UNEMPLOYMENT INSURANCE ADVISORY COUNCIL
Meeting Minutes

Offices of the State of Wisconsin Department of Workforce Development
201 East Washington Avenue, GEF-1, Room F105
Madison, WI

October 7, 2014
The meeting was preceded by public notice as required under s. 19.84, Stats.

Members Present: Janell Knutson (Chair), Earl Gustafson, James LaCourt, Michael Gotzler,
Edward Lump, Scott Manley, Sally Feistel, Mark Reihl and Shane Griesbach.

Department Staff Present: Joe Handrick (Administrator), BJ Dernbach (Legislative Liaison),
Ben Pierce, Lili Crane, Andy Rubsam, Tyler Tichenor, Karen Schultz, Mike Myszewski, Lutfi
Shahrani, Scott Sussman, Karen Schultz, Tom McHugh, Amy Banicki, Jason Schunk, Pam
James, Robert Usarek, Jill Moksouphanh, Janet Sausen, Mary Jan Rosenak and Robin Gallagher.

Members of the Public Present: Chris Reader (WI Manufacturer's & Commerce), David
Nance (Labor, Industry and Review Commission), Dan Shaw (Daily Reporter), Larry Smith (UC
Management Services), Victor Forberger (Ul Appeals Clinic), Jane Betzig (Wisconsin Women's
Public Policy Institute), Bonnie Dykman (Wisconsin Women's Public Policy Institute) and
Rachael Inman (Legislative Reference Bureau).

1. Call to Order and Introductions

Ms. Knutson called the Unemployment Insurance Advisory Council (Council) meeting to order
at approximately 9:35 a.m. in accordance with Wisconsin's open meetings law. Council members
and department staff at the table introduced themselves and Ms. Knutson welcomed those in
attendance.

Mr. Handrick introduced himself and provided a brief background summary on his work
experience. Mr. Handrick was appointed to Administrator of the Division of Unemployment
Insurance, two weeks prior to the department fire in May, 2014. Prior to this appointment, Mr.
Handrick was the Administrator of the Division of Equal Rights. Mr. Handrick is originally
from Minocqua, WI and served as town chair and a fire fighter. He also served in the
Legislature. Mr. Handrick thanked the Council for their service and looks forward to working
with them through the upcoming legislative session.

2. Minutes
Motion by Mr. Lump, second by Mr. Gotzler to approve the April 30, 2014 minutes without
corrections. Motion carried unanimously.



3. Misclassification

Mr. Myszewski updated the Council on the department's worker misclassification program. In
July 2013, the worker misclassification website went into production. Between March 30 and
July 12, 2014, the unemployment insurance (Ul) portion of the website had over 71,000 hits
from the public. The website has received 51 worker misclassification tips to date.

In 2013, the department received a grant of $100,000 from the U.S. Deparmtent of Labor as part
of the Supplemental Budget Request (SBR) which allowed the hiring of two Limited Term
Employee's (LTE) providing 2000 misclassification investigative hours between January 2014
and September 2015.

In 2014, the department received a SBR grant of $104,000 and to provide 2086 misclassification
investigative hours between October 2015 and September 2016. In addition, the department
received a federal competitive misclassification grant in August in the amount of $500,000.
Wisconsin was one of 14 states to receive grant money. Awarded funds will allow the
department to hire a full-time auditor and provide an additional 4,160 misclassification
investigative hours. Funds have also been budgeted for in-state travel expenses and the creation
of two educational videos; one video that explains the steps an employer needs to take to
properly classify a worker and the second video to depict a mock appeal hearing. The
department is currently in the process of hiring an additional two LTE investigators and an
auditor.

The first work site investigation took place in May 2013. Since then a total of 82 investigations
have occurred and of those:

30 cases were referred for audit by the department.

9 cases were referred to the TEAMS unit for subjectivity investigation.
23 cases are still under investigation and pending referral for an audit.
20 cases had no violations.

Moving forward during winter months when construction slows down, the department will
concentrate on non-construction sectors worker misclassification investigations. The educational
videos will be produced and distributed to employers and the department will continue to hold
public presentations on worker misclassification at Labor Law Clinics, Friday Fundamentals and
at the request of any groups or businesses.

Mr. Lump requested a summary that can be used to distribute to employers in industries other
than construction that provide factual examples of patterns often identified in worker
misclassification. Mr. Reihl also requested that the information be placed on the department
website.

Mr. Reihl requested that next legislation session the department examine a harsher penalty
system for those who repeatedly misclassify workers. Contractors who consistently misclassify



workers receive a competitive advantage on general bidding because they are not paying
worker's compensation insurance and unemployment insurance taxes.

Ms. Knutson provided a summary of research of penalties in 10 other states associated with
worker misclassification. Across the board, language pertaining to misclassification of
employees differs. Some states have specific language related to misclassification of employees
while others implement penalties for employers who make a false statement or representation, or
who knowingly fail to disclose a material fact which would prevent the payment of benefits to
any individual or to avoid or reduce a contribution amount. Seven states impose a fine ranging
from $25 (lowa) up to $10,000 (Minnesota) for first offenses of worker misclassification. Two
states impose a fine from $20 (Kansas) up to $1,000 (Missouri) and potential imprisonment up to
1 year for first offenses.

Mr. Gotzler thanked the department for launching the worker misclassification website. Many
states do not have the resources available to identify worker misclassification which is very
helpful to employers.

4. Ul Trust Fund

Mr. McHugh provided the Council with an update on the Ul Trust Fund. The current Trust Fund
balance is $173 million. First quarter tax receipts due on April 30 resulted in a positive Trust
Fund balance. The department had brief periods of borrowing during May and July. On
November 9, the Trust Fund balance is projected to be positive resulting in a 2015 FUTA tax rate
of 0.6% for employers.

Tax receipts through August 2014 totaled $939,107,079, representing a decrease of 5.8% or
$58,019,588, when compared to August 2013. The decrease reflects the reduction in average tax
rates from 2013 to 2014 due to experience rating.

In addition:

e Benefits paid through August 2014 decreased by $99,779,411 or 17.1% to total
$482,561,470.

e A federal loan interest payment of $5.9 million funded by a state GPR appropriation was paid
on September 30.

e First and Second quarter gross wages reported by employers increased 3.7% compared to last
year and taxable payroll increased 2% during this same time period.

e Additional FUTA tax payments received in 2012-2014 totaled $289.9 million of which
$146.7 million was received in 2014. These payments were applied to the outstanding loan
balance.



5. Department Update
Department Fire

Mr. Handrick updated the Council on the Department fire which occurred on May 15, 2014.
The GEF-1 building was closed following a fire that occurred on the fourth floor overnight.
Over 1,000 employees were displaced between the department and the Department of Children
and Families. Within a few days, employees were relocated and set up with computers and
telephones. Critical day to day operations continued without interruption.

Over 16,000 boxes of paper were "ozoned" to free them from the smell of smoke. Computers,
office products and cubicles were also cleaned thoroughly prior to staff returning to the
department. Air quality has been checked to ensure the safety and health of staff returning to the
building.

Supplemental Budget Request

Ms. Knutson reported that Wisconsin was awarded $1.8 million for program integrity and
customer service initiatives. This funding will be used for the following:

o Implementing a weekly cross-match with the firm Appriss, Inc. Appriss receives inmate
data from nearly all county jails and state prisons on a near real-time basis and the weekly
cross-match will identify incarcerated individuals filing for Ul benefits.

. Implementing a cross-match system with federal government data to identify the
simultaneous collection of Ul benefits and Social Security Disability Insurance (SSDI)
payments.

. Promoting the secure State Information Data Exchange System (SIDES) which allows

Wisconsin employers to communicate electronically with DWD in a nationally
standardized electronic format.
0 Use of SIDES will reduce follow-up phone calls and paperwork
o0 Prevents improper benefit payments and streamlines the department's response
process, saving Wisconsin businesses time and money through improved
efficiency.
. Retaining Ul fraud investigators who detect and investigate complex cases.

An additional $500,000 was secured to create a specialized team to conduct worker
misclassification investigations, hire an auditor position for misclassification investigations and
produce educational videos for employers related to worker misclassification.

LAB Program Audit
Ms. Knutson reported the program audit conducted by the Legislative Audit Bureau is underway

and the department continues to provide all the information requested. Additional information
will be shared with the Council as it becomes available.



Employer Handbook Update

Ms. Knutson indicated on July 7, 2014, the Ul Employer Handbook was updated and posted on
the department website. Changes include content updates and reflect law changes passed during
the last. In addition, an updated search feature should prove beneficial to employers.

The Employee Handbook was also updated with the most recent law changes.
Administrative Rule Updates

Ms. Knutson reported on the status of administrative rules. The permanent rule for chs. DWD
126, 127 and 129 (work search, work registration and benefit claiming procedures) was effective
on May 1, 2014 with the exception of work registration and work search waivers. Itis
anticipated that the department will have the technological ability to implement this portion of
the rule in spring 2015.

On August 1, 2014, the permanent rule for chs. DWD 111, 113, 114, 115, 132 and 140 (quarterly
wage reporting, settlement of disputes, license revocation and financial record matching,
business transfers and unemployment appeals) was implemented. The department has
established agency contacts and is finalizing the memorandums of understanding required by
statute between DWD and state agencies for license revocation and suspension.

SSDI and Ul Benefits

Ms. Knutson reminded the Council that it passed a resolution at the February 20, 2014 meeting
confirming the meaning and intent of the language in statute related to Social Security Disability
Insurance Payments and collecting Ul benefits. The Labor and Industry Review Commission
has disagreed with the interpretation of the statute and found claimants are only denied benefits
in the week they receive their SSDI check and are eligible the other weeks of the month. The
department has filed appeals of these decisions in circuit court and is currently working on
language for a department proposal to address this issue. The cases in circuit court are unlikely
to be resolved for many months.

Work-Share Program

Ms. Knutson reported that Wisconsin's work-share program became effective December 31,
2014 and provides an employer with an alternative to layoffs when faced with a temporary
decline in business. The Middle Class Tax Relief and Job Creation Act of 2012 provides
financial incentives for states to enact, and employers to participate in, work-share programs.

Implementation of the program by the department is complicated by the U.S. Department of
Labor's interpretation regarding the partial wage formula. While $641,216 in federal grants is
available for implementation, it is not enough to cover costs necessary for computer upgrades to
efficiently implement the program and prevent delay of benefit payments. Due to the antiquated
nature of the department's computer system, it is estimated that a high-tech solution for
implementing the work-share program will cost approximately $1,114,000 over a five year



period. Of this amount, over $750,000 is attributable to the additional cost of implementing the
partial wage formula calculation in determining the benefit payment and whether the federal
government will reimburse the Ul Trust Fund for the work share benefits paid.

The department is currently researching possible policy solutions for the shortfall in federal
funding and will be prepared to present options to the Council for consideration at the next
meeting.

2014 Public Hearing

Ms. Knutson indicated the department will conduct a public hearing to solicit comments from
individuals on Wisconsin's Ul program and suggestions for changing the law and improving the
program. On November 13, 2014, a public hearing will be held simultaneously in seven
locations throughout Wisconsin from 2:30 — 4:30 p.m. and 5:30 — 7:00 p.m. Individuals are also
encouraged to submit suggested law changes and program improvement suggestions online.

Ms. Knutson encouraged Council participation in the upcoming public hearing. The hearing will
be recorded and suggestions compiled for Council review.

6. Federal Update
Treasury Offset Program

Mr. Sussman reported on Mr. Sussman updated the Council on the Treasure Offset Program
(TOP). Wisconsin voluntarily participated in TOP and used this program as a collection tool to
recover overpayments owed to the Ul system by claimants, which would be collected through
the offset of the individual's federal tax return. It is now mandated that all states participate in
TOP, and assists in the collection for employer's who owe contributions to the Ul Trust Fund.
Current law must be updated to reflect mandated participation in TOP for both collections of
benefit overpayments and delinquent contribution payments owed by employer. The department
has drafted preliminary language to conform to the new federal mandate. Drafted language will
be forwarded to the U.S. Department of Labor to ensure proper compliance.

Combine Wage Claims

The Trade Adjustment Assistance Extension Act of 2011 prohibited states from providing relief
from charges to an employer's Ul account when the actions of the employer caused the improper
Ul payment. A combined wage claim is when an employee has two employers, one in Wisconsin
and one out-of-state. When a claimant files a claim in Wisconsin and the out-of-state employer
is at fault for the employee receiving an improper Ul payment, current law must be updated to
reflect that the out-of-state employer may be issued an appealable determination that the out-of-
state employer will be charged for the resulting overpayment.

7. Future Meetings



Today's meeting was scheduled as a carry-over from September, which was cancelled due to
Council availability. The Council is scheduled to meet again next week which will be cancelled
unless there is Council rejection. A meeting will be scheduled after Council members are polled
for potential meeting dates of November 13 (the morning of the public hearing), November 20 or
the first week of December.

8. Future Agenda Items

Prior to January 1, 2014, the Council is required to give a recommendation related to the work-
share program. Work-Share will be part of the next meeting's agenda.

Ms. Knutson encouraged the Council to contact her with any suggested research requests or
agenda items.

Mr. Reihl requested a summary of the report on worker misclassification given today by Mr.
Myszewski. Mr. Lump requested additional information on misclassification and the impact and
circumstances for employee misclassification not working in the construction business.

9. Adjournment

Motion by Ms. Feistal, second by Mr. Manley, to adjourn. Motion carried unanimously and the
Council adjourned at 11:00 a.m.



