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SENATE finance committee report

DATE: 5/16/99 FURTHER:

DATE TURNED
IN TO OFFICE: s\ii)~

Finance Committee considered HOUSE BILL NO. 87

“An Act relating to money credited to the account of the state in the unemployment trust fund by the
Secretary of the Treasury of the United States; and providing for an effective date.”

and recommends: Senate Bill:
[ ] same title
[ 1] bereplaced with J [ ] new title
House Bill:
[ 1] adopt previous [ ] same title
[ ] technical title
[ ] attached amendment(s) [ ] new: SCR*
[ 1 adopt Letter of Intent by _ Committee
[ 1 further referral to the Committee
SIGNING DO SS 'HER RECOMMENDATIONS
Co-Chair: Co-Chair
Co-Chair: Co-Chair
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):*
Department Date Zero Fiscal Department Date Zero Fiscal
L&ber

[ ]APPROPRIATION --no fiscal note <«include fiscal notes accompanying Governor’s bill



FISCAL (MOTE

STATE OF ALASKA
1999 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): Rpw-jgpH q-]-qq
Title: Unemployment Trust Fund

Component:

House Rules

Sponsor:
House Labor & Commerce

Requestor:

EXPENDITURES/REVENUES: (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING FY 2000

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS & CLAIMS

MISCELLANEQUS

TOTAL OPERATING

CAPITAL

CHANGE IN REVENUE
FUND SOURCE

FUNDING:
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipt
1006 GF/MHTIA
Other (Specify Type)
TOTAL 00 0.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

700.0 700.0 700.0
1002 1002 1002

(Thousands of Dollars)

0.0

Estimate of current year (FY99) impact: $ 0.0

ANALYSIS:  (Attach a separate page if necessary)
See Attached.

Prepared by:  Rebecca Gamez, Director “Jch, A Phone :

Approved by Commissioner: Ed Flai;-gan, commissioner

Ager,. /. Department of Labor Date:

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution information call the Governor's Legislative Office

cm turre B Voa

(H) Publish Date:

Department Affected: Labor

BRU: Employment Security

3/5/99

Unemployment Insurance
COMPONENT SERIAL NO.

FY 2004 FY 2005
0.0 0.0
465-5933
3/1/N9
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ATTACHMENT
Fiscal Note for HB 87

House Bill 87 provides statutory language to allow a federal “Reed Act” distribution
conditional on requirements established in the federal Balanced Budget Act of 1997.

A federal “Reed Act” distribution is a transfer of excess collections of Federal
Unemployment Tax Act (FUTA) tax. When adequate funds have been collected to meet
federal ceilings on sub-accounts in FUTA then the excess is made available for

distribution back to the states.

Current state statute A.S. 23.20.145 (f) allows these “Reed Act” funds to be used for the
payment of unemployment benefits and the administration of both the employment
services and the unemployment insurance programs. The Balanced Budget Act of 1997
specified that a distribution scheduled for federal fiscal years 1999,2000, and 2001
would be limited to the administration of the Unemployment Insurance program. The act
also required that states pass enabling legislation in order to receive these funds.

The national distribution is anticipated to be $100 million annually for the three years.
Each state’s share of the “Reed Act” distribution will be prorated based on the percentage
of FUTA tax receipts collected from that state. Alaska’s estimated share ofthe $100
million is anticipated to be between $600,000 and $700,000.

Under federal procedures, states have two years from the time the “Reed Act” funds are
appropriated by the state legislature to obligate these funds. It is expected these funds
will be utilized to enhance data processing upgrades beginning in FY2001 and will likely
be applied to the existing FY2000 capital budget request to redesign the automated
Unemployment Insurance tax system. That request is currently before the legislature and
is included in HB 52 and SB 32 in the amount of $2,600,000.
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Tonv Knowles

HBS 7.
*j. PO bo« hoooil
Juneau. Alaska 998M cr

(907)465-3500
Fax (907) 465-3532

GOVERNOR oot Jk—

State of A laska
OFFICE OF THE GOVERNOR

February 8, 1999

The Honorable Brian Porter
Speaker of the House
Alaska State Legislature

State Capitol
Juneau, AK 99801-1182

Dear Speake " rt"T

This bill I transmit today provides the state with authority to receive federal funds for the
administration of the unemployment insurance program as required in the Balanced

Budget Act of 1997.

The 1997 Act provided for a disbursement from the federal unemployment trust fund to
the state unemployment trust fund, known as "Reed Act distributions.” States must enact
legislation restricting the use of these distributions for administration of the
unemployment insurance program, and not for unemployment benefits or employment

services.

This bill complies with the federal requirement by providing the state with express
authority to receive the Reed Act distributions for federal fiscal years 1999-2001 for
purposes of administering the unemployment insurance program.

Sincerely,



TO/VK KNOWLES, GOVERNOR

- fn)P
lm\ I b-vi j.]r (i L /

DEPARTMENT OF LABOR | tiiiw crr srecer curreons
ALASKA EMPLOYMENT SERVICE HEas Lkt sar0sans
DIRECTOR'S OFFICE SRR

May 17, 1999

The Honorable John Torgerson
Alaska State Legislature

Room 516

State Capitol

Juneau, AK 99811

Dear Senator Torgerson:
This is in response to your questions regarding House Bill 87.

Will Reed Act funds need to be appropriated annually to cover the three year
(1999, 2000, 2001) Reed Act distributions?

No. The bill provides for an effective date when it is signed into law and a

sunset date of September 30, 2002. The fiscal note indicates should Alaska

accept the federal Reed Act distribution, it will go into capital expenditures.
We expect to expend the Reed Act distributions over a three-year period on
our $2.6 million C/P project (Ul Tax Redesign) that was approved by both

legislative bodies this session. Should the distributions not cover the entire

C/P project, the remainder will be covered by our operations budget.
Will other Ul funds be available for re-appropriation if HB 87 passes?

No. Al federal funds Alaska receives for the administration of the

Unemployment Insurance program are strictly for the sole purpose of

administration of this program. By law we have no flexibility.
Enclosed for your review, you will find the March 4, 1999, letter to
Representative Rokeberg and its attachments. They are the Unemployment
Insurance Program Letter (UIPL) 44-77 which refers to and describes the
balanced budget act of 1997 (public law 105-33) by section. The UIPL 44-
77, pages 1, 4 and 6, identifies section 5403 of the balanced budget act as
the exact citation requiring the use of the "Reed Act" be limited to the



The Honorable John Torgerson Page 2
May 17, 1999

"administration of the Unemployment Compensation program.” Also
enclosed is a copy of the federal Balanced Budget Act of 1997, Section
5403, entitled, "special distribution to states from Unemployment trust

fund."”

| trust this will clarify the concerns of your committee. Please let me know if
| may provide further information or clarification.

Sincerely,

Rebecca Gamez
Director

RNG:ec

Enclosure

cc: Members, Senate Finance Committee
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/
DEPARTMENT OF LABOR /

JUNEAU, ALASKA 99802-1149

PHONE: (907) 465-2700

OFFICE OF THE COMMISSIONER FAX: (507) 465-2784

March 4, 1999

The Honorable Norman Rokeberg
Alaska State Legislature

Room 24

Stare Capitol

Juneau, AK 99811

Dear Representative Rokeberg:

This is in response to your request for documentation ofthe federal legislation requiring
HB87. This bill puts a limitation on the use of federal “Reed Act” distributions to the
State of Alaska based on requirements in the federal Balanced Budget Act of 1997.

Attached is the Unemployment Insurance Program Letter (UIPL) 44-77 which refers to
and describes the balanced budget act of 1997 (public law 105-33) by section. The UIPL
44 -77, pages 1, 4 and 6, identifies section 5403 of the balanced budget act as the exact
citation requiring the use of the “Reed Act" be limited to the “administration of the
Unemployment Compensation program.” Also enclosed is a copy of the federal
Balanced Budget Act of 1997, Section 5403, entitled, “special distribution to states from

unemployment trust fund.

If you need any further information, please let me know.

Sincerely,

Dwight Perkins
Deputy Commissioner

Attachments



Date: 3/4/99
Sender: Dan Kanouse
To: Dwight Perkins

Priority: Normal
Subject:draft letter to Rokeberg - re:fed citations for HB87

hb87info.doc
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BillSummary & Statusfor the 105th Congress

NEW SEARCH |HOME | HELP
-*» H.R.2015  (Major Legislation)

N-Public Law: 105-33 (08/05/97) Text, PDF, Line Item Veto: See Actions
SPONSOR: Rep Kasich (introduced 06/24/97)
A bill to provide tor reconciliation pursuant to subsections (b)(1) and (c) of section 105 of the concurrent
resolution on the budget for fiscal year 1998.

All Bill Summary & Status Info (except Bill Text)

Titles

Status:

» Detailed Legislative Status
» Floor/Executive Actions
» Congressional Record Page References

Committees:

» Referral. Reporting, Origin, Subcommittees
» Other Committee Information

Amendments
Subjects
Cosponsors (None)
Summary

Text of Legislation

3/4/99 10:26 AM
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THE FOLLOWING LANGUAGE WAS INCLUDED IN THE FINAL BUDGET RECONCILIATION
BILL THAT WAS SIGNED INTO LAW BY THE PRESIDENT ON AUGUST 5, 1997.

HJR.2015
Balanced Budget Act 0 £1997 (Enrolled Bill (Sent to President.))

Subtitle E—Jnemployment Compensation

SEC 5403. SPECIAL DISTRIBUTION TO STATES FROM UNEMPLOYMENT
TRUST FUND.

(@) rN GENERAL- Subsection (a) of section 903 (42 U.S.C. 1103(a)) is amended by adding at the
end the following new paragraph:

'(3)(A) Notwithstanding any other provision of this section, for purposes of carrying out this
subsection with respect to any excess amount (referred to in paragraph (1)) remaining in the
employment security administration account as of the close of fiscal year 1999, 2000, or 2001,

such amount shall—
(i) to the extent of any amounts not in excess 0f5100,000,000, be subject to subparagraph
(B), and
'(ii) to the extent of any amounts in excess of$ 100,000,000, be subject to subparagraph (C).

'(B) Paragraphs (1) and (2) shall apply with respect to any amounts described in subparagraph
(A)(i), except that-

'(i) in carrying out the provisions of paragraph (2)(B) with respect to such amounts (to
determine the portion of such amounts which is to be allocated to a State for a succeeding

fiscal year), the ratio to be applied under such provisions shall be the same as the ratio that—

‘(1) the amount of funds to be allocated to such State for such fiscal year pursuant to
the base allocation formula under title 111, bears to

‘(11 the total amount of funds to be allocated to all States for such fiscal year pursuant
to the base allocation formula under title I1I,

as determined by the Secretary of Labor, and

’ (i) the amounts allocated to a State pursuant to this subparagraph shall be available to such
State, subject to the last sentence of subsection (c)(2).

Nothing in this paragraph shall preclude the application of subsection (b) with respect to any
allocation determined under this subparagraph.

'(C) Any amounts described in clause (ii) of subparagraph (A) (remaining in the employment
security administration account as of the close of any fiscal year specified in such subparagraph)
shall, as of the beginning of the succeeding fiscal year, accrue to the Federal unemployment

account, without regard to the limit provided in section 902(a).”.

(b) CONFORMING AMENDMENT- ~agraph (2) ofsection 903(c) of the Social Security Act is
amended by adding at the end, as a flush left sentence, the following:

'‘Any amount allocated to a State under this section for fiscal year 2000, 2001, or 2002 may be
used by such State only to pay expenses incurred by it for the administration of its unemployment

3/4/99 10:03 A M
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CLASSIFICATION

U. S. Department of Labor ut
Employment and Training Administration CORRESPONDENCE SYMBOL
Washington, D.C. 20210
TEUL
DATE /

October 9, 1997

DIRECTIVE UNEMPLOYMENT INSURANCE PROGRAM LETTER NO .44-97

TO

FROM : 5RACE A. KILBANE
Director
Unemployment Insurance Service

SUBJECT : The Balanced Budget Act of 1997 and the
Taxpayer Relief Act of 1997

1. Purpose. To advise the States of amendments made to

Federal law by the Balanced Budget Act of 1997 and the

Taxpayer Relief Act of 1997 affecting the Federal-State

Unemployment Compensation (UC) program.

2. References. The Balanced Budget Act of 1997 (BBA), P.L
105-33; the Taxpayer Relief Act of 1997 (TPRA), P_L. 105-34;
the Personal Responsibility and Work Opportunity Reconcil —
iation Act of 1996 (PRWORA), P_L. 104-193; the Internal
Revenue Code of 1986 (IRC), including the Federal Unemploy —
ment Tax Act (FUTA); the Social Security Act (SSA); and
Unemployment Insurance Program Letters (UIPLs) Nos. 28-87,

45-89, 12-91, 11-92 and 37-96.

3. Background. The BBA and the TPRA, both enacted on
August 6, 1997, made several changes affecting the UC
progranm. This UIPL provides information on eleven amend —
by the BBA and four amendments made by the TPRA.

ments made
related to disclosure

The amendment discussed in item 4.a.,

of UC information, may require States to amend their laws to
meet Federal UC law requirements. In addition, States will
need to amend their laws to. .implement the_sp.ecial Reed Act
transfers ddsrnsssd in item 6.b. Finally, States will need

EXPIRATION DATE

RESCISSION S
C ontinwuing

N one



to determine whether they need to amend their laws to permit

the continuous levy discussed iIn item 12.
4. Sections 5201 and 5533, BBA: National Directory of New
Hires ("National Directory"™).

a . Section 5201, BBA, Disclosure to National Directory.

by the PRWORA, requires

Section 303(Ch)(1), S8A, as amended
administrative

States, as a condition of receiving UC

grants, to disclose wage and claim information to the
Secretary of Health and Human Services for purposes of the
National Directory. Section 303(Ch)(1)(C), as amended by the

PRWORA, also required States to establish such safeguards as
the Secretary of Labor determines are necessary to 1insure
that such information is used "only for purposes of section
453 (1) (1) rsSAlI in carrying out the child support enforce —
ment program under title 1V" of the SSA. (Emphasis added.)
The EBA deleted the underscored language and substituted
"subsections i)y, (i)(3) and (J) of section 453." This

makes clear that States must authorize the

amendment
National Directory for:

disclosure of UC information to the

by programs funded under the Transitional

o} Use
Assistance to Needy Families progranm, the
child support enforcement progranm, and any
"other purposes™ specified in Section 453.

(Section 453 (1) (1), SSA.) The "other pur —

poses"” are specified in Sections 453 (i) (3)

and (j), SSA, described below.

o] Use in the administration of the earned
income tax credit by the Internal Revenue
Service (IRS). (Section 453 (i) (3), SSA.)

o] Verification of information 1in the National

Directory by the Social Security Administration;

comparisons with the Federal Case Registry of

Child Support Orders and other child support

enforcement purposes; use by the Social Security

Administration; and research related to
Transitional Assistance to Needy Families or
child support enforcement. In the case of
research, personal identifiers may not be wused.

(Section 453 (jJ), SSA.)

As no effective date 1is provided, this amendment is effec—

as of the date of enactment of the BBA. However, as

tive
the effective date

discussed 1in UIPL 37-96, pages 6 and 7,

of the disclosure requirements in Section 303(h), SSA, for



either October 1, 1997, or, if the

ty purposes is
1998.

UC conform
fies for a grace period, January 1,

State qual

States will need to review their UC laws and regulations to
determine if their laws permit disclosure 1in view of the
above requirement concerning redisclosures of

provided to the National Directory. Each State must take
all actions necessary to ensure that i1t will make such
disclosures by the effective date discussed in the previous

information

paragraph.

b. Section 5533. BBA: Technical Amendment. Section
SSA, requires each State to establish a Directory of

453A,
New Hires. Section 453A(Cg)(2)(B), SSA, as added by PRWORA,
specifically cited a provision of Federal UC law:
Wage and Unemployment Compensation Information.—- The State
Directory of New Hires shall, on a quarterly basis,

furnish to the National Directory of New Hires

extracts of the reports required under section

303 (a) (6) rsSAl to be made to the Secretary of Labor
concerning the wages and unemployment compensation
paid to 1individuals, by such dates, in such format,
and containing such information as the Secretary of
Health and Human Services shall specify in
regulations. [Emphasis added.]

Since the Secretary of Labor does not require the submittal
of data on individuals wunder Section 303(Ca)(6), SSA, this

provision created a technical problem. The BBA deleted the
underscored language and substituted "information." This

amendment does not affect what information must be provided
to the Secretary of Health and Human Services. Nor does it
change the fact that both the FUTA and the SSA continue to
agencies to provide wage and claim information to

require UC
37-96.

the State directory. See UIPL

5. Section 5401, BBA: Base Periods and the Pennington
Case. In 1994 and 1997, the U.S. Court of Appeals for the
Seventh Circuit 1issued two opinions in litigation commonly
known as Pennington. 22 F.3d 1376 (7th Cir. 1994), 110
F.3d. 502 (7th Cir. 1997). In its 1994 decision, the Court
decided that a State®s base period was not an eligibility
requirement, but instead was a "method of administration®”
under Section 303(Ca)(l), SSA, and, therefore, subject to
Federal jJurisdiction. In its 1997 decision, the Court ruled
that I1llinois® base period, consisting of the first four of
the last five completed calendar quarters, was not -onsis-

tent with the "methods of administration”™ requirement. This



4

lag period between the base

was because the existence of the
had to wait for

benefit year meant some claimants
their recent wages to fall within the base period to qualify
for UC. As a result of these decisions, States anticipated
that they might be required to provide for alternative base

periods to reduce the lag.

period and
i

The BBA clarifies that the base period is not subject to the

"methods of administration” requirement. Therefore, in the
legislation frees States to deter —

without regard to the "methods of
provides as

Department®s view, this
mine their base periods
administration” requirement. Section 5401, BBA,

follows:

(a) In General. No provision of a State law under
which the base period for such State 1is defined or
otherwise determined shall, for purposes of section
303(Ca)(l) of the Social Security Act (42 U.S.C.
503(Ca) (1)), be considered a provision for a method of

administration.

(b) Definitions. For purposes of this section, the
terms "State law", "base period", and "State"™ shall have
the meanings given them under section 205 of the
Federal-State Extended Unemployment Compensation Act of
1970 [EUCA] (26 U.S.C. 3304 note.)

(c) Effective Date. This section shall apply for

purposes of any period beginning before, on, or

after the date of the enactment of this Act.
"State law," as defined in Section 205(10), EUCA, "means the
unemployment compensation law of the State, approved by the
Secretary under section 3304" of the FUTA. "Base period,"
as defined in Section 205(6), EUCA, "means the base period
as determined under applicable State law for the benefit
year." "State,"” as defined in Section 205(8), EUCA,
includes the 50 States, the District of Columbia, Puerto
Rico, and the U.S. Virgin Islands.
This amendment does not require States to amend their laws.
5403, BBA: Increase in Federal
Unemployment Account (FUA) Ceiling and Special Distribution
to States from the Unemployment Trust Fund. Section 903,
SSA, provides that when, among other things, three accounts
in the Unemployment Trust Fund reach their statutory limits,
the excess amounts will be transferred to the States. These
are called "Reed Act" distributions. The three accounts <

6. Sections 5402 and



the Employment Security Administration Account (ESAA), which
administration of the UC and employment service
progranms; the Extended Unemployment Compensation Account,
which pays for the Federal share of extended benefits; and
the FUA, which provides for advances to States for the

pays for the

payment of UC.

a. Section 5402, BBA: Increase in FUA Ceiling. Prior
to amendment, the balance in""the FUA as of the end of any
Federal fiscal year (September 30) could not exceed 0.25
percent of the total wages subject to contributions wunder
all State UC laws. The BBA changes this maximum balance to

0.5 percent effective October 1, 2001.

Special Distribution to States
amended Section
transfers made

b. Sections 5403, BBA:
from the Unemployment Trust Fund. The BBA
903 of the SSA to cap the amount of Reed Act
with respect to the Federal fiscal years ending m T999
2W0~ and 2001 at $100,000.000 per year. Each State®"s share
of these transfers will be based on the ratio of the amount
of "funds to be allocated to such State for such fiscal year
pursuant to the base allocation formula under title 111",
SSA, to "the total amount of funds to be allocated to all

States for such fiscal year pursuant to the base allocation

formula under title I111._." Any amounts in excess of the

$100,000,000 which, but for the BBA amendments, would have
been transferred to the States "shall, as of the beginning

of the succeeding fiscal year, accrue to the Federal

unemployment account, without regard" to its statutory

Fimit.

Reed Act moneys transferred with respect to these fiscal
years may be used "only to pav expenses incurred tv fthe
State] for the administration of its”™ UC law. Unlike
previous Reed Act transfers, States are prohibited from
the amounts transferred with respect to these_Jrh.ree.
years for~"the pavment~~o0of UC orSthe administration of State

public employment offices. However, among other uses,
past, use these Reed Act moneys for
for UC purposes. These purchases
funds consistent with

using

States may, as in the
purchasing real property
could be amortized against UC grant

the UC grant agreement.

applicable to Reed Act transfers

Finally, the restrictions
to the

Section 903(c)(2), SSA, are not applicable

in
transfers made with respect to fiscal years 1999, 2000 and
2001. This means the amounts transferred to the States may-—

be used without obtaining an appropriation from the State®s

legislative body.



State UC laws usually contain provisions addressing the use

of Reed Act moneys transferred under Section 903, SSA.
These laws wusually mirror the requirements of Section
903 (c) (2), SSA, including a requirement that the moneys be
used for the payment of UC unless appropriated by cue
legislative body. States must amend these provisions to
prohibit the use of transfers made with respect to fiscal
years 1999, 2000, and 2001 for the payment of UC. States
may further amend these provisions to authorize use for
administrative purposes without a specific appropriation
from the State legislature. Nothing prohibits a State
legislature from appropriating such money or from attach
conditions to the use of such money, provided the money

used for UC administration.

N

ing
is

1
Draft language for State Reed Act provisions was provided 1in

UulrpPL 12-91. We recommend that, using that language as a

basis, States insert the following language 1in State law:

paragraph (1), moneys <credited with

4 Notwithstanding
2001,

respect to Federal fiscal years 1999, 2000 and

ohall be used solely for the administration of the UC
program and are not subject to appropriation by the
legislature. [Emphasis added.]

The underscored language 1is necessary only 1f the State

chooses to avoid the appropriation process. As an

appropriate the moneys without
i

alternative, a State could
n Section

subjecting them to the various restrictions found
901(c)(3), SSA. (For example, under Section 901(c)(2), SSA,
Reed Act moneys may be wused only for expenses incurred after
the date of enactment of the State appropriation.) In this

case, the following language 1is recommended:

4 Notwithstanding paragraph (1), money credited with
respect to Federal fiscal years 1999, 2000 and 2001,
shall be used solely for the administration of the UC

progranm, and such money shall not otherwise be subject

to the requirements of paragraph (1) when appropriated

by the legislature.

The House Report describes the

~c. Reasons for Change.
and providing for the

reasorr-f-Q~-1ino-reasing the _EUA ceiling

special transfers:

This provision has two main effects: (1) raising
the ceiling in the Federal Unemployment Account

[sic] limiting Reed Act transfers allows for

whole
recession

further buildup of funds pending a future
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requiring increased administrative resources; and

(2) allowing $100 million in Reed Act transfers will
assist States in the administration of their Ul
programs. (H. Rep. No. 105-149, 104th Cong. st

Sess. 106 (1997).)

5404 . BBA: Interest-Free Advances from the

Trust Fund. Under Section 1202(b)(2), SSA,
year are

7. Section

Unemployment
advances made from the FUA during a calendar

interest free if the following conditions are met:

advance 1is repaid in full before the close of

o} The
September 30 of the calendar year dinwhich the
advances were made, and

0 Following this repayment, no other advance

was made to the State during the calendar

year .

The BBA adds a third condition to Section 1202(b) (2).
"funding goals, established under
regulations issued by the Secretary of Labor, relating to

the accounts of the States 1in the Unemployment Trust Fund."
beginning after the

States must now meet

The amendment applies to calendar years
date of enactment of the BBA. The Department 1is commencing

work on the required regulations.

According to the House Committee report, this amendment is

incended to encourage solvency of State unemployment funds:

Should a State account become 1insolvent during an

economic downturn, adverse conditions can result for

Borrowing Federal

the State and its employers.
State at a time when it

funds imposes a cost on the
may face other financial difficulties. The State
may react by raising taxes on 1its employers, thereby
discouraging economic activity during a period when
its economy 1is already 1in decline. . . . The
provision vduld encourage States to maintain
sufficient unemployment trust fund balances to cover
the needs of unemployed workers 1in the event of a
recession. (H. Rep. No. 105-149, 104th Cong. st

Sess. 108 (1997).)

8. Sections 5405 and 5407. BBA: Election Workers and
Employees of Schools Operated Primarily for Religious
Purposes. Section 3304(Ca)(6)(A), FUTA, requires, as a

condition for employers in a State to receive credit against
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covered. (For example, day-care
schools or cemetery associations.) Both exclusions "apply
with respect to service performed after the date of the
enactment of" the BBA. With respect to election workers,
this means that, if the individual earned less than $1,000
in calendar year 1997, the services are not required to be
covered aft™~r August 6, 1997.

States are not required to exclude these services. The
Department recommends that States choosing to do so follow
the language in Federal law verbatim. However, the Jlanguage
following "religious purposes?"” in subparagraph (C) of
Section 3309(b)(1l) may be omitted if, as is commonly the
case, State law provisions relating to coverage of nonprofit
organizations are already Ilimited to those organizations
described in Section 501(c)(3), IRC, which are exempt from
tax under Section 501(a), IRC.



Coverage of Services Performed by

9. Section 5406. BBA:
of

Inmates. The BBA added an exclusion to the definition
employment in Section 3306(c), FUTA, for:

(21) service performed by a person committed to a penal
institution.

This exclusion applies only for purposes of the FUTA tax.
However, as a result of this new exclusion, States may elect
to amend their laws to exclude these services without the

employers for whom the services are performed losing credit

against the FUTA tax.

The effective date of this amendment applies "with respect

to service performed after January 1, 1994._" Should State

retroactively, amounts previously paid into

law be amended
rvices

the State"s unemployment fund with respect to these se

under the State law in effect at that time may not be

refunded to employers. This prohibition is explained 1in

UIPL 11-92.
Section 5608, BBA: State Program Integrity Activities
for Unemployment Compensation. Section 901(c)(1)(CA), SSA,
authorizes appropriations from the ESAA for assisting States
in the administration of their UC laws. (Henceforth, these

be called the "regular™ grant.) The BBA
authorization for

10.

amounts will
amended this section to create a special
State program integrity activities. Specifically, a new
paragraph was added to Section 901(c):
(5) (A There are authorized to be appropriated out
administration account to

of the employment security
activities, in addition

carry out program integrity
to any amounts available under paragraph (1) (A) (i) -

(i) $89,000,000 for fiscal year 1998;

(ii) $91,000,000 for fiscal year 1999;

(iii) $93,000,000 for fiscal year 2000;

(iv) $96,000,000 for fiscal year 2001; and

v) $98,000,000 for fiscal year 2002.

(B) In any fiscal year 1in which a State receives
funds appropriated pursuant to this paragraph, the State
shall expend a proportion of the funds appropriated
pursuant to paragraph (1)(A)(i) to carry out program
integrity activities that 1is not less than the
proportion of the funds appropriated under such
paragraph that was expended by the State to carry out
program 1integrity activities 1in fiscal year 1997.

) For purposes of this paragraph, the ternm

"program integrity activities” means initial claims
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eligibility review activities,

review activities,
control activities, and employer

benefit payments
liability auditing activities.

authorizes amounts for appropriation

Ccngress must still appropriate the
by the

This amendment merely
for integrity purposes;
If and when "integrity"™ moneys are received

amounts.
the integrity activities

States, their use ic”limited to
described in 901(c)(5)(C), SSA.

901(c)(5)(B), SSA, provides that the State

Since Section
"regular™ granted funds

must expend the same proportion of
on integrity activities as was expended in fiscal year 1997,

States may not use these 1integrity moneys to reduce
integrity costs to the "regular™ grant as determined by
fiscal year 1997 expenditures.

Employer-Provided Educational

11. Section 221, TPRA:
Assistance. Section 3306 (b) (13), FUTA, excludes from the
definition of wages "any payment made, or benefit furnished,

to or for the benefit of an employee if at the time of such
i it is reasonable to believe that

payment or such furnishing
the employee will be able to exclude such payment or benefit

from income under section 127 . . ."of the 1IRC. Section
127, IRC, excludes from gross 1income of the employee certain
paid, or expenses 1incurred, up to $5,250 1in a
calendar year, by the employer for educational assistance to
the employee. Section 127 did not apply to taxable years
nning after May 31, 1997. In the case of tax year 1997,
paid with respect to courses beginning before

amounts

beg
only expenses
July 1, 1997, <could be taken into account.

exclusion. It now applies to expenses

paid with respect to courses beginning through May 31, 2000.

applies to taxable years beginning after
administering

The TPRA extends this

The amendment
December 31, 1996 . The 1IRS is responsible for

this provision.

TPRA: Securities Brokers. For purposes
"employee,

12. Section 921,
of determining whether an individual 1is an
Section 3306 (i), FUTA, references Section 3121(d), IRC.
That section provides that, among other things, an
"employee™ is "any individual who, under the usual common
law rules applicable in determining the employer-employee

relationship, has the status of employee.

The TPRA provides a clarification concerning the employment
tax status of registered representatives of a securities
broker-dealer. It provides that "no weight shall be given



11

instructions from the service recipient which are 1imposed

to
protection standards

only in compliance with investor
imposed by the Federal Government, any State government, or
body pursuant to a delegation by a Federal or

a governing
administering

State agency." The I1RS is responsible for
this provision.

The provision 1is effective for "services performed after
December 31, 1997."

Payments >f UC.

13 . Section 1024, TPRA: Continuous Levy on
Federal UC law provides that payments of UC may not be sub—
jected to levy. See UIPL 45-89. (A levy is the seizure of
a person"s property or rights to property to pay a debt.)
Although the TFRA did not amend these UC provisions, it
authorized the IRS to impose a continuous levy on certain
payments, including UC, wuntil the levy 1is released. This

continuous levy may be 1imposed on any 1individual who is
liable for an internal revenue tax and who does not pay such
within 10 days of notice and demand by the IRS.

tax
Specifically, the TPRA added new subsection (h) to Section
6331, IRC-

(@¢D) In General.--The effect of a levy on specified
payments to or received by a taxpayer shall be
continuous from the date such levy 1is first made
until such levy 1is released. Notwithstanding
section 6334, such continuous Jlevy shall attach to
to 15 percent of any specified payment due to the

up
taxpayer.

(2) Specified Payment.--For the purposes of paragraph
(1), the term "specified payment” means -

(A) any Federal payment other than a payment for

eligibility is based on the income or assets

which
(or both) of a payee,

(B) any payment described in paragraph 4
[pertaining to unemployment benefits], 7)) [workers
compensation], (9) [wages, salary and other incomel],
or (11) [certain public assistancel] of section
6334(a), and
(C) any annuity or
lroad Retirement Act or benefit under
Ilroad Unemployment Insurance Act.

pension payment under the
the

Under new Section 6331(h) (2) (C) ,
paragraph (4) of Section 6334(a), IRC, may be cont
levied up to 15 percent. Paragraph (4) applies to any
"amount payable to an individual with respect to his

unemployment (including any portion thereof payable with

any payment described in
inuously
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respect to dependents) under an unemployment compensation
law of the United States, or any State, or of the D istrict
of Columbia or of the Commonwealth of Puerto Rico." Under
this authority, the IRS may levy any payment under State or
Federal UC law, including payments under the UC for Federal
employees (UCFE), UC for Ex-servicemembers (UCX) and the

D isaster Unemployment Assistance (DUA) programs as well as
trade readjustment allowances (TRA) under the Trade
Adjustment Assistance and NAFTA-Transitional Adjustment

A ssitance programs.

The IRS may continuously levy up to 15 percent of "any
specified payment.” The amendment applies to levies issued
after the August 6, 1997, date of the enactment of the TPRA.

The continuous levy is administered by the IRS. The IRS may
implement the continuous levy through computer crossmatches
with State UC agencies. The UC agencies will be responsible
for deducting amounts levied from UC, UCFE, UCX, DUA, and
TRA and for forwarding such amounts to the IRS. As the IRS
does not pay for costs of levies, the Department is
examining the funding im plications for the UC system.

law, all State laws

Since, in accordance with Federal UC
recommends

currently prohibit the levy of UC, the Department
that States amend their laws to specifically authorize
continuous levy in accordance with Section 6331, IRC.
A lternatively, States may view Section 6331, IRC, as

superseding State law.

14. Section 1035, TPRA: Extension of Temporary Tax.
Section 3301, FUTA, imposes a tax of 6.2 percent on wages
paid in employment by employers. This tax was to have
dropped to 6.0 percent beginning in calendar year 1999.

Under the TPRA amendments, the 6.2 percent tax will remain
in effect through calendar year 2007. The tax is now
scheduled to drop to 6.0 percent beginning with calendar

year 2008.

15. Action. Appropriate staff should be advised of these

amendments.

16. Inquiries. Please direct inquiries to the appropriate
Regional O ffice.



TONY KNOWLES, GOVERNOR

PO. BOX 21149
DEPARTMENT OF LABOR JUNEALL ALAGKA 99802-1149
PHONE: (907) 465-2700
OFFICE OF THE COMMISSIONER FAX: (907) 465-2784

April 5, 1999

The Honorable Jerry Ward

Chair, Senate State A ffairs Committee
Alaska State Legislature

Room 423, State Capitol

Juneau, AK 99801

Dear Senator Ward:

I respectfully ask that you hold a hearing on HB 87, An Act
Relating to the Unemployment Trust Fund. This legislation
provides the state authority to receive federal funds for

the adm inistration of the unemployment insurance program as
required in the Balanced Budget Act of 1997.

The 1997 Act provided for a disbursement from the federal
unemployment trust fund to the state unemployment trust
fund, known as "Reed Act D istributions.” States must enact
legislation restricting the use of the Reed Act funds to the
adm inistration of the unemployment insurance program, and
not for unemployment benefits or employment services.

This bill complies with the federal requirement by providing
the state express authority to receive the Reed Act
distributions for federal fiscal years 1999 - 2001 for
purposes of administering the unemployment insurance

program.
Sincerely,
Ed Flanagan
Commissioner
EF/DP:ets



Employment Security Pivision

FACT SHEET

REED ACT

BACKGROUND:
The Social Security Act requires that the Secretary of the U.S. Department of Labor (USDOL)

provide each state with adequate funding for proper and efficient administration during the fiscal
year of the state's Unemployment Insurance (Ul) program. Despite this mandate, funding ulti-
mately depends upon what the Congress agrees to appropriate.

Though Congress had determined that the Federal government had responsibility for funding the
administration of the Ul program, no direct link was established between Federal Unemployment
Tax Act (FUTA) receipts and grants to the states. The gap between taxes collected under the
FUTA and the amount appropriated by Congress became apparent in the early years of the
program. By 1952, approximately $1 billion more in FUTA taxes had been collected than had

been appropriated for administration.

As a result, Congress passed the Reed Act in 1954 providing that funds collected from FUTA
taxes must be used for federal and state administration of the Ul or Employment Service (ES)
programs. If more funds were collected than were needed for administration, the excess funds
were to be returned to the states. Such Reed Act distributions of excess funds were made in
1956,1957, and 1958. Conformity legislation passed by each state guaranteed, as a condition
of eligibility for a share of the distribution, that these funds would be used only for administra-

tion of Ul or ES, or directly for the payment of Ul benefits.

Subsequent Reed Act distributions were, in effect, prevented by congressional action . * ,ig the

"statutory ceilings" of the various accounts within the federal Unemployment Trust Fund on four -

separate occasions (most recently in 1998). /
I

STAT175:
In FFY 98, $6.24 billion was collected in FUTA taxes; just $3.6 billion was returned to the states

for administration. The balance of the federal Unemployment Trust Fund has grown from a
1986 balance of $2.8 billion to $23.09 billion in 1998. The disparity between taxes collected
under FU'IA and the administrative funds returned to the states is at the core of the current

national debates regarding administrative funding reform.

On November 30, 1998, a Reed Act distribution of $15,934,986.93 occurred. In addition, the
Balanced Budget Act of 1997 provides for in Reed Act distributions capped at $100 million for
the fiscal years ending in 1999, 2000, and 2001. These "special" distributions may only be used
to fund administration of the Unemployment Insurance program, unlike regular Reed Act distri-



butions which could also be used to fund the administration of Employment services or the
actual payment of Ul benefits. Because of this special restriction, states must pass enabling
legislation agreeing to the limited use of these funds in order to be eligible to receive a share of

the $100 million distribution. *

Had the transfers not been "capped,” it is estimated that about $3 billion would have been
made available. These distributions are being made to ameliorate the impact of reduced admin-
istrative funding appropriations in recent years. An additional $5.2 billion is estimated for

distribution in FFY 2002 once the legislative cap is lifted.

Each state's share of the Reed Act distribution will be prorated based on the percentage of
FUTA tax receipts from that state. Alaska's estimated share of the $100,000,000 distributions is

anticipated to be between $600,000 and $700,000.

* HB 87 & SB 63 were both introduced before the Alaska Legislature on 2/20/99. These the
bills provide the language required by the federal government to allow Alaska to receive its
share of the $100 million being distributed over the three year period.

Revised 2/23/99
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Finances administrative costs of the

employment security program.

Monthly .64% of the 0.8% employer
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Statutory ceiling is 40% of the
appropriation for the prior fisca’

year.

Federal Unemployment Account
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Slates with depleted reserves
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the preceding calendar year.

Effective tax rate, after 5.4% is
offset against 6.2% Federal lax.

Employer Tax *
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Finances Federal-State extended

benefits programs.

Monthly
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of total
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If Account balance exceeds ceiling:
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BY THE SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

SENATE BILL NO. 63
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIRST LEGISLATURE - FIRST SESSION

Introduced:  2/10/99
Referred: State Affairs, Finance

A BILL

FOR AN ACT ENTITLED

"An Act relating to money credited to the account of the

state

1-GS1024.A

in

the

unemployment trust fund by the Secretary of the Treasury of the United States;

and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1.

INTENT. It is the intent of the legislature that the state be eligible under the

Balanced Budget Act of 1997, P.L. 1005-33 and 42 U.S.C. 1103 (sec. 903, Social Security

Act) to have the Secretary of the Treasury of the United States credit the state’s

unemployment trust fund with money for the purpose of administering the unemployment

compensation program.

*Sec. 2. UNEMPLOYMENT TRUST FUND. Notwithstanding AS 23.20.145(f), money

credited to the account of this state in the unemployment trust fund by the Secretary of the

Treasury of the United States from the effective date of this Act through September 30, 2002

under 42 U.S.C. 1103 (sec. 903, Social Security Act) shall be used, after enactment of an

appropriation law, solely for the administration of the unemployment compensation program.

SBO063A
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SB 63
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1 Money credited under this section is not otherwise subject to the requirements of
2AS 23.20.145(f)(1) - (3).
3 * Sec. 3. DEFINITIONS. In this Act,

(1) "unemployment trust fund" means the fund established in

4
5 AS 23.20.135(a)(2);

6 (2) "administering 'he unemployment compensation program"” and
7 "administration of the unemployment compensation program™ mean the Department of Labor’s
8 activities relating to the collection of contributions and the payment of unemployment
9 compensation benefits under AS 23.20.165 - 23.20.530.

10 * Sec. 4. REPEAL. Sections 1 - 3 of this Act are repealed October 1, 2002.

11 * Sec. 5. This Act takes effect immediately under AS 01.10.070(c).

SB 63 -2- SBO063A
New Text Underlined [DELETED TEXT BRACKETED]
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