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North Carolina Enacts Bold UI Solvency Legislation

On February 19" Governor Pat McCrory (R-NC) signed into law a comprehensive Ul reform and solvency bill
(HR 4) taking dramatic steps to eliminate the $2.5 billion Title XII Loan balance, align benefit payout with Ul
Tax revenue, make adjustments in the Ul tax rate schedule and focus more on reemployment and integrity in the
administration of the state Ul law. The bill can be found at
http://mobile.ncleg.net/Sessions/2013/Bills/House/PDF/H4vS5.pdf

The comprehensive change was based in large part on a study for the North Carolina Chamber of Commerce
Foundation (attached) coordinated by Tony Fiore, Attorney with the firm of Kegler Brown Hill and Ritter with
subject matter expertise provided through UWC’s National Foundation for Unemployment Compensation and
Workers’ Compensation.

The bill signed into law includes a number of significant changes, including:

e Reduces the Maximum Weekly Benefit Amount from over $500 to $350

e Reduces the number of maximum weeks of state Ul benefits to a range of 12 -20, depending on
unemployment rates reviewed twice a year.

e Changes the calculation of the weekly benefit amount from an amount based only on the high quarter to

an amount based on the two most recent quarters

Changes the earnings disregard from a 10% of wages to 20% of the weekly benefit amount

Increases the minimum and maximum Ul tax rates

Changes the rate schedule

Adopts a long list of integrity measures

Focuses attention on reemployment

North Carolina took the bold step of changing the calculation of the weekly benefit amount to reduce the
average weekly benefit amount effective July 1%, raising an issue with the US Department of Labor as to
whether the new law would result in the loss of Federal reimbursement of weeks of Emergency Unemployment
Compensation (EUC) benefits. Despite the likely loss of funding for weeks of EUC benefits, the North Carolina
legislature and the Governor took the position that addressing the solvency of the state UI trust fund was needed
for the state to move forward in attracting new business and job creation.

Consistent with the point that states should not be prohibited from taking measures to address solvency, North
Carolina, is now also seeking amendment to the “no-reduction” provision connected to EUC funding.
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. Executive Summary

The purpose of this comprehensive solvency studip isscommend ways to help return North
Carolina’s unemployment insurance (Ul) Trust Fuondat position of solvency now and assure
continued solvency into the future. A solvent Uistrfund serves to strengthen the state’s posdition
an increasingly competitive global marketplace. Htedy describes a balanced approach, with
shared sacrifice and opportunity for unemployedkems and for employers seeking to not only
survive, but to thrive. The study describes wayswhich the state may encourage faster
reemployment and allow for a common sense admatirgér structure which promotes continuous
improvement in returning Ul claimants to work meféectively while also improving the supply of
qualified applicants referred to fill the needd\afrth Carolina employers.

The study includes a review of North Carolina’sreunt state of Ul solvency and a comparison to
other states with respect to the benefits paid lmants, taxes paid by employers, integrity
measures, and general delivery system. We fourtcb#rzefit levels and unemployment taxes were
higher than in surrounding states, the outstanf#idgral debt was among the highest in the country,
many of the best practices in integrity measurebrw yet been implemented, and there was a need
to address systems development and integrationekethocal offices, call centers and one-stops to
improve Ul adjudication and to assist unemployedkers with reemployment and employers in
finding the skilled workers that are needed. Weetlgped recommendations with respect to
improved administration, legislation and policyeiach of these areas.

It is important to note that none of the changegaiaed in this study affect existing benefits lgein
paid to unemployed individuals. It should alsone¢ed that no change will interrupt the payment of
unemployment benefits to eligible Ul claimants.ming is of critical importance in reviewing the
changes recommended in this document. Partictimteon should be given to the additional costs
that will be levied on North Carolina employerssiéps are not taken in 2012 to address the issues
facing the Ul system. Finally, by far the mostical observation of this study is that anythingsle
than making the comprehensive reforms will onlydu@e marginal results and likely lead to a series
of ongoing reforms or “Band-Aids” in attempt to fixe current Ul system. This document is largely
based off the premise that asking employers toimontisly pay more for a system that they fully
fund without greater oversight and continuous improent is simply unsustainable.

Solvency and Ul Debt

North Carolina’s unemployment insurance systenuiiging an annual deficit of approximately $470
million (see page 11 for analysis). This defiods led to the current Ul debt to the federal
government of $2.4 Billion placing it"4highest in the country. The state would signifity
improve its solvency position by repayment of tledtdquickly to avoid future FUTA tax increases
on employers, and additional interest paymentsingako action will result in a series of increases
in the rates to be paid by employers under the raétdmemployment Tax Act (FUTA). The FUTA
tax increases triggered under federal law will @ase as long as the state continues to have
outstanding debt until reaching $420 per employestead of the $42 per employee due under the
base FUTA rates. Increases will be greater on eepéage basis for employers with the lowest state
Ul experience rates. In addition to automaticafigreasing FUTA taxes, federal law requires that
states pay interest on outstanding loans and regatyof interest must be made from sources other
than the state Ul tax. The costs of failing to india¢ely address Ul Solvency are significant in the
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form of increased federal unemployment taxes thaease each year that the outstanding loan is not
repaid and interest charges to be paid by the.séatange of recommendations, including state Ul
tax increases; unemployment benefit cuts and neding the debt are recommended. Adding a
bond package to eliminate the outstanding debtdvowdve NC from a deficit state to a state without
debt with a balanced fund and slowly building aities balance and a reserve. The Ul Trust fund
should be restored to a healthy and solvent posfto long-term sustainability and to be prepared
for future economic downturns.

Re-Employment and Workforce Training/Education

States across the country have begun to turn thesfof Ul systems to reemployment, and North
Carolina is in a position to adopt the best pradtirom other states in the development of a set of
performance measures and a delivery system thatseiage as a model. There is currently $1.4
Billion budgeted for workforce development prograthsoughout the state. Improvements and
integration of systems are needed to focus on riegment through performance based standards.
Such measures should focus on individuals actugglying jobs rather than the completion of a
program by the individual. Employment should bgegi greater weight when determining the
success of workforce development and adult educatial training programs whether funded by the
federal, state or local government. Employmewuh not be the only metric used to determine if
publicly funded resources are being utilized in thest effective manner. Retention rates are also
critically important in determining if education@itraining programs are meeting the needs of North
Carolina employers as well as jobseekers. Employdhglaimants, whether in permanent full-time
jobs or part-time jobs while they complete an etiocaor training program, helps replenish the Ul
Trust Fund by reducing benefit pay-out and incregsinemployment tax revenue. In addition to Ul
tax revenue, employment saves the state in redpegdut for public assistance and support
payments while increasing state income tax reveanek increasing spendable cash to bolster the
local economy.

Integrity

North Carolina and many other states during aner @fte 2008-2009 recession opted to dedicate
limited administrative resources to the paymenberefits to the exploding number of unemployed
workers. One result has been an increase in théeuof overpayments and a lesser emphasis on
integrity in benefit determinations, identificatia fraud and overpayments, and the collection of
overpayment amounts. Improvements must be madeetsyistem in assuring that claimants are in
fact qualified and eligible to be paid benefits aeturning the focus of the program to assisting
unemployed workers in their efforts to get back work. Establishing and enforcing new
requirements for claimants to be able, availabkk actively seeking work should be a focal point in
reforms to the system. In North Carolina, Ul clamts are only required to make two employer
contacts per week as a requirement to continueeteive benefits. The documentation and
verification of work search requirements have bderemphasized in many states in recent years
with the advent of internet claims, increases ainst load, and the priority placed by USDOL on
making Ul benefit payments quickly. Best practitates have implemented required registration for
work and the required development by claimants afkvsearch plans as conditions of eligibility for
payment. Increased requirements in these aredsnwfil only result in reductions in benefit
overpayments, but will also reduce the duratioclaims and send the signal to claimants that they
are expected to be actively seeking work. In @mlditimproved staff training on rules, regulations
and laws, is needed to bring objectivity to thetesysand improve consistency statewide in decision
making.
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Affordability/Benefits

Benefit payout has outstripped the ability to paythe Ul program. The benefit payout overhang in
many states has continued longer than previoussene due to the lack of significant job growth
and the continuation of benefit payment provisiods.number of states across the country have
taken action to reduce benefit payout through gauction of the potential number of weeks of
benefits, changes in the determination of the webkhefit amount, and requiring a waiting week.
Unemployment Compensation payments in North Caaolmve exceeded unemployment tax
revenue due to a number of factors, including: tfl weekly benefit amount formula used to
determine the amount to be paid results in amotirs are close to the national average, but
significantly higher than the weekly benefit amauint the region; (2) the maximum weekly benefit
amount is significantly higher than maximum weekbnefit amounts in the region; and (3) wage
replacement rates are higher than the nationalageerand significantly higher than wage
replacement rates in the region. Significant rédas in benefit amount and/or duration will be
needed to eliminate the annual deficit in benadjrpents compared to contributions and to reduce
the current Ul trust fund deficit. In addition, enisig the benefit structure is competitive with exth
states and provides the right incentives for retgrrpeople to work is of critical importance. A
conservative estimate of the impact of the recontedrchanges to the North Carolina Ul system is
projected to be an annual savings of over $400anill

Taxes

North Carolina employerfully fundthe state’s unemployment insurance program ancdpay$1.1
Billion in annual state Ul tax. Employees make matdbution into the unemployment trust fund.
The average per employee state Ul taxes paid byogers in North Carolina is higher than other
states in the region, however, the current taysrdtenot generate sufficient revenue to cover lsnef
on an annual basis or to build solvency in therUsttfund. Amendments to the current tax rates are
needed to assure that the state Ul tax structwesponsive to changes in the economy and capable
of providing adequate funds to pay state Ul berafibunts over a reasonable time period as needed
without borrowing from federal accounts. Tax ratdexdules should provide improved experience
rating as the basis for rates with reduced ratek# unemployment experience employers in North
Carolina. Ul Tax rates should be set so as to enBlorth Carolina employers to compete with
employers in other states and in the global matke¢p Tax rates that result in increases in costs
discourage job creation and result in a shrinkangliase. Recommendations in this study proscribe a
balanced approach to address Ul solvency and eamgeujob creation in North Carolina, and
changing the minimum tax rates to distribute thst @ the Ul system more completely across the
full range of unemployment experience.

A piecemeal approach to addressing the needs othNoarolina employers, Ul claimants and
jobseekers will not produce as successful a resuinplementing the complete package of reforms.
The primary stakeholders in the Ul system, legigtakeadership in both houses and the Governor’s
office should be continually updated with respectt trust fund solvency to enable the state te@ tak
action in a timely manner.
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1. Background on Economy and Impact on Ul System

With the advent of the great recession of 2008-2888 unemployment benefit accounts across the
country were strained to the point of breakinghvatmajority of the states being forced to borrow
funds from the Federal government to meet theimpieyment payment obligations. The size and
the length of the recession were greater than eggssion since the great depression of the 1930s.

State officials and policy
makers, with few exceptions
were caught off guard. Many
states had planned to respor
to a mild recession similar tc
the recession of the earl
2000s with trust balance:
and/or timely solvency triggers
designed to quickly make uf
for deficits. The
unemployment rate during the
most recent recession wa
much greater than what mos
Southeastern states and it
United States on averag -
experienced since the earl Source: U.S. Bureau of Labor Statistics
1980s. (Chart 1)

To add to the severity of the recession, the tinahthe dramatic increases in state Ul benefit pay-
out worked against state ability to respond. Beedahs increases began after the computation date
for state Ul tax rates for 2009, tax rate incredse2009 did not reflect the increased costs, Itiesu

in a continued mismatch between tax revenue fof 200 benefit payout.

Employers struggling to stay in business were no& iposition to take on increasing payroll tax
burden, and even as state Ul tax revenue begamcteaise from 2009 to 2010 the length of the
duration of unemployment claims continued to inseeaot only due to the lack of job creation, but
also due in part to special federal extended andrgemcy unemployment compensation which
provided up to 99 weeks of combined state andrédmemployment compensation, providing a
disincentive for unemployed workers to accept eyrplent that may not have matched their highest
skill and compensation expectations but was availedthe marketplace.

The overall result was lack of new job creatiotha&t same time that jobs requiring specialized skill
did not have applicants. Duration and exhaustiotesrancreased, adding to the deficits in
unemployment accounts at the state and federdl leve
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V. Overview of the North Carolina Ul System

The North Carolina experience was similar to otlege states with urban centers, suffering
particularly in job losses in manufacturing, hogsirhospitality and textiles. Unemployment
compensation benefits increased dramatically intiN&arolina because of 1) lack of jobs, 2)
increases in benefits available for unemployed wkand 3) mismatches between jobs in demand
and the workers available to accept work at theewages that were supportable in the marketplace.

North Carolina’s Ul system
was not able to respond

s3ct Exincl &

quickly enough to reduce

2500 P benefits and/or increase
M\ state Ul tax revenue to

“008 - avoid insolvency. Even
I \ before the recession the

3,260 - ;

state’s trust fund had been
depleted due to benefit
amounts and duration that
were high and tax effort
that did not keep up with
benefit pay-out. During
this time period additional
state revenues were
supplemented with interest
from a diminishing trust fund balance as well dsrsted amount returned to the state through Reed
Act distributions. (Chart 2 — only initial projeotis used for 2012)

012

Source: North Carolina Department of Employmentu@igc

As a result of insolvency, North Carolina was oatey as of September 30, 2011 to pay over $78
million in interest on loans from the federal gaveent, and based on continued negative balances
in the state Ul trust fund as of November 10, 2@&hployers in North Carolina were subject to the
loss of FUTA offset credit of 0.3, increasing thet frederal Unemployment Tax rate to be paid in
January of 2012 for calendar year 2011 by approwty&21 per employee.

In 1937, the Federal Unemployment Tax Act tax w#¥4(0.1% effective tax) of the total wages of a
worker. By 1940, it had increased to 3.0% (0.3%ative tax) on wages up to $3,000. Since then, the
rate has increased a number of times, occasionatiya temporary basis. The taxable wage base
increased to $4,200 in 1972; $6,000 in 1978; an@0Gfrin 1983. In 1985, the Federal tax reached its
current level of 6.2% (0.8% effective tax) on taealvages. In 2011, a 0.2% “temporary” surchargs wa
removed moving the current tax rate to 6.0% (5.4 viull offset for a net 0.6% effective tax) on
taxable wages.
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Continuation of insolvency in the state | *;
trust fund will result in interest payme Chart 3: FUTA Cost Per Employee
each year and an escalating offset cre | saso
reduction. The credit reduction is initially | s«0 -
0.3% and increases by 0.3% for each y |0
there is an outstanding loan. For examj | $:0
the first year credit reduction results in t | *>°
net federal tax rate increasing from 0.8% | ***°
1.1% (0.6% to 0.9% after June 30, 201 |**°
Reducing the FUTA offset creditcreases |~
the FUTA tax to be paid by employers |

$50
S0

additional increments of $21 p« S FEIEES S PSP P
employee ($42 per employer for 20] Cost Per Employee if NC has Title XIl Ul Loan and Does Nothing
$63 per employee for 2013 a[ = Amount of FUTA Tax Employers Pay if State Does Not have Title XIl Ul Loan

continuing to increase). (Chart 3)

Although the revenue from this additional federanalty increase is deposited in the state’s
unemployment trust fund and will reduce the feddeddt, the amount of the revenue is not sufficient
to address solvency needs and the FUTA tax ratbouiti specifically addressing state solvency, will
escalate over time up to the full $420 per emplayeeyear in addition to the already increasing
state unemployment taxes that increase based iomsatxperience.

Year FUTA Offset Cost Per FUTA Offset Credit if State Does Not | Amount of FUTA Tax Employers Pay if State
Credit Reduction Employee have Title XII Ul Loan in 2013 Does Not have Title XIl Ul Loan in 2013
2010 0.8% $56 0.8% $56
2011 | [1/1 - 6/30=1.10%] [$77] [1/1 - 6/30=1.10%)] $77
[7/1 — 12/31=0.9%] [$63] [7/1 — 12/31=0.9%)] $63
2012 1.20% $84 1.20% $84
2013 1.50% $105 0.6% $42
2014 1.80% $126 0.6% $42
2015 2.10% $147 0.6% $42
2016 2.40% $168 0.6% $42
2017 2.70% $189 0.6% $42
2018 3.00% $210 0.6% $42
2019 3.30% $231 0.6% $42
2020 3.60% $252 0.6% $42
2021 3.90% $273 0.6% $42
2022 4.20% $294 0.6% $42
2023 4.50% $315 0.6% $42
2024 4.80% $336 0.6% $42
2025 5.10% $357 0.6% $42
2026 5.40% $378 0.6% $42
2027 5.70% $399 0.6% $42
2028 5.80% $420 0.6% $42

*Assumes no additional increase from a Benefit @esiuction (BCR) after year 3 and year 5 of theloa

The North Carolina business community and busiasessciations across the country advocated in 2009,
2010 and 2011 for relief from federal FUTA offse¢dit penalties, arguing that now was not the time
increase payroll taxes. Increased payroll taxesodisge job creation. Although federal law provided

a waiver of the interest on federal loans through® the waiver was not continued for 2011 dueigé

part to concerns at the federal level about therfddleficit that was already growing.

With no relief likely from Congress, an annual difin benefit pay-out compared to tax revenue, amd
outstanding federal loan debt as of April of 20it2s prudent to take legislative and policy stépdirst
eliminate the annual deficit and then to addreedalge outstanding debt to minimize the impacjatn
creation and build a solvent fund for the future.
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North Carolina Solvency Measures

A number of steps can be taken to immediately iwgrsolvency, to position North Carolina to take
advantage of tax and penalty relief provisionseigefral law, and to address the long term debt .iShee
size of the debt calls for concerted effort oveedod of at least the next decade, with activéig@pation

by the business community, legislature and the Gmren developing and implementing solutions.

This report provides an outline of steps to be naikemediately and in the long term that can ageist
enabling the state to be a model of solvency anquidaued administration.

Immediate steps

1. Compare North Carolina to other states acrossabetoy

2. ldentify areas to reduce benefit payout

3. Identify options available to eliminate and/or reeiax obligations under federal law

4. Review options for reform of the North Carolinateys to assure that measures are in place to
assure that Ul tax revenue is generated to meetdfibgrayment obligations, state tax rates are
competitive, benefit levels provide appropriate penary wage replacement, and improved
integrity, work search and reemployment measuresimplemented to reduce the average
duration of unemployment compensation and incrdaseeemployment rate for Ul claimants.
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V. North Carolina Solvency and Ul Debt Review

The size of the current Title XIl outstanding loanbalance of approximately $2.4 billion is larger in
comparison to the size of outstanding loans in othestates and too large to eliminate in a short
period of time.

According to the U.S.

Department  of  Labor California $8,386,716,028 Georgia $760,781,100
(USDOL), the trust balances Pennsylvania $3,874,720,16Mevada $683,525,170
as of May 15, 2012 showe New York $2,508,175,516 Florida $588,677,400
that North Carolina’s North Carolina $2,431,563,462 Missouri $574,518,700
Outstanding Title Xl debt Ohio $2,282,770,33£ Colorado $435,207,615
exceeded the outstandinl/Ndiana $1,679,358,475Arkansas $317,049,780
debt in a number of large: lllinois $964,820,908 Rhode Island $200,062,195
states. Larger states witl Kentucky $961,179,155 Arizona $196,164,136
smaller outstanding debt: Wisconsin $870,487,211Vermont $77,731,860
included Ohio ($22 b|”|0n), New Jersey $827,216,5E Gjelaware $76,412,258
Florida ($588 million), and Connecticut $810,380,845Virgin Islands $34,659,393

llinois  ($964  million). South Caroling $782,283,236 Total $30,324,461,539

Florida has already acted tu
address solvency issues and lllinois has enactgslddon to authorize the sale of bonds to paytlodf
outstanding Title XII debt in 2012.

The chart above is a snapshot of the outstandigsiérom the Federal Unemployment Account (FUA).
North Carolina is among 23 states (including theghi Islands) that are currently borrowing from the
FUA in order to pay Ul benefits (as of May 15, 2p12

2004 2005 2006 2007 2008 2009 2010 2011
Benefits (millions) $909.1 $817.2 $836.7 $903.6 2891 | $2,757.9| $1,981.9  $1,406.0
Tax Revenue (millions]  $1,063 $928.8 $961.2 $927[7 $907.4 $803.4 $824.4 $937.1
Annual Cash Flow ($153.9) $111.6 $124.5 $24.1 ($881| ($1,954.5)| ($1,157.5)  ($469.8
Ul Rate 5.4% 4.9% 4.7% 5.0% 8.4% 11.39 9.8% 109

Source: U.S. Department of Labol, @uarter Data Used Each Year

According to the US Department of Labor, for theelive months ending December 31, 2011, North
Carolina paid $1,406,958,000 in state Ul benefitd the state Ul tax revenue was $937,127,000. This
suggests that there is an annual deficit of appmately $470 million per year to overcome before the
fund could begin to reduce the outstanding loararad. An earlier historical review by the North
Carolina Department of Employment Security underssthe imbalance has been in place since 2008.

Therefore, a solution is needed not only to eraseannual funding deficit, but also pay off the852.
billion debt.
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a. National Unemployment Trust Fund Solvency Map

Source: US Department of Labor charts foP'4QU 2011 Ul data quarterly summary and monthly UWSEate Unemployment
Compensation Advisory Program (SUCAP) Reports

The U.S. Map above depicts the status of statéfuind solvency as of May 15, 2012.

 RED states are those that were borrowing as of May@52 (including the Virgin Islands)
. states are those with positive balances of lessghamonths of benefits in the state trust fund

+ GREENSstates are those with more than six months of litsriefthe state trust fund (including Puerto Rico)

A review of federal law is needed in determining deency options

Taking no action will result in a series of flatieases in FUTA tax that significantly increase ttrees
to be paid by employers with the lowest experiamates and the imposition of interest charges thattm
be paid from sources other than the state Ul tax.

There are a number of key dates that determinehshdle state and/or employers in the state will be
charged interest and/or have an automatic FUT Aebffeedit penalty imposed. The key dates in the nex
two years are:

» September 30, 2012 and 2013
*  November 9, 2012 and 2013
e January 1, 2013 and 2014

If a state can avoid having an outstanding loaarims as of January' bf a calendar year it can avoid
having an automatic FUTA offset credit penalty thoe following year. If a state can pay off the pipal

of amounts loaned by Novembé? 6f a year, it can avoid being subject to a FUTAeff credit penalty
for that year.

If a state is able to repay the principal of logalen after Januaryand before September™6f a year
and not borrow for the balance of the calendar yteean avoid paying interest on the amounts loaned
during the yeat.Note: however, beginning in 2014 this relief isagable only to states that also meet
specified solvency standards that will be diffidioit North Carolina to meet.

120 CFR §606.32(b)(i) (2011).
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Federal statutory provisions in Title 4l1IX* and XII' of the Social Security Act and the Federal
Unemployment Tax Act along with regulations interpreting these prawisi should be reviewed as part
of the analysis of options available.

All states pay state unemployment insurance (Utjebitss and interest on any loans taken to pay such
benefits as a condition of conforming to federgjuieements. If a state falls out of conformityflayling

to pay the required interest, employers are sulieet net tax of 6.0% on the FUTA $7,000 tax base
rather than 0.6% with a 5.4 % offset credit. A estatay obtain an interest free loan from the Federal
Unemployment Account to make payments from Jantrapugh September so long as the loan is repaid
in full by September 3Dand the state avoids borrowing for the balanad@talendar year.

Credit Reduction Avoidance — The easiest way for many states to avoid a crediiction is to repay

all loans for the most recent year ending Novensffén addition to the additional taxes that would éav
been imposed that year, (2) have enough fundseitJifF to pay all compensation for the last calendar
quarter of the year without borrowing additionatds from the FUA; and (3) have altered its statetta
increase the net solvency of its state UTF accolithe state complies with these requirementsctiedlit
reduction (automatic net FUTA tax increase) for year may be avoided. South Carolina was approved
for avoidance for 2011 under this provision.

Credit Reduction Cap’ — Most states with outstanding loans are projettedcur a credit reduction in
2012. A state may apply to have the credit redusticapped if it meets four criteria: (1) ther@dsstate
legislative or administrative action to decrease state unemployment tax effort in the preceding 12
months from September 30; (2) there is no statsl&ye or administrative action to decrease tiages
UTF’s net solvency; (3) the average state Ul tag mn total wages must exceed the five-year average
benefit cost rate on total wages; and (4) the loglance on September 30 must not exceed the balance
three years before.

As the chart depicts below, the federal loan ratelieen significantly reduced over the last detade a
high rate in 2000 of 6.4547% to the current ratecidendar year 2012 of 2.9430%. In comparison|ewhi
the current U.S. Treasury notes on a 10 year |leaapproximately 2.03% the Congressional Budget
Office (CBO) expects average rates to climb to 3°8%

Federal Loan Rate

Calendar

Year 2012 2011 2010 2009 2008 2007 2006 2005 2004 003 2 2002 2001 2000
Federal Loan

Rate (%) 2.943 4.086 4.364 4.637 4.807 4.643 4.6255.400 5.984 6.075 6.271 6.416 6.454
5-Year 10-Year Since

Average 4.168 Average 4.756 2000 5.131

Source: U.S. Department of the Treasury

2 Title 1l appears in the United States Code a&)42.C. §§501-504 (2010). Regulations of the Sacyaif Labor relating to
Title Il are contained in 20 CFR 88601-671 (20ahyl 29 CFR §80-99 (2011). Regulations of the $Sagref Health and
Human Services relating to Title Ill are contained5 CFR §81-199 (2011).

% Title IX appears in the United States Code as &2 €. §§1101-1110 (2010). Regulations of the @ary of Labor relating to
Title IX are contained in 20 CFR §8601-671 (2011).

* Title XII appears in the United States Code at/42.C. §§1321-1324 (2010). Regulations of tha&ary of Labor relating
to Title Xl are contained in 20 CFR §8601-671 (2R1

526 U.S.C. §§3301-3311 (2010).

520 CFR §8606.23-606.24 (2011).

720 CFR §8606.20-606.22 (2011).

8“Uncle Sam’s Teaser Rate” The Wall Street Joundalich 12, 2012.
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b. Ul DEBT REPAYMENT RECOMMENDATIONS

1. Options should be evaluated with careful economicrpjections and realistic cost analyses

Options should include reductions in benefits, ¢fegnin state Ul tax, active cash flow management,
bonds, and one-time use of unobligated state fuhdsimber of states have used bonds to eliminage la
outstanding debts to avoid interest and FUTA pgnate increases and been able to show savings in
interest rate as well as providing flexibility iretérmining the period during which debt serviceéoibe
paid. A close examination of the cost of bondsamepared to the automatically imposed federal pesalt
should be part of an effort to address solvency.

It should be noted that the cost of bond issuamzk administration required for bonds will not be
credited to employer accounts in calculating thaestJl contribution rate; however, repayment of the
principle amount may be credited in their state ddperience rate calculations. In recent years the
assessments necessary to cover debt service hawesigaificantly below the rate to be paid in TiX#
interest, making bonds more attractive as an atem Texas and Idaho have recently used bonds.

As part of the bond analysis states should alsm@eatheir state constitutions to determine if tise of
bonds for this purpose would be deemed to be amase in state obligations that would be restribted
the state constitution.

Some states have enacted significant reductiobsmefit provisions to better align benefit pay-auth
revenue. Increases in tax base and rate scheduldications have also been included by a number of
states.

Because the deficit is so large, it may be difficdol eliminate it before the next recession. Toperty
track the status of the fund and evaluate optiomslable the state should establish the adminiserat
support for ongoing evaluation of the solvency loé fund and options to address solvency before
changes in the economy overtake the state’'s altditgay. In addition, a process is needed by which
primary stakeholders in the Ul system, legislateadership in both houses and the Governor’s oéfree
continually updated to enable the state to takemat a timely way.

C. BOND RECOMMENDATIONS

1. Enact legislation to provide permanent bond authoty of an amount to cover the likely
outstanding balance in the Title XII loan (approximately $2.4 billion) plus accrued interest
as of September 30 and any additional amounts projected to be needet avoid borrowing
again through January 1, 2013;

2. Debt service for the bonds to be paid as a specifadditional amount in state assessment
along with the state Ul tax;

A few examples of how the bond recommendations bellrepaid and the impact on North Carolina
employers are in the charts below. The assumptiade is a bond principal loan amount of $2.8 hillio

In addition, assessing the rate other states hegr &ble to achieve in recent years a bond ra2e086

and 2.25% are used to illustrate interest due oiitiad to the principal borrowed. These charts also
assume the total number of covered employees @0800, which is closer to the average over the las
12 months and lower than the current number of reavemployees and does not include employees of
reimbursable employers. Both charts assume ani@aitvoluntary payment of $28 million in 2020 to
eliminate the additional FUTA tax credit loss 00% by 2021. For interest payments due 9/30 each
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calendar year, prior year interest rate appliebalances between 9/30 and 12/31 of the prior yedr a
current year interest rate applies to balance leiviél and 9/30.

Chart 1: Fixed Bond Rate 2.0%, Federal Loan Rate £% - Net Savings to Employers = $213,869,000

FUTA
Tax Repayment Per Net
Credit Principal Average Interest Employee Base FUTA
Loss due Title XII Daily Average Payable Annual Escalating FUTA Cost
Annual Per to Loan Loan from Balance for Federal to Repayment FUTA without from
Bond EE Total Base at End of FUTA Tax Interest Loan Federal  of Ul Loan + Cost with Title Title
Cost Fixed FUTA FUTA Prior Credit Loss Calculation Interest Govt. Interest Title XII Xl Xl
Year (000) Cost Tax Tax Year (000) (000) Rate (000) (000) Loan Loan Loan
2013 345,388 115.13 1.20% 0.60% 0.60% 126,000 2,705,500 3.72% 00,821 226,821 117.61 42.00 75.61
2014 345,388  115.13 1.50% 0.60% 0.90% 189,000 2,532,250 4.00% 01,290 290,290 138.76 42.00 96.76
2015 345,388 115.13 1.80% 0.60% 1.20% 252,000 2,296,000 4.00% 1,849 343,840 156.61 42.00 114.61
2016 345,388  115.13 2.10% 0.60% 1.50% 315,000 1,996,750 4.00% 9,870 394,870 173.62 42.00 131.62
2017 345,388 115.13 2.40% 0.60% 1.80% 378,000 1,634,500 4.00% 5,386 443,380 189.79 42.00 147.79
2018 345,388  115.13 2.70% 0.60% 2.10% 441,000 1,209,250 4.00% 8,370 489,370 205.12 42.00 163.12
2019 345,388 115.13 3.00% 0.60% 2.40% 504,000 721,000 4.00%  84P8, 532,840 219.61 42.00 177.61
2020 345,388 115.13 3.30% 0.60% 2.70% 567,000 169,750 4.00% 906,7 573,790 233.26 42.00 200.32
2021 345,388  115.13 0.60% 0.60% 0.00% - 0 0.00% 0 0 0 42.0_ 0.00
Total 3,108,492 1,036 2,800,000 523,481 3,328,4 1,107.45

Chart 2: Fixed Bond Rate 2.25%, Federal Loan Rat&scalating to 4.0% - Net Savings to Employers = $36203,000

FUTA
Tax Repayment Per Net
Credit Principal Average Interest Employee Base FUTA
Loss due Title XII Daily Average  Payable Annual Escalating FUTA Cost
Annual Per to Loan Loan from Balance for Federal to Repayment FUTA without from
Bond EE Total Base at End of FUTA Tax Interest Loan Federal  of Ul Loan + Cost with Title Title
Cost Fixed FUTA FUTA Prior Credit Loss Calculation Interest Govt. Interest Title XII X1 Xl
Year (000) Cost Tax Tax Year (000) (000) Rate (000) (000) Loan Loan Loan
2013 349,428 116.48 1.20% 0.60% 0.60% 126,000 2,705,500 3.35% 90,793 16,723 114.26 42.00 72.26
2014 349,428 116.48 1.50% 0.60% 0.90% 189,000 2,532,250 3.86% 97,947 86,927 137.65 42.00 95.65
2015 349,428 116.48  1.80% 0.60% 1.20% 252,000 2,296,000 4.00% 91,840 43,830 156.61 42.00 114.61
2016 349,428 116.48 2.10% 0.60% 1.50% 315,000 1,996,750 4.00% 79,870 94,830 173.62 42.00 131.62
2017 349,428 116.48 2.40% 0.60% 1.80% 378,000 1,634,500 4.00% 65,380 43,380 189.79 42.00 147.79
2018 349,428 116.48 2.70% 0.60% 2.10% 441,000 1,209,250 4.00% 48,370 89,370 205.12 42.00 163.12
2019 349,428 116.48 3.00% 0.60% 2.40% 504,000 721,000 4.00% 28,840 ,8882 219.61 42.00 177.61
2020 349,428, 116.48  3.30% 0.60% 2.70% 567,000 169,750 4.00% 6,790 7908, 233.26 42.00 191.26
2021 349,428 116.48 0.60% 0.60% 0.00% 0 0 0.00% 0 0 0 42.0(_0.00
Total 3,144,852 1,048 2,800,000 510,111 3,310,111 1,093

3. Model legislation in prior states (Texas, ldaho, linois and Michigan) should be reviewed in
order to avoid any federal issues; bonds should ihade the option to pay-off the outstanding
debt early if the economy improves more quickly tha expected;

4. The proceeds of the bond should be available to pajf the full $2.8 billion plus any accrued
interest due before September 30, 2012 and to avdmdving to use the benefit reserve fund
to make the interest payment.

Assuming the balance is repaid and no additionaiolong is needed through January; the state will
not only avoid the FUTA offset credit penalty inase of 0.3 ($21 per employee) that would otherlese
imposed for 2012, but will also avoid being subjiecthe FUTA offset credit penalty for 2013 and 201
Assuming that long term changes are made in statéaxés and benefits to assure that additional
borrowing is not needed, the FUTA tax increases$ wWauld otherwise be imposed as well as interest
repayments will be avoided for the foreseeableréutu

To the extent possible under federal law and withiecreasing the assessment to be paid for thd,bon
the debt service payment rates should be experietted to the same extent as the regular statebtl t
rate (e.g. increase the state Ul tax rate by agpémge to be paid in addition to the state Ul t®ecent
discussions with US DOL indicated that debt seryiagments that are specifically related to repaymen
of Title XlI loan principal may be treated as cdmtitions for purposes of experience rating. Thigusth
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be reviewed with US DOL to assure that it doesragte a federal issue. The “experience rated” bond
provision in Michigan was reviewed with US DOL amalissue was raised.

A comparison of the cost of choosing bonds oveneyeater cuts in benefits and/or increases i stat
and federal Ul taxes and interest payments shaulehdde assuming the most recent projections of Titl
XIl interest rates and economic projections.

5. Issue and administration of the bonds should be tlmugh an existing authority to minimize
costs and enable the issuance to meet the short &rframe.

Because the Benefit Reserve Fund will no longendeded to pay Title XIlI interest on September 30,
2012 or thereafter and there is a need to focudldrust fund solvency first, it is recommendedtttiee
20% Benefit Reserve Fund tax be discontinued uhtttust fund solvency is reached. It should besdot
that if the Benefit Reserve Fund Tax is discontthtieere is $85.5 million remaining in the Benefit
Reserve Fund account according to the NC Departmer@ommerce Workforce Monthly Activity
Report as of March 2012. This amount can be deggbsnto the Ul Trust Fund to improve solvency,
applied to the outstanding Ul loan balance or dedit, with the appropriate controls and performance
metrics, to reemployment or integrity recommendaiaontained in this study. Discontinuing the
Benefit Reserve Fund tax will minimize the increaseoverall tax obligation for North Carolina
employers while taxes dedicated to Ul trust funidesacy are increased.

All of the recommendations in the remainder of #tisdy have been categorized in order of importance
as follows: the items that have quantifiable sgsirevenue are noted first followed by those that a
likely to have monetary impact, and then administeameasures and best practices that will haveesom
impact on integrity or benefit pay-out but diffictb estimate the bottom line impact.

North Carolina Ul Study Pagel7 of 50



North Carolina Ul Solvency Study Observations & Recommendations

VI. REEMPLOYMENT AND WORKFORCE TRAINING/EDUCATION

Improved alignment of workforce training and educaion programs with incentives based on
reemployment and retention.

“And | want to cut through the maze of confusingjrting programs, so that from now on, people []
have one program, one website, and one place forgall the information and help that they need. It
is time to turn our unemployment system into a peyment system that puts people to work.”
2012 State of the Union Speech, President Baraknaba

In 1937, the Social Security Board stated, thatone will deny that the prevention of unemployment
must always be our first goal; it is in recognitioh this need that all unemployment compensation
systems provide that benefits be paid through pusiployment offices, so that the receipt of besefi
will be secondary to the primary and more importask of obtaining employmefft. The problem is that
during the last four decades the Ul system has guifiynfocused on metrics that ensure an eligible
claimant receives the benefit rather than a job.

Turning North Carolina’s unemployment system intoeamployment system will require the primary

stakeholders of the system, employers and jobsgelkework toward a common goal: employment. In

addition, lawmakers and the Governor must be vgltio take bold steps to address the issues codtaine
in this document to design a Ul system that focuse®utcomes related to jobseeker employment or
reemployment as well as employer satisfaction ef ol of qualified candidates within the system.

Finally, state and local agency officials must b#ling to implement the changes in this document

seamlessly whereby Ul claimants and jobseekers kmbere to go to find the help they need to find a
job or additional training and the applicant poblqoualified candidates meets employer needs with a
reduced lag time between an employer posting afabfilling it with the right individual.

A Snapshot of North Carolina’s Workforce

North Carolina currently ranks as the™l@rgest state in the country with a population9¢§35,483
according to the 2010 U.S. CendtisAs of January 2012, the total labor force wa$3,881 of which
4,207,205 were employed and 476,276 were unempldyetihe onset of the most recent recession
directed a substantial amount of time and resourgestate staff within the Department of Employment
Security and local staff among the 90 locationsiadothe state to timely process unemployment claims
Each Ul claimant brings a unique set of skills &l of education that requires varying leveldiofe
and attention from DES staff around the state. Theystem is not capable of providing the fullééof
service to every individual that files an unempl@&yrclaim, especially during the high claims pettioel
state is currently in. Claimants must be expetiestcess systems and engage in self-assistamcgthr
systems such as JobLink, to provide the Ul clainteols to find the right job that matches theirgue
skills, education and experience to available jpbrongs. Enhancements to online self-assistarate to
will be a critical part of helping North Carolind tlaimants returning more quickly to the workforce

% Remarks by the President in the State of the UAiddress, President Barak Obama, The White Houliee®f the Press
Secretary, January 24, 2012ttp://www.whitehouse.gov/the-press-office/201 2Z2femarks-president-state-union-address
10 “Unemployment Compensation: What and Why?” So8&durity Board, United States Government Printighlication No.
14, March 1937.

1 «p Summary of North Carolina’s Economic StrengtBiallenges and Opportunities,” 2011 North Carolizanomic Index ,
North Carolina Department of Commerce, Policy & &esh Strategic Planning, June 2011, pg. 1.

12 Most recent data available by the U.S. Bureauatifdr Statistics, Local Area Unemployment StatigtigsUS) www.bls.gov
(last visited April 2, 2012)
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North Carolina’s economy is transitioning from ftitaxhal labor-intensive industries, such as testile
furniture and manufacturing, to knowledge-basedsenvice related industriéd.Manufacturing will
remain a critical part of North Carolina’s econoaryd companies will continue to need a skilled labor
pool from which to select qualified candidates. didimants from labor- intensive industries maycee
additional training or education to qualify for stihg or future jobs throughout the state.

North Carolina’s Workforce Development System

As of January 2012, the North Carolina state agsnicivolved in workforce development in FY 2010-
2011 include: (1) Department of Administration (DPA2) Department of Commerce; (3) NC
Community College System (NCCCS); (4) Employmergusiey Commission (ESC) (under Department
of Commerce, renamed Division of Employment Segwit 11/1/2011); (5) Department of Health and
Human Services (DHHS); (6) Department of Labor; &fjdDepartment of Public Instructidh. The NC
workforce development inventory is focused on etlanaemployment, and job training efforts primgril
designed to help employers obtain a skilled woddoas well as help individuals succeed in the
workplace®™

As noted by the North Carolina Development Inveptdwhile these agencies collaborate in many
instances, they do not collectively function asrale workforce development system." A total of451
Billion is budgeted for workforce development pragis in FY 2011-12° The State General Fund
provides 54 percent of the total funding with 97geat appropriated in public schools and community
colleges. Federal funds provide 25 percent oftttial funding with over 80 percent of these funds
supporting activities provided by State agencigsida of education. Local and other funding presid
20 percent of total funding with nearly 90 percehthis funding going toward student tuition ane fe
receipts for community college continuing educatiod vocational/technical education programs.

Employment of job seekers in North Carolina shobél given greater weight when determining the
success of workforce development and adult trairing education programs whether funded by the
federal, state or local government. Employment khawot be the only metric used to determine if
publicly funded resources are being utilized in thest effective manner. Retention rates in a j@b a
also critically important to determining if eduaatiand training programs are meeting the needoahN
Carolina employers as well as jobseekers. Theotmotine is that employing Ul claimants, whether in
permanent full-time jobs or part-time jobs whileeyhcomplete a training or education program, helps
replenish the Ul Trust Fund.

North Carolina is no different in many ways thansinstates where publically funded programs operate
within silos and compete for the same limited resesi when trying to serve individuals that need
assistance. Some states, such as Indiana, catedlidll of its workforce training resources intoeo
state agency in order to align services for botpleyed and unemployed individuals. Other stateshs

as Ohio, are currently taking steps to coordinaiekforce development programs and funding sources.

One initiative that North Carolina is already urtdking provides information on the educational and
employment outcomes of participants in publicaliypported educational, employment and training

13«aA Summary of North Carolina’s Economic StrengtBiallenges and Opportunities,” 2011 North Carolizanomic Index ,
North Carolina Department of Commerce, Policy & &sh Strategic Planning, June 2011, pg. 1.

14«North Carolina Workforce Development Inventory'isEal Research Division (a staff agency of the N@#rolina General
Assembly), January, 20125

15«North Carolina Workforce Development Inventory'isEal Research Division (a staff agency of the N@#arolina General
Assembly), January, 201@g. 1.

18«North Carolina Workforce Development Inventoryis€al Research Division (a staff agency of the N@arolina General
Assembly), January, 201Rg. 6. The study noted that this figure excludesWork First County Block Grants, because the
program does not have a specific budget for woddaevelopment activities.

17«North Carolina Workforce Development Inventory'isEal Research Division (a staff agency of the N@#arolina General
Assembly), January, 201@g. 6.
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programs. The Common Follow-up System (CFS) has besund since 1992 under the auspices of the
North Carolina State Occupational Information Camating Committee (NCSOICCY.

The participating agenci€schose ESC as the system operator since the agéneagly had substantial
expertise with large data sets and responsibibityitie Unemployment Insurance wage file.

In 1995, the North Carolina General Assembly cedifthe CFS in Chapter 96, Article 4 Section 32 of
the North Carolina General Statutes. The statedgires ESC to develop, implement, and maintain a
common follow-up information management systemtfacking the employment status of current and
former participants in State job training, eduaatiand placement prograrffsn addition, based on data
collection under the CFS, the ESC shall evaluate dffectiveness of job training, education, and
placement programs to determine if specific proggoals and objectives are attained, to determine
placement and completion rates for each progrand, ®@n make recommendations regarding the
continuation of State funding for programs evaldéate

In May 2011, ESC released the annual report orOjrerations of the North Carolina Common Follow-
up System (CFS). The report is very thorough intidying the number of participants that received
services from each participating entity. It alsikreowledged that individuals can receive education,
employment and training services through multiplgites, thus simply summing the number of
individuals across entities would provide a dugticaount’> Therefore, an analysis was conducted to
determine the number of unique individuals who wprevided services across entities for a more
accurate count of those who received services.

The CFS Report notes the limitation on the datiectdd from each of the participating agenéleSuch
limitations include wage information not being dable for individuals who work outside of North
Carolina, or are employed in North Carolina, but cawvered by unemployment insurance (e.g. the self-
employed, church and religious organization emptsysummer camp employees, and other non-covered
workers)?* In addition, employment related data which carrotetermined includes: (1) the entry-on-
duty date of employment for the individual; (2) t@ployment type (i.e. permanent, temporary, part-
full-time); (3) whether the person worked at alfidg the quarter; and (4) the number of hours warke
for the quartef?

As noted, a significant piece of information thatrniecessary to assess the success of all education,
employment and training programs, particularly fleose unemployed receiving such services, is the

18«A Report of the Operations of the North Carol@ammon Follow-up System (CFS)”, Employment SecuBigmmission of
North Carolina, May 2011, pg. 1.

19«A Report of the Operations of the North Carol@ammon Follow-up System (CFS)”, Employment Secufigmmission of
North Carolina, May 2011, pg. 8. The eleven (1&jtipipating North Carolina agencies include: ()eTDepartment of
Correction (DOC); (2) the Department of Labor; Be North Carolina Department of Public InstructitidPl); (4) the
Department of Commerce’s Division of Workforce Dieygnent (DWD); (5) the Department of Health and HumServices
Division of Services for the Blind (DSB); (6) theePartment of Health and Human Services DivisioSaéial Services (DSS);
(7) the Department of Health and Human Servicessioin of Vocational Rehabilitation Services (DVR3) the Employment
Security Commission (ESC) of North Carolina; (9 thiorth Carolina Community College System (NCCCE))) the
University of North Carolina (UNC); and The JobLiGlareer Center System (JBL).

2ON.C.G.S. §96-32(a).

ZLN.C.G.S. §96-32(c).

22«p Report of the Operations of the North Carolibammon Follow-up System (CFS)”, Employment SecuBigmmission of
North Carolina, May 2011, pg. 14.

Z«A Report of the Operations of the North Caroliammon Follow-up System (CFS)”, Employment SecuBigmmission of
North Carolina, May 2011, pg. 7.

24«p Report of the Operations of the North Caroliammon Follow-up System (CFS)”, Employment SecuBigmmission of
North Carolina, May 2011, pg. 7.

%A Report of the Operations of the North Carolibammon Follow-up System (CFS)”, Employment SecuBigmmission of
North Carolina, May 2011, pg. 7.
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employment or reemployment of each program pasgitip In addition, this information is not limit¢a
employment or reemployment of program participamith a North Carolina employer considering an
individual’s commuting pattern may be outside ttaesto find sustainable employment.

A recent report by the Joint Legislative Programaldgtion Oversight Committee made several good
recommendations to consider including: (1) streaimdj the workforce development system; (2) enhance
accountability; (3) strengthen the JobLink Careent@rs; (4) increase the use of technology; and (5)
create a legislative oversight committée.

A. REEMPLOYMENT AND WORKFORCE TRAINING/EDUCATION RE  COMMENDATIONS

Consideration should be targeted to statewide pegbce metrics that determine the successful
employment or reemployment and retention in a mbworkforce development funding. Such metrics
should be focused on the two primary customershef $tate of North Carolina: employers and
jobseekers.

1. Integrated Claim Filing and Job Matching

Through our research and discussions with DES, staffestimate that 80 percent of the new applinatio
for Ul benefits are taken by internet or telephand nearly 100 percent of continued weekly claines a
processed in this manner. Whether filing a Ulrolainline, by phone or in person at a local offiae,
initial assessment should be made to determinskitls, experience and education of the claimarth wi
an immediate job match list of employers hiring tsuindividuals. While this would require
enhancements and integration of state systemsatrafjuires greater responsibility on the Ul claitrta
pursue existing job opportunities much faster andgdate work search efforts timely to continudé¢o
eligible to receive Ul benefits. The state coultegrate such an approach with a current initiciemg
undertaken referred to as the Southeastern Comsoofi Unemployment Benefits Integration (SCUBI).

2. Improved work search requirements

Over the last 30 years a claimants’ search for viak become much easier. A claimant can search for
work on several online job matching search engified,the one that is right for the claimant, tllit the
necessary application, upload a resume and cliekd’s all in a matter of minutes. In addition, thew
federal requirements undéfR 3630 signed by President Obama on February 22, 2@jines that
individuals applying for emergency unemployment pemsation (EUC) bable to work, available to
work and actively seeking wods a condition of being paid EUC. Actively seekimgrk means for EUC
applicants that such individuals be 1) registe@deimployment services in such a manner and to such
extent as prescribed by the agency, 2) have engageth active search for employment that is
appropriate in light of the employment available thee labor market, the individual's skills and
capabilities, and includes the number of employentacts that is consistent with the standards
communicated to the individual by the state; 3) imasntained a record of such work search, including
employers contacted, method of contact, and dateacted; and 4) when requested, has provided such
work search record to the state agency. At a minminthe standards currently being used with EUC
claimants should be implemented for individualslgipg for regular state Ul benefits in order foeth
claimant to qualify for benefits.

% «state and Local Improvements Needed for Workfdbeselopment System Integration and Accountabiliihal Report to
the Joint Legislative Program Evaluation Oversighimittee, Report #2012-04, March 28, 2012.
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3. Repeal agency authorization to excuse the able toovk and availability to work
requirements.

Section 96-13 (a) (8) provides authority for the agency to “excuse” undigision rules the requirement
that claimants be able to work and available forkwarl his authority is inconsistent with federalvighat
requires that claimants be able to work, availdblevork and actively seeking work as a condition of
being paid unemployment compensation.

Regulation No. 10 should be repealed and a newlatgu developed to detail how claimants must be
able to work, available to work and actively segkivork to meet the federal and new state requirésnen

4. Real-time Information for the Common Follow-Up Sysem

Consideration should be given to enhance the Comfoliow-Up System, or similar reporting
mechanism, in real-time through one-online potabagh which all programs are linked. The annual
report currently does not provide timely informatidor decision-makers within each participating
agency, legislative leaders and the Governor terdene what is working and what improvements need
to be made to help all program participants. Tioeee a real-time reporting system that can produce
performance results at least quarterly would pr@wdnore timely review of programs.

5. Assure integration of agency job match systems witthe Ul system so that the agency can
verify work search activity and raise eligibility issues for Ul adjudication

In order to assure proper job matching, all claiteatould be required to register for work throtigg
system designated by the agency to enable the adsmo access jobs information and to be matched
with employer needs. Registration to enable effectiob search and job matching should be a
requirement of being paid unemployment compensafisrmost applications are now being filed on line
or by telephone, registration should be made dwepthone or through required data elements included
internet applications. At one time, job matchesewmprovided to each claimant with each new weekly
telephone and internet claim. Other states folloia/ process and North Carolina once received arcéw
from the USDOL for this service.

The distribution of responsibilities between locdfices, call centers and one stop offices showd b
reviewed to determine the most efficient use obuese to properly adjudicate Ul claims and appaals
well as providing employment services for Ul claitea Automated systems should be developed with
appropriate access to Ul claims and reemploymefdrnration for staff administering claims and
employment services.

As much flexibility as possible for implementatisshould be afforded to all state agency prograras th
focus on reemployment results to develop coordthatvice delivery rather than only setting program
performance measures of process or number of ipanits in any given program. Effective coordination
should include utilizing private sector placemestvices for Ul claimants.

6. Expanded uses of Reemployment Eligibility Assessmisn(REAS)

The Reemployment & Eligibility Assessment (REA) gram includes eligibility reviews as part of the
program to assure that individuals are able to wavkilable to work and actively seeking work ag pa
case management. This program should be continugd@panded to more claimants who are not job
attached or in approved training.

2'N.C.G.S. §96-13(a)(3) (2011) Regulation No. 10hef N.C. Employment Security Commission (now knownhe Division
of Employment Security)
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REAs were first used by the Department of Employm®acurity (DES) in July 2010. Through
interviews with the staff, DES was on target toree22,500 individuals under this program. Whileefa
to-face employment services will remain importantdome individuals, it is our observation thaamét

of 22,500 individuals out of 476,276 unemployedeasving a small percentage of the unemployed. More
of this type of service will need to be providedtelephone or internet applications to be effectine
reach a higher number of unemployed. Job matcbamgbe provided to each claimant when filing a
weekly claim by telephone and internet.

While funding is uncertain for this program, todiveloped by this program include (1) self-asseasme
(2) career assessment, and (3) an online REA todigat helps identify transferability of skills.
Reemployment services and reemployment and eligitidssessment activities to be provided should
include a) the provision of labor market informatid) an assessment of the skills of the individaal
orientation to the services available through the-stop centers; d) review of the eligibility ratat to

job search activities; and may include i) comprahenand specialized assessments; ii) individudl an
group career counseling, training services, addifioreemployment services; and iii) job search
counseling and the development of an individuaingeyment plan.

7. Opportunity North Carolina (ONC) Performance Metric s

In testimony® provided by Assistant Secretary, Lynn Holmes, lte North Carolina Revenue Laws
Committee on January 4, 2012, Assistant Secretaryneks stated that the North Carolina General
Assembly approved an appropriation of $1 millionfuad the ONC during fiscal year 2011-12. The
ONC was piloted in six DES offices, but the agepgns include expansion to other local offices.e Th
program provides individuals up to 24 hours of be-job training for up to 6 weeks. Employers have
costs, including workers’ compensation paid by OM&;ept the time spent training a Ul recipients A
reported, 49 employers have volunteered for thg@rar, 73 recipients have had at least one-week of
training and 37 have been employed after partigpat There are better ways to utilize the limited
resources available and to ensure that there ap@aropriate return on investment. Programs, asdhe
Texas Back-To-Work (TBTW) program have implementeetrics focused on the return-on-investment
(ROI) of the program. Further review of this pragr for best practices should be considered when
evaluating the performance metrics that shoulddael ior ONC.

8. Implement a Back to Work program that provides wagesubsidies to employers that hire Ul
claimants

The state should consider implementing a Back takWwogram similar to the one implemented in
December 2009 by the Texas Workforce Commission CJWUpon completion of the Texas Back to
Work Program (TBTW), the employer is eligible teee/e a wage and training subsidy based on the tota
amount of time the qualified individual remainediaely employed. The total amount for which the
Employer is eligible per qualified individual is 0. However, if the employee is terminated ptaor
reaching the 120-day benchmark, the Employer maglig#le to receive the amount that corresponds to
the benchmark that was completed (30, 60, or 98,ddsfined as consecutive 24-hour periods based on
the calendar). The retention periods and corradipgriotal subsidy amounts are as follows: betwaen

59 days—$800; between 60-89 days—$1,400; betweethi190days—3$1,800; and for 120 or more
days—$2,000.

The TWC uses metrics focused on the return-on-invest (ROI) of the program. The program’s goal in
evaluating the TBTW is twofold: (1) to determine thavings it produces for the state and the taxpaye

2 DES Presentation Before the Revenue Laws Study Gssion, 2011-12 session (NC 2012)(testimony of LgaHolmes,
Assistant Secretary, North Carolina Departmentah@erce, Division of Employment Security)
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and (2) to determine its benefit to the claimanteinms of returning to work sooner than they otlisew
would have without being in the program. The TeWésrkforce Commission measured the amount of
benefits claimants received, as well as the nurobereeks during which they received unemployment,
within a specified study period.

What impact does faster reemployment have on the Wystem?

Reducing the time a Ul claimant receives benefitsgtion) and increasing the total number of codere
employees employers pay taxes on is the foundafioeturning North Carolina’s Ul system to a pasiti

of solvency and competitiveness. The followingrage using 2011 data, is overly simplistic, buthis
best way we have determined to demonstrate théi@uili savings and tax revenues from earlier return
to work.

Benefit savings- Taking the total benefits paid = $1,406,958,@0@ dividing by average duration of
16.3 weeks = $86,316,441 per week. In round nusbesch week of duration reduced for all Ul
claimants =$86 million savedin benefit payout for the trust fund.

Increased tax revenue- Taking the total contributions received = $927,000 and dividing by average
covered employment of 3,743,000 = $250.37 per eyaglo In round numbers, each employee put back
to work would generate an additional $250 to thsttfund. Therefore, the additional tax revenueladio

be $25,000 for every 100 workers reemployed, $ZEDfor every 1000 workers, $2,500,000 for every
10,000 workers, $12,500,000 for every 50,000, amdrs. This is a conservative estimate since the
minimum amount of revenue under our recommendatioosld be $122.40 per employee (0.6%), a
maximum of $1,395.36 per employee (6.84%) and tineeat average tax per employee is $336.

A piecemeal approach to addressing the needs dah Kiarolina employers, Ul claimants and jobseekers
will not produce as successful results as impleingra package of reforms mentioned throughout this
study and a commitment to ensuring seamless impierhen. Reemployment should be at the core of
such efforts. Administrative programs must beHertintegrated to accomplish such a reemployment
system and the proper metrics should be in placectuitor progress. A change in administrative fogd
could also be used as an incentive for transition.
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VII. Integrity of the Ul System

Ul erroneous payments and overpayment amountsihareased across the country due to the increased
volume of claims, lack of dedicated resources &niifly and collect overpayments, the ease with fwhic
claimants may now apply for and collect unemployn@mpensation on line, and the lack of emphasis
on integrity.

There is a long list of methods to effectively ala@iverpayments on the front end and to identify and
collect overpayments, including 1) effective usetb&é National New Hire Data base to identify

individuals who are being paid unemployment compgos while working, 2) the IRS program that

matches overpaid claimants with federal tax refuatlsl deducts amounts owing, 3) state wage
information cross-matches, 4) collection througfseif against state income tax refunds, 5) holdipg u

licenses (fishing, hunting, drivers) until repaymes received, 6) matching against prison records,
hospital records, death certificates and other dases of individuals who are clearly not able or
available to work but are receiving checks.

To be effective, these measures require dedicgstdras and staff to not only identify overpaymemnis

to follow-up with collection. USDOL recently reless some funding to be used for this purpose, and to
the extent that state law needs to be amendedatiieemore effective measures, such amendmentsdshoul
be included as part of the solvency package.

According to the methodology used by the USDOL, tNdzarolina experienced an improper payment
rate of 8.86% totaling over $555 million in improgEyments between July 1, 2008 and June 30, 2011.
The total amount of overpayments from July 1, 28t6ugh June 30, 2011 was $163 million. Therefore,
a reduction in the overpayment rate from 8.86%.86% would have saved about $62.5 million that was
improperly paid for the same 3 year period or ab®2®.8 million annually. The total amount of
improper payments may be undervalued, in which thsesavings from improved integrity measures
could yield even greater savings. If implementibe, integrity recommendations listed below should
provide a more accurate estimate of total overpaysnand provide better identification and controls
prevent overpayments as well as increase collecsias.

a. INTEGRITY RECOMMENDATIONS

1. Establish and enforce new Able, Available and Actiely Seeking Work Requirements

The Middle Class Tax Relief and Job Creation Ac2@12, enacted by Congress and signed by President
Obama on February T2requires that claimant must be able to work, awl to work, and actively
seeking work to be eligible to be paid unemploymemmpensation. This new requirement increases
focus on the integrity of the system to meaningfudddress these requirements with no additional
dedicated administrative funding. As a result,estainust rely increasingly on electronic exchange of
information and automated systems that are mostiezit in identifying issues and addressing them
administratively.

Due to limited administrative funding and signifitavorkload, North Carolina should rely increasingl
on call centers and electronic interaction withimknts while reducing the costs of staffing in loca
offices.

In the design of SCUBI and the business rules @ssacwith determinations with respect to whether
claimants are able to work, available to work amtivaly seeking work, there should be systems
integration to enable local offices, claims officend/or one-stops to be able to access informatidn
assure that these requirements are met. If an vgtlhi@espect to these requirements is identifieshould

be effectively referred to staff responsible forddjudication.
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2. Repeal the regulation permitting local offices to xtend the period during which a claimant
may be permitted to claim unemployment compensatiowithout registering for work

Regulation 10.16 sets forth circumstances in whegistration may be delayed. The regulation shoeld
repealed and replaced with a new regulation tHkgats new statutory registration requirements.

3. Implement electronic exchange of claims and wage rifcation with employers to verify
overpayment and fraud

The system used in requesting information from eygis to verify wages and weeks for purposes of
determining overpayments and fraud is currentlgdbr a paper process that should be converted to an
electronic exchange to enable speedy determinatnohefficient recovery of benefits and provide the
information needed for fraud prosecution.

4. Use cross-matches and the array of tools to idengifoverpayments when individuals claim
and are paid unemployment compensation when they arnot eligible, not able to work, not
available for work, not actively seeking work or réusing offers of work.

Identification of issues is the first step, but dwistrative methods should be designed to effeltive
target efforts to collect overpayment amounts vhiigh dollar value to maximize recovery. Claims in
which it appears that there has been fraud shdsitdiee prioritized to send a message to futurenelats
about the integrity of the system.

5. Monthly statement of charges to employer accounts

The current law in North Carolina calls for only amual reconciliation of charges to employer aot®u
Very few states limit the reconciliation annuallgdamost provide for a weekly, monthly or quarterly
statement of charges. A regular monthly statemémharges is consistent with good business practice
and enables employers to identify errors in a tymedy and bring them to the attention of the agency

6. Extend authority to establish overpayments

Information may arise at any time which indicatest ta determination was erroneously made due te fac
that were not considered in the initial determimiati In such cases, the agency should have aythorit
render a redetermination in light of new facts,mgivthe parties to the original determination tight to
appeal the redetermination. This administrativéhauty should be provided until the end of the dgne
year or as long as the overpayment remains on hpp@ahever is later.

7. Change definition of "work" that is extremely convoluted.

Section 96-& includes as the definition of “work” for purpose$ the chapter that it “means any
permanent employment the acceptance of which wooldresult in undue family hardship”. The
definition goes further to provide that “bona fidermanent employment” is presumed to include only
those employments of greater than 30 consecutiemdar days duration (regardless of whether work is
performed on all those days) provided: (a) the yrggtion that an employment lasting 30 days or iess
not bona fide permanent employment may be rebiyed finding by the Division, either on its own
motion or upon a clear and convincing showing byirterested party that the application of the
presumption would work a substantial injustice iemv of the intent of this Chapter; (b) Any decisioh
the Division on the question of bona fide employmeay be disturbed on judicial review only upon a
finding of plain error.

2IN.C.G.S. §963(24)

North Carolina Ul Study Page26 of 50



North Carolina Ul Solvency Study Observations & Recommendations

This definition is extremely convoluted. As a pie&k matter employers tend not to guarantee that an
employee will be employed for more than 30 conseewtays because employees may be hired at will or
with a probationary period during which the employay choose to fire them.

Section 96-8 should be amended to read that "wadns any bona fide permanent employment and
“bona fide permanent employment” be defined toudel only those employments of greater than 30
consecutive calendar days. All exceptions for uridnely hardships and substantial injustice shdéd
removed.

See also Regulation 2.38 which should also be legpead a new definition provided.
8. Implement the State Information Data Exchange Systa (SIDES)

The SIDES system should be adopted as a vehiclsgdor efficient electronic exchange of informatio
between employers and agency staff. SIDES shoulb@anandated but made available to employers
with the capability to use it. Other web basedeyst and electronic exchanges of information shbald
developed, particularly with smaller employers @&mluce the cost of compliance and improve issue
identification early in the claims determinatioropess.

9. Implement cross-matches, including 1) the state dnnational new hire data bases, 2) the
state and interstate wage cross-match, 3) the BART®ol, 4) workers’ compensation
awards, 5) social security and social security dibdity, 6) IRS Treasury Offset Program
(TOP) program, 7) Jail and Corrections, 8) lists bthe deceased, 9) state employee payroll,
10) mailing address to check for multiple claims t@same address, 11) phone match to check
for multiple claims to same phone number, 10) forgin IP to check for claims filed outside of
US or Canada, 12) match ACH transactions against &imant direct deposit and debit card
transactions 13) food stamps, TANF and other prognas providing cash payments that may
be attributable to weeks.

The state currently uses some cross-match systeideritifying claimants who are claiming work while
being paid wages. The review should be expandetstoidentify claimants who are claiming while they
are not able to work, available for work or actwvekeking work. The agency should also examine and
implement ways to identify and prosecute the fréemluuse of the internet in filing applications for
benefits and work with the Inspector General amdRbstal Service as necessary to identify and putse
individuals using the US mail.

10. Repeal Regulation 10.22 that broadly defines whermére is good cause for an individual to
fail to report timely and develop a new recommendabn with more specific limits

11. Require the proration to weeks of lump sum payment®f retirement benefits, back pay
awards, bonuses, vacation pay, separation pay, remeration in lieu of notice and
remuneration in determining whether to pay a week bbenefits

Section 96-8 (10) (&Y provides that no individual shall be consideredraployed if, with respect to the

entire calendar week, the individual is receivifigs received, or will receive as a result of the
individual's separation from employment, remunenatin the form of wages in lieu of notice, accrued
vacation pay, terminal leave pay, severance pgyaragon pay, or dismissal payments or wages by
whatever name. However, it does not address théntent of lump sum payments allocated to a specific
day or portion of a week. An amendment should basiciered to require that lump sum payments of
wages or remuneration in any form if not allocabgdthe employer shall be allocated to weeks claimed

%N.C.G.S. §96-8(10)(c)
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and result in denial or reduction of unemploymeompensation with respect to such weeks. The
allocation, denial and/or reduction should be ingabsvhether the individuals are payroll attached or
separated from employment.

12. Increase the penalty for claims fraud from a Clas4d misdemeanor to a felony

Most states consider Ul fraud as a felony understiage criminal code. Setting a substantial penalty
deters fraudulent claims. See Section 96-18 (a)

13. Require the agency to collect overpayments by offsagainst future claims and to increase
the offset percentage for non-fraud overpayment witholding to 100% from 50%

Very few states only withhold 50% of non-fraud ga@yments. Withholding of future benefits is the
primary method by which all states collect overpawis. Increasing the withholding to 100% is notyonl
consistent with best practice across the countot, Will increase recovery and reduce the state
unemployment trust fund deficit. See Section 9gg)g3)*

According to USDOL, 25 states have a straight 108%tates have a straight 50%, 4 have 25%, and the
rest have combinations depending on the size abtkepayment, whether it was administrative erttoe,
ability of the claimant to pay, or a judgment abwelative fault of the claimant. AlImost all state® at
100% for fraud overpayments.

Regionally for non-fraud collection of overpayments

TN—- 100%
SC- 100%
GA- 50%
VA — 100%, but 50% if administrative error
FL- 100%

14. Eliminate the limitation on the number of years duing which an overpayment may be
collected and the limitation on the number of yearghat a claims payment may be offset to
collect an overpayment and consider the use of regery contractors to supplement agency
collection efforts.

The current limitation of three years during whaahoverpayment may be collected is a minimum period
Most states have longer periods during which cotacremains active and a number of states have no
limit. The limit should be removed and the ageniecgudd adopt good business practices in collection o
overpayments. To the extent permitted under fedaval contracting out overpayment recovery should
be considered. Many states rely on recovery catatrsiéor certain cases or collection activity aftetial
collection activity by the agency.

15. Use adjudication software and improved training ofstaff to reduce overpayments, improve
efficiency and reduce reversals.

Improved training and the use of expert adjudicasoftware that is available to Ul agencies wilisis
the agency in training new staff (particularly tadbat are hired in a rush during periods of ineeela
claims activity), and will avoid unnecessary ovenpants on the front end. In the long term, improved
Ul adjudication training will improve program intety.

%1See N.C.G.S. §96-18(a)
%25ee N.C.G.S. §96-18(g)(@) and (e)
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16. Repeal provisions permitting the work search requiement to be met when limiting work
search to only part-time work

Section 96-& includes a definition of seeking only part-time rkdhat should be repealed in order to
comply with the general requirement that claimargsavailable to work as a condition of being paid
unemployment compensation for a full week of unayplent. Unemployment compensation for a full
week should require that the individual is avaiatur work throughout the week. By providing for nko
search limited to a number of hours per week thatcmmparable to the individual's part-time work
experience in his or her base period the avaitghginot met because the individual is not avaddbr

full time work.

Section 96-13 (a)(6) likewise should be repealetl povides “Notwithstanding any other provisioofs
this Chapter, an unemployed individual shall notifmdigible for unemployment compensation benefits
under any provision of the Employment Security Liahating to availability for work, active searclr fo
work, or refusal to accept work solely becausendesidual is seeking only part-time work as defina
Section 96-8 (29), provided that a majority of week work in the individual's base period includartp
time work.

These provisions were inserted in order to qudldy “Ul Modernization” funds which have been
received and they may now be repealed.

17. Eliminate Regulation No. 20A providing for a specih Waiver of Overpayment appeal
procedure in addition to the regular overpayment apeals procedure

Regulation No. 20A provides for a waiver of ovenpeyt procedure that is independent from the normal
appeals procedure. Such a formal alternative proeedreates confusion and is not necessary foreprop
administration of the Ul law. The Regulation shobé&repealed.

18. Change the current regulation to a new rule that fing of an unemployment compensation
claim is a “constructive” registration for work to provide that the application include
information sufficient to effectively register theindividual for work.

Regulation 10.15 provides that the filing of a elashall constitute a constructive registration iark.
This regulation should be amended to reflect neystetion requirements.

19. Change the non-charging provisions in rules to rem@ unnecessary restrictions on the
agency in providing relief to employer accounts whe individuals become unemployed for
disqualifying reasons

Regulation 7.10 permits the non-charging of empl@ezounts to extremely limited circumstances. The
limitations should be deleted and the regulatiorised to permit non-charging to employer accounts
when the claimant was discharged for cause ongjthtgood cause.

%3N.C.G.S. §96-@9)
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20. Eliminate overly legalistic requirements of hearing, clearly permit non-attorneys to
represent employers and claimants in administrativehearings and administrative appeals
and adopt rules similar to those used in arbitration disputes that do not require the use of
the formal rules of evidence.

Although Section 96-1% appears by its terms to provide for appeals hgarihat are informal and not
bound by the rules of evidence, court decision®Hmen interpreted to restrict the informal natfrel
hearings. The agency should develop rules andhartety provisions to address this issue.

21. Collect overpayments of deceased claimants if clagd for the week in which the claimant
became deceased or weeks thereatfter.

A review of current statutory authority and praetic needed to assure that Ul trust fund money is
recovered if it was paid to a claimant who is dee€aand was not able to work, available to work or
actively seeking work with respect to a week foickha payment was made. See Section 96-18 (f)

34 Although N.C.G.S. §96-15
% See N.C.G.S. §968(g)(3)(H)
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VIII. Affordability/Benefits

“Unemployment compensation is a method of safegogriddividuals against distress for a short period
of time after they become unemployee.Social Security Board in 1937

Benefit payout has outstripped ability to pay for he program

North Carolina is not alone as a state that didamticipate the size and length of the great rémess
2009. As of April 30, 2012, 26 states and the Vir¢gglands had outstanding loans from the federal
government in excess of $40 billion. Other soutterasstates have outstanding loans, including ¥iegi
($350 million), South Carolina ($782 million), Ge@a ($760 million), and Florida ($1.8 billion). Sbu
Carolina recently enacted legislation that sigaifity increased state Ul taxes and Florida recently
enacted legislation to significantly reduce bengdiyout.

The benefit payout overhang in many states hasnua longer than previous recessions due to tie la
of significant job growth and the continuation @nefit payment provisions that have not addressed t
need for solvency of the fund.

A number of states across the country have takiéonato reduce benefit payout through the reductibn
the potential number of weeks of benefits, changdse determination of the weekly benefit amount,
requiring a waiting week, increasing work searajuieements, and integrity measures designed talavoi
overpayments on the front end, identify fraud amdrpayments and enhance collection efforts. States
review include Florida, Michigan, Missouri, Arkaissand Indiana.

A number of states have also increased state ldktag a significant part of addressing solvencuttSo
Dakota, Vermont, and South Carolina are statesstimaild be reviewed.

In 2010, all states, with the exception of Massaetts (30) and Montana (28) had a potential maximum
number of 26 weeks. This 26 week maximum was gépexrssumed in press reports about Ul referring
to the up to 99 weeks of unemployment. The 99 weeks actually composed of 26 state, 53 federal
emergency unemployment compensation, and 20 regu@nded benefits. It should be noted that
reductions in the number of state weeks does havinpact on the number of federal EUC and EB
weeks because of federal law that ties the numbgzderal weeks to a specified number, or 50% ef th
state Ul weeks, whichever is less.

A review of the history of the number of weeks skdhat at the beginning of the Ul program the numbe
of weeks was less than 26 weeks because statestexjpleat Ul tax funds could not support that lexfel
benefit payment over time. According to a reviewstdte Ul laws performed by Mathematica Policy
Research, Inc., in the 1930s the average potehtiation under state Ul laws was 13 to 16 weeksrdh
was no federal extended benefit program.

The historically large number of weeks of fedenakmployment compensation in recent years has had
the effect of increasing how long individuals cont to claim state Ul benefits. The Congressional
Budget Office recognizes this affect and assumatftr every 13 weeks of Federal extended benefits
there will be up to 2.1 weeks of increase on awerliagthe duration of state unemployment insurance
benefits claimed.

%6 “Unemployment Compensation: What and Why?” SoBiturity Board, United States Government Printihghlication No.
14, March 1937.
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Given the current imbalance between benefit papot tax revenue, a number of measures should be
considered to align North Carolina with best adstnative practices and reduce payout consistert wit
the trend in other states addressing solvency.

State Ul benefits paid to unemployed claimants in dfth Carolina are more generous than the
national average and above the surrounding states.

Unemployment Compensation payments in North Caaolinve exceeded unemployment tax revenue
due to a number of factors, including:

1. The weekly benefit amount formula used to deternieamount to be paid results in amounts
that are close to the national average but sigmiflg higher than the weekly benefit amounts in
the region;

2. The maximum weekly benefit amount is significantligher than maximum weekly benefit
amounts in the region;

3. Wage replacement rates are higher than the natamesbge and significantly higher than wage
replacement rates in the region.

Significant reductions in benefit amount and/oradian will be needed to eliminate the annual defci
benefit payments compared to contributions an@doice the current Ul trust fund deficit.

Average Wage Replacement Rate

US Average 46.2%
North Carolina 51.9%
Georgia 45.7%
South Carolina 46.5%
Tennessee 41.3%
Virginia 45.2%
Florida 41.0%
a. AFFORDABILITY/BENEFIT RECOMMENDATIONS

In comparison to other states in the region, theimmam weekly benefit amount of unemployment
compensation paid to claimants is the highestatherage weekly benefit amount is the highest in the
region, the wage replacement on average is higiaer the national average and higher than othegsstat
in the region, and the maximum number of weeksmi@thy to be paid (26) is higher than Florida, 8ou
Carolina and Georgia.

Although benefit levels are significantly higher North Carolina, the tax burden for North Carolina
employers is about average for the country andemigian states in the southeast. This fact, alatlg w
the observation that the amount being paid on awarbasis is $470 million more than the state ahnu
unemployment tax revenue, leads to the concludian significant benefit reform is needed to align
benefit payment with state Ul tax revenue.

The following reform recommendations are desigrnedlign benefits with tax revenue and to bring
benefit benefits in line with other states in tleutBeast to attract business to the state. Thésen=zare
also consistent with the goal of reemployment otldimants.
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1. Reduce the number of potential weeks from 26 to 20

The trend among states that have recently enaetgsldtion to improve the solvency of the staterust
funds has been to reduce the number of potentibénéfits from 26 to a lower number (Michigan 26 to
20; Missouri 26 to 20; South Carolina 26 to 20;rida 26 to 12-23 depending on state unemployment
rate; Georgia 14-20 depending on the state unemmaoy rate. The current provision may be found in
Section 96-12 (dY.

Maximum Number of Weeks of Benefits

US Average N/A
North Carolina 26
Georgia 14-20
South Carolina 20
Tennessee 26
Virginia 26
Florida 12-23

The ETA-218 quarterly report from NC to USDOL sholbah number of potential claimants (benefit
years established) and the number of benefit exbesigthose that received their maximum number of
benefit weeks) categorized by amount of weeks @,Qt%-19, 20-21, 22-23, 24-25, 26 or more).

For actual exhaustees:

2011 total exhaustees =172,412

20-21 wks. 10,319 exhaustees times average reduction of .5wks. = 5,160 wks.
22-23 wks. 11,441 exhaustees times average reduction of 2.5 wks. = 28,603 wks.
24-25 wks. 11,176 exhaustees times average reduction of 4.5 wks. = 50,292 wks.
26 wks. 76,527 exhaustees times average reduction of 6 wks. = 459,1638.w
Total = 543,217 wks. times $291.39 avg. WBAX60 million

For potential exhaustees (benefit years establishedBYE):

2011 BYEs = 452,908

20-21 wks. 24,629 BYEs times average reduction of .5 wks. = 12,315
22-23 wks. 27,110 BYEs times average reduction of 2.5 wks. = 67,775
24-25 wks. 31,815 BYEs times average reduction of 4.5 wks. = 143,168
26 wks. 210,923 BYEs times average reduction of 6 wks. =1,265,53

Thus, the Total = 1,488,796 weeks times $291.3%34%nillion, and adjusting for exhaustees already
included above (308,535 first payments minus 172,d%fhaustees = 136,123 non-exhaustee payees
divided by total BYEs of 452,908 = 30%

Total for BYEs = $434 million times 30%$130 million
TOTAL SAVINGS BY REDUCING TO 20 WEEKS = $160 millio+ $130 million =$290 million.

%"N.C.G.S. §96-12(d)

North Carolina Ul Study Page33 of 50



North Carolina Ul Solvency Study Observations & Recommendations

2. Changing Maximum Weekly Benefit Amounts from 66 2/%6 of statewide average weekly
wage (SAWW) to a constant $350 is the average maxim of all the surrounding states,
including NC (effective the first week of January ©2013)

North Carolina’s maximum WBA is higher than statesthe Southeast, is indexed to automatically
increase each year, and is higher than the natiweshge.

Maximum Weekly Benefit Amount

US Average N/A
North Carolina 506
Georgia 330
South Carolina 326
Tennessee 275
Virginia 378
Florida 275

Source: National Foundation for Unemployment Compsation and Workers’ Compensation (UWC), Highlight$ State

Unemploymet Compensation Laws, 2011
The state should reduce the maximum WBA to be stersi with surrounding states. The current
provision may be found &ection 96-12 (b) (2.

In addition, the state should eliminate the autderiaigger provision. None of the states in thgioa
have an automatic trigger provision in state lawhis trigger in North Carolina law has unnecesgaril
increased the maximum WBA each year leading tsidpaficantly higher amount than other states m th
region. Any proposed increase in the maximum WRBAwd be proposed to the Governor and legislative
leaders for approval with the rationale for maksugh a change.

Output Table No. 1: This table is a run sent bYDO& showing a PRMF=0 and PP=1. It shows the
baseline assuming no law changes of total benedits from 2013 - 2020 &6 2/3 SAWW/Yyielded
an average db687 million per year.

SUMVARY OF EARNED | NTEREST, FUND BALANCES, BENEFI TS, CONTRI BUTI ONS AND PAYROLL BY CALENDAR YEAR

CAL. TOTAL ENDING ~ ----------- TOTAL BENEFI TS------------ ------- CONTRI BUTI ONS- - - - - - - - - - AGGREGATE PAYROLL- -
YEAR | NTEREST  TRUST FUND REGULAR DEPENDENT EXTENDED TOTAL REGULAR SOCI AL TOTAL PAYROLL YEAR
EARNED BALANCE ( STATE SHARE) TAXABLE TOTAL
(I'N THOUSANDS EXCEPT PAYROLL) (FIGURES IN M LLIONS)
2011 0 -3,108, 459 1,696,673 0 0 1,696,673 1,096, 818 0 1,096,818 53, 048 120, 797
2012 0 -2,927,551 1,062, 693 0 0 1,062,693 1,108,016 0 1,108,016 53, 029 121, 451
2013 0 -2,508, 199 906, 048 0 0 906, 048 1,051,571 0 1,051,571 53,614 124,003
2014 0 -1,824,441 725,129 0 0 725,129 991, 426 0 991, 426 54, 494 126, 877
2015 0 -1,078,454 759, 281 0 0 759, 281 936, 575 0 936, 575 55, 490 130, 434
2016 0 -198, 702 757,799 0 0 757, 799 908, 535 0 908, 535 56, 764 134, 601
2017 30, 213 976, 610 622, 263 0 0 622, 263 871, 622 0 871, 622 57,995 139, 176
2018 55, 586 1,332,196 531, 838 0 0 531, 838 831, 838 0 831, 838 59, 168 143, 962
2019 74,181 1,689, 387 505, 854 0 0 505, 854 788, 864 0 788, 864 60, 267 148, 540
2020 89, 554 1, 846, 079 693, 863 0 0 693, 863 761, 001 0 761, 001 61, 263 152, 567

NOTE * - CALCULATE ON WAGES OF PREVI QUS YEAR

%N.C.G.S. §96-12(b)(2)
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Output Table No. 2: This table is a run sent IBDOL showing a PRMF=0 and PP=4. It shows
total benefits paid from 2013 - 2020%850yielded an average 8682 million per year.

SUMVARY OF EARNED | NTEREST, FUND BALANCES, BENEFI TS, CONTRI BUTI ONS AND PAYROLL BY CALENDAR YEAR

CAL. TOTAL ENDING  ----------- TOTAL  BENEFI TS------------ - ------ CONTRI BUTI ONS- - - - - - - - ~-AGGREGATE PAYROLL--
YEAR |INTEREST TRUST FUND  REGULAR DEPENDENT  EXTENDED TOTAL REGULAR SOCl AL TOTAL PAYROLL YEAR
EARNED BALANCE ( STATE SHARE) TAXABLE TOTAL
(I'N THOUSANDS EXCEPT PAYROLL) (FIGURES I N M LLI ONS)
2011 0 -3,104,599 1,691,195 0 0 1,691,195 1,095,201 0 1,095,201 53, 045 120, 796
2012 0 -2,912,249 1,036, 765 0 0 1,036,765 1,093,528 0 1,093,528 52, 685 121, 447
2013 0 -2,405,060 812, 630 0 0 812,630 1,045,990 0 1,045,990 53,216 124, 003
2014 0 -1,660,550 640, 483 0 0 640,483 967, 531 0 967,531 53, 995 126, 877
2015 0  -852, 303 664, 841 0 0 664,841 904, 394 0 904,394 54, 897 130, 435
2016 506 76, 825 656, 695 0 0 656,695 856, 299 0 856,299 55, 944 134, 601
2017 7, 685 378, 102 522, 735 0 0 522,735 816, 327 0 816,327 56, 916 139, 176
2018 24,754 740, 998 428, 488 0 0 428,488 766, 629 0 766,629 57, 861 143, 963
2019 43,878 1,112,344 393, 059 0 0 393,059 720, 527 0 720,527 58,728 148, 541
2020 60,344 1,311,324 542, 482 0 0 542,482 681,118 0 681,118 59, 544 152, 568

NOTE * - CALCULATE ON WAGES OF PREVI QUS YEAR

Thus, the savings to the Trust Fund per year edgdl@5 million, or a 15% reduction in benefits paid.

3. Add a provision requiring that a waiting week be seved not only with respect to the first
week after a benefit year is established but alsdter the filing of an additional claim during
a benefit year.

The addition of a waiting week after additionaliwia will reduce the deficit without impairing theikity

of the Ul system to provide unemployment compensaditer subsequent employment within an existing
benefit year. By adding this provision, based of@®@ata, North Carolina would save as much as $17
million per year in benefit payout.

NC Report online: Significant Activity Measureshecember 2010 (latest available) shows:

Taking 340,113 additional claims minus 283,304 estians = 56,809 weeks saved times $298.46 avg.
WBA + $17 million, or 1% of total benefits paid in 2010.

4. Reduce the WBA - change the formula to percent of dse period wages (effective in
January of 2013). Set WBA at base period wages diléd by 104. (See Section 96-12(b){})

This change would have the effect of setting tlagestveekly benefit at an amount that represents a
percentage (up to 50%) of the average weekly whagethe individual was being paid during the base
period. Current law sets the weekly benefit ama@sa percentage of only the highest quarter itdse
period. This increases the weekly benefit amounasmot to be representative of the base periaa as
whole and the higher amount serves to discouraggnployed workers from searching for work or
accepting work that is available in the labor kear

For example, under current law a worker earning,CK2® per year, with $13,000 of earnings in the
highest quarter of the base period would recemeekly benefit amount (WBA) of $500 per week. kth
weekly benefit amount is based on the entire basegthe WBA would be $250 per week. Current law
artificially inflates the weekly benefit amount.diana recently recognized this issue and changed it
formula for determination of the weekly benefit amg noting that it treats all workers equally in
determining the weekly benefit amount. All workéeing paid $26,000 a year should receive the same
weekly benefit amount.

%9'see N.C.G.S. §96-12(b)(1)
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Average Weekly Benefit Amount

US Average $ 296.56
North Carolina $ 291.37
Georgia $268.10
South Carolina $ 237.88
Tennessee $ 237.95
Virginia $287.64
Florida $ 231.58

Source: United States Department of Labor Data Suamnfor the 4" quarter of 2011

The effective date of the this provision shouldfbe applications to establish unemployment benefit
rights filed with respect to the week beginning amd after January 6, 2013 so as not to conflith e
provisions of Section 2122 of the Unemployment Biem&xtension Act of 2012.

A condition of federal reimbursement to states wiesgency unemployment compensation is that a
change in state Ul law not be made so as to retihecaverage weekly benefit amount from the amount
that would have been determined under North Caadaw in effect as of June 2, 2010. The restriction
has been extended along with the extension of the grogram through January 2, 2013.

5. Deny benefits to claimants for weeks claimed for wibh the claimants are also eligible to
receive or do receive vacation pay, separation pagnd other forms of such payments
whether the individuals are payroll attached or seprated from employment.

Section 96-& currently provides for such denial only when indials are separated from employment,
but the denial should also apply to individuals wh@ payroll attached but seeking to be paid
unemployment compensation.

This will reduce the deficit in the trust fund bgny/ing the double dip of Ul benefits and vacatiay for
the same period of time.

6. Modify partial WBA calculation

The current provision @ection 96-12(¢Y ties the partial weekly benefit amount to the ektion based

on the high quarter, and should be amended to gedar a benefit disregard of 20% of the claimant’s
WBA instead of 10% of the individual's average wgekage in the high quarter. The 20% of WBA
disregard is roughly equivalent to the 10% of bpsdod average weekly wage but is specific to the
individual's WBA so as to avoid high benefit disaed amounts that may discourage claimants from
higher base period wages from seeking employment.

7. Change the provision under which a claimant may ha¥ good cause to quit based on
reduction in work hours from 20% to 50%

Most states do not have a specific statutory prowishat addresses a specific percentage and iaform
conversations with other state agency staff the 28@ftuction provision is lower than administrative
practice in determining when an individual may hawe®d cause to quit. A reduction in hours may be
temporary, of uncertain duration, or permanent, anenost cases employees receive a package of
employee benefits which continues despite a reolicin hours. A reasonable person, given the
alternative of unemployment would not quit employniigased on a 20% reduction in hours.

A more reasonable bright line would be a reductibB0%. Such a reduction is more clearly likelyb®
good cause to quit. A reduction of 50% is a fagbod indication that the employer is no longer able

“ON.C.G.S. §96-8
“IN.C.G.S. §96-12(c)

North Carolina Ul Study Page36 of 50



North Carolina Ul Solvency Study Observations & Recommendations

willing to continue the employment relationshipaaevel that would be satisfactory to an employée w

is interested in continued work with more hours eek Since unemployment compensation pays
approximately 50% of the individual’'s average wgekbge, an individual could more reasonably choose
to discontinue employment and become unemployedewbbking for another job due to a 50%
reduction in hours.

Section 96-14 (1) (B) provides that when an individual leaves work dua reduction in work hours of
20% or more such separation from unemployment shallnon-disqualifying for unemployment
compensation.

As a practical matter due to fluctuation in the ke#pplace employers may need to reduce hours worked.
A reduction of 20% is not unusual and not suchducgon that would be cause for a worker to quit. A
reduction of 50% is a clearer threshold at whiativiitluals might be expected to leave work without
being disqualified.

8. Change the provision under which a claimant may haw good cause to quit based on
reduction in rate of pay from 15% to 50%

Most states do not have a specific statutory prowishat addresses a specific percentage and iaform
conversations with other state agency staff indidhtat the 15% reduction provision is lower than
administrative practice in determining when an vidlial may have good cause to quit. A reduction in
wages may be temporary, of uncertain duration,esmgnent, and in most cases employees receive a
package of employee benefits which continues despiteduction in rate of pay. A reasonable person,
given the alternative of unemployment would nott guployment based on a 15% reduction in rate of

pay.

A more reasonable bright line would be a reductibB0%. Such a reduction is more clearly likelybt
good cause to quit. A reduction of 50% is a fagbod indication that the employer is no longer ale
willing to continue the employment relationshipaaevel that would be satisfactory to an employée w

is interested in continued work at consistent [@gce unemployment compensation pays approximately
50% of the individual's average weekly wage, anvigtial could more reasonably choose to discontinue
employment and become unemployed while lookingafioother job if his or her pay were reduced by
50%.

Section 96-14 (1) (&) provides that when an individual leaves work due reduction in rate of pay of
more than 15% that the individual shall not be déddjed from unemployment compensation. This 15%
provision is too low as indicative of a reasongave work, and should be increased to 50%.

9. Repeal provisions permitting the agency to reducehe period of disqualification of
claimants and the automatic termination of disqualiication after two years.

Section 96-14 (18§ permits the agency in its discretion to reducesguhlification period to a time
certain. Such a provision is not required by fedéaev, unusual among states and adds significant
discretion to reduce a penalty without a specitmdard to be followed upon which to base the réduoc
other than a general “good cause” provision.

The section also automatically terminates disqealiions two years after the effective date of the
beginning of the disqualification. This results increased benefit payout and cyclically unemployed
claimants waiting out the disqualification.

“2N.C.G.S. §96L4(1b)
“N.C.G.S. §96t4(1c)
*N.C.G.S. §96-14(10)
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10. Eliminate optional Extended Benefit trigger provisions

The optional trigger for federal extended beneéitgbles an electing state to have a trigger with an
insured unemployment rate of 6.0% without the aoldlitl requirement that the rate equaled or exceeded
120% of the average for the week and the immedigteiceding 12 weeks. Very few states trigger on
under this provision, it is not needed, but potdisticould result in North Carolina remaining oréeal
extended benefits with only a 50% federal reimbwesat to the state Ul trust fund at a time when the
unemployment rate is already going do®ee Section 96-12.01(a)(4)

The optional triggers with respect to the totatmiployment rate and look back provisions should bés
repealed because they are not required by fedesahhd may result in increased pay-out from thee sta
unemployment trust fund without federal reimbursetn&ven under current federal law there is no
federal reimbursement for extended benefits paidlaomants who become unemployed from Indian
tribes and political subdivisions of the state. lelimg an earlier triggering on of extended benefisults

in increased pay out from the state Ul trust furiitheut federal reimbursement (See Section 96-1@p1
and (d) and (e).

11. Repeal extended base period provision in Section 9&.1'*°

The optional base period provision requires thenegeéo use an extended benefit period to enable an
individual to qualify for unemployment compensatihen the individual has insufficient base period
wages to qualify using the normal base period. Thisot required by federal law and increases sfate
benefit pay-out. Similar provisions are rare acréss country. This provision creates unnecessary
administrative burden for the state agency, no riddunding is provided to cover this additional
administrative cost, and it results in increasedappeals in determining whether the provision sthoul
apply. Furthermore, because the provision “nongdsr base period employer accounts it reduces the
experience rating features of North Carolina law mcreases the overall deficit in the state Ustifund
imposing increased costs on all employers.

12. Repeal provisions defining “suitable work” for purposes of denying benefits differently than
the minimum definition required under federal law

Section 96-14 (3§ includes a list of items to be considered in dateing whether work is “suitable” that
goes beyond the federally defined minimum. Thiglege should be amended to track with the federal
requirements.

A new definition of “suitable work” should be dewpkd by the agency that provides that all work is
suitable after the tenth week of benefits as longha claimant is able to perform the work. Tharst
stepped approach has long been accepted by statethea US Department of Labor as an appropriate
way to connect work search measures with the claifased on the local labor market. After a peiod
which an individual actively seeks work with sommaitation to the type of work that he or she mayéha
been performing during the base period, if suchkviemot available to the individual in the locabbr
market, then the claimant should expand his orskarch to more work that may be suitable given the
circumstances.

“5See N.C.G.S. §96-121(al)@), §96-12.01(c), (d) and (e)
“N.C.G.S. §96-12.1
“"N.C.G.S. §96-14(3)
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13. Repeal the authority to the agency to disregard aibility issues in order to make payment
of benefits “promptly”.

Section 96-15 (Kf provides “Irrespective of any other provision bistChapter, the Division may adopt
minimum regulations necessary to provide for thgnment of benefits to individuals promptly when due
as required by section 303(a)(1) of the Social 8gc\ct. This section goes well beyond normal
statutory delegation of authority to an administeagency. Although it was likely intended as g/ via
the state to make changes to conform to federapdueess requirements under the Social SecurityiAct
goes beyond that which is necessary and argualjppwers the agency to adopt “minimum regulations”
that are inconsistent with statute. This provisbould be deleted.

14. Specify able, available and actively seeking workequirements as a condition of eligibility
to be paid unemployment compensation

Federal law was recently enacted requiring statéawlto assure that individuals must be able tokwor
available to work, and actively seeking work asoadition of being paid unemployment compensation
for a week or weeks. There are a number of cupemtisions addressing circumstances in which these
requirements are effectively waived.

New language should be insertedSection 96-1#° setting forth the new federal requirement, repegli
inconsistent provisions currently in effect andovyiding appropriate definitions of how claimant® ar
required to meet them. In order to be consistetit #@deral law, this provision should be effectiviéh
the weeks beginning after the end of the firstisessf the state legislature which begins afterrbety
22, 2012 (the date of Federal enactment).

The new requirement in state law, consistent wittisn 2101 of the Extended Benefits, Reemployment,
and Program Integrity Improvement Act should previthat “as a condition of eligibility for regular
compensation for any week, a claimant must be @bleork, available to work, and actively seeking
work”. Model language for guidance is provided belmased on an early versionldR 3630as it passed
the US House of Representatives

REFORMS OF UNEMPLOYMENT COMPENSATION TO PROMOTE WOR K AND JOB
CREATION CONSISTENT JOB SEARCH REQUIREMENTS.
() IN GENERAL.—:

(A) A requirement that, as a condition of eligibjlfor regular compensation for any week, a claimmaast be
able to work, available to work, and actively segkivork.

(B) For purposes of this paragraph, the term ‘atyiseeking work’ means, with respect to an indiaill that
such individual is actively engaged in a systematid sustained effort to obtain work, as determimgskd on
evidence (whether in electronic format or otheryisatisfactory to the State agency charged with the
administration of the State law.

(C) The specific requirements that must be metritento satisfy this paragraph shall be establidedhe
State agency, and shall include at least the fatigw

() Registration for employment services as a comdliof establishing eligibility for unemployment
compensation;

(i) Posting a resume, record, or other applicafimnemployment on such database as the State ygenc
may require; and

(iii) Applying for work in such manner as the Stagency may require.

“8N.C.G.S. §96-15(k)
*N.C.G.S. §96-14
%0H.R. 3630, 119 Cong. (as passed by House of Representatives 1Be2011).
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It is important to note that the immediate registrarequirement is provided to enable the stasnagto
consider the registration issue before determimhgther the individual may qualify to establish &fn
rights or be paid unemployment compensation wipeet to a week. The underlying system was
designed to compensate only employable persons avhoable and willing to work and who are
unemployed through no fault of their owh.

15. Repeal provisions permitting claimants to be paid Wwen leaving work due to disability or
illness

Section 96-14 (£§ provides that when an individual is dischargediemves work due solely to a
disability incurred or health condition, whetherrmt related to work, he shall not be disqualifiedier
certain circumstances.

This provision is inconsistent with the basic teofethe Ul program that an individual to be eligilshust
become unemployed through no fault of his or hem awconnection with the work and be able to work
as a condition of being paid unemployment compémsat The program is not designed to pay
compensation to individuals who become disabledrerill for reasons not connected to work. Bengfits
if any, in such circumstances may be availableuth dndividuals through health insurance, shoninter
disability, Medicare or other programs designedddress these situations.

16. Repeal provisions limiting the agency in determinig not to pay claimants who refuse work

Section 96-13 (g) (& prohibits the agency from imposing a determinatibmeligibility in cases where
individuals are on disciplinary suspension for weekginning after the tenth consecutive calendgr da
after suspension. This has the effect of payingnpleyment compensation to individuals who are still
job attached to an employer but have become temijyosmemployed due to fault in connection with the
work. This increases pay out from the unemploymeost fund and results in the payment of
compensation to individuals who should not be paltk prohibition should be repealed.

17. Specify registration requirement with greater detal and enforce it

Based on interviews with agency staff, we havenledithat current rules effectively deem claimantse
“registered” to participate in the labor exchange ¢imply filing applications for unemployment
compensation. This administrative policy was madeonider to shift staff and resources to address
meeting the US Department of Labor performance oreathat a very high percentage of claimants be
paid benefits within 14 days after the first wedkhwespect to which they may be compensated.

This administrative rule results in reduced eftortthe part of individuals to seek and accept epmpént
and it reduces the pool of unemployed workers aktgl to fill employer staffing needs as the state
recovers from the recession.

Current law inSection 96-13 (a)(ff requires that a claimant be registered for worarat thereafter has
continued to report to an employment office asal@e by the Division pursuant to rules adoptedhsy t
Division.

In discussions with staff responsible for the Ubgmam as well as for administration of Ul able and
available issues in local offices, it is eviderattthere should be improved coordination of thiscfion

51 “Unemployment Compensation: What and Why?” So8idurity Board, United States Government Printighlication No.
14, March 1937.

*2N.C.G.S. §96-14(1)(b)

*N.C.G.S. §96-13(g)(2)

*N.C.G.S. §96-13(a)(1)
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with respect to systems integration to capture Welednefit claims issues and adjudication issuesels
as systems developed to better enable claimarniékeothe initiative to actively search for workabgh
employment systems such as the Direct Employetersyand other web based systems.

Design and implementation of the Southeastern Gtnso for Unemployment Insurance Integration
(SCUBI) system should also address the coordinatidhese issues with local offices, call centers-
stops and internet applications.

Appropriate targeting of resources in the curréatteonic and internet environment should be degyedo
Increased requirements on the part of claimanghisically visit local offices and the enhanced o§
call centers to assure that individuals are ablevdok, available to work, actively seeking work,dan
effectively registered for work throughout theiaichs series should be adopted.

A new “registration” requirement such as the onitkl earlier in this report and based on besttjnes
in other states should be added to the statuteadmunistrative rules amended consistent with reguir
registration for work as a condition of receivingemployment compensation.

This new requirement also serves an important permd focusing on earlier reemployment efforts to
reduce the duration a claimant received Ul benefitise faster an individual finds employment therdo
the duration and the lesser amount of benefitsgoeand out of the Ul Trust Fund.

Average Duration of Benefits

US Average 17.5 weeks
North Carolina 16.3
Georgia 13.3

South Carolina 15.2
Tennessee 15.3
Virginia 16.8

Florida 18.7

Source: United States Department of Labor Data Suamnfor the 4" Quarter of 2011.
18. Repeal provisions waiving the waiting week during asters

Section 96-13(cY includes an exception to the general requirereait an individual serve a waiting
week when benefits are to be paid for unemploynaeet directly to major natural disaster. This is not
required by federal law and increases benefit pegsuwvell as administrative expense.

As a practical matter, in the case of most majeastiers the President declares that there wasstatis
and individuals may be eligible to be paid Disastaemployment Assistance (DUA). DUA is paid from
federal funds that are not charged to the stateript@/ment Insurance account and not to other engploy
financed accounts. The current provision shouldepealed.

Waiting Week

US Review N/A

North Carolina 1 (Except in cases of natural desgst
Georgia 0

South Carolina 1

Tennessee 1 (After 3 wks. of benefit eligibility)
Virginia 1 (waiver permitted)

Florida 1

Source: National Foundation for Unemployment Compeation and Workers’ Compensation, Highlights of $taUnemployment
Compensation Laws, 2011

*N.C.G.S. §96-13(¢1)
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19. Amend provisions permitting individuals to be paidunemployment compensation for weeks
with respect to which they are determined to haveden disabled from working

Section 96-13 (a) (&) provides that no individual shall be deemed ablevork under this subsection
during any week for which that person is receivimgs applying for benefits under any other State o
federal law based on his temporary total or permiatetal disability,provided that if compensation is
denied to any individual for any week under the &going sentence and such individual is later
determined not to be totally disabled, such indivéd shall be entitled to a retroactive payment bt
compensation for each week for which the individufilled a timely claim for compensation and for
which the compensation was denied solely by reasbtine foregoing sentence

This provision is not required by federal law, rddi@ional federal funds are provided for administna

of the provision, it reduces Ul solvency, resulis payments being made despite the Ul appeal
determination that is final on the issue of abilitywork. As an example, Social Security Disability
Insurance applications in some cases take yeditgygge. The standard for total disability unde33 is

not the same as the ability standard for unemploynoe the same as state workers’ compensation
standard for total disability. In some cases ailviddal may be eligible for both workers’ comperigat
and SSDI and the provison does not address whétieedisability is temporary or permanent total
disability.

The determination that an individual is disabled e to not be eligible for state unemployment
compensation should be made based on the informatiailable at the time of the determination and
appeal of the determination should be through thesy$tem and not pre-empted by a subsequent
determination of another agency construing a difiestandard.

The proviso language in Section 96-13 (a) (4) shbel deleted.

20. Repeal provisions permitting claimants to be paid enefits if they leave work due to factors
not in connection with work.

“Unemployment compensation is a method of safegngnedividuals against distress for a short period
of time after they become unemployed. It is desthto compensate only employable persons who are
able and willing to work and who are unemployeatigh no fault of their own®* Since 1937 when the
Social Security Board stated the above purposenefmployment compensation the federal government
has attached incentive payments to states implemgeathumber of conditions for individuals to be@m
eligible for unemployment benefits for non-work ateld issues. The most recent examples of such
conditions were included in the American Reinvestimand Recovery Act (ARRA) of 2009 and
subsequent federal legislation. These provisioesewpublished without consideration or ongoing
analysis of what such expansions would add to dise af providing such benefits long-term well afiee
initial federal incentive funds had been depleted.

There may be good reasons to address these issu@sovide support for individuals in such
circumstances, but the appropriate response shmtldbe through the state Ul program if there is no
connection to work. Paying compensation from therust fund in these circumstance is not requingd b
federal law, to the contrary it results in payingemployment compensation to individuals who are not
available for work for reasons unconnected with kv@nd increases the deficit in the state’s
unemployment trust fund.

*N.C.G.S. §96-13(a)(4)
57 “Unemployment Compensation: What and Why?” SoBiturity Board, United States Government Printihghlication No.
14, March 1937.
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21. Increase and provide certainty in the penalty perid for individuals discharged for fault
connected to work

Current law at Section 96-14 (2) {aprovides for a disqualification of a range of 4+@eks if an
individual is discharged for “substantial fault”hd@ statute provides, however, for a presumptioma of
disqualification of 9 weeks. By setting a rangedsiqualification this provision increases admirastre
complexity and may result in inconsistency in agatiion. A set 9 week disqualification would be egsi
to administer and provide consistency.

A review of other state laws as reported to theDg¢partment of Labor and the National Foundation for
Unemployment Compensation and Workers’ Compensato@s not show the distinction in other states
between “substantial fault” and “misconduct” in el@ining the penalty for the claimant. In the vast
majority of states there is no difference and teeatty in 45 states for discharge for misconduct is
permanent disqualification until the claimant re@®wvhe disqualification with subsequent work and a
non-disqualifying separation. North Carolina’s ggnfor “misconduct” is a duration suspension uftttié
claimant earns 10 times his weekly benefit amooratileast 5 weeks. This penalty for misconduct is
within the normal range of penalties for misconduct

Increasing the penalty for discharge due to “fatdt’be the same as “misconduct” would be consistent
with other states, and reduce benefit payout toesdagree, however it would also be a policy shift i
identifying a lesser penalty for instances thatdgemed not to rise to “misconduct” under the statu

22. Delete the provision prohibiting the denial of bengts to claimants who leave work solely as
a result of lack of work caused by the bankruptcy bthe employer

Section 96-14 (139 prohibits the agency from denying benefits torokaits who “left work” solely as a
result of a lack of work caused by the bankrupticthe claimant’'s employer. The language suggésts t

it may permit individuals to leave work when an éogpr files for bankruptcy and not be disqualified
from unemployment compensation. The fact that apl@yer files or does not file for bankruptcy should
have no relationship with the benefit eligibility an individual claimant. If a claimant is cleathid off

due to lack of work and otherwise eligible to bédpa week of benefits, the claimant should be paid.
However, if a claimant leaves work without good s&in connection with work the burden is on the
claimant to demonstrate good cause. The filingofmkruptcy by an employer should not be good cause
for a claimant to leave work. This provision shobkldeleted.

23. Change standard for discharge from “substantial falt” to “fault”

There is no federal requirement to distinguish leetw “substantial fault” and “fault”. The issue for
administration should be whether the individual wWiasharged due to fault in connection with hider
work.

24. Repeal provisions prohibiting denial of benefits wkn individuals in training refuse offers of
work

In many circumstances an individual may be offemek while in approved training. The fact that an
individual is in approved training may reasonabdysbreason not to require that the individual deéoc
work while in training but should not remove theligation to accept work if it is offered to the
individual. Section 96-14 ($)should be amended.

8 N.C.G.S. §96-14(2a)
*N.C.G.S. §96-14(12)
®ON.C.G.S. §96-14(3)
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25. Amend provision that limits the agency in determinng not to pay aliens

Section 96-13 (f} includes a provision that “In the case of an ifdiral whose application for benefits
would otherwise be approved, no determination dwhpensation to such individual is not payable
because of his alien status shall be made except aipreponderance of the evidence”.

This language is not required by federal law; iases administrative expense and may result in patyme
of unemployment compensation to aliens who woulttise not be eligible to be paid unemployment
compensation.

As a general matter of federal law and state lawfarming to federal law, individuals may not be
eligible for unemployment compensation if they ao¢ US citizens or in the country with a valid work
permit. There is no weighing of evidence standélidagencies use the Systematic Alien Verification
System to verify based on social security numbegtivdr an individual is an alien that may be peeditt
to establish eligibility for unemployment compensat In recent years, a number of states have ifckht
fraud on the part of claimants who may “share” naraad social security numbers to file fraudulent
claims and be paid unemployment compensation.

This specification that a determination not to pagmployment compensation to an alien must be based
upon a preponderance of evidence introduces aremtigdly standard into a determination that is not
necessary and adds confusion. It should be deleted.

26. Clarify the provision prohibiting the agency from raising eligibility issues after 45 days
from the first day of the first week after the quesion or issue occurs

Section 96-15 (b)(2j provides that no question or issue may be raisearesented as to eligibility or
disqualification of a claimant after 45 days frame ffirst day of the first week after the questigrissue
occurs with respect to which week an individuadila claim for benefits. Language is heeded tafglar
that the 45 days in which the agency may act toesmddthe questions or issues runs from the paoatt th
the agency becomes aware of the questions or issgkeisot from the week claimed with respect to Wwhic
the questions or issues arise.

27. Repeal statutory provisions requiring that overpaidamounts be deducted from back pay
awards and paid directly by employers to the agency

Section 96-14 (85 requires that benefits previously paid for weekaremployment with respect to back
pay awards or other such compensation shall catestiverpayments of benefits and such amounts shall
be deducted from the award by the employer prigratgment and transmitted to the agency to be applie
against the overpayment. This requirement impoeasaecessary burden on employers and may result
in an inconsistency between the terms of the bagkgward and the statutory provision. The agency
should review these provisions with employer repnégtives to determine whether statutory provisions
are needed and/or whether greater flexibility isdweal.

28. Repeal specific statutory requirement that employes post notices and that the agency must
provide printed notices for employers to post

This provision in Section 96-15 fA)s a throwback to the days when workers were urawathe Ul
program and relied on physical postings of infoioraby employers as a primary source of information
Such a provision is no longer needed in statuténelfagency is actually still requiring this it csave the
cost of printing and employers can save the copbefing by repealing this requirement.

®IN.C.G.S. §96-13)(1)
%2N.C.G.S. §96-15(b)(2)
%N.C.G.S. §96-14(8)
% N.C.G.S. §96-15(a)
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IX.  TAXES

While options are debated among the state Ul agdagislative leaders, the business community and
other system stakeholders on how to address thaxd#tructure in North Carolina, consideration stiou
be given to the history of how employers have hegracted for over a decade. The chart below shows
the continuous increase of the taxable wage baNeritih Carolina and what the per employee cost siean
to job providers in the state.

Impact of Yearly Taxable Wage Base Increases on Engyers

Year Tax Base Selected tax rate Tax/employee
1998 $12,600 2.0% $ 252
1999 13,200 2.0 264
2000 13,900 2.0 278
2001 14,700 2.0 294
2002 15,500 2.0 310
2003 15,900 2.0 318
2004 16,200 2.0 324
2005 16,700 2.0 334
2006 17,300 2.0 346
2007 17,800 2.0 356
2008 18,600 2.0 372
2009 19,300 2.0 386
2010 19,700 2.0 394
2011 19,700 2.0 394
2012 20,400 2.0 408

This chart shows that employers in this rate cédsse have experienced an over 60 percent incirase
the per employee cost of unemployment compensatien a 14 year period. This excludes additional
costs, such as the 20 percent surtax and yearlyAFtffset credit reductions that increase the per
employee cost by $21 each year the state carki#daan balance.

The current Ul tax provisions are not sufficient toassure trust fund solvency

In conjunction with adjustments in benefit provissao reduce benefit pay-out, tax measures areedeed
to assure that the state Ul tax structure is resigento changes in the economy and capable over a
reasonable time period of providing adequate fuledpay state Ul benefit amounts that are needed
without borrowing from federal accounts. Tax rathexlules and the state tax base should respond to
reduce employer tax rates based on the experidnodigidual employers with respect to unemployment
claims and recognize that employers in North Casoliompete with employers located in other states
and in the global marketplace. Tax rates that tésuhcreases in costs for employers in North Gaao

in comparison to other states serve to reduce fieation and result in a shrinking tax base anddrigh
state Ul taxes for all employers in North Carolina.

Tax measures must take into consideration fedavalwhich imposes interest on loans to pay benefits
and increases the Federal unemployment tax to ke lpaemployers after two years of continued
outstanding loan balances.

How does NC compare to other states under the Ul siem?

Employers in North Carolina pay state unemploymanes at about the national average but above
surrounding states.
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USDOL Comparison

According to the US DOL publication, “Significantddsures of State Unemployment Insurance Tax
Systems” published in September of 2011, the aeepag employee state Ul taxes paid by employers in
North Carolina compares as follows:

US Average N/A
North Carolina $336
Georgia $241
South Carolina $297
Tennessee $333
Virginia $177
Florida $286

Since the USDOL publication was prepared, Soutll@er and Florida have addressed Ul solvency with
some increases in state unemployment tax whiclotigully reflected in this comparison. However, the
conclusion from reviewing other state Ul tax burslénthat the state Ul tax paid by employers inthlor
Carolina is 29 in the country and above comparison states ifstheheast.

Average Ul Tax as a Percent of Total Wages

US Average 0.91%
North Carolina 0.92
Georgia 0.55
South Carolina 0.92
Tennessee 0.83
Virginia 0.48
Florida 0.68

Source: US Department of Labor Data Summary for tH& Quarter of 2011 with reference to data through tB& quarter of 2011

North Carolina is among six states with a 0.0% minn tax rate in 201%. There are currently over
25,000 employers in North Carolina that pay no ysleyment tax at the 0.0% rate. By way of
comparison there are twenty-six states with a mimintax rate between 0.01 and 1.0 in 26711.

a. TAX RECOMMENDATIONS

The cost estimates were generated using the U.Sareent of Labor's (USDOL) Benefit Financing
Model. After discussions with the principals at USIDQ a ten year Total Unemployment Rate projection
for the years 2013-2022 was inserted replicatingtiN€arolina's 1990s economic experience for the
years of 1993 through 2002. In other words, 19688& was used for 2013, 1994's rate for 2014,sand
forth.

The model contained 2010 base year North Carolizi@ slata and law and is shown in the output for
Table No. 1. This table assumes no law changeastbgdorecast period.

% The other five states include: lowa, Missouri, Nefixa, South Dakota, and Washington.

% States with a minimum tax rate between 0.01% a@%include: AZ (0.02), DE (0.30), GA (0.03), 1D.96), IL
(0.70), IN (0.70), KS (0.11), LA (0.11), ME (0.88)ll (0.06), MN (0.50), MS (0.70), MT (0.13), NV @0), NJ
(0.30), NM (0.05), ND (0.20), OH (0.70), OK (0.1®¢ (0.103), TX (0.78), UT (0.40), VA (0.58), VIO((LO), WI
(0.27), and WY (0.67).
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1. Eliminate the distinction between the years when #re is a 20 percent training and
reemployment contribution and use a schedule thatess rates in regular intervals

This recommendation would repeal the EmploymentufgcReserve Fund Tax (20%) but collect the
20% as part of the experience rate state Ul tar. Hbéserve Fund was intended to be a backup fund. It
was intended to provide for a reserve or back upsfecific purposes. The fund has not been used for
such purposes and it should not have been collestady year in which NC was borrowing to pay Ul
loans. All employers would continue to pay aditthore, although they are already paying more than
other employers in Southeastern states. This stekealance to the recommendations for benefitands
modest tax increases rather than a recommendaigdreach employer will be paying significantly more
For example, an employer with a 2.25% x 20% = 2ra¥%. Repealing the 20% surtax and leaving the
rate at 2.7% would add the 20% to the Trust Furddwaifi return it to a position of strength and leng
term solvency faster. The recommendations abayardeng automatic reductions or reevaluation once
the Trust Fund reaches a position of strengthpudlide relief to employers as quickly as possible.

Using latest Ul State Comparison table 2-10 and @0@Q1.4 Wage and Tax Rate Information from

USDOL:
State Max Rate X axd@ble Wage Base = Per Employee
NC .0684 $20,400 $1,395.
GA .0729 8,500 620
SC .08686 12,000 1,042.32
TN .1060 9,000 954
VA .0693 8,000 554.40
FL .054 7,000 378
Highest - UT .094 29,500 2,773
Lowest - PR, FL .054 7,000 378

2. Maintain the 0.00% rate until after bonds are issud and assessments determined.

The current 0.00% rate provided on the rate scleedidognizes that some employers, by virtue of high
positive balances in their experience rate accowfisuld not be required to further contribute he t
state’s unemployment trust fund. However, the higfficit in the unemployment trust fund and the
significant amount of ineffective charging undee tourrent law has created a significant amount of
socialized costs that need to be accounted fougiroates. If solvency efforts were to be addressed
solely through increases in unemployment tax ratesncrease in the minimum contribution rate would
be justified. However, if the state elects to gephe outstanding debt through the use of bonds,
employers currently paying at the 0.0% rate wilalize a significant increase in tax/assessment
obligation. In light of this we are not at thimmg@ recommending an increase in the minimum corttabu
rate.

As the outstanding Title XII debt is retired andeafthe complete package of recommendations begin t
impact the solvency of the fund, the state shoeldesv the minimum contribution rates in comparison
minimum rates in surrounding states in the Southeas
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Also for comparison to surrounding states:

State Minimum Tax Rate x  Taxable \Age Base = Per Employee
NC 0.00% proposed 20,400 $0.00
GA 0.03% 8,500 2.55
SC 0.98% 12,000 117.60
TN 1.10% 9,000 99.00
VA 0.83% 8,000 66.40
FL 0.54% 8,500 45.90

3. Establish a target trust fund balance and necessaririgger provisions designed to assure
sufficient funds to pay unemployment benefits durig a reasonably foreseeable downturn in
the state economy and meet USDOL requirements to glify for federal tax relief in the
future.

a. Repeal the automatic reduction provisions if the tust fund balance gets to 1.95% of
gross taxable wages and replace it with 1.0 Averaditigh Cost Multiple (AHCM)

One of the significant benefits of implementingsthtcommendation is that the state will be
able to qualify for interest free loans, if neededhe future.

The chart below is the table DOL provided to usdor analysis that shows the Trust Fund
balance needed for 1.0 Average High Cost Multipie #ne calculation.

(1.56% of total wages) = $1,867,950,548

Avg. Trust Fund balance Solvency

High Needed for 1.0 Current Trust Amount % of
Cost Rate  Total wages AHCM Fund Tax. Wages Tax Wages

1.56% 119,740,419,73¢ 1,867,950,548 -2,282,946,139 51,835,572,000 1.60%

b. Eliminate all the other rate schedules and keep theew rate schedule in place until
the Ul Trust Fund balance reaches the 1.0 AHCM

4. Provide for automatic reductions in tax rates uporreaching the state solvency target

North Carolina Employers fully fund the state unémgment insurance system through employer taxes.
Ul taxes are only one of many costs of doing bissina the state. Employers want to know that the
government agencies entrusted to oversee the pnogra only going to collect as much in taxes as
necessary to provide a solvent and adequate retei®vide rate stability. Therefore, when thedun
reaches the targeted trust fund balance employersld experience automatic reductions in tax rates
upon reaching the state solvency target.

a. If the state exceeds the 1.0 AHCM by 10%, then rede all rates by 5%

5. Extend the period during which an employer may makea voluntary contribution to
December 3% of the year prior to the year to which the contrilution rate is to apply.

Section 96-9 (b) (3)(f) currently permits voluntary contributions to bedwavithin 30 days of mailing of
the contribution rate notices, however, the volgntantributions made after July 3are not credited in
determining the final rates for the following yedrhis limitation should be amended to permit vadum
contributions to be made at any time after the natéces are provided to employers until Decemidér 3
to be applied in determining the final contributiate for the following year.

% N.C.G.S. §96-9(b) (%)
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X. ADMINISTRATIVE RECOMMENDATIONS

The Department of Commerce (Commerce) and the foEngployment Security Commission (ESC),
now the Division of Employment Security (DES), hagene through significant changes with the
legislative changes made effective November 1, 20Cbmmerce has begun integration of DES with
some of the requirements. For example, before Nbeeni, 2011, North Carolina had separate
Employment Security and Labor Market InformationMll. units in both state agencies. ESC had
separate support units such as personnel, findckget, PIO, legal services, print shop and retes
management. ESC supervised more than 90 locakesffisome in competition with job service offices
operated by local workforce boards.

Commerce has already transferred the DES oversidiie 90 local offices to the Commerce workforce
unit. This integration will lead to better use ainfls, reduce cost, reduce duplication of services i
competing local offices, better customer serviafjuce silos and improve coordination with local
workforce boards. In addition, Commerce's integratf the LMI Division will result in better utiletion

of funds and better customer service and reduckcdtipn of services.

However, some requirements, such as an Advisoryn@bwand Board of Review, have not been
implemented. When appointed they could make a fagnit difference in assisting some of the
management and other administrative issues. Oraethed may benefit would be the ongoing need to
address the issues of IT changes, performance anetid easily understood reporting employers,
unemployed workers, lawmakers and the general @ubli

In addition, there should be some consideratiorrgto meaningful penalties if the administratiomsfto
make IT changes recommended by the state audiits td keep the General Assembly informed, fals t
implement or administer law, such as required Caaimin meetings, fails to use existing tools foudfra
and other overpayments, or fails to file regulgonts to the General Assembly and Governor.

We recommend that Commerce proceed with other @samghich will produce more savings and
improved customer service. Reduced duplicatiothefseparate personnel, legal, finance, budgett pri
shop and real estate management will help allonaiee resources toward reemployment efforts of
unemployed workers.
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XI. OVERALL IMPACT OF RECOMMENDATIONS

Opportunity Costs of Doing Nothing In 2012
e Before Sept. 30, 2012, Interest Savings to Employers ($2.8 Billion x 0.02843) $80 million
e 3,000,000 covered employees x 0.6% Additional FUTA tax (with loan on 11/10/12 & 1/1/13) $126 million
* 3,000,000 covered employees x 0.9% Additional FUTA tax in 2013 $189 million
Total Cost of Doing Nothing in 2012 $395 million
Bond Recommendations
*  Before Sept. 30, 2012, Interest Savings to Employers $80 million
e 9year Savings to Employers by Bonding Ul Debt $163-$213 million
*  Benefit Reserve Fund (Use for solvency, debt or reemployment) $85.5 million
e Ul Debt Repaid Before Nov. 10, 2012 and Jan. 1, 2013 Reduces FUTA to $42/employee
*  Fixed Per Employee Repayment with Bond Repayment Bond=$115/$116, FUTA=up to $200
Reemployment Recommendations
. Benefit Savings for Each Week of Reduced Duration $86 million
. Average Increased Tax Revenue Per Employee $250
=  Reemploying 100 Ul Claimants $25,000
. Reemploying 1,000 Ul Claimants $250,000
. Reemploying 10,000 Ul Claimants $2,500,000
. Reemploying 50,000 Ul Claimants $12,500,000
Affordability/Benefit Recommendations
¢ Change Max. WBA from 66 2/3% to $350 (avg. of SE states) $105 million
. Reduce Number of Potential Weeks from 26 to 20 $290 million
e Add Waiting Week After Filing Additional Claim During Benefit Year $17 million
Total Affordability/Benefit Savings $412 million
Tax Recommendations (in addition to $937 million in 2011 contributions)
. Eliminate 20% Reserve Fund tax, keep rates at 2012 levels $190-$200 million
Total Tax Revenue $200 million

Ul Trust Fund Impact

s 5 TF Balance, Interest Earned on TF Balance (including | TF Balance year-
Contributions Benefits Net P
Year (millions) (millions) Revenues year—end' Mal‘ntalnlng TF Balance Intel:e‘st Earned on end w/? Bond
w/Bond Option in 2013 (@3.5%) Positive Balance) Option
2011 $1,095 $1,691 ($596) $(2,700) - $(2,700) $(2,700)
2012 $1,094 $1,037 $57 $(2,912) - $(2,912) $(2,912)
2013 $1,046 $636 $410 $410 8 $418 $(2,424)
2014 $968 $500 $468 $878 23 $909 $(1,696)
2015 $904 $520 $384 $1,262 39 $1,333 $(902)
2016 $856 $514 $342 $1,604 53 $1,729 $17
2017 $816 $409 $407 $2,011 69 $2,205 $308
2018 $767 $335 $432 $2,443 86 $2,723 $653
2019 $721 $307 $414 $2,857 104 $3,242 $1,009
2020 $681 $424 $257 $3,114 120 $3,619 $1,191

Note: Estimated savings would not begin to be realized until 2013 when recommended changes become effective if enacted in 2012. It should
also be noted that during 2016-2017, or before, when the fund reaches $1,867,950,548 the 1.0 AHCM kicks in contributions will be reduced by 5%.

Impact on Employers

For 0.0% rated employers, the recommended changekl wequire them to begin to pay a temporary assest of around $115
or $116 per employer (or a somewhat lesser amoasgdon experience to be determined in the borkhpaawith limits set in
accord with USDOL) beginning in 2013. Once thettfusd balance adjusts with the repayment of thike Kl debt the state may
review the rate structure to determine if additlarf@nges are necessary.

For maximum rated employers (those paying 6.84B@,changes would require them to pay a temporamgsament of around
$115 or $116 per employer (or a somewhat higheratmbased on experience) beginning in 2013. Irnitiadd the top rate will

remain at 6.84% and would remain in place withbet20% Employment Security Reserve Fund tax. Bechasefits will be cut
and tax revenue will increase, the impact will betive down experience rates for 2014 and thezeaft

Overall the recommendations contained in this cemgnsive study will only work if enacted as a paekaf reforms to NC
unemployment system. If the state adopts all afehecommendations it will significantly improvegt fund status and set the
course to sustainable solvency without negativelyacting existing or future job providers thatyuiind the Ul system.
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