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EXECUTIVE SUMMARY

The Unemployment Insurance (Ul) program is a Federad-State partnership designed to provide
temporary income support for persons who lose their jobs. The program is administered at the Federa
level by the Department of Labor (DOL) through its Employment and Training Administration (ETA),
Unemployment Insurance Service (UIS), and at the local level through State Employment Security
Agencies (SESAS). To operate the program, states are required to include provisonsin their laws for
such methods of administration which are, within reason, to:

1) prevent errors and/or abuse by claimants, employers and others,
2) detect benefits paid through error by the agency, the clamant, or others, and
3) recover benefit overpayments.

The firgt stage in overpayment recovery is detection, and historically, the most effective overpayment
detection tool used by the states has been the benefit/wage crossmatch. However, our audit of the
benefit/wage crossmatch activities in seven satesSlllinois, Texas, Cdifornia, New Jersey, Maryland,
Kentucky and FloridaSshowed there are inherent wesknessesin this overpayment detection method.
Principal among these wesknesses is the failure of employersto respond to the states’ requests for
detailed wage information, particularly on the part of severd mgor service providers. Asa
consequence, millions of dollarsin Ul overpayments that could otherwise be detected are being missed.

Our audit further showed that, athough the crossmatch has been the most effective detection method to
date, a potentidly more efficient and effective Ul overpayment detection and prevention tool may be
available through use of reports required by the recently enacted Personal Responsihility and Work
Opportunity Reconciliation Act of 1996 (PRWORA). This new law requires employersto report new
hireswithin 20 days after their hiring date. This represents criticaly useful information to the Satesin
ther efforts to identify individuas who are working and a the same time receiving unauthorized Ul
benefits. The crossmatch detection process and the new hire detection process were the focus of our
audit.

Audit Results

! Forty-two percent of the SESAs had a 25 percent or higher non-response rate to employer
wage requests.

! An estimated $17 million of overpayments were not detected in four of the seven states we
audited because wage requests were not returned by employers.

! Many employers, including mgor corporations, failed to respond to wage requests.
Additionally, employers whose wage requests were sent to service providers had a sgnificantly
higher non-response rate.



Employers and their service providers cited severa reasons why wage requests were not
returned, including lack of understanding of the purpose of the wage request and confusion
regarding who should respond, especidly in the case of employersthat used service providers.

The new hire detection method has the potentid to be a more timely, effective and efficient
detection method than the Ul benefit/wage crossmatch in detecting Ul overpayments.

Recommendations

To improve the Ul benefit/wage crossmatch overpayment detection system, the Assistant
Secretary for Employment and Training should provide policy and direction to the SESAsto
ensure that:

C Employers and their service providers are reminded of their respongibility to respond to
wage requests and the corresponding benefits.

C States follow up with employers who routinely fail to respond to wage requests.

C States sdlect for crossmatch audit and focus followup efforts on those clams with the
highest potentia for overpayments.

C States keep a data base of employers who are sent wage requests and maintain a
tracking system of wage requests returned and not returned.

C States periodicaly andyze the results of their followup efforts to get employersto
respond to wage requests, and consider imposing a pendty on employers who do not
respond to wage requests.

To help the states carry out effective new hire detection programs, the Assistant Secretary for
Employment and Training should take aleadership role in assuring that SESAs obtain timdly
access to the new hire information required by the PRWORA, and fully incorporate the use of
thisdatain their Ul Benefit Payment Control (BPC) operations. Important features of an
effective new hire overpayment detection program would include:

C timely SESA access to the State and Nationd Directories of New Hires,

C systems for matching new hire information against Ul benefit records to identify
probable overpayment cases needing further audit;

C data collection systems for compiling results of the new hire detection method, and for
assessng the effectiveness of this detection method; and



quarterly reporting of new hire detection resultsto ETA/UIS.
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Agency Response and Audit Conclusions

The Unemployment Insurance Service responded that the “problems [cited in our report] appear to be
widespread in the Ul system,” and the Agency is*“in generd agreement with the findings and
recommendations.” UIS acknowledged “the need to improve the administration of the wage/benefit
crossmatch process through obtaining a higher response rate from employersto SESA requests for
weekly wage data,” and concurred with our conclusions and assessments of the potentia benefits of the
New Hire reporting system.

However, despite UIS' positive response to our report findings, the Agency said nothing about initiating
acorrective action plan. UIS stated only that it would “ distribute copies of the find report to the
SESAs and urge them to take appropriate actions.” We believe much more UIS involvement is needed
to improve BPC operations. As our report clearly points out, the problems we described cannot be
solved by relying on the SESAs doneto correct the problems. UIS must be proactive and provide the
policy, leadership, coordination of resources, and regulatory assstance necessary to make the
improvements in the Ul system addressed by our audit recommendations.
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BACKGROUND

Authority for activities to prevent, detect and recover Ul benefit overpayments comes from the Socia
Security Act and Interna Revenue Code. The Secretary of Labor hasinterpreted these laws as
requiring statesto have legidative provisons for such methods of adminigtration that are, within reason,
caculated to:

1) prevent errors and/or abuse by claimants, employers and others;
2) detect benefits paid through error by the agency, the clamant, or others; and
3) recover benefits overpaid.

In spite of this recognized need to protect the Ul Trust Fund’ sintegrity, “Since fiscal year (FY) 1995,
the Ul appropriation has remained static, ignoring the increased codts of inflation and workload growth
associated with increases in the number of subject employers and growth in the civilian [abor force. . . .
Consequently, activities that are needed to preserve the integrity of the Trust Fund are curtailed. These
include prevention, detection, and collection of benefit overpayments, as well astax audits and
collections of delinquencies. The reduction of these activities cogts the Trust Fund $240 million per
year.”

Our audit work was undertaken to improve the efficiency of the states BPC activities.
BPC Activities

Nationwide, for 6 fiscd years ending with FY 1995, Ul paid about $27 hillion annudly in benefits to
unemployed workers. To assst states in preventing, detecting and recovering Ul overpayments, ETA
annually alocates about $100 million to the states to maintain BPC programs.

Higoricdly, the states most effective overpayment detection tool has been the benefit/wage
crossmatch. For example, in FY 1995 about 70 percent (gpproximately $169 million) of detected
fraudulent claims were identified by the benefit/wage crossmatch process. In that fiscd year, about
$546 million in overpayments were identified nationwide.

Although the crossmatch process has been effective, an even more effective Ul overpayment detection
and prevention tool may be available by using reports required by the PRWORA, which requires
employersto report newly hired employees within 20 days after hiring them. The crossmatch detection
process and the new hire detection process were the focus of our audit work.

1Grace A. Kilbane, Director UIS, Statement before Subcommittee on Human Resources,
Committee on Ways and Means, United States House of Representative on June 23, 1998.
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The Crossmatch Detection Process

The Ul benefits'wage crossmatch has been the mogt effective and widely used method the sates have
had to detect Ul overpayments. A critica step in this method is obtaining detailed wage information
from daimants employers by mailing wage requests to them.

The crossmatch process compares weekly Ul benefit payment records of claimants with records of
wage payments reported quarterly to the states by employers. When this process identifies claimants
with Ul benefits and wages for the same quarterly period, auniverse of potentia Ul overpayment
casesisdeveloped. Criteria, such as aprobability index, are gpplied to this universe to select for audit
followup those daims with the highest likelihood of containing an overpayment. Another smdler sample
is selected randomly by many SESAs.

For the selected claims, wage requests are mailed to employers to obtain the weekly wage data needed
for the BPC unit to determine whether an overpayment has occurred in making weekly benefits
payments. An overpayment determination indicates a clamant was not entitled to some or dl of the Ul
benefits received.

The more widdly used wage/benefit crossmatch systems are the Model Crossmatch System and the
Benefit Audit Reporting and Tracking System (BARTS). SESAS can dso design their own system.

Model Crossmatch System

The Modd Crossmatch System involves a computer search of agency benefit payment records and
wage records reported by employers. The purpose of this crossmatch isto identify and select
claimants who received one or more benefit payments for aweek(s) in the crossmatch calendar quarter
and who, according to the employers wage report(s), earned wages of one dollar or more during the
gpecified calendar quarter. A probability index scoreis computed and assigned to each of the selected
cdamantsto indicate the likelihood of finding an overpayment in their claims. The computer ranks
clamants by their probability index scores and sdects a previoudy specified number of cases from the
top of theligt.

BARTS

Like the modd crossmatch system, BARTS (available through a vendor) uses a probability index score
to select asample of cases for audit. However, BARTS dso is a sophisticated BPC management
system that is capable of tracking data for other methods of detection the SESA may use (for example,
clamsinvestigations) as well as the crossmatch detection process. The mgor advantage BARTS has
over the Modd Crossmatch System isiits ability to keep track of more audits and for alonger period.
SESAsthat use BARTS especialy like three festures:



! BARTS dlows BPC gaff to audit 52 weeks, compared with 26 weeks using the
Modd Crossmatch System.

! Management reports track the status of audits.

! Case management tools allow BPC gtaff to contact an employer only once. The Mode
Crossmatch System prompts staff to contact the same employer for the same claimant
information in subsequent runs.

Service Providers

Regardless of which wage/benefit crossmatch systemis being used by a SESA, alarge number of
employers have crossmatch wage requests sent to service providers. Service providers are under
contract to employers for personne and payroll services. These services include providing assistance
to employers by reviewing Ul claims natifications and filing protestsif the service provider believes the
clam isimproper. Such services often do not include responding to wage requests.

The New Hire Detection Process

The PRWORA requires employersto report new hires within 20 days of the date employed. A
primary purpose of this reporting requirement is to identify employed parents deinquent in child support
payments. However, the law also alows access to the data for other purposesincluding Ul
overpayment detection. (See Chapter 11.)

As compared to the crossmatch process, the new hire data may provide more timely and efficient
detection of benefit overpayments. The crossmatch processisinherently limited by the time delay in
obtaining quarterly wage history data from employers, and by the time needed to gather detailed
weekly wage information. Because new hire information should be available within 20 days of the
employee hire date, Ul overpayments may be detected sooner and more efficiently than is currently
possible with the crossmatch, if BPC units have timdly access to the new hire information.
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AUDIT OBJECTIVES
The mgjor objectives of our audit were to determine:
! Which employers are not responding to wage requests.

! Why employers are not responding to wage requests.

What will encourage employers to respond to wage requests.

What the dollar impact isin terms of overpayments not being detected because wage
requests were not being returned.

What impact PRWORA will have on states BPC activities.
SCOPE

One of the first steps of our audit was to conduct a survey of states which disclosed that many SESAs
have experienced problems with a high non-response rate to employer wage requests. We made a
more detailed review of records a the Illinois SESA to learn more about this problem. Asaresult of
our analysis, we decided to expand our work to encompass several more states.

In addition to Illinois, we judgmentaly selected New Jersey, Kentucky, Texas, Maryland, Florida, and
Cdifornia, for audit. Our selection was based on the percentage of claims for which wage requests
were not responded to by employersin these 7 sates: between 25 percent and 45 percent. We aso
consdered crossmaich systems being used and new hire detection system status in making our
judgmental sdections. lllinois, New Jersey, and Kentucky, were usng BARTS, Floridawas using the
Benefit Overpayment Security System, and Texas, Maryland, and Cdifornia, were usng modified
Modd Crossmatch Systems. In addition, Florida, Texas, and Maryland, were identified as states
having new hire detection sysemsin place® We examined data on the intrastate Ul benefit/wage
crossmatches of the seven states for the four most recently completed quarters at the time of our audit.
These quarters varied from gtate to state as shown in the following graph. Our fidldwork was
performed from October 1996 through September 1998.

%Our fidd visit to Maryland found no new hire detection sysemin place. Seetablein Chapter
I, Section C.
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We based our andysis and findings on the crossmatch data provided by the states, on interviews with
gate personnd, and on information obtained from employers and service providers. The data was not
subjected to detailed audit tests.

We dso examined the potentia benefits of using new hire information required by the PRWORA to
detect, prevent and recover Ul benefit overpayments.

METHODOLOGY

To better define the broad problem that significant amounts of Ul benefit overpayments are not
detected, we initiated our work with a detailed examination of the crossmatch system and processin
the State of 1llinois. Our examination revealed that the BPC unit often could not determine whether an
overpayment of benefits had occurred for claims sdected for audit. Further, we learned that a principa
reason these determinations could not be made was because employers were not providing weekly
wage information when requested.

We prepared a questionnaire which we mailed to asmdl sample of Illinois non-responding employers
to learn why they were not responding to wage requests. We aso sent a survey questionnaire to the
nation’s 53 SESAs. Their responses to the questionnaire confirmed that the problem with non-
responding employers was common among the SESAs. Therefore, we developed our audit
procedures to determine who was not responding to wage requests, and we developed a methodol ogy
to estimate the dollar value of overpayments that were not detected because employers did not
respond.

For the State BPC programs audited, including our initid work in lllinois, we:

! Obtained an overview of the Ul benefit/wage crossmatch process to gain agenera
understanding of the crossmatch process.
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! Interviewed officids and andyzed data from the crossmatch tracking system and related
systems to determine which employers were not responding to wage requests, why they
were not responding, and what could be done to encourage employers to respond.

! Egtablished a profile of employer characterigtics to evauate whether atrend of common
characteristics might be found among either employers who did respond to wage
requests or those employers who did not respond.

! Identified three mgjor service providers and used their postal ZIP codes to identify
wage requests sent to them because the BPC information systems did not separately
identify wage requests sent directly to employers or to employers' service providers.

! Edtimated, for the four states with sufficient data, a dollar value of Ul overpayments that
were not identified because wage requests were not returned to the states.

! Interviewed appropriate saff to determine plansto carry out or revise new hire
overpayment detection procedures as aresult of the new hire information required by
PRWORA to be kept by the states. We also assessed the potential impact these
procedures could have on BPC effectiveness in Ul overpayment detection, and how
the Ul benefit/wage crossmatch and other detection methods will be used in the future.

This audit was conducted in accordance with Government Auditing Standards issued by the
Comptroller Generd of the United States.




CHAPTERI

Many Employers Are Not Responding to Wage Requestsin the
Ul Benefit Crossmatch Resulting in Millions of Dollars of
Undetected Ul Over payments

A. Our Survey Showsthat 42 Percent of the SESAs Acrossthe Country Had a
25 Percent or Higher Non-Response Rate to Employer Wage Requests

Based on the SESAS repliesto our survey questionnaire, we found many states across the country had
serious problems obtaining responses to wage requests. Statesin every region of the country reported
problems obtai ning responses from employers. For example, 22 states had no wage requests returned
for 25 percent or more of the claims selected for audit. In four of these states the non-response rate
ranged between 40 and 47 percent. (See Exhibit A.)

To learn about state wage request followup practices with employers not responding, our survey
guestionnaires to the 53 SESAs asked them to describe their crossmatch systems and processes.  Fifty
of the Nation's 53 SESAs responded and described their crossmatch systems, 2 reported that they did
not do a crossmatch audit, and 1 SESA failed to respond. Our analysis of these responses showed
that:

Only one state has aformal outreach program to contact employers by phone, through
ongite vigts, or through correspondence when the employer repeatedly fails to respond
to wage requests.

Only haf of the states (25) send second wage requests to all employers who failed to
repond to the initial wage requests. Five of these states send additiond followup wage
requests if they receive no response.

Eight other states send second wage requests on alimited bas's, usudly for clams
where the dlamant had more than one employer, at least one of the employers
responded, and there was a high probability that an overpayment would be established.

! Seventeen states send no second wage requests to employers.

Our further andyss of the information supplied in the states repliesto our questionnaire reveded that
22 gtates had some contact with employers and performed some type of analysisto determine why
employersfailed to answer the wage requests. Although the states were not able to identify a particular
employer profile for non-responding employers, they provided a number of reasons why many
employers do not respond, such as:



C Employersused a service provider (employer representatives have amuch higher
non-response rate).

C Theservice providers are not paid to respond to wage requests.

C Employers (especidly those at the maximum Ul tax rate) did not see the value of
responding to the wage requests.

C Theemployer determined that the employee did not work during thetimein

guestion so the employer fdt there was no need to respond.

The wage request form is too confusing.

The employer’s pay periods do not match the benefit weeks.

Some employers would prefer to respond using an eectronic datainterchange.

The wage request was sent to the wrong address.

Separating employers, out-of-business employers, and large employerstend to

have a higher non-response rate.

DO OO OO

The following information describes the wage request followup activities for the sates included in our
audit.

California’s Followup Efforts

Only Cdifornia has aformd and comprehensve followup program aimed at obtaining employer
responses to wage requests. Caiforniamaintains and reviews quarterly a data base of employers who
are sent wage requests. Using this data base, the State attempits to follow up with al employerswho
fail to respond. The State began this Employer Outreach Program in August 1995 when it mailed a
notice with the first quarter 1995 wage requests stating that it would contact employers who did not
respond to wage requests. To make this followup process more manageable, California selects
employer groups meeting certain criteriafor each specific outreach effort. For FY's 1996 and 1997,
nine separate outreach efforts included employers who:

! had their wage requests sent to their agent/payroll service,

! received more than 100 wage requests in a quarter;
! received more than 25 wage requests and did not comply for three consecutive
quarters; or

! received fewer than 25 wage requests and did not comply for at least two quarters.

Cdiforniatargeted its outreach program in FY 1996 to the worst employers--those that did not
respond to any of the wage requests. Before the outreach effort began, there were 86,154 wage
requests outstanding. As aresult of the program, the State was successful in obtaining 38,604
responses, thus reducing the outstanding wage requests for FY 1996 by 45 percent. This effort netted



3,088 additiona overpayment cases totaling $1,398,894 in overpayments and $419,660 in
adminigtrative penaties for agrand totd of $1,818,554. The overpayment results (average
overpayment and percent of overpayments) of the wage requests sent to service providers were
identical to the overpayment results of the wage requests sent to al employers.

Cdifornia s followup efforts have increased the rate of wage requests returned by both employers and
by their service providers. These results show that the State' s outreach efforts have been successful.

Maryland’s Followup Efforts

Maryland sends out second wage requests to al employers who do not respond to the first wage
request. Also, if wages from another employer (clamant with wages from multiple employers) generate
a case for investigation, another request is sent to an employer who did not respond. In generd, an
auditor does not follow up further after two requests have been sent. For the quartersincluded in our
audit, fourth quarter 1996 through third quarter 1997, only 2,500 claims were sdected for audit.

New Jersey’s Followup Efforts

New Jersey indicated that staffing limitations prevented the State from following up on al wage requests
not returned. Second wage requests sent out are limited to claims selected for audit which had wage
requests sent to multiple employers when (a) there is more than one non-responding employer, (b)
thereis at least one responding employer, and () some benefit/wage conflict has dready been
identified.

lllinois Followup Efforts

Illinois sends second wage requests only for claims sdlected for audit which had wage requests sent to
multiple employers with & least one responding employer, and with some benefit/wage conflict having
dready been identified. Investigative taff are ingtructed to follow up by letter and/or telephone with dl
such employers who failed to respond to the initia request.

Florida’'s Followup Efforts

Florida does not follow up with employers who fail to return wage requests for claims sdected for
audit. Forida officids stated that athough the capability exigts to perform afollowup mailing, resources
must be devoted to screening and investigating the wage requests that are returned in order to be
accurate and timely in determining overpayments. They assume that if the audit wage request is not
returned, it is because the employer determined wages were not paid in the benefit week(s) in question.



Texas Followup Efforts

Texas does not follow up on employers who fail to respond to wage requests. SESA personnel stated
that the number of claims selected for audit takes into consderation the number of wage requests that
will not be returned so the BPC invetigetive staff will have a sufficient workload. The wage request
form being used & the time of our vist ingructs the employer not to complete the form if any of four
circumstances gpply since these circumstances mean there would be no conflict between wages paid
and benefits received.

Kentucky's Followup Efforts

Kentucky sends no followup wage requests except in rare ingtances. The State occasiondly does
some ongite followup visits to employers to inquire about why employers are not returning large
numbers of wage requests.

Conclusions

Except for Cadlifornia, we found that most of the states performed the crossmatch in a routine manner,
paying little attention to employers who repeatedly failed to respond to the wage requests. A common
reason given was that the BPC unit had its hands full investigating the employer wage requests that were
returned, and did not have the resources to handle an increased workload.

This reasoning does not address the need to make the best use of limited resources. By examining only
the wage requests from employers who return them, and not following up on the employers who do not
respond, many high probability overpayments are going undetected. Since many employers do not
return any wage requests, thereis an equd likelihood the unreturned wage requests will include low,
medium and high probability overpayment cases. By ignoring or paying only casud attention to the
unreturned wage requests, the states are missing a mgjor opportunity to identify additiona claims that
have a high potentid to result in overpayments.

Also of critica importance is the likelihood that the non-response rate will continue to increase as more
employers become aware that if they do not return wage requests, no action istaken. There are
millions of dollars of overpayments being missed because employers are not responding to wage
requests.



B. We Estimate that an Additional $17 Million of Ul Over payments Could Have Been
Detected for Our Audit Period

In four of the seven statesin our audit, we estimate $17 million in Ul overpayments were undetected
because employers did not respond to wage requests. $8.8 million for Illinois, New Jersay, and
Kentucky; and an additiona $8.2 million for Cdifornia. Sufficient information was not available to
make an estimate in the other three ates, Florida, Texas, and Maryland.

An Estimated $8.8 Million of Ul Over payments Were Undetected for the Three BARTS
States

Quarterly, the BARTS dtates (Illinois, New Jersey, and Kentucky) perform an intrastate crossmatch by
matching state wage records with Ul benefit payment records. Each match, or “hit,” isaclaim that has
Ul benefits paid and wages earned in the same quarter. Using criteriatailored by the states, certain hits
are screened out and diminated from audit consderation. A Fraudx score is assigned to each of the
remaining hits. Fraudx scores (an overpayment probability scoring index) range from 1, the least
probable overpayment, to 99, the most probable overpayment.

The states then mail wage requests for claims selected for audit (using Fraudx scores and other factors)
to the employers who reported the wages. For their four most recently completed quarters, the three
BARTS dates in our audit slected atotal of 124,964 claims for audit, and mailed wage requests for
these claims. Responses were returned for 90,074 of the 124,964 selected claims. Asaresult, these
three states made 23,935 overpayment determinations totaling $20,476,808, an average of $856 per
overpayment determination. (See Figure B.1)

Ul Overpayments Detected by BARTS States

Clams Number of Average

Selected Overpayment Totd Dallar Overpayment

for Clams Determinations Vaue of Determination

State Audit Audited by the State Overpayments | From Responses
lllinois 17,747 11,206 4,185 $6,659,413 $1,591
New Jersey | 49,305 37,231 11,242 $11,300,006 $1,005
Kentucky 57,912 41,637 8,508 $2,517,389 $296
Tota 124,964 90,074 23,935 $20,476,808 $856
E gureB.1



We used thisinformation to develop a methodology to estimate the overpayment dollar value of cdlams
for which wage requests were not responded to by the employers. Using the percentage of
overpayments identified in the returned wage requests as a base, we estimated the probable
overpayments in the unreturned wage requests. For the BARTS states, we calculated an average
overpayment for, and applied this methodology to, each Fraudx score®  (See Exhibits B.1. and B.2.)

The importance of thisinformation isthat for the first time it provides an approach for reasonably
measuring the dollar impact of the persstent problem of employersfailing to return wage requests.
Figure B.2 shows the estimated number of non-responses to wage requests that would result in
overpayments, and the dollar value of those overpayments for the three BARTS states. We believe
that our estimate of $8.8 million for three BARTS gtates provides aleve of sgnificance that warrants
attention.

Estimated Value of Non-Responsesin BARTS States

Estimated Number of
Overpayments From | Edtimated Vdue of
State Non-Responses Non-Responses Non-Responses
lllinois 6,541 2,404 $4,116,964
New Jersey 12,074 3,435 $3,655,289
Kentucky 16,275 3,262 $1,058,948
Tota 34,890 9,101 $8,831,201

Figure B.2

3For example, assume 50 claims received a Fraudx score of 70, employers returned wage
requests for 30 of the claims, and the state made 12 overpayment determinations with an average
overpayment of $1,200. We calculated the overpayment rate to be 40 percent (12 + 30 = 40%). We
then applied this percentage to the non-responses (50 - 30 = 20) to find the potential number of non-
response overpayments (40% x 20 = 8) and multiplied that by the average overpayment to estimate the
dollar value of the undetected overpayments (8 x $1,200 = $9,600). We gpplied this methodology to
each Fraudx score, 1 through 99 (see Fraudx discussion on page 18), and added together the
estimated undetected overpayments to arrive at the estimated value of non-responses for each date.
We rounded our figures for claims with estimated overpayments down to the nearest whole number.
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An Estimated $8.2 Million of Ul Overpayments Were Undetected for California

The non-BARTS dtates in our audit aso do a quarterly intrastate crossmatch. However, Cdiforniawas
the only non-BARTS dtate for which we had data sufficient to allow us to estimate the undetected
overpayments. From the hits, Cdifornia screens out claims based on certain criteria and sends wage
requests to the employers of the remaining claimants. For the four most recently completed quarters,
Cdifornia sdected atotd of 1,010,240 clams for audit and mailed wage requests for these claimsto
the appropriate employers. The employers returned wage requests for 846,560 of the selected claims.
Asaresult, Cdiforniamade 82,525 overpayment determinations totaing $42,299,559, an average of
$513 per overpayment determination. (See Figure B.3.)

Ul Overpayments Detected by California

Average
Number of Overpayment
Clams Overpayment Totd Dallar Determination
State Selected Clams Determinations Vaue of From Responses
for Audit Audited by the State Overpayments
Cdifornia | 1,010,240 846,560 82,525 $42,299,559 $513

Figure B.3

Asin the BARTS dates, we used this information to develop a methodology to estimate the dollar value
of wage requests not responded to by the employers. (See Figure B.4.) We computed our estimate of
undetected Ul overpayments “in tota” because California does not assign a probability index score to
each clam sdected for audit. We estimated the number of claims that had undetected overpayments,
and we caculated the average vaue of each claim for which an overpayment determination was made.
We estimate the total dollar value of the non-responsesto be $8,171,337* (SeeFigure B.4 and
Exhibit B.1)

49.74 percent (82,525 + 846,560) of the responses were overpayments, and we estimated that
15,942 of the non-responses were overpayments (9.74% x 163,680). We multiplied the 15,942 by
the average overpayment, $512.57, to estimate the dollar value of the undetected overpayments
(15,942 x $512.57 = $8,171,337).



Estimated Value of Non-Responsesin California

Estimated Number of
Overpayments From Edimated Vaue
State Non-Responses Non-Responses of Non-Responses

Cdifornia 163,680 15,942 $8,171,337

Figure B.4

Therefore, we estimate that the dollar value of the undetected Ul overpaymentsin Cdifornia, New
Jersey, llinois, and Kentucky, is $17,002,538 ($8,831,201 + $8,171,337) for our audit period. Our
Ul profile andlyds of employer characterigtics did not show any differences between employerswho
respond to wage requests and those who do not respond. However, as suggested by SESA personnel
in one date, events such as mergers, business closings, and layoffs may have inflated the non-response
rate, and thus increased our estimate of undetected overpayments.

Conclusions

For four of the seven statesin our audit, and for the four most recently completed quarters, we
egtimate that an additional $17,002,538 in overpayments could have been established had employers
returned al wage requests. Our survey of al SESAs shows that 42 percent of the SESAshad a25
percent or higher non-response rate to employer wage requests, and 34 percent of the SESAshad a
non-response rate of 10 - 24 percent. We believe millions of dollarsin additiona overpayments are
also being undetected in other states because employers are not responding to states' wage requests.

Although we acknowledge the assertion by SESA personnel in one state that certain business events
may have affected the employer non-response rate, thereby impacting our estimate of undetected
overpayments, such occurrences would have little overdl effect considering the thousands of employers
included in our examination.

C. Many Employers, Including Major Corporations, Failed to Respond to Wage
Requests

Employersin the seven states did not return atotal of 825,793 wage requests, or nearly 34 percent of
those that had been mailed. (See Figure C.1 and Exhibit C.1.) We andyzed data related to the wage
requests to identify specific employers who were not responding to single state or multiple states’ wage
requests. We found certain employers and service providers

seldom, or never, returned wage requests. (Examples of such employers are listed in Figure C.4 and
Exhibit C.5.)



Total Wage Requests Sent and Non-Response Rates

/[30,7397_1105,344f_.-'21971 R 88,064’_.'185,854

/[47.77%] {46.35%) A17.50%) .{65.66%) .(38.429%) .{41.49%) .{25.64%) .{33.94%) /

lllinois New Jersey Maryland Florida Kentucky Texas California Total

M} wage Requests [[] Non-Responses

Figure C.1

Our examination covered atota of 1,503,671 clamsfor which 2,433,156 wage requests (see Exhibits
C.1 and C.2) were sent to the claimants employers during the four most recently completed quarters.
(The most recently completed quarters differed for each sate. See the Scope section of this report.)
Each quarter, the seven states sent wage requests to an average of 153,831 unique® employers. (See
Exhibit C.3.)

Our andysis of datain three BARTS states (Illinois, New Jersey and Kentucky) covered 224,147
wage requests. We concluded that the non-response rate of the mgjor service providers was
sgnificantly disproportionate when compared with the number of wage requests sent to them for reply.
For this reason, we anayzed the unreturned wage requestsin three BARTS gstates and Cdifornia by
two groupings, those sent to mgjor service providers, and those sent directly to employers.

Our smilar analysis of Californiadata disclosed that atota of 1,748,603 wage requests were sent
during our audit period. We found that, just asin the BARTS dtates, the service providers had a much
higher incidence of not returning the wage requests than the numbers sent to them would suggest.

®> An employer from whom one or more claimants may have received wages during that quarter.
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Without M ore Aggressive Followup, Major Service Providers Seldom Return Wage Requests

The BARTS states' records showed that 80 percent of the wage requests sent to mgjor service
providers were unreturned. Cdifornia, with its more aggressive followup program, had 37 percent of
the wage requests sent to mgor service providers unreturned.

The data base tracking system of the three BARTS states provided the information alowing usto
andyze wage requests not returned by major service providers. Our detailed analysisidentified wage
requests sent to three mgjor service providers: The Frick Company, Gates McDonad, and Harrington.
During our examination period, 224,147 wage requests were mailed by the BARTS dates, of which 15
percent (34,210) were sent to the three mgor service providers. Those service providersdid not
return 80 per cent (27,238) of the 34,210 wage requests. (See Figure C.2 and Exhibit C.4.)

The crossmatich tracking systems for other statesin our audit, except Cdifornia, did not maintain the
computer automated data that would alow usto precisdy determine the non-response rate for their
service providers. However, interviews with their BPC personnel confirmed that, based on their
experience, service providers often did not return wage requests.

We performed a separate andysis of the data obtained from California. The State had developed a
followup system which lowered their non-response rate dramaticaly. Califor nia sent 31,096 wage
requeststo the major service providers, of which 37 percent (11,481) werenot returned. (See
Figure C.3 and Exhibit C.4a)) Although this non-response rate for service providers remains high, it
represents a profound improvement compared to the 80 percent non-response rate typical of the
BARTS dtatesin our audit.

Aggressive Followup is Needed to Obtain Responsesto Wage Requests Sent Directly to
Employers

While the non-response rate for wage requests sent directly to employersis not as severe as with
service providers, it neverthdessis very sgnificant. We excluded mgor service providers, and
performed a separate analysis for wage requests sent directly to employers? for the same three BARTS
datesin our audit. The andysisreveded that thethree BARTS states sent 189,937 wage
requestsdirectly to Ul claimants employers, and 70,103 wage requests (37%) were not
returned.

The following Figures C.2 and C.3 depict the non-response rates of service providers and employersin
the BARTS states and Cdlifornia. (See Exhibit C.4 and C.4a.)

® Includes unidentified service providers.
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Only BARTS States Total Wage Requests
Employerswho

DID NOT USE SERVICE PROVIDER DIDUSE SERVICE PROVIDER
37% Non-Respanse Rate giri Non-Respanse Rate

Figure C.2

Our separate analysis of the California data found alower non-response rate, which we attribute to
Cdlifornia s followup practices. Cdifornia sent 1,717,507 wage requests directly to employers,” of
which 25 percent (436,866) were not returned. (See Figure C.3.) Although high, this represents a
significant improvement compared to the 37 percent non-response rate typica of the BARTS satesin
our audit.

Only California Total Wage Requests

E mplo
ye BiD NOT USE SERVICE PROVIDER DIDUSE SERVICE PROVIDER rs
w 25% Non-Respanse Rate 37" Non-Response Rate ho

Response {8615

Figure C.3

" Includes unidentified service providers.
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We further examined the non-responses by individua employers and found many employers never
responded to wage requests.

Some EmployersWho Were Sent Multiple Wage Requests Never Responded

For five sates, Illinois, New Jersey, Texas, Kentucky, and Cdifornia, we extracted and andyzed lists
of employers who never responded to wage requests. Similar information for the remaining two states,
Maryland and Florida, was not available.

We developed alist of non-responding employers who received a high volume of wage requests and
did not respond to any. Inthe5 states, 346 employers received numerous wage requests and opted
not to respond to a single one during the period we examined.

We found many of these employersto be well-known and mgor nationd corporations. These
companies are responsble for thousands of unreturned wage requests, some mailed to them or thelr
sarvice providers by multiple state Ul programs. Such companies included:

lllinois Bdll

K-Mart Corp.

Sears

ToysR UslInc.

Bdl Communication
Emerson Electronics Co.
United Parcd Service, Inc.
Wal-Mart Stores, Inc.
Lockheed Corporation
GTE

Honeywell, Inc.

[ep 2N or BN o> BN o N o> B o> BN o> BN o> I o B o> BN @)

We grouped the 346 high non-responding employers by their respective industries (when possible) to
help identify different groups of non-responding employers. These groups are: airlines, banks and
financid organizations, communication organizations, government and publicly funded agencies, retall
and food businesses and temporary employment agencies. Due to insufficient information, we could
group only 89 of the 346 identified high non-responding employers. (See Exhibit C.5.)

13



Our analysis dso shows 26 employers, listed in Figure C.4, were high non-responding employersin
mor e than one of the statesin our audit.

The pattern indicated by our analysis leads us to conclude that wage requests received by these
employers from other states which were not included in our audit are likely to go unanswered.

Non Responding SP/ States and Number
Emplovers NSP of Unreturned Wage Requests
IL TX NJ KY CA
1] A BB CE Services Inc. NSP 70 87
2] ATE&T SP 419 182 37
3] ADIA Service Inc. SP/INSP 77 310 139
4] Aramark Educational Group NSP 299 100
5] Aramark Leisure Services Corp SP/INSP 36 118
6] Babcock & Wilcox Construction NSP 16 46 162 587
7] Brown & Root Inc. SP 663 243
8] Continental Airlines SP 164 70
9] Dobbs International Service SP 42 77
10] E P Management (Talent) Services| NSP 12 18,429
11) General Electric Co. SP/INSP 37 746
12] GTE SP 31 323
13] Interim Personnel Inc. SP 173 3,311
14] K-Mart NSP 61 217 75
15] Kay Bee Toys & Hobby Shops Inc. SP 28 61
16] Manpower International/Indiana SP 82 374
17] Marriott Educational Services Inc. SP 31 139
18] Mobil Oil SP 146 54
19] Norrell Temporary Services SP 31 102 74
20| Olsten Home Healthcare Inc. SP 106 137
21] Olsten Staffing Services Inc. SP 112 233
22] R R Donnelley & Sons SP 26 44
23] Sears SP/NSP 64 135 116
24] The Kroger Co. NSP 123 69
25] United Parcel Services (UPS) SP 54 223 268
26| Wal-Mart SP 634 424
Figure C. 4
NSP: Does not use Service Provider
Sk Uses Service Provider

SP/NSP: Uses Service Provider in one state(s) but not in other state(s).
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Conclusions

Clearly, many employers are reponsible for the large numbers of wage requests that are not returned.
It is a0 evident that wage requests sent to the three mgjor service providers identified in our
examination contribute to the problem. We were able to obtain detailed analytical information on four
of the seven statesin our audit regarding employer and service provider responses to wage requests.
The available data shows that state crossmatch operations are being significantly hindered and
adversdy affected by employers and service providers that consstently fail to respond to state wage
requests.

As our sample of states shows, the problem is not confined to only one region of the country, only to
large dates, or only to smal employers. Large states like Cdiforniaand Illinois have high non-response
ratesjust as smdler sates like Kentucky and Maryland. Large and well known employers like Wal-
Mart, AT& T, and Generd Electric Company are as likely as much smaler employers not to respond to
wage requests (also see Section D). The problem is nationd in scope, and therefore, requiresa
netionwide solution.

D. Employersand Major Service Providers Furnished Some Insight asto Why Wage
Requests Were Not Returned

We sought to identify the key factors that played an important part in determining whether an employer
would respond to wage requests. Our work in this areaincluded:

I anandydsof employer datato attempt an identification of any distinctive characteristics of
employers that responded to wage requests, and those that did not (information was
available in four of the seven sates we audited);

I mall and telephone contact with mgor non-responding employers to obtain first-hand
information regarding their understanding of the wage requests, and

I meetings with two of the three mgor service providers.
Employer Characteristics Did Not Predict Whether or Not Employers Would Respond
We built a profile of both responsive and non-responsive employers. We excluded those employers
who used mgjor service providers, snce it was established early on that the mgor service providers

had an extremely high non-response rate to wage requests.

Our profile of characterigtics taken from the employer records available at the SESAs included:
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maximum tax rate employers;

business gatus (in or out of business);

geographica location in Sate (zip code);

type of business by Standard Industry Code (SIC);
sze (number of employees);

organizationd type; and

length of time in busness

OO OO OO

Based on the employer information available from the SESAS, we found no characteristic or
combination of characteristics to be areliable indicator of whether an employer would respond to wage
requests. Some employers of amilar Sze, with Smilar tax rates, from the same location in the Sate, and
generdly in the same type of business, may respond to al or most wage requests, while other like
employers may never or rarely answer the wage requests. 1n essence, our analysis did not show any
sgnificant difference in characteristics between employers that responded and those that did not.

Problems and Factors Cited by Employersfor Not Responding

We contacted the mgjor non-responding employersin lllinois to obtain first-hand information regarding
their understanding of the wage requests and their reasons for not responding. We sent questionnaires
and followed up with telephone cdls to obtain additiona information and to clarify their responses. We
judgmentdly sampled 25 employers. Since many of these were large employers with operationsin a
number of different states, we believe their responses are a reasonabl e reflection of many other smilar
employers nationwide.

Of the 25 questionnaires mailed, 20 were answered. Thirteen questionnaires were received from
employers whose wage requests were mailed to amgor service provider and the remaining seven were
from employers who received the wage requests directly. (See Exhibit D.) In summary, we found:

I Information from some employersindicated they do not have a good understanding of the
Ul benefit/wage crossmatch and the purpose of the wage request, and the instructions are
not clear and understandable. For example, 4 of 20 employers (20 percent) stated they did
not respond to the wage requests because they decided no overpayment occurred. Such
employers stated they monitored their own Ul benefit charges and determined no
overpayment occurred and, thus, there was no need to respond to the wage request.
Employersthat used service providers Sated the service providers dready perform the
same function as the crossmatch and catch Ul overpayments through their Ul charge
verification sysem. However, their reasoning is flawed because these employers do not
have sufficient benefit payment information to make such a determination on their own.

I Many employersdid not redlize thet they are required by Illinois law to respond to wage
requests, that the liable employer’ s account may be credited if an overpayment is
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established and that preventing, detecting and recovering Ul overpayments has a positive
effect on overdl employer Ul tax rates.

Seven of 10 employers (70 percent) who responded and used service providers said they
were unaware the wage requests were not answered. Some of these employers aso
indicated that the wage requests were not being sent to the proper person and/or address.

Twelve of 18 employers (67 percent) who responded indicated that the information
requested by the Sate is not readily available. These employers may have to retrieve
archived payroll records and reconstruct pay information on aweekly, perhaps daily, basis
to accurately respond to the wage requests. Many of the employers stated that it takes one
hour or more to process one wage request. Large employers may receive hundreds of
wage requests per year from anumber of states; therefore, the burden can be significant.

Why Service Providers Did Not Respond to Wage Requests

We met with representatives of two of the three mgjor service providersSThe Frick Company in S
Louis, Missouri, and Gates McDonad in Columbus, OhioSto determine why they did not respond to
wage requests and what can be done to encourage responses from them. The following information
summarizes their comments:

They rarely have contracts with employers to respond to states' wage requests.

Informeation needed to complete the form is not dways readily available from employer
records maintained at the service provider. Moreover, wage request forms from different
dates varied sgnificantly in darity, understandability and the information requested. This
would make it difficult for service providers to respond to hundreds of wage requests from
various states even if they were contracted to provide this service.

These sarvice providers are aware of the benefits associated with responding to wage
requests and, in the past, forwarded wage requests to employersto answer. However, the
employers requested that the service providers sop forwarding wage requests.

New Y ork imposes a penaty on employers for not returning wage requests. Asaresult,
one service provider Sated that some employers have contracts with them to respond to
wage requests for the State of New Y ork.

They would prefer an automated process to provide this service and would be interested in
meseting with SESAs to discuss the feasihility of developing an automated mode!.
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Conclusions

Difficulty in obtaining the wage information requested, faulty assumptions about the purpose,
misdirected wage requests, and alack of understanding coupled with indifference by employers and
sarvice providers are dl factors in the unacceptably high non-response to wage requests. These factors
will continue to impair the effectiveness of the benefit/wage crossmatch unless a cooperative effort is
initiated by the Unemployment Insurance Service and the states to educate, encourage and follow up
with employersto obtain the critically needed wage information.

E. Crossmatch Audit Resour ces Should be Focused on Those Claimswith the Highest
Probability of Over payments

The states in our audit used their crossmatch audit resources in severd different ways. We believe
these states could better use their resources to increase overpayment detections. The following
discusson summarizes.

I current practices to select clams for crossmatch audits and to track claims and wage
requests,

BARTS dates use of Fraudx Scoring and potentid use for focusing follow up on
unreturned wage requests; and

1 lack of probability scoring data and tracking systemsin non-BARTS dates.
Current Practices

The dates in our audit used different methods/criteriato select cdlamsfor their crossmaich audits. The
three BARTS states used Fraudx, a probability scoring index. Two of the four non-BARTS dtates
used modified Modd Crossmatch Systems, applying variaions of the probability index to select
potential overpayment cases for audit. The two remaining non-BARTS states sent wage requests for
al damsremaining after performing the initid screening.

The potentia to focus resources on clams with the highest probability of overpaymentslies not only in
theinitid sdection process, but dso in careful use of data from the audit tracking systlem to follow up
on unreturned wage requests. Of the seven statesin our audit, only Cdifornia used an audit tracking
system to conduct outreach efforts with employers who failed to respond to wage requests. The
BARTS dates (New Jersey, lllinois, and Kentucky) used their tracking systems to sdlectively send
follow up wage requests to non-responsive employers. Maryland sent follow up wage requeststo dl
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non-responsive employers® Floridaand Texas did not follow up at al with employers who failed to
respond to wage requests.

BARTS States' Use of Fraudx Scoring

The BARTS dtates used Fraudx to sdlect clamsfor audit but they did not use it as an effective follow
up tool, even though Fraudx is agood probability indicator of Ul overpayments. Figure E.1 shows that
the Fraudx score is sgnificant because higher Fraudx scores produce higher dollar overpayment
determinations. For example, a selected claim with a Fraudx score between 80 and 89 in Illinois has an
estimated overpayment of $1,903, and a selected claim with a Fraudx score between 90 and 99in
New Jersey has an estimated overpayment of $1,510. Using a probability scoring index, such as
Fraudx, to concentrate follow up efforts on particular Fraudx score groups will maximize Ul
overpayment detection efforts. Such an analyss dlows the states to follow up on the non-responses
that they dtatisticaly project to have the largest overpayment dollars.

Average Ul Overpayment by Fraudx Score Group

Fraudx Average Average Average
Score Overpayment Overpayment Overpayment
Group llinois New Jersey Kentucky
01-09 $52 $425 T
10-19 $341 $317 T
20-29 $500 $340 T $177
30-39 $624 $662 $164
40-49 $976 $731 $143
50-59 $412 T $795 b $125
60-69 $505 N $396 $185
70-79 $645 $741 $278
80-89 $1,903 $1,298 $578
_90—99 $2,043 $1.510 $686
Figure E.1

T KY did not select any claimsfor audit with a Fraudx score of 27 or less.
T Inthe50-59 range, NJ selected for audit only claims with Fraudx score 50.
b Inthe50-59 range, KY selected for audit only claims with Fraudx scores of 58 and 59.

8t must be noted that Maryland only mailed 2,971 wage requests, whereas the other statesin
our examination mailed tens of thousands of wage requests for our audit period.
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N Inthe 60-69 range, NJ selected for audit only claims with Fraudx scores 60 - 62.
In another example, our analysis shows that 66 percent of the total overpayment claims detected by
[llinois and 46 percent of the total overpayment claims detected by New Jersey were within Fraudx
score group 80 - 99 (see Figures E.2 and E.3). Also, 83 percent of the total overpayment dollars
detected by Illinois and 62 percent of the total overpayment dollars detected by New Jersey were
within Fraudx score group 80 - 99. In addition, 72 percent of the total overpayment claims detected
and 79 percent of the total overpayment dollars detected by Kentucky were within Fraudx score
group 70 - 89. The large average dollar overpayments with the concentration of occurrences of
overpayments in Fraudx score groups in lllinois, New Jersey, and Kentucky mean that these ates can
focus followup with non-responsive employers in the appropriate Fraudx score group. In addition, the
capability to use these and amilar data analyses can ad in better targeting all BPC unit audit efforts to
efficiently detect overpayments.

Per centage of Over payment Claims Within Fraudx Scor es

Number of Total Percentage Average
Overpayments Number of of Overpayment
State Detected Overpayments | Overpayments per
within Detected Claim
Fraudx Group * by State

Kentucky 6,084 8,508 0% $ 326
lllinois 2,764 4,185 66% $1,998
New Jersey 5,220 11,242 0% $1,353

1 Fraudx score group 70 - 89 for Kentucky and Fraudx score group 80 - 99 for Illinois and New Jersey.
Figure E.2
Per centage of Over payment Dollars Within Fraudx Scores

Dollar Total Percentage
Overpayments Dollar of
State Detected Overpayments Overpayments
within Detected
Fraudx Group * by State
Kentucky $ 1,983,286 $ 2,517,389 79%
lllinois $ 5,522,153 $ 6,659,413 83%
New Jersey $ 7,062,350 $11,300,006 62%

! Fraudx score group 70 - 89 for Kentucky and Fraudx score group 80 - 99 for Illinois and New Jersey.
Figure E.3
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Non-BARTS States May Increase Their Over payment I dentification Efficiency by Better
Use of Probability Scoring and Tracking Systems

Four of the states in our audit did not use BARTS, three of the four did not efficiently identify
overpaymentsincluded in clams selected for audit from their crossmatch hits. Two of those states did
not use a probability index, sdected al clams after initid screening, and found only 8 percent or fewer
overpayments in the claims selected. One of the other two states selected too few clams for audit to
identify an optima number of overpayments.

Cdiforniaand Horida did not use a probability index. These states mailed wage requests for dl
crossmatch clams remaining after conducting the initia screening. As aresult, Cdifornia selected about
1 million claims and FHorida sdlected about 297,000 clamsin our one-year audit period. Only 82,525
clams (gpproximately 8 percent) with overpayments were found in Cdiforniaand, in Horida, only
4,511 (approximately 2 percent).

Maryland and Texas used modified Mode Crossmatch Systems employing a variation of the
probability index to select clams for audit. The Modd Crossmatch uses case selection parameters
such as wages earned, Ul benefits received, and number of clamsto be sdected. The number of
claims parameter was limited by both of these states. Maryland selected only 500 or 1,000 claims for
audit per quarter and Texas sdected a number of clams for audit congstent with their avalable
resources. Texas sdlected about 68,000 claims and detected approximately 12,000 overpayments
(approximately 18 percent).

Sdecting clams for audit, tracking wage requests, and following up with non-responsve employers are
difficult without a probakility scoring index and atracking systlem. The use of a probakility scoring
system, such as BARTS with Fraudx, or asmilar system, would potentidly dlow Cdiforniaand
Florida to reduce the number of claims selected for audit, and increase the ratio of overpayment
determination cases. With such a system, they would be able to concentrate on the clams with the
greatest potentia for overpayments. Full implementation of both a probability scoring systlem and a
tracking system would dlow dl sates to effectively pursue clams with the highest overpayment
potentid.

Conclusions

Use of a probability scoring index, which gives a sate the cagpacity to identify Ul cases with the grestest
potentid of containing overpayments, isimportant to effective and efficient crossmatch operations. We
believe that the states BPC units can improve their overpayment detection operations by targeting their
efforts moretoward probable high dollar over payments, rather than attempting to examine dl
possible overpayments through mass mailings of wage requests. Precise and refined use of the
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probability scoring indexes available in the BARTS and Modd Crossmatch systemsisamgor step
toward this objective.

Our examination demongtrates the benefits of applying a probability index score to the process of
selecting cases for crossmatch audit and follow up. In the BARTS Sates, for example, 83 percent and
62 percent of the total overpayment dollars detected by Illinois and New Jersey, respectively, related
to clams with the highest probability scores. Texas, using the probability measures of the Model
Crossmatch System, had amuch higher overpayment detection rate than states that used no probability
measures, like Cdiforniaand Horida

We believe that al states could improve their Ul overpayment detection operations by applying a
probability index to their crossmatch. Overpayment detections may also be improved by
implementation of the new hire information available through PRWORA. Our evidence suggessthat in
some gates, the new hire detection method, in combination with the currently operated crossmatch
detection method, could provide the states the best available system of identifying and interdicting Ul
overpayments.

See Chapter 3 for our audit recommendations, the Agency’sresponse, and our final audit
conclusions.
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CHAPTER 11

Potential Impact of the Personal Responsibility and Work Opportunity Reconciliation
Act of 1996 on Ul Over payment Detections, Preventions and Recoveries

A State Directory of New Hires and a National Directory of New Hires are required to be maintained
under the provisions of the Persona Responsbility and Work Opportunity Reconciliation Act of 1996
(PRWORA). A key objective of these Directoriesisto locate individuas for purposes of establishing
paternity and enforcing payment of child support obligations. However, the SESAs are per mitted,
under the PRWORA, accessto theinformation reported by employersand maintained in the
State Directory of New Hiresto administer their programs. We reviewed the PRWORA new
hire reporting requirements and, in our opinion, the new hire detection method has the potentid to be a
more effective and efficient detection method than the Ul benefit/wage crossmatch in detecting Ul
overpayments. The following discusson:

S summarizesthe PRWORA' s requirements;

S evduatesthe potentid to use PRWORA information for effective and efficient detection of
Ul overpayments,

S reviewsthe status of new hire detection at the time of our audit in those states we audited;
and

S points out drawbacks which may limit the effectiveness of usang the PRWORA information
for Ul overpayment detection.

A. PRWORA Requires New Hire Reporting That Can Assist in Over payment Detections

The PRWORA, enacted on August 22, 1996, cdls for the establishment of New Hire Directories at
both the sate and Nationd levels. This Act replaced the Aid to Families with Dependent Children
program with the Temporary Assistance to Needy Families (TANF) program. A state's TANF grant
is conditioned on meseting certain requirements. One of these requirements is that the Sate operate a
child support enforcement program. As part of the child support enforcement program, the state must
operate a Directory of New Hires by October 1, 1997.

The Directory must contain the name, address, and socia security number of each newly hired
individua and the name, address, and Federd employer identification number of the hiring employer.
However, the work start dateis not required. If a state chooses to use its Unemployment
Compensation (UC) agency asthe collection point for the State Directory, the UC agency will need to
meet any conditions for such Directory established by the PRWORA as interpreted by the Secretary of
Hedth and Human Services (HHS).
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States which had a new hire reporting law in existence on the date of the enactment of the PRWORA
may continue to do so under state law, but the state must meet the requirements

of the PRWORA for collecting new hire data from employers for the State Directory by

October 1, 1998.

Under the PRWORA requirements, a multi-state employer (an employer that has employeesin two or
more gates) that transmits new hire reports magnetically or dectronicaly, may desgnate one state in
which the employer has employees as the recipient state for new hire reports of al new hires. Any
employer who doesthisis required to notify the Secretary of HHS in writing which state has been
chosen for reporting new hires.

A date can st the time frame within which the new hire reports must be made by employers. However,
they must be made not later than 20 days after the date the employer hires the employee, or in the case
of an employer tranamitting reports magneticaly or dectronicaly, by 2 monthly transmissons (if
necessary) not less than 12 days nor more than 16 days gpart. Employer new hireinformation isto be
entered into the data base of the State Directory of New Hires within 5 business days of receipt from
the employer.

At the Nationd level, in order to assst the states in administering their TANF programs, the Secretary
of HHS, established on October 1, 1997, a Nationa Directory of New Hiresin the Federal Parent
Locator Service. Within 3 busness days after the date new hire information from an employer is
entered into the State Directory, the Sate isto furnish the information to the Nationd Directory. This
information isto be entered into the Nationa Directory data base within 2 business days of receipt. In
addition, the Secretary isto maintain within the Nationa Directory of New Hiresalist of multi-state
employersthat report new hires from al states to one designated state, aswell as the designated state
of those employers.

Under PRWORA's current provisions, state Ul programs do not have access to the Nationd Directory
of New Hires. DOL is discussng with HHS potentia uses of the directory information for Ul
purposes. (See page 27.)

B. New Hire Detection Hasthe Potential to be a M or e Effective Detection M ethod than
the Ul Benefit/Wage Crossmatch

One of our primary audit objectives was to determine the potential impact new hire data required by
the PRWORA could have in preventing, detecting, and recovering Ul overpayments. We refer to the
use of the PRWORA datain asssting Ul benefit payment controls as the “new hire detection” method.
In our opinion, the new hire detection method has the potentia to be more effective and efficient than
the Ul benefit/wage crossmatch in detecting Ul overpayments because it could:
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-- enable earlier detection and improve overpayment recoveries,
-- diminate or reduce the need to follow up with employers;
--reduce the burden on employers;

-- prevent improper clams from being paid; and

-- provide adeterrent value.

Enable Earlier Detection and I mprove Over payment Recoveries - The new hire detection
method would identify overpayments much earlier than the crossmatch. The PRWORA requires an
employer to report not later than 20 days after the employeeishired. Thisnew hire information can
then be quickly matched againgt ongoing claims records to determine whether a benefit overpayment
may have occurred because of additiond earnings. In the case of the benefit/wage crossmatch, the
determination of an overpayment occurs months later because of the time lag in obtaining quarterly
earnings data from employers, and the time-consuming process of obtaining and processng wage
request information.

The crossmatch is performed quarterly, matching weekly Ul benefits againgt total quarterly reported
wages. This match-up cannot be done until quarterly wage information is received from employers, and
input into the state’' s employer wage history files. This process takes from 3 to 5 months after the end
of the quarter. Another 3 or 4 months are consumed in screening and selecting clams for audit, mailing
wage requests, processing the information returned by employers, and making overpayment
determinations. By the time the overpayment had been established, many months would have passed
since the overpayment occurred, resulting in a higher overpayment amount than if the claim had been
investigated much earlier through the new hire detection method.

As areault, the new hire detection method could reduce the dollar amount of overpayment cases, and,
thus, make recoveries less difficult. New hire detections provide the opportunity for SESAs to identify
and stop improper benefit payments before the clamant exhaudts the benefit entitlements. Many
overpayments could be identified within a short time after the first benefit payment. Therefore,
recoveries may improve because of early detections, resulting in smdler cumulative overpayment
amounts.

Eliminate or Reduce the Need to Follow Up with Employers - SESAswould be able to screen out
clams where benefit weeks are not in conflict with the new hire information, thereby eiminating or
reducing unnecessary contacts with employers. This process would avoid wasted time and resources
by SESAs and employers caused by examining many low probability overpayment caseswhich area
normal part of the crossmatch process.

Reduce the Burden on Employers - The new hire information is less burdensome because
employers are not required to research payroll records several months old, and report daily or weekly
earnings to meet the many different requirements of each state’ s wage requests. Based on our
employer survey, it is evident that severad employers had difficulty understanding and complying with the
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wage requests. The time-consuming task of responding to alarge volume of wage requestsis amgor
complaint and drawback to the current benefit/wage crossmatch system.

Prevent Improper Claimsfrom Being Paid - New hire information can be used not only for the
detection of Ul overpayments, but for the prevention of improper Ul payments. In some instances,
because of early intervention, an improper clam may be denied. Thisis paticularly trueif acdamant
delaysin filing the improper claim, giving the SESA time to receive the new hire information from the
employer.

Provide Deterrent Value - Asoverpayment detections are publicized, and as clamants become
aware that employers are providing new hire information to the states, there may be a reduction of
repeet and first time offenders. The deterrent effect of early detections, timely recoveries, and the
denid of improper dams before payment would ultimately pay dividends for the integrity of the Ul
Trust fund.

C. New Hire Detectionsin the States Audited are at Different Stages

We determined whether the states in our audit had a new hire detection system in place prior to the
PRWORA. For the gates that had a system in place, we determined the impact the PRWORA would
have on their current new hire detection practices. For the states that had no new hire detection system
in place prior to the PRWORA, we determined if they had plans to use new hire information to detect
overpaymentsin the future. A table summarizing the status of new hire detection for the statesin our
audit at the time of our fildwork follows:

New Hire Future Plans State will PRWORA Agency that
Detection for New Hire Require Reporting Will Maintain
in Place Detection The New Hire Requirements Required
State Currently System Work Start Date in Place Directory
Florida Yes Yes Yes No FL Dept of Revenue
Texas Yes Yes No No TX Attorney General
Kentucky No Considering Yes No KY Child Services
California No Yes Yes No SESA*
lllinois No Yes No* No SESA**
New Jersey No Yes No No NJ Health Human Servs
Maryland No Yes Yes No MD Health Human Servs

* Will be requested but not required
** California Employment Development Department and Illinois Department of Employment Security
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A summary of each of the states’ new hire status is provided in Appendix 1. The summary covers, if
aoppropriate, for each of the states we audited the following: new hire reporting under state law, how
new hire lists are used, new hire benefits, new hire results, and new hire expectations.

The mix of optimigtic anticipation and misgivings on the part of date officids regarding anew hire
detection method points to a need for UI'S leadership regarding this approach to overpayment detection
and prevention. For instance:

S

Florida has had the most extensive experience to date with usng new hireinformation
required under its Sate law preceding the requirements of PRWORA. Asaresult of its
experience beginning in January 1995, Horida officiads congder the new hire method to
be more advantageous overd| than the Ul benefitswage crossmatch to control Ul
benefits overpayments.

Conversdly, Kentucky’ s experience, beginning in October 1994 under its State law,
has not been as successful. Kentucky officias cited alow 20 percent employer
response rate and inaccurate information provided by employers as factors causing few
Ul overpayments to be detected.

Texas, Snce September 1, 1993, has had a voluntary new hire reporting system.
Although Texas officids have not attempted to evauate the effectiveness of ther results
using the new hire system, they are of the opinion thiswill become their most effective
detection method.

Both Illinois and New Jersey officias expressed concerns about staffing and funding
resources involved in using the new hire detection method. However, each state
indicated they plan to examine the feasibility of implementing new hire detections.

Even though Cdlifornia had not yet, at the time of our audit, used the new hire detection
method, SESA officids estimated that doing an earlier audit through new hire detection
will reduce benefit overpayments by as much as $9.5 million annudly in the sete.

Although Maryland plans to use the new hire data for Ul benefit overpayment
detection, they are in the early stages of determining how their procedures will be
carried out.

D. Provisonsin PRWORA Legidation Present Obstaclesto Usng New Hire Reportsfor
Ul Over payment Detection

We evauated the potential impact new hire data required by the PRWORA could have in preventing,
detecting, and recovering Ul overpayments. In the process of our evauation, we identified severd
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potential obstacles in the current requirements of the PRWORA, which would need to be addressed to
make new hire data from the State and Nationa Directories more effective in determining Ul
overpayments.

Three concerns we noted were:
-- Employers are not required to report the date the new hire started work.

-- PRWORA does not specificadly state whether an employee rehired from alayoff is
considered a new employee.

-- PRWORA does not dlow SESAS access to information from the National New Hire
Directory.

Employersarenot Required to Report the Date the New Hire Started Work

The Dividon of Legidation of the UIS of ETA has proposed that the work start date be required by
the PRWORA to make the new hire information more definitive for the purpose of determining a
conflict in benefit payments and wages earned. For new hire detections, thisis a key date which would
make this detection method more effective and efficient. Currently, the employers are required to
report new hires not later than 20 days after the hire date, but the work start date is not required.
Because 20 days spans amost 3 weeks, the new hire information is not as precise asit could beif a
new hire date is required. In our opinion, the new hire information would be most effective for
preventing and detecting Ul overpaymentsif the work start date was included.

PRWORA Does Not Specifically State Whether an Employee Rehired from Layoff is
Considered a New Employee

Ul benefit payments are often made to employees who have been laid off during business downturns.
These employees are frequently rehired by their layoff employer. The current requirements of
PRWORA are slent regarding reporting a rehired employee asanew hire. For the purposes of
effective Ul benefit overpayment detection, reported new hires must include employees rehired after a
layoff.

PRWORA Does Not Allow SESAs Access to | nformation from the National New Hire
Directory

While the PRWORA allows SESAs access to the State Directory of New Hires, it does not alow the

SESASs access to the Nationa Directory of New Hires. In our opinion, the SESAS need access to
obtain information on new hires reported by multi-state employers, and new hiresin other Sates
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(particularly neighboring/adjacent sates). The SESAs can then match thisinformation againg their
clam filesto determine possible Ul overpayments.

The UIS Divison of Legidation has been working with the Office of Management and Budget (OMB)
and HHS to permit ETA, SESAs and other DOL Agencies access to the Nationa Directory of New
Hires. In September 1998, DOL submitted a legidative program proposa for Calendar Year 1999 to
OMB amending section 453 of Title 1V of the Socid Security Act. This proposa would require HHS
to provide data from the Nationd Directory of New Hiresto DOL and the sates for Ul adminigtrative
purposes, such as, fraud detection of Ul overpayments.

ETA/UIS and the Interstate Conference of Employment Security Agencies have been working together
in an atempt to gain access to the new hire information in the Nationd Directory.

See Chapter 3 for our audit recommendations, the Agency’sresponse, and our final audit
conclusions.
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Chapter 11
Recommendations

Based on our audit results, we believe optima overpayment prevention and detection will be
accomplished through use of the State and Nationa Directories of New Hires, in conjunction with an
effective benefitswage crossmatch program. Accordingly, our recommendations are intended to meet
two objectives: to provide guidance and specific corrective measures that will make the benefit/wage
crossmatch more effective in identifying Ul overpayments, particularly in regard to increasing the
response rate to employer wage requests; and to provide information and direction concerning critica
features necessary for effective implementation and operation of a new hire detection program made
possible under provisons of the PRWORA.

A. Recommendationsto I mprove Crossmatch Over payment Detection

We estimated that, for four states in our audit, $17 million of overpayments went undetected because
wage requests were not returned by employers. We aso reported that probability index scoring could
have been used to enhance crossmatch effectiveness in identifying and following up on dams with the
highest likelihood of overpayments.

To address these and other concerns raised in our report, we recommend that the Assistant Secretary
for Employment and Training:

1 develop aNationd strategy and policy working in conjunction with the SESAsto
ensure employers and their service providers (when required under contract) are aware
that they are responsible to provide the information sought on wage requests,

2. remind dl SESAsto review their wage request form to ensure it clearly disclosesthe
purpose for obtaining the requested information, aong with the Sate Satutory authority
and requirements for providing the information. Any gpplicable employer sanctions or
pendties under sate Satute for not complying should aso be prominently disclosed;

3. encourage SESAs to consider imposing a penaty on employers who do not respond to
wage requests,

4, encourage SESAs to implement a concerted and determined followup with employers
who fail to respond to wage requests. UI'S should develop specific policies and
procedures in the form of program ingtructions to the SESAs on how best to follow up
with employers that persistently fail to respond to wage requests. Specid emphasis
should be directed toward employers using the mgor service providers identified in our
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7.

report and other service providers, who may operate in asmilar fashion, snce these
employers have the highest non-response rates. The states, based on ingtructions from
UIS, should develop their own specific policies and procedures to address this
problem. Specific actions to be considered by the SESAs should include:

S mailing followup wage requests to dl employers who fail to respond to the initia
request. To accomplish this, SESAs must maintain a data base of employers
who were mailed wage requests, and establish a tracking system to readily
identify and follow up with employers who failed to respond;

S contacting employers by phone and/or Ste visits to determine the reasons any
employer repeatedly fails to answer wage requests so corrective actions can be
taken. To facilitate such an outreach program, employers may be targeted by
groups, eg., employers using service providers, large employers, smal
employers, employers receiving the greatest number of wage requests, and o
on; and

S directing SESAs to reexamine their mailing address files. When wage requests
are not answered, SESAs must determine whether the requests are being
mailed to the correct address, employer, or to the proper service provider in
lieu of employer;

develop aNationa system and framework for SESAsto follow up with multi-gate
employers and multi-state service providers who regularly fal to answer wage requests,
rather than each state individudly atempting to resolve the problems;

encourage SESAs to apply a probability scoring system to identify clamswith the
greatest potentia for overpayments. This technique increases the efficiency of the
crossmatch, and lessens the burden on employers having to respond to large numbers
of low-probakility overpayment clams, and

require SESAs to report to UIS the progress of their followup actions as a part of their
regular BPC reports.

The SESAS, whether they decide to implement adl or some of our crossmatch recommendations, may
use the new hire provisons of the PRWORA to augment their BPC operations. A new hire detection
system has the potentia to become the primary BPC detection method and the crossmatch would then
be a secondary system used to verify the accuracy and completeness of the new hire reporting by
employers. Our audit suggests that in some Sates, the crossmatch, in conjunction with new hire
information, could provide the ates the best available system for identifying and preventing Ul
overpayments, as well as facilitating the recovery of overpayments.
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B. Recommendationsto Enhance the New Hire Detection Programs Under PRWORA

We recommend that the Assstant Secretary for Employment and Training take aleadership rolein
encouraging the SESAsto carry out effective new hire detection programs by:

1 coordinating state new hire detection efforts on a Nationd basis and serving asafoca
point for the state Ul programs to share effective ideas and proceduresin carrying out
new hire detection programs,

2. working with the states, HHS, OMB, Congress, and other Federd entities to amend
PRWORA legidation so that:

S employers are required to report the work start date for new hires,
S the definition of new hiresis darified to include rehires, and

S appropriate Federd and state agencies have access to the National Directory
of New Hires,

3. ensuring, if the SESA is designated to maintain the State Directory of New Hires, that
the PRWORA new hire reporting requirements are adopted and that employers are
reporting the required information timely. If a Sate agency other than the SESA is
designated to maintain the State Directory of New Hires, they need to work with the
designated agency to make sure PRWORA requirements are met and that employers
are complying by providing the necessary information. In addition, athough not
presently required by the PRWORA, the states could require the employer to provide
the work start date for the newly hired employee. This date will makeit easier to
determine if anew hire's clam should be audited for a potentid overpayment;

4, requiring SESAs that are designated to maintain the State Directory of New Hiresto
monitor employer compliance with reporting requirements of PRWORA in order to
identify employers who are not reporting new hires. If employersfail to abide by the
reporting requirements, the SESAs new hire overpayment detection will be ineffective;

5. ensuring that when a state agency other than the SESA has been designated to maintain
the State Directory of New Hires, the SESAs obtain an agreement with the designated
agency to monitor employer compliance and have timely (perhaps daily) accessto the
new hire datain order to detect Ul overpayments;
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6. encouraging SESAs to establish a system for evauating the results, determining the
effectiveness and weaknesses of new hire detection methods so that improvements can
be implemented; and

7. requiring the SESAsto provide UI'S the specific measures they have taken to
implement or improve their new hire detection program, and the impact it has had on
the benefit/wage crossmatch and other detection methods. In addition, the SESAs
should be required to specifically report their new hire detection results on the “ETA
227 Overpayment Detection/Recovery” report.

Agency Response and Audit Conclusions

The Unemployment Insurance Service responded that the “problems [cited in our report] appear to be
widespread in the Ul system,” and the Agency is*in generd agreement with the findings and
recommendations.” UIS acknowledged “the need to improve the administration of the wage/benefit
crossmatch process through obtaining a higher response rate from employersto SESA requests for
weekly wage data,” and concurred with our conclusions and assessments of the potentia benefits of the
New Hire reporting system.

However, despite UIS' poditive response to our report findings, the Agency said nothing about initiating
acorrective action plan. UIS stated only that it would “ distribute copies of the find report to the
SESAs and urge them to take gppropriate actions.” We bdieve much more UIS involvement is needed
to improve BPC operations. Asour report clearly points out, the problems we described cannot be
solved by relying on the SESAs doneto correct the problems. UIS must be proactive and provide the
policy, leadership, coordination of resources, and regulatory assistance necessary to make the
improvements in the Ul system addressed by our audit recommendations.

For instance, service providers are active in mog, if not dl, of the SESAS, and in most cases are not
responding to requedts for wage information. We have reported that Caifornia has met with some
success in obtaining the needed information by directly contacting the service providers. However,
Cdifornia s actions have not assisted the response rates for the other SESAs and has not totaly
resolved its own service provider problem. We believe that UIS must coordinate resources and
establish a coherent and comprehensive policy to assst SESAsin addressing thisissue. One option is
to advise SESAsto forward al wage requests directly to the responsible employers, rather than to the
non-responding service providers. UIS leadership is needed to ensure conflicting or redundant actions
are not taken independently by each SESA to resolve a problem common to them al.

In another example, most Sates have large nationa employers paying wages within their jurisdictions.

The new hire reporting requirements alow such large employers the option to report al new hiresto
any sngle state they sdlect for reporting purposes. In those sates where new hires are employed but
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not reported under this option, the new hire reporting system'’ s effectiveness for identifying Ul
overpayments will be serioudy compromised. UIS must pursue actions at the nationd leve to assst the
SESAsin addressng and resolving this problem that will be common to SESAs using new hire
detection methods.

In summary, we bdlieve that UIS must provide the direction and leadership necessary to effectively
resolve these and other findings and recommendations presented in this report.



Results of Survey Questionnaire Sent to SESAs
The Percentage of Claimsfor Which EmployersDid Not Return

Exhibit A

35

Wage Requests
ClamsNon- Clams Non-
No. SESA Response Rate No. SESA Response Rete
1] Penngylvania 47% 28. | Wisconsin 20%
21 New Jersey 45% 29 1 lowa 1%
3l 1llinois 40-45% 30, | Oklahoma 15-20%
4] Florida 40% 31. | Mane 15%
5] Arizona 35% 32. | Nevada 15%
6] Tennessee 35% 33. | New York 15%
7] Texas 4% 34,1 Oregon 15%
8| Ddawae 30-40% 35, | Wed Virginia 15%
9| Arkansas 30% 36, | Wyoming 15%
10| MissSs3ppi 30% 37. | New Hampshire 12%
111 Alabama 29% 38. | Louidana 10-15%
12| Maryland 27% 39, | Utah 10-15%
13| California 26% 40, 1 Minnesota 10%
14| 1daho 25-45% 41, 1 Rhode ldand 1%
15| Alaska 25% 42, 1 Connecticut 5-10%
16| Colorado 25% 43, | Georgia 5-10%
17| Kansas 25% 44, 1 Nebraska 5-10%
18| Kentucky 25% 45, 1 New Mexico 5-10%
19| Montana 25% 46, 1 North Dakota 5-8%
20 Puerto Rico 25% 47, 1 Indiana NA
211 South Cardlina 25% 48, 1 Michigan NA
22 Virgnia 25% 49, 1 Veamont NA
23] North Carolina 23% 50, | Washington D.C NA
241 Missour 22% 51. | Hawal NO
25] Ohio 22% 52. 1 Virgin Idands, No
26 South Dakota 20% 53, 1 Massachuseits *
27 Washington 20%
Bold - SESAswere selected for our nationwide audit NA - NotAvailable
* - Did not respond to the survey questionnaire No - No Crossmatch performed
Note.  These atistics were provided by the SESAs and were not subjected to audit verification.



Estimated Dollar Value of Non-Responses for BARTS States and Californiat

Exhibit B.1

Explanation of columns:

Column 1 -

Column 2 -

Column 3 -

Column 4 -

Column 5 -

Column 6 -

Column 7 -

Column 8 -

Column 9 -

Column 10 -

Three BARTS states and California.

The total number of claims selected for audit by the SESA.

The number of responses received by the SESA from employers.

The number of overpayment determinations made from these responses.

The dollar value of the overpayment determinations.

The average dollar value of the overpayment determinations (rounded down).

The percentage of responses that resulted in an overpayment determination (rounded down).

The number of non-responses.

The estimated number of these non-responses that will result in an overpayment (rounded down).

(1) (2 (3) (4) (5) (6) (7) (8) 9) (10)

Clams |Claimswith |Dollar Value of Average Percentage Claims Potential Estimated

Total with Overpayme |Overpayments [Overpayment |of Claimswith | with No Claims with Value of
State|] Clams |Response [Established Established Established | Overpayment | Responses |Overpayment [Non-responses
IL 17,747 11,206 4,185 $6,659,413 $1,591 37.3% 6,541 2404 $4,116,964
NJ 49,305 37,231 11,242 $11,300,006 $1,005 30.2% 12,074 3435 $3,655,289
KY 57,912 41,637 8,508 $2,517,389 $296 204% 16,275 3,262 $1,058,948
CA 1010240 | 846,560 82,525 $42,299,559 $513 9.7% 163,680 15942 $8,171,3372
Total 1,135,204 | 936,634 106,460 $62,776,367 $590 198,570 25,043 | $17,002,538

The estimated dollar value of the non-responses. (For BARTS states, see Exhibit B.2, Estimated Dollar Value, total of
individual Fraudx scores.)

Data required to compute estimated val ue of non-responses for other than the above states was not
available. Therefore, we were unable to make similar estimates for Florida, Texas, and Maryland.

2Unlike the BARTS states, detailed information by Fraudx score estimating the dollar value of non-
responses was not available. Thisinformation was, however, based on the ratio of confirmed overpayment
crossmatch cases to total crossmatch cases.
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Exhibit B.2

Page 1 of 8
Estimated Dollar Value of Non-Responsesfor IL
) ) 3 4 ®) (6) ) C) ©) (10)
Claims Claims with |Dollar Value of | Average Percentage Claims Potential Estimated
|Fraudx| Total with Overpayment |Overpayments | Overpay of Claims with No  [Claims with Value of

Score |Claims |Responses | Established | Established |Established | Overpayment|Responses | Overpay |Non-responses
1 7 4 1 $13 $13 25.0% 3 0 $0
2 3 1 0 $0 $0 0.0% 2 0 $0
3 4 1 1 $44 $44 100.0% 3 3 $132
4 6 4 0 $0 $0 0.0% 2 0 $0
5 8 5 0 $0 $0 0.0% 3 0 $0
6 14 10 2 $57 $28 20.0% 4 0 $0
7 7 3 0 $0 $0 0.0% 4 0 $0
8 18 13 1 $76 $76 7.6% 5 0 $0
9 17 10 1 $124 $124 10.0% 7 0 $0
10 17 14 5 $477 $95 35.7% 3 1 $95
11 24 17 5 $1,053 $210 29.4% 7 2 $420
12 20 17 4 $2,977 $744 23.5% 3 0 $0
13 28 17 6 $3,426 $571 35.2% 11 3 $1,713
14 39 34 7 $1,695 $242 20.5% 5 1 $242
15 42 33 6 $2,812 $468 18.1% 9 1 $468
16 41 34 7 $756 $108 20.5% 7 1 $108
17 56 42 11 $5,152 $468 26.1% 14 3 $1,404
18 55 40 13 $4,275 $328 32.5% 15 4 $1,312
19 95 67 15 $4,336 $289 22.3% 28 6 $1,734
20 80 63 13 $6,706 $515 20.6% 17 3 $1,545
21 105 80 13 $5,990 $460 16.2% 25 4 $1,840
22 98 77 20 $8,072 $403 25.9% 21 5 $2,015
23 112 76 22 $7,355 $334 28.9% 36 10 $3,340
24 101 73 19 $4,299 $226 26.0% 28 7 $1,582
25 106 73 25 $11,582 $463 34.2% 33 11 $5,093
26 81 57 16 $9,462 $591 28.0% 24 6 $3,546
27 74 56 19 $19,990 $1,052 33.9% 18 6 $6,312
28 40 31 15 $7,027 $468 48.3% 9 4 $1,872
29 39 27 8 $4,532 $566 29.6% 12 3 $1,698
30 46 33 8 $2,235 $279 24.2% 13 3 $837
31 29 20 5 $3,103 $620 25.0% 9 2 $1,240
32 31 20 7 $4,458 $636 35.0% 11 3 $1,908
33 38 27 10 $5,529 $552 37.0% 11 4 $2,208
34 18 13 6 $3,631 $605 46.1% 5 2 $1,210
35 17 8 3 $1,942 $647 37.5% 9 3 $1,941
36 10 7 4 $1,121 $280 57.1% 3 1 $280
37 12 8 7 $9,553 $1,364 87.5% 4 3 $4,092
38 16 10 1 $1,128 $1,128 10.0% 6 0 $0
39 11 7 2 $383 $191 28.5% 4 1 $191
40 10 10 5 $4,949 $989 50.0% 0 0 $0
41 5 3 0 $0 $0 0.0% 2 0 $0
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Exhibit B.2

Page 2 of 8
Estimated Dollar Value of Non-Responsesfor IL
) ) 3 4 ®) (6) ) C) ©) (10)
Claims Claims with |Dollar Value of | Average Percentage Claims Potential Estimated
|Fraudx| Total with Overpayment |Overpayments | Overpay of Claims with No  [Claims with Value of
Score |Claims |Responses | Established | Established |Established | Overpayment|Responses | Overpay |Non-responses

42 4 1 $429 $429 25.0% 1 0 $0
43 4 0 $0 $0 0.0% 3 0 $0
44 $4,837 $2,418 66.6% $0
45 194 122 57 $49,991 $877 46.7% 72 33 $28,941
46 187 140 52 $56,482 $1,086 37.1% 47 17 $18,462
47 381 245 104 $123,254 $1,185 42.4% 136 57 $67,545
48 351 215 89 $102,332 $1,149 41.3% 136 56 $64,344
49 12,171 1,512 542 $489,600 $903 35.8% 659 236 $213,108
53 3 3 0 $0 $0 0.0% 0 0 $0
54 3 2 1 $4 $4 50.0% 1 0 $0
55 1 0 0 $0 $0 0.0% 1 0 $0
56 2 0 0 $0 $0 0.0% 2 0 $0
57 6 6 2 $467 $233 33.3% 0 0 $0
58 7 4 2 $1,224 $612 50.0% 3 1 $612
59 7 3 1 $781 $781 33.3% 4 1 $781
60 5 5 0 $0 $0 0.0% 0 0 $0
61 9 8 1 $1,010 $1,010 12.5% 1 0 $0
62 4 4 0 $0 $0 0.0% 0 0 $0
63 11 7 2 $1,245 $622 28.5% 4 1 $622
64 11 7 3 $265 $88 42.8% 4 1 $88
65 24 15 3 $1,732 $577 20.0% 9 1 $577
66 25 22 9 $3,799 $422 40.9% 3 1 $422
67 27 19 9 $4,831 $536 47.3% 8 3 $1,608
68 38 28 7 $1,029 $147 25.0% 10 2 $294
69 56 45 16 $11,348 $709 35.5% 11 3 $2,127
70 61 52 12 $5,826 $485 23.0% 9 2 $970
71 107 80 19 $10,594 $557 23.7% 27 6 $3,342
72 92 67 20 $9,544 $477 29.8% 25 7 $3,339
73 114 86 27 $12,860 $476 31.3% 28 8 $3,808
74 93 75 26 $16,097 $619 34.6% 18 6 $3,714
75 94 67 32 $16,583 $518 47.7% 27 12 $6,216
76 64 47 20 $16,847 $842 42.5% 17 7 $5,894
77 85 56 21 $15,606 $743 37.5% 29 10 $7,430
78 48 31 12 $9,871 $822 38.7% 17 6 $4,932
79 52 37 16 $18,452 $1,153 43.2% 15 6 $6,918
80 41 35 20 $22,443 $1,122 57.1% 6 3 $3,366
81 35 26 15 $19,868 $1,324 57.6% 9 5 $6,620
82 348 250 109 $177,667 $1,629 43.6% 98 42 $68,418
83 303 190 74 $134,086 $1,811 38.9% 113 44 $79,684
84 261 180 80 $149.758 $1.871 44.4% 81 35 $65.485
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Claims Claims with |Dollar Value of | Average Percentage Claims Potential Estimated
|Fraudx| Total with Overpayment |Overpayments | Overpay of Claims with No  [Claims with Value of
Score |Claims |Responses | Established | Established |Established | Overpayment|Responses | Overpay |Non-responses
85 521 336 147 $286,597 $1,949 43.7% 185 80 $155,920
86 468 277 134 $251,249 $1,874 48.3% 191 92 $172,408
87 419 261 118 $237,686 $2,014 45.2% 158 71 $142,994
88 366 214 97 $209,003 $2,154 45.3% 152 68 $146,472
89 315 184 80 $174,899 $2,186 43.4% 131 56 $122,416
90 500 318 127 $312,775 $2,462 39.9% 182 72 $177,264
91 465 312 143 $359,948 $2,517 45.8% 153 70 $176,190
92 476 276 90 $208,989 $2,322 32.6% 200 65 $150,930
93 406 232 92 $241,282 $2,622 39.6% 174 68 $178,296
94 623 374 141 $285,613 $2,025 37.7% 249 93 $188,325
95 589 352 153 $371,377 $2,427 43.4% 237 103 $249,981
96 777 451 184 $379,756 $2,063 40.7% 326 132 $272,316
97 689 446 174 $323,715 $1,860 39.0% 243 94 $174,840
98 632 404 183 $328,698 $1,796 45.2% 228 103 $184,988
99 | 3.585 1,922 601 $1,046,462 $1.741 31.2% 1,663 519 $903.,579
Total |17,747 11,206 4,185 | $6,659,413" $1,591 6,541 2,404 $4,116,964

Thetotds for columns 4 and 5 do not foot because we included in the totds, but not in the line
items, two overpayments for which we could not determine whether responses to the wage requests
were received. These two overpayments were for Fraudx score 89 and totaled $282.
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Claims Claims with |Dollar Value of| Average Percentage Claims Potential Estimated
Fraudx| Total with Overpayment |Overpayments | Overpay of Claims with No [Claims with Value of
Score |Claims |Responses | Established | Established |Established] Overpayment]Responses | Overpay | Non-responses
1 42 39 17 $7,703 $453 43.5% 3 1 $453
2 5 5 3 $649 $216 60.0% 0 0 $0
3 2 1 0 $0 $0 0.0% 1 0 $0
4 11 8 2 $941 $470 25.0% 3 0 $0
5 6 1 $407 $407 16.6% 0 0 $0
6 5 0 $0 $0 0.0% 4 0 $0
7 16 12 3 $3,153 $1,051 25.0% 4 1 $1,051
8 22 16 6 $1,967 $327 37.5% 6 2 $654
9 19 15 4 $514 $128 26.6% 4 1 $128
10 26 20 7 $2,461 $351 35.0% 6 2 $702
11 24 21 6 $1,167 $194 28.5% 3 0 $0
12 21 14 5 $745 $149 35.7% 7 2 $298
13 32 24 11 $3,272 $297 45.8% 8 3 $891
14 41 33 8 $1,583 $197 24.2% 8 1 $197
15 36 31 6 $1,105 $184 19.3% 5 0 $0
16 34 27 7 $1,488 $212 25.9% 7 1 $212
17 57 40 12 $5,365 $447 30.0% 17 5 $2,235
18 44 36 6 $3,089 $514 16.6% 8 1 $514
19 68 54 19 $7,353 $387 35.1% 14 4 $1,548
20 58 46 10 $1,610 $161 21.7% 12 2 $322
21 96 75 20 $7,667 $383 26.6% 21 5 $1,915
22 117 95 34 $9,162 $269 35.7% 22 7 $1,883
23 131 102 32 $9,102 $284 31.3% 29 9 $2,556
24 125 95 27 $12,772 $473 28.4% 30 8 $3,784
25 125 94 31 $15,299 $493 32.9% 31 10 $4,930
26 103 75 31 $6,810 $219 41.3% 28 11 $2,409
27 81 65 22 $6,159 $279 33.8% 16 5 $1,395
28 78 64 24 $8,121 $338 37.5% 14 5 $1,690
29 53 35 10 $5,395 $539 28.5% 18 5 $2,695
30 41 28 $7,987 $887 32.1% 13 4 $3,548
31 30 27 $5,581 $620 33.3% 3 0 $0
32 31 26 11 $5,467 $497 42.3% 5 2 $994
33 19 17 7 $2,698 $385 41.1% 2 0 $0
34 16 14 8 $3,700 $462 57.1% 2 1 $462
35 14 10 3 $1,532 $510 30.0% 4 1 $510
36 421 331 104 $80,690 $775 31.4% 90 28 $21,700
37 331 260 83 $52,683 $634 31.9% 71 22 $13,948
38 677 537 193 $112,642 $583 35.9% 140 50 $29,150
39 541 432 139 $102,167 $735 32.1% 109 34 $24,990
40 11,197 913 304 $222.732 $732 33.2% 284 94 $68.808
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41 |1.003 | 781 | 280 | 188538 | 673 | 3580 | 22 | 79| $53.167 ]
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Claims Claims with |Dollar Value of| Average Percentage Claims Potential Estimated
Fraudx| Total with Overpayment |Overpayments | Overpay of Claims with No [Claims with Value of
Score |Claims |Responses | Established | Established |Established] Overpayment]Responses | Overpay | Non-responses

42 858 664 235 $171,578 $730 35.3% 194 68 $49,640
43 722 562 181 $162,762 $899 32.2% 160 51 $45,849
44 655 523 181 $162,608 $898 34.6% 132 45 $40,410
45 622 504 177 $135,906 $767 35.1% 118 41 $31,447
46 564 455 163 $133,303 $817 35.8% 109 39 $31,863
47 472 380 126 $111,153 $882 33.1% 92 30 $26,460
48 460 375 127 $91,112 $717 33.8% 85 28 $20,076
49 |6,516 5,118 1,490 $1,007,839 $676 29.1% 1,398 406 $274,456
50 21 18 10 $7,950 $795 55.5% 3 1 $795
63 3 0 0 $0 $0 0.0% 3 0 $0
64 5 4 2 $303 $151 50.0% 1 0 $0
65 13 12 5 $3,062 $612 41.6% 1 0 $0
66 11 9 1 $225 $225 11.1% 2 0 $0
67 18 14 3 $537 $179 21.4% 4 0 $0
68 16 11 2 $823 $411 18.1% 5 0 $0
69 28 20 5 $2,189 $437 25.0% 8 2 $874
70 13 9 2 $753 $376 22.2% 4 0 $0
71 42 29 9 $5,798 $644 31.0% 13 4 $2,576
72 31 24 7 $2,275 $325 29.1% 7 2 $650
73 66 51 17 $13,316 $783 33.3% 15 4 $3,132
74 66 55 13 $3,960 $304 23.6% 11 2 $608
75 76 67 23 $14,346 $623 34.3% 9 3 $1,869
76 51 42 16 $9,607 $600 38.0% 9 3 $1,800
77 11,373 1,106 405 $262,426 $647 36.6% 267 97 $62,759
78 12,170 1,719 513 $397,365 $774 29.8% 451 134 $103,716
79 |2,964 2,331 795 $624,984 $786 34.1% 633 215 $168,990
80 | 3,295 2,542 847 $810,185 $956 33.3% 753 250 $239,000
81 | 2,442 1,917 679 $834,463 $1,228 35.4% 525 185 $227,180
82 | 2,066 1,574 550 $605,632 $1,101 34.9% 492 171 $188,271
83 | 1,646 1,241 404 $548,450 $1,357 32.5% 405 131 $177,767
84 | 1,414 1,070 340 $477,323 $1,403 31.7% 344 109 $152,927
85 | 1,222 900 301 $409,058 $1,358 33.4% 322 107 $145,306
86 ]1,012 754 216 $324,118 $1,500 28.6% 258 73 $109,500
87 910 663 204 $317,145 $1,554 30.7% 247 75 $116,550
88 821 601 172 $378,161 $2,198 28.6% 220 62 $136,276
89 765 557 164 $329,244 $2,007 29.4% 208 61 $122,427
90 662 494 120 $222,038 $1,850 24.2% 168 40 $74,000
91 671 459 117 $164,876 $1,409 25.4% 212 53 $74,677
92 598 420 94 $179,150 $1,905 22.3% 178 39 $74,295
93 590 420 100 $176,956 $1,769 23.8% 170 40 $70,760
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Claims Claims with |Dollar Value of| Average Percentage Claims Potential Estimated

Fraudx| Total with Overpayment |Overpayments | Overpay of Claims with No [Claims with Value of
Score |Claims |Responses | Established | Established |Established] Overpayment]Responses | Overpay | Non-responses

9