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PREFACE

Planmaticsis pleased to offer thisfinal report on the evaluation of the alternative base period (ABP) for
unemployment insurance (Ul). The project was funded under Department of Labor Contract No. K-54255008030. The
authors are Lalith de Silva, Saurabh Mittal, Philip Raptis, Roksana Houge, and Eugene Klein of Planmatics and
Wayne Vroman of the Urban Institute. The Department of Labor project officersfor the study were Ronald Wilus

and Wayne Gordon. Thisreport concludes over two years of evaluation involving six states.

Thisreport has been packaged in six separate volumes so that readers can select those volumes that
interest them most. Volumel, Summary of Findings on the Alter native Base Period, summarizes the information
presented in Volumes |1 through VI. Volumell, Impact of the Alter native Base Period on Administrative Costs,
contains descriptions of the processes and procedures resulting from implementing ABP and estimates of
implementation and administrative costs. Volumelll, Impact of the Alter native Base Period on Employers, contains
analyses of the effects of ABP on employers and descriptions of reporting formats and mediums used. VolumelV,
Impact of the Alternative Base Period on the Trust Fund, contains analysis and simulations of the impact of ABP
onthetrust fundin five states. The Urban Institute was responsible for the contents of thisvolume asa
subcontractor to Planmatics. VolumeV, Demographic Profile of Ul Recipientsunder the Alter native Base Period,
contains descriptions and analyses of workers eligible for unemployment insurance in New Jersey and Washington
and comparisons with regular Ul recipients. VolumeVI, Handbook for States| mplementing the Alternative Base
Period, contains information on lessons learned from states with alternative base periods and provides guidelines on

how to design and implement such systems.
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BACKGROUND AND INTRODUCTION

The Employment and Training Adminigtration (ETA) of the US Department of Labor (US
DOL) commissoned Planmatics to conduct astudy on the implications of providing an dternative base
period (ABP) option to unemployment insurance (Ul) clamantsin order to provide detailed information
for nationa and state policymakers. The study focused on examining the experiences of Six dtates that
provide the ABP options.

The main objective of unemployment insurance is to provide temporary relief to workers who
are separated from their jobs through no fault of their own, by offering them partid replacement for lost
wages. Monetary digibility for Ul benefitsis determined by insured wages (dso caled wage credits)
earned by claimants while they were employed during a specified period of time--referred to asthe
base period (BP). The BP spans four contiguous calendar quarters, although the specific quarters vary
among saes. In most satesthey arethe first four of the last five completed caendar quarters
immediately preceding the filing of adam.

Many workers do not meet the requirements for monetary digibility because their recent
earnings are not consdered when the regular BPisused. Some of them would quaify if they were
alowed to use more recent wage credits. Eight states have incorporated provisonsinto their state
laws that dlow claimants the option of having their digibility determined by using recent earnings under
an ABP. Maine, Massachusetts, New Jersey, North Carolina, Ohio, Rhode Idand, Vermont and
Washington have such statutes. In these states, the ABP provisions dlow wage credits earned during
the last completed caendar quarter (lag quarter) or quarter in which the claim isfiled (current quarter)
to be consdered for digibility requirements. Massachusetts is the only state that dlows a second
benefit determination among clamants aready digible under the regular base period. In the other
seven, clamants can use the ABP option only if they are indligible under the regular BP.

The ABP option has received recent attention due to the Pennington case and the issue of the
equity of Ul program entitlement. Pennington vs. Doherty originated from a class action suit brought in

the U.S. Didrict Court for the Northern Didrict of 1linois by Ms. Pennington, a claimant from Illinois,



The plaintiff was denied benefits because she had insufficient wages in her regular base period, dthough
she would have quaified under an dternative base period. The U.S. Didtrict Court for the Northern
Didrict of Illinois granted ajudgment in favor of the plaintiff. When specific groups of clamants cannot
qudify for benefits using established base period criteria, but could quaify based on more recent wage
credits, it raises the issue of making Ul entitlement more equitable. An ABP helps Ul to fulfill its
mission by increasing the representation of awider range of clamants, particularly low-wage workers,

part-time workers, and those with intermittent employment peatterns.

The dternative base period study had five mgor objectives: (1) to estimate the impact of ABP
provisons on cogts of state Ul programs; (2) to estimate the impact of implementing ABP on
employers, (3) to estimate the effects of the ABP on state Ul financing and trust fund solvency; (4) to
anadyze the demographic and labor-force characteristics of potentid recipients; and (5) to provide
guidance to states on how to efficiently implement an ABP option.

A case study methodology was used to collect descriptive state data on ABP processes,
implementation procedures, costs and outcomes. Structured interview guides and questionnaires were
used to collect quantitative data. Discussions were conducted with state Ul administrators and loca
office representatives involved in the design and ddlivery of services rlated to the ABP. Individuds
from organizations representing employer interests were dso interviewed. Information on the effects of
ABP on employers was aso gathered by requesting a sample of employersin four states to complete
guestionnaires on quantifiable outcomes such as reporting time, wages, and reporting media. Relevant
written materias, including court documents, published reports, wage record files, state Ul databases
and internal memos from state DOL agencies were used to analyze issues pertaining to the research
aress. The datawere used to produce cost estimates, smulation models, and a handbook of best
practices. Table 1 provides asummary of the areas covered by state in the evaluation.

Table 1: Research areas covered in the project by state

State Adminigrative | Employer Trug fund Recipient Handbook
Cost Impact Cost Impact I mpact Profile
Mane X X




M assachusetts X X X
New Jersey X X X X X
Ohio X X X X
Vermont X X X
Washington X X X X

The ABP gtates not covered in this study are Rhode Idand and North Carolina.

Theinformation presented in this report is based on the experience of satesthat were sudied. While
only limited cost data were available from these states, enough information was obtained to provide
some guidance for national and state policymakers. Estimates presented here cannot be used to
accurately estimate the effect of implementing an ABP in other states, because every state has a unique
set of demographic characteritics, laws, processes, and systems, which in turn have varying impacts on
Ul clamants, state Ul agencies, employers, and trust funds. However, the information collected, and
the estimating methods used in the Sudy, can assigt policymakers in making inferences about the impact
of adopting an ABP.

1. COSTSOFIMPLEMENTING AND ADMINISTERING ABP FOR
STATE ul AGENCIES (VoLUME I1)

This section contains the results of the study conducted to estimate the costs of implementing
and administering the dternative base period in state Ul agencies. The estimates are based on data
from Ul agenciesin Vermont, Maine, Ohio, New Jersey, and Washington, and interviews with Ul staff
inthese states. The limited data thet were available were used to obtain estimates that will be useful to
national policymakers and state Ul agencies.

ABP cogts will vary from Sate to state, depending on Ul requirements, the type of indudtriesin
the state, the makeup of the labor force, and the ABP laws themselves. Coststo state Ul agencies can
be divided into one-time implementation costs and ongoing adminigrative cods.



The largest one-time costs are the programming costs for modifying Ul computer systems and
for training personnd. Changesin literature and forms, employer/claimant education, hardware
purchases, and policy formulation and implementation are the other one-time costs.

Programming costs will depend on the type of the computer system being used by the state;
systems that are more adaptable will have lower costs. These costs were estimated to be $64,000 in
Washington and $223,500 in New Jersey. These cogts are likely to be lower if Ul agency personne
familiar with the state computer system make the changes than if outside contractors are used.

The increase in ongoing adminigtrative Ul cogts arises from the increased number of digible
clams and the additiona procedures required for ABP. Since more claimants become monetarily
igible for Ul benefits under ABP, the volume of claims for nonmonetary determinations, appeds, first
payments, and continued clams will increase. Thiswill increase the cogts of handling Ul clamsin each
of these activities. Some benefit activities dso need to be modified to handle ABP clams. Theinitid
clamgtaking and monetary determination activities require additiond steps and procedures, increasing
the processing cogt for clams monetarily indligible under the regular base period.

Heavily populated states that have alarge number of ABP clams will incur grester
adminidrative cogs for handling these daims. The ABP provisons themsdves will dso affect ongoing
ABP costs. For example, an ABP that includes the current quarter will have higher adminigrative and
programming costs than an ABP consisting of the last four completed calendar quarters.

The cogts will aso depend on the system used to obtain lag or current quarter wage information
when it is not available on the computer system.  Although relying on awage records system for all
ABP cdamsleadsto minima ABP codts, it may lead to violation of the “payment when due’ clause of
42 U.S.C. 8503 (a) (1). The wage request system is most commonly used by ABP states to obtain
unavailable lag or current quarter wage information. The wage affidavit system avoids the wage request
process but leads to a higher frequency of corrections because of inaccurate information in wage
affidavits.



Many ABP costs can be avoided or reduced through proper planning. Examples are the extra
processing required because of reachback provisonsin the ABP law, and manua processing while the
computer system is being changed. Volume VI of this report, “Handbook for Implementing ABP,”
contains suggestions on how to efficiently implement and adminigter this Ul option.

1.1 NEWJERSEY ABPEXPERIENCE

In 1995, New Jersey’ s Unemployment Compensation Law was amended in response to
concerns that the stat€ s base year period may have been unfair to individuas recently entering the
labor market. The amendments provided claimants who were monetarily indigible under the regular
base period the option of having their digibility examined under a base period conggting of the last four
completed caendar (lag quarter ABP). Claimants monetarily ingligible under the regular BP and the lag
quarter ABP could have their digibility examined under a base period consgting of the last three
completed caendar quarters plus weeks in the filing quarter (current quarter ABP). The amendments
aso provided an dternative base week amount and an dternative earnings test within each of the three
base periods. The amendments resulted in fifteen digibility provisons for unemployment insurance that
are gpplied in adefinite sequence. Only by failing the prior provisons, may a clamant qudify for
benefits under a subsequent provision. These changes resulted in both one-time implementation costs
and increased adminigtrative costs for the New Jersey Department of Labor.

The one-time ABP implementation cost for New Jersey was estimated to be $1,391,519. This
included the cogt of programming changes to the computer system ($223,500), training personnd,
preparation of training materia ($606,504), hardware purchases ($214,195), and support personnel
($347,320).

The New Jersey DOL was unable to provide estimates of the ongoing costs because there had
been no study to estimate such costs. Based on interviews with program administrators and locd office
personnel, Ul processes were mapped out, and the time taken to complete the various processes

following the implementation of ABP were estimated. These estimates were then combined with the
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volume of ABP clams and the wages of Ul gaff to arrive a an estimate of annua ongoing codts of
adminigtering ABPin New Jersey of $1,264,577. The costs would have been lower if New Jersey
had implemented a smaler and smpler set of ABP options (as other ABP dtates have).

12 WASHINGTON ABPEXPERIENCE

In April 1987, the Washington state legidature passed alaw (RCW 50.04-020) providing
clamantsthe option of using an aternative base year. According to the law, if abenefit year was not
edtablished using the first four of the last five cendar quarters as the base year, clamants have the
option of using the last four completed calendar quarters as the base year (dternative base period).

The one-time cost of programming changes due to ABP was estimated to be $64,000. The
Washington Department of Employment Security was unable to provide information that could be used

estimate other one-time codts.

The department was aso unable to provide estimates of the ongoing costs. These costs were
estimated through interviews with state Ul personnel and the process time and cost data they provided.
The annud cost of activities added to the initid clamstaking and monetary determinations was
estimated to be $170,039. The annua cost of the increased volume of appedls, non-monetary
determinations, first payments and continued claims due to ABP was estimated to be $358,136. Thus,
in Washington the total increase in the annual ongoing adminigirative costs due to ABP was estimated to
be $528,175.

1.3 ABPEXPERIENCEIN OTHER STATES
Ohio

The ABPin Ohio congsts of the last four completed calendar quarters preceding the
gpplication date and may be used whenever a clamant has insufficient weeks or wages to establish a
vaid clam using the regular BP. Ohio isthe only ABP date that uses awage affidavit system if
information on the lag quarter is unavailable on the database. Amendments to monetary determination

1



are made when the quarterly wage report from the employer isreceived in atimey fashion and that

information causes a change in the determination.

Ohio incurred the one-time cost for manually processing ABP clams while the computer
system changes were being implemented. The Ohio Bureau of Employment Services (OBES)
estimated this cost to be $563,212. Information regarding other one-time costs was not available.

The two Ul adminigtrative processes in Ohio that were affected by ABP are initid clamstaking and
corrections. OBES estimated an additiond annual ongoing cost of $185,859 in theinitid claimstaking
process. The annua ongoing cost of corrections was estimated to be $142,711. Thereforein Ohio, the
annud ongoing cost of administering ABP for these two activitiesis estimated to be $328,571.

Maine

The ABP in Maine consigts of the last four completed caendar quarters preceding the
gpplication date and may be used whenever a clamant has insufficient earnings to establish avaid clam
using the regular base period. The Maine Department of Labor had not tracked the one-time costs of
implementing ABP. Only limited information about programming changes and training was provided.
The Maine DOL estimated that 120 hours were spent on writing code and another 60 hours were spent
on conference with benefits staff, but no details of the changes made to the computer system were
available. Training conssted of a hdf-day sesson for 90 people (thisisapart of an annua seminar)
and a hdf-day sesson at each of the 15 locd offices.

Vermont

The base period in this state was the last 52 weeks when Vermont was using the wage requests
system for handling dl Ul clams. On converting to a wage records system, the base period was
changed to thefirgt four of the last five completed quarters. However, having the base period
congting of thefirgt four of the last five completed calendar quarters would have denied  benefitsto
claimants who would have been digible under the 52-week base period. Thus, two aternative base
periods were included in the ABP law. Since Vermont converted from awage request to awage



records system, the computer system was radicaly modified. The cost of redesign of the entire system
was estimated to be between $1.3 and $1.5 million. The changes required for implementing ABP were
only asmadl portion of the total cost; however, the Vermont Department of Employment and Training

was unable to provide estimates.

2. IMPACT OF ABPON EMPLOYERS (VoLUME III)

This section contains an andysis of the impact of implementing the ABP on employers
adminidrative cogts reporting burden, timing, and methods of wage reporting. The andysisislimited to
dates using the wage request system to obtain information not available in Ul databases. Employers
experience inconvenience and incur cogts in complying with these wage requests. Additional
adminigtrative costs are generated if the Ul agency decides to change the timing and/or the method of
the quarterly reporting. These costswill vary with the size and type of employer, and the type of
payroll system used. The other effect of ABP on employer costs, namely, changes in experience-rated
taxes and state Ul taxes, is covered in the Section 4 of this report.

The findings are based on interviews with representatives of employer organizations, payroll
sarvices, and state Ul program administrators, and responses to a questionnaire sent to a selected
group of employers. The estimates presented in this section are not intended to represent nationa

parameters.

21 COSTSOFPROCESSING WAGE REQUESTS

The most sgnificant cost for employersis the cost of responding to wage requests. Using 1996
datafrom New Jersey, it was estimated that 54% of lag quarter ABP clams result in wage requests.
All current quarter ABP claims result in wage requests. Wage requests add to reporting burdens
because employers have to search company wage records to find information that will be reported to
the state Ul agency (or that has aready been reported).

13



Based on the responses to the questionnaire, employers spend an average of 39 minutesin
processing awage request. The average wage rate of the person processing these requests was
reported to be $14.27 per hour. The average processing cost to employers was calculated to be
$9.76.

The relationship between the type of employer and the cost of responding to a wage request was
andyzed. The employerswere classified on the basis of the number of employees and the type of
business. No strong correation between type of business and the time and cost to process awage
request was observed. However, the time to process a wage request was found to be greater for
smdler employers. The primary reason isthat smdler employers use less sophigticated systems for
recording and retrieving wages. Many smaler employers have to respond to wage requests by finding
this information from a paper system which is cumbersome and often takes much longer than a
computerized system. Also, in many smal companies, payroll ishandled by employees who do not
have the experience equivaent to that of payroll personnd in large companies.

2.2 REPORTING WAGESEARLIER

If the wage reporting deadline were moved to an earlier date in the month, the number of wage
requests would decrease. Massachusetts isthe only state that has moved its wage reporting deadline to
an earlier date, the 15" of the month following the quarter.

Using 1996 New Jersey data, it was estimated that if the reporting deadline were moved to the
15" of the month, the number of ABP claims resulting in wage requests would drop from 54% to 42%
(a22% decrease in the number of wage requests). However, it is difficult and sometimes infeasible for
many employersto report wages earlier because of the activities required to process and report the
information, make adjustments, and correct errors. According to the responses to the sudy
questionnaire, only 59% of employers can report wages earlier than the last day of the month, and only
45% can report by the 151 of the month.

14



Small employersfind it easier to report wages earlier. Theressons are: they have asmdler
number of wage records to handle; they have fewer forms of noncash compensations, such as group life
insurance, group legal services, and company automobiles; they have alower number of payments
made out of payroll processing procedures, such as educationd assistance, moving assistance, and
termination paychecks, and few small employers are multistate employers and do not have to ded with
mesting different wage reporting deadlinesin different states. In most cases, the larger employersfind

it more difficult to process wage records earlier than the last day of the month.

23 TYPESOFWAGEREPORTING

A second method of reducing the number of wage requests isto require more employersto use
more efficient reporting media, such as magnetic or eectronic media. The reporting media used by
most states are paper forms, magnetic tapes/cartridges, and computer diskettes. Between 50% and
65% of wages are reported on magnetic mediain the sates studied. Paper forms are used for between
35% and 50% of wage reporting. A much larger percentage of smdl employers report wages on
paper. Thisis becausein many sateslarge employers must report wages using magnetic media.

Wage information submitted on paper may take 3 to 6 more weeks to be entered into the state Ul
agency’ s automated database than information submitted on magnetic media. If more employers
reported wages using magnetic media, the number of wage requests would decrease. Using 1996 New
Jersey data, it was estimated that if al employers reported on magnetic media, the number of ABP
clams resulting in wage requests would drop from 54% to 44%, a 19% decrease in the number of
wage requests. With computer use becoming increasingly common in business settings, many
employers have the ability to convert to magnetic media. According to the responses to the study
questionnaire, 71% of employers currently reporting on paper can switch to magnetic media a a
reasonable cost. However, state Ul agencies will encounter resistance to making wage reporting on

magnetic media a requirement because many smal employers lack such capatility.

The two methods of reducing the number of wage requests--advancing reporting deedlines and
requiring al employers to report wages on magnetic media—may be difficult to implement because of
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the difficulties and inconvenience to employers. A method that may be more acceptable to employers
isacombination of the two. State Ul agencies could require wage information on paper formsto be
reported earlier than the last day of the month (e.g., the 15™), while maintaining the current reporting
deadlines for magnetic media. This a method would give smal employers the option of ether reporting
earlier on paper forms or later using magnetic media, accomplishing the objective of expedited
availability of wage information without appearing to be discriminatory or unduly burdensome to

employers.

24 INCLUDING THE CURRENT QUARTER IN ABPPROVISIONS

Including the current quarter in ABP provisions increases the number of claimants who become
eigible for Ul payments. However, it dso increases the administrative burden and costs to both
employers and state Ul agencies. Current quarter wage information is never available on state Ul
agencies databases because wages are reported after the end of the calendar quarter. Thus digibility
determinations using wages in the current quarter dway's result in wage requests. The methods and
options recommended in Section 3.3 for reducing the cost to employers will not be applicable when the
ABP includes the current quarter because these methods will only make the wages of the last four
completed quarters available earlier on state Ul agencies databases. In addition to the increased
adminigtrative costs due to additiona wage requests, the experience-rated taxes of employers may
increase because of the increased possihility of claimants becoming igible for Ul payments. Thisissue
isdiscussed in greater detail in Section 4.

3. IMPACT OF ABPON THE TRUST FUND (VOLUME V)

The effects on Ul trust funds were examined using Smulation models, and modd -based
estimates were developed in five states. Washington, Vermont, Ohio, Massachusetts, and New Jersey.
These gates include the four with the highest levels of covered employment and three with multiple
definitions of the ABP. Where states had more than one ABP, the andlys's estimated the effects of the
individud dements of its ABP. The smulation modds rdied on common macro assumptions, eg., the

16



rate of wage inflation and the underlying unemployment rete for the basdline anayses, and emphasized
the period from the gtart of its ABP program through the year 2005.

The modds were spreadsheets that made deterministic Smulations using annual data. Each
model had five sections or modules that characterized important relationships in the labor market--Ul
benefits, Ul taxes, trust fund interest, and the Ul trust fund balance. The models incorporated
important state-specific features in their behaviora equations. Included within each model was a
section to smulate ABP benefits which could be “on” and “off”. The estimated effects of the ABP on
the trust fund and other variables were estimated by comparing paired smulations with ABP “on” and
“off”. Differencesin outcome were attributed to the ABP.

States that offer an ABP have had increased Ul benefit payouts because tota digibility for
benefits have been expanded. The immediate effect of thiswas to reduce Ul trust fund balances.
Lower balances, in turn, lead to increased employer taxes through experience rating. In some
gtuations, the increasesin taxes may be large enough to completdly offset the increased outflow of
benefits, leaving the long-run trust fund baance unchanged. In other cases, the increasein taxesis
insufficient and the state’ s trust fund balance is reduced.

31 BASELINERESULTS

In an environment of stable unemployment and stable inflation, the ABP causes ameasurable
but modest increase in totd Ul benefit payouts. The ABP is most important in Vermont where it
represents 8.1 percent of total benefit payments over the ten years it has been in effect. In New Jersey,
Ohio, and Washington, the additions to total payouts range from 3.2 to 7%. ABP benefits make the
smalest contribution of 1.5% to tota benefit payments in Massachusetts. Sinceitsregular BPisthe last

four completed quarters, thisis not surprising.

The smulations consstently show that ABP digibles have lower weekly benefits than regular base
period digibles. When the weekly benefit amounts (WBAS) of ABP digibles are expressed as a
percentage of the overal average WBA, the percentages consgtently fal into the range from 58.8% in

17



Massachusetts to 74.5% in Vermont. As clamants gain eigibility based on more recent BPs, their
WBAs tend to be systematicaly lower than those of persons with digibility based on earlier BPs.
Because ABP digibles have below average earnings and below- average WBAS, they condtitute a
larger share of weeks compensated than their share of total benefit payments. The smulation averages
during 1996-2005 range from 10.2% of weeksin Vermont to 2.2% in Massachusetts.

Differencesin the definition of the ABP in the individud states influence the outcomes of the
gmulations. Because Massachusetts operates with a unique definition of the BP, itsresults are of little
relevance for states congdering adoption of an ABP. The other four states have important differences
in their ABP programs that influence the smulation results. (1) New Jersey and Vermont have
relaively large ABP payouts because they have more than one ABP provision. (2) Uniform duration of
benefits among ABP digibles may increase the reative importance of ABP payouts. Part of the high
cogsin Vermont may be attributed to its uniform duration. (3) Washington bases digibility for Ul
benefits on hours worked during the BP. Thisworks to the advantage of its low-wage workers relative
to those in other dates in gaining digibility under the regular BP. If 50, this explains why Washington
has comparatively lower benefit costsin its ABP program.

Taking into account dl the preceding Ul program structurd features heps in narrowing the
range of cogts to be expected by a state considering adopting an ABP. Suppose a sate ingtituted an
ABP defined to be the past four completed quarters, i.e., ABPL. Suppose this sate had avariable
benefit duration along with average requirements for base period earnings and high quarter earnings.
Such a gtate could find that the ABP represents from 4.0 to 5.5% of annua benefit costs and from 5.0
to 7.0% of annua weeks compensated.

3.2 EFFECTSON TRUST FUND BALANCES

The trugt fund effects of the ABP depend on the definition of the ABP used by a sate and the
da€e soverdl financing Stuation. Many gtates have a structura imbadance in their financing due to
differential indexation of benefits and taxes. About two-thirds of the Ul programsin the United States
index the maximum weekly benefit. This maximum increases automaticaly when the average weekly

18



wage in Ul-covered employment increases. However, only about one third of the states index their
taxable wage base. For the other two thirds, the tax base is atic and increases only through
legidation. For these states, the long-run historical experience is that with the passage of time taxable
wages increase more dowly than total covered wages, i.e., the taxable wage share of total wages
decreases. Severa dtates have increased their tax base only when it isrequired by federd legidation
that increases the tax base for the federa Ul tax, currently $7,000 per employee. Thus, about one-
third of the sates, including many larger ones, have automatic increases on the benefit sde but not on
the tax Sde of their programs when money wagesincrease. This Stuation holds for three of the five
states where ABP models were developed- Massachusetts, Ohio, and Vermont. This asymmetry in Ul
financing strongly affected the results of the Smulations.

Sustained increases in trust fund outflows due to the ABP could have effects on trust fund
balances. While the benefit flows are not that large- below 10% of totd payoutsin al five states-their
cumulative impact could be important. Taxesincrease and interest income to the trust fund decreasesin
al fivesates. For four of five Sates, the increase in Ul taxesisinsufficient to offset the combined
effects of increased benefit outflows coupled with reduced trust fund interest. The reduction in interest
income typicaly represents 20 to 27% of the increased benefit outflow attributable to the ABP.

The tax response of the individud states ranges from 0.71 of increased benefit paymentsin
Massachusetts to 1.35 of increased benefitsin Washington. However, because interest income is aso
reduced by the introduction of the ABP, reductionsin ending trust fund baances are larger than would
be inferred based just on the response of Ul taxes. In three states, the reductions represent about 40%
of the increased flow of benefit payments attributable to the ABP. Thusin the basdine smulations, a
measurable decrease in the end-of-period trust fund balance can be attributed to the introduction of the
ABP program. Only in Washington was the response of Ul taxes sufficiently large to prevent a
reduction in the ending trust fund balance. While taxes increased substantialy in the other four Sates-
from 71% to 100% of the increased benefit outflow-the response was insufficient to prevent the ending
trust fund balance from being reduced.
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33 THEEFFECTSOFHIGH UNEMPLOYMENT

Recessions affected trust fund baances even five years after the end of high unemployment in
the year 2000. In New Jersey, Ohio and Vermont the ending balance in the high employment
smulation was much lower than in the basdline case. The differences exceeded $1 billion in New
Jersey and Ohio and $150 million in Vermont. Thistrio of states does not have enough capacity in their
Ul tax systems to restore the trust fund balances by the year 2005, while the year 2005 balancesin
Massachusetts and Washington are nearly as high in the high unemployment smulations asin the
basdine.

When the payouts due to the ABP are then added in the high unemployment smulations, the ending
balance in New Jersey is further reduced by dmaost another $1 billion. Vermont’s ending balance
decreases by $93 million. In these two states most of the added payouts due to the ABP trandate into
further reductions in the ending trust fund balance even though the recesson ended afive full years prior
to the end of the smulation period. The Ohio smulationsyield a different picture. The fund baance at
the end of 2005 decreases by $305 million. But this decrease represents only 0.29 of theincreasein
Ul benefits atributable to the ABP ($1.53 hillion). The gate’'s minimum safe leve tax generates
subgtantidly higher revenues when the trust fund balance has been depleted. Thistax continues to
increase total tax payments throughout al years after the recesson ends. As a consequence, theratio
of added tax revenues to added benefits in Ohio is 0.78 and there is a much smaler additional
reduction in the ending trust fund balance due to the ABP. In Massachusetts there is dso aresponsive
tax, a least sufficiently respongive given the modest increase in benefit payments implied by the sat€'s
current ABP arrangements. Theincrease in Ul taxes totd's $267 million or 88% of the increase in

benefits attributable to the ABP.

The results from Washington stand in sharp contrast to the other four states. Here the ending
baance is about the same with the ABP “off” and “on.” The difference of $34 million should probably
be interpreted as a zero difference. The important point isthat fund balanceis fully restored after avery

serious recesson. Whilethe ratesin its tax schedules are not very high, the high taxable wage base



makes amgor contribution to revenues, especidly during and after recessons. Taxing 60% of covered

wages generates much more revenues than taxing only 25-30% of covered wages.

Among the five states examined here only Washington has the taxing capacity to restore its Ul trust
fund when it has a serious recession and continues to pay ABP benefits. States with more limited
taxation capacity would be expected to experience additional medium-term trust fund reductionsas a
consequence of having an ABP program. Such states would see only dow restoration of trust funds
following amgjor recesson. Paying ABP benefits would further retard the rate of restoration of the
trust fund balance.

34 ESTIMATED COSTSOFADOPTING THE ABP

The preceding model-based estimates can be used to make inferences about the costs of
adopting an ABP by a dtate that currently does not offer one. Obvioudy, many state-specific factors
would influence the cogts of such achange At least four factors are rlevant: (1) the definition of the
regular BP; (2) the definition of the ABP, (3) the earnings requirements of the regular BP, both high
quarter-earnings and total BP earnings; and (4) the determination of potentia benefit duration.

Mog states considering an ABP currently use the earliest four of the last five completed
quarters astheir BP. Three definitions of the ABP seem especidly likely to be consdered by a date.
Two have been dready introduced: the last four completed quarters, and the 52 weeks preceding the
filing of aclam for benefits. Thelatter is closdy approximated by the ABP in Vermont. The third ABP
iscosdly rdated to Cdifornia s BP but with dates three months closer to the present. While this
definition of the ABP is not at present used in any state, it deserves some added discussion.

Obtaining the earnings information needed to make monetary digibility determinations during
the first month of each caendar quarter presents difficult chadlenges. Employer quarterly wage reports
aretypicdly due a the end of the first month of the following quarter. During these months, the Ul
agency will not have wage data for the lagged quarter through employer quarterly wage reports. For

these four months, a state might consder retaining the regular BP, whereas for the second and third
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months of each quarter, when employer-reported data are more routindy available, alater BP might
make sense. Thus there is an argument (linked to ease of Ul program adminigtration) for using lag
quarter earnings for the ABP only during the second and third quarters. This definition of the ABP can
be termed the “ California BP updated one quarter.”

Using the last four completed quarters as the definition of the ABP is estimated to raise benefit costs
from 4.2% (low estimate) to 5.8% (high estimate). The percentages are somewhat higher in moving to
an ABP defined asthe last 52 weeks before filing the claim, i.e., additions of from 6.0% to 8.3%.
Findly, usng the Cdiforniaregular period updated one quarter asthe ABP yidds low and high
estimates of 2.8% and 3.9% increases in costs respectively. These cost increments, while measurable,
are not large enough to pose immediate threats to trust fund solvency. Most states could adopt an ABP
without fearing an immediate and large drawdown of their Ul trust funds.

4. DEMOGRAPHIC PROFILE OF ABP RECIPIENTS (VOLUME V)

The objectives of this part of the study were to determine whether the ABP benefits categories
of workers who find it more difficult to meet the digibility requirements under the regular BP, and to
investigate whether ABP digibles have a different demographic profile than regular BP digibles. Four
separate factors associated with using the ABP were examined. These are: (1) the relationship between
total wages, hours of work in the base period, and wage rates of workers and their ABP use; (2) the
relationship between types of industries and ABP use, as well as the reasons for job separation; (3) the
differencesin ABP use by age, gender, ethnicity, and education; and (4) repest filing in successive
benefit years and use of the ABP option.

The andysis was based on data provided by the Washington Department of Employment
Security and the New Jersey Department of Labor. The Washington data were drawn from a 10%
random sample of Ul clamsfor 1987 to 1996. The analyss was performed on the eigible clams from
August 1987 (when the ABP law was passed in Washington) to December 1996. New Jersey
implemented the ABP option in late 1995 and therefore data on clamant characteristics are available
only for 1996.



The generd finding was that ABP alowed awider range of the unemployed, especidly those
with low wages, part-time, seasond, and temporary work, to qudify for unemployment insurance
benefits. In Washington, persons digible under the ABP represented 6% of al digible Ul daimswhile
in New Jersey they accounted for 7.3%. These percentages do not necessarily imply that the number of
monetarily digible damants increased by that percentage. These dlaimants would have become digible
for Ul benefits using the regular BP if they had waited to apply for benefits until the beginning of the

next quarter.

41  WAGESIN BASE PERIOD AND ABPUSE

Unemployment insurance eigibles with low wages are more likely to use the ABP option. The
average of BP wages for ABP digibles was 57% lower than for regular BP digiblesin Washington and
69% lower in New Jersey. Statidtical tests showed these differences to be significant. Wages of ABP
clamants are lower because they are paid less per hour, and on average work far fewer hours than BP
clamants. In Washington, the average BP wage rate of ABP digibles was 16% lower than for regular
BP digibles and the average number of hours worked was 41% lower. The lower number of hours

worked in the BP has a more significant impact on ABP use than alower wage rate.

4.2 INDUSTRYAND REASONSFOR JOB SEPARATION

Industries with low wage rates and those that use contract labor, part-time, or seasona
workers have a higher than average percentage of ABP clamants. Indudtries that traditionaly pay low
wages -- agriculture, forestry, fishing, retail trade, and persond services -- display ahigher ABP
eigihility than indudtries, such as manufacturing, finance, insurance, and red edtate, that are
characterized as high wage sectors with stable workforce attachment. Industries using part-time and
seasond workers such as congtruction and public adminigiration dso exhibit high ABP digibility.

There were only minor differences in the reasons for job separation of regular BP and ABP dligibles.
“Temporary lack of work” isthe predominant reason stated for job separation by 45% of regular BP

and 54% of ABP digibles. However, workerslaid off due to seasond/temporary work, completion of
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their contracts and temporary lack of work benefited more from ABP than workers laid off for reasons

such as plant/company closure and permanent reduction in the workforce.

43  AGE, GENDER, EDUCATION, AND ETHNICITY

The difference in demographic characterigtics of regular BP and ABP digibles was studied by
examining ABP dlamants by age, gender, education and ethnicity categories. The following formula
was used to measure the use of ABP within a category:

Number of total Ul digiblesin category

Although middle-aged workers congtituted a mgority of both regular and ABP digibles, ABP
use is higher among younger workers and senior citizens. The age group who benefits most from ABP
are teenagers, who are recent entrants into the labor force and tend to have low wages and part-time
jobs. ABP use declines among the older age groups because middlie-aged workers with steady jobs
and high sdaries are less likely to use this option ABP use increased dightly for the oldest age groups
(over 64 years), probably because these were workers who were supplementing retirement income

with intermittent or part-time jobs.

Gender had relatively little effect on the claimants— 5.8% maes versus 6.4% femaes in Washington
and 6.9% males versus 7.9% femaesin New Jersey used the ABP option.

Y ears of education dso had relatively little effect on the number of clamants. In both Sates,
those with less than 12 years of schooling appear to have benefited dightly more than those with 12
plusyears. But Satidtica tests failed to show the difference in the average years of schooling to be
sgnificant.

Andyss by ethnicity showed that white clamants were the biggest ethnic group both in regular
BP and ABP digible categories. However, minorities had higher ABP use than whites. ABP
represented 6% of al Ul dlaimsin Washington and al four minority ethnic groups had above-average
ABPuse. American/Alaskan natives had the highest percentage (8.8%), followed by Hispanics (8.2%)
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and blacks (7.9%). In New Jersey, where ABP represented 7.3% of dl Ul clams, Hispanics had the
highest ABP use (11%), followed by blacks (10%) and American/ Alaskan natives (8%). Asian
Americans and whites had the lowest ABP use among the ethnic groups, a 7% and 6% respectively.

44  REPEAT CLAIMANTS

Repeat clamants are more likely to use the same type of base period, regular and dternative, in
consecutive benefit years. Ninety eight percent of repeat claimants who had used the regular BP in the
first benefit year used the regular BP again. Twenty seven percent of repeat claimants who had used
the ABP in the first benefit year used the ABP option again. Thiswas sgnificantly higher than the
overdl ABP use of 6%. Thereason isthat if aclamant usesthe ABPinthefirgt benefit year and the
regular BP in the second benefit year, hisher last quarter of the ABP from the first benefit year overlaps
with the first quarter of the regular BP from the second benefit year.

5. EFFICIENT IMPLEMENTATION OF ABP (Volume vi)

This section summarizes the volume that provides guidance on how to reduce costs and

promote efficiency in implementing an aternative base period.

ABP implementation conss of five main seps. These arer (1) change the law; (2) determine and
design necessary changes in the process; (3) implement the process changes, (4) determine and design
changes in the computer system; and (5) implement computer system changes.

Changing the law includes choosing the type of ABP, choosing a method of obtaining wage information
from employers, determining the additiond statutory changes that are required, and drafting the model

law.

Ul agencies have a choice of three types of ABPs. the last four completed quarters (lag quarter ABP),
the last three completed quarters plus weeks in filing quarter (current quarter ABP), or the last 52
weeks. Most ABP states have adopted the lag quarter ABP. Two states have adopted the current
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quarter ABP as a second option. Although the current quarter ABP and the ABP consisting of the last
52 weeks dlow the claimants to use more recent wages, they aso result in higher adminigtrative costs

to state Ul agencies and employers.

Relying on awage records sysem for dl ABP clamsleads to minima ABP cods, but it may
lead to violation of the “ payment when due’ dlause of 42 U.S.C. 8503 (a) (1). The wage request
system is most commonly used by ABP states to obtain unavailable lag or current quarter wage
information. The wage affidavit system avoids the wage request process but leads to a higher

frequency of corrections because of inaccurate information in wage affidavits.

Statutory changes may be required to ensure timely response to wage requests, to avoid reuse of
wages by claimants, to modify the ABP for claimants under disabilities, and for any changesin reporting

requirements.

Reachback provisions should be avoided in the ABP legidation because they may lead to significant
adminigrative cogts. The Ul law should become effective in aquarter that has low clams volume
because Ul personnd will be less busy during this period.

The business community should be involved in planning ABP changes a the earliest point
possible and their opinions consdered in drafting the legidation.

In determining and designing necessary changes in the process, the agency must prepare for the
changes before the ABP law comesinto effect. All Ul groups that will be affected by the changes must
be involved in planning to ensure an efficient trandtion and low adminigrative costs. Modifications and
additionsto theinitia clamstaking and monetary determination processes will be needed. Rules and
regulations governing the more specific agpects of implementation and adminigtretion of the ABP (eg.,
reporting deadlines and reporting mediums) may require changes.
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Implementing process changes involves designing new forms, manuals and literature, and providing
training to Ul agency personndl. Conducting a pilot ABP program on areduced scae prior to full-scae
implementation will also help in designing an efficient and error-free set of processes for handling ABP
clams. Informing and educating employers about the impending changes will help them prepare for the
changes and assigt in a amooth trangtion. Establishing a sngle centra source for ABP-related
information will help the loca offices in getting quick solutions to their ABP-rdated problems. It will
aso help the Ul agency in compiling the most frequently asked questions and disseminating the answers

to the entire organization.

Programming changes should automate as many ABP processes as possible, thus reducing the ongoing
adminidrative cogts. Computers should be programmed to make ABP monetary digibility caculations,
to generate wage requests, to monitor wage requests, to change the screens, to enhance the online help
modules, and to avoid the reuse of wage credits. If awage affidavit system is being adopted, the whole
corrections process should be automated.

Computer system changes should be implemented ahead of time to provide the Ul agency the
opportunity to work out hardware and software problems prior to the arrival of ABP clams.. Testing
ABP changes on a subset of the agency’ s computers offers state Ul agencies an excellent opportunity
to work out “bugs’ prior to the full-scale implementation. Running tests on a selected subset of
computers prior to full implementation can gnificantly reduce or even diminate administrative costs
from errors, omissions, or oversghts that might otherwise have occurred during the full implementation
of the ABP. The one-time costs of implementing changes to the Ul software system will be significantly
lower if interna personnel dreedy familiar with the Ul software system implement these changes
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6. FINDINGSAND RECOMMENDATIONS

This study examined the costs and benefits of providing the aternative base period option. The
evauation focused on the costs to the state Ul agencies, the sate trust fund, and employers, and the
benefits to the clamant population who gain digibility due to the aternate base period provison. The
principd finding of this sudy isthat the costs of implementing ABP are not sgnificant when compared
with the benefits to awider range of clamants.

The gtate Ul agencies incur two categories of costs as aresult of ABP: implementation
costs(one-time) and administrative costs(on-going). Among the one-time costs, the largest components
are the programming cogts for modifying Ul computer systems and the cogts for training personndl.
ABP does not require a significant modification of the computer syssems. In Washington, the
programming cost was estimated to be $64,000. New Jersey had a higher programming cost of
$223,500, because it implemented a complicated set of digibility provisons. Other one-time costs are
the changesiin literature and forms, employer/claimant educeation, hardware purchases, and policy
formulation and implementation. In New Jersay, the tota one-time cost of implementing ABP was
estimated to be $1,391,519.

The ABP increases ongoing adminigtrative cogts of Ul agencies because it increases the volume
of monetarily digible clamants and requires additiond stepsin the initia clamstaking and monetary
determination processes. In New Jersey, the total annual ongoing cost of administering ABP was
estimated at $1,264,577. In Washington, the estimate was $528,175. The estimate of annua ongoing
cost provided by Ohio, the only state using the wage affidavit to handie ABP claims, was $328,571.

The cogtsto the Ul agency can be substantialy reduced through judicious sdlection of ABP options,
careful advance planning, and timely and efficient implementation of ABP.  An ABP option that
includes the current quarter will have higher administration costs. Reachback provisons and late
changes to the computer system in Ohio resulted in one-time costs that could have been avoided.
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Implementing ABP in alow-volume quarter, involving al stakeholders, and having asingle centrd
source of ABP information during the implementation phase will dso help reduce cods.

ABP impeacts the state trust fund balances and increases employers experience-rated taxes. Basdline
smulations showed that the ABP caused a measurable but modest increase in tota Ul benefit payouts.
The increase was 1.5% in Massachusetts with its unique definition of the regular BP and ABP. In
gtates having one ABP, it ranged from to 3.2 to 5.3%, and in states having two ABPs, it ranged from 7
t0 8.1%. The benefit expansion reduced the interest income to the trust fund and the trust fund balance
itsedf. The smulations showed a substantiad increase in employer taxes, but the tax increase was
insufficient to prevent areduction in the ending trust fund balance. In Washington, the increasein
employer taxes was large enough to offsat the increased outflow of benefits, leaving the long run trust
fund balance unchanged. In Vermont, Maine, Ohio, and Massachusetts, the tax increase was not
aufficient and the sate' s trust fund balance was reduced. A high unemployment smulation showed
smilar results. During a recesson only Washington had the taxing capacity to retore its trust fund and
continue to pay benefits. The other states showed a much dower restoration of their trust fundsasa
consequence of having ABP.

The estimated impact of ABP on the trust fund will be smdler if ddayed filing in the aosence of the
ABP is conddered in the smulations. The preceding analysis assumed that the percentage of ABP
elgibles among tota Ul digiblesis the same as the percent increase in the number of digibles dueto
ABP. However, if clamants do not have the ABP option, they can regpply for benefits under the
regular base period after the end of the quarter, thereby making the actua increase in the number of
eligibles due to ABP smaller than the percentage of ABP digibles. Further study is needed in this area.

The third area of cost analyses was the impact of ABP on employers. Theincreasein Ul taxesto
employers due to ABP was discussed earlier. Employers adso incur adminidirative costs in responding
to wage requests. The principa finding from the study is that these costs are not very significant.
According to responses to a questionnaire sent to employersin four states, the average cost of

responding to awage request was gpproximately ten dollars.



Two options to reduce the number of wage requests are: mandatory reporting of wage
information on magnetic media by al employers, and moving the quarterly deedline to an earlier date.
Since dl employers may not be able to comply with the above options, the recommendetion isfor Sate
Ul agencies to require wage information reported on paper formsto be filed earlier (e.g., the 15™),
while maintaining the current reporting deadlines for magnetic media. Such amethod would provide
small employers the option of either reporting earlier on paper forms or later using magnetic media
Thiswould aso expedite the availability of wage information to the Ul agency without appearing to be

discriminatory or unduly burdensome to employers.

The lag quarter ABP resultsin lower costs than the current quarter ABP because it leedsto a
sgnificantly lower number of wage requests. The number of wage requests can be further reduced by
adopting Washington's method of requesting wages only in the first month of a quarter, and expediting
the interna processing of wage reports needed for ABP determinationsin the rest of the quarter. An
dternative recommendation is not having an ABP option in the first month of the quarter and using the
lag quarter ABP during the second and third months of the quarter. This BP definition would completely
avoid the need for wage requests.

In conclusion, the cogts to the Ul agency, trust fund, and employers do not pose a Sgnificant obstacle
to offering the ABP. The extent of the additiona administrative and financia burdens depend upon the
definition of the ABP adopted and the method of administration.

Asfor the benefits of offering an ABP, the mgor finding is that ABP makes the Ul program more
equitable by enabling alarger percentage of low wage and intermittent workers who are excluded
under the present definition of the regular base period to become digible for Ul benefits. ABP
clamants have sgnificantly fewer hours of work and lower wage rates than regular damants.
Clamantsin low wage indugtries (such as agriculture, forestry, and fishing), seasond indugtries (such as
congruction and public adminigration), and industries using alot of part-time labor (such as public
adminigration) have higher than average ABP use. Aswith regular BP clamants, the mgority of ABP
eligibles are middle-age workers, but ABP use is highest among teenagers and senior citizens, both of



whom tend to have part-time jobs. Although white claimants were the largest ethnic group in both ABP
and regular BP categories, minorities have above-average ABP use.

Some smilarities between the demographic profiles of ABP digibles and wefare recipients
exis. Implementing ABP may reduce the burden on welfare programs by providing the workers who
areindigible for Ul benefits under the regular BP definition, an income source they are entitled to. With
the recent federd initiatives in the Welfare to Work program, an increasing proportion of welfare
recipientswill trangtion into the workforce. Since many of these workers are low-wage workers with
recent employment histories, they may use the ABP option frequently. This phenomenon merits
additional research, especidly in states that do not have ABP provisons, but have large welfare
caseloads.
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