Social Security Retirement Pay Task Force
Tuesday, May 7, 2013
Minutes

Attendees/Members:
Monica Brar
Tim Drea
Ryan Gruenenfelder
Kim Maisch
Jay Rowell
Dave Vite
Representative Kelly Cassidy (via telephone)


Agenda:

Agreed Bill Process Background and Overview (Jay Rowell)

Changes to the state’s Unemployment Insurance Act have typically been subject to the agreed bill process. Under that process, legislation to amend the Act must be agreed to by the state’s business and labor communities in order to pass the General Assembly and be signed into law. Reaching agreement typically requires that the legislation contain a combination of concessions and/or benefits for workers and compensating concessions/and or benefits for employers. The agreed bill process can make difficult legislation easier to pass. A recent case in point is PA 97-621, which addressed a $2-billion shortfall in the state’s account in the Unemployment Trust Fund. That legislation also established the Social Security Retirement Pay Task Force.

UI 101 (Joe Mueller)

The unemployment insurance system is a federal-state system intended to provide temporary benefits to unemployed workers. It is supported in large part by two taxes paid by employers: a state tax that will vary by employer, depending on the employer’s past experience with unemployment, and a flat federal tax.

An individual’s weekly unemployment benefit will be the sum of a basic “weekly benefit amount,” less “disqualifying income,” plus an additional allowance for claimants with a dependent spouse or one or more dependent children. The weekly benefit amount and dependent allowance are based on a claimant’s prior earnings. The Act identifies payments that constitute disqualifying income, which includes all or a portion of certain types of privately funded retirement pay and 50 percent of social security retirement pay attributable to a week. If a claimant qualifies for a dependent allowance for a week but also has disqualifying income for the week, as long as the disqualifying income does not reduce the weekly benefit amount to zero, he/she will be entitled to the full dependent allowance.  
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Assuming no disqualifying income, weekly benefits can currently range from $51/week to $562/week.

The maximum amount of regular state unemployment a benefit claimant can receive over a one-year period is typically 26 times his/her weekly benefit amount, plus any weekly dependent allowances to which he/she is entitled. Individuals who exhaust their rights to regular state benefits may currently qualify for federally funded emergency unemployment compensation, which is generally subject to the same rules as regular benefits.

The state unemployment tax that employers pay funds regular state unemployment benefits and is calculated as a percentage of the wages that are paid by the employer and subject to the tax. For 2013, the first $12,900 in wages paid to each employee is subject to the tax; for the next several years, the first $12,960 is subject to the tax. For 2013, tax rates range from 0.55 percent to 8.95 percent, including a 0.55-percent surcharge paid by virtually all taxable employers.

A major component of an employer’s past experience with unemployment is the amount of regular benefits paid to its former employees, divided by its taxable payroll. In general, the greater the amount of benefits that are charged to an employer, the higher its state tax rate is apt to be; the smaller the employer’s taxable payroll, the more likely it is that benefits for which the employer is charged will increase its tax rate.


UI 101 (Linda DeMore)

Including $1.5 billion in proceeds from a 2012 bond issuance, the state’s account in the Unemployment Trust Fund is projected to end calendar year 2013 with a positive balance of $830 million, with year-end balances increasing to $2.47 billion through 2019 – the extent of the forecast horizon.

Master Bond Fund (Linda DeMore)

The Master Bond is the depository for proceeds of bonds issued to cover shortfalls in the state’s Unemployment Trust Fund account, as well as revenues from a surcharge paid by Illinois employers and dedicated to the repayment of bond obligations. When bonds are not outstanding, revenues from the surcharge are deposited into the Unemployment Trust Fund account. On 7/31/2012, $1.6 billion in bond proceeds, net of premium and underwriters’ discount, were deposited into the Master Bond Fund upon closing of the Series 2012 Bonds. A little over $1.5 billion was used to repay outstanding federal advances to the Unemployment Trust Fund account and build a surplus, thereby avoiding federal tax increases for the state’s employers for 2012 and beyond and locking in lower interest rates than would have been payable on the federal advances. A little over $48 million in proceeds was used to pay interest on outstanding federal advances from 2011. On 12/15/2012, $24.7 million in interest was paid on the bonds.

Comparison of State Laws (Joe Mueller)

According to the United States Department of Labor’s Comparison of State Unemployment Laws, four other jurisdictions besides Illinois still reduce unemployment benefits by at least some portion of social security retirement pay the claimant receives: Louisiana, Minnesota, South Dakota and the Virgin Islands.

Mr. Gruenenfelder indicated it was his understanding that Louisiana was the only other jurisdiction that still reduced unemployment benefits due to the receipt of social security retirement pay.

Mr. Vite inquired as to how other jurisdictions’ laws treat retirement pay in general. 
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Estimate of Impact of Eliminating Illinois’ Social Security Retirement Deduction (Joe Mueller)

To gauge the potential impact of eliminating Illinois’ social security retirement deduction, the Department examined potential outlays for 2011 and 2012 had the deduction not been in effect, by focusing on individuals who claimed benefits during those years and who, because of the deduction, either had their benefits reduced or were totally disqualified. For 2011, potential outlays totaled a little over $70 million. For 2012, potential outlays totaled just over $53 million. The methodology did not attempt quantify the amount of benefits potentially payable to individuals who would have been subject to the deduction but did not attempt to claim benefits (e.g., because they knew they would be totally disqualified).

Mr. Gruenenfelder inquired into the financial impact of eliminating the social security retirement deduction in other states and noted that Virginia had amended its law in 2011 to eliminate the deduction. The Department planned to follow up with Virginia.

Task Force Discussion/Public Comments 

As part of a general discussion among Task Force members, Mr. Gruenenfelder expressed a desire to hear from individuals whose benefits had been reduced or denied altogether as a result of Illinois’ social security retirement deduction.  
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