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Unemployment Compensation Trust Fund
ISSUE
The balance at the federal level of Iowa’s Unemployment Compensation Trust Fund has been
between $600.0 and $720.0 million since mid-1993. The 1997 ending balance was $715.1
million, four times the total 1997 expenditures from the Fund. Iowa’s recent period of low
unemployment has reduced the demand on the Fund while increasing revenue raised through
payroll taxes. This Issue Review examines some options available to the General Assembly
for reducing the tax costs to Iowa employers and the impacts the alternatives would have on
the solvency of the Trust Fund. All years are represented as calendar years unless otherwise
noted.
AFFECTED AGENCIES
Department of Workforce Development
CODE AUTHORITY
Chapter 96, Code of Iowa
FUND PURPOSE
The purpose of the Unemployment Compensation System Fund, found in Section 96.2, Code
of Iowa, is to “... encourage employers to provide more stable employment and by the
systematic accumulation of funds during periods of employment to provide benefits for
periods of unemployment, thus maintaining the purchasing power and limiting the social
consequences of (unemployment).”
FUND OPERATION
State Unemployment Compensation Tax
Most Iowa employers are subject to an unemployment tax rate currently ranging from 0.0% to
7.0%. The rate paid by an individual employer is based on the unemployment tax experience
of the employer when compared to the experience of other employers. The tax is owed on
the first $15,700 of wages paid an employee during calendar year 1998 (maximum annual tax
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per employee = $1,099.00). No tax is owed on wages paid above that amount. The $15,700 is
referred to as the “taxable wage base” and is adjusted each year to reflect changes in the average
annual wage in Iowa. As the average annual wage increases, the taxable wage base also
increases.
An employee qualifies for unemployment benefits by meeting eligibility requirements. The State
pays each eligible unemployed person a benefit for a maximum of 26 weeks (under certain
circumstances the benefits can exceed 26 weeks). The Department of Workforce Development
(DWD) annually determines the weekly benefit amount based on the statewide average annual
weekly wage. The maximum weekly benefit received by an individual is a percentage of the
average annual weekly wage, ranging from 53.0% for a person with no dependants to 65.0% to a
person with four or more dependants. As the statewide average annual weekly wage (determined
once per year) increases, the unemployment benefit increases.
Unemployment tax is collected by the Department and deposited to a State fund. The money is
then transferred through Norwest Bank to a federal account outside the State accounting system.
The federal account credits interest to each state based upon the state’s balance and charges
interest against a state when the state’s balance falls below zero. The State is reimbursed by the
federal account for unemployment benefit payments made. The State does not pay administrative
expenses from the State’s Unemployment Trust Fund. At the end of December 1997, the balance
in the Iowa Unemployment Compensation Trust Fund was $715.1 million, the highest year-end
balance ever. Attachment A is a history of Trust Fund revenue, expenditures, and balances as of
December 31, of each year.
Federal Unemployment Tax
The federal government charges most employers a Federal Unemployment Tax (FUTA) currently
equal to 0.8% on a federal taxable wage base of $7,000 (maximum annual per employee tax =
$56.00). These funds are collected by the Internal Revenue Service and deposited to the Federal
Unemployment Trust Fund. Iowa employers paid approximately $64.5 million in FUTA during FY
1996. The federal money is used for:
1) Administration of the Unemployment Compensation System at both state and federal levels.
2) The federal portion (50.0%) of Extended Benefits (EB), which are paid in instances of extended
economic downturns. The state pays the other 50.0%.
3) The Federal Unemployment Account which provides loans to states with insolvent funds.
Both the State Unemployment Tax and the FUTA are part of the federal unified budget, where the
excess funds are available to offset the federal deficit. The balance in the federal Unemployment
Compensation System Fund at the end of federal FY 1998 was in excess of $22.0 billion (does not
include the balances in the individual state accounts).
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State Unemployment Tax Surcharge
In addition to the FUTA and the State Unemployment Tax, most Iowa employers (governments and
non-profit organizations are exempt) are also subject to the State Administrative Surcharge of
0.05%, which is also based on the same taxable wage base (1998 maximum annual tax per
employee = $7.85). The Administrative Surcharge is not deposited at the federal level but retained
in the State accounting system. The Surcharge is used separately to finance the State’s system of
Workforce Development Centers. The Surcharge raises over $7.0 million per year.
BACKGROUND
Prior to 1987 Iowa utilized a reserve ratio system for charging employers and collecting
unemployment insurance taxes. (Reserve Ratio: [Total Historical Contributions - Total Historical
Benefits Paid] / Three-Year Average Taxable Wages.) That system reviewed the entire history of
an employer’s contributions to the Unemployment Compensation Trust Fund and benefits paid from
the employer’s account, in relation to the employer’s total taxable wage base to establish a ranking
of the employer. The employer with the highest positive ratio received the lowest tax rate.
That system had the potential of providing a disincentive for employers with a low tax rate to create
additional jobs. As total taxable wages increase, the formula produced a lower net ratio and could
result in the employer paying higher taxes.
Due to the recessions of the late 1970’s and early 1980’s, the Iowa Unemployment Trust Fund was
insolvent in 1982 (25 other states were also insolvent in that year) and remained insolvent through
mid-year 1985. This resulted in the borrowing of $396.0 million from the federal government and
charges of $25.0 million in interest were incurred during this period.
In 1987 the General Assembly created the current method to determine an employer’s tax rate.
The new system is called a benefit ratio array. (Benefit Ratio: Employer’s Five-Year Average
Benefit Charges / Employer’s Five-Year Average Taxable Payroll.) Under this system the past fiveyear average of benefits paid are compared to the five-year average taxable wage base to produce
a benefit ratio. An employer maintaining a stable or decreasing level of chargeable benefit
payments, but increasing the level of employment could improve the relative ratio compared to
other firms. This could result in a potential tax rate reduction for an employer.
A stronger economy and enactment of the current system has enabled the State to increase the
Trust Fund reserve to a financially sound level. Several factors built into the current system assure
a continuing positive balance in the Trust Fund should Iowa experience another recession period
similar to that experienced in the early 1980s.
CURRENT SITUATION
According to the Department of Workforce Development, Tax Table 8 (the lowest existing tax table,
see Attachment B) is projected to remain in effect through 1999. Utilizing Table 8, 14.3% of
taxable wages in Iowa receive a zero tax rate and approximately 76.2% of taxable wages are taxed
at 1.0% or less (not including the 0.5% Administrative Surtax and 0.8% FUTA).
All eligible employers (approximately 65,000) are ranked in relation to respective benefit ratios from
lowest to highest and then the list is divided into 21 ranks. Each ranking contains approximately
4.76% (1/21st) of the total taxable wages reported by the group of employers for the four calendar
quarters immediately preceding the rate computation date (July 1 of each year).

ISSUE REVIEW

4

January 15, 1999

Employers whose benefit ratios place them in Rank 1 are assigned the corresponding contribution
(tax) rate from the rate table that is in effect at the time. For 1998, an employer in Rank 1 through
3 would be assigned a zero tax rate, while an employer in Rank 21 would be assigned a tax rate of
7.0%.
Two groups of employers are taxed separately, but will come under the tax tables after building up
sufficient experience and establishing a history of benefit payments. These are:
•

New non-construction employers are charged the lowest rate allowed by federal law which
is 1.0%.

•

New construction employers are charged 7.0%.

Not-for-profit employers pay only the Unemployment Compensation Tax and are not subject to the
Administrative Surcharge or the FUTA. State and local governments may elect to be
“reimbursable” employers. That is, employers do not pay the unemployment tax, but instead,
reimburse the Fund directly for any claims paid on behalf of the governmental unit.
The assigned tax rate is applied to the taxable wage base. The taxable wage base is that part of
an employee’s wage upon which an employer must pay job insurance taxes. This is set at twothirds of the statewide average annual wage two years prior to the year in question (for 1998, the
taxable wage base is $15,700, two-thirds the 1996 average annual wage.) Attachment C provides
the average wage, total covered wage, and taxable wage from 1978 through estimated 2001.
Attachment D provides a graphic representation of the percentage of total wages taxed and the
tax rate table in effect for each year.
Indexing the tax base to the statewide average yearly wage is an important factor in maintaining
the solvency of the Trust Fund because the benefit payments are also indexed to wages. The
relationship between the taxable wage base and the average benefit is shown in Attachment E.
This chart shows that the percentage of wages taxed (taxable wages divided by covered wages) is
essentially equal to the ratio of average weekly benefit to average weekly wage. The relationship
has been particularly close since 1988, with tax paid on about 41.6% of covered wages and an
average weekly benefit equal to 41.7% of the average weekly wage. This chart also shows that
during the late 1970’s and early 1980’s, the benefit ratio was higher than the tax ratio, which helped
lead to the negative Fund balances of the early 1980’s. From 1983 to 1987, the tax ratio moved
higher than the benefit ratio, which contributed to the rapid rise in the Fund balance.
The Department has determined Tax Table 8 will remain in effect through 1999. Projections
indicate a move to Tax Table 7 is likely for 2000, with possible movement to Table 6 in 2001.
Moving to Tax Table 7 would raise the amount of tax paid by most employers, and lower the tax for
none. These changes could happen even if Iowa’s economy remains strong. This is because
although the current Table 8 (plus Fund interest) is generating an income stream approximately
equal to total benefits paid, the total wages paid to covered employees continues to climb, which
causes the formula used to determine the Tax table to dictate a higher ending balance each year.
Attachments F – H provide Department of Workforce Development estimates of the Trust Fund
balance, expected interest, and projected Tax Tables, contributions, and benefits to be paid under
optimistic, middle, and pessimistic scenarios. Attachment I shows the projected Trust Fund
balance under each of those scenarios.
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ALTERNATIVES
The General Assembly may wish to consider several alternatives related to the Fund.
•

Alter the formula which dictates what Tax Table is to be used for a year. The current
formula may result in movement to Tax Table 7 in 2000, despite a Fund balance in excess
of $700.0 million.

•

Eliminate the collection of unemployment taxes from eligible employers who are currently
paying contributions, for a specified period. Under current federal law all employers cannot
be given a zero rate. This would likely result in implementing a higher tax table when the
moratorium ended, resulting in both a higher rate of tax for most employers and the
payment of taxes by employers currently not having to pay due to their employment history.

•

Require the creation of an additional Tax Table 9. Based on the current tax table formula it
is unlikely the additional table would be implemented in the near future. However, if the
Iowa economy remains strong and employment expands with a reduction or no change in
the level of unemployment, it is possible that table would be implemented, providing a
reduced tax rate for those employers still paying the tax.

•

Same as above, except require the new Tax Table 9 be implemented for a year. This may
result in a higher tax table being implemented earlier in the following years than under
current law, and increase the number of Iowa employers paying taxes and require those
currently paying taxes to pay at higher rates.

•

Require the Department to collect taxes at the current rate but place a specified
percentage in a separate fund for use in job training or related purposes. To meet federal
requirements, a reduced tax rate could be specified for the Trust Fund with the remainder
of the tax collected going to the new fund. Alternatively, a reduced tax table could be
created and the surcharge increased by an off setting amount, which could be dedicated to
a job training fund. Again, this may result in a higher tax rate table being implemented
earlier than under current law, resulting in taxation of employers that currently pay no
taxes.

•

Alter the formula used to determine the tax tables by adjusting downward the required
ending balance. This action would allow Tax Table 8 to remain in effect for a longer period
of time and therefore reduce the amount of tax collected. A lower balance would provide
less cushion in times of recession and higher unemployment.

•

Maintain current law. The current system provides a fairly stable and easily understood tax
structure and rating system. The volatility caused by a recession similar to the one that
occurred in the early 1980s can be accommodated with yearly rate table adjustments.
Additionally, employers that place the most burden on the system are required to pay the
most taxes.

STAFF CONTACT: Jeff Robinson (Ext. 14614)
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