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INTRODUCTION

Atthebeginningof the76thlegidature, theHonorable JamesE. " Pete” Laney, Speaker of the TexasHouse
of Representatives, appointed ninemembersto the House Committeeon Economic Devel opment. The
committee membershipincludedthefollowing: Jim Solis, Chairman; members. JoeDeshotel, Mark
Homer,JimKeffer, VilmaL una, Ruth JonesM cClendon, Gene Seaman, MikeVillarreal,andKen
Y arbrough.

During the interim, the committee was assigned four charges by the Speaker:

1. Assessthestrengthsand weaknessesof ocal workforcedevel opment boardsandtheir capacity to
provide effectivetrainingandjob services. Includeareview of theboards monitoring and verification of
contractor performanceandreports. Assesstheworkforcedevel opment system'seffectivenessintheareas
of (a) theTANF population, (b) dislocated workers, (c) personswith disabilitiesand (d) thehigh-
technology workforce.

2. Actively monitor thestatusof theunempl oyment i nsurance compensationtrust fund. Study the
mechanisms in current law designed to keep the fund in the desired range.

3. Review current programsand examineother optionsfor preparing studentswho do not seek advanced
degrees for jobsin today's economy.

4. Conduct active oversight of the agencies under the committee's jurisdiction.

Thecommitteeand itssubcommitteeshavecompleted their hearingsandinvestigationsand haveissuedtheir
respective reports. The Economic Development Committee has adopted and approved all the
subcommitteereports, whichareincorporated asthefollowing final report for theentirecommittee. The
members approved all sections of the report.

Thecommitteewishestoexpressappreciationto Y vonneBartonfor her assistancewithwriting thereport.
Inaddition, wewouldliketothank MichelleRomero, Leo Munoz, Wendy M cDanid, Cindy deRoch, and
our staffsfor their assistanceand effortsthroughout theinterim. Finally, wethank thecitizenswho
presented testimony before the committee for their time and effort.




HOUSE COMMITTEE ON ECONOMIC DEVELOPMENT

INTERIM STUDY CHARGESAND SUBCOMMITTEE ASSIGNMENTS

LOCAL WORKFORCE DEVELOPMENT BOARDS

CHARGE Toassessthestrengthsandweaknessesof local workforcedevel opment boardsandtheir
capacity toprovideeffectivetrainingandjob services. Includeareview of theboards
monitoringandverification of contractor performanceand reports. Assesstheworkforce
devel opment system'seffectivenessintheareasof (a) the TANF popul ation, (b) dis ocated
workers, (c) persons with disabilities and (d) the high-technology workforce.

Full Committee Assignment

SUBCOMMITTEE ON UNEMPLOYMENT INSURANCE

CHARGE Toactively monitor thestatusof theunemploymentinsurancecompensationtrust fund and
to study the mechanismsin current law designed to keep the fund in the desired range.

Ken Y arbrough, Chairman
Joe Deshotel

Mark Homer

Gene Seaman

Mike Villarreal

SUBCOMMITTEE ON CHARGE #3

CHARGE  Toreview current programsand examineother optionsfor preparing studentswho do not
seek advanced degrees for jobs in today's economy.

Jim Solis, Chairman
Joe Deshotel

Jim Keffer

Gene Seaman




SUBCOMMITTEE ON SMART JOBS -
OVERSIGHT ON TEXASDEPARTMENT OF ECONOMIC DEVELOPMENT

CHARGE To conduct an active oversight of the agencies under the committee's jurisdiction.

Vilma Luna, Chairwoman
Jim Keffer

Ruth Jones M cClendon
Mike Villarreal

Ken Yarbrough

SUBCOMMITTEE ON SPACEPORT -
OVERSIGHT ON TEXASAEROSPACE COMMISSION

CHARGE To conduct an active oversight of the agencies under the committee's jurisdiction.

Jim Solis, Chairman
Joe Deshotel
VilmaLuna

Ruth Jones M cClendon
Gene Seaman
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Committee Work

TheHouse Committeeon Economic Development met inthreedifferent TexascitiestodiscussCharge#
1. Theseincluded Austin on May 11, San Benito on June 15, and Brownsville on September 26.

Background

The committee was charged to:

assessthestrengthsand weaknessesof | ocal workforcedevel opment boardsandtheir capacity
to provideeffectivetrainingandjob services. Includeareview of theboards’ monitoringand
verificationof contractor performanceandreports. Assesstheworkforcedevelopment system’s
eff ectivenessintheareasof (a) the TANF popul ation, (b) dislocated workers, (€) personswith
disabilities and (d) the high-technology workforce.

IN1995, withthepassageof HB 1863, anew workforcedevel opment systemwasestablishedin Texas
whichcreatedthe TexasWorkforce Commission (TWC) astheagency responsiblefor itsoperation. The
system included theconsolidation of 28 workforcerel ated programsfrom 10 stateagenciesand alocal

control model enabling community |eadersto devel optheworkforceneededfor their areathrough L ocal

Workforce Development Boards(LWDBS). Thelegidationprovidedfor employment, training, and child
carefundsthrough statebl ock grantsto career centersestablished by theL WDBsasapoint of contact for
all services. Thecreationof the28 L ocal Workforce Devel opment Areas(LWDA's) wasrecommended
by the TexasCouncil on Workforceand Economic Competitiveness(TCWEC) and designated by the
Governor (Appendix A). TCWECwascreated withthepassageof SB 642in 1993 asastatehuman
resourceinvestment council respons blefor thecoordination of employment, education, andtrainingplans,
andin 1995, wasplaced under the Governor’ sOfficefor administrative purposes. WiththeWorkforce
Investment Act (WIA), thecouncil wasdesignated asthestateworkforceinvestment board. Assignment
of suchaboardisfederally mandatedinorder for Texastoreceive WIA fundingequal toover $1billion.

INn1998, theU.S. CongressestablishedtheWI A toreplacethe Job Training Partnership Act (JTPA) and
directedimplementationat thestatelevel tobecompleteby July 1, 1999 or July 1,2000. TheWIA offers
astateand |ocal model for thedelivery of workforceservices. It providesfor employment andtraining
needstobeoffered at asinglelocationfor adults, did ocated workers, andyouths. Thesystemisstructured
for activitiesthat will increaseparticipants employment, retention, andwages. TheWIA createdanew
workforcesystemmuchliketheonethat wasalready inplacein Texas. Thestatewasthereforeableto
implement the WIA by July 1, 1999 with certain allowancesdes gnated by HB 1863 such asboard areas
and composition. Texas was one of two states to implement the WIA early.

TheLWDBsplay akey economicrolein Texas. Althoughthepast few yearsof changefor the Texas




workforcesystem hasbeenachallenge, theeffortshavebeenwell worthit with al 28 boardsnow certified
andoperational. Theboards' chairsand executivedirectorshaveal soformedanassociation, Workforce
L eadership of Texas, to shareideasand best practicesin order to assi st oneanother and build thesystem
envisioned by theTexasL egidature. Eachof theLWDBswasinvitedto attend and/or testify at each of
thecommittee’ shearingsconcerningthischarge. Of the28boardsinvited, 21 responded by attending
and/or providingtestimony at thehearingsor writingtothecommitteeoffice. Representativesfromthe
association presented testimony to the committee as well.

Strengths and Weaknesses

Eachboard provedthey arededicated to serviceandfocused onthechallengesat hand. Their candid
analysisof obstacl estotheir effectiveand efficient systemswasmost hel pful . 1t must first beaccepted that
our systemismaturing and progressisoccurring. By identifying any potential weaknesses, attentioncan
be focused on what can be done to remedy them and fortify the system as awhole.

Theoverwhelming strength of theboards' ability to providetrainingandjob servicesistheir ability tobuild
closerelationshipswith community partnersand busi nesses, secondary and postsecondary education,
economic devel opment councils, community based organi zations, andjob seekers. Thesepartnerships
combinedwiththeir ability toplananddeliver customizedtrainingtomeet|ocal demandswasastrength
often stressed by each board throughout our hearings. Responsivenessto businessclosuresandlayoffswas
seenasanother strong point of theboardswhichunderscorestheir ability totarget their serviceswherethey
areneeded. Finally, thedevel opment and administration of one-stop centersto coordinatejob services
were viewed as key to the success of a comprehensive workforce system.

The most common concernsindicated by theboardswere performancemeasures, funding, rural areas, and
childcare. Itisapparent that theboardsaregrappling with not only administration of programsbut, also,
theoftentimesdifficult processof performancemeasurement. Theboardswant tobeheldaccountableand
agreethat only through performance measurescantheuseof publicfundsbetracked and assessed.
However, thereisconcernthat themeasuresareseen asbarrierswhichimpedeaboard’ sability toprovide
services. Severa boardsexpressedtheneedfor fewer measureswithmoremeaningtothemandtheir
community. Theinformationtheperformancemeasuresreportisusually not helpful for aboard’ slocal
planning process. Infact, thecurrent performancemeasuresat timesseemto becausing boardsto limit
their servicesby assistingindividual swhoareeas er to servein order to avoi d getting sanctioned for not
meeting particular measures. Hence, boardsarenot addressing theharder to serve popul ation and those
whoaremostinneed of assistance. Duringoneof our hearings, it wasnotedthat agroup of highly skilled,
educatedindividual swereturned away fromaworkforcecenter duetothefact that they did not meeta
specificliteracy level inEnglish. Literacy isnotlisted asany part of aperformancemeasure. Asone
witnessexpressed, emphasisisneeded on how many peopleget ajob rather than how many peopleask
for help. Thecurrent performance measureswhich hold boardsaccountablearemandated by federal,
state, and TWCregquirements. Thereare31 measuresused todeterminehow all 28 boardsareperforming
whichinclude17federal measures, 8L egislativeBudget Board (L BB) measures, and 5 measures




devel opedby TWCtomeet federa mandates. Additionally, thereareover 100 measuresthat must bemet
by TWC through the LWDBsthat are al so considered when measuring performance. Theonly
performancemeasurethat hasany rel ated focuson getting peopleback towork isthat of theLBB Core
PerformanceM easureof percent entering employment after service. It wasstatedtimeandagain
throughout our hearingsby TWC that most of thesemeasurescan not bechanged sincemost arefederally
mandated. It must benoted however that thisisanew system and adjustmentsmust bemadeasthesystem
matures sothat improvementscan beaccomplished to makethesystem successful. Therefore, initiative
must betaken to addressthese concernsat thefederal level by oneunited voice. The state must
communicatewiththefedera government that the present measuresareimpeding theeffectivedevel opment
of anemployer drivensystem. Texashasbeentheleadinthenew workforcesystem processand hashad
many statescallingitsboardsfor adviceon how to proceed with asuccessful systemintheir state. Texas
againmust takethelead and| et thefederal government know that thetraditional measurementsusedto
applytowelfareand other socia programscan not beusedinthissystemsinceitsfocusisonresultsrather
than processes as was the case with the old system.

L ocal workforceprogramsaredirected and planned by eachLWDB’ sgoal s, obj ectives, resources, and
local partnerships. Board membersareresponsiblefor theoversight of their workforceoperationswhile
the staff at theworkforcecentersmanagestheserviceseach provides. Thedelivery of training servicesand
educationprogramsareconducted by local serviceprovidersthrough contractswitheach board.
Regardless, responsibility for al workforcefundsallocated to each board isultimately that of thestate’ s
and TWC, thestateagency assignedtothistask. Thestatemanagesthesefundsby holding boards
accountableto producetheresultsdesired. TheLWDBsaregivenstateandfedera fundsfor eachof their
programswhichthey disburseto providersthrough competitive procurement. Someof thesefundsare
allocated totheboardsthrough different mandated federal formul aswith specificfederal guidelinesset for
theexpenditureof thefunds. Fortunately, the Texassystemallowsboardsaccesstodifferent workforce
funds. Although, themultiplefunding hasyet to beintegrated whichisresultinginmany challengesamong
theboards' financial management. Thelack of thisintegrationiscausingtheboardstofocusongroupsof
peopleandindividual programsinstead of employer needsand asystematic approach. Decisionsonthe
useof thefundsarebeing madeat thestatelevel withlittleor noinput fromtheboards, limiting theboards
ability toservetheir community’ sneeds. Inaddition, lack of fundsfor child careand Temporary Assistance
for Needy Families(TANF) areimpacting servicestowel farefamilieswhowill continuetobealarge
segment of thenew workforce. Rural areasareespecially feelingtheimpact asaresult of adeclining
populationwiththecurrent program structureonly increasing coststo servetheseindividual sinremote
areas. Onceagain, impractical performancemeasuresarebeing set assumingthat increasesinfundswoul d
produceequal increasesof servicelevel sespecialy intherural areasand thehard-to-servepopul ations.

Rural Texascontinuesto beaconcernand topicof discussionamong TWCandtheLWDBSs. During our
interim hearings, many expressed therural areasasbe ngunder served. Much attention had beenfocused
by the system onthemorepopul ated areasin settingup full serviceone-stop centerswiththerural and
remoteareasreceiving minimal services. Consequently, TWC hassincedevel oped acommunity-driven
rural expansioninitiative. Thisplanfocusesonexpans onof servicestotherural communitiesinorder to
meet theneedsof TANFrecipientsand providesagrant total of $1 million. 19boardsand42rural
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countieswhichhaveaminimumof 100adult TANFrecipientswill beeligiblefor 3different typesof
funding. Initially, $50,000 grantswill beawardedto 10 boardswhichwill providefundingfor the
promotion of employment or self employment opportunities, job retention, and re-employment. Another
grant totaling $200,000will al sobeawardedto 1 or 2boardswithinthefirst 10 boardsto fund theuseof
innovativetechnol ogy aspart of theserviceexpansion solution. Theremainingfunds, $300,000, will be
usedto assembleagroup of expertsthat can provideexpertiseinexpanding servicestotherural counties.
Whil ethisinitiativedoesprovideass stancetotheboardsfor expansionof servicesintheir rural areas, job
creationinrura Texasisgill avita factor inhavingtheseindividualsandtheir familiesattain salf sufficiency.

Theavailability of child carefundswasfoundto beakey component of ajob seeker’ ssuccessinthe
workforce processandacritical part of aboard’ soverall success. Improvement of child caredelivery
through additional funding wasoffered asanecessity to continuethe progressboardsaremaking. Lack
of affordable, quality child careisatremendousimpediment for parentsseekingto enter theworkforce.
Many boardshavelongwaitinglistsfor child care, andthislist continuesto grow asaresult of parents
movingfromwelfaretowork. Boardshaveincreased reimbursement ratesinorder tohavemorehigh
quality providersinterestedinparticipatinginthesystem. Still, performancemeasuresset for thisarea
focusesmoreonthequantity rather thanthequality of theservicebeing offered. Another factoristhe
availablechildcarewithnon-traditional hoursof operation. Employment trendsshow anincreasein
rotating and weekend shiftsresultinginademandto havechild careprovidersoffering serviceswithflexible
schedules(Appendix B). Lastly, thedeclineinwork exemptionsfromthe Texaswaiver expirationwill also
begintoaddtothisneed. Currently, thefederal government allowsTexasto havedifferent exemptions
fromwork requirementsby recipientsof grant funds. BeginninginApril 2002, only 1 exemptionwill
remain. Recipientswill thenberequiredto participateinwork activitiesunlessthey haveachildwhois1
year of ageor younger. TWC andtheboardsareal ready anticipating thisexpiration and havebegunto
preparefor theincreaseinchild careneeds. Texasisnow serving approximately 97,000 children per day
with 15%from parentswith TANFwork requirementsand 10%from parentswho either earnincome
level sthat now makethemindigiblefor TANFor havetimed out of their benefits! M ost recipientswith
subsidized child carearenot apart of thewel faresystem. Without additional child carefunding, thislarge
popul ationriskslosing subsidized child careduetothewaiver expirationresultinginasignificantincrease
of parentsin TANF havingto meet work requirements. Inorder for boardsto havetheability tooffer
improved carewithmoreavailability, fundsmust beincreased particularly intherural areaswherechildcare
options are sparse.
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The following lists the strengths and weaknesses provided by the boards in their testimony.

Comments Received by LWDBs

Strengths
Ability tobuild closerel ationshipswithlocal partners

Ability to customize training to meet local needs
Integrated service delivery

Accountability

Development of One-stop Centers

Ability torespond quickly and efficiently to business
closures or significant layoffs

Ability to serve more families due to an integrated

system as a result of the child care system through
TWC

Weaknesses
Transportation for small, rural board areas
No control over the DHS sanctions process
Weak ties with secondary & post secondary
education
Literacy isnot a part of the workforce programs
Need fewer performance measures that are
meaningful and have the ability to show progress
Some performance measuresareviewed asbarriersto
providing effective delivery of services
Performance measures should be based on outcomes
and not processes
Performance measures are burdensome as aresult of
having focus taken away from providing servicesto
meeting the measures
No performance measure for job placements unless
individual isfrom the mandated welfare pool
Newworkforce system still working on educating the
local areas on services provided
Planning is concentrated at the state level instead of
thelocal level
Laboring with issues involving the private sector in
the centers
Certification training system requirements are
burdensome, driving away potential providers
Allocation formula for funding does not include a
base amount for administration which is needed to
provide quality contract administration
Need more “buy in” from partner agencies at the
state level to ensure cooperation at the local level -
everyone wants to be a partner in the One-stop

centers without paying the price

Limited funding for small, rural area boards which
only alows for a small staff to coordinate all
workforce program components

Having to maintain await list for child care -

North Texas has alist of 500 and serves 700

Lack of appropriate funding for expanding services
such as child care, transportation, & improved One-
stop centers

Allocation formulafor child care should be based on
poverty rate or number of childrenin poverty
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Training and Job Services

A local systemintegrated with servicecomponentsfor employersand job seekersistheobjectiveof the
local workforcecenters. Employersareoffered servicesincludinginformationregarding job matching,
workforcedevel opment, and thelabor market. Job seekersareoffered accessto career devel opment
centersdesignedasall inclusivel ocationsreferredtoas” one-stop centers’. Thecenters environmentis
structuredtoallow for customersto obtain servicesandinformation regardinglocal employment and
trainingavailableat asinglelocation. LWDBshavetheflexibility of offering different typesof centers
throughout their regionwhichincludefull service, satellite, and self servicecenters. Full Servicecenters
provide anarray of programs, satellitecentersdonotincludeall theprogramsbut arestill linkedwiththe
full servicecenters, and self servicecentersaredesignedfor customerstodirectly accessinformationand
services. Atany of thecenters, workforcespecialistscan provideassi stancein accessingthevarious
servicesavailableinthecommunity. Inorder tosuccessfully servethecommunity, local workforcecenters
must behighly profiled. Thiscould beaccomplished through advertisementsand board/community efforts.
Duringour interimhearings, it wasdi scovered that many boardsand TWC officeswerenot advertised or
listedinthelocal tel ephonebookswhichwould makeit difficult for many tryingtolocatetheseofficesto
get assistanceavailable. TWC hassincecorrectedthisoversight. Regardless, moreeffortsmust bemade
by theLWDBsand TWCtoincreaseawarenessof theservicesavail ableto employersandjob seekers
in each community.

The programsofferedineachboard areaarethoseappliedthroughthe WIA, Welfareto Work (WtW),
Food Stamp Employment and Training (FSE& T), Wagner-Peyser Employment Service (ES), Choices,
and Child Care.

WIA, asstated previoudly, directsstatestoimplement aworkforcesystemdesignsimilar tothat of Texas
system designated by HB 1863. TheWIA combinesfundingfor adult, dislocated worker, andyouth
servicesfor accessing at onelocation. Italsoallowsfor flexibility among theboardsto offer theneeded
training for their region and holds them responsible for the results.

W1tW isafederal initiativethat providesgrantsfor assistanceinremoving barrierstoattaininglong-term
employmentfor TANFrecipients. Thesegrantsareaimedtoassist TANFrecipientsand non-custodial
parentswho haveexperienced, or possesscharacteristicsaffiliated with, long-termwel faredependence.
Longterm TANFreci pientswith employment barriersreceiveapproximately 70% of thesefundswhilethe
remai ni ngfunds, 30%, arededi catedtorecipientswithlongtermwel faredependencecharacteristics. The
guiddinesfor thisinitiativeoffer flexibility totheboardsin deciding theservicesprovided andindividuals
served. Lack of TANFfundsisbecomingasignificant concernfor many boardssinceit wouldimpactthe
servicesavailablefor many families. Thisconcernislikely to continuesincethe TANF populationisalarge
portion of new workforce entrants.
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Individual sreceivingfood slamp benefitsareobligated, unlessexempt by law, under the FSE& T program
to enter employment, training, or work rel ated activities. Thisprogramassiststhosewhoarenoteligible
for thecash assistanceprovided under TANFto becomeself sufficient. Other support servicessuchas
transportation and child care are also offered to individualsin this program.

Throughthenetwork of theLWDBS' career centers, theESisprovided. Eachboardisresponsiblefor
the planning, devel opment, and oversight of the ES. Thisserviceincludesjob searchass stancefor workers
andrecruitment assistancefor employers. It offerstheLWDB systemabasisfor publicand universal

servicesamongworkersand employers. TheDepartment of Labor (DOL ) requiresESservicestobe
delivered by anestablished merit system. Therefore, ESstaff at thecentersareall TWC personnel. Since
the boardsareresponsiblefor determining where ES servicesaremost needed, they decidewherethe ES
staff islocated. ESfundsareall ocated totheboardsusingthesameformul asthefederal government uses
to alocatetothestateswhichisbased onthecivilianlabor forceand unemployment rates. Thesearethe
only fundsthat thestatereceivesthat support employment servicesfor al and arenot targeted for aspecific
group or recipient.

The Choicesprogramisfunded throughthe TANFblock grant. 1t providesfor job assistanceand support
servicessuchasbas cskillsand vocationd trainingtoindividua srecel ving cash ass tancethroughthegrant.
Theprogramencouragesthetrangtionfromwe fareto self-sufficiency by providing aningtant bridgetothe
workforcethroughawork first policy. Inorder tocontinuereceiving TANF aid, parentsmay berequired
to enter the Choi cesprogram or undertake other work assignments. Participationintheseprogramsare
federally mandated, collaborated throughthestatelevel, and based onthenumber of mandatory individuas
inafamily. For FY 00, theratefor all familieswas40% and 90%for 2 parent families. Thestateis
penalized throughtheamount of fundsall ocated by thefederal government if theratesarenot met. Due
to theupcoming expiration of the Texaswaiver, TWC and theboardsare preparing by making plansto
increasethe Choicescasel oadin 2001 by 17%, followed by anadditional 43%in 2002, and 95% by
2003.2

ChildCarefundsareprovidedtofamiliesinneedinorder toallow for parentsto enter and continueinthe
workforce. Eligibility isdetermined by theparent’ sneed to attend towork, training, educational, or job
searchactivities. Childrenwithdisabilitiesor teen parentsareoffered fundsif theboard allocatesthemfor
thesespecific populations. Inaddition, thesefundsareusedtoincreasetheavailability of early childhood
development programs, improvethequality of child careservicesbeing provided, and offer morebefore
and after school programsintheboard area. Asaresult of theincreasein Choicesanticipatedfromthe
expirationof thewaiver, preparationsand | egid ativerequestsfor additional funding area sobeingmade
regarding child care needs associated with this increase.

Another serviceofferedat alocal workforcecenteris“HireTexas’. Thisserviceisavailableat any hour
of theday for job seekersand providesempl oyersaccessto alargedatabase of Texasjob seekersviathe
Internet. Accordingto TWC, thecurrent databasecontainsover 1.4 millionregisteredindividua ssearching
for workinTexasrangingfromtemporary toskilledworkers. Anindividual canregister for work and
receiveservicesif they areeligibletoworkintheU.S. Theseindividualsprovidetheir qualificationsand
other relevantinformation uponregi stering whichismatched throughthesystemto empl oyerssubmitting
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joborders. Employerscan submit theseordersdescribingthejobsavail ableat theworkforcecenters
whicharematched by thecenter’ sstaff with qualifiedindividua sinthesystem. Individual accountsfor
employerscanalso beassigned through thelnternet by having theempl oyer codeeachjob openingto
searchfor specificcriteria. Throughthesystem, theemployerisabletoobtainalist of ranked and scored
candidatesaccordingtothequalificationsmet by therequirementsfor thatjob opening. Thissystemoffers
adirect link available throughout each day between job seekers and employers.

Monitoring and Verification of Contractors

Sinceboardsareprohibitedfromdirectly operating their workforcecenters, local providersareawarded
contractstodeliver thedesired servicesthat will achievethegoa sand objectivesset by theboards. These
servicescan becontracted with organizationssuch asuniversities, community colleges, |abor training
programs, loca employers, and nonprofit organizations. Board membersat timesmay beassociated with
theseorganizationsand arethereforeinstructed toavoid any conflict of interest when suchan organization
isbeing consideredfor their contracted services. Whenthissituation exists, aboard member should
declaretheconflict, removethemseal vesfromdiscussions, refrainfrominfluencing decisions, and abstain
fromvotingontheissue. Thisat timesmay bedifficult toachievespecifically amongworkforcestaff who
aredirectedtomonitor thecontracted serviceprovider and havetheauthority to sanctiontheprovider if
certaincontract itemsarenot met. Workforcestaff a soindicated having difficulty inholding providersto
any specific measurement that isprovided by the TWIST system sincemany feel theinformationonthis
system is not quite accurate.

TheTWIST systemisavehiclefor comprehens vedatagathering and reporting used by theboardsfor the
devel opment of their performancereports. Technical and hardwareproblemsthat plaguedthissystem
whenitwasfirstimplemented may havegiventheboardsreasonfor not trusting theinformationit provides.
Consequently, theState Auditor’ sOfficeconducted anaudit of theLWDBswhichreviewedthissystem
i nadditiontothecontracting and monitoring performed by theboardsand theworkforcesystem. Their
report isdueout beforetheend of theyear. A preliminary review of their analysisshowsthat the TWIST
system’ sinformationissound. M ost misconceptionsabout thesystem aredueto staff and boardsnot quite
understanding how thesystem’ sinformationiscollected and analyzed for the performancereports.
Providing extensiveinformationtotheboardsand centers’ staff onthisprocesswouldalleviatethese
mi sconceptions about thesystem and could proveto beanindi spensabletool for boardsinmonitoring
contractors, as well as their own, performances.

Theeffectivenessof aboard’ sworkforceoperationsisdetermined by reviewingitsworkforceservices.
Performance standards, contract monitoring, and any other measurementsset by aboardfor their areaare
usedto hold boardsaccountabl efor thededivery of services. Responsibility for themonitoring of programs
isshared amongtheLWDBsandthe TWC. Unfortunately, thisproduceslayersof monitoringthatincludes
federal, state, local, and provider entitieswhich canbevery compl ex, repetitive, and burdensome. Many
boardshaverdied heavily onhavingtheir contractorsmonitor themsel vesor lack theregular monitoring
of contractorsneeded toidentify thestrengthsand weaknessesof theservicesbeing provided. Thisoften
resultedin having fundsto theboardsdeobligated duetothelack of budget monitoring on performanceof
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the contractors. Atthestart of theinterim, only afew boardswereincluding specificrequirementsand
sanctionpoliciesintheir contracts. Withinthelast few months, thispracti cehaschanged with moreboards
having contractsspecify theserequirements. Nonethel ess, theprocessof sanctioning providersdoes
becomedifficult specifically inboard areasthat do not haveother providersparticipatingintheprocess.
Many boardshaveindicatedthat their pool of providersisvery limitedandtheprovidersarewell aware
of this. Thereareproviderswho aredoing atremendousjob but hesitateto offer best practicestoothers
for fear of losingtheir contract to someoneel se. Thisunfortunatesituation must beremedied through
collaborationamong theboardsand the TWCtodevel op an effectiveplaninattracting providersoffering
the best possible services to achieve successful measurements.

Asthesystem maturesand weaknessesareidentified, changesmust beimplementedin order to succeed.
TWCrealizesmany boardsneed technical assistanceespecially inregardsto monitoringand contract
management. Theagency hasestablished anew department whereall contractsareconsolidated and
placedinadatabasein order to support productive contract administration and enhance contract
monitoring. Theagency hasalso provided varioustypesof outreachtotheboardswhichinclude
conferences, workshops, weekly conferencecallsand regularly scheduled meetingsthat offer assistance
inmany areas. Theseoutreachactivitiescurrently do not havearequired attendancepolicy for theboards.

The System’s Effectiveness

Theworkforcesystemin Texasisdesignedto beemployer driveninorder to meet theneedsof business
andindustry. Witheconomicdemand drivingtheworkforcesystem, boardscan shapetheir programsto
meet theneedsof their primary customer, theemployer. A successful strategy for thesystemisdirectly
linkedtothesuccesstheworkforcecentershaveinidentifyingtheneedsof thel ocal employersand
communicating thisawarenessin order toreach outtothem. Board membersmust al socompl etely
recognizeand understand theneedsof employersandjob seekersintheir community. Workforcecenters
should bepromoted asthepoint of contact for businessesto convey their needs, therefore havingthe
ability toshapetheworkforceprogramsinthearea. Local communitiesmust all bemadeawareof their
workforcecenterswhichistheboard' sresponsibility. Awarenessisbest addressed wherethepopulations
arepresent suchascommunity organi zations, churches, schoals, colleges, government offices, andlibraries.
Theboardsandthe TWC must eval uatetheir effortsin promoting thesystem’ sservicestoidentify more
effective methods of outreach to employers, educators, and workers in their communities.

The TANF Population

Themain purposeof TANFistoeiminatethedependenceongovernment benefitsby providing services
toassistindividua sinbecoming sdlf sufficient. In2002, thefederal authorization of the TANF block grant
isupforrenewal andtheend of thefirst national group of recipientswiththefive-year timelimitwill be
here. Texashasauniguesituationinthiscasesinceitssystem beganimplementationasmandated by HB
1863 beforethenational legislationwaspassed whichallowedthestateafedera waiver. Asaresult,
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Texas recipientscurrently haveavariety of timelimit requirements. Theserequirementswill however fal
inlinewithfederal mandatesin2002when Texas waiver expires. Additionaly, thiswaiver expirationwill
no longer permit nearly half of Texas' TANF adultsfrom exemption of thefederally mandated work
requirements. Many statesareanti cipating possi blechangesto theprogram and what effectsmay befelt
atthestatelevel. Oneconsiderationisthefutureall ocation of fundstothestateswhichwill dependonthe
interpretati onof thedataregardingwelfarecasel oadsand expenditures. TheCouncil of Economic
Advisersestimatesthat TANFhasaccountedfor roughly one-third of thenational welfare casel oad
reductionfrom 1996 to 1998 with thelabor market being another factor 2 Texashad a59.8 % dedlinein
TANFrecipientsandwasthe17th statewiththelargest declineintheU.S. from 1996 t0 1999.* Many
believethedeclineinthecasel oadisduetotheeconomy’ screation of new jobsand placing reci pientsthat
wereeas esttoemployinajob. Therefore, thecurrent TANF recipientsaremorelikely tobethosewho
arethemost difficulttoemploy dueto barrierssuch aslack of education, skills, transportation, or longterm
health or mental illness.

WiththeU.S. welfarereformlaw, statesaremandatedto spend statefundsat alevel equal toat |east 80%
of their FY 94levelsor 75%, if thestatemeetscertain TANFwork participationrates> Between 1997
and 1999, Texasdecreased itsfederal expendituresby 55% witharanking of 10th nationally, whileits
combined stateand federal expendituresdeclined 30% and ranked 17th.® Thenew workforcesystem
createdin Texasdirectinglocal control providedfor aleadtothewel farereformlaw passedyearslater
by theU.S. Congress. Unfortunately, thefederal mandatesthat aretransferredtothestatesasaresult of
receiving block grantsdo not allow for compl etefreedom of innovation at thelocal level to meet special

local needs. If thenational goal, by way of thestateandlocal communities,istohelpal TANFrecipients
becomeassdlf-sufficient aspossible, thenagod shoul d beto encourage continuedinnovationindevel oping
strategiesfor the hard-to-empl oy and testing some of thestrategiesto find out moreabout their
effectiveness” Thiscould beaccomplished by having an accessiblesystemwithavast array of services
and strategiesto assist and prepareadiversepopul ationwith difficultiestotransitiontowork. Suchatask
woul dneedtoincludestaff preparationaswell. Theworkforcesystem haschanged drastically withinthe
| ast few yearsbut theresourcesneeded for such achangehavenot awaysbeen considered. Staff assisting
theseindividua smust beequipped withthetool s, resources, andtraining to meet thedemandsrequired
tobesuccessful. Theestablishment of partnershipswiththecommunity anditsserviceprovidersisakey
component of succeedingat thistask. Boardswho areabletobuildastrong rel ationshipwithinthe
community are best suited to address the barriers present for these individuals.

Dislocated Workers

Under WIA, TWC administersprogramsand servicesfor did ocated workerswhichareprovidedat loca
workforcecentersby theLWDBs. Employment andtraining programsareofferedthroughthe WIA
Didocated Worker Program. Individualswhoreceivean official noticeof alayoff or becomeunemployed
duetonofault of their ownareeligiblefor individualized re-employment services. If alayoff or plant
closureaffects50or moreworkers, the Rapid Responseprogramisavailable. Thisprogram provides
early,immediateintervention ass stanceby transitioningworkerstotheir next employment. If alayoff or
plant closureaffectsfewer than 50 peopl ebut isinacommunity with apopulation of 50,000 or less, they
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may a sobeeligibletoreceivetheseservices. TheRapid Responseprogram servicesincludejobsearch
ass stance, |abor market information, group stressmanagement seminars, and group financia management
seminars. Becauseof thelocal workforcecenters flexibility onstructuring servicesfor eacharea, Rapid
Response services are offered by tailoring to the needs of those affected.

Another programthat offerstraining, job search, and rel ocation assistanceisthe Trade A djustment
Assistance(TAA) program. Thisprogram providesass stanceto manufacturing employeeswholosetheir
jobs asaresult of foreignimports. Theseindividua sareasoeligiblefor additiona financia ass stancepaid
on aweekly basis through Trade Readjustment Allowances (TRA) if they go through all their
unemployment benefitswhileenrolledinanapprovedtraining program. Theunemployment benefitsand
TRA assistance providefinancial support for approximately 78 weeks. Inaddition, theNAFTA-
Trangtiona Adjustment Assistance(NAFTA/TAA) wasaddedtothe TAA program by Congressinorder
to assistindividual sadversely affected by M exican or Canadianimportsor by aproductionshifttothese
countries.

Throughtheseprograms, affected workersareeligiblefor variousservicesto prepareand obtain
noteworthy employment. TheTAA however doesnot haveany federal performancemeasures. TheTexas
L egidaturecanreview theprogressand effectivenessof theprogramthroughthe TWC annual report on
TAA which was mandated by SB 1507 last session.

The TAA programwascreatedinthe1970'sto assi st autoworkerslosing their jobsto theimportsfrom
other countries. Texasworkersaccess ngtheprogramtoday arevery different and thustheprogramdoes
not compl etely addressall theneedsof theseindividuals. Theautomobileworkerswereusually union
memberswith moreeducation and skills, whereasthe Texasworkersusually possesslimited skillsin
English. Theseindividua susually need additional training such asEnglishasaSecond languageand Adult
Basic Education Skillsinorder totakeadvantageof thevocational training offered throughtheprogram.
TheTAA program could bemoreeffectivefor Texasif thefederal mandateswouldallow for more
flexibility in order to address the needs of the workers currently accessing the program.

Persons With Disabilities

TWC hasinstructedtheLWDBsthat they must ensurethat certified Texasworkforcecenter program
servicesandfacilitiesareaccess bletoindividual swithdisabilitiesand comply withfederal and state
requirements. Throughamemorandum of understanding (M OU) between TWC, the TexasRehahilitation
Commission, andthe TexasCommissionfor theBlind, cooperationfor theworkforcesystemisencouraged
anddirectedfor thebenefit of thestate. TWCiscontinually workingwiththeboardstoinsurethat people
withdisabilitieshave physical and programmatic accesstojobandtraininginformation. Theagency
continuesto ensurethat centersand programsareaccess ble, someoneon staff at thecentersisdesignated
to assist people with disabilities, and TDD lines are in place.

Atarecent statewideworkforceconference, exemplary serviceby LWDBsto personswithdisabilitieswas
identified by TWC, the TexasRehabilitation Commission, andthe TexasCommissionfor theBlind. The
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recognitionsincluded Work Advantagein Tarrant County, TexasWorkforceCenterintheAlamoarea,
The Workforce Center of North Texas, and TheWest Central TexasWorkforce System- Career Stop.
The Capital Areaboard hasal so provided additional assistanceby installingabrailleprinter and special
computersintheir center that can beused by thedisabled. Whiletheseboardsarebeing acknowledged
for their outreach and assistanceto theseindividual s, other boardsreali zethereisroomforimprovement
and are asking for assistance in planning, programs, and staff training to remedy this situation.

The High-Technology Workfor ce

The high-technol ogy workforceisaval ued commodity intoday’ seconomy. | ndividualsinatechnology
related fieldareoftenlured away fromtheir current employment to other companiesoffering higher salaries
and many morebenefits. For thisreason, many LWDBsdo not havespecific servicesdesignedtoassist
theseindividualswithjob placement. However, theseindividual sdo haveaccessto HIRE Texaswhich
waspreviously described. Thisserviceisasystemaccessibleat all centersand opentoanyonewhois
searching for ajob.

Duringthelast|egidativesession, SB 231 waspassed whichdirectedthe TWCtodevelopastatewide
information and marketing campai gn designed to encourageres dentsof thestateto enter thetechnology
workforce. Thelegidationdirected thecampaigntotarget popul ationsthat aretraditionally economically
disadvantaged and under representedinthetechnol ogy workforce. Asaresult, theTWCwill beawarding
$300,000inFY 00WIA fundingintheform of two $150,000 contractsintwo areasof thestatethrough
acompetitive RFP (Reguest for Proposal) processto entitiescomprised of aLWDB or apublic, private,
or community organizationinpartnershipwithaL WDB. Theseentitieswill beresponsiblefor developing
the campaignwhichwill runfor oneyear commencing upon contract award. 1t hasbeenrecommended
that onecontract beawardedtoanentity inalabor market consisting of alargemetropolitanareawitha
large technol ogy workforce baseand the other contract beawarded to an entity inalabor market
congisting of amediumto small sized metropolitan areawithasmaller technol ogy workforcebase. Using
labor market information, theentity must attest to having aworkforcebasewith sufficient employmentin
occupationsrelatedtotechnology. Currently, TWCisranking proposa sand anti cipatessigning contracts
with two boards by November 20, 2000.

Another uniqueinnovativeproject that isaimed at assistingindividual swith barriersto enter thehigh-
technology workforcewasinitiated by Worksource, theDallasCounty workforceboard. By establishing
apartnershipwith BusinessAccess, afull onlineservicefor educationandjobtraining, they areproviding
1000 computersinthehomesof Dallasworkerswho arewelfare-to-work recipients. Itallowsthese
individual stotakeand compl eteany avail ableonlinecourseat any timewhilekeepingtrack of their
progress. Thisproject waspaidby theDallasboard through awelfare-to-work grant with Business
Accessproviding payment for thelicensesoit could be shared among theother boards. Thecomputers
arecustomized and protected against fraud and theft. Thesystemoffersaflexible, s mpleway toallow
individuals, specificaly parents, toobtain skillsandtraining without theworry of havingtofind additional
childcare. Throughthelnternet, thesystemiscustomizedtoleadtotheindividua’ scareer/learning plan
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andincludesalist of theavailablecourseswiththecurriculum designedfor that particular plan. Thisalso
includestheability toview the700 coursesavailableonlineinadditionto 1st through 12th gradeliteracy
courses. An8thgradeliteracy level isset upthroughout thesystem; however, if theindividua hasdifficulty
withthat level, they can prompt thesystemtoread theentirepagefor them. Theboarda sohastheability
totrack eachindividual’ sprogressby enteringaspecificuser’ ssystem. Thesiteisstructuredforits
particular usersandiscontinuoudy upgraded toincludethebest informationandresourcesneededtoassi st
itsusers. Thisisatool forindividual stoacquirework skillsinorder toobtainjobsandisthereforelimited
toitemsthat will assistinaccomplishingthat task. Usershaveaccesstothelnternet andtheability to send
andreceiveemail but arerestricted from certain sitessuch asgambling and pornography. Thisisacritical
project that encouragesindividudss, particularly thosewithlimited child carefunds, toincreasetheir skills
and become self sufficient for their families.

Recommendations

Whilewerecognizetheworkforcesystemin Texasisdesignedtobedirected by thelocal boardsinorder
to havetheability to meet theneedsof so many different communitiesacrossthestate, itisevident that
thesystem anditsboardsneed ass stanceat accomplishing thistask. Ultimately, therespongbility for such
assistancefalswiththe TexasWorkforce Commission. Theworkforcesystemisprogressingbut till has
muchmoretodoinorder toaccomplishwhatitisintendedto achieve. Someboardsarematuringand
haveidentifiedwhat issuccessful for their areaswhileothersarestill new totheprocesseswithjust alittle
over ayear of certification. Thecommitteerecommendsthelegidatureprovidetheboardswiththeuseof
state resources to assist in this continuing transition by:

< directingthe TWCtoeval uateand adjust accordingly theuseof their FTEsregarding assistance
providedtotheboardsparticularly in performancemeasurement, financial management, child care,
and contract management;

< directingthe TWCtorequireboardsto participateinacertainamount of outreach activitiesthe
agency providesinorder for boardsandtheir staffstobecomeproficientintheadministrationand
operation of their workforce centers to be a successful board for their community;

< directingtheTWCtodevel opadetail ed yet understandableplanfor theboardsregardingthe
sanction processwhich should a soincludethetechnical assistancethat will beprovided andthe
timeframetheboardswill beallowedto addresstheseconcernsinordertoimprovetheir
performance. Inaddition, the TWC shouldbedirected to providesubstantial trainingtothe
workforce center staff and board membersregarding thecollectionand analysisof datainthe
TWIST system for performance reports;

< directingthe TWCtodevelopaplanaddressingthelack of local serviceprovidersparticipating
inparticular board areas. Incentivesmust beusedto attract exceptional providersand encourage
themtosharetheir best practiceswith other providersinorder toincreasethepool of selection.
A planof actionshould also bedirectedtoincludetheboard’ sprocessof sanctioningitsprovider
and having other avail ableoptionssuchasusingthe TWCtoassistin providing theservicesuntil
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another provider isdesignated. Current practi cehassomeboardscontinuingto pay for services
that are not being properly provided due to having no other option for providing local services;

< directingthe TWCto collaboratewiththe L WDBswhen determining useof fundsat thelocal level.
Many decisionsarebeing madeat thestatelevel regarding theuseof thesefundswithlittleor no
input fromtheloca boardsconcerning theservicesneededintheir communities. The TWC should
alsodevel opfunding guidelinesand strategiesal lowing flexibility totheboardsfor identifyingand
addressing the needs of individualswho arein remote areas and/or possess barriersto
employment; and

< directing theTWCandtheL BB toreview and adjust the performancemeasurementsusedtorate
theLWDBssothey donot hinder theboard’ sability to providetheservicesneededinorder to
achievesuccessful results. M easurementsshoul d bedirected to encouragetheboardsto assi st
reci pi ent sinattai ning sustai nableemployment withwagesthat will allow individualsandtheir
families to be self sufficient.

In addition, the legislature must also assist the boards in this process by:

< supportingthe TWC’ sLARfor additional fundsto sustaintheanticipatedincreaseinindividuals
that will need assistance due to the federal mandates resulting from Texas' waiver expiration;
< directingthe TWC, the TexasRehabilitation Commission, andthe TexasCommissionfor theBlind
tostrengthentheir cooperativeeffortsinproviding assistanceand suggestionstotheLWDBson
serving persons with disabilities;

< directingthe TWC andthe DHSto devel op acooperativeprocessamongtheir systemsinorder
to provide the LWDBs with access to data that determines their progress and sanctions; and
< collaboratingwiththe TWCinsubmittingaresol utiontotheU.S. congressregarding thecurrent

federal mandated performance measuresand how these measurementscan bechangedto better
servethel ocal boardsandtheir communities. Thiscollaboreativeeffort shouldasoincludedirecting
informati ontothe TexasCongressmenand Senatorsregarding theseissuesin additiontoasking
for their assistance in this effort.
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SUBCOMMITTEE ON UNEMPLOYMENT INSURANCE
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Committee Work

TheHouseCommitteeon Economic Devel opment Subcommitteeon Unemployment InsurancemetonMay
16, 2000 in Austin, Texas and August 30, 2000 in Houston, Texas.

Background

The committee was charged to:

actively monitor thestatusof theunempl oyment insurancecompensationtrust fund and study the
mechanisms in current law designed to keep the fund in the desired range.

The unemployment insuranceprogramwasestablishedin 1935 under provisionsof theSocia Security Act
asafederal-state partnership. 1n1936, the 3rd called Session of the44th TexasL egisl aturepassed the
TexasUnemployment Compensation Act (TUCA) imposing atax rateonemployer’ stotal wagespaid of
0.9%for 1936, 1.8%for 1937, and 2.7%for 1938t01940. Anexperienced general tax ratestartedin
1941. Theprogram’ sadministrationisfunded throughthe Federal Unemployment Tax Act (FUTA) which
i sthefederal unemployment tax paid annually tothelnternal Revenue Service(IRS) by employers. The
TexasWorkforce Commission(TWC) isthestateagency chargedwith ngand collectingapayroll
tax from TexasemployerswhichisdepositedintheUnemployment Insurance (Ul) Trust Fund. Thefund
paysout unempl oyment benefitstotemporarily unemployedindividua swhousethisasatemporary income
supportwhileseekingwork. Eachemployer’ stax isbased ontheir experiencewiththetax ratewhichis
determined primarily by the amount of Ul claims paid to former employees.

If federal mandatesaremet by thestate, thefederal unempl oyment administration providesa5.4% credit
againsttheFUTA tax rateof 6.2%. Employersmust pay thefederal unemployment tax rateonthefirst
$7,000inwagespaidtoeachemployee. Asaresult of thecredit, theFUTA taxisoffset and equal sto
0.8%of taxablewages. Thefull creditisreceived by Texasemployersasaresult of stayinginconformity
withfederal mandates. However, theresulting credit canbewithdrawnif the Department of Labor (DOL)
determinesthat thestateisnot in conformity by not administering theprovisionsof thefedera law properly.
Thiswould cause Texasemployerstopay the6.2% FUTA tax rate. In1999, Texasemployersdidreceive
thiscredit and paid approximately $472.3millionin FUTA taxes. TWC projectionsfor 2000 FUTA taxes
show employers paying approximately $478.5 million.

The System and Its M echanisms

TheTexasUI systemisquitecomplex withsevera factorscontributingtoitsdynamics. Itisset upwith
many mechanismsby law toensurethat theUI Trust Fundremainswithinitsrange. Thesystemasohas
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two distinctivedatesthat set certain mechanismsinto play dependingonthefund’ sbalance. Eachyear the
funds' transfersand sol vency aredetermined on September 1 and October 1, respectively. Inaddition,
thegtatusof thefund can not bedetermined by any onespecificfactor but rather by acombination of them.
[N 1999, the Texaseconomy wasthriving and unemployment ratesweredown, yet, Ul benefit payments
increased resultinginafund balancethat wasdangerously low. Fortunately, certainmechanismsinthe
system were applied as set by statute which brought the balance back within its range.

The Ul Trust Fund’ sminimum balanceisdefinedin statuteasthe Floor and equal tothegreater of $400
millionor 1% of thetotal taxablewagesfor thefour calendar quartersending thepreceding June30. The
Ul Trust Fund’ smaximum balanceisdefinedin statuteasthe Ceiling and equal to 2% of thetotal taxable
wagesfor thefour calendar quartersending the preceding June30. Thesebalanceskeeptherangeof the
Ul fundrather narrow and small comparedto other states. Texasis51stinitsUI systemreserves
(AppendixC) and 31stinlowest tax rates(Appendix D). TheTexassystemisset upwithatax structure
of low ratesand adesignthat allowsfor continuousmovement throughout theyear. Thelowtax rate
usually causesthebal anceto movemoretowardstheFloor. Thisisaresult of thelegidaturepreferringto
keeptaxestoemployerslow sobillionsof dollarscan beworkingintheeconomy instead of havingthose
dollarsfill upalargeUl fundinthestatetreasury. Ontheother hand, inaneconomicdownturn, acushion
woul dbeprovided by alargeUI fund and woul d reducethepossibility of anadditional tax toemployers
or borrowing of fundsfromthefederal government to pay Ul benefits. Other statesstay abovetheir floor
by having their employers pay a higher rate on Ul taxes as shown in Appendix C.

Theannual tax ratefor anemployer in Texasisthesum of thegeneral tax, thereplenishment tax, and the
deficittax (Appendix D). Calculatingthistax rateinvolvesusingtheemployer’ sprior threeyearsof taxable
wagesand benefitspaidtoformer employees. Thislong period of theemployer’ srecordsisusedinorder
tolevel out dramatic changesin benefit paymentsfor individual employersaswell asthestate. Whenthe
number of benefit paymentsincreasesby asizeableamount, thetax rateincreases. Theseincreasesare
imposedinad ow fashionresultinginadelay which hasthetax ratesincreasing theyear after theincrease
inUI benefit paymentsoccurs. Unfortunately, thedelay canalsoallow for thehigher tax ratestoremain
for uptothreeyears. Therefore, thesystem’ sstructurecanallow Ul revenuesand employers’ tax rates
tobelow during periodsof high benefit paymentsandto behigh during periodsof |ow benefit payments.

The 1999 Factors

Asstatedearlier, theUI Trust Fundbalancecannot beeasily projected becausemany factorsaffectits
outcome. Certainunemployment can hideand otherwisenot bedetected eveninagood economy with
tremendous jobgrowthaswasthecasein1999. Inlate 1998, Texasbeganto experienceadownturnin
the oil and gasindustry. Thousandsof workerswerebeing dislocatedin 1999 at atimewhen the
unemployment ratewasabout 5%. Thisindustry had highly paidworkerswhichresultedinanincreaseper
claimof $18.00 per week totheaverageweekly benefit amount being paid. Thegarmentindustry wasalso
havingadifficultyear and beganto closedown plantsthroughout the state specifically a ong theborder
region. Theamount of did ocated workerswithin both of theseindustriesdrameatically increased theamount
of claimsbeing paidout for 1999. Inaddition, themaximumand minimum amountsof benefitspaidalso
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increased(Tablel). By statute, thereisabuiltinescalator that increasesthemaximumweekly benefit
amount by $7.00 and theminimum weekly benefit amount by $1.00for every $10.00increaseinthe
averagemanufacturingwage. Another factor that startedtoincreasethedepletion of theUIl fundwasthe
expans onof thosedigiblefor unemployment benefits. Withthisincrease, Texasrunsarisk of higher costs
without havingany increaseintheunemploymentrate. Thesefactorscontributedtothesituationthat
resultedinthedangerously low Ul Trust Fundbalanceduring 1999. TheUI Trust Fundwill continueto
have many fluctuationswithinitssystem, but withthemany mechanismsset by statute, thebalanceshould
stay within its appropriate range and prevent any type of insolvency.

Table 1 - Historical Ul Benefit Payments, 1992 - 2000

Year Payments Benefit Average Maximum | Minimum | Benefit

Amount | Duration** WBA WBA Amount
2000* | $701,817,735 $218.99 14.8 $294 $48 $7,644
1999 1,228,991,499 $216.01 15.87 $287 $47 $7,462
1998 968,325,016 $198.78 14.42 $280 $46 $7,280
1997 976,704,161 $187.31 15.11 $266 $44 $6,915
1996 999,170,213 $180.24 15.82 $259 $43 $6,734
1995 | 1,012,873,267 $177.65 15.56 $252 $42 $6,552
1994 | 1,046,955,310 $177.06 15.77 $245 $41 $6,370
1993 1,105,428,847 $176.83 16.13 $245 $40 $6,370
1992 1,181,146,078 $169.63 16.20 $231 $38 $6,006

*2000 includes data from January to August only.
** Average Duration data is a result of DOL calculation.

Duration

Throughout thecommittee’ sinterim hearingsthetopicof durationwasavery commondiscussion. Duration
referstotheamount of weeksanindividual isonunemployment insurancecoll ecting benefits. Sincemost
of thestatei sbenefitting from low unemployment rates, most thought theaverageduration ratethroughout
thestate, especidly in specificareaswith amost no unemployment, would bevery low, thusdecreasingthe
amount of fundsgoing out of thesystem. That wasnot thecase. Theaveragedurationfor 1999was15.87
weeksusing DOL’ sformulawhichtakesall theweekspaiddivided by all thefirst payments. This
calculationismideadinginthatit only considersfirst paymentsof claimantsreceiving benefits. Many
claimantsdo not recelvetheir first payment for different reasonssuch asbeingineligibleduetoavailability
toimmediately work. However, theseclaimantsinthesubsequent weeksmay receivebenefitsafter
becomingdigibledueto changeincircumstances. TheresultingaveragedurationusingtheDOL caculation
woul dnot reflect theactual averageweeksof durationfor theseclaimantsasindicated by thefollowing
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example.

Example: Claimant 1 and 2 do not receive first week payments.
Claimant 3 does receive a first week payment.
Claimant 1 becomes eligible in week 2 and receives 5 weeks of benefits,
Claimant 2 gets requalified in week 3 and receives 6 weeks of benefits.
Claimant 3 receives 9 weeks of benefits.

Total weekspaid= 5+ 6+ 9= 20 weeks
Total first weeks paid = 1
Average Weeks of Duration (by DOL standards) = 20 divided by 1 = 20 weeks

Average Actual Weeks of Duration = 20 divided by 3 = 6.7 weeks

Inorder togiveanaccurateaccount of thedurationratefor thestate, the TWClooked at the claimantsfor
1999 andtheactua weeksthey received benefits. Thestate' saveragedurationresultedin 14.04weeks
for 1999 withalow of 12.88 weeksand ahighof 15.34weeks(Appendix F). Whilethesenumbers
decreased by almost 2weeksfromthefederal cal culation, they werestill cons dered highwhen comparing
it totheunemployment ratesthroughout thestate. 1ndicating that claimantsmay not bereceivingthe
assi stanceneeded to obtai nanother job or that claimantsmay not besearching for another jobasquickly
asexpected. Ineither case, itisimportant that theclaimant obtain afinancially stableand adequatejobthat
will providefor self sufficiency and prevent refilingfor Ul benefitsinthenear future. For thisreason, many
believe that rushing claimantsthroughthesystemto get ajob asquickly aspossiblewould not accomplish
anything. Forthelastfiveyearsthedurationratehasremainedinthe15week range. Themaximum
number of weeksaclaimant canreceivebenefitsin Texasis26 weeksand, in 1999, 43% of claimants
exhausted all of their éligiblebenefits. Intoday’ sjob market whereskillsmust consistently beupgraded
specifically inthetechnol ogical areas, many claimantsmay needtrai ning beforebeing ableto obtain new
work. Thismay beaddingweekstothedurationinadditiontothetimespent oninterviewingandthe
selection process for jobs by government and the private sector.

The General Tax

TheTexasUI taxing structureisexperiencebased duetothegeneral tax portion of thetotal TexasUI taxes
anemployerisrequiredtopay. Employerswhohavehadtheir accountscharged asaresult of benefitspaid
toaformer employeehaveexperiencewiththesystemandtherefore, will pay theGenerd Tax Rate(GTR)
of anexperiencedemployer. TheGTRiscomputed onOctober 1 of eachyear to beeffectivethefollowing
calendar year. Therateisdetermined by multiplyingtheemployer’ sbenefitratiowiththeyear’s
replenishment ratio. Thebenefitratioisequal tothelast threeyearsof chargebackstotheemployer’s
account divided by thel ast threeyearsof taxablewagestheemployer paidto employees. Thesewages
arethesum of what theemployer paysupto $9,000 per employee. Thegeneral taxisequal tozeroif the
employer hasno chargebacksfor thelast threeyearsand can not exceed 6%. Therefore, aslayoffs
decrease for employers so will their Texas Ul tax rate.
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GTR= Benefit Ratio X  Replenishment Ratio
last 3 years of chargebacks

last 3 years of taxable wages

Benefit Ratio =

Anemployer isrequired by statuteto pay the Texasunemployment tax rateonthefirst $9,000 paidtoeach
employee.

Businesseswhoemploy 10 or fewer workersaccount for 82.7% of theemployerswho pay Ul taxes
(Table2). 71.3%of thesebusinesseswill pay theminimumtax rateof 0.30%in 2000 whileexperienced
employers will pay an average of 0.85% (Table 3).

Table 2 - Profile of Texas Employers

Number of Employers | Number of Employees | Percent of Employers
271,931 5 or fewer 71.4%
42,918 6to 10 11.3%
27,514 11to 20 7.2%
29,092 2110100 7.6%
9,312 101 or more 2.4%
Table 3 - Ul Tax Rate Facts
Year 1997 1998 1999 2000
Minimum Total Tax Rate 27% 27% .24% .30%
Minimum Cost / Employee | $24.30 | $24.30 | $21.60 | $27.00
Maximum Total Tax Rate 6.27% 6.27% 6.24% 6.30%
Maximum Cost / Employee | $564.30 | $564.30 | $531.60 | $567.00

The Replenishment Tax

Another component of the TexasUI tax isthe Replenishment Tax Rate(RTR) whichisaflat tax assessed
toall experiencedemployers. ItspurposeistoreplenishtheUl Trust Fundfor onehaf of thebenefitspaid
to eligibleworkersthat arenot chargedtoany specificemployer. 1n1983, thistax wasaddedinorder to
recoupthesebenefits. Inthesecases, noemployer isliablefor repayment of thesebenefits, thusdepl eting
the Ul Trust Fund. TheL egislaturedecided the only way to replenishthesefundswasto haveall
experiencedemployerspay for thiscost. Thisisaccomplished by collectinghalf of thelosswiththe
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repl eni shment ratiothroughthe GTR and coll ecting theother half throughthereplenishment tax. Theratio
isequal tohalf of thetotal amount owedtothefundfor thesecases. Thetaxisequal totheratiodivided
by the year’ s total taxable wages.

RTR= Replenishment Ratio
Year’s Total Taxable Wages

Replenishment Ratio = %2 of benefits paid but not charged to any employer
The Deficit Tax

Anemployer’ stax ratecana soincludeadeficit tax whichisset by statutenot to exceed 2%. Thiswas
established through HB 896 during the68th L egislaturein 1983. TheUI Trust Fundbalancemust beat
or abovetheFloor on October 1 of eachyear. Anadditional tax knownastheDeficit Taxisleviedon
employersthefollowingyear if thebalancefdlsbel ow theFl oor. Thelast deficit tax assessedtoemployers
wasin1995and 1994 withaDeficit Ratio (DR) of 0.04% (Appendix E). TheDeficit Tax Rate(DTR)is
cal culated by multiplyingthe DR withtheemployer’ stotal Ul tax ratefromthepreviousyear. TheDRis
equal to the Ul Trust Fund’ s deficit on October 1 divided by the revenue from the general and
replenishment tax from the previous year.

DTR= DR X Employer’ stotal Ul tax rate from previous year

DR= Ul fund Deficit on October 1
Revenue from General and Replenishment Tax from Previous Year

Thelnitial Tax Rate

Thecurrentinitia tax ratewasput into statuteby the69th L egid atureand madeeffective January 1, 1986.
Thisrateisass gnedto new employersuntil they becomedigiblefor theexperienced general tax ratewhich
occursassoon astheemployer’ saccount ischarged with benefitsthrough 1year. Thisusually occursat
approximately 18 monthsafter theinitial tax rateisassigned. New employersareassessedtheinitial tax
rateof 2.7% asanentry level rateintothestate’ sUI system. Anemployer canbeassignedtheir Standard
Industrial Classification (SIC) Code average tax rate instead if it resultsin ahigher rate than 2.7%.

Smart Jobs Assessment

INn 1995, Employersstarted paying the Smart Jobs A ssessment of 0.1%withtheir annual Ul taxes. This
assessment isdeposited into the Smart JobsHolding Fund. On September 1 of eachyear, TWC
determinesif the Ul Trust Fund will have the balance at or above the Floor on October 1. If the
projectionsshow thefund bal anceat or abovetheFloor, theagency proceedstotransfer thefundsas
defined by statute. However, if the projectionsshow theba ancebel ow the Fl oor, theagency transfersthe
amount inthe Smart JobsHol ding Fund equal totheamount bel ow the Fl oor back tothe Ul Trust Fund
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to bringthebalanceback uptotheFloor. Any balanceremaininginthe Smart JobsHolding Fundisthen
transferredasdefined by statute. If theamount transferredtotheUI fund doesnot bring thebalanceup
to the Floor, a Deficit Tax, as previously stated, is assessed for the following year.

From1995t01998, all transfersmadeby TWCtothe Smart JobsProgramwent fromthe Smart Jobs
Hol ding fundtothe Smart JobsFund at the Texas Department of Economic Development (TDED) (Table
4). Thesetransferstotaled $231.6 millionfor the4 year period. In 1999 withthepassageof HB 3657,
theamount transferred fromthe Smart JobsHol ding Fund was changed by adding other accountsto
receive funds. These transfers were set in statute as follows:

For 1999 - For 2000 -

14% to the Smart Jobs Fund 50% to the Smart Jobs Fund

65% to the Skills Development Fun80% to Skills Devel opment

20% to the Smart Jobs Rainy Day Fund  20% to the Smart Jobs Rainy Day Fund

However, withthepassage of HB 3054 duringthesameyear, the SkillsDevel opment and Smart Jobs
Rainy Day Funds were not established.

Table 4 - Transfers from TWC's Smart Jobs Holding Fund to TDED’ s Smart Jobs Fund

Date of Transfer Amount Transferred
September 12, 1995 $34,755,248.00
September 13, 1996 $61,735,493.00
September 12, 1997 $64,984,810.40
September 22, 1998 $70,198,626.41
September 1, 1999 $0.00

September 2000 $37,900,000.00
Total Transferred $269,574,177.81

OnOctober 1, 1999, notransfersfromthe Smart JobsHol ding Fundtotheabovefundsweretried due
totheUl Trust Fund balancefalling bel ow theFloor inexcessof the$72.5million balanceinthe Smart
Jobs Holding Fund (Table5). Sincenofundswereavailablefor any typeof transfer, thenon-existence
of thefundswasnot aproblem. Onthecontrary, the projectionson September 1, 2000 showed the Ul
Trust FundtobeabovetheFloor. Thisresultedinaproblemfor theagency sincethetransfershadto
occur accordingto statute but thefundswerenot established. Thefundswereinstead sweptintothe
General Revenue. After muchdiscussionbetweentheagency, thecomptroller’ soffice, andtheHouse
Appropriations Committee, thefundsweresecuredin General Revenueunder specificaccountsuntil the
legidaturecanclarify andrectify thesituation duringthenextlegidativesession. Thiswasanimportant
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accomplishment sincethesourceof thesefundsisemployer Ul tax dollarsdirectedtoassistinjobtraining.
If thefundsarecompl etely givento General Revenue, thedollarscould beusedfor other purposeswhich
was not the legislative intent for the transfer of these funds.

Table5 - Transfers from the Smart Jobs Holding Fund to the Ul Trust Fund
(to bring the balance above the Floor)

Date of Transfer Amount Transferred

September 9, 1999 $72,533,294.73

Another mechanisminstatuteinvol vesthebal anceof the Smart JobsFunds. If for any threeconsecutive
monthsthebal anceinthe Smart JobsFund or the Smart JobsRainy Day Fund exceeds0.15% of the
taxablewagesfor thefour quartersending thepreceding June 30, theexecutivedirector of the TDED
immediately transferstheexcessfromtheappropriatefundtothe Ul Trust Fund. During 1999, $29.6
millionwastransferred back totheUI Trust Fund asaresult of thisoccurrence(Table6). Thetransfer
brought the balance above the Floor and prevented a Deficit Tax.

Table 6 - Transfersfrom TDED Smart Jobs Fund to the Ul Trust Fund
(Smart Jobs Fund in excessfor 3 consecutive months)

Date of Transfer

Amount Transferred

November 18, 1999 $29,614,390.11
March 9, 2000 $63,049,586.77
May 25, 2000 $963,577.65

Changing the System

A special sessionwascalledin 1982 to makeamendmentstothe TUCA whenthe TexasUI Trust Fund
was headedforinsolvency. Changestothesystemincluded freezingthefund’ sFloor andraisngtheCelling
to $500 millionfor 1983. Thetaxablewagebasewasalsoincreased from $6,000to $7,000. In
anticipationof havingto pay interest on borrowed fundsfromtheFederal Ul Trust Fundto pay for Texas
Ul benefits, an Advanced Interest Trust Fundwasestablishedto depositinterest tax funds. In 1983, with
the passageof HB 896 by the68th L egislature, a0.1% solvency tax (A ppendix E) wasimposed onall
experiencerated employersfor 2yearswhich startedin 1983'sthird quarter to bring thefund back tothe
Floor'srange. Aninterest tax was al so assessed to pay for interest on the borrowed funds.

INn1987,the70th L egidatureonceagainamended TUCA. Theescalator, described previoudy, wasfrozen
for 2yearseffectiveOctober 1in 1987 and 1988in order to reducetheamount of fundsbeing drawn by
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Ul benefitssothat the Ul Trust Fund could builditsrevenuesback up. Thetaxablewagebasewas
increased again to $8,000 effective January 1, 1988 and to $9,000 effective January 1, 1989.

Duringthe 76th L egislature, 32 piecesof | egislationwereintroduced that would havealtered Texas Ul
systeminsomefashion. Only 3billsbecamelaw which consegquently had no negativefiscal impact onthe
Ul Trust Fund. Most of thebillsthat did not passduring thelegislative sessionwoul d havenegatively
impactedtheUIl Trust Fundintherangeof $3millionto $80 million. Despitethefew number of Ul bills
passed, many still believechangestothe system must bemadein order to addressconcernsby employers
andemployeesespecially intoday’ schanging economy. Of thechangesreceivingattention, threehave
been discussed extensively throughout the last few years.

Unemployment Tax Rate Paid By New Businesses

Sincenew businessesin Texashavenohistory inthestate’ sUI systemfor cal culating an experiencetax
rate, they areall requiredtopay a2.7%initial tax ratefor approximately 18 months. Loweringthisrate
wasproposed duringthelast L egidation Session. Whilemany agreethat theratemay betoo highfor some
businesses, particularly small businesses, alower ratewould mean asi zeabl enegativeimpact onthe Ul
Trust Fund balanceasnotedinthefollowingtable. Thelowest ratethat thestatecanimposeinorder to
stay inconformity withfederal lawis1.0%. However, withthe Smart Jobs A ssessment of 0.1%, the
lowest rate that can be considered for new Texas businessesis 1.1%.

Proposed I nitial Tax Rate & Resulting | mpacts

Initial Tax Rate | Ul Trust Fund I mpact Cost to Experience-Rated Employers
1.1% - $70,801,501 average tax rate increase of 0.09%
1.6% - $48,676,032 average tax rate increase of 0.06%
2.1% - $26,550,583 average tax rate increase of 0.03%
2.6% - $4,867,603 average tax rate increase of 0.01%

Asof September 1, 2000, theamount abovetheUI Trust Fundwasequal to$35.7 million. If therate
wereloweredto 1.1%or 1.6%, it would haveresultedin notransfer tothe Smart JobsFund. Inaddition,
withtheincreaseof new bus nessescomingto Texas, thenegativeimpact may bemuchgreater. Therefore,
if theinitia tax ratewerelowered, theimpact would morethanlikely havetobeoffset by assessingahigher
tax rateon experience-rated employers. Whiletheimpactisnot aslargewhenloweringtherateto 2.6%
or 2.1%, thereisstill muchrisk in having thefund go bel ow the Floor toapoint whereadeficit tax would
have tobeassessed onall Texasemployers. Thatisasituationeveryoneinthelegislaturewouldliketo
avoid. All agreethat adeficit tax would bemuch moreof aburden on Texasemployers, new and old, than
the current tax rates.

Many arguethat theimpact of suchahighinitial tax rate may bedecreasingthesuccessratefor new
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busi nessessincemost aresmall and employ very few. However, such dataisdifficult toassess. According
to TWC, therewere 57,398 new businessesestablishedin Texasbetween 1998 and June 30, 1999. Of
these businesses, 20% or 11,857 hadfailed by theend of thisperiod. SincetheTexasUI taxesaccount
for 0.04% of anemployer’ sexpensefor their employee’ stotal compensati onaccordingtothe Bureau of
L abor Statistics' data, it would bedifficult to concludetheinitial tax rate caused thesefailures. Most
businesses attribute failure to many factors and not the Ul tax rate alone.

Another argument statesthat Texasmay belosing potential new businessesduetothishighinitia tax rate.
Sincere ocation of bus nessestothestateusudly involvestax issues, many believethecurrentinitial tax rate
ishinderingthestatetolurenew business. Datasupporting thistheory wasnot available. However, Texas
iscurrently inaneconomicboomwithbusinessgrowthat anall timehigh. Thisgrowthincludesexpansion
of existing businessesaswel|l astheestablishment of new businessesin Texas. Therefore, thetheory that
the current initial tax rate is making businesses go to other statesis difficult to prove.

Changing the Taxable Wage Base

Thetaxablewagebasehasbeen another issuemany havebeen considering. For TexasUI purposes, the
wagesto betaxed by each employer aredetermined by thisbasewhichhasgradually increasedfromthe
1936 baseof total wagespaidtothecurrent baseof thefirst $9,000 paid setinstatutein 1989 (Table7).
It hasbeen suggested that anincrease of $3000in thetaxablewagebasecould providefor anincreasein
theUl Trust Fundthat would keepthesystem safeand away fromtheFloor. By havingagradual increase
of thewagebaseover threeyears, theUl tax increasecan begradually introducedtoemployers. The
increased wagebaseisestimated by TWCto providean additiona $600milliontotheUI Trust Fundin
thefirst 3years. Unfortunately, thiswould only beatemporary relief. SincetheFloor isdefined by using
thetotal taxablewagespaid by all employersasamultiplier, theFloor will eventually increaseaswell.
Accordingtoestimationsby TWC, a theend of thethreeyearsthe Fl oor woul d equal approximately $970
millionandtheba anceof thefundwouldreachitspeak of $1.4billion. Thebaancewouldthendecline
asaresult of thedecreaseinthe Repl enishment Tax Ratewhichiscal culated by using thetotal taxable
wagesasitsdenominator. Therefore, increasing thetaxablewagebasewould only beashort term solution.
Eventually, theissueof havingtheUI Trust Fund very closetotheFloor wouldreturn. Inorder tohave
apositivelongtermeffect ontheUl Trust Fundwithanincreaseinthetaxablewagebase, other factors
that areaffected by thetaxablewageswoul d al so haveto beaddressed and adjusted accordingly asother
states have done (Appendix G).

Table 7 - Texas Ul Taxable Wage Base History

Year Amended 1941 1971 1977 1983 1987 1987
Effective Date 10-2-41 | 1-1-72 | 1-1-78 | 1-1-84 | 1-1-88 | 1-1-89
Wage Base $3,000 | $4,200 | $6,000 | $7,000 | $8,000 | $9,000

Alternative Base Period For Deter mining Unemployment Benefits
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Currently, benefitsaredetermined by aworker’ swagesduring thefirst four of thelast fivecompleted
calendar quartersprior tothequarterinwhichtheir claimisfiled. Analternativebaseperiod (ABP) could
havebenefitsdetermined by thelast four compl eted calendar quarters. Thistypeof baseperiodallowsfor
moredigibility S ncethemost recent wageperiodisconsidered. Mostindividual sthat would benefit from
usingthemost recent wagesarelow wageworkersandthosewhorecently enteredtheworkforce.
However, thiswould a soresultinanegativeimpact tothe Ul Trust Fund of approximately $24 millionwith
a4.8% unemployment rateor $47 millionwitha7.7% unemployment rateduetotheincreaseof claimants
eligible. Thiswouldinturnincreasetax ratesto employersduetoanincreaseinchargebacks. Additionaly,
many of theseeligibleclaimantswouldfall intothecategory of no chargeback to any specificempl oyer
resulting in an increase of the replenishment tax.

Theagency’ sfiscal and staff impact must al sobeconsidered. Analternativebaseperiodwouldrequire
themost recent wagerecordsfromemployers, thusrequiring theappropriatetechnol ogy to accel eratethe
accesstothisinformation. Accordingto TWC cal cul ations, theagency would havean estimated
administrativecost of $156,174 with a4.8% unemployment rateor $306,836 witha7.7% unemployment
rateand astaff increaseof 2to4, accordingly. Administrativecostsasstated previously arefunded
throughthe FUTA. 1n 1998, Texasreceived 34 centsout of every dollar that waspaidtothefederal
government by itsemployers(Appendix H). Comparedto other states, Texashasconsistently received
lower returnsinthelast two decades(Appendix 1). Thesefundsareallocated by theDOL tothestates
using complex formulas. Theformulaisbased onworkload whichincludesthe number of claims
processed, number of empl oyer tax accountsadministered, averagecost per staff, and amount of staff time
requiredto processeachworkloaditem. Becausethisformulahasnot beenupdated sincetheearly
1980's, thedecreasein staff and processi ngtimedueto technol ogi cal advancementsisnot considered, and
therefore, penalizes Texas for having an efficient administrative system.

Current Status of the Ul Trust Fund and Its Future

On October 1, 2000, the Ul Trust Fund balance was $804.9 million and abovethe Floor duetoa
decreaseintotal initial claimsand benefit paymentscomparedto 1999 (Appendix J). Becausethefund
was$35.6 millionabovetheFloor, full transfer of the$75.8 millioninthe Smart JobsHol ding Fundwas
allowedtooccur resultingina$37.9 milliontransfer tothe Smart JobsFund at TDED withtheremaining
goingto GR dedicated asfundsfor jobtraining programsto bedetermined duringthenext legidlative
session. Also, asaresult of thisfund balance, nodeficit tax will beadded to Texasemployer’ s2001 Ul
taxes.

Thefederal governmentisreplacingthe SIC codeswiththenew NAICS(North AmericanIndustrial
Classification System) codesand will beginimplementingthemonMay 2001. Thesecodesareused by
TW Cfor determining themanufacturing wagesfor particularindustries. Thenew codeswill beina
completdly differentformat. Asaresult, themaximumand minimum benefitamountscurrently used by the
TexasUI systemmay beaffected sincetheescalator that causestheseval uestoincreasedoessowithan
increaseinthemanufacturingwage. TWCiscurrently reviewingthewagesfromthelast few yearsto
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determine if any problems may arise from these changes.

TheTexasUI system hasbeen designed by thelegid atureto bevery efficient which causesittorunclose
totheFoor. If any changestothesystemareintroduced, theimpact tothe U1 Trust Fund balancemust
be considered. TheUl system must beadjusted whenany changeisimplemented onitscomponents.
Many statesoffer different remediestotheproblemsthat arisefromtheir Ul systemsand haveaddressed
theminvariouscombinations. Thereisnoideal systemintheU.S. However, by comparing systemsin
other states(Appendix J), Texascan seevariouscomponentswithindifferent systemsand discover how
they are affecting that state.

Recommendations

1. TheL egidatureshould consider theeffectsthereplacement of theSIC codeswill haveontheUI system
andthepreventivemeasuresthat can betaken such aschanging theaveragemanufacturing wagetothe
average weekly wageor someother measure. Initially, themanufacturingwagewasused sinceitwasa
higher wage. However, with the changing economy and job market, the average weekly wage has
surpassed themanufacturingwageinrecent years. Any potential problemscanbeprevented by usingthis
wageor another measurethat doesnot depend onthe SI C codes. Theseissuesmust beaddressed prior
to the Fall of 2003 in order to prevent any negative effects to the Ul system from occurring.

2. TheLegidatureshould consider averagingtheUI Trust Fundbal ancefor theyear instead of havingit
determined by oneday. Calculationsby TWC haveshownaveragingthefour quarter Trust Fund balances
for theyear todeterminethetransfersand thetax ratewoul d produceasmaller but morestablefund
balance.

3. Inorder tocontinueto havefundsset asidefor jobtraining programs, the L egid atureshould extend the
Smart Jobs Assessment which currently has an expiration date of December 31, 2001.

4. TheL egidatureshould consider workingtogether onaresol utionto sendtotheU.S. Congress onthe
FUTA returnsTexasisreceiving. Thesefundsmust beincreasedinorder toincreasethestate’ sresources
in assisting unemployed individuals with job training and employment services.
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SUBCOMMITTEE ON CHARGE #3
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Committee Work

TheHouse Committeeon Economic Devel opment met to discussthischargeon June 15, 2000in San
Benito, Texas. Inajoint hearing, the Subcommittee on Charge#3 and the Public Education Subcommittee
on Charge #3 met to discuss their similar charges on July 6, 2000 in Austin, Texas.

Background

The committee was charged to:

review current programsand examineother optionsfor preparing studentswho do not seek
advanced degrees for jobs in today’ s economy.

Whilemorestudentsaredeci ding to get postsecondary education, not all choosetofollow thetraditional
path of first obtai ning abachel or’ sdegree. AccordingtotheU.S. Department of Commerce, Bureau of
the Census, 82 out of every 100 studentsintheU.S. will not go ontoreceiveabachel or’ sdegree® Some
studentssimply do not havetheresourcesand assi stanceto accompli sh thistask dueto acombination of
factorssuchasfinancial or family hardships. Fortunately, thisdoesnot reflect theinterest most students
have inpursuing ahigher education. Instead, many studentsaremaking decis onsto attend community and
technical collegesin order to continue the learning process and to further develop their skills.

The 76th L egislature passed HB 2401 in 1999 which acknowledged avol untary rel ationship between
studentsand businessesby codifying apprenti ceship andinternship programs, and established thevoluntary
workforcetraining programthroughthe TexasEducation Agency (TEA) andthe TexasWorkforce
Commission(TWC). Thisprovided anadditiona avenuein preparing studentsfor employment particularly
those who choose for a particular reason not to seek atraditional bachelor’s degree.

Jobstoday arebecoming moretechnology drivenandrequiremoreskills. 101998, 56 out of every 1,000
privatesector workersin Texaswereemployed by high-technol ogy firmswiththeaveragewageat
$60,265 compared to theremaining private sector averagewageof $32,090.° High Technology industries
areprojectedtoadd 101,000jobstothe Texaseconomy over thenext 5years.’® Thiswill createa
tremendous challengefor Texas workforceif not addressedimmediately. Employersarelookingfor
individual swith higher skillsandtheability to continuously upgradethoseskillswiththechangingjob
markets. Theemphas shasshifted from manufacturingjobsrequiringemployeeswith physical abilitiesto
the current need for employees with adaptable skills and learning abilities.

Inthenext decade, variousbus nessserviceswill account for alarge portion of thejob growthwithabroad
array of skillsandwages. Still, most of thehigher payingjobswill requirealevel of higher education.
AccordingtotheTWC, out of every 10jobscreatedtoday inthestate’ seconomy, 3requirecollege
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degrees. Additionally, over three-fifthsof thesejobsrequireshort-termtraining, experiencespecifictothe
particular job, andarelargely intechnical fiel dssuch asengineering, computersand software. Therefore,
continuoustrai ning and teaching must beapart of thelearning processfor thestate’ scitizens. Nationaly,
businessesreali zethi sneed and haveresponded by increasing theamount of corporate universities’ from
400in 1980tothecurrent number of 1600.1* Thisprocessisaccomplishedinavariety of ways, but
proj ections show most of thelearning processinthecoming decadewill beachieved withtheuseof the
I nternet, company Intranet, satel litetransmission, video conferencing, or CD-ROMs. 101999, aCoopers
and L ybrand study found that 69% of empl oyersreported shortagesof skilledworkers, versus27%in
1993. Thereisnoquick, easy solutiontoaddressthelack of skilledworkerscurrentemployersare
encountering. By devel opingtheworkforcepoliciesand educational systemrequired, Texascanbeginto
confront thisproblem. Thebest solutiontothiscrisisistohaveastrongfocusonthestudy of mathand
science beginninginthed ementary gradesthrough higher education. Theseskillsmust begainedovertime
to becomeapart of thelearning processand to enableworkerswiththeability of adaptingtheir skillsto
meet the changing demands of the economy.

AstheTexaseconomy continuesto grow and expandinvariousindustries, focusmust bedirectedto
devel opamoreskilled, educated, and productiveworkforcethat will allow thestateto competeona
national andinternationd level. Thetop economicdevel opment priority in Texasisworkforcedevel opment
and education whichiskey to keeping the statein aknowledge-based economy to ensure global
competitivenessacrossitsregions. Inorder toreachthisgoal, Texasmust strengthenitsskill-basedjob
training programsby beinginnovativeand creative. Thestatecan begin by offering studentsmoreoptions
to beabletodevel optheir technical and academicskills. Funding cana sobeincreasedtoallowfor the
expans onof current programsass sting studentswith scientificandtechnical careers. Texascommunities
must striveto produce graduateswith the skillsand knowledgeto succeed intoday’ sincreasing
technol ogical world, to acquaint studentswith thecareersand opportunitiesavail abl e, and to educate
studentstoapply theskillsthey learnintheclassroomtotheactual workplace. Thesecreativeand
innovativeapproachesfor maximizing prosperity for al of Texas citizensareneededto makethestate' s
economic development priority a success.

Current Programs and Options Offered

The Texasworkforceisastrong component of thestate’ seconomicdevel opment. For thisreason,itis
importanttorealizethat today’ sprosperous Texaseconomy will continuetorely onahighly skilled
workforce. Texashasbeenofferingavariety of programswithactivitiessuchasTech Prep, career
preparation, and apprenticeshipstoassistindevel oping students’ skillsand preparingthemfor the
workforce. Theresultsof several studieshaveindicated that workersimprovetheir skillsmoreeasily and
earn higher wagesasaresult of participationinsuchactivities. Thesestudieshavea so shown participants
i ntheseprogramshavepositiveattitudes, receivebetter grades, stay inschool, and godirectly tocollege.
Participationintheseactivitiesby employersand sudentsareextremely beneficia. Employersbenefitwhen
hiring participantsafter they graduate by reducing empl oyeerecruitment, training costs, and turnover rates.
Student shenefit by attaining skillsthat alow themto obtainworthwhileempl oyment encouraging themto
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continue with their higher education which they may have otherwise decided not to pursue.

Itisimperativethat stateeconomic, business, and education | eaderscontinueto useand buildonthese
initiativesasatool for our studentsto achi eveacademi c successand bebetter prepared toembark onnew
careers. TheTexaseconomy will haveapositiveimpact fromsuch activity, andasaresult, the Texas
workforce will become highly skilled allowing the state to be more competitive in a global economy.

Texas State Occupational Information Coordinating Committee (SOICC)

The TexasSOICCif federally mandated aspart of anetwork comprised of thestateand national, NOICC,
organizations. Our stateorgani zation consi stsof the TWC, Texas Department of Economic Devel opment
(TDED), TexasHigher Education CoordinatingBoard (THECB), TEA, andthe TexasRehabilitation
Commission(TRC). Throughthe TexasL egidature, the SOICCisadministered by theTWC and directed
to collaboratewiththe Texas Council on Workforceand Economic Competitiveness(TCWEC). The
federal mandate directs NOICC to:

. support the uniformity of labor market data products, coding systems and related information;

. encourage coordinationintheproduction and useof labor market, occupati onal and career
information among education and training entities; and

. promotethedevel opment and disseminati on of new and existing datato enhanceprogram planning

and job seeker effectiveness.’?

InTexas, the SOI CCisresponsiblefor implementing thesedirectives, assi sting agencieswith dataneeds,
oversight of thestate’ slabor market information system, and providinglabor market career information,
software, servicesand publications. Many studiesand datareviewingthelabor market and program
analysisused by agencies, | egislativecommittees, and |l egis atorsarearesult of thework conducted by
SOICC. Thelegidatureand variousentitiesthroughout thestate continueto usethecol laborativeefforts
by SOICC in analyzing the state’ s progress in today’ s economic and labor markets.

The Texas Engineering Extension Service (TEEX)

TheTEEX isaprovider of workforcetraining and recognized nationaly asprovidinginnovative, cusomized
effective training. Itisamember of theTexasA& M University Systemandisbasedin College Stationwith
officesand centerslocated acrossthestate. By focusing ontheneedsof thoserequestingitsservice, TEEX
isabletooffer specifictrainingintechnical, vocational, or manufacturing assistance. Every year, this
sarviceassstsworkersby upgradingtheir skills, providing professiona certification programs, orincreasing
their knowledge concerning new technological advancements.

AccordingtotheBureauof Labor Statistics, themajority of new jobswill requiresomeform of post
secondary education or training by 2010, and 80% of thenew workforcewill consist of womenand
minorities. A new approachto career preparation must beimplemented through education. Partnerships
must beestablished between educatorsand busi nessesin order to providean education structuredtoallow
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for the upgrading of skills throughout an individual’s career.

A cooperativeeffort hasbeenbuilt by the TEEX with variousorganizationsthat include THECB, TEA,
StateBoardfor Educator Certification (SBEC) , Educator associations, and SkillSUSA-VICA. Additiona
effortshaveal so been madeto coordinateand sponsor youth | eadership programsand career days
throughout the state.

TEEX currently hastheinfrastructuretofacilitate partnershipsby providing school swithwork rel evant
curriculummaterial sandresources, “ state-of -the-art” occupational skill training for teachers, consistent
relationshi psbetween school sand businessesstatewide, and supplemental career training for educational
system dropouts.t®

School-to-Careers

The TexasWorkforceCommission,onMarch1, 1997, received afive-year $61 millionfederal grant
under the School-to-Work OpportunitiesAct of 1994.% InTexas, many activitiesareconducted under
thisact asaSchool-to-Careers(STC) Initiative. ThestatehasSTC managed by agroup of staff which
includesindividuasfromTWC, TEA, TCWEC, TDED, THECB, TRC, SBEC, TexasCommissionfor
theBlind, andthe Governor’ sOfficewith TWC managingthefedera grantonadaily basis. Thisact helps
studentswho participateintheseinitiativesto preparefor careersthat will lead to prosperousfutures.
Studentsinhigh school aregiven career informationand theopportunity toincreasetheir academicand
technica skillsthat will assst theminproceedingtocollege. All activitiesareonavoluntary basisfor school
districtsand studentsandrequireparental consent for participation. Furthermore, theact doesnot have
eligibility requirements, instead it encouragesthese servicesand activitiesto beprovided toany interested
student.

Workerswhohaveparticipatedin ST C activitieshavebeenfoundto earn higher wagesupon enteringthe
workforcewhichresultinapositiveeffect onthestate’ seconomy. Additionally, aregion’ seconomy
benefitsfromwagespaidto studentsparticipatingin other rel ated activitiessuch assummer jobsand paid
internshipswhichareoften supported by theprivate sector and assi sted by aregion’ spartnership
organization, suchasTech-Prep. Thispartnership canfurther assist by supplyinginformationto
participating students concerning career paths, resume writing, and interviewing skills.

Texasiscurrently midway throughthefederal grant receivedfor theseinitiativesin 1997. Therehasbeen
much discussionon how thestate coul d prepareto continuewith theprogressit hasmadethroughthese
initiativeswhenthegrant ends. Thestatemust addresstheseconcernsand developaplanthat could assist
inapostivetrangtion. TheTWCisprimarily responsiblefor STCfundsunder HB 1863 whichdesignated
thecreation of thecommission. Under contractswiththe TWC, implementation of funded activitiesare
managed by 27 regiona STC partnerships. Thefundscanbeused by regional STC organizationssuchas
aschool district todevel opacareer information center, apartnershipto provideprofessional devel opment
training onrel evant workforceeducationtopicstoteachers, counselors, and employers, or toinitiatenew
activitieslikestudent or teacher job shadowing, industry tours, or curriculumrevisionsbased onemployer
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input. InFY 01, accordingtothe TWC, the STCinitiativewill haveagrant total of $12.76 millionwhich
includes$3.1millioninnew supplemental funds. Thesefundswill beusedtoincreasethenumber of
CollegeBoard Pre-Advanced Placement and Advanced Placement programsin math and scienceby a
minimum of 5%. Useof thesefundswould permit theinitiativeto meet and possibly exceedit measures
while at the same time increasing the voluntary participation in these activities.

Tech-Prep

A Tech-Prep program offersanother enticing option for studentsto achieveacademicandtechnical skills
needed by thestate’ semployers. Itseducational philosophy acknowledgestheva ueinsignificant career
devel opment through continuousacademic and technical education. Designed asacareer andtechnology
educationinitiativewithinnovativeddivery systems, theprogram promotesquality educationa programs
to ensureaskilled and educated workforce. InTexas, therearepresently 25 Tech-Prep consortiathat
receive approximately $8 million ayear in federal funds.

Thestatehasset goal sto continuebuildingits Tech-Prep systemtowardssuccess. Thesegoalsinclude:

. enlisting thefull support of Texashigh schoolsand public2year associatedegree-granting
institutionsindevel oping, supporting, andimproving relevant 2 year postsecondary Tech-Prep
programs;

. increasing thenumber of high school studentswhoenroll, persist, andgraduatefrom2year
postsecondary Tech-prep programsand are placed inrelevant jobsor go onto additional
education; and

. evaluating and documenting the effectiveness of Tech-Prep activities.®

Ananalysi sconducted by ImpactDataSourceand TEEX reviewed theearningsof 1997-1998 graduates
from publiccommunity andtechnical colleges. Resultsshowed each graduatewho participatedinthe
Tech-Prepprogram earned significantly moreinannual salariesthanindividual snot participatinginthe
program. Fortunately, theeconomy benefitsfromthesegraduatesby havingthem possessmorepurchasing
power resultinginadditional productionandjobsfor businesses. Estimatesby the Texas Taxpayersand
Research Foundation show stateand local governmentscoul d benefit greatly by collecting an approximate
$28.6millionover thenext 10yearsasaresult of theincreasein purchasesby thesegraduates The
economicbenefitsfor Texasfromthisprogramareevident andwill continueto show prosperity for thestate
and its participants with the number of students entering the program increasing each year.

Texas Education Agency (TEA)

The TEA isheldaccountablefor establishing excellenceinthe Texaspubliceducation systeminorder to
providestudentstheability toachieve. Theagency’ sprimary responsibilitiesincludethestate’ seducation
assessment and accountability system, support for all publicand charter school s, student accessto
adequateresourcesand educational programs, and equitableaccesstoinstructional materialsand
technol ogies supporting the foundation and enrichment curriculum.’
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In 1987, theHigh School sthat Work programwasestabli shed by the Southern Regional Education Board
(SREB)-State V ocational Education Consortium, apartnership of states, school systems, and school sites.
Thisnational programisagrowing effort with 20 pilot Stesin Texas. Theprogramisstructuredtoincrease
student’ sachievement inacademi csand technical subjectsby combining academicandvocational studies
withanestablished school environment encouraging attemptsto succeed. Participating schoolsareass sted
i nimplementing thisprogramwith 10key practicesfor integrating thesestudiesand 5 key practicesfor
accelerating student achievement in a variety of subjects.

Career and Technol ogy programsfocusontheneedsrequired by employersintoday’ sworkforce.
L earningmethodsareappliedinamanner that providestudentswith atrueunderstanding of therelationship
betweenacademicskills, concepts, andtasksrequired by industry. These programsinclude many
componentsfor K to 12thgradeswith applied academicsbeingintegral intheir process. By shifting
methodsof instructionaccordingly, career educationwhichincludesawareness, exploration, investigation,
crystallization, andrealizationisgradually encountered by studentsasthey proceedthrough eachgrade
level. Dedicated programsrealize providing studentswith theenvironment to acquirethenecessary skills
and knowledge to become a productive member of the workforce is key to their success.

The Texas Skill Standards Board (T SSB)

Under HB 18631n 1995, TSSB wascreated intheworkforce system asan advisory boardtothe
Governor andtheL egidature. Theboardiscomprised of 10 memberswhichrepresent business, labor,
secondary education, and postsecondary education. TSSB directsthedevel opment of avoluntary system
of skill standards which are defined and recognized by industry.

During the 76th Legislature, HB 3431 was passed which amended the board’ s mandates to:

. validateand recognizenational ly-established skill standardsto guidecurriculum devel opment,
training, assessment and certification of workforce skills;
. conveneindustry groupsto devel op skill standardsand certification proceduresfor industriesand

occupationsinwhichstandardshavenot been established or adopted and recogni zetheskill
standards and certification procedures;

. review standardsdevel oped by other statesand nationsand enter into agreementsfor mutual
recognition of standards and credentials to enhance portability of skills; and
. promote the use of standards and credentials among employers.’®

Skill standardssimply specify what anindividual isrequired toknow and demonstratefor aparticul ar type
of job. They areatool to assist busi nessesand trai ning providersin communicating themeaning of a
particular skill. Thesestandardsarea soaimedat providing an essential tool tomany workersacrossthe
statewho acquirecertificatesor associatedegrees. Withthesestandards, employerswill know theabilities
andknowledgeof anindividual possessingaparticular certificateor degree. By buildingskillsaround
occupationd clusters, statewideapplication can bedevel oped through education andtrainingto meet the
needsof employers. Consequently, thisprocessal so allowsindividual seasy transfer to other programs
using thestandardsacrossthestate. Withemployeesintoday’ sjob market changing employment often,
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the skillsandknowledgerecel ved fromthistraining canbeanindividua’ sgreatest asset in obtaining and
retaining employment.

Currently, the TSSB recognizes8skill standardsand hasanother 4 being devel oped. Inaddition, the
boardisworkingwiththeNational Skill StandardsBoard and other national organizationsinorder to
efficiently identify and devel op other standardsthat woul d assi st thestatewithitscurrent empl oyer and
workforce needs.

Theboardisalsoworking onanoutreach projectinvolvingthe Community and Technical Collegesystem.
Theproject’ spurposeisto createawarenessamong thesystem about theboard anditsskill standardsas
well asdevel opingaprocessof incorporating theskill standardsinto programsand courses recognized
intheWorkforce Education CourseManual (WECM). Themanual wascreated asaresult of the
THECB’ srecommendation. Itspurposeisto bring cohesiontoworkforcetraining coursesthroughthe
Community and Technical Collegesystem. Themanual thereforeassurescommunity colleges, technical

colleges, and businessesof theeducational training studentshavereceived after compl eting aparticul ar

course.

Theroleof theTSSB istofacilitateand promoteastatewidevoluntary system of industry devel oped skill
standards. Creating thissystemrequiresmuch collaboration among employers, educators, training
providers, andworkers. Asaresult, theboard al so servesasaquality assuranceagent by establishing
criteriafor validationand asaliai son between educatorsandindustry groupsin devel oping skill standards
andtheir procedures. Thepurposeof thesestandardsisto enhanceworkforceskillsthroughindustryin
order tobecompetitiveinaglobal economy. Therefore, skill tandardsarethetool that will assistthestate
in achieving the match of employer need to program outcome.™

Recommendations

Workforcedevelopment isthemost significant economic devel opment issuefacing our statetoday. A
highly skilledworkforcewill strengthenand continuethestate’ scurrent economicgrowth. Throughout our
interim hearings, many employersexpressed thedifficultiesthey arefacinginrecruitingindividua swiththe
skillsneededfor theincreasingnumber of availablehigh-skilledjobs. Inthecurrent economy, businesses
arerequiringstudentstobeoriginal, critical thinkersand possesstheability to solve problemsand make
decisionsinadditiontomath, science, readingandwriting skills. Asaresult, thecommitteerecommends:
< toincreasetheawarenessof career andtechnol ogy programssuch asthoseprovidedthrough

Tech-Prep, Career and Technol ogy, and School -to-Careersinitiativesamong students, parents,

teachers, and counselors. It wasevident during our hearingsthat many programsareavailableto

students throughout the state but are not receiving the awareness and promotion they should;

< granting TWCtheauthority to devel op astronger career and technol ogy programfor participants
of Welfareto Work;
< exploringthepossibility of specifyingaportion of SkillsDevel opment Fundgrantsfor useinrura
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areas,

< exploringtheuseof SkillsDevel opment trai ning fundsfor community collegestoincreasecareer
and technology training; and

< reviewingtheTexasSkill StandardsBoard’ sroleand determinehow theboard canplay alarger
roleinensuring certainskill standardsaremet asstudentsgo throughtheir educationin school-to-
careers programs.

TheCommitteed sofound busi nessesthat partici patein School-to-Careersinitiativesfindit difficult tolearn

whatincentivesareavail abletothemfor participatinginsuch programs. Of course, businesses havethe

immedi atebenefit of receiving student employeeswho areintheprocessof beingtrainedfor aparticular

fieldandarefamiliar withtheir work surroundings. However, itisdifficult at timesfor businessesto

determine which agencies are involved with which programs. The committee therefore recommends:

< oneagency belegidatively gpproved asthelinking agent between bus ness/industry and educeationd
entities. Themaintasksassigned thisagency will beto devel op cooperative secondary school
infrastructureworker preparation programsandinform busi ness/industry of al availableincentives
for participating in such programs;

< further study of how the state can enticenew devel opment inrural areasfor programssuchas
School-to-Careers and Tech Prep in rural areas;

< that L ocal WorkforceBoardsbecomposed of at |east onemember of aSchool-to-Careersboard
member from the area, serve on the board, or advise the board on such issue; and

< that L ocal workforceboardsbegivenincentivesfor having successful career and technology
programsin their area.
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SUBCOMMITTEE ON SMART JOBS- OVERSIGHT ON
TEXASDEPARTMENT OF ECONOMIC DEVELOPMENT
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Committee Work

TheHouse Committeeon Economic Devel opment first met to discussthischargeonMarch 21, 2000in
Austin, Texas. Duringthismeeting, Smart Jobswasass gned asubcommitteewhich later met on June8,
2000 in Austin, Texas.

Background

The committee was charged to:
conduct active oversight of the agencies under the committee’ s jurisdiction.

TheTexasDepartment of Economic Devel opment isoneof theagenciesunder thecommittee' s
jurisdiction.

TheTexasDepartment of Economic Devel opment (TDED) i stheagency responsiblefor theadministration
and operation of the Smart JobsProgram. Theagency iscurrently undergoing the Sunset review process
whichwill befinalized duringthenextlegidativesess on. Thesubcommitteehasreviewedtheaudit reports
publishedby the State Auditor’ sOffice(SAO) aswell asthe Sunset Advisory Commission’ sstaff report
and decisionsregarding theprogram. Furthermore, thesubcommitteehaseval uatedtheagency’ sefforts
toimplement theprogram’ scorrectiveaction plan addressing therecommendationsmadeinthe SAO
report.

Withthepassageof HB 3657 | ast session, many factorsof the Smart JobsProgramwerechanged.
However, duetointerna problemsat theagency disclosed by the SA O report, theHouse A ppropriations
and Senate Financeleadership decidedtofreezetheprogram’ sfunds. The Smart JobsProgram hasnot
been operational thisyear, and therefore, the effects of any legislative changes could not be reviewed.

Recommendations

Thesubcommitteedoesnot haveany recommendationsat thistimesincetheagency isinthemidst of the
Sunset review process. The TDED anditsprogramsareto bereviewed by thefull committeeduringthe
next legislative session when the Sunset Advisory Commission’s recommendations will be considered.
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SUBCOMMITTEE ON SPACEPORT - OVERSIGHT ON
TEXASAEROSPACE COMMISSION
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Committee Work:

TheHouse Committeeon Economic DevelopmentmetonMay 11, 2000in Austin, Texastodiscuss
charge#4 and assignasubcommitteefor Spaceport. Thesubcommitteelater met on October 24, 2000
in Austin, Texas.

Background:

The committee was charged to:
conduct active oversight of the agencies under the committee’s jurisdiction.
The Texas Aerospace Commission is one of the agencies under the committee’ s jurisdiction.

In 1988, the Texas Space Commissionwascreated throughHB 1511 by the 70th | egislatureand was
reconstitutedby the72nd L egislaturein1991. Thecommission’ snamewaschangedtotheTexas
AerospaceCommission(TAC)in1993inorder to havetheagency represent both theaviationand space
industries. Theagency hasagoverning board comprised of ninemembersappointed by the Governor for
sx-year terms. Theseboard membershavebackgroundsrepresenting aerospaceengineeringandresearch,
marketing, economic devel opment, banking andinvestment, communications, law, management, hedlth, and
education.

TAC startedwith an officenear theNA SA Johnson Space Center (JSC) in Houstonwithadministrative
support provided by contract from1991-1993. Thisinvolveda$20,000]egid ativeappropriationfor the
biennium and a$100,000i nteragency contract withthe TexasDepartment of Commerce. From 1994 to
1995, theagency wasnot appropriated any fundsby thelegid ature, yet, it wasableto continueitsoutreach
to theaerospacecommunity through collaborativeeffortsbetween TAC Commissionersand JSC. Forits
next biennium, 1996-1997, TA Cwasappropriated with $400,000 by the 74th L egid ature. In1996, the
first executivedirector for thecommissionwashired and agency officeswereestablishedin Austinat the
Capitol Complex.

Fundsfor theagency’ soperationscomefrom appropriated fundsfor economic devel opment inaccordance
withtheGeneral AppropriationsAct, revenuesfromthesal esof aspecial motor vehiclestatelicenseplate,
and grantsand donationsfrom privateand public sources. Theagency worksclosely withregiona and
local economicdevel opment organi zationsin providing supporttotheir projects. TACa soservesasthe
primary working point of contact for space and aviation economic development activities.

The Texas Aerospace Commission’s Mission is:
“toservethecitizensof Texasby bol stering thestate’ seconomy through devel opment of economic
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opportunitiesinthefiel dsof spaceand aviation. TheCommissionisdedicatedtotheretentionand
growthof aerospaceindustriesthroughout the state of Texasby fostering closeworking
rel ationshi ps at thedecision-makinglevel sof industry, government, and academiato positively
affect decisions regarding Texas.”®

TAC svisionistoestablish Texasasthenumber onestatein aerospaceby buil ding onexisting aerospace
capabilities, establishing aerospaceasahigh priority industry in Texas, becomingaworldleader inthe
spacelaunchmarket, providing thebestincentivesfor theindustry tolocateto Texas, andidentifyingand
seizing new aerospace business opportunities.

Spaceport

IN 1999, the 76th L egid aturepassed SB 1092 whichauthorized theestablishment of acorporationfor the
pursuit of aspaceportin Texas. Thelegislation setforththeguidelinesfor aboard of directorsof a
corporation, and granted tothecorporation thepower of eminent domainandtherighttoissuebonds. It
al so authorized aboard of directorstodevelopaplanfor higher educati on coursesand degreeprograms
related to the purpose of the bill to be offered at or near a spaceport.

Accessto spaceisacritical factorintheU.S. commercial, military, andintelligenceendeavors. The
commercial launchmarket revenuefor theU.S. hasdecreased from 80%tolessthan 50%; yet, the
commercial spaceindustry isgrowing by 15%to 20% eachyear withanestimated 1700 satellitestobe
launchedinthenext 10years.? Currently, hundredsof commercia satellitesarebeingusedfor business
datatransfer, voicecommunications, delivery of TV and radio programming, navigation, crop and pasture
management, surveying and mapping, meteorol ogy, remotesensing, and resourceexploration. TheU.S.
onlylaunches26% of theworld’ ssatellitesbut produces 70% of them (Appendix L). Other countries
competingfor commercia launch businessinclude China, Russia, Japan, and the European Space Agency.
Aroundtheworld, satelliteusersand governmentsarel ooking to reducelaunch costsby using Reusable
LaunchVehicles(RLVs), whichwould serveasaspaceairplanealowing severd launcheswithonevehicle
instead of thecurrent useof onelaunch per vehicle. WithRLV s, thedemandfor launch serviceswill

increasedramatically worldwide. Today, asgnificant backlog of |aunch paylcadsexistsand improvements
insafety, reliability, cost, and availability arevery muchneeded. Thecommercial launchindustry needs
spaceportsthat will operateefficiently. Thecurrent goal istoreducethelaunch cost from $10,000to
$1,000 per pound. Thiswill requiresubstantial investmentsand support by thegovernment and private
sectors. Since 1994, Wall Street and privateinvestorshaveprovided morethan $15billiontocommercia

space ventures.

Texasiscurrently being promoted by TAC ashavingtheability to bethe21st century’ scenter for
commercia spacetransportation. Thisinvolvesthenew generationof privatespacecraft, RLV's, that will
put satellitesand possi bly humansintoorbit. TheRLV’ scould complement the Space Shuttleprogramand
assi st with the shuttle phase out which isdueto occur about 2012. Current spacetransportation
development activitiesincludeenhancing old ballistic missileand 1960'stechnol ogies, upgrading the Space
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Shuttleand commercia Evolved ExpendableLaunchVehicles(EELV’s), and creating NASA 2ndand 3rd
generationlaunch systemtechnology programs. TheU.S.iscurrently yearsahead duetoattaining
technology development of RLV’ swhicharenot ready inforeign countries. Texasisoneof several states
competingfor aspaceport whichwouldbethesitefor launching RLV’ sand company operations. The
spaceport design includes alaunch pad, runway for landings, and a payload handling building.

A spaceport would beaninfluencefor education, workforce, busi ness, tourism, andthediversification of
thestate’ seconomy. Itwould provideincreasinginterestinmath, science, and engineeringfor studentsat
all levelsthroughout thestate. Sincethespaceport wouldincludetheassembly and maintenanceof the
launchvehicles, theworkforcecreated would beoneof high paying, permanentjobs. Asaresult, this
wouldincludeexpansonof training facilitiesand skillsinaircraft maintenanceand overhaul, industriad safety
and security, environmental service, and manufacturing. Theeconomicimpact alsoincludesconstruction
jobs for theregion and spinoffsto other industriessuch asmedical, biotech, and petrochemical. Infact,
arecent economicimpact report by theUniversity of Houstonin Clear Lakefor theGulf Coast Regional

SpaceportinBrazoriaCounty estimated the spaceport could createover 2,700jobsand bring$100million
totheregionwithinitsfirstyear. By thefourthyear, thereport estimatesthe spaceport could createover
7,000 jobsand bring $300 milliontotheregion. Withthespaceport, Texaswill havetheopportunity to
promotetourismfor thesite’ sregion aswell asthe ability to provideair, water, land, and space
transportation.

Texas Sites Being Considered

Many factorsmust be consi dered when sel ecting aspaceport site. Theseincludeability tolaunchsafely
to all orbitsfrom east to south of thesiteal so known asazimuth capability, 8,000 acreswitha3-milebuffer
(idedl inrural areas), moderateclimateconditionsand stablegeol ogy, clear landing approaches, limited
competitionfor air space, goodinfrastructurewithroad andrail access, utilities,andanavailable
workforce.

Thecurrent sitesunder considerationin TexasincludeFort StocktoninPecosCounty, BrazoriaCounty,
and Kenedy County in South Texas (A ppendix M). Twocompaniesconsideringthe Texassitesare Space
AccessandKistler. SpaceAccessisinterestedintheBrazoriaand Kenedy County siteswhileKistleris
interestedintheFort Stocktonsite. Thecriteriafor thelaunching of each company’ sRLV sisthefactor
determiningthesitesof interest. Space A ccess, however, isvery committed to building and operating their
RLV in Texas. Whereas, Kistler is still considering other states as well.

SinceMay 2000, the South Texas Spaceport Consortium (ST SC) and the Gulf Coast Regiona Spaceport
Development Corporationwereformed. Bothorgani zationsarecomprised of representativesfromtheir
regional countiesand communities. Theeffortsby theseorganizationsincludearegiona and statewide
collaborationamongthesitesbeing consideredin Texas. TheGulf Coast Regiona SpaceportinBrazoria
County planstolicensearegional spaceport/airport siteby 2002. Currently, theprimary goal for these
groups isto have Texas selected as the home for the spaceport.
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Preliminary research and anaysishasbeen conductedfor al threesites. TheanaysisshowsFort Stockton
to beagoodsiteduetoitsdry weather, excellent soil structure, minimal overflightissues, and unlimited
growthpotential aswell asan elevation of 3000' whichisanaddedbonus. TheBrazoriaCounty siteis
approximately 8 mileswest of Freeport near theGulf of Mexico. Thissiteisbeingconsidered asaresult
of itsexcellent flatness, easy access, strong local industry, agrowing community, nearby industrial complex,
andnooverflightissues. Thethirdsiteunder considerationislocatedin K enedy County 60 milessouth of
Corpus Christi by Sarita, Texas. Thisareahasagood climate, excellent topography, remotenessnear the
coast, norestrictionstolaunch, and unlimited growth potential . Further, studieswill beperformed prior
to making the final selection for the spaceport site.

Competition From Other States

Competitionfor the Spaceportisvery strongamong severa states. Many areyearsahead onfacilitating
thisprocessand havededicated many fundstotheeffort. Thefollowingisalisting provided by TAC of
the competing states regarding their activities and efforts in attracting a spaceport to their region.

Alabamais currently determining funding.

Alaskaappropriated $5millionfor FY 99, $6 millionfor FY 00, and $9.5millionfor FY 01 toaerospace.
Thestatecurrently operatesacommercial launchfacility, theK odial Launch Complex, whichreceivesall
of the budget items for aerospace.

Arizona $1998 appropriated fundsincluded $500,000for FY 99 and $700,000for FY 00inadditionto
taxincentivesfor spaceport launch construction. Thesefundsareto beused by the ArizonaDepartment
of Educationfor thedevel opment of two spaceflight learning centersinthestatefor studentsingradesK
through 12th.

TheCaliforniaSpaceand Technology Alliancereportedfederal and stateaerospacefundstoinclude
approximately $23millionfor FY 99and $31 millionfor FY 00. Comprehensivefundingisprovided by
Cdliforniafor aerospacedevel opment, operation, recruitment and academicinitiatives. Recently, theU.S.
Congressappropriated $8.5 milliontoassessCdifornia sspaceinfrastructure, specificaly Vandenbergand
EdwardsAir ForceBase. Californiadevel oped anextensivestrategic planfor spacein1998tohelpensure
its U.S. dominance of aerospace which can be reviewed on their website at www.csta.net/plan.html.

TheFloridaL egislaturein 1999 appropriated $17 millionfor aerospace programswhichincluded a
$720,000 operationbudget for the Spaceport FloridaA uthority, $1.12 milliontoahanger expansion at
theK ennedy Space Center for RLV s, $560,000for recruiting RLV companiestoFlorida, $1.5millionfor
establi shingaCommercial SpaceFinancing Corporation, andtax benefitsfor spaceport facilities. In
addition, fundsusedfor aerospaceeducationinitiativesaregenerated by theFloridaChallenger License
Plate Program which total $600,000 annually.

[N 1999, Montanaappropriated $300,000for FY 01inspaceport fundswhichareadministered by the
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Department of Commerce. Thelegidatureal so authorized theissuanceof bondsupto$20millionfor
spaceportinfrastructureand development. Duringaspecia sessioninMay 2000, thelegidaturemodified
its 1999 legislation to allow pursuit funds to be used for other aerospace technology initiatives.

New Mexicohasapending RLV licenseunder review by FAA/AST. It operatesan Officeof Space
Commercializationunder the New Mexico Department of Economic Devel opment and hasapproximately
$23 million for spaceport pursuit funds and $8.6 million in a contingency fund for infrastructure.

Thegreatest competitionfor obtaining Kistlerispresented by Nevada. However, Kistlerisstill considering
theFort Stockton sitein Texas. Nevadaproposed $45 milliontoattract Kistler and other RLV companies
to Nevadain 1999.

Oklahomaiscurrently proposing a$925,000 budget itemfor aspaceport whichisto besubmitted for
approval in May 2001. A spaceport authority in the state was recently established.

TheVirginiaSpaceFlight Center andthe Center for Innovative Technol ogy havean annua budget of $5
million. Virginiaa sooperatesaFAA certifiedcommercia launchfacility at Wallopsldand. TheCenter
for Innovative Technol ogy conductsthe Aerospace Devel opment whichisoneof fivetargetedindustries
for the state.

Funding for Texas

Federa legidationof |loan guaranteesiscritical for thecompaniesinvolvedinorder tobeableto securethe
privatesector financingfor thedevel opment of theRLV sandto show that thegovernment will bea
supporter and not acompetitor inthisventure. SpaceAccesscouldimmediately proceedindevel oping
their vehiclesupon passageof thislegidationin2001. However, thefederal government wantsto seesome
commitment at thestatelevel beforeagreeingtothislegidation. Thiswouldrequirethe TexasL egidature
to createaTrust Fundthat would start with$8 millionitsfirst year andincreasegradual ly tototal $50
million. Thesefundswould not beused until thespaceport Steisfinalized and ready to begin construction.
By dedicatingafund, thestatewoul d show itsinterest and commitment tothefederal government,
particularly the U.S. Senate Banking Committee which is considering the federal legislation.

Recently, NASA approveda5year $4.4million SpaceLaunchlnitiative(SL1) programwithanobjective
to reducetechnol ogy risksand enabl ethedevel opment of commercial RLV s Space A ccessplansto
beinvolvedintheprogramandisplanning on submittingamulti-milliondollar proposa toNASA for system
engineering analysi sandtest demonstration of key technol ogies.? Sinceloanguaranteelegidation hasnot
beenfinalized, theSLI will provide SpaceAccessanavenueto continuewithitsprogressindeveloping
their launch systems until such legislation is passed.

Inadditiontothel oan guarantees, the spaceport venturewill require pursuit fundsfor plans, studies, and
licensing that must beconductedinthenext phaseof theproject. Thisphasewill take2to6years
depending onwhether further analysisor adjustmentsneed to bemade. Thepursuit fundsincludecosts
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for asiteengineering designdevel opment plan, aRL V technol ogy study, anenvironmental impact study,
and spaceport licensing. Accordingtoestimationsby theengineeringfirmof Turner Collie& Braden, hired
by the Gulf Coast Regional Spaceport Devel opment Corporation and the South Texas Spaceport
Consortium, eachsitewouldrequire$2 millionfor a2 year period. Therefore, thestatewould needto
appropriate$4 millionfor pursuit fundsinthenext |l egisativesessioninorder for thenext phaseto begin
at theBrazoriaand K enedy County sitesbeing considered by Space Access. If thefirmwerehired by
representativesfromtheFort Stocktonsiteto performthesesameduties, thecost of pursuit fundswould
probably add an addition $2 million for that site aslong as the work needed was similar.

Thespaceportisan estimated $500 millionproject. Y et, thestate hasnot used any fundsinthispursuit
besi deswhat isalready appropriatedtothe TACfor their administrationand operations. Any additional
rel ated costshavebeen paid by thevariouscommunitiesinvol ved and thecommercial spaceindustry
leaders.

Recommendations

Thespaceportisatremendousopportunity for diversificationinthe Texaseconomy. Itwouldbring
thousandsof jobstotheselected sit€’ sregion, increaseskill stotheworkforce, and attract businessesand
relatedindustries. Inaddition, aspaceport wouldrevitalizearegionof rural Texasmuchinneed of these
gains. Whiletheparticul ar siteof thespaceport wouldimmediately benefit fromthisimmenseproject, the
profitswill be evident statewide within years dueto the effect thiswould have on new business
development, technological advancements, and the global economic impact of such a market.

AlthoughaTexasspaceport issubject tofunding, thelegid atureneedsto consider itsbeneficia impact on
thestatewhenmakingany final decisions. Theactionsby many other statesindicatethesignificant affect
suchaprojectwill haveonthestate’ seconomy. Thestatethatisableto obtainthespaceportwill become
aglobal leader incommercia spacetransportation and revol utionizethevast opportunitiesthat spaceissure
to create in the decades to come.
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Appendix A

Local Workforce Development Boards
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Appendix B

Local Workforce Development Boards
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Appendix C (1 of 2)

Unemployment I nsurance
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Appendix C (2 of 2)

Unemployment I nsurance
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Appendix D (1 of 2)

Unemployment I nsurance
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Appendix D (2 of 2)

Unemployment I nsurance
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Appendix E

Unemployment I nsurance

Historical Texas Ul Tax Rate Components

Year Ave. Max. Min. Replenishment Deficit Solvency
Rate Rate Rate Rate Tax/Ratio
2000 1.281 6.30 0.30 0.30 --- ---
1999 1.238 6.24 0.24 0.24 --- ---
1998 1.377 6.27 0.27 0.27 --- ---
1997 1.458 6.27 0.27 0.27 --- ---
1996 1.566 6.28 0.28 0.28 --- ---
1995 1.765 6.57 0.31 0.26 0.04 ---
1994 --- 6.59 0.34 0.25 0.04 ---
1993 --- 6.35 0.35 0.35 --- ---
1992 6.30 0.30 0.3
1991 --- 6.27 0.27 0.27 --- ---
1990 6.29 0.29 0.29
1989 8.34 0.64 0.34 0.25
1988 --- 8.77 1.41 0.57 1.45 ---
1987 8.44 0.44 0.44 1.06
1986 — 8.26 0.26 0.26 0.8 0.1
1985 --- 6.44 0.34 0.24 0.85 0.1
1984 --- 8.44 0.63 0.34 1.91 0.1

Ave. Rateisthe overall average tax rate considering each employers taxable wages.
Replenishment Tax and Deficit Tax/Ratio were first assessed in 1984 with the passage of a new Ul Tax structurein

1983.

Replenishment Tax starting with 1995 includes the 0.1% Smart Jobs Assessment.

Solvency was assessed to raise sufficient revenue to bring the Ul Trust Fund back to solvency.
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Source: Texas Workforce Commission
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Appendix F

Unemployment I nsurance
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Appendix G (1 of 2)

Unemployment I nsurance
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Appendix G (2 of 2)

Unemployment I nsurance
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Appendix H

Unemployment I nsurance
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Appendix |

Unemployment I nsurance
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Appendix J

Unemployment I nsurance
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Appendix K (1 of 6)

Unemployment I nsurance
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Appendix K (2 of 6)

Unemployment I nsurance
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Appendix K (3 of 6)
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