iy - - /08D30
UNITED STATES GENERAL ACCOUNTING OFFICE

WASHINGTOI!4, D.C. 20548

v g GUN 878

S— . !

Mr. Donald I. Wortman

Acting Commissioner of Social
Security

Department of Health, Education,
and Welfare

.Dear Mr. Wortman:

We have reviewed your "Notice of Proposed Rulemaking,"
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 fregueat
deposits will result in increased interest earnings to the
Social Security Trust Funds and be more consistent with the
requirement placed on emplovers in the private sector who
generally must make deposits more often than the States.

Because of the prefarential treatment afforded the
States under current regulations, the Social Security
Trust Funds will have lost at least S1 billion in invest-
ment income until such changes can become effective in 1980.
4 While we agree that your proposal cvo increase the fre-
quency 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.
Furthermore, we believe the phasing in options of your pro-
posal 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 ‘MPLOYEES' SHARE OF SOCIAL SECURTTY
<ONTRIBUTIONS

Section 218(e) of the Social Security Act, as amended,
prnvides "* * ¢ 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 prescribz, * * % »
- (Emphasis supplied.) This requirement is includa2d in coantracts
between the Secretary and tiie States,




Your proposal under section 218 will increase the fre-
quency with which States and interstate instrumentalities must
deposit social security contributions on wages and salaries
paid to covered employees from guarterly (15th day cf the 24
month after the end of the calendar cquarter) to monthly (15
days after the end of each month). The present quarterly
deposit requirement for States results in a substant.al loss
of interest earnings to the Social Security Trust Funds, and
is inequitable to employers in the private sector who generally
must deposit Fedezzl income and social security taxes weekly,
biweekly, or monthly.

Section 218(i) of the act provides that the same deposit
requirements should be imposed on the States, so far as practi-
cable, as is imposed on employers of the private sector. The
Internal Revenue Service (IRS) requires private employers to
follew a dep. sitory schedule based on accumulated social
security taxes and withheld income taxes. fLenerally, 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.

Deposic 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 1lst, 2d, or 3d week) if taxes are
$2,000 or more.

State and local government employers are subject to
this schedule for wittheld income taxes only since social
security contributions are remitted to the Social Security
Administration (SSA). 1In 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 pay-
rolls 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 Lalf of the State and local employees are
currently being paid more often than monthly;

(2) many States already requi:e State agencies and
local ygovernmei'ts to remit social security con-
tributions to them more often than quarterly
(biweekly or monthly); and

(3) state aud local governments are remitting withheld
income taxes in accordance with the IRS depository
schedule.

In effect, a State which pays its employees biweekly remits
the Federal income taxes it withholds to thne IRS biweekly,
but is not required to remit to SSA the social security con-
tributions it deducts from the pay of these same employees
until the 15th day of the 2d 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 §) billion interest earnings
since the States were brought under the social security pro-
gram 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 truct funds intcieust earnings will total about
$856 million (at simple interest rates) for the 4 calendar
years 1980--1983. These interesc earnings wonld increase
an additional $5%4 million for the same period if deposit
requirements were changed to 15 days after the end of the
pay period.

PEASING IN CPTIONS

Your proposal sets forth a plan for immediate imple-
mentation no less than 18 months after the final rules are
published. The 18-month provision was provided by Public
Taw 94-202, enacted January 2, 1976. In addition, there
are five options for phasing in the proposed rules.
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In our visits to the S.ate and local governments, we
discussed the need for the five options. The State and local
governments advised that immediate imgplementation 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 guarterly
and/or yearly changes in frequency of social security contri-
bution deposits until the rules are fully implemented. We
agree with the State and local governments that imnediate
i~plementation would be more desirable than a phase-in under
any of the five options. In acdition, the States would have
th 18-month period for planning and dealing with immediate
impiementation of your proposal on or abcut January 1, 1980.

FREQUENCY OF REPORTING RECUIREMENTE

The proposed rules appear ambiguous as to the frequencly
of required reporting by the States on contributions fovu
employees' wages and salaries. It is cur understanding that
the proposal requires only more frequent deposits, and that
the required frequency for reporting will remain guarterly.

paragraph 404.1255a, (c; of vour proposel, pertaining
to filing of contribution returrc a.d wage reports for months
on or after the effective date of your proposal states

scontribution -elurns (Form OAR-S1) will
be sent to the * * * Social Security Adminis-
. tration * * * with respect to each deposit at
the same time that the deposit 1s made. Wage
reports, on Form OAR-S3, together with a re-
capitulation report (Form OAR--£2) shall also
be filed with the * * * Social Security
Administration." (Emphasis supplied.)

Since the above paragraph might be interpreted as requir-
ing a report each time a deposit is made, we believe you should
advise all States that the current quarterly report.ng requiire-
ments will remain the same.

we appreciate thz opportunity to comment on your "Notice
of Proposed Rulemaking® 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 plcn to issue a report to the Congress at a later
date.

Sincerely yours,

%Lﬂm

Gregory J. Ahart
Director





