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l. Summary:

Committee Subdtitute for Senate Bill 2290 creates the Florida Self- Employment and Enterprise
Development (SEED) Act, composed of both a self-employment-assistance program and a
micro-loan program. The sdlf-employment- assstance program is established within the Agency
for Workforce Innovation and alows unemployed individuas who are digible to participate in
the program to receive dlowancesin lieu of regular unemployment benefits. The dlowances are
paid in the same amounts, at the same intervas, on the same terms, and subject to the same
conditions as regular benefits. Instead of searching for asaary or wage job, the committee
subdtitute requires participants to attend business training and counsdling programs and engage
ful-time in activities rdated to establishing businesses and becoming sdf-employed. Workforce
Florida, Inc., is directed to alocate funds for the training and counsding programs from funds
provided to the state' s workforce system and to adopt minimum standards for the programs.

The committee substitute aso reguires the Agency for Workforce Innovation, in conjunction
with Workforce Florida, Inc., to establish a micro-loan program to provide business start-up
loans for participantsin the sdf-employment-ass stance program who complete the required
training and counsding programs. An individua may receive no more than $10,000 in loans, and
the loans are provided to participants for costs related to the establishment or operation of their
businesses. The committee subgtitute provides for the loans to be made by qudified entities
selected by Workforce Florida, Inc., under contract with the Agency for Workforce Innovation.
The committee substitute provides for the expiration of both programs and requires a report
evauating the programs to be submitted to the Governor and the Legidature by January 1, 2007.

This committee subgtitute substantially amends section 443.111, Forida Statutes. The committee
substitute also creates s. 445.053, F.S.
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Present Situation:

Federal Self-Employment Assistance Program

In 1993, as part of the federd law to ratify the North American Free Trade Agreement (NAFTA),

the United States Congress amended the Federa Unemployment Tax Act (26 U.S.C. ss. 3301-
3311), thereby alowing each dtate to establish a self-employment assistance program as part of
the state’ s unemployment compensation system. Origindlly authorized as atemporary program
for five years after the retification of NAFTA, the sef-employment assistance program was
designed to benefit workers who were didocated because of NAFTA. The traditiona
unemployment compensation system is primarily designed to provide income support for
workers who are temporarily laid off or who expect to be unemployed for a short time. Because
NAFTA had the potentia to cause some workers to lose their jobs permanently, the self-
employment assistance program was designed to assst workers in Sarting new careersin self-
employment. In 1998, Congress repeded the sunset of the self-employment assistance program,
thereby establishing it as a permanent program.? Seven states currently operate a self-
employment assistance program: Delaware, Maine, Maryland, New Jersey, New Y ork, Oregon,
and Pennsylvania®

The sdf-employment assistance program is designed to encourage and enable unemployed
workers to create their own jobs by starting a business. Under the program, the state pays a self-
employment assistance dlowance, in lieu of regular unemployment benefits, to help unemployed
workers while they establish businesses and become sdlf-employed. Instead of searching for a
sdary or wage job, participants must engage full-timein activities related to the establishment of
their businesses and becoming sdf-employed. Participants must also attend state-approved
programs, including entrepreneurid training, business counseling, and technica assstance.

To bedigible, an individua must first be digible to receive regular unemployment benefits.
Individuas who are permanently laid off from their previous jobs and who are identified as
likely to exhaust regular unemployment benefits are digible to participate in the program. To
identify those individuas likely to exhaust regular benefits, mogt states use a profiling system
comprised of an exhaustion prediction dgorithm, which is aformula-driven datidticd andyss.
In FHorida, the Agency for Workforce Innovation currently uses asmilar profiling sysem for
determining digibility for reemployment services*

Participants recelve sdlf-employment assistance adlowances in the same amounts, a the same
intervals, on the same terms, and subject to the same conditions as regular unemployment
benefits, but earned income from salf-employment does not disquaify an individua from
continued participation in the program. Federd law limits the number of participants in the sdf-

! North American Free Trade Agreement Implementation Act, s. 507, Pub. L. No. 103-182 (codified a 26 U.S.C. s. 3306(t)).

2 Nonditizen Benefit Clarification and Other Technical Amendments Act of 1998, s. 3, Pub. L. No. 105-306.

3 William T. Kosanovich et d., DTI Associates, Inc., Final Report: Comprehensive Assessment of Self-Employment
Assistance Programs (Office of Workforce Security, U.S. Depatment of Labor, June 2001), available at
http://wdr.doleta.gov/owsdrr/papers/sea.pdf.

4 Section 443.091(2)(d), F.S;; rule 60BB-3.028, F.A.C.
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employment assistance program to no more than 5 percent of those individuas receiving regular
unemployment benefits, and the salf-employment assistance program is prohibited from
imposing costs on the state’ s Unemployment Compensation Trust Fund exceeding the cogs the
trust fund otherwise would have incurred if the state had not participated in the program.

Unemployment Compensation in Florida

Horida s unemployment compensation program is administered by the Agency for Workforce
Innovation to provide temporary income payments to make up part of the wageslost by workers
who lose their jobs through no fault of their own and who are able and available to work. The
objective of the program isto provide a cushion to absorb some of the shock of unemployment
for jobless workers and their families. This temporary income helps workers sustain their
families while they are without jobs.

To receive unemployment benefits, individuals must meet certain monetary and non-monetary
igibility requirements. For example, an individual must have worked during his or her “base
period” (first four of the previous five cdendar quarters). An individua must have earned & least
$3,400 during the base period and be unemployed due to a layoff or otherwise through no fault
of theindividud. To be digible for benefits, an individua must register for work at an
employment office and must be able to work and available for work (s. 443.091(1)(b) and (c)1.,
F.S.). Under current law, the term “able to work” means physicdly and mentally capable of
performing the duties of the occupation in which work is being sought (s. 443.036(1), F.S.), and
the term “available for work” means actively seeking employment and being ready and willing to
accept suitable employment (s. 443.036(6), F.S.). Anindividua may be disqudified from
recelving unemployment benefitsif he or she falls without good cause to gpply for available
suitable work when directed or to accept suitable work when offered to him or her, or to return to
the individud’ s cusomary sdlf-employment when directed (s. 443.101(2), F.S)).

An digible individua may receive benefits equa to 25 percent of the wages paid to the

individua during his or her base period, but an individud’ s total benefits are capped for any
period of unemployment within arange from aminimum cap of $850 to a maximum cgp of
$7,150. Bendfits are paid weekly, ranging from a minimum of $32 to a maximum weekly benefit
amount of $275 for up to 26 weeks, depending on the clamant’s length of prior employment and
wages earned.

If anindividud islad off from ajob or otherwise loses a job through no fault of his or her own,

but remains employed less than full time, the individua may be consdered “ partidly

unemployed” and be digible to receive unemployment benefits (ss. 443.036(39)(a) and
443.111(4)(b), F.S.). An individud is partidly unemployed in any week of less than full-time
work if the earned income payable to him or her for that week isless than the individud’s

weekly benefit amount. The individua would, accordingly, be digible for unemployment

benefits needed to increase the individud’ s income to the level of the weekly benefit amount.
Conversdly, a“totaly unemployed” individua has no earned income payable to him or her in

any week, and would be igible for unemployment benefits equa to the individua’ sweekly
benefit amount (ss. 443.036(39)(a) and 443.111(4)(a), F.S.). Under current law, “earned income”
means gross remuneration derived from work, professiond service, or self-employment (s.
443.036(16), F.S.). The term does not include income derived from invested capital or ownership
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of property. Thus, under current law, if anindividua becomes unemployed and subsequently
begins to start a business and becomes sdlf-employed, the income earned from the sdif-
employment would disqudify the individual from payment of al or part of the unemployment
benefits.

Financing Unemployment Compensation

All unemployment compensation tax payments are deposited into the Unemployment
Compensation Trust Fund and are used for the sole purpose of paying benefitsto digible
individuas. The employer pays for the unemployment benefits program as a cost of doing
business. Workers do not pay any part of unemployment compensation taxes in Florida, and
employers may not make payroll deductions for this purpose. Employers with stable employment
records receive credit in reduced tax rates after a qudifying period.

The FHorida Unemployment Compensation Law (ch. 443, F.S.) provides three methods of
financing unemployment benefits. Benefits paid to private-sector employees are financed
through the contributory method. Benefits paid to public-sector employees are financed through
the reimbursement method or through the Public Employers Unemployment Compensation
Benefit Account. Nonprofit employers may choose to finance unemployment benefits through
either the contributory method or the reimbursement method.

The reimbursement method is a self-insurance system that requires payments to the
Unemployment Compensation Trust Fund only when benefits are paid based on an individud’ s
service to the employer. If benefits are not paid based on that service, the employer is not
required to make payments to the trust fund.

Under the contributory method, employers pay quarterly taxes on the first $7,000 of each
employee' s annud wages. The method of determining varying tax rates assgned to taxpaying
employersisreferred to as “experience rating.” The purpose of experience rating under the
Florida Unemployment Compensation Law is to keep the Unemployment Compensation Trust
Fund stabilized between 4 and 5 percent of the taxable payrolls reported by al employers, and to
ensure that employers with higher unemployment benefits costs pay a higher tax rate.

An employer’s experience rate is based on the employer’ s own employment record in relation to
the employment records of dl other employers. The rate at which taxes are paid is based on the
employer’s experience with unemployment during the three-year period before the effective date
of the tax rate. An employer’ sinitid tax rateis 2.7 percent. After an employer is subject to
benefit chargesfor 10 or 11 cdendar quarters (depending on when the employer became subject
to charges), the tax rate is adjusted between alow of 0.1 percent and a high of 5.4 percent. The
adjusment in the tax rate is determined by calculating severa factors.

The bendfit ratio is the most Sgnificant factor in determining the tax rate, and it is the factor over
which the employer has control. The benefit ratio isthe cost of benefit charges as a percentage of
the employer’ s taxable wages and is caculated by dividing the total benefits charged to the
employer’ s record over the preceding three years by the amount of the employer’ s payroll during
the same three-year period.
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When an individua receives unemployment benefits based on the wages an employer paid the
worker, benefit charges are assigned to that employer’ s account. The account of each employer
who paid an individua $100 or more during the period of aclaim is subject to being charged a
proportionate share of the benefits paid to the individua. However, an employer can obtain relief
from benefit charges (noncharging) by responding to a natification of the clam with information
concerning the reason for the individud’ s separation from work or refusal to work. In generd, an
employer can earn alower tax rate by limiting the amount of benefit charges to the employer’s
account.

Benefits that cannot be charged againgt any employer’s account are recovered through
adjustment factors that socidize the cost of these benefits among al contributory employers
who, during the previous three years, had benefit experience. These adjustment factors include
the noncharge adjustment factor, the excess payments adjustment factor, and the positive fund
sze adjusment factor. Economic conditions resulting in abnormaly high unemployment
accompanied by high benefit charges can cause a severe drain on the Unemployment
Compensation Trust Fund. The effect is an increase in the adjustment factors, which
consequently increases tax rates for al contributory employers. Conversely, when
unemployment is low, the adjustment factors decrease and tax rates for contributory employers
are reduced accordingly. An October 2001 interim project report by the Florida Senate
Committee on Commerce and Economic Opportunities predicts the trust fund’ s balance, without
the impact of this committee subdtitute, islikely to fal below the statutory “trigger” (4 percent of
the state' s taxable payrolls) by June 30, 2002, thereby causing a postive fund sze adjustment
factor to increase employer tax rates beginning January 1, 2003, to replenish the trust fund.®> A
positive fund size adjustment factor has not increased employer tax rates sSince 1984.

Workforce Training and Counsding Programs

In addition to adminigtering the unemployment compensation program, the Agency for
Workforce Innovation oversees the state' s workforce system and administers the plans and
policies of Workforce FHorida, Inc. A complement to the unemployment compensation program,
the state’ s workforce system provides various workforce services, including services designed to
assist didocated workers. These workforce services are provided by the regional workforce
boards through the one-stop delivery system, and include:

Job search, referrd, and placement assistance;

Career counsding and educeationa planning;

Employability skillstraining;

Adult education and basic skillstraining; and

Technica training leading to a certification and degree (s. 445.009(1), F.S)).

Funding provided for these workforce services is derived from both federal and state sources,
including the federa Workforce Investment Act and Temporary Assistance for Needy Families
block grants. The principal focus of these training and counsdling programs is to increase the
education, skills, and employakility of workers, thereby asssting them in attaining sdlary or

® Committee on Commerce and Economic Opportunities, Florida Senate, Solvency of the Unemployment Compensation Trust
Fund and the Tax “ Trigger,” Interim Project Report No. 2002-122 (Oct. 2001).
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wage jobs. The programs are not, however, centered on assisting individuds in garting their own
businesses and becoming sdf-employed.

Small Business Development Centers

There are existing programs in this state which provide training and counsdling to assst
individuas in garting their own smal businesses. For example, the Forida Small Business
Deveopment Center Network coordinates 28 Small Business Devel opment Centers (SBDCs)
located throughout the state. These SBDCs are part of afedera program administered by the
United States Smdl Business Adminigtration. The SBDCs provide management assistance to
current and prospective smal business owners. Both directly and indirectly (through approved
partners such as the Service Corps of Retired Executives), the SBDCs deliver up-to-date
counsdling, training, and technica assstancein al aspects of smdl business management.

The SBDCs generdly offer a core st of training classes for individuas starting a business,
including how to write a business plan, marketing, basic businesslaw, how to find financing,
accounting, and information technology. In addition to the core courses, some SBDCs offer
specidized training that is relevant to the region in which they are located (e.g., the SBDC at
Florida Atlantic Univergty’s College of Business offers some internationd trade courses). The
SBDCstypicdly offer business counsdling both before and after a client startsanew business. In
2001, SBDCs served gpproximately 27,000 clientsin Florida. Their combined budgets were
about $7 million [$4.5 million from the federd government and $2.5 million from locd matches
(often from State universties and community colleges)].

Effect of Proposed Changes:

The committee substitute creates the Forida Salf-Employment and Enterprise Development
(SEED) Act, which is composed of two programs. a salf-employment-assistance program and a
complementary Sdf- Employment- Assistance Loan Program.

Short Title (Section 1)

The committee subgtitute specifies that it may be cited as the “Florida Sdlf- Employment and
Enterprise Development Act.”

Self-Employment-Assistance Program (Section 2)

The committee substitute amends s. 443.111, F.S., which governs the payment of unemployment
benefits. The committee subdtitute creates a sdlf-employment- assistance program within the
Agency for Workforce Innovation, implementing authority in the Federd Unemployment Tax
Act. Under the program, the committee subgtitute provides for the payment to eigible
individuds of sdf-employment-assstance dlowancesin lieu of regular unemployment benefits.
The committee subdtitute requires participants, instead of searching for a saary or wage job, to
engage full-timein activities related to establishing businesses and becoming sdf-employed. The
following summarizes the mgor program components.
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Eligibility: To bedigible, anindividud mug fira be eigible to receive regular
unemployment benefits. Individuals who are permanently laid off from their previous
jobs and who are identified by an digibility- assessment system aslikely to exhaust
regular unemployment benefits are digible to participate in the program. An dligible
individual mugt apply for the program within 60 days after filing for unemployment, must
have at least 18 weeks of unemployment benefits remaining, and must not have
previoudy participated in the program.

Eligibility-Assessment System: For determining digibility, the Agency for Workforce
Innovation is required to establish a system to identify unemployed individuas who are
likely to exhaust regular unemployment benefits. The syslem may be the same as the
exising profiling systlem used to determine digibility for reemployment services.

Training and Counseling Programs: Each participant in the salf-employment-assistance
program must attend entrepreneuria training, business counsding, and technical

assistance programs. These programs must be approved by the Agency for Workforce
Innovation. Workforce FHorida, Inc., is directed to adopt the minimum standards for these
training and counsdling programs and to contract with existing providers (e.g., Smdll
Business Development Centers) using funds provided to the workforce system (i.e., funds
from the federal Workforce Investment Act and Temporary Assistance for Needy

Families block grants).

Disqualification: Each participant in the program is required to document attendance of
the training and counsdling programs and participation in the full-time activities related to
edtablishing a businesses and becoming sdf-employed. If an individud failsto engagein
the required activities and programs in any week, the individud is disqudified from
receiving an alowance for that week. If theindividud is disqudified in two consecutive
weeks or for any three weeks, the individua is removed from the program.

Allowances: Participants in the program receive self-employment- assi stance alowances
in the same amounts, at the same intervas, onthe same terms, and subject to the same
conditions as regular unemployment benefits, but earned income from sdlf-employment
does not disquaify an individua from continued participation in the program, and eech
participant is consdered to be “totally unemployed” while participating in the program.

In addition, requirements for registering for work, ability to work, availability for work,
and failing to apply for or accept suitable work do not apply to participants. Allowances
are pad from the Unemployment Compensation Trust Fund, but are not charged to the
accounts of contributory employers. Reimbursable employers are, however, required to
make reimbursements for the alowances.

Participation Limit: The number of participantsin the program islimited to 1 percent of
those recaiving regular unemployment benefits. The committee subgtitute authorizes the
Agency for Workforce Innovation to limit admissonsinto the program to meet this
requirement and allows the agency to further restrict participation based upon the
availability of training and counsdling programs or funding.
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Rules: The Agency for Workforce Innovation is directed to adopt rules for the
adminigration of the program.

Evaluations and Recommendations: The Agency for Workforce Innovation, Workforce
Florida, Inc., and the regiona workforce boards are required to report to the Governor
and the Legidature on the effectiveness of the program by January 1, 2007.

Conflicts: The committee substitute provides that, if it conflicts with federa
requirements, the federa requirements control.

Expiration: The sdf-employment-assstance program expires July 1, 2007.
Self-Employment-Assistance L oan Program (Section 3)

The committee substitute creates s. 445.053, F.S., which requires the Agency for Workforce
Innovation, in conjunction with Workforce Horida, Inc., to establish a Sdf- Employment-
Assstance Loan Program. The program makes micro-loans available for participants of the salf-
employment-assistance program in order to assist participants in establishing businesses through
supplying start-up capita. To be digible for aloan, participants must gpply within one yeer after
completing the required training and counsdling programs gpproved by the Agency for
Workforce Innovation. Participants may receive follow-up loans within three years fter
completing the required programs, but the total of al loans received may not exceed $10,000.

Funding for the loans is subject to specific legidative appropriation. The committee subgtitute
requires the Agency for Workforce Innovation to contract with quaified entities to make and
sarvice the loans. These qudified entities may include financid ingtitutions, nonprofit
organizations that have demondrated fiduciary integrity, or government agencies acting in
cooperation with nonprofit organizations.

Workforce Florida, Inc., is directed to select the qudified entities and negotiate the terms and
conditions of the contracts. The contracts must require that loan repayments be used only for the
loan program (e.g., making loans to other program participants). The contracts must so specify
that, when the loan program expires or is repeded, a qudified entity may use the loan
repayments only for Smilar loansto asss smdl enterprisesin this Sate. The committee
subdtitute directs that business counseling and technica assistance programs should be extended
during the firgt year after anindividud recelves aloan. Theloan program expires three years
after the salf-employment-assistance program expires or is repealed.

Appropriation (Section 4)

The committee subgtitute appropriates $1 million to fund the Salf- Employment- Assigtant Loan
Program during fisca year 2002- 2003, which is provided from the General Revenue Fund. (See
Section 3 of the committee subgdtitute.)

Effective Date (Section 5)

The committee substitute provides an effective date of October 1, 2002.
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V. Constitutional Issues:

A.

Municipality/County Mandates Restrictions:
None.

Public Records/Open Meetings Issues:
None.

Trust Funds Restrictions:

None.

V. Economic Impact and Fiscal Note:

A.

Tax/Fee Issues:

The Agency for Workforce Innovation estimates that $6.2 million in additiond
unemployment benefits would be paid each year from the Unemployment Compensation
Trust Fund. The committee subgtitute' s payments of salf-employment-assistance
alowances are not charged to the accounts of contributory employers but are charged to
reimbursable employers. For contributory employers, the noncharging of these benefits
may cause amargina increase in the noncharge adjustment factor, thereby socidizing the
cost of the program among dl contributory employersin the state in order to replenish
the trust fund. Reimbursable employers will reimburse the trust fund for the sdif-
employment-ass stance alowances charged to their accountsin the same manner that
they would have reimbursed amounts paid for regular unemployment compensation
bendfits.

Private Sector Impact:

Unemployed individuds participating in the sdf-employment-assistance program are
eligible to recaive sdf-employment- assstance dlowances, in lieu of regular
unemployment compensation; entrepreneurid training; business counseling; and

technica assstance. Completers of the training and counsdling programs may aso be
eigible for micro-loans to supply business start-up capital. The increased cogtsto the
Unemployment Compensation Trust from the noncharging of salf-employment-assistance
alowances would likdy cause amargind increase in the noncharge adjustment factor,
thereby resulting in margind increases in the unemployment compensation taxes paid by
contributory employers.

Government Sector Impact:

According to the Agency for Workforce Innovation, implementation of the sdif-
employment-ass stance program would yield recurring costs in benefits from the
Unemployment Compensation Trust Fund of approximately $6,263,400. This estimate is
based upon calculaions that predict the annud enrollment in the program would be
approximately 1,100 unemployed individuas. Because the committee subgtitute limits



BILL: CS/SB 2290 Page 10

program digibility to those individuas who are digible to receive a least 18 weeks of
unemployment benefits, these cal culations estimate that program participants will be
eligible for 26 weeks of benefits at an average weekly benefit amount of $218.67 per
dam. In addition, the agency estimates it will incur gpproximately $46,200in
nonrecurring expenditures for information technology costs associated with
reprogramming of the agency’s mainframe computer to modify the unemployment

compensation benefit payment system.
VI. Technical Deficiencies:
None.
VII. Related Issues:
None.
VIII. Amendments:
None.

This Senate staff analysis does not reflect the intent or official position of the bill’ s sponsor or the Horida Senate.




