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NOTE: Asprovided in LFC poalicy, thisreport isintended for use by the standing finance committees of the
legidature. TheLegidative Finance Committee does not assume responsibility for the accuracy of theinformation in
thisreport when used in any other situation.

Only themost recent FIR version, excluding attachments, isavailable on the Intranet. Previoudly issued FIRs and
attachments may be obtained from the LFC officein Suite 101 of the State Capitol Building North.

FISCALIMPACTREPORT

|SPONSOR: ||Cigner05 ”DATE TYPED: ||01/27/00 “HB |
[SHORT TITLE: | Decrease Unemployment Compensation Tax [sB |3 |
ANALYST:lEaton |
REVENUE
Estimated Revenue Subsequent Recurring Fund
FY00 FY2001* Years | mpact or Non-Rec Affected
$(9,000.0)| $ (22,400.0)||Recurring [|[Unemp. Comp.

(Parenthesis () Indicate Revenue Decreases)

*FY 2001 reflects one quarter of proposed tax reduction.

DuplicatesHB176
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SOURCES OF INFORMATION

New Mexico Department of Labor (NMDOL)

SUMMARY

Synopsis of Bill

Thishill, endorsed by the Revenue Stabilization and Tax Policy Committee, amends severa sections of the
unemployment compensation law. The proposed changes include:

1. Changing the monetary requirement for digibility for low-wage workers from one and one-quarter times
high quarter wages to only meet the minimum quaifying wage in the high quarter ($1,218.00) and have
wagesin at least one other quarter of the base period. The current formula tends to exclude part-time and
low paid workersin sectors such as construction and seasond agricultural as well as part time workers. This
reduction in monetary requirements is estimated to extend benefits to 1,100 persons ($800.0-$1.3 million)
currently excdluded from digibility.

2. Reducing the requdifying wage requirement to make it easier for long-term unemployed and didocated
workersto qudify on atrangtiond clam. Federd law requires the state to have arequaifying wage
requirement but allows the state to set that amount. This proposed amendment would lower the qudifying
standard that the gpplicant have earned 3/13th of high quarter wages, or 6x weekly benefits, to 5x weekly
benefits to qudify for atrangtiond claim. Approximately 3,000 persons gpply for trangtiond claims annudly.
This amendment would benefit approximately 10 percent (300 persons) with an estimated fiscal impact of
$640.0 - $1.1 million.

3. Changing the tax schedule "triggers’; gpplying reductionsin rate changes the schedules 1 and 2; and
extending the rate "cram-down™ another two years.

Trigger Changes - The sx contribution schedules are a function of the solvency of the fund. Schedules 1 and
2 are usudly in effect when the economy is experiencing a growth cycle: interest rates are hedthy,
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unemployment is moderate, and the economy is growing. Schedule 3 is a rebuilding schedule -gpplied when
the fund bal ances need to be built-up to remain solvent during recessionary periods. Schedules 4 through 6
are gpplied when the economy isin recession. The changes (p.24-25 of SB 3) will accelerate the "trigger” in
schedules 1, 2 and 3 to alow these schedules to more closdly track the maximum level of fund ligbility.

Rate Changes & Rate "Cram-Down" Extension - The New Mexico Department of Labor recommends a
reduction in the rates for schedule 1 and 2 (p. 25-25 SB3) aswell as an extenson of rate "cram-down” for
schedule 1 for an additiona two years (2001-2002). Some reasons why these changes are recommended
are;

a Federd solvency recommendations are that fund balances be a a sufficient level to pay benefits at
recessonary leves for twenty-four months. Current fund balances are at 30.8 months of coverage.

b. Theindustrid make-up of the New Mexico economy has changed. As aresult, the amount of reserves
necessary to meet recessionary benefit obligations has declined.

c. Rate reductionsin schedules 1 and 2 are possible due to strong earnings on fund baances. In effect, the
change proposed is subgtituting employer taxes for interest earned on U.S. Treasury securities on deposit
with the Comptroller Generd of the United States.

d. Not extending the rate "cram-down" another two years, would trigger a schedule change from schedule 1,
to schedule 2, raising the effective tax rate in 2002 for employers by gpproximately $25 million -at atime
when fund balances exceed federa recommendations.

NMDOL reports that the United States Department of Labor approves of the proposed changes.

4. Changing the coverage requirements for services performed by an inmate of a custodid or pend
inditution. Currently, "employment” defined does not include "services performed by an inmate of a custodia
or pend inditution for agovernmenta entity or non-profit organization”. The proposed change would make
thistrue for "any" employer. From a cost standpoint, an employer would find it advantageous to hire an
inmate of acustodia or pend indtitution because hiring such a person would not be defined as employment
with respect to unemployment compensation law and would not therefore be required to make contributions
on that person's behdf. Additiondly, an inmate would not be digible for any unemployment benefits.
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FISCAL IMPLICATIONS

Thishill will reduce unemployment taxes by $20-30 million in caendar year 2001 and $20-30 millionin
caendar year 2002, depending on the state of the economy, and increase benefit outlays by approximately
$2.4 million per year. This bill would have no impact on the General Fund.

ADMINISTRATIVE IMPLICATIONS

None. Non-recurring costs for computer reprogramming can be absorbed by the agency.

DUPLICATION

House Bill 176 (Sanddl)

JE/njw.gm
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