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CHARGE

Review State Budget Issues

The Legislative Budget Committee is statutorily directed to compile fiscal information and study
and make recommendations on the state budget, including revenues and expenditures, and the
organization and functions of the State, including its departments, subdivisions, and agencies,
with a view of reducing the cost of state government and increasing efficiency and economy. In
addition to its statutory duties, the Committee is to review the following:

e Impact of the 24/7 Pay Plan on correctional facilities and state hospitals;
e [Extraordinary transfers to the Kansas Public Employees Retirement System Trust Fund;

e Construction and remodeling of the Docking State Office Building and the Kansas
Department of Health and Environment Forensic Science Laboratory;

e Receipts of federal COVID-19 relief funding; and

e The independent audit of the State Unemployment Trust Fund and report to the
Legislative Coordinating Council in September 2022.
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Legislative Budget Committee

ANNUAL REPORT

Conclusions and Recommendations

The Legislative Budget Committee (Committee) makes the following recommendations:

e The Legislative Coordinating Council should recommend the State Finance Council

approve the transfer of an additional $107.9 million from the Legislative Employment
Security Fund to the Unemployment Trust Fund from federal funds. This is in addition to
the $250.0 million transferred to the Unemployment Trust Fund in FY 2022, for a total of
$357.9 million. [Note: The report to the Legislative Coordinating Council concerning the
transfer is contained in the appendix. |

The House Committee on Appropriations and the Senate Committee on Ways and Means
should receive updates regarding and consider the following items:

o Providing additional funding to the Budget Stabilization Fund; and

o Reevaluating investment priorities for the $167.0 million from the State Fiscal
Recovery Fund in FY 2022, for a total of $357.9 million that may be recouped and
reallocated from other purposes.

The Kansas Department of Transportation should consider conducting a cost analysis
study to construct or enhance mass transit systems in Johnson, Sedgwick, and Wyandotte
counties to address economic growth in those areas and changing travel behaviors. The
study should propose what such transit systems would look like and account for any

federal funds estimated to be available in future years.

Proposed Legislation: None.

BACKGROUND

The Legislative Budget Committee
(Committee) is statutorily directed in KSA 46-
1208 to compile fiscal information.

It is also directed to study and make
recommendations on the state budget, revenues,
and expenditures, and on the organization and
functions of the State, including its departments,
subdivisions, and agencies, with a view of
reducing the cost of state government and
increasing efficiency and economy.
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COMMITTEE ACTIVITIES

The Legislative Coordinating  Council
authorized six meeting days for the Committee
during the 2022 Interim. The Committee met five
times in 2022, on August 25, September 20,
October 28, November 22, December 19, and once
in 2023 on January 6.
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Revenues

State General Fund Profile, State General Fund
Receipts, and Economic Indicators

At the August 25, 2022, meeting, staff from
the Kansas Legislative Research Department
(KLRD) provided an update on the FY 2022 actual
receipts and a revised State General Fund (SGF)
profile through FY 2026. Actual receipts for FY
2022 exceeded the estimate by $221.0 million, or
2.9 percent. The KLRD staff also provided the
quarterly economic indicators report. High levels
of inflation were the most noteworthy economic
variable for the second quarter of 2022. The three-
month period saw the national consumer price
index increase at an average year-over-year rate of
8.6 percent.

At the November 22, 2022, meeting, KLRD
staff provided an update on the revised consensus
revenue estimates. The overall estimate for FY
2023 was increased by $794.2 million. Of this
amount, the estimate for total tax revenues was
increased by $773.0 million, while the estimate for
other revenues was increased by $21.2 million.
The initial estimate for FY 2024 revenues was
$10.124 billion. The forecast for FY 2024
represents a 4.4 percent increase above the newly
revised FY 2023 total.

At the January 6, 2023, meeting, KLRD staff
provided an update on SGF receipts through
December 2022. The KLRD analyst indicated that
Kansas receipted $110.2 million SGF in excess of
estimates; however, the majority of the excess
income was attributable to changes in taxpayer
behavior associated with the SALT Parity Act that
was enacted through 2022 Senate Sub. for HB
2239. The Act allows for certain income taxes that
would otherwise be paid by individuals to be paid
by business entities. Individual business owners
then receive a tax credit equal to the amount of tax
paid. Accordingly, receipts under the Act will
reduce individual income tax receipts by an equal
amount during individual income tax filing season.

Budget Stabilization Fund Balance

At the August 25, 2022, meeting, KLRD staff
provided an update on the Budget Stabilization
Fund balance. During the 2022 Legislative
Session, $750.0 million was transferred to the
Budget Stabilization Fund in FY 2022 by the
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appropriation bills. In addition to these transfers,
50.0 percent of SGF tax-only receipts in excess of
the consensus revenue estimates adjusted amount
are to be transferred to the Budget Stabilization
Fund in FY 2022, FY 2023, and FY 2024. The
actual transfer for FY 2022 under this provision
was $219.1 million.

The result of all transfers to the Budget
Stabilization Fund for FY 2022 totals $969.1
million. The statute also provides that the Budget
Stabilization Fund receive interest earnings on a
monthly basis. The balance in the Budget
Stabilization Fund in August 2022 was $970.5
million.

SGF Reappropriations from FY 2022 to FY 2023

At the September 20, 2022, meeting, KLRD
staff provided an overview of the reappropriation
process and discussed the $315.9 million in SGF
reappropriations for FY 2023. The majority of the
reappropriations were for human services
caseloads and the Department of Corrections
Evidence-based Programs.

Caseloads

Education Consensus Caseloads Estimate

At the November 22, 2022, meeting, KLRD
staff provided an update on the revised consensus
caseloads estimate for education. For FY 2023, the
estimate was reduced by $70.2 million, including
$65.3 million SGF, below the previous estimate.
The decrease was predominantly in State
Foundation Aid due to revised student enrollment
estimates. For FY 2024, the estimate increased by
$48.3 million, including $21.6 million SGF, above
the revised FY 2023 estimate.

Human Services Caseloads

At the December 19, 2022, meeting, KLRD
staff provided the updated fall estimate of the
human services caseloads. The revised estimate for
FY 2023 was $4.8 billion, including $1.3 billion
SGF. This is an all funds increase of $259.5
million, including an SGF decrease of $198.0
million, from the approved amount. The initial
estimate for FY 2024 was $4.8 billion, including
$1.5 billion SGF. This is an all funds increase of
$7.9 million, including an SGF increase of $163.0
million, above the FY 2023 revised estimate.
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Agriculture
Water Supply Storage Debt

At the September 20, 2022, meeting, the
Director of the Kansas Water Office presented an
update on water supply storage debt. She provided
a brief overview of the agency and the Water
Planning and Implementation program. The Public
Water Supply program administers programs to
ensure an adequate supply of water to Kansans
who receive water from state-owned storage in
federal reservoirs. Customers pay the Kansas
Water Office for use of the water. The customers
are primarily municipal and industrial users, but
there are some irrigation customers as well. These
funds help pay for the water supply storage debt
with the federal government.

State Fair Capital Improvements Update

At the October 28, 2022, meeting a
representative of the Kansas State Fair reviewed
the $14.5 million SGF in estimated FY 2023
capital improvements, $10.0 million of which is
for Bison Arena renovations. The full renovation
costs for the Bison Arena are estimated to be $20.0
million.

Bipartisan Infrastructure Law for Wildfires

At the December 19, 2022, meeting, the
Secretary of Agriculture provided an update on the
Governor’s Wildfire Task Force. The Task Force
had met four times, with another meeting
scheduled for January 5, 2023, at which time the
Task Force would make recommendations. The
Secretary discussed possible recommendations
related to mitigation projects, weather monitoring,
response plans, mapping, and challenges to local
firefighting entities.

Commerce
Panasonic Agreement and APEX Legislation

At the August 25, 2022, meeting,
representatives of the Department of Commerce
provided an update on the APEX agreement with
Panasonic. According to the Department of
Commerce, the Panasonic Agreement includes a
$4.0 billion capital investment, 4,000 planned new
jobs, 4,000 additional jobs that could be created by
suppliers and community businesses, and 16,500
construction jobs.
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Build Up Kansas

At the September 20, 2022, meeting, the
Executive Vice President, Associated General
Contractors (AGC) of Kansas, Inc., presented
information on the Build Up Kansas program,
which is a collaborative effort between the State
and private industry designed to educate and
attract young people into careers in construction
and industry. He said the 2022 Legislature
provided funding to help build on the success of
the program. The Executive Vice President noted
that approximately 40 years ago, the federal
government encouraged people to attend college,
which dismantled the vocational training system.
Twenty years ago, AGC noticed the impact of the
lack of vocational training and began working
with high schools, community colleges, and
vocational technical centers to ensure that
vocational training systems remained in place in
Kansas. The AGC also started a program with
selected prisons to train low-risk inmates;
approximately one-third of those inmates have
been hired into industry after their release. The
Executive Vice President noted that in recent
years, there has been a recognition that skilled
workers are needed; therefore, four years ago,
AGC started the Build Up Kansas program.

Kansas Infrastructure Hub

At the October 28, 2022, meeting, a
representative of the Kansas Department of
Transportation reviewed the the federal Bipartisan
Infrastructure Law, which provides $3.8 billion of
funding for Kansas over five years. The bill also
included $145.7 million in additional funding for
highways, bridges, electrical vehicle
infrastructure, and rural transit. The representative
also presented on the Kansas Infrastructure Hub,
which assists local governments in applying for
federal infrastructure grants.

American Rescue Plan Act Grants for Higher
Education and Economic Development

At the November 22, 2022, meeting, a
representative of the Department of Commerce
presented on federal American Rescue Plan Act
(ARPA) grants in 2022 HB 2510 and 2022 House
Sub. for Sub. for SB 267, which designated
funding for State Board of Regents universities,
Washburn University, community and technical
colleges, private and independent colleges, and
Regents University Challenge Grants. According
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to the Department of Commerce, all entities have
been informed of the requirements for the grants,
and the agency is currently accepting requests for
proposals. Recipients are required to have the
funds expended by June 30, 2024, with extensions
on a case-by-case basis up to June 30, 2026.

Broadband Expansion

At the November 22, 2022, meeting, a
representative of the Office of Broadband
Development,  Department of Commerce,
presented on the Broadband Acceleration Grant
program started in 2020. The program is funded
through the FEisenhower Legacy Transportation
Program and will grant $85.0 million over 10
years. The program requires a 50.0 percent match
with a minimum grant of $1.0 million.

The Department of Commerce representative
also reviewed federal capital projects funds within
ARPA; the Infrastructure Investments and Jobs
Act; the Broadband, Equity Access, and
Deployment Act; the Digital Equity Act; and the
Enabling Middle Mile Broadband Infrastructure
Initiative. As of May 2022, the Department of
Commerce had awarded $11.1 million in
Broadband Acceleration Grants and $15.8 million
in Capital Project Funds Grants.

The representative noted the
programs were still being rolled out.

remaining

Update on Digital Transformation Fund

At the December 19, 2022, meeting, a
representative  of Wichita State University
presented an update on the digital transformation
funds provided to the university by the 2022
Legislature. He explained there are two ongoing
projects, the National Institute for Aviation
Research (NIAR)/WERX program and the Wichita
Biomedical Campus.

COVID-19
COVID-19 Expenditure Update

At the September 20, 2022, meeting, a
Principal Auditor from the Legislative Division of
Post Audit (LPA) provided an overview of the
performance audit concerning COVID-19 relief
funding distribution. The audit’s objective was to
answer the following questions:
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e What is Kansas’ process for distributing
COVID-19 relief funding?

o The auditors determined that Kansas
used a special task force and
legislative appropriations to distribute
certain COVID-19 relief funding.

e Have Kansas’ distributions of COVID-19
relief funding been appropriate?

o The auditors determined that the
State’s distribution of Coronavirus
Aid, Relief, and Economic Security
(CARES) Act funding appears
appropriate, but some spending may
be problematic.

At the December 19, 2022, meeting, the
Secretary of Administration explained that a plan
would be presented to the State Finance Council
on December 20, 2022, to distribute the remaining
ARPA funds provided for discretionary purposes.

The Secretary stated that all ARPA funds must
be encumbered by December 31, 2024, and
expended by December 31, 2026. The Secretary
reported the Office of Recovery will continue to
monitor the status of projects to maximize the use
of any unspent funds.

General Government

Kansas Public Employees Retirement System
Trust Fund Transfers, Rate of Return, and
Modernization

At the August 25, 2022, meeting, a
representative of the Kansas Public Employees
Retirement System (KPERS) presented on the
status of the KPERS Trust Fund.

As of December 31, 2021, the KPERS Trust
Fund funded ratio was 71.6 percent, which is a
decrease below 72.5 percent in the previous year.
The decrease is attributable to the KPERS Board
reducing the estimated rate of return from 7.75
percent to 7.00 percent.

The KPERS representative also reviewed
various other elements of the KPERS system.
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Judicial Branch Operations and Docket Fees
Credited to State General Fund

At the September 20, 2022, meeting, the
Special Counsel to the Chief Justice, Judicial
Branch, provided an update on Judicial Branch
operations and docket fees credited to the SGF. He
noted there have been historic changes in the
Judicial Branch that would not have been possible
without the partnership of the Legislature.

During the 2022 Legislative Session, HB 2541
was passed, which moved the funding of core
Judicial Branch operations to the SGF. In return,
the Judicial Branch deposits some fees into the
SGF instead of court-specific funds. For FY 2022,
$27.7 million was collected. For FY 2023, the
Judicial Branch estimates that $28.3 million will
be collected. Accounts that flow to counties and
agencies were not impacted by this action.

The representative also noted that the 2021
Legislature provided funding to hire 70 additional
court services officers (CSOs). Those positions
have been filled, and the retention rate for those
positions, and CSOs in general, is high.

Sports Wagering

At the September 20, 2022, meeting the
Executive Director of the Kansas Lottery provided
a presentation on the rollout of sports wagering in
Kansas and stated the rollout has gone well. The
2022 Legislature passed a bill to authorize sports
wagering at the four state-owned and -operated
gaming facilities, which became law on July 1,
2022. Each gaming facility is authorized to have
up to 12 mobile platforms such as FanDuel and
DraftKings.

The Executive Director said the agency went
through many steps including negotiating
amendments to the existing casino contracts to
provide for in-house sports wagering. Two of the
four facilities offer in-house sports wagering. The
agency promulgated various rules and regulations
related to sports wagering that have been approved
by the Office of the Attorney General.

The Executive Director noted the agency
would provide updated estimates that include
sports wagering revenues during the consensus
revenue estimates process in fall 2022.
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State Employees Health Care Commission
Update

At the October 28, 2022, meeting, a
representative of  the Department of
Administration presented on the 2023 State
Employee Health Plan. For calendar year 2023,
the employee rates will remain unchanged, and
dental rates will decrease. The agency has also
developed new flexible spending account (FSA)
options including a mass transit FSA and a parking
FSA with the ability to carry over deposits.

Docking State Office Building and Kansas
Department of Health and Environment
Laboratory Construction Status

At the meeting on December 19, 2022, the
Secretary of Administration provided an update on
the renovation of the Docking State Office
Building and the construction of the new Kansas
Department of Health and Environment (KDHE)
Laboratory. The Secretary reported the Docking
State Office Building renovation was on schedule
to be completed in FY 2025, and the new KDHE
Laboratory was on schedule to be completed in
calendar year 2024. The Secretary also noted that
87 percent of the supplies and labor for the
Docking State Office Building renovation is
Kansas-based. The Secretary provided a timeline
and map reflecting the impact of the projects on
the Capitol Complex. The Secretary clarified that
Parking Lots 1 and 8 contain enough spaces to
accommodate construction.

Safe and Secure Schools Update

At the October 28, 2022, meeting, a
representative of the Kansas State Department of
Education presented on the implementation of the
Safe and Secure Schools program provisions.
Senate Sub. for HB 2567 (2022) provides $5.0
million, including $1.0 million in federal funds,
for the acquisition and installation of security
cameras and other safety equipment in K-12
schools with at one-to-one dollar match
requirement. The representative noted the program
has established nine safety standards and requires
four fire drills, two tornado drills, and three crisis
drills per school year.

Housing Programs

At the November 22, 2022, meeting, a
representative of the Kansas Housing Resources
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Corporation presented on various housing
initiatives passed by the 2022 Legislature. For FY
2023, the State provided $62.0 million in new and
enhanced programs for rural and moderate income
housing, including the Moderate Income Housing
Program ($42.0 million) and a rural housing loan
program ($20.0 million).

A a variety of policy adjustments were also
enacted, such as the Affordable Housing Tax
Credit, the Kansas Housing Investor Tax Credit,
and the Rural Home Loan Guarantee.

Federal Cybersecurity Grant Program

At the November 22, 2022, meeting, a
representative of the Kansas Information Security
Office presented on the State and Local Security
Grant program. Kansas was allocated $2.8 million
in federal funding for federal fiscal year 2022 as
the first of four years of funding with a 10.0
percent match requirement. The funds are to build
a state cybersecurity plan that must be submitted
by September 2023.

Three-year IT Security Summary Report

At the December 19, 2022, meeting, a
representative of LPA presented the Three-year
Summary of Security Controls report summarizing
the findings of information technology (IT)
security audits on several agencies. The
representative noted that half of the entities did not
substantially comply with IT security standards
and best practices.

Update on Funds Distributed by Governor’s
Grants Office

At the December 19, 2022, meeting, a
representative of the Kansas Governor’s Grants
program provided an overview on Victims of
Crime Act Victim Assistance program funds.

The representative indicated the federal Crime
Victims Fund had a declining balance due to fewer
deposits during court closures related to the
COVID-19 pandemic. The representative noted
the program is able to spend funds over three
years, which has allowed the program to manage
fluctuations in the fund; however, the program will
need to cut approximately 40.0 percent of its
subgrants if federal awards in FY 2022 are similar
to FY 2021 award levels.
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Review of Unemployment Insurance
Certification

At the meeting on December 19, 2022, the
Director of Legislative Research, KLRD, provided
an update on the audit concerning improper
unemployment  insurance = payments.  The
Unemployment Modernization and Improvement
Council was tasked with recommending to the
Committee an amount to transfer from the
Legislative Coordinating Council’s Legislature
Employment Security Fund to the Employment
Security Fund of the Department of Labor. The
Council recommended a total transfer of $108.0
million.

The Committee voted to recommend the
Legislative Coordinating Council transfer $108.0
million from the Legislative Employment Security
Fund (of the Legislative Coordinating Council) to
the Unemployment Fund (of the Department of
Labor).

Materials relating to the audit and certification
of improper payments can be found in the
appendix, including:

e The Fraud Investigation Services Report
prepared by FORVIS, LLP;

e A supplement to the FORVIS, LLP report;

e C(Certification of the amount of improper
payments; and

e The full report of this Committee to the
LCC regarding the amount of improper
payments and the transfer to the
Unemployment Fund.

Board of Indigents’ Defense Services Salaries

At the December 19, 2022, meeting, the
Executive Director of the Board of Indigents’
Defense Services presented an update on public
defender salaries following the salary increases
approved by the 2022 Legislature. The Executive
Director reported fewer vacancies and a decreased
turnover rate. The Executive Director further
indicated the agency will request $600,000 from
the 2023 Legislature to avoid stagnating pay rates.
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Performance-based Budgeting

At the January 6, 2022, meeting, a
representative of KLRD briefed the Committee on
performance-based budgeting. For FY 2023,
agencies have submitted performance-based
budgets in compliance with the request by the
House Committee on Appropriations. The
performance-based budgets are available on the
KLRD website.

Public Safety
24/7 Pay Plan Update

At the August 25, 2022, meeting, a
representative of the Kansas Department of
Corrections provided an update on the 24/7 Pay
Plan. According to the agency, the plan had the
effect of immediately reducing the vacancy rate
for correctional officers. The representative noted
that despite stopping the attrition as of August 15,
2022, the average vacancy rate remains at 22.0
percent, and four adult facilities have a vacancy
rate above 25.0 percent.

Evidence Based Juvenile Initiatives Account

At the October 28, 2022, meeting, a
representative of the Kansas Department of
Corrections presented on the Evidence Based
Programs Account of the SGF. For FY 2023, the
account has $63.5 million in resources and a
budget of $18.2 million. The representative
presented a plan to expend the Fund through FY
2030 through 22 different grant programs.

Forensic Laboratory Bond Early Payoff and
Kansas Incident Based Reporting System
Upgrade

At the November 22, 2022, meeting, a
representative of the Kansas Bureau of
Investigation (KBI) presented on the retirement of
the Forensic Science Laboratory bond. The
Forensic Science Center is located on the
Washburn  University campus. The 2022
Legislature appropriated $41.5 million SGF to
retire the bonds on the building early, saving
approximately $10.0 million in interest. The
representative then reviewed the Kansas Incident
Based Reporting System (KIBRS). KIBRS is the
mechanism by which the KBI gathers and reports
a statistical profile of state crime data. The KBI
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proposed a $3.5 million project over five years to
update the system.

Law Enforcement Aircraft Purchase Update

At the October 28, 2022, meeting, a
representative of the Kansas Highway Patrol
(KHP) presented on the acquisition of new aircraft
for state use. The 2022 Legislature appropriated
$13.8 million to purchase a new helicopter and
Cessna Caravan aircraft. The Legislature also
appropriated $9.0 million for a new Executive
Aircraft. The KHP estimated that the Cessna
upgrades will be operational in February 2023,
the Cessna Caravana and Executive Aircraft will
be operational by January 2024, and the helicopter
will be operational by March 2024.

Firefighter Recruitment and Safety Grant

At the January 6, 2023, meeting, a
representative of the State Fire Marshal briefed the
Committee on the Firefighter Recruitment and
Safety Grant program. Funding of $1.3 million
was granted from the program in June 2022 with
the majority of the funds used for purchasing new
fire fighting gear. Eight departments were found to
be noncompliant due to lacking the National Fire
Incident Reporting System.

Human Services
Provider Rates

At the September 20, 2022, meeting, the
Commissioner for Financial and Information
Services Commission, Kansas Department for
Aging and Disability Services (KDADS),
presented information on Medicaid reimbursement
rates. He discussed reimbursement rates and
enhancements that have been implemented since
the 2022 Legislative Session. The Medicaid rates
are paid as part of KanCare. The Division of
Health Care Finance within KDHE is the State’s
Medicaid agency, and the State contracts with
three managed care organizations (MCOs). The
MCOs are paid a per-member per-month rate and
contract with service providers. The floor rate is
set by the State, and the MCOs pay at least that
rate to the providers; however, there are
exceptions that offer flexibility regarding other
payment models. KDADS is responsible for long-
term care and behavioral health rates, which can
either be cost-based, which are facility-specific, or
fees for service rates.

0-9 2022 Legislative Budget



At the December 19, 2022, meeting, a
representative of KDADS; the Executive Director
of InterHab; and the Executive Director of
Developmental Services of Northwest Kansas,
Inc., provided an update on wages for direct
support workers following the 2022 Legislature’s
approval of a 25.0 percent increase in [/DD waiver
rates. InterHab conducted a survey of its members
and reported that 100.0 percent of respondents had
increased their direct support worker wages. The
average hourly wage increased from $11.30 per
hour in October 2021 to $15.19 per hour in
October 2022.

Waitlist for Services on the Home and
Community Based Services
Intellectual/Developmental Disability Waiver

At the September 20, 2022, meeting, the
Commissioner for Long Term Services and
Supports Commission, KDADS, provided a
presentation on the waitlist for services on the
home and community based services (HCBS)
Intellectual/Developmental ~ Disability  (I/DD)
Waiver. Waivers allow states to tailor services to
meet the needs of a particular target group and
may be targeted by issues such as age or
diagnoses. Kansas has seven HCBS waivers,
including the I/DD Waiver. The /DD Waiver
delivers services to people aged five and older
who have an intellectual and/or developmental
disability.

TANF Data Mining Results

At the December 19, 2022, meeting, a
representative of LPA reviewed an audit of the
Temporary Aid for Needy Families (TANF)
program. The representative stated there was no
evidence of unauthorized point of sale purchases,
but the agency was unable to identify how
recipients used cash benefits.

Report on Mental Health Intervention Team
Pilot Program

At the December 19, 2022, meeting, a
representative of the Kansas State Department of
Education provided an update on the Mental
Health Intervention Team pilot program. The
program started during the 2018-2019 school year
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with funding for 45 liaisons for 9 pilot school
districts. In the 2022-2023 school year, the
program has expanded to 150 liaisons for 67
school districts.

CoNCLUSIONS AND RECOMMENDATIONS

The Committee made the

recommendations:

following

e The Legislative Coordinating Council
should recommend the State Finance
Council approve the transfer of an
additional $107.9 million from the
Legislative Employment Security Fund to
the Unemployment Trust Fund from
federal funds. This is in addition to the
$250.0 million transferred to the
Unemployment Trust Fund in FY 2022,
for a total of $357.9 million. The report to
the Legislative Coordinating Council
concerning the transfer is contained in the
appendix.

e The House Committee on Appropriations
and the Senate Committee on Ways and
Means should receive updates and
consider the following items:

o Providing additional funding to the
Budget Stabilization Fund; and

o Reevaluating investment priorities for
the $167.0 million from the State
Fiscal Recovery Fund that may be
recouped and reallocated from other
purposes.

e The Kansas Department of Transportation
should consider conducting a cost analysis
study to construct or enhance mass transit
systems in Johnson, Sedgwick, and
Wyandotte counties to address economic
growth in those areas and changing travel
behaviors. The study should propose what
such transit systems would look like and
account for any federal funds estimated to
be available in future years.
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Self-Reported Fraud Analysis

We utilized the self-reported data from the online Kansas unemployment insurance fraud reporting tool at
https://reportfraud.ks.gov/ to identify claimants who had self-reported a fraudulent claim, or had someone, such as their
employer, report fraud on their behalf. This data did not contain a claimant ID to enable us to link directly with the claimant data
we had been provided, but did include names, some full SSNs, some partial SSNs, and birth dates. We used various
combinations of these data elements to match the data between these disparate data sets. After accounting for duplicate
reports for the same claimant, we were able to match this self-reported fraud claimant database with 227,918 claimants in the
claims database. Of these 227,918 claimants, 115,812 had received payments, totaling $282,469,430. The average total
payments to claimants who had self-reported fraud was $2,439.

FORVIS 4

FORVIS is a trademark of FORVIS, LLP, registration of which is pending with the U.S, Patent and Trademark Office

Kansas Legislative Research Department 0-18 2022 Legislative Budget



Kansas Legislative Research Department 0-19 2022 Legislative Budget



Kansas Legislative Research Department 0-20 2022 Legislative Budget



Kansas Legislative Research Department 0-21 2022 Legislative Budget



Kansas Legislative Research Department 0-22 2022 Legislative Budget



Kansas Legislative Research Department 0-23 2022 Legislative Budget



Machine Learning Method

While the egregious flag method was focused on finding a single potential fraud flag that was very predictive of fraud by itself,
the machine learning approach was focused on finding unique combinations of potential fraud flags with high predictive value.
We trained the model by showing it claimants that had self-reported fraud as well as those that did not have self-reported fraud
and asking the model to try to find combinations of flags within the self-reported fraud population that also existed in the
population without the self-reported flag.

FORVIS 10
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Taking these approaches together, including the self-reported fraud flag, we have estimated the total payments to potentially
fraudulent claimants to be between $486 million and $511 million. The low end of the range includes claimants with self-
reported fraud and/or claimants identified by our machine learning method. The high end of the range includes these same
claimants plus claimants flagged by the egregious flag method and/or the cumulative risk-scoring method and is the figure we
will use throughout the remainder of this report. We noted the average cumulative risk score for potentially fraudulent claimants
not self-reported as fraud was 39, which is consistent with the average risk score for claimants with self-reported fraud of 40.
The average of total payments to potentially fraudulent claimants who had not self-reported fraud was $4,057, which is slightly
higher than the average of claimants with self-reported fraud of $2,439. This aligns with expectations, as we understand that
KDOL was stopping payments to seif-reported fraud claimants as well as claimants that had other patterns consistent with fraud,
s0 we would expect the average of payments to claimants who did not have a self-reported fraud to be higher, resulting in an
overall higher average.

Of the $511 million potentially fraudulent payments, approximately $310 million related to state programs, and $201 million
related to federal programs.

Of the $511 million potentially fraudulent payments, approximately $436 million was paid before the implementation of the
multifactor authentication requirement implemented by KDOL, and approximately $75 million was paid after.

Of the claimants identified as potentially fraudulent, approximately 98.5% filed their claim(s) via the internet, and approximately
1.5% filed their claim(s) by phone. Of the claimants not identified as potentially fraudulent, approximately 81.7% filed their
claim(s) via the internet, and approximately 18.3% filed their claim(s) by phone.

Of the $511 million potentially fraudulent payments, approximately 87.4% were paid by direct deposit, and approximately 12.6%
were paid by prepaid debit card. Of the payments not identified as potentially fraudulent, 75.3% were paid by direct deposit, and
approximately 24.7% were paid by prepaid debit card.
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Legitimate Claims Following Potentially Fraudulent
Claims

Our analysis utilized individual claim level detail for purposes of flagging potentially fraudulent claims, but, ultimately, a claimant
was determined to be potentially fraudulent or not. KDOL raised concerns that this would tend to overstate the potential fraud
because there were instances where legitimate claimants filed for unemployment only to discover that a fraudulent claim had
previously been filed utilizing their personal information. Therefore, our analysis would categorize all payments to this claimant
as potentially fraudulent when only a portion should be categorized as potentially fraudulent. While it is not possible to
determine an exact dollar amount that follows this pattern since we do not have the self-reported date for all potentially
fraudulent claims and we cannot say definitively that all new claims paid after a self-report were legitimate, we have developed
an approach to provide some insight into the magnitude of this situation.

For self-reported fraud, we have the date of the reported fraudulent claim. If a claimant with self-reported fraud subsequently
filed a claim and you assume that claim was legitimate, then any subsequent payments would presumably be legitimate as well.
The total of such payments was approximately $25 million.

We previously calculated payments to claimants who had self-reported fraud to be $282 million, which represents 55% of the
total payments to potentially fraudulent claimants of $511 million. If we assume the same proportion of payments for legitimate
claims in the population of self-reported fraud claimants to the total population of potentially fraudulent claimants, we can
estimate that $45 million ($25 million/55%) of the total $511 million could have potentially been for legitimate claims following
fraudulent claims. If these payments were legitimate, that would reduce our estimated potential fraudulent claim range to

between $441 and $466 million.
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Evaluating the Effectiveness of KDOL Fraud Flags

As described in the Overview of Data section of this report, we received a file which identified 350,137 claimants as having been

flagged as potentially fraudulent by KDOL. When we isolate to claimants flagged by both FORVIS and KDOL, there is an
overlap of $382 million of payments.

In addition to flagging $382 million of claims which were also flagged in our analysis, the KDOL flag identified an additional $345
million of payments as potentially fraudulent. The average cumulative risk score for this subset of claimants was 19, which is
considerably below the average of 40 we noted for claimants with self-reported fraud. The average total payments to claimants
in this subset was $12,084, which is well above the average of claimants with self-reported fraud of $2,439. Taking these two
pieces of information together, it appears many of these claimants were likely legitimate and should not have been flagged.

Therefore, it appears that while the KDOL was effective at flagging potentially fraudulent claimants, it flagged a number of likely
legitimate claimants as well.

FORVIS 15
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Evaluating the Impact of Waiving the One-Week
Waiting Period

We understand that prior to March 30, 2020, a one-week waiting period was required to give KDOL more time to adjudicate and
investigate potential issues with a claim. However, during most of the scope period, this requirement was waived. To assess
the potential impact of this decision, we isolated claimants that met certain criteria consistent with a claimant that might not have
been paid had this waiting period been in effect. Specifically, we assumed that if a claimant met all of the following criteria, then
itis possible that KDOL might have identified the claimant as potentially fraudulent and stopped issuing payments during the
one-week waiting period.

1) Claimant had received only a single payment.

2) The benefit period begin date on the claim was six days prior to the first claim week date associated with the single
payment, indicating waiver of the one-week waiting period (rather than 13 days which was normal before the waiver).

3) The single payment occurred within seven days of the claim week date. This seemed like a reasonable assumption
since most payments happened within seven days, and this is the same number of days as the waiting period. For
payments that were delayed longer than seven days, presumably payment would have been stopped regardiess of
whether the one-week waiting period was in effect.

4) KDOL had flagged the claimant as potentially fraudulent, suggesting that the reason there was only a single payment to
the claimant was that KDOL may have stopped payment as opposed to the claimant having stopped filing additional
claims.

5) We had identified the claimant as potentially fraudulent in this report.

A total of approximately $15 million was paid to claimants meeting all of these criteria, and as such, might have been avoided
but for the waiver of the one-week waiting period.
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Employer Analytics

We examined the claim counts by employer in 2015 through 2019 compared with January 2020 through March 2022. First, we
identified employers with no claim activity noted prior to 2020 but at least one claim between January 2020 and March 2022. Of
the 1,536,416 claims we were able to match between the individual claim level data and the summary level employer data,
712,324, or 46%, matched this pattern. The average score for these claimants was 25, which is the same as the overall
population average of 25 and well below the self-reported fraud average of 40. Next, we identified employers with at least twice
as many claims during January 2020 through March 2022 as compared with 2015 through 2019. There were 711,463 claims, or
46%, associated with these employers. We searched for correlations between the percentage change between these two
periods and risk scores but did not note any strong correlations. The average score for these claimants was 22. We also noted
that analyzing specific employer claims prior and during the pandemic was difficult as not all types of employers were impacted
the same during the pandemic.
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Improper Payments

We obtained detail of overpayments by claimant from KDOL. We have summarized this detail in Figure 8 below, by category of
overpayment. The totals below were labeled as “Total Due” in the spreadsheet provided to us. The left column provides totals

which include claimants which we have identified in this report as potentially fraudulent. The right column provides totals which

exclude those claimants.

Figure 8

Total including

Total Excluding
Flagged
Claimants

Flagged

OVERPAYMENT REASON Claimants

FORVIS

Attributing earnings to wrong week S 6,966.64 S 5,828.00
Bank pay award S 87,344.84 S 87,344.84
Clerical or CSR/Adjudicator error $ 1,023,133.64 $ 934,724.14
Concurrent filing against two states S 296,901.47 S 287,805.46
EDP program error S 947.2C S 947.20
Error in computing weekly or maximum amount S 375.00 S 375.00
Failure to act on disqualifying information S 224,689.52 $§ 202,051.52
lilegal alien S 910,134.79 S  797,837.07
Inadequate search for work $ 555,855.29 S  539,987.29
Incorrect reason for separation $23,355,720.03 $19,200,337.31
Incorrect reporting of base period wages S 1,150,196.74 S  963,642.12
Incorrect reporting of weeks of work S 8,934.68 S 7,630.68
Keypunch error S 60,887.00 S 60,821.00
Not eisewhere classified-attributabie to agency $ 5,186,734.12 $ 4,654,946.00
Not elsewhere classified-attributable to the claim $ 5,457,605.71 S 3,639,391.18
Not elsewhere classified-attributable totheemplo § 75,872.12  § 74,122.12
Payment after failure to report $ 8,258,258.38 $ 6,911,550.66
Reasonable assurance S 305,514.64 $  254,826.64
Refused to accept suitable work $ 1,340,886.91 S 1,246,157.40
Reporting of business owner wages S 1,440.00 S 1,440.00
Reversal (JAVA) , $ 2,049,892.86 S 1,943,105.86
Reversal (other than JAVA) $ 9,797,735.94 $ 9,038,723.84
Unable or unavailable for work $ 7,166,966.64 S 5,943,150.75
Underreporting of wages S 318,837.56 S  304,976.39
Unreported Worker's Compensation $ 101,329.30 $§ 100,353.30
Unreported irregular separation $ 2,413,010.42 $ 2,005,585.58
Unreported pension $ 462,936.52 S 412,129.84
Unreported vacation/holiday pay/severance $ 2,837,994.54 S 2,437,573.72
Unreported wages $ 3,630,478.66 S 3,216,741.96
Multiple Reasons S 638,804.38 $ 618,059.14

$77,726,385.54 $65,892,166.01
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Passwords and Security Phrases

We asked for passwords and security phrases associated with claimants to use in our analysis but were told by KDOL that they
are no longer retained by KDOL at the advice of a security audit they had undergone.

FORVIS 19
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KDOL Progress on implementation of program
integrity elements

FORVIS was asked to assess KDOL's progress on implementing the program integrity elements and guidance issued by the
United States Department of Labor and the National Association of State Workforce Agencies. The following integrity elements
and guidance are included along with a brief assessment of KDOL's progress in these areas. Our assessment of these areas is
based on discussions with KDOL personnel.

A. Social security administration cross-matching for the purpose of validating social security numbers supplied by
a claimant.

KDOL performed procedures related to validating social security numbers (SSN) both prior to and during the pandemic.
During the height of the pandemic, KDOL staff continued to perform procedures around SSN verification, testing that
ordinarily would have been done during the one-week waiting period. We understand from our discussions with KDOL,
that the ability to keep up with all fraud testing elements was challenging due to the unprecedented volume of claim filings.

KDOL is currently in the process of implementing Pondera Solutions (Pondera), a fraud detection software that utilizes
advanced data analytics to identify potential fraud. Pondera will utilize data, including SSN data to better automate the
Department’s fraud detection capabilities going forward.

B. Checking of new hire records against the national directorate of new hires to verify eligibility.

We understand from our discussions with KDOL that this procedure has been in place throughout the pandemic. Similar
to SSN cross-matching procedures, KDOL'’s ability to sustain its fraud detection capabilities during the height of the
pandemic was impacted by the significant growth in claim filings.

C. \Verification of immigration status or citizenship and confirmation of benefit applicant information through the
systematic alien verification for entitlement program.

We understand from our discussions with KDOL, claimants are required to acknowledge their immigration status on their
unemployment insurance claim application. Depending on the claimants’ responses in their application KDOL follows up.
KDOL also relies on the fact that employers are required to check immigration status. KDOL does not currently utilize
any external data to verify immigration status. ’

D. Comparison of applicant information to local, state, and federal prison databases through incarceration cross-
matches.

Prior to and since the beginning of the pandemic, KDOL has been utilizing data from the Kansas Department of
Corrections to identify potentially fraudulent claims. One limitation on the data was that KDOL had been provided with
prison release information but had not been incorporating that information into its process or saving that data beyond a
three-week retention period. This could have led to falsely flagging an individual if they had been released from prison
and became eligible for unemployment insurance. We made KDOL aware of this limitation, and we have been told they
have begun retaining prison release information on a go forward basis. KDOL has not had access to federal prison
records, but we understand that with the implementation of Pondera, KDOL will now have access to federal prison
databases to supplement its searches within the state of Kansas.

E. Detection of duplicate claims by applicants filed in other states or other unemployment insurance programs
through utilization of the interstate connection network, interstate benefits cross-match, the state identification
inquiry state claims and overpayment file and the interstate benefits 8606 application for overpayment recoveries
for Kansas claims filed from a state other than Kansas.

- We understand from our discussions with KDOL that currently and historically, KDOL has not been able to develop an
automated process for identifying possible claimants filing inappropriately in multiple states. KDOL utilizes ICON and
Integrity Data Hub (IDH) to search for possible problematic claims. ICON utilizes data from the State Wage Record
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Exchange System to identify claimants with wages paid in other states. When a claimant files on-line there is no
automated check against filings in other states. This is a system limitation KDOL will rectify during modernization. The
claimant application does require claimants to note if they have filed in other states. A yes response to that question
results in additional research; however, the approach to flagging claimants that have filed in multiple states is manual.

F. Identification of internet protocol addresses linked to multiple claims or to claims filed outside of the United
States.

KDOL has not fully developed its approach to incorporating IP address testing into its fraud analytics program. KDOL
currently has procedures to block payment on claims with foreign IP addresses.

G. Use of data mining and data analytics to detect and prevent fraud when a claim is filed, and on an ongoing basis
throughout the lifecycle of a claim, by using current and future functionalities to include suspicious actor
repository, suspicious email domains, foreign internet protocol addresses, multi-state cross-match, identity
verification, fraud alert systems and other assets provided by the unemployment insurance integrity center.

As discussed above, KDOL is in the process of implementing Pondera which will allow KDOL to improve its ability to
perform proactive data mining and data analytics to assist with detecting and preventing the payment of fraudulent claims.
Pondera will streamline KDOL's process to monitor claims and utilize third party data sources to enhance its ability to
identify fraudulent claims.
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Assessment of the KDOL Phone System

We obtained policies and procedures for phone contacts, read the Legislative Post Audit reports, and inquired of management
on processes in place during the Period. There were significant delays in phone response times due to the substantial volumes
of calls placed to KDOL because of the new legislation and benefits. KDOL onboarded personnel from other departments and
agencies to assist with responding to the significant increase in the volume of calls during the early days of the pandemic.
According to our inquiry, the hold times could be well over an hour during the peak call periods. Due to the wait times
experienced to contact a customer service person, it is highly unlikely that fraudulent callers would wait on-hold and answer the
CSR questions and successfully file a fraudulent claim. We ascertained that KDOL made enhancements subsequently to
increase the number of verification questions to increase the reliability of a valid claim. Our data analysis above indicates that,
although there were a significant number of claims initiated by phone, the potentially fraudulent claims were more likely to have
been filed online. As noted above, 98.5% of the potentially fraudulent claims identified were filed via the internet, and
approximately 1.5% were filed by phone.
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Legislative Budget Committee
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Legislative Coordinating Council

CHAIRPERSON: Senator Rick Billinger
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CHARGE

The Committee is charged with reviewing reports and certifications of the dollar amount of
improper payments from the unemployment insurance system and recommending to the
Legislative Coordinating Council an amount to transfer from the Legislature Employment
Security Fund to the Employment Security Fund of the Department of Labor.

December 2022
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Report to the Legislative Coordinating Council

Recommendations:

While the Committee has received the audit on improper payments that have occurred with the
Unemployment Trust Fund, it is the determination of the Committee that of the second tranche of
$250.0 million allocated through 2021 Senate Sub. for Sub. for HB 2196, a transfer of $107.9
million is necessary to further replenish unemployment insurance funds impacted by the public
health emergency and to meet the intended purposes of the American Rescue Plan Act (ARPA) —
Coronavirus State and Local Fiscal Recovery Fund (SLFRF) as established in the U.S. Treasury.
As stated in U.S. Department of the Treasury’s Final Rule dated January 27, 2022:

In the final rule, Treasury is maintaining the inclusion of this eligible use category. Because
unemployment insurance trust funds directly fund benefits to unemployed workers,
maintaining the solvency of the trust fund is critical to the continued provision of assistance to
unemployed workers. Further, funds deposited into the trust fund must be used as assistance to
unemployed workers, an eligible use of SLFRF funds. Finally, while, in the absence of the
SLFREF, trust fund deposits would likely be funded through increases on employer payroll
taxes, the eligibility of uses of SLFRF funds does not depend on how obligations would
otherwise be satisfied if the SLFRF were not available for this use.

This funding is critical for the ongoing recovery from the public health pandemic, support of
those who are or will become unemployed, and mitigating any additional tax burdens on Kansas
employers as they recover from the economic downturn associated with the COVID-19

pandemic.

Proposed Legislation: None.

BACKGROUND

Section 1 of 2021 Senate Sub. for Sub. for HB
2196 (HB 2196) requires the Unemployment
Compensation Modernization and Improvement
Council (Council) to select an independent firm to
conduct an audit examining the effects on the
Department of Labor and the unemployment
insurance system of fraudulent claims and
improper payments from March 15, 2020, to
March 31, 2022. (KSA 2022 Supp. 44-771)

Section 6 of HB 2196 (KSA 2022 Supp. 75-
5745) requires the Council to report the dollar
amount of improper payments determined by the
audit provided for in Section 1 to the Division of
the Budget. The statute also authorizes the
Legislative Coordinating Council to authorize
transfer of funds from the Legislature Employment

Kansas Legislative Research Department

Kansas Legislative Research Department 0-51

Security Fund to the Employment Security Fund
of the Department of Labor, upon recommendation
from the Legislative Budget Committee
(Committee). The amount transferred may not
exceed the certified improper payment amount.

HB 2196 Section 6 further provides for a
transfer of funds from the Legislature Employment
Security Fund to the Employment Security Fund
of the Department of Labor on the basis of the
amount of improper payments made from April 1,
2022, through December 31, 2022, as determined
by the Secretary of Labor.

LBC December 2022
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Unemployment Compensation
Modernization and Improvement
Council

The Council selected FORVIS to conduct the
audit and received a report from FORVIS at a
meeting held on September 7, 2022 (Attachment
A). The Council requested certain additional
information from FORVIS necessary to determine
the dollar amount of improper payments and
received this information at a meeting held on
September 19, 2022 (Attachment B).

The Council concluded the audit of the
Department of Labor had determined the amount
of improper payments from the Employment
Security Fund from March 15, 2020, to March 31,
2022, to be $358.0 million.

The Council also noted $250.0 million of
federal coronavirus relief aid had been transferred
to the Employment Security Fund and
recommended an additional $108.0 million of

federal coronavirus relief aid be transferred to the
fund.

The Council further recommended an
additional $20.0 million of federal coronavirus
relief aid be retained for a future transfer to the
Employment Security Fund to account for
improper payments occurring from April 1, 2022,
to December 31, 2022. The exact amount of this
transfer would be certified by the Secretary of
Labor at a later date.

The Council reported its conclusions to the
Division of the Budget on September 19, 2022.

Division of the Budget

The Director of the Budget certified $357.9
million identified as improper payments by the
audit and reported that amount to the Legislative
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Coordinating Council on November 28, 2022
(Attachment C).

That amount includes $292.0 million in net
improper payment estimates (Attachment B) and
$65.9 million in non-fraud overpayments
(Attachment A). The Director of the Budget noted
the $65.9 million in non-fraud overpayments were
not all paid from the Employee Security Fund and
that the impact on the State’s trust fund would
likely be less than that amount.

COMMITTEE ACTIVITIES

As part of its meeting on December 19, 2022,
the Committee received an update on the certified
improper payment amount from the Director of
Legislative Research (Director). The Director
provided an overview of HB 2196 and the amount
certified by the Director of the Budget. The
Director noted that, of the $357.9 million total,
$250.0 million of federal coronavirus relief aid
had already been transferred to the Department of
Labor Employment Security Fund, leaving an
amount up to $107.9 million for the Committee to
take action on.

Responding to questions from the Committee,
the Director indicated the Department of Labor
Employment Security Fund had a balance between
$1.0 billion and $1.1 billion as of the date of that
meeting.

CoNcLUSIONS AND RECOMMENDATIONS

The Committee recommended the transfer of
$107.9 million from the Legislature Employment
Security Fund to the Employment Security Fund
of the Department of Labor.
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