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FORT WORTH.

The Unemployment Claims Process
Audit was conducted as part of the
Department of Internal Audit’s
Fiscal Year 2022 Annual Audit
Plan.

Audit Objectives

The objectives of this audit were to:

e cvaluate the process by which
unemployment claims are verified
by the City; and,

e determine whether City payments,
made to the State of Texas, for
unemployment  claims,  were
accurate.

Audit Scope

Our audit included a review for the
period October 1, 2018 through
September 30, 2021.

Opportunities for Improvement

Vendor compliance with the contract

Documented billing modifications

Executive Summary

As a part of our FY2022 Annual Audit Plan, the Department of Internal
Audit is conducting an audit of the City’s unemployment claims process.
This report is limited to audit results and opportunities for improvement
identified as of this report date.

Based on our interim test results, the City of Fort Worth (CFW) verified
that unemployment compensation claimants were valid, and that base
periods (used to calculate unemployment compensation amounts) were
accurate. The CFW did not verify that amounts billed to the City, by
the Texas Workforce Commission (TWC), were accurate. While
amounts billed could have been verified for claimants whose base period
wages only consisted of CFW wages, the process did not allow for such
verification when base period wages included wages paid by employers
other than the CFW. The TWC does not provide the CFW with other
employers’ base period wages, although other employers’ wages are
sometimes used to determine unemployment compensation amounts
that become allocable to the City, based on the City’s percentage of
wages included in claimants’ total base period wages.

We concluded that while TWC billings sometime include credit
amounts (i.e., claimant reimbursements for payments the TWC
subsequently deemed ineligible), the CFW does not know how much
claimants owe the CFW. Total amounts, owed to the CFW, are not
required to be reported to the CFW by either the TWC or the City’s third
party contractor (Corporate Cost Control, Inc.), hired to manage the
City’s unemployment compensation program. Furthermore, the TWC
indicated they have no report that summarizes amounts claimants owe
to the CFW.

We also concluded that Corporate Cost Control, Inc. did not provide
reports required by the contract. Monthly and/or quarterly “Left to
Collect" reports (detailing claimants collecting benefits, the amount
collected to date, and the amount potentially left to collect) nor budget
letters were submitted as required.

We were informed that a verbal agreement was made (between the CFW
and Corporate Cost Control, Inc.) for Corporate Cost Control, Inc. to
“no-bill” the CFW as compensation for a prior claim processing error
made by the vendor. However, there was no audit trail or documentation
to support the no-billings. Based on our test results, the CFW has paid
contractual costs to Corporate Cost Control, Inc., although Corporate
Cost Control, Inc. still owes the CFW $4,200.00 for the balance of a
FY2018 claims processing error, for which $4,198.00 has previously
been offset by “no-bills”.



Our interim audit findings are discussed in further detail within the Detailed Audit Findings section of this report. The
Unemployment Claims Process Audit remains in progress, and a final report will be issued upon completion of the
audit. While management was not required to provide written responses to these interim audit recommendations,
management will be required to respond to each audit recommendation, in writing, upon release of the final audit
report.
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FORT WORTH.

Background

As noted on the Texas Workforce Commission’s (TWC) website, the TWC is the Texas agency charged
with overseeing and providing workforce development services to Texas employers and Texas job seekers.
The website indicates that the TWC is tasked with operating an integrated workforce development system,
and administering the unemployment benefits program in Texas.

As an employer, and through the state of Texas, the City of Fort Worth (CFW) provides temporary financial
assistance to former employees who became unemployed for qualifying reasons determined by the TWC.
The CFW is considered a reimbursing employer, meaning the CFW pays no taxes, but must repay the TWC
for unemployment benefits paid to eligible former employees. As a reimbursing employer, the CFW is
required to report employee wages. If the TWC pays unemployment benefits to former CFW employees,
the TWC (in turn) bills the CFW on a quarterly basis. Unemployment compensation information received
by the CFW’s Human Resources Department, during our audit period, was limited to the TWC’s quarterly
billings.

The TWC submits CFW billings directly to the City’s third party contractor. The CFW contracts with
Corporate Cost Control, Inc. (CCC) to manage the City’s unemployment services. The City’s Human
Resources Department is responsible for managing the CCC contract. As a part of the City’s contract, CCC
is responsible for:

e processing all unemployment compensation claims, at all levels of protest or appeal;
e dealing directly with state agencies on behalf of the CFW;

e providing hearing guidance to the CFW, in determining the proper individual, necessary
documentation, and other pertinent guidelines to best assist the CFW in all appeal hearings before
all state agencies;

e conducting educational seminars for the CFW, to educate management and supervisory personnel
about rules and regulations pertaining to a claimant's unemployment compensation eligibility,
progressive discipline, documentation, potential liability, and other valuable guidelines to help
protect the CFW against unwarranted unemployment claims and benefit charges;

e consulting with the CFW, whenever necessary or requested to do so, to advise on procedures
pertaining to the control and reduction of unemployment liability;

e informing the CFW of significant changes to unemployment compensation laws, regulations, and
interpretations;

e presenting written management reports (to the CFW) on a monthly, quarterly and annual basis,
describing the CFW’s unemployment activity and results of CCC' s services;

e initiating and maintaining an audit of the CFW' s unemployment benefit charges, which consists of
validating all benefit charges to the CFW and the corresponding unemployment claims; checking
for erroneous, incorrect and unwarranted charges;

o filing all necessary requests, protests and appeals for credit to the CFW' s unemployment account(s)
with the appropriate state agency departments for all erroneous, incorrect and unwarranted charges
uncovered in the audit;

e providing an annual budget letter, projecting the CFW's expected annual unemployment costs for
the upcoming year; and,

Unemployment Claims Process Audit
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FORT WORTH.

e providing a monthly or quarterly, "Left to Collect" report that details all claimants collecting
benefits, the amount collected to date and the amount potentially left to collect.

The City’s annual unemployment compensation budget is based on estimates provided by each user
department. The following chart compares budget to actual unemployment compensation expenses from
FY2018 through FY2021. The chart also shows the FY2022 budget.

Unemployment Expense Account
Budget-to-Actual Comparison, by Fiscal Year
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635000000 $331,527.00 $351,961.00 $343,790.31 $348,239.00 $352,616.00
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B Budget W Actual from Other Accounts & Projects Unemployment Expense Account

Source: PeopleSoft Financials

As depicted in the preceding chart, the CFW made no payments in FY2021. TWC representatives indicated
that payment due dates were extended because of known fraud during the COVID-19 pandemic, and
because of computer programming issues at the TWC. Although the CFW made no payments in FY2021,
and the TWC extended due dates, Internal Audit was informed that as of November 8, 2021, the CFW owed
the TWC in excess of $330,000.00.

Unemployment Claims Process Audit
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Objectives

The objectives of this audit were to:
e cvaluate the process by which unemployment claims are verified by the City; and,

o determine whether City payments, made to the State of Texas, for unemployment claims, were accurate.

Scope

Our audit included a review for the period October 1, 2018 through September 30, 2021.

Methodology

To achieve the audit objectives, the Department of Internal Audit performed the following:

e interviewed staff within the City’s Human Resources Department, the TWC, and CCC, to obtain
an understanding of the City’s unemployment compensation process;

e verified that claimants were eligible (e.g., full-time employees, regular employees, etc.) for
unemployment compensation;

e reviewed unemployment management services contracts between the City of Fort Worth and CCC;
o reviewed TWC quarterly billing statements/invoices; and,

e evaluated internal controls related to unemployment compensation claims.

We conducted this performance audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit objectives. We
believe that the evidence obtained provides a reasonable basis for our findings and conclusions based on
our audit objectives.

Unemployment Claims Process Audit
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Audit Results

Based on our review of TWC’s billing statements from October 1, 2018 through March 31, 2020, the CFW
reimbursed the TWC $191,342.38 for a total of 91 claimants. Due to TWC computer programming errors
and COVID-19 pandemic issues (e.g., an increase in the number of fraudulent claims, and the need to adjust
for Coronavirus Aid, Relief, and Economic Security (CARES) funding allocations), the TWC extended
payment due dates.

In the meantime, the City’s third-party vendor (CCC) is reviewing TWC billings to identify and protest
fraudulent claims. As of December 28, 2021, the City paid CCC a total of $6,302.00 (for contract periods
beginning November 1, 2018 and ending May 10, 2022) for unemployment compensation management, as
authorized by contract. The $6,302.00 does not take into account the “no-bills”.

Third Party Contracting

For several years, the City of Fort Worth has contracted with CCC to provide unemployment management
services to the City. However, as noted in the following table, there was a period where there was no
effective contract between the CFW and CCC. Internal Audit was unable to determine why there was no
effective contract from November 1, 2019 through May 10, 2020. Based on CFW accounts payable records,
the CFW made no payments to the CCC when there was no effective contract.

Contract Period
Contract # Vendor Name — - Contract Amount
Beginning Ending
47466-A1R2 |Corporate Cost Control, Inc. 11/1/2017 10/31/2018 S 4,200.00
47466-A1R3 |Corporate Cost Control, Inc. 11/1/2018 10/31/2019 S 4,200.00
53902 Corporate Cost Control, Inc. 5/11/2020 5/10/2021 S 4,200.00
53902-R1 Corporate Cost Control, Inc. 5/11/2021 5/10/2022 S 4,200.00

Source: City Secretary’s Office website

Third Party Contractor Reporting

Exhibit A, Part 111, of the City’s contract (City Secretary Contract No. 53902) with CCC requires that CCC
provide the CFW with:

1) an annual budget letter, projecting the CFW's expected annual unemployment costs for the
upcoming year; and,

2) a monthly or quarterly "Left to Collect" report, that details all claimants collecting benefits, the
amount collected to date, and the amount potentially left to collect.

Internal Audit requested “Left to Collect” reports from the City’s Human Resources Department and CCC.
CCC informed Internal Audit that the “Left to Collect” reports were inaccurate, due to “the CARES Act
period (March 16, 2020 through December 26, 2020)...”, and because “...the state wiped most of your
liability off your records”. There was no evidence that “Left to Collect” reports have been provided as
required by City contract.

Additionally, the Human Resources Department indicated that CCC was not required to provide budget
letters since the City does not use those letters to develop departmental unemployment compensation
budgets.

Unemployment Claims Process Audit
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TWC Billings
The TWC refers to their billings/invoices as Reimbursement Employment Benefits Statements. TWC
billings include:

e debit amounts - amounts the TWC paid to claimants (on behalf of the CFW); amounts that are
reimbursable to the TWC, by the CFW; and,

e credit amounts - amounts claimants paid back to the TWC; amounts the TWC concluded should be
reimbursed to the CFW.

TWC Delayed Payment Requirements: The TWC indicated that they had not billed the CFW since the 2™
quarter of CY2020. Based on our review of CFW accounts payable records, the last payment to the TWC
covered claims for the quarter ended March 31, 2020. Because of TWC programming issues, TWC staff
stated that due dates for 2020 and 2021 reimbursable payments were extended to April 15, 2022.

TWC Invoice Credits: During our audit period, TWC invoice credits totaled $35,068.40 for 33 claimants.
In an attempt to determine how much the 33 claimants still owed the CFW, Internal Audit reviewed CFW
accounts payable records dated from January 12, 2016 to September 30, 2021. Based on our review of hose
accounts payable records:

e unemployment compensation, paid to the 33 claimants, totaled $40,852.00 during the referenced
period,

o the claimants reimbursed the CFW a total of $35,226.91 during the same period; and,

o of the $35,226.91 that was reimbursed to the CFW, $8,181.42 (23%) was paid to the claimants
prior to January 12, 2016.

TWC’s quarterly billings list claimants who paid money back, during that TWC billing quarter. However,
there is nothing to show the remaining balance those claimants still owe to the CFW. Internal Audit,
therefore, could not determine how much was still owed to the CFW, nor whether there were additional
claimants who never provided reimbursements to the CFW. There is also a possibility that claimants owing
money to the CFW could have returned as City employees.

The process for determining how much claimants owe the CFW is complicated by the fact that the TWC
has no statute of limitations. For example, and as noted in the following illustration, a TWC invoice (for
the quarter ended June 30, 2021) included an offset for repayment, related to an initial claim dated 1979.

Unemployment Claims Process Audit
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XAS WORKFORCE COMMISSION
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Source: CFW Human Resources Department

Internal Audit inquired with CCC, regarding the total amount owed to the CFW. As of this interim report,
the total amount owed to the CFW had not been provided. TWC representatives indicated they do not have
a report that summarizes amounts owed to the CFW.

TWC Invoice Accuracy: Internal Audit identified the quarters in which initial claims were made, and the
previous quarters to verify that the base periods determined by the TWC were accurate. No exceptions
were noted.

Internal Audit then attempted to verify amounts billed to the CFW. We performed calculations by
populating the TWC’s unemployment benefits estimator (published on the TWC’s website). We also
performed independent calculations based on the methodology described by the TWC. The TWC stated
that Internal Audit did not have information that was necessary to verify amounts billed. For example, all
employer information (CFW and employers other than the CFW) is required to calculate total base period
wages. However, the CFW only has access to CFW employer data.

The following example illustrates multiple employer wages used in a base period. The TWC calculates
maximum and weekly benefit amounts, using base period wages from all employers in the base period,
based on each employer’s percentage of wages included in the total base period wages.

Unemployment Claims Process Audit
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Total Wages in Base Period $10,000.00
Base Period Wages Paid by the CFW $ 6,000.00
Chargeback Applicable to the CFW 60%
Qualified, Weekly Amount Payable to Claimant $250.00
Weekly Chargeback Applicable to the CFW $150.00 ($250.00 x 60%)

Information detailed within TWC billings, therefore, do not allow for verification of amounts billed to the
CFW. Instead, TWC billings only allow for verification of claimants, and salaries paid when claimants
were CFW employees. The amount billed cannot be verified because the CFW is not always the only
employer whose salaries are included in the claimants’ base period wages. The City, therefore, pays what
is invoiced, without verifying the accuracy of the billed amount. It should be noted that efforts are also
made to ensure that successfully appealed claims are not included in the TWC billings.

The fact that the CFW was unable to verify unemployment compensation billings was not considered a
reportable finding, since the TWC deems it inappropriate to share employers’ wages with others. However,
it may be beneficial for the CFW to follow up with the State of Texas, to determine a way in which
unemployment compensation billings can be verified, to some extent, by reimbursing agencies such as the
CFw.

Fraudulent Unemployment Claims
Fraudulent claims are categorized as either fraudulent or identity theft.

e Fraudulent - Claims that are filed by the employee, but with falsified information such as underreporting
of wages, providing false employment information, etc. The CFW would be reimbursed after the TWC
sets up the overpayment, and when the claimant repays the TWC.

e Identity Theft - Claims where an individual files for unemployment compensation, using another
person’s identifying information, such as social security number. The TWC reimburses the CFW for
identity theft claims once the fraud has been identified, and on the next quarterly statement.

Verified: The CCC informed Internal Audit that five identify theft claims (processed under the names of
five current CFW employees, and totaling $11,299.44) had been verified by both the TWC and CCC.
Internal Audit was not provided with TWC billings to support the $11,299.44, with initial claim dates
ranging from July 2020 through September 2020. However, we successfully traced corresponding invoice
credits to TWC statements for the 2™ and 3™ quarters of FY2021. Based on those quarterly statements, the
CFW received credits totaling $13,985.72, on behalf of the five identify theft claims. Internal Audit was
unable to determine the reason for the $2,686.28 difference.

Currently Being Protested: In addition to the five identify theft claims previously mentioned, CCC
indicated that during the first three quarters of CY2021, 842 additional identify thefts were filed against the
CFW’s account. The CCC stated that the 842 identify theft claims were protested when initially received,
and were protested again as the CCC received quarterly statements from the TWC. Internal Audit was not
provided the financial impact of the 842 identify theft claims.

Next Steps: The Department of Internal Audit will continue with this audit, and upon completion, will
release an audit report that includes these interim audit results, any additional test results, and management’s
responses to all audit recommendations. It should be noted that subsequent audit testing for billing accuracy
will be limited, since multiple employers’ salaries may be included in claimants’ base period wages.

Unemployment Claims Process Audit
Audit Project #2022.001 Page 7



FORT WORTH.

Claimant wages for employers other than the CFW are unknown, and the TWC indicated they could not
provide that information to the CFW.

Unemployment Claims Process Audit
Audit Project #2022.001 Page 8



FORT WORTH.

Detailed Audit Findings

1. The City’s third party vendor, Corporate Cost Control, Inc. (CCC), did not submit reports, as
was required per the contract.

Exhibit A, of the City’s contract with CCC (Contract No. 53902), requires that CCC provide specific
documents to the CFW. However, CCC did not comply with contract requirements.

e Part [II.B. of the Exhibit requires that CCC provide the CFW with a monthly or quarterly "Left to
Collect" report. The “Left to Collect” report was to detail all claimants collecting benefits, the
amount collected to date, and the amount potentially left to collect.

» CCC staff indicated that “Left to Collect” reports were not submitted because the reports were
inaccurate during the CARES period of March 16, 2020 through December 26, 2020.

» Internal Audit requested “Left to Collect" reports from the City’s Human Resources
Department for the audit period. Human Resources staff indicated that CCC had not been
asked to provide the required reports.

o PartIII.A. of the Exhibit requires that CCC provide the CFW with an annual budget letter, projecting
the City’s expected annual unemployment costs for the upcoming year.

» Internal Audit was informed that the CFW had not requested the budget letter from CCC, since
the CFW’s budget is based on a calculated average of unemployment claims. City departments
then, reportedly, take that average into consideration when determining annual departmental
budgets.

With no “Left to Collect” reports (past or current), neither Internal Audit or City management are in a
position to determine whether those reports would have provided pertinent information that could be
used to further analyze unemployment compensation claims data. It is unknown as to whether the “Left
to Collect” reports would have provided information regarding the number of claimants who owe
money to the CFW and/or the amount owed.

If the content of budgetary letters is known to be irrelevant to CFW staff and the contractor, the
contractor may be of the opinion that other contract requirements are also irrelevant and unnecessary,
resulting in a culture of contract noncompliance.

Recommendation 1: The Human Resource Director should require that Corporate Cost Control
comply with the contract or revise the contract requirements.

Audit Comment: For this report, management was not required to provide written responses to the
interim audit recommendations. Instead, this recommendation and management’s response will be
incorporated into the final report, upon completion by the Department of Internal Audit.

2. Third party vendor billings were modified with no clear audit trail.

During Internal Audit’s review of CFW payments to CCC, we questioned a $2.00 payment. Internal
Audit was informed that the $2.00 payment was the result of a partial CCC billing, intended to help

Unemployment Claims Process Audit
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reimburse the CFW for an unemployment claim paid to a former CFW employee, after CCC failed to
challenge the claim as directed by the CFW. Rather than reimbursing the CFW in full, the CFW and
CCC, reportedly, agreed that the CCC would occasionally not bill the CFW in amounts that would total
the claim amount. Internal Audit did not observe contractual provisions to address CCC errors.

Based on our review of TWC billing statements, the claim totaled $8,398.00. A total of $3,458.00 was
paid to the claimant during the quarter ended June 30, 2018, and $4,940.00 was paid during the quarter
ended September 30, 2018. However, CCC reimbursements to the CFW, to-date, only totaled
$4,198.00. As noted in the following table, $4,200.00 is still owed to the CFW as of December 15,
2021.

Amount
] Contract . .
Contract Period Paid by Variance
Amount
CFW
11/1/2017 - 10/31/2018 $4,200.00 | $4,200.00 $0.00
11/1/2018 - 10/31/2019 4,200.00 | 2,100.00 (2,100.00)
05/11/2020 - 5/10/2021 4,200.00 | 2,102.00 (2,098.00)
05/11/2021 - 5/10/2022 4,200.00 | 2,100.00 |Current Contract

Total Credits/No-Bills As of 12/15/2021: (4,198.00)
Unchallenged Claim (Q2 & Q3 of 2018) $8,398.00
Less: Total Credits/No-Bills As of 12/15/2021 (4,198.00)
Total Outstanding Credit Due to the CFW $4,200.00

Best practice would dictate that documentation is maintained to adequately support financial
transactions, thus providing an audit trail to help ensure transaction accuracy and appropriateness.

Recommendation 2A: The Human Resources Director should require that all third party billings, to
the City of Fort Worth, be evidenced with a physical invoice that details the purpose for the charges
and credits, if applicable.

Audit Comment: For this report, management was not required to provide written responses to the
interim audit recommendations. Instead, this recommendation and management’s response will be
incorporated into the final report, upon completion by the Department of Internal Audit.

Recommendation 2B: The Human Resources Director should require that Corporate Cost Control,
Inc. reimburse the City of Fort Worth $4,200.00, or reimburse the City of Fort Worth $2,100.00 and
issue a $2,100.00 invoice credit for the $2,100.00 that is outstanding under the current contract.

Audit Comment: For this report, management was not required to provide written responses to the
interim audit recommendations. Instead, this recommendation and management’s response will be
incorporated into the final report, upon completion by the Department of Internal Audit.

Unemployment Claims Process Audit
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Recommendation 2C: The Human Resources Director, in conjunction with the City Attorney’s Office,
should consider adding contractual provisions, in future contracts, to specifically address instances
where the third party vendor (who is contracted to manage the City’s unemployment compensation
program) does not comply with CFW directivies regading claims.

Audit Comment: For this report, management was not required to provide written responses to the
interim audit recommendations. Instead, this recommendation and management’s response will be
incorporated into the final report, upon completion by the Department of Internal Audit.

Unemployment Claims Process Audit
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FORT WORTH.

Exhibit Il — Base Period lllustration

How to Figure Your Base Period

Find the month you filed your claim in the white boxes. The calendar quarters
in the blue boxes on the same line make up your base period.

OCT | JAN | APR | JUL JAN
NOV | FEB | MAY | AUG | (— | FEB
DEC | MAR | JUN | SEP MAR
JAN | APR | JUL | OCT APR
FEB | MAY | AuG | Nov | < | may
MAR | JUN | SEP | DEC JUN
APR | JUL | OCT | JAN JUL
MAY | AUG | Nov | FEB | {1 | AUG
Last Year JUN | SEP | DEC | MAR SEP
JUL | OCT | JAN | APR ocT
AUG | NOV | FEB | MAY | {1 | NOV
SEP | DEC | MAR | JUN DEC
This Year
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