
Maine State Library
Digital Maine

Office of Policy and Legal Analysis Legislature

1-2-1979

Background Report on Unemployment Insurance
Financing and Maine's Current Debt
Maine State Legislature

Office of Legislative Assistants

James A. McKenna III
Maine State Legislature

Follow this and additional works at: https://digitalmaine.com/opla_docs

This Text is brought to you for free and open access by the Legislature at Digital Maine. It has been accepted for inclusion in Office of Policy and Legal
Analysis by an authorized administrator of Digital Maine. For more information, please contact statedocs@maine.gov.

Recommended Citation
Maine State Legislature; Office of Legislative Assistants; and McKenna, James A. III, "Background Report on Unemployment
Insurance Financing and Maine's Current Debt" (1979). Office of Policy and Legal Analysis. 52.
https://digitalmaine.com/opla_docs/52

https://digitalmaine.com?utm_source=digitalmaine.com%2Fopla_docs%2F52&utm_medium=PDF&utm_campaign=PDFCoverPages
https://digitalmaine.com/opla_docs?utm_source=digitalmaine.com%2Fopla_docs%2F52&utm_medium=PDF&utm_campaign=PDFCoverPages
https://digitalmaine.com/legis_docs?utm_source=digitalmaine.com%2Fopla_docs%2F52&utm_medium=PDF&utm_campaign=PDFCoverPages
https://digitalmaine.com/opla_docs?utm_source=digitalmaine.com%2Fopla_docs%2F52&utm_medium=PDF&utm_campaign=PDFCoverPages
https://digitalmaine.com/opla_docs/52?utm_source=digitalmaine.com%2Fopla_docs%2F52&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:statedocs@maine.gov


SENATE 

CECIL H. MCNALLY, HANCOCK, CHAIRMAN 
ANDREW REDMOND, SOMERSET 
CHARLES P . PRAY , PENOSS COT 

MARY K. PITCHER, COMMITTEE AS S I STANT 

STATE OF' MAINE 

ONE HUNDRED AND E IG HTH LE·GISLATURE 

COMMITTEE ON LABOR 

BACKGROUND REPORT 

HOUSE 

DAV ID W . SUST I N, AUGUSTA, CH AI RM."-N 
.JAM ES E. FLA NAGAN, Po RT LANO 

EDWARD A. McHENRY. MAOAWASKA 

EDITH A. BEAULIEU, PCR·TLAND, SECRETARY 

.JAMES ;::>, ELI A S, MADI SON 

LUCIEN A. DUTREMBLE , SIDOEFORD 

STAN LEY c:. L A FFIN ' Wo:s;sROO>< 
GAIL H. TARR, BRIDGTON 

.JOYCE E. LEWIS, A UBURN 

FRANK PELTIER, HOULTON 

January 2 , 1979 

ON UNEMPLOYMENT INSURANCE FINANCING 
AND MAINE'S CURRENT DEBT 

I / 
l/ 

Prepared by 
Joint Select Committee on Labor 

108th Legislature 

STA1£ LAW LIBRARY 
AUGUSTA, MAINE 

James A. McKenna,III 
Office of Legislative 
Assistants 

DEC 1 O 1984 





SENATE 

CECIL H. MCNALLY, HANCOCK, CHAIRMAN 
AN DREW RED M 0 N D, 5 O M ER s ET 
CHARLES P. PRAY, PENOBSCOT 

MARY K. PITCHER, COMMITTEE ASSISTANT 

STATE Dr MAINE 

ONE HUNDRED AND EIGHTH LEGISLATURE 

COMMITTEE ON LABOR 

January 2, 1979 

HOUSE 

DAVID W. BUSTIN, AUC3USTA, CHAIRMAN 
.JAMES E. · FLANAGAN, PORTL.A NO 
EDWARD A. M cHE NRY, MADAWASKA 
EDITH A. 8 EAU LI EU, PORTL.ANO, SECRETARY 
.JAMES P. ELIAS, MADISON 
LUCIEN A. DUTREMEiLE , BIDDEFORD 
STANLEY E. LAFFlN, WESTBROOK 
GAIL H. TARR, 8R100TON 
.JOYCE E. LEWIS, A UBUR N 
F"RANK PELTIER, HOUL.TCN 

Represetitative John L. Martin 
Chairman, Legislative Council 

Dear Represent~tive Martin: 

Please find attached a background study on the current 
financing problems of the unemployment insurance fund. The 
Committee makes no recommendations at this time, preferring 
instead to allow the interested parties sufficient time to 
formulate possible solutions to the U.I. fund's indebtedness. 

The report was prepared pursuant to House Paper 2180. 

enclosures 
JAMK/sym 

Sincerely, 

s.~ fv'...L "'~ 
Senator Cecil H. McNally 

R~f:S~ 
Representative David W. Bustin 





TABLE OF CONTENTS 

REPORT SUMMARY i 

1. 

2 . 

3 . 

4 . 

INTRODUCTION 

DESCRIPTION OF THE CURRENT EMPLOYER ' S TAX FOR 
UNEMPLOYMENT INSURANCE 

A. Introduction 

B . Federal part of the employers ' tax 

c . State part of the employers' tax 

MAINE'S REP.AYMENT OF LOANS MADE UNDER THE FEDERAL 
UNEMPLOYMENT TAX ACT (FUTA) 

A. Introduction 

B. State failure to quality for a deferral 

C. Loan repayment schedules 

MAJOR FUNDING OPTIONS 

1 

2 

2 

3 

4 

5 

5 

7 

9 

9 

A. Introduction 9 

B. Flexible taxable wage base 10 

C. Increased current tax rates 14 

D. Combination: flexible taxable wage base and 
increased tax schedules 15 

E . Summary of major funding options 15 



5 • MINOR FUNDING OPTIONS 

A. Introduction 

B. Employee contribut1ons 

C. Employer solvency tax 

D. Surtax on negative balance employers 

E. Extended benefit employer tax 

F. General Fund revenues 

G. Limited U.I. qualification and reduced U.I. 
benefits 

Page 
rr-
17 

19 

19 

21 

22 

22 

23 

6. FUND ADEQUACY STANDARDS: HOW GREAT SHOULD THE U.I. 
FUND RESERVE BE? 24 

A. Introduction 24 

B. Adequate reserves and the Department's major 
funding options 25 

C. Should Maine adopt a specific fund reserve 
stan~ard? 26 

7. ANALYSIS OF ASSOCIATED INDUSTRIES OF MAINE'S RESPONSE 

8 . 

TO FEDERAL DEBT 28 

A. Introduction 

B. Maine will qualify for a 1979 loan deferral 

C. Prospects for timely repayment of the loan 
appear favorable 

D. No immediate need to consider changing U.I. 
fund financing 

E. Benefits should be reduced and eligibility 
narrowed 

CONCLUSION 

28 

28 

29 

30 

31 



9. APPENDICES 

A. Maine Department of Manpower Affiars (Manpower Research 
Division) , Proposed Financing Modifications to the Em
ployment Security Law (April, 1978) . 

B. Comments by Associated Industries of Maine on Unemploy
ment Insurance Financing (December , 1978) . 

C. House Paper 2180, ordering the Conunittee on Labor to 
study unemployment insurance financing. 





REPORT SUMMARY 

1. Introduction (pages 1-2) 

Because of a 1975-76 recession, Maine has borrowed $36.4 
million from the Federal government in order to keep its Unem
ployment Insurance (U.I.) fund solvent. If this debt is not paid 
back,Maine employers will be penalized by a higher Federal U.I. 
tax rate. To repay this de~t and insure future U.I. fund sol
vency may well require a change in the way the U.I. fund is fi
nanced. The question to be answered: what is the minimal change 
sufficient to return the U.I. fund to a solvent condition? · 

2. Description of the current employers' tax for unemployment 
insurance (pages 2-5) 

The employers' U.I. tax is part Federal and part State. 
The entire Federal tax is not levied if the State's U.I. pro
gram meets Federal requirements. This is how the Federal gov
ernment insures compliance with its regulations. For example, 
if Maine fails to repay its Federal loan, the Federal tax will 
be increased. 

i . 



3. Maine's repayment of loans made under th~ F~deral Unemploy~ 
ment Tax Act (FUTA) (pages 5 to 9) 

It is likely Maine will be granted a deferral of its $34.6 
million loan for 1979; but repayment would then be scheduled for 
Nov. 10, 1980. If Maine fails to make this repayment date then 

.. Ma.~,ne employers v.rould be assessed additional Federal" taxes equal 
tq _$ 32 million from 19 80 through 19 82. · ·· ··· · · ...... 

4. Major funding options (pages ~ to 16) 

Major funding options represent financing changes which 
could produce sufficient revenues to both pay off the Federal 
debt and improve the solvency of the -U.I. fund. The Department 
of Manpower Affairs feels the following three options could be 
profitably studied: 

A. Flexible taxable wage base: the wage base (currently 
$6,000) against which the U.I. tax is levied would increase 
if average U.I. tax covered wages increased. By November 
.10,1980, when the $36.4 million debt could be due, this re
form would produce a fund surplus of $6.2 million (not count
ing the borrowed $36.4 million). 

B. Increased tax rates: the average employer's U.I. tax 
would jump from 3.3% in 1978 to 4.0% in 1982. By November 
10, 1980, when the Federal debt is due, this reform would 
have produced a surplus of $34.1 million (not counting the 
borrowed money) . 

c. Combination of flexible tax base and increased rates: 
by 1980 a surplus of $40.7 million would be created (not 
counting the borrowed money) . 

Of these three options only the combination of the flexible 
tax base and increased rates would clearly seem to satisfy the 
Federal requirement that the U.I. fund have reserves sufficient 
for 6 months after paying its Federal debt. 

ii. 



5. Minor funding options (pages 17 to 24) 

Minor funding options include financing changes which might 
produce less revenues than the "major" options: 

A. Employee contributions: if the Alaska employee tax 
rate were adopted in Maine, perhaps $10 million more a year 
would. be raised. 

B. Employer solvency tax: an additional tax assessed if 
fund reserves are too low . If the Arkansas version were 
adopted in Maine the additional revenues might be $3 . 8 mil
lion a year . 

C . Surtax on negative balance employers : an additional 
tax on employers with poor record of employee lay-offs . 
This proposal might increase yearly revenues by $1 . 3 mil
lion. 

D. Extended benefit employer tax : an additional employer 
tax if extended benefits · are triggered. This also might 
produce an additional $1.3 million each year . 

E . General Fund revenues : diverting State General Fund 
revenues to the U.I. fund . 

F. Limit U.I . qualifications and benefits : reduce the 
employers' tax burden by reducing U. I . benefit costs. 

6 . Fund adequacy standards : how great should the U. I . fund 
resBrves be? (pages 24 to 27) 

The Federal government recommends that U. I . fund reserves 
should meet its 1 1/2 multiple standard: 1 1/2 years of reces 
sionary level benefits. In Maine the Department calculates this 
will mean by 1982 a surplus of $174 million . If no financing 
changes are made in our current s y stem Maine might have a $ 2 . 8 
million G=cficit by 1982 . 

iii . 



7. Analysis of the Associated Industries of Maine's response 
to Maine's Federal debt. (pages 28 to 32.) 

A.I.M. feels there is no immediate need to consider chang
ing the financing of the U.I. fund. If reform is needed, the 
reduction of benefits and the narrowing of eligibility should 
be investigated. 

It is possible, however, legislation will be needed before 
the end of the First Regular Session in 1979. 

8. Conclusion (page 33) 

If legislation effective January 1, 1980 is needed, a 
study group should begin work immediately . 

iv . 



January 2, 1979 

1. INTRODUCTION 

Because of a recession that reached greatest severity in 

1975 (8.2% insured unemployment rate), Maine has borrowed $36.4 

million from the Federal government under the Federal Unemploy

ment Tax Act (FUTA). If a 1979 deferral of this debt is not 

granted by the Federal government, Maine employees' FUTA tax 

rates will be increased . Repayment of this Federal <J.ebt can be 

achieved by a change in the way the Unemployment Insurance (UI) 

Fund is financed. This report discusses this problem and suggests 

a list of both major and minor financing options. Major financ

ing options would be those of such significant impact as to of

fer solutions to the Fund's outstanding Federal debt and possible 

future deficit. Minor financing options would be those that 

might improve the equity and efficiency of the system but which 

might not be significant enough to erase the fund's debt or in

sure its solvency in future years. 

At basic issue is: how small an increase in the employer's 

U.I. tax burden would be sufficient to pay our Federal debt? The 

many possible answers to this question range from major changes 

in the method of financing the U.I. fund , to reduction in unem

ployment benefits , to no action at all . 

If the U. I. fund had never borrowed from the Federal govern

ment , the current tax system would likely insure a deficit balance 

for the foreseeable future . Assuming a 4 .8% insured unemployment 

rate (see Footnote No. 4) : 
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Benefits Con. Fund 
Year Paid Received Balance 

1978 $43.9M $51. lM ( - ) $13. 2M * 

1979 48.4 55.9 ( - ) 5.7 

1980 53.1 57.9 (-) 0.9 

1981 58.3 59.6 0.4 

1982 64.8 60.8 (-) 2.8 

* dces not ir:clude l:orrowed Federal funds 

2. DESCRIPTION OF THE CURRENT EMPLOYER'S TAX FOR UNEMPLOYMENT 

INSURi\HCE 

A. Introduction. - Before discussing the specificsof Maine's 

U.I. indebtedness and its ~ossible solutions, it is important to 

understand the current U.I. funding mechanism. 
_!/ 

Each Maine employer covered by .Maine's employment security 

y The following employers are covered under the Maine Ern!;)loy
rnen t Security law: 

A. Private: employ 1 or more workers in at least 20 weeks 
or pay wages of $1,500 during any calendar quarter; 

B. Agricultural: employ at least 10 workers in 20 weeks 
or pay at least $20,000 in any calendar quarter; 

C. Nonprofit: employers who employ 4 or more workers in 
20 weeks; 

D. Domestic: any employer who pays wages of at least $1,000 
in any calendar quarter; and 

E. State and local government: all employees of State and 
local government except for: 

(1) Elected officials; 
( 2 ) Legislature and judiciary; 
(3 ) National Guard; 
( ,;; ) 
( c: \ 

...; ) 

Ernerge~cy em?~oyees, a n d 
Inmat9s . 
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law pays a tax on the first $6,000 of each employee's wages (the 

taxable wage base). The revenues of this tax fund the U.I. pro-

gram . This tax is part federal tax and part state tax. 

B. Federal part of the employers' tax. The Federal Un-

employment Tax Act (FUTA) established a two 'part eraployer 1 s tax: 

The FUTA tax and a state tax. The FUTA tax was designed to both 

fund federal U.I. costs and to encourage states to adhere to federal 

guidelines. Part of the federal tax is not levied if the State's 

U.I. program meets federal requirements. The threat of a higher 

federal tax is the "inducement" thE; Federal government uses to 

make states meet their regulations. For example, if Maine fails 

to pay back its federal loan, its FUTA tax rate will be in-

creased. Specifically: 

(1) The total FUTA tax is 3.4% of the . taxable wage base; 

(2) A credit of 2.7% is allowed to employers who pay state 

taxes under a federally approved U.I. program; 
y 

(3 ) The federal portion of the tax is 0.7%. 

Thus, the employer's actual tax rate is 0.7% (the FUTA share) 

added to the employer's experienced-rated state tax. 

~/ 0.7% of FUTA tax is to: 

A. Pay all administrative costs, both State and Federal, 
of operating the unemployment compensation and job service 
programs; 

B. Pay 50% of cost of extended benefit program~ 

C. Pay 100% of cost of Federal s uppl ementa l benefit pro
gram; and 

D. Maintain loan fund from which states may bor=ow . 
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c. State part of the employer's tax. Each employer's state 

tax is determined by the state's taxable wage base (currently set 

at $6,000) his experience rating (has he laid off many U.I. eli-

gible workers?) and the amount of reserves present in the U.I. 

fund (if reserves are low, the employer's tax increases). Briefly: 

'Ihe E?:nployer Reserve Patio indicates an en
ployer' s e.~ie.TJ.ce rating: if his employ
ment is stable he is eligible for reduced rates. 
For each e."!lployer, benefits paid to his laid-
of f WDrkers are subtracted fran his U. I. con
tributic:ns a.rid divided by the err;:iloyer ' s 3 year 
average annual taxable payroll. 

19.0% reflects an employer wit.1-i few layoffs 
arrl few unerriployrrent "benefits charged agai..""lst 
his account. His tax rate is tre lcw=st 
(see ColUI!U1 l?). Employers as either "rated", 
( t.11ose wi t.11 2 or more years of e."'{J?er ience) 
or "non-rated" (assigned t.11e average tax 
rate, but not more than 3 % ) • 

Negative Balance represents the other e.'<
trsne: an employer with many layoffs, whose 
fo.r:mer e.uployees draw more l::enefits t.11an 
the employer contributed in taxes (e.g., 
a seasonal employer). His ta.'< rate, at 
5 .0% ,is the highest (see COlurnn P). 

The Reserve Multiple sets forth 16 columns. 
.Each of these columns fran A to P represent a 
measure of aggregate urierrploym=nt reserve 
funds. As funds fall below a desired fund 
range, employer tax rates are increased. eur
rently, t:ecau..c::e the fund has a deficit balance, 
errployers are charged the maximum rate, column 
P. As the fund's balance increases , the re
serve ITU.lltiple tax rate will decrease. The 
Reserve .Multiple reflects econanic activity 
because it incorporates the average cost rate 
over the last 15 years, the U.I ~ fund ba ance 
as of Hay 31, and ti'..e total payroll of tax
able employers. 

HOW TO DETUM.INI ~ EWl.OYll'S U.Tl 

The EXCESS is th• TOTAL CONTRIBUTIONS credited leu TOTAL !ENEF!TS on•rq.d. n.. RESCRYE RAT, 
CC.SS DIVIO&l by tfte AVERA6c ANNUAL TAXABLE PAYROl.L for 1975, 1976, •lld 1977. 

EMPLOYER'S CONTRJSUTiON RATE IN PERCENT OF WAGC:S 

Whe11 Reser1e Multiple is: 
2.37· 2.2J. 2.09. 1.95- u1. 1.c7· 1 . .sJ. 1.39- us- i.11. 

~-rv• Ratio 2 . .50 2 . .50 2.36 2 .22 2.08 1.9.oi 1.80 1.66 1..52 1.38 1.24 
O"iuol to ot Le" 
mo,.. than rhon 

SC11E!:JUlES 

Cclumn A A C 

19 .0~ c:nd OYt!t" 0 .! 0 o c.:-~~ 0 . 7~~ 0 . 3 ~_, U . 9°~ 1 . 0~• I . l ~'o 

1s.o .. • 19 . 0~ia o . o~:i o.7"'.l o . a'7'~ 0 . 9~:, 1.0°'.l l . 1"''o 
17.0'ro 18.0% 0. 7"', 0 .3:·. 0.9°"o 1.0% l. l"o 
16.0'l'o 17.0'l'o o.s•·. o.?' • i.0°', 1. 1"'• 1.1"'• 

.97· 
1.10 

.SJ. 

.96 
.68- . .ol5 
.82 .67 

0 

unde-r 
• .ol.5 

15.0'!'o 16.0o/o 0.9°'> 1 . 0~o 1.1 '~ l.2°'o 1.J"'o 
1.o1.o~. 15.o% l.O '!"o 1.1~:. 1.2% i.J~. 1.4"~ 

13.0~ 14.0% 1. l°'o 1.2% 1.J~o l..oi~'• 1.5% 
12.0'!'o 13.0~ 1.2~> 1.Jo/o 1.-lo/• 1..S% 1.6% 
11 .0~ 12.0% 1.J'!'o 1. ~% 1..S'~ 1.6o/• 1.7"'• 
10.0% 11.0~ 1..i% 1..S'> 1.6°0 1.7% 1.3°0 

1. s•', 
1.9% 

1.S~'o 1.9°1ca 2.0°'., 
1 . 9~0 2.0~-~ 2.1~·0 

2.0% 2 . 12"~ z . 2~0 

1.a;.~ J.9 ~ 0 2.0q'o 2.1\)'.l :? .2°·Q 2 . .J~_, 2.!~o 

1.9"d : .!J"o 1. l~·o 2.2 C: ·~ 2 . 3~3 2 . ..&~ 'o 2 . 9~• 

2.0~'o 2.1°o 2.1% '2.2% 2.-')..o 2.3°'.1 3.0% 
2 . 1 '"., 2 .2~o 2.3% 2.-4~4 2 . .5% 2.6~o J. l~ 
2 . .2°'o 2.~7Q 2.J'"';) 251~ 1.6'':, 2.7~0 3.2~o 

:1.J "'o 2.-L% 2 . s~., 2.6°'o 2.7°~ 2 .3"''0 3.l'• 
9.0~• 10.0~ 1..5% l.6"0 1.7% 1.3Q'o 1.9~o 'l.OQla 2. l~Q '2.2 l1

0 2.J~ (, 2 . .&c~ ZS''; : . O'~ 2.7°'~ ·2.2"", 2.1°'.) J .A~o 
8.0'°'• 9.Q.,-. 1.0::.~ l.J"·a 1. 3% l.9°'a ~-0~'3 2.1.J~ 2.2~":i '2.J ~".~ 2 . J~·o 2.j ~.,, : .O!;a 2.7°·:J 2.3.:i·= 2 . 9~'.J J.c~.l J..S~o 
7.04!'. 8.0~• 1.7"'0 1.8% 1.90/o 2.0% 2. 1 % Z.2 3

'0 ~-J~·., 2.4 ~~ 2.5° : 2.6°', ~.r''; 2.3°', 2.9ci·o 3 . o=~ :J . 1 ~·, 3.0~o 
6.0% 7 . 0~ l.3°"~ l . 9~Q 2.0°"o 2.11)..a 2.2% :?.J : ·o 2 . .l% 2 . .5-=o 2.0°'(: 2.7o.o 2 3~ ·., 2.? 0':i :J.8"'~ J .i ~l J . 2 ''" ·~ 'J . ]~.., 
.s.o~. 0..0% i . 9oi_, '2.0°~., 2. 1 °0 2.2d·;, 2.Jo31, 2 . .: ~ '.:a '2 .• ;''0 2.6.l~ -:. . 1.,~ 2 . 3 0/~ 2. ~~Q J .c =·., ~ .1 -=~ J: .2°-., 3 .3 !'~ J.8 .. .:i 
4.0% · S.O~"ia 2.0"''-l 2.1°~ 2.2°·0 2.:3% 2A.,,,.l 1 . .5°'~ 2.6"·~ 2.7 °'" ::.z-:-o 2.9°., :l . W;: ~ ~.1.l., ~ . 2°Q J.3'"'1:i J . ~ 0;, l.9 ... a 

l . O~• 4.0~d 2.2~· .i 2.~ 0 ';) 2 . .tc':i 2 . .5% 2.6~~ 2.7,'.i 2.3 ·?-"QI 2. ·? "''.i 3.Q""= , 3.1 °'.:. l.2~ ,, J.3°~~ 3.J 0 S 3.!i-=": J .o, .,,., 4.lOfo 
2 .0~ 3 . 0~a : . .!~:, '2..5., .~ 2.6 .,·o 2.r·-:1 1.a:-~ 23° ~ 3 . J~~ .j . 1°·, J . 2°~ 3 . : ~ _.: 3.~::- .i J . ..::'-4 3.!1::-;.i 3.7 -::: -: : .s::. •.J 41o 
1.0~1• 2.0~ 2.6:., 1 :'"~· l 2.3°'o 2.? 0 0 J.'.;Q,.,, J . !;l..', J.:: 0

, 3.J ·~·, .:? . J.= :, '3.S' ~ : . ~-: 0 .,; , ; ·:~ J. a c:·"J J . 9°', J. . :"-=: ~ - .5~ ', 

.O'!"'o LO"• 2 . .s~-., 2 .9 ° .; 3. 0°'o 3 .l '"~ J .2 3
:, 3 . 3~~ J.~% J . s ~ -~ .J.o :o J.7°-C 3.S ..1., 3 . 9 ~ ;) J. . J~.:i J .~ '0 .L . ~ ~ :. A.7% 

0

The ~•tet in C..lu"'" "!"" •Nt enec:tiv• .;uly I, 1978, u th• 1'•s•n-• M~ /ti?i• on M•y 3 I, 1 '978, w•s minus .30. 
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Thus, the employer's total tax rate is a combination of the 

Federal FUTA tax and the State tax: 

For example: if employer's experience rated state tax is 
2.4% (see Column P in tax schedule, an em
ployer with an excellent experience rating), 
his total tax is: 

2.4% state tax 
0.7% FUTA tax 
3.1% total tax rate applied against the 

first $6,000 of employee ' s salary . 

3 . MAINE ' S REPAYMENT OF LOANS MADE UNDER THE FEDERAL UNEMPLOY-

MEHT TAX ACT (FUTA) 

A. Introduction . Maine first borrowed U. I . funds from the 

Feder al government in September 1975 , and to date ~~e State has 

obtained $36 . 4 million in loans . The Department of Manpower 

Affairs described to the Committee the FUTA loan collection 

mechanism: 

Under normal conditions , states must repay all loans re
ceived by November 10 of the second year following the loan 
in order to avoid any FUTA penalty taxes. Since Maine bor 
rowed in 1975, the State was potentially liable for FUTA 
penalty taxes for 1977 unless all loans were repaid by 
November 10 , 1977. Public laws 94-45 and 95-19 amended the 
FUTA collection procedures and enabled the states to def er 
the repayment due dates on a year-by-year basis for tax able 
years 1977 , 1978 , and 1979, i f certain conditions were met . 
Maine qualified for a deferral in 1977 and thus avoided any 
penalty assessmen ts. A deferral has bee n requested for 1978 
and it appears that Maine will meet the requirements in 19 7 8 . 
However , it is questionable whethe r or not Maine will quali
fy for a deferral in 1979 unless legislation is enacted t o 
increase employer contributions . Maine has been qualify ing 
for a deferral by enacti ~g legislation to raise the average 
employer tax __ rate s~~c h ""[-:-=:~ ~ ·_ ";:: :=eeded the annual benefit 
cost rate ~/ for the 10 immediatel y preceding years . To 
qualify for prev~c~s d e f~r~3~s , t~e employ er tax rate was 
increas ed b y 0 . 3 percent for 1 97 7 and , beginning in 19 7 8 , 

the tax able wage base was incr9~sed to $6,000 . With regard 
to a de f erral for 1 379 , ~ ~ is ~~c ~r~ain as to whether Maine 
would qu alify if the l e ve::. G.:. '-.l .l .. C:i:L_;: .:i.. o y~n2r.t is a b o ve average . 

21 Th e b e n e fit co s t ra~e is figured by d i v i d i ng the tota l b e ne
f i t s p a id ou t of t h e U.I. fund in a ny ~ear by the tota l ~ age s 
pa id by e mploye r s . For example, 19 75 h a d the high e st b e nefit 

_?58: 3 8,23 0 ,903 
2,053,161,391 == 2 .84% 

-5-



If a deferral for 1979 is not granted, the FUTA collection 
procedures would be invoke~ All loans would have to be 
repaid by November 10, 1979 or Maine emolovers would have 
their FUTA credits reduced by 0.3 perce;t for -1979. The re
duction in FUTA credits would be increased for each vear that 
there is an outstanding balance. To provide an indi~ation 
of the effects of these FUTA credit reductions , the follow
ing tables were developed based on the assumption that the 
insured unemployment rate will be 4.8 percent for 1978 and 
each year through 1982. ii 

Projected Amounts Payable Under FUTA by Maine 
Employers Without a Deferral for 1979 

Taxable Year 

19 7 9 ••••••••••••••••••••• • •• 
19 8 0 ••••••••••••••• -••••••••. 
19 81 . ...... . ............. . . . 
19 82 •••.. • ••.•.............. 

Taxable Wages 

$1,]03,800,000 
1 , 764,800 , 000 
1,813,900,000 
1,846,700,000 

Penalty 
FUTA Tax 

0. 3--% 
0.6 
0.9 
1.2 

Amount Due* 

$ 5 , 100,000 
10 , 600,000 
16,300,000 
22,200,000 

The "uninsured" employment rate does not represent all 
Maine ~ersons out of work, only those eligible for U.I. 
bez:e::its. 

All Department projections in this report are based on the 
assumption that the insured unemployment rate will be 4.8 
percent for 1978 and each year through 1982. The 4.8 per
cent is considered a moderate rate and was determined by 
taking the average of the insured unemployment rates for 
the past 10 y ears from 1967-1976. During this ?eriod, the 
insured unemployment rate has varied from a l ow cf 2. S ~ 2 ~-
cent in 1967 to a hioh of 8.2 cerc2nt i~ ~?;s. The Depart-
ment stresses that no degree of probability should be attach
ed to this assumption. It is not a Department forecast. The 
average rates for the last 10 years are: 

Year Insured Unemployment Rate 

196 7 2.6% 
196 8 2.9% 
1969 3.6% 
19 70 4.7% 
19 71 6.7% 
1972 4.6% 
19 7 3 3.9% 
1974 5.0% 
19 7 5 8.2% 
19 76 6.0% 
1 977 5.9 % 
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Projected Amounts Payable Under FUTA by Maine 
Employers ~~ith a Deferral for 1979 

Taxable Year 

1980 ..•...•••... , ...••.•.... 
19 81 •.••...•.••••.•••••.• • ... 
19 82 ....••••••.•.•...•.•.•.• 

Taxable Wages 

$1,764,800,000 
1,813,900,000 
1,846,700,000 

Penalty 
FUTA Tax 

0.3% 
0.6 
0.9 

Amount Due* 

$ 5,300,000 
10,900,000 
16,600,000 

* FUTA payments are due by January 31 of .the following year, e.g., the 1980 
amount is due by January 31, 1981. 

B. State failure to qualify for a deferral. If we were to 

assume that the State does not qualify for a deferral in 1979 and 

that no tax modifications are made to increase U.I. fund revenues, 

then the Department, again assuming a 4.8% insured unemployment 
3_1 

rate, 

~/ 

calculates tbat Maine employers, not the State, would 

The Department of Manpower Affairs presented the Committee 
with the following additio~al details on the effects of not 
receiving a 1979 deferral: 

"'.:axable 
Year 

3alance Due 
Jonuary 

1975 •...•. no 
1976 ...... (yes)* 
1977 ...... ( :,-,;:;)* 
1975 .•.• . . (l ) (yes ) * 
:9i9 ...... ( 2) :..:es 
1980 •. . .•. (3 ) ·;es 
1981. . .... (.:. ) yes 
1982 •••.•. (3) :;es 

?::o ;ccc:e:i :o;.:T.l. •a:' :o,aces L'. :·:o ::Jeferral 
Is Gr2~cac ~Jr ~979 

3.;,lar.ce ::Jue 
Basic Federal Additional 

Total F.:cieral ?enalc:y Federal 
:;ove:ni::le:: j_Q 

Tax 7a..~ ?enelty Ta.x 
Federal 

yes 0. 5 ;~ 0.0% 0. 'J7. 0. 57. 
(:;es)* 0.5 0.0 0.0 0 . 5 
(yes)* •J. 7 o.o Q, O '). 7 
(:; as 1 * o. 7 0.0 0. 0 0 . 7 
:: es 0.7 O.J 0.0 l.0 
·:23 •J. 7 0.6 0. 0 1/ LJ 
yes 0. i IJ. 9 I). •J 1 / 1.6 
yes IJ. 7 l. 2 o.c I./ l. 9 

Tax 

'.'lote: !he a~ove data wer': de'tebpec :,ased ·"'.In the assumpci~:i chat a defe!'ral for 
c~at: :'."ie !.nsured une::i:ilo,~en!:: rate r,.,•il.l be 4.3 ?erc~nc: for 1973 dnd eac'.-1 

Average iocal 
Average Stace and 

State 7a.it 
Federal Tax 

z. di~ 3.3% 
J.:: 3. i 
3.6 4. 3 
3. 3 4.0 
3.J ". 3 
J.3 i;. 6 
3.3 4. 9 
3. 3 5 .:: 

l979 is not g:-anted and 
y i;ar through l98Z. 

* Since a loan l.'as :irsc .:ibtained in 1975, the State •..ias ?Otentiall:; liJ.ble for r~?a;;men!:: ~y :-icvember 10, lt;/7 
:lo•..-e•;er, a deferral ·..;as ;;::-anted for 1977 which ~oscooned the rep.ay::e:i!: ·:iue date to '.k·' .'E:c:tie::- 10, 19i:3. re: . " 
assur.ied ::l1ac: ~ defer:-al will be granted for 1973 and that: the loan re;iaymenc due date ·.;El be celayed co 
love~ber 10, 1979. 

l / The Sc:ac:e C'!V be liable for an Additional P'eder:i.l Penalc:v Tax for the third and fourth ta...""<able years. 
!his is dete~ned ~y subtracting the average employer c~ntribution rate for the ?receding year from 2. 7 
percent:. ~ne re:nainder is the Additional Federal ?enalty Tax. Since the averag~ e~ploy:r co~t=-i~ution 
r~te is ?rojectad ~o be 3.J pe::cent, no Additional ?ede:-~l Penalty 7ax ~ould oe assessed i~ 1980 a~d 1931. 

~/ ~:.n~;~ic~~n~;e ?~~::~~e:~n:!~:: ~~\~:~ ~~~e :~;t~. ;n~e~~~~~'"~~nie~~~a~~~c~=~~s ~;s f~~~e~~n:~e~~~~~:::!~!~:;i~. 
C='nt:-i'.:i~tioo race =~~ c:-:2 ~recedi~g :alenciar :1ear. :f che f:!.\"2-:;ear ':;c!'le::.: ,;:Qst rat: :.s ~=2~;::.::- c~an : . -
?ere-::;.~, 5u~::-ac: ;:~.: a·ie=~g:: :ont:::.:: 1~:~cn r~c: i:r~m 2. 7 ?C:~;::~n:. 7:-ie :-ecai:-ider :.s che . .!. .. ;:!..ii!:ivnal ?.z.:.:!!"'a: 

~~:~~~~ 5~a~; ~!i:~:v~a~~~:~:r~~;~:?~~r~~~~~~~~a~~~:d:~~1 ~~~ai~~z::~d~~~:da::r:::e~~:~=-~~u~~~~.race are 

3ecefit3 ?!id in ~ea=s 19~6-~ 980 ~iv!~2d ~v ?~v~ 

70..:ca.:::e :l'iages :or l.9Si 
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be assessed additional FUTA payments to the Federal government 

of $32 million for the 1979-81 period. The Department calcu

lates that a balance of $4.4 million would still be due which 

could be repaid from the State's Fund prior to November 10, 1982 

and thereby avoid FUTA loan charges for 1982. The year-end Fund 

ba,lance for 1982 after all loans were repaid would be $29.2 mil-

lion: 

Loan Repayment Schedule Under Existing Financing 
System Without a Deferral for 1979 

(All Fina cial ata in Tho nd 

Fund Balance (Year-End) 
FUTA Payments Repayments Made Outstanding Year Excluding Including 

Loans Loans During Year From Fund Loans 

19 78 •..• (-)$13,200 $23,200 $ 0 $ 0 $36,400 
1979 •..• (-) 5,700 30,700 0 0 36,400 
1980 •..• 4,200 35,500 5,100 0 31,300 
1981. ... 16,100 36' 800 10,600 0 20,700 
1982 •• ~. 29,200 29,200 16,300 4,400 0 

$ 3 2 , 0 0 0 (increased FU'l1A payrrcnts are r--'1.
sidered part of U.I. balance) 

In order to see more clearly the effect on employers of the 

federal government were to deny deferral in 1979 and the loans 

remained unpaid, consider the following example: 

An employer of 20 persons and a record of few lay-offs, with 

an experience-rated state tax of 2.5% (see chart on page 4 ) . 

In 1979 his taxable wage base would be $120,000 (6,000 X 20 per-

sons). His federal tax would be increased by 0.3% penalty, which 

would mean an additional employer payment of $360. His total tax 

rate would be increased as follows if the loans are not paid off: 

1979 1980 1981 1982 

State Tax 2.5% 2.5% 2.5% 2.5% 

Federal Tax 1.0%* 1. 3% 1.6% 1. 9% 

Total 3.5% 3.8% 4.1% 4.4% 

(* 0.3% penalty added to 0.7% FUTA tax, see above, page 3). 
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C. Loan repayment schedule. As for the loan repayment 

schedule: if Maine should qualify for a deferral in 1979 (the 

last year that a state may qualify for a deferral under present 

Federal law) , the total amount in Federal loans to the Unemploy-

ment Insurance Trust Fund would then become payable 

by November 10 of 1980. If the loan is not completely repaid by 

the November 10 deadline , FUTA collections will be due by January 

31 , 1981 on 1980 taxable wages. The Governor , upon recommenda -

tion of the Commissioner , Department of Manpower Affairs , ini-

t i ates the repayments when a state can show that the remaining 

fund balance (after a payment is made) is still sufficient to 

meet benefit payments for t he succeeding six months . 

4 . MAJOR FUNDING OPTIONS 

A .. Introd uction . Th e Depar tment of Manpower Affairs sug-
_/ 

gests t hat three major f und i n g op t ion s could be considered as 

.§/ Main~ D~partmen t of Ma npowe r Affairs (Emp l oyment Security 
Comnu s s ion ) , Pr opos e d Fi nancing Modifi c ati ons to t h e Ma i ne 
Employment Securi ty Law (Apr i l 1978) . 
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possible solutions to the U.I. fund's $36.4 nillion debt to the 

fE?deral government (see Appendix A for the Department's study). 

This report terms these options "major" as they could not only 

pay the federal debt but also increase the fund's surplus so 

that it could begin to approach the Federal "one and one half 

multiple" standard (funds sufficient to carry the fund through 

1 1/2 years of recession). The three major options are: 

(1) 

(2) 

( 3) 

Flexible taxable wage base; 

IBcreased tax rates; and 

Combination of the flexible wage base and increased 
v 

tax rates. 

Of the three, the flexible taxable wage base is perhaps the most 

important. All Department projections are based on the assump-

tion that the insured unemployment rate will be 4.8 percent for 

1978 and each year through 1982 (see above Footnote No. 4). 

B. Flexible taxable wage base. The Department described 

to the Committee the effect of a flexible taxable wage base. The 

wage base would depend on average wages and, therefore, would 

The State qualified for deferral of the debt in 1977 by 
increasing-the tax rate by 0.3% and in 1978 by increasing 
taxable wage base to $6,000. 
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change each year. During 1978 the taxable wage base would remain 
8/ 

at $6,000.- During 1979-1982 the base would increase as follows: 

1979-$6,200; 1980-$6,600; 1981-$7,100; 1982-$7,200. The year end 

balances would rise steadilV under this proposal and reach $25.4 

million Ly 1J02. 'l1he Departrnent stated to the Committee: 

"The revised tax schedules generate large 
amounts of additional income during the 
first few years after enactment which re
sults in improved Fund balances. These in-
·creases in the Fund balances will ca~se a 
more favorable tax schedule to become ef
fective beginning July 1, 1981, thus reduc
ing the employer tax rate." 

"Under the proposed flexible taxable wage 
base, the taxable wage base will continue 
to increase as wages increase and thereby 
keep the ratio of taxable wages relatively 
constant. This is important since benefit 
payments are based on total wages, whereas 
contributions received are related to tax
able wages. It is actuarially unsound to 
levy taxes on a wage bas~ th~t does not keep 
pace · with rising total wages fevels .. '' 

~/ An employer uses the wage base in calculating his tax in 
the following manner: 

A. Payments are made by employers each quarter; 

B. Payments are determined by: tax rate X taxable wages; 

C. Payments are due at end of month following the close 
of the quarter January-March due April 30; 

D. Penalties under Maine law are: 

(1) 5% of contributions due but not less than $5 nor 
more than $100; and 

(2) 1% per month of unpaid contributions; 

E. For example, if employer's tax rate is 3 . 0% and tax
able wage base is $6,000: 

Total Taxable Tax Contri-
Wages Wages Rate butions 

1st quarter $2,000 $2,000 3.0% $ 60 
2nd quarter 2,000 2,000 3 .0% 60 
3rd quarter 2,000 2,000 3.0% 60 
4 t~-i quarte2:" 2,000 0 3.0% 0 

Total $8,000 $6,000 3.0% $180 
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Without a flexible wage base, an inflationary economy decreases 

the revenue producing capacity of the financing system and re-

sults in higher tax rates for employers. 

This flexible taxable . wage base would equal the larger of: 

(1) 2/3 the average annual wage paid by covered employers 

during the 2nd preceding calendar year, rounded to the near-

est $100; or 

(2) the FUTA taxable wage base. 

For example, the wage base for 1978 would be calculated: 

Annual avg. wage paid during 2nd 
preceding year (1976) 

Multiplied by 2/3 
Rounded to nearest $100 

= $8,604 
x 2/3 

= $5,736 
= $5,700 

Since the FUTA taxable wage base is higher, the base would 
be $6,000: 

Year 
1978 
1979 
1980 
1981 
1982 

Proposed Ba:ses 
$6,000 

6,200 
6,600 
7,100 
7,600 

If Maine adopted such a flexible wage base it would be one 
~/ 

of 14 states with a wage base of ~6,000 or more. Since 1940 

~/ Other states with wage bases of $6,000 or more are: 

Maine 
New Mexico 
New Jersey 
Iowa 
Alaba.'11.a 
Nevada 
Minnesota 
Oregon 
Washington 
Idaho & Utah 
Hawaii 
Alaska 
Puerto Rice 

$6,000 
6 I 10 0 
6,200 
6,500 
6,600 
6,900 
7,500 
8,000 
8,400 
9,600 
9,800 

10,00 0 
Total Wages 
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the taxable wage base has steadily decreased as a percentage of 

each employee's wage. In 1940, at $3,000, it represented over 

90% of the average employee's wages. Today it represents less 
!QI 

than 50% . 

If Maine adopts a flexible taxable wage base the Depart-

ment calculates its effect as follows : 

Projections for 1979 indicate that the State would qualify 
for a deferral if the proposed flexible taxable wage base 
is enacted to become effective at least by January 1, 1979. 
The State could delay implementation to 1979 since the tax
able wage base would be $6,000 under both the existing and 
proposed systems. The projected repayment schedule under 
this option is as follow.s: 

10/ The following chart was prepared by the Department's Em
ployment Security Manpower Research Division: 

?ertentaqe of T uablt 
to Total '•anes 

MAINE DEPARTMENT OF MANPOWER AFFAIRS 
Employment Security 

Manpower Research D1vision 

P:RCENTA;E OF TAXABLE TO TOTAL WAGES, 1940-1982* 
10~~....-....-....-_._....-..,-__ ..,-L-._,_...;....;.._,_-1-, __ _,_...;....;__.._;.........,_,_....-----'h"~· ....;....,....._ __ --+-i....-..:.-+----;....,---............ __ -+----------'----l 

I' j I i I . : . I . ' I t j . -T ; , -, : .. 
I !.1 ' I "I ' . I •· 

. I 1 ! I I •, 
I • : , 

' ' . I l ! . 

"'- I I 

t--______ _._ _______________ 2'..,,~:~· --__.;._ ____ ,~·--------1--------......,-----.---"'---''>--.---'---,---;.,...-+----:--------~ 

......... I . 

~1------------....-....-----....-....---_;_-'~ .......... io.-------....---------------:....--------'----------'-------------,j 
' 

I '"-

' .... : 
I 

~t==========================~========~===~~. ~-....,_,~ .......... -:.::.,::.::.::.::.::.::.::.::.::.::.::.::.::.::.::.::.::.-:,'::.::.::.::.::.::.::.::.-.::'::.::.::.::.::.::.::.::.::.::.::.::.::t 
1--______ _..__,___.;._ __ _,_ __ __.__,_ ____ --------i--~~~~'----~--------...----'-~---'----+--.;__,-'-------~ 

: . ·~""" 
i I· ·I · '- · I 

I 

~1------------....-~----------....---....-....-----------------------------------------....-----__.;._---J 

7 !:i S.!O, 
i !'l ·?73. 
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~he ~a x ao~e ~age Jase ~ as 
.. ~ 11 .:.::a ~nrcJgn : ;; ; ~ s 
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=. :4:t,;a l . 

1 ~75 1":(;7 ~~a 1 =3r 

The :axab1e ~age ~ase ~as inc~!ased to S~.2:0 in 1;12 and ~o So ,~00 
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Loan Repayment Schedule Under Proposed Flexible 
Taxable Wage Base With a Deferral for 1979 

(All Financial Data in Thousands) 

Fund Balance (Year-End) FUTA Payments Repayments Made Outstandi.. '"' 
Year Excluding Including During Year From Fund Lo~ms 

Loans Loans 
1978 •••. (-) $13,200 $23,200 $ 0 $ 0 $36,400 
19 79 .•••. (-)2,600 33,800 0 0 36,400 
1980 •••. 6,200 42,600 0 0 36,400 
1981. ••. 20,900 20,900 5,300 31,100 
1982 •••• 30,700 30,700 0 0 

Of the $36.4 million due, $5.3 million would be collected 
through FUTA and the remaining $31.1 million could be paid 
from the Fund by Nover.~er 10 , 1981 and thus avoid any future 
FUTA credit reductions. 

C. Increased current tax rates. The Depart.~ent described 

to the Committee the effect of increasing the current tax rates. 

The average employer tax rate would jump from 3.3% in 1978 to 

4.3% in 1979, and then taper off to 4.0% by 1982 (assuming 4.8% 

insured unemployment rate) . The taxable wage base would con-

tinue to be $ 6, 00 0. The fund · balance would recover quickly und·er 

this condition and grow to $62.3 million by the end of 1982. -If 

this option is adopted, the Department calculates: 

If the proposed tax schedules are enacted with an effective 
date of July 1, 1978, it is believed that the State would 
qualify for a deferral in 1979. The following repayment 
schedule is projected: 

Loan Repayment Schedul2 Under Proposed Tax 
Schedules With a Deferral for 1979 

(All Financial Data in Thousands) 

0 
0 

Fund Balance (Year-End) 
Year Excluding Including 

Loans Loans 

FUTA Payments 
During Year 

Repayments "Ma.de 
From Fund 

Outstanding 
Loans 

197 8 •. (-)$12~900 
1 Q '0 .J.....,,, I,,/• 11, 500 
1980. JL,100 
l (~8:.. 52,6CO 
19 '.32. 62 _, 3C :1 

S23,500 s 0 
43,000 0 
34,100 0 
52 , SOO 0 
62,300 0 

s 0 
0 

36,400 
0 
·J 

$36,400 
36, 4CO 

0 
·J 
0 

:~c·te tnat ~fa.ine employers would not be assessed any FUT.A charges since 
complete repayment could be :nade £rom the Fund prior to November lO, 1980 . 

-14-



D. Combination: flexible taxable wage base and incre~sed 

tax schedules. The Department also described to the Committee 

the result if options 1 and 2 were combined: 

Under this proposal, the taxable wage base would increase 
from $6,000 in 1978 to $7,600 in 1982 . The average em
ployer tax rate would move from 3.3 percent in 1978 to 4.3 
percent in 1979 and 1980. After 1980 the average employer 
tax rate would drop as· a result of increases in reserves. 
The Fund balance at the end of each year would be the 
greatest under this proposal and reach $93.9 million by _ the 
.end of 19 8 2 . 

Since the taxable wage base for 1978 would be the same 
under both the current and proposed system, only the pro
posed tax schedules aspect need be effective July 1, 1978 
for the State to qualify for a deferral in 1979. Below is 
the projected repayment schedule under this option: 

Loan Repayment Schedule Under the Proposed Tax Schedules 
and Flexible Taxable Wage Base With a Deferral for 1979 

(All Financial Data in Thousands) 

Fund Balance (Year-End) 
FUTA Payments Repayments Made Outstanding Year Excluding Including 

Loans Loans During Year From Fund Loans 

1978 •... (-)$12,900 $23,500 $ 0 $ 0 $36,400 
1979 •• .• 13,100 49,500 0 0 36 ,400 
1980 •••• 40,700 40,700 0 36,400 
1981. •.• 69 , 600 69,600 0 0 
1982 •••. 93 , 900 93,900 0 0 

As with the proposed tax schedules , complete repayment could 
be made by November 10, 1980 from the Fund and no FUTA assess
ments would be necessary. The Fund balance of $93.9 million 
at the end of the period in 1982 would be the highest of all 
four options . 

In regards to the development of an acceptable multiple , the 
above option comes closest to meeting the minimum safety 
level prescribed by the U.S. Department of Labor . The 1982 
multiple under this option is projected to be .81 which is 

0 
0 
0 

below the 1.50 federal safety l evel . (See Section (~ of this ,">\ ·--· <:-
for a discussion of the proper U.I . fund surplus) . Although 
no projections have been made beyond 1982 , it is believed 
that under this opti6n a multiple of 1 . 50 would be attained 
by approx imately 198 8. 

E. Sununary o f major funding options. The Department has 

prepared the following summary chart of the three major funding 

options : 
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Year 

1978 ............. 

1979 ••••••••••• 

1980 .............. 

1981 ............ 

1982 ••• e !9e·•••• .. 

Projected December 31 Fund Balance Under Each Proposal 
1978-1982 

Current 
Proposed Pr oposed Proposed Tax Schedules 

Tax flexibl e Taxable and flex ible 1axable law 
Schedule Wase Base wa9e Base 

$(-)13 ,200,000 S(-)12,900,000 S(-)13,200,000 $(-)12,900,000 

(-) 5,700,000 11,600 ,000 (-) 2,600,000 13,100,000 

(-) 900,000 34 ,100,000 6,200,000 40,700,000 

400 ,000 52,600,000 15,6oO,OOO 69,600,000 

(=) 2,800,000 62,300,000 25 '400 ,000 93,900,000 

Acceptabie-
rund 

Level 

$121,700,000 

133,100,000 

145,600 ,000 

159,200,000 

174,000,000 

NOH: All estimates are based on the assumption that the insured unemployment rate will be 4.8 percent for 
each. year of· the l97S-1982 period. T~e actual fund balance at the end of eacflt year would be higher by 
the amount of loans owtstartding at that period. 

Please note that the final column in the above chart, Accept-

able Fund Level, refers to the Federal l 1/2 multiple standard 

(each U.I. fund should have reserves sufficient to last through 

l 1/2 years of a recession) • Whether this is too high a standard 

is discussed in Section 6 of this Report. 

Finally, of these three major options only the combination 

of a flexible taxable wage base and the increased tax rate would 

clearly satisfy the federal requirement that the U.I. fund have 

sufficient reserves for 6 months after paying its Federal debt 

(see Section 7 of this Report). 
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5. MINOR FUNDING OPTIONS 

A. Introduction. The funding options discussed in this sec-

tion are termed "minor" only because their expected revenues would 

seem to be somewhat less than the "major" funding options. Again, 

the dilemma that must be faced is: how small an increase in em-

ployers' taxes is needed for Maine to pay-off its Federal debt 

and provide the U.I. fund with sufficient reserves. It may very 

well be that one of these "minor" options is sufficient. 

B. Employee contributions. A few states, Alabama, Alaska, 

and New Jersey levy a U.I. tax on employee wages~ 

% of em- taxable 
State ployee tax wage base 

Alabama 0.5 $ 6,600 

Alaska 0.3 to 0.8 $10,000 

New Jersey 0.5 $ 6,200 

Alabama levies the tax only when the fund is below a 

minimum normal level. 

The effect of a tax such as Alaska's in Maine was calculated 

for the Committee by the Department of Manpower Affairs: 
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Over 
3.3 

"Alaska requires employee contributions on a yearly 
basis up to the taxable wage base of $10,000 at rates 
varying from 0.3 to 0.8 percent depending upon the 
schedule of rates in effect. Alaska's rate schedules 
are determined by a reserve multiple which is simila!."' 
in design to Maine's system." 

Alaska ErnploJ'.:ee Tax Schedule$ 

IF THE RESERVE MULTIPLE OF THE FUND IS: 

2.0- 1.5- 1.35- 1.15- 1. 0- .85- .67- .33-
3.0 2.0 1~5 1.35 1.15 1.0 .85 .67 

Under 
. 33 

Einployee Tax Rates 
Per Schedule •. • • 0.3% 0.4% 0.5% 0.5% 0.6% 0.6% 0.7% 0.7% 0.8% 

"The taxable wage base in Maine was $4 , 200 which gen-
· erated taxable wages of $1, 25 1,592, 7 63 during 1977. If 
the Alaska Employee Tax Schedules listed above were ef
fective during 1977 in Maine, an employee tax of 0.8 
percent would have been assessed. The estimated 1977 
employee contributions due under this option would have 
been as follows: 

0.8% 

Employee Contributions Due = (Taxable Wages) 
for 1977 = ($1,251,592,763) 

= $10,000,000 

(Employee Tax) 
(0.8%) 

Donald Diefenback in his 1978 study, Financing 
11/ 

America's Unemployment Compensation Proqram, feels 

an employee tax should be investigated and noted the 

following arguments for or against an employee (U.I.) 

tax: 

. 
(1) Argument for. A worker tax could provide an employer 

general tax relief. 

(2) ... ~gument against. A worker tax would lead to a tendancy 

to relax disqualification regulations. 

Diefe nbach , D.L., ?inancing America's Unemployment Compen
sation ?roqram, U.S. Department of La0or, Employment and 
Tra i ni ng Administration (19 78) . 
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c. Employer solvency tax. An employer solvency tax is a 

tax that is assessed in addition to regular taxes when fund re-

serves drop below certain predetermined levels. Arkansas has an 

employer solvency tax which depends upon the fund level as a 

percent of total payrolls for the preceding year and operates 

as follows: 

(1) a 0.1 percent tax is assessed when the fund level drops 

below 2.5 percent but is at ieast 1.25 percent of total 

payrolls, 

(2) a 0.2 percent tax when the fund is less than 1.25 per-

cent but greater than 0 . 0 percent, and 

(3) a 0.3 percent tax when the fund is insolvent. 

If the Arkansas employer solvency tax provisions described 

above were effective in Maine during 1977, the following esti-

mated additional contributions ~ould have been due: 

Employer Solvency Tax 
Contributions Due 

for 1977 
= (Taxable Wages) (Solvency Tax) 
= ($1 , 251,592,763) (0.3%) 
= $3,800,000 

Some other states with such a tax are Nevada, Illinois and Mis-

souri. 

D. Surtax on negative balance employers . Last session 

L.D . 2039 was introduced to impose a surtax on negative-balance 

employers (an employer with many lay-offs, whose former employees 

draw more benefits than their employer contributed in U. I. taxes) . 

This surtax would have varied according to the size of the nega -

tive reserve ratio . The Department made the following fiscal 

estimates : 
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The following estimates are provided had the proposa~ 
been effective during calendar year 1975: 

Estimated contributions due from negative-balance 
employers under the proposed law . ........ . .. $8,600, 0 00 

Estimated contributions du e from negative-balance 
employers under the present law .. . .......... $7,300 , 00 0 

Estimated amount of additional contributions from 
negative-balance employers .. ......•.. . .... . . $1,300 , 000 

Percent increase 17.8 

- - ~he proposed schedule was: 

lf, on the most recent compuUi tion 
dale, the employer 's res·erve ratio 
is nega tive by : 

Less than 0.9% 
0.93 or more, but less than 1.8% 
1.8% or more, bu t less than 2.8% 
2.8% or more, bu t Jess than 3.7% 
3.7% or more, bu t less than 4.6% 
4.6% or more , but Jess than 5.6% 
5.6% or more, but less than 6.6% 
6.6% or more, but less than 7.5% 
7 .5% or more, but Jess than 8.5% 
8.5% or more, but less than 9.53 
u~ or more 

•• 

The employer 's sur ta x rate shall be: 

0.0% 
0.3% 
0.6% 
0.9% 
l .2% 
1.5% 
l .8% 
2.1% 
2.4% 
2.7% 
3.0'9 

This negative balance surtax is a variation of other mechanisms 

(e.g., a "limited liability" tax, a "continuous rating" tax) 

designed to single out employers who consistently generate extra-

ordinarily high levels of unemployment. Donald Diefenback in 
12/ 

his 1977 Survey of Unemployment Insurance Financing Issues,~ 

lists some arguments for the "limited liabilityn approach: 

Diefenbach , D.L., Survey of Unemployment Insurance Financing 
Issues,New Jersey Department of Labor a n d Industry (1977). 

-20-



"The un·employment insurance program· is insured against 
the risk of involuntary unemploym~nt. Generally, 

----- --·· 

individuals employed in seasonal industries 
are exposed to a higher than average risk of 
unemployment. Such workers receive a propor
tionately greater share of unemployment bene- i. 

fits than do workers employed in nonseasonal 
industries. Consistent with insu.rance prin
ciples, employer contribution rates are ex
perience rated to reflect various degrees of 
risk .as evidenced by previous experience with 
unemployment. Employers generating the greatest 
rates of unemployment are taxed at the maximum 
rate. In some instances , the employer's drain 
upon the fund far exceeds contribtions. To 
the extent that these excess costs reflect in
voluntary unemployment due to normal economic 
risks, such excess costs are justifiably borne 
by other employers. The extent to which such 
excess costs are systematically used to supple
ment the employer's payroll, i.e., to hold work
force intact until next production cycle, it is 
questionable whether such excess costs ought to 
be borne by other employers." 

13/ 
E. Extended benefit employer t~x. Extended benefits~ 

are "triggered" when the insured unemployment rate rises above 

certain levelsG Regular benefits (up to 26 weeks) can then be 

extended by 50%, with the State and Federal government equally 

sharing the cost. 

"Extended benefits" refers to part Federally funded and 
part Stat~ funded programs to provide additi~na~ ~aymen~s 
during periods of high unemployment when an individual is 
not entitled to or has exhausted regular benefits. nEx
tended benefits" total 13 weeks and become available when 
the State insured unemployment rate is above 5% and when 
the national insured unemployment rate is above 4.5%. In 
Maine, if these benefits were available a person could re
ceive a total of 39 weeks of benefits. 
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An Extended Benefit (EB) account would defray the cost of 

EB payments. In Arkansas, each contributing employer must pay 

~ t . 1 The EP an additional EB tax of 0.1 percent o_ axan e wages. 

tax is paid into an EB account but would be suspended if, on the 

computation date (June 30) of any year, the EB account is more 

than 0.2 percent of total payrolls during the preceding year. 

If the Arkansas EB tax described above were effective in 

Maine during 1977, the Department estimates that the following 

additional contributions would have been due: 

EB Employer Contributions Due=(Taxable Wages) (EB Tax) 
for 1977 = ($1,251,592,763) (0.1%) 

= $1,300,000 

Since 1977 would be the first effective year of the EB tax, the 

EB account would have a zero balance. In Maine, the computation 

date is December 31, and the determination of EB taxes for the 

next year would be made as of that date. 

F. General Fund revenues. The employers' tax burden might 

be reduced by using general fund revenues to finance part of the 

U.I . fund. Diefenbach in Financing America's Unemployment Campen-

sation Program states: 

Historically, general revenues have been used to finance 
special federal U.I. programs - unemployment compensation 
for federal employees, unemployment compensation for ex
servicemen and trade adjustment assistance. T·wo recent 
legislative developments underscore the legitimacy and 
political feasibilit y of using general revenues for a much 
wider range of U.I. programs: 

(1) In 19 75, t h e Spec i al Unemployment Assistance Pro 
gram (SUA) was i ir1ple:-ne::-ited . This ne w pr ogram prov i d e d 
unempl oyse::.-:. c~~:e.:i c:s ': o : -:J :c::t e r i.y unc overed :,v-o r :Ce rs 
(agricul t u r a l, domest i 2, a n d governme n t wor kers ) ; and 

-22-



(2) Since April 1, 1975 Federal Supplemental Benefits 
(FSB) have been financed out of general revenues. Prior 
to this time FSB benefits had been financed by employer 
FUTA taxes. 

The following categories of benefits are currently being 
debited as possible candidates for general revenue funding 
in the future: 

(1) The federal share of extended benefits; 

(2) The state share of extended benefits; and 

(3) Abnormal U.I. costs related to an economic recession. 

The issue of general revenue sharing financing is not one 
of legitimacy or political feasibility. These concerns have 
been resolved by legislative precedents of the 1970's. The 
issue today is one of cautiously defining what categories 
of benefits will be financed by general revenues in the 
future so as to preserve the federal-state makeup of the 
program and to avoid escalating costs which might result 
from indiscriminate tapping of this funding reservoir. 

G. Limited U.Ia qualification and reduced U.I. benefits. 

Another argument to reduce the employers' tax burden is that the 

U.I. fund's current deficit is in part due to ~1...he progressive escala-

tion of benefits. - Thus,· one soluti' on mi' ght be to · either limit the 

number of workers who can qualify for U.I. benefits or to reduce 
14/ 

the amount of benefits workers can recei've.~ p , or exarnp.Le, in 

the l08th Legislature numerous bills proposed establishing more 
15/ 

stringent ' eligibility requirements and recently Associated 

14/ Currently, Maine ranks 39th among the states as to its 
average weekly benefit amount, $73.68 (Department of Labor 
Unemployment Insurance Statistics, April-June, 1978). 
Portland is ranked 10th most expensive city in the county 
for a family of four (intermediate budget, Dept. of Labor, 
Bureau of Labor Statistics). Maine is ranked 42nd in the 
county as to per capita income (1975). 

15/ E.g. , L.D.s 290 and 385 sought to redefine when a unemployed 
person is "available" for work; L.D. 888 dealt with the de
finition or leaving work "for good cause"; L . D. 903 sought 
to redefine what was " suitable employment" and L . D. 1 43 
considered when a person "voluntarily" left his job . 

""..., 
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Industries of Maine suggested that serious consideration be given . 

to the elimination of the -increased benefits awarded if an un-
16/ 

employed person has dependents (see Section 7) .~ 

6. FUND ADEQUACY STANDARDS: HOW GREAT SHOULD THE U.I. FUND 

RESERVE BE? 

A. Introduction. In the Department's study of major funding 

options (~ Appendix A for a complete description) both a flexible 

taxable wage base was suggested and a higher tax schedule. The 

Department, in judging whether the U.I. fund reserves ·would be 

sufficient under these options, used as a measure the "one and 

one half multiple" standard recommended by the Federal government. 

Basically, this standard recommends that states should have one 

and a half years of recessionary level benefits stored in the U.I. 

fund. This guideline was originally derived from the observation 

16/ Of the 33 states with flexible maximum benefit provisions 
only Arkansas froze their benefit at the 1976 level of $100 
for 1977-79. The maximum benefits in the 17 remaining states 
are usually determined by benefit schedules which are updated 
periodically. Of these 17 states, Alabama, Maryland, Michi
gan, and New York have outstanding Federal loans as of May 
1978. In an effort to restore solvency, or to prevent in
solvency, some states may be placing a moratorium on benefit 
increases. 
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that post World Wa r I I recessions approx imated 18 months . 

B. Adequate reserves and the Department ' s major funding 

options . The Department applied the Fede r al standard of a 1 1 /2 

mul t i p le t o t h e curre nt l a w a nd the s e 3 ma j or . fund ing option s : 

(l) No change in the current rates (assumes a 4.8% in

sured unemployment rate): 

Fund Balance* 
1 1/2 multiEle (in millions) 

Year Actual Acceptable Actual Acceptable 

1978 (-).16 1.50 $(-)13 .. 2 $121.7 

1979 ( - ) • 06 1.50 ( - ) 5.7 133 .1 

1980 (-) .01 1.50 (-) • 9 145.6 

1981 0 1. 5 0 .4 159.2 

1982 ( - ) • 02 1. 5 0 (-) 2.8 174.0 

* Does not reflect current outstanding debt of 
$23 million. 

(2) Flexible taxable wage base (a s sumes 4.8% insured 

unemployment rate) : 

Fund Balance s* 
1 1/2 multiEle (in millions) 

Year Actual Acce ptable Actual Acceptable 

1978 (-) .16 1.50 $(-)13.2 $121.7 

1979 {-) .03 1. 50 (-) 2.6 133.1 

1980 .06 1.50 6 .. 2 145.6 

1981 .14 1.50 15.6 159.2 

1982 .22 1. 50 25.4 174.0 

* Does not reflect $23 million outstanding debt. 
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(3) Increased tax schedule (assumes 4.8% insured un-

employment rate) : 

Year 

1978 

1979 

1980 

1981 

1982 

1 1/2 multiple 
Actual Acceptable 

(-) .16 

.13 

.35 

.so 
. • 54 

1.50 

1.50 

1.50 

1.50 

1.50 

Fund Balances* 
(in millions) 

Actual Acceptable 

$(-)12.9 

11.6 

34.1 

52.6 

62.3 

$121.7 

133.1 

145.6 

159.2 

174 .. 0 

* Does not reflect $23 million outstanding debt. 

(4) Combined: flexible wage base and increased tax rate base 

State 

1978 

1979 

1980 

1981 

1 1/2 multiple 
Actual Acceptable 

( -) .16 1. 50 

.15 1.50 

.42 1.50 

.65 1. 50 

Fund Balances* 
{in millions) 

Actual Acceptable 

$(-)12.9 

13.1 

40.7 

69.6 

$121. 7 

133.l 

145.6 

159.2 

1982 .81 1.50 93.9 174.0 
* Does not reflect $23 million ou tstanding debt. 

These Tables make clear that even if the State adopts 

the combined flexible wage base and increased tax rates, then 

the actual U.I. fund reserves would still fall considerably 

b~low (by $81 million) the "reconunended" reserves. 

C. Should Maint:" adopt a specific fund reserve standard? 

How important is it to meet this "reconunended" reserve 

level? Donald Diefenbach in Financing Aine.ri ca 1 s Unemployment 

Compensation Proqram (1978) recommends a reserve level lower 

than the Federal 1 1/2 multip l e standard . For example, he 

estimates that while the Federal standard would indicate that 
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in 1978 Maine needs a reserve of $122 million, he would recom-

mend only a $109 million reserve. 

Further, Diefenbach notes that the issue of what is a 

proper reserve raises other possible factors: 

(1) Deficit financing. Should the State seek to balance 

off periods of overfinancing and periods of underfinancing 

over the long run? The fund adequacy standard in a planned 

deficit financing system might be logically defined as 

"ze·ro reserves". 

(2) Countercyclical financing. Should lower than average 

tax rates -be levied during periods of high unemployment 

and business recession? Conversely, should higher than 

average tax rates be levied during period of low unemploy-

ment and business expansion? 

The question, then, is whethe·r the committee wishes to 

recommend a specific fund adequacy standard and whether it 

should be different than the one recommended by the Federal 

government. Diefenbach comments: 

"The selection of a reserve criterion is important be
cause it sets the tone for the development of a State 
revenue system for the long term future. Once a fund 
standard is selected and incorporated into the State 
law, it may remain inforce for decades, affecting in
dividual firms, the State economy and the substance 
and image of the State unemployment insurance program." 
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7. ANALYSIS OF ASSOCIATED INDUSTRIES OF MAINE RESPONSE TO FEDERAL 

DEBT 

A. Introduction. In response to a Conunittee request, Asso

ciated Industries of Maine made a detailed analysis of the U.I. 

funding problem. AIM's four main points would seera to be: 

(1) It is AIM's opinion there "can be little doubt" that 

Maine will qualify for deferral of a loan obligation in 

1979 and thereby avoid the penalty of. an increased FUTA 

employer tax; 

(2) that prospects for timely repayment of the $36.4 mil

lion loan by the November 10, 1980 appear "favorable"; 

(3) that there is, therefore, no immediate need to consider 

any of the major U.I. funding options set forth by the De

partment of Manpower Affairs; and 

(4) that if the U.I. funds present deficit position is in part 

due to the "progressive escalation of benefit levels," then 

serious consideration should be given to restricting eli

gibility and decreasing benefit amounts. 

AIM's initial position on the U.I. funding problem is im

portant and deserves further comment. 

B. Maine will qualify for a 1979 loan deferral. Rather 

than agree wholeheartedly with AIM's "little doubt" that Maine 

will qualify for a 1979 deferral, the Department has taken a 

more cautious stance, stating that they wish to postpone any pre

diction, pending more recent information on the average employer 

tax rate for 1979 (which must be greater than the average cost rate of 

the 10 y~ar period ending in 1978 in order to qualify for a de

ferral) • 
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c. Prospects for timely repayment of the loan appear favor-

able. The Department does not appear as optornistic as AIM that 

Maine "wfll be able to repay the loan prior to the deadline of 

November 10, 1980 without incurring any penalties." AIM's con-

tention is based on Department projections which show a November, 1980 

u. I. fund balance of $ 4 4. 6 million, more t:i:1an enough to pay-

off the $36.4 million loan. However, the Department further pro-

jects by December 31, 1980 the U.I. balance will be down again 

to $37.4 million, leaving only a $1 million balance if the loan 

is paid off. Whether this $1 million balance is sufficient is 

problematical. Almost certainly the Fund again would have 

to quickly borrow from the Federal Government, as Fund pay-

ments during the winter and spring months normally exceed 

the revenues. In any case, the same projections of the De-

partment reveal a $2.8 million deficit .by 1982, so the pro-

blem of an under financed system will not disappear. 

A development that adds to AIM's optimism is the possi-

bility that Congre~s will pass legislation providing for reim-
17 I 

bursement of states of their 50% share of extended benefit costs~ 
18/ 

incurred from January 1, 1975 to January 1, 1978.~ If this were 

See footnote ~o. 

A 1978 interim legislative recommendation of the National 
Commission on Unemployment Compensation. 



to happen it is estimated Maine would receive $15,000,000. But 

even these additional funds would not seem to meet the Federal 

6 month fund reserves standard. Further, Congress might decide 

to forgive all or part of the U.I.debts owed to the Federal govern-

1.9/ 
ment by states. 

ing. 

~/ 

D. No immediate need to consider changing U.I. fund financ-

Certainly, AIM is correct in that an emergency bill is not 

The National , ... Commission on Unemployment Compensation recom
mended ih 1978 not that the debt be forgiven but that another 
year of deferral be allowed if regulel:tions were made more 
stringent. The indebted states ~s of May 1978 are: 

States 

Pennsylvania 
Illinois 
New Jersey 
Michigan 
Connecticut 
New York 
Massachusetts 
Minnesota 
Washington 
Rhode Island 
Puerto Rice 
District of Columbia 
Maryland 
Delaware 
Vermont 
Alabama 
Maine 
Arkansas 
Hawaii 
Montana 

Total, All States 
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LOAN BALANCE 
(Rounded to the nearest million) 

$1,187 
946 
735 
624 
448 
366 
265 
172 
137 
102 

89 
66 
63 
47 
46 
44 
36 
30 
22 
10 

$5,435 



necessary at this time. But some decisions need to be made 

relatively soon. If the option to increase tax 

rates were made effective January 1, 1980, the Department esti-

mates a ~ossible ~17 nillion revenue increase, perhaps just barely 

enough to meet the November 10 deadline and to provide sufficient funds 

for the increase in benefits paid out in the winter and spring rronths . If 

l:oth the flexible wage base arrl the increase:l tax rates w-ere made effective 

January _l, 1980 increased revenues of IJE=rhaps $22 million surely 'WOuld be a 

sufficient surplus to l:oth pay the debt and keep the Fund from quickly re-

verting to a deficit state. The flexible \Ala.ge base is especially desirable 

when the maximum benefit arrount increases with increasing wage levels. A 

wage base _that keeps pace with increasing wage levels automatically provides for 

increasing revenues to offset higher be...riefit arrounts . This self-adjusting 

mechanism, however, may not be sufficient to restore the fund to acceptable 

standards when the fund has been allowed to become overdepleted as is pre-

• 
sently the case. 

v E. :3enefits should be reduced and eligibility narrowed. AIH's 

concern with lightening the employers' tax burcien by decreas-

i ng the availability of unemployment insurance tends to divert 

attention from a significant flaw in the U.I . taxable wage base . 

Because the wage base is fi xed at $6,000 the system's ability to 

generate needed revenues is continually eroded . Thus , more and 

more employers are being shunted towa r d the higher tax rates as their 

reserve ratios de~line through experience rating . Over time, as the 

system's needs expand in response to ever present inflation , even self-

supporting employers will tend to move down the rate schedule towards 
?n.I 

higher tax rates. 

~/ Having a wa ge base f i xed at 56,000 would seem to discrim
inate aqainst the small employer, as he is forced to pay 
a tax oii. a greater percentage of his total p ayroll than 
is a larger, higher p a ying employer. 
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F. AIM and the Department's differing emphasis. 

AIM's emphasis on simply re-paying the debt and avoiding 

increased employer taxes is entirely proper, however it tends 

to obscure two very important considerations: 

(1) All AIM calculations are based on the 4.8% insured 

unemployment rate, but this rate is a 10 year average,, 

not a prediction. If a recession were to develop, certainly 

a possibility, the Stat~'s various options might change 

dramatically. I nstead, the carefulness with which the 

4.8% figure must be used is illustrated by the fact that 

the Department has just updated the average insured unem

ployment rate for the most recent 10 years and it is signi

ficantly higher than 4.8%. If AIM had used this new figure, 

then conclusions might have been different. 

(2) Further, AIM's concern with avoiding an immediate 

employer's tax increase tends to obscure the Department's 

concern with a fund reserve that can withstand even a mild 

recession. In many ways the key question to be answered 

in U.I. funding is treated in section 6 of this study: 

Fund Adequacy Standards: How Great Should the U.I. Fund 

Reserve Be? 

8. CONCLUSION 

Surely, the U.I. funding problem needs immediate study. If 

financing changes are to become effective by January 1, 1980, 

legislation would have to be introduced prior to the end of the 

coming regular session. Compounding the problem is the fact that 

there is no guarantee that the assumed insured unemployment rate of 
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4. 8% (an average of the past 10 years, not a forecast) will 

not in fact be higher than that. Currently , it appears slightly 

below that mark but during the recession of 1975 it rose to 8 . 2% . 

And a recession is at least possible in future years . 

There are several possibilities as to who could conduct this 

study : a committee of small and large private employers , the 

Department , the Committee on Labor , a select coffil~ittee made up 

of each of the abov e . Regardless of the study committee ' s com

position it should be fo r med as soon as possible . 
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INTRODUCTION 

The inadequacies of the Employment Security Law to .finance benefits have been 
magnified as n result of the extremely high benefit costs of the last four 
years. The balance in the Unemployment Trust Fund at the end of 1977 was 
approximately $3 million with an outstanding debt of $22.9 million. Previous 
estimates have indicated that the Unemployment Trust Fund will remain in an 
unstable condition through 1982 depending upon the level of the unemployment 
rate. It is, therefore, important that alternatives be considered to strengthen 
the solvency position of the Fund • 

This report addresses the effects of three possible legislative changes: (1) a 
revised set of tax schedules, (2) a flexible taxable wage base, and (3) a com
bination of revised tax schedules and a flexible wage base. These three pro
visions are examined separately for their estimated impact. It is assumed 
that the flexible taxable wage base became effective January 1, 1978, and the 
proposed tax schedules will become effective July 1, 1978. The final section 
of the report discusses what an adequate Fund level is and how this can be 
measured. A measure of the Fund is provided for each of the proposed legis
lative changes. 

All projections in this report are based on the assumption that the insured 
unemployment rate will be 4.8 percent for 1978 and each year through 1982. The 
4.8 percent is considered a moderate rate and was determined by taking the 
average of the insure.cl unemployment rates for the past 10 years from 196 7-
1976. During this period, the insured unemployment rate has varied from a low 
of 2.6 percent in 1967 to a high of 8.2 percent in 1975. In recent years, the 
following insured unemployment rates have been experienced: 197 4--5. 0 perc.ent, 
1975--8.2 percent, 1976--6.0 percent, and 1977--6.0 percent (estimated). 

For purposes of showing the true condition of the Fund, this report excludes 
money borrowed from the Federal government. In so doing, negative balan~es 
will ?ccur; however, in actuality the Fund will never be allowed to drop to a 
negative level. As of December 31, 1977, a total of $22.9 million in Federal 
loans had been obtained. If this $22 . 9 million in Federal loans were in
cluded, the projected Fund balances for the end of each year in this study 
would increase by that $22.9 million. For example, the projected 1982 Fund 
balance including Federal loans received as of February 1, 1978, would be 
$20.1 million under the current law; $85.2 million under the proposed tax 
schedules, $48.3 million under the proposed flexible taxable wage base, and 
$116.8 million under the proposed tax schedules and flexible taxable wage 
base. 

NOTE: It is important to emphasize that the 4.8 percent assumption 
was selected for simulation purposes only to demonstrate what 
would happen to the Unemployment Trrust Fund if these legisla
tive ch2nges a:t1e en.acted. The 4.8 percent assumption was used 
because it is the average of the insured unemplo7J777ent rates 
for the past lO year.s. No deg1•ee of p-:i1obability should be 
attached to this asswnption; it does not revresent a forecas t 
by the Corrrmission. 
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1978 .............. 

1979 .......... .. 

1980 ••••••••••• 

1981 ••••••••••• 

1982 ••••• ~····· 

SUMMARY OF RESULTS 

Projected December 31 Fund Balance Under Each Proposal 
1978-1982 

Current 
Proposed Proposed Proposed Tax Schedules 

Tax flexible Taxable and flexible Taxable 
law Schedule Wage Base Wa9e Base 

S(-)13,200,000 $(-)12, 900 ,ooo $(-)13,200,000 S(-)12,900,000 

(-) 5,700,000 11,600,000 (-) 2,600,000 13,100,000 

(-) 900,000 34,100,000 6,200,000 40,700,000 

400,000 52,600,000 15,600,000 69,600,000 

(-) 2,800,000 62,300,000 25 ,400,000 93,900,000 

Acceptable 
rund 

level 

$121, 700 ,000 

133,100,000 

145,600,000 

159,200,000 

174,ooo,ooo 

NOT£: All estimates are b3sed on the assumption that t he insured unemployment rate wi ll be 4.8 percent for 
each year of· the l978-l982 period. r~a actual fund balance at the end of each y9ar would be 1'igher by 
the amount of loans outstanding at that period. 

CURRENT EMPLOYMENT SECURITY-LAW 
. - · - - - . -

These projections of the Fund balance assume that no changes are made to the ex
isting law. Under this condition, the taxable wage base would be $6,000 and 
the average employer tax rate is projected to remain at 3.3 percent throughout 
the period . The year-end Fund balances under the current law would generally 
remain in a deficit status. 

PROPOSED TAX SCHEDULES : 

With the proposed tax 
jump from 3 . 3 percent 
4.0 percent by 1982 . 
would recover quickly 
end of 1982. 

schedules in effect, the average empioyer tax rate would 
in 1978 to 4.3 percent in 1979, and then taper off to 
The taxable wage base would be $6,000. The Fund balance 
under this condition and grow to $62.3 million by the 

PROPOSED FLEXIBLE TAXABLE WAGE BASE: 

The taxable wage base proposed depends on average wages and , therefore , would 
change each year. During 1978 the taxable wage base would be $6,000, unchanged 
from current law . During 1979-1982 the base would increase as follows : 1979-
$6,200; 1980--$6,600; 1981--$7,100; 1982--$7,600 . The year-end Fund balances 
would rise steadily under this proposal and reach $25 .4 million.by 1982 . · 
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The revised tax schedules generate lar ge amounts of additional income during 
the first few years after enactment wh ich results in improved Fund balances. 
These increases in the Fund balances ·wi l l cause a more favorable tax schedule 
to become effective beginning July 1 , 1981 , thus reducing the employer tax 
rate. 

Under the proposed flexible taxable wage base, the taxable wage base will 
continue to increase as wages increase and thereby keep the ratio of taxable 
wages relatively constant. This is important since benefit payments are based 
on total wages, whereas contributions received are related to taxable wages. 
It is actuarially unsound to levy taxes on a wage base . that does not keep pace 
with rising total wage levels. 

PROPOSED TA..'C SCHEDULES AND FLEXIBLE TAXABLE WAGE BASE: 

-
Under this proposal, the taxable wage base would increase f rom $6 , 000 in 1978 
to $7,600 in 1982. The average employer tax rate would move from 3.3 percent 
in 1978 to 4.3 percent in 1979 and 1980. After 1980 the average employer tax 
rate would drop as a result of increases in reserves. The Fund balance at the 
end of each year would be the greatest under this proposal and reach $93.9 
million by the end of 1982. 

ACCEPTABLE FUND LEVEL: 

The acceptable Fund level is based on the "one and one-half multiple" concept 
developed by the Federal government. Thi.s concept is described in detail 
within this report . 

Although the projected Fund balance under each of the proposals is greatly 
above that occurring under current law, these levels are still below that 
which is acceptable. At the end of 1982, the Fund balance is projected to be 
$ (-) 2. 8 million assuming no changes are made to the current law. If the 
current law is amended t o incorporate both the flexible taxable wage base and 
the revised tax schedules, the Fund balance at the end of 1982 would be $93.9 
million. This balance is still considerably below the acceptable level of 
$174.0 million as recommended by the Federal government . 
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DETAILED PROPOSALS AND PROJECTED IMPACT 



PROJECTED FINANCIAL DATA UNDER CURRENT LAW, 1978-1982 

B~fore the pr~viously mentfoned proposals are detailed, it is important to 
first examine proj ections aasuming that the insured unemployment rate will be 
4.8 perce11t for 1978 and each year through 1982, · and the current law will not 

1 
be amended throughout the period. The following table shows Regular and Ex
tended Benefit cost, employer contributions received, and the Fund balance at · 

• J the end of each year. Also, the taxable wage base and estimated employer tax 
rates are listed. 

J 

. ! 

Year 

19 78 .••••••• 

19 79 ....•••• 

1980 ....•••• 

1981 .•...•.. 

1982 .•....•• 

Projected Financial Data (in thousands) 
Benefits Contributions Fund-Balance 
Paid !_/ Received (Year-End)~/ 

$43,900 $51,100 

48,400 55,~00 

53 , 100 57,900 

58,300 59,600 

64,800 60,800 

$(-)13,200 

(-) 5,700 

(-) 900 

400 

(-) 2,800 

Taxable 
Wage 
Base 

$6,000 

6,000 

6,000 

6,000 

6,000 

Average 
Employer 
Tax Rate 

3.3% 

3.3 

3.3 

3.3 

3.3 

l/ Benefits Paid includes Regular Benefits and State-share of Extended Bene
fits • 

]:_/ The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 
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PROJECTED FINANCIAL DATA UNDER PROPOSED TAX SCHEDULES, 1978-1982 

The projections that foll ow in this section are based on the proposed tax sched
u leH round below. These proposed tax schedules raise the maximum tax rate from 
').0 IH'!'< ' l'llt to h.O pt•rcent \vh11e reducing the number of schedules from 16 to 
11. 'l'lit• rwl1c•cl1tl« 111-11rttwfn ll •d wltl1 reHt•rvt~ 1111llttplt•B of ovc·r 2.50 remains the 
Rome Hn the current .law. Schetlules associated w'lth reserv<:! multipl t!i=l or 2.50 
or less increase by O.J percent rather than 0.1 percent as in the current law . 

Proposed Tax Schedules 
Employer's Contribution Rate in Percent of Wages 

Employer When Reserve Multiple is: 
Reserve Ratio 

Equal to or Less Over 2.27- 2.04- 1.82- 1.59- i. 36- 1.13- .91- .68- .45- Under 
llX> re than than 2.50 2.50 2.26 2.03 1. 81 1.58 1. 35 1.12 .90 .67 .45 

Schedules 
Column A A B c D E F G H I J K 

19.01. nnd over .5% .7% 1.0% 1. Ji. 1. 6h 1. 9% 2.2% 2.5% 2.8% 3 . 1% 3.4% 
18.0% 19 . 0~ .6% .8% 1.1% 1. 47. 1. 7% 2.0% 2.3% 2.6i. 2 .9% 3.2% 3.57. 
17.0i. 18.0% .7% .9% 1. 2% 1. 5% 1.8: 2.1% 2.4% 2.7% 3.0% 3.3i. 3.6% 
16.07. 17.0% .8% 1.0% 1. 3% 1. 6% 1. 9: 2. 2% 2.5% 2.8% 3.li. 3.4% 3. 7% 

lS.0% 16.0% .n 1. li. 1.4% 1. 7% 2.0:Z 2.3% 2.6% 2.9% 3.2% 3.5% 3.8% 
14.0i. 15.0% 1.0% 1. 2% 1. 5% 1.87. 2.U 2.4% 2. 7% 3.0% 3.37. 3.6% 3. 97. 
13.07. 14.0% 1.1% 1. Ji. 1. 6% 1. 9% 2.2% 2.5% 2.Bi. 3.1% 3.4% 3.77. 4.0% 
12.0t 13.0% 1. 2i. 1.4% 1. 7% 2.0% 2.3% 2.6% 2.9i. 3.2% 3.5% 3.8% 4.li. 
11.07. 12.0'.t 1. J i. 1. Si. 1.8% 2.1% 2.4:% 2. 7% 3.0% 3. 3i. 3.6% 3.9% 4 . 2% 
10.0% 11.0'% 1. 4% l. 61. 1. 9% 2.2% 2.5% 2.8% 3.li. 3.47. 3. 7% 4.0% 4.3i. 

9. 0% 10.0% 1. 5% 1. 7i. 2.0% 2.3% 2.6~ 2.9% 3.2% J.5% 3.8% 4.1% 4~4% 

B. OZ 9.0% 1.6% 1.8% 2. 1% 2. 47. 2. r:.. 3.0% 3. 37. 3.6i. 3.9% 4.2% 4.5% 
7.0% 8.0% 1. 7% 1.9% 2.2% 2.5% 2.87: 3.1% 3. 4% 3. 7% 4.0% 4.3% 4.6% 
6.0?.: 7.0t 1.8% 2. 0% 2.3% 2.6% 2.9~ 3.2% 3.5% 3. 8% 4.1% 4.4% 4. 7% 

5.01. 6.0h 1. 9% 2.1% 2.4% 2. 7% 3.0~ 3.3% 3.6% 3.9% 4.2% 4. Si'. 4.8% 
4.0% 5.0~ 2.0% 2.2% 2.5% 2.8% 3.1~ 3. 4i, 3. 7% 4.0i. 4.3% 4.6% 4. 9i, 

3.0~ 4.0~ 2. 2% 2 . 4% 2.7% 3 . 0% 3.3~ 3.6% 3.9% 4.2% 4.5% 4 . 8% 5.1% 
2.0i. J. o~; 2.4% 2.6% 2.9% 3. 2h 3.5~ 3.8% 4.H 4. 4k 4.7% 5.0% 5.3% 
1. o~ 2.0Z 2. 6/~ 2. 8~~ 3. H 3.4% 3. :-~ 4.0% 4.3% 4.6k 4.9% 5. 2% 5.5% 
O.O'Z i.o,; 2.8% 3 . 0% 3.3% 3. 6% 3.9~ 4.2% 4 . 5% 4.8% 5.1% 5.4% 5. 7% 

~egative balance 3.1% 3.3~ 3.6% 3.9% • 7" ... . - ,,. !. • 5% 4.8% 5.1% 5. 4i. 5. 7% 6.0% 

The highest tax rate proposed for Maine is 6. 0 percent; Michigan (7 • 5%), 
Minnesota (7.5%) , and New Jersey (6.2%) have higher tax rates. Connecticut , 
Iowa, and Ve rmont ench have rates equal to 6.0 percent . 
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The projected financial infonnation below as.sumes that the proposed tax sched
ules become effective July 1, 1978. 

I 

Em~lo~er Contributions(in thousands) nnancir Data Under /roposal 
Received in thousands 

Taxable Average Received Benefits Contributions Fund Balance Under Additional Wage Employer Under Year 
Paid 1f Received (Year-End)£/ Current Income 

Base Tax Rate Proposal 
Law 

1978 •• $43, 900 $51,400 $(-)12,900 16,000 3.3% $51,400 551,100 s 300 

1979 •• 48,4DO 72,900 11,6oo 6,009 4.3 72,900 55,900 17,000 

1900 •• 53,100 75,600 3 ,100 6,000 4 .. 3 759 600 57 ~900 17 ' 700 

1981 •• 58,300 76,800 52,6o0 6,000 4.2 76,800 59,6o0 17 ,200 

1982 •• 64,000 73,700 62 ,300 6,000 4.0 73,700 60,800 12,900 

1/ Benefits Paid includes Regular Benefits and State-share of Extended Benefits. 
IJ The actual fund balance at the end of each year would be higher by the amount of loans outstanding at 

that period. 

Note that under the proposed tax schedules, the Fund balance at the end of 
1982 is estimated to be $62.3 million as compared to an estimated 1982 Fund 
balance of $(-)2.8 million if no legislative changes are made . 

As a test of the acceptability of these proposed tax schedules, had these 
schedules and a reserve multiple system been in effect since 1965, it is 
estimated that on May 31, 1977, the Unemployment Trust Fund would have been 
$30.1 million. The tax schedules presently being used became effective in 
1972 . . Had they been in effect since 1965, the estimated balance on May 31, 
1977, would have been $(-)3 .4 million. 

The following table shows the actual May 31 Fund balance for each year from 
1966-1977. For comparison purposes, estimates of the May 31 Fund balance are 
provided assuming the proposed tax schedules and the tax schedules currently 
in the law were in effect beginning July 1, 1965. Note that had the present 
tax schedules been in effect since July 1, 1965, the May 31 Fund balance in 
1977 would be $(~)3.4 million rather than $(-)15.6 million, or an increase of 
$12.2 million. The proposed tax schedules , had they been in effect since 
July 1, 1965, would have increased the actual May 31 Fund balance by $45.7 
million, a net positive balance of $30.1 million. It shou ld be noted that the 
May 31 balance is provided since the balance on this date is used in deter
mining the reserve multiple. 
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Actual and Estimated May 31 Fund Balance 
Under Various Conditions, 1966-1977 

Year 

19 6 6 ••••••••••••••••••••••• 
19 6 7 ••••••••••••••••••••••• 
19 68 ••••••••••• •• •••••••••• 
19 69 . ......•............... 
19 7 0 •••••••••••••.••••••••. . 
19 71 ••.••••..••.••••••••••. 
19 7 2 ••••••••••••••••••••••• 
19 7 3 ••.••••••••••••• ••••••• 
1971.+ ••••••••••••.•••••••••• 
19 7 5 •••••••••••••••••••••.• 
19 7 6 ••••••••••••••••••••••• 
19 7 7 .•.•.....•............. 

Actual 

$ 37,036,971 
40, 009, 726 
42,295,448 
43,800;013 
42,244,490 
30,058,839 
16,861,099 
22,440,977 
27,917,746 
10,299,843 

(-) 3 , 816,906 
(-)15,629,649 

May 31 Fund Balance }./ 
Present 'l:_/ Proposed 1._/ 
Schedules Schedules 

$ 42,500,000 
50,000,000 
57,600,000 
62,700,000 
64,800,000 
56,200,000 
42,300,000 
45,700,000 
50,300,000 
30,300,000 
11,900,000 

( - ) 3' 400 '000 

$ 46,900,000 
57,700,000 
64,600,000 
68,400,000 
71, 300 '000 
63,300,000 
50,300,000 
58,000,000 
69,500,000 
53,900,000 
39,000,000 
30,100,000 

!/ The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 

'!:._/ Assumes that the reserve multiple system currently law became effective 
July 1, 1965. 

1/ Assumes that the proposed schedules and the reserve multiple system be
came effective July 1, 1965. 
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PROJECTED FINANCIAL DATA UNDER PROPOSED FLLXIBLE TAXABLE WAGE BASE, 
1978-1982 

The projections presented in this section are based on the proposed flexible tax
able wage base as described below. For each year beginning with 1978, the 
flexible taxable wage base would equal the larger of: 

1. two-thirds the average anrtual wage paid in covered employ-
ment during the second preceding calendar year and rounded 
to the nearest $100; or 

2. the Federal Unemployment Tax Act (FUTA) taxable wage base. 

As an example, the calculation of the tax base that would be in effect during 
the year beginning January 1, 1978, is as follows: 

The average annual wage paid 

in covered employment during $8,604 

the second preceding calendar year (1976) x 

multiplied by 2/3 2/3 

equals = $5,736 

rounded to the nearest $100 $5,700 

The taxable wage base effective January 1, 1978, would be the larger of either 
$5,700, or the FUTA taxable wage base. In this case, the FUTA taxable wage 
base equals $6,000; therefore, the taxable wage base to become effective in 
1978 in Maine would be $6,000. 

For comparison, as of January 1978, four states (Hawaii, North Dakota, Utah, 
and Washington) had flexible taxable wage bases resulting from a variety of 
formulas that relate to either previous wages, Fund balance, or benefit cost. 

Alaska has the highest taxable wage base of $10,000, while six other states 
(Idaho, Iowa, Minnesota, Nevada, New Jersey, and Oregon) have taxable wage 
bases above $6,000. 

During the projection period, the proposed flexible taxable wage base increases 
from $6,000 in 1978 to $7,600 in 1982. Under current law , this base would re
main constant at $6,000. The total amount of additional employer contributions 
during this period is projected to be more than $28 million. These additional 
contributions are projected to raise the Fund balance from $(-)2.8 million 
under current law to $25.4 million under the proposed flexible wage base. 
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The projected information below assumes that the flexible taxable wage base pro-
posal becomes effective January 1, 1978. 

--

financial Data Under Prooosal Em~lo~er ContributionsUn thousands) 
(in thousands) · . Taxable Average Received Received 

Bencf 1ts Contributions fund Bala~~ Under Additional Year 
Paid 1J Received (Year-End) 'l,/ wage Employer Under 

Current Income 
Base Tax Rate Proposal 

law 

19780. . 543,900 $51,100 $(-)13,200 $6,000 3 .. 3% $51,100 $51,100 0 

1979 •• 48,400 59,000 (~) 2,600 6;200 3.3 59,000 55 ,900 S3,100 

1980 •• 53,100 61,900 6,200 6,600 3.3 61,900 57 ,900 4,000 

1981 •• 58,300 . 67 ,700 15 ,600 7,100 3.3 67,700 59 ,600 8,100 

1982 •• 64 ,000 73,800 25,400 7,6oo 3.3 73,800 60 ,800 13,000 

LI Benefits Paid includes Regular Benefits and State-share of Extended Benefits. 

z_/ The actual rund balance at the end of each year would be higher by the amount of loans outstanding 
at that period. 

The Fund balance at the end of 1982 is projected to be $25.4 million under the 
flexible taxable wage base proposal. This Fund balance is considerably less than 
the $62.3 million projection which was obtained from the revised tax schedules. 

Had the f lexible taxable wage base and the currently effective tax schedules been 
in the law beginning in 196 5 , the Unemployment Trus.t Fund balance on May 31, 1977, 
would have been $3.8 mi llion. This repre sents an estimated increase of over 
$19.4 million when compared to the actual May 31, 1977 , Fund balance of $(-)15.6 
million. 

The following table lists the actual May 31 Fund balance and the actual taxable 
wage base in effect . This table also shows the effect the present tax schedules 
would have on the Fund compared with the present tax schedule and a flexible 
taxable wage base. 
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Year 

Taxable Wage Base, Actual and Estimated ~iay 31 Fund 
Balance Under Varieus Conditions, 1966-1977 

Taxable 
Wage 
Base 

May 31 Fund 
Balance (OOO's) 1/ 

Actual Present ~/ 

Proposed Flexible 
Taxable Wage Base 2/ 

Taxable May 31 Fund 
Wage Base Balance (OOO's) 3/ 

1966. . . . $3, 000 $ 37,037 $ 42, 500 $3,000 $42,500 

196 7 •••. 

1968 .... 

1969 .... 

1970 .... 

1971. ... 

197 2 .... 

197 3 ...• 

197 4 •••• 

197 5 •.•• 

1976 .... 

1977 .... 

3,000 

3,000 

3,000 

3,000 

3,000 

4,200 

4,200 

4,200 

4,200 

4,200 

4,200 

40,010 

42,295 

43,800 

42, 244 

30,059 

16,861 

22,441 

27,918 

10,300 

(-) . 3,817 

(-)15,630 

50,000 3,100 51,300 

57,600 3,200 57,900 

62,700 3,400 63,300 

64,800 3,600 66,300 

56,200 3,800 59,700 

42,300 4,200 45,000 

45,700 4,200 48,400 

50,300 4,300 53,100 

30,300 4,600 34,100 

11,900 4,900 14,500 

(-) 3' 400 5 , 300 3,800 

l/ Assumes the present tax schedules and reserve multiple concept were law 
in 1965. 

J../ Assumes the present tax schedules, reserve multiple conc-ept, and the 
flexible taxable wage base were in effect beginning in 1965. 

)_/ The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 
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PROJECTED FINANCIAL DATA UNDER PROPOSED TAX SCHEDULES 
AND FLEXIBLE WAGE BASE, 1978-1982 

If both the flexible taxable wage base and the proposed tax schedules had been 
enacted to become effective in 1978, it is projected that the Unemployment Trust 
Fund balance at the end of 1982 would increase from $(-)2.8 million under the 
current law to $93.9 million. 

The following financial information is based on the assumption that the flex
ible taxable wage base became effective January 1, 1978, and that the proposed 
tax schedules will become effective July 1, 1978. 

financial Data Under Proposal Emelo~er Cbntributions~in thousands) 
(in thousands) 

Taxable Average Received Received 

Year 
Benefits · Contributions Fund Balance Under Additional 
Paid ]_/ Received (Year-(nd) y Woge Employer Under 

Base Tax Rate Proposal 
Current Income 

law 

1978 •• $43,900 $51,400 $(-)12,900 $6,000 3.3% $51,400 $51,100 $ 300 

1979 •• 48,400 74,400 13,100 6,200 4.3 74,400 55,900 18,500 

1980 •• 53,100 80, 700 40, 700 6,600 4.3 80, 700 57,900 22,000 

1981 •• 58,300 . 87,200 69,600 7,100 4.2 87 ,200 59,600 27, 700 . 

1982 •• 64,000 88,300 93,9)0 7,600 3.9 88,300 60 ,800 27,500 

lJ Benefits Paid includes Regular Benefits and State-share of Extended Benefits. 

y The actual fund balance at .the end of each year would be higher ~y the amount of loans out standing at th~t 
period. 
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ADEQUATE FUND LEVEL MEASUREMENT UNDER VARIOUS CONDITIONS 

The "one and one-half multiple" concept discussed 
below was developed by the U.S. Department of 
Labor. The concept of reserve ratio and reserve 
multiple is similar to that found in the Maine 
Employment Security Law but differs slightly in 
definition of terms. 

Fund balances are usually analyzed in terms of their ability to meet potential 
benefit costs. To measure adequacy, the U. S. Department of Labor has developed 
a "one and one-half multiple" concept. This concept relates a state's Fund 
reserve ratio to its · benefit cost rate. A Fund reserve ratio is defined as 
the end-of-year Fund balance as a percent of total wages of cont~ibuting 
employers for that year. The benefit cost rate· is obtained by expressing 
Regular and State-share of Extended Benefits paid (excluding direct reimburs
able payments) as a percentage of total wages from contributing employers for 
the same period. The actual multiple is then determined by dividing the Fund 
reserve ratio by the benefit cost rate. When first adopted in 1959, the 
mult iple was based on the h ighest 12-month benefit cost rate during the past 
10 years; however, as low unemployment costs continued through the 1960s, and 
it appeared that the last 10 years would contain no significantly high cost 
rates in most states, the time frame was changed to that beginning in 1958. 
While proposed as a minimum level, this measure has been accepted as a "level 
of safety." This means that a state's Fund balance is considered to be at a 
safe level if the actual multiple for that year is greater than 1.5, that is, 
the Fund reserve ratio is one and one-half times the highest 12-month benefit 
cost rate since 1958. 

The following illustrates the process of determining Maine's actual multiple 
for Calendar Year 1976: 

Fund Reserve Ratio = End-of-Year Fund Balance; for 1976 
Total Wages for Year 

$(-)7,694,855 = (-).32% 
$2,384,764,762 

Highest 12-month Benefit Cost Rate since 1958 was Calendar Year 1975 . 

Benefit Cost Rate = Benefits Paid 
Total Wages 

for 1975 = $ 58,330 , 903 = 2.84% 
$2,055,161,391 

Actual Multiple = Fund Reserve Ratio for 1976 
Highest 12-month Benefit Cost Rate 

(-).32/~ 

2.84% 
(-).11 

Therefore , the actual multiple for 1976 was (-).11, which is considerably below 
the prescribed safety level of 1.5. In order to be considered at a safe level, 
the end-of-year Fund balance for 1976 would have had to equal $101.6 million. 

The remainder of this section contains an analysis of the adequacy of the Fund 
balances estimated for each of the proposed legislative changes. The estimated 
Fund b alances are compared to the acceptable level as measured in terms of the 
one and one-half multiple concept. 
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Fund Level Measurement, 1970-1977: 

The follow:ing table shows the highest cost rate that has occurred since 1958, 
the Fund reserve ratio calculated as of December 31, the actual · and acceptable 
multiple, and the actual and acceptable Fund balance for years from 1970 
through 19 77. 

Highest Fund Fund Balance* 
Year Cost Rate Reserve Multiple (in millions2 

Ratio Actual AcceEtable Actual Acce:etable 

1970 ...•. 2. 83% J_/ 2~84% 1.00 1.50 $ 38.4 $ 57.5 

1971. .... 2.83 1.51 .53 1.50 21.2 59. 3 

1972 ...•. 2. 83 1.26 .45 1.50 21.0 70.9 

19 7 3 ••••• 2.83 1.56 .55 1.50 28.5 77 .5 

19 7 4 ••••• 2.83 1. 45 .51 1. 50 28.8 84.1 

197 5 ...•. 2 . 83 .07 .02 1. 50 1.4 87.2 

1976 •..•. 2.84 !:_/ (-) . 32 (-) .11 1.50 (-)7.7 101.6 

1977 ll .. 2.84 (-) . 79 (-) • 28 1.50 (-) 20. 4 110.7 

* The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 

1./ Cost rate for the 12-month period ending September 1958. 
~/ Beginning in 1976 the highest cost rate in effect is the cost rate for 

calendar year 1975. 
ll Estimated data. 

Note that the actual multiple has declined steadily from 1.00 in 1970 to (-) ,28 
in 1977. The atypically high unemployment that the State experienced beginning 
in late 1974 and extending to the present period caused an already weak Fund to 
default completely. 

Fund Level Measurement, 1978-1982: 

The followins table shows that the actual multiple will increase slightly until 
1982 when it drops to (-).02, assuming no legislative changes are made to the 
current law. During the entire period, the actual multiple is greatly below 
the acceptable multiple. The Fund balance at the end of the projected period 
is $(-)2.8 million while the acceptable level is $174.0 million. 
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Year 

1978 ..... 

1979 ..... 

1980 ..... 

. 1981. .... 

1982 .•... 

HigheRt 
Cost Rate 

2.84% 

2.84 

2.84 

2.84 

2.84 

Fund 
Reserve 
Rntio 

(-). 46% 

(-) .18 

(-). 03 

.01 

(-) . 07 

Multiple 
Actual Acceptable 

(-) . 16 

c:..). 06 

(-). 01 

0 

(-). 02 

1. 50 

1. 50 

1. 50 

1.50 

1. 50 

Fund Balance* 
(in millions) 

Actual Acceptable 

$(-)13.2 

(-) 5. 7 

(-) • 9 

.4 

(-) 2.8 

$121. 7 

133.1 

145.6 

159. 2 

174.0 

* The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 

Fund Level Measurement Under Proposed Tax Schedules, 1978-1982: 

If the proposed tax schedules are enacted to become effective July 1, 1978, 
significant improvements in the actual multiple will be realized. The multiple 
increases from (-).16 in 1978 to .54 in 1982. The gap between the actual and 

.; a~ceptable Fund balance in 1982 is reduced from $176.8 million under current 
law to $111.7 million assuming this proposal is enacted. 

Highest 
Fund Fund Balance* 

Year Cost Rate Reserve Multiple ~in millions) 
Ratio Actual AcceEtable Actual Acce:etable 

19 7 8 ••••• 2.84% (-).45% (-) . 16 1.50 $ (-) 12. 9 $121. 7 

19 79 ••••. 2.84 .37 .13 1. 50 11. 6 133 . 1 

1980 ..... 2. 84 1.00 . 35 1. 50 34.1 11-tS . 6 

1981. .... 2.84 1. 41 .50 1. 50 52.6 159 . 2 

1982 •.... 2.84 1. 53 .54 1. 50 62.3 174.0 

* The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 

Fund Level Measurement Under Proposed Flexible Wage Base, 1978-1982 : 

The proposed flexible taxable wage base would create improvements in the Fund, 
but not to the degree of the proposed tax schedules . As stated in the Summary 
o[ Results, the long-term effects of the flexible taxable wag e base remain rela
tive ly constant, while the impact of the revis ed tax schedules app ears to lessen 
over time as Fund hnlances i mp rove. The ac t ual Fund balance under t he flexible 
taxable wage base proposal is est i mated to be $28.2 mi llion more than under cur
rent law. The di f f erence between the ac tual and acceptab le Fund level is $148.6 
million as compa red to $176.8 million under current law . 

16 
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Highest Fund Fund Balance* 
Year Cost Rate Reserve MultiEle {in millions) 

Ratio Actual AcceEtable Actual AcceEtable 

197 8 .•.•.• 2.84% (-). 46% (-) .16 1. 50 $(-)13.2 $121. 7 

19 79 •..... 2.84 (-) . 08 (-). 03 1.50 (-) 2.6 133.1 

1980 ...... 2.84 .18 .06 1.50 6.2 145.6 

1981 .....• 2.84 . 42 .14 1.50 15.6 159.2 

1982 ...... 2.84 .62 .22 1.50 25. 4 174.0 

* Th e ac t ual Fund bal ance a t the end of each year would be higher by the 
amount of loans outstanding at that period. 

Fund Level Measurement Under Proposed Tax Schedules and Flexible Wage Base, 
1978-1982: 

As would be expected, the greatest improvement in terms of multiple and Fund 
levels occurs when both the flexible taxable wage base and the proposed tax 
schedules are enacted. Tile actual multiple increases from (-).16 in 1978 to 
.81 in 1982. The gap between the actual and acceptable Fund balance decreases 
from $176.8 million under current law to $80.1 million when these two proposals 
are in effect. 

Highest Fund Fund Balance* 
Year Cost Rate Reserve MultiEle (in millions) 

Ratio Actual AcceEtable Actual AcceEtable 

19 78 .. . .• . 2.84% (-) . 45% (-) .16 1. 50 $(-)12.9 $121. 7 

19 79 • .•. .. 2 . 84 .42 .15 1.50 13.1 133 . 1 

1980 .• . ... 2. 84 1.19 .42 1.50 40.7 145.6 

1981. .. ••. 2.84 1.86 .65 1.50 69.6 159.2 

1982 .. . ..• 2. 84 2. 30 .81 1.50 93.9 174.0 

* The ac t ual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 

17 
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Graph 1 

PROJECTED LEVEL OF SAFETY AND YEAR-END FUND BALANCE UNDER EACH PROPOSAL 

1970-1982* 
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Graph 2 

PROJECTED BENEFIT COST AND CONTRIBUTIONS RECEIVED 
UNDER EACH PROPOSAL, 1978-1982 
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Graph 3 

PROJECTED TAXABLE WAGES UNDER CURRENT EMPLOYMENT SECURITY LAW 

AND FLEXIBLE TAXABLE WAGE BASE, 1978-1982 
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PROJECTED AVERAGE EMPLOYER TAX RATE UNDER EACH PROPOSAL, 1978-1982 
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, ' APPENDIX B 

STATEMENT OF ASSOCIATED INDUSTRIES CONCERNING 

THE FUNDING OF UNEMPLOYMENT COMPENSATION 

In accordance with the request of the Joint Committee on Labor for comments 

concerning the funding of unemployment insurance, the following is submitted as 

a statement of Associated Industries' position on this issue. 

Associated Industries of Maine concurs in the judgment of the Committee that 

funding reconunendations should be deferred in order to give the 109th Legislature 

an opportunity to undertake a comprehensive study of the funding question. In fact, 

there are two distinct questions: the short-range question of whether Maine will 

be able to repay its outstanding debt to the federal government without incurring 

penalties on Maine employers and the long-range question of whether Maine will be 

able to maintain its unemployment compensation program without incurring an inordi-

nate amount of Federal indebtedness in the future. 

As to the short-range question, it is the opinion of AIM, based on informa-

tion currently available from the Manpower Research Division, that Maine will qualify 

for deferral of its loan payment obligation in 1979 and will be able to repay the 

loan prior to the deadline of November 10, 1980 without incurring penalties. 

Under regulations promulgated by the Secretary of Labor, a state will qualify 

for deferral in 1979 if its 1979 average employer tax rate for that year exceeds 

the previous 10-year average benefit cost rate. The most recent estimates pro-

vided by the Research Division project a 1.80% average employer tax rate for 1979 

and a 1.77% cost rate for the 10-year period ending in 1978. In addition, the 

department has projected that the 1.80% tax rate will remain unchanged even if a 

substantial increase in the unemployment rate occurs. (See attached copy) There can 

be little doubt , therefore, that the state will qualify for deferral in 1979. As 

to the question of Maine's ability to repay the loan before the deadline, post-

ponement in making recommendations will give the 109th Legislature an opportunity 

to evaluate the situation in light of possible Federal legislation which may signi-



-· 
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ficantly ameliorate the problem. First, the National Commission on Unemployment 

Compensation, which was established by the 95th Congress to study various unemploy

ment insurance problems, is likely to recorrunend legislation providing for reimburse

ment of states, from general revenues, of their 50% share of extended benefit costs 

incurred during the period from Januaxy 1, 1975 to January 1, 1978 . It is estimated 

that the State of Maine would receive nearly $16,000,000 under this proposal. Sec

ondly, it is likely that the 96th Congress will give serious consideration to various 

"cost equalization" bl.lls which were originally introduced in 1977. In effect, these 

proposals would relieve states which are indebted to the Federal Government from 

repayment of all or part of advances from the federal fund. 

Even if Congress takes no affirmative action on these proposals or recommend

ations in 1979, the prospects for timely repayment of the loan appear to be favor

able. Under Federal law, the State's loans are not required to be repaid until 

November 10, 1980. Assuming, as the Research Division has, that the unemployment 

rate does not exceed 4.8% during this period, it is quite possible that the State 

will have developed a sufficient fund reserve to satisfy its indebtedness prior to 

the present deadline. 

Consequently, contrary to several assertions made at the hearing on November 

14, 1978, there is no immediate need to consider any of the proposals for tax 

increases outlined by the Department of Manpower Affairs. 

As to the long-range questions, if further study is undertaken by the 109th 

Legislature, there appear to be three areas of primary concern: (1) Fund adequacy, 

(2) benefit costs and (3) equitable distribution of the tax burden. Thus far, the 

committee has no specific criteria, other than general federal guidelines, to 

utilize in evaluating the present or future adequacy of the fund. This concept of 

fund adequacy has not yet been fully explored or defined. It would seem to be 

imperative that specific guidelines be formulated which are realistic in the context 

of the State's economic situation and the ability of Maine employers to finance the 
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fund at given levels . With respect to benefit costs, it is readily apparent that 

the present condition of the fund is attributable not only to the high levels of 

unemployment experienced in 1975 but also to the progressive escalation of benefit 

levels under the State's Unemployment Compensation Law. Serious consideration, 

therefore, should be given to reducing the drain on the fund by establishing more 

stringent criteria for eligibility and disqualification of claimants, by re-evalu

ating the existing limitations on maximum benefits and by elimination of dependency 

benefits from the unemployment insurance scheme . If , on the other hand , the pre

sent benefit levels are to be maintained , or indeed increased, serious consider

ation should be given to alternate sources of funds, including contributions by 

employees and general fund appropriations to cover recently granted benefits out

side the traditional areas of unemployment insurance. 

In conclusion, as the short-range questions of deferral and loan repayment 

do not appear to warrant immediate legislative attention, it is submitted that it 

would be more appropriate to reserve the remaining long-range questions for inten

sive study by the 109th Legislature, with particular emphasis to be given to 

analysis of the concept of fund adequacy, benefit levels and equitable distribution 

of the tax burden. 



. . ~ 

MAINE DEPARTMENT OF MANPOWER AFFAIRS 
~mployment Security 

Manpower Research Division 

It is important to note that these projections 
were prepared on very short notice and should be considered as prelim
inary. Unless otherwise stat£d, all projections a re based on an insured 
unemployment rate of 4.8 percent for each year and that the private labor 
force will increase by 1.8 per~ent for each Year. 

1. Deferral for 1979 

Regular and State share of E~tended Benefits attributable to 
taxable employers 

Actual Data January-October 1978 
Projected Data November-December 1978 

Total for 1978 

Total wages paid by taxable employers 

Actual Data January-March 1978 
Projected Data April-December 1978 

Total for 1978 

Year 

1969 ....... . . 
1970 ........ . 
1971. .... . .. . 
1972 ........ . 
197 3 ........ . 
1974.~ ...... . 
19 7 5 ... . .... . 
1976 ........ . 
1977 ........ . 
1978 (Projected) 

10-Year Total 
(Projected) 

Regular and State Share .of 
Extended Benefits Attributable 

to Taxable Employers 

$ 11,961,616 
17,504,139 
29,042,640 
25,159,648 
21,997,473 
30,759,067 
58,330,903 
48,275,538 
56,790,147 
44,029,373 

$343,850,544 

$38,229,373 
5,800,000 

$44 , 029 , 373 

$ 660,489,874 
2,275,010,126 

$2,935,500,000 

Total Wages Paid by 
Taxable Employers 

$ 1 , 275,320,978 
1,353 , 382,198 
1 , 398,107,706 
1 , 669,994,764 
1,824 , 739, 786 
1,982,014,177 
2,055 , 161,391 
2,384,764,762 
2,566,063,965 
2,.935,500 , 000 

$19,445,049,727 

Projected 10-Year Annual Benefit Cost Rate $ 343,850 , 544 
$19 ' 44 5 '049 ' 727 1. 77 % 



2. Projected average employer tax rate for 1979 at various 
insured unemployment rates 

\ 

5.0% Insured Unemployment Rate 

$ 56 ,100,000 
$3 ,119,2 00,000 

1 .80% 

5.5% Insured Unemployment Rate 

$ 55,800,000 
$3,104,400,000 

1.80% 

6.0% Insured Unemployment Rate 

$ 55 ,600 , 00Q 
8 

a 

$ 3 089 500 000 = l . O% 
' ' ' 

6.5% Insured Unemployment Rate 

$ 55 ,300,000 = 1.80% 
$3,074,700,000 

3. Projected Unempl'Oyment Compensation Fund Balance as of 
November 10, 1979 

$36,000,000 · (includes Federal loans of $36,400,000) 

4 . The administrative costs of operating the Unemployment Insurance 
Program are financed by the Federal Unemployment Tax Act (FUTA) 
portion of the employer's tax. The State portion of the employer's 
tax is not used to finance any administrative costs. 

5. Delinquent Contributions Receivable, as sho~n on the Department's 
monthly Trial Balance, is cumulative from the beginning of the UI 
Program. This amount is not included in the Balance of the 
Unemployment Compensation Fund. 

Every effort is made to collect contributions from delinquent 
employers. After the Department collection procedures are pursued 
to the fullest, delinquent employers are referred to the Attorney 
General's Office for legal action. In those cases where legal 
action is unsuccessful, the Attorney General's Office r ec onunends 
to the Commissioner of Finance and Administration that the cases be 
charged off. For 1978, 56 cases representing $20,670.65 have been 
recommended to the Finance Commissioner . 
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