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Executive Summary
Issue 1: The Unemployment Compensation Trust Fund

Is Nearing Insolvency, which Raises the Issue
of Placing a Mechanism in Statute that would
Automatically Adjust the Wage Base to Avoid
Having to Use Emergency Measures.

West Virginia’s wage base for the unemployment tax has been fixed at
the first $8,000 of salary per worker since 1981, yet weekly unemployment
benefit payments have increased 189% since then.  Consequently, the
Unemployment Compensation Trust Fund is nearing insolvency, and, according
to the Division, could be bankrupt by 2008.  Because the taxable wage base is
fixed by law,  the Legislature has historically managed trust fund insolvency
through emergency one-time statutory amendments.  This emergency procedure
has resulted in the state borrowing as much as $308 million from the federal
unemployment compensation system during the 1980’s, issuing bonds, and
imposing a solvency tax on employees and employers to repay the federal
loans.  The disadvantage of using an emergency procedure is that the Legislature
may be forced to impose a solvency tax on employers and employees during
poor economic conditions, which would worsen economic conditions.
Furthermore, the unemployment tax is regressive by nature.  Allowing a flexible
wage base would reduce the regressivity.  Also, maintaining a fixed wage base
creates the inequity of many high salary employers receiving more benefit
payments than they pay in unemployment taxes.  In fact, for the most recent
year, 49% of total benefits paid were charged to companies that paid only 27%
of the total unemployment tax.  This inequity would be reduced by allowing
automatic statutory authority that would raise the wage base.  The Legislative
Auditor recommends that the Legislature should consider placing a
mechanism in statute that would automatically adjust the wage base,
instead of making emergency adjustments to the statute when the trust
fund reaches insolvency.

Issue 2: The Unemployment Compensation Division
Meets Federal Performance Standards;
Payments Are Accurate and Timely.

The Unemployment Compensation Division has met 74 out of 81 Tier
I federal performance standards since 1998.  The seven that were missed resulted
in Corrective Action Plans.  For 2003, the Division’s average rank for Tier I
measures was 15th in the nation.  For Tier II measures in 2003, the Division had
an average national rank of 20th in the nation.  The Unemployment

Because the taxable wage
base is fixed by law, the
Legislature has his-
torically managed trust
fund insolvency through
emergency  one-time
statutory amendments.

The disadvantage of using
an emergency procedure is
that the Legislature may be
forced to impose a
solvency tax on employers
and employees during
poor economic conditions,
which would worsen
economic conditions.
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Compensation Division’s performance in Tier I and Tier II measures
indicates that the Division operates effectively and efficiently in
important areas.

Furthermore, within UI PERFORMS, the proper payment rate is one
of the most important measures.  The proper payment rate is significant because
it is an indicator of the accuracy of the Division in benefit determinations.  Since
1993, the Division has not ranked lower than 4th  in the nation in terms of the
proper payment rate.  Furthermore, the state has collected over 57% of all
overpayments to claimants since 1998.  In addition, according to information
provided by the Unemployment Compensation Division, West Virginia is 10th
in the nation in non-fraud overpayment recovery and 28th in fraud overpayment
recovery.  Within the bordering states, West Virginia is 1st in non-fraud
overpayment recovery and 3rd in fraud overpayment recovery.

Recommendations

1. The Legislature should consider placing a mechanism in
statute that would automatically adjust the unemployment wage base.

The proper payment rate is
significant because it is an
indicator of the accuracy
of the Division in benefit
determinations.  Since
1993, the Division has not
ranked lower than 4th  in
the nation in terms of the
proper payment rate.

2. The Legislative Auditor recommends that the
Unemployment Compensation Division be continued.
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Review Objective, Scope and Methodology
This Preliminary Performance Review of the Unemployment

Compensation Division is required and authorized by the West Virginia Sunset
Law, Chapter 4, Article 10 of the West Virginia Code.

Objective

The objective of this review was to determine if the Unemployment
Compensation Division is meeting federal performance measures.  Further, this
review sought to identify options that would increase the solvency of the
Unemployment Compensation Trust Fund.

Scope

This report uses unemployment compensation data from calendar years
1998 through 2004.  In addition, the review also uses UI PERFORMS Annual
Reports from calendar years 1998 through 2003.  Some historical data are
included for comparison purposes.

Methodology

The Legislative Auditor used UI PERFORMS Annual Reports to
determine if the Division is complying with federal performance standards.
Furthermore, the Legislative Auditor also obtained documents regarding
unemployment compensation financing, including the 2004 Comparison of State
Unemployment Laws published by the federal Department of Labor, Topics
in Unemployment Financing by Wayne Vroman, and Failing the
Unemployed published by the Economic Policy Institute.  This review also
involved analyzing federal and state unemployment financial data to determine
the effects of a flexible wage base.
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Issue 1
The Unemployment Compensation Trust Fund Is Nearing
Insolvency, which Raises the Issue of Placing a Mecha-
nism in Statute that would Automatically Adjust the Wage
Base to Avoid  Having to Use Emergency Measures

Issue Summary

West Virginia’s wage base for the unemployment tax has been fixed at
the first $8,000 of salary per worker since 1981, yet weekly unemployment
benefit payments are allowed by law to increase depending on the annual growth
in salaries.  The combination of a flat tax base and rising salaries can lead to an
imbalance between revenue and benefit payment, which is illustrated in Figure
1.  As a result, the Unemployment Compensation Trust Fund is nearing insol-
vency, and, according to the Unemployment Compensation Division, could be
bankrupt as early as 2008.  Because of a lack of statutory flexibility of the wage
base, the Legislature has historically managed trust fund insolvency through
emergency one-time statutory amendments.  This emergency procedure has
resulted in the state borrowing as much as $308 million from the federal unem-
ployment compensation system during the 1980’s, issuing bonds and imposing
a solvency tax on employees and employers to repay the federal loans.

The Unemployment Com-
pensation Trust Fund is
nearing insolvency, and,
according to the Unem-
ployment Compensation
Division, could be bank-
rupt as early as 2008.
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The Legislative Auditor recommends that the Legislature consider
placing a mechanism in statute that would automatically adjust the trust fund,
instead of making emergency adjustments to the statute when the trust fund
reaches insolvency.  The disadvantages of the current system are:

1. Waiting until the trust fund is insolvent could result in
the Legislature imposing a solvency tax on businesses
and workers during poor economic conditions, which
would worsen economic conditions.

2. The lack of flexibility in the statute maintains and possibly
increases the current regressivity of the unemployment
tax.

3. The lack of flexibility in the statute could force the state
to borrow money from the federal Unemployment
Compensation System, which could possibly result in
the issuance of bonds to repay the loans.

4. Companies with high salaries tend to charge more in
benefits than they pay in taxes.

Thirty-three (33) states have some form of flexibility in statute by which
automatic adjustments are made to trust fund balances without the need for
emergency statutory amendments.  Twenty-five (25) states have a solvency tax
in place in which an additional assessment is triggered only when the trust fund
reaches a certain value.  Eighteen (18) states have a flexible wage base in
statute that ensures that taxable wages keep pace with average annual state
wages.  Ten (10) states have both mechanisms in statute.

The Trust Fund Is Nearing Insolvency

In 1987, West Virginia’s Unemployment Compensation Trust Fund
experienced a crisis.  The state had experienced high unemployment and flat
tax revenues since 1980.  As a result, the state was forced to borrow money
from the federal government to pay benefits.  The borrowing culminated in
1984 with $308 million in federal loans.  The economic situation in West Virginia
improved beginning in 1984.  However, the recovery was not sufficient to repay
federal loans and rebuild the trust fund reserves.  Thus, in order to repay the
federal loans, the sale of bonds was authorized.  The  Legislature then charged
an additional assessment at the rate of 0.35% on employers and employees to
repay the bond debt.  Since the 1980s, West Virginia has experienced several
years of economic stability.  However, the Unemployment Compensation trust

Borrowing culminated in
1984 with $308 million in
federal loans.

Waiting until the trust
fund is insolvent could
result in the Legislature
imposing a solvency tax
on businesses and workers
during poor economic
conditions, which would
worsen economic
conditions.
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fund is nearing insolvency again.  Unemployment contributions have been
relatively flat for the last five years (see Figure 2), and, when combined with
increased benefit payouts in 2002 and 2003, significantly reduced the trust
fund balance.  Flat unemployment contributions are a direct result of a
fixed taxable wage base, while increasing benefit payments are a result
of increasing salaries and benefit amounts increased by statute.  In
addition, decreasing solvency is indicated in the drop in the average high cost
multiple from 2002 to 2003.

In addition to the Legislative Auditor’s concern about insolvency, the
Unemployment Compensation Division is also concerned.  According to the
Unemployment Compensation Division’s 2005 State Quality Service Plan:

Our Trust Fund balance decreased from $207 million in
March 2003, to $165 million in March 2004 due to high
payout of unemployment benefits and no increase in
employer contributions.   Our Average High Cost Multiple
Trust Fund Solvency rate decreased to .47 years.

Since March 2004, our benefits paid have decreased by
18% compared to the same period in the previous year.
While this lower payout of benefits will slow the decreasing
Trust Fund Balance, this will not resolve our Trust Fund
problem in the future.

U n e m p l o y m e n t
contributions have been
relatively flat for the last
five years (see Figure 2),
and, when combined with
increased benefit payouts
in 2002 and 2003,
significantly reduced the
trust fund balance.
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Currently, one indicator shows that West Virginia’s unemployment trust
fund is nearing insolvency.  The Average High Cost Multiple1 (AHCM), dropped
from a high of 0.57 years in 2002 to 0.47 years in 2003.  According to the
Department of Labor, West Virginia currently ranks 34th in the nation in terms
of solvency.  In addition, West Virginia’s AHCM is below the national median
of  0.64 years.  Although the statistics show West Virginia may be in a better
financial situation than bordering states, there is a concern.  According to an
excerpt from the 2004 House of Representatives’ Committee on Ways and
Means’ Greenbook2:

States with average high cost multiples of at least 1.0 have
reserves that could withstand a recession as bad as the
worst one they have experienced previously.

States with average high cost multiples below 1.0 may face
greater risk of insolvency during recessions.

Therefore West Virginia’s AHCM of  0.47 years is not
satisfactory given that a high cost multiple below 1.0 indicates the state
is at an increased risk of insolvency.

The Use of Solvency Taxes in Other States

There are currently 37 states that allow for flexibility in the unemployment
tax code to prevent insolvency.  These states use two main methods in their
unemployment compensation statutes.  The first and most widely used method
is a solvency tax.  A solvency tax is a tax “assessed on employers when the
balance in a state’s unemployment fund falls below a specified level.”
Currently, twenty-five states allow for a solvency tax.  Of the 25 states that
solvency tax, 14 states have higher high cost multiples than WestVirginia,

1According to the federal Department of Labor, the Average High
Cost Multiple is the calendar year Reserve Ratio (or “TF as % of TW”) divided by
the Average High Cost Rate.  The average high cost rate  is the average of the
three highest calendar benefit cost rates in the last 20 years (or a period including
threerecessions, if longer). Benefit cost rates are benefits paid (including the
state’s share of extended  benefits but excluding reimbursable benefits) as a percent of
total wages in taxable employment.

2According to the Committee on Ways and Means, the Greenbook “...presents
background material and statistical data on the major entitlement programs and
other activities within the Committee’s jurisdiction. Information on major social
programs outside the Committee’s jurisdiction is also included.

The Average High Cost
Multiple1 (AHCM),
dropped from a high of
0.57 years in 2002 to 0.47
years in 2003.

According to the
Department of Labor, West
Virginia currently ranks
34th in the nation in terms
of solvency.
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 indicating that those states are more solvent.  Appendix B lists all 25 states that
have solvency taxes, the amount of thetax, when the tax is assessed, and the
state’s high cost multiple.  A 2001 report by the Florida Senate Committee on
Commerce and Economic Opportunities explored the solvency of its state’s
Trust Fund and the use of the solvency tax.  The report’s final recommendation
stated:

Committee staff recommends that, if, as this report predicts,
the trust fund’s balance falls below the 4 percent tax trigger
within the next year, causing an automatic tax increase on
employers, the Legislature should observe that the tax increase
is neither arbitrary nor capricious, but is the self correcting
mechanism that has ensured the UC trust fund’s solvency
for more than four decades. (Emphasis added)

However, a solvency tax is not necessarily the best option for a state to pursue.
According to Wayne Vroman of the Urban Institute:

The chief argument against flexible financing is that the
timing of...tax increases hurts...employers....Businesses
undergo tax increases before they have fully recovered from
the recession.

Two additional arguments can be made against relying on
flexible financing should also be noted.  First, a state may
implement flexible financing but the provisions may not be
strong enough to prevent insolvency. Flexible tax
provisions, for example, simply may not generate enough
additional revenue in time to counteract the effects of a
serious recession....Second, there may not be enough
political will to let strong flexible financing operate as
intended.  When the time comes, the state’s executive and/
or its legislature might decide to nullify the automatic
response to satisfy preferences of claimants or businesses,
or both. Without a large trust fund reserve, a state may
find it needs large-scale loans.  The result may be a
legislated, discretionary, pay-as-you-go response brought
in during a crisis, rather than the automatic pay-as-you-
go response advocated by proponents of flexible financing.
3

3Wayne Vroman, Topics in Unemployment Insurance Financing, The
Urban Institute, Washington, D.C., 1998, pp. 71-72.

The chief argument
against flexible
financing is that the
timing of...tax increases
hurts...employers....Businesses
undergo tax increases
before they have fully
recovered from the
recession.
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The Use of Flexible Taxable Wage Bases in Other States

The second method of statutory flexibility is allowing for flexible
taxable wage base4.  The federal government does not place a limit on the
taxable wage base, but it requires that the taxable wage base cannot be less
than $7,000.  Currently, 18 states have flexible wage bases.  In these states,
the taxable wage base adjusts annually to keep pace with the state’s average
annual wage.  The median wage base for states with flexible wage bases is
$21,150 while the median for fixed wage base states is $8,000.  Furthermore,
the 15 highest wage bases in the country are all indexed wage bases.  West
Virginia’s  taxable wage base of $8,000 has not been changed since
1981.  Furthermore, from 1981 to 2004, the maximum weekly benefit
amount increased 189% from $194 to $366.  Appendix C lists all of the
states that have a flexible wage base, how it is computed, the period of time
used for the computations, and the state’s high cost multiple.

Figure 3 demonstrates how the fixed wage base has not allowed
taxable wages to keep pace with salaries.  As the graph indicates, salaries
continue to rise, while taxable wages do not.  This creates an opportunity for
insolvency.  According to the Economic Policy Institute’s report entitled Failing
the Unemployed:

As nominal wages increase so too should the taxable wage base.
If the wage base is not increased, benefit payments will increase while the
tax revenues remain stagnant.  Paving the way for trust fund insolvency.
Additionally, a higher proportion of the tax burden is shifted onto lower
income workers and their employers.5

An indexed wage base would allow the unemployment tax to keep
pace with salaries.  By allowing taxes to adjust with salaries, the fund is more
likely to remain solvent.  Consequently, this would eliminate the need for a
solvency tax and emergency action by the Legislature.  Therefore, the
Legislature should consider implementing a flexible wage base, in order
to prevent insolvency.

4According to the federal Department of Labor, the taxable wage base is
defined as “the maximum amount of wages paid to an employee by an
employer during a tax year which are subject to UI taxes. Wages  above this amount are
not subject to tax.”

5Maurice Emsellem, Failing The Unemployed: A state by state examination of
unemployment insurance sytems,  Economic Policy Institute, Washington, D.C., 2002,
p.12.

West Virginia’s taxable
wage base of $8,000 has
not been changed since
1981.  Furthermore, from
1981 to 2004, the maxi-
mum weekly benefit
amount increased 189%
from $194 to $366.
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Furthermore, indexing the wage base to the average state wage generally
increases solvency.  According to Wayne Vroman:

Tax based indexing has been consistently used in 18 UI
programs since 1986.  Those programs have significantly
higher tax bases and much higher wage proportions when
compared with other UI programs.  The indexed programs
maintained their average taxable wage proportions during
1986-1996, but those proportions dropped markedly in non-
indexed programs.

From the comparative analysis of indexed and non-indexed
states come three conclusions:

a. UI Programs with indexed tax bases were
more successful than non-indexed ones in
maintaining their tax capacity (potential
taxes as a percentage of total covered
wages).  The differences in average tax
capacity for indexed and non-indexed
programs...grew from 24 percent in 1986 to
38 percent in 1996.

b. Tax-base indexing is associated with higher
trust fund reserves, as measured by reserve
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ratio multiples.  In both 1989 and 1996, the
average RRM was about 50 percent higher
in indexed than non-indexed states.

c. A regression analysis found that tax-base
indexing significantly helped states
maintain trust fund reserves during
recessions.  Clearly, tax-base indexing
offers both short and long term advantages
in maintaining trust fund reserves.
(Vroman, p. 97)

The Regressive Nature of Unemployment Insurance Tax

Unemployment insurance tax is regressive in nature, meaning that the
effective tax rate decreases as payroll increases.  Consequently, companies
with lower payrolls have higher tax payments as a percentage of total payroll.
One cause of the regressivity is the fixed $8,000 wage base.  The low wage
base means that employers of low-wage workers pay taxes on a higher
percentage of their salaries than companies with higher payrolls.  However,
regressivity can be reduced by a flexible taxable wage base.  A higher
wage base would increase the portion of salaries subject to the unemployment
tax, thus companies with higher wages would pay more in taxes.

An analysis of tax and payroll data for calendar year 2004 shows that
West Virginia’s unemployment tax is regressive (see Table 1).  The smallest
payroll group paid an effective tax rate of 1.41% of its total payroll, while the
highest payroll group paid an effective tax rate of 0.75%.  The effective tax rate
is total taxes paid divided total payroll for a calendar year.

The smallest payroll group
paid an effective tax rate
of 1.41% of its total payroll
while the highest payroll
group  paid an effective tax
rate of 0.75%.
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Benefits Charged Exceed Taxes Paid for Several Payroll
Groups

For calendar year 2004, $58 million, or 49%, of all benefits went to
payroll groups that had more benefits charged than taxes paid (see Table 2).
This is up from 44.46% identified in a 2001 report by the Legislative Auditor’s
Office.  However, the percentage of taxes paid for this group also increased
from 22.09% in 2000 to 27.05% in 2004.

For calendar year 2004,
$58 million, or 49%, of all
benefits went to payroll
groups that had more
benefits charged than
taxes paid.



Page 18 May 2005

Furthermore, in 2004 several payroll groups had more benefits charged
than taxes paid.  This occurs mostly from high salary payroll groups as a result
of the low fixed wage base ($8,000) and their relatively high salaries.  Therefore,
given that the largest payroll group accounted for the majority of benefit
payments and had the highest salaries, a flexible wage base would help
reduce the number of groups whose benefits charged exceed taxes paid.

Conclusion

The Unemployment Compensation Division has made a significant effort
in increasing the trust fund balance.  However, increasing benefit payouts without
increasing employer contributions could make the fund insolvent by 2008.
Statutory mechanisms exist that prevent a trust fund from becoming insolvent.
The two most prevalent ways are solvency taxes and flexible wage bases.  West
Virginia has neither.  A flexible wage base shifts based on the previous year’s
wages.  There are 18 states that allow a flexible wage base, 14 of which are
more solvent than West Virginia.  The other, more prevalent method, is a
solvency tax.  A solvency tax is an additional assessment that is triggered when
the trust fund falls below certain levels.  There are 25 states that use a solvency

There are 18 states that
allow a flexible wage base,
14 of which are more
solvent than West Virginia.
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tax, 14 of which are more solvent than West Virginia.  Overall, of the 33 states
that utilize either method, 22 have a higher High Cost Multiple than West Virginia.
Therefore, the Legislative Auditor concludes that West Virginia should
consider a flexible wage base in order to prevent insolvency.  Furthermore,
a flexible taxable wage base would also alleviate the other disadvantages of the
current system:

1. Waiting until the trust fund is insolvent could result in
the Legislature imposing a solvency tax on businesses
and workers during poor economic conditions, which
would worsen economic conditions.

2. The lack of flexibility in the statute maintains and possibly
increases the current regressivity of the unemployment
tax (see Table 8).

3. The lack of flexibility in the statute could force the state
to borrow money from the federal Unemployment
Compensation System, which could possibly result in
the issuance of bonds to repay the loans.

4. Companies with high salaries tend to charge more in
benefits than they pay in taxes.

A flexible taxable wage base would also correct imbalances within the
unemployment tax system.  The unemployment tax is regressive in nature,
meaning that the effective tax rate decreases as payroll increases.  As a result,
companies with small payrolls or salaries pay taxes on a larger portion of total
payroll or individual salaries than companies with large payrolls and salaries.  A
flexible wage base would help correct this situation. The amount of taxes paid
by companies with large payrolls would increase, thus reducing the regressivity.
Furthermore, in 2004 several payroll groups had more benefits charged than
taxes paid.  This occurs mostly from high salary payroll groups as a result of the
low fixed wage base ($8,000) and their relatively high salaries.  Therefore,  a
flexible wage base would help reduce the number of groups whose
benefits charged exceed taxes paid.

Recommendation

1. The Legislature should consider placing a mechanism in statute
that would automatically adjust the unemployment wage base.

A flexible wage base would
help reduce the number of
groups whose benefits
charged exceed taxes paid.

There are 25 states that use
a solvency tax, 14 of which
are more solvent than West
Virginia.  Overall, of the 33
states that utilize either
method, 22 have a higher
High Cost Multiple than
West Virginia.
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Issue 2
The Unemployment Compensation Division Meets Federal
Performance Standards; Payments Are Accurate and
Timely.

Issue Summary

In 1995, the federal Department of Labor (DOL) established a
performance based system for managing unemployment insurance called UI
PERFORMS.  Subsequently, in 1999, the DOL created Tier I and Tier II
performance measures as a part of UI PERFORMS.  Tier I performance
measures have standardized criteria while Tier II performance measures do
not.  As of 2003, West Virginia’s Unemployment Compensation Division ranked
well overall in both Tier I and Tier II measurements.  The Unemployment
Compensation Division’s performance in Tier I and Tier II measures
indicates that the Division operates effectively and efficiently in
important areas.

Within UI PERFORMS, the proper payment rate is one of the most
important measures.  The proper payment rate is significant because it is an
indicator of the accuracy of the Division in benefit determinations.  The Division
has not ranked lower than 4th  in the nation in terms of the proper payment rate
since 1993.  Furthermore, the state has collected over 57% of all overpayments
since 1998. This compares favorably at the regional and national level.  According
to information provided by the Unemployment Compensation Division, West
Virginia is 10th in the nation in non-fraud overpayment recovery and 28th in
fraud overpayment recovery.  Within the bordering states, West Virginia is 1st
in non-fraud overpayment recovery and 3rd in fraud overpayment recovery.

Performance At The National Level

In 1995, the federal Department of Labor introduced a performance
management system called UI PERFORMS5.  At the center of UI PERFORMS
are  the State Quality Service Plan (SQSP) and performance measures.  The
State Quality Service Plan is prepared on a yearly basis.  It is a blueprint for the
state to follow throughout the year.  The SQSP has two main functions.  First,
the SQSP helps the state plan on how to satisfy grant requirements.  Second,

5According to the federal Department of Labor, UI PERFORMS is the name
given to the management system developed by the federal and state partners who
together are responsible for operating and overseeing the state-federal Unemploy-
ment Insurance system.

The Division has not
ranked lower than 4th  in
the nation in terms of the
proper payment rate since
1993.
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the SQSP allows the state to establish performance objectives.  The performance
objectives center around the Tier I and Tier II performance measures.  According
to the U.S. Department of Labor:

There are 10 key “Tier I” measures. Federal-state partners
agreed that Tier I measures represent highly significant
areas of activity in the UI system, such as making benefit
payments and collecting taxes promptly. All Tier I measures
have uniform national performance criteria that represent
minimally acceptable performance. They attempt to
represent key dimensions of benefits, tax, appeals and trust
fund management.

Anytime a state fails to meet a Tier I criterion, that state
must submit a Corrective Action Plan (CAP).  In addition, a
state may also submit a Continuous Improvement Plan (CIP)
for Tier I and Tier II measures it desires to improve.  According
to the federal Department of Labor:

Supporting a continuous improvement environment, the
SQSP allows for the optional submission of CIPs which
focus on performance that is not deficient, but for which a
State and Regional Office see the opportunity to attain an
enhanced goal in service delivery. States, on their own
initiative, or as a result of negotiations initiated by the
Regional Office, are encouraged to prepare CIPs for Tier
II measures, or Tier I measures above base requirements.
The preparation of such plans may be useful to indicate
new goals or State program emphasis. Such CIPs are
considered part of the SQSP.

West Virginia has passed 74 out of 81 performance measures since
1998.  The seven performance measures that were not met resulted in CAPs.
Furthermore, as of calendar year 2003, West Virginia ranked in the top ten in
the nation in eight Tier I measurements and number one in the nation in three
measurements (see Table 4).  The Division’s average ranking for Tier I
performance measures is 15th in the nation.

West Virginia has passed
74 out of 81 performance
measures since 1998.

The Division’s average
ranking for Tier I
performance measures is
15th in the nation.
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The remaining set of performance measures are Tier II measures.
According to the Department of Labor:

 There are over 50 “Tier II” performance measures,
covering a slightly greater range of activity than Tier I
measures. Although most are not as significant as “Tier I”
measures, some are but do not have criteria because the
measure does not have the same meaning in every state
(e.g., benefit payment accuracy.) There are no required
criteria for Tier II performance measures.

Although many Tier II measures cover dimensions of
performance as significant as Tier I measures, states may
differ enough in these areas that the measures have varying
meanings from one state to another. Thus, the Department
issued no national criteria for these measures.

As of 2003, West Virginia ranked in the top ten in the nation in nine Tier
II measurements and first regionally in 13 areas.  Although there is no set criteria
for Tier II measurements, states may submit Continuous Improvement Plans to
raise Tier II performance.  West Virginia has submitted seven CIPs for Tier II
measures since 1998.  The Division’s average ranking for Tier II performance
measures is 20th in the nation (see Table 5).

As of 2003, West Virginia
ranked in the top ten in the
nation in nine Tier II
measurements and first
regionally in 13 areas.

The Division’s average
ranking for Tier II
performance measures is
20th in the nation.
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Benefit Payments Are Made Promptly and Accurately

The Unemployment Compensation Division has consistently ranked in
the top four in the nation in terms of payment accuracy since 1993.  According
to UI PERFORMS, the proper payment rate “is the combined ratio esti-
mate of total dollars properly paid to total dollars paid, expressed as a
percentage.”  The high proper payment rate indicates that the Division makes
accurate benefit determinations.  For calendar year 2002, West Virginia’s un-
derpayment rate was 0.8%, which is comparable to the national average of
0.7%.  However, for 2002, West Virginia’s overpayment rate was 3.2%, a
slight increase from 2.8% in 2001.  However, despite the increase, West Vir-
ginia was one of the five lowest states in the nation, and well below the national
average of 9.1%.  According to the federal Department of Labor, the leading
cause of overpayment was the individual’s benefit year earnings6.

6Benefit year earnings include the salary, unreported earnings, SSI, pension,
severance pay, and vacation.

The Unemployment Compensation Commission not only pays
individuals accurately, but promptly.  Prompt payments reduces financial
hardships an individual may experience.  As of calendar year 2003, West Virginia
paid 98% of all claimants within 35 days from the ending of the first compensable
week.  This ranks West Virginia 1st regionally and 8th nationally in timeliness of
payments.

Information Exchanges Help Prevent Overpayments

The Unemployment Compensation Division has data exchanges with
39 separate entities,  including federal, state, and local governments (see Table
6).  The purpose of the data exchanges is to ensure individuals report accurate
information to the Unemployment Compensation Division.  Individuals are
allowed to earn a certain amount of money without losing benefits.   However,
once weekly income exceeds a certain point, the additional income is deducted

The Unemployment Com-
pensation Division has
consistently ranked in the
top four in the nation in
terms of payment accuracy
since 1993.

As of calendar year 2003,
West Virginia paid 98% of
all claimants within 35
days from the ending of the
first compensable week.
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from an individual’s maximum weekly benefit amount.  Furthermore, the Division
has the responsibility of deducting child support payments and repayments for
the over-issuance of food stamps from an individual’s benefit check.  Data
exchanges serve to ensure that the information an individual reports is accurate
as well as ensuring that any deductions are made.

Fraud/Non-Fraud Overpayment Recovery Is Adequate

According to information provided by the Unemployment Compensation
Division, West Virginia is 10th in the nation in non-fraud overpayment recovery
and 28th in fraud overpayment recovery.  Regionally, West Virginia is 1st in
non-fraud overpayment recovery, and 3rd  in fraud overpayment recovery.  In
addition, according to the 2004 Governor’s Annual Report, the Unemployment
Compensation Division collected over $300,000 in fraud related overpayments
and over $1 million in non-fraud overpayments.

West Virginia consistently collects approximately 57% of overpayments.
However, the remaining 42% may not be easily collected.  The DOL has
established that there are limitations on the ability of states to identify and collect
overpayments.  First, the ability to detect and establish overpayments are limited.
According to the DOL, approximately 67% of overpayments are readily
detectable, and that “establishing and recovering overpayments are
expensive activities, and...[state unemployment] agencies are unwilling to
establish many small overpayments they deem too small to be worth
attempting to recover.”    Second, once an overpayment is detected and
established, the agency must initiate steps to recover or attempt to recover the
overpayment.  However, not all overpayments are recoverable.  According to
a report from the Department of Labor, nationally, “approximately $480 million
out of the $2.3 billion, or 21%, of the overpayments could not be recovered
due to finality, potential hardship, and other causes.”

According to the 2004
Governor’s Annual Report,
the Unemployment
Compensation Division
collected over $300,000 in
fraud related
overpayments and over $1
million in non-fraud
overpayments.
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Tables 7 and 8 show the overpayment recovery rates for fraud and non-fraud
incidents.
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Conclusion

 The federal Department of Labor is responsible for national-level ad-
ministration of the unemployment insurance system and has put forth a set of
performance measures known as UI PERFORMS.  These performance mea-
sures are broken down into Tier I and Tier II.  Tier I measures are the only
group for which the DOL has set criteria.  Anytime a state does not meet a
federal criterion, that state must submit a Corrective Action Plan (CAP).  West
Virginia has submitted seven CAPs since 1998.   Furthermore, as of calendar
year 2003, West Virginia led the nation in 3 areas, ranked in the top ten in 8
areas, and had an average national rank of 15th in tier I measures.  In addition
to performing well in Tier I measures, West Virginia performs well in Tier II
measures.  In 2003, West Virginia ranked in the top ten in nine areas, first
regionally in 13 areas, with an average ranking of 20th in the nation in Tier I
measures.

In addition to satisfactory national performance, West Virginia has a
consistently high proper payment rate.  The accuracy that the Division
demonstrates benefits both claimants and the Division.  First, claimants benefit
by receiving the correct amount, without worrying about owing money or being
owed money.  Second, the Division benefits by not wasting staff and time on
identifying and recovering overpayments.  Furthermore, when the Division does
identify overpayments, they are also efficient in recouping the overpayments.
West Virginia is 10th in the nation in non-fraud overpayment recovery and 28th
in fraud overpayment recovery.    In addition to making accurate payments, the
Division also pays claimants promptly.  As of calendar year 2003, West Virginia
paid 98% of all claimants within 35 days from the ending of the first compensable
week.

Recommendation

2. The Legislative Auditor recommends that the
Unemployment Compensation Division be continued.

As of calendar year 2003,
West Virginia led the na-
tion in 3 areas, ranked in
the top ten in 8 areas, and
had an average national
rank of 15th in Tier I mea-
sures.

In 2003, West Virginia
ranked in the top ten in
nine areas, first regionally
in 13 areas, with an aver-
age ranking of 20th in the
nation in Tier I measures.
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Appendix A:  Transmittal Letter
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Appendix B
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Appendix C
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Appendix D:  Agency Response
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