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- FOREWORD

The OfflCe of Fiscal Affalrs was established by Chapter 211
of the Laws of 1971 which requires the Executive Director of the:
Agency to "ascertain compliance with leglslatlve intent by the
conduct of performance audlts and eff1c1ency studles‘..,*-

Accordlngly, a D1v151on of Program Analys1s was actlvated

w1th1n the Office of Fiscal Affairs to provide a program evaluatlonf}_f

organization for the Leglslature.: The Division is staffed by a .
group of professional analysts, each a551gned to perform compre- .
hensive evaluations of specific State programs. The Division re--
ports to the Legislature through the Law Revision and Leglslatlve
Services Commission, chalred by Senator John J. Horn° )

This rev1ew of unemployment ‘insurance fraud detectlon act1v1t[
was initiated under Commission direction in response to an inquiry
by Senator John F. Russo and addresses the spec1f1c questlon of
whether fraud has been a major factor in undermlnlng the stablllty
of the Unemployment Compensation Fund. The analysis was limited o
to this general question because of the extreme condition of unem- -
ployment in the State during the research period; the interim
nature of existing computerized controls- the imposition of severalr
new Federal unemployment insurance programs; and recognition of :
the efforts of the Department of Labor and Industry to comprehenf
sively evaluate the unemp loyment insurance system through the
Task Force on Unemployment  Insurance., A larger effort may be
warranted after the conversion to new computer programs is com—
plete and the Department has successfully utlllzed the new system
for a full year. : '

' The unemployment 1nsurance program is a complex one. Its
operations involve a unique association of the Federal. government
the State of New Jersey, and the employers and employees of indus-
try in the State. The structure of the system had been revised
by Chapter 83, Laws of 1974 specifically because the fund reserves
had consistently been depleted to provide benefits claimed since
1968. The condition resulted from factors other than fraud as
addressed in the review,

- - The response to this review from Commissioner Joseph A.
Hoffman, a copy of Whlch is appended, raises some questions re- _
garding recommendations made in this review. While the scope of
the review was limited, the appraisal was thorough and the -



differences in opinion'raised by the Commissioner's letter are
-referred to the Legislature for determlnatlon. 'There.are-two
such areas'r : o : '

"; 1) The Department appears ‘hesitant to explore al-
o ternatives to the present system of fraud pros-
" ecution, possibly in recognition of organlzatlonal
problems which might result from the recommendation
- for an administrative court. The rev1ew 1nd1cates:
that the present prosecutlon system is both slow
’ and llmlted in correcting detected abuses- of
benefit payments and that a method of abbrev1at1ng
- present procedures, excludlng the use of municipal
. “courts, and reducing the demands on prosecutlon :
V-for abuses merits serious attentlon.

Lf2)jThe Department is opposed to a "permanent d1s-pf']f>
" qualification" for persons defrauding the
-unemployment insurance system and states that
o severe penaltles are available currently.”
. The review indicates that the "severe penaltles
' are limited to a fine and temporary (17 week) -
’;_dlsquallflcatlon from benefits and- reductlon
“in benefit amounts possible. These penaltles
'are almed at persons continuing to receive
‘”beneflts, 1nd1cat1ng early detection and ad--
,-judlcatlon of individual cases. This has not
' been the experience of the system, and this
. ‘_rev1ew reveals that these penaltles are
e:,*lnoperatlve and 1neffect1ve. ’

' The analytlcal work and report wrltlng on thlS study were"
- performed- by Deborah E. Savar. and Wesley R. Westmeyer of the
‘ D1v1s1on of Program Analy51s. »- : .

, Further contact between the Offlce of Flscal Affalrs and the
Department of ‘Labor and Industry will be maintained through the

~ program ana1y51s compllance act1v1ty establlshed within this agency

- -and intended to assist both the Legislature and the State Depart—
‘ments’ under rev1ew w1th the lmplementatlon of program ana1y51s‘
;recommendatlons. : :
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SUILIARY OF -FIHDII‘-IGS AND RECOMUWIDATIONS =

The Law Rev131on and- Leglslatlve Serv1ces Comm1551on of the’ o
‘Legislature directed a study be made to determine if fraud- in the
llew Jersey Unemployment Compensation Program was a factor: undermining. -
the stability of the Unemployment Insurance Trust Fund. This report
centers on five questions in this area and the responses thereto
developed during the study, and is not an evaluatlon of the entlre:t:~.
Unemployment Compensatlon Program N e

Question 1: Is therFraud'DetectiongUnittActiVityrAdequate? o

Response: The organization and prccedures followed are .
adequate. A U.S. Department of Labor, Manpower Administration Rev1ew”‘
of the New Jersey Benefit Payment Control Program completed on- o
January 16, 1975 found the fraud unit activity to be "an eff1c1ent
and effectlve operatlon w1th several aspects worthy of commendatlon

, The huge volume of clalms experlenced in the last 15 months e
has doubled the case backlog between 1973 (400 cases) and 1974 (800
cases). While an additional 1nvest1gator has been requested, the
sustained high level of claims (882 000 in- 1974) suggests that the _
backlog w1ll contlnue to mount

It is recommended that the Department of Labor and Industry
consider raising the number of investigators assigned to fraud docu-

mentation from seven to ten to eliminate present case backlogs and ,f' h

speed overpayments recovery and fzne and interest coZZeetzons."5

Question 2: 1Is Fraud Prosecutlon Adequate'>

Response- Currentlyﬁonly cases where a clalmant has 1mproperly
accepted six weeks of compensation (about $500) are prosecuted.
Additional prosecutions may result because of perceived intent to
defraud the State. These standards are based on the capacity of the
Attorney General's Office to assign staff to prosecution and an agree-
ment between the Department of Law and Public Safety and the Depart-.
‘ment of Labor and Industry. The agreement to use these guidelines

reduced the flow of cases for prosecution from about 80/month to aboutr;:_”

-30/month, but increasing workloads have prompted a suggestion that »
the line be redrawn so that cases. of 10 weeks of improper compensation -
acceptance be prosecuted. Additional problems result from reliance on.
mun1c1pal courts to serve warrants on claimants who 1n many cases work
1n seasonal 1ndustry and have great moblllty.

The deflclen01es suggest another procedure is- more approprlate.

_ It is reeommended that an administrative court, with appeaZ
procedures to the Judicial system, be established to make findings
in cases of unemployment compensation fraud, that penalty consist of
fine and permanent disqualification from. benefets, and that cases of
conspiracy to defraud be subgeet to both admznmstratzve and crmmtnal
prosecutzon. ’ . . :

, f""S,—f_1~’"r-



Question 3: Are’ThereﬂUndetectable Fraud Activities°

Response- There are types of fraudulent clalms which are
" almost undetectable by the standard detection - technlques used by = .
- Labor and Industry. !lisrepresentation of work status is detected

by a check against Social Security records, but- this detection

v.'dev1ce falls if a claimant uses multlple Social Security numbers
.or if .a hlgh—wage employee completes his Social Security contribu-

~ tion by the second or third ‘quarter. - Several types of" claims, the

temporary Federal programs and interstate claims, are not computer-

processed and- ‘thus have not had computer records to use in the -

» "cross-match" system.' Steps are- belng taken to correct th1s w1th1n =
~the department - . r : - - S :

. Employer collus1on w1th a. fraudulent clalm renders 1ts de—,
tection nearly impossible.. Non-recorded wages (cash labor) is hard
.. to identify and prosecute. Some check 1s prov1ded by "cross-match".f

~ and ‘some.. employers have been detected ' B R

o N Detected fraud amounts to 1ess than one- percent of all
1n1t1al claims. Possible fraud was screened in about 49,000 cases

- in 1974, resulting in overpayments identified to 5,000 clalmantse,
In that same year, 342 cases were dlsposed of 1n court w1th a back-f
log in: January, 1975 of 988 cases. - . T . o

E Question‘4:’ Are There Operatlonal Problems That May H1nder Fraud ”
' Detect10n° N : : ‘ :

SR Response°' The very heavy load of unemployment clalmants in
December, 1974~ February, 1975 has affected all parts of claims: oper—“
“ations. Fraud detection has suffered in terms of slower processing
- of unmatched claims to employers and slower reporting of charges to.
~employers (for employer review). This heavy load is accentuated by
~the addition of two new Federal unemployment programs established on
a temporary basis and the Department of Labor and Industry S conver51on
‘_'to a_new computer system.ﬁ’_ - : ,

- The unemployment insurance system has a central evaluatlon
jprogram, ‘supplemented by annual Federal government reviews and bi-
annual self-evaluations in local claims offlces.j A problem that
escaped detection for a three—year period was a build-up in pald
benefits that were not incorporated into a specific employer S record
of charges. This problem received con31derable attention in the .
Department and a consultant evaluated system-wide controls and recom-
mended 1mprovements (vhich have been 1mplemented) " The spec1flc
issue of: capturlng higher contributions from employers who may have
benefited from a lower experience rating than deserved has been -
. referred to the Attorney General's Offlce., No reply had. been re- -
: celved by June 30, 1975 ' o ' .

: There is.no conv1nc1ng ev1dence that the unmatched charge
problem has been corrected. 1Its role in fraud. detectlon is uncertain
‘but of minor impact. Planners for computer conversion have 1ndlcated
. that procedures to be 1nstalled by June, 1976 will ellmlnate the
y,problem entlrely. 5 I o . LA




The amount of backlog in fraud investigations indicates
perhaps a greater need for investigatory personnel than the section
head acknowledges. The time lag between 1mproper receipt of a
check and documentation of charges can be a year or more. Greater ,
productivity of investigatory work would speed up the process. Each -
investigator is expected to document two cases per day or approxi-
mately 500 cases per yvear. The volume of potential fraud indicates
a l0-person unit would be more appropriate than the present seven
man force (an additional investigator has been requested).

Qﬁestion 5: 1Is Fraud Payout Seriously Affecting Unemployment Trust
Fund Stability?

Response: Detected fraud amounts to a little less than one
percent of new claims. There is no evidence to indicate large .
amounts of undetected fraud. With all overpayments estimated at
less than one percent of benefit payouts per year, there is no
evidence to indicate it 1s a problem affecting fund stability.

Unemployment Insurance Fund stability relates to broader
issues of the type of industrial mix in New Jersey, the length and
volume of claims, the structure of the employer and employee contri--
bution schedules, and the special programs of extended benefits
imposed on the system that have not been related to additional
income. Benefit payment maximums are annually readjusted to corres-
pond to wages while the tax structure had remained basically stable.
These issues relate more directly to fund stability than fraud.






CHAPTER ONE: PURPOSE AND SCOPE OF STUDY

Objectives and'Scope>

Unemployment 1nsurance fraud has been deflned by the Depart-
ment of Labor and Industry as deliberate mlsrepresentatlon in order
to collect benefits.l In its most common form, fraud is. commltted
by a person who is working and collecting benefits 31multaneously. ,
There have been instances of collusion between employers and employees"
to defraud the system. Talse or multiple Social Security numbers and
work records are generally needed to successfully initiate a fraudulent
claim. Some claimants have continued to receive checks despite re- -
turning to employment - another instance of misrepresenting their
employment status. Misrepresentation of claimant identity has also
occurred. o o S ' . I .

Such activities are violations of the legislative intent of

the unemployment insurance program and the laws governing it.2 There-

fore, the primary purpose of this study is to describe and evaluate
the adequacy of the fraud detection efforts of the Department's fraud
detection section by the Benefit Overpayment Bureau,. the referral and
prosecution of cases, operational problems hindering fraud detectlon,
and the 1mpact of fraud payout on fund stability. ' '

In llmltlng the scope of the ana1y51s, Offlce of Flscal Affalrﬁ
(OFA) staff attempted to determine if present fraud detection proce-
dures are appropriate, functional, and adequate. No ~express attempt
was made to measure the extent of undetected fraud.

Methodology

The,methodology for'the,analysis was as follows:.'

- The Unemployment'Insurance'Law, N.J- Administrative
Code, relevant llterature, and background documen+Sm
awere rev1ewed , ;

.- Discussions were held w1th off1c1als of the Depart-
, - ment of Labor and Industry, the Attorney General's
~ 7 Office, and the Federal Manpower Admlnlstratlon, on -
the follow1ng 1ssues- ' :

‘a) fraud unit. act1v1t1es, ' :
"b) evaluation procedures for local clalms:
offices;
c) conversion from the apectra 7045 to-
IBM 370- 158-

1. .Memo from Chlef of Benefit Overpayments, N.J. Department of Labor
and Industry, February, 1975 : ) .

R

2. N J S.A. 43:21,



d) the $100 million chargeback omission;

- the lack of runs for cross-match tapes
for two quarters of 1973; and the loss .
of computer "flags" on people bllled for
overpayments;

e) the collections and dep051t process of

. employer taxes, experience rating of em-
-ployers, the handling of delingquent
: accounts, and adjustments to accounts;
~.f). utilization of EDP staff and resources,

- training programs, development of stan-
dards of documentation, and employer
‘chargebacks;

g) Federal-State relatlonshlp centerlng on
New Jersey s Plan of Service-and Cost

. " Model implementation; ,

’h) prosecutlon of fraud cases. .

- Flve meetlngs of the Unemployment Insurance. Task
Force, appointed by the Comm1s51oner, were observed.
Subjects dealt with were-.n

a) Employment Service - Unemployment Insurance
- . relationship; . - :
- ..b) Disqualifications;-
c) New Federal unemployment legislation; -
~d) Testing labor- marPet attachments,
~e) Financing;.. N : :
£) Fund solvency;
g) Benefit amount;
'h) Duration of benefits;
1)'Extension-of coverage;

- Slte visits~ were made to three local claims' offices -
Toms River, Passaic, Perth Amboy - in order to observe
local office conditions and operations and to hold

discussions with office managers. Time constraints
~precluded visits to all 40 local claims® offices and =
numerous other itinerant offices; however, the offices
that were selected are representative of conditions
found in every local claims' office in the State.



CHAPTER TWO: OVERVIEW OF UNEMPLOY!MENT INSURANCE
IN NEW JERSEY .

The Unemployment Compensation Law of 1936 (N.J.S.A. 43:21,
et seq.) established a State program for the disbursal of cash
payments to covered workers who have lost their jobs through cir-
cumstances beyond their control, or are working less than full-
time because of the lack of full-time work. The law allows the-
State to take advantage of Federal government loans and programs
for the unemployed while establishing its own rules, contribution
system, and benefit structure. The purposes of the law are:

"...to prevent its (involuntary unemployment) .
spread and to lighten its burden which now so
often falls with crushing force upon the unem-
ployed worker and his family...encouraging
employers to provide more stable employment

and by the systematic accumulation of funds
during periods of employment and to provide
benefits for periods of unemployment..."$

As of January 1, 1975, a person qualifies for unemployment compen-
sation (of up to $90 per week for a period of up to 26 weeks),. if em-
ployed in a covered industry and if earnings in the previous 52 weeks
totalled $2,200 or more (or were at least $30 in each of 20 weeks).
Claimants must file a claim in an Unemployment Insurance Claims . .
Office, report as directed, be available and able for work ~and make
an active search for work.

In 1975, the system receives contributions from 140,000
employers and 2.6 million employees. Unemployment tax revenues
will provide an income of $440 million in fiscal year 1976 but loans
from the Federal government of about $197 million have been received
to match the estimated benefit payout of $626 million. Some 400,000
claims will receive payments from the Unemployment Compensation Trust
Fund during the year at the 39 local claims offices.? There are some
1,765 employees administrating Unemployment Insurance and Disability
Insurance, with 1,463 positions paid for by the Federal government
out of the Federal unemployment insurance taxes (about- $18 million).

Contributions to the fund are fixed by State and Federal law.?®

3., N.J.R.S. 43:21-2, "Declaration of State Public Policy."

4. Plans have been announced for the number of local offices to
grow to 59.

5. Employers see a gross rate reflecting unemployment and disability
insurance rates combined as well as the detail of each rate in
their quarterly bills.



. Employees in lew Jersey (only three states require employee con—
tributions) contribute %% of taxable vages (up to a maximum of -
$4,800). Each employee will pay a total of $24 each year into the.
fund. - meloyer contributions relate to a number of rate schedules
“depending on the status of the trust fund and an experience rating
- of the number of their employees involuntarily separated and filing
for benefits. In 1975, the employers will be paying at rates be-
tween 1.2 percent and 6.2 percent. Employers pay quarterly, within
30 days of the end of a calendar quarter by applying the tax rate
supplied by the Division of Unemoloyment and Dlsablllty Insurance
agalnst their quarterly taxable wagc

Sone 31gn1flcant changes were made in ellglblllty requlre—
~ments and tax schedules by Chapter 83, Laws of 1974. The maximum
amount of taxable wages increased to $4,800jfrom $4,200 for calendar
1975, and in 1976 and thereafter would be adjusted annually in: re-
lation to the statewide-average-weekly-wage paid to covered employees.
The rates increased from a range from 0.9 percent to 5.5 percent to
a range 1.2 percent to 6.2 percent (when trust fund reserve ratios
are under 2.5 percent) The legislation stiffened ellglblllty by -
raising the minimum income ellglblllty requirement from $15 in each
of 17 weeks or $1,350 in the previous 52 weeks to $30 in each of 20
weePs or $2,200 in the previous 52 weeks. Benefit amount'max1mums
were restrlcted by ellmlnatlng one option in effect in 1974.

‘Descrlptlon of Programs

Unemployment insurance claims offlces process claims and
“handle payments for five types of programs plus an extended bene-

fits program and two temporary Eederal unemployment programs. The
programs are: : ,

State Unemployment Insurance - As descrlbed prev1ously,,
. presently excluded from coverage are public and non-
profit employees, domestic and farm worPers, and
self—employed '

Interstate Clalms Program - If wage credits are earned
e in another state but the claimant now resides in Hew
Jersey and is unemployed llew Jersey- cooperatea by
transmitting claim information to the state which
“will pay benefits. The arrangement is reciprocal
- for people who earned wage credits in llew Jersey but
are now res1d1ng out of state and are clalmlng benefltsr

Comhlned Wage Clalms Programv- If wage credlts are earned
. in llew Jersey and any other state, the wage credits .
~are comblned and beneflt ellglbllltv requlrements are- -

6._ N further revieuy of the Unemployment Insurance Law was asslgned
' to a Task Force appointed by Commissioner Iloffman. A report
from the Task Torce was expected to be forwarded to the Commis-
sioner on BApril 30,:197$;J'Divisi0n'ofrProgramfAnalysis.staff
were invited to sit in on Task Torce meetings and benefited

.greatlj from the exchango of 1nformatlon and analy51s generated

‘at these sesslons.

-4



governed by the law of the state in whlch the,.;aﬂ:a7
claim is flled : ‘ e ,"

Unemployment Compensatlon for Federal Emoloyees (UCFE)

A Federal government program to compensate 1nvoluntarllyf

unemployed persons whose wage credits are in civilian-

Federal- government employment. " llew Jersey is. relmbursedu,_"

.. for benefits paid under this program._ The State law:

governs. ellglblllty, beneflt amounts, duratlon, and dls;Qf_

—,:quallflcatlons.

Unemployment Compensatlon for Ex— ervicemen anafEx+Servicéé5j}.”

- women . (UCX) =-.A Federal program to compensate members

of the armed forces who make the transition into civilian -
employment. Special benefit structures are in effect and,

like UCFE, the State handles the transactlon and 1s
relmbursed -

Extended Beneflts Program - New Jersey enacted a permanent
program to pay benefits for an extended period of time
when unemployment is high for sustained perlods. The

program, effective as of January 1, 1971, covers unem-

ployment insurance, UCFE and UCX, -and will prov1de;,
benefits when a clalmant has exhausted his/her rights -

to regular compensation by reaching his/her total bene- f;

fit amount or when his/her benefit year expires: ‘before

he/she has drawn all hls/her benefits and a new benefit o

year cannot be established.  Amounts are limited to- one-'

half of the total benefit: amount payable on hlS regular jwj.

claim.

Spe01al Unemployment As51stance Program (SUA) - A temporary
Federal program of special unemployment assistance to

workers who are unemployed during a period when unemploy_ﬂ“sm

- ment in the state exceeds 6 percent for three months who °
are otherwise 1ne11g1ble for unemployment allowances - -

~under any other law, Claimants are ellglble for up to
13 weeks of beneflts under this program as determined

- by the State UE 1nsurance law. The Federal government
reimburses the State for beneflts pald The program
explres on March 31 1976 , : I

Extended Coverage_- Workers in non—covered areas of emploer
ment are provided coverage by Federal legislation.

State -and local government employees, farm workers, and f‘n

domestic workers may claim unemployment beneflts, as
~determined by the regular State law provisions, but-
benefits paid are 100 percent reimbursed by the Federal
- government. The program is temporary and is’ part ofv
the leglslatlon creatlng SUA ' :



.rfTOrganlzatlon of the D1v1s10n e Ll
7:‘,°f Unemployment and Dlsablllty Insurance ETans

o ) The D1v151on has four d1st1nct operatlons as descrlbed on
“the organization chart (Exhibit A).- The Director has a number of
~internal organlzatlonal functions: reportlng dlrectly to- him, in-- .
cluding Personnel and Training, Budget and’ Accounting, Admlnlstratlve
Appeals, - the Appeal Tribunal, ‘and an internal ‘management unit, The
"Assistant Director for Beneflts manages all the claims offices. as
_separated into four districts and a section. containing the benefit
- payments control unit (fraud and overpayment discovery -and: documenta-
- tion). The Dlsablllty Insurance program is organizationally distinct.
_Another Assistant Director deals with revenue functions: auditing - -
“employer payroll records.and maintaining a comprehensive list of
‘covered employers and the- bllllng and collectlng functlon.

" The majorlty of the- D1v1s1on 's 1, 765 employees are 1nvolved
/w1th benefit payments in local offices. . 'The functions of the entire

‘ .d1v151on, ‘however, went through an: 1nten51ve cost-analysis in the -

- period July—December, 1972, in the project initiated by the Federal
- government to ‘establish a cost ‘model for all state unemployment in-
‘surance functions. The" prOJect (in whlch the State Division, the
,Unemployment Insurance Service of the U.S. Department of Labor. and
the. Management Serv1ces Company cooperated) documented costs ‘and

ril‘procedures used at every point of operation. - The cost model estab—

lished admlnlstratlve costs based on operations performed and the =

flrst year of operatlons under the cost model began on. January l 1975,"b

'ijundlng of Admlnstratlve Costs

The Federal Unemployment Tax Act (FUTA) 1s a- part of the

"vInternal Revenue Code (Sections . 3301-3311) which ‘taxes employers in . -

New. Jersey .5: percent of the first $4,200 of the individual -annual

- wages of employees. Nine-tenths of this tax is earmarked to cover .

-+ the. costs: of- employment security administration. -This segment of
- the total unemployment tax goes to paying the cost of. the " adm1n1s—
- tration of the State unemployment insurance law.. The salarles,

1*l&fac111t1es, and supplles thus come entlrely from non-state funds.,.ii

The flrst appllcatlons of the cost model to actual workload

riflnladmlnlsterlng unemployment claims for 1974 indicate that present

- unemployment insurance workload ‘allows the expansion of permanent ,
“‘'staff by some 60 p051tlons.r ‘Additional p051t10ns will be created- by_
the addltlons of the temporary Federal programs, SUA and EC.,j

The purpose of the Federal funding of State unemployment
insurance administration was to ensure "proper and efficient admin- -
-1strat10n."7. The Federal government .can set and enforce ‘standards
. of operatlon and stafflng of unemployment insurance offices: would
"not be subject to 1nd1v1dua1 states budget prlorltles.,w_'

".v7;7;Tit1efillfofrthersocial SeCurlty-Act;:_;;_pi‘ .



Exhibit A

ORGANIZATION CHART:

DIVISION OF UNEMPLOYMENT AND DISABILITY INSURANCE

i DIRECTOR I
Personnel Budget (Title Administrative Appeal UI DI
& & Under Appeals Tribunal = = Proctrams
T .

Trainin | Accountirg Study) : —

T I T 1 L 1 H
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' Evaluatlon Systems' o

The New Jersey DlVlSlon of Unemployment and Dlsablllty i
vInsurance has a: three—tler evaluation system to contlnually monltor
”operatlons of the local claims offices. A year—round appraisal is -

monitored by a central- evaluation staff to assess the adequacy of -
- fact-finding, rullngs on non-monetary issues. (ellglblllty, dis=-

- 'qualification, etc.), and documentatlon of’ actlons on individual

- claims. The goal is for each local office manager- to sample and

- _evaluate 5 percent of the non-monetary determinations. quarterly.
Each local office is required to do a semi-annual self-appraisal
on all operations and a central staff evaluates 10 local offices
a year on all operations.” A special set of instructions has been
established for a Federal local office evaluation which must be
.completed in three local offices each year as a ba51s for the
"generatlon of thef"Plan of Serv1ce." :

';Features of the Current Unemployment CrlSlS

. The local clalms offlces in New Jersey are handllng an un- -
precedented volume of clalms, compounded by rapid implementation of :
_ temporary Federal programs and the conversion within the Department-

- of Labor and ‘Industry from a Spectra 7045 computer to an IBM 370- 158.
In three local offices visited in February, 1975, severe crowdlngp'
conditions were noted, with office managers 01t1ng a volume of

1500 2000 people belng serv1ced per day in each offlce.

" The problem of. overcrowdlng is belng handled w1th two methods'
-one, some 20 new temporary locations are being sought; on April 7, '
claimants will be required to report in person only once in every
four weeks instead of once in every two weeks. The space problem

in offices was the major problem cited in processing claims with
every office extending work hours to accommodate claimants and
process paper work. Leasing new locations has proven a difficult .

- process because of the difficulty of locating suitable space and
obtalnlng both Federal and State government approval for the: lease.



MONTHLY VOLUME OF NEW CIAIMS FOR UNEMPLOYMENT =
- BENEFITS JANUARY, 1974—FEBRUARY, 1975 =

" Month

1/74
274
.3/74
4/74
5/74
6/74
/74
8/74
9/74
10/74
11/74'
12/74
1/75

2/75

11972 Total

" New Claims‘. "

95,355

69,047

55,738

~ UI, UCFE, UCX, IS =

57,715

55,651

159,061

78,209

62,611

56,139

71,226

84,144

137,320
122,679

89,107

Source: N.J. Departmént of‘Labdr'and,Industry,fDivision
~of Unemployment and Disability Insurance.







CHAPTER THREE: BENEFIT OVERPAYMENT RECOVERY
ACTIVITIES IN LABOR AND INDUSTRY

The Benefits Control Bureau of the Division of Unemployment
and Disability Insurance handles three categories of benefit over-
payment:

a) non-fraud - accidental benefit overpaYments by the
Department;

b) fraud - wage-benefit conflict cases (collecting
Unemployment Insurance benefits while
employed). There are approximately
5,000 of these cases annually, amounting
to about $2 million in a system that paid
over $400 million in benefits in 1974.

c) criminal - cases of deliberate misrepresentation
in order to collect benefits. These
cases frequently involve an attempt
to collect a relative or friend's check
by forging a signature, or to collect
the check of a deceased claimant. '

Presently there exists a $10 million outstanding debt balance

for all categories of overpayments, dating since benefits began in
1939.

Fraud Detection

According to Department officials, the most effective method
of fraud detection is a 1l3-state "cross-matching" system of coopera-
tion with the Social Security Administration, which New Jersey joined
in 1971. A computer-generated tape containing information on all
people filing Unemployment Insurance claims in New Jersey is sent
quarterly to the system's headquarters in Wisconsin, where it is
merged with those of other participating states. From Wisconsin,
the tape is sent to the Social Security Administration in Baltimore,
which runs a check with the participating states' wage reports.

This information is sent back to Wisconsin where it is refined by
state and returned to the individual states. The final information
yields potential wage-benefit conflict cases for field investigation
by the Department. An exception listing resulting from the cross-
match system generates a mail form directed to a claimant's last
employer of record requesting clarification.

It should be noted that to be included in the cross-match
system, the state's tape must be received in Wisconsin on the date
it is due. Department officials told OFA staff that lew Jersey
missed cross-match participation in the last two quarters of 1973
because of the failure of the computer section to compile the tape

-11-



“on time.8 Thls fallure was an 1solated communlcatlon breakdown
~which should: not reoccur. :

: The cross—match system is ineffective in detectlng fraud 1n ,
those cases of a claimant using multiple Social Security numbers and
aliases, which would enable him to collect unemployment benefits

- under his real name while working under another. It is 1mpos51ble

‘to determine the extent of this activity, but it has been detected.
most frequently in claims from seasonal 1ndustry employees. ‘Another
shortcoming of the "cross-match" system as a fraud detection tool is
that the "cross-match" operates most effectively for the first

'~ quarters of the year. If an individual's payments to Social Security

cease because the annual llmlt on contributions has been reached,

the gquarterly tape: will not be able to identify an exception. Por
‘example, a worker who earns $600 per week will pay required social

security contributions on 1975 standards in 21 weeks, or less than

‘half of the year. If he works and fraudulently collects unemployment
insurance benefits in the third or fourth quarters of the year, -’%ﬁ
"cross-match" will not identify him as an exception because no. wage

‘ reports are recelved on this individual. ‘ :

) The new: Federal beneflts programs = EB, EC, and SUA - w1ll

be manually processed at the local claims' offlces and will by-pass
the newly created Administrative Control Unit. Due to the extensive
programming requlred in the 1mp1ementatlon of the new computer
‘system, the Federal programs have not yet been able to be included
in the"cross-match," further hampering the fraud detection effort.
Department off1c1als are planning the inclusion of the Federal bene- -
fit programs in the. "cross—match"'system as soon.as - these clalms
are included in- computer process1ng of . clalms.j ‘

"In addltlon to the "cross-match" system, the Department relles
on tlp-off letters from neighbors, relatives, or. ‘other claimants and.
employer notices to discover fraud. Approximately 200 letters are-
received each year with suff1c1ent information (a tip must include
the claimant's Social Security number or present employer) to enable
the Fraud 'Unit to pursue an investigation.  MNo estimate of the number
of "crank" letters is available. Employer protests after receiving

. chargeback notices which they" feel are unwarranted are another clue

" to potential fraud and average. 900 such notices per year. Approxlo’:
~mately 30,000 employers receive chargeback notices each. month j(See

.~ Exhibit C for a chart of the entlre fraud detectlon flow)

After p0551b1e fraud cases have been ldentlfled by the prev1ous
methods, they are assigned to seven field 1nvest1gators who comprise
two. teams, one in Northern New Jersey and one in Southern and Central
New Jersey. The investigators examine employer payroll records,vcan-:
celled checks, and other evidentiary material in order to develop a-
case that the individual was employed . whlle_collectlng UI benefits.

If warrahted; the claimant is then summoned for  a pre-determination.

8. Interv1ew w1th Superv1sor of Fraud Inspectlon Sectlon, January 17,
1975. : : v
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Exhibit C
UNEMPLOYMENT COMPENSATION FRAUD IDENTIFICATION AND FOLLOW THROUGH
Tips, letters with

SS# or Employer
(200 Annually)

Cross-match (40—48,000/yr)a>"dvérp;§méhfé

Employer notice (from ‘ ' Secﬁlon.f
- 'charge-back analysis)™ > j Screening for

(900 Annually)

Claimant
} Preliminary
fDetermination
Hearing

EmployefTv
Check» B

EEviaentiali
] Material g
BDocumented

I3@No action
. arranted _ _ .

(5,000 Annually)

’;(Approx;
1,000/yr.).

_ Bill Paid
enalty to Aux Fund

fl Claimant signs)
gstatement agreej
| or is aware
. of rights |

Bill for Paymentf
Plus Penalty |}
Issued

g ase sent tof
DAG for '
rosecution §

on Claimant [=
j Established

=3

 13:Cé Eiflcaté"_»
‘i ijDebt ,f i 5
| Obtained %

[Not Guilty g

Source: OFA Interview with Bureau of Benefits, Division of UI,
N.J. Department of Labor and,Indgstry;;l/l4[75;ﬂ ol
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drfhearlng, where he is 1nformed of hlS rlghts, and confronted Wlth
- the ev1dence obtained ‘through the field investigation and asked-

to return the money. Accordlng to Department off1c1als, most;
_1nd1v1duals admlt thelr gullt

p Crlmlnal Prosecutlon

, A standard ‘has been establlshed by agreement between the N
Department and the Attorney General's Office, which calls for the ‘
- criminal prosecution of claimants who fraudulently collected six - Pk SN
-or more weeks of benefits. This standard limits the number of: prose—-”~(
“cutions to a level manageable for the Department of Law- ‘and Public
Safety.' Three DAG's handle the prosecution of these cases for the - -
- Department in the mun1c1pal courts where ‘the UI offlce 1s 1ocated ‘,,
~and offense commltted ' , e

) Some of these cases have ‘been cla551f1ed as-"walvable m1s—,'
demeanors," Wthh means the defendant can -waive the right to a .

,”grand jury indictment process.v Most defendants admit their quilt,"

" waive the grand jury, and receive trial and" sentenc1ng in munlclpal
'courts, where penalties are llghter. HMunicipal courts are favored
by the State because they dlspose of ‘the cases faster than would be
possible for the process requlrlng ‘a grand jury 1ndlctment,,and the -
‘procedure is also less. expens1ve for the State. . :

Accordlng to off1c1als in the Department of Law and Publlc

”.j’Safety, most claimants involved in fraud cases are itinerants in

laboring- positions. - This condition increases the. d1ff1cu1ty in o
_flndlng the defendants in order to serve warrants and bring them
to- trlal .Currently there are 316 complalnts set.. and awaiting -

" ‘the service of warrants by municipal authorities. ~For 1974, 322

. claimant cases and 20 employer cases were dlsposed of by trlal,
'”most resultlng in a flne and/or restltutlon.,'

. The follow1ng statlstlcs are from the January, 1975 DlVlSlon
._fof Crlmlnal Justice Report- ' s

—E;&iibit D :

' STATUS OF FRAUD PROSECUTIONS

Clalmant Cases G e e if,, Employer Cases (collus1on a
' TN B “for fraud) *
832 cases on hand B e 124 new cases
180 new cases processed and pendlng 7 processed and pendlng
l 012, - ‘ ‘,'131 | B
24 dlsposed of by tr1al B T 6. dlsposed of by trlal E

988 total cases on hand R S fg125 total cases on hand o

5Employer cases are more dlfflcult to document because of a lack of
“cooperatlon from ‘the employer and employee. (Employers usually - = -
~ cooperate in the documentation of a claimant fraud case.) There 1sﬁ
',no legal penalty for fallure to cooperate by an employer.,: O

A.+l4;,




Repayment Procedure

In those cases of less than six weeks of fraudulent collectlon
of beneflts; the Department attempts to recover its ‘money by. sending
up to three "Demand for Refund" notices. If the claimant. responds by
mallng restltutlon, "the process is completed and the administrative
fine is deposited in the UI Auxiliary [und; however, should the
claimant fail to repay the money, -a- computer "flag" is establlshed
on his name in the master file.- On larger overpayments, the agency
also files a certificate of debt whlch has been- found to be an
effective recovery method i

The "flag" is an essential component of:the Offset.prOgram of
recovering money owed tc the State. If the individual who owes money.
on a previous fraudulent claim attempts to collect benefits, at any

future date, his benefits are reduced by the amount he owes.- However}:ffvn

in no case has the Department initiated a civil action against a

claimant. Department officials feel that, although the offset prOgram’g"

is a good means for recovering money, in some cases a court action is’
justified and desirable.ll The flagging procedure followed thus. far .
incorporates all overpayments on record :since 1936, a system which
includes overpayments which are not- collectable, and 1nflates ther _'-7
figure of total overpayments outstandlng. : I

The Manpower Admlnlstratlon Rev1ew

The Manpower Admlnlstratlon Rev1ew team of the U S Department
of Labor conducted its analysis of New Jersey's UI Beneflt,Payment N
Control Program during the week of December 9, 1974. The conclusion
of the report was that New Jersey's benefit payment control program
is "an efficient and effective operation with several aspects worthy

of commendatlon," specifically the centralized. organlzatlonal structure . -

which "enhances operating control, encourages functional 1ntegrat10n,:‘
and reduces duplication of effort.™ In addition, the report praised -
the ‘agency for its well- organlzed and efficient system for effectlng .
recovery of overpayments. : E

The report dlsclosed problem areas ‘and made recommendatlons
for changes in operatlng procedures to correct them lncludlng.,

A. Interstate Claims

No comprehensive procedure exists for detecting improper
interstate claims where a claim is filed against Wew Jersey . =~
by an individual who is working and claiming benefits while .-
‘residing in another state. The U.S. Department of Labor
recommended extending the Social Securlty cross—match to iy
include 1nterstate liable claims. :

Department off1c1als indicated that plans are- presently
belng formulated to 1mplement the recommendatlon. ,

9. 'U.S. Department of Labor; “anPOWéf?Administration,,“Néw
Jersey: Review of Benefit Payment Control Program,"
December 9 -13, 1974. , ST RGN

10. Interview with Superv1sor ofrﬁraudxlnspectiOn Section,
January 17, 1975. - ot T
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B B. 1ReturnVtoFWork:Procedures

At present, no verlflcatlon is made of wages or return-"
to—work date, which may result in fraudulent forms. being’ .
~submitted. For ‘example, a clalmant, after. returnlng to" full-
time work, may continue to claim benefits for an addltlonal
. week or more until ‘he receives ‘his first paycheck. }Dls-7:;ff‘,“
,"cu331ons with local office managers corroborated this poten—;
. tial source of fraud.. Lacking a formalized verlflcatlon ',
- process;, local office employees must assume honesty on the
[part of clalmants. : : :

L Althoughvonly_oné or two weeks of fraudulent benefits }
~ would be involved in such a case, the Federal recommendation
‘was that the Department revert to a back-to-work verlflcatlon
. procedure. The report recommends" assigning ‘this duty to" the

~central office in Trenton, a change which: ‘would have the
© Madditional advantage of ellmlnatlng a potentlal source of
ﬂlocal offlce 1nternal fraud “‘,, o : :

”C, ’Informatlon Pamphlet

_ The 1nformat10n pamphlet dlstrlbuted to new. clalmants falls
v.to mention the administrative and maximum criminal penalties = . AR
 for fraud. Therefore, it was ‘also recommended in the Manpower,f,»;_x»?w
- Review that when revisions are made to the pamphlet,'such a’. .

statement should be included in the hope that it may act as:a.
'ﬁdeterrant to potentlal fraudulent clalmants.;f :

ﬁ One 1ndlcator of New Jersey s beneflt payment control iy R
activities for CY 1971-1973 in comparison to national stan- . .
-dards 1s revealed 1n the follow1ng admlnlstratlve data. e

7 S Exhlblt E : , ‘
| NEW JERSEY FRAUD INDICATORS
1971 - 1972 - 1973 . 1974
l 000 FRpst 7 e e e e e T T T e T e SR
'payments ”y ‘t 3067 Q4;Q6;,;,;"9.38‘3gv;vm6380.,;i 1_;.{Q;n"§
’,Noin-fraud‘»<':a‘se<;-~,f'_,i 7 s o » RN . "
per 1,000 first . - . S Tl EE e p R e
payments = - - - ..43.84 44,12 32,91 - . 39.84
Restitution as : R » “v ,
| percent of all -~ o o I
‘.overpayments 62, 89 ok 56 56 ””fy 39 58 . 55 74
‘fSource:L u. S Department of Labor, "New Jersey Rev1ew of -
- Benefit Payment Control Program,",December,_l974'”§"




The table shows thaf fraud cases per 1,000 first payments
have been increasing over the past three calendar years and for
CY 1973, New Jersey's figure is 38 percent above the national median.

Non-fraud cases per 1,000 first payments have been declining
over the three year period, and for CY 1973 are 17 percent below
the national median. Restitution as a percentage of all overpay-
ments has also been declining between 1971 and 1973. For CY 1973
New Jersey's percentage was 29 percent below the national figure.
Some allowance should be made for the fact that New Jersey collection
statistics are cumulative, reflecting all overpayments since 1939.

Fraud is committed in the UI benefit program, as it is in all

insurance and welfare programs. The extent of fraud is difficult

to measure, because it relies on abuse and misuse of wage records.
By establishing the Fraud Section in the Bureau of UE Benefits, the
Department has made a determined effort to uncover the fraud that
has been committed and to recoup the money falsely obtained. Seven
fraud investigators are a part of the Unit. They are stationed in
the field, but their case assignments are made and monitored by the
central office in Trenton. Although the seven investigators operate
under minimal supervision while in the field, they are expected to
complete their quota of two case documentations per working day.

As of December 31, 1974, the backlog of active cases was
approximately 800. With existing staff and workload standards, it
would require the full-time efforts of the investigators for 57
working days to eliminate the accumulated backlog.ll To put this
in perspective, if they started on July 1 (the first day of FY 1976),
they would finish on September 19. However, this calculation ignores
the existing workload, which would then constitute a sizable backlog.
At the rate of 890,000 initial claims annually, the backlog could
mount to a level justifying 18 new investigators. (See Exhibit F.)

In a discussion with OFA staff, the Chief of the Enforcement
Bureau of the Department of Law and Public Safety expressed the feeling
that the Department of Labor and Industry is doing an adequate job of
documenting fraud cases. He also suggested that the number of fraud
cases uncovered is a function of manpower--the more people looking
for fraud, the more they'll find.I2

It is apparent that more investigators are needed to diminish
the existing backlog, and to handle current ongoing caseloads.
Therefore, it is recommended that the Department make the necessary
additions to the Fraud Unit's staff to enable it to more effectively
execute the mission for which it was established.

11. 7 x 2 x 57 = 798.

12. Interview with Chief of Bureau of Enforcement, New Jersey
Department of Labor and Public Safety, February 5, 1975.

.
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Exhibit»?

ADDITIONAL Ul FRAUD INVESTIGATORS REQUIRED
- TO ELIMINATE BACKLOG IN NEW JERSEY
(At 8903OOOYInltlalnclalms‘Per Year)

20 ¢
18 T ’
/ .
,
/o I
-+ Actual Fraud Rates:
A in New Jersey
. _ o , 5 ~ ‘ "A 2/ o f(per 1,000 flrst payments)
Additional = - o ‘ ‘ ‘ . ' U. S.Av
v o , , /o g-
wo/men required ' : = S o197 l972 1973-,, 1973
(1l man = 500 cases | o VA ' 3.67 4.06 9.38 . 6.80°
documented/yr) o o . B , - '

i
% Present force=7 10 %
l .

SII
actlon in 1975
****** actlon in 1976 only

2 4=
1+ 3

1 2 3. 7 5.7 6.8 . 9.4

" Fraud Cases Per 1,000 In1t1a1 Clalms
Soﬁrce:'

U.S. Department of Labor, Manpower Admlnlstratlon

"N J.: Rev1ew of Beneflt Payment Control Program,‘Dee 9 13 1974""fj,



Follow1ng documentatlon, cases meetlng the standard of 51x wE e
weeks or more of fraudulent collection aré referred to ‘the. Depart-"i"
ment of Law and Publlc Safety, where three ‘Deputy Attorney Generals"
handle the prosecution in the munlclpal courts. As previously
mentioned, 322 claimant cases and 20 employer. cases were- dlsposed -
of by trial in 1974; or 29 cases per month.  Before’ the 1mp1ementa—._v A
tion of the 51x—week standard, the Department was receiving-about = -~
80 cases per month. Accordlng to Department OfflClalS, they were. .
only able to. dlspose of 30 to 40 cases per month, and were sub-
sequently accumulatlng a huge backloq which lengthened the time
lag from commission of the offense to trial date. This 31tuatlon
was the 1mpetus for establishing a six-week- standard, ‘or a maximum
of $540 in beneflts, which would . ‘reduce referrals. At present,,_ .
consideration is being given to increasing the number of weeks of -
illegal collection which would constitute a criminal referral. As
many as 10 weeks of benefits would be handled in Department of -

Labor and Industry administrative hearings rather: than in munlclpal
courts, further reduc1ng crlmlnal referrals to the Attorney ueneral'
Offlce. : = : : :

: As of January 30, 1975 988 clalmant cases and 125 employer 3
'cases are belng prosecuted by the Attorney General's Offlce, however,5lf
316 complaints are set and awaiting service of warrants- and many
other cases are in various stages of documentatlon.z The time lag
from commission of misdemeanor to trial date is about. a: year, ‘due

| to the difficulties involved in- munlclpal court OfflCIalS locatlng
itinerant offenders and serving them with warrants._ It is apparent .
that the referral of criminal fraud cases is based on an. arbltrary,
inadequate standard and that the. prosecution of these cases in the
municipal courts does not justlfy the time, expense, or rewards of - = -
the process. Therefore, 7t is recommended that all cases of fraudu—"
lent collection of benefits should be handled in Department of Labor
and Industry administrative hearings, except for cases of conspiracy

to defraud the system, involving several claimants and thousands of
dollars. It is further recommended that the penalty be changed to
repayment of falsely obtained monies, an administrative fine, and
permanent dtsqualzfzcat%on from the collection of benefits for the
thettme of the offender. Necessary additions to staff should be

made in order to fulf111 the requlrements of the recommendatlon.:'

- Different states have dlfferent ways of handllng fraud statls-””
tics. Most states retain fraud debt on their books for the length -
of the statute of limitations, at which time it is then eliminated.
New Jersey retains the debt on its books permanently, a practice which
results in a poor comparlson with other states in collectlons. The
Northeast Regional representative of the Federal Manpower Admlnlstrafjf'
tion has suggested that New Jersey s Department of Labor and Industry-~"'
,con51der changlng this. o - : ‘

" On the whole, however, the U. S Department of- Labor is satls—_
fied with New Jersey's fraud detection activities although New Jersey
is not doing quite as exten31ve a job as other states in the North-
east (for example, New. York Wthh has a force of 300+ 1nvest1gators)

N

'";l;i9éff!,f,7&f'




_ The Federal government annually reviews the performance
of the State Unemployment Insurance System as a part of an annual
"plan of service" review. The evaluation consists of matching
performance in certain areas against national standards. Any
substantial deviation requires a specific plan of corrective action
to be submitted by the State.

-20- -



CHAPTER FOUR: STATUS OF THE NEW JERSEY UNEME’LOYMENT
R INSURANCE FUND , |

Historical Background

Since 1ts establlshment, the New Jersey Unemployment Insurance

Fund has been maintained through three wars (World War II, the Korean B

campaign, and the Vietnam conflict) and five post-war rece551onS'.,
(1949, 1954, 1958, 1961, and 1974-75). Rapidly built up durlng World
War II, the Fund accumulated reserves untll the end of 1953. It ab-
sorbed without difficulty the 1946 unemployment- resultlng from the .
reconversion of industries to peacetlme productlon and the 1949 post—-
war recess1on.13 (See EXhlblt G. ) : TR

After reaching an all tlme peak of $503 6 mllllon in reserve

at the end of 1953, three ensuing recessions 51gn1f1cant1y eroded the -

Fund until reserves fell to $298.8 million at the end of 1964. - Sub-
sequent economic prosperlty, the effects of a contribution base in-
crease and a rise in the taxable employee wage base substantially
improved the Fund balance to $477.1 million at the end of 1969.
During 1970, a year which experienced economic slump, the Fund re-‘*
serves dropped by $35.5 million. - The volume of higher 1nsured ’
unemployment continued into 1971.14 Through the early 1970 s,j
benefit payouts substantially exceeded contribution income,- Wthh
further depleted reserves. The present New Jersey situation has -
arisen because while contributions during 1974 were at an all- tlme _
high of $365 million, benefit payments rose from $352 million to $496
million, a more than $100 million increase in benefit dlsbursements Lo
over a one year period. . It now appears that dlsbursements for the.
year 1975 will surpass those of 1974 substantlally. .

The impact of the current recession is be1ng felt acutely

in New Jersey, partially due to its industrial mix. New Jersey's "
industries include many of those being most affected - automob11e,4.
manufacturing, garment and textile manufacturers, seasonal shore
employers, glass producers, and affiliated housing activities (con-
struction 1ndustryS electrical equipment production). The result
is a 10.6 percent
.natlon and the hlghest in New Jersey since the Depres51on of the B

1930's. t : , : ” ‘

Extended Benefits

Under Title II of the Employment Security Amendments in 1970 .
and incorporated in New Jersey law, extended benefits are paid at .

13. UE Insurance in New Jersey, 1936—1970, A Statisticathandbook,e=
June, 1971 p. 9. ‘ c _ v — : - »

14. Ibld., p.»9,,'

15. As of February, 1975;
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THE NEW JERSEY UNEMPLOYMENT COMPENSATION FUND
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present: under a dual trigger system to unemploYed'workerstho,have
exhausted their regqular benefits during periods of high UE. A -

worker receives the equivalent of his weekly benefit entltlement,':Vf

up to a maximum of 13 added weeks (26 weeks is maximum- regular -
duration of benefits), with an overall llmltatlon of 39 weeks of
combined regular and extended beneflts. . : :

The present natlonal and State trlggers operate in the »fﬁ
follow1ng manner: o _ , 7 _ B

National “On" and "Off" Indlcatorsb_

The extended beneflt (EB) program trlggers "o for all*'
states when the seasonally adjusted insured unemployment ‘rate
(IUR) for the nation is 4.5 percent for one calendar quarter. =~
The national program triggers "off" when the IUR falls below
the required level for ‘one calendar quarter. o :

State "On" and- "Off" Indlcators

. A state program goes 1nto effect in a partlcular state R
without regard to the national IUR if the adjusted IUR for that
state has averaged 4 percent for any 13—consecut1ve-week perlod '
and has exceeded 120 percent of the state's average IUR for the
corresponding 13-week perlod in the two preceding years. The
state program continues in effect. ‘until the state's unadjusted
IUR for any l3-week period drops below either the 4 percent’IUR-
or 1201 ercent of the 13-week average rate for the two precedlng
years. : . . -

Once trlggered "on " both natlonal and state programs are
legally required to remain active for at least 13 weeks. Once
triggered "off," they must remain off for at least 13 weeks. The
IUR has been trlggered on in New Jersey several times in the past
three years, a 51tuatlon whlch has greatly dralned the Fund

Although the EB program operates on a 50- 50 cost sharlng
arrangement between the State and the Federal UI Fund, the costs

to the individual state are tremendous. It is presently trlggeredv_f

"on" in New Jersey and the State's share of the cost has been
approximately $3 million per month 1n 1974.

Federal Borrowing and Repayment

Under Tltle XII of the Soc1al Securlty Act, a state whlch’fV
faces the prospect of being unable to pay benefits because of
depletion of its unemployment fund may apply for an advance from
the Federal UI account 1n the Unemployment Trust Fund. Requests

16. - Explanatlon and ]ustlflcation of the "UC Amendments of'1975'"f-v

Interstate Commlttee of Employment Securlty Agenc1es (ICESA), o
 January, 1975 ’ N : , B
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~“in March in- order to pay benefits. (All loans are 1nterest-free )

?'Bfor such advances must be conflned to spec1f1c needs for a- calendar

.- month and. must be formalized in a request from: the Governor of the
- “State to the U.S. Secretary of Labor. ‘New Jersey 1s among several
'”states whlch are now 1n th1s p031t10n.r7 ' L : Do

o :- In January, 1975 New Jersey borrowed $74 380 000 from the
~"Federal ‘Fund, $43,500, 000 in February, and approx1mately $47, 000 000

"}vDepartment officials have-related.that more will have ‘to be- borrowed 5*“5ﬁ

"'ﬂ 1n Aprll, and poss1bly more agaln dur1ng the summer months.

. inadequate to meet potential liabilities.l? According to this -

o . The repayment deadllne for the money borrowed thus far 1s‘fcf
,rtNovember 10, 1977. There are two ways in which New Jersey could
. .repay the loans.;_fffr T A S wr el T T

"aj a) a 2 percent tax on New Jersey employers' taxable
E ‘wages, 1 percent on 1975 taxable wages, and 1
“‘percent on 1976 taxable wages, or = S

",b) a .3 percent increase in the FUTA tax on em- .
o :ployers, effective after the November, 1977>Z¥
;deadllne, untll_the loans are repaid.

F‘Slgnlflcant Factors Affectlng Fund Stablllty

- No pre01se deflnltlon or standard of fund stablllty ex1sts

in New Jersey law or: admlnlstratlve guidelines; generally, however,

“if a state's UI Fund reserve ratio is less than one and one-half - =
- times the highest benefit cost rate since 1958, it is regarded as_~gyi

' measure, ‘31 states, including New- Jersey, had 1nadequate reservesiifj;fff;.ff
- as of the end of 1973 ' y St

- Prlmary ‘concerns at thlS time are what steps should be taken RS
“to restore Fund solvency, how to' repay borrowed amounts to the. o
.Federal Treasury, ‘and, upon resolution of the above, how to then
- -build up- Fund adequacy ‘and ‘maintain stablllty., These and ‘other
. issues were dealt with by the Unemployment Insurance Task Force’,ﬂ: o

' app01nted by the Commissioner in September, 1974 to study the UI law = -
’fand admlnlstratlon and develop recommendatlons for 1mprovements.,n*—~?m;

e The f1nanc1ng mechanlsms of the program are the most essen-ﬂi‘ﬁ‘
_—“tlal to the. attalnment of - Fund’ solvency,_and departmental research T
~‘indicates’ they may be less adequate and equltable than in the past. 135\55
Among the p0851ble changes being evaluated. are: the 1ssues of taxable '

- vs. flexible- wage base and different standards of experlence ratlng
”'_of employers 1n order to determlne contrlbutlon amounts. e

7-1-17,u~Thls is the standard developed by the Unlted States Soc1al
HQ.Securlty Admlnlstratlon., RO T TR 3

fﬁvJB;le J. Department of Labor & Industry, Issues in the F1nanc1ng £
DN <) Unemployment - Insurance, unpubllshed paper presented to the.“”
Rk Unemployment Insurance Task Force 1n January, 1975 IR
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- The current economic downturn and resultant high unemployment
caused the major drain on New Jersey's: Unemployment Trust Fund re- -
serves. Also contributing to the decline are rapidly rising. wage
levels. Continued inflation of wages dlrectly affects benefit rates
but is not reflected to the same extent in the taxable wage base. -
Since 1940, average benefit payments have increased 500 percent -
natlonally, but the taxable wage base used in most states has ln-‘
creased only 40 percent 19 The widening gap between taxable. and
total wages results in progre551vely 1nadequate financial support
of the program unless accompanled by an increase in the tax rate.
However, repeated raising of tax rates can eventually lead to a
breakdown of the state experience ratlng system.20 ‘ L

Several other secondary variables 1mpact on the stablllty of .
the Fund and deserve mention. Liberal New Jersey UC benefits have
produced an average employer tax rate that is 60 percent more than
the national average. This is one aspect of the total business
tax structure which results in a flow of New Jersey industries to
other states which have a more advantageous business climate. The
New Jersey Manufactuers Association conducted a survey of over 2,300
business concerns in October of 1974. The survey reveals that New
Jersey government was viewed as anti-business, and that'business_'
taxation was espe01ally'dlsturb1ng.' In a January, 1975 issue of
"N.J. Bu51ness," ah analysis of the survey states "Undoubtedly, .
business' view of the tax picture goes a long way toward explalnlng
the less than enthusiastic endorsement of New Jersey as a location
for new or expanded facilities, and is at least partial cause of
the planned net outward movement of “firms thlS year."' : :

A campalgn to lure 1ndustry into MNew Jersey was- recently
announced by the Labor Commissioner and subsequent results were that
several firms had opened and new jobs made available. The recently
established Economic Development Authority is also working in- the
area of industry stimulation and job creation. These are pOSltlve )
efforts to stem the industrial exodus, but more is needed in the way
of a re-evaluation of industry taxatlon. : : o

It is presently p0831ble for a mandatorlly retired person
who is receiving Social Security’ ‘benefits and a pension to- collect
UE benefits. As there is some question as to whether retirees ful-
fill eligibillty requirements, the granting of benefits to retirees

may be in conflict with legislative intent. - Thirtyefiveﬁstates:haVe;fh”7

enacted legislation of offset private pension plan payments: and
twelve others offset Social Security payments. The New Jersey -
Legislature may wish to pursue an investigation of the effects on
the New Jersey Fund of enactlng similar . leglslatlon to offset
pension or other old age 1n urance payments. :

19.. Wonthly Labor hev1ew1‘State'UI Changes 1n 1974 January,hl975,

20. Doyle Report



Ex1st1ng New Jersey law does not dlStngUlSh dlsquallflcatlon"

for "gross" mlsconduct from misconduct, a distinction made in several,& s

- -other states. - The result is that a temporary disqualification, or e
“postponement of benefits, applies to a claimant- discharged for a minor .

~company rule infraction, such as repeated lateness, and a clalmant S

“discharged for . aggravated assault and battery or embezzlement Both =
‘claimants would receive benefits after the temporary dlsquallflcat10n~"
- period. The Leglslature may wish to consider the appropriateness of

- such a prov151on, whlch allows felons to collect U1 benefits.

: ;26_



o CHAPTER FIVE: UNEMPLOYMENT COMPENSATION A
| T o TRANSACTION PROCESSING e

| ‘The operatlons of the DlVlSlon of Unemployment and Dlsablllty
Insurance are heavily dependent upon computer support. Each local '
office generates checks for UI, CwWeC, and EB programs through inter-
actlon with the central computer facility in Trenton. - The Trenton
offlce generates checks for interstate claims, UCFE, and UCX claims
and mails them to claimants. Checks for EC and SUA claims will be
manually generated until the computer is programmed to accept and
account for these claim types. The checks generated in local claims:
offlces are printed on terminals linked to the central computer
Ea0111ty. If the terminal or the central computer is out of - order,
checks are processed by aged Burroughs equipment which 'is no longer
serviced or produced by the manufacturer. The computer also processes.
communications with employers on tax rates, bills, account status,
and claims charged to a partlcular employer.

- Computer services play an 1mportant part in. detectlon of . :
- potential fraudulent claims. Two of the three methods used. to detect
potent1a1 fraud depend on computerlzed systems. - The "cross-match" .=
system is a computer tape comparison where exceptions noted ‘result

in computer-generated notices to employers requesting further 1nforma—,
tion. Notices of claimants charged to employer accounts also may :
result in employer generated exceptions for 1nvest1gat10n. ‘There i
have been three significant operat10na1 failures in the last f1ve'* IR
years related to computer services. They are: a build=-up in paid -
claims unmatched to employer accounts, the loss of "cross-match"
submissions for the last two quarters in 1973 and the dropping of-
"flags" on the names of clalmants who have recelved overpayments.

| In December, 1973 the Comm1581oner of Labor and Industry T
engaged the firm of Coopers and Lybrand (CPAs) to assist the Depart- _
ment in identifying the extent of the discrepancy between paid benefits .
and charges to employers accounts and to determine an implementation -
plan - for correctlve action. The consultant prepared four subsequent
‘reports. ‘ : - SRR :

1. Review of Une;ployment Insurance Operatlons,
- March 15, 1974 s .

2. Plan for Correction 1971, 1972,7and 1973
Chargeback Discrepancies, May 11, 1974

3. Manual of Operating Systems andIProcedures,
’ "Division of Unemployment Insurance. Control
"Unit, November, 1974

4. Controls for the»Local Office On-Line -
- Processing System (LOOPS), December 12, 1974
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B report as:

' ‘5fcorrect1ve ‘action within the Division. - The $45.8 million- dlscrepancy ‘

”f,V{Coopers and Lybrand suggested another $6 2 mllllon could be. recovered ]

;15frespon51b111ty to make retroactive’ chargeslls unclear. The prob-= B
- lems of accountlng for prior years charges, the" reluctance to add ;ﬁl[
- .this: charge to employers while mounting-a campaign_ to retaln ex1st1ngA_

- .corrective chargebacks. - ‘The Commissioner did request an opinion

-~ There are indications that thlsfunmatched problem contlnues, and

'gﬂgblocal office workload mltlgates'agalnst ‘taking tlmely correctional .
. action. - The follow-up of identified unmatched claims is not currently’f
~ . monitored through 1ocal offlce self—evaluatlons or central offlce Z":‘

The causes for the dlscrepancv were ldentlfled 1n the flrst‘

- "1. uatlsfactory experlence orlor to the 1970 'S .
,’,gave assurance. that payments and chargebacks had been»Q@_]'”
. in reasonable balance and as a result existing mechanisms:
g“for reportlng dlscrepan01es were thought to be adequate.ffr~
Y 2. The substantlal 1ncrease in clalm Dayment volume,;'
Qf;the need to institute new unemployment -insurance programs,
~and the hasty imolementation of new computer- systems ‘in.
recent years resulted in the deterloratlon of existing ~
.. controls, obscured the existence of problems and diverted
"f;kattentlon from the need to establlsh lmproved controls.,h~'f-r'

B 3. Undue rellance was placed on the ablllty of the
*ﬁﬂnew "termlnal"'system to prevent dlscrepanc1es, and the
. extent to which the’ old " "Burroughs" system contlnued to
",pbe used was not antlclpated "‘*[;_,- . . L

'Z'The system of manual controls was 1mp1emented w1th1n the DlVlSlon.;5*“:

ey lhe second report estlmated the size of the 1973 dlscrepancy
as. $4J 8 mllllon ‘which was subsequently reduced to $25.1'million by -

" represented $11.5 million in revenue for the Unemployment Trust Fund ?ngff;Vﬂ;
Zf The Offlce of the Ass1stant Comm1s31oner for Unemployment

f;and Disablllty Insurance 1nd1cates that while ‘the internal steps to
identify corrective: employer charges have been’ taken, the legal -

’flndustry and attract new . industry, and the harsh economic problems -
‘facing the . State's’ employers may be arguments agalnst 1mplement1ng

. from the ‘Attorney. General on the legal obllgatlons lnvolved, but no -
1,op1n10n has been rendered ' - N Ly : T '

RO Flnal correctlve actlonfforrthls problem isﬁﬁiahﬁéa'for’thé’f'
- new computer programmlng effort}whlch will be tested in Aprll 1976

~.although it is. identified by an error listing in every: case, the-}p'~dt'

'f“}monltorlng procedures.;_;rr»

S ThlS weakness ln:operatlonal procedures postpones some fraud -
fslnvestlgatlons. Improper employer - ‘identification or the lack of - L
;1t 1s a 51gnal that the clalm may be lmproper.; Whlle no lnformatlon s




o
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has’ been lost the 1nvestlgatory and reclalmlng act1v1ty is delayed
for some questlonable claims. All of the clalms, meanwhlle, are -
subject to "cross—match" procedures.' : : S o

There was a loss of two quarters of "cross—match"'lnput in RS

the last half of 1973. The problem centered on communications between

the Divisions of Unemployment and Disability Insurance. and Admlnlstra—p*"’?

tion. While no explanation ex19ts, the problem has not reoccurred.
"Cross-match" is the most important fraud detection device. - The loss
of two quarters of runs means the loss of thousands of leads for
investigation. : : o :

Identified re01p1ents of beneflt overpayments had been flaggedp“‘

in a master file in the computer. This flag is set to signal that -
a person ow1ng money to the Unemployment Trust Fund has applied for s
benefits again. This signal leads to withholding of newly earned -
benefits until the amount owed plus penalty and interest is fully
reclaimed. A reprogramming omission in 1973 led eventually to the

-purglng of all flags from the master file. The flags will be: replaoed-zfé

in the reprogrammed system to appear in 1976. Presently clalms ‘are
processed without this recovery device. - : S
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"STATE OF NEW JERSEY
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DEPARTMENT OF LABOR AND INDUSTRY e bF

JOSEPH A. HOFFMAN, COMMISSIONER r‘SL’HL AFFAIRS

FOST OF FICE BOX V
TRENTON 'N. J. 08625

May 30, 1975

Mr. Gerald D. Silliphant, Director
Division of Program Analysis

New Jersey State Legislature
Office of Fiscal Affairs

State House, Suite 232

Trenton, New Jersey 08625

Dear Mr. Silliphant:

This is in response to your request that I review and provide
you with my comments concerning the draft special program analysis on
Unemployment Insurance Fraud Activity in the New Jersey Division of .
Unemployment and Disability Insurance. . '

The overall report commends the work of the Division and the
Fraud Inspection Section for the work it is now doing. However, in a

- number of cases it speaks of the Fraud Inspection Section as a Bureau.

Perhaps the use of the title "Bureau" should be explored further.

'~ The report attempts to answer five questions.

1. 1Is the internal Fraud Detection Unit activity adequate?

I do not believe the persons who prepared the report really examined
the adequacy of "internal fraud detection," but rather looked at the.
overall fraud detection operation. Nowhere in the report did I find
anythlng that trelated literally to internal fraud. By this I mean
that the fraud may be attempted or perpetrated by employees of the

" Division. : :

Merely following the recommendations of expanding the number of fraud
investigators from 7 to 10 will not really solve the problems of the
Fraud Inspection Section. The Supervisor of the Section has already
requested an additional fraud investigator, but feels that if the

.fraud investigation complement were to be expanded to ten, the ,
reorganization of the role and the functions of the Section should
also be brought about. I agree with the Section Supervisor's thinking.
As noted above, this would probably require Bureau status.
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‘Mr. Gerald D. Silliphant, Director . A
Division of Program Analysis o =2- . . May 30, 1975

 Is fraud prosecution adequate?

'We are aware of the current,policy'with respect to standards for

fraud prosecution. Unfortunately, there is a shortage of available
legal talent to actually pursue any great volume of fraud cases in
court. In addition, more Deputy Attorneys General should be assigned

 to prosecute fraud cases. Further consideration should be given to

changing the current six week ba31s to some standard approachlng the.
ten week basis. : .
Ihe»evaluators suggeSt-an-"administrative‘court."i There]is some doubt-'-‘
in my mind as to the value of a new bureaucracy such as an administra- -

. tive court. However, I should be interested in- gettlng further detalls L

of what the evaluator had in mind. If we are going to handle more

- fraud cases on an administrative priorlty ba51s, we will need add1t1ona1

staff to perform th1s functlon.

Are there undetectable fraud actlvitles‘7

This area was covered effect1vely by~ the evaluator. Yet we agree '

) that less ‘than one percent of all initial claims 1nvolved detected

fraud , Certalnly, our experience has shown ‘that fraud only results :

in convictlons in a very small percentage of cases.

'Are there operatlonal problems that may hinder fraud detectlon'7

:The 1mpact of heavy claims loads and conver81on to the computer system T
- have been handicaps. . The role of unmatched pay orders as a factor o

in fraud is unclear. . The current method set up to minimize unmatched

- pay orders should be examlned to determine its effectiveness. The
problem of delay in fraud detection and documentatlon is a difficult

one and should be carefully reviewed. It is obvious that with larger

”'staffing, more work can be accomplished; prov1ded there is adequate
supply of."straw bosses':and overall superv1s1on.

":Is“fraud;payout7seriously affecting Unemployment”TruSt Fund]étability?

- We feel that the evaluator's judgment is correct in that the Unemploy-

ment Insurance Trust Fund stab111ty is not. affected to any 31gn1ficant
extent by the 1nc1dence of fraud , S

The report also covers broad aspects of the unemployment, disability, EE

tax and benefit programs. S
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Mr. Gerald D Sllllphant D1rector o ' - S
Diylsion of Program Analy51s ' ‘ =-3-  ~ May 30, 1975

.

It refers in some ‘detail to the built-in evaluation system that is :
practiced by the State of New Jersey with respect to Local -Office:
Claims Processes and Nonmonetary Determinations and other special’
programs administered by the Bureau of Unemployment and Disability
Insurance Programs ' . B :

It also reports on some of the limitations of our crossmatching. system.
We agree that as soon-as possible all programs should be included - B
in the computer and thereby become an integral part of the BOASI cross-'
matching system. This also applies to 1nterstate claims.. S o

Return to Work Procedures

A point is made that there is no verification of return>to4work'claims'
forms BC-260. At one time we did have a verification program which ‘
resulted in identification of many small dollar amounts of overpayments
at a very high administrative cost. We could reinstitute a verifica- o
tion of back-to-work claims. However, this program would be expensive o
and again would probably result in a detection of a small amount of '
monetary errors. .Much of this detection will be accomplished in the -
BOASI crossmatch under the ex1st1ng system,

The report suggests the use of warnings of admlnistrative and maximum f,”
penalties for fraud to clalmants. Such statements are frequently used -

now; such as, on 1n1t1a1 clalms . continued claims and agency 1nformationa1 ff>

pamphlets.

Overall, we agree that as more benefits are paid, the probability of

more cases of fraud does exist. This requires tighter systems and .
greater alertness on the part of our entire staff. The report recommends
that the penalties for fraud be made more severe, such as, 'permanent
disqualification in the collection of benefits for the offender." I do
not subscribe to such penalty. We do have severe penalties available

for our use currently.

Keeping beneflt debts on our books permanently has been explored to.

make our records more realistic in terms of collectablllty of such debts.r'- o

Follow-up action has been taken.-

(Omitted from final 'report)r ,



Mr. Gerald D. Silliphant, Director P - - o
Division of Program Analysis S o b= May. 30, 1975

" h. I do agree with the suggestion that there be a more severe disqualifica-

“tion for gross misconduct. Such legislation at one time was- introduced
in the New Jersey Legislature. :

1 would suggest that the. 1nformat10n prov1ded above be discussed
w1th the evaluatlon team to clarlfy thelr flndlngs.

Sincerely;
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PROGRAM ANALYSES PUBLISHED BY THE OFFICE OF FISCAL AFFAIRS,
DIVISION OF PROGRAM ANALYSIS

73-1 Program Analysis of the New Jersey Educational
Opportunity Fund, January, 1973

73-2 Program Analysis of Office Space for State Agencies,
May, 1973

74-1 Program Analysis of Institutional Maintenance Support
Payments, February, 1974, Volumes I and II and
Summary ‘

74-2 Program Analysis of the Southwestern New Jersey Bus

Feeder Subsidy, February, 1974

74-3 Program Analysis of Financing and Construction of
Dormitories and Student Centers via the Educational
Facilities Authority, June, 1974

75-1 Program Analysis of the Administration of the New
Jersey State Civil Service System, January, 1975

75-2 Program Analysis of The New Jersey Urban Renewal
Assistance Program, March, 1975

75-3 - Program Analysis of New Jersey's Seasonal Farm Labor
Protection Programs, May, 1975

75-4 Program Analysis of The New Jersey State Building
and Construction Program, June, 1975

SPA-1 Special Program Analysis of Unemployment Insurance

‘ Fraud Detection and Control Activity in the New
Jersey Division of Unemployment and Disability
Insurance, August, 1975

New Jersey State Legislature
Office of Fiscal Affairs
- Division of Program Analysis
State House, Suite 232
Trenton, New Jersey 08625






