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MINUTES OF THE SENATE COMMITTEE ON COMMERCE.
The meeting was called to order by Chairperson Alicia Salisbury at 8:00 a.m. on March 6, 1998 in Room

123-S of the Capitol.

Members present: Senators Salisbury, Barone, Brownlee, Donovan, Gooch, Jordan, Ranson, Steffes and
Umbarger.

Committee staff present: Lynne Holt, Legislative Research Department
Jerry Donaldson, Legislative Research Department
Bob Nugent, Revisor of Statutes
Betty Bomar, Committee Secretary

Conferees appearing before the committee:
Representative Alfred J. Lane
William Layes, Chief, Labor Market Information Services, Department of Human
Resources
Terry Leatherman, Kansas Chamber of Commerce and Industry

Others attending: See attached list

Upon motion by Senator Barone seconded by Senator Umbarger, the Minutes of the March 5, 1998 Meeting
were unanimously approved.

HB 2645 - Continued moratorium on _employment law contributions

Representative Alfred J. Lane, testified in support of SB 2645 which extends the moratorium on
unemployment insurance taxes for a fifth year. Representative Lane stated the trust fund balances are adequate
to provide for an extension in CY 1999. The House Committee reduced the circuit breaker for CY 1999 from
2% to 1.75%. The circuit breaker ensures that if the trust fund drops below 2% (1.75%) of the gross wages
for the State of Kansas as determined on July 31st of the preceding year, the moratorium would not be in
effect for the next year. (Attachment 1)

William Layes, Chief of Labor Market Information Services, Department of Human Resources
(DHR), stated the unemployment insurance trust fund balance is expected to reach $556.6 million by July 31,
1998, and it is estimated the balance will reach $519.1 million by the end of CY 1998, and $428.4 million by
the end of CY 1999. Mr. Layes stated current law provides that if the trust fund is less than 2% of total wages
on July 31, the moratorium would not be in effect for the ensuing calendar year. HB 2645 lowers the ratio
from 2% to 1.75%. The DHR recommended this change to ensure that the moratorium would be effective for
rate year 1999. The best estimate indicates that the fund level will drop to those levels by July 1998. The trust
fund must be at $438.4 millions or greater as of July 31, 1998 for the moratorium to be effective for CY 1999.

(Attachment 2)

Mr. Layes stated that if HB 2645 is enacted and the moratorium extended through CY 1999,
employers will then become liable for taxes in CY 2000. The 1995 Legislature provided a “phase-in” of taxes
following the moratorium. This change reduces total amounts collected from employers by about 50%. Mr.
Layes stated the DHR recommends the moratorium be extended through CY 1999.

Charts provided the Committee by DHR illustrate the responsible manner in which Kansas has
provided for its unemployed citizens, ranking 16th in reserve fund ratios (relationship of trust fund balance to
total wages of covered employment) and 9th in high cost multiple (number of years the current trust fund
balance could pay benefits during a time equivalent to the latest high cost period). Mr. Layes stated the present
unemployment for the state is 3.5% and it is estimated 30 - 35% of the unemployed are collecting
unemployment compensation.

In response to questions regarding why there has been a more rapid decline in the trust fund the past
year Mr. Layes stated there has been an increase in average weekly payments and a reduction in interest

Unless specifically noted, the individual remarks recorded herein have not been transcribed
verbatim. Individual remarks as reported herein have not been submitted to the individuals 1
appearing before the committee for editing or corrections. :
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MINUTES OF THE SENATE COMMITTEE ON COMMERCE, Room 123-S Statehouse, at 8:00 a.m.
on March 6, 1998.

earnings. Mr. Layes stated there was an 8% increase in average wages in CY 1997 and it is estimated there
will be a 5% increase in CY 1998.

Terry Leatherman, Kansas Chamber of Commerce and Industry (KCCI), testified in support of HB
2645. Mr. Leatherman stated the KCCI is confident the trust fund will have more than adequate revenues to
pay unemployment benefits if the moratorium is extended and does not believe the moratorium for an
additional year will produce “sticker shock” when taxes resume in 2000. Mr. Leatherman stated a National
Foundation on Unemployment Compensation and Workers Compensation, in its latest study in 1995, found
Kansas employers paid .16 of one percent of their total payrolls in unemployment compensation taxes. That is
the lowest in the United States. (Attachment 3)

Senator Ranson moved, seconded by Senator Steffes that HB 2645 be recommended favorable for
passage. The recorded vote was in favor of the motion. Yes 9 - Absent 2.

The meeting was adjourned at 8:50 a.m.

The next meeting is schedule for March 11, 1998.
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TESTIMONY ON HOUSE BILL 2645
SENATE COMMERCE COMMITTEE
MARCH 6, 1998

THANK YOU, MADAM CHAIRPERSON, LADIES AND GENTLEMEN OF
THE COMMITTEE.

| APPEAR BEFORE YOU IN SUPPORT OF HB 2645, THE EXTENSION
FOR THE 5TH YEAR OF THE MORATORIUM ON EMPLOYMENT SECURITY
LAW CONTRIBUTIONS. | WILL LEAVE THE DETAILS OF THE
MORATORIUM FOR THE OTHER CONFEREES.

PRIOR TO 1995, THERE WAS A CONCERN AMONG MANY THAT THE
EMPLOYMENT SECURITY TRUST FUND FOR KANSAS, HELD IN
WASHINGTON, D.C., HAD GROWN TO AN EXCESSIVE AMOUNT. FOR
SEVERAL YEARS, WE ATTEMPTED TO TINKER WITH THE TAX RATE. THIS
MADE NO SIGNIFICANT CHANGE IN THE BALANCE OF THE FUND.

IN 1995, REPRESENTATIVE GREG PACKER CAME UP WITH THE
CONCEPT OF A MORATORIUM ON THE TAX FOR “POSITIVE PAY”
EMPLOYERS. THE BILL ALSO CONTAINED PROVISIONS FOR LOWERING
THE TAX RATE FOR NEGATIVE PAY EMPLOYERS, BRINGING NEW
BUSINESSES IN AT A 1% RATE AND WHEN THE TWO YEAR
MORATORIUM WAS OVER, TO BRING THE TAX RATES BACK IN AT
APPROXIMATELY 50% OF THE PRE -1995 RATES. IT ALSO CONTAINED A
"CIRCUIT BREAKER” OF 2%, I.LE. IF THE TRUST FUND WOULD DROP
BELOW 2% OF THE GROSS WAGES FOR THE STATE OF KANSAS AS
DETERMINED ON JULY 31ST OF THE PRECEDING YEAR, THE
MORATORIUM WOULD NOT BE IN EFFECT FOR THE NEXT CALENDAR
YEAR.

THE ONLY CHANGE IN THIS MORATORIUM BILL FOR CALENDAR
YEAR 1999 IS FOR THE “CIRCUIT BREAKER” TO BE REDUCED TO 1.75%.
THERE IS A CHANCE, DUE TO VARIOUS FACTORS, THAT USING THE 2%
NUMBER COULD CAUSE THE MORATORIUM TO NOT BE IN EFFECT FOR
CY 1999,

THANK YOU -OR YOUR TIME.
REP. AL LAM Senate Commerce Committee

Date 5-O& — 9\57
Attachment # /- / heeis| - 2

MEMBER JOINT PENSIONS, INVESTMENTS & BENEFITS
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Monitoring the Kansas Unemployment Insurance Trust Fund
January 1998

January Year To Date

1998 1997 1998 1997
Reserve Fund Balance $593,946,032  $637,982,021 nia nla
Contributions Received 2,141,322 2,167,098 2,141,322 2,167,098
Benefit Payments 14,366,135 16,104,209 14,366,135 16,104,209
Treasury Interest 10,303,071 10,903,799 10,303,071 10,903,799
Penalty/Interest 41,147 38,408 41,147 38,408
n/a Not applicable
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SENATE COMMERCE COMMITTEE
STATUS OF EMPLOYMENT SECURITY TRUST FUND AND HB2645
MARCH 6, 1998
Good morning Ms. Chairwoman and members of the committee, my name is
William Layes. | am Chief of Labor Market Information Services, Kansas
Department of Human Resources. | appear before you this morning to speak
regarding HB2645 which would extend the Kansas Unemployment Insurance
Moratorium through CY1999.
Unemployment Insurance Trust Fund - History and Projections
The trust fund balance at the beginning of the moratorium on January 1, 1995
was $723.8M. By July 31, 1998 the fund balance is expected to reach $556.6M.
We estimate by the end of CY1998 the-ba‘lance is expected to reach $519.1M,
and at the end of CY1999 that balance is- expected to be $428.4M.
Moratorium Trigger
The current law contains a trigger mechanism which would prevent continuation
of the moratorium should the fund balance become dangerously low. The
current- law provided that if the trust fund were less than 2% of total wages on
July 31, the moratorium would not be in effect for the ensuing calendar year.
HB2645 also contains this trigger mechanism but lowers the ratio from 2.0% to
1.75%. The Department recommended this change to ensure that the
moratorium would be effective for rate year 1999. Our best estimate indicates
that the fund level will not drop to those levels by July 1998. The trust fund must

be at $438.4M or greater as of July 31, 1998 for the moratorium to be effective

for CY1999. >
enate Commerce Committee

Date F -l g;y
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Taxes Following the Moratorium

Should HB2645 be enacted, the moratorium will be extended through CY1998.
Employers will then become liable for taxes in CY2000. Legislation was enacted
by the 1995 session of the Kansas Legistature which provided for a "phase-in" of
taxes following the moratorium. This change reduces total amounts to be

collected from employers by about 50%. Therefore, beginning in CY2000,

employers will pay about one-half what otherwise would have been collected

under the pre-moratorium law (1994). This was accomplished by amending
Schedule 11l in the law which determines total income to the fund. At this time,
our best estimates for minimum and maximum tax rates appear below.

Estimated Tax Rate For CY2000

1994 Current
Rates Law Law
Minimum Calculated Rate 1 .04
Maximum Calculated Rate 7.02a/ 3.36
Estimated Amount $310,100,000 $178,700,000

a/ Maximum allowable rate of 5.4%. Therefore, all employers
below the maximum will be adjusted upward.

Recommendation

The Kansas Department of Human Resources recommends that the moratorium
be extended through CY1999 by enactment of HB2645. It is our belief that the
favorable current economy will continue through CY1999 and the trust fund can

safely permit extension of this tax measure.

Ms. Chairwoman, this concludes my testimony. | would be happy to answer

questions.
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State Comparison of the High Cost Multiple
End of CY 1996
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LEGISLATIVE
TESTIMONY

Kansas Chamber of Commerce and Industry

835 SW Topeka Blvd. Topeka, KS 66612-1671 (785) 357-6321 FAX (785) 357-4732 e-mail: kcci@kspress.com
HB 2645 March 6, 1998

KANSAS CHAMBER OF COMMERCE AND INDUSTRY
Testimony Before the
Senate Committee on Commerce
by
Terry Leatherman

Executive Director
Kansas Industrial Council

Mr. Chairman and members of the Committee:
My name is Terry Leatherman. | am the Executive Director of the Kansas Industrial Council, a
division of the Kansas Chamber of Commerce and Industry. Thank you for the opportunity to

express KCCl's support for the extension of the moratorium on the collection of taxes for the Kansas

Employment Security Trust Fund through calendar year 1999.

The Kansas Chamber of Commerce and Industry (KCCl) is a statewide organization dedicated to the

promotion of economic growth and job creation within Kansas, and to the protection and support of
the private competitive enterprise system.

KCClis comprised of more than 3,000 businesses which includes 200 local and regional chambers
of commerce and trade organizations which represent over 161,000 business men and women. The
organization represents both large and small employers in Kansas, with 47% of KCCl's members

having less than 25 employees, and 77% having less than 100 employees. KCClI receives no
government funding.

The KCCI Board of Directors establishes policies through the work of hundreds of the organization's
members who make up its various committees. These policies are the guiding principles of the
organization and translate into views such as those expressed here.

I have included for your review a Special Report which KCCI produced on this subject and
distributed to its members in November. This report attempts to capture how successful the

moratorium has been to date. It further reviews the key question th Senate Commerce Committee

Date S-Ob - 7
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of her it would be appropriate to extend the unemployment compensation moratorium throug.
calendar year 1999.

From KCClI's perspective, we wanted to be able to answer yes to two questions before
endorsing a fifth year for the moratorium. First, KCCI reviewed if the Employment Security Trust
Fund would be put at risk if the moratorium was extended one more time. Second, we reviewed the
question of "sticker shock," a term we coined to describe the potential for high unemployment taxes
when the moratorium ends and contributions become due.

To the first question, KCCl is confident the Trust Fund will have more than adequate revenues
to pay unemployment benefits if the moratorium is extended. One test to demonstrate that belief is a
look at the Kansas reserve ratio. This ratio is reached by determining how many months of current
unemployment benefits could be paid from the existing Trust Fund balance. In fiscal year 1997,
Kansas paid $143 million in unemployment benefits. Kansas began 1998 with a Trust Fund balance
of $596 million. That would make the Kansas resérve ratio 50 months, meaning we could pay the
unemployment obligations we experienced last year for 50 months without collecting another
unemployment tax dollar.

It is important to note that the issue before you today calls for the moratorium extension to
apply in 1999, not this year. Will the reserve ratio be as good next year as it is today? If history is a
barometer, it should be. During the life of the moratorium, the Kansas reserve ratio has been
amazingly steady. 1997 began with the reserve ratio at 52 months. In 1996 it was 56 months and in
1995 it was 52 months. In the report, there are other tests which support the notion that Kansas has

adequate Trust Fund reserves to support a fifth year of the moratorium.

KCCI also believes a further moratorium extension will not produce "sticker shock" when taxes
resume in 2000. Our measure for this test was $177 million, which is how much Kansas employers
paid in unemployment taxes in 1994, the year before the moratorium. If the moratorium is not
extended, and if all other factors remain constant, the unemployment tax yield for 1999 would be
around $125 million. If the moratorium is extended through 1999 as proposed, and again all other

-5
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fac ‘emain consistent, the year 2000 unemployment tax collections should be around $153
million. That would mean a fifth moratorium year can be enjoyed and taxes should remain well below
what they were back in the pre-moratorium days.

One final note. Here's a statistic from the National Foundation on Unemployment
Compensation and Workers Compensation. In 1995, the latest year in their study, Kansas
employers paid .16 of one percent of their total payrolls in unemployment compensation taxes. That
is the lowest in the United States. The unemployment compensation moratorium has made Kansas
the lowest unemployment compensation tax state in the country for 1995, and | am confident also for
1996, 1997 and 1998. KCCI would encourage this Committee to keep Kansas employers in this
position again in 1999, by extending the moratorium for a fifth year.

Thank you for the opportunity to testify in support of HB 2645. | would be happy to answer

any questions.

e
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REPORT

Kansas Chamber of Commerce and Industry

835 SW Topeka Blvd. Topeka, Kansas 66612-1671 (913) 357-6321 FAX (913) 357-4732

November 18997

Unemployment Compensation Taxes
How Long Will it be Until the Tax Collector Calls Again...

mor-a-to'ri-um, 77.;

1. alegal authorization, usually by a law passed in an emergency, to delay payment of money
due, as a bank or debtor nation.
2. the effective period of such an authorization.

It was legislative action in 1985 that brought Kansas a moratorium on the payment of unem-
ployment compensation taxes for most employers. However, the authorization was not barn
out of emergency, but opportunity. The moratorium, which has now been extended through
1988, has been an unqualified success on many fronts. It has directed hundreds of millions in
tax dollars back into the pockets of taxpaying businesses. The moratorium has also become a
hallmark of government responsiveness.

However, a moratorium, by definition, is temporary. Today's question is when should we push

ourselves away from the table? This report reviews the impact of the unemployment tax
moratorium and proposes the dialogue begin on when it should expire.

WHY DO WE HAVE AN UNEMPLOYMENT TAX MORATORIUM?

KCCI began touting the need to reduce unemployment compensation taxes years before the
initial moratorium bill was passed. In 18982, legislation to drop unemployment tax rates by
10% was considered. In 1993, that legislation was approved. KCCl was the business leader
of those early efforts.

There has been justification of a proposal to massively decrease unemployment taxes. Kansas
employers pay their unemployment taxes into the Kansas Employment Security Trust Fund.
Back when the moratorium was first proposed, the Trust Fund totaled over $720 million,

nearly five times more money than was needed to pay a typical year of unemployment benefits.

There was a serious flaw in the initial moratarium bill. There was no change in unemployment
tax rates. KCCl stressed that a tax rate decrease was vital. Since tax rates are tied to the
Trust Fund balance, KCCI pointed out that tax rates would skyrocket when the moratorium
ended in an effort to recoup the dollars not collected during the moratorium. In the end, the
KCCI position prevailed when an approximate 50% decrease in tax rates was included in the
maratorium bill.

S-#



KANSAS EMPLOYERS HAVE SAVED A HALF BILLION DOLLARS IN UC TAXES

In the pre-moratorium days of the early 90's, the unemployment tax dollars Kansas employers
annually paid ranged from $150 million to nearly $180 million. Under the moratorium, only
"negative balance" ([employers who had been charged more in benefits than taxes paid) and
"new" businesses (emplayers who have not been in business long enough to have an experi-

ence rating) pay unemployment taxes. With the bald legislation of 1995, the tax savings have
been dramatic.

The following table tracks how many tax dollars would have been collected if the Kansas
Legislature had not implemented the moratorium in 1985, compared to the taxes actually
collected during the moratorium. 1998 and 1393 taotals are estimates.

YEAR TAX COLLECTED IF TAX COLLECTED UNDER | TOTAL TAX DOLLARS
THERE HAD BEEN NO CURRENT LAW, DUETO | SAVED BY KANSAS
LAW CHANGE MORATORIUM BUSINESS

1995 $149 million $54 million $35 million

1996 $148 million $33 million $115 million

19897 $157 million $35 million $122 million

1998 $160 million $38 million $122 million

1989 $166 million $125 million $41 million

95-99 total $780 million $285 million Total Business Savings:

$495 million

There are two important things to note about the 1399 estimate. First, it shows the value of
the tax rate decrease in the ariginal bill. Even after a four year tax moratorium, the new tax
rates will call for $125 million in taxes, which will be significantly less than the $176.5 million
Kansas employers paid in unemployment taxes in 1994, the year preceding the moratorium.
A second point to note is the potential value of a fifth moratorium year, where employers would
pay around $40 million, instead of the $125 million which is estimated to be paid if the
moratorium ends in 1998.

IS THERE ENOUGH MONEY IN THE UNEMPLOYMENT POT?

After three years of an unemployment compensation tax maratorium, the Kansas Employment
Security Trust Fund remains able to meet its responsibility to meet its obligation to pay bene-
fits to unemployed Kansans.

Yearend | Total Unemployment | Benefits Paid Reserve Ratio High Cost Multiple
1996 4.0% $147.9 million 52.13 months 1.3
1995 4.4% $149.6 million 55.51 months 1.4
1994 5.3% $165.7 million 51.74 months 1.6
1993 5.0% $175.9 million 43.38 months 15

In the table, reserve ratio compares the Trust Fund balance to the benefits paid the previous
year, to measure how many months of benefit reserves exist. High cost multiple compares
the Trust Fund balance to the benefits paid during the highest period of unemployment during
the previous 139 years, adjusted by inflation.
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Tne 1986 high cost multiple of 1.3 means "worst case scenario” unemployment could be paid
from the Trust Fund for 1.3 years. Even though Kansas had concluded a second moratarium
year in 1996, only a handful of states could boast a high cost multiple better than 1.3. Itis
also interesting to note that lower unemplayment had caused the reserve ratio to be better
during the morataorium, than in the pre-moratorium days.

The facts dismiss the notion of an abandonment of employer responsibility to maintain an ade-
quate Trust Fund. With the moratorium in full swing, the reserves continue to exist to meet
the state's unemployment benefit needs. There is also a fascinating rhetorical question to
ponder. Has the success of the moratorium been achieved because of the drop in unemploy-
ment, or has the drop in unemployment been achieved because of the moratorium? Since
unemployment is very low across the country, it would be a stretch to credit the tax maorato-
rium with today's robust employment picture. However, it's reasonable to suggest that circu-
lating hundreds of millions of dollars in the private sector, rather than paying it in taxes, has
cantributed to the lowest unemployment period in Kansas in 20 years.

1999..SHOULD THE MORATORIUM CONTINUE?

Should Kansas employers enjoy a fifth year of the unemployment tax moratorium? An answer
depends on your tax tolerance when the moratorium ends.

From the Trust Fund solvency perspective, there is ample justification for a fifth moratorium
year. When the original moratorium was being debated, the pundits (including KCCI) esti-
mated 1987 would begin with a Trust Fund balance of around $500 million. Instead, the
Trust Fund was at $640 million when this year began. A view of reserve ratio and high cost
multiple continue to build confidence that a fifth year is possible without challenging the Trust
Fund's integrity.

On the other hand, there is the tax level perspective to a fifth moratorium year, perhaps better
called the "sticker shock" concept. Taxes are derived for unemployment by comparing the
Trust Fund balance to total payrolls of Kansas employers. If the moratorium is not extended, it
is time to pay unemployment taxes again in 1898, and certain assumptions hold true [benefits
paid and trust fund interest are the same as 1996 and payrolls increase at the same rate),
then 19989 taxes should be $124.6 million.

Trust Fund Balance [as of 7/97) $619.0 million
Taxes Paid from 7/897 thru 7 /98 $ 38.0 million
Interest Earnings from Trust Fund [19986] $ 50.2 million
subtotal $707.2 million
T Benefits Paid {1956] ] $147.9 million
Likely 7,798 Fund Balance $559.3 million
Total Kansas Payraoll (fy 96 plus .0622%)] $ 23.5 billion
Ratio of Fund Balance to Total Payroll 2.38%
Planned Yield (from Kansas law) 0.53%
Total Taxes Needed (Yield times payroll) $124.6 million

If the moratorium is extended through 18399, Kansas employers will save an additional $80
million in taxes. However, the Trust Fund will continue to be reduced while payrolls will grow.
As a result, when taxes are calculated for the year 2000, the scenario could look like this:
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Trust Fund Balance (as of 7/98) $559.3 million
Taxes Paid from 7,/98 thru 7,/99 $ 38.0 million
Interest Earnings from Trust Fund $ 50.2 million
subtotal $647.5 million
Benefits Paid $147.9 million.
Likely 78989 Fund Balance $499.6 million
Total Kansas Payrall (fy 97 plus .0622%)] $ 25.0 billion
Ratio of Fund Balance to Total Payroll 2.00%
Planned Yield 0.61%
Total Taxes Needed (Yield times payroll) $152.5 million

CONCLUSION

The unemployment compensation tax moratorium has been very successful. It is a corner-
stone of legislative tax reform efforts. KCCl is also very proud to have played a major role in

this success story, from the beginning.

KCCI has also been closely watching the moratorium because of the role the business com-

munity assumes towards unemployment compensation. Business is responsible for assuring

that benefits will be there for workers who become unemployed through no fault of their own.

We should not lose focus on the viability of the system.

When should the unemployment compensation tax moratorium end? The Governor, legislative
leaders and KCCl are all looking for that answer. Since the tax burden ultimately rests on your

shoulders, please let us know what you think.



