UNEMPLOYMENT INSURANCE & EMPLOYMENT SERVICE REFORM

A NEW BALANCE

EXECUTIVE BRIEF

Near-Term Actions
· The President’s proposals to help unemployed workers and states during the economic slowdown were substantially achieved with the enactment of the Job Creation and Worker Assistance Act of 2002 (P.L. 107-147).

· Temporary Extended Unemployment Compensation – Effective March 10 through the end of 2002, up to 13 weeks of benefits are available to eligible individuals in all states (i.e., no state “triggers”) and up to an additional 13 weeks to eligible individuals in states with high and rising unemployment.  These benefits are entirely federally financed.

· Special Reed Act Distribution – On March 13, states received $8 billion in federal unemployment trust funds which can be used to expand benefits, enhance services to businesses and reemployment services to unemployed workers through One-Stop Career Centers, shore up low reserves in state trust funds, or allow a cut in employer payroll taxes.

Long-Term Reforms
· Federal-State Extended Benefits (EB)

· The mandatory EB trigger would be lowered from 5.0% insured unemployment rate to 4.0%; more states would reach the trigger level and do so earlier in future recessions.

· The special federal requirements relating to eligibility of claimants for EB would be repealed; state law provisions regarding eligibility for regular compensation would apply to EB.

· Federal Unemployment Tax Act (FUTA) 

· Reduce the FUTA tax to 0.6% in January 2003, cutting taxes by 25%.  

· Reduce the FUTA tax to 0.4% in 2005 and to 0.2% in 2007 and thereafter.  
· Streamline FUTA forms and filing.  A technical change to federal law will allow the IRS to simplify the federal unemployment tax form.  (Under that change, the calculation of taxes due would take into account that all states assign rates of at least 5.4%.)  In addition, FUTA and state unemployment quarterly tax reporting would be codified.

· The remaining 0.2% FUTA tax would be used to make federal loans available to any state that runs out of funds to pay unemployment benefits or administrative costs, pay the federal share of EB, make state grants for certain federal activities, and supplement administrative funding as necessary through the authorization period (FY 2012).

· Administrative Funding

· Transfers primary responsibility for financing the administration of unemployment insurance (UI) and employment service (ES) programs from the federal government to state governments effective with the start of FY 2007, with a transition period for FYs 2003 – 2006.

· During the transition period, the federal government

· continues to fund costs for FYs 2003 and 2004 for all states,

· transfers $3.5 billion to states’ accounts in the Unemployment Trust Fund in each of FYs 2004 and 2005; $25 million per year minimum for each state, and

· shares costs for FY 2005 (provides 2/3 of FY 2002 levels adjusted for workload and inflation) and FY 2006 (provides 1/3 of FY 2002, adjusted).

· Provides hold-harmless funding in FYs 2007 through 2012.

· For FY 2007, a state would receive the difference between its FY 2004 funding level, adjusted for inflation and UI workload, and estimated revenues from a 0.4% tax on a $7,000 taxable wage base.

· For FYs 2008 through 2012, same as above, except that adjustment would be for UI workload only.

· Federal grants to states would continue for federal activities such as federal unemployment claims, tax credits, alien labor certification, required reports and BLS statistical programs.  UI and ES national activities, which support the states collectively, such as the Interstate Connection (ICON) telecommunications network, would also continue.

· States could use their existing UI tax systems to fund UI and ES administration or create a separate administrative tax, which could be deposited in the trust fund or not, as each state chooses.  States could also choose to use state general funds.    

· Federal Role

· The federal government’s role of monitoring conformity/compliance and state programs’ performance would continue.  

· Federal requirements related to prompt and proper payment of benefits, fair hearings, coverage of services, etc., would not change.

· State Flexibility provisions include:

· Giving states access to the National Directory of New Hires for quick detection of individuals who have gone back to work, but continue to collect UI.

· Permitting states to pay for certain tax collection activities by maintaining compensating balances in the banks performing the activities.

· Making technical changes so that states will follow state, rather than federal, requirements for Reed Act appropriations by state legislatures.

· Clarifying that UI claimants are not required to present proof of citizenship in person when they claim benefits that include federal funds.

· Allowing states greater flexibility in the use of proceeds from the sale of federal equity in real property. 

· Miscellaneous provisions include:

· Prohibiting states from reducing benefits due to pension rollovers that are not deemed income for federal income tax purposes.

· Repealing a provision that results in certain individuals performing federal service under contract being denied UI in cases where private sector (or state) workers performing the same services would be eligible.

· Making technical changes to the Short Time Compensation program, which will allow states to continue operating these programs as they currently exist.
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