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We provided technical assistance to five State Employment Security
Agencies (SESA) using OIG-dGeveloped computer software to: +(1)
identify potential employers who may have underpaid their state
Unemployment Insurance (UI) taxes due to underreporting taxable wages,
and (2) identify and correct owious social security number errors in
SESA wage record files. |

Each SESA review covered a camplete calendar year. Special programs
were also developed at two of the sites, 1In total, using our
-conventional programs we identified 3,355 employers who potentially
miderpaid $6.7 million in UI taxes. An additional 9,921 énployérs who
poﬁentially underpaid $4 million in UI taxes were identified using our
special programs. ' '

From approximately 28 million social security numbers on the five
SESA's wage record files, our edit program identified over 400,000
errors in social security numbers. These errors can be easily
corrected using the computer rather than manually correcting the
records.

In our opinion, the software programs developed during these technical
assistance reviews are a very good source for identifying hich profile
emcloyers for field audit or im-house reviews., Furthermore, the
states now have a method to correct social security number errors.
This will prevent the states fram having to redetermine UI claims
because of errors and prevént erroneocus wage information being given
to other public agencies reguesting wage information.
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ZRurpose of Report

This report summarizes the results of our technical assistance
prbvided to five states to identify potentially underpaid UI taxes
because of employer's underreporting taxable wages. The five states
were: Georgia, North Carolina, Louisiana, New Mexico and Texas.
Computer scftware programs were developed to anaiyze unemployment
insurance tax and wage files, These programs were used to identify
employers who had potentially underpaid unemployment insurance taxes
due to underreporting taxable wages., Additional programs were
developed to identify and correct obvious social security number
errors in individual wage records. Individual Statements of Fact
Getailing the results of extensive camputer analyses performed between
July 1986 and June 1988 were issued to each state.

The programs used in the five states could be easily adapted to run in
many other states. This information is provided to the ETA for
dissemination to interested State Employment Security Acencies

JBackground

The nation's Federal-Staie Unémplvoynent Insurance (UI) program was
established in 1935 by the Social Securitv Act (42 USC 501). .This
program, established by Federal law but implemented through state
laws, was initiated to provide cash payments to unemployed workers to
assure these persons at least a significant proportion of the |
necessi*:;es of life while actively seeking new employment.
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Unemployment compensation benefits to unemployed workers are financed
by state emplcyer taxes (and employee taxes in some states). Tax
rates are established by individual state laws; however, the current
inimm taxable wage base of §7,000, against which these tax rates are
apolied, is set by PFederal law. Many states have raised the taxable
wage base above the minimum in order to maintain a solvent
unemployment insurance program.

Every covered employer in each state is reguired to file quarterly
wage reports which include total wages paid to each employee.
Employers are also required to pay state UI taxes on each employee's
wages up to the state's taxable wage base. Bmployers who underpay
their taxes are subject to interest and penalties as provided by state
law. States use wage history data for UI claimant monetary )
determinations and for employer UI tax rate computations. Wage data
is also provided to other public agencies to verify applicant income
eligibility for various social programs.

Each State Employment Security Agency uses a computer system to manace
its unemployment insurance tax and benefit payments functions.
Employer tax files are used to store unemployment tax data for each
employer. Employee wage history files are used to store wage data on
each employee as reported by employers.




CRIFCTIVES AND SCOPT

The objectives of this review in five states were to:

* test and refine autcomated techniques for
identifying employers who have underpaid
unemployment insurance (UI) taxes; and

* develop methods for improving the accuracy of UI
wage history data.

Our review was limited to developing computer software programs to
analyze unemployment insurance tax and wage files as necessary to

accomplish our objectives. In cooperation with the state agencies, we:

also reviewed some unemployment insurance tax reports to verify the
accuracy of our computer analysis and provided assistance to the state
agencies on performing the computer reviews and analyzing the output.
Our reviews were performed in Georgia, North Carclina, Louisiana, New
Mexico, and Texas.

E . E .3 3 :

Our review period for each state varied depending on the calendar
quarters of data that were available at the time of our om—site work.
Our review period in each state for detection of underpayments was not
necessarily the same as the review pericd for correction of SSN
errors.

For underpayment detection, we used the four quarters for the most
recently completed calendar year. A calendar year period was
necessary because taxable wages are computed ‘on a calendar year basis
starting with the first quarter of each year. When reguested by a




state, we expanded our review to include available quarters of the
next calendar year.

Cur review period for SSN error correction was the available quarters
of wage records on the state's current base period wage file at the
time of our review., The current base period quarters were chosen
because the states were currently using those quarters for benefit
monetary determinations. Detection of errors in current data would
help states to avoid improper monetary determinations and potential
benefit under/overpayments. Detecting SSN wage record errors in
guarters prior to the current base period would be of no value to a
state because such guarters were no longer used and had been purged
fram the base pericd wage file.

Qur review periods were as shown below. The states are listed in the
order that the field work was performed.

Review Period For:

Empl oyer Social Security Number
Tax * Error
State Underpayments Correction
Georgia 1/1/85 - 12/31/85 7/1/85 - 9/30/86
North Carolina 1/1/86 - 12/31/86 1/1/86 - 12/31/86
Louisiana - 1/1/86 - 9/30/87 7/1/86 - 9/30/87
New Mexico 1/1/86 - 12/31/87 10/1/86 - 12/31/87

Texas 1/1/87 - 3/31/88 10/1/86 - 12/31/87
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METH FOR ~ UNDERPATD

During the five reviews, we refined our computer programs
substantially. These refinements helped us to better accc;nplish our
objectives as we cained additiocnal experience fram each subsequent
review. The following pages contain a general description of the
methodology we used in Texas, the last state in our review. These
concepts could be applied in various programming languages by other
states. ‘

To accomplish our cbjectives, we used computer programs written in
Easytrieve Plus to access Employer Tax and Employee Wage History
files, Easytrieve Plus is a powerful, high-level, easy-to~use
programming language. Most state agencies with IBM computer systems
have this langquage available, '

In each state, we used the Employer Tax File to obtain the net amount
of total and taxable wages reported by each contributory employer
during the review period. Depending on state law, we linked together
wages paid by predecessor and successor employers. State laws and
Agency procedures vary considerably ooncerning the transfer of wage
credits fram predecessor to successor employers. Therefore, extensive
programming modifications were necessary in each state to properly
compute taxable wages,

Employers are required to file quarterly wage reports showing each
employee's social security number and amount of total wages. This
information is entered by each state into its wage history file. Fram
the Employee Wage History File we extracted all individual wage
records for the review period Depending on state law, we linked
together wages paid to the same SSN by predecessor and successor

employers.




Errors in social security numbers are freguently made by employers
when preparing wage reports, or by Agency personnel when entering wage
Gata into the computer system. Our computation of taxable wages was
based on each social security number for each employer on the wage
file. . Therefore, the accuracy of social security numbers on the
Agency wage history file was essential to our calculation of an
individual's taxable wages and an employer's potential tax liability.

To reduce the potential for targeting employers who in fact did not
underpay their UI tax, it was necessary for us to consider error types
which only signaled underpayment and could be corrected

Considerations ;‘ n Computing Taxable Waces

To ensure that we identified only those employers that had a high
probability of underpaying taxes we had to consider that:

+ Errors occur in data entry of social security
numbers that could erronecusly overstate our
computation of taxable wages by social security
number. If an individual's wages for different
quarters are under two social security numbers (one
‘correct; one wrong), we would erroneously compute
taxable wages for two individuals and thus
overstate the employer's taxable wages.

+ Duplicate entry of wage items could overstate our
. computation of taxable wacjes by social security
number. If an individual's wages were entered
twice, we would compute taxable wages on the sum of
both entries, up to the amount of the taxable wage

base.




+ Same employers had already paid taxes on taxable
wages for one or more employees for their business
in another state. Our considering these employees!'
wages as taxable wages would overstate the
employers' taxable wages |

We identified and compensated for obvious errors in social security
nunbers to 'minimize overstating potentially underpaid taxes. The
methodology used to identify social security number errors is
discussed later.

We also deleted obvious duplicate wage items, We considered a wage
item as duplicate if, for the same guarter, two wage items had the
same employer mumber, social security number, surname, first initial,
and quarterly wage amount.

OQur computer programs also partially campensated for distortions that
would ctherwise occur fram computing taxes on out-cf-state wages. An
Agerncy's wage history file does not identify employees who have worked
for the same employer in another state during the year, nor does it
indicate whether the emplover paid Ul taxes to the other state. Under
state law, an employer may take credit against the taxable wage base
for taxable wages paid to an emplovee who also worked for the employer
in another state. We identified employees who had social security
numbers issued outside the state and did not have in-state wages in
the fourth quarter of the prior year. We concluded that such
employees may have ocut-of-state wages during the review year with the
same employer. Wages of these employees were not considered in
calculating the employers' taxable wages. We also developed another
method to identify potential out-of-state wages. We excluded some of
an employee's wages if each of the following conditions were met:

o




(1) the enplcyee had wages in any calendar quarter of
the current year or in the fourth quarter of the
prior year with an employer;

(2) ~ the employee did not have any wages with the -

employer or any other employer in a subsequent |
quarter; and

(3) the employee later had wages with the same employer
in the calendar year. '

For employees meeting the above criteria, we did not calculate any
additional taxable wages after the gquarter in which the employee had
no wages. Our premise was that the employee may have been wozki;xg for
the employer in another state.

In other instances, data entry errors occurred in an Agency's wage
history files because of duplicate entry of wage items or entry under
the wrong employer number. To reduce the chances of selecting an
employer with this type error, we performed special computations for
those employers whose total wages on the wage history file were more
than 101 percent of total wages on the tax file., We excluded such
employers from our review if the potential underpayment was due only
to total wages being higher cn the wace history file than on the tax
file,

We calculated taxable wages for each employer based on actual wages up
to the taxable wage base level for the remaining or “in-state®
employees. Our computer program compared employer reported taxable
wages with our computation of taxable wages that should have been
reported, identified employers who had apparently underreported
taxable wages, and calculated the amount of taxes potentially
underpaid.




SOUMMARY OF POTENTIAL TAX UNDERPAYMENTS

In each state, we produced an analysisl showing the number of employers
in various ranges of potential underpayments. The following summary
shows the mumber of potential underpayments in excess of $250 that
remained after application of ocur restrictive séreening criteria

State

Georgia

North Carolina

Louisiana

Louisiana (1)

New Mexico

New Mexico -

Texas (1)
Total

Review

1/1/85-12/31/85
1/1/86-12/31/86
1/1/86-12/31/86
1/1/87-9/30/87

1/1/86-12/31/86
1/1/87-12/31/87
1/1/87-12/31/87

Number of
Pericd Emplovers

428
562
613
246
103

97
40306
22333

Total

Potential

 Underpaid

$ 592,539
1,107,918
1,054,422

421,201
329,414
181,872
—2.979,372
26,666,738

Average
Potentigl

Underpaid

51,384
1,971
1,720
1,712
3,198
1,874

2,261

51,987

(1) We 1dentified additional potential underpayments by performing a
special analysis of the Louisiana debt service file for the third
quarter of 1987, and the Texas first quarter 1988 wage/tax files.
These analyses are discussed on pages 15, 16 and 17 of this

report,

Review of Potential Underpayments

In cooperation with Agency personnel in each state, we reviewed
details of scme of the largest potential underpayments to verify the
accuracy of our analysis. These reviews showed many instances of

10

AR,
7




oovious underpayments as well as many other instances where there was
no actual underpayment. In numerous instances where there was no
actual underpayment, the potential underpayment was caused by
agency/employer errors or by system limitations, such as out-of-state

-

wages not being identified.

In many instances, we could not identify a cause for the potential
underpayments by reviewing quarterly tax reports and documentation in
‘ agency files. To Getermine if there is an actual underpayment and the
amount of underpayment, the agency must contact the employer and
request supporting documentation showing how taxable wages were

calculated. |

Lauses of Potential Underpavments

For those potential underpayments for which we could determine a
cause, samé of the most prevalent categories were as follows:

1. Self-appointed successors or partial-successors, These were
instances where an enployér was using wage credits of another
employer to reduce taxable wages. Presumably, the employer taking
the wage credits was the successor and the employer whose wage
credits are being used was the predecessor. However, in such
cases, the Acency files did not show any successorship linkage,
but instead showed the employers as separate entities. State laws
vary concerning allowability of wage credit transfers frem
predecessors to successors. For example, in North Caralina, a
successor has 2 years fram the date of successorship to file the
proper forms with the Agency requesting approval for wage credit
transfer, and the forms must be signed by both the predecessor and
successor. In Georgia, a partial successor has only two calendar
quarters in which to reguest approval for wage credit transfers




2.

3.

All such cases should be reviewed ©y the Agencies to determine if
a bona fide succession did take place and if the siccessor was
using the proper wage credits and tax rate in accordance with
state law.
Paying taxes on excess wages. We noted numerous instances where
employers underpaid taxes because they paid taxes on excess wageé
instead of on taxable wages. Excess wages are the amount of wages
above the taxable wage base. This practice was so prevalent that
we developed a computer program to specifically identify such
instances.

Paying taxes on wrong taxable wage base. Many employers underpaid
taxes because they paid taxes cn a taxable wage base that was less
than the taxable wage base that was in effect during our review
period ‘This practice was so common, we Geveloped a computer
program to specifically identify such cases.

Other BEmployer errors. These errors were primarily computational,
- such as errors in adding quarterly report page totals or amitting

same pages or employees., Same errors, such as errors in social
security numbers did not result in an actual underpayment.

Agency errors. There were numerous instances where agency data
entry errors in social security numbers caused a potential
underpayment but, upon review of wage reports, we determined there
was no underpayment, Other examples include entering year-to-date

~wages instead of quarterly wages, double entry of quarter;;}'

reports, and entry of wage details under the wrong employer
number,

Potential out-of-state wages, In many cases, a potential
underpayment appeared to have occurred because employers were not

’-J
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paying taxes on employees who had worked in another state earlier
in the year and for whom taxes had already been paid. This
practice appeared to be common in construction companies. In such
cases, agencies should contact employers and reguest documentation
showing taxable wages were reported to other states. *

We provided each state with listings of potential underpayments and
documentation on the cases we reviewed where there appeared to be an
overpayment. We recommended that the states review the listings and
contact employvers or perform field audits for those cases that
appeared to be actual underpayments, We also reguested the five
states to provide us with pericdic updates on the results of their
revievws., To date, Georgia and North Carclina have provided us update
reports. These updates are included below in the state sumaries.

Summa £ W rfe

A sumary of the work we performed in each state and the responses
received to date follow: -

Georgia

We revieved a statistical stratified random sample of 78 employers
from the universe of 428 employers with potential underpayments in
excess of $250. We concluded that 43 of the employers had probable
underpaid taxes of $243,415. The Georgia Agency reported to us on May
13, 1988 (Appendix I), that Georgia had collected $158,329 tax and
$17,916 interest fram 34 of the employers. Another four employers
owed the Agency $8,543 tax plus interest.

13




With the assistance of the Agency, we reviewed 165 cases with
potential underpayments in excess of $750 per case. We determined
that 132 of the employers had potential underpayments totaling
$965,002. Thirty-three (33) cases were resolved with no additional
tax due. We also provided the Agency with listings of employers who
potentially underpaid taxes due to using excess wages or the wrong
wage base level to compute taxes.

The North Carolina Agency reported to us on April 8, 1988 (Appendix
II), that North Carolina had processed 159 cases we provided therL
They had recovered $209,534 fram 60 employers and had billed 14 other
employers for $83,439. They determined that 85 of the 159 employers
‘owed no taxes due to errors on computer files, transfers of wage
credits to successors, out-cf-state wages, etc.

Louisizna
We provided summary and detailed listings of potential underpayments

to the Agency tor review. After screening the 220 larcest cases for
calendar year 1986 the Agency categorized the cases as follows:

- Number of Potential
Category Bmplovers Underpaid Taxes
1. Field audits needed - 62 $154,866
2. Successorship problems 59 406,925
3. Probable out-of-state wages 43 251,646
4, Taxes peid only on nontaxable ' o
(excess) wages 48 94,832
5. No underpayment —8 _ 0
Total 220 5908,269

14
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We also provided the Agency with a listing of potential underpayments
for the first three-quarters of 1987. The Agency was reviewing this
listing at the conclusion of our field work.

The Louisiana Agency also reguested our assistance in identifying
employers not properly paying the newly enacted debt service tax.
Effective July 1, 1987, Louisiana employers are reguired to pay this
special debt service tax to retire bonds the State issued to repay
advances fram the Federal Unemployment Account of the Unemployment
‘Trust Fund. The debt service tax was l.4 percent of the first $7,500
of wages paid by employers to each employee for the periecd July 1,
1987 - December 31, 1987. Effective January 1, 1988, the debt service
tax is 1.4 percent of the first $15,000 of wages.

We used special computer programs to identify employers who

tentially underpaid debt service tax. Using a $7,500 taxable wage
base for the third quai:ter of 1987, we calculated debt service taxable
wages for each employer. We compared our computations with debt
. service. taxable wages reported by employers and identified employers
who had potentially underpaid their third quarter 1987 debt service
taxes by more than $100. We identified 2,543 employers with potential
underpayments of $3,036,793. The Agency is in the process of
verifying the accuracy of our computations and collecting the
underpayments., The Agency said that our computations appear to be
correct in about 75 percent of the cases.. The cases that will not
result in additional tax were caused mostly by Agency data—éntry
errors in entering employer wace reports onto the wage file.

(=]
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New Mexico

In cooperation with the Agency, we reviewed available documentation on
53 employers with calendar year 1986 potential underpayments in excess
of $500. We determined that 30 of the employers had potential
underpayments of $46,072, We also reviewed the 47 employers in
calendar year 1987 with the largest potential underpayments. We
Getermined that 30 of the employers had potential underpayments of
$52,057. The Ager<cy is following up on these cases. We also provided
the Agency with additional listings of potential underpayments from
$100 to $500 excluding out-cf-state wages, and potential underpayments
in excess of $500 not excluding out-of-state wages.

Jexas

We provided the Agency with detailed listings of calendar year 1587
employers with potential underpaid taxes in excess of $1,000,
excluding out-cf-state wages. There were 310 employers on the
listings with potential underpaid taxes of §2,741,873. We also
provided similar listings not excluding out-of-state wages, There
were 1,212 employers on that listing with potential underpaid taxes of
$8,082,644.

Texas Fir 1088 Wa ]

While we were performing the 1987 analysis, the Texas Agency regquested
our assistance in determining if employers were underpaying first
quarter 1988 taxes. This quarter was of particular interest to the
Agency because the taxable wage base increased fram $7,000 to $8,000
effective January 1, 1988. The Agency wanted an effective means of
verifying employer compliance with the wage base increase.

16
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Because the first guarter 1988 wage records were not yet updated on
the Agency's base period wage history file, and only one quarter of
Gata would be analyzed instead of a calendar year, we developed
special computer programs to perform the analysis, We used an Agency
cumulative wage file containing all wage records received cixring the
current quarter. We used an Agency—created special tax file
containing all available first quarter 1988 tax records. Because we
were working only with cne quarter of data, correcting errors in
social security numbers and linking predecessors and successors was
not necessary for the proper computation of taxable wages.

The Agency requested we print listings of all employers who
potentially underpaid their first quarter 1988 tax by more than $10.
We performed the analysis and printed listings on June 1, 1988,
showing 115934 employers had potentially underpaid $5,499,616 in first
quarter 1988 tax. To assist the Agency in readily identifying
employers who underpaid their tax due to paying on a $7,000 wage base,
we produced additional restrictive listings. These listings were
restricted to employers whose reported taxable wages were within one
percent of our special computation of taxable wages using a $7,000
wage base. There were 7,378 employers with potential underpayments of
$1,022,327 on the restricted listings.




Computer programming was necessary to correct cbvious social security
number (SSN) errors in order to more accurately calculate Eaxable
wages for each employer. Such errors also cause problems for an
Agency when performing monetary determinations for UI claimants.
Errors in SSNs on the wage record file may cause incorrect
Geterminations of benefits payable. If such errors.are detected, an
Agency must redetermine benefits. If the errors are not detected,
claimants may be under/overpaid benefits. Such errors also adversely
affect other Agencies' use of wage data in determining applicants'
eligibility for various social programs. By using the computer-
program we developed to detect errors, an Agency could periodically
detect and correct any SSN errors in the wage records. ’

During the course of the five reviews, we refined our computer error
correction program substantially, These refinements helped us to more
accurately correct SSN errors as we cained additional experience from
" each subsequent review. The following is a general description of the
methodology we used in Texas, the last state in our review. These
concepts could be applied in various programming lanquages by other
states, depending on data elements on the wage file.

Of the five states in our review, only Texas and New Mexico carried
the first initial of each wage earner on the wage file. Louisiana did
not have any name contrcl on the wage file. In Texas and New Mexico,
we modified our program so that a record could be considered
correctable only if it had one quarter of wages. We believe this
‘methodology produces more accurate results

Our basis for correcting errors in SSNs was a computerized comparison
of each employer's wage records. For every employer, we compared each

18
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wage record's SSN and wage quarters. Wage records with a difference
of only one digit in SSNs or with a two—digit transpositicn
difference, and having a surname with the first three characters the
same, having the same first initial, and having dissimilar quarters of
wages were considered to be potential errors. If one of the records
had only one quarterly wage item, we considered the SSN of the record
with the one wage quarter to be a potentially correctable error.

To test the validity of our camputer program, we manually reviewed a
randomly selected sample of the potentially correctable errors in each
of the five states.

Our review of the statistical samples showed that computerized
corrections of -errors in social security numbers can be made with a
high degree of accuracy. The following is a summary of the samples
reviewed:

Summary SN Erro
- Errors

. SSNs on Potentially Sample Properly
State Wace Pile Correctable _Size (Corrected
Georgia l-digit sample 5,596,818 88,917 120 120
Georgia 2-digit sample 5,5%9,818 14,099 119 112
North Carolina 5,079,241 46,522 124 123
Louisiana - 2,501,428 36,736 124 116
New Mexico 1,026,845 19,248 - 123 123

Texas 13,611,633 204,386 124 124

[
\D




M@gﬁ_&ms_s_érmlgs

Georgia

We selected two samples. For the one-digit sample all 120 errors were
corrected properly. We are 95 percent confident that of the 88,917
potentially correctable one~digit errors, no more than 2.6 percent
(2,312) of the adjustments would be improper. For the two-digit
sample, 112 of the' 119 errors were corrected properly. We are 95
percent confident that of the 14,099 potentially correctable errors,
no more than 10.9 percent (1,537) of the adjustments would be
improper. Because of the high error rate in the two-digit sample, we
limited two-digit potentially correctable errors in subsequent state
samples to transposition- errors.

North Carolina

Of a sample of 124 social security numbers, we properly identified and
corrected 123 errors. We are 97.5 percent confident that of the
46,522 potentially correctable errors, no more than 4.8 percent
(2,233) of the adjustments would be improper.

icia

Of a sample of 124 social security numbers, we properly identified and
corrected 116 errors. We are 97.5 percent confident that of the
36,736 potentially correctable errors, no more than 13.1 percent
(4,812) would be adjusted improperly. The high error rate in our
sample was primarily due to a name contreol not being on the Louisiana
Wage History File. ‘ |

20

£y




New Mexico

All 123 social security number errors in our sample were corrected
properly. We are 95 percent confident that of the 19,248 potentially
correctable errors, no more than 2.6 percent (500) of the adjustments
would be improper. We attribute this low error rate to using the
first initial on each wage record as an additional contral, and

considering a social security number error as potentially correctable
only if it has one guarter of wages.

Jexas

2All 124 social security number errors in our sample were corrected
properly. We are 95 percent confident that of the 204,386 potentially
correctable errors, no more than 2.6 percent (5,314) would be adjusted
improperly. The methodology to identify potentially correctable
errors was the same as that used in New Mexico.

o
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In our opinion, the underpayment Getection programs can be utilized by
State Employment Security Agencies as an effective toal in’targeting
employers for either in-house or field audit assigmments. These
programs would be especially useful in states with recent large
increases in taxable wage bases or in states with special taxes, such
as the debt service tax in Louisiana. The programs could ‘alsovbe very
productive in states with restrictive laws concerning wage credit
transfers for employer partial or total successions.

For states wariting to use the system but having only limited resources
to review the potential underpayments, the reviews could be restricted
to the most potentially productive cases. Restricting the reviews to
only those employees with potential underpayments in excess of $1,000
would substantially reduce the rumber of case reviews as shown below:

Total = Average

Review Number of Potential Potential
State . Pericd Smplovers  Underpaid Underpaid
Georgia 1/1/85-12/31/85 104 $ 440,437  § 4,235
North Carclina 1/1/86-12/31/86 120 916,110 7,634
Louisiana 1/1/86-12/31/86 149 841,107 5,645
Louisiana (1) 1/1/87-9/30/87 60 336,698 5,612
New Mexico 1/1/86~12/31/86 26 297,494 11,442 )
New Mexico 1/1/87-12/31/87 12 145,001 12,083
Texas (1) 1/1/87-12/31/87 302 _2.519.026 8,341
Total 13 85,495,873  § 7,110

(1) We identified additional potential underpayments by performing a
special analysis of the Louisiana debt service file for the third
quarter of 1987, and the Texas first quarter 1988 wage/tax files.
These analyses are discussed elsewhere in this report. -




In our opinion, the SSN edit runs can provide State Employment
Security Agencies with an efficient means of detecting and correcting
SSN data entry errors and employer-reported SSNs. These edit runs
could save substantial resources utilized in redetermining claims and
help ensure accuracy of data shared with other agencies. -




The ETA should disseminate the information in this report to State
Employment Security Agencies. Interested SESAs should be encouraged
to establish systems as described in this report to detect potential
employer underpayments and SSN errors. Assistance should be provided
where feasible to Agencies wishing to implement the system.

To aid State Employment Security Agencies in further understanding the
system and determining if they would be interested in installing it,
we have provided supplemental illustrative information in this

report. Appendix V contains procedures, listings of programs, and a
systems flowchart we provided to the Texas Employment Cammission to
run the system in Texas for calendar year 1988. The initial wage and
tax extract programs would have to be modified in each state to
accommedate differences in wage and tax file structures, codes, state
laws and regulations concerning transfer of wage credits to
successors, etc. Also, the program that computes taxable wages for
each employer would have to be modified to compute on the taxable wage
base 1in effect in the state during a specific year.

If desired, OIG can provide interested agencies with program listings
or magnetic tape copies of the pfograms. 0IG staff would also be
available for consultation or technical assistance. Such assistance,
by necessity, would be limited to no more than brief visits to an
agency. | ’

To turther encourage State Employment Security Agencies to adopt the
underpayment detection system, the ETA should consider modifying its
current field audit standards that require Agencies to audit at least
4 percent of the employers each year. This requirement should be
relaxed for those states willing to perform more potentially
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productive audits of employers identified by the underpayment
Getection system. For further comments on the 4 percent field audit
requirement, please see pace 2 of the North Carolina response at

Acpendix II.




L.

II. NORTH CARCLINA SESA RESKNSE TO REVIEW
IIL

V.

Ve

GEORGIA SESA RESPONSE TO REVIEW

LOUISIANA SESA RESPONSE TO REVIEW
TEXAS SESA RESPONSE TO REVIEW

EE




ATTEZODIX

GEORGIA fage 1 of 2
CPARTMENT |
= LABOR ~

]
My 19 321 PH'BH o
’ iongr
u.s. ')‘;':.'E:;ﬁ“” - _ ”‘s“’n.w. '
MSPE" TOF GEMERAL ‘ . , ashingtc .'w W
lgrUNTA‘AUNT OFFICE . ~  Atiasa, M!u‘”m

May 13, 19588

Mr. Robert R. Wallace

Regional Inspector General for Audit:
U. S. Department of Labor

1371 Peachtree Street, N. E.
Atlanta, Georgia 30367

Re: UI Taxable Wage Review
Dear Mr. wallace: |

This will provide you with an update of our experience
regarding the study your staff conducted of 1985 taxable
wages reported by Georgia employers, and our comments
concerning the future use of the procedures developed from
the project.

After eliminating cases with errors or cases that were
already pending adjustment cr review, collection letters
were mailed to 44 employers identified by your audit. As a
result of <these contacts, 34 employers paid the amounts
determined due. The total collected was $176,244.64
($8158,328.86 tax + $17,915.78 interest).

Six employers responded with information sufficient to
offset their proposed increase 1in tax. The total amount
deétermined not due was $4,229.09.

To date, four employers have not paid the additiona taxes.

Thls amounts to §8,542.70 plus interest. Apprepriate
fcllow-up activity 1s being taken in this regard.

We are very Dpleased with the results of the sample cases
developed Dy your auditers and plan to utilize the computer
programs they provided. Initially, we will be using the
computer edits and corrections of social security numbers to
improve the accuracy of our wage files. We plan alsoe to
install the programs which 1identify potential underpaid
taxes and process them against our records for 1986 and
1987. We believe, as vyou indicated, that potential unpaid
taxes may be discovered <for these years due tb the
diiference in Georgia's taxable wage base ($7,500) and the
federal wage base of $7,000. Since this particular part of
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the process requlres extensive manual a¢t1v1ty it will Dbe
phased 1n conjunctively with available staff time.

In closing, we would like to thank you for the opportunity

to participate in the development and testing of your model.

computer programs. Based on our experience 8o far, we
believe these programs can be an ‘effective ®tool in our
continuing  emphasis on overall program improvement and
quality control.

with best wishes, I am
Sincerely,

2

James A. Lowe
Deputy Commissioner
Employment and Training Programs

oy
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April 8, 1988

EMPLOYMENT SECURITY COMMISSION OF NORTH CAROLINA

POST OFFICE BOX 25903, RALEIGH, NORTH CAROLINA 27611

£l 4y
Gjl.\IJJJH

a’'sn

yE

Mr. Gerald W. Peterson, Assistant
Inspector General for Audit

200 Constitution Avenue N. W,
Room S$~5030

Washington, DC 20210

321440 LINNY YINYIRY
TVYINTY) JO010I4SNI
At 33440

HOBY S 4G
83, K4 8T |

Dear Mr. Peterson:

I want to take this opportunity to thank the members "of the Atlanta
Regional Office of the O0IG, Stanley McGhee and Van O'Connor under
the direction of John Riggs, who helped us determine potential
underpayments of unemployment insurance taxes by employers. They
accomplished this by developing numerous programs (which they
left with our Data Processing staff) to access our computer files

to detect:

l. Possible incorrect social security numbers on our wage file, and

2. Employers reporting and paying unemployment insurance taxes on
an incorrect amount of taxable wages.

Their programs detected 3,244 employers who had possibly paid
unemployment insurance taxes on an incorrect amount of taxable

wages. Of these 3,244 cases, they reviewed and/or provided our

staff with 209 cases.

After reviewing their documentation and making the necessary

; adjustments to our employer and/or wage files, the Tax Department

has processed 159 cases. Of those cases 73 required no Assessment
to be sent to the employer because the potential underpavment
was created by incorrect information on the wage file which was
subsequently corrected, employers who had claimed wage credits
from their predecessors that they were not entitled to but
subsequently transferred the reserve account, etc.
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Mr. Cerald W. Peterson - 2 - April B8, 1988

86 cases required a Tax Assessment and Demand for Payment be sent

to the employer. The disposition of those cases is as follows:

Number Paid: $0
Amount Collected: $209,533.83
Amount OIG Auditors Calculated

to be Underpaid: $241,609.22
Number Cancelled: ' 12

Reasons for Cancellation: 6 Transfer of Reserve Account
forms received
5 Out-of-state wages (tax paid
to another state)
1 First quarter 1986 wages posted
. to incorrect account number
Amount 0IG Auditors Calculated

to be Underpaid: $268,057.09
Number of Outstanding Bills: 14
Amount of Outstandiog Bills: $83,439.13
Amount OIG Auditors Calculated .
to be Underpaid: $86,138.78

We plan to run these programs annually as we feel that they are
very valuable tools in detecting possible under-reporting of taxable
wages and underpayment of unemployment insurance taxes. We believe
that other states could gain from having access to these programs
especially 1if their taxable wage base changes annually and if
the transfer of a predecessor's experience rating account is not
mandatory.

We feel that the implementation of this program and the subsequent
follow-up would better serve this Agency than to perform audits
merely for the sake of meeting ETA's 4X Desired Level of Achievement

for Audit Penetrationm. For instance, we performed 1,207 audits.

for the period January through March 1988 in which we detected
$26,110.00 -in underpayments of unemployment insurance taxes and
$23,807.00 in overpayments of unemployment insurance taxes for
a net underpayment of $2,303.00. When these figures are compared
to a collection of $209,533.83 from 60 "OIG audits", it appears
that our time and money could best be spent processing the cases
detected by your auditors' computer programs.

Again, let me say that we feel that these programs are very valuable

tools that this Agency intends to use in the detection of
‘underpayment of unemployment insurance taxes by employers.
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Mr. Gerald W. Peterson - 2 - April 8, 1988

1f we can provide you with any further information, please contact
Miriam B. Fry, Assistant Director for Tax, at Telephone Number
(919) 733-7395.

Sincerely,

C2a

airman

Copy to: Mr. John Riggs, Assistant
Regional Inspector General
1321 Peachtree N. E.
Room 240
Atlanta, Georgia 30367
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REAEIVED -
State of Louisiana Are B 1011 BK 88

DEPARTMENT OF LABOR
OFFICE OF EMPLOYMENT security U.S ‘1}' o ASGR
P O BOX 44094 I“S i ' '-,. , .‘ER‘.
Raton Rouge, Louisiana 70804ATUANTA &LLIT CFFICE

” (S04) 342-3013 »
PHYLLIS MOUTOR JUANTITA BERG _
SECRETARY OF LABOR March 28, 1988 ASSISTANT SECRETARY OF LABOR

b

Mr. Gerald W. Peterson

Assistant Inspector General for Audit
200 Constitution Averiue, N. W.

Room S-5030

Washington, D. C. 20210

Dear Mr. Peterson:

we would like to take this opportunity to express our appreciation to the
Office of Inspector General for assisting this Agency in identifying problems
within our employer tax files and employee wage history files.

The Tax Operations staff plans to utilize the model programs that affect the
Employer Accounts and Debt Service files. These programs have proved to be
useful in determining potential underpayments of unemployment insurance taxes.

'.‘».-t\ .

we wish to thank Mr. John Riggs and his staff: Mr. Stanley McGhee,

Mr. Van O'Connor, Ms. Genease Mathews and Ms. Kerrie Russell for the programs
they prepared for this Agency. Through their diligent work, the Louisiana
Department of Labor has the potential of ccilecting an additional $1.3 million
in unemployment insurance taxes due the State. Also, their assistance with
our new Debt Service Tax realized a potential collection of $3.1 million.

The software programs designed for the employee wage history files have
assisted in correcting approximately 33,000 social security number errors,
and has allowed this Agency to pay unemployment insurance benefits faster
with a reduced number of benefit assignments sent to tax auditors in the
field.

Again, we express our appreciation to the Office of Inspector General and
welcomed the opportunity to be involved in this project.

Sincerely,

Juanita B. Befg C;,/
Assistant Secretary/Administrator

JBB:MEW:ae
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TEXAS EMPLOYMENT COMMISSION
SR TR TR - UWreper

MaLomng the founaation of econom secu

Mr. John Riggs

Regional Inspector for Audit
U.S. Department of Labor
Office of Inspector General
1371 Peachtree North East
Atlanta, Georgia 30367

Dear Mr. Riggs:

We appreciate the excellent work that was done for us in
the last few months by Mr. Van O'Conner, Mr. Stanley McGhee
and Ms. Genease Mathews of your agency. Their efforts have
produced some very good results in leads of potential under
payments of taxes by Texas employers.

The State of Texas taxable wage reporting base has
increased from $7000.00 in 1987 to $8000.00 in 1988. The
EASYTRIEVE programs developed detected a large number of
employers that did not properly report the correct taxable
wages for the year 1987 and during the first quarter of
1988. The programs will be used against other 1988
quarters as well as subseguent years.

Thank you for your assistance and the great job completed
by your agency.

Sincerely yours,

Unemployment Insurance
Director
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1. PROCELURES
2. LISTING OF PROGRAMS

3. FLONCHART OF PROGRAMS
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3. .

TSXAS U1 TAXARLE WAGES TECHNICAL ASSISTANCE
1988 TAX PILE/WAGE PILE ANALYSIS
JPROCEIORES

Request Eddie McHargue to create a wage file for 4th quarter 1987
through 4th quarter 1988. the file shauld be in the same format and
the location of each quarter's data should be the same as that created
for the OIG auditors for the 4th quarter 1986 through 4th quarter
1987. The name of that file is P, IN. WRO4.WR300864. All fields for
unavailable quarters should be zero-filled or hlank-filled depending
on the field format, If this job is to be run quarterly, reguest the
file to be built after each quarter's wage records are available on
the computer,

Request David Riley to create a tax file containing tax data for each
quarter in 1988. The file should be in the same format and the
location of each quarter's data should be the same as that created for
the OIG auditors for calendar year 1987. The name of that file is

P, EA, TX88, T(S35VOl. All fields for unavailable quarters should be
zero~-filled or blank-filled depending on the field format., If this

job is to be run quarterly, request the file to be built after each
quarter's tax records are availahle an the computer.,

Submit the Easytrieve jobs in the sequence on the listing of computer
programs. Submit only one job at a time. Verify that the job
finishes with a completion code of '0000' before sutmitting the next
jobs Spot check the printouts to verify the accuracy of the data.

Cbtain fram Eddie McHarque and David Riley the names of théwage and
tax files for 1988. If different than the 1987 names, the input file

names in programs WAGEL and TAX] must be changed accordingly prior to
sutmitting the programs.

The programs were set up with cutput file names containing the date of

June 21 or 22, 1988, imbedded in the file name. At the time each job

is run, change the date to that of the current date. Remember that
subsequent programs using the files must have the name of the input

file changed accordingly. -

For contral purposes, maintain a log of runs. -
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—RAME DESCRIPTION

1. WaGEl FPlags SSNS and produces output files of wage records.

2. WAGE2 Sorts wage records by employer, surname, first initial,
SN '

3. WAGES Corrects SSN errors and drope duplicate records.

4. TAX1 Extracts 1988 tax data and flags successions.

5. TAX2 Produces a file of successions.

6. TAX3 Updates successor file with second successor number.

7. TAX4 Updates 1988 tax records with final successor number.

8. . TAXS Sorts 1988 tax records by final successor number.

8. TAX Combines tax records of successors/predecessors.

10. WAGE4 Updates wage records with final successor number.

11. WAGES Sorts wage records by final successor, SN, surname.

12, WAGES Computes employers taxable wages excluding out-of-state
wages, :

13. WAGE7 Computes employers taxable wages not excluding ocut-of-state
wages. : :

14. WAGETAX]l Compute potential underpaid taxes excluding out—of-state
wages.

15. WAGETAX2 - Count range of underpayments excluding cut-cf-state wages.

16. WAGETAX3 Conputes potential underpaid taxes not excluding
out-of-state wages,

17. WAGETAX4 Count range of underpayments not excluding out-of-state

. 3

 wages,
18. WAGETAXS 1Identify employers who paid taxes on excess wages.
19. WAGES Print SN quarterly wage details for selected employers.
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TDAS 1] TOXABLY MACES TICHNICAL #S3ISTANCE
1938 TAY FILL/WACT FILE AMALYSIS
FLOWOIART OF COMPUTIX PROGRAKS

P.IN KR WPI0BBE4

AGENCY WACT RISTORY FILL (4TN QTR 1987 - 4TH QIR 1988)

(LACH QUARTEX § DATA MUST BE IN A PRISCRIBED FIXED LOCATION. &LL FIELDS FoR
UNVAILABLE QUAXTERS MUST BE ZIRO/BLANX FILLED, IHE LOCATION OF 4 SPECIFIC
QUARTIF § DATA MUST MEVER BE CHANGID. OBTAIN FILI FRom DBIT WCHARGUL.)
= P.IN. R4, NR399364
FLAGS SSNS NITH MAGES MITH AMOTEER
L, $%. JCL DPLOYIR, FLACS SSHS WIIH MAGES WITH
tacEL) SAME DXPLOYER IN 4TH QTR 1987, PRODGCES
OUTPUT FILIS OF WAGE RECORDS 4TH QTR
1987 - 4TH QTR 1988, ONE OUTPOT
FOR EACH SSN/DELOVER
s 1 PBSKC MAGEL . JUNE2188
S— /‘/
] 1.5, SKC. MACE2, JIIE
L.$%.JCL -
(G2 >
KORTS MAGE RECORDS BY DMPLOYER :
FIRST 3 DIGITS OF
Urart, FIRST IKITIAL, AMD
SSN.  CSUNCSORT) , 7
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T.PB.SMC, HAGE2. JUNE2188

FROM L. SHC. JCLOMAGE2)

CORRECTS: PROBABLY SN FRRORS
iND DROPS DUPLICATE RECORDS.

L., JCL
(RAGED)

SN AT cowes
CORRECT RECORDS. POHDING

"lh

T 1.PB.SKC. MAGED. JUNE2188

T0 L.SXC.JCL(HAGES)
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198t DPLOYIR TAX FILI ~ P IR, T3S, TX93900L

~TJPUAL TXBE. TXRI9VOL | : &aﬂ.ﬁ

RACTS 1988 TRAX DATA #ND
& SHCCISSIONS

L.S%C. JCL(TAXL)

T J.PB.SHC. TRYL . JUNE2288

L.SHC. JCL(TAX2)

=~ 1.PB.SKC.TAX2 . JUNE2288

RODUCES & FILL OF SUCCESSORS.

CH QUARTER’S DATA WIST II § PRESCR 10N,
R UMURIU N nps m:i::z{:%?iu%;;rm
rm M) RILIY.) -

T0 L.SXC.JCL (TAX4A)

)
-
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L.3xC. JCL

(TaX3)

PDATES SUCCESSOR FILE WITH SICC
UCCESSOR MUMBER, IF AMY. _

~ T.PB.SXC. IAX3. JUNE2288

C
T0 L.SMC. J(
(WAGE4)
'fg LSKC. J(
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T.PR.SMC. TR JUNER 288

L.SKC.
(T1aX4)

988 TAY RICORRS NITI FIMAL
, 17 e,

1.73.30C. T3 JuNT2288

BB SKC. TAYA. JUNE2288

L.3%C.JCL
(TAXS)

ORTS 1988 TAX RECORDS BY FIMAL
PUCCESSOR MUMBER. (SYMCIORT)

. PB. SC. TRYS . JUNE2288

4

L.SNC, JCL
(TRX6)
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L J.PB.3XC. TAXG . JUNE228
INES TAX RECORDS OF _
BUCCESSORS/PREDECESSORS

‘\L
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UPDATIS WACT RECORDS WITH
FIMAL $BCCITSOR MUMBER.

Y. PR.SNC.HAGES, JUNE2188 LILINC.TAG. U288
L.3%C. KL .
1 (WAGEQ) ¢
7B, SHC. MAGEL, INE228$
S
om lm:t xzcom 24 nmx. succzs:ox
xxsr 3 DIGITS OF SHRWAME &
L.3XC.JCL xxsr imm. (SYNCSORT)
(HRGES)
COMPUTES TAYABLE MAGES FOR
FACH DPLOYIR EIXCLUDING | T.PB.SKC. MAGES . JUNI2288 :
OUT-OF-STATE WAGES. e ,
] oo ng TaXABLE mmcF F
L.$KC. JCL L.SNC.JCL cwnmcnwu 7% R
(WAGES) . : (G ¢is.
N—
+ 1.PB.SKC.MAGES.JUNE2288 ,
L | ,»”‘\Kn.snc.mm.aumzss

. .JCL \Z 10 L.3xC.

TO L.SMC, JCL{WACES) -

TEXAS &PPDOIX -
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1.73. SNC. TAXE . UNE2288

1.78. SNC. MACTS . JUNER 288

H

—
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~~=J.PB.SXC. HACKTAX! . JUNE2288

)

A 4

ol
AR
L.SX.JCL-  POI
(MAGETIRX2)
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1.P0.SAC. TAXL . JUNE2288

TAY RICORMS MITE FIMAL

PIMTIS {
B8CCITION

P 3

MBER, [T aMX.

1.7, SKC. TA 3 JUNT2288

L.3KC. 3L
(1aX0)

3. PB.SKC. TAXA, JUNE228¢

\A
= ORTS 1988 TAX RECORDS BY FIMAL
CCESSOR MUMBER. (SYNCIORT)
L.$%C. JCL
{1a55)

e J.PB.SNC. TRYS . JUNE2288

'/
~——
: INES TAX RECORDS OF
KliCCES SORS /PREDECES $ORS
L.SNC. JCL ,
{Ta%E)
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- |

1988 DOPLOYIR TaX FILX - P.IR.TX38,.TX93900L

: (EACH QUARTER'S DRTA MUST IN ¢ PRESCRIBED FIXID LOCATION |
g 4 DR SR ents S K meagnl
OBTAIN FILX M1 RILEY.) g

RACTS 1988 TAX DATh AND
& SDCCISSIOG

L.SX. JCL(TAXL)

=T PB.SNC. TAX  JUNE2288

/ )
Vs T0 L.3XC.JCL (TAX4)

}

RODUCES & FILE OF SUCCESSORS.

L.SMC. JCL(TAX2)

~~J.PE. S, . TAX2. JUNE2288

PDATES SUCCESSOR }' II.! NITH SECC
LUCCESSOR MIMBER, IT ANY.
L.S!C.\)!CL

\
/ o

A 4

s T PBLSKCL TAXS ., JUNE2288
C
' 0 L.INC.Jt
WAGE4)
N ¢ L.IN
: TAX4) )
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T.PB.SNC. TAX6 . JUNE2288

T.PB. 3. WAGET, JUNE2288

I ¢
COMPUTES POTDNTIAL DNDIRPAID TAXTS
FOX DACH DOLOYER MOT DXCLHDING
QUT-OF-TTATE WCIS, 410 PRIKT
O PYY PORLS.
1.3%C.JCL
(RACITAXS)
/, T.PB. SKC. RACETAXD . JUNE2288
\\ //
J y
= ETERMINE DXPLOYERS WH ~
POTDNTIALLY FID TAXES Con
L.SKC.JCL  EXCESS WRCES. L.SKC.JCL
(RCITAYS) (FACETAXE)

COUMT & OF D!PLO'{ZRS IN
DERIOUS RAMGES O
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