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Auditor General DePasquale Finds Major Accounting, Oversight Problems

in Fund Supporting State’s Unemployment Compensation System
Acknowledges improvements made; slams Labor & Industry’s accounting for $178.4 million from SIIF

HARRISBURG - Auditor General Eugene DePasquale said today his performance audit of the Department of
Labor & Industry’s (L&I) Unemployment Compensation Service and Infrastructure Improvement Fund (SIIF)
found major accounting and oversight problems that must be corrected immediately.

“People have a right to be frustrated by what we found here,” he said. “If L&I had appropriately
accounted for SIIF funding from the beginning, we may not be dealing with this chaos and looking at
such high costs to address the problems going forward.

“This audit is about more than finding out what happened to the money and how much additional
funding is needed to fix the problem,” DePasquale continued. “It is about providing the people of
Pennsylvania with the level of service they deserve. It’s about the 312,000 Pennsylvanians who tried to
call the UC service centers in January and got a busy signal 99.3 percent of the time. The Department of
Labor & Industry must do better.”

In January, DePasquale launched an audit of the SIIF, which was created by Act 34 of 2013 to
temporarily supplement the decline in federal funding L&I uses to administer the UC program.

When legislation to extend SIIF funding for 2017 failed in December 2016, L&I cut $57.5 million from its
budget, resulting in the closure of three of the eight UC service centers and the furlough of 488
employees, which led to long delays and busy signals on 99.3 percent of calls for UC services in January.

The audit examined how L&I used SIIF funding from 2013 through 2016, whether the expenditures
conformed to Act 34 guidelines, and how much funding would be needed in the next four years to
maintain efficient operation of the UC program and to avoid additional budget cuts.

The 61-page audit report released today details three findings, makes 10 recommendations, and reveals:

e L&Ispent a total of $178.4 million from the authorized SIIF funding during calendar years 2013
through 2016, but did not use proper accounting methods to record SIIF expenditures.

o L&I made numerous improvements to the UC system between 2013 and 2016.

e L&I needs an estimated $159.5 million between 2017 and 2020 to maintain current UC
operation of five service centers ($95.7 million) and replace its ancient computer system ($63.8
million), including:

o $29.7 million for CY 2017 ($12.1 million for current operations and $17.6 million toward
modernizing its computer-based benefit system).

o $38.9 million for CY 2018 ($20.2 million for current operations and $18.8 million toward
modernizing its computer-based benefit system).

e L& estimates that an additional $38.5 million would be needed to recall furloughed employees
for one year.



Based on L&I’s projections, $159.5 million in additional funding is needed over the next four years to
maintain operations, avoid additional service center closings and modernize its ancient computer
system. L&I’s projections do not forecast reopening all three service centers closed in December 2016 or
recalling furloughed staff.

“The numbers are stunning,” DePasquale said. “L&| must immediately work to make administration of
Pennsylvania’s unemployment compensation program operate more efficiently to serve residents who
are forced to use the system when they lose their job through no fault of their own.

“There is no question that improvements to the UC system were made but, because L&l failed to use
proper accounting methods to record and track SIIF funds, my team was unable to determine whether
all the funds were used appropriately,” DePasquale said, noting that SIIF funds come from a portion of
payroll taxes paid by all employees, not the state’s general fund.

Auditors found that L&I did not separately record specific expenditures in the SIIF account, but rather
lumped all expenditures together. Additionally, the annual Act 34-required reports to the governor and
General Assembly were not submitted until January 2016 — more than a year and a half late — and
contained too few details to be reliable or of value.

Moving Forward — 2017 through 2020

Auditors determined L&I’s funding and service forecasts appear to be reasonable.

According to L&, if no additional funds are received from the state, the department will need to close
three more UC service centers between 2017 and 2018.

To maintain the current operation of five UC service centers — without the $38.5 million needed to
recall staff furloughed in 2016 or $63.8 million to replace its ancient computer system — L&I anticipates
annual operating deficits of:

e $12.1 millionin 2017,
e $20.2 million in 2018,
e $27.6 million 2019, and
e $35.8 million in 2020.

Last week the General Assembly passed, and yesterday the governor signed, legislation to provide $15
million in SIIF funding.

“The $15 million stopgap funding is a step in the right direction,” DePasquale said. “However, when
$12.1 million is needed just to break even this calendar year, there will not be much money left to recall
staff furloughed in December, and nothing to put toward replacing the ancient computer system behind
the whole operation.

“If the $15 million stopgap funding is used to recall staff and reopen a call center, L&I will still be facing a
$12.1 million deficit, without even addressing the cost of a new computer system.”

When SIIF funding was not extended in December, L&I predicted that without a long-term funding
solution, additional service centers will need to be closed, ultimately resulting in online-only claims
filing.

“Based on the information available, my team not only found that L&I’s prediction was reasonable, but
inevitable,” DePasquale said. “We’ve already experienced the disastrous results of reducing the number
of service centers from eight to five.”

Since January, UC program users have experienced delayed claims processing and payment as well as a
major decline in customer service, including claimants not being able to get through on the phone lines
and experiencing long wait times to speak to a service representative.



“Busy signals skyrocketed to 99.3 percent of calls in January, and calls that made it into the waiting
gueue experienced long hold times,” DePasquale said.

Average wait times went Large Increasein Busy Signals with Service Center Closures and Furloughs
. Number Unique Percent of

fr?m approximately 13 Month / Year Call Attempts Callers Busy Signals Attempts Busy

minutes to almost one October 2016 313,799 128,343 138,595 44.2%

hour, with the longest November 2016 981,540 149,990 787,966 80.3%

wait time reported at December 2016 8,772,738 242,090 8,643,277 98.5%
January 2017 17,064,654 311,941 16,953,321 99.3%

nearly seven hours. February 2017 4,004,976 162.602 3,786,185 94.5%

“This level of service is completely unacceptable and a lot of people were left wondering why these
three particular service centers were shut down,” DePasquale said. “Details about why L&I chose to
close the Allentown, Altoona and Lancaster service centers has not been well explained until this audit.”
In deciding which three service centers to close, L&I considered the following:

e Fixed costs, and building leases,

e Regional location,

e Economics of the location, including unemployment rate,

¢ Number of employees at the location,

e Downsizing all locations versus closing a few,

e Leased buildings versus state owned, and

e Performance metrics.
Both the Lancaster and Allentown service centers were chosen because they were located in leased
buildings and had higher lease payments with closer lease expiration dates than other service centers
located in non-state-owned buildings. Also, both were close to other service centers. Additionally, the

parking costs were high at the Lancaster service center, and the Allentown center was housed in the
same building as L&I’s local tax office, which L&l also planned to close.

The Altoona service center was chosen because it was located in a state-owned building and, therefore,
would be easier to reopen quickly if sufficient SIIF dollars are received. The only other service center housed
in a state-owned building is in Erie, which is the only center that has an evening shift for taking calls.

The remaining UC service centers are in Erie, Harrisburg, Indiana, Pittsburgh and Scranton. However, if
sufficient additional state funding is not provided for the UC program, operating costs will have to be
reduced and three additional service centers will have to be closed in 2017 and 2018. After these
closures, only one UC service center — in addition to the Harrisburg service center — will remain. Based
on L&I’s scenario, the results of additional service center closures will be:

e No telephone assistance to any UC claimants,

e Solely online claims processing with online-only interaction with claimants,

e QOperations of all remaining UC staff focused on processing and paying claims, and

e Long delays in claims processing with insufficient staff levels to handle the volume.
“Based on L&I’s projections, $12.1 million is needed to avoid closing more service centers this year and
$38.5 million is needed to recall furloughed staff for one year,” DePasquale said. “The era of online-only

UC claims could be a reality within two years, assuming the ancient computer system can handle the
additional volume.

“Not every claimant has access to a computer to file and monitor their claims online. The people who
rely on the program are the ones who are going be impacted most, which is why it is imperative that L&l
work with the General Assembly for a long-term financial solution for the UC program.”



Computer Modernization Projected to Cost $63.8 million Through 2020

The audit acknowledges that L&l is in dire need of a new computer-based benefits delivery system to
replace its ancient mainframe computer system that is more than 40 years old, very expensive to
maintain, very difficult to modify and inefficient. Upgrading the system is estimated to cost $63.8
million over four years.

“L&l identified the computer system upgrade as a top priority and it should be,” DePasquale said. “The
reality is that given the difficulty people experienced on the phones earlier this year, shifting more
services online could cause the collapse of the entire computer system and no amount of staff will be
able to provide unemployment checks to people who qualify.

“We are two decades into the 21° century, yet the hundreds of thousands of Pennsylvanians who use
the unemployment compensation system each year are relying on an ancient mainframe computer
being held together with bubble-gum and rubber bands,” DePasquale said.

The current UC benefits computer Estimated Benefits Modernization Costs for CY 2017-2020
system uses common business- : 2017 2018 2019 2020 TOTAL
. . Svstem Design,
oriented language (COBOL), which Development, &
. Implementation (DDI)
was developed in the 1950s and Vendor $15.000.000 | $15,000,000 | $17,500.000 | $5,000,000 | $52,500,000
1960s. COBOL is the second-oldest CSG Government Solutions
P ; Inc. - Project Menagement | $1.050.000 | $1.050.000 | $1.050.000 | $262.500 | $3,412,500
high-level computer programming et
language. According to L&I, a new Inc. - Independent
] Verification & Validation $476,000 | $801,900 $415480 |  $18.020| $1,711,400
benefits system for the UC program Carnegie Mellon Software
il enh t . Engineering Institute $300,000 |  $300,000 $300,000 | $300,000| $1,200,000
will enhance customer service, Advisory Services
increase functionality through self- L& Personnel $800,000 | $1,600,000 | $1,600,000 | $1,000,000 | 5,000,000
TOTAL 517,626,000 | 518,751,900 | 520,365,480 | 56,580,520 | $63,523,900

service, expand hours of system
availability, automate many manual processes, improve system performance and adaptability, improve
accuracy, and provide compatibility with mobile applications.

L&l is currently evaluating proposals to restart and complete the computer modernization project it
started in 2006.

The Pennsylvania Department of Labor and Industry Service and Infrastructure Improvement Fund audit
report is available online at:

www.PaAuditor.gov. Projected UC Revenues and Expenditures
Based on Calendar Year 2016 Actual Revenues and Expenditures
HHH (Amounts in Thousands)

CY 2017 | CY 2018 | CY 2019 | CY 2020

(Projected) | (Projected) | (Projected) | (Projected) Total

Revenues:
Federal Funds $ 127,367 | $ 129,625 | $ 133,282 | $ 137,049 | $ 527,323
State Funds - Special Admin. $ 9900|$ 9500(% 9500|(% 9,500 |% 38,400
State Funds - SIIF - - - - $ -
Total Revenues $137,267 | $139,125 | $142,782 | $ 146,549 | $ 565,723
Expenditures:
Personnel $ 98,767 | $ 107,680 | $ 117,398 | $ 127,993 | $ 451,838
Operations $ 50,597 [ $ 51,659 | $ 52,951 | $ 54,380 | $ 209,587
Total Expenditures $ 149,364 | $ 159,339 | $ 170,349 | $ 182,373 | $ 661,425
Deficit Subtotal $ (12,097)| $ (20,214)| $ (27,567)| $ (35,824)| $ (95,702)

Est. Benefit Modernization Costs $ (17,626) $ (18,752)[ $ (20,865)| $ (6,581)| $ (63,824)

Deficit after Benefit
Modernization Costs $ (29,723)| $ (38,966)| $ (48,432)| $ (42,405)| $ (159,526)



http://www.paauditor.gov/Media/Default/Reports/Labor%20and%20Industry%20SIIF%20Audit%20Report.pdf

