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Mister Chairman and members of the committee, my name is Eric Stafford, Vice President of Government
Affairs for the Kansas Chamber of Commerce. Thank you for the opportunity to testify today in support of
Senate Biil 154. SB 154 is the product of several years of discussion, and legislative reforms and we are confident
this is the final piece of the puzzle to restore fairness and predictability to employers in the unemployment

insurance system.

In 2013, our written testimony directed the committee’s attention to the recent passage of HB 2676 in 2010,
and SB 77 in 2011. At that time, we wrote “These steps, while important, have lessened the financial impact felt
by employers, but were seen as shori-term fixes to the fimd...We must also get back to a system which is based on
experience rating, one in which rates reflect an employer’s usage of the system.”

We believe the last piece left to restore our system to one which reflects an employer’s experience is SB 154. In
2013, the Kansas Department of Labor (KDOL) recommended an increase in the taxable wage base from $8,000
to $16,000. Ultimately, we ended up with a phase-in from $12,000 in 2015 to $14,000 in 2016. The purpose of
this increase was to put more responsibility on the negative balance employers who have historically paid more
in benefits than what they have paid in taxes. The increase in the taxable wage base was the first step in
restoring fairness and a system which is based on experience.

For the past 6 years, much of the ouicry from the business community has come from the positive balance
employers who saw their contribution rates skyrocket. Because of several factors (no wage base increase for 30+
years, indexed benefits since 1996, recession depleting the trust fund), the Ul system in Kansas had become
compressed, experience ratings were eroded, and the positive balance employers were footing the bill for the
shortfall of the fund. From 2010 through 2014, 19 of the 51 positive rate groups (37%) were capped at the
5.40% contribution rate. Still in 2015, five of the 51 positive rate groups are capped at the 5.40% max rate.

Let me clearly state, all of the reforms passed by this legislature in recent years were important and positive
changes. But some of them were in fact short-term fixes. The 2013 reforms were the most significant structural
changes seen in recent years, but most of those changes focused on the integrity and eligibility of benefits
versus the employer tax structure. HB 2105 strengthened deficiencies in the system (severance pay, holiday pay,
new employer tax rate). The increase in the wage base from HB 2105 was a key component in restoring meaning
to the employer’s experience rating. However, it is just one part of what we have been ultimately seeking. SB
154 completes our task by implementing “fixed” tax rates and rate tables into statute so employers can have

predictability. .

The Kansas Chamber, with headguarters in Topeka, is the leading siatewide pro-business advocacy group moving Kansas
towards becoming the best state in America to do business. The Chamber vepresents small, medium and large employers ail

across Kansas.
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Based on the 2014 Highlights of State Unemployment Compensation Laws prepared by UWC - Strategic Services
on Unemployment & Workers' Compensation, Kansas is one of 12 states or territories which utilize the
“arrayed” system. This means, depending on the level of the trust fund, the rate tables reset every year.
Currently, 41 states or territories use the “fixed” system like what we are proposing in SB 154. Essentially, we
have created new rate tables which will go into statute, so the tax rates remain fixed and do not reset each year.
(As the trust fund depleted during the 2008-2009 recession, positive balance employer contribution rates spiked
which forced the passage of HB 25676 capping rates- essentially creating a “fixed” system regard contribution
rates, yet the reserve ratio thresholds still reset from 2010 through 2014.}

The fixed system is something the business community has wanted to study for the past few years; however we
needed the data from KDOL tc run the scenarios of if such a plan could be sustainable. At the conclusion of the
2014 legislative session, the Kansas Chamber commissioned a Ui Task Group to study this plan and work toward
a proposal for the 2015 legislative session. SB 154 is the product of that working group thanks to significant
input from the business community and assistance from KDOL in providing needed data to run projections.

Switching to a new tax structure brings many questions, and justified scrutiny. What happens when the trust
fund is depleted? What happens when the trust fund reaches sufficient levels? Starting on the bottom of page
15 of the bill, you'll notice new “fixed” reserve ratio limits for the new rate groups. Under existing law, there are
51 positive balance rate groups. To simplify the tax tables, we are cutting that down to 27 positive balance rate
groups that will see .2% incremental increases in their tax rate, stopping at a 5.4% maximum rate for rate group
27. To qualify for the top rate group, an employer must have a reserve ratio of at least 18.590.

When the trust fund balance falls {see Fund Control Table on page 15 of the bill), solvency adjustment
surcharges will be implemented on all employers, positive and negative. The same surcharge amount will apply
to all rated employers. When the trust fund reaches solvent levels, solvency adjustment credits will be applied
to all positive balance employers so the trust fund still draws in revenue, but at a reduced rate.

There were two areas of disagreement between our coalition and the Department of Labor on SB 154 as it was
introduced. Those two areas were the reserve ratio levels and the trust fund controls previously mentioned. In
an effort to compromise, we asked the Senate Committee to maintain our Reserve Ratio thresholds of an
18.590% for the top group and we would accept the DOL proposal for the trust fund controls on the trust fund
balance in which the surcharges and credits kick in. :

One issue that was brought to our attention from a constituent of Representative Don Hineman dealing with
how owners of LLC’s are treated under current law. There’s an exemption in place (copy is attached to my
testimony) which allows owners of LLC’s from having to pay Ul taxes on themselves. However, as this individual
pointed out, this exemption on the state level forces the owner to pay full Ul taxes on the federal level with no
credits (a rate in excess of 8%). Taxing LLC owners on the state (SUTA) level will restore the federal (FUTA) credit.
We would welcome an amendment addressing this concern addressing only the owner(s) of the LLC.

One final piece to mention is the one portion of SB 154 dealing with benefits. We are proposing eliminating the
indexing of maximum weekly benefits which are currently tied to the state’s average weekly wage. Indexing of
benefits was implemented in 1996, and has resulted in a maximum benefit amount that greatly exceeds all but
one of our neighboring states. The current maximum weekly benefit amount is $474. We are proposing placing
that number in statute and requiring the legislature review the maximum benefit amount and taxable wage
base every three years.
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In conclusion, the Ut work group put in many hours determining the best proposal for our state; one that
adequately funds necessary benefits without unreasonably taxing Kansas employers. Thank your for your
consideration of Senate Bill 154 and we ask for your support of this important piece of legislation. | would be
happy to answer any questions you may have.

Senate Bill 154 Supporters

Greater KC Chamber of Commerce ‘ Kansas Beer Wholesalers Association
Greater Topeka Chamber of Commerce Kansas Restaurant & Hospitality Association
Lenexa Chamber of Commerce National Federation of Independent Business
Kansas Chamber of Commerce (NFIB}

Kansas Council for the Society of Human Overland Park Chamber of Commerce
Resource Management (KS SHRM) Wichita Independent Business Association
Kansas Bankers Association Wichita Metro Chamber of Commerce

Ash Grove Cement Company Key Staffing

Cerner Corporation Menu Foods Midwest

Core First Bank & Trust National Screening Bureau

Data Center, Inc. -Premier Employment Solutions

Davis Moore Auto Group R-Tech Tool & Machine, Inc.

ESB Financial Spirit AeroSystems

GLMV Architecture, Inc. The Arnold Group

HCA-Wesley Medical Center ' . The LDF Companies

iSi Environmental Unemployment Insurance Services

LS1 Staffing Via Christi Health
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(T} service not in the course of the employer's trade or business performed in any calendar quarter by an employee,
unless the cash remuneration paid for such service Is $200 ar mare and such service is performed by an individual
wha is regularly employed by such employer to perform such service. For purposes of this paragraph, an individual
shall be deemed to be regularly employed by an employer during a calendar quarter only if:
(i} On each of some 24 days during such quarter such individual performs for such employer for some portion of the
day service not in the course of the employear's trada or business; or
() such individual was regularly employed, as determined under subparagraph (i), by such employer in the
_ performance of such service during the preceding calendar quarter.

Such excluded service shall not include any services performed far an employer which is a governmental entity or any
employer described In section 501{c}{(3)} of the federal internal revenue code of 1986 which is exempt from income
taxatlon under section 501(a) of the code;

0 Is & membe
pany; and.
‘The term "direct seller" means any persaon if:

(i) Such person;

(a) Is engaged in the trade or business of selling or soliciting the sale of consumer products to any buyer on a buy-
sell basis or a deposit-commission basis for resale, by the buyer or any other persan, in the home or otherwise rather
than in a permanent retail establishment; or

(b) is engaged in the trade or business of selling or soliciting the sale of consumer products in the home or otherwise
than in a permanent retail establishment;

(i) substantially all the remuneration whether or not paid in cash for the performance of the setvices described in
subparagraph (i} is direcily related to sales or other output including the performance of services rather than to the
number of hours worked;

(it} the services performed by the person are peirformed pursuant to a written contract between such person and the
person for whom the services are perfermed and such contract provides that the person will not be treated as an
employee for fadaral and state tax purposes; :

(iv) for purposes of this act, a sale or a sale resulting exclusively from a solicitation made by telephone, mail, or other
telecommunications method, or other nonpersonal method does not satisfy the requiremenis of this subsection:

(W) service performed as an election official or election worker, if the amount of remuneration received by the
individual during the calendar year for services as an election official or election worker is less than $1,000;

(X) service performed by agricultural warkers who are aliens admitted to the United States to parform labor pursuant
to section 1101 (a)(151H)(ii}{a) of the immigration and nationality act; and

(Y) service performed by an owner-operator of a motor vehide that is leased or contracted to a licensed motor
. carrier with the services of a driver and is not treated under the terms of the lease agreement or contract with the
licensed motor camier as an employee for purposes of the federzal insurance contribution act, 26 U.S.C. § 3101 et sedq.,
the federal social security act, 42 U.5.C. § 301 et seq., the federal unemployment tax act, 26 U.5.C. § 3301 et seq.,
and the federal statutes prescribing income tax withholding at the source, 26 U.5.C. § 3401 et seq. Employees or
agents of the owner-operator shall not be considered employees of the licensed motor cartier for purposes of
employment security taxation or compensation. As used in this subsection (Y), the following definitions apply: (i)
*Motor vehicle" means any automobile, truck-trafler, semitrailer, tractor, motor bus or any other selfpropelled or
motor-driven vehicle used upon any of the public highways of Kansas for the purpose of transporting persons or
property; (i} "licensed motor carrier" means any person, firm, corporation or other business entity that holds a
certificate of convenience and necessity or a certificate of public service from the state corporation commission or is
required ta register motor carrfer equipment pursuant to 49 U.S.C. § 14504; and (ii) “owner-operator" means a
person, firm, corporation or other business entity that is the owner of a single motor vehicle that is driven exclusively
by the owner under a lease agreement or contract with a licensed motor carrier.

(i) '"Employment office” means any office operated by this state and maintained by the secretary of labor for the
purpose of assisting persons to become employed.

(ky "Fund" means the employment security fund established by this act, to which all contributions and
refmbursement payments required and from which all benefits provided under this act shall be paid and including all
money received from the federal government as reimbursements pursuant to section 204 of the federsk-state
extended campensation act of 1970, and amendments thereto.

(I} "State"includes, in addition to the states of the United States of America, any dependency of the United States,
the Commonwealth of Puerto Rico, the District of Columbia and the Virgin islands.

(m) "Unemployment." An individual shall be deemed "unemployed® with respect to any week during which such
individual performs no services and with respect to which no wages are payable to such individual, or with respect to
any week of less than full-fime work if the wages payable to such individual with respect to such week are less than
such individual's weekly benefit amount.

(n) "Employment security administration fund” means the fund established by this act, from which administrative
expenses under this act shall be paid.

(o) "Wages" means all compensation for services, including commissions, benuses, back pay and the cash value of
all remuneration, including benefits, paid in any medium other than cash. The reasonable cash value of remuneration
in any medium other than cash, shall be estimated and determined in accordance with rules and regulations
prescribed by the secretary Compensation payable to an individual which has not been actually received by that
individual within 21 days after the end of the pay period in which the compensation was earned shall be considered to
have been paid on the 21st day after the end of that pay period. Effective January 1, 1986, gratuities, including tips
received from persons other than the employing unit, shall be considered wages when reporied in witing to the
employer by the employee. Employees must furnish a writien statement to the employer, reporting all tips received if
they total $20 or more for a calendar month whether the tips are received directly from a person other than the
employer or are paid over to the employee by the employer. This includes amounts designated as tips by a customer
who uses a credit card to pay the bill. Notwithstanding the other provisions of this subsection (o), wages paid in back
pay awards or settiements shall be allocated to the week or weeks and reported in the manner as specified in the
award or agreement, or, in the absence of such specificity in the award or agreement, such wages shall be allocated
to the week or weeks in which such wages, In the judgment of the secretary, would have been paid. The term “wages"



