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UNEMPLOYMENT COMPENSATION PROGRAM



UNEMPLOYMENT COMPENSATION PROGRAM

History

** STATE AND FEDERAL GOVERNMENT RELATIONSHIP

* CREATED BY FEDERAL LAW AUGUST 14, 1935

* ENACTED BY ALASKA LAW APRIL 2, 1937
** MINIMUM STANDARDS SET BY FEDERAL GOVERNMENT

** MOST DECISIONS LEFT TO ADMINISTERING STATE
TO ACHIEVE LOCAL NEEDS




UNEMPLOYMENT COMPENSATION PROGRAM
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Program's Primary Function

ALLEVIATE ECONOMIC HARDSHIPS RESULTING
FROM LOSS OF WAGES THROUGH NO FAULT
OF UNEMPLOYED WORKER

PROVIDE WAGE LOSS REPLACEMENT

* AS EARNED RIGHT
* IN DIGNIFIED AND ORDERLY MANNER
* TO MAINTAIN STANDARD OF LIVING

* WITHOUT DESTROYING INCENTIVE TO WORK



UNEMPLOYMENT COMPENSATION PROGRAM

Program Support and Economic Objective

*%* CONSIDERED MANDATORY FRINGE BENEFIT
PRIMARILY SUPPORTED BY EMPLOYER AND
SUPPLEMENTED BY EMPLOYEE IN ALASKA

**  TO STABILIZE ECONOMY BY SUSTAINING
PERSONAL INCOME OF UNEMPLOYED WORKER
THEREBY COMBATING DECLINES IN PURCHASING
POWER IN “GOOD” TIMES AND “BAD”



UNEMPLOYMENT COMPENSATION PROGRAM

President Nixon Expressed

*%*  FEDERAL GOVERNMENT TRADITIONALLY ESTABLISHES
MINIMUM IMPROVEMENTS TO UPGRADE PROGRAM

** CALLED UPON STATES TO FOLLOW LEADS OF
PROGRESSIVE STATES

** IMPROVE PROGRAM TO STATE’S ECONOMIC NEEDS

To Avert Need For Federal AcTion

*% STATES MUST DEVOTE IMMEDIATE ATTENTION TO FOLLOWING
MAJOR AREAS
* PROVIDE COVERAGE TO GOVERNMENT WORKERS
* PROVIDE ADEQUATE BENEFITS

* PROVIDE ECONOMIC RESPONSIVENESS



UNEMPLOYMENT COMPENSATION PROGRAM

Federal Amendments

**  EMPLOYMENT SECURITY AMENDMENTS OF 1970
* MOST SIGNIFICANT ACT TO AMEND UNEMPLOYMENT

COMPENSATION PROGRAM SINCE ENACTMENT IN 1935
AS PART OF SOCIAL SECURITY ACT

Alaska State Amendments

**  GOVERNOR EGAN’S HOUSE BILLS 159 AND 433

* MOST SIGNIFICANT PROPOSED AMENDMENTS TO
EMPLOYMENT SECURITY ACT SINCE ENACTED IN 1937
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RECOMMENDATIONS TO STRENGTHEN AND
IMPROVE ALASKA'S PROGRAM

Alaska's Legislative Policy

** TO CARRY OUT PRECEDING OBJECTIVES
GOVERNOR EGAN HAS RECOMMENDED THE
ALASKA LEGISLATURE TO ENACT IMMEDIATE
LEGISLATION TO PROVIDE MINIMUM IMPROVEMENTS
TO ALASKA’S UNEMPLOYMENT COMPENSATION
PROGRAM



RECOMMENDATIONS TO STRENGTHEN
AND IMPROVE ALASKAS PROGRAM

Minimum Improvements To Introduce More Equity Into System

** EXTEND UNEMPLOYMENT COMPENSATION PROTECTION
TO MOST STATE GOVERNMENT EMPLOYEES

** PROVIDE ADEQUATE BENEFITS RESPONSIVE TO ECONOMY

*# ASSURE EQUITABLE TAXATION THROUGH ECONOMICALLY
RESPONSIVE TAX SYSTEM WHICH

* MAINTAINS FUND ADEQUACY
* ELIMINATES REGRESSIVE TAXATION
* REDUCES COMPETITIVE ADVANTAGE OF NEW EMPLOYERS

* PROVIDES REIMBURSABLE FINANCING






EXTEND PROTECTION TO

GOVERNMENT EMPLOYEES
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EXTEND PROTECTION TO GOVERNMENT EMPLOYEES

House Bill 159

**  BRINGS TO 30% OF THE WORKERS NOT COVERED
THE PROTECTION UNEMPLOYMENT INSURANCE
PROVIDES

#%  PROVIDES STATE GOVERNMENT EMPLOYEES PROTECTION
AT THE LEAST COST TO THE STATE THROUGH REIMBURSABLE
FINANCING
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ALASKA

PRESENT AND PROPOSED UNEMPLOYMENT INSURANCE COVERAGE OF WAGE AND SALARY EMPLOYMENT

Calendar Year 1970

NUMBER ! PERCENT 8,300 SELF EMPL. & UNPAID
TOTAL COVERED FAMILY WORKERS
& NONCOVERED 104,756 | 100.0 > JOBS N rog ) ERED
) 100 CANADIAN RAILROAD ’
TOTAL COVERED 73,406 70.1
Commodity Producing 17,917 17.1
Mining 2,994 2.8 800 AGRICULTURE A
Contract Const, 6,893 6.6
All Manufacturing 7,838 7.5 3,200 DOMESTIC SERVICE
Ag., Forestry & Fish. 192 2 1,500 NONPROFIT > JOBS PROPOSED
Distributive 37,375 | 357 INSTITUTIONS T0 BE g TED
Trans., Comm, & Util. 8,973 8.6 ’
Whsle, & Ret. Trade 15,357 14.6 7,800 LOCAL GOVERNMENT
~ Fin., Ins. & Real Est. 3008 | 30 <
Services 9,947 9.5
Government 18,114 17.3
Federal 17,111 | 16.3
State 724 7
Local 279 3
Noncovered (estimated) 31,350 | 29.9 ' \
Self Employed & Un- 9,650 STATE GOVERNMENT }JOBS CURRENTLY
paid Fam”y_ Workers 8,300 7.9 {30% of noncovered employment) PROPOSED
Canadian Railroad 100 N TO BE COVERED
Agriculture 800 .8 279 LOCAL GOVERNMENT
Domestic Service 3,200 3.1
Nonprofit Inst, 1,500 1.4 724 STATE GOVERNMENT
Local Government 7,800 7.4
State Government 9,650 9.2

The coverage extensions currently proposed provide a significant advance toward bringing into the program

workers in need of wage loss protection.
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EXTEND PROTECTION TO GOVERNMENT EMPLOYEES

Reimbursable Financing

**  PRIVATE INDUSTRY MOTIVATED BY INCENTIVE TO MAKE PROFIT

*%  TAX EXEMPT GOVERNMENT & NON PROFIT ORGANIZATIONS ARE NOT
* GOVERNMENT & NON PROFIT ORGANIZATIONS SHOULD NOT
SUBSIDIZE BENEFIT COSTS OF PROFIT MAKING ENTITIES

* NON PROFIT EMPLOYERS ARE ALLOWED TO PAY ONLY COSTS
OF BENEFITS

* BASIC REASON GOVERNOR EGAN RECOMMENDED REIMBURSABLE
FINANCING FOR STATE GOVERNMENT WORKERS
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EXTEND PROTECTION TO GOVERNMENT EMPLOYEES

Reimbursable Privilege Is Not Presently
In Our Law

** ALL GOVERNMENT ENTITIES ELECTING COVERAGE
MUST BE TAXED AS PROFIT EMPLOYER

** THIS REQUIREMENT HAS STIFLED ACTION BY STATE
OR LOCAL GOVERNMENT ENTITIES TO ELECT COVERAGE

** BENEFIT COSTS TO COVER STATE WORKERS CONSIDERABLY
LESS THAN OTHER WORKERS

* PRESENT EXPERIENCE SHOWS COST EQUAL TO .8% OF
TOTAL PAYROLL

* AVERAGE COST FOR ALL WORKERS IS 1.8%
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EXTEND PROTECTION TO GOVERNMENT EMPLOYEES

House Bill 159 Introduces More Equ%ty‘!nto
Program

** STATE GOVERNMENT COVERAGE WOULD BE PROVIDED AT
LEAST COST TO STATE

**  STATE WOULD PARTICIPATE AS ANY OTHER NON PROFIT
EMPLOYER ON A REIMBURSABLE BASIS

** GOVERNOR EGAN IS REVIEWING MEASURES TO EXTEND
PROTECTION WITH SAME PRIVILEGE TO LOCAL GOVERNMENT
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ADEQUATE BENEFITS
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ADEQUATE BENEFITS
Historical Highlights

RECESSIONS IN 50°S AND ACTUARIAL DEFICIENCIES
RESULTED IN

* UNEMPLOYMENT COMPENSATION FUND’S INADEQUACY
TO MEET BENEFIT PAYMENTS IN 1955 AFTER BOOM
ECONOMY OF THAT DECADE

ACTUARIAL DEFICIENCIES

* EQUIVALENT TO 1/3 OF PRESENT FUND BALANCE WAS
PROCURED FOR LOANS DURING 1955-1960 TO KEEP
PROGRAM ALIVE

ALASKANS LOST INTEREST OF $1,000,000

ALASKA BENEFIT STRUCTURE NEGLECTED SINCE PAYMENTS
FROM 1955-1971 WERE PRIMARILY TO IMPROVE FUND’S
FINANCIAL CONDITION
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ADEQUATE BENEFITS

Inequities of Present Benefit Structure
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ORIGINAL EQUITY OF 40% WAGE LOSS REPLACEMENT IN
EARLY YEARS HAS LONG SINCE BEEN DESTROYED

ALASKA 1969 WAGE LOSS REPLACEMENT REACHED LOWEST
LEVEL IN HISTORY OF PROGRAM AT 22%

U.S. AVERAGE IS 36%

1970 WAS FIRST TIME IN HISTORY ALASKA AVERAGE WEEKLY
BENEFIT AT $49.49 WAS LESS THAN U.S. AVERAGE OF $50.31

3}3 STATES HAVE MAXIMUMS HIGHER THAN ALASKA’S MAXIMUM
OF $60

EVERY STATE EXCEPT ALASKA PASSED LEGISLATION IN 1971
PROVIDING FOR INCREASED BENEFITS

50% OF ALASKA’S CLAIMANTS DRAW THE MAXIMUM BENEFIT,
MORE THAN EVER BEFORE

20
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ADEQUATE BENEFITS

Federal Minimum Standard

** COMPENSATION FOR LOST WAGES SHOULD EQUAL
STANDARD LIVING EXPENSES, ABOUT 50% OF AVERAGE
WEEKLY WAGES

¥ MAXIMUM SET AT 66 2/3% OF AVERAGE WEEKLY WAGE
WOULD PROVIDE ADEQUATE BENEFITS TO MAJORITY OF
UNEMPLOYED WORKERS

**  PRESENT 22% ALASKA WAGE LOSS REPLACEMENT FALLS
FAR SHORT OF 50% NEEDED
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ADEQUATE BENEFITS

House Bill 433 Introduces More Equity
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PROVIDES FOR GENERAL IMPROVEMENT BY INCREASING

EVERY WEEKLY BENEFIT BY $5 USING THE CURRENT
LAW AMOUNT OF BASE YEAR EARNINGS FOR ELIGIBILITY

PROVIDES FOR ECONOMIC SENSITIVITY BY ANNUALLY
SETTING WEEKLY MAXIMUM AT 40% OF AVERAGE WEEKLY
WAGE THEREBY

* BRINGING INCREASED BENEFITS TO ALL CLAIMANTS

* ALLOWING HIGHER EARNINGS CLAIMANTS EACH YEAR
TO RECEIVE HIGHER EARNED BENEFIT

* RAISING AVERAGE WAGE LOSS REPLACEMENT FROM 22%

TO 28% AND MAINTAINING THAT LEVEL, PLACING ALASKA
CLOSER TO THE NATIONAL AVERAGE OF 36%
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ADEQUATE BENEFITS

Dual Purpcse of House Bill 433 Benefit Provisions

Ak

e

ASSURES THAT MINIMUM WAGE LOSS REPLACEMENT IS
PROVIDED EACH YEAR EVEN IF WAGES AND PRICES RISE
THEREBY OFFSETTING SEVERE CUT IN AN ALASKAN
WORKER’S STANDARD OF LIVING WHILE BETWEEN JOBS

LESSENS FUTURE EMPLOYER AND EMPLOYEE TAX BURDENS
RESULTING FROM FEDERAL BENEFIT STANDARDS WHICH
PROMISE TO BE CONSIDERABLY HIGHER THAN ALASEA’S
PROPOSED MINIMUM IMPROVEMENTS
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EQUITABLE RATE ASSIGNMENT
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EQUITABLE RATE ASSIGNMENT

A Sound Unemployment Insurance Program
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ASSURES RESERVE IS ADEQUATE TO MEET POTENTIAL
LIABILITIES

IS DESIGNED TO LESSEN TAX BURDEN ON EMPLOYER AND
EMPLOYEE DURING SEVERE ECONOMIC CONDITIONS

PROVIDES SHARING OF TAX BURDEN IN AN EQUITABLE
MANNER

PROVIDES FOR TAX STRUCTURE WHICH IS RESPONSIVE TO
ECONOMIC CONDITIONS AND BALANCES INCOME AND

EXPENSE OVER TIME ON AN EQUITABLE BASIS

THE H. B. 433 TAX PROVISIONS

* ASSURE SOLVENCY

* COLLECT IN “GOOD” TIMES TO PAY FOR “BAD”

* PREVENT SHIFT OF TAX BURDEN

* ARE ECONOMICALLY SENSITIVE

* SPREAD COSTS OVER PERIOD OF YEARS

* PREVENT AN EXCESSIVE TAX FROM HAVING TO BE ABSORBFD

IN ONE YEAR
28
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EQUITABLE RATE ASSIGNMENT

Actuarial Planning Period

1972 - 1977 PERIOD CORRESPONDING TO ONE FULL
ECONOMIC BUSINESS CYCLE WAS CHOSEN

ECONOMIC ASSUMPTIONS WERE PREPARED FOR
VARIOUS 1972 -1977 GROWTH PATTERNS

BENEFIT COST FACTORS FOR 1972-1977 GROWTH
PATTERNS AND POTENTIAL LIABILITIES WERE
CALCULATED

AVERAGE YIELD WAS DETERMINED TO MEET

* PROPOSED MINIMUM BENEFIT IMPROVEMENTS

* MAINTAIN FUND ADEQUACY AT 1.25 RESERVE MULTIPLE

29



EQUITABLE RATE ASSIGNMENT

Actuarially Sound Fund Depends on
Measure of Potential Liabilities

** POTENTIAL LIABILITIES GROW AS WAGES INCREASE
* ALASKA’S ECONOMY HAS EXPANDED AND BECOME
MORE STABLE

* MEANS EXCESSIVE BENEFIT COSTS OF FIFTIES WILL
UNLIKELY BE EXPFRIENCED DURING 1972 - 1977

* PEAK OF MOST RECENT RECESSION WAS 1958 WHEN = ‘
COSTS WERE AS HIGH AS 4.33% OF ALL WAGES

* COMPARES TO 1970 COST OF 1.78%

** POTENTIAL LIABILITIES INCREASE AS ECONOMIC
CONDITIONS WORSEN
* 1958 INSURED UNEMPLOYMENT RATE WAS 13.7%
* 1970 INSURED UNEMPLOYMENT RATE WAS 8.4%
* 1972 EXPECTED INSURED UNEMPLOYMENT RATE IS 9%

* 1972-1977 INSURED UNEMPLOYMENT RATE IS
ESTIMATED AT 8%
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ANNUAL BENEFITS AND CONTRIBUTIONS AS PERCENT OF TOTAL WAGES
AND INSURED UNEMPLOYMENT RATE (IUR)
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EQUITABLE RATE ASSIGNMENT

House Bill 433 Relates Tax Contributions to
Fund Adequacy
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MEASURES ADEQUACY BY “RESERVE MULTIPLE”

* FUND CONSIDERED ADEQUATE TO MEET POTENTIAL LIABILITIES
IF EQUAL TO 1 1/4 MULTIPLE OF 1958 HIGH COSTS

* 1971 RESERVE CONSIDERED ADEQUATE

* HOUSE BILL 433 ASSURES FUND ADEQUACY IS MAINTAINED
DURING 1972 -1977

TAX RATE DETERMINED BY ADEQUACY OF FUND

* IF RESERVE MULTIPLE IS HIGHER THAN 1.35 BENEFIT
IMPROVEMENTS OR TAX RELIEF CAN BE PROVIDED
WITHOUT JEOPARDY TO FUND

* IF RESERVE MULTIPLE IS LESS THAN 1.15, SLIGHTLY
HIGHER TAXES ARE EFFECTIVE UNTIL FUND IS BUILT - UP

32



EQUITABLE RATE ASSIGNMENT

Countercyclical Financing During 1972-1977
Based on Predicted Economic Assumptions
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PIPELINE CONSTRUCTION WILL BRING RAPID EXPANSION FOLLOWED
BY SUBSTANTIAL UNEMPLOYMENT, SIMILAR TO 1969 - 1970 TRANSITION
FOLLOWING EXPLORATION PHASE WHEN INSURED UNEMPLOYMENT
ROSE FROM 6.9% TO 8.4%

MAINTAINING ADEQUATE FUND IN BEGINNING YEARS WILL ENABLE
FUND TO WEATHER POTENTIAL RECESSIONAL CONDITIONS OF THE 70’S

PREVENTS NEED FOR REMEDIAL LEGISLATION WHICH PLACES TAX
BURDEN ON TAXPAYER WHEN HE CAN LEAST AFFORD TO PAY

CONTINUED ECONOMIC GROWTH RESULTS IN RATE REDUCTIONS

PREVENTS UNDER - FINANCING AND OVER - FINANCING

RESULTS IN COSTS SPREAD OVER THE PERIOD BY COLLECTING IN
“GOOD” YEARS TO PAY FOR “BAD” YEARS
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EQUITABLE RATE ASSIGNMENT

IT Law Effective January 1, 1972

** CURRENT TAX RATES WOULD REMAIN THE SAME

** UNLESS ECONOMIC CONDITIONS IMPROVE, TAX DECREASES
OR ADDITIONAL BENEFIT IMPROVEMENT UNLIKELY UNTIL
1974 BECAUSE OF INCREASED COST OF P.L. 91-373
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EQUITABLE TAX BASE

35



EQUITABLE TAX BASE

fnequities of Regressive Taxation Under a
"Fixed" Dollar or "Limited" Base
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2

EACH YEAR THE PROPORTION OF WAGES TAXED DECLINES
RESULTING IN REGRESSIVE TAXATION AND LOSS OF REVENUE

DISCRIMINATES AGAINST LOW WAGE EMPLOYER & LOW WAGE
WORKER SINCE, AS WAGES INCREASE, TAX BURDEN IS SHIFTED
TO THESE TAXPAYERS

COSTS WILL EVENTUALLY OUTRUN REVENUES

RESULTS IN SUBSTANTIAL TAX BASE INCREASE HAVING TO BE
ABSORBED IN ONE YEAR
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EQUITABLE TAX BASE =

Alaska's Tax Structure is Regressive

** RAISING BASE FROM $4200 TO $7200

* RESULTED IN 90% OF PAYROLL BEING TAXED IN 1960
* 70% OF PAYROLL BEING TAXED IN 1970

* ONLY 60% ESTIMATED IN 1977

** REGRESSIVE NATURE OF FIXED BASE CAUSES THE LOW
WAGE TAXPAYER TO PAY A RELATIVELY HIGHER RATE
OF TAXES AS EACH YEAR PASSES

** THE EQUITY OF THE FIXED 1960 BASE BECAME GRADUALLY
DESTROYED, AS EACH YEAR MORE WORKERS EARNED MORE
THAN THE FIXED DOLLAR LIMIT
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EQUITABLE TAX BASE

House Bill 433 Introduces More Ecuity Into Program

PERCENTAGE OR FLEXIBLE BASE

* PREVENTS COSTS FROM OUTRUNNING REVENUES
RESULTING FROM GROWTH OF TAXABLE WAGES
AT SLOWER RATE THAN TOTAL WAGES

* REMOVES FIXED DOLLAR LIMITATION AND ASSURES
THAT THE 1970 PROPORTION OF WAGES TAXED REMAINS
THE SAME EACH YEAR THEREAFTER

* PROVIDES FOR SETTING TAX BASE EACH YEAR AT 60%
OF THE AVERAGE ANNUAL EARNINGS OF ALL WORKERS
COVERED UNDER THE ACT

* BROADENS EMPLOYMENT OPPORTUNITIES FOR LOW
WAGE WORKERS

* REDUCES EMPLOYER'S INCENTIVE TO SAVE TAXES THROUGH
OVERTIME RATHER THAN ADD WORKERS

39



EQUITABLE TAX BASE

If Law Effective January 1, 1972

** 1972 TAX BASE WOULD BE ABOUT THE SAME AS
PRESENT LAW

*¥* 1973 TAX BASE WOULD INCREASE SLIGHTLY IN
PROPORTION TO WAGE INCREASES

** TAXES COLLECTED DURING 1972-1977 WOULD BE
THE SAME AS COLLECTING EACH YEAR ON A
$8400 BASE
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EQUITABLE NEW EMPLOYER

RATE ASSIGNMENT
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EQUITABLE NEW EMPLOYER RATE ASSIGNMENT
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New Employers Under Current Act

ARE ASSIGNED STANDARD RATE — AVERAGE RATE FOR
ALL EMPLOYERS WITH WORK EXPERIENCE IN ALASKA

SOME PAY LESS, SOME PAY MORE THAN THEIR INDUSTRY’S
EXPERIENCE

Example

A NEW CONSTRUCTION EMPLOYER IS CURRENTLY ASSIGNED
A 2.9 RATE WHILE MAJORITY OF OTHER ESTABLISHED
CONSTRUCTION FIRMS PAY 4.0 RATE

PRESENT SYSTEM PLACES A COMPETITIVE DISADVANTAGE ON
* ALASKAN CONTRACTORS

* SMALL NEW EMPLOYERS WHO ARE ASSIGNED 2.9 RATE WHILE
INDUSTRY’S AVERAGE RATE MAY BE 1.5 PERCENT
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EQUITABLE NEW EMPLOYER RATE ASSIGNMENT

House Bill 433 Introduces More Equity Into Program
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ASSIGNS AVERAGE INDUSTRY TAX RATE TO NEW
EMPLOYERS

IMPROVEMENT ASSURES NEW EMPLOYER WILL RECEIVE
NO MORE OR LESS ADVANTAGE THAN OTHERS IN HIS
INDUSTRY

43
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HOUSE BILL 159
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