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PART 601—ADMINISTRATIVE 
PROCEDURE

Subpart A—Approval, Certification and 
Findings With Respect to State Laws 
and Plans of Operation for Normal and 
Additional Tax Credit and Grant Pur-
poses

Sec.
601.1 General. 
601.2 Approval of State unemployment com-

pensation laws. 
601.3 Findings with respect to State laws 

and plans of operation. 
601.4 Certification for tax credit. 
601.5 Withholding payments and certifi-

cations.

Subpart B—Grants, Advances and Audits

601.6 Grants for administration of unem-
ployment insurance and employment 
service. 

601.7 [Reserved] 
601.8 Agreement with Postmaster General. 
601.9 Audits.

AUTHORITY: 5 U.S.C. 301; 26 U.S.C. Chapter 
23; 29 U.S.C. 49k; 38 U.S.C. Chapters 41 and 42; 
39 U.S.C. 3202(a)(1)(E) and 3202 note; 42 U.S.C. 
1302; and Secretary of Labor’s Order No. 4–75, 
40 FR 18515.

SOURCE: 15 FR 5886, Aug. 31, 1950; 23 FR 
1267, Mar. 1, 1958, unless otherwise noted.

Subpart A—Approval, Certification 
and Findings With Respect to 
State Laws and Plans of Oper-
ation for Normal and Addi-
tional Tax Credit and Grant 
Purposes

§ 601.1 General. 
(a) State unemployment compensa-

tion laws are approved and certified as 
provided in section 3304 of the Internal 
Revenue Code of 1954; findings are 
made regarding reduced rates per-
mitted by a State law (section 3303(a) 
of the Internal Revenue Code of 1954) 
and such laws are certified as provided 
in section 3303(b) of the Internal Rev-
enue Code of 1954; findings are made re-
garding the inclusion of specified pro-
visions (section 303(a) of the Social Se-
curity Act) in State laws approved 
under section 3304(a) of the Internal 
Revenue Code of 1954; findings are 
made whether the States have accepted 
the provisions of the Wagner-Peyser 
Act and whether their plans of oper-

ation for public employment offices 
comply with the provisions of said Act. 

(b) Normal and additional tax credit 
is given to taxpayers against taxes im-
posed by section 3301 of the Internal 
Revenue Code of 1954. 

(c) Grants of funds are made to 
States for administration of their em-
ployment security laws if their unem-
ployment compensation laws and their 
plans of operation for public employ-
ment offices meet required conditions 
of Federal law. (Section 303(a) of the 
Social Security Act; section 3304(a) of 
the Internal Revenue Code of 1954; sec-
tions 6, 7, and 8 of the Wagner-Peyser 
Act.) 

(d) As used throughout this Part, the 
terms ‘‘Secretary’’ or ‘‘Secretary of 
Labor’’ shall refer to the Secretary of 
Labor, U.S. Department of Labor, or 
his or her designee. 

[15 FR 5886, Aug. 31, 1950; 23 FR 1267, Mar. 1, 
1958, as amended at 61 FR 19983, May 3, 1996]

§ 601.2 Approval of State unemploy-
ment compensation laws. 

States may at their option submit 
their unemployment compensation 
laws for approval (section 3304(a) of the 
Internal Revenue Code of 1954). 

(a) Submission. The States submit to 
the Regional Administrator, Employ-
ment and Training Administration 
(RAETA) two copies of the State unem-
ployment compensation law properly 
certified by an authorized State offi-
cial to be true and complete, together 
with a written request for approval. 

(b) Review of State law. The RAETA 
reviews the State law and forwards one 
copy to the central office of the Em-
ployment and Training Administration 
with his comments. The central office 
reviews the RAETA’s comments and 
analyzes the State law from the stand-
point of the requirements of section 
3304(a) of the Internal Revenue Code of 
1954. 

(c) Approval. The Secretary of Labor 
determines whether the State law con-
tains the provisions required by section 
3304(a) of the Internal Revenue Code of 
1954. If the State law is approved, the 
Secretary notifies the Governor of the 
State within 30 days of the submission 
of such law. 

(d) Certification. On December 31 of 
each taxable year the Secretary of 
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Labor certifies, for the purposes of nor-
mal tax credit (section 3302(a)(1) of the 
Internal Revenue Code of 1954), to the 
Secretary of the Treasury each State 
the law of which he has previously ap-
proved. (See also § 601.5.) 

(Approved by the Office of Management and 
Budget under control number 1205–0222) 

[15 FR 5886, Aug. 31, 1950; 23 FR 1267, Mar. 1, 
1958, as amended at 49 FR 18295, Apr. 30, 1984; 
50 FR 51241, Dec. 16, 1985]

§ 601.3 Findings with respect to State 
laws and plans of operation. 

For purposes of grants, findings are 
made regarding the inclusion in State 
unemployment compensation laws, ap-
proved under section 3304(a) of the In-
ternal Revenue Code of 1954, of provi-
sions required by section 303(a) of the 
Social Security Act (see § 601.2); find-
ings are also made whether a State has 
accepted the provisions of the Wagner-
Peyser Act and whether its plan of op-
eration for public employment offices 
complies with the provisions of said 
act. For purposes of additional tax 
credit, findings are made regarding re-
duced rates of contributions permitted 
by the State law (section 3303(a) (1) of 
the Internal Revenue Code of 1954). 
So that the Secretary of Labor may be 
enabled to determine the status of 
State laws and plans of operation, all 
relevant State materials, such as stat-
utes, executive and administrative or-
ders, legal opinions, rules, regulations, 
interpretations, court decisions, etc., 
are required to be submitted currently. 

(a) Submission. The States submit 
currently to the RAETA two copies of 
relevant State material, properly cer-
tified by an authorized State official to 
be true and complete. 

(b) Review. The RAETA reviews the 
State material and forwards one copy 
to the central office with his com-
ments. The central office reviews the 
material from the standpoint of its 
conformity with section 303(a) of the 
Social Security Act, section 3303(a) of 
the Internal Revenue Code of 1954, or 
the Wagner-Peyser Act, as the case 
may be. 

(c) Findings. The Secretary makes 
findings as provided in the cited sec-
tions of the Federal law. In the event 
that the Secretary is unable to make 
the findings required for certification 

for payment or for certification of the 
law for purposes of additional tax cred-
it, further discussions with State offi-
cials are undertaken. 

(Approved by the Office of Management and 
Budget under control number 1205–0222) 

[15 FR 5886, Aug. 31, 1950; 23 FR 1267, Mar. 1, 
1958, as amended at 49 FR 18295, Apr. 30, 1984; 
50 FR 51241, Dec. 16, 1985]

§ 601.4 Certification for tax credit. 

(a) Within 30 days after submittal of 
a State unemployment compensation 
law for such purpose, the Secretary 
certifies to the State agency, in ac-
cordance with the provisions of section 
3303(b)(3) of the Internal Revenue Code 
of 1954, his findings regarding reduced 
rates of contributions allowable under 
such law. On December 31 of each tax-
able year the Secretary certifies to the 
Secretary of the Treasury the law of 
each State, certified with respect to 
such year under section 3304 of the In-
ternal Revenue Code of 1954 (see § 601.2), 
which he finds allows reduced rates 
with respect to such taxable year only 
in accordance with the provisions of 
section 3303(a) of the Internal Revenue 
Code of 1954. 

(b) With regard to certification for 
payment, see § 601.6.

§ 601.5 Withholding payments and cer-
tifications. 

(a) When withheld. Payment of funds 
to States or yearend certification of 
State laws, or both, are withheld when 
the Secretary finds, after reasonable 
notice and opportunity for hearing: 

(1) That any provision required by 
section 303(a) of the Social Security 
Act is no longer included in the State 
unemployment compensation law; or 

(2) That the State unemployment 
compensation law has been so changed 
as no longer to meet the conditions re-
quired by section 3303(a) of the Internal 
Revenue Code of 1954 (section 3303(b)(3) 
of the Internal Revenue Code); or 

(3) That the State unemployment 
compensation law has been so amended 
as no longer to contain the provisions 
specified in section 3304(a) or has failed 
to comply substantially with any such 
provision and such finding has become 
effective (section 3304(c) of the Internal 
Revenue Code of 1954); or 
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(4) That in the administration of the 
State unemployment compensation 
law there has been a failure to comply 
substantially with required provisions 
of such law (section 303(b)(2) of the So-
cial Security Act and section 3303(b)(3) 
of the Internal Revenue Code of 1954); 
or 

(5) That in the administration of the 
State unemployment compensation 
law there has been a denial, in a sub-
stantial number of cases, of benefits 
due under such law, except that there 
may be no such finding until the ques-
tion of entitlement has been decided by 
the highest judicial authority given ju-
risdiction under such State law (sec-
tion 303(b)(1) of the Social Security 
Act); or 

(6) That a State fails to make its un-
employment compensation records 
available to the Railroad Retirement 
Board or fails to cooperate with Fed-
eral agencies charged with the admin-
istration of unemployment compensa-
tion laws (section 303(c) of the Social 
Security Act); or 

(7) That a State no longer has a plan 
of operation for public employment of-
fices complying with the provisions of 
the Wagner-Peyser Act; or 

(8) That a State agency has not prop-
erly expended, in accordance with an 
approved plan of operation, the Federal 
monies paid it for administration of its 
public employment service. 

(b) Informal discussion. Such hearings 
are generally not called, however, until 
after every reasonable effort has been 
made by regional and central office 
representatives to resolve the question 
involved by conference and discussion 
with State officials. Formal notifica-
tion of the date and place of a hearing 
does not foreclose further negotiations 
with State officials. 

(c) Notice of noncertification. If, at any 
time during the taxable year, the Sec-
retary of Labor has reason to believe 
that a State whose unemployment 
compensation law he has previously ap-
proved may not be certified, he 
promptly notifies the Governor of the 
State to that effect (section 3304(d) of 
the Internal Revenue Code of 1954). 

(d) Notice of hearing. Notice of hear-
ing is sent by the Secretary of Labor to 
the State employment security agency. 
The notice sets forth the purpose of the 

hearing, the time, date, and place at 
which the hearing will be held, and the 
rules of procedure which will be fol-
lowed. At a hearing the State is given 
an opportunity to present arguments 
and all relevant evidence, written or 
oral. The Secretary makes the nec-
essary determination or findings, on 
the basis of the record of such hear-
ings. A notice of the Secretary’s deter-
mination or finding is sent to the State 
employment security agency. 

(e) Civil Rights Act issues. To the ex-
tent that any proposed withholding of 
funds involves circumstances within 
the scope of title VI of the Civil Rights 
Act of 1964 and the regulations promul-
gated thereunder, the procedure set 
forth in 29 CFR part 31 shall be applica-
ble. 

(f) Tax credit reductions. (1) Section 
3302(c)(2) of the Internal Revenue Code 
of 1954 prescribes the conditions under 
which the total credits otherwise al-
lowable under section 3302 for a taxable 
year in the case of a taxpayer subject 
to the unemployment compensation 
law of a State shall be reduced on ac-
count of an outstanding balance of ad-
vances made to the State pursuant to 
title XII of the Social Security Act. As 
amended by section 110(a) of the Emer-
gency Compensation and Special Un-
employment Assistance Extension Act 
of 1975 (Pub. L. 94–45, approved June 30, 
1975; 89 Stat. 236, 239), and as further 
amended by title II of the Emergency 
Unemployment Compensation Exten-
sion Act of 1977 (Pub. L. 95–19, approved 
April 12, 1977; 91 Stat. 39, 43), the incre-
mental reductions in total credits will 
not apply to a State with respect to 
the taxable years beginning on Janu-
ary 1, 1975, January 1, 1976, January 1, 
1977, January 1, 1978, and January 1, 
1979, if the Secretary of Labor finds as 
to each such year that the State has 
studied and taken appropriate action 
with respect to the financing of its un-
employment compensation program so 
as substantially to accomplish the pur-
pose of restoring the fiscal soundness 
of the State’s unemployment account 
in the Unemployment Trust Fund and 
permitting the repayment within a rea-
sonable time of any advances made to 
the State’s account pursuant to title 
XII of the Social Security Act. 
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(2) The Secretary of Labor’s finding 
with respect to a State as to any of the 
taxable years 1975, 1976, 1977, 1978, and 
1979 will be based on his determination 
as to whether the State has taken ap-
propriate action resulting in: 

(i) Amendment of its unemployment 
compensation law, effective in or prior 
to the taxable year with respect to 
which the finding is made, or effective 
at the beginning of the succeeding tax-
able year, increasing the State’s unem-
ployment tax rate, increasing the 
State’s unemployment tax base, or 
changing the State’s experience rating 
formula, or a combination of such 
changes, so as to be estimated by the 
Secretary to achieve for the taxable 
year with respect to which the finding 
is made or for the period following the 
effective date of the amendment: 

(A) An average employer tax rate, 
computed as a percentage of the total 
wages in employment covered by the 
State’s unemployment compensation 
law, which exceeds the State’s average 
annual benefit cost rate, computed as a 
percentage of the total wages in em-
ployment covered by the State’s unem-
ployment compensation law, for the 
ten calendar years immediately pre-
ceding the year with respect to which 
the finding is made; and 

(B) An effective minimum employer 
tax rate which is not less than 1.0 per-
cent of the wages of any employer 
which are subject to tax under the Fed-
eral Unemployment Tax Act for the 
same year; and 

(C) An effective maximum employer 
tax rate which exceeds 2.7 percent of 
the wages of any employer which are 
subject to tax under the Federal Unem-
ployment Tax Act for the same year, or 
provision for no reduced rate of con-
tributions for any employer subject to 
the State unemployment compensation 
law; or 

(ii)(A) Amendment of its unemploy-
ment compensation law increasing the 
State’s unemployment tax rate, in-
creasing the State’s unemployment tax 
base, or changing the State’s experi-
ence rating formula, or a combination 
of such changes, so as to be estimated 
by the Secretary of Labor to result in 
increasing contributions to the State’s 
unemployment fund, for the taxable 
year with respect to which the finding 

is made, and the allocation from such 
increased contributions of a sum suffi-
cient to make the repayment in the 
amount and within the time limit pre-
scribed in paragraph (f)(2)(ii)(B) of this 
section; and 

(B) Repayment to the Treasury of the 
United States, for credit to the Federal 
unemployment account in the Unem-
ployment Trust Fund, prior to Novem-
ber 10 of the taxable year with respect 
to which the finding is made, of an 
amount equal to the amount of the ad-
ditional tax which would be payable by 
all taxpayers subject to the unemploy-
ment compensation law of the State 
for that taxable year if (1) for any year 
prior to 1978, the reduction in total 
credits prescribed by section 
3302(c)(2)(A) of the Internal Revenue 
Code of 1954 for that taxable year was 
applied without regard to the amend-
ment added by section 110(a) of the 
Emergency Compensation and Special 
Unemployment Assistance Extension 
Act of 1975, and (2) for any year after 
1977, the reduction in total credits pre-
scribed by the applicable provisions of 
section 3302(c)(2) of the Internal Rev-
enue Code of 1954 for that taxable year 
was applied without regard to the 
amendment added by section 110(a) of 
the Emergency Compensation and Spe-
cial Unemployment Assistance Exten-
sion Act of 1975; and 

(C) Determination by the Secretary 
that unemployment reserves and in-
come from contributions in the State 
unemployment fund will be adequate to 
meet benefit payment obligations 
without title XII advances during the 
6–month period beginning November 1 
of the year in which such determina-
tion is made. 

(3)(i) An application for deferral 
under this paragraph (f) must be re-
quested and filed with the Secretary of 
Labor by the Governor of a State no 
later than July 1 of the taxable year 
for which such deferral is requested. 
Such application shall be in such form, 
and shall be accompanied by such docu-
mentation, as the Secretary of Labor 
shall prescribe. 

(ii) A finding by the Secretary of 
Labor with respect to a State shall be 
made as of November 10 of the taxable 
year with respect to which the finding 
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is made, and such finding shall be pub-
lished in the FEDERAL REGISTER to-
gether with the reasons for the finding. 

[30 FR 6942, May 22, 1965, as amended at 43 
FR 13828, Mar. 31, 1978]

Subpart B—Grants, Advances and 
Audits

§ 601.6 Grants for administration of 
unemployment insurance and em-
ployment service. 

Grants of funds for administration of 
State unemployment insurance and 
public employment service programs 
are made to States under section 302(a) 
of the Social Security Act, the Wagner-
Peyser Act, and the Appropriation 
Acts. 

(a) Requests for funds. The forms and 
instructions used by State agencies in 
requesting funds are available upon re-
quest from the Employment and Train-
ing Administration, Department of 
Labor, Washington, DC 20210, and at 
the regional offices. The forms and in-
structions call for detailed information 
for each budgetary period concerning 
the specific amounts requested for per-
sonal services and other current ex-
penses of State agencies, supported by 
workload and unit-cost estimates. Sup-
plementary budget requests are proc-
essed in the same manner as regular re-
quests. The Administration’s rep-
resentatives in the regional offices fur-
nish assistance to the State agencies in 
preparing requests for funds. 

(b) Processing of requests. State agen-
cies send their requests for funds to the 
RAETA who reviews the requests and 
forwards them to the ETA National Of-
fice with his recommendation as to the 
amounts necessary for proper and effi-
cient administration of the State un-
employment compensation law and em-
ployment service program. 

The ETA National Office appraises the 
requests and the recommendations of 
the regional representatives from a na-
tionwide point of view, examining each 
State’s request in the light of the expe-
rience of other States to insure equi-
table treatment among the States in 
the allocation of funds made available 
by Congress for the administration of 
State unemployment compensation 

laws and public employment service 
programs. 

(c) Action by ETA National Office. If 
the ETA National Office approves the 
State’s budget request, the State agen-
cy is notified; and, provided the condi-
tions precedent to grants continue dur-
ing the budgetary period, certifications 
for payment, under the approved budg-
et, stating the amounts, are made by 
the ETA National Office to the Sec-
retary of the Treasury quarterly. Upon 
denial of a request, in whole or in part, 
the State agency is notified and the 
RAETA is instructed to negotiate with 
the State with a view to removing the 
basis for denial. 

(Approved by the Office of Management and 
Budget under control number 1205–0132) 

[15 FR 5886, Aug. 31, 1950, as amended at 42 
FR 4724, Jan. 25, 1977; 49 FR 18295, Apr. 30, 
1984]

§ 601.7 [Reserved]

§ 601.8 Agreement with Postmaster 
General. 

The Secretary of Labor and the Post-
master General have been directed by 
the Congress (title II of the Labor-Fed-
eral Security Agency Appropriation 
Act, 1950) to prescribe a mutually satis-
factory procedure whereby official 
State employment security postal mat-
ter will be handled without the prepay-
ment of postage. In lieu of such prepay-
ments, the Secretary periodically cer-
tifies to the Secretary of the Treasury 
for payment to the U.S. Postal Service 
the amount necessary to cover the cost 
of State agency mailings. The amount 
of payment is based on a formula 
agreed upon by the Secretary of Labor 
and the U.S. Postal Service. 

[15 FR 5886, Aug. 31, 1950, as amended at 42 
FR 4724, Jan. 25, 1977]

§ 601.9 Audits. 

The Department of Labor’s audit reg-
ulations at 41 CFR 29–70.207–2(h) and (i), 
41 CFR 29–70.207–3, and 41 CFR 29–
70.207–4 shall apply with respect to em-
ployment service and unemployment 
insurance programs. 

[46 FR 7766, Jan. 23, 1981]
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