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TRANSMITTAL # 9
MEMORANDUM

September 16, 2004

TO:

Workforce Development Council

FROM:
Roger B. Madsen, Director

SUBJECT:
Unemployment Insurance Legislative Package

ACTION REQUESTED:
Endorse general concepts of proposed legislative package
BACKGROUND:

Current Status of Idaho UI System

· The increase in Unemployment Insurance (UI) benefit payments during the recent recession has driven the UI Trust Fund from $315.5 million in March 2001 to $177.5 million in March 2004 its lowest level in over a decade.

· In April and May of 2004, with the improvement in the economy, the Trust Fund began to stabilize and is now just over $189 million.

· The Idaho Legislature has frozen UI tax rates since 2002 at an average effective tax rate of 0.8%. 

· This freeze will have saved Idaho businesses over $110 million in three years (2002 – 2004).
· The freeze ends on January 1, 2005. If the 2005 Legislature does not act, UI taxes will automatically increase to an average effective tax rate of 1.8%, a 125% increase.

· If the tax freeze is continued and the Trust Fund is not replenished, then it will be easily depleted in any future economic downturn. The UI Trust Funds in 10 other states were exhausted during the last 12 months and those states are now forced to borrow from the Federal government in order to pay UI benefits. These Federal loans will have to be repaid with interest.

· A fundamental principle of an effective UI system is to ensure adequate taxes are collected during economic expansions so that tax increases are not necessary during economic recessions. 
· Idaho average tax rates are right at the national average of 0.8%. The national average is expected to increase over the next several years as so many Trust Funds have been depleted or have gone broke.
· Idaho benefit levels are at or above national averages in most measures.
UI Study Committee has been working on this issue for the last two years and will meet next on September 20th to consider tax and benefit recommendations by the Department including:
Proposed Legislation
· Smaller Tax Increases Phased-in Over Three Years

· A new tax system is being recommended that would be phased in over a three-year time frame resulting in a more moderate tax increase of approximately 20% per year over three years (2005-2007).

· The new tax system would substitute a mathematical equation to compute tax rates for the current UI tax tables. This will result in a more equitable distribution of the tax burden among employers, greater precision in collecting the overall taxes needed to maintain UI Trust Fund adequacy, and protection against large swings in tax rates.

· The new tax system would change the Trust Fund adequacy measure from the current 10-year moving average benefit cost rate times 1.5, to an average of the high three benefit cost rates in the most recent 20-years times 1.0. This approach would automatically seek equilibrium at lower Trust Fund levels, resulting in lower adequacy/solvency, and lower taxes, as compared to existing law. This new formula would result in a Trust Fund “equilibrium” balance of approximately $250 million in 2007. The current formula would call for a Trust Fund “equilibrium” balance of approximately $390 million in 2007. 

· The proposed adequacy measure would result in lower tax rates but greater risk of insolvency during future economic recessions. The Department believes this greater risk is acceptable because the new trigger mechanism would be more sensitive and accurate in yearly tax adjustments and because Idaho’s economy is becoming less seasonal over time.

· Greater Tax Equity

· A structural change is being proposed in how tax rates are computed to impose the same percentage of tax increase or decrease on all employer rate classes. As in current law each rate class will pay at different levels according to their experience rating. However, annual changes in tax rates would be the same for all rate classes, making annual changes more equitable for all competing rate classes. 

· Modest Benefit Reductions

· Modest benefit reductions are being considered in nine different areas resulting in a combined benefit reduction of $20 million over five-years.  

· Greater Tax Collection Ability

· Six proposals provide greater ability to collect delinquent UI taxes including increased penalties on delinquent accounts, imposition of civil penalties for willful violations, imposition of criminal penalties for “SUTA-dumping,” and restricting the transferability of liquor licenses by delinquent employers.

· Cap Un-obligated WDTF Balance

· Cap the un-obligated balance of the Workforce Development Training Fund (WDTF).

· Retain the current WDTF funding mechanism of a 3% offset to UI taxes.

Contact:
Primary
Dwight Johnson, Public Affairs Administrator (208) 332-3570, ext. 3209

Secondary
Tom Valasek, Unemployment Insurance Administrator (208) 332-3570, ext. 3136
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