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Modernizing New York’s Unemployment Insurance System

Executive Summary

Onthelast day of the 1998 L egidative Session, a significant Unemployment Insurance (Ul) reform bill was
passed by both houses of the legidature and later signed into law by Governor Pataki. Thiswide-ranging bill
addressed many aspects of the Ul program — employer tax rates, the taxable wage base, the maximum
benefit amount, seasona employers and individua eigibility. A more limited set of reforms, some of which
corrected technical difficulties with the 1998 package, passed in January 2000.

Unfortunately, even with the these recent reforms, New Y ork's Ul program, quite smply, has not
kept pace with the changing nature of the state's labor force. First, while New Y ork’ semployed labor force
is covered in the highest proportion ever, New Y ork’s unemployed workers are covered in the smallest
proportion ever. While this saves on payments out of the already precarioudy financed trust fund, it runs
counter to the nature of the program. The large share of the unemployed that does not receive benefits
raises important policy questions about the design of the program. Some of the 1998 reforms to the New
Y ork program actually exacerbated the problem — making it more difficult for some insured workers to
qualify for benefits. New York’s choice of the insured unemployment rate as a “trigger” for extended
benefits saves the state money but leaves thousands of long-term unemployed workers without benefits and
denies the state significant federal matching funds when the economy most needs fiscal stimulation.

Second, benefits that are paid out are often inadequate. Sporadic legidative initiatives to lift the
celling on the maximum weekly benefit have trailed behind increases in the cost of living. The 1998 Ul
reform legidation increased the maximum weekly benefit from $300 per week to $365 per week. Thiswas
an important and needed change. But, even more importantly from a conceptual perspective, it aso provided
that in September 2000 the maximum weekly benefit would be increased again — but this time not to an
amount set forth in the law, but to one-half the average weekly wage in the state. The new law providesfor
the application of this indexing approach only on this single occasion, but a clear precedent has been
established on whichNew Y ork should build. This paper explainswhy thisindexing approach is so important
and why it should become a permanent, regular feature of New Y ork State’s Ul system. This paper aso
explores further reforms which would increase the adequacy of benefits for the lowest paid workers and
workers with dependents.

Third, the health of New Y ork’ strust fund is poor: its balance as a percent of total wagesis smaller
than al but two states — Maine and Texas. Even the 1998 increase in maximum taxable earnings from
$7000 to $8500 was not sufficient to restore a healthy reserve in the trust fund.

Fourth, there are a number of administrative concerns which should be addressed. The State
Advisory Council was been left without effective staff support. Increasingly theNew Y ork State Department
of Labor isrelying on automated tel ephone systems to administer the Ul program. Neighborhood Ul offices
have been closed leaving hundred of applicants without accessto Ul expertsto resolve éigibility and benefit
issues.

While federa law drives much of the Ul program, New Y ork State has a great dedl of flexibility it
could use to strengthen its Ul system. This paper will describe briefly how the Ul program works, examine



current issuesfacing New Y ork’ s system in greater detail and make a series of recommendationsto improve
the system. While significant changeswere enacted in 1998, many reformsthat would improve the economic
security of New Y ork’s labor force have yet to be accomplished. New Y ork should:

. Modify the eligibility requirements that leave so many of the unemployed
without benefits;

. Strengthen the adequacy of benefits;

. Index the taxable wage base; and

. Reactivate the State Advisory Council and carefully monitor the

implementation of new Ul rules and particularly the telephone claim
system.
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Jennifer McCormick” and Trudi Renwick™

Since 1938, New Y ork’s Unemployment Insurance (Ul) system has provided temporary income support to
unemployedworkers. Through the years the system has expanded to cover more workers and benefits have
been periodicaly increased to reflect increases in the cost of living. 1n 1998 a wide-ranging Ul reform bill
modified many aspectsof the Ul program --- employer tax rates, the taxable wage base, the maximum benefit
amount, the trestment of seasonal employers and individua digibility.! Thisyear amore limited reform bill
corrected some of the most egregious problems created by the 1998 reforms.?

Unfortunately, even with the 1998 reforms and the 2000 amendments to these reforms, New Y ork's
Ul system has not kept pace with the changing nature of the state's labor force. This report looks at four
broad areas of concern: digibility, the adequacy of benefits, financing the trust fund and the administration
of the Ul system. For each areathe report provides background information, a detailed discussion of current
issues and finaly a set of recommendations for public policy reform.

Ul Fundamentals

The 1935 Socia Security Act created thefederal Unemployment Insurance program. TheNew Y ork
State Unemployment Insurance Law was enacted April 25, 1935 and began paying benefits on January 1,
1938. From the beginning, the Ul program was structured asinsurance, not welfare. Benefits are earned
through employment and are distributed exclusive of need. However, the Ul program issocial insurance, not
private insurance: it is compulsory, and benefits are prescribed by law, not contract.®> Certain aspects of the
program's design are derived from socia welfare considerations rather than actuarial ones, meaning that the
purpose of the program is not profitability but to maximize socid well-being by, for instance, moderating the
impact of large-scale unemployment on aggregate national spending.

Eligibility
The primary digibility requirement for a newly unemployed worker is to have become unemployed
through no fault of one’'s own from a “covered” employer — one who is required to participate in the Ul

program. Covered employment is determined largely by federa law and has been broadened through the
years. The Ul program covers approximately 99% of all employment in New York.*

" Senior Analyst, New Y ork State Senate Finance Committee
" Economist, Fiscal Policy Institute
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Employeesin “covered” employment are not guaranteed receipt of benefits by the mere fact that Ul
taxes have been paid on their behaf. Each clamant must meet additional individual qudifications before
being granted benefits. Theseindividua qualifications include a minimum earnings requirement, a minimum
length of attachment to the labor force, and a demonstrable commitment to finding employment.

These individual qudifications, which are determined largely at the State level, were significantly
atered by the 1998 reform legidation. The 1998 |egidative reforms redefined the base period from the most
recent 52 weeks to the first four of the five most recently completed quarters with an optiond "alternative
base period" consigting of the four most recently completed quarters.® Effective April 1, 1999, to quaify for
benefits claimants must have: (1) worked in at least two calendar quarters during the previous five quarters;
(2) earned at least $1600 in one of these quarters; and (3) during the four quarters of the base period, earned
at least one and one-half times the amount earnedin the quarter with highest earnings. Aswill be discussed
later in this paper, these changes made it easier for some workersto qualify for benefitswhile making it more
difficult for others.

The 2000 reforms provide a mechanism whereby most claimants who would have been digible for
benefits under pre-1998 law but are not digible under the current law can receive benefits. The 2000 law
alsoincludes aspecific provision that addresses the concerns of workerswith income concentrated inasingle
quarter, e.g. those who earned at least $1600 in the “high quarter” but did not earn one and one-half times
the amount earned in the quarter with the highest earnings during the base year. Any worker who earned
at least 33 times the maximum benefit (33 times $365 or $12,045 until the maximum benefit is increased in
September 2000) during the base year — regardless of whether or not most of these earnings are
concentrated in a single quarte— is now digible for benefits.

A Ul beneficiary continues to receive benefits for 26 weeks provided that the beneficiary remains
capable of work and “ready, willing, and able” towork. Claimants are disqualified for further benefitsif they
refuse an "acceptable’ employment offer.® In 1998 the legidature added a provision which changed the
definition of "acceptable” work for those who receive more than 13 weeks of unemployment benefits.
According to the new statutory language, as amended in 2000, after the 13" week of unemployment, a
claimant must now accept any employment for which he or she is quaified and which pays at |east 80% of
the claimant's high quarter wages and the wages prevailing for similar work in the locdity.’

The New York Ul gatute, unlike the statutes of many other states, does not explicitly require that
individuds be available for full-time work on al shifts. Nevertheless, the law has been interpreted by courts
and administrative ruling to permit the suspension of benefits to any individua who places restrictions on her
work search, no matter how reasonable, if there are no prospects of employment as a result of the
restriction.® Recipientsof unemployment benefitsareallowed to restrict their employment search to part-time
work only if they had been working part time prior to losing their job.

During periods of high unemployment, the benefits are sometimes “extended” to provide up to 20
extra weeks of unemployment benefits to workers who cannot find new jobs. There have been two types
of extended benefit programs in the United States. The permanent standby Extended Benefit (EB) program
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enacted under the Federal - State Extended Unemployment Compensation Act of 1970 is supposed to activate
automaticaly in arecession. Since 1992 each state hasbeen alowed to choose which of two triggersto use
to activate the Extended Benefits Program — the Insured Unemployment Rate (IUR) or the Total
Unemployment Rate (TUR). Extended Benefits are activated if the three-month average TUR exceeds 6.5
percent and is 10 percent above the three-month average TUR in either of thetwo preceding yearsor if the
IUR is 5% or more for 13 weeks and is at least 20% above the average state IUR of the corresponding 13-
week period in either of the two previous years. New York uses the IUR trigger. The second type of
extended benefits is the federa “emergency” program through which Congress has extended the duration
of Ul benefits on atemporary and discretionary basis during each of the last six recessions. Benefits under
the EB program are financed half by state Ul funds and half by the federal government while benefits under
the emergency programs have historically been financed wholly by the federa government.

Benefits

The weekly benefit leve is currently about one-half the average weekly wage (technically one
twenty-fifth of high-quarter earnings) or $365, whichever is less® The maximum benefit, which was
increased by the legidature in September 1998 from $300 to $365, isimportant because many unemployed
workers are dligible for the maximum. In the 1996 program year, for instance, 30% of beneficiaries were
receiving the maximum weekly benefit of $300.1° The 2000 reforms established an aternate method to
calculate benefits— one half the average weekly wage for al weeks of employment in the base period up
to the maximum for claimants with at least 20 weeks of employment, if the benefit calculated in this manner
isat least $5.00 greater than the benefit using the standard calculation formula.

Each week’ s benefits are reduced by 25% for each day of work. A claimant working three days
aweek at a part-time job loses 75% of the weekly benefit. There is no benefit during weeks in which the
claimant earns an amount greater than or equal to the maximum benefit, even if the earnings are for asingle
day of work.

Financing the Trust Fund

Regular benefits are paid out of New Y ork State’ s Ul Trust Fund, which isfinanced by taxes levied
on employers. Each covered employer has its own “account” within the General Account. With certain
exceptions, benefits paid to claimants are charged against the account of the claimant’ s former employer. At
the end of the calendar year, payouts charged to each individual employer are subtracted from any carry-over
balance plus taxes the employer paid in during the year. This net amount, expressed as a percent of the
employer’s payroll, is used to determine the employer’ s individual tax rate for the coming yesr.

The tax rates are applied against taxable wages which currently are defined in New Y ork as only
the first $8500 in wages. The Unemployment |nsurance tax levied on employers consists of three elements:
Normal tax rate - This is caculated individually for each employer using its account
percentage — the balance in the employer’s Ul trust fund account expressed as a
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percentage of the employer’ s payroll. The greater the employer’ s account percentage,
the lower the employer'stax rate.  The normal tax rates increase for all employers as
the Size of Fund Index (General Fund balance as a percent of average annua payrolls)
decreases. These normal tax rates range from 5.9% to 8.9% for employers whose trust
fund account deficits are greater than 21% of their average payroll and from 0.0% to
0.9% for employers with positive trust fund account balances greater than or equal to
12% of their average payrolls. The 2000 reforms increased the tax ratesfor employers
with trust fund deficits when the Size of Fund Index is less than 2.0 percent.!* These
tax revenues are credited to the employer’sindividua Ul account.?

Subsidiary tax rate - When the total balance in the General Account is less than $650
million, some employers must pay an additiona subsidiary tax. Subsidiary tax revenues
are deposited into the General Account and are therefore not credited to the employer’s
Ul account. The subsidiary tax rate for each employer depends on its employer account
percentage and thetotal balancein the General Account. The subsidiary tax rate ranges
from 0.025% to 0.925% for employerswith negative account balances depending on the
total balance in the General Account. When the balance in the General Account falls
below $600 million employerswith positive account balances which are less than 5.5%
of their average payroll must pay the subsidiary tax which ranges from 0.25% to .625%.
When the General Account balance fdls below $375 million al employers must pay the
subsidiary tax but the tax rates vary by employer account percentages. The maximum
subsidiary tax rates — assessed when the General Fund balance is negative— range
from .525% to .925%.

Re-employment Service Fund tax rate - All employers pay an additiona 0.075% tax
into the Re-employment Service Fund which was established to fund additional
automated systems and staff to provide enhanced reemployment services and claim
management.

Administration

The Ul system is administered by the New York State Department of Labor. Historicaly, the
program was administered by local unemployment insurance offices located in communities throughout the
state. In the early 1990's, the Department of Labor was restructured creating the Community Service
Division to operate 81 Community Service Centersthat provide "one-stop shopping” for employment-rel ated
needs. Community Service Centers offer all DOL programsin a single location — including unemployment
insurance benefits administration and career-related assistance.

Until 1999, al applicants for Ul insurance were required to file their initial Ul claim at aloca Ul
office or Community Service Center. After the initial visit, claimants had the option to either file weekly
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recertification information by phone or by person. In 1999 the Department began to implement anew system
caled “Td-Claim” that will require that al new unemployment insurance claims be filed using a telephone.
This new system is gradually being introduced in different regions of the state.

The State Advisory Council on Employment and Unemployment consists of five members appointed
by the governor. The Ul statute requires the commissioner to consult the council on al matters of pubic
policy and procedures involved in or connected with the administration of the Ul program. The council is
required to submit an annua report to the governor and the legidature.

Current Issues in NYS
Eligibility
Inadequate Coverage of the Unemployed

As was mentioned earlier, the mgority of unemployed New Yorkers do not receive any
unemployment benefits. New Y ork has echoed the national downward trend in recipiency rates. In 1971
more than 50% of the unemployed in New Y ork State received unemployment insurance benefits, whilein
1997 less than 35% of the unemployed received benefits. Figure 3 shows the evolution of coverage and
recipiency ratesin New York since 1971. While amost 100% of employed individuals are covered by the
Ul program, avery small percentage of unemployed individuals receive benefits.
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The falling recipiency rates have been attributed to a set of factors, including the surge in the labor
force participation rate of women, the growing prevalence of part-time work, the increase in the average
length of aspell of unemployment and the barriers which keep qualified unemployed workers from applying
for benefits.

Figure 1. Ul Coverage Rates Compared to Ul Recipiency Rates
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Women, low-wage and part-timeworkersarethe groupsleast likely to qualify for Ul assistancewhen
they losetheir jobs*® Since former welfare recipientstend to fit in al three groups (women, low-wage, part-
time) they often do not receive Ul benefits when they lose their jobs.!* In the past these workers turned to
public assistance when they found themselves unemployed. With the new time limits on the receipt of cash
public assistance, there is an urgent need to find ways to ensure that the unemployment insurance system
provides benefits to a greater share of the unemployed, including these former welfare recipients.

Like the unemployment insurance programs in other states, New Y ork's program was designed to
meet the needs of male household heads with full-time, full-year employment and therefore workerswho do
not match this profile, particularly women with family responsbilities, are much lesslikely to receive benefits
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when they are unemployed. There are three areas in which digibility requirements tend to discriminate

against female workers:

1 First, women are more likely than men to leave ajob for compelling
personal reasons. Since the New York law is vague about the definition
of "good cause" for separation from employment, these workers may be
unfairly denied benefits.

2. Second, the earnings requirement disproportionately hurts low-wage and
part-time workers and women are disproportionately represented in these
groups of workers.

3 Third, women may have amore difficult time maintaining digibility for
benefits because they are more likely to have family circumstances
which restrict their job searches beyond what is allowed by the law.

The recipiency rate has al so fallen because many workerswho areeligiblefor unemployment benefits
do not apply for benefits. The decline in the "take-up rate" — the percentage of those eligible for
unemployment insurance who apply for benefits — has been attributed to the decline in unionization (labor
unions educate their members about their rights to benefits and how the system works), lack of public
understanding of the Ul program rules and requirements, replacement of Ul claims offices with telephone
systems, and the failure to provide program services in languages other than English and Spanish. Findly,
recipiency rates are driven down by the growing length of unemployment spells which increases the
percentage of unemployed who do not receive benefits because they have exhausted their 26 weeks of
benefits. In thefourth quarter of 1998 there were 57,391 exhaustions, leaving New Y ork tied with Texas for
the highest exhaustion rate (49%) in the nation.*®

Voluntary Separation Statute Does Not Explicitly Recognize Reasons for Leaving
Work that Disproportionately Impact Women

The New Y ork unemployment insurance statute has a voluntary separation provision which, unlike
most states, does not require that the reason for leaving the job be connected to work. Unfortunately, the
statute has often been misinterpreted at the expense of workers who have left their jobs for good cause
related to compelling individua circumstances. Unlike the statutes in some states (e.g. California, Arizona,
Maine, Illinois and Washington), New Y ork's law does not explicitly address specific circumstances (i.e.,
domestic responsibilities, hedth-related reasons, marital obligations, and domestic violence) and thereforeis
subjectto unduly narrow and inconsi stent interpretations. For example, whilearecent New Y ork Department
of Labor study found that workers separated from employment due to domestic violence are generaly found
digible for benefits based on a case-by-case "good cause” analysis, domestic violence victims may hidetheir
victimization and therefore not disclose domestic violence asthe reason they | eft their jobs and therefore may
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not qualify for benefits.’® More explicit statutory language would clarify the “good cause” provision and
encourage applicants to fully disclose their reasons for leaving a position.

Earnings Thresholds Prevent Low-wage Part-time Workers from Gaining Access to
Benefits

The 1998 Ul reforms increased the weekly earning requirements for low-wage workers by over
50%. Asaresult of these changes, certain part-time low-wage employees who would have been dligible for
Ul under the old law will not be eligible for Ul benefits. New York aready has a very low percent of
unemployed workers receiving benefits. This reform will likely exacerbate the problem.

Until April 1999, someone would qualify for Ul benefitsif he or she had earned at least $80 aweek
for 20 weeks during the preceding year: this was

equivaent to 15.5 hours of work per week at the Figure 2: Weekly Hours of Work at the
minimum wage. The law passed in June 1998 Minimum Wage Required to Meet the U!
requires a worker to have earned at least $1600 in 25 Eligibility Earnings Threshold

at least one quarter during the previous year.'’

This is roughly equivalent to 13 weeks of work 20

with earnings of at least $123 per week. An £

employee eaming the federa minimum wage 5 15 24
would have to average 24 hours of work per week 3

that quarter to meet the new threshold. Figure 10 155

Two shows the change in the work requirements 5

for claimants earning the minimum wage. Prior to April 1999

Under the new law, anindividua working
20 hours per week, earning the minimum wage of $5.15 per hour, would not qudify for Ul benefits, even if
the person worked every single week of the preceding year. Thisindividua’shighest quarter earningswould
be $1,339 — not sufficient to meet the minimum earning threshold of $1,600 under the new law. Evenif an
individua earning the minimum wage works more than 24 hours aweek and therefore earns more than $1,600
in 13 weeks, if those 13 weeks of earnings do not fal in asingle caendar quarter, the individud will fail the
new digibility test.

Onthe other hand, workers earning higher hourly wageswith precisaly the same employment history
caneasily qualify for Ul benefits. For example, aworker making $10.00 per hour would need to average only
12.3 hours of work per week to meet the earnings threshold. A worker earning $16.00 an hour would need
to average fewer than 8 hours of work per week to qualify for Ul benefits.

The earnings threshold may also constitute a barrier for workers who have exercised their rights
under the Family Medical Leave Act (FMLA). Under the current system, a worker who has taken unpaid

After April 1999

8
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leave under the FMLA during the base period may be unable to meet the earnings threshold if that person
later loses hig/her job.

The earnings threshold is particularly problematic as welfare reform and time limits on public
assistance benefits take effect. When former welfare recipients enter the labor force, many will be working
at low-wage, part-time jobs and many will have weeks or months during the year without earnings. If these
new workers lose their jobs, the earnings threshold will makeit difficult for them to quaify for unemployment
insurance. Unlike the past, these workers may no longer be able to rely on cash public assistance as a safety
net in lieu of unemployment insurance.

Low-Income Workers with Family Responsibilities May Find it Difficult to Maintain

Eligibility

Many parents may find it difficult to maintain digibility for unemployment benefits. Sincethe statute
isglent regarding limitationson availability for part-timework or work on specific shifts, someindividuals may
be disgudified for placing restrictions on their work search. Under current law, only claimants with ahistory
of part-time employment are alowed to limit their job search to part-time positions.

Rules for Claimants who Find Part-time Work are Unfair to Low-Wage Workers

Every state provides for the payment of apartial weekly benefit to encourage workers to take some
part-time work until they can regain regular employment. Most states have a flat earned income disregard
— recipients are alowed to earn up to a certain level (either a specific dollar amount or a percentage of the
weekly benefit amount) without sacrificing any Ul benefits but beyond that level lose benefits on adollar for
dollar basis for each additional dollar earned. For example, Maryland disregards the first $70 of weekly
earnings, Florida disregards weekly earnings up to 8 times the federal minimum wage while North Dakota
disregards earnings up to 60% of the weekly benefit amount. The disadvantage of this approach is that it
creates a disincentive to pursue earnings beyond the established disregard. Other states attempt to avoid this
problem by disregarding a percentage of earnings or combining the two approaches. For example,
Connecticut disregards one-third of earnings while Minnesota disregards $50 or 25% of wages, whichever
is greater.8

New York has a unique system to handle "part-time" unemployment. Rather than looking at the
amount of earnings from part-timework, New Y ork takesinto account the number of daysworked. For each
day a clamant works, the claimant |oses one-fourth of aweek's unemployment insurance benefit, regardiess
of the amount earned, as long as total weekly earnings do not exceed the maximum weekly benefit. This
system is unfair to low-wage workers. A high-wage worker can earn up to $364 for aday’swork and lose
only one- quarter of hig’her weekly benefit. On the other hand, alow-wage worker earning aslittle as $41.20
(eight hours of work at the minimum wage) will aso lose one-quarter of his’her weekly benefit. Asaresult

9
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of this rule, the high-wage worker is alowed to keep 75% of his’her supplementa earnings while the low-
wage worker keepsonly 38% of his/her incremental earnings, despite the fact that the low-wage worker may
have a greater need to supplement Ul benefits to maintain a decent standard of living. In fact, if the low-
wage worker works less than 5 hours at the minimum wage the reduction in his’/her Ul benefit will exceed
the income from work, totally eliminating any economic incentive to work part-time while receiving benefits.

New York’s Choice of Trigger for the Extended Benefit Program Makes it More
Difficult to Access Federal Matching Funds for Long-term Unemployed

Each quarter thousands of New Y orkers exhaust their unemployment benefits. For example, in the
fourth quarter of 1998, more than 57,000 workersin New Y ork exhausted their eigibility for regular benefits.
The Extended Benefit (EB) program pays benefitsfor up to 20 weeks beyond the 26-week duration of regular
benefits. As mentioned before, each state is allowed to choose which of two triggers to use to activate the
Extended Benefits Program --- the Insured Unemployment Rate (IUR) or the Total Unemployment Rate
(TUR). New York uses the IUR trigger which activates the extended benefits program much later during
a period of high unemployment than does the TUR.X® During the recession of the 1990s, the IUR trigger
activated the EB program in 10 states for an average of 6.2 months. If the TUR trigger had been in effect,
the EB program would have been activated in 43 states for an average of 18.4 months and would have
provided $10.9 hillion more in benefits?® By not adopting the TUR trigger, and thereby dragging out the
initiation of an extended benefits program, New Y ork is able to minimize money spent from the state’s Ul
fund while putting pressure on Congress to enact an Emergency Benefits program, which is funded entirely
by the federal Ul trust fund leaving thousands of unemployed New Y orkers without benefits.

10
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Benefits

Benefit Levels are Inadequate

11
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Thereisagreat deal of tension between two competing philosophies of setting the maximum weekly
benefit: it must be generous enough to keep the former employee out of poverty while not being generous
enough to act asadisincentiveto employment. When the program began in 1938, the average weekly benefit
was 40% of the average weekly wage. 1n 1998 New Y ork’s wage replacement ratio (average weekly Ul
benefit as a percent of average weekly wage in covered employment) was the second lowest in the nation
at 27%.2* Figure 3 shows the historica relationship between the average weekly benefit and the average
weekly wage for New York.Even if one compares the average weekly benefit to the average pre-
unemployment wage of beneficiaries (rather than the average wage of al workers) , New York's
replacement ratio if extremely low. For 1998, the average replacement ratio (average weekly benefit divided
by average weekly wage) was only 44.4. Asshown in Table 1, only nine statesin the nation had lower ratios
than New York in 1997.22

What makes New Y ork’ s situation even worsein New Y ork isthat the maximum benefit level isnot
automatically set at 50% of the average weekly wage — it is set legidlatively, which requires periodic

Figure 3: New Yorkss Average Weekly benefit as a percent
of the Average Weekly Wage: 1941-1997
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Average Weekly Benefit as a Percent of Average Weekly Wage

Table 1

adjustments. Relying on legidation to
keep the maximum benefit leve in sync
with the economy is an extremely
inefficient method of preserving the dua
purposes of the Ul system: to prevent
poverty on an individud leve and to
soften economic blowsto society at large
by dowing the spira of unemployment
and lower consumer spending. Figure 4
shows the deterioration of the rea vaue
of the maximum benefit between 1992
and 1997. Expressed in constant 1997
dollars, the purchasing power of the
maximum weekly benefit fell from $343
to $300 in the five years between
legislative adjustments. This
deterioration congtitutes a decline of
12.5% in the red purchasing power of
the maximum benefit over this time
period.

I n September 1998 the maximum
weekly benefit increased from $300 to
$365, and will rise again in September
2000 to one-half the average weekly

Figure 4. Red Vdue of the Maximum Weekly Ul Benefit,

State Average Asa%of State Average Asa% of
Weekly  Average Weekly Average
benefit Weekly benefit Weekly
wage wage
Hawaii $269 50.6% [Wisconsin $188 36.0%
Arkansas [\ ermont $174 35.8%
lowa $205 43.3% JSouth Carolina $169 35.4%
Kansas $198 44.9% [Indiana $186 35.2%
North Dakota $176 42.2% [Michigan $222 35.2%
Minnesota $242 41.8% [Nebraska $163 34.8%
Idaho $187 41.1% [Texas $196 34.6%
Rhode Island $224 41.1% [lllinois $217 34.4%
Washington $240 41.0% JNew Mexico $158 34.3%
Wyoming $182 41.0% [Maryland $196 33.2%
Montana $166 40.4%  Mississippi $142 33.0%
Utah $193 39.6% |Virginia $179 32.5%
Pennsylvania  $228 39.5% [Maine $152 32.2%
N 0. r t h $198 38.9% Tennessee $163 31.7%
Carolina
Oklahoma $177 38.7% [Dedaware $194 31.4%
West Virginia  $180 38.7% N e w  $165 29.5%
Hampshire
Massachusetts  $263 38.4% JAlabama $145 29.4%
South Dakota  $156 38.2% [Georgia $162 29.2%
Florida $192 38.1% [Missouri $154 29.2%
Ohio $208 37.5% |Connecticut $211 28.4%
Colorado $213 37.2% JAlaska $176 28.2%
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$350

$340

$330

$320

$310

$300

$290

$280

$343

1992

1993

1994

1995

1996 1997



An Agenda for a Better New York

wage (estimated to be $400). Unfortunately, in the absence of legidatively mandated indexing, the vaue of
the maximum benefit and, as a consequence, the value of the average benefit will once again likely diminish
with respect to the cost of living. Most other states have addressed this issue by indexing the maximum
benefit to average wages. Thirty-five states index maximum payments to average wage levelsto insure that
benefit levels keep up with inflation.?

Since benefits aretied to average weekly wages, benefitsfor the lowest wage earners do not provide
sufficient income to keep afamily out of poverty. Anindividua working 35 hours per week at the federal
minimum wage of $5.15 per hour who loses her job would receive aweekly benefit of $90, whichislessthan
half the federal poverty level for atwo-person family and only 36% of the federal poverty leve for athree-
personfamily. Althoughfamiliescan supplement low unemployment insurance benefitswith public assistance
(if benefits are below the public assistance standard of need), thisfliesin the face of much touted state policy
gods to eiminate dependence on welfare. Liketheir higher-wage counterparts, low-income workers should
be able to turn to the unemployment insurance system for temporary support when they lose their jobsrather
than being forced back on to welfare rolls.

Even with the 2000 Reforms, There is No Guarantee that an Individual Eligible for
Benefits under the Old Law Would Be Eligible for Benefits under the New Law.

The 1998 legidation radically transformed the administration of New Y ork’s Ul system by moving
the state from a “wage-request” system to a “wage-reporting” system. Under the old “wage-request”
system, when aworker applied for benefits the local Ul office contacted the former employer to “request”
the employee’ s wage history. With the new system, the Ul office is able to use the administrative wage
reports filed by employers each quarter to the Department of Taxation and Finance to ascertain the
employment and earnings history of each applicant.

In anticipation of the transition from the “wage-request” to “wage-reporting” system, in 1995 the
legidlature passed Section 502. This section set forward the state€’ s intention to move to a “wage-reporting”
system, specifying the numerous administrative advantages of a wage reporting system. This section aso
included the following provision:

“Accordingly, for the above reasons, section one hundred seventy-one-a of the tax law
is amended to provide the department with complete access to the wage reporting files
maintained by the department of taxation and finance as the first stage in the trangition
to an unemployment insurance system based upon such wage reporting files, with the
express requirement that the department shall design and operate such a system
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so that an individual eligible for benefits under the current lawwould be eligible
for the same amount of benefits under a new system based upon the wagereporting
files. [Emphasis added)].

While the 1998 reform legidation ignored this provision, the 2000 reform of the Ul law addressed
some of these concerns. Claimants who have worked for at least 20 weeks are able to petition for a higher
benefit calculated at one half their average weekly wage for al weeks for which they provide satisfactory
proof of employment (paycheck stubs, payroll envelopes or canceled checks), if thiswould result in abenefit
that is at least $5.00 higher than the benefit cal culated using the standard rules. (The maximum benefit il
applies to this dternative caculation.)

However, there are several scenariosin which workers eligible for benefits under the old system will
not receive benefits under the new system. First, workers who work twenty weeks and earn $1,600 in the
base period but who did not earn $1,600 in a single caendar quarter are not eigible for benefits. These
would be low-wage or part-time workers with jobs

that do not provide employment every week. The Table?
second group of disadvantaged workers are recent Trust Fund Balance: Number of Months of
entrants to the labor force who cannot meet the Benefits Covered: Fourth Quarter 1998
digibility requirementswithout counting earningsand Months of Months of
. . . . State Benefitsin State Benefitsin
work in the quarter in which they are filing for Current Current
benefits. These workers may be able to qualify for Trust Fund Trust Fund
. .. . . NEW YORK 7.4 M ontana 34.4
benefits by waiting a quarter (at which time the Texas 100  |oregon 355
“filing quarter” will become a part of the base North 13.6  |Ohio _ 36.6
. i Arkansas 14.4 North Carolina 38.3
period) but are probably the claimants least able to West 172 |Forida 38.4
weather a quarter without benefits. Hawai =~ 17.5 South Dakota 42.6
Pennsylvania 20.4 \Wisconsin 42.6
Rhode Island 20.6 Colorado 51.0
Financing the Trust Fund IHlinois 20.9  [Kansas 51.3
California 21.0 South Carolina 52.7
. Missouri 21.9 Nebraska 54.0
The Trust Fund Cannot Sustain Minnesota 221 lowa 573
Another Recession Alaska 22.9  |Delaware 57.8
Maine 25.0 Indiana 64.7
Washington 25.9 M i ssissippi 66.8
The trust fund is ill-prepared to sustain Alabama 26.3  |Virginia 67.7
. . Nevada 28.5 New Mexico 68.0
another recession because the growth in the tax New Jersey 285  Nermont 68.1
base has not kept pace with the growth in benefits. Massachuset ~ 28.6  |Oklahoma 74.8
. Maryland 29.3 Arizona 78.1
In other words, the revenues into the fund do not Micﬁ]/igan 206  |Wyoming 82.4
match the expenditures out. The tax base was Connecticut 309  |Georgia 90.5
increased from $7,000 to $8,500 in 1998 but thiswas
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the first increase in 15 years. Taxable payroll was approximately 90% of total payroll when the Ul system
was established in New York in 1935. In 1996, it was 21%.

The impact of the inadequate tax base is clear when looking at the size of thereserves. New York's
Trust Fund reserves do not score well on any of the numerous indicators commonly used to measure the
hedlth of a Ul trust fund and the financia condition of New Y ork’s trust fund is much more precarious than
the financia condition of trust fundsin other states. At theend of 1998 New Y ork’s Ul Trust Fund Balance
was only 0.38% of total wages, alower fund balance to total wage ratio than any other state in the system
except Texas. Similarly, New York’s Ul Trust Fund Balance represented only 7.4 months of average
statewide benefit payouts, fewer months than any other state and far below the nationa average of 29.4
months.2*

The Minimal Tax Base Makes Tax Rates Seem High and Disadvantages Low Wage
Workers

Average tax rates appear to be high only because the taxable wage base is so small. The average
employer tax rate as a percent of taxable wagesin New Y ork for 1996 was 4.41% but the average employer
tax rate as a percent of total wages was a mere 0.94%. Figure5illustratesthe evolution of these measures
since 1938.

New Y ork’ srelianceon relatively high tax rateson avery low tax base (even after the 1998 reforms)
overtaxes employers with predominantly low-wage and/or part-time employees. For example, the employer

Figure5: Average New York Ul Tax Rates. Total Ul Taxes asaPercent of Total
Wages Compared to Total Ul Taxes as a Percent of Taxable Wages
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with a part-time worker who earns $8500 per year pays exactly the same amount of tax as the employer
(with smilar experience characteristics) with a year-round worker earning $100,000. To the extent that
these taxes are passed along workers in the form of lower wages, the minimal tax base hurts this segment
of the labor market.*® Many other states have a much higher taxable wage base. Ten states (Arkansas,
Minnesota, Montana, Nebraska, New Jersey, Hawaii, |daho, Oregon, Utah, Washington) have taxable wage
bases which are more than double New Y ork’ s $8,500.

Administration

Closure of Ul Offices and the Transition to the New Telephone-based Application
System Have Created Significant Administrative Problems

The establishment of multi-purpose Community Service Centers and the introduction of the “Tel-
Clam” system have resulted in the closure of many local unemployment insurance offices across the state.
While the staff of the Community Service Centers are supposed to be trained to enable them to provide afull
range of services, it is not clear whether they have the expertise to assist claimants given the complexities of
the Ul system. In addition, there are anecdotal reports of widespread problems with the transition to the new
eligibility and benefit system, particularly with the accuracy of the historical earnings data extracted from the
wage reporting system. Another problem is that the new telephone application system does not include
adequate provisions for service to claimants who do not spesk either English or Spanish. Unfortunately, the
Department of Labor moved to the telephone application system at precisely the same time it was
implementing the complex 1998 reforms, thereby exacerbating the administrative problems.

The State Advisory Council Has Not Been Meeting Regularly and Has Submitted Only
One Annual Report since 1994

The state advisory council on employment and unemployment historically met monthly to advise the
Commissioner and staff on policy and administration of the Unemployment Insurance system in New Y ork
State. The statute requires the commissioner to consult the council on al matters of major policies and
procedures yet despite the fundamental changes made in the Ul system as a result of the 1998 legidative
reforms, the advisory council has not met since March 1998. Furthermore, the advisory council has produced
only asingle annual report since 1994, despite the explicit statutory obligation to “report each year on or before
February first to the governor and to the legidature.”?¢  The Advisory Council is the only formal mechanism
through which representatives of employers and employees can provide input on the Ul program and its
adminigtration.
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Recommendations

5. Broaden Coverage

The current digibility requirements exclude many workerswho lose their jobs through no fault of their
own. Particularly in light of welfare reform, the Ul system must be strengthened so that it serves as a safety
net for all workers.?” Tightening dligibility requirements such as was done by the 1998 legidation will only
serve to exclude more workers.

T All workers employed at least haf time at the minimum wage for any 26 weeksin ayear should be
digible for unemployment benefits. This can most easily be achieved by diminating the earnings requirement
and replacing it with a requirement based on hours worked. For the New Y ork worker with average weekly
wages ($541.55), the current eigibility test requires about 120 hours of work in the high-earning quarter and
an additiona 60 hours of work in the other three quarters of the base period. A reasonable digibility standard
might be 130 hours of work in the quarter with the most work effort (an average of 10 hours per week) and
at least 195 hours of work in the four quarters of the baseyear. Thiswould correct the inequity of the current
system which favors workers with higher wages.

I'Workers taking unpaid family leave should have their base period extended. New York should
suspend the base period during thetimethat FMLA leaveisused so that an individua isnot penalized, interms
of the required labor force attachment, for taking FMLA leave.?®

I New York's voluntary separation provisions should be strengthened by adding explicit languageto
the statute to clarify that no disqualification will result if the separation is caused by individual circumstances
of a necessitous and compelling nature and list domestic responsibilities, hedlth-related reasons, marita
obligations, domestic violence, sexud harassment, and pregnancy discrimination as legitimate causes to leave
ajob.%° Explicit language would guarantee that individuaswho leave their job for these reasonswill be dligible
for benefits. The statute should also be amended to recognize that a worker has good cause to terminate
employment if an employer refuses to grant a worker leave she is entitled to under the Family and Medical
Leave Act.3!

I |n order to ensure that workers with family responsibilities are able to maintain their digibility for
benefits, the statute should be revised to provide that workers have the right to refuse employment that is
incong stent with family responsibilities and diminate the requirement that aworker have ahistory of part-time
work to limit ajob search to part-time employment. Language should aso be added that explicitly permits
claimants to limit the shifts during which she is willing to accept work if she has a good cause for such a
restriction.®
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I New York should change the Extended Benefits trigger to the Total Unemployment Rate (TUR)
which would make it easier for New Y ork workers to become eligible for benefits beyond theinitial 26-week
period and bring significant federa resources into the state. As stated before, the cost in the early 1990s of
not moving to the “total unemployment rate” trigger was $10.9 billion of earned benefits.

Even without changesin the law, a great deal can and should be done to expand access to the Ul
system by increasing the percentage of unemployed workerseligiblefor benefitswho apply for benefits. Some
of these reformsinclude: enhanced public education campaigns, maintenance of community-based Ul offices,
and the provision of program services in languages other than English and Spanish.

Finally, for those who are initialy denied Ul benefits, access to representation has had a dramatic
effect on the outcome of aUl claim. Whilethere are excellent modelsin New Y ork to provide representation
to appeal a denied Ul claim, these programs are able to handle a small fraction of the need. Thus, resources
should be made available to provide representation of Ul claimants as part of alarger outreach and education
effort.

2. Strengthen the adequacy of benefits.

I New York State should build on the precedent set by the 1998 Ul reform legidation and index the
maximum benefit level on acontinuing and regular basis. Legidative increasesto the maximum weekly benefit
clearly are not sufficiently frequent to prevent erosion of the benefit level due to inflation. It is obvioudy
difficult to separate the poverty-avoiding effects of Ul benefits from the opposing work-disincentive effects,
but even the smple goa of setting the maximum at equal to one-half the average weekly wageisnot met. The
cost of relying on the Legidature to adjust the benefit celling to reflect changes in the cost of living is high.
Tying the benefit celling automatically to the average weekly wage, as is done in 35 other states, would be
much more effective and efficient.

I For workers earning the minimum wage, the weekly unemployment insurance benefit falls well
below the poverty threshold. Consideration should be given to setting the benefit level at more than 50% of
the average weekly wage for those with very low wages who have worked full-time at the minimum wage
for six months or more. The rationale for using a higher percentage for setting benefits for these workers
would be that lower-paid workers spend a greater proportion of their incomes for necessities than do others
and therefore need more than half their average weekly wage to survive a spell of unemployment. Thisis
done in Arkansas, California, Massachusetts, Nebraska, New Hampshire, Indiana, and Pennsylvania.

New Y ork’s 1998 legidation took the first step towards implementing a multi-tiered benefit formula.
Beginning in September 2000, the weekly benefit will be computed at the rate of 1/26 of high quarter wages
if wages are greater than $3,575 and 1/25 of high quarter wages if wages are less than or equal to $3,575.
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Providing amore adequate level of benefitsfor low-wage workers could be accomplished by widening
the range of benefit/wage ratios. Assembly Bill 8608 (introduced in 1998) would have established a benefit
rate of 70% of average weekly wages for workers with average weekly wages less than $200; 60% of
average weekly wages for workers with average weekly wages between $200 and $400; 55% for workers
with average weekly wages between $400 and $600, and 50% for workers with average weekly wages above
$600. Expressed as fractions of quarterly wages, these benefit formulas would range from 1/18 of high-
quarter wagesfor workerswith high-quarter wages|essthan $2,600 to 1/26 of high-quarter wagesfor workers
with high- quarter wages above $7800.

I Thelevd of unemployment benefitsis particularly inadequate for low income workerswith families.
I'n order to supplement the benefits of low income workers with dependents, New Y ork should adopt asystem
of dependents alowances. The advantage of using dependents allowances to supplement weekly benefits
is that this method targets workers with dependent families for enhanced benefits. By addressing the needs
of unemployed parentswith children, dependents’ allowances can reduce the number of familiesforced to turn
to welfare when they lose their jobs.®®

Twelve dtates, including haf of the 10 largest states, pay higher weekly Ul benefitsto claimants with
dependents. The socia security system also pays more to beneficiaries with dependents. The states vary in
the definition of compensable dependent and in the amount of the allowances granted. All states include
children, usualy under 18, and most include a nonworking spouse. In seven states the alowance for each
dependent is a fixed amount. For example, Massachusetts supplements weekly benefits with $25 per week
for each dependent child. Two states make the alowance a percentage of the individua’s weekly benefit
amount. A few states base the allowance not only on the number of dependents but a so on the amount of the
claimant’s earnings*

Most states that provide dependents’ allowances pay for them out of the general Ul trust fund rather
than charging individua employers. As such, no one employer pays directly for extra benefits to one of his
or her employees’ children. Spreading the costs of dependent allowancesremovestheincentivefor employers
to discriminate against workers with dependents.®®

I New Y ork should aso address the work disincentives and inequities inherent in the current system
of providing partial benefits for those who find part-time employment. New Y ork should establish a fixed
earnings disregard — $100 per week — for all beneficiaries. Benefits would then be reduced by 75 centsfor
each dollar of additiona earnings beyond theinitial $100 earned. Use of an earnings disregard will correct the
current system’ s inequitable treatment of low-wage workers and provide important incentivesto recipientsto
supplement their Ul benefits with earnings. This is much more in line with the post-welfare reform emphasis
on self-sufficiency and persona responsibility.

3. Index the Taxable Wage Base
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The reform that could by itself make dramatic improvements to the progressivity of the Ul tax aswell
as the health of the trust fund is the indexing of the taxable wage base. New Y ork’s taxable wage base —
athough just increased from $7000 to $8500 — is extremely small. The effect of thisis compounding: the trust
fund will be less prepared to meet increased demand for Ul benefits during the next economic downturn and
may haveto rely on federal loansto meet its obligations (asit did in 1975), and it will then be playing catch-up
during the next recovery to repay itsdebt. The Social Security tax basein 1972 was $3000, as was the federal
Ul tax base. The Socia Security tax base was then adjusted in 1972 to automatically increase with inflation:
it is $72,600 for 1999 while the Ul tax base is only $8500.3¢

The failure to index the taxable wage base has made the unemployment insurance tax extremely
regressive. Tax rates, asapercentage of total wages, are much higher for employerswith predominantly low-
wage workers, regardless of their experience rating. Given the imperatives of welfare reform and the need
to generate thousands of entry-level jobs for former welfare recipients, efforts should be made to spread the
burden of unemployment insurance premiums more evenly across the state's employers.

4. Administration: Reactivate the State Advisory Council and carefully monitor the
implementation of new Ul rules and claim system.

The State Advisory Council on Employment and Unemployment should immediately resume its
monthly meetings. Adeguate staff and resources should be assigned to the council to enable it to carefully
assess the impact of the 1998 legidative reforms and consider the recommendations suggested in this paper.
The findings from these deliberations should be included in atimely annual report to the legidature and the
governor.

The Legidature should carefully monitor the service provided to Ul recipients by the new “tele-
clam” system and if inadequacies are found, it should require the Department of Labor to place at least one
Ul expert in each Community Service Center to assist any applicant or recipient who is having problemsusing
the telephone system. Before closing any local community Ul office, the Department should ensure that an
existing Community Service Center will be ableto provide an equivalent level of servicetoloca workers. Until
the transition to the new quarterly wage reporting system is complete, the Department of Labor should delay
further movement to the mandatory telephone application system.

Conclusions

In 1998 the legidature began the process of modernizing the New York State unemployment

insurance system. Whilethe 1998 bill addressed someimportant aspects of the system and the 2000 legidation
made sometechnical corrections, more significant changes are necessary for thiscritical stateincome security
program to conform to the changes in the labor force and the public assistance system. Adoption of the
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recommendations included in this paper would be important first stepsin this modernization process and would
advance both equity and efficiency principles.
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32 Another issue affecting the ability of claimants to maintain eligibility for benefitsisthe definition of “acceptable”
employment. The 1998 legislation changed New Y ork's definition of "acceptable" employment for those unemployed
more than 13 weeksin away which isinconsistent with the federal statute. The new language requires claimants
after the 13" week of unemployment to accept any employment for which he or she is qualified which pays at | east
80% of the claimant’s high-quarter wagesor the wages prevailing for similar work in the locality, whichever isless.
The New Y ork State Department of Labor has recognized thisinconsistency and is only requiring claimants to accept
employment which meetsboth criteria, i.e. paying at least 80% of high quarter wagesand prevailing wage rates,
therefore keeping New Y ork’ s program consistent with the federal requirement that no beneficiary be forced to
accept employment that pays less than the prevailing wage for that job.

3. A recent California study estimated that for every $4.00 in benefits provided through a dependents’ allowance the
state would save $1.00 in public assistance benefits. California Budget Project, “ Making the Unemployment
Insurance System Work for California’ s Low Wage Workers” (August 1997) p. 15.

34 Christopher J. O’ Leary and Murray A. Rubin, “ Adequacy of the Weekly Benefit Amount,” in O’ Leary and
Wandner (1997) pp. 199-200.

% Asmentioned earlier, New Y ork has avery low rate of non-charged benefits for there is room to finance
dependents’ allowances.

% Phillip B. Levin, “Financing Benefit Payments” in O’ Leary and Wandner (1997) p. 330.
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Appendix: Summary of Key Provisions of 1998 Comprehensive Ul L egidation

Reform of Eligibility Reqguirements

. Base Period — Effective April 1999, wage information provided by employers
through the existing quarterly Wage Reporting processis used for Ul entitlement
and benefit rate determination. Two base periods will be available for entitlement
determination: the first four of the five most recently completed calendar quarters
or the four most recently completed calendar quarters. If a claimant's base period
includes a completed calendar quarter for which wage data has not been received,
the claimant must provide proof of remuneration during the quarter.

. Minimum Earnings and Work Requirement — To qualify for benefits,
claimants must have worked to at least two quarters during the base period,
earned at least $1,600 in their highest-earnings quarter and at least 1.5 times their
high-quarter earnings during the base period.

Benefit reforms

. Increase in Maximum Weekly Benefit — The amount of the maximum
weekly benefit increased from $300 to $365 on September 7, 1998 and will
increase in September 2000 to one-half of the average weekly wage. Itis
estimated that the average weekly wage in September 2000 will be about $800 per
week resulting ina  maximum weekly benefit of approximately $400.

. Benefit Rate Calculation - Effective April 1, 1999, benefit rates are calculated in
anew way. Instead of being equated to one-half the claimant's average weekly
wage, they are set at one twenty-fifth of high quarter earnings. Beginning in
September 2000, benefits will be computed at the rate of one twenty-sixth of high
quarter wages is the wages are greater than $3,575 and one twenty-fifth of high
quarter wages if they are $3,575 or less.

. Suitable/Capable Work Requirement — Beneficiaries are required to accept
suitable work based on their previous education, work experience and earnings if it
iswithin a reasonable commuting distance. The law was amended to require that
claimants must accept suitable employment during the first 13 weeks of their claim
and from the 14th week on they must accept any job that they are capable of
performing if the quarterly wages from the job are at least 80 percent of the
claimant's high calendar quarter wages received in the base period of the wages
prevailing for smilar work, whichever isless.
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. Wage Credits — Wages earned during the base-period from a specific employer
will not be credited as qualifying wages if the reason for termination was dueto a
crimina act.

Reemployment Services Fund

. A Reemployment Services Fund was established to provide additiona automated
systems and staff to provide enhanced Reemployment services and claimant
management activities for Ul claimants and for the payment of associated
adminigtrative costs relating to Ul claimants. The fund is financed through a new
Reemployment Services Tax of 0.075% of taxable wages. This new tax was
offset by an equivaent reduction in the Subsidiary Tax rate. This fund generates
about $35 million ayear and was established with the expectation that the state
would improve its job placement efforts for unemployment insurance recipients.

Charging of Benefitsto Employer Accounts

. Benefits are no longer charged to employers accounts in reverse chronological
order. The last separating employer is charged seven times the weekly benefit
amount with the remainder of the claim charged to each base-year employer in
proportion to its share of wages paid to the claimant during the base-year.

Benefit Financing

Although extensive Ul financing reforms were enacted, they were designed to be revenue neutral,
overal. The intent was to redistribute more of the cost of Ul benefits to the employers who
account for the mgjority of layoffs. Stable employers, those with positive account balances saw a
tax reduction, while unstable employers, those with negative account balances, have experienced
tax increases.

. Taxable Wage base - The taxable wage base was increased from $7,000 to 8,500
effective January 1, 1999. The experienced-based Normal tax table and the
Subsidiary tax schedule were adjusted to hold positive-balanced employers

harmless.

. Supplemental tax - The 0.7% Supplemental tax, which was a solvency tax enacted
in 1988, was repealed.

. Higher tax rates for unstable employers - The maximum rates in the Normal tax

table (those assigned to the least stable employers) rose from 5.4% in 1998 to
7.3% in 1999. If the Size-of-Fund Index (SOFI) is less than 2.0, the maximum
rateis 7.7%. A "sable negative account employer” adjustment factor was
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enacted to mitigate the impact of these normal tax increases on stable seasonal
employers. This provision improves the negative account balance of employers by
four percentage pointsiif their aggregate taxable payrolls during the latest payroll
year are at least 80% of the average of the previous three years payrolls. The
Normal tax rate for employers that qualify for the “stable negative account
employer” adjustment cannot be reduced below 6.1%.

. Lower tax rates for stable employers. The minimum Normal tax rates (those
assigned to employers with the fewest layoffs), was reduced from 0.5% in 1998 to
0.0% in 1999 if the SOF is 2.0 or greater. If the SOFI fallsbelow 2.0, the
minimum Norma rate is 0.1%.

. Employer’ s account percentage cal culation — Previously, employers  account
percentages are calculated by dividing the year-end balance in their accounts by
the average of their last three years taxable payrolls. The legislation changed the
denominator to the average of the last five years.

. Size-of-Fund Index — the Size-of-Fund Index is computed by dividing year-end
Trust Fund reserves by the average of aggregate taxable payrolls over the last
five years. Previoudy, the average of taxable payrolls over the last three yearsis
used in the denominator.

. New Employer Tax Rate — The Normal tax rate assigned to new employers was
increased from 2.7% to 3.4%.
. Negative balance write-offs — Previoudly, if an employer had a Ul account deficit

greater than 2.0% of its taxable payrolls at the end of the calendar year, the deficit
in excess of 2.0% was written off to the General Account. The threshold for
these write-offs was raised to 21.0%.

. Subsidiary tax — The Subsidiary tax is no longer asingle rate levied uniformly on
al employers, but instead an experience-linked range of fiverates. The Subsidiary
tax rate assigned to each employer from the range of ratesis based on the
account percentage of the employer at the end of the previous calendar year. The
new Subsidiary tax table consists of 11 rate ranges, with the range in effect during
any given year dependent on the year-end balance in the General Account. The
General Account thresholds used to determine the range of rates have been
expanded to reflect the size of current General Account transactions.

. Minimum tax rate — The minimum total tax rate of 0.3% was repealed
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Appendix: Summary of Key Provisions of 2000 Ul Legidation

Reform of Eligibility Requir ements

The February 2000 legidation establishes a cap on the earnings in the high
calendar quarter for purposes of determining whether or not the claimant has
earned one and one-half times the high quarter earnings in the base year. The cap
is set at 22 times the maximum benefit. Currently that cap would be 22 times
$365 or $8,030. Therefore any applicant who has earned one and one-haf times
that cap or $12,045 would be digible for benefits regardless of how those benefits
are distributed as long as the applicant has worked at |east one day in a second
calendar quarter.

Establishment of an Unemployment | nsurance Control Fund and Penalities for Failureto
File Timely and Accurate Quarterly Wage Reports

A new section 552-b of the law established in the joint custody of the
Commissioner of Taxation and Finance and the State Comptroller a fund
congsting of al penalties imposed and collected for failure to file a quarterly
combined withholding wage reporting and unemployment insurance return to be
used for the location and prevention of fraud and abuse, collection and
enforcement activities, benefit payment control activities and other qudity control
activities related to the unemployment insurance program.

A new section 575-A sets forth the pendlties for failure to provide complete and
correct wage reporting information ranging from $1 for each employee for the
firgt failure to $25 per employee for third and subsequent failures in any eight
consecutive quarters when discovered through an examination of an employer’s
records and $25 per occurrence when discovered in relation to a specific
claimant’s claim for benefits.

The new law aso establishes pendties for an employer who failsto file a
quarterly combined withholding wage reporting and unemployment insurance
return equal to five percent of the amount of contributions required to be shown on
such return with an additiona five percent, not exceeding 25 percent for each
additional month or fraction thereof during which such failure continues.

Increased Contribution Rates for Employerswith Negative Account Per centages

1 Tax rates were increased for employers with negative account percentages when the “size
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of fund index” islessthan 2 percent. The size of fund index isthe Ul fund balanceasa
percentage of all payrollsfor the preceding year or, if lower, asa percentage of the average
payrollsfor the five previous years. The tax rates were increased by .4% for employers with
negative balances greater than or equal to 4 percent of their average payrolls. Tax ratesfor
employers with negative account balances of |ess than 4.0% were increased by only .2%
Tax rates for employers with positive account balances were not changed.

Alternate Benefit Calculation Formula

Subdivision 12 is added to Section 590 of the law to provide for the reconsideration
of the benefit rate when the claimant would have received a higher benefit under
the pre-1998 rules. Specifically, if the claimant can show proof of employment in
at least 20 weeks of hig’her base year and that one half the average weekly wage
for this period is $5.00 greater than the claimant’ s benefit under the 1998 formula,
then the claimant may receive the larger amount. Benefits calculated using the
aternate formula are still subject to the statutory maximum.

Correction of the Prevailing Wage Provision

The condition for continuation of benefits was amended to conform with the
federa statute. The 1998 law required that a claimant <till unemployed after
receiving thirteen weeks of benefits was required to accept any employed
proffered that paid not less than 80 percent of such claimant’s high calendar
quarter wages OR substantially less than the prevailing wage for similar work in
the locality. The 2000 amendments changed this language to require clamants to
accept work paying not less than 80 percent of high calendar quarter wages AND
not substantially less than the prevailing wage.

30



