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Page 2 Fiscal Note CSSB 525 (Fin)
Department of Labor

The following assumptions were made in preparing the
forecasted costs: _ _ _
1. State employment will continue to increase through
FY 1986, Thereafter, stato employment will level of
with consolidation of administrative jobs and belt
tightening being offset by jobs based on increased
population.

2. There is no wage increase for calendar year 1984.
The wages through FY 1986 reflect the recent agreement
with APEA. A 5 percent yearIK Increase continues
throughout the remainder of the forecast period.

3. As provided in this bill, the maximum weekly benefit
amount paid for unemployent insurance claims will increase
from $156 to $188, effective October 1, 1984,

As a result, the State of Alaska would be required to pay
more in its personal service benefit costs for unemployment
insurance. he total amount of the increased costs (which
would affed all Departments in the State) is projected from
past experience and a computerized modeling technique. The
estimated increase in the average Payment using this method
IS 12.7%.  This increase would not uccur immediately in

FY '85, because claimants are P_ald for an entit'l year at
the rates in effect when they first claim benefits. The
total effect of the increase would not be felt unitl FY ‘87.



.S. Department of Labor

ANlojrnem 5winii> Division
JONtAL ~
EXECUTMEr1d3h2&>h 1984

MEMORANDUM DOR: DESIGNATED EMPLOYMENT SECURITY"AGENCY~~
-  Alaska - John W. Shay
ldaho - Scott B. McDonald
Oregon - Raymond P. Thorne

Washington Nbrward J. Brooks

SUBJECT: Revision of Between Ibrms Denial Provisions
Required by P.L* 93-21

This is a follcw-up to earlier discussions and correspondence with
individual States in this region regarding the provisions of F.L.
98-21. The national office Iras completed its analysis of current State
law provisions and its determination of what States need to do to bring
their laws into conformity with P.L. 98-21., They are also requesting
our assistance in confirming information pertaining to the grace period
allowed by Section 521 (b)(2) of P.L. 98-21.

Section 521(a)(2) of P.L. 93-21 amended Section 3304(a)(6)(A) of RJTA
to provide as follows:

"Clauses (ii1)(l), (iii), and (iv) of such sections are each
amended by striking cut "may be denied” and inserting in lieu
ethereof "shall be denied".

Tnis amendment means that the States no longer have the option of
applying these clauses, but instead must do so as a condition for
certification of tire State law. Accordingly, for consistency with
these new requirements in amended Section 3304(a)(6)(A). all States
must:

0o Deny benefits based on nonprofessional services performed by
employees of educational institutions between terms uider clause
(ii) (and also provide for retroactive payment for these employee
as specified);

o Deny benefits on any services performed by employees of
educational institutions during vacation or Iroliday periods under
clause (iii);

o Deny benefits based on airy services performed by employees of
educational service agencies who perform such services in an



educational institution both between terms and during vacation or
holiday periods urder clause (iv).

In addition, Section 521(a)(l) of P.L. 98-21 amended Section
3304(a)(6)(A), FUTA, by adding new clause (v) as follows:

"(v) with respect to services to which Section 3309(a)(1) applies,
if such services are provided to or on bdaalf of an educational
institution, compensation may be denied under the same
circumstances as described in clauses (i) thru (iv), and..."

New clause (v) is not mandatory but rather gives States the option to
apply the denials in clauses (i) through (iv) to enployees of nonprofit
organizations or government entities who provide services to or on
behalf of educational institutions. However, if adopted by a State
clause (v) must be accepted in toto and must be applied equally to both
professional and nonprofessional services.

The changes made by Section 521(a)(l) and (2) of P.L. 98-21 will become
effective for compensable weeks beginning on or after April 1, 1984.
However, there may be tin exception to the April 1, 1984, effective
date. Certain States, depending on when their legislatures cure in
session may be allowed additional time after April 1, 1984, to amend
their State laws. Specifically, Section 521(b)(2) of P.L. 98-21
provides that:

"In the case of a State with respect to which the Secretary of
Labor lias determined that State legislation is required in order
to comply with the amendment made by this section, the amendment
made by this section shall apply in the case of compensation paid
for weeks which begin on or after April 1, 1934, and after the end
of the first session of the Stale legislature which begins after
the date of the enactment of this Act, or which began prior to the
elate of the enactment of this Act and remained in session for at
least twenty five calendar clays after such date of enactment. For
purposes of the preceding sentence, the term "session®™ means a
regular, special., budget, or other session of a State
legislature.”

This means that States have until the end of the first legislative
session which begins after April 20, 1983, (the date of enactrent of
P.L. 98-21), or April 1, .1.90, whichever is later, to amend their law.
If the State Legislature was in session on April 20, 1983, and remained
in session for at least 25 calendar days, the State has until the end
of that session or April 1, 1934, whichever is later. The term session
is defined in P.L. 98-21 as a regular, special, budget or other session
of the legislature. It is irrelevant whether the legislature actually
incots car whether it is in recess. It is only required that the



legislature be in session.

We request that you;

€))

(2)

3

Review the attached summary and verify the accuracy of the
legislative session dates.

If corrective legislation is not being sought, summarize how the
State intends to remedy the issues described in the summary.

Provide the information requested above, 1in writing, within 14
days of receipt of this letter. This information is needed in
order for the Secretary of labor to take the grace period
determination and for certification required by the Secretary for
m "empSyek tax credits and State administrative grants.

1V\S) -

ROBERT F/ JOHNSON
AssociateeRegional Administrator

fob Unemployment Insurance

Enclosure



ALASKA

Status of Between/Within Terms Denial Provisions Required by P.L.
53-21

Section 521(a)(2) of P.L. 98-21 amended Section 3304(a)(6)(A) of
the Federal Unemployment Tax Act to make clauses (ii) through
(iv) mandatory rather than optional. Following 1is the status of
the implementation of those clauses in Alaska®s employment
security law. according to our Commerce Clearing House (CCH)
reports.

The Alaska employment security law currently does not implement
either of the three clauses that are now mandatory.

Consequently, all three clauses must be enacted by April 1. 1984,
since Alaska does not have a grace period which extends beyond
the April 1. 1984 effective date.

Alaska has no grace period because its legislature convened on
January 17, 1983 and adjourned June 27, 1983, more than 25 days
after April 20, 1983, the date P.L. 98-21 was enacted.



MEM

ORANDUM State of Alaska

to: Ken Johnson date: May 10, 1984
Administrative Assistant
Representative Cowdery"s Office FILE NO:

TELEPHONE NO: 465-2700

from- Eileen Plate subject: CS for SB 525
Special Assistant

to

the Commissioner

Department of Labor

This

will confirm our telephone conversation and your request for

additional information.

1. The Ul Trust Fund currently has a balance of $148 million.

2. Sect”.*.ns 10 and 13 of the Ul bill, CS for SB 525, are conformity

items with the Federal Unemployment Tax Act (FUTA). The addi-
tional cost to Alaska for not remaining in conformity with FUTA
is the loss of $21 million in Administrative funds to the State
for operation of the Unemployment Insurance (Ul) and Job Service
programs; $86.4 million in increased FUTA taxes to all employers
in the state; and 1 iss of $4.3 million in benefit payments for
their Extended Benefits program. The total cost would be $112.2
mil lion.

Attached is a copy of a letter from the U.S. Department of Labor
regarding the conformity requirements of Section 10.

Sections 2 and 3, which are not strictly conformity items,
would cost the employers in this state an additional $2 million
annually if not passed. Attached is a paper that was prepared
on this subject in cooperation with the House Research Agency.
On page 4 of the paper, the affect on employers is detailed.

On page 7 the options are listed--we elected to propose the
option that would have the least affect on Alaskan employers.

If Sections 2 and 3 had been in effect for 1984, there would have

been
that

no impact on employers. This 1is because of the requirement
employers with the same payroll decline percentage must be

placed in the lower rate class rather than splitting the group. In

1983

there would have been 163 employers affected, for a total of

$2,800 (or $17 per employer).

IT you need any additional information on CS for SB 525, please
contact me at 465-2700 or Jack Shay at 465-2712.

Attachments (2)

(P-00IA @ev. 10/73)



ALASKA STATE LEGISI \THKE
. HOUSE OF REPRESENTATIVES
\HI- - i v RESEARCH AGENCY

yi«y

I'oncli Y, Stale Clipilot
Juneau, Alaska 99811
(907) 4A5-3Vv9l

April 2fi, 1904
MEMORANDUM
TO: Representative Joe Hayes

FROM:  David Teal
Legisiative Analyst

RE: Previsions for Financing Unemployment Compensation
Research Request 04-101

Among other provisions, SB 525 would 1increase the maximum amount of
unemployment compensation from the current level of $156 per week to a
new maximum of $190.* According to the Department of Labor, this change
in the benefit schedule would cause Alaska employers to contribute an
additional $21.5 million to the unemployment 1insurance system during

the next four years.

You asked me to review the provisions for financing Alaska®s unemploy-
ment insurance system in order to determine the possibility of reducing
the Fiscal impact on employers of implementing SB 525. The result of

that review is a proposal that:

“ incre.isos current benefits by $12.1 million per year

the proposal retains the benefit schedule contained in SB 525);

e decreases employer contributions by $12.5 million per year
without shitting the financing burden to some other group;

e maintains the adequacy of the trust fund.

Details of the proposal are discussed below. A table is included to
aid your comparison of the current law, SB 525 and the proposed revisions
to SB 525. The table shows values through 1980 because three years are

required to absorb the full iImpact of a change iIn the benefit schedule.

A shorter period would understate the amount of contributions required
to finance an increase in benefits.

These benefit amounts do not include allowance for dependents. Addi-
tional weekly benetits of $24 per dependent can be claimed by those
who are eligible.



Iluproscntativo layes
April 26, 1984

Page 2
TAI3LE 1
Unemployment Insurance Benefits and Contributions
State of Alaska--1985 through 1980
(in mi 1 lions of dollars)
Benefits Paid Employer _ Reserve
By Alaska Contributions Ratio
Change from Change from in
Amount Current Amount Amount Current Amount 1938*
Current Law $342.8 - $328.7 - 5.2%
IIB 526 391.0 $48.2 350.2 $21.5 4.7
Proposal 391.0 48.2 273.5 (50.2) 3.2

*The reserve ratio 1is defined as the trust fund balance divided by
total wages paid iIn the state. It is often used as a measure of the
ability of the trust fund to pay future benefits.

Source: Alaska Department of Labor

* * * * *

The above table shows that the proposed revisions to SB 525 would require
employer contributions of $71.7 million less (over a four-year period)
than can be expected under the current version of the bill. The reduced
contributions would be the result of two possible revisions to the
existing mechanism for financing Alaska®s unemployment iInsurance system.

Revision /1. Classify the interest earnings of the trust fund as income

to the Tfund for the purpose of determining contribution
rates.

Revision >?. Alter the solvency tax provisions to reduce employers®

contributions when the trust fund 1is determined to be
adequate.

Interest earnings of the trust fund are currently excluded from the
formula whi>»m determines contribution rates. Because the financing
system is designed to recover benefit outlays regardless of the si;° of
tin; trust fund, the trust, fund balance will spiral upward at a compound
rate? of growrh uhless Miis doMcioncy 1is corrected. Im:FifsToii of



Representative Hayes
April 26, 1981
Page 3

interest earnings in the rate formula would lower contributions required
of employers and employees. This deficiency in the financing mechanism
can be corrected by the following amendment to AS 23.20.290(e):

(%) the department shall “subtract from the amount determined in
(1) of this subsection the amount of any benefits reimbursed to
the fund and the amount of interest earned on the trust fund
balance during those computation years;

The second proposed revision to the law modifies AS 23.20.290(f) to
give employers tax credits when the trust fund is judged to be adequate.
Current law assesses additional contributions when the trust fund Iis
judged to be inadequate but has no provision for tax credits.*- The
figures in Table 1 are based on the following additions to the solvency
tax table contained in section 290 (f):~

Reserve Rate
at least but less than Fund Solvency Contribution
(percent) (percent) (percent)

-.A

N Wwwww

©C o N W >

W ww ww

oOFRPN W
1

At reserve rates of less than 2.9 percent, the solvency tax t
remains as shown in AS 23.20.290(f). (For youlk convenience, a cep/

AS 23.20.290 is attached to this memorandum.) The modifications
should cause Alaska®"s reserve ratio to stabilize at about three percent.
The current reserve ratio is about 3.2 percent.

*1f the solvency tax table in AS 23.20.290(f) 1is modified, several
references to "solvency contributions™ should be changed to refer to
"solvency adjustments™ in order to eliminate confusion.

~Assuming interest, were included 1in the formula for determining CON-
tribution rates, the impact of the solvency Lax revision would diminish
once the reserve ratio falls to three percent. because the period of
analysis is relatively short (four vyears), the figures in Table 1
make the solvency tax revision MOrn attractive than it would appear if
the period of analysis were longer.



Representative Hayes
April 26, 1904
Page 4

As shown in the attached grapt , Alaska®s 1902 reserve ratio (i.e.,
balance to wage ratio) was the highest of any state. Alaska®s reserve
ratio lias increased since that time, and Department of Labe projections

show"that Alaska"s reserve ratio will continue to increase under current
aw and under SO 525.

As you know, the reserve ratio is often used as a measure of the adequacy
of a trust fund to pay future benefits. It is difficult to judge the
point at which a trust fund is adequate because there 1is no accepted
standard for reserve ratios. However, it is clear that systems which
respond quickly to increases in benefit outlays do not need as large a
reserve balance as systems that respond more slowly. Many states use
experience of 20 years or more to determine contribution rates. These
states respond very slowly and therefore require a larger balance to
achieve a given level of adequacy. Alaska®"s system uses only three
years of experience, placing it among those states with the quickest
reaction to changes in benefit outlays.

In addition, Alaska"s financing system differs from those of other
states in that a large trust fund balance does not necessarily have a
stabilizing effect on contribution rates when benefit outlays increase.
Even if Liu? trust fund were as large as the Permanent Fund, contribution
rates under the current law would be determined solely by the level of
benefits paid. That is, tho system is designed so that the trust fund

balance can increase to keep pace with economic growth, but can decrease
only under unusual circumstances.

* * *

This subject 1is extremely complex and, given the time available to com—
plete this request, 1 have not given adequate coverage to all the
issues that deserve to be addressed in this memorandum. Gome points
you may wish to consider in your deliberation of the proposed revisions
to SB 525 are listed below.

e The two tax revisions suggested in this memorandum are independ—
ent. Hither could be implemented separately, with or without
a change in the benefit schedule.

The solvency tax revision would reduce contributions only for
employers, while the inclusion of interest would reduce contri—
butions by both employers and employees.

Ixcess™ contributions are a drain on Alaska®s economy. How—
ever, contributions during a period if economic growth may he
preferable to contributions made during a period of economic



Representative Hayes
April 26, 19871
Page 5

decline. A delay in implementing the suggested provisions
would increase the trust fund balance. A large trust fund
balance would generate interest that coujgikKbe used to reduce

contributions if Alaska experiences an e”~”mic downturn in
the future.

I would be pleased to expand the scope of this memorandum or to discuss
the subject at your convenience. Please call the agency if you would
like additional information.

DT

Attachments
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§ 2;i.2(.20 Aliaska Statutis Siitikmknt $271L )0

(M) This penally does not attach d'within 50 ilay.s after mailing nr
porsonal delivery nt*llicdemand, arrangements for payments arc made
with the department. and payment is made 1in accordance with the
arrangements.

(cl Penalties collected tinder this section shall periodically he trans—
ferred from the cleanup, account to the training and building fund.
(s 13 eh HLKLA 1988: am 5 d4ch 100 SI.A 191i9; am 822 ch NSLA
11)80: am {0, «il ch fi) SLA 155821

liffcft el i anS, ee Tli- tI'2 i4i.iclediii t 1, ill Iwi. St.A NS'1,
iiitieinliiii"lil Clirivrlitil .in -run in tin- ilev  lion in was <us<i;iiil.d as millm'CUum .
Il"oatinn n =ciilir-crlnin iri, As *ri;;iiiallv

Article I. K.xperienee Kaliu”.
Si'rdtiii
Kali? dflfiniuiiilitui

See. 2d.20.290. Kate determinatinn. 1lal The department shall
determine each eligible employer®s ratalde payroll. The de iartment
shall then put. all eligible employers in the order of their tventye
quarterly decline ipmtients beginning with the smallest average
decline quotient and shall determine, with respect to each, employer,
tho cumulative ratable payroll during the lour consecutive quarters
ending with the computation dale of the employer ingothoi with all
employees who precede him on the list.

(I» The department shall -tegregale the employers into "roups in
acmrdance with cumulative ratable payroll The limits ul the croups
are those set out incolumn 17of the table in ic) ol this section. Lai itof
those groups shall he identilied by the rate class numl;er in column A
which 1is opposite the figures in column 17 which represent Lite
percentage limits of each group. An employer shall he assigned the
experience factor incolumn C which isopposite the rale class litwhich
the greater part ofthe employer®s ratable payroll falls. Ifotto-halfof the
employer®s ratable payrolls falls in one class, and one-half in another,
he shall he assigned to the lower numbered rate class. No employer
may he assigned to a higher numbered rate class than is assigned to
another employer with the same average quarterly decline quotient.

<c) Beginning January 1. 1981. the rate o, “contiihutimis for each
employer is82 percent of (lieaverage benefit cost rale multiplied by Hit;
employer®s experience factor set out in column i* of the table in this
subsection opposite his applicable rale class set out. in column A plus
the liiltd solvency contribution required under if*ol this section. Ilow.
ever, the rate ofcontributions for an employer may not he less than one
percent or more than six and one halfpen- "it. The rate ofcontributions

for an employer must he rounded to the nearest one-hundredth ofone
percei t

IS 1]
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Idi Uepinninj® .January 1. 15)81. and lor each succveihiu: year
thereafter, the rate of coutrihutions payable hv each employee ol an
employer who issubject to AS 2."1.20. 105 is IS percent ol the average
henelit cost rale as determined in (ei of this section rounded In the
nearest one-tenth of out* percent. llowever, the rate of cnntriiuilions tor
an employee may nut he less than one-half percent in more than one
percent.

(e) The department shall determine the avorajm henelit cost tate as
follows:

(1) the department shall determine the amount of homTils paid to
insured workers dorin;: the last three computatinn years:

(2) thedepartment shall subtract from the amount determined m el
ol this subsection the amount of any benefit!; reimbursed to the fund
dump; those computation years;

<3) the department shall divide the ammml determined in i2iof this
subsection by the total waj"cs paid by all employers required to pay
contributions under this chapter dump! the first three ol the last lour
computat urn years;

i1l the department shall determine the ammm1l ol total wa;;es *uh.
jert to ronl rihutions under this chapter paid dm m* "lhe piecedmil e.emu-
piital.ion vears;

1S1
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CHANGES IN FEDERAL UNEMPLOYMENT TAX CREDITS UNDER THE
TAX EQUITY AND FISCAL RESPONSIBILITY ACT OF 1582

SUMMARY

Since the vraid 1970s, this notion®s unemployment 1insurance system has been
plagued with shortages of funds for administrative purposes and for payment
of unemployment compensation. Tne Tex Equity end Fiscal Responsibility
Act of 1982 (TEFRA) made <changes to the unemployment tax system which
p-ovided additional administrative funds and which were intended to bolster
the state trust funds wused for payment of unemployment benefits. The
changes which provide additional administrative funds were implemented in
1982. Alaska strongly supports the 1983 TEFRA changes. However, the State

cannot support the changes scheduled for implementation_ in 1985. In that
year, states must adopt a maximum tax rate of at least 5.a percent or face
the prospect of employers in the state losing federal tax credits. The

less of tax credits would cause employers to make additional contributions
to the Tederal unemployment insurance system.

If the intent of the 1965 TEFRA revisions was to encourage increased tax
collection efforts by those states which have failed to provide collections
necessary to finance unemployment compensation, the legislation clearly
"ails to fulfill 1its objective. When TEFRA was passed in 1982, only three
of the states affected by the revisions had insolvent trust funds, while

12 of the 20 states not affected by the revisions were 1insolvent. Clearly,
the legislated attempt to increase tax collection efforts fails to affect

the majority of states that have demonstrated by their insolvency that
increased revenue is necessary;- In addition to the misdirected encouragement
of fiscal responsibility, the 1985 TEFRA revisions are likely to cause some
states to reverse fiscally responsible actions of the past.

Although technical problems associated with adopting a 5.a percent state tax
rate are not insurmountable, adoption of that state tax rate may redistribute
the burden of financial support of the unemol cymerit insurance system among
employers and could upset trie program bal ence that some states have achieved.
The cause of the recistribution and imbalance 1is TEFRA"s focus on tax rates
rather than tax effort. Tax effort depends on the amount of earnings sub-—
ject to tax as well as the rate at which those earnings are taxed. Although
the State of Alaska mildly objects to the 3985 TEFRA revisions because
they fail to encourage fiscal responsibility where a need for such respcn-
sinViity has bec-n demonstrated, we strongly object to the failure of the
law to rc-cocnirc- collection efforts other tnan .increases 1in tax rates. The
treatment (under the 1985 TEFRA revisions) cf states that have demonstrated
fiscal responsibility ado"s insult to injury because other tax efforts--1":h
as employee contributions and high tax Lasas--are recccnizc-d under provisions
deal me with states that have insolvent trust funds.



As is often the case with federal intervention in the unemployment insurance
system, compliance with the revisions is optional. However, the incentive
to comply with the 1985 TEFRA revisions is so strong that "mandate" 1is an
accurate” oescription of states® potential courses of action. This paper
discusses potential state actions, but the only attractive option is a
revision of federal law.. A revision need not remove the 1incentive to
increase tax efforts at the state level; it could simply, give states the
flexibility to demonstrate effort 1in ways other then tax rates. We urge
others to join the campaign to revise the TEFRA provisions so that states
have a voice in the determination of tax effort.



CKANC-ES IN FEDERAL UNEMPLOYMENT TAX CREDITS UNDER THE
TAX EQUITY AND FISCAL RESPONSIBILITY ACT OF 1982

Prepared by
The Alaska Department of Labor end
The Alaska House of Representatives Research Agency

August 3983

The unemployment 1insurance system 1in the United States 1is edministerec” as
a partnership of the federal and state governments. Employers contribute a
portion of their payroll to both the feoeral and state partners. Contribu—
tions to the federal government are used for program administration and for
unemployment compensation for which the federal government is liable. Con—
tributions to state governments are used only for payment of unemployment
compensati on.

In recent, years, the federal unemployment insurance tax has been 2.a percent
of the first 56,000 paid to each employee 1in each calendar year. However,
employers could receive credit for contributions made to an approved state
unemployment insurance program. These tax credits could reduce employers”®
net federal contribution .7 percent of the first 56,000 paid to each
employee in each year, or 572 dollars per employee. Each state wes free to
set a tax hase (the amount of earnings subject to state tax) and contribution
rates which it deemed sufficient to support the unemployment compensation
paid through 1its own program. However, full federal credit could be obtained
by ail employers in a state-only if the tax base was at least 56.000 and the
highest state contribution rer® was at least 2.7 percent. Alaska"s tax base

in 3CP,2 is 52 ,200, and Alaska employers pay state rates that range from 3.0
percent to 4.0 percent.

REVISIONS TO THE CONTRIBUTION SYSTEM UNDER TEFRA

Contributions to the unemployment 1insurance system 1in recent vyears Five
provided insufficient administrative funds and have seriously underfinanced
benefit payments in many states. It was in this context of inadequate federal
administrative funds and 1insnvent state trust funcs that system changes
were made by the Tax Equity nd Fiscal Responsibility Act of 1952 (TEFRA).

Effective i? 3982, the fecera unemployment insurance contribution rat7 W
raised to 5 percent and th" fec-eral tax_base was 1increased to a 0 .

The provision for a federal tax credit of 2.7 ;percent for contributions to
an approved state program was unchanged, so contributions to the federal
government by employers eligible for full federal tax credits were increased
by 955)a to 556 per employee per year.

The 3982 TEFRA changes also had ar. impact on state financing of unemployment
compensation. In tmse states which use the federal tax base as the amount

of earnings sob. set to state tax, the acceptance of a higher tax base can
increase revenue to state unemployment insurance programs.



TEFRA also included revisions scheduled for implementation in 3585. In that
veer, the federal contribution rate will increase from the current 3.5 percent
to a rate of 6.2 percent. Simultaneously, the potential Efderal tax credit
for contributions to state programs will be increased to J.A percent. These
changes appear to leave employers®™ net rate of gontributions to the federal
government unchanged (from the 3583 level) at .0 percent of each employee®s
first S7 ,nnn of earnings, or $56 per employee per year.

IMPACT nr REVISIONS EFFECTIVE IK11985

Although the 3985 TEFRA revisions maintain the S56 per year net federal
unemployment insurance contribution that 1is currently applicable and therefore
appear to have no effect on employers®™ costs, that appearance is deceptive.
The revisions effective in 3985 force states with maximum state contribution
rates of less than J.A percent to choose between 3) increasing their maximum
state contribution rate to at least 5.4 percent or 2) allowing some employers
in the state to lose federal tax credits. Loss of federal tax credits would
cause affected employers to pay additional federal taxes for support of the
unemployment insurance system.

The 1983 TEFRA changes were clearly designed to increase contributions for
both administrative purposes and for state benefit trust funds, but the 3985
changes leave the net federal contributions unchanged and ."are clearly designed
to encourage states to take additional action that will inciease their tax
collection efforts.". Alaska supports national efforts to improve the fiscal
integrity of the unemployment insurance system, but we strongly object to

the way-"in which the 3985 TEFRA revisions address the problem of insolvent "
state trust funds.

Although some states or groups of employers may have seen national legislation
as an attractive alternative to state action, we do net believe that the 3985
TEFRA revisions will significantly reduce the number of states with insolvent
trust funds. Insolvency occurs when benefits exceed contributions. The
states themselves have been civen--end snould retain-.the ability to implement
a henef ™ schedule of their own choice. Along with that freedom comes the
responsibility to implement an experience ratine system that will adequately

JSection 2302(c) of the Federal Unemployment lax Act (FUTA) allows crecit
against federal tax liabilities for amounts actually paid to an approved
state unemployment insurance program. Section 3302(b) of FUTA provides an
employer with additional credit against the tax for the difference between
actual payments to a state system and the amount he would have paid "if
throughout the taxable year he had been subject under such State law to the
highest rate applied thereunder in such 32-nionth period to any person

having individuals in his employ, or to a rite of J.a percent, whichever
rate is lower."” Unless a state has a tax r e of cl least 5.4 percent after
3984 , some employers are likely to lose cdoitional credits provided bv section
3302(b).



support the chosen level of benefits. 2 We ere convinced that tax collection
efforts depend on the emount of eernings subject to tex es well ;s the

rate et which those eernings ere texed. The 1985 TEFRA revisions eodress
tex rates but ignore the equally important function of the tex base. Fur—

ther. the revisions do not eppeer to address the problem of solvency where
thet problem needs to be addressed.

Effect on States

If the intent of the 1985 TEFRA revisions was to encourage increased tex
collection efforts by those states which have failed to provide the collec—

tions necessary to finance unemployment <compensation, the legislation
clearly fails to fulfill its objective. If the legislation does encourage
increased tex collection efforts, it will do so primarily in those states
that have the least need to generate additional collections. In addition,

tne legislation may have the unintended effect of encouraging states to
reverse fiscally responsible acts of the past.

According to figures published by the Nevada Employment Security Department,
20 states already had maximum tax rates greater than 5. A percent 1in 1982.
"Jt the-TEFRA revisions requiring a 5.* percent tax rate had been effective

in that year, only those states with maximum tax rates below 5.A percent
would neve been affected. Table ] shows that Alaska 1is one of the 30

states affected by the 1985 TEFRA revisions.

The significance of this observaton does not lie in the number of states

effected by the revisions, but 1in which states are affected. Thirteen
of the O states which would not he effected by the federal evisions have
insolvent state trust funcs.”". In addition, only one of those 2 states has a

Experience rating 1is a system whereby employers are assigned reduced
contribution rales if they demonstrate a history of low unempT oymen* risk
for their employees. Theoretically, experience rating snould 1increase
employers®™ motivation to stabilize employment and to monitor the claims of
the unemployed. When benefit payout 1is nich and there is a need for addi—
tional tax collections, states with a low tax base must place more and
more employers in higher tax brackets. As employers crowd into the higher
tax brackets, the experience rating concept 1is eroded; a good record of
unempl oyment risk has diminished influence on tax rates when all employers
ere at or near the t”p of the tax rate schedule.

We realize that some states may face greet difficulty "in moving tax in—

creases through state legislatures and that states may therefore passively
await federal "mandates™ to increase taxes. We also realize that the
simple solution to the erosion of experience rating--increasino the tax
hase--is unpopular in the majority of states which still use the antiquated
"reserve ratio" experience vrating sytem. (A mathematical quirk in that
rate-making formula causes tax rates to rise when the tax base 1is increased.)
However, we believe that adjustments to experience rating systems should
be made by the individual states, not by the federal government.
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tax base creater than S$9,000 and only three heye a ratio, cf trust fund bcl -

cnee to total wages that exceeds one percent.”” Of the 2D states that would
be effected by trie revisions, only three ere insolvent, eight have a tex base

creater than $9,000 and 15 have a ratio of trust fund balance to total wages
that exceeds one percent.

Clearly, the legislated attempt to increase tax collection efforts fails to

affect the majority of states that have demonstrated by their insolvency
that increased revenue is necessary. The law does effect many states which
have a trust fund of a size that inoicates that acoitiona.l collection efforts

ere unnecessary. Further, the law affects many states that have responded
to the- neec for increased tax collectionsby increasing their tex base as an

alternative (or supplement) to increased tax rates.

For those states that have already raised their tax base above tne federal
tax base in order to keep pace with 1increases 1in wages and onempl oyment

compensation, the federal vrevisions are particul arly .troubl esome. The new
federa aw may be coynterproductive because it encourages states to reverse
the fiscally response lc act >f increasing their tax base. Although we mildly

object "to the law because it fails to encourage fiscal responsibility where
a need for such responsibility has been demonstrated, we believe that the

indirect encouregment for stores to lower their tax bases 1is unconscionable,
lower tax bases diminish the ability of states to control total tex revenue

and can distort an otherwise -equitable distribution of program costs.
Effect on Fnployers

Adoption of a maximum unemployment tax rate of at least E.4 percent 1is a
state option. 1f a state fails to implement a tax rate at or above that
level, some employers in that state may lose a portion of the additional
credits granted by section 2302(b) of the Federal Unemployment Tax Act (FUTA).
The attached taste showsthe cost toselected Alaska employers under the cur—
rent contribution rate schedule and under the following scenarios applicable

after 3PSE£: 1) Alaska®s maximum tax rate vremains at 2.8 percent; and 2)
Alaska adopts a 5. A percent maximum tax rate with no change m the tax
base. Tne 1impact of these scenarios on various croups of employers is

summarized below.

Low Wage/Low Rate Employers

Employers wr.c pay annual wages under 5/,000 and contribute at the minimum
state tax rate will be strongly affected if the state does not acopt a
5.~ percent maximum tax rate. These employers would lose federal tax
credits and thus pay additional federal t.a>.es. The maximum additional
federal tax would be SI per employee for employers, paying annual
wages of 57,000. )n Alaska, trade and service employers tend to be 1in
this category.

*"The ratio of trust fund balance to total wages is a measure of the adequacy
of the trust fund. The one percent level 1is arbitrary. Al figures con—

cerning tax rates end tax bases are for 3582, the latest year for which
data are available.



ANNUAL PER EMPLOYEE CONTRIBUTIONS TO THE IJNEMPLOYF-FiTfm N.MIRANCI. SYS IT*

Annual Average Earnings per Empl oyce

$1,000 $.7,000 $5,000 $7,000 $0,000 $0,000 $10,000 $11,000 $20,000
AlO"krl Trixes

Wrnnir
Minimum (1%) $in $ 3n $ 5n $ 70 $ on $ on $Ino $ﬂ6 \ 200
Moxinj (3.0%) 30 in ion 266 301 312 300 760
After 1%1
Minimum (1%) in 3n 50 70 on on inn Hﬁ 200
Maximum (3.0%) 30 In ion 20r, 301 312 300 760
5.1% After 1001
Minimum (1%) in 3n sn 70 on on inn 110 &88
Maximum (5.1%) 51 152 27n 370 132 106 510 501 I,

Federal Taxes
Current

Normal Tax 0 il 10 5> 56 58 56 56 56
Additional Tax n n n n

After 1001
Normal Tax 0 %IJ in ii 56 56 56 56 56
Additional Tax 16 on 1 71 36

5.1% After 1001
Normal Tax 0 ZI. in 56 56 56 56 56 56
Additional Tax n n n n

Total Taxes
~ Min miiiT Tax Ratc

Currenl 10 51 on 125 36 11§ 156 166 256

After 1001 31 n 2 i/n 2 in 10 156 166 256

5.1% After 1001 in :f[b on Ji@ 136 116 156 1667 25(6
Increase* * (1B) (@1Y)) (on) (11 ) (71) (36)

Maximum Tax Rate

Currenl 10 130 3n 322 360 300 136 ﬂi 1%

After 1001 62 lor, éin 131 166 131 136 - |

5.1% After 1001 ar lor. 31 131 512 506 650 1,136
Increase** n fi D 51 ino 160 176 320

*Conl.r ihut ions under current law assume a state tax base of $20,200 and a maximum state tax rate of 3.

**" Increase"” refer;; to additional taxes owed by employers if the slate adopts a mix inuim Lox role nf 5.1%
after 1001. Negative numbers show saovings associated with adopting o in.ixiimim l.ox role of 5.1% relative
to retaining the current Ilow ofl.er 101



Low Wage/High Rate Employers

Employers who pay annual wages under $7,000 but contribute at the
maximum state tax rate would pay increased taxes vregardless of which

alternative is chosen. Contributions to the state by this group of
empi oyers would, of course, be higher if the maximum state tex rate
were 1increased to 5.1 percent. However®, the 1increased state contribu—
tion under a 5.1 percent state tax rate would be the same amount that
would be paid in adoitional federal taxes if a 5.1 percent state tax

rate were not adopted. The sum of federal and state contributions
would therefore be the seme for this group of employers whether or
not the state adepts a 5.1 percent maximum tax rate. Although total

contributions would be unchanged, a larger share of total contributions
would go to the federal government if the state does not adopt a
maximum state tex ~te of 5.1 percent. In Alaska, many fish processors

ere in this group of employers.
Hi oh Wage Employers

Under Alaska®s current maximum tax rat f .8 percent, employers
paying annual average wages of at least 9510)“ would earn sufficient
federal tax credits to offset the loss of Lax credits on wages below
57,000. That 1is, there would be no net loss of federal tax credits--
and no additional federal taxes owec--by these employers even if the
state does not adopt a 5.1 percent maximum tax rate. IT the state

does adopt a 5.1 percent maximum tex icte, the amount of state con—
tributions owed would depend on the tax base adopted by the state end

the tax rate assigned to the employer.

For tiose employers paying annuel average wages between 57,000 arid
SI 0.000, total <contributions can decline as wages increase. Between
these levels of earnincs, the gain in federd tax credit may exceed
the higher taxes owed to the stat®. (See attached table.)

Impact on the Equity of the State Frocram

Alaska faces no significant technical problems in adopting a 5.1 percent

state tax rate; our objections to the 3985 TEFRA revisions focus on the
damage to Alaska®s "user pay"” pnilosophy of financial support for unemploy—

ment compensation. As the attachec table shows, adoption of a 5.1 percent
state tax vrate will vredistribute the tax burden among Alaska employers.

Alaska expended a good deel of effort to develop a contribution systenm

th.f fits the needs of the state. T Alaska, many hich-waec- occupations
tend to Be seasonal, which allows er oyees in these occupations to collect
unemployment compensation despite their hich earnings. Fy raising the

tex Base while Ilowering tax rates, Alaska has been able to redistribute
program costs so that employers 1in “ich-wace, seasonal industries contri—
bute approximately as much as empi oyees in those industries draw in unemploy—
ment compensation.

Adopt "on of a 5.1 percent state tax. rate without a corresponding reduction
in the tax base would cause Alaska to collect contributions that are un-



necessary. Alaska®s benefit payment account 1is adequate end our contribu—
tion system 1is designed to protect the financial integrity of the fund in
the future. Alaska has accepted the responsibility of providing adequate
funds for wunemployment compensation and currently collects a maximum tax
over twice as large as the S278 annual contribution that the feoceral re—
visions attempt to encourage. Unless adoption of a 5.A percent state tex
rate is accompanied by a correspondino reduct®on 1in the" state tax base,
potential employer contributions at the maximum rate would increase by A2
percent to nearly Sl ,100 per employee per year. In order to avoid this
unnecessary drain on the state economy, Alaska may be forced to reduce its

tax base.

A reduced tex base is objectionable net only because it implies acceptance
of the federal view that tax effort c=n be measured by tax rates instead
of by tax rates end tax base 1in combination, but also because a reduced
tax base would introduce serious problems of equity. The above discussion
mentioned that the tax base can be used to redistribute the tax burden
among employers. A lower tax base in Alaska would disturb the balance we
have achieved in this area.

In addition, a reduction in the state tax base would disturb the balance
between benefit eligibility and taxes paid. Unless the tex base 1is equal
to the amount of wages that are used to compute the amount of weekly com—
pensation a claimant may receive, the system 1is unbalanced. j T the tax
base exceeds the earnings used to determine benefit elig-bility, taxes ere
being paid on wage-s that cannot contribute to claimants® compensation.
If the tax base 1is set at a level below the amount of earnings used to
determine benefit eligibility, compensation 1is being paid on wages that
have no corresponding lax liability.

IfT the Alaska Employment Security Act had been revised to ensure a maximum

tax rate of 5.A percent 1in 3983 under the current rate formula, adequate
collections would have been obtained at a tex base of 533.A0C. Alaska“®s
benefit schedule currently reaches a maximum at 516.000 in annual earnings
and the state 1is preparing legislation to extend the schedule to 520,200,
which is the 39c3 -state Tax base. The options for designing a benefit
schedule that peaks at 513,-DO in annual earnings are not attractive to
the state.

Impact on Program Costs

The costs ess.-"-ieted with the decision to adopt a 6.A percent state tax rate
are difficult to estimate because there are many options anc the cost of
each option may change over lime. One approach is to examine the effects of
retaining the current law. Under this approach, it is clear that some em—
ployers will lose federal tax credits and will therefore have greater federal
tax liability 1if a 5.* percent maximum stcte tax vrate 1is not adopted.
This option could drain an adoitional c¢2 million per year from employers
in Alaska. the additional contributions would go entirely tc tie “ederal
government.

If Alaska does adopt a percent state tax rate, any additional contri—
butions would go to the state trust fund rather than to the federal govern-



ment. There ere several options that could maintain Total state collections
at the current level, but all of the options redistribute the tex burden among
Alaska employers. in summary, failure to adopt a 5.A percent maximum state
tax rate will redistribute the tax burden among employers and increase total

contributions, while the impact of adopting a 5.A percent maximum state tax
rate may be limited to a redistribution of the tex burden.

OPTION"S FOR ACTION

Under current federal law a ™"no action™ option would cost Alaska employers
an estimated 52 million per year 1in increased contributions to the federal
government. Unless 1t can be shown that a "no action™ option is preferable
to the distortion that would be introduced by adopting a S.A percent state
tax rate, failure to act 1is obviously net an economically attractive option.

Another option is to work to enact a change in federal law that will recognize
Alaska ™ tex collection efforts end will revise the criteria for obtaining
federal tax credits. This option is clearly preferable to the ”fAo action”’
alternative, but there 1is limited time to enact revi-ed legislation before
the scheduled implementation date of 1985.

Prior to the implementation due, the state may wish to c-xemine alternatives
that meet the requirements of the law to determine which alternative intro—

duces the least amount of distortion to the present system. State action in
this direction need not preclude attempts to revise the federal criteria.
Some options for state action ere discussed below.

include Employee Contributions in the Definition of Tax Effort

Aleskc is one of three states in which employees contribute to the unemploy—
ment insurance system, in Alaska, employees provide 18 percent of the contri—
butions to the state trust fund. Despite mis significant support, the
Federal Unemployment Tax Act does not recognize employee contributions as a
part cf Alaska®s tax effort for purposes of determining normal federal tax
credits. The Act does, however, include employee contributions in the
definition of “émployer contribution rate™ for purposes of determining federal
tax credits in those states that have mminsolvent state trust furcs and have
outstanding ocvances under Title X3] of the Social Security Act.

if employee contributions were included for normal FUTA tax credit purposes,
the impact of increasing Alaska®s maximum tax rate to 5.~ percent would he
diminished by about one-third. State action to consolidate employer and
employee contributions might face a lIc-cal challenge if- the employee contri—
bution were then interpreted as a deduction from employeesl pa.-checks for
the purpose of paying employers®™ taxes. A better approach toward the goal
of achieving recognition of employee contributions 1is to push for a revision
of "eberal law so that the rules concerning employee contributions are aoplieo
consistently. Whatever the approach on this 1issue, action taken to ensure
recognition of employee contributions <can be wused in combination with,
rather than as a substitute for, other actions discusseo bclc-.



Assion the Maximum Rate only to Delincuent Empi uyers

Federal lew may allow full federal tax credits to employers in those states
that charge a 5. A percent rate to some or all delinquent employers, even

if no ether employers are charged that rate. Section 3302(b) of the Federal
Unempl oyment 1iax Act (FUTA) states that ail employersin a state may be

eligiblse for full federal t§x credits if the maximum state tax rate is at
least A percent (after 18 A) end any reduced tax rates .meet the criteria

of Section 3303. The provision allows employers toclaim federal tex
credits each year as 1if they had been subi'ect under state law to "the

highest rate applied thereunder 1in such -month period to any person
cving inc-ivicueis Tn ms employ, or to a rate of b.Lpercent, wnichever

rate 1is lower." (Emphasis added.)

Section 3303 of FUTA discusses criteria for assigning reduced contribution

rates. That provision says that for a pooled benefit payment account such
as exists in Alaska, a ™"taxpayer shall be allowed an additional credit
under section 3302(b) with vrespect to any reduced rate of contributions

permitted by State lew"™ 1if reduced tax rates are assigned solely "on the
basis of- his (or their) experience with respect to unemployment or other

factors hearing a direct relation to unemployment risk."

The implication of these provisions is that ell employers could be assigned

a standard tax rate of 5.A percent, with reductions from,that rate assigned
to non-delinquent employers on the same basis as 1is currently accepted by

the Secretary of labor for rate assignments in Alaska. The 5.A percent
tax rate would then bethe standard vrate and any recucti® s from that
rate would be based onan accepted experience ratingsyste>.. The fact-

that seme employers woul d be ineligible for reduced tax rates because of
their delinquent status 1is 1irrelevant; the law docs not require states to
grant reduced rates, itrequires only that no reduced rates be granted
unless they are based solely on employers®™ experience with vrespect to
unemployment or other factors bearing a direct relationship to unemployment
risk. This option appears to meet the legal criteria for obtaining the

additional tax credits allowed under the Federal Unemployment ™"ax Act.

Add a Fate Clas? with a 5.A Percent Fate

Addition of a rate class to Alaska®s experience rating system is a potential
s-oluticn to the problem of assigning a E.A percent state tax ra.te. As an
example, rate class %9 could be vredefined to include employers whose
payroll consists of percent of total statewide payroll insteac of the
current 5 percent. Employers with the vremaining 6! percent of total

Alaska®s experience rating system current! \ 1includes 20 rate classes,
each containing five percent of total statewide payroll. Starting with

employers with the best unemployment experience, employers are placed 1in
rate class J (lowest tax vrate) until five percent of total statewide

payroll is zccounted for. The next-best-renked employers are placed in
rate class until it also contains employers whose total payroll equals
five percent of total statewide payroll . This continues through all 20

rate cl esses.



statewide payroll would then be assigned to (the new) rate class 21
Employers in that rate class would be assigned a contribution rate of 5.A

percent. This alternative would probably effect fewer employers than the
option discussed above, particularly if delinquent employers were no

longer assigned the highest tex rate on the rate schedule.

The above options would introGuce minimal distortion to the current program,

but their legal support should be examined before implementing them. Othar
options involving adjustments to the state tax base could ensure a state

tex rate of J.A percent while maintaining secure legal standing. The most
attractive option is to work toward a revision cf federal law;"that option

would cause no distortion and wou! ¢ leave no grounds for legal challenge.

RECOMMENDED REVISIONS TCi FEDERAL LAW

t
This paper has shown that tex effort can be measured eonly by considering
both the amount of wages subject to tex end the tax rate applied to those
wages;., The 1985 TEFRA revisions focus only on tax rates arid therefore
penali2e those states that have 1increased their tax efforts by 1increasing
tne state tax base, incorporation of provisions similar to those adopted

recently in Public Law 98-21 would substantially alleviate this penalty.

Public Law 98-21 revised the formula for computing the tax effort of states
that have outstanding advances from the federal e government. The revised
formula recognize;; the rcle of the state tax base in determining tax effort

and may grant adoitional credit to er.pl overs in states which have a tax
base higher than the federal tax base.

If a similar provision were applied to the tax credits available to those

states without 1insolvent state trust funds, the penalties (in the form of
lost federal tax credits) scheduled to take effect 1in 3985 woulc be de—

creased, but a problem would still exist. 7he problem relates to the
amount cf tax effort that 1is recuired in a statu States with liberal

benefit provisions obviously need a greater tax iffnrt than states with
stringent eligibility vrequirements anc/or low levels of unemployment oor:i-

pensat itn.

The level of tax effort that 1is adequate for a state 1i; easy to determine;
if total revenue tc a state trust fund ecuals or exceeos benefit payments

in the long-run, tax effort 1in that state is adequate. Determination of
the tax base and tex vrates used to procuce the necessary revenue is the
responsibility of the states. When states fail to accept that vresponsi—

bility, federal action should be taken. The nu-vber of states with insolvent
trust funds indicates that federal action 1is needed now. This paper has
shown, however, that the 1985 TEFRA revisions fail to address the solvency
problem where it needs to be addressed.

A provision that bases federal tax credits or. adequacy of contributions

rather than simply on maximum tax rates would be fair to all s".ales and
would allow the flexibility for state action that is necessary in a true
partnership. We strongly urge that federal law be revised to reflect the
principles of equity and flexibility.



BILL SHEFFIELD, GOVERNOR

, PO BOX 11:39
DEPARTMENT OF LAIIOR JUNEAU. ALASKA 95802

phone: (907) 465-2700
OFFICE OF THE COMMISSIONER

March 14, 1984

The Honorable Richard Eliason
Chairman, Senate Labor and

Commerce Committee
Pouch V

Juneau, Alaska 99811

Dear Senator Eliason:

This 1is in reply to the questions asked by the Senate Labor and Commerce
Committee on March 13 concerning SB 525, the unemployment insurance bill.

Question: What will be the total cost to employers and employees if we
raise maximum benefits from $156 to $198"per week?

As indicated during the hearing, the employer rates are projected to decline
after 1984 (even with an increase in benefits); however, the rates will not

go down as fast when benefits are raised. The tax base is also expected to
increase somewhat. The projected tax base figures were compiled by the
Research and Analysis section of the Department and reflect an approximate
increase of 2> percent annually. The net result iIs projected as:
Maximum

Tax Employer Employee Total Cost of Increase

Year Base Tax Rate Tax Rate To Employers to Employees
w/o/incr. w/Zincr. w/o/incr. w/iricr.
1985 $22,600 4.08% 4_.08% 6% 6% $ 0 $ 0
1986 23,000 3.34 4.02 .5 .6 3.7 million .8 million
1987 23,600 3.70 4.03 .5 .6 7.1 mill ion 1.5 million
1988 24,500 3.42 3.90 .5 .5 10.3 million 2.3 mill ion
Question: What sections of the bill are conformity items with the Federal
Government?

Sections,8"and 11 are conformity items. Sections 2 and 3, while not strictly

conformity items, are necessary to have our law relate to the federal FUTA

law and save employers in this state between $1.5 and $2.0 million annually
in increased rUTA taxes.
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The Honorable Richard Elison —2- March 14, 1984
Question: Do you have information on firms affected by Sections 2 and 3 of
the bill?

Yes, the enclosed listing identifies the industry make-up of the 163 firms

potentially eligible for the 21st rate class. If this law change had been 1in
effect currently, it would have affected 163 employers in 1983 for a total
increase of $2,800, or an average of $17 per emDlover. In 1984, it would not

have affected any employers in the state.
I hope this answers the questions posed by your committee. We will respond
to the query from Senator Pettyjohn concerning tax base period calculations

in a separate memorandum. IT ycu need additional information, please contact
me.

Sincerely,

Jim Robison
Commissioner

Enclosures



FIRMS POTENTIALLY ELIGIBLE FOR A

Major Industry Division

Agric. ForestryFisheries
Mining

Construction

Food Processing

Wood Products

Transp-Cemmun-Public Util.
Wholesale Trade

Retail Traae

Finance Insur-RealEstate
Services

Government

Unspecified

'"21 ST RATE CLASS"

Number of Employers

N P@Q O Ol o o - b'_‘_b\l

T63



FISCAL NOTE

THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE
BILL/ZRESOLUTION NO: HCS CSSB 525 (L&C)

TITLE: “"An Act relating to Unemployment Insurance."
AGENCY AFFECTED: Department of Labor
Page 2

The following assumptions were made 1in preparing the forecasted costs:

1. State employment will continue to iIncrease through FY 1986.
Thereafter, state employment will level off with consolidation
of administrative jobs and belt tightening being offset by jobs
based on increased population.

2. There is no wage increase for calendar year 1984. The wages
through FY 1986 reflect the recent agreement with APEA. A

5 percent yearly increase continues throughout the remainder
of the forecast period.

3. As provided in this bill, the maximum weekly benefit amount paid

for unemployment insurance claims will 1increase from $156 to $188,
effective October 1, 1984.

As a result, the State of Alaska would be required to pay more in its personal

service benefit costs for unemployment insurance. The total amount of the
increased costs (which would affect all Departments in the State) is projected
from past experience and a computerized modeling technique. The estimated
increase in the average payment using this method 1is 12.7%. This increase would

not occur immediately in FY "85, because claimants are paid for an entire year
at the rates in effect when they first claim benefits. The total effect of
the increase would not be felt until FY =87.



QUESTIONS:

1. HOW MUCH MONEY DOES THE STATE AND EMPLOYERS IN
ALASKA STAND TO LOSE IF THIS BILL DOES NOT PASS ? WHY ?

2. HOW ID YOU AKRIVE AT THE 3.3 PERCENT FIGURE ? ( THE
UNEMPLOYMENT INSURANCE FUND IS 3.3% OF THE STATES TOTAL
WAGES)

3. WHY DID THE FED'S DECIDE TO CUT OUT CERTAIN
EDUCATIONAL INSTITUTION WORKERS FOR WEEKLY UNEMPLOYMENT
BENEFITS ?

4. WILL THIS NEW SECTION CREATING A BENEFIT PROGRAM ALLOW
THOSE PEOPLE TO DRAW UNEMPLOYMENT WITHOUT CAUSING

FEDERAL CONFORMITY PROBLEMS ?

5. HOW MANY PEOPLE ARE EFFECTED BY THIS CHANGE ?



STATC or ALASKA 18M LICir.LATIVC SCSSION

FISCAL NOTE
RFfqiJCST mCAL_Ori7UL
lifil/KesoUiLion Mu.: CST.13 51> Agency A flee ted:; Labor
Title: "An Act relaTiiiy~Lo Program Category Affected: SucTTl Services
Uncmp loymonl fnsilFonce”
Sponsor; Senate Lahur/AuiiiiTiL-rce UKU, Pruyraw ur Subpruyrain(s) Aflected:
Requestor: Senate Finance” Employment Security, Unemployment
Date of Request: April 25, 191J4_ insurance

EXPCKRITURCS/RCVrriUCS: (Thousands ~of Hollars)
rnfi FY 05 FY* ub TY H/ rY KuU fy Vyy

OPERATING
100 I’EITSUUAL SERVICES
700 TRAVEL
100 CCIirilA'TUAL 5.0
'to0 supplies
500 CQUIPMENT
COO LAND | STRUCTURES

/00 GRANTS, CLAIMS
000 MIr(TILANKOJS
TOTAL OPErA i ING 0 5.0 0 0o . 1 0

CAPITAL
KLTOiUiT .

FUNDING: (Thousands of Hoi nr;) ... ... .........
CrvFIIAL FIN\J

rEOCRAL>SUIFIO v > G/ 51,
OliIK
fOTAL ... . 5.0 o0 .. 0 ...0 0

POSITIONS:
FULL-THIIE -
IALIT-TIME
TE. " TronARY

SOURCE OP FUNDS TO OFFSET FISCAL IMPACT Of: BILL:
Federal funds will be requested to fund rcprograiwnlig of automated programs.
[125 hours x $40 per hour.]

ANALYSIS: Attach a, sepa.ratn pago”~for analysis

Prepared B y Jr. Plione: t\c™.yn?
O01vision:— ijaplpympnL-Sncurd.ty?iliv.ijLmn__ /1 Date:
Approved by Commissioner:__ J1j,£”ROhi son Date: ty J S
Agency :__Llbuc

1.rC:A.5

OislrilTijtion (by Agency preparing Tfiscal note):
Legislative Tinance
legislative Sponsor

Requestor
Hff rr H f il ¥



MEMORANDUM State of Alaska

to: Zen Johnson date: May 10, 1984
Administrative Assistant
Representative Cowdery®s Office FILE NO:

TELEPHONE NO: 465-2 /00

from: Eileen Plate subject: CS for SB 525
Special Assistant
to the Commissioner
Department of Labor

This will confirm our telephone conversation and your request for
additional information.

1. The Ul Trust Fund currently has a balance of $148 million.

2. Sections 10 and 13 of the Ul bill, CS for SB 525, are conformity
items with the Federal Unemployment Tax Act (FUTA). The addi-
tional ccst to Alaska for not remaining in conformity with FUTA
is the loss of $21 million in Administrative funds to the State
for operation of the Unemployment Insurance (Ul) and Job Service
programs; $86.4 mil ion in increased FUTA taxes to all employers
in the state; and loss of $4.8 million in benefit payments for
their Extended Benefits program. The total cost would be $112.2
million.

Attached is a copy of a letter from the U.S. Department of Labor
regarding the conformity requirements of Section 10.

3. Sections 2 and 3, which are not strictly conformity items,
would cost the employers in this state an additional $2 million
annually if not passed. Attached is a paper that was prepared

on this subject in cooperation with the House Research Agency.
On page 4 of the paper, the affect on employers is detailed.
On page 7 the options are listed--we elected to propose the
option that would have the least affect on Alaskan employers.

If Sections 2 and 3 had been iIn effect for 1984, there would have
been no iImpact on employers. This 1s because of the reau.r lent
that employers with the same payroll decline percentage must be
placed in the lower rate class rather than splitting the group. In
1983 there would have been 163 employers affected, for a total of
$2,800 (or $17 per employer).

If you need any additional information on CS for SB 52E, please
contact me at 465-2700 or Jac< Shay at 465-2712.

Attachments ()

@ 0IA @v. /7))



MEMORANDUM State of Alaska

to: Ken Johnson date-. May 14, 1984
Administrative Assistant
Representative Cowdery®s Office FILE NO

TELEPHONE NO: 465-2700

FROM: te SUBJECT: House CS for
ssistant CS for SB 525
to (g/e Commissioner
Department of Labor

This will confirm our telephone conversation and your request for
additional information.

1. The Ul Trust Fund currently has a balance of $148 million.

2. Sections 11 and 14 of the Ul bill, House CS for CS for SB 525
(L&C), are conformity items with the Federal Unemployment Tax
Act (FUTA). The additional cost to Alaska for not remaining
in conformity wi :n FJTA is the loss of $21 million in Adn.inistra-
tive funds to the State for operation of the Unemployment
Insurance (UI) arid Job Service programs; $86.4 million in benefit
payments for their Extended Benefits program. The total cost
would be $112.2 mil lion.

Attached 1is a copy of a letter from the U.S. Department of
Labor regarding the conformity requirements of Section 11.

3. Sections 2 and 3, which are not strictly conformity items,
would cost the employers in this state an additional $2 million
annually 1if not passed. Attached 1is a paper that was prepared

on this subject in cooperation with the House Research Agency.
On page 4 of the paper, the affect on employers is detailed.
On page 7 the options are listed--we elected to propose the
option that would have the least affect on Alaskan employers.

If Sections 2 and 3 had been in effect for 1984, there would have
been no impact on employers. This is because of the requirement
placed in the lower rate class rather tnan splitting the group. In
1983 there would have been 163 employers affected, for a total of
$2,800 (cir $17 per employer).

If you need any additional information, please contact me at 465-2700
or Jack Shay at 465-2712.

Attachments (2)

07 001A @v. 1/79)



MAY 15, 1984

TO: JOHN
FROM: KEN
RE: L S C COMMITTEE HEARINGS (OPENING REMARKS)

THERE ARE FOUR BILLS ON SCHEDULED TO BE HEARD IN COMMIT-
TEE TODAY. BECAUSE OF THE COMPLEXITY OF THE FIRST BILL
TO COME BEFORE THE COMMITTEE, WE MAY NOT BE ABLE TO HEAR
ALL THIS LEGISLATION TODAY. |IF WE ARE NOT FINISHED WITH
THIS LEGISLATION TODAY, IT IS MY INTENTION TO RECESS UNTIL
TOMORROW MORNING AT 8:15. WE WILL CONTINUE THE PROCESS
UNTIL THE COMMITTEE HAS COMPLETED THE WORK NECESSARY ON
THESE BILLS.

THE FIRST PIECE OF LEGISLATION rO HEARD IS SB 525, "AN ACT
RELATING TO UNEMPLOYMENT INSURANCE." THE MAIN PURPOSE
OF THIS BILL IS 10 BRING THE STATES UNEMPLOYMENT INSUR-
ANCE LAWS IN TO CONFORMITY WITH FEDERAL LAWS. IT ALSO
WOULD INCREASE WEEKLY UNEMPLOYMENT BENEFITS AND CALLS
FOR A NEW METHOD OF CALCULATING THE UNEMPLOYMENT TAX
THAT EMPLOYERS PAY. THAT IS JUST A BRIEF OUTLINE FOR A
VERY COMPLEX BILL. | WOULD NOW ASK THE DEPARTMENT OF
LABOR TO COME FORWARD TO GO THROUGH THIS BILL WITH THE
COMMITTEE.



STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

IRevision Date:

REQUEST HCS FISCAL DETAIL

Bill/Resolution No.: CSSB 525 (L&C)flgency Affected: Labor

Title: "An Act relating to ~ Program Category Affected: Social Services
Unemployment 1insurancel

Sponsor: Senate Labor/Cominerce BRU, Program or Subproyram(s) Affected:
Requestor: House Labor & Commerce Employment Security, Unemployment

Date of Request: May 14, 1984 Insurance"

EXPENDITURES/REVENUES: (Thousands of
FY 84 FY 85 FY 86 FY 87 Fy 88 Fv 89
OPERATING

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL 5.0
"e00 SUPPLIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 CRANTS, CLAIMS
800 MISCELLANEOUS

TOTAL OPERATING 0

o1
]
o
o
o
o

1 CAPITAL
L REVENUE

FUNDING: (Thousands of Dollars)

CENERAL FUND

FEDERAL FUNDS 5.0

OTHER

TOTAL 0 5.0 0 0 0 0

POSITIONS:
FUIL-TIME
PART-TIME
TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL,:

Federal funds will be requested to fund reprogramming or automated programs.
[125 hours x $40 per hour.]

ANALYSIS: Attach r analysis
Prepared By: Shay . .-Jcx. Phone: 455-271?
Division yfofiplovment SecuritV-Dj~r Date: /<£
/ =
Approved” CommissionerA”]jm RnhisnY Pat
Agency: Labor
LEG:-A:5

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency(ies) 12/1/83



STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST HCS for FISCAL DETAIL

Bill/Resolution No.: CSSB 525 (L&C)Agency Affected: All

Title: “"An Act relating to Program Category Affected:_ All
Unemployment Insurancel

Sponsor: Senate Labor/Commerce BRU, Program or Subprogram(s) Affected:
Requestor; House Labor & Commerce All

Date of Request: May 14, 1984

EXPENDITURES/REVENUES: (Thousands of Dollars)
FY 84 FY 85 FYy 86 FY 87 Fy 88 FY 89
OPERATING
100 PERSONAL SERVICES 169.1 463.3 518.6 5i1.4 576 .6
200 TRAVEL
300 CONTRACTUAL
<600 SUPPLIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING 1fa. 1 463.3 . _518-6 52?2 4 525 6
CAPITAL
c REVENUE

FUNDING: (Thousands of Pol ars)

GENERAL FUND 176 .8 347.5 389.D 301 8 395 n
FEDERAL FUNDS 11 R 37.4 36 3 36 6 36 9
OTHER 3D.5 83.4 93 .3 94 .n 04 .7
TOTAL 169.1 . 518 6 57?7.4 52fi . fi.
POSITIONS:

FULL-TIME

PART-TIME

TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

Personal Service benefits would increase for all agencies based on the
projected increase iIn unemployment insurance paid to ex-state employees
and seasonal employees.

ANALYSIS: Attach a/#/SE rate page~for analysis

Prepared By: firw. Shay, .Ir Phone: _465_77.17
Division: ayment .Security...nivi.<,ipiiy _ Date:
Approved tfy Commissioner”™ Illm Rpbisnn Date:

Agency: ;ahnr 1

LEG:A:4

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) 12/1/83



FISCAL NOTE

THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE
BILL/RESOLUTION NO: HCS CSSB 525 (L&C)

TITLE: “"An Act relating to Unemployment Insurance.™
AGENCY AFFECTED: Department of Labor
Page 2

The following assumptions were made 1in preparing the forecasted costs:

1. State employment will continue to increase through FY 1986.
Thereafter, state employment will level off with consolidation

of administrative jobs and belt tightening being offset by jobs
based on increased population.

2. There 1is no wage increase for calendar year 1984. The wages
through FY 1985 reflect the recent agreement with APEA. A

5 percent yearly increase continues throughout the remainder
of the forecast period.

3. As provided in this bill, the maximum weekly benefit amount paid

for unemployment insurance claims will increase from S156 to $188,
effective October 1, 1984.

As a result, the State of Alaska world be required to pay more in its personal
service benefit costs for unemployment insurance. The total amount of the
increased costs (which would affect all Departments in the State) 1is projected
from past experience and a computerized modeling technique. The" estimated
increase in the average payment using this method 1is 12.7%. This increase would
not occur immediately in FY "85, because claimants are paid for an entire year
at the rates in effect when they first claim benefits. The total effect of

the increase would not be felt until FY "87.

LEG:A:4



STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST HCS FISCAL DETAIL

Bill/Resolution No.: CSSG 525 Agency Affected: Labor
Title: "An Act relating to Unemploying ram Category Affected: Social Servicps
ment Insurance."™ . . "

Sponsor:  Sen. Labor & Commerce BRU, Program or Subprogram!s) Affected:
Requestor: House Labor & Commerce Employment Security. Unemployment
Date of Request: 5/14/84 ~ ___ Insurance

FY 84 FY 85 FY 86 Fy 87 FY 88 FY 89

OPERATING

100 PERSONAL SERVICES 33.7 89.8 93.9 97. 2 102.fi 108.4
200 TRAVEL 6 6 8 u 6 . n
300 CONTRACTUAL 16. 57. 50.1 23 1 56.3 50 7
400 SUPPLIES i.a 2 § 3.0 3.2 3.4 3.6
500 EQUIPMENT 0

600 LAND & STRUCTURES

700 CRANTS, CLAIMS s00.0 2.000.0 2100.0 2,1uJ}y  2,100.0 2,100.0

800 MISCELLANEOUS

TOTAL OPERATING 651.6 2.247.0  2.253.5 2.262.3 2271 7
! CAPITAL
£ REVENUE

FUNDING:  (Thousands of Pol ars)
GENERAL FUND 2,150. .2,20¢1 2,25.1.5 0202.2 JAZILJL
FEDERAL FUNDS 0. n _CL -CL J.L
OTHER jCL -CL JL

roi A4 /,r /u__ f,/nj.,i. cC —1

POSITIONS:
FULL-TIME 0 0 n n
PART-TIME 0 n 0 n
TEMPORARY 0 n n 0 0 .- Q-

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: Attach

. Si S
Prepared By: iin W. Shay~1Jn Phone : JLEXL yil
Division jufilnympnt Security Piv i Date:
ApprovefTby Commissioners/fin, Rnhi Date
Agency : _utmr \Y

LEG:B :14
Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) 12/1/83



FISCAL NOTE

THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE
BILL/RESOLUTION NO: HCS CSSB 525 (L&C)

TITLE: “"An Act relating to Unemployment Insurance."
AGENCY AFFECTED: Department of Labor
Page 2

This bill would require the Department of Labor to pay unemployment insurance
benefits to qualifying persons between school terms. Two costs would be
associated with this bill, the actual costs of the benefits paid and the admin-
istrative costs to run the program.

The estimated benefits to be paid in Fiscal Year 1985 are calculated as follows:

Number of Eligible Claimants $ 1,400

Average Weekly Benefit Amount X 135

$ 189,000

Average Lengih of Claim X 10 wks

Adjustment for Increase in Average Weekly + 110,000
Benefit Amount from $135 to $150

Total Benefits Fiscal Year 1985 $2,000,000

The estimated benefits to be paid in fiscal years 1986 - 1989 are as follows:

Number of Eligible Claimants $ 1,400
Average Weekly Benefit Amount X 150

$ 216,000
Average Length of Claim X 10 wks
Total $2,100,000

Administration costs to run this program would include the salaries of eight

seasonal Unemployment Insurance Specialist I"s for frur months each. Con-
tractual and Supply costs associated with these positions would include postage
and forms, as well as normal expenses. One-time expenses would include $10,000

in Contractual in Fiscal Year 1985 to complete automation of the claims proces-
sing function, and $5,000 in Fiscal Year 1985 to purchase equipment for this
funct ion.

In preparing the cost estimate for benefits to be paid the following assumptions
were made:

1. An effective date of May 22, 1964 .

2. The average weekly benefit ainounr, would increase from $135 to $150 on
October 1, 1984.

3. No increase in claims would be seen from Fiscal Year 1985 - 1989.

4. There would be no further increase iIn benefit amoivnt from Fiscal Year 1985

- 1989.



FISCAL NOTE

THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE
BILL/RESOLUTION NO: HCS CSSB 525 (L&C)

TITLE: "An Act relating to Unemployment Insurance."
AGENCY AFFECTED: Department of Labor
Page 3

In preparing the cost estimates for administrative costs the following assumptions
were made:

1. An effective date of May 22, 1984.
2. An annual inflation rate of six percent.

LEG:B 14
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STATC OF ALASKA 1904 LEGISLATIVE SESSION
FISCAL NOTE

REQUCST FISCAL DETAIL

Bi 11/Resolution No.: CSSB 525<&y) ™"Agency Affected ___ All

Title: "An Act relaETiig t"o-~ Program Category Affected:__ A]
Unemployment Ic.bJi ance f

Spunsor; Senate Labor/Commerce B1UI, Program or Subprogram!”)" Affected:

Requestor; Senate Fvnance A1l

Date of Request: April 25.1 9 8 4

FTP "“"FTar FY.O0G iy 8/ TV oil " FY
OPERATING

100 PERSONAL SERVICES ~109 1 . 403.3 510 6 522 .4
700 TRAVEL
300 CONr.<ACTUAL
<00 SUPPLIES
S00 CQIiJPMENT
(m® 1LANO L STRIJCTUIItS
/00 GRANTS# C f IMS
U»0 HISCELLAMru.5

IulAl OPERALINC, 169* 1 40.3.3 510.0 522._4

1 CAP 11AL

[

RLVLNIii: | I l

FUNDING: (Thousands of Poll ars)

CCNEUAI FUNU 12G.8 34/ .0 309.0 301 .0
FE'JEIIAL FUNUS 11.11 32.4 30.3 30 0
OTHER .30.5 83.4 93.3 94.0
TOTAL . _169*1 . 4G6G3J ___ 511L6 522.4
POSITION .

TULL-T IME

PART-TIHE

TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF MMILL:
Personal Service benefits would increase for all agencies based on the
projected increase 1in unemployment insurance paid to ex-state employees
and seasonal employees.

ANALYSIS: Attach a Vago fprTnalysis

Prepared By Phone:  465-271?
Division: P T Date:
iplayiiicd. v ¢ Ada y. "y
Approved by Commissioner:~]" rhil'i>e'”/ pjto: [ 7'm!
Agency: / ~7
LEG:A:z4

Distribution (by Agency preparing Ffiscal nolLo):
Legislative Finanr™*
Legislative Sponsor
Requestor
Office of Management and 3udyot

09

52C.

520.

395.
30.
94.

520.

Impacted Anency(ies) 12/1/03
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Page 2 Fiscal Note csss 525 (Fin)
Department' of Labor

The following assumptions were made in preparing the
forecasted costs: . . .
1, State employment will continue to increase throu%h
FY 1986. Thereafter, state employment will level of
with consolidation of administrative jobs and belt
tightening being offset by jobs based on increased
population,

2. There is no wage increase for calendar year 1984.
The wages through FY 1986 reflect the recent agreement
with APEA. A 5 percent yearly increase continues
throughout the remainder of the forecast period.

3. As provided in this bill, the maximum weekly benefit
amount gald for unemployent insurance claims will increase
from $156 to $188, effective October 1, 1984.

As a result, the State of Alaska would be recuired to pay
more in its personal service benefit costs for unemployment
insurance. he total amount of the increased costs (which
would affed all Departments in the State) is projected from
past experience and a computerized modeling technique. The
estimated increase in the average E)ayment using this method
IS 12.7%. This increase would not uccur immediately in

FY '85, because claimants are paid for an entire year at
the rates in effect when they first claim benefits. The
total effect of the increase would not be felt unitl FY '87.



HCS FOR CS FOR SB 525 (L&C)

BILL ANALYSIS

Section 1. This 1i_ "housekeeping™ amendment which would make a technical

change to the training and building fund provision so that unobligated money
in the training and building fund could be held an additional 30 days past
the end of Tbeo Bioscal year. The law currently requires that any unobligated
mrney over $ ,0 in the training and building fund must lapse to the unem—
ployment trust fund the last day of the f"scal year. This money is obli—
gated in appropriations bills prior to the e.id of the fiscal vyear, but the
bills are often not signed until after the end of the fiscal year. The money
is therefore not technically obligated until after the money has already

lapsed back to the unemployment trust fund. The proposed amendment solves
this "accounting”™ problem by holding the money in the training and building
fund until the appropriation is signed.

Sections 2 and 3. The lax Equity and Fiscal Responsibility Act of 1982 (Public
law 9/-24B) amended the Federal Unemployment Tax Act (FUTA) to increase the
gross FUTA tax on employers fram 3.5 percent to 6.2 percent.Ilt also increased

the additional credit against the FUTA tax for contributions to a state unem—
ployment fund from 2.7 percent to 5.4 percent. These amendments are effective
January 1, 1985. Because of the Jlanguage of the FUTA, all employers in the
state cannot be guaranteed the full FUTA credit of 5.4 percent unless the state
law includes a maximum (standard) state tax rate of at least 5.4 percent.

Section 2<of the bill amends AJ 23.20.170 to enact a standard rate of 5.4 per—
cent. Rates below 5.4 percent would continue to be granted under AS 23.20.290.

Section 3 of the bill amends AS 23.20.290 by adding a 21st rate class comprised
of employers with the highest ruarterly decline quotients whose cumulative pay—
roll is .01 percent of the total payroll in the state. This ,small minority
of employers would receive a rate not less than 5.4 percent. The]. FUTA requires
that the 5.4 percent rate be actually assessed at least one employer 1in the
state, in order for all employers in the state to be guaranteed the maximum
additional FUTA credit of 5.4 percent. This amendment meets the requirements
of the FUTA vith the least distortion to the present rate structure.

Section 4. This section amends AS 23.20.290(e) to include interest earned on

the unemployment trust fund in the benefit cost rate computation. Unemployment
tax contributions are computed as a percentage of the benefit cost rate, under
a formula designed to recover all outlays from the fund. Interest earnings are
not currently shown as 1income to the fund. Unless corrected, this will continue
to cause higher than necessary taxes.

Section 5. This section complements t° 1 amendment made to AS 23.20.290(e) under
sec. 4 of the bill. Itamends AS 23.20.290(f) to provide for a negative fund
solvency adjustment (in effect, a fund solvency credit) when the unemployment
trust fund reaches a certain level of adequacy, defined as a reserve rate (ratio
of fund I-ilance to total state wages) of at least 3.3 percent.



Section 6 This section amends the benefit schedule 1in AS 23.20.350(d) to pro—
vide a maximum® Ul weekly benefit amount of S188, not counting dependents allow—
ance. This will provide approximately 60 percent of claimants with replacement of
50 percent of their average weekly wages. Federa1 benefit adequacy guidelines
suagest that a state"s benefit schedule should provide 50 percent wage replacement
for at least 80 percent of claimants. However, Alaska®s liberal eligibility pro—
visions make application of the federal guidelines too costly. The benefit sche—
dule was amended 1in 1980 to provide a maximum weekly benefit of $150. Th.s sche—
dule replaced 50 percent of wages for approximately two-thirds of claimants, but
wage inflation since 1980 has,.steadily eroded this level of wage replacement.

Although a small increase of was approved in 1982, only about 56 percent of
claimants receive 50 percent wage replacement under the current Ib(?ule. The
proposed schedule would 1increase costs to the trust fund by about 1 percent.

Sr:tions 7 and 8 These two sections would change the requirements for the receipt
of dependents allowance. The amendments do not change the amount of the allowance.

Under the current statute, an individual claiming depended allowance must certify
(and be able to prove) that he or she 1is providing more than 50 percent of the
dependents® support. The dependents must be claimed when the claimant first files
for benefits, and the number of dependents cannot be changed during the benefit
year unless the claimant acquires an additional dependent by birth or adoption.
These two features of the present law -the "primary support™ requirement and the
requirement that dependents must be claimed at the beginning of the benefit yeaA
-- are not necessary for the administration of the dependents provision, and they
may frustrate its purpose.

In households where both parents work, the children are jointly supported. How—
ever, under the "primary support™ requirement only one parent may claim dependents
in the household, even though the other parent may be providing a larger percentage
of his or her wages for support of the children. The proposed changes would pay
dependents allowance to either parent having physical custody of the child. The
same dependent could not be claimed by both parents, but a parent could claim any
dependents in the household which are not being claimed by the other parent. The
"primary support”™ requirement has been retained as an alternative, so that a
non-custodial parent may qualify for the dependents allowance. In other words,
"dependent” has been redefined to mean one who is either in the physical custody
of the claimant or dependent on the claimant for more than50 percent of support.
However, to claim a dependent oOver 18 years ofage the claimant would still be
required to show primary support, the same as in the current law.

The proposed changes would also allow a claimant to add dependents (up to a limit
of three) for any reason ..bile drawing regular benefits during his benefit year.
For example, a claimant whose wife is claiming their twochildren would not be
able to claim the children when he first files his claim. However, hewould be
able to claim the children after his wife"s henefit year ends, for the remainder
of his own benefit year. Under tne current law, this claimant would be unable to
claim the dependents for his entire benefit year.

Section 9. This section establishes an interim benefits program to pay benefits
to employees of educational institutions who would have their regular unemployment
benefits reduced or denied under the changes proposed 1in sec. of this bill.
St" zicn 11 adds a new subsection (h) to AS 23.20.381 to disqualify employees



other than instruct”onal, research, and administrative employees during the period

between academic years or terms. This change 1is required 1in all state Iljws by

Public Law 98-21. The interim benefits program wnuld pay these employees the

difference between their regular amount and the amount they would receive under

AS 23.20.381(h). The administrative and benefit costs of interim benefits must

be financed from the general fund, because financing the benefits from the unem—
ployment trust fund would constitute noncompliance with Public Law 98-21.

Section 10. This section amends AS 23.20.362(c) by adding severance and termi—
nation payments to the list of income which is deducted from Ul benefits. Under
the provision as it now stands, wages in lieu of dismissal notice and payments for
accrued vacation, sick leave, and holidays are deducted dollar for dollar from Ul
benefits payable. Tnese payments are treated differently from regular wage payments,
which are deducted under AS 23.20.360 at the rate of $.75 for every $1 earned for
the week 1in excess of $50. The vacation, sick, and holiday pay, and wages in liou
of notice, unlike regular wage payments, do not show any new attachment to the
elahor market, but are paid on for these payments 1is justifiable on the basis that
unemployment insurance should not be paid for a week 1if the claimant 1is already
receiving a "wage replacement” for that week based on his previous work. However,
because of the Ilanguage of the provision, "severance" and "termination" pay are
not deductible, even though the rationale for deducting them is the same as for
the other "wage replacement” payments.

Section 11. AS 23.20.381(e" currently disqualifies an individual working 1in an
instructional, research, or principal administrative capacity 1in an educational
institution, during the period between two academic years or terms, or during a
period of paid sabbatical leave_, This provision 1is required in all state laws for
conformity with Sec. 3304 (a)(6)(A) of the federal Unemployment Tax Act (FUTA).

the FUTA has now been amended by Public Law 98-21 to extend the disqualification
to:

All employees of educational institutions.

2. Employees of "educational service agencies™ serving in educational
institutions.

3. Any established vacation period or holiday re-.ess.

These changes are required in all state laws to avoid denial of certification for
the FUTA tax offset credit and administrative grants.

Section 12. Section 202 of the Federal State Extended Unemployment Compensation
Act previously required the indefinite disqualification of an extended benefit
claimant who die! not actively engage in seeking work, regardless of.the reason the
claimant did not seek work. This requirement has been relaxed by P.L. 98-21. A
state 1is now permitted to apply regular state able and available provisions if the
extended benefit claimant failed to seek work because he was hbsp®talized or on
jury duty. This is entirely optional, but we recommend enactment of conforming
legislation to take advantage of the relaxation of federal requirements.
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HCS FOR CS FOR SB 525 (L&C)

BILL ANALYSIS

Section 1. This 1is a "housekeeping™ amendment which would make a technical

change to the training and building fund provision so that wunobligated money
in the training and building fund could be held an additional 30 days past
the end of Tbeo Bbscal year. The law currently requires that any unobligated
mrney over $ ,O in the training and building fund must lapse to the unem—

ployment trust fund on the last *'v of the fiscal year. This money is obli—
gated in appropriations bills pr me end of the fiscal year, but the
bills are often not signed until ? end of the fiscal year. The money
is therefore not technically obligaf after the money has already

lapsed back to the unemployment nd. The proposed amendment solves
this "accounting™ problem by hold money in the training and building

fund until the appropriation 1is signe.

Sections 2 and 3. The Tax Equity and Fiscal Responsibility Act of 1982 (Public
Law 97-248) amended the Federal Unemployment Tax Act (FUTA) to increase the

gross FUTA tax on employers from 3.5 percent to 6.2 percent. It also increased
the additional credit against the RITA tax for contributions to a state unem—
ployment fund from 2.7 percent to 5.4 percent. These amendments are effective

January 1, 1985. Because of the language of the FUTA, a "1 employers in the
state cannot be guaranteed the full FUTA credit of 5.4 percent unless the state
law includes a maximum (standard) state tax rate of at least 5.4 percent.

Section 2 of the bill amends AS 23.20.170 to enact a standard rate of 5.4 per—
cent. Rates below 5.4 percent would continue to be granted under AS 23.20.290.

Section 3 of the bill amends AS 23.20.290 by adding a 21st rate class comprised
of employe with the highest quarterly decline quotients whose cumulative pay—
roll 1is 6i percent of the total payroll in the state. This small minority
of employers would receive a rate not lessthan 5.4 percent. The FUTA requires
that the 5.4 percent rate be actually assessed at least one employer in the
state, in order for all employers in the state to be guaranteed the maximum
additional FUTA credit of 5.4 percent. This amendment meets the vrequirements
of the FUTA with the least distortion to the present rate structure.

Section 4. This section amends AS 23.20.290(e) to include interest earned on

the unemployment: trust fund 1in the benefit cost rate computation.Unemployment
tax contributions are computed as a percentage of the benefit cost rate, under
a formula designed to recover all outlays from the fund. Interest earnings are
not currently shown as income to the fund. Unless corrected, this will continue
to cause higher than necessary taxes.

Section 5. This section complements the amendment made to AS 23.20.290(e) under
sec. TP of the bill. It amends AS 23.20.290(f) to provide for a negative fund
solvency adjustment (in effect, a fund solvency credit) when the unemployment
trust fund reaches a certain level of adequacy, defined a;a reserve rate (ratio
of fund balance to total state wages) of at least3.3 perr.nt.



Section 6 This section amends the benefit schedule in AS 23.20.350(d) to pro—
vide a maximum®" Ul weekly benefit amount of $188, not counting dependents allow—
ance, This will provide approximately 60 percent of claimants with replacement of
50 percent of their average weekly wages. Federai benefit adequacy guidelines
suggest that a state"s benefit schedule should provide 50 percent wage replacement
for at least 80 percent of claimants. However, Alaska®s liberal eligibility pro—
visions make application of the federal guidelines coo costly. The benefit sche—
dule was amended 1in 1980 to provide a maximum weeklybenefit of $150. This sche—
dule replaced 50 percentof wages for approximately two-thirds of claimants, but
wage inflation since 1980 has,, steadily eroded this Ilevel ofwage replacement.
Although a small increase of $6 was approved 1in 1982, only about 56 percent of
claimants receive 50 percent wage vreplacement under the current schedule. The
proposed schedule would increase costs to the trust fund by about 12.7 percent.

Sections 7 and 8 These two sections would change the requirements for the receipt
of dependents allowance. The "mendments do not change the amount of the allowance.

Under the current st ite, an individual claiming dependents allowance must certify
(and be able to prove) that he or she 1is providing more than 50 percent of the
dependents® support. The dependants must be claimed when the claimant first Files
for benefits, and the number of dependents cannot be changed during the benefit
year unless the claimant acqu®res an additional dependent by birth or adoption.
These two features of the present law -the "primary support™ requirement and the
requirement that dependents must be claimed at the beginning of the benefit year
-- are not necessary for the administration of the dependents provision, and they
may frustrate 1its purpose.

In households where both parents work, the children are jointly supported. How—
ever, under the "primary support™ requirement only one parent may claim dependents
in the household, even though the other parent may be providing a larger percentage
of his or her wages for support of the children. The proposed changes would pay
dependents allowance to either parent having physical custody of the child. The
same dependent could not be claimed by both parents, but a parent could claim any
dependents in the household which are not being claimed by the other parent. The
"primary support™ requirement has been retained as an alternative, so that, a
non-custodial parent may qualify for the dependents allowance. In other words,
"dependent” has been redefined to mean one who is either in the physical custody
of the claimant or depenaent on the claimant for more than 50 percent of support.
However, to claim a dependent over 18 years of age the claimant would still be
required to show primary support, the same as in the current law.

The proposed changes would also allow a claimant, to add dependents (up to a limit
of three) for any vreason while drawing regular benefits during his benefit year.
For example, a claimant whose wife 1is claiming their two children would not be
able to claim the children when he first files his claim. However, he would be
able to claim the children after his wife"s benefit year ends, for the remainder
of his own benefit .year. Under the current law, this claimant would be unable to
claim the dependents for his entire benefit yea?-.

Section 9. This section establishes an interim benefits program to pay benefits
to employees of educational institutions who would have their regular unemployment
benefits reduced or denied under the changes proposed in sec. of this bill.
Section 11 adds a new subsection (h) to AS 23.20.381 to disqualify employees



other than instructional, research, and administrative employees during the period
between academic years or teims. This change is required in all state laws by
Public Law 98-21. The interim benefits program would pay these employees the
difference between their regular amount and the amount they would receive under
AS 23.20.381(h). The administrative and benefit costs of interim benefits must
be financed from the general fund, because financing the benefits from the unem—
ployment trust fund would constitute noncompliance with Pub,lie Law 98-21.

Section 10. This section amends AS 23.20.362(c) by adding severance and termi—
nation payments to the list of income which is deducted from Ul benefits. Under
the provision as it now stands, wages vn lieu of dismissal notice and payments for
accrued vacation, sick leave, and holidays are deducted dollar for dollar from Ul
benefits payable. These payments are treated differently from regular wage payments,
which are deducted under AS 23.20.360 at the rate of $.75 for every $1 earned for
the week 1in excess of $50. The vacation,, sick, and holiday pay, and wages in lieu
of notice, unlike regular wage payments, do not show any new attachment to the
labor market, but are paid on for these payments is justifiable on the basis that
unemployment 1insurance should not be paid for a week 1if the claimant 1is already
receiving a "wage replacement” for that week based on his previous work. However,
because of the language of the provision, '"severance" and "termination" pay are
not deductible, even though the rationale for deducting them 1is tne same as for
the other "wage replacement” payments.

Section 11. AS 23.20.381(e) currently disqualifies an individual working ir. an
instructional, research, or principal administrative capacity 1in an educational
institution, during the period between two academic years or terms, or during a
period of paid sabbaticai leave,, This provision 1is required in all state laws for
conformity with Sec. 3304 (a)(6)(A) of the Federal Unemployment Tax Act (FUTA).

The FUTA has now been amended oy Public Law 98-21 to extend the disqualification
to:

1. All employees of educational institutions.

2. Employees of "educational service agencies™ serving 1in educational
institutions.

3. Any established vacation period or holiday recess.

These changes are required in all state laws to avoid denial of certification for
the FUTA tax offset credit and administrative grants.

Section 12. Section 202 of the Federal State Extended Unemployment Compensation
Act previously required the incefi.nite disqualification of an extended benefit
claimant who did not actively engage in seeking work, regardless of.the reason the
claimant did not seek work. This requirement has been relaxed by P.L. 98-21. A
state is now permitted to apply reqular state able and a/ailable provisions if the
extended benefit claimant failed to seek work because he was hospitalized or on
jury duty. This is entirely optional, but we recommend enactment of conforming
legislation to take advantage of the relaxation of federal requirements.



Section- 13. This amendment to AS 23.20.505 addresses circumstances under which
workers on "R and R"™ might qualify as "unemployed"” a-nd thus be potential ly eligible
for benefits under the Act. Under current Sec. 505 a person is "unemployed" for a
week in which he performs no service and receives no wages. This allows potential
abuse by individuals who are fully employed but receive "R and R"™ for a week (or
more) as part of their regular work schedule. Forexample, an individual may work
60 hours per week for two weeks and then receive aweek off, This "two weeks on,
one week off" schedule may continue indefinitely. This individual 1is technically
unemployed under Sec. 50d during his week off. But we do not believe it s
correct to pay benefits when the employment relationship has not been severed and

the individual 1is actually fully employed, i.e., working an average of at least 40
hours per week.

Section 14. AS 23.20.526(a) was amended in 1982 by adding paragraph (22) to ex-
clucie from Ul coverage certain corporate officers who control at least 25 percent
of corporate stock. Subparagraph (D) of paragraph (22) specifies that the corpor—
ate officer must agree to ooncoverage. The U.S. Department of Labor now believes
that subparagraph (D) constitutes a waiver of benefit rights. This raises an
issue of conformity with Sec. 303(a)(1) of the Social Security Act, which is inter—
preted as forbiddi".g any waiver, assignment, pledge, or encumbrance of a right to
unemployment compensation. (Such a waiver would also be contrary to AS 23.20.395).

This conformity issue could result in the withholding of administrative grants to
Alaska. The proposed repeal of subparagraph (D) would remove the "waiver™, result—
ing in an outriqut exclusion of coverage for these corporate officers and resolving
the conformity problem.



MAY 15, 1984

TO: JOHN
FROM: KEN
RE: L & C COMMITTEE HEARINGS (OPENING REMARKS)

THERE ARE FOUR BILLS ON SCHEDULED TO BE HEARD IN COMMIT-
TEE TODAY. BECAUSE OF THE COMPLEXITY OF THE FIRST BILL
TO COME BEFORE THE COMMITTEE, WE MAY NOT BE ABLE TO HEAR
ALL THIS LEGISLATION TODAY. IF WE ARE NOT FINISHED WITH
THIS LEGISLATION TODAY,'IT IS MY INTENTION TO RECESS UNTIL
TOMORROW MORNING AT 8:15. WE WILL CONTINUE THE PROCESS
UNTIL THE COMMITTEE HAS COMPLETED THE WORK NECESSARY ON
THESE BILLS.

THE FIRST PIECE OF LEGISLATION TO HEARD IS SB 525, "AN ACT
RELATING TO UNEMPLOYMENT INSURANCE." THE MAIN PURPOSE
OF THIS BILL IS TO BRING THE STATES UNEMPLOYMENT INSUR-
ANCE LAWS IN TO CONFORMITY WITH FEDERAL LAWS. IT ALSO
WOULD INCREASE WEEKLY UNEMPLOYMENT BENEFITS AND CALLS
FOR A NEW METHOD OF CALCULATING THE UNEMPLOYMENT TAX
THAT EMPLOYERS PAY. THAT IS JUST A BRIEF OUTLINE FOR A
VERY COMPLEX BILL. | WOULD NOW ASK THE DEPARTMENT OF
LABOR TO COME FORWARD TO GO THROUGH THIS BILL WITH THE
COMMITTEE.
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FISCAL NOTE

THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE
BILL/RESOLUTION NO: HCS CSSB 525 (L&C)

TITLE: “"An Act relating to Unemployment
AGENCY AFFECTED: Department of Labor
Pago 2

This bill

benefits to qualifying persons between school
costs of the benefits paid and the admin-

associated with this bill, the actual
istrative costs to run the program.
The estimated benefits to be paid in Fiscal

Number of Eligible Claimants
Average Weekly Benefit Amount

Average Length of Claim

Adjustment for Increase
Benefit Amount from S135

in Average Weekly
to $150

Total Benefits Fiscal Year 1985

The estimated benefits to be paid in fiscal

Number of Eligible Claimants
Average Weekly Benefit Amount

Average Length of Claim

Total

Administration costs to run this program would
1"s for four months each.

seasonal
tractual
and forms,
in Contractual
sing function,
function.

Unemployment Insurance Specialist

as well as normal
in Fiscal
and $5,000

expenses.

in Fiscal

In preparing the cost estimate
were made:

1. An effective date of May 22, 1984.

2. The average weekly benefit amount would
October 1, 1984.

3. to increase in claims would be seen

4. There would be no further increase

- 1989.

would require the Department of Labor to pay unemployment

and Supply costs associated with these positions
One-time expenses
Year 1985 to complete automation
Year 1985 co purchase

from F~sce
in benefit amount from Fiscal

Insurance."”

Insurance

terms. Two costs won"ld be

Year 1985 are calculated as follows:

$ 1,400
X 135
$ 189,000
X 10 wks
$1,890,000

+ 110,000

$2,000,000

years 1986 - 1989 are as follows:

$ 1,400
X 150
$ 210,000
X 10 wks
$2,100,000

include the salar es of eight
Con-
postage
$.10,000
proces-
this

would 1include
would include
of the claims
equipment for

for benefits to be paid the following assumptions

increase from $135 to $150 on

Year 1985 - 1989.

Year 1985



FISCAL NOTE

THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE
BILL/ZRESOLUTION NO: HCS CSSB 525 (L&C)

TITLE: "An Act relating to Unemployment Insurance."”
AGENCY AFFECTED: Department of Labor
Page 3

In preparing the cost estimates for administrative costs the following assumptions
were made:

1. An effective date of May 22, 1984.
2. An annual inflation rate of six percent.

LEG:B :14
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Section 13. This amendment to AS 23.20.505 addresses circumstances under which
workers on "R and Ry might qualify as "unemployed"™ and thus be potentially eligible
for benefits under the Act. Under current Sec. 505 a person is "unemployed™ for a
week iIn which he performs no service and receives no wages. This allows potential
abuse by individuals who are fully employed but receive "R and R" for a week (or
more) as part of their regular work schedule. Forexample, an individual may work
60 hours per week for two weeks and then receive a week off. This "two weeks on,
one week off" schedule may contin®"jp indefinitely. This individual is technically
unemployed under Sec. 505 during his week off. But we do not believe it 1is
correct to pay benefits when the employment relationship has not been severed and

the individual 1is actually fully employed, i.e., working an average of at least 40
hours per week.

Section 14. AS 23.20.526(a) was amended in 1982 by adding paragraph (22) to ex-
clude from Ul coverage certain corporate officers who control at least 25 percent
of corporate stock. Subparagraph (D) of paragraph (22) specifies that the corpor-
ate officer must agree to ncoverage. The U.S. Department of Labor now believes
that subparagraph (D) constitutes a waiver of benefit rights. This raises an
issue of conformity with Sec. 303(a)(1) of the Social Security Act, which is inter-
preted as forbidding any waiver, assignment, pledge, or encumbrance of a right to
unemployment compensation. (Such a waiver would also be contrary to AS 23.20.395).

This conformity issue could result in the withholding of administrative grants to
Alaska. The proposed repeal of subparagraph (0O) would remove the "waiver™, result-
ing in an outright exclusion of coverage for these corporate officers and resolving
the conformity problem.
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