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A consistent critique about public benefits programs is the idea that 

they may be ripe for fraud. To combat this concern, states contract with 

third-party companies to develop coding for their programs to weed out 

potential bad actors. However, disasters have followed public benefits 

programs’ attempts to create and use automated systems to process claims 

across the country, especially in the unemployment insurance context.1 

But the very efforts aimed at fraud prevention can create fraud.  What 

follows is a Case Study of one of the more egregious examples of this 

counter-intuitive truth in Michigan.  Automation of state UI systems may 

have been applied with good intentions, yet punitive rules, an utter lack of 

oversight, and a naïve faith in technology have left more state-initiated 

fraud in its wake than had ever actually existed before the program. 

Michigan was among the first states to “modernize” their entire 

unemployment insurance system through a contract with a third-party 

company.2 As a result of over-calibrated, faulty algorithmic programming, 
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the system wrongly charged tens of thousands of claimants as “fraudsters” 

and billed and collected exorbitant amounts of money that the state had no 

evidence was actually owed.3   

In October 2013, the Michigan Unemployment Insurance Agency 

(UIA) implemented “MiDAS” – a system designed to automate all 

unemployment insurance claims without any human oversight.4  It became 

clear that MiDAS was not turning their system into gold—but it did 

drastically increase the state'’ own coffers. This program ran without any 

intervention for nearly two years, despite growing the state’s penalties and 

interest fund from $3 million to more than $69 million just a year after it 

started.5 The state laid off many of their staff in favor of computerized 

processes.6   

From October 2013 to August 2015, the MiDAS system issued over 

60,000 fraud determinations with a 93% error rate.7 In total, 40,000 

Michiganders were wrongly accused of committing fraud.8 For context, 

MiDAS was directly responsible for adjudicating more cases of fraud in 

two years than the UIA had ever had to process in either of the preceding 

two decades.9  Notably, the state was aware of what the program was 
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doing, but it did not do anything to stop it.10 The third-party vendor who 

created the system claimed it was working how the state intended – “It was 

only when it got to be a big enough issue in the papers that people came 

to us and said, ‘I guess maybe you should turn it off now.’”11  

Once labeled a fraud, the law at that time required claimants to pay 

back all the unemployment benefits they received after losing their job 

plus a 400% penalty – not to mention that the state charges interest to the 

claimant for the overpayment.12 In contrast, the state does not add interest 

to the UIA’s delayed payments to UI claimants. The 400% penalty is by 

far the highest in the nation.13 For context, if a claimant received $10,000 

in unemployment insurance benefits and then this system improperly 

alleged fraud, the system would send a bill for all $10,000 plus a $40,000 

penalty plus interest. One of my prior clients––a disabled veteran who 

collected only $8,946 in benefits–– was charged an additional $43,846 in 

penalties for a total repayment of over $50,000 that continued to grow each 

month with interest.  Many false fraud victims were forced to pay several 

thousand dollars, including some of my prior clients who confronted bills 

as high as $100,000.   

The system issued determinations for claims from as far back as the 

beginning of the Great Recession in 2007.14 When the UIA’s computer 

system incorrectly alleged fraud, many claimants had not had any 

relationship with the UIA for six or more years. The UIA issued these 

faulty fraud decisions to out-of-date addresses, so many claimants never 

received them.15 Nonetheless, if a claimant did not appeal the UIA’s 

incorrect decision within 30 days––even if the claimant never received the 

decision to begin with––the UIA still to this day considers the incorrect 
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fraud decision “final.”16 This means the merits of the case cannot be 

heard.17  

The UIA has apologized for falsely accusing claimants of fraud.18 It 

has even settled multiple lawsuits about these claims.19 But despite its 

apologies, the UIA continues to pursue the claimants with “final” 

determinations for their “debts.” These wrongly-accused claimants then 

have had their wages and tax returns garnished by the UIA to pay off the 

penalties, with some still being garnished to this day if they were not able 

to timely protest the improperly issued determination.20 Other claimants 

have had subsequent unemployment insurance benefits seized to pay down 

the debt.21 These penalties have impacted other claimants in even greater 

ways; many filed for bankruptcy, and several others still fail credit checks 

or have lost their homes due to the fallout.22  

In sum, Michigan’s programming errors caused the Agency to issue 

tens of thousands of false fraud accusations in two years, but the 

programming itself has also further decreased claimants’ recipiency of UI 

benefits. Across the country, hundreds of thousands have been caught up 

by “modernized” systems’ over-calibrated “flags.” During the onslaught 

of claims caused by the COVID-19 pandemic, the difficulties people had 

with trying to obtain benefits provided a magnifying glass to MiDAS’s 

faulty programming for all claims.  This computer system is to this day 

still causing significant issues for the state’s general administration of 

benefit claims – so much so that Michigan is abandoning its more than $45 

million investment for a completely new program for another estimated 

$78 million just one decade later.23 Another indicator that MiDAS touch 

was never golden. 
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Troublingly, the third-party coding has gone unchecked by the public, 

the state, or the legislature since its implementation in 2013 – and this is 

generally an issue across the country for third-party companies creating 

platforms for state benefit programs.24  Despite the scrutiny that followed, 

claimant advocates across the country continue to see thousands of 

claimants wrongly disqualified by computer programming issues.25  And 

what is worse, MiDAS provided the foundation for commercial 

programming for states around the country to purchase and use as one of 

the first modernized systems.26  While Michigan’s problematic system was 

one of the first, a majority of the states across the country have contracted 

with third parties that perform similar “flagging” systems.27  However, the 

United States Department of Labor has issued guidance that prevents 

states from using these systems to automatically make determinations 

without human review.28   

There is often a fear of fraud in any public benefit program, and it 

was due to this fear that Michigan created MiDAS.  And that same fear 

exists in every state program.  But prioritizing fraud prevention has done 

something much worse – it prevents eligible claimants from obtaining 

benefits and can even go as far as determining fraud and debts baselessly.  

And the result?  Claimants’ funds are improperly seized to grow state 

coffers. 
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