Introduction to

Unemployment Insurance



Presenter
Presentation Notes
Hello- covering This section contains quite a bit of information and some we will go into technical detail please let me know if I am speaking too fast or I am confusing you I know I can speak very quickly at times. I remember one time….


State Financing Topics

* Federal Requirements for State Ul
Financing

* Understanding Your State’s Key Financing
Features


Presenter
Presentation Notes
We have three goals to achieve in this session: 1-2-3 and of those probably the most important at a minimum is to understand what your states key financing features are. 


Individual Employer Severance
Accounts



Presenter
Presentation Notes
Certainly anyone looking at our current system of Federal and state Ui laws would have to say they are overly complex they are . To understand why that is I am just want to say a few words part of the reason is that we have a very compleicated relationship between state governments and the federal government and the other reason is there are ever changing relationships between employer and employees.
Before the 1935 FUTA Act each employer attempted to finance its own unemployment insurance benefit payments- -Similar to private insurance plans that exist today voluntarily- and similar to a number of middle income countries that simply have required severance program plans..The problem was that too many participants were not being paid.  


FUTA Tax



Presenter
Presentation Notes
Big financial interest in running an Acceptable UI program
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Presenter
Presentation Notes
Two taxes on Employers
So the thought was that we should have a federal program tax that is extremely comprehensive and purposely large so that states if they choose to do their own program will receive a big reduction in the tax.
This worked
Besides China only country that has this varied program by state.
Two taxes.
 


FUTA Tax

 The maximum FUTA tax payable for each employee
receiving full credit is:

Full FUTA 6.0% x $7,000 = $420
With Credit 6% x $7,000 = $42



Presenter
Presentation Notes
In dollars the maximum FUTA tax is $420
With credit it is only 42$ per employee
Now if the state wage base is only $5,000 then the state employers can not receive the full credit and must pay 
6.2% on the remaining 2,000 of wages per employee.



Final FUTA

Year FUTAWage FUTA FUTA Employer
Base Rate Credit Rate
1940 $3,000 3.0% 2.7% 3%
1961 $3,000 3.1% T A% 4%
1972 $4,200 2% 2.7% 5%
1978 $6,000 3. 4% { 2.7% A%
1983 $7,000 6.2% 5.4% .8%
2011 $7,000 6.0% 5.4% .6%



Presenter
Presentation Notes
2.7% is the maximum rate turned out to be way too much to pay benefits and 
By and large it was enough to administer
The FUTA tax has only crept up slowly, and really only to the needs of state financing – no change since 1983
  


History of Coverage

g —

The UI amendments of 1970 and 1976 also expanded coverage to nonprofit organizations
employing 4 or more workers and to all state and local government employees.



Presenter
Presentation Notes
1935, employers who employed 8 or more workers were covered.
1954, coverage extended to those who employed 4 or more workers.
1970, coverage was extended to those who employed 1 or more.



Citations in FUTA

Conditions for normal credit
See 3302(a)(1)&(2)
Certified according to 3304
Conditions for additional credit
See 3302(b)
Certified according to 3303 -- especially see (a)(1)

Note — no requirement for a specified degree or
level of experience rating

Limit on tax credits

See 3302(c)(1) & 3302(c)(3)(B)(1)
Wage base

See 3306(b)



Presenter
Presentation Notes
If you find the need to Check FUTA here are the citations…


Federal Unemployment Tax Act

(FUTA,1935)

e The Standard Rate must be at least the value
of the credit amount 5.4% (.6% from 6.0%).

* Any reduction in awarded rates must be
based on an employers experience with
unemployment.


Presenter
Presentation Notes
Primarily only two major stipulations – Some employer has to be assigned the rate of the Credit amount 5.4%


Major Differences in State Ul Tax
Structures

Four types of experience rating mechanisms.

Fourteen states charge the most recent or principal
employer, thirty-four states charge in proportion to
base period wages.

Wage Base varies from $7,000 to $49,000.
Three states with employee taxes.
Twenty-three states with voluntary contributions.

Three states have no benefit charging.


Presenter
Presentation Notes
Different Types experience Rating mechanisms
Different ways of charging employers
Wage Base varies
Three states with employee taxes
Three states with no benefit charging



Primary Features of State Ul Tax
Systems

1) Taxable Wage Base

($7,000 - $49,000)
2) Experience Rating Method
(Reserve Ratio/ Benefit Ratio /Benefit Wage / Payroll Decline)

3) Solvency Tax (Table) Triggers

(Reserve Ratio/ Benefit Cost Multiple / Dollar value of the fund)


Presenter
Presentation Notes
Primary Features the first two have Federal minimum requirements for…


Experience Rated Tax System

1) Taxable Wage Base = $7,000 — $49,000

13


Presenter
Presentation Notes
Threre are 3 features of state tax structures that are the most imporatnt in describing how the stae system operates- it is really the three items you should know about your own state system and how it works.
Is the Taxable wage – what level of wages are taxed



Experience Rated Tax System


Presenter
Presentation Notes
2 is the type of experience rating system used in your state – rates vary according to a specific method applied to experience with layoffs. Good vs. Bad



Experience Rated Tax System



Presenter
Presentation Notes
A secondary adjument based on the solvency of the trust fund.


Taxable Wage Base: $6,000

>6% TUR | >4%TUR | <4% TUR
Industry
Construction 5.4% SR 4.8%
Manufacturing 4.0% 3.8% 3.6%
Apparel 3.0% 2.8% 2.6%
Financial 1.0% 8% 6%
Insurance/Other 0.0% 0.0% 0.0%

16
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State New Caledonia
< $7.000

5.4%

Individual
Employer
Experience
w/layoffs



State Taxable Wage Base

Maximum Taxable Wage Base:

That portion of yearly wages against which tax rates
are applied. To receive Full FUTA credit the wage
base must be at least the value of the Federal
Base:

18


Presenter
Presentation Notes
The amount of wages that are taxed are only those paid to employees up the wage base. Each quarter employers pay according to ages times the rate they are assigned-                   look up state wage bases….


State Taxable Wage Base

http://www.workforcesecurity.doleta.gov/unemploy/comparison2014.asp




State Taxable Wage Base

State Tax  Taxable Contrib. per

Rate Wage Base @ Employee ngher Base —
State1 1.0% * $7,000 = $70 lower Rate -
o, Same
State 2  .35% $20,000 = $70 Revenue
Low Base — Higher Proportion of Wages

Wage Avg. Total Taxable % of Wages

Base Employ. Wage Wages Wages Taxed
Low
Wage $7,000 10 $15,000 $150,000 $70,000 47%
High

Wage $7,000 10 $80,000 $800,000 $70,000 9%


Presenter
Presentation Notes
You can get the same amount of revenue from a higher base


Indexing the Taxable Wage Base

« 19 States Multiply the prior year’s (or second prior year)
average annual wage by a specified proportion — 50% -

100%.

« 5 States set the Wage Base based on the size of the Ul
Trust Fund:

example: State Reserve Ratio Wage Base
> 1% $7,000
>5% < 1% $8,000
< .5% $9,000

* May assign different wage base to a different group of
employers



State Taxable Wage Bases

Indexed Wage Base States Fixed Low Wage Base States



Presenter
Presentation Notes
In general states that index their wages do so against the prior year’s average annual wage 


Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Dist. Of Columbia
Florida
Georgia
Hawaii
Idaho
lllinois
Indiana
lowa

Kansas
Kentucky
Louisiana
\ETIE
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana

$8,000
$39,500
$7,000
$10,000
$7,000
$12,600
$15,000
$16,500
$9,000
$7,000
$9,500
$45,900
$38,200
$12,960
$9,500
$29,900
$14,000
$10,200
$7,700
$12,000
$8,500
$15,000
$9,000
$32,000
$14,000
$12,500
$32,000

Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Puerto Rico
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virgin islands
Virginia
Washington
West Virginia
Wisconsin
Wyoming

$9,000
$30,500
$14,000
$33,700
$24,200
$11,100
$23,500
$35,500

$9,500
$17,600
$39,300
$10,000

$7,000
$22,400
$14,000
$15,000

$7,000

$9,000
$34,300
$17,600
$24,200

$8,000
$47,300
$12,000
$14,000
$24,700
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Impact of a Low Taxable Wage Base

A high proportion of yearly tax revenue is
collected in the first quarter.

New York Taxable Wages and Contributions by Quarter
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Presentation Notes
When there is a low wage base there is a big impact on when states receive their money.
The smaller the wage base the more money will be recived in the first (second) quarter.


Chart1

		1/2004		239089653

		10748149432		1493985027

		7049574830		449183280

		5627665272		301932126

		1/2005		239089653

		10987015508		1465005545

		7322199815		445775398

		5612871301		304993719

		1/2006		234108701

		10810730738		1467869450

		7101609122		425895915

		5796956101		287351574

		1/2007		234797528

		10934623962		1308081678

		7310299101		379486120

		5861052821		261971634

		1/2008		208824641

		10716786488		1316765498

		7009041146		370751731

		5275388776		250812795

		1/2009		186593561



State Taxable Wages

State Taxable Contributions

Quarter/Year

New York Taxable Wages and Contributions by Quarter
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		1/2004		3/31/04		NY		86,770,943,200		34,739,754,239		239,089,653

				6/30/04		NY		69,275,121,074		10,748,149,432		1,493,985,027

				9/30/04		NY		71,030,558,420		7,049,574,830		449,183,280

				12/31/04		NY		85,227,396,515		5,627,665,272		301,932,126

		1/2005		3/31/05		NY		91,776,733,923		35,149,242,309		239,089,653

				6/30/05		NY		72,851,419,528		10,987,015,508		1,465,005,545

				9/30/05		NY		75,981,108,314		7,322,199,815		445,775,398

				12/31/05		NY		88,384,296,465		5,612,871,301		304,993,719

		1/2006		3/31/06		NY		107,658,190,294		36,834,653,907		234,108,701

				6/30/06		NY		77,798,897,908		10,810,730,738		1,467,869,450

				9/30/06		NY		77,833,620,107		7,101,609,122		425,895,915

				12/31/06		NY		95,161,638,167		5,796,956,101		287,351,574

		1/2007		3/31/07		NY		124,192,533,132		37,917,558,564		234,797,528

				6/30/07		NY		83,941,337,507		10,934,623,962		1,308,081,678

				9/30/07		NY		84,803,084,123		7,310,299,101		379,486,120

				12/31/07		NY		101,343,810,710		5,861,052,821		261,971,634

		1/2008		3/31/08		NY		125,843,225,009		38,759,642,116		208,824,641

				6/30/08		NY		86,036,233,570		10,716,786,488		1,316,765,498

				9/30/08		NY		86,752,874,023		7,009,041,146		370,751,731

				12/31/08		NY		100,680,429,545		5,275,388,776		250,812,795

		1/2009		3/31/09		NY		100,914,083,922		37,212,831,458		186,593,561

												1,379,946,505
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Impact of a Fixed Taxable Wage Base

* The proportion of wages that are subject
to tax declines each year.

Ratio of Taxable To Total Wages
(U.S.1940-2017)

928

0.261

1940 1950 1960 1970 1980 1990 2000 2010 2017


Presenter
Presentation Notes
With a fixed wage base – as total wages grow the level of taxable wages does not grow as fast so the tax/tot relationship declines…



* Low Wage firms will pay taxes on a
higher proportion of wages.

Proporion of wage earners

Distribution of Earned Income

60 - $7,000 Wage Base

50

—
S

40

—

e ——

>15,000 >35,000 >100,000 >250,000

Wage Level
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Presentation Notes
With a low wage base employers paying a lot more employees low wages will a higher proportion of their wages will be taxed.


§3303(a)(1) FUTA
The Federal Experience Rating Requirement:

No reduced rate of contributions to a pooled fund or a
partially pooled account is permitted to a person (or
group of persons) having individuals in his (or their)
employ except on the basis of his (or their) experience
with respect to unemployment or other factors bearing a
direct relation to unemployment risk during not less than
the 3 consecutive years preceding the computation date.


Presenter
Presentation Notes
Let’s look at this confusing statute – page V-   of your binder.  §3303(a)(1), FUTA, contains the federal experience rating requirement.  It provides that: 

no reduced rate of contributions to a pooled fund or a partially pooled account is permitted to a person (or group of persons) having individuals in his (or their) employ except on the basis of his (or their) experience with respect to unemployment or other factors bearing a direct relation to unemployment risk during not less than the 3 consecutive years immediately preceding the computation date.


Basic Principles of Experience Rating

» Reduced rates based on factors directly
related to experience with unemployment
risk.

 Risk is the worker’s risk.

* All employers must be rated throughout
same period of time using the factor.


Presenter
Presentation Notes
The basic criteria for evaluating experience rating systems have evolved over the years.  Decisions were made by the Social Security Board as well as by the Secretary.  Some Secretary's decisions were the result of conformity proceedings.

Some of this you can glean from the statute.  Some requires more discussion.

But in brief:

1st dot – from statute
2nd – basic insurance principle:  If you are insuring against “risk of unemployment,” it’s the worker who bears the risk.  Not the employer (who does bear the risk of increased costs, but that is also true of health and other insurance the ER might carry.)
3rd – “uniform method” will address later – do you have x-rating system measuring an “ER’s experience” if you introduce factors that treat different employer’s differently?  



Ul Experience Rating Methods

Reserve Ratio: Beq Balance+(Contributions-Benefits)
(33) Taxable Wages

Benefit Ratio: Benefits Charged (previous 3 years)

(17) Taxable Wages
Benefit Wage: Benefit Wages
(2) Taxable Wages

Paer” Decline: (Average Difference in Qtr. Payroll)
(1) Taxable Wages




State Experience Rating

http://www.workforcesecurity.doleta.gov/unemploy/comparison2012.asp

program. It also includes information on the temporary disability programs operated in six states.
The Comparison is published annually. This edition reflects the status of state laws enacted as of
January 1, 2012.
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Table of Contents

Coverage

Financing Table 2-3 — 2-5
Monetary Entitlement

Extensions and Special Programs
Nonmonetary Eligibility
Overpayments

Appeals

Temporary Disability Insurance
Appendix |

Appendix Il
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Reserve Ratio Experience Rating
Method
Reserve Ratio =

Beg. Balance + (Contributions — Benefits Charged)
Avg. 3 Years Total Taxable Wages

« Higher Reserve Ratio leads to lower tax rate — Lower Reserve Ratio
leads to higher tax rate, ( Lower negative reserve leads to higher the
tax rate).

« Higher employer wages (taxable) — leads to lower Reserve Ratio
and higher tax rates.

« Slower response to increase in Benefit Charges.



ment Insurance Tax Table

State Reserve Ratio Tax Schedule Triggers
»>3.7% 3.7%< 3.4% < 2.7% < 2.0% < 1.5% < <1.0%
Employer Reserve

Ratio Intervals > to>34% t0>27% t0>20% to>15% to>1.0%
(% of Taxable Wages)

10.0 and Over .03 .05 10 ) .90 1.20 2.70
9.0 9.9 .06 10 20 90 1.20 1.50 2.70
8.0 8.9 .09 20 .40 1.20 1.50 1.80 2.70
7.0 7.9 10 40 .60 1.50 1.80 2.10 2.70
6.0 6.9 .30 .60 .80 1.80 2.10 2.40 2.70
5.0 5.9 .50 .80 1.10 2.10 2.40 2.70 3.00
4.0 4.9 .80 1.10 1.40 2.40 2.70 3.00 3.30
3.0 3.9 1.20 1.40 1.70 2.70 3.00 3.30 3.60
2.0 2.9 1.50 1.70 2.00 3.00 3.30 3.60 3.90
1.0 1.9 1.80 2.00 2.40 3.30 3.60 3.90 4.20
0.0 0.9 2.40 2.40 3.30 3.60 3.90 4.20 4.50
-1 -5 3.30 3.30 3.60 3.90 4.20 4.50 4.80
-.6 -1.0 4.20 4.20 4.20 4.20 4.50 4.80 5.10
-1.1 -2.0 5.00 5.00 5.00 5.00 5.00 5.10 5.30 32
Under -2.0 5.40 5.40 5.40 5.40 5.40 5.40 5.40



Presenter
Presentation Notes
Just Reserve Ratio Distribution
One schedule in effect each year
Negative 2 to positive 10 fixed intervals same every year.


Benefit Ratio Experience Rating Method

Benefit Ratio =

Benefits Charged (Last 3 to 5 years)
Agg. Total Taxable Wages (Last 3 to 5 years)

« Higher Benefit Ratio leads to higher tax rate — Lower
Benefit Ratio leads to lower tax rate.

* Higher employer wages (taxable) — leads to lower
Benefit Ratio and lower tax rates.

» Faster response to higher benefit charges



Benefit Ratio Tax Table

Method 1 Method 2

Benefit Ratio

Interval Tax Rate Employer Benefit Ratio
9.5% - 6.0% 6.4% +

5.0% - 5.5% 6.0% Social Rate Adjustment
4.5% - 5.0% 5.0% +
4.0% - 4.5% 4.5% Solvency Rate Adjustment
3.0% - 4.0% 4.0%

2.0% - 3.0% 3.0% Final Tax Rate

1.0% - 2.0% 2.0% (within Max. and Min. limit)

0.0% - 1.0% 1.0%



Benefit WWage Ratio Experience Rating
Method

Benefit Wage Ratio =

Benefit Wages of Beneficiaries Charged (Last 3 years)
Agg. Total Taxable Wages (Last 3 years)

* No benefits charged to individual employers

« Higher Benefit Wage Ratio leads to higher tax rate —
Lower Benefit wage Ratio leads to lower tax rate.

* Higher employer wages (taxable) — leads to lower
Benefit WWage Ratio and lower tax rates.



Payroll Decline Experience Rating Method

Payroll Decline Method =

Difference in Aggregate Payroll in each Qtr. (Last 3 yrs.)
Agg. Total Taxable Wages (Last 3 years)

* No benefits charged to individual employers

* Higher decline quotient leads to higher tax rate — Lower
Decline Quotient leads to lower tax rate.

* Higher employer wages (taxable) — leads to lower
Decline Quotient and lower tax rates.



Fixed Revenue Methods

Twelve States pre-determine the level of annual
revenue they desire based on the level of their
trust fund. (North Dakota, ldaho, lowa, Alaska, Oregon, Vermont,
Maine, Nebraska, Nevada, Montana, Nebraska, South Carolina).

Each of these states first formulates a desired
funding level then converts it to an average tax
rate on taxable wages, then distributes the tax
rates (Array method) so that they will receive the
desired level.



Using the Array Method for Assigning Ul
Tax Rates

Relative vs. Fixed Ranking

« Assigning tax rates to specified intervals of cumulative
taxable payroll, not based on a fixed set of
predetermined intervals.

— Taxable payroll cumulated according to employers’
experience factors- Reserve Ratio/Benefit Ratio/Payroll
Decline.

» Advantage

— Easy to project revenue

» Disadvantage

— Cumbersome to determine to which array cell an
employer belongs



Presenter
Presentation Notes
10 States currently use what is called an array method of assigning tax rates. Using a ranking of employers by experience rate and then assigning a specified proportion of those employers a specific tax rate- This is just like a teacher who may grade on a curve by assigning grades to a certain % of students.



Fixed Interval Ranking of Employers

Employer Reserve Ratio Tax Rate
10% - 8%
8%

39



Array System - Relative Ranking of Employers

3% - 1%

5% ‘ 2%

© o NO Gk~ ODN

: 40
5,000



251 62199 lowa—Employment Security Law 18,317
Approximate
Benelt Tcax“fb“,’:j;:; Contribution Rate Tables
Rank rolf Limit 1 2 3 4 5 6 7 8
1 - 48% 00 00 00 00 00 00 00 00
2 0.5% 00 00 00 00 00 00 00 00
3 143% 61 &1 01 01 01 00 00 00
4 19.0% 04 03 03 02 01 0@ 01 o0l
5 . 2385 06 05 04 03 03 02 01 01
6 © 286% 09 08 06 05 04 03 02 0l
7 333% 12 10 08 06 05 04 03 02
8 38.1% 15 13 10 08 06 05 03 02
9 42.8% 19 15 12 09 07 06 04 03
10 47.6% 21 18 14 L1 08 06 05 03
11 , 524% 25 20 16 13 10 07 05 03
12 57.1% 30 24 19 15 11 09 06 04
13 : 61.9% 36 29 24 18 14 LI 08 05
14 66.6% 44 36 29 22 17 13 10 06
15 714% S3 43 35 27 20 16 L1 07
16 76.2% 63 52 41 32 24 19 14 09
17 . 809% 70 64 52 40 30 23 17 1l
18 857% 75 75 70 5S4 41 31 23 15
19 %4% 80 80 80 73 56 42 31 20
20 952% 85 85 B85 80 76 58 43 28
1000% . . . . ! .

Unemployment insurance Reports”




Tax Table Triggers

3) All States vary the level of their tax rates

based on their annual Ul Trust Fund.

5 6 7 8 9
1.0 1.1 (. 1.3 1.4
1.5 1.6 1.7 1.8 1.9
2) Employer
ExDerience 2.0 2.1 2.2 2.3 2.4
P 2.5 2.6 2.7 2.8 2.9
Factor
3.0 cl 3.2 3.3 3.4
4.0 4.1 4.2 4.3 4.4
4.5 4.5 4.6 4.7 4.8
5.4 5.5 5.6 5.7 5.8
42



Presenter
Presentation Notes
In this schematic of a typical state structure - outline


State Tax Table Trigger

http://www.workforcesecurity.doleta.gov/unemploy/comparison2012.asp

workers covered, benefit eligibility, methods of financing and other areas of interest in the Ul
program. It also includes information on the temporary disability programs operated in six states.
The Comparison is published annually. This edition reflects the status of state laws enacted as of
January 1, 2012.
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Tax Table Triggers

Automatic switches that put in place higher
and lower tax schedules.

12

10

Aggregate State Benefits, Contributions and Reserve Ratio

Trust Funds as
% of Total Waaes

% of Total Waaes

\thributions

\\__

A Benefits

™

‘_1 Reserve Ratio
| | L T

38 40 42 44 46 48 50 52 54 56 58 60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08

Year

T 2.5
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T 1.5
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State Tax Schedule Triggers

Formula used to Trigger on higher and lower tax
schedules:

1) Difference From Adequate Fund - 8
Measure of Past

2) Reserve Multiple - 9 Benefit Costs
3) Benefit Ratio - 9
4) Reserve Ratio - 19 Measure of Wage

Growth and Liabilities

5) Dollar Balance - 6 Size of Trust Fund


Presenter
Presentation Notes
What do states actually use for tax schedule triggers?

A few high cost multiple states use only 10 years – some use longer time period – e.g. 25

Two reserve ratio states use taxable wages – for indexed wage base, equivalent to total wages – TX has fixed base – taxable wages grow more slowly than total wages



Difference in Tax Table Triggers

Fund
Adequacy Historical
Measure Benefit Reserves
— Costs To Wages Dollar
R t
De(:\i/rzr(]julsu r?d Accoqnts Accounts Va I ue
Level for (High) for growth
payouts in liabilities Loses
from the relative
system value over

time


Presenter
Presentation Notes
The most effective type of tax table trigger incorporates the past benefits in the form of a Fund Adequacy level. 


States with More Effective Solvency
Features in their Ul Tax Systems

1) Taxable Wage Base Avoid
Indexing 100% of prior wages — (Idaho) Low Fixed/ Big Changes-(CA)
2) Experience Rating Method

Array System — Maine Aggregation of Emp.
Maximum Rate — Michigan / Louisiana High Ineffective Charges
Minimum Rate — Massachusetts “0” Tax rates

3) Tax Table Triggers

Adequate Funding Level - Mississippi Dollar Value of the Fund


Presenter
Presentation Notes
the primary purpose of the tax system is to provide enough revenue to fund the system .. These are the features that provide the most effective means. 
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