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MEMORANDUM

DATE: May 12, 2021

TO: Honorable City Council
Mayor Mike Duggan

FROM: Mark Lockridge, CPA L/
Auditor General

RE: Audit Of The Civil Rights, Inclusion, And Opportunity Department Second
Interim Report On Compliance Fee Dollars - Detroit Employment Solutions
Corporation

CC: Kimberly Rustem, Director, Civil Rights, Inclusion, and Opportunity
Department
Jay Rising, Acting Chief Financial Officer, Office of the Chief Financial Officer
Nicole Sherard-Freeman, Group Executive, Jobs, Economy & Detroit At Work
Terri Weems, President and Chief Executive Officer, Detroit Employment
Solutions Corporation

Attached for your review is our interim report on Detroit Employment Solutions
Corporation in conjunction with our audit of the Civil Rights, Inclusion, and Opportunity
Department Compliance Fee Dollars. This report contains our audit purpose, scope,
objectives, approach and methodology, and conclusions; background; our audit findings
and recommendations; and the responses from the Detroit Employment Solutions
Corporation.

We want to thank the employees of the above named organizations for their
cooperation and assistance extended to us during this phase of the audit.

Copies of all of the Office of the Auditor General reports can be found on the City’s
Website: https://www.detroitmi.gov/government/auditor-general.
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EXECUTIVE OVERVIEW

In September 2018, the Office of the Auditor General (OAG) was requested by City
Council to conduct an audit of the Department of Civil Rights, Inclusion, and Opportunity
Department (CRIO) Compliance Fee Dollars, and to specify when dollars were
transferred to the Detroit Employment Solutions Corporation (DESC), and how DESC
utilized those dollars. Our first interim audit report focused on the financial operations of
CRIO relative to the collection, deposit, and reconciliation of compliance fee dollars.’

Our audit encompasses DESC activities from December 1, 2016 to June 30, 2019. This
is the second interim report published during the audit and focuses on DESC'’s receipt
and usage of CRIO’s Compliance Fee Dollars.

According to the American Institute of Certified Public Accountants (AICPA), “the
concept of accountability for use of public resources and government authority is key to
our nation’s governing processes.” The “Generally Accepted Government Auditing
Standards (GAGAS)? states that:

Government auditing is essential in providing accountability to legislators,
oversight bodies, those charged with governance, and the public. GAGAS
engagements provide an independent, objective, nonpartisan assessment of the
stewardship, performance, or cost of government policies, programs, or
operations, depending upon the type and scope of the engagement.

As stated, this report focuses on DESC as it relates to the amount and receipt of CRIO’s
Compliance Fee Dollars assessed under Executive Order 2016-1 (EO-2016-1), which
became effective December 2016 and coincides with the start of our audit period. We
focused on DESC'’s use of the Compliance Fee Dollars based on the purposes
established within the Workforce Training Fund Agreement.

We found that DESC training programs related to the execution of EO2016-1 through
the Workforce Training Fund Agreement were not used exclusively for the specific
program goal of preparing Detroit residents for employment in the skilled construction
trades and jobs resulting from new development in the City. Compliance Fee Dollars
administered through the City’s Workforce Training Fund Agreement were used for
training programs in other non-construction related industries and activities such as:

e Training related to Information Technology;
e Jobs related to the medical industry;

e Jobs related to the hospitality industry;

" “Audit Of The Civil Rights, Inclusion, And Opportunity Department Interim Report On Compliance Fee
Dollars - Financial Operations, December 2020, https://www.detroitmi.gov/government/auditor-general.
2 Generally Accepted Government Auditing Standards (GAGAS) 2018 Revision, Compiled by the
Comptroller General of the United States Government Accountability Office,
https://www.gao.gov/yellowbook.
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o Staffing and facility related services;
o Employment, foundational skills, and “wrap-around” services for individuals.

While training in these “other” programs may have led to some permanent jobs, the
specific jobs in the “other” industries cannot be directly attributed to the new
construction developments. As an example, training was provided to participants to
obtain a Certified Nursing Assistant certification. However, we could not associate the
training to the construction of a new hospital or any new development in the medical
industry. And we could not associate this type of training with the types of construction
from the pool of contractors who were assessed and paid compliance fees under
EO2016-1 (during the audit period.)

We recognize that DESC has a much broader mandate to provide workforce training to
Detroit residents which encompasses a wide spectrum of needs and services to
accomplish their goals. We understand the challenges with ensuring that there is
adequate funding to provide those services across this spectrum. Hence DESC's need
to leverage funds while “blending and braiding” in order to maximize program training
that meets the needs of the individual participant, as well as the employers who need a
skilled workforce.

The Workforce Training Fund Agreement is specific in its purpose to build a pipeline of
Detroit residents for employment in construction and construction related industries.
We do agree that the Agreement allows for providing support services to job seekers.
However, nowhere in the Agreement does it provide for training other than in skilled
construction and/or construction related trades.

We feel that more effort must be made to match training programs funded through the
Workforce Training Agreement and (whose source of funds are EO-2016-1 Compliance
Fee Dollars,) with the collective training needs of the contractors who are assessed and
pay these particular fees. DESC should consider ways to leverage “other funds” with
Compliance Fee dollars and increase training opportunities for Detroit Residents in
skilled construction trades and construction-related industries.

As independent internal auditors, we approach our audits with an unbiased focus on
“adding value and improving an organization’s operations.” Responsibility for
monitoring the implementation of recommendations is set forth in Section 7.5-105(4) of
the City Charter which states in part that:

Recommendations that are not put into effect by the department shall be
reviewed by the Finance Director? (or his Designee) who shall advise the Auditor
General and the City Council of the action being taken with respect to the
recommendations.

3 The 2012 City Charter does not reflect that the position and responsibilities of the “Finance Director” were replaced
with the creation of the Office of the Chief Financial Officer and its positions under the “Emergency Manager Order

No. 41” signed into law on September 25, 2014. We interpret the responsibility to lie with the Chief Financial Officer
and/or the Deputy Chief Financial Officer/Finance Director as his designee.



AUDIT PURPOSE, SCOPE, OBJECTIVES,
APPROACH AND METHODOLOGY, AND CONCLUSIONS

Audit Purpose

The Audit of Civil Rights, Inclusion, and Opportunity Department Compliance Fee
Dollars is being performed in accordance with the Office of the Auditor General’s charter
mandate to make audits of the financial transactions, performance and operations of
City agencies based on an annual risk-based audit plan prepared by the Auditor
General, or as otherwise directed by the City Council, and report findings and
recommendations to the City Council and the Mayor.

Audit Scope
This is a performance audit conducted in accordance with Generally Accepted

Government Auditing Standards (GAGAS) 2018 Revision, compiled by the Comptroller
General of the United States Government Accountability Office, except for a Peer
Review within the last three years (See “APPENDIX A: Generally Accepted
Government Auditing Standards” on page 38 of this report for more information on
GAGAS.)

This audit focuses on the operations of the Civil Rights, Inclusion, and Opportunity
Department (CRIO) for the period of December 1, 2016 through June 30, 2019,
specifically relating to CRIO’s compliance fee dollars and the utilization of these dollars.
This second interim audit report focuses on the City’s financial operations relating to the
collection, deposit, and reconciliation of CRIO’s compliance fee dollars. Specifically this
interim audit report focuses on Detroit Employment Solutions Corporations (DESC).

Audit Objectives

The objectives of the Audit of the Civil Rights, Inclusion, and Opportunity Department
Compliance Fee Dollars specifically related to Detroit Employment Solutions
Corporation (DESC) are:

e To determine if DESC utilized the dollars in accordance with applicable state and
local laws, City ordinances and executive orders, the directives approved by the
City of Detroit Mayor's Workforce Development Board, departmental policies and
procedures, and any other applicable policies and procedures;

e To determine if DESC complies with the receipt and disbursement of funds
transferred from the City of Detroit, in accordance with applicable state and local
laws, City ordinances and executive orders, directives approved by the City of
Mayor’s Workforce Development Board, departmental policies and procedures,
and any other applicable policies and procedures; Specifically to include when
dollars were transferred to DESC,;

e To determine if there are any other cash-related areas that should be included as
a part of the audit.



Audit Approach and Methodology

To accomplish our objectives, our audit approach and methodology included:

Reading relative prior audit reports;

Reviewing prior audit work papers, Executive Orders 2014-4 and 2016-1, The
Agreement for Administration and Operation of Programs, financial reports,
budget reports, the City’s Comprehensive Annual Financial Report, organization
charts, Finance Directives, Chief Financial Officer Directives (CFO Directives),
and any other reports or directives pertinent to DESC Operations related to the
receipt and usage of CRIO Compliance Fee Dollars;

Gathering policies and procedures of core operations and other similar data;

Conducting audit-planning meetings to determine the scope and audit objectives,
and to determine the financial transactions and/or areas to audit;

Developing questions regarding transactions, processes and procedures,
controls, functions, records, and personnel;

Interviewing relevant personnel of entities directly involved in the receipt and
usage of CRIO’s Compliance Fee dollars and other appropriate personnel;

Observing, documenting and testing of relevant processes, procedures, contracts
and agreements;

Conducting any necessary additional testing, and completing any other audit
steps necessary to conclude on the relevant objectives;

Developing recommendations for all findings.

Notes:  See “APPENDIX A: Generally Accepted Government Auditing
Standards” for more information on Fieldwork, Developing
Findings, Reporting Conclusions and Recommendations in a
Performance Audit on page 38 of this report.

Conclusions
Based upon the results of our audit, we conclude that DESC:

Used Workforce Training Fund compliance fee dollars for various training
programs and services, but not exclusively for the specific program goal of
preparing Detroit residents for employment in the skilled construction trades.

Did not always comply with the disbursement of funds transferred from the City of
Detroit, in accordance with applicable state and local laws, City ordinances and
executive orders, the “Workforce Training Fund Agreement”, departmental
policies and procedures, and other applicable policies and procedures;

Lack its own internal finance directives and/or accounting standard operating
procedures to ensure adequate accounting for the use of Compliance Fee
dollars.



BACKGROUND

In 2012, the City of Detroit identified the Detroit Employment Solutions Corporation
(DESC) as its workforce agency. A “workforce agency” is the agency or bureau in each
State that deals with employment and labor issues. DESC is a part of the Michigan
Works! Association, and is one of sixteen Michigan Works! Agencies located around the
state. Before 2012, the City’s workforce agency was an internal department within City
governance known as the “Detroit Workforce Development Department.”

The mission of DESC is to revitalize Detroit by cultivating local workforce talent to align
with the needs of the business community through partnerships with key workforce
agencies, faith-based and community based organizations, education and training
institutions, philanthropic, and economic development and government entities. DESC
is a non-profit 501(c)(3) private foundation that provides a comprehensive array of high
quality, value-added programs, trainings, services, and support to job seekers and
businesses at no cost to their customers.

DESC is governed by a Board of Directors as required under their Articles of
Incorporation. The Board of Directors is responsible for the day-to-day oversight of its
operations.

DESC and the Civil Rights, Inclusion, and Opportunity Department
The relationship between DESC and the Civil Rights, Inclusion, and Opportunity
Department (CRIO) exists on three levels:

A. Governance
CRIO establishes policies governing the movement of Compliance Fee Dollars to
DESC and how the Compliance Fee Dollars are used. The policies are executed
through the Executive Orders, such as 2020-5 (which supersedes Executive
Orders 2014-4 and 2016-1) and the “Workforce Training Fund Agreement”;

B. Strategic
The Workforce Training Fund Agreement formalized the strategic relationship
between CRIO and DESC whereas they work together with the joint purpose of
providing training, support, and placement for Detroiters seeking jobs in the
skilled construction trades and/or jobs resulting from new development;

C. Operations
DESC partners with CRIO to find the right curriculum and programs needed for
City job seekers. It is DESC’s responsibility to ensure that providers are training
job seekers to fulfil the needs of prospective employers. DESC is required to
provide CRIO with periodic reports on the number of job seekers trained, and
resulting job placement statistics.



DESC and “Detroit At Work”

The term “Detroit At Work” is often used synonymously and interchangeably with DESC
and other organizations to describe the collective activities needed to create a highly
skilled labor pool in Detroit. In February 2017, the City launched “Detroit at Work” which
is an amalgamation of the Mayor’'s Workforce Development Board, DESC, and Third-
Party Service Providers. “Detroit At Work” offers residents and employers a simplified
brand and serves as the umbrella for all City workforce development efforts that are
charged with building Detroit’s talent pool, creating opportunities for Detroiters, and to
giving employers access to a demand-driven talent pipeline.

DESC is the lead agency for carrying out “Detroit at Work” initiatives. In the 2019 City
Council Budget Presentation, DESC presented its structure as follows:

Our Structure

[US Department of Labor)|

[Chief Local Elected official |
| Mayor, City of Detroit

' Mayor's Workforce Development |

i DETROIT AT WORK™

YOUR JOB SEARCH
STARTS HERE

A. Mayor’s Workforce Development Board
DESC serves as the fiscal and administrative agent of the Mayor’'s Workforce
Development Board (MWDB), which is a body appointed by Mayor Mike Duggan.
The MWDB is accountable to the Mayor’s office to successfully deliver workforce
training programs across the City. To accomplish this, the MWDB provides
career pathways and entry points for Detroiters of all skill levels within five high-
growth, high-demand industries:

1. Construction;
Healthcare;

Information Technology;
Manufacturing;

ANl e

Retail Hospitality and Entertainment.
The MWDB provides governance and oversight to DESC.



B. Detroit Employment Solution Corporation (DESC)

DESC manages funds, implements programs, and oversees the performance of
service providers to fulfill their financial, programmatic, and operational roles.
They are the lead agency for “Detroit at Work.” Locally, the Michigan Works!
One-Stop Service Centers have been branded as “Detroit at Work Career
Centers.” DESC manages the Michigan Works! One-Stop Service Centers, and
the “Partnership, Accountability, Training, Hope” (PATH) locations in and around
Detroit.

. Third-Party Service Providers

Third-Party Service Provides are procured by DESC to provide employment and
training services directly to job seekers. DESC currently partner’s with ten high-
quality organizations who manage and operate nine Career Centers across
Metro Detroit.

Overview of Executive Orders Governing Compliance Fee Dollars

The following Executive Orders entitled “Utilization of Detroit Residents on Publicly-
Funded Construction Projects” were enacted to ensure that Detroit residents makeup a
majority percentage of the workforce on large publicly funded constructions projects:

1.

Executive Order 2014-4 (EO2014-4):
Enacted on August 22, 2014. The Executive Order:

e Directed City departments and agencies to implement specific residency
requirements on all construction projects funded, in whole or in part, by
the City, and applies to those funded by state or federal funds to the
extent permitted by law;

e Required all City of Detroit project construction contracts shall provide that
at least fifty-one percent (51%) of the workforce must be bona-fide Detroit
residents;

¢ Required Detroit residents to perform fifty-one percent (51%) of the hours
worked on the project;

e Imposed monthly financial penalties (e.g. — Compliance Fees) for failure to
meet the Detroit resident workforce requirement, including project hours.

Executive Order 2016-1 (EO2016-1):
Issued on December 16, 2016 and supersedes EO 2014-4. The updated
Executive Order:

o Clarified the meaning of “publicly-funded construction projects” to mean:
(a) any construction contract for more than $3,000,000 (Three Million
Dollars) made by the City with any person or entity; and (b) are subject to
implement specific residency targets for its workforce. Consistent with EO
2014-4,

e Added specific definitive language regarding the “Workforce Target”,
including requirements, how targets are calculated, and the penalty for
non-compliance.



e Added language specific to the City’s “Workforce Training Fund” and that
it is used to support development-related job training and placement
efforts. All collected compliance fees from noncompliant developers and
contractors is the primary source of funds for the City’s Workforce Training
Fund.

3. Executive Order 2020-5 (EO02020-5)
Went into effect November 20, 2020, and supersedes EO2016-1. The significant
change between EO2016-1 and EO2020-5 is the addition of “publicly-funded
demolition/rehabilitation” projects in excess of $50,000.” For purposes of this
executive order, this means any contract for the demolition or rehabilitation of
residential buildings under the Proposal N Neighborhood Improvement Plan. It
requires demolition contractors to obtain the same residency requirements as its
predecessors (i.e. - 51% of the workforce to be bona-fide Detroit residents) to
avoid paying compliance fees.

Dollars collected from non-compliant contractors are used to provide training to
Detroiters in skilled trades and other related areas to increase the pool of qualified
laborers for the contractors. The activities related to the collection of Compliance Fee
Dollars will be the subject of a future Interim Report of the Audit of the Civil Rights,
Inclusion, and Opportunity Department Compliance Fee Dollars — Operations.

Note: See “Appendices C and D: Executive Orders 2016-1 and 2014-4" for
the full copy of the executive orders on pages 49 and 53, respectively, of
this report. Executive Order 2020-5 is not included in the Appendices of
this report as it is outside the scope of this audit.

Workforce Training Agreement and Compliance Fee Dollars
Effective July 2017, the City memorialized an agreement between DESC and CRIO
governing the administration/use of Compliance Fee dollars.

The “Agreement for Administration and Operation of Programs Funded through the City
of Detroit Workforce Training Fund” was created:

To achieve the economic revitalization of Detroit by increasing employment of
Detroit residents by maximizing the utilization of those residents on publicly
funded construction projects.

The “Workforce Training Fund” was established in the City’s financial ledgers
specifically for the receipt of financial penalties imposed under Executive Orders 2014-4
and 2016-1 (described above) on non-compliant developers, general contractors, prime
contractors, and sub-contractors engaged in projects covered under the relevant
executive orders.



Penalties and pre-payments are deposited into the “Workforce Training Fund,” which
also receives other “purpose driven deposits”:

“Purpose Driven Deposits” are defined as funds received by the City for the
specific purpose of increasing the employability of Detroit Residents. Such funds
can be used for programs that educate and train the Detroit workforce for jobs
and career advancement opportunities.

The Agreement specifically states that the funds are used to:

Develop and implement specific initiatives aimed at preparing Detroit Residents for
employment in the skilled construction trades and permanent jobs resulting from
new developments.

Detroit Resident is an individual who can demonstrate residency in the City as of
a date at least thirty (30) days prior to the date that person seeks to be employed
for work on a publicly-funded construction project or other permanent job
resulting from new development in the City

The Agreement does not mention employment in any other industries such as
information technology, medical, hospitality, etc. Instead, it specifically calls for
programs, training, and support services related to employment in the skilled
construction trades.

As of this report, we have not been provided with a copy of the Detroit Workforce
Training Fund” agreement that has been signed and approved by City Council.

Note: See “Appendix B: Workforce Training Fund Agreement” for the
Agreement on page 41 of this report.

DESC’s Scope of Responsibilities under the Workforce Training Fund Agreement

A.

Work with employers, educational institutions and other community stakeholders
to identify the current and expected needs of employers in the City for qualified
workers;

Work with employers, educational institutions and other community stakeholders
to identify the current and expected skills gaps of Detroit residents seeking
employment;

Develop and implement specific initiatives aimed at preparing Detroit Residents
for employment in the skilled construction trades and permanent jobs resulting
from new developments;

Use the Workforce Training Program funds to develop, administer, market and
implement training or education programs and to provide support services to
Detroit Residents seeking employment;

Develop and approve an annual budget for the expenditure and disbursement of
funds received from the City;



F. Monitor and evaluate the performance of all programs and initiatives supported
by funds received from the City and shall be accountable to the MWDB for such
performance;

G. Provide CRIO with performance reports on a quarterly basis.

According to DESC, it should be noted that their contractual obligations to the City of
Detroit are contained in the Workforce Training Fund Agreement. They are not
obligated to comply with specific requirements in the Executive Orders, and in particular
EO2016-1.

DESC Funding

During the audit period December 2016 through June 2019, the City transferred a total
of $12.0 million to DESC, including $5.5 million of Compliance Fee dollars, detailed in
the table below:

Total City Dollars Transferred To DESC
December 1, 2016 — June 30, 2019

CRIO Compliance Other City Total City

Fiscal Year Fee Dollars Dollars™ Dollars®

2017 S - S - $ -
2018 2,900,000 2,875,749 5,775,749
2019 2,570,075 3,642,666 6,212,741
Total S 5,470,075 | $ 6,518,415 | S 11,988,490
Percent of Total City Funding 45.6% 54.4% 100.0%

Notes: (A) The “Other City Dollars” for fiscal year 2018 includes a $1,500,000 Bridge
Fund allocation for the “Job Training Initiative”;

(B) The “Total City Dollars” does not include $3,000,000 approved in fiscal year
2019 for the City’s “Better Outcomes, Opportunities, Support & Training
(BOOST)” Program. The funds were transferred in fiscal year 2020 with
goals to address the mismatch between residents’ educational attainment,
Skills, experience, and job requirements.

DESC leverages its state, federal, and philanthropic funding sources. DESC “blends
and braids” resources where appropriate and allowable. According to DESC, this is
necessary to fill gaps created by restrictions associated with a particular funding source.
For fiscal years 2016 through 2019, total City dollars transferred to DESC represented
6.1% of their budgeted revenues, while Compliance Fee dollars represented 2.8% of
their total budgeted revenues:

10



Total City Dollars and Compliance Fee Dollars
As a Percentage of DESC’s Total Budgeted Revenues

Dollars Per Fiscal Year

Category 2016

2017

2018

2019 Total

DESC Approved Budgeted

Revenues $34,451,288

$41,459,727

$63,743,417

$58,451,216

$198,135,648

Total City Dollars
Transferred to DESC

$0

$0

$5,775,749

$6,

212,741 $11,988,490

Percentage of Total City
Dollars to DESC’s Total
Budgeted Revenues

0.0%

0.0%

9.1%

10.6%

6.1%

Total Compliance Fee $0
Dollars Transferred to

DESC

$0

$2,900,000

$2,

570,075 $5,470,075

Percentage of
Compliance Fees to
DESC'’s Total Budgeted
Revenues

0.0%

DESC Use of Compliance Fee Dollars

0.0%

Overview

4.5%

4.4% 2.8%

The following table show the total amount of Compliance Fee dollars transferred from
the CRIO to DESC, and the breakdown of how those dollars were used (i.e. — program

expenses versus administrative costs:

DESC Usage of Compliance Fee Dollars
December 1, 2016 — June 30, 2019

Usage | Dollars Percent
Program Training Expenses $3,992,585 73.0%
Administrative and Other Costs $949,475 17.3%
Carryforward Workforce Training Fund $528,015 9.7%
Balance @ 6/30/2019
Total Compliance Fee Dollars $5,470,075 100.0%

DESC Executive Administration

On March 17, 2016, Jose Reyes was selected as the Interim President and Chief
Executive Officer (CEO) of DESC. On the same day, DESC’s Board of Directors
Executive Committee announced a transition plan by creating an ad-hoc committee to
conduct a national search for a new President/CEO. They established a three-month
timeline to hire a new President/CEO. In May 2016, eight persons were recommended
for the national search committee, including Nicole Sherard-Freeman.

By mid-July, the committee had received 322 prospective candidates from which
DESC’s Human Resource team narrowed the list to 10 candidates. According to the
minutes, DESC’s Board of Directors, posted the CEO job description (August 25, 2016)
and shared the profile of the ideal candidate along with explaining the next steps in the
search process. On November 14, 2016, Ms. Sherard-Freeman was introduced to the
Mayor’s Workforce Development Board as the new President and CEO of DESC. We

11




requested, but as of this report, we have not received the documentation indicating
when Ms. Sherard-Freeman withdrew from the search committee and applied for the
CEO position.

Mr. Reyes’ appointment as the Interim President and CEO ended in December 2016.

Ms. Sherard-Freeman served as President and CEO of DESC from January 2017 to
August 2019. She was then promoted to Executive Director for Mayor Duggan’s
Workforce Development Department. It was announced that she would serve dual
leadership positions as Executive Director of Workforce Development and Detroit at
Work.

In October 2020, Mayor Mike Duggan appointed Ms. Sherard-Freeman to Group
Executive of Jobs, Economy, and Detroit at Work. Later, she was also tasked with
leading the operations for the Community Health Corps.

August 2019, Terri Weems, DESC’s Chief Financial Officer, was appointed as interim

President/CEO. One year later, in August 2020, Ms. Weems was appointed President
of DESC.

12



AUDIT FINDINGS AND RECOMMENDATIONS

1. DESC Used The Workforce Training Fund For Various Training Programs And
Services, But Not Exclusively For The Specific Program Goal Of Preparing Detroit
Residents For Employment In The Skilled Construction Trades.

DESC used Workforce Training Fund compliance fee dollars for various training
programs and services, but not exclusively for the specific program goal of preparing
Detroit residents for employment in the skilled construction trades. According to the
documentation, some programs may have led to permanent jobs. However, we could
not associate some of the jobs indicated, to new construction developments in that
industry. And, DESC did not provide CRIO with the required performance reports
consistently on a quarterly basis.

Audit Sample
We reviewed a representative sample of DESC'’s training programs funded by

compliance fee dollars through the workforce training funds. Our sample represented
over 43% of the total dollars used for program training expenses. We did not audit
administrative and other costs that were an allowed usage of compliance fee dollars.

Compliance Fee Dollars and Audit Sample
December 1, 2016 — June 30, 2019
Usage Dollars \
Total Program Training Expenses $3,992,585
Audit Sample of Compliance Fee Dollars $1,735,764
Percentage of Audit Size Based on Dollars 43.5%

Stratification of Training Programs in Audit Sample
Three types of training programs are used to classify compliance Fee Dollars/Workforce
Training Fund expenses:

A. Individual Training Accounts (ITA’s);
B. Subcontractors/Sub-recipient contractors (Sub-Rec’s);
C. Skills Trade Training Funds (STTF’s);

Our audit sample included a total of 31 contracts supported by 87 invoices:

Stratification of Audit Sample by Program Type
Type of
Program ITA SUB-REC STTF Total
Contracts 21 7 3 31
Invoices 74 7 6 87

Each program type is described in detail further in this finding.

13



Overall Condition

Our detailed audit of the contracts and invoices included in our audit sample, revealed
that overall only 17.4% of the Compliance Fee dollars were used for training programs
specifically related to construction and/or construction-related programs. Based on our

review, we found the following primary uses of the $1,735,764 Compliance Fee dollars

in our audit sample:

30.6%;

Information Technology: $382,500 or 22.0%;
Other General Ledger Adjustments: $333,638 or 19.2%.

Construction and construction related: $302,398 or 17.4%;

Foundational Skills, Wrap Around Services and Job Placement: $530,372 or

The table and chart below presents different views of the conditions in our finding:

Overview of the Use of Compliance Fee Dollars

By Program Training Category

y and Type

Use of
Compliance

Fee Dollars for

Use of Compliance
Fee Dollars for
Sub-Receipent

Use of
Compliance Fee
Dollars for STTF

Total
Compliance

Fees Dollars in

Percentage Use of
Compliance Fees
Dollars in Audit

Program Training Type/Category Types of Training Provided ITA Programs Programs Programs Audit Sample Sample
Construction Carpentry; Hi-Lo, Masonry; Blight S 142,142 $ S 14684 $ 156,826 9.0%
Removal; Heavy Equipment Operator;
Electrical Wiring; HVAC; Diesel Mechanic
Other Construction Related Automotive Technician; Commercial 145,572 145,572 8.4%
Driver License
Subtotal Contruction $ 287,714 S - S 14,684 $ 302,398 17.4%
Percentage of Construction & Construction Related Training in Audit Sample 27.6% 0.0% 9.1% 17.4%
Foundational Skills, Vocational Training; Support Services; S - S 530,372 $ S 530,372 30.6%
Wrap Around Services & Employment
Job Placement
Information Technology Information Technology 382,500 - 382,500 22.0%
Industry Led Training Grow Detroit  Industry Led Training GDYT - 154,421 154,421 8.9%
Young Talent
Medical & Certified Nursing Assistant; 20,530 20,530 1.2%
Medical Related Phlebotomy Techican
Hospitality Services Culinary Arts 6,650 - - 6,650 0.4%
Other Services Facility Services; Technical Support - 598 4,657 5,255 0.3%
Subtotal Other Training and Support $ 409,680 $ 530,970 $ 159,078 $ 1,099,728 63.4%
Percentage of Other Training and Support in Audit Sample 39.3% 100.0% 98.7% 63.4%
Other General Ledger Adjustments  Other General Ledger Adjustments $ 346,279 $ - S (12,641) $ 333,638 19.2%
Percentage of Other General Ledger Adjustments in Audit Sample 33.2% 0.0% -7.8% 19.2%
Total Compliance Fees Dollars in Audit Sample $ 1,043,673 S 530,970 $ 161,121 $ 1,735,764 100.00%
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Overview of the Use of Compliance Fee Dollars By Program Training Category

Construction

Other General Ledger 9.0%
Adjustments
19.2%

Other Construction Related

Other Services L

0.3%

Hospitality Services
0.4%

Medical &
Medical Related
1.2%

Industry Led Training Grow
Detroit Young Talent
8.9%

Foundational Skills,
Wrap Around Services &
Job Placement

Information Technology 30.6%

22.0%

The following sections detail the results of our review of the thirty-one (31) contracts and
conditions by each training program type (ITA, Sub-Rec, or STTF), by the training
providers, and the actual types of training programs funded with Compliance Fee
dollars.

Conditions For Individual Training Accounts Programs

Individual Training Accounts (ITA) type programs allow eligible adult and dislocated
workers the freedom to choose from a variety of quality training programs from the State
of Michigan’s “Eligible Training Providers” list and/or DESC’s “Preferred Providers List.”

As indicated in the previous table on page 13 of this report, $287,714, representing
27.6% of Compliance Fees dollars in our audit sample provided to ITA program
providers, was used for construction and construction-related training programs:

Compliance Fee Dollars Used on ITA Training Program Types

Category of Training Dollars Percent
Construction Related Training $ 287,714 27.6%
All Other Training and Support Services 409,680 39.3%
Other General Ledger Adjustments 346,279 33.2%
Total ITA Training Program Dollars In Audit Sample $1,043,673 100.0%
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The following is a listing of the dollars, by provider, type of program and category:

Overview of the Use of ITA Compliance Fee Dollars In Audit Sample
By Program Training Category and Type
By Dollars By Programming Training Category
Construction/
Specific ITA ITA Total Construction Non- Total
ITA Training Provider Dollars Adjustments ITA Dollars Related Construction ITA Dollars

1 Wayne County Community College S 127,500 $ - S 127,500 | $ 127,500 $ - S 127,500
2 Suburban Truck Driving 24400 - 24,400 24,400 - 24,400
3 ArcelorMittal Taylor Blanks 20,400 - 20,400 20,400 - 20,400
4 Global Information Technology 18,750 363,750 382,500 - 382,500 382,500
5 Detroit Training Center 16,620 27,473 44,093 44,093 - 44,093
6  Vehicles for Change 15,000 - 15,000 15,000 - 15,000
7  AnBeyon Truck Driving 14,700 - 14,700 14,700 - 14,700
8  U.S. Truck Driving Training School 12,250 - 12,250 12,250 - 12,250
9  Emerging Industries 11,000 - 11,000 11,000 - 11,000
10  Greater Horizon Training Institute 5425 - 5425 - 5,425 5425
11 All Stars Trucking 4,999 - 4,999 4,999 - 4,999
12 EZ Truck Driving 4,800 - 4,800 4,800 - 4,800
13 Phlebotomy Express Training 4,600 - 4,600 - 4,600 4,600
14 Operation Able of Michigan 4,400 - 4400 - 4,400 4,400
15 Excelling Nursing Academy 3,750 - 3,750 - 3,750 3,750
16 Helping Hands Training Program for CENA 3,605 - 3,605 - 3,605 3,605
17  Irvings Professional 3,150 - 3,150 - 3,150 3,150
18 Walkers Advanced Technical Training 3,000 - 3,000 3,000 - 3,000
19 Detroit Training Institute 2,500 - 2,500 2,500 - 2,500
20 Cleary University & Operation Able 2,250 - 2,250 - 2,250 2,250
21 Henry Ford 1,072 2,000 3,072 3,072 - 3,072
Subtotal Training Programs 5 304,171 % 393,223 § 697,394 | § 287,714 &% 409,680 697,394
Other General Ledger Adjustments 5 - 5 346,279 § 346,279 | § - 5 346,279 346,279
Total ITA Compliance Fees Dollars in Audit Samp| 304,171 % 739,502 '$ 1,043,673 | § 287,714 &% 755,959 1,043,673
Percentage of ITA Compliance Dollars by Category 29.1% 70.9% 100.0% 27.6% 72.4% 100.0%

It should be noted for ITA type programs, and based on our review:

A. Under ITA type programs, and as noted earlier, program recipients’ can select
the type of training they prefer from a wide selection of pre-approved quality
training programs. As can be seen in the details above, $409,680 of Compliance
Fee dollars was used on “other training” with the majority used for information
technology programs;

B. There was a total of $739,502 General Ledger Adjustments in the ITA program
category. Based on information provided by DESC more than half of this amount
(or $393,223) was attributed to specific programs as listed. DESC did not
provide program details for the remaining General Ledger Adjustments of
$346,279. This condition is discussed in further detail in “Finding #4: DESC
Does Not Have Its Own Internal Finance Directives or Accounting Standard
Operating Procedures” on page 35 of this report.

Sub-contractor/Sub-recipient Programs

