al)erwork
is really the issue, and that )roposal that they be kept at a quarterly
reporting system, I think, is a good one.

Senator NELSONz. Let me say that Senator Danforth raised a good
point, The Administration has already proposed, as you know re-
vised income tax withholding payment schedules. If a municipality
has social security and income taxes of $1,000, or less that $1,000,
they will be allowed to report quarterly rather than on a payroll
)eriod.

If you apply some kind of an exemption like that to municipalities
to get, away from reporting, as Senator Danforth says, it would not
cost much money. Would that solve your administrative l)roblem if
the exemption were at a reasonable level?

Mr. RUSSELL. As discussed, I belive it would.
I would just like to close by thanking you again and by asking that

if an administrative remedy cannot be proposed such as we discussed,
that a legislative remedy be introduced to achieve the same end.

Thank you very much.

STATEMENT OF JAMES A. KRIVITZ, SUPERVISOR, MILWAUKEE
COUNTY, WIS.

Mr. KRIVITZ. I think we are underemphasizing the possible impact
on counties opting out of the system. I can speak from experience.

In Milwaukee County at the present time, there is legislation intro-
duced to do just that. At the present time, we are trying to evaluate
the fiscal impact from all sides, but it is a serious proposal and this is
happening in other counties across the country also. I do not think
that we should underemphasize that point.

Finally, I would hope that, at the very least, this panel would allow
States and local governments to give a little more input into these
proposals.

The present data that the Government people that are testifying
here gave you is from 1974, and extensive contacts were not made
with local units of government at that time. I understand the National
Association of Counties would be willing to commission a survey to
look at counties and give their input into this process, if a little more
time were extended to do this.

Senator NELSON. Your concern is additional paperwork, or loss
of revenues, or both?

Mr. KRIVITZ. In Milwaukee County, we lose roughly $150,000 a
year. Obviously, that is not an insignificant sum, but at the same time
we realize that the system is not going to stop if we do not get that
money.

I think data processing is probably the major concern of many of
the larger automated counties, at least automated in terms of payroll
processing. We run a pretty tight ship, and the impacts of proposi-
tion 13 have been felt fairly strongly in the last couple of years. We
have either held even or lowered our property tax levy in the last 5
years.
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Our data processing at the present time is at a point-because of
the fact that we have been able to reduce many of our own adminis-
trative procedures-where we can handle the workload that we have.
I think that something like this would give input, or add some sort
of an additional cost.

In fact, this is what I was provided with by our staff back home. To
possibly require additions to that data processing system-tliese
costs could run from $100,000 to $1 million, depending on the com-
plexity of the system.

From my standpoint, from the larger county standpoint, I think
the data processing question, in terms of the administration problems,
would be the most significant.

Senator NELSON. You said the National Association of Counties
would be willing to make a survey if they had the opportunity. Do
you mean to take the proposal and do a careful study to determine
whether or not it increases paperwork?

Mr. KRIVITZ. I think they would ask counties to respond specifically
to how these proposed regulations would affect them in all areas, both
financially and administratively.

Senator NELSON. Thankyou very much.
Mr. BREITENBERG. Mr. Chairman, I have an extensive statement

that has been prepared. With your permission, I will submit it for
the record and summarize its contents.

Senator NELSON. It will be printed in the record, and you make
the points that have not already been covered.

STATEMENT OF JOHN BREITENBERG, REPRESENTING HON. JAMES
CLARK, PRESIDENT, MARYLAND STATE SENATE, ON BEHALF OF
THE NATIONAL CONFERENCE OF STATE LEGISLATURES

Mr. BREITENBERO. I challenge a philosophy which seems to be
widespread within the Federal bureaucracy. Too many Federal officials
and the Federal regulations that they promulgate treat State and local
governments as though they were profitmaking enter rises.

First, I think that wve must all agree that the Federal, State, and
local levels of government, together with the Government in this
country, that we all serve the same master, our common constituent,
the taxpayer. Secondly, Federal regulators need to recognize that, the
financing of new or increased mandates imposed upon us by the Fed-
eral Government must come from these same taxpayers.
' Imposing an additional administrative burden on the State and

local governments, and a reduction or limination of the interest
revenues, will place undue pressures on the very taxes which the voters
appear to like least.

While HEW and GAO point to the potential gains to the Federal
Government to changing the social security deposit requirements,
what we are really talking about is a shifting of taxpayer dollars from
one pocket to the other. We must also recognize that there is a funda-
mental difference between private and public employer participation
in the social security system.
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Increasing the deposit schedule for State and local governments
is not going to significantly alter the fiscal condition of the social
security trust fund. The added administrative costs and loss of in-
terest earnings will, however, have a significant effect on some State
and local tax systems.

If implemented, the HEW proposal would raise State and local
government expenditures in order to finance the administrative bur-
dens, while at the same time reduce the revenues through the loss of
the interest earnings.

It is hard for State elected officials to sit idly by while we are getting
hit from all sides at once. Many jurisdictions are hard pressed to
balance their budgets as a result of proposition 13. We must be con-
cerned with the widespread adoption of limits on spending and taxing
by our common constituents, the taxpayer.

The HEW regulations are not sensitive to the fiscal interrelation-
ships which exist among Federal, State, and local governments.

We are elected to serve a common taxpayer, not a particular gov-
ernment entity. Therefore, the Federal Government should resist
the temptation to impose mandates on States and localities in a manner
which will exacerbate the fiscal pressures on State and local budgets.

Increases in State and local employee coverage, and State and local
investment practices, have resulted in increased interest income to
State and localities. States readily recognize that their loss of interest
income would become the Federal Government's gain, and some
observers point-

Senator NELSON. May I interrupt you? I do not think you really
mean that. It would not be the Federal Government's gain. These
are social security funds that belong to the social security taxpayers,
do they not?

Mr. BREITENBERG. That is very true.
Senator NELSON. These are trust fund money. These are not general

funds money of the Federal Government.
Mr. BREITENBERG. I meant gain in regard to loss of the States.

Some observers point to the States' opposition to the change as a
selfish reaction. However, interest earnings in the past have helped
defray administrative costs of the social security collection program,
which is the case in my own State of Maryland, and there is growing
concern that the interest that States and localities might lose under the
new schedule will not be enough to meet these administrative costs.

One of the main reasons for the HEW deposit schedule change, the
obvious increase in the Federal social security increases due to fre-
quency of social security collection, is that there has been discussion
for years in equalizing public and private employees' schedules. You
cannot compare State and local governments with other employees,
especially when social security deposits are involved.

State governments are made up of hundreds, in some case thousands,
of political subdivisions operating independently. Private organiza-
tions have a well-defined chain of command which controls the
activities of a private company. The lack of a well-defined and co-
ordinated mechanism in State government makes compliance with the
new HEW regulations much more difficult for States than it does for
a private company.
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During the 1977 consideration of the Social Security Act, both you
and Senator Danforth developed proposals which would have partially
eqalized the aftertax social security burdens imposed on States, local
governments, and nonprofit entities. These proposals were based on
another major difference between these two classes of employers, and
they sought to place public employers on a more equitable footing in
regard to their social security tax liability.

If it is desirable to doubt the Federal policy which will narrow the
differences betweenprivate and public employees with regard to the
deposit issue, then Congress should also provide for equity in terms
of the aftertax liability for these two distinct employer groups.

We are proposing a refundable tax credit which may be claimed by
organizations which are exempt from Federal income taxes. This
refundable credit should be considered in light of the credit that the
tax system currently provides to private employers.

Social security taxes are considered a business expense for private
sector employers and as such are deducted from the State and Federal
income tax returns. For example, a business that pays $100,000 in
FICA taxes can deduct 48 percent of this amount on Federal returns
plus additional sums for State tax liabilities.

The same $100,000 contributed by a private employer cannot be
offset under the tax system.

Therefore, the public employer has a greater financial burden than
the private counterpart.

This inequitable treatment of public employers should be addressed
by the Congress. Hard-pressed State and local governments require
assistance in meeting the fiscal demands of increased social security
costs.

Profitmaking organizations bear only a portion of the increased
social security costs, since they can partially offset the recent payroll
tax increase on the Federal and State income tax returns. In order to
provide parity of treatment between public and private employer
contributions, NCSL urges Congress to enact a refundable credit
which could be financed with general revenues so it would not be a
loss to the social security trust fund.

That concludes my statement, Mr. Chairman, and I thank you for
the opportunity to testify today.

Senator NELSON. Thank you. Senator Dole?
Senator DOLE. I would like to ask one question about the ratio

between administrative costs currently and your investment earnings.
What is the ratio as far as your interest earnings and administra-

tive costs? Does the interest exceed the administrative costs now?
Mr. BREITENBERG. In my own State-I just received this infor-

mation-last year the interest earnings were $2.3 million; the overhead
administrative costs were around $400,000.

Senator DOLE. That would be pretty much the national ratio?
That would be under the current system. Do you have any projections
on what it would be if we changed it?

Mr. BREITENBERG. Yes, sir. The changes are estimated at two-
thirds that. In other words, $800,000 in interest earnings for the next
fiscal year. Overhead costs would rise, but it is difficult to say how
much. There will be a process of reeducation. There certainly will be
additional paperwork by the localities, and there will be some addi-
tional personnel required.
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Senator DOLE. There may be some way to work out a credit for
atininistrative costs. I can understand the profit motive, too, and I
think that you have raised a good point about how you are treated
differently from the private employer, but we have, in effect, a $2.2
billion windfall, anti if you add that for fiscal 1980 on into 1981, it
would be $2.6 billion, if we make certain changes in how we treat
private employers.

I was going to ask the Administrator what they are going to (1o with
the extra money, but it occurred to me, it would be a chance to reduce
if, in fact, this is to be done, to reduce the social security tax to em-
)loyees and employers about a total of 0.25 percent because there are

pressures, of course, to (to that also.
Has Maryland passed a resolution calling for a constitutional

ainendment?
Mr. BREITENBERG. Yes; it has. As a matter of fact, President

Clark is one of the leaders of that movement throughout the Nation.
Senator DOLE. I think Senator Nelson (loes raise a good )oint. If

they are going to l)ut pressure on us to balance the budget, I guess
we go right down the line and pick out every area-maybe profit is
not the world, but where there is income to the States through use
of Federal funds and eliminate those, plus maybe some of the programs.

But I think many of us agree on the balanced budget concept, in-
c(lding Senator Nelson, of course. That (toes not other Senator
Clark? Ile sees a difference between this problem anti the balanced
budget?

Mr. BREITENBERG. Yes, Senator; he does.
Senator DOLE. It (loes not bother us, either.
Senator NELSON. Thank you all very much for taking the time to

come an! testify.
[The prepared statements of the preceding panel follow:]

ST.hTEMENT OF Ho-x. JOHN FRANKE, CHAIRMAN, BOARD OF COMMISSIONERS,
JOHNSON COUNTY, KANS. AND lION. JAMES A. KRIVITZ, SUPERVISOR, IIL-
WAUKEE COUNTY W\IS., ON BEHALF OF THE NATIONAL ASSOCIATION OF COUN-
TIES (NACo)

Mr. Chairman, and distinguished meml)ers of the subcommittee, I am John
Franke, Chairman of the board of conmissioners, Johnson County, Kansas and
Chairman of NACo's labor/management policy steering committee. I am ac-
companied by James A. Krivitz, Supervisor, Milwaukee County, Wisconsin and
Chairman of NACo's labor/management sulbcomnmittee on employee compensa-
tion benefits and by Charles M. Loveless, NACo legislative representative.

We are here testifying Ibefore your committee today on behalf of NACo with a
ineinhirshil) of over 3,000 counties across the Nation.* We also would like to
indicate that we are speaking today on behalf of the municipal finance officers
association, a professional association of State and local government finance
officials. I will make a brief statement to be followed by supervisor Krivitz who
will also offer some brief comments.

Let nic begin by thanking you, Mr. Chairman, for the opportunity to present
the views of county government on a matter of utmost concern to us, the final.
regulations ptbklished in the November 20, 1978 Federal Register by the Social
Security Administration. U.S. Department of llealth, Education and Welfare
(IMEAW). Specifically, I am of course referring to those regulations which require
more frequent deposits of Social Security contributions by State and local
governments, effective July 1, 1980.

* The National Association of Counties iq the only national organization representing
county government in the United States. Through its membership, urban, suburban and
rural counties Join together to build effective, responsive county government.

The goals of the organization are to: improve county government; serve as the national
spokesman for county government; act as a liaison between the nation's counties and
other levels of government; achieve public understanding of the role of counties In the
federal system.
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On July 11, 1978, at NACo's annual conference in Atlanta, Georgia which was
attended by over 3,500 county officials, our membership adopted a resolution
opposing the proposed 111AW regulations on this subject which were issued on
March 30, 1978 and expressing our support of Congressional efforts to retain the
quarterly deposit requirements which have b'een in effect since 1951. A copy of this
resolutio- is set forth below as attachment No. 1.

Only last week, on January 24, 1979, NACo's labor/management policy steering
committee voted unanimously to adopt a resolution which specifically opposes the
November 20, 1978 regulations and reiterates our strong support of legislation pre-
serving the present quarterly deposit and reporting requirements. A copy of the
resolution is set forth below is attaeement No. 2.

NACo strongly opposes IIEW's November 20, 1978 regulations and supports
congressional efforts to maintain the current quarterly deposit and reporting
requirements for several reasons. First, the regulations will impose an onerous
new administrative burden on counties and on other units of local and state
governments and will result in a significant increase in administrative costs. In
some cases, as I will document below, compliance with the new regulations will 1;e
virtually impossible..

Second, the regulations will impose a substantial loss of interest earnings or
cash flow on counties and other units of State and local government which are
already financially hardpressed.

And finally, we believe the November 20, 1978 regulations violate the spirit,
if not the letter, of the Social Security Act and of executive Order No. 12044
which requires that Federal agencies and departments not impose unnecessary
biurdens on State and local governments and mandates a comprehensive analysis
of all regulations which have"major consequences" for State and local governments.

I. IHEW'S NOVEMBER 20, 1978 REGULATIONS WILL IMPOSE AN ONEROUS NEW AD-
MINISTRATIVE BURDEN ON COUNTIES AND OTHER UNITS OF LOCAL AND STATE
GOVERNMENT

IfEW\'s November 20, 1978 regulations, which are effective July 1, 1980, re-
q(lire State administrators of social security coverage for State and local govern-
meat employees to deposit their payments within fifteen days after the end of the
first month of the quarter, within fifteen days after the end of the second month
of the quarter and within forty-five days after the end of the third month of the
quarter (hereafter referred to as the 15/15/45 day cycle). While in HtEW's
view thas represents a compromise between the legitimate interest of State govern-
mients and the financial needs of the social security system, we belive that HEW
has failed to take into account the significant operational impact which the regula-
tions will have on local governments.

We have been informed hv various State social security administrators that the
new deposit schedule mandated by the November 20 regulations will, for the first
two months of the 15/15/45 day cycle, require local government units to turn over
to the States employee social security contributions, together with the matching
payments of local government employers, no later than three to five days after the
end of the month (which may include weekends and other non-working days). This
Would be necessary in order that the States will have the time to reconcile, con-
solidate and file l)ayments for the many local units of government within their
jurisdictions hy the 15th day deadline.

Under the current deposit and reporting requirements, local government re-
porting units (for social seettrity purposes) are usually given up to thirty days by
the States to torn over their social security contributions. Thus, the net effect of
the November 20, 1978 regulations is to reduce the reconciliation and disburse-
ment period for local units of government from approximately thirty days to
Between three and five days. When we also consider that the new regulations re-
quire counties and other local governments to perform this reconciliation and dis-.
lursement function twelve times a year rather than on the current quarterly
basis, we can only begin to appreciate the magnitude of the administrative problem
for local governments.

In our view, Mr. Chairman, the hIEW regulations and the Comptroller Gen-
eral's December 18, 1978 report to the Congress, entitled "Liberal Deposit Re-
q6rements of States' Social Security Contributions Adversely Affected Trust
Funds," indicate a fundamental misunderstanding of the accounting and reporting
procedures utilized by most counties and other units of local government. T)ue to
financial, staffing, and other limitations, most counties and other local governments
do not have complex and sophisticated, computerized payroll-accounting systems.
As will be substantiated by the State social security administrators present in
this room, many locai reporting officials are part-time or volunteer workers; they
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often arc housewives or businessmen who, in effect, serve as part-time hokkeepers
for local governmental units. Accordingly, there is a high frequency of turnover
among local reporting officials.

We have been informed by various State social security administrators that
county governments will also be responsible, at least in certain States such as
Wisconsin, for performing the reporting/disbursement function for various county-
owned enterprises such as hospitals and nursing homes which, for Federal income
tax withholding purposes, the Internal Revenue Service treats as separate re-
porting units. When it is considered that these facilities frequently have separate
payroll systems and employ large numbers of employees, the task of those county
officials charged with remitting and reporting contributions and wages under the
regulations becomes even more complex.

In our view, the operational impact of HEW's regulations on counties and other
local governments may be summarized as follows:

1. Thousands of local governments will be forced to hire additional personnel
to meet the demands of the increased remittance and reporting requirements and
the compression of time in which payments and accompanying information are
to be submitted to the States. for example, in my home, Johnson County, Kansas,
with a population of approximately 238,000, the county budget director has in-
formed me that we will be required to hire an additional accounting clerk in order
to com ply with the regulations.

2. MI any local governments will conclude that there is no alternative but to
computerize their payroll accounting systems. Such a costly innovation for an
individual county will involve an initial capital expenditure of many thousands
of taxpayer dollars. Even in those counties which already have computerized
systems, an initial major operating expenditure will be required in order to re-
design the computer software necessary to generate the required information.

3. Training programs, financed presumably by local and state governments,
will need to be instituted to educate local reporting officials in regard to complying
with the new regulations. When we consider that there are approximately 61,000
reporting units, such a task is obviously of enormous magnitude. Further, as there
is a high percentage of turnover among local reporting officials, training programs
must necessarily be of an ongoing nature.

4. A significant number of smaller counties and other local governments will
simply find it impossible to comply with the new regulations. As I have already
indicated, many local public reporting officials are part-time or volunteer workers,
and with the increased workload imposed on them by the regulations, a significant
percentage of these officials may not be able to provide accurate and timely pay-
ments and reports to the States.

Mr. Chairman, I believe the administrative burden and cost of HEW's Novem-
ber 20, 1978 regulations may be graphically illustrated by examining the probable
impact on a county with which you are well acquainted, Polk County, Wisconsin.
Polk County, has a population of approximately 30,000 and has the equivalent
of approximately 235 full-time employees, according to NACo'S County Year
Book (1978). Elroy Sprangenbeg, Polk County clerk, informs us that the County
has a manual payroll-accounting system and currently employs one person to
complete all wage records, including the social security contribution reports.
Spangenberg indicates that, in his judgment, Polk County will be unable to comply
with the November 20 regulations unless it changes to a computerized payroll
system. Under the current system, the county accounting clerk would have to
manually record the wages of all employees in order to arrive at the total figure
for employer and employee contributions, and Spangenberg believes that it would
be impossible for Polk County to complete the reporting and remittance process
within the requisite three to five day period.

This task is further complicated by the fact that Polk County operates a home
for the aged, Golden Age Manor, which employs approximately eighty employees
and has an entirely separate payroll system. Spangenberg points out that Polk
County would be responsible for transmitting to the State of Wisconsin in the
social security contributions and wage information for the Golden Age Manor
employees.

Spangenberg estimates that the initial capital expenditure required for establish-
ing a computerized payroll system to be in the range of $75,000 to $100,000.
Polk county's total tax budget for the past year was approximately $1,750,000,
and he therefore believes that computerization will inevitably require an increase
in local taxes. ie also points out that there will be additional expenses involved in
implementing the regulations primarily in the area of either training existing per-
sonnel or hiring a new employee to operate the system.
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Finally, Spangenberg points out that there are thirty-five municipal govern-
ments within Polk county consisting of townships and villages, and each of these
jurisdictions has a part-time bookkeeper. In his view, many of these jurisdictions
will be unable to comply with the November 20 regulations and in those juris-
dictions which attempt to comply, there will be significant increases in personnel
and other administrative costs.

While we have no way of estimating for all county governments the total cost
and increase in paperwork involved in complying with H EW's November 20, 1978
regulations, suffice it to state that the probable impact on Polk county indicates
the figure will be a very significant one.

1I. HEW'S NOVEMBER 20, 1978 REGULATIONS WILL IMPOSE A SUBSTANTIAL LOSS ON
INTEREST INCOME OR CASH FLOW ON COUNTIES AND OTHER UNITS OF LOCAL AND
STATE GOVERNMENT WHICH ARE ALREADY FINANCIALLY HARDPRESSED

The November 20, 1978 regulations will impose a substantial financial hardship
on counties and other local units of government by significantly reducing, if not
eliminating, opportunities for short-term investment of social security contributions.
In response to a June 1976 questionnaire prepared by the Social Security Adminis-
tration at the request of the subcommittee on Social Security, House Ways and
Means Committee, 41 States supplied information indicating an estimated interest
loss of $42 million for 1974 if a monthly deposit schedule was instituted. In the
intervening five year period, it is reasonable to estimate that the amount of this
loss would be considerably higher. While HEW maintains in its November 20,
1978 comments in the Federal Register on the final regulations that State and
local governments would continue to earn some amount of interest income, clearly
investment opportunities have been substantially reduced.

Current estimates on loss of yearly interest income for a selected number of
county governments indicates the following;

1. Harris County, Texas will lose approximately $70,000 on interest earned in
1981, the first full year under the regulations, as is indicated in the statement of
D. Gayle McNutt, Washington Representative, Harris County, Texas, which is
set forth below as attachment No. 3;

2. Alameda County, California will lose $80,000;
3. Johnson County, Kansas will lose $2,500;
4. Los Angeles County, California will lose $1.5 million;
5. Polk County, Wisconsin will lose between $1,500 and $2,000;
6. San Diego County, California will lose $152,000;
7. Milwaukee County, Wisconsin will lose $150,000;
8. Iarnett County, North Carolina will lose between $5,000 and $6,000.
As you know, Mr. Chairman, counties and other local and State governments are

faced today with serious financial and complex management problems. Inflation
and economic stagnation have increased the cost of government while tax revenues
have not kept pace. Thu-:,, we believe an inevitable effect of the November 20
regulations is either to increase the already heavy burden on local taxpayers or
to reduce the level of local government services and the number of local personnel.

II. HEW'S NOVEMBER 20, 1978 REGULATIONS VIOLATE THE SPIRIT, IF NOT THE LETTER,
OF THE SOCIAL SECURITY ACT AND OF EXECUTIVE ORDER NO. 12044 WHICH REQUIRES
THAT FEDERAL AGENCIES AND DEPARTMENTS NOT IMPOSE UNNECESSARY BURDENS
ON STATE AND LOCAL GOVERNMENTS AND MANDATES A COMPREHENSIVE ANALYSIS
OF ALL REGULATIONS WHICH HAVE MAJORR CONSEQUENCES FOR STATE AND
LOCAL GOVERNMENTS

Section 218 of the Social Security Act, 42 U.S.C. 418, provides for Social
Security coverage for local and state government employees through voluntary
agreements entered into between each state and HEW. Under the terms of these
voluntary social security coverage agreements, the state assumes full responsibility
for all aspects of the coverage, including filing wage reports and paying contri-
butions for all covered local and state government employees.

Section 218(i), 42 U.S.C. 418(i), provides that the reporting and payment
regulations prescribed for the States by the HEW Secretary shall be "so far as
practicable' the same requirements as those imposed on private sector employers
under title II of the Social Security Act and chapter 21 and subtitle f of the
Internal Revenue Code of 1954. In adopting this statutory requirement over
twenty-five years ago, we believe that Congress clearly recognized the inherent
legal and other differences existing between local and State governments and
private sector employers and that, accordingly, it adopted the "practicability"
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standard to ensure that no onerous administrative or financial burdens would be
placed on State and local governments which extended social security coverage
to their employees.

It is not our purpose today to outline the various legal, financial and other
distinctions which may be drawn between local and State government employers,
on the one hand, and private sector employers, on the other. We have already
alluded to some of these differences in previous sections of our testimony. However,
it should be pointed out that one key difference may be found within the Social
Security Act itself: While participation in the social security system is mandatory
for most private employers, local and State governments do so on the basis (if
voluntary agreements with the Federal Government. Further, it should be stressed
that while private employers may pass along increased social security costs to
individual consumers who are not compelled to buy services or products, the
increased costs to local and State governments ultimately will be paid for by all
in the form of either higher taxes or a reduction in the level of services.

In 1951, IIEW recognized these "practicable" differences by requiring the
States to report on wages and salaries of covered employees and to deposit em-
ployer and employee contributions within thirty days after the end of each
calendar quarter Indeed, in 1959, IIEW, recognizing the administrative diffi-
ctlties involved in reporting and depositing State and local government employee
contributions, granted an additional fifteen days after the end of each calendar
quarter for reporting and depositing contributions Now, twenty years later, in
issuiing its Novenber 20 regulations, tHEW has decided to ignore the practicalility
standard of section 218(i) of the Social Security Act by placing significant new
administrative and financial burdens on local and State governments.

On March 24, 1978, the President issued Executive Order No. 12044, entitled
"Imr)oving Government Regulations," 43 F.R. 12661 (hereafter referred to as
E.O. 12044). Among other things, E.O. 12044 directs Federal agencies to issue
reglations which "* * * shall not impose unnecessary burdens * * * on State
and local governments." It further mandates that agencies shall conduct a corn-
prehensive regulatory analysis of proposed "significant" regulations (those involv-
ing a significant increase in costs or prices for levels of government, section 3(a)
(l)(1)), E.O. 12044) which shall include "* * * a description of the major alterna-
tive ways of dealing with the problem that were considered by the agency; an
analysis of the economic consequences of each of these alternatives and a detailed
exl)lanation of the reasons for choosing one alternative over the others." Section
30))(1), V.O. 12044.

In our view, HEW has not complied with the mandate of E.O. 12044 in issuing
its notice of proposed rulemaking published in the Federal Register on March 30,
1978 and in issing its final regulations on Novelnber 20, 1978. As indicated
ahove, section 3(b)(1) of E.O. 12044 requires an analysis of the economic con-
sequences of each of the major alternative ways of dealing with the prollem.
Implicit within this mandate, we believe, is the requirement that the economic
data on which the analysis is ba:ied reflect current fiscal realities. However, in
its discussion of the loss of interest income to the States involved in implementing
the regulations (see 43 F.R. 54084, November 20, 1978), HEW refers principally
to the results of a questionnaire prepared by the Social Security Administratioin
sent to the States in early 1976 which was designed to secure 1974 data on the
e.stimated interest losses to the States if a monthly deposit schedule was imple-
plemented. While It EW acknowledges that "(T) he States indicate that the amount
of those interest losses has now increased," 43 F.R. 54084, it should be noted that,
to the best of our knowledge, HEW has failed to present or analyze any more
ctirrent data on the amount of income loss to the States. In this regard, we belie e
that IIEW has failed to comply with the mandate of E.O. 12044.

CONCLUSION

For the foregoing reasons, we are strongly opposed to HEW's November 20,
1978 regulations and on behalf of the National Association of Counties, we
respectfully urge your consideration and support of legislation preserving the
current quarterly deposit and reporting schedule for State, County and other local
units of Government. While we strongly support efforts by the Congress to in-
prove the financial position of the social security system, we believe that imple-
mentation of the November 20 regulations will do little to solve the fiscal ills of
the system when compared to adverse administrative and financial impact they
will have on counties and other State and local Governments. We believe the
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regulations only add further incentives for our counties, cities, townships and
states to exercise their right under the current law to withdraw from the system.

Thank you, and we will be pleased to answer any questions you might have.

ATTACHMENT No. 1

RESOLUTION ON LEGISLATION TO RETAIN QUARTERLY DEPOSITS AND REPORTING
FOR SOCIAL SECURITY

Whereas, Counties and other local and state units of government now deposit
employees' federal Social Security deductions and contributions (FICA) with the
Social Security Division on a quarterly basis; and

Whereas, HEW has already decided that it will publish a notice of proposed
rulemaking to require those governments to make monthly, rather than quarterly,
deposits beginning in January 1980 and has indicated that the preamble of the
proposed regulations will solicit comments on the possibility of a phase-in; and

Whereas, Such a requirement would result in substantial interest income loss
to county governments, and the potential administrative cost would more than
triple in some cases; and

Whereas, H.R. 11117 introduced by Rep. Robert Roe (D-N.J.) proposes to
retain the present quarterly deposits and reporting requirements and has been
referred to the House Ways and Means Committee: Therefore, be it

Resolved, That the National Association of Counties recommend support of
H.R. 11117 with supporting data on the impact on counties, and also urge each
congressman on the House Ways and Means Committee to hold hearings as soon
as possible to maintain the quarterly deposits and reporting requirements.

Adopted at the Annual Conference of the National Association of Counties,
July 11, 1978, Fulton County, Georgia.

ATTACHMENT No. 2

RESOLUTION ON LEGISLATION TO RETAIN QUARTERLY DEPOSITS
AND REPORTING FOR SOCIAL SECURITY

Whereas, Counties and other local and state units of government now deposit
employees' federal Social Security deductions and contributions (FICA) with the
Social Security Division on a quarterly basis; and

Whereas, HEW issued on November 20, 1978 final regulations requiring more
frequent deposits of Social Security contributions; and

Whereas, Such regulations will be impracticable to administer, significantly
increase administrative costs, and result in a substantial loss of interest income to
county governments: Therefore be it

Resolved, That the National Association of Counties urges Congress to enact
legislation to maintain the present quarterly deposit and reporting requirements.

Adopted by the Labor/Management Policy Steering Committee of the National
Association of Counties, January 24, 1979.

ATTACHMENT No. 3
JANUARY 29, 1979.

STATEMENT BY D. GAYLE MlcNUTT, WASHINGTON REPRESENTATIVE, HARRIS
COUNTY, TEX.

To: Hon. aylord Nelson, Chairman,
And Members of the Subcommittee on Social Security
Senate Finance Committee.

MINR. CHAIRMAN AND "MEMBERS OF THE SUBCOMMITTEE: As the Representative
of Harris County (Texas) Commissioners Court, the governing body of one of the
largest and fastest growing metropolitan areas (Houston) in the nation, I would
like to express our opposition to the Social Security Administration's announced
regulations requiring monthly, rather than quarterly, payments into the Social
Security Trust Fund.

I will cite a number of reasons for our opposition, but I believe the "bottom
line" of the proposal-and for our opposition-is clear to all: The net result of the
regulation change is to transfer revenue from the local level of government to the
federal level of government.
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Or more simply stated: Our local taxpayers are going to pay the costs of this
proposal, either through increased County taxes, or lose the equivalent services
from the County required to pay these costs.

I attach to my statement a copy of a resolution adopted by Commissioners
Court soon after these regulations were proposed by the Social Security Adminis-
tration last year. The minor modifications in the final regulations in no way alter
our continuing opposition.

Also attached is a letter from our County Auditor certifying certain specific 4
revenue losses that would have been suffered by our County had these regulatic.s
been in effect during the last two years.

In promulgating the new regulations, other than the financial aspects, the only
reason given by the Social Security Administration for the change is that state
and local governments should be placed on the same basis as private employers,
or as nearly so as possible.

Such rationale is at best a rather lame justification of the new regulations.
There are two basic fallacies in this argument:

1. There is no recognition of the different fiscal nature of local units of govern-
ments and private employers. The fiscal and accounting processes are considerably
different for the two entities, with a major factor being reporting and payment
requirements of the Internal Revenue Service for the business income of pIvate
employers. These reporting requirements carry over into Social Security. In fact,
Social Security reporting requirements are not the same for all private employers.
Some private employers are required to make deposits as often as weekly. Some
make the deposits biweekly and some monthly. The regulations fit the type of
business.

The present requirement for quarterly deposits by state and local government
was made to fit their fiscal operations and from an accounting standpoint there is
no reason for making the change, since it will only result in higher administrative
costs.

2. There is a basic difference in the participation of private employers ind state
and local governments in the Social Security System: Private employers do so by
federal mandate; state and local governments participate voluntarily.

Almost one-third of state and local government employees do not even partici-
pate in the Social Security program. The ones who do so are at the option of the
government involved. As costs of Social Security continue to rise more and more
local governments are finding the costs to local taxpayers prohibitive and are
opting out of the program. Many are finding that they can provide better worker

rotection and retirement benefits through private coverage than through Social
ecurity. In fact, Harris County is now weighing just such an option. Our em-

ployes already pay 7 percent of their gross salaries iuto a fine employe reitrement
plan (the same as federal employes, who do not participate in Social Security),
plus the 6.13 percent Social Security tax.

Whereas increasing costs to private employers mandated by increased Social
Security costs are passed along by increased prices to consumers, who do not
necessarily have to buy services or products, the increased costs to local govern-
ments can only be passed along in increased taxes, which must be paid by all.

For the record, I would like to amplify the figures provided in the County
Auditor's letter to some extent.

You will note that the costs are for the County General Fund and the County
Flood Control District budgets only. These figures actually represent less than
one-half of our total County budget. When you figure in the costs to our other
entities, such as the Hospital District, etc., which are county-wide in scope and
are part of the overall County government, the costs could reasonably be assumed
to double and then some.

Also consider the fact, in relation to the costs to local taxpayers, that these are
County government figures only. They do not include the increased costs to the
the City of Houston and the other local governments and independent taxing
authorities in Harris County.

Our County taxpayers do pay taxes to those entities, however, and their em-
ployes are covered by Social Secuirity. What I want to illustrate is that the overall
burden on our County taxpayers as a result of these regulations will be many
times the impact cited in our figures provided by the County Auditor.

We cite those figures they are the only ones over which Commissioners Court
has direct authority and which we can certify as to accuracy.

So we are not just talking about $50,000 a year in additional costs (or reduced
services to our local taxpayers), but in the neighborhood of one-half million dollars
or more.

Also, please note that the costs shown by our Auditor increased by 11 percent
between 1977 and 1978. I believe it is reasonable to assume, considering the es-
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calating rates and income levels for Social Security withholding, that the increase
will continue to rise by a minimum of 11 percent each year.

Based on that assumption, the projected cost just to the funds cited In the
attached Auditor's letter would increase from $50,834 in 1978 to approximately
$70,000 in 1981, the first full year the new regulations would be in effect.

I believe you can see from these figures why we oppose the monthly collections
on a purely fiscal basis.

I would further point out that the figures we show do not include the additional
administrative expenses resulting from monthly, rather than quarterly reporting.
We do not know what those costs would be at this time, but they would certainly
be an added burden on the local taxpayer.

What if the Social Security Administration decided we should make our pay-
ments biweekly or even weekly? That would certainly get funds into the Social
Security Trust Fund faster, at least on paper. It would also require us to totally
change our fiscal system and payroll policies, which would involve very signifi-
cant additional administrative costs to our local taxpayers.

It is hard to conceive that Congress intended to allow such powers over local
government to the Administrator of the Social Security program.

With the number of local government entities now considering the exercising of
their right to opt-out of the Social Security program, I wonder if the Social
Security Administration has really fully taken into account the possibility that
the proposed change might be a decisive factor for many. It would not take the
opting-out by too many local governments to more than offset any of the projected
gains in federal revenues resulting from the new collection method.

In summation, the present deposit requirements are working and are in concert
with the original agreement regarding voluntary participation in the Social
Security program by state and local governments. The so-called "15-15-45"-day
deposit regulations would actually do very little to make the payment basis any
more alike for public and private employers. They would, however, take revenues
away from local government and provide further incentive for local governments
to exercise their right to opt-out of Social Security.

The decision by the Social Security Administration to continue with promulga-
tion of the monthly deposit requirements in no way enhances any directive by
Congress and rather would seem to violate the recognition by Congress that the
participation by state and local governments in the Social Security program is
inherently different from that by private employers.

Basically, the only effect of the regulation would be to transfer public revenues
from the local level to the federal level.

We would urge that your Subcommittee take whatever steps necessary to
reverse this arbitrary and ill-founded decision of the Social Security Administra-
tion reflected in its regulations as published in the Federal Register of November
20 1978

Thank you for your consideration of this matter. D. GAYLE McNuTTr.

OFFICE o' COUNTY AUDITOR,
COUNTY OF HARRIS,

Houston, Tex., December 8, 1978.
Mr. I). GAYLE M[CNUTT,

Washington Representative, Harris County, Tex., 1735 New York Avenue, NW.,
Suite 400, Washington, D.C.

I)EAR GAYLE: Thank you for your letter of Novemb-er 20, 1978 concerning the
final Social Security Regulations governing payments of contributions from local
governments.

We agree that the regulations will have an adverse effect on Harris County.
As an example, the interest earned by Harris County on the employees' contribu-
tions was $21,500 in 1977, and $24,186 in 1978. The Flood Control District earned
$1,060 and $1,231 during the same period. The interest on the matching contri-
butions from the County and Flood Control District added to the above amounts
gives a total of $95,954 interest earned for the two year period.

If the new regulations stand, the loss of income to Harris County and Harris
County Flood Control District will Ie very significant.

We appreciate your continuing efforts to support legislation which will repeal
these new Social Security Regulations.

Yours very truly,
S. A. FULLERTON,County Auditor.
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RESOLUTION

Whereas, the Social Security Administration has proposed regulations that
would increase from quarterly to monthly the frequency with which govern-
mental units deposit social security contributions on wages and salaries paid
to covered employees; and,

Whereas, this move would result in an annual loss of interest income to Harris
County of $21,500, and to the Harris County Flood Control District of $1,060;
and

Whereas, it appears that the main reason for this regulatory action is to take
away such interest income and give it to the Federal government; and,

Whereas, the change would deprive the county of a resource that helps offset
administrative expenses involved with properly accounting for the social security
contributions; and,

Whereas, the county would encounter additional expenses and administrative
problems with an accelerated payment scheme; and,

Whereas Commissioners Court is desirous of showing its opposition to this
proposal; Row, therefore, be it

RWolhed, That the Commissioners Court of Harris County, Texas hereby
notifies the Social Security Administration of its opposition to the proposed
regulations affecting social security contributions as cited above.

It is hereby ordered that this resolution be spread upon the minutes of the court
this 10th day of April, A.D., 1978.

Absent, Jon Lindsay, County Judge.
TMBSCommissioner.

JIM FENTENO,
Commissioner.

BOB ECKELS,
Commissioner.

E. A. LYENS JR.dommissioner.
R. E. TURRENTIN, JR.,

County Clerk and ex officio clerk of Commissioners Court.

TESTIMONY OF BARTON D. RUSSELL, EXECUTIVE DIRECTOR, NATIONAL Asso-

CIATION OF TOWNS AND TOWNSHIPS

INTRODUCTION

Mr. Chairman and members of the Subcommittee my name is Barton Russell
and I am the Executive )irector of the Nationai Association of Towns and
Townships. NATaT is a federation representing the interests of local government
officials from over thirteen thousand, predominantly non-metropolitan, small
communities across the Country.

Before beginning my testimony today, I would like to thank Senator Nelson,
on behalf of the Association's Board of Directors, for inviting NATaT to provide
the township viewpoint on this very important intergovernmental issue. Mr. Ed &
Kreuger, Executive Secretary of the Wisconsin Towns Association and Second
Vice President of our National Association, was originally scheduled to testify
before this subcommittee but, regretably, because of a conflicting commitment,
he could not be here today.

At its last meeting the Association's Board of Directors voted unanimously to
oppose attempts by the Social Security Administration to change from the cur-
rent system requiring quarterly deposits of Social Security contributions to a
process which will require more frequent deposits.

ADMINISTRATIVE BURDEN FOR SMALLER LOCAL GOVERNMENTS

The reasons for NATaT's deeply rooted opposition to this change are basically
two-fold. First and foremost, township officials are extremely concerned about the
increased administrative burdens which the new regulations will result in. As
you may know, many of the nation's townships and other smaller jurisdictions are
managed by part-time elected officials-an often overlooked group of local gov-
ernment leaders who provide a valuable service to their communities. These
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jurisdictions do not have the administrative resources which are found in the
larger municipalities. In this day of growing social complexities and increased
state and federal mandates, these local officials are finding it more and more
difficult to cope.

Increased federal paperwork resulting from new regulations has many direct
and visible administrative impacts which, in and of themselves, are offensive
enough. However, one of the more serious negative implications not usually con-
sidered is the effect such regulatory changes have on citizen-officials, who may be
new to local public service. As observed recently by one veteran State Social
Security Administrator:

Too often after agreeing to serve, those local officials find that... to a greatly
increasing extent the red tape is more burdensome and time consuming than they
had realized would be the case. They find that they can ill afford to take time away
from their jobs, and many refuse to be a candidate for another term or they resign
before their term ends.

This, Mr. Chairman, is just one of the very real problems which the National
Association's members have with the changes which were implemented by the
Social Security Administration.

Even though assurances have been given by some federal officials that reporting
requirements will be lessened substantially in the future, township officials are
somewhat doubtful that such will be the case. In many areas of the Country our
members are being told by state administrators that requirements by the Federal
Government for more frequent deposits will mean that they will be required to
provide additional local documentation to the state.

LOCAL GOVERNMENTS WILL SUFFER FINANCIAL HARM

Red tape is not the only serious problem which will result from the new regu-
lations. Local and state governments stand to lose substantial revenues from their
treasuries once these changes go into effect. Townships and other government
entities can ill-afford to lose this money, especially in a time of rising inflation,
federal cutbacks and increasing service demands. Needless to say, this new system
could not have been proposed at a worse time.

CONCLUSION

Because of these deleterious financial consequences and the red tape which
would result, the National Association of Towns and Townships, as previously
stated, is absolutely opposed to changes requiring more frequent deposits of social
security contributions. NATaT supports the view outlined by Senator Nelson in
a recent press release, in which he stated:

. . . the change (will) result in a loss of local government interest income.
and would create a mammoth federal paperwork burden, resulting in increased
administrative costs.

Although Senator Nelson's remarks related to a proposal requiring monthly
deposits, our Association believes that they apply to the new regulations as well.

In the event that a return to the system of quarterly deposits does not occur
as a result of administrative action by the Department of Health, Education and
Welfare, NATaT sincerely hopes that a legislative remedy can be justified as a
result of testimony provided during this hearing.

Again, we would like to thank the Chairman and members of the Subcommittee
for providing me with the opportunity to present the views of our membership
on this extremely important issue.

TESTIMONY OF JOHN BREITENBERG, ADMINISTRATIVE ASSISTANT TO HON. JAMES
CLARK, PRESIDENT OF THE SENATE, MARYLAND STATE SENATE, ON BEHALF
OF THE NATIONAL CONFERENCE OF STATE LEGISLATURES

Mr. Chairman and Members of the Subcommittee: My name is John Breiten-
berg, anti I serve as Administrative Assistant to the Senate President of the
Maryland Legislature, the Honorable James Clark. On behalf of the National
Conference of State Legislatures and Senator James Clark, I am pleased to have
the opportunity to appear before you as you consider modifications to the current
agreements between State and local governments and the Social Security
Administration.
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I challenge a philosophy which seems to be widespread within the federal
bureaucracy. Too many federal officials and the federal regulations they promul-
gate treat state and local governments as if they were profit making enterprises.
First, I think we must all agree that the federal, state and local levels of govern-
ment together form the government in this country and that we all serve the same
master, our common constituent the taxpayer. Secondly, federal regulators need
to recognize that the financing of new or increased mandates imposed on us by
federal government must come from these same taxpayers. Imposing additional
administrative burdens on state and local governments and the reduction or
elimination of the interest revenues will place undue pressures on the very taxes
which the voters appear to like least.

While HEW and GAO point to the potential gains to the federal government
from changing the social security deposit requirements, what we are really talking
about is a shifting of taxpayer dollars from one pocket to the other. We must also
recognize that there is a fundamental difference between private and public
employer participation in the Social Security System.

As you consider changes to the relationship between states and the Social
Security system, please keep in mind the constitutional principles which form the
basis for 'different social security arrangements for public and private entities.

As you know, social security coverage for state and local employees is provided
as the result of voluntary agreements between the state and the U.S. Department
of Health, Education andt Welfare (I1EW). Up to this point in time, social security
contributions which have been collected for both state and local employees are to
be deposited by state governments into a Federal Reserve Bank 45 days after the
end of each calendar quarter.

For the past decade, HEW has considered changing this quarterly social
security deposit system to a monthly method, in order to make contributions by
state governments more consistent with the requirements for contributions by
private employers. Each time this change was contemplated by HEW, the outcry
from state and local governments and members of Congress forced HEW to recon-
sider its position, and the deposit system has remained on a quarterly basis.

The Quarterly deposit schedule was originally conceived for two reasons:
1. Unlike private contributors, state assume liability for inaccuracies in the

records and payments for state and local employees. State administrators have
taken great care to verify the accuracy of payments made for each social security
participant employed by the state's political subdivisions. The 45 day reconcilia-
tion period allows more time for state social security administrators to verify the
reports from all the cities, towns and local school districts participating in the
social security program within their state. In addition, the state's assumption of
liability for payments insures the federal government against any losses, and the
45 day period after each quarter insures that the verification process will be as
accurate as possible.

2. States face difficulty in collecting and accounting for payments from inde-
pendent substate jurisdictions, and the 45 (lay period allows for adjustments to
be made. There are many local jurisdictions which do not employ full-time admin-
istrative staff to handle the collection of local employee social security contribu-
tions; therefore those funds are collected by the state. Since the state is responsible
for guaranteeing the accuracy of the earning records of local employees and pay-
ments to the social security system based on those earnings, the 45 day period
allows for more time to accomplish this collection and recording process.

We fully recognize the necessity of improving the condition of the Social Secu-
rity Trust fund. The National Conference of State Legislatures has been a leader
in the effort to reform public pension plans at the state and local level of govern-
ment. In fact we have developed "a Legislators Guide to Public Pensions and a
technical assistance program which is being used by many states to reform their
pension systems. The improvements which we need to make to our federal state
and local pension systems are fundamental changes such as front end funding of
increases in pension benefits, full funding of current benefits, control and funding
of cost of living adjustments and the eventual integration of pension benefits and
Social Security.

Increasing the deposit schedule for state and local governments is not going to
significantly alter the fiscal condition of the Social Security Trust fund. The added
administrative costs andi loss of interest earnings will, however, have a significant
effect on some state and local tax systems. If implemented, the HEW proposal
would raise state and local government expenditures in order to finance the added
administrative burden while at the same time reduce revenues through the loss
of the interest earnings.
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It is hard for state elected officials to sit idly by while we're getting hit from all
sides at once. Many jurisdictions are hard-pressed to balance their budgets. We
must be concerned with the widespread adoption of limits on spending and taxing
by our common constituents, the tax-paying citizen. The HEW regulations are
not sensitive to the fiscal inter-relationships which exist among the federal, state,
and local governments. We are elected to serve a common taxpayer, not a par-
ticular government entity. Therefore, the federal government should resist the
temptation to impose mandates on states and localities in a manner which will
exacerbate the fiscal pressures upon state and local budgets.

When HEW issued these final regulations, it documented in its summary that
they had received about 3,300 comments, primarily from state officials, local
political subdivisions, governmental organizations and about 200 Members of
Congress. The responses were overwhelmingly opposed to any changes in the
states' deposit procedures, for a number of reasons:

1. More frequent deposits would cause administrative problems and increase
administrative costs.

2. The states would lose interest income.
3. States could no longer guarantee the accuracy of reports from political sub-

divisions under the shortened time frame, and should be relieved of liability for
contributions.

4. The proposed change was a violation of the spirit, if not the letter, of the
original agreements entered into between the states and the federal government.

In addition to discussing these primary objections to the HEW and GAO
proposals, I will also discuss some other matters which should be considered in
this debate.

ADMINISTRATIVE PROBLEMS

States are pessimistic about IIEW's assertion that the changed procedures will
cause only minor administrative burdens. When the states responded to a 1976
survey, they estimated there would be added administrative costs of $2.5 million.
if they had to deposit monthly instead of quarterly. Some states indicated that
current administrative costs could double or triple because of increased workload,
the need for additional personnel, extended training, and changes In bookkeeping
systems. For example, administrative costs in Wisconsin for collecting social secu-
rity contributions on a quarterly basis in fiscal year 1978 was approximately
$288,600. It has been estimated that, after an initial outlay of $68,000 (including.
start-up costs totalling $28,000 and $40,000 for two new personnel positions),
Wisconsin will spend approximately $40,000 more per year on state administrative
costs alone. This figure does not include the added expenses which will be incurred
at the local level for additional recording and documentation burdens. Missouri
estimates that it will have to triple its personnel in order to comply with enforce-
ment standards, and may have to automate their system. Und er the quarterly
deposit system, Missouri spends about $100,000 annually for administrative
costs-this figure could skyrocket to as much as $350,000 to $400,000 annually
under the monthly deposit system. according to s Missouri social security official.

Vermont anticipates that its administrative costs will double from the $22 500
outlays in fiscal year 1978 to almost $50,000 in fiscal year 1980, (lue to the need for
additional personnel and start-up costs, and Kansas anticipates a 41-percent
increase in its administrative costs, from $130,000 in fiscal year 1978 to $215,000
if the monthly deposit system is implemented. Social Security administrators
estimate that administrative costs will increase 38 percent on the average of the
states.

Although there are already 17 states which require some political subdivisions
to deposit social security contributions more than once a quarter, the other 33
states will have to grapple with this problem for the first time. The lead time of
18 months given the states from the date of publication of the final regulations
may not be enough for these substantial administrative changes to be accom-
modated.

In addition, states will be strapped with added administrative burdens asso-
ciated with the more frequent collection of social security contributions from state
and local employers. Many local jurisdictions have no full-time administrative
staff to handle the increased frequency of collection now imposed upon them,
which makes the timely collection by state officials even more crucial. It may
be physically impossible for states to pay contributions 15 (lays after the month
In addition'to the problems associated with accurate reporting requirements to
verify wage information, there is the problem of timely collection of monies from
local governments and other political subdivisions within the state.
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The states are responsible for their local governments' share of the social security
contribution collection, and must deposit these local funds even if the state has
not received the local payment.

LOSS OF INTEREST EARNINGS

Increases in state and local employee coverage and state and local investment
practices have resulted in increased interest income to states and localities. At 4

the request of the Subcommittee on Social Security of the House Ways and Means
Committee, the Social Security Administration and the National Conference of
Social Security Administrators collected information in 1976 on the estimated
effects, in terms of interest earnings lost, of monthly deposits of state and local
social security contributions. The study, based on 1974 contributions, is somewhat
dated and should be updated in order to understand the full implications of these
relations. However, even the 1974 figures, which should be considered low by
today's standards, revealed that 35 states would lose, in the aggregate, over $30
million in interest earnings if they had to deposit social security contributions on
a monthly basis. Fifteen states alone would lose more than $1 million each,
including California, Florida, Georgia, Indiana, Kansas, Maryland, Mississippi,
Missouri, New Jersey, New York, North Carolina, Oregon, Tennessee, Texas,
and Wisconsin. The same survey indicated that 19 states would lose over $12
million in interest earnings of their political subdivisions-the range of these
losses by states was from $14,000 to $3 million. In your own State of Wisconsin
Senator Nelson, the interest income for the third quarter of 1978 was $180 000
for state deposits alone; if the 15-15-45 deposit system is implemented, it is
estimated that interest income would drop to only $99,000 for the quarter ending
September 30, 1980, which is almost a 50-percent decrease. Missouri earned an
estimated $1.3 million on their quarterly deposit in fiscal year 1978-monthly
deposits would lower their averaged annual interest income estimate to between
$581,000 and $871,000, depending on whether a 6-percent or 9-percent interest
rate was used, under the 15-15-45 rule. South Dakota estimates an interest income
loss of almost $250,000 by the third quarter of 1980, Vermont will lose approxi-
mately $51,300 per quarter under the 15-15-45 rule, and Kansas will lose $1.5
million annually in interest income.

States readily recognize that their loss of interest income will become the
federal government's gain, and some observers point to the states' opposition
to the change as a purely selfish reaction. However, interest earnings in the past
have helped defray administrative costs of the social security collection program,
and there is growing concern that the interest which states and localities might
lose under the new schedule will not be enough to meet these administrative costs.

FINANCIAL LIABILITY

States are now liable for all inaccurate contributions and reports. They must
underwrite the payments of their political subdivisions and guarantee accuracy
of wage reports as part of the terms of the social security agreement between states
and the federal government. By imposing more frequent and burdensome deposi-
tory requirements, HEW is jeopardizing this liability clause by forcing states to
be responsible for the same contributions and accuracy reports in one third of the
time. It has been suggested that the federal government relieve the states of
liability for local government contributions and have the political subdivisions
report directly to the Internal Revenue Service. This idea is worthy of discussion-
private employers are not subject to this liability, and if one of the reasons to
change the deposit schedule is to bring public employer contributions more into
line with private employers, then this is a suggestion worth exploring.

DIFFERENCES BETWEEN PUBLIC AND PRIVATE EMPLOYERS

One of the main reasons for the HEW deposit schedule change, besides the
obvious increase in federal social security trust fund contributions due to the
additional frequency of contribution collection, is that there has been discussion
for years about "equalizing" public and private employers contribution schedules.
There is a sentiment felt around the country that private employers were being
penalized at the expense of the lenient deposit policies afforded public employers,
and that this inequity should be corrected by making public employers meet the
monthly deposit just as more private employers have to.
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It is incongruous to compare state and local governments as employers with
all other private employers, especially where social security deposits are involved.
State governments are made up of hundreds, and in some cases thousands, of
political subdivisions operating independently-private organizations have a
well-defined chain of command which controls the activities of the private com-
pany. The lack of a well-defined coordinative mechanism in state government
makes compliance with the new HEW regulations much more difficult for states
than it does for a private company.

By assuming liability for all political subdivision social security payments
states insure the federal government against any losse.i and also reduce the federal
paperwork burdens.

One of the most distinctive features between public and private employers is
that the private employers have to belong to social security, while public em-
ployers have the option to join or establish their own retirement systems. Over
70 percent of state and local government employers have contracted with the
federal government to join the social security system, and one of the advantages
seen by these public employers wa the quarterly deposit system. The change to a
monthly deposit system may discourage participation of the nearly 30% of the
public employers who do not yet belong to the social security system, and it
may well encourage some of the current participants to "opt out" of the social
security program.

REFUNDABLE CREDIT FOR PUBLIC EMPLOYERS

During the 1977 consideration of the Social Security Act both you and Senator
Danforth developed proposals which would have partially equalized the after-
tax Social Security burdens imposed on states, local governments and nonprofit
entities. These proposals were based on another major difference between these
two classes of employers and they sought to place public employers on a more
equitable footing in regard to their Social Security tax liability. If it is desirable
to adopt a federal policy which will narrow the differences between private and
public employers with regard to the deposit issue then Congress should also
provide for equity in terms of the after tax liability for these two distinct employer
groups.

We are proposing a refundable tax credit which may be claimed by organizations
which are exempt from federal income taxes. This refundable credit should be
considered in light of the credit which the tax system currently provides to private
employers. Social Security taxes are considered a business expense for private
sector employers and as such are deducted from a business's federal and state
income tax returns. A business that pays $100,000 in FICA taxes can deduct at
least 48 percent of this amount on federal returns plus additional suxzs for state
tax liabilities. The same $100,000 contributed by a public employer cannot be offset
under the tax system. Therefore the public employer has a greater financial burden
than his private counterpart.

This inequitable treatment of public employers should be addressed by the
Congress. Hard-pressed state and local governments require assistance in meeting
the fiscal demands of increased Social Security costs. Profit-making corporations
bear only a portion of the increased Social Security costs since they- can partially
offset the recent payroll tax increases on their federal and state income tax re-
turns. In order to provide parity of treatment between public and private em-
ployers contributions, NCSL urges Congress to consider enacting a refundable
credit which would be financed with general revenues so there would not be a loss
to the Social Security trust fund.

NCSL would like to go on record again as opposing the HEW regulations re-
quiring states to make monthly deposits of social security contributions. Ad-
ministrative problems will abound from the increased frequency of deposits
including increased workload and paperwork, additional personnel, and revamping
of record keeping systems. The interest loss on state investment of social security
monies will adversely affect hard-pressed state budgets. Social Security adminis-
trators will be hard-pressed to verify wage reports and guarantee accuracy in the
face of these reporting schedules.

If after all is said and done, the HEW regulations take effect despite state,
local, and Congressional opposition, NCSL would like to suggest the following:

If the federal government desires to treat state and local government employees
the same as private employers in relation to social security contributions, then the



68

federal government should extend the same tax privileges to public employers as it
does private employers. Then Congress should also let state and local governments
deduct social security contributions from their tax liabilities.

NCSL appreciates the opportunity to present its views on the HEW regulations
to change the social security contribution procedures from a quarterly to a monthly
basis. We would actively support legislation designed to postpone implementation
of these regulations until such time that it can be shown that the financial and
administrative burdens incurred by state and local governments would not place
undue burdens on these governments or the taxpayers.

Senator NELSON. Our next panel is a panel of State social security
administrators representing the National Conference of State Social
Security Administrators.

If you would all take your seats and identify yourselves so that the
reporter will have an accurate record.

Mr. GALLISON. Edwin Gallison, Deputy State Treasurer from
Vermont, and I am the president of NCSSA.

Mr. SLAYBAUGH. 1 am Gerald Slaybaugh, the State administrator
for the State of Kansas and chairman of the Federal-State Procedures
Committee of the Social Security Administration.

Mr. COLLIxS. I am Purvis Collins, South Carolina.
Mr. BLECmINGER. I am Carl Blechinger from California. I appre-

ciate your comments on California. I am the State administrator.
Mr. HEN-NE. Mr. Chairman, I am Fred Ilenne, executive director,

Arkansas Public Employees Retirement System, aid as such, the
State social security administrator.

Ms. MOORE. Senator, I am Alta Moore, State social security ad-
ministrator for Wisconsin.

Mr. COOK. M\r. Senator, I am Kenneth Cook, chief accountant of
the Division of Pensions, appearing for Mr. Josephs who was not
able to get here at the last moment, State of New Jersey.

Mr. KENNEDY. I am Robert R. Kennedy from Florida, director of
the State's Retirement System and, as such, administers the social
security pro(,zram for public employees.

Senator NELsoN. Go ahead.

STATEMENT OF EDWIN GALLISON, DEPUTY STATE TREASURER OF
THE STATE OF VERMONT, ACCOMPANIED BY GERALD SLAY-
BAUGH, STATE ADMINISTRATOR FOR THE STATE OF KANSAS
AND CHAIRMAN, FEDERAL-STATE PROCEDURES COMMITTEE OF
THE SOCIAL SECURITY ADMINISTRATION, PURVIS COLLINS,
SOUTH CAROLINA, CARL BLECHINGER, STATE ADMINISTRATOR,
CALIFORNIA, FRED HENNE, EXECUTIVE DIRECTOR, ARKANSAS
PUBLIC EMPLOYEES RETIREMENT SYSTEM, ALTA MOORE, STATE
SOCIAL SECURITY ADMINISTRATOR, WISCONSIN, KENNETH
COOK, CHIEF ACCOUNTANT, DIVISION OF PENSIONS, STATE OF
NEW JERSEY, ROBERT R. KENNEDY, DIRECTOR, STATE RETIRE-
MENT SYSTEM, STATE OF FLORIDA

Mr. GALLISON. Senator, we want to thank you very much for the
opportunity to appear today. We hope we can answer some of the
questions you had asked earlier in the morning.
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We feel that the administrative burden and the problems that
would be created by the regulations are our largest opposition to the
regulations that are published, in spite of some releases that have
indicated that the loss is the objection, we feel that we can demon-
strate to you here this morning how the regulations are not adminis-
tratively workable from the State and local level.

Mr. Slaybaugh can proceed to show you with a chart demonstra-
tion how long it would take the deposits to flow from the local entities
from the time after the payroll is written, to the States, and then to
the social security trust fund.

We believe there are major differences between the private sector
coverage and public sector coverage, the fact that you have divided
retirement system groups. We do not have the universal coverage in
the public sector that you do in the private sector, and we think that
universal coverage is key here, because of the attractiveness of the
size of the contribution we are talking about here.

Now we have attained a level of 73.8 percent, this money becomes
much more attractive for everybody.

Senator NELSON. Of all public employees that are covered?
Mr. GALLISON. Yes. State and local covered employees.
Senator NELSON. What is the peak percentage that you have ever

had?
Mr. GALLISON. That is the peak.
Senator NELSON. That is the peak percentage?
Mr. GALLISON. Right..
Senator NELSON. May I ask one more question for the record? How

does that compare with 1970, say?
Mr. GALLISON. I would say 1970 is 5 percent less. We have a gradual

growth.
Senator NELSON. 1970 was 5 percent less?
Mr. GALLISON. Gradually covering more and more public employees

all the time.
Senator NELSON. A higher percentage?
Mr. GALLISON. Yes.
Senator NELSON. You say in 1970, in your estimate, it was 5 percent

lower for public employees covered?
Mr. GALLISON. Y es, sir.
Senator DANFORTH. That is very surprising to me. I thought that

there was an opting out.
Mr. GALLISON. 3ou have had a lot of notifications, serving notice

to opt out; several have opted out. But the Social Security Administra-
tion informs us nationally that there has been a net gain in covered
employees over that period of time.

there have been more coverage units added than have withdrawn.
That is not to say-and perhaps Mr. Blechinger can best speak to
what might happen as far as terminations that are proposed. are
actually implemented.

Carl, do you want to speak to that?
Mr. BLECHINGER. If I might, as an example, what happens on the

increased coverage, Senator, the University of California just brought
its retirement system under social security last year. Out of 56,000
employees there were only 8,000 who selected social security coverage,
so you have a built-in increment there of the difference between 8,000
and 56,000.

45-033-79----6
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This is why you would have an automatic increase in coverage.
California is one of the States that leads the Nation in the number of
actual termnations and the number of agencies that are giving notice
of termination. We feel that this additional burden on the local
agencies where there is a strong feeling that the raise in social security
taxes and the raise in social security covered wage amounts, as you
have in the private sector, the additional amount, the additional
burden of this would cause additional terminations.

Senator DANFORTH. You think this would be the straw that breaks
the camel's back?

Mr. BLECHINGER. We do not know if this will be or universal
coverage would cause it. If there is a definitive action, we feel strongly
that a number of large agencies would immediately get their 2-year
notice in.

Senator DANFORTH. Let, me ask you, of the burden of this particular
straw, how much of that would you attribute to administrative burden,
and how much to loss of the float?

Mr. BLECHINGER. I think the difference would be on those agencies
that make a great deal of money out of the float and those agencies
that (10 not make a large amount of money then the additional paper
burden would be the cause, Senator.

There is no way that I know of to give numbers to it in terms of
agencies, or number of people.

Senator DANFORTH. Which part of that trouble is the worst, the
loss of money or the administrative burden?

Mr. BLECHINGER. The administrative burden, because they do not
get any of the moneys.

Senator DANFORTH. How about the rest of you?
Mr. GALLISON. We all agree. I can speak definitely for the confer-

ence. We feel we are being saddled with a regulation that is impossible
for us to comply with. Perhaps now it would be, Jerry, for you-

Senator DANFORTH. Do all of you agree?
Ti'ere are eight. of you. How many of you think that the adminis-

trativc burden is the greatest problem?
[A show of hands.)
Ms. MOGRE. We already know that,. I want to speak for Senator

Nelson's home State. I figured yesterday, just yesterday, that, almost
60 percent of the entities in Wisconsin unler our present IRS rules
would be reporting quarterly or monthly anyway. They would not be
reporting weekly, so I hope something is done about those small
entities.

Senator DANFORTH. I raised the question earlier about small en-
tities. Let me ask you this. It seems to me that as I understand it,
what the Social Security Administration wants to do is to collect more
money, not more paper.

Now, what is wrong with them collecting more money from you
and not more paper, ift that is the objective? Why not simply figure
out-let me give you an example. It would be in rough terms. It would
not be with finicky precision, but what would be wrong with, for
example, guessing the difference, estimating the difference, between
revenues to the social security system with or without monthly deposit.
and then estimating how much the Social Security-we know that-
gets with quarterly deposits and then simply charging you the differ-
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ence so that you still make your deposits quarterly, but instead of
depositing x dollars as you are doing now, you deposit x dollars plus
6 percent or whatever, whatever is fair?

Would that not solve the paperwork problem and collect the same
amount of money?

I (1o not understand why the big fuss about monthly versus quar-
terly dep siting except that it is my understanding that, by depositing
quarterly rather than monthly, State and local governments get the
use of the money for that length of time and the use of money for an
additional couple of months is worth money and you make money.
Therefore, the trust fund does not get money and make money.

If everybody feels that is unfair, you might say we want the money,
but supposing the Congress (toes not agree? Supposing that the Feds
do not agree, and that we say we want the trust fund to have the
money?

Senator Nelson has made that point. If we reach the conclusion
that we want the trust fund to have the money and your biggest
problem is not the loss of cash but the reporting requirements, is
there something that I just do not see here where we could keep the
quarterly deposit system and yet collect more from you, which would
be very simply computed. You just put a percentage on it..

Am I wrong?
Mr. GALLISONX. I think that there are some things that perhaps

we are missing. I think that we would tend to agree with Commissioner
Ross, that this would generate paperwork.

Senator DANFORTH. How?
Mr. GALLISON. Because we would have to document.
Senator DANFORTH. Why?
Mr. GALLISON. We would have to document why we -were re-

mitting x number of dollars of interest, income from the State of Ver-
mont versus the State of Arkansas, for instance, because our invest-
ment regulations vary substantially.

Senator DANFORTH. No; we do not care what your investment
regulations are. You can have regulations in so far as we are concerned
that do not permit you to invest a (lime. We are simply charging you
what you would remit anyway plus a percentage that we would de-
termine here in Washington.

Mr. GALLISON. In the case of Arkansas, which has very strict
investment regulations, they would not be able to earn-

Senator DANFORTH. That is a problem for your State legislature.
We cannot solve everything in Washington.

Mr. BLECHINGER. Are you assessing the State the charges or .each
local subdivision the charges?

Senator DANFORTH. The State.
Mr. BLECHINGER. That is the key for the whole thing.
Senator DANFORTH. The State.
Mr. BLECHINGER. This is where it transfers to so much at.thelocal

level.
Senator DANFORTH. Why?
Mr. BLECHINGER. The broad diversity and, as was pointed out

the very small number of employees at the local level. The big agen-
cies do not giVe us these prob ems.
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Senator DANFORTH. Let me ask you this. Let us suppose right now
that you have got-who is from Arkansas-now, the great city of
Beulah. All right. It is located on the border between Arkansas and
Missouri.

Let us suppose that Beulah, Arkansas, has one employee and that
employee is covered by social security. Is there not a collection for
that employee today?

Mr. UENNE. Yes.
Senator DANFORTH. It is quarterly, is it not?
Mr. HENNE. Yes.
Senator DANFORTH. What happens to that money?
Mr. HENNE. The money is sent to our office at Little Rock, sir.
Senator DANFORTH. The money is sent to Little Rock.
Mr. HENNE. Plus the report.
Senator DANFORTH. Do you know how much that money is?
Mr. HENNE. When we get the report.
Senator DANFORTH. It is x number of dollars for that employee's

social security payment, right?
Mr. HENNE. Correct.
Senator DANFORTH. There is a dollar figure. It is ascertainable, right?
Mr. HENNE. Yes.
Senator DANFORTH. Supposing they compute that dollar figure and

just add, say, 6 percent or something. Is that hard?
Mr. GALLISON. They do not have the use of all that money for the

full period of time, and it would depend on the payroll period.
Senator DANFORTH. We can figure out a time, can we not? What

are we talking about here? We are talking about money, and that
money is the aggregate of what is collected from all over the country
and sent in either quarterly or monthly. Why can we not just charge
you a percentage?

Mr. GALLISON. I think you have two factors. One is the contractual
relationship that exists between the Department of HEW and the
States which points out the basis on which coverage is obtained and
administered for public employees in that State and the agreements
that have been entered into between the States and the local entities
which, at this point, have said nothing about any interest assessments.

Senator DANFORTH. Who is getting the advantage of the float?
Mr. GALLISON. The advantage of the float could be some at the local

level, the State level. It depends on the time that the deposit is re-
manded to the State and from that point on, the time at which the
deposit is remitted to the Social Security Trust Fund.

I think, really, the question boils back down again to universal cov-
erage and the fact that we are having a study about universal coverage'
and the feasibility of whether we should have it or not, and, if We shotiYd
how it should come about.

I think that this is also generated by the same thing, the amount
of money-we are involved with, and there are windfall benefits payable
from the trust funds to public employees who do not remand or con-
tribute on all of their compensation.

I think that if the time comes-and it may very well, very soon-
when universal coverage is considered to be a fact of life, at that point
would the States administer coverage for the public employees? We
think probably they would not. There would be no reason for us to be
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involved, because there would not be the variances between the private
sector and public sector. If you are talking about universal coverage,
public employees, two or three or four-

Senator DANFORTH. Who is talking about that?
Mr. GALLISON. I think Congress is. There is a study mandated-
Senator DANFORTH. I want to tell you something. First of all, I

think it is a constitutional problem. I think it would be challenged
if Congress ever did it. It would be challenged in the courts.

The most unpopular thing I have done in my short span in the Con-
gress was not the Panama Canal Treaty vote; that was second. The
most unpopular thing was to suggest in this room 1 day tlift we have
universal coverage.

Within an hour, my office was teeming with lobbyists for public
employees. I could hardly fit in the place. My mail on that issue was
more lopsided than on any other issue-843 to 1 against universal
coverage. Universal coverage, I think, is going nowhere. I do not
think we should even think about that.

What is wrong with my idea?
Mr. GALLISON. I think your idea is workable. It is not one that we

have spent a lot of time studig.
Senator DANFORTH. Would[ you rather have my idea or would you

rather have Commissioner Ross's idea? If you had your druthers,
would you rather have what the Commissioner was suggesting, or
would you rather have quarterly reporting plus an interest charge?

Mr. GALLISON. I would want to see more specifics about your
recommendation, how the interest that we would turn over to the-
trust fund would be calculated and how it would affect all the States.

Senator DANFORTH. You would calculate on a fixed percentage of
what you would otherwise send in.

Mr. GALLISON. We would want to see what percentage it is and
over what period of time it is going to be calculated and what principle
we are going to base that calculation on.

Senator DANFORTH. Supposing the percentage is no greater than the
additional amount you would be remitting, given monthly deposits?

Mr. GALLISON. I think you have made your points very well, and
Senator Nelson, of the entitlement of the social security trust fund to
that interest. That is not our problem with the regulation, really, not
our problem, as long as the States could not show we were losing
money, there might not be any strong arguments. We would want to
make sure of that, however, and study it very carefully.

Mr. HENNE. Senator, may I go back to Beulah and maybe answer
your question. Let us suppose we are in Beulah and we have this one
employee in the public sector and right across the street from him we
have another employee, but he is in private industry.

Let us compare or contrast what happens in those particular situa-
tions. First, let's take the private situation.

What happens to his FI CA tax? What happens to his Federal with-
holdino tax? Obviously, he sends it to IRS, both of them, on whatever
schedtfLe that IRS has, and that is sent from IRS to social security on
the prescribed forms of IRS.

Let us take the other section over here in the public sector, in the
withholding. He sends it to IRS but in social security, he sends it to
us, again at Little Rock, to the Social Security Administration. Entirely
new set of forms, different than what IRS had sent over here in the
private sector.
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We have an additional layer of government which, in this case, are
the States. The question that I would like to ask, why would it not be
more reasonable to turn the whole process over to IRS because they
have the necessary forms. They already are doing it. Why should we
be involved in the process in the first place?

We were concerned earlier today about more paperwork. In addition
to more paperwork, I am also concerned about additional layers of
government involved in the same process. IRS is already doing it, so
why should they not continue on with it?

'The States are having to guarantee the liabilities. What I am saying
is, possibly consider legislation to give the entire process to IRS and
remove the liabilities of the State? To me, we would solve a very major
problem which was the one on paperwork and the one I was indicating
a minute ago about this additional layer of government.

Senator DANFORTH. Does everybody agree with that?
Mr. KENNEDY. I would like to respond, from Florida.
The problem we have in Florida is all of our social security coverage,

I would say 80 percent of it, is tied to membership in a retirement sys-
tem. Unless they are enrolled in the proper retirement plan, most of
Florida's public employees do not have social security coverage.

To do what he is suggesting, I think you have to repeal section 218
of the Social Security Act and go ahead with mandatory public
employment coverage, which you are shaky about.

Mr. GALLISON. We would like to demonstrate to you why regulation
is administratively unworkable. Mr. Slaybaugh will now show you a
timeline of what would have to happen with the regulations as they
are now. We will miss the point if we do not speak to the regulations.
Maybe there are alternatives we have not discussed yet, or which have
not been proposed to us.

Go down through the list of problems that we can demonstrate to
you,

IN r. SLAYBAUGH. These problems, Senators, that we have listed here
are, six in number. The black represents dealing with local units; the
red, the State units.

Over on the right-hand side, you can see numbers in brackets. These
are the estimated number of days it takes to accomplish this task,
beginning with the consolidation of subunit payments by local units.
The prime example in the State of Wisconsin under 66.042 where the
local county unit must receive the moneys from the subunits and
transmit it to the administrator in Wisconsin. This is estimated to
take 3 days.

Next, drawing in all varieties of local warrants, either with the
smallest entities which would be the township and then Kansas,
during harvest time, to get three farmers together at night after they
have been in the field all day to sign a Federal piece of paper, or even
a check for Federal moneys. We say that is going to take at least 4
days. Also, the larger entities would have to go to the EDP process
of submitting vouchers, submitting authorization. To draw that, it
is going to take 4 days.

The mail constraints. Some of our States, as you know, Alaska,
Montana, my own State of Kansas, it takes many days to get a piece
of mail from western Kansas into Topeka to me. We did a survey 2
years ago. I asked six county clerks on the western edge of Kansas to
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send me a letter that very moment and all they put on there was the
.date and the time that they put that piece of document in the mail
and sent it to me. It was from 3 to 5 days getting to me. The shortest
was 3 days.

We said, nationwide that was going to take 5 days. Now, we have
the money in the State office. The accountability of local receipts,
the administrators have to account for 65,000 receipts, that many
entities covered. This takes 5 working days.

The deposits, the receipts in the State treasury, we say, will be
accompanied by the accountability of the receipts and drawing of
State warrants. The absolute minimum amount is 5 days.

Add all these bracket figures together, you have 22 working days
which is the full calendar month. This is why we believe that the
administrative rule is impossible to meet under our current contracts.

Senator NELSON. Is that chart submitted for the record, in writing?
Mr. SLAYBAUGH. It will be, Senator.
There are special circumstances we have not even tested, such as

computer downtime; if a holiday would fall in any one of these; the
various staff leave; and finally miscellaneous, snow, what have you.

These would all add to the time frame up here. There is no way that
we could follow the 15-days after the end-of-the-month rule when it
will take us 22 days to do the work.

We have been talking this morning, -we have heard testimony on
depositing under IRS rules. Taking a look at the 65,000 political
subdivisions, 10 percent of them transmit to us now less than $200
in any one quarter; 25 percent, less than $2,000. There is 35 percent
right there that fall under the minimum guidelines of IRS.

Senator NELSON. That first 10 percent is not included?
Mr. STAYBAUGH. That is right. It is not included in this; 35 percent

under $2,000. These people here with less than $200 can submit to
IRS on a quarterly basis. Those with over $200, but less than $2,000,
can submit within 30 days after the end of the month; more than
$2,000, 65 percent, they have to submit 3 days after the quarter
monthly period, and it is not 3 days after the payday. There are 3
quarter monthly periods in a month and 3 days after the end of those
periods.

In Wisconsin, we have a good example here. Four percent submit
less than $200; 49 percent submit less than $2,000.

Ms. MOORE. Those little towns are going out, they are going to the
legislature to get permissive language to get them out, those little
towns.

Mr. SLAYBAUGH. Kansas, $0 to $200, 22 percent. This is the way it
is in every State.

We also heard Commissioner Ross talk about administrative ex-
pense. I was not able to determine when he said $2.5 million whether
the figure was supposed to be under the present system or what it
would cost under the new system.

We took a statistical sample, an accurate one, we believe, and based
upon 10 States that make up 25 percent of the coverage in the country,
our present costs right now run $13 million to administer this program.
We estimate that $5 million will be needed on an ongoing basis, a
38-percent increase, and it ranges from a low of $25,000 in one State
to a high of $275,000 in another State, which would include your addi-
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tional stafftime, space, equipment, and electronic data processing
changes; startup costs, purchase of equipment, capital improvements,
we estimate to be $1 million, and these are conservative figures.

Senator NELSON. $13 million for what period? Annually?
Mr. SLAYBAUGH. He was testifying that $5 million would cover the

administrative costs of 5,000 to 60,000 units reporting annually.
We cannot reconcile that figure at all, sir.
Another thing we must recognize is the delinquency. Senator

Danforth was talking about charging us interest. We are charged
interest presently on any delinquent report. If we go under a more
frequent deposit, 15 days after the end of the month, our delinquency
rate will be significantly higher. We are running 16.5 percent delin-
quency on a quarterly system.

We do guarantee and we do send to the trust fund 100 percent of
all moneys due. That is something that no one in the private sector
can say about the private enterprise system.

We estimate that if we go under a 15-day deposit, our interest
assessments based on delinquency will be $4.5 million a year. We will
be charging our local units of government $4.5 million for not being
able to complete the paperwork on time that is caused by this regu-
lation, and we will submit these charts, Senator, with the written
testimony.

Mr. GALLISON. I think the 100-percent guarantee to the State
reall has to be emphasized and that has to be worth something to
the Social Security Trust Fund.

As Mr. Slaybaugh pointed out, there is another level of government,
the States, standing behind every local entity. If a private employer
or corporation goes bankrupt, certainly the taxes and social security
taxes are the first thing to be collected in any bankruptcy process,
but there are many, many dollars every year, I am sure you will
recognize, that are not collected; there are no assets.

Here, if any local entity is unable to meet their obligation, the State
has a contractual obligation with the Department of Health, Educa-
tion, and Welfare to make that payment on behalf of the entity.

We were talking yesterday about what it is worth, and maybe this
relates to Senator Danforth's question. If you want to relate it to a
credit card application, if you go into a store and purchase goods with
a credit card, you are really getting a 4-percent discount of paying
that as a cost of money.

We are really guaranteeingthat as a third party, very similar to a
credit card operation. There has to be a value there.

We think that GAO did not do a very thorough job in not studying
the feasibility of the 15-15-45 regulation. I think that they admit that
in their report.

They state flatly that they did not really study the reasonableness
of the 15-day deadline, yet they come in here this morning and testify
that they really would support a more frequent deposit schedule
than that.

We feel, unless a study is thoroughly made-we would like to be
cooperative and participate in that study-we feel that a deferral
should be imposed upon the implementation of these regulations and
other alternatives perhaps looked at.
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I think that we are hero again to express our appreciation for your
hearing' this morning and to request that you do recognize our points,
that the administration of these regulations is unworkable and that
you should study them very, very carefully and perhaps, until a deci-
sion one way or the other on universal coverage is made, we be allowed
to continue on under the present schedule and then seriously consider
turning it over to IRS if universal coverage becomes a factor, perhaps
another alternative if it does not.

Senator DANFORTH. Again, there are very few things that are cer-
tain in this life. One of them is that universal coverage will not come
of age, in my opinion.

Senator Dole asked an earlier witness if you had knowledge as to
the ratio now between income earned on the interest and administra-
tive costs of administering the social security system, do any of you
have any information on that.?

Mr. SLAYBAUGH. Senator Danforth, that is one of the big problems
we have. We can very accurately estimate the amount of expenditures
that we have and what they will be. We have done that to the tune of
$19 million versus $13 million.

There seems to be a large disparity between the figures that GAO
has come up with on interest earnings, what SSA has come up with,
and what our actual statistical samplin shows.

They are talking in terms of $179 million in 1980 and $216 million.
Our sampling shows approximately $80 million, and I think we are
very, very close.

Senator NELSON. Do you mean the interest that is earned, that goes
to the municipalities and the States?

Mr. GALLISON. We feel this is what we would have as lost interest
revenue if the schedule were implemented. They were putting figures
forth of $179 million from SSA in 1981.

Senator NELSON. A loss?
Mr. GALLISON. A gain through the trust fund. They do not reconcile

that there are going to be two or three times as much of a gain to the
trust fund as we can document as a loss to us.

Senator NELSON. As I understood the Administrator this morning,
he was saying that the loss currently is $200 million. Then he went on
to say that it would be $1 billion in 5 years, either he or the GAO, I
have forgotten which. I thought they were talking about the loss, then,
being $125 million, or the muncipalities and the States getting $75
million. Was that not the testimony?

Mr. GALLISON. They were projecting, I believe, that the States
could earn $50 million to $75 million on what is left with the 15-15-45
schedule.

If you look in the supplemental information submitted with the
regulation from SSA, they are estimating $179 million of additional
revenue to the trust funds in 1981, with the 15-15-45 schedule.

The GAO report estimates $216-plus million in 1981. Our sampling
shows a loss to us in 1981 projected of about $80 million. So there seems
to be some disparity between what we would lose and what the trust
funds would apparently gain.

Senator NELSON. We will ask the Social Security Administrator to
comment on that.
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Mr. GALLISON. I believe Mr. Henne would like to make another
comment.

Mr. HENNE. Mr. Chairman, I would like to address myself to two
other comments.

Senator NELSON. Let me say that I have to leave in a few minutes.
Maybe Senator Danforth will stay a few more minutes. I am sorry, I
have another commitment to meet. I am running late now. Why do you
not go ahead? At quarter after, I will leave.

Mr. HENNE. The first comment concerns itself with the remark
that the Commissioner made this morning with respect to the con-
sultation of the States. Recognizing the fact that Mr. Ross has been
Social Security Commissioner only for a short period of time, I would
like to indicate and refresh the committee's memory with respect to the
two regulations. One is the proposed rule and regulation that came out
on March 30 and the other, which was the final regulation that came
out on November 20 of last year.

If you will remember the proposed rule and regulation gave five
or six different alternatives in so far as graduated implementation
was concerned, but the bottom line was 15-15 which meant that the
States would be required to transmit 15 days after the close of each
calendar month.

The November 20 final regulation came out with 15-15-45 an
entire deviation from any proposal that had been made in the Notice
of Proposed Rulemaking on March 30.

I would like to say here that we were not consulted with respect
to the final regulations. I attended a lot of these consultation meetings
in Baltimore. I was not aware that the Administration was going to
come out with that situation.

Senator NELSON. Were none of the Social Security Administrators
consulted on the final regulation?

Mr. GALLISON. Not specifically on the 15-15-45.
Mr. SLAYBAUGH. Only to the point that we were notified the week

that the regulation came out. I was called personally and told they
had made up their mind 15-15-45. 1 said, that does not fit into
anything you told us before. They said, that is our decision.

In that respect, they received-and the Commissioner admitted-
over 3,000 letters on this one regulation yet they still do not under-
stand our administrative problem. It was spoken of by three local
governmental units. They must not have read the letters.

Mr. HENNE. I am also aware, and mindful of the fact, that Members
of the Senate last year signed a letter and cosigned a letter addressed
to the Secretary of HEW and also the Social Security Commissioner
in which the indication was, or as least the letter indicated, as best
I remember, let us have some more time so that this can be studied.
The same thing was done with respect to the House Members; about
200, I think, signed those letters. I am not sure there was any con-
sultation given to that.

With respect to that, one final situation with respect to consultation.
Even though we have received this final regulation, there has been
nothing that has accompanied the regulations indicating any guide-
lines of implementation specifics so, in some areas, we are really at
a loss to comment on any of it because of the fact that we do not
have the specifics.
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The final item I would like to indicate-and a lot has been said
this morning-we want to earn more for the social security trust
funds. I agree with that principle. These moneys are the Federal
trust fund's and ever thing should be done to earn more money for
these trust funds including interest income thereon.

In mid-1978, or the summer of last year, I became aware of the
fact that when I deposit my social security trust funds in the Federal
Reserve Bank at Little Rock, it takes 11 days for that money to be
credited to the social security trust fund. I do not understand why it
takes that long.

If you presume that your going rate today is 9 to 10 percent on
your money, that you can draw that much money, we are losing
something like $3,000 or $3,300 on every million dollars' worth of
contributions that are deposited by all the 50 States and the 100
interstate instrumentalities.

Gentlemen, I submit to you that that is the loss of a lot of money.
Senator NELSON. Who gets the 11 days' benefit of the money?
Mr. HENNE. It is in the Federal Reserve System.
Senator NELSON. It is not going to social security?
Mr. HENNE. No.
Senator NELSON. You say it takes 11 days from the time that the

State of Arkansas deposits it before it is credited to the Social Security
Administration?

Mr. HENNE. That is right, sir.
Mr. GALLISON. We were informed by the Social Security Adminis-

tration that this is the case across the country. We are not leading you
to believe this is in Arkansas only.

Senator NELSON. That means that'it is worse than if it were only
Arkansas.

Mr. CooK. I can back up that last statement very well, Senator.
For the third quarter of 1978, the State of New Jersey mailed and had
time-stamped at the post office their contributions on the 14th of the
month of the due date. They were not credited until 6 days later
having had to go 16 miles by postage from Trenton to Philadelphia.
Therefore, I think it is universal.

But there is a dramatic lapse of time in the Federal Reserve Banks,
the Federal's own banks, getting the money to the Trust Fund.

I would like to go back, just for 30 seconds, and say that it is incon-
ceivable for anyone to think that there cannot be more paperwork
when we will now do 12 times when we have recently done 4. Al-
though reports will not be as extensive on a monthly basis, they will be
there.

The State of New Jersey, for the last quarter, received 2,235 reports
from local entities. This timespan, the 15 days, is impossible. There
is no way that we can collect and properly control. This is what I
think we are missing.

Nobody has talked yet to the proper control of these moneys. It
is not a matter of getting a check in, depositing it and sending it
into the Federal Government; it is much more than that.

With regard to 2,235 reports, I do not know of any industry that
is that large that can do that. I do not think industry can do it.
I know that the State of New Jersey cannot do it and I question
whether the Social Security Administration could do it.
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But even more important, in that we are now forced in our State,
and I know there are others, to spend State appropriations of con-
siderable funds without any real backup validation approval.

In our State, we happen to underwrite and subsidize those social
security costs for all teachers. On a quarterly level, we are able to
verify that every person reported as a teacher is properly reported
and when a warrant or voucher goes over to be signed, we are in effect
saying to the taxpayer and to the legislatures that here we are properly
spening your money.

You might say, can you not do the same thing on a monthly basis? V.
The answer is yes, except the first 2 months of every quarter is going
to be guesswork, not validation, except what we perceive from the
local employers. But looking ahead where there is an aggressive
movement, evidently, for annual reports, they are going to ask us
now to spend hundreds of millions of dollars in one State for 11
months on an estimate basis, hoping that at the end of the 12 months,
everything we receive from 2,000 or more local employers is going
to add up.

Personally, I do not think it is going to add up because it does not
add up now on a quarterly basis, and we do have problems. We
have turned over-we have payroll clerks who are so far removed from
some of these problems that they do not much care and they vill
.eend us what they think is right, especially the small entities which
you are talking about now.

We have sent field representatives out when we were getting close
to the deadline and had social security forms signed on the back
fence by some guy as a part-time job, and that is it.

I do not think that the time limit that is being proposed or sug-
gested by GAO or by the administration is very realistic. I do not
think that the General Accounting Offices, they have been to visit
New Jersey. I think they read what we said. I will be a little stronger
than Jerry: I do not think they cared what we said.

They had an ax to grind, which is their money, and I do not blame
them. Being An accountant, I would take the same stand. But I
think there has to be a certain degree of reasonableness with times
allotted to do a job which we cannot physically do any sooner.

There has to be a recognition that the delinquency problem will
definitely increase. On one hand, interest rates are good. n the other
hand, with so much of our Federal programs being cut back, many
jobs are being cut back at the local level.

So we are sitting here. We want you to do more work. We want you
to get this stuff in sooner, but, in effect, we are requiring you to do it
with less hands. This does not always add up either.

Basically, that is all I want to say. I just think that we have not
talked to the responsibility of accountability. I think it is there, and
it has to be considered. Thank you.

Mr. GALLISON. I think the regulations and the law require the
administration of the public sector coverage to be in so far as practi-
cable the same as the public sector.

We are saying, "What is practicable?" and we feel that there has
not been sufficient indepth study of the impact at the State and local
levels of the administrative problems and so forth, and the paperwork
burden which will be increased at the local level if they have to deposit
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with us with some kind of documentation 12 times a year in place of 4
times a year, as it is now.

We feel a further study is needed before you can say that; it is not
practicable, as the law says.

Senator NELSON. Thank you.
Yes?
Mr. KENNEDY. I just wanted to respond to Senator Danforth's

question. He was asking about the ratio of the cost and the interest
earnings. It would take about two minutes, if you would care for me to
respond to this.

Under the new regulation, Florida, which does have monthly re-
ports-and we could implement your suggestion about interest. A lot
of these States that do not have monthly reports could never, I think,
work it out very reasonably.

However, Florida has a law that all the interest earnings go, not to
general operations, but the retirement system trust fund because all of
our members, 80 percent of our members, have social security and
retirement coverage, jointly.

The interest earnings now go to that fund. We, under the new regu-
lations, would still be able to earn interest, but all States do not provide
the same services for the social security participants.

We do a lot of work. We have computerized everything. We send in
one tape quarterly to Baltimore. They do not have to do any of the
keypunch, or any of the computerizing of the data. The fact that we
stick out like a sore thumb as far as the cost of administering the pro-
gram, but we are doing a lot of the work that the Social Security Ad-
ministration would have to do if we had not computerized.

Under the new regulations we would still be short under our esti-
mates of enough money to pay the cost of what we are actually per-
forming, the services for the social security participants.

Senator DANFORTH. Just one question. My inclination is to forget
about the idea about the inputed interest, for lack of anything but
questions raised not only by the Commissioner, but by everybody on
this panel.

A second idea would be to treat smaller units of Government dif-
ferently from larger ones. How would you feel about that?

Mr. GALLISON. I think if you are going to require more frequent
deposits of some sort, I think that it has to be recognized that smaller
unmts should not be forced to deposit on a bais more frequently than
they were administered under the IRS.

Here, though, you are creating another problem of stratifying our
group again by some other arbitrary measure and making us admin-
ister that.

Senator DANFORTH. Your view is that that would be a mistake also?
Mr. GALLISON. It could be.
Senator DANFORTH. Basically, your testimony, as I understand it,

is blanket opposition to the regulation?
Mr. GALLISON. We feel there are valid reasons for putting the ad-

ministration of the public sector coverage under States. There were
valid reasons for setting up the quarterly deposit schedule in 1951.
fact, the only modification to the schedule was made in 1958 to 1959
to extend the period of time that we needed to file the quarterly report.
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Senator DANFORTH. You would say to me that if you were thinking
about a separate rule of quarterly deposits for units of government with
social security tax liability of, say, under $2,000 a period, you would
say forget about that. That would be more trouble than it is worth?

Mr. GALLISON. I think it would, sir.
Senator DANFORTH. In other words, your basic view is opposition

to the regulation, all or nothing?
Mr. GALLISON. That is our position.
Senator DANFORTH, You would just as soon sink or swim?
Mr. GALLISON. Yes.
Senator DANFORTH. I think you are going to sink.
Mr. COOK. Excuse me. I would say, in answer to that question, not

worrying about the sizb of the report, but to give us the time to do
them and do them properly, regardless of their size.

Ms. MOORE. I think in our State, as Senator Nelson knows, we do
have this provision in the statute whereby the larger entities must be
a collection agency also, which was mentioned once before today. And,
in addition, we do not have any authority that I have ever seen to treat
Milwaukee County any differently from the town of Podunk. Maybe
something could be done by the legislature to help us with it.

So far, I have treated Milwaukee County in the same way as I treat
the town of Podunk. That is all the authority I have, at the present
time.

Senator NELSON. Thank you all very much. We appreciate your
very useful contribution to these hearings.

[The prepared statements of the preceding panel follow:1

STATEMENT OF EDWIN GALLISON, DEPUTY STATE TREASURER OF THE
STATE OF VERMONT

Mr. Chairman and members of subcommittee, my name is Edwin C. Gallison,
Deputy State Treasurer from the State of Vermont and the President of the
National Conference of State Social Security Administrators (NCSSSA). The
NCSSSA is an organization which was established in 1951, the first year public
employees could be covered by social security, and Section 1 of our Constitution
states our purpose quite concisely:

"Since the Federal government by law and regulation has imposed upon the
states specific administrative obligations pertaining to the inclusion of public
employees under the Federal Old Age, Survivors, Disability and Health Insurance
System, it is essential that the administrators designated in the respective states
have a medium for the consideration of common problems and the exchange of
ideas and information. As an instrument therefore the National Conference of
State Social Security Administrators is herewith created."

Our organization was encouraged by the Social Security Administration in its
early years and has worked well over the years W enable the states and the Social
Security Administration to administer social security coverage for public em-
ployees more effectively and efficiently, we believe, t an the private sector ad-
ministration under IRS. The states assume full liability for all contributions due
under the coverage agreements. This includes liability for any interest assess-
ments as well. Most states have established field audit staffs to educate local
reporting officials and monitor the compliance with the varied coverage provisions
as well as prove the fiscal correctness of the reports.

The Chapter 1 Introduction of the Report of the General Accounting Office
dated December 18, 1978 accurately summarizes the states' role in administering
social security coverage for public employees through voluntary agreements be-
tween HEW and individual states to avoid the constitutional question of federal
authority to impose social security taxes on state and local government employers.
This summary also reflects the growth of the program over the years to a point
where over 9.4 million state and local government employees are covered for whom
over $10 billion was deposited in 1977. It would appear that this voluntary
program's expansion to cover 73.8% of state and local employees and the tremen-
dous increase in contributions (due mostly in recent years to the meteoric rise in
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rates and covered wage base) when combined with the funding problems the sys-
tem faces, has brought about a change in attitude toward public employee
coverage. This has resulted in (1) the attempt in 1977 to legislate mandatory
universal social security coverage for public employees and (2) the regulation we
are concerned with today to accelerate cash flow from these covered public em-
ployers and employees into the trust funds. While it may not seem that these
issues are directly related, I believe they are and I will explain why I believe so as
I proceed.

Both the General Accounting Office Report and the supplementary information
included with the published regulation cite the substantial losses of income to the
Social Security Trust Funds and the significantly more liberal requirement for
deposits of public contributions than the requirement imposed by the internal
revenue code on the private sector. Both documents acknowledge that losses were
not significant in earlier years and that now, with more contributions and higher
rates, the trust funds should reap the rewards. Both the General Accounting
Office Report and NCSSSA recommend turning the collection process over to IRS.
This recommendation was rejected on the grounds that this would require a
change in the law. It is mentioned, on the other hand, that several states may have
to amend their laws to comply with the new regulation. This was obviously not
considered reason enough to reject the new regulation, however, and the eighteen
month period before implementation is supposed to be sufficient for all states to
remedy any legal and administrative problems.

WHY DO STATES OPPOSE THE NEW REGULATIONS?

As indicated in the GAP report and the supplementary information published
with the regulation, the states and local entities strongly opposed the proposed
regulation. Let us set forth the reasons for our opposition in the order in which
they most concern us as state administrators.
1. Administrative problems

We maintain that it is administratively impossible to comply with either the
proposed regulation or the modified regulation as finally published. The Social
Security Administration's response to our insistance that these problems really
exist and that they are major is, "We do not believe the problems are so extensive
and severe that the states will not be able to devise processes which will enable
them to comply with more frequent deposits." They go on further to discuss esti-
mation of contributions and amending state laws to allow payments to be based
on estimates. This seems to presume that states are going to advance contributions
for local entities, which I am sure all states would be very reluctant to do and many
could not legally do. This would not only require statutory amendments to enable
such practice, but would require appropriation of funds for the advances. They
totally ignore the real world problems in administering social security coverage for
local government.

(a) Small entities make up a large percentage of the covered units (See Appen-
dix B) and no tolerance levels are provided. '1 herefore, we must assume that our
monthly deposits must include contributions front every covered entity, no matter
how small. The internal mechanism of local government is such that prompt re-
mittance and compliance with frequent die dates cannot realistically be expected.
Many reporting officials are part-time or volunteer public servants while full-time
farmers, tradesmen or businessmen. Requirements for prior signatures of approval
on warrants before remittances can be made is a problem when school boards or
local boards of trustees or selectmen meet once or twice a month. Mail service
from remote rural areas in many states will use up a good k)art of the period from
the end of the month to the due date (See Appendix A). These are real problenis
not addressed in either the General Accounting Office Report or the Social Security
Administration response to the issues raised in opposition to the NPRM.

(b) While larger entities might be expected to have more sophisticated procedures
and systems, they are not altogether without their problems either. I know the
State of Vermont, with a relatively elaborate computerized accounting system
with check writing its a by-product, routinely takes over two weeks from the time
a voucher goes in one end before a check comes out the other. (We understand the
Federal system of processing payments may not be that prompt either.) Some of
these larger entities may not have the sophisticated systems you might expect.
Some even have cash flow problems. Don't forget the state retains liability under
the regulations. There is no risk or collection expense for the Social Security
Administration.

(c) The states must collect the contributions from each covered entity, de-
posit and record each remittance received, consolidate all remittances received
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and make the single deposit in the Federal Reserve Bank 15 days after the end of
the month for the first and second month in each quarter. (Attached as Appendix
A is a list of steps involved and an average number of work (lays required to ac-
complish each.) In the third month they must collect the contributions and a
quarterly report, reconcile the report to remittances received for the three months
and remit 45 days from the end of the quarter. At the end of that process (the
last 15 days) the first remittances for the new month in the next quarter are also
flowing in to compound the confusion.

At this point I would like to clarify a statement that appears on Page 11 of the
General Accounting Office Report regarding collecting and depositing funds and
reporting. (This comment relates to the 5 states they visited before issuing their
report-Arkansas, Louisiana, Maryland, New Jersey and Texas.) "With regard
to the timeliness of collecting and depositing funds and the frequency of reporting,
three of the five states require state agencies and local governments to remit social
security contributions to them more than quarterly (semi-monthly, bi-weekly,
and monthly). In these instances, the funds are already deposited with the stateR
and the additional administrative work, other than reconciling contributions to
to the entities' quarterly reports, has already been accomplished."

This statement is very misleading. The only contributions remitted to state
social security agencies in these states more frequently than quarterly are state
agencies, not local entities, except Maryland. Maryland collects monthly with a
due (late of the 20th of the month. Their delinquency rate is very high. A few
other states, not visited by GAO, collect from local entities monthly with reporting
procedures tied to retirement system administration. I know of no deadline in any
of these states that would allow compliance with the 15-15-45 deposit regulation.
We readily agree the states, as employers, would be capable of complying with the
regulations. To collect and be liable for 65,000 local subdivisions on the same
schedule, however, is a different matter.

On Page 13 of the General Accounting Office Report they admit "We did not
study the reasonableness of the 15 day time frame for depositing monthly con-
tributions. Although 15 (lays seems to be a reasonable amount of time to make
deposits to the trust funds, the exact number of (lays should be determined by
HEW after consulting with the states." We submit that the 15 day time frame is
unreasonable and should not be implemented.
2. Financial liability

This concern ties very closely with the administrative problems. While the
states are liable for all contributions due for covered wages of all covered em-
ployees, they pass any interest assessments for delinquent remittances back to
the appropriate local entity. This requires assessment procedures and accounts
receivable systems to provide adequate controls. With no minimum deposit pro-
visions or (efined tolerance levels, delinquency rates will be very high. Controlling
assessments for late remittances will cause substantial workload increase and
expense.
3. Additional costs to States (see appendix C)

The increased workload generated by the accelerated deposit regulation will
require substantial increases in staff in some states and development of auto-
mated systems in some states. This comes at a time when many if not most states
are experiencing some form of budget control legislation or tax revolt. Looking V
ahead to the study on universal social security coverage, we recognize the strong
probability the report will recommend i plementation of universal coverage for
all public employees. At that point, would states continue to administer local
coverage? We think it unlikely. Does it make sense to gear up our operation now,
hire and train staff, buy hardware and develop software only to retire the system
in a few years? It doesn't make much sense to us.
4. Loss of interest income (see appendix D)

Many may be surprised to find this item so far down in the order. Much has
been said on both sides regarding the use of the monies. The General Accounting
Office and the Social Security Administration claim the trust funds are entitled
to this income. Others claim this loss of income to state and local governments
amounts to reverse revenue sharing. While the General Accounting Office Report
and the Social Security Administration published information do not agree on
the amount of interest involved, it is substantial by any standards. To be sim-
plistic, their gain is our loss.

There may be other factors you should consider, however. How much would
not have been collected in taxes if IRS had been the collection agency? How
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much is the states guarantee for full payment of contributions and interest assess-
ments worth? How may entities would not )e covered if social security administra-
tors and their staffs had not sold the program? Hlow many covered entities or even
states will terminate coverage if these regulations are implemented? How many
entities would have already terminated coverage if we had not persuaded them to
reconsider? How many entities will take advantage of sick pay exclusions, employer
pick-up of contributions and other legal means of making up their losses? What
will the bottom line be? Will the trust funds really gain as much as the federal
agency reports indicate? We believe they will not unless universal coverage is
mandated and these loopholes closed.

The Social Security Act requires that, as far as practicable, the same require-
ments shall apply to states as apply to other employers. The question seems to
center around the definition of "practicable". There a:e differences between private
sector coverage and public sector coverage. Theses differences will remain until
universal coverage is accomplished. We believe there were valid reasons for estab-
lishing the deposit and reporting procedures which have been in effect, basically
unchanged, for 28 years. Expansion of the coverage of 65,000 entities and nearly
10 million employees has not eliminated problems in administering this program.
If it is the desire of the federal government to receive deposits from the public
sector, then we strongly suggest it be administered the same way, by the system
and procedures already established, by the same federal agency that administers
the collections process from the private sector. We believe the General Accounting
Office Report makes a strong case for social security contributions to be collected
by IRS along with the federal income tax withholdings.

If the Social Security Administration is concerned about the ability of IRS to
administer coverage and collections for the public sector, and if they recognize the
value of the states guarantee and the other factors we mentioned earlier; then we
suggest no changes be made in deposit and reporting procedures which would
increase costs at the state and local level until a decision has been finalized
regarding universal coverage for public employees, and then only after a thorough
study has been made on the effect of the regulation with regard to:

1. Increased paperwork and administrative problems at state and local
level;

2. Reasonableness of time frame;
3. Administrative costs;
4. Realistic trust fund interest gain.

APPENDIX A

Administrative problems
Local:

1. Consolidation of sub-unit payments by local units (Such as required Da2V8
by Wisconsin statute 66.042) ------------------------------- 3

2. Drawing and authorization of local warrants ------------------- 4
3. Mail constraints (geographical--climatic-seasonal) ------------- 5

State:
4. Accountability of local receipts ------------------------------- 5
5. Deposits of receipts in State treasury -------------------------------
6. Drawing of State warrants ----------------------------------- 6

Total average work days to administer collections --------- 22
NoTE.-Estimated average days shown do not consider special situations which

could delay process further, such as: Computer down time, holidays, staff leave,
and miscellaneous.

APPENDIX B

Average entity deposit (quarterly) Percent

Less than $200 --------------------------------------------------- 10
$200.01 to $2,000 ------------------------------------------------- 25
More than $2,000 ------------------------------------------------- 65
Wisconsin:

0 to $200 ----------------------------------------------------- 4
$200.01 to $2,000 ---------------------------------------------- 49

NoTE.-Based on sample of 10 States for quarter ended September 30, 1978.

45-0S3-79----7
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APPENDIX C

ADMINISTRATIVE COST INCREASE

Present.-$13 Million.
Projected additional.-$5 Million (38 percent average increase) Range $25,000

to 275,000. Additional: Staff; Space; Equipment; and EPD.
Start-up costs: $1 Million.
Delinquency Rate-Significantly Higher.
Estimated Interest Assessments-As much as $4.5 Million Quarterly.

APPENDIX D

1981 interest loss MilUon
NCSSSA ---------------------------------------------------- $80
HEW ------------------------------------------------------- 2 179
GAO -------------------------------------------------------- 216

I Based on statistical sample of ten (10) States.
2 Per supplementary Information filed by HEW with final regulations published in Fed-

eral Register, vol. 43, No. 224-M.%onday, Nov. 20, 1978 (p. 54084).
3 Per General Accounting Office report dated Dec. 18, 1978 (p. 4).

STATEMENT OF ALTA E. MOORE, STATE SOCIAL, SECURITY ADMINISTRATOR OF
WISCONSI.;

It is clearly apparent that the Federal bureaucrats who concocted the arbitrary
and unrealistic proposed scheme for more frequent deposits by states of Social
Security payments were thinking of what procedure could be devised for a state
government itself, for a city like Milwaukee, Wis., for a metropolitan country
like Dane County, Wis.-governments which have sophisticated accounting and
processing equipment and trained career accounting and clerical personnel.

No consideration whatever could have been given to what actually exists out at
the grass roots democracy in this nation-in the thousands of small cities, rural
counties, villages, towns or townships, school districts, and special municipal
districts.

It is quite amazing to me that members of Congress seem to be forgetting what
actually transpires out where many of them originated, For example, Senator
Nelson was born and educated through secondary school in Clear Lake, a small
village in northwest Wisconsin, with a current population of something over 700
souls, Senator Nelson's home county is rural Polk County, Wis., as has been
mentioned previously in this hearing-the present population being less than
30,000 people.

To foist such a proposed procedure as that published November 20, 1978 on
simple operations of local government such as Clear Lake Village or even Polk
County is quite absurd as I will point out in detail in this statement.

I administer Social Security coverage and reporting for state and local public
personnel in Wisconsin under Section 218 of the Social Security Act. This is in
accordance with the provisions of the compact between the state and the Federal
Government for such coverage.

I have been associated with this program since 1951.
There is coverage under the compact in Wisconsin for from 275,000 to 300,000

persons, depending on the season of the year. More than 2,000 political subdivi-
sions now are included for the coverage to varying extents, that is, not all included
subdivisions have coverage in the same degree. It is estimated that there are a
maximum of 3,000 eligible units of government in the State of Wisconsin.

Under the master compact the state not only initiates the coverage under au-
thority in state law and administers the coverage for state agencies and included
political subdivisions after having entered into agreements with the Federal
Government for such coverage, but the state must guarantee and underwrite all
payments-both employer and employee-from all covered subdivisions.

It has been a challenging education process over more than a quarter century
to discharge the state's obligations under the agreement and to procure compliance,
but we are quite proud of the fact that as the result of great efforts, we have
achieved a standard of reporting which the SSA concedes is of higher quality
than the IRS has been able to achieve for private employers.

The impending Federal mandate to accelerate the deposit frequency is typical of
the simplistic thinking by persons who fail to comprehend what the actual facts
are.
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Neither jurisdiction which I have mentioned in sp-eaking of Senator Nelson's
origins has sophisticated accounting or processing equipment which GAO, SSA
IEW and others state inaccuractely are common and even prevalent in local
government jurisdictions.

In Wisconsin 10 percent of our jurisdictions make 75 percent of the total con-
tributions under Section 218 coverage. A few large entities account for the ma-
jority of people and dollars, but a large majority of entities, many of which are
served by part-time citizen officials, doing their Government work in their spare
moments. simply have to be recognized for the problems they have and the needs
they represent.

More than half of the political subdivisions included in the Wisconsin Section
218 agreement would be required under the July, 1980 scheduled change to
remit Social Security payments more frequencly than if IRS rules were applicable;
many of these have no income tax withholding obligation at all. This does not
make much sense

At the state level however it is difficult to vary requirements of local govern-
ments on the basis of size in the type of service I represent. In addition the larger
jurisdictions have many semi-autonomouis subordinate units for which the central
treasury of the jurisdiction is liable. Section 66.042, Wis. Stats., requires that all
disbursements must be from the treasury of the subdivision and that "when any
board, commission or committee of any county, city, village, town or school
district is vested by statute with exclusive control and management of a fund,
including audit and approval of payments therefrom, independently of the govern-
ing body, such payments shall be made by order checks issues by the county,
city, village, town or school clerk upon the filing with him of certified bills, vouchers
or schedules signed by the proper officers of such board, commission or committee,
giving the name of the claimant or payee, and the amount and nature of each
payment."

The facts as we see them are that it will not be possible for Wisconsin to comply
with the federal mandate in the new rule.

It is simply is not possible for our political subdivisions within the unrealistic
time schedule posposed.

First, to determine the amount of contributions payable in a month-and for
large agencies to gather the deductions from several sub-units such as highway
departmnents, utilities, libraries, hospitals, nursing homes, et cetera.

Second, to have a check prepared and signed after computing and adding the
employer share.

Third, to send the check representing employe and employer contributions on
gross covered wages paid in the previous month through the U.S. mail system to
the state agency-keep in mind that the state is another party here-the total
contributions are not just taken to a depository bank and considered timely filed
if this is done within a given period of time-we must allow an absolute minimum
of 2 days for delivery of mail to the state agency which has been charged with the
guarantee and mu4 be responsible for the total payment-the accountability
factor.

Fourth, for the state agency to accumulate the contributions, both employe
and employer, for all state departments, boards, and commissions, and for all
included separate employer political subdivisions.

Fifth, for the state agency to keep a record of how much was received from what
employer-to identify the employee and employer shares-to make certain that
all sub-units and operations for which each subdivision is ultimately responsible
are represented, et cetera.

Sixth, for the state agency to prepare a voucher for the State Bureau of Finance
for the total contributions received and then have the State Treasury write a
check made payable to the U.S. Treasury-this process takes at least 2 days at
the minimum.

Finally for the state to deposit the contributions in the closest Federal Reserve
Bank or to otherwise transmit them to the appropriate federal treasury account.

All of this within 15 days. Depending on what record of transactions will be
required by SSA, there may be even more steps than I have indicated.

We think it is not possible to comply. If collections cannot be made, the interest
income figures being bandied about so freely are meaningless.

Basic to the voluntary Social Security coverage compacts between the states and
the Federal Government is the fact that quite a different arrangement exists and
is necessary in the public sector which is totally different from what prevails in
the private sector. So the argument that the new rule merely tries to extend
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private employer practices to the public sector only emphasizes that the ivory
tower bureaucrats who devised this Rube Goldberg monstrosity have no concep-
tion of what is actually involved.

As has been pointed out the Federal Government is completely protected against
any loss in collections. There is a 100 percent guarantee written into the compact.
Moreover the federal government is paid substantial interest when such payments
for state and local public personnel are not deposited within the established time
deadlines.

This is quite different from what has prevailed in the private sector.
In the first place the SSA does not really know how effective the performance of

the IRS has been in collecting Social Security contributions from private em-
ployers. But the SSA has repeatedly conceded that it appears obvious that the
states do a much more effective job than does the IRS.

This is of course confirmed by reports submitted to Congress first by former
Senator John Williams of Delaware and later by Senator Villiam Proxmire of
Wisconsin. These reports have repeatedly disclosed serious delinquencies in the
performance of the IRS in the Social Security collections function.

But as has been emphasized, in the public sector under administration by the
states the Social Security trust funds are protected 100 percent. Despite the lack
of concern by the SSA in policing operations in the private sector that agency has
repeatedly checked upon the performance of the state Social Security adminis-
trators--sometimes almost to the point of harassment-and such discrepancies
as have been found are ordinarily minor in character and pertain to borderline
cases.

Implicit in this situation is the fact that whereas coverage for private employers
is uniform and mandatory-for public personnel under Section 218 of the Social
Security Act the coverage is exceedingly complex.

I must emphasize again very briefly some of the many differences between state
operations under Section 218 and IRS operations under FICA:

1. Because under the Federal constitution coverage is not mandatory but
can be provided only through state compacts there must be precise knowledge
of any conformity with the detailed provisions of the compacts-this kind
of knowledge is possible only at the state level. In Wisconsin, for example,
there are complex integration provisions for public employe retirement
systems with Social Security, some of these on a "divided system" basis;
there are local governments covered under Social Security only for retire-
ment system covered positions; there are local governments not covered
by Social Security at all; there are local governments covered to the maxi-
mum degree under Social Security; there are all kinds of varied coverage
conditions.

2. Coverage is not uniform as in private employment; there are various-
statutory exclusions mandated by Section 218.

3. There are numerous optional exclusions permitted under Section 218.
4. The optional exclusions vary from state to state and from political sub--

division to political subdivision within the states.
5. While optional exclusions cannot be added they can be removed and

the removal can be made retroactive-for periods which are not uniform.
6. While an employer-employe relation is relatively simple to establish

in private employment, because of the intricacies of government organiza-
tion at various levels-differing from state to state-it is not always simple
to establish which entity is the employer in some instances or even whether
an employment relationship with a government jurisdiction exists.

7. Although a private corporation has complete control over all phases of
its operations from top to bottom, in the case of a state which is stuck with
the underwriting guarantee for all political subdivisions, the state has little
control over the operations throughout the state in the counties, cities,
villages, towns and townships, school districts, etc.

8. A private corporation has full control over those responsible for Social
Security reporting at each installation. Unfortunately this Is not true of the
control exercised by state Social Security administrators-this administrator
must in many cases work with citizen officials performing a civic duty as
part-time clerks of political subdivisions who frequenty find they encounter
more headaches and spend more time in the public office than they antici-
pated, thus becoming a link of a chain of frequently changing clerks or
treasurers requiring a constant education effort from the state administrator's
office.
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9. Obviously the enforcement obligations of a state Social Security ad-
iministrator are much more complex than are those of the Internal Revenue
Service in private employment.

So it is quite apparent that the task of a state Social Security administrator
in discharging the state's obligations under a State-Federal compact is quite
difficult and is completely different from what exists in the private sector

Because the states have underwritten and guaranteed all payments due from
all covered political subdivisions, it is essential that to protect the state treasury
there should be an effective system of checking and controlling all Social Security
reports.

To do this well requires considerable time and detailed administration. It ob-
viously cannot be done within the time frame mandated by the new regulation.

What scares me as much in the proposal made by the Federal bureaucrats who
seem to know so little of the facts is not only the chaos that will result because of
the incorrect reporting that will ensue in the confusion-but also that there will
be a wholesale scurry of these part-time officials to unload their responsibilities
and let someone else worry about the problems that will result.

Our local reporting officials are tired and frustrated with increased Federal
Government regulations and with the whole Federal bureaucracy. Already we see
a great turnover in local officials. The majority of included political subdivisions
are small and many have only part-time officials-often underpaid-who are
serving as a civic duty. Another onerous regulation can only increase this turnover!

Federal officials quite generally have no comprehension of the problems en-
countered by the states in procuring the present standard of reporting of wages
in a system the state must attempt to control, but which it cannot and does not
want to dictate.

I am not talking theory. Instead I speak from bitter experience learned from
working with grass roots democracy for more than a quarter century.

The people in the executive Federal agencies can present their pipe dreams to
this subcommittee and to other congressional committees, but they should get
off their high horse-go out on the firing line-and learn something of the facts
of life at local governments levels. They would quickly change their tune!

Let me summarize by enumerating the specific points of disagreement of my
state with the Federal executive bureaucracies in this controversy:

1. The State of Wisconsin and its approximate 3,000 political subdivisions
are not comparable with a big private corporation and its hundreds of
branches; the administrative procedure Is not in the least similar; a state
guarantee for hundreds of separate political jurisdictions is based on a consti-
tutional premise underlying our system of government-this does not mean
the state runs the affairs of its municipal corporations and other units of
government. I am sure members of the subcommittee are aware that this is
so even though the executive bureaucracies apparently do not understand
this fundamental fact.

2. The same reasons exist today as existed previously for an adequate time
allowance for the state to substantiate its payments to the Federal Govern-
ment under complex coverage terms through a contractual arrangement;
the situation is not similar in the least to the conditions in private industry
where the coverage is mandatory and across-the-board. Again members of
Congress acquainted with state and local government must realize this even
though those who run HEW, SSA, and other bureaucracies do not realize
this fundamental principle in the current controversy.

3. Under the Section 218 contractual arrangement each state guarantees
the Federal Government against any losses, an element entirely lacking in
the private sector. Again this is a fundamental premise.

4. Statements by Federal officials to the effect a monthly deposit schedule
for the states on behalf of the myriads of local government units would
present no administrative, legal, or time difficulties are outrageous misrepre-
sentations of fact.

The facts are that administrative costs must skyrocket if it would be
possible to to the job at all-with the result that already financially squeezed
local governments would lose people who have been counted on to do the
job properly; the state treasury would have to be opened to potentially
damaging liabilities; conditions will be created under which withdrawal from
the program will be a certainty, if not by direction or permission of the state
legislature, then by default because of being unable to comply.
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Local officials indicate time restrictions In arranging disbursements from
the public treasuries to which they are accountable; many local units must
depend on the timeliness of state or federal aids to meet the employer costs
of Social Security; the non-availability of tax receipts when bills become due
force borrowing costs; there are many such factors to consider.

5. The purpose of the Social Security program is the protection afforded
in retirement benefits in old age and payment of benefits under conditions
of survivorship, disability, disease, and death; the collection of contributions
is a means to an end, not an end in itself.

6. The HEW and SSA authorities are proposing unilaterally to disrupt a
system under Section 218, which is supposedly a bilateral contractural
arrangement, that the states have demonstrated they can control.

Why destroy something that works and is being improved each day,
especially when the substitute procedure most assuredly will guarantee-
neither accurate deposits nor quality reporting of the wage records on which
benefit payments are computed, thereby causing more expense of corrections
and mounds of paperwork at all levels-local, state and federal.

7. SSA and HEW authorities cannot have it both ways. If they want
quality reporting and accurate payments by the state for the thousands of"
local government units in this country then there must be some under-
standing of what is involved in the guarantee by the states to pay. If this is
not the purpose they should remove the state guarantee and look only to the
collection of money chiefly from the big employer entities and ignore the
needs of the hundreds of small communities which generally have opted for
Social Security as their only protection for their employees.

8. If the ensuing chaos mandated by the Federal bureaucracies undermines
and destroys the level of accuracy achieved with great effort by state ad-
ministrators over more than a quarter century then many covered individuals
and their dependents will be seriously harmed because their wage records-
will be incomplete or inaccurate-thus impairing the benefits to which they
tare entitled and which Congress blithely assumes they will receive.

Universal coverage is being studied by the Secretary of HEW and others as
provided in Public Law 95-216 If as seems probable universal coverage to
include all government personnel, Federal as well as state and local, is in the
foreseeable future, why force an uncontrollable procedure on the states at this
time? -

It seems to me to be utter nonsense and also completely wrong for one party to a
contractual arrangement to create chaos against the wishes of the other party
when studies appear to indicate that the Federal Government eventually will.
succumb to the pressure to include its own employes under the national system
and to find a way to resolve the constitutional issues which underline Section 218.

What I am asking for today is some real understanding of the facts that exist-
facts that cannot be ignored. There are basic differences in operations that are
necessary in the public sector from those in the private sector and these differences
must be taken into consideration.

Senator NELSON. Our last witness this morning is Mr. Charles P.
Smith, Wisconsin State Treasurer and vice president, Association of
State Treasurers.

STATEMENT OF CHARLES P. SMITH, TREASURER, STATE OF WIS-
CONSIN AND VICE PRESIDENT, NATIONAL ASSOCIATION OF
STATE TREASURERS

Mr. SMITH. Senator Nelson and members of the committee, in the
interest of your time, I will be very brief.

Today, I am representing primarily the National Association of
State Treasurers as its regional vice president. This organization, as
well as the National Association of State Auditors, Comptrollers, and
Treasurers, to which I also belong, have taken a strong, consistent, and
unanimous stand against the regulation for the acceleration of the-
frequency of social security deposits under section 218 of the Social
Security Act.
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Also, I am appearing on behalf of the State of Wisconsin and am
taking the liberty of speaking for over 2,700 units of local government
reporting groups, some of them being here today to speak on their own
behalf.

Social security administrators have given a detailed account of the
serious impact of this proposed regulation on State and local govern-
mental units.

I find it rather curious that in light of the strong opposition to this
proposed rule change over the past several years, by State financial
officers, and those acting in a similar capacity at all levels of State
government, that the Social Security Administration and its parent
HEW, persist.

There cannot be a Congressman or a Senator who has not received
much negative and even outraged correspondence from the two na-
tional organizations I belong to, from other financial officers of their
various constituencies, from the county and town board associations,
the State social security administrators, and I would expect from many
Governors as well.

In my State, former Governors Lucey and Schreiber have expressed
strong concerns to HEW officials and to our congressional delegation
I have received personal assurances from Wisconsin's entire congres-
sional delegation in support of continuing quarterly remittances with
the exception of Senator Proxmire who did acknowledge my concerns.

Also, I have in my possession a letter to Mr. Donald I. Wortman,
Acting Commissioner of the Social Security Administration, signed by
54 Members of the U.S. Senate requiring the Social Security Adminis-
tration to withdraw the proposed regulations until such time as to
legislative process has run its course.

Secretary Cahtano and Commissioner Wortman have consistently
stated that the los of interest income to the States and its subdivisions
is the overriding concern. This is simply not true.

The overriding issue is the administrative burden and chaos that
would result at all levels of government; undermining the accuracy of
reporting, the placing of intolerable time lmits for payment on the
States, while still requiring the States to guarantee 100-percent
contributions. The interest income generated by the temporary
investment of collections by the States and their political subdivisions
is a byproduct, an offset against administrative expense, a sound
management practice-not the primary concern of the States as
Secretary Califano and Commissioner Wortman would have us
believe.

The truth seems to be that HEW and SSA want it both ways-a
State guarantee which insures the Federal Government against losses
and a deposit frequency within a time frame that makes it impossible
for the States to comply. It is absurd to suggest that the States be
required to underwrite and guaranteee all coverage and collections
from included political subdivisions if the conditions in which the
effective controls which have been developed and maintained by the
States are to be taken away.

As Senator Nelson has said, and I quote: "It is patently unfair to,
force the States into a situation where they must underwrite the
payments of their political subdivisions and, at the same time,
jeopardize the accuracy of their reporting systems by imposing more
frequent and burdensome depository requirements."
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Senator NELSON. If, in fact, that is what happens, so you do not
misunderstand me.

If they do not increase the paperwork and if the municipalities and
the State get adequately compensated for their work, I do not defend
the proposition that you ought to take social security funds that belong
to retirees and use them for general purposes of government. I have
never taken that position in support of that proposition.

Mr. SMITH. Right, I understand that, sir.
The matter at issue seems to be: "Shall the terms of and long-

standing administrative practices under the master State-Federal
social security agreements be modified unilaterally by one paety to the
agreement?" I think not.

This effort by HEW to accelerate remittances appears to be a uni-
lateral abrogation of longstanding, two-party agreements between
HEW and each of the States. This may require renegotiation of the
agreements rather than HEW changing the agreements by a question-
able use of its rulemaking authority.

If HEW prevails on this issue, I will ask my attorney general to
join the several States that are contemplating litigation of this issue.

Thank you.
Senator NELSON. Senator Danforth?
Senator DANFORTH. No questions.
Senator NELSON. Thank you very much for coming to testify on

behalf of the Association of State Treasurers. I appreciate it very
much.

That concludes the hearings. We will be submitting some additional
questions to the witnesses who appeared today well as asking for a
response from the Social Security Administration to the issues that
were raised here in the testimony.

Thank you.
[Thereupon, at 12:40 p.m., the hearings in the above-entitled matter

were recessed, to reconvene at the call of the Chair.]
[By direction of the chairman the following communications were

made a part of the hearing record:]

TESTIMONY OF SENATOR DALE BUMPERS

STATES' SOCIAL SECURITY DEPOSITS

I commend the Senate Finance Subcommittee on Social Security for holding
hearings on the regulations issued by the Department of Health, Education, and
Welfare which modifies the method under which States file Social Security con-
tributions. Now States file quarterly reports within 45 days after the close of a
calc(idar quarter. Under the new regulations, depostis are required 15 days after
the end of each of the first two months of a calendar quarter, and 45 days after
the end of a calendar quarter.

I have three principal reservations about this proposal. (1) It will place severe
time constraints on State Offices. (2) State and local governments will have more
paperwork. (3) The change is likely to lead to more errors according to state and
local government officials.

Under the best of circumstances, mail takes from two to five days to reach
Little Rock from the other areas of Arkansas. Once the payments reach the State
Office in Little Rock, they must be verified and processed. The State Office makes
a deposit in the Federal Reserve Bank in Little Rock. Fred Henne, Administrator
of Arkansas' State Office, in his testimony before the Subcommittee, stated that
it took eleven days from the time he personally hands over the check to the
Federal Reserve Bank before the funds are credited to the Social Security Trust
Fund account. Thus, if the mail from most jurisdictions takes three or four days
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to get to Little Rock, the State Office only has two days at the most to verify,
process those reports, and deposit the state's payment to avoid a penalty. This
time constraint allows no time for delayed mail service, equipment breakdown,
adverse weather conditions, or any on. .of a number of problems which might,
occur.

The increased number of reports will place an additional burden on local govern-
ments which already spend an inordinate amount to time filling out forms to
comply with federal and state regulations. Additional personnel will be required,
driving up costs to the State government.

The combined effect of the above will jeopardize the admirable record Ar-
kansas has achieved over the years. The increased paperwork and tight time con-
straints can only invite errors that will be neither to the State's nor the Social
Security Administration's advantage.

I do not question the premise that the Social Security Administration should
maximize the benefits derived from the Social Security Trust Fund contributions.
The regulations that are intended to achieve this goal, however, do not take into
account the costs to States and local government.

I urge the Social Security Administration to reconsider these regulations in
light of the testimony that the Social Security Subcommittee has received in this
hearing.

STATEMENT OF CONGRESSMAN JACK BROOKS

Thank you Mr. Chairman. I appreciate the opportunity to share with you and
the committee my views on the need for more frequent deposits by States of
social security contributions.

As you know, participation by State and local government workers in social
security is by a voluntary arrangement with the States, and about 9.4 million,
or 74 percent, of all such employees are covered. Their contributions, and the,
matching employers' share, amounted to over $10 billion in 1977.

The law authorizing their participation directs the Secretary of HEW to impose
the same implementing requirements on the States as are imposed on private
employers so far as practicable. Private employers are required to deposit both
social security taxes and money withheld from employees' income on a monthly,
semi-monthly, or weekly basis, depending on the amounts involved. States must
meet the same schedule for depositing their employers' share and the contributions
of State and local government workers.

Since 1959, however, States have had 45 days after the end of each quatrer to.
deposit social security rayments to the Treasury, retaining the interest earned in
the interim for themnelves. According to a recent GAO report, this practice has
cost the Social Security Trust Fund about $1.1 billion in interest for the years
1961 to 1979.

On November 20, 1978, Secretary Califano issued new regulations, to take
effect July 1, 1980, which will require monthly deposits but will permit the States
to retain the final month's deposit in each quarter for 45 days. Despite these new
regulations, GAO believes that the trust fund will continue to lose substantial
earnings in the future. The GAO recommends that HEW implement regulations
requiring semi-monthly deposits by the States which would earn $281 million
more for the trust fund during the five year period beginning July 1, 1980.

I support GAO's recommendations for more frequent deposits. While HEW is
to be commended for moving to recover some of the money, I can see no justifi-
cation for permitting the States to retain any interest on earnings on social security
contributions. This money should be going into the Social Security Trust Fund,
especially since the fund is experiencing financial problems that have caused
Congress to raise social security taxes.

I am particularly disturbed by reports that HEW revised its more stringent
March 30 proposed regulation, which required States to switch from quarterly to
monthly deposits, due to opposition by the States. According to the GAO,'the
States base their objections on the loss of earnings and cash flow that would
result from more frequent deposits. This argument is fallacious. Social security
contributions were never meant to provide States with interest earnings or cash
flow. HEW is ducking its responsibility in the law by permitting this disguished
form of revenue sharing to occur at the expense of the Social Security Trust Fund.

1, therefore, join with GAO in criticizing HEW deposit regulations which allow
States to earn interest on investments using funds which should be on deposit for
the trust fund. This practice is detrimental to the financial stability of these-
funds, and cannot be rationally justified.
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I urge the committee to support GAO's recommendation that the HEW
Secretary revise the November 20 regulations to require States to make semi-
monthly deposits.

NATIONAL GOVERNORS' ASSOCIATION,
February 1, 1979.

Hon. GAYLORD NELSON,

Chairman, Senate Subcommittee on Social Security,
Washington, D.C.

DEAR SENATOR NELSON: To my regret, I was unable to appear at the hearings
you held on January 29 to discuss deposit requirements for state and local contri-
butions under the social security system.

The position of the National Governors' Association on the Department of
Health, Education and Welfare (HEW) regulations to increase the frequency of
such deposits is ciear. You will find enclosed a copy of the policy which the
Governors adopted at the NGA annual meeting last summer.

I am very much concerned by the administrative complexities that will result
from the requirement for deposits of state and local social security contributions
on a fifteen/fifteen/forty-five day schedule. These problems were outlined in
testimony at your hearing by the National Conference of State Social Security
Administrators, and I will not duplicate the data you have already received by
repeating them here. Unless these administrative problems are resolved, serious
disruptions will occur in the operation of the program and, perhaps, even in
wage records maintained for beneficiaries.

Throughout the debate, our assertions that severe administrative difficulties
will result from changes in the deposit schedule have been ignored. Even the
eport recently prepared by the General Accounting Office GAO) failed to
review the feasibility of a fifteen-day deposit schedule. Like HEW, GAO asserts
that a fifteen-day deposit deadline can be met but fails to refute the points
raised by states.

We hope that you will continue in you efforts to ensure that states have a fair
hearing on this issue by urging GAO and HEW to cooperate on a short-term but
thorough study of the administrative problems in the new deposit schedule that
we have identified. The effective date of the HEW regulations should be changed
to eighteen months after the completion of the study.

I hope that we can work together in the months ahead to resolve the potentially
serious problems with the changed procedures. In the meantime, I would appre-
ciate it if you would include this letter and its enclosure in the record of the
January 29 hearings.

Sincerely, Gov. RICHARD A. SNELLINO,

Chairman, Cot.mitlee on Executive
Management and Fiscal Affairs,

National Governors' Association.
Enclosure.

STATE DEPOSITS OF SOCIAL SECURITY FUNDS

The Department of Health, Education and Welfare has proposed regulations
that would require the states to make monthly transmittals of social security
contributions instead of the present quarters transmittals. Deposits of all social
security contributions would have to be made not later than fifteen days after
the close of each month. At present, these deposits are made not later than the
forty-fifth day after each calendar quarter. The new regulations are to become
effective sometime in 1980.

The unilateral action of the secretary is not in keeping with the agreements
between state participants in the social security program and the federal govern-
ment. Further, the action is premature because it fails to take into account a
study of the social security program under vay at HEW. The study report, due
in 1980, is expected to find the need for far-reaching changes in the social security
system. The revision of existing, effective state procedures just prior to a more
extensive overhaul of the system seems unnecessarily disruptive to us.

The National Governors Association favors retention of the quarterly deposit
system for social security funds and supports legislation necessary to maintain
the current system.
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EMPLOYEES RETIREMENT SYSTEM OF TEXAS-STATEMENT
ON MONTHLY SOCIAL SECURITY DEPOSITS

The Employees Retirement System of Texas i8 the state agency responsible for
the collection of social security wage reports and contributions from 1,915 groups
of local government and 246 units of state government. Through this program
495,879 employees of state and local government are contributing to the Federal
-Old Age, Survivors, Disability and Health Insurance Program. For the calendar
year of 1978 the state will timely deposit to the United States Treasury more than
four hundred and ninety million dollars. Due to the experience of this state since
this program began in 1951 we feel qualified to express our opinion on the pro-
posed regulation by the Federal Social Security Administration regarding monthly
-deposits of social security contributions.

When this program began in 1951 Federal regulations required quarterly social
security reports and contributions to be remitted by the end of the month after
.each calendar quarter. As coverage increased under this program the states became
less and less able to meet this deadline. This matter was presented to the Federal
Social Security Administration and obviously the policymakers in that agency at
that time recognized some of the problems. The federal agency agreed to change
the reporting date to 45 days after the end of each calendar quarter. Under this
regulation this state has been able to effectively administer this program.

The procedure and liability of the Internal Revenue Service as compared to
that of the states is totally different. In this state we are required to deposit the
withheld contributions from the employees after it is remitted to this office by
the employer. Additionally, for the 246 state agencies the next step is to obtain
the matching money which comes from a multitude of funds since our state law
requires the matching money to be paid from the fund from which the employee
is paid. Once the matching money is obtained state law requires that this money
also be deposited in a special state fund. The procedure is then to draw a voucher
requesting another state agency to write a warrant. This often requires several
(lays, and upon receipt of the warrant this agency then deposits this amount in the
Federal Reserve Bank at Dallas. We suspect a procedure similar to this exists
in all states. We know of no other method to legally administer this program
-because most states do require certain safeguards in money transactions.

It would be interesting to observe how long it would require the General
Accounting Office to collect social security contributions from all the federal
agencies, deposit this money in a special fund, obtain matching money for all
agencies from the fund from which each employee is paid, prepare the proper
document for a check to be written at the pleasure of another federal agency,

-obtain the warrant, and deposit it in a Federal Reserve Bank.
Under the proposed federal regulation to be effective July 1, 1980, the states

will be required to deposit social security contributions for the first 2 months of
each calendar quarter within 15 days after the month ends and to deposit the
contributions and remit the quarterly wage report within 45 days after the third
month of the calendar quarter. This state could possibly administer this program
if we were allowed 30 days after the first 2 months and45 days to remit the de-
posit and file the wage report after the third month of each quarter. Most people
when discussing a 30-day time period versus a 15-day time period automatically
have a vision of the federal agency losing 15 days of interest each month forever.
This opinion is not correct. If the states were given 30 days instead of 15 days the
only loss to the trust funds would be the interest earnings for a period of 15 days
for one time only. Once this procedure is established the deposit would be made
at 30-day intervals which is the same interval that would be followed under the
15-day plan. It is not reasonable nor understandable that a federal agency would
be permitted to impose upon the states an impossible burden forever simply for
the sake of earning interest for one 15-day period.

We appreciate the opportunity to have these brief remarks included in the
testimony regarding this issue.

JOSEPH N. MURPHY, Jr.,

Executive Director
Employees Reiremnent System of Texas.
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STATEMENT OF THE NATIONAL LEAGUE OF CITIES

Tw National League of Cities, on behalf of its 48 state municipal leagues and
representing 15,000 member cities, submits the following statement strongly
opposing H EW's November 20, 1978, regulations mandating that state and local
governments contribute social security payments on a monthly, rather than
quarterly, basis.

In summary, our statement deals with the following issues:
The voluntary nature of state and local government participation in the Social

Security system;
The absence of a fiscal impact statement accompanying the regulations;
The additional costs required to implement the new system;
The inadequate involvement of local governments in developing the regulations;

and
The argument that the regulations will result in equity of treatment with the

private sector.
State and local government participation in the Social Security system is cur-

rently entirely voluntary. Over seventy percent of state and local government em-
ployees have opted for'inclusion under Social Security. The recently-enacted in-
creases in Social Security tax rates and the taxable wage base has spurred in-
tensive examination by local governments of the feasibility of withdrawing from the
system entirely. The loss of several months interest on social security contributions
could well provide the compelling incentive for local governments to withdraw
from the system. It should be obvious that a significant number of withdrawals
from the system will be far more costly in terms of revenue loss to the Social
Security Trust Fund than the interest lost as a result of the existing system of
quarterly contributions.

We believe that an economic impact statement should have been prepared to
accompany the new regulations. The analysis required by Executive Order 12044
requires agencies to prepare a "regulatory analysis" for all regulations identified
as significant. Such as analysis is required to involve a careful examination of
alternative approaches early in the decisionmaking process." Furthermore, in his
March, 1978 Urban Policy Message, the President pledged that the Administra-
tion would prepare urban impact analyses on important proposals affecting state
and local governments. These assessments have not been made. Given the recent
adoption of such tax and spending initiatives as the Jarvis-Gann Amendment to
the California Constitution, we believe this is a most inappropriate time to alter
existing procedures without knowing precisely the potentialfiscal impact on State
and local governments.

Not only is the information on the fiscal impact from the perspective of lost
interest income inadequate, but no valid and thorough study has been made of
the additional costs to local governments-in terms of personnel, equipment, and
so forth-of complying with the new contribution requirement. N early 65,000-
general and special purpose units of government will be affected by the new regula-
tions. Many will be small jurisdictions, with only part-time staff to manage pay-.
rolls. There has been no attempt to ascertain the financial capability of these
jurisdictions to absorb additional costs in order to comply with the regulations.
We believe it is essential that this information be accurately assembled and evalu-
ated prior to imposing any changes in the existing system.

While we understand that the Social Security Administration consulted at
length and in detail with the appropriate agencies of State governments in develop-
ing these regulations, there was minimal consultation with units of local govern-
ment. This lack of adequate consultation with local governments is wholly incon-
sistent with the President's urban policy proposals referred to earlier. HEW
justifies the new regulations, in part, by asserting that there would be parity
between the public and private sectors. We believe this argument is invalid. There
are numerous inequities between private and public sector participation in the
Social Security System that have not been addressed. States guarantee contribu-
tions to the Trust Fund on their own behalf, as well as on behalf of local govern-
ments within their jurisdictions. Private sector contributions, on the other hand
are not guaranteed, and failure of an individual employer to remit social security
payments results in a net loss to the Trust Fund.

Furthermore, private sector establishments are entitled to deduct the cost of
Social Security payments from their income taxes-a substantial financial benefit
to private employers, far in excess of the loss the Social Security Administration
claims because of quarterly contributions by state and local governments. While
recognizing that income tax deductions do not impact on the Social Security
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Trust Fund, one can scarcely claim parity when non-taxed local governments are
not accorded similar favorable treatment in reducing actual financial outlays.

The National League of Cities urges that implementation of the new regulations
be delayed to provide an opportunity to obtain more accurate and comprehensive
information on all aspects of their impact. The Federal Government has a re-
sponsibility to insure that changes in established procedures do not impose fi-
nancial burdens on already hard-pressed local governments.

RESOLUTION No. 5--To OPPOSE THE SOCIAL SECURITY ADMINISTRATION REPORT-
INO AND DEPOSITORY PROCEDURES

Whereas on March 30, 1968, the Social Security Administration published in the
Federal Register a notice of proposed change affecting the remittance procedure
for state and local governments; and

Whereas if implemented these regulations would require that every public em-
ployer who is covered for social security would be required to submit its contri-
bution payment at the end of every calendar month instead of the current quar-
terly system; and

Whereas in order to begin more frequent deposits, the employer's appropriation
for the fiscal years would have to be increased by at least twenty percent; and

Whereas the money would not remain with the employer until the end of the
quarter and any interest income now derived on employee and employers contri-
butions held during that quarter would be lost to the community; and

Whereas altering the long and established payment schedule would add to the
administrative cost and to the already burdensome federal reporting requirements;
now, therefore, be it

Resolved, That the National League of Cities urges the Congress of the United
States to enact legislation mandating continuation of the current system of quar-
terly deposits and reporting procedures; be it further

Resolved, That the National League of Cities opposes proposed regulations to
require public employers to report this information on a monthly basis as unneces-
sary; be it further

Resolved, That the National League of Cities opposes any attempt by the federal
government to collect the interest on accrued Social Security deposits in lieu of
changing the deposit and reporting requirements.

NoTE.-Approved by the Membership of the National League of Cities, Annual
Business Meeting, November 29, 1978, St. Louis.

COMMONWEALTH OF VIRGINIA,
OFFICE O1 THE GOVERNOR,

February 15, 1979.Hon. GAYLORD NELSON,

U.S. Senate, Washington, D.C.
DEAR SENATOR NELSON: I wish to take this opportunity to inform you of the

position of the Commonwealth of Virginia on the Social &Scurity Administration's
regulations requiring states to deposit Social Security employer/employee pay-
ments with the Federal government on a more frequent basis.

The approach taken by the Social Security Administration is of particular
concern to me.

I believe all financial and administrative matters on this complex issue should
be given fuller consideration. I refer specifically to the following:

1. The Federal Government does not recognize 1he relationship between the
state and its local governments. It is impossible for the state to collect and obtain
documentation from the various employer jurisdictions on employee and em-
ployer contributions within five to seven days after each month, and then guaran-
tee the total payment to the federal treasury. This cannot be done, with any
degree of accuracy, by the 15th day after each month. With 733 reporting jurisdic-
tions in Virginia, you can imagine how difficult this process would be in the time
allotted to the state.

2. Most of the states use interest income (over $3 million in Virginia) for the
substantial cost of administering the program. The regulations would not only
deprive Virginia and the other states of the interest income to finance these costs,
but the added bureaucracy required by the regulations would greatly increase
administrative costs at state and local levels. This would impose an additional
burden on state and local taxpayers. In Virginia, any interest income above the
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cost of administering the program is used for the retirement benefit, of those
members contributing to the system. The money is not placed in the state's
general fund.

3. The projected shift from the long established quarterly reporting to monthly
reporting will impose a 20 percent cost increase upon the states and the political
subdivisions covered by the program in the first year because they will be required
to finance payments for 14 months instead of 12. This will disrupt state and local
financing patterns and will create serious problems in financing the additional
2 months in the first year.

4. The Federal Government has attempted to show that it merely proposes to
treat the state and local governments in the same manner as it does the private
sector. However, the Social Security trust funds are deprived now of considerable
sums paid to the Internal Revenue Service for administration of coverage and
reporting in the private sector. Moreover, the SSA has repeatedly acknowledged
that all studies show the states have done a superior job of administration in the
public sector as compared with what the IRS has done in the private sector-and
under far more complex and difficult coverage conditions in the public sector, as
compared with the private sector.

Because of this and because the states are required to guarantee and to under-
write all employer and employee contributions for all included political sub-
divisions, as well as for included agencies and departments of the state government,
the trust funds have been completely protected for money due for public personnel.
The State of Virginia assumes the liability for over 300 million dollars per year in
Social Security contributions. It is common knowledge, however that in the pri-
vate sector, because of the less effective administration by the IiKS of this type of
coverage and collections, and the absence of any guarantee by the IRS of the type,
required of the states, the Social Security trust funds are deprived of substantial
revenue.

5. In many states taxpayers will be harmed because those states have been
able to procure a higher rate of interest return on the temporary investments than
will be the case for the Federal Government.

As we stated by the Governors at their meeting in Boston last August, the
proposed accelerated deposit regulation is premature. It fails to take into account
the current studies of the Social Security program. In their statement, the Gov-
ernors said, "To revise existing effective state procedures just prior to a more
extensive overhaul of the system seems unnecessarily disruptive to us."

An acceptable alternative to the revised state procedures, and one that would
treat public and private sectors in the same manner, would be to turn over to
the IRS the entire collection process.

A number of national organizations, in addition to the National Governor's
Association, are working to encourage the enactment of legislation which will
override the new Social Security Administration regulations. Your leadership.
and support toward this end will be greatly appreciated by the Commonwealth..

With all good wishes, I am
Very truly yours,

JoHo N. J)ALTONS0


