
OFFICE OF THE AUDITOR GENERAL 

MEMORANDUM 

DATE: June 9, 2023 
TO: Honorable Council President Mary Sheffield 
FROM: Laura Goodspeed, CPA 

Auditor General 
RE: Request For Opinion On The Correct Interpretation Of The Usage And The 

Assessment Of Executive Order Compliance Fees 
CC: Honorable City Council Members 

David Whitaker, Director, Legislative Policy Division 

The Office of the Auditor General (OAG) conducted a Performance Audit of the 
Department of Civil Rights, Inclusion, and Opportunity Compliance Fee Dollars.  The 
audit focuses on the related activities performed by the following entities and agencies: 

• The Department of Civil Rights, Inclusion, and Opportunity (CRIO);

• Detroit Employment Solutions Corporation (DESC);

• Divisions within the City of Detroit Office of the Chief Financial Officer (OCFO).
The purpose of this memorandum is to request the Legislative Policy Division (through 
City Council) to opine on the following questions relating to the correct interpretation of 
the usage and the assessment of Executive Order compliance fees: 

Question #1: Should The City Of Detroit’s Executive Order Compliance Fee 
Dollars Be 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?  

Question #2: Should The City Of Detroit’s Executive Oder Compliance Fees 
Be Assessed On Total Payroll (i.e., Average Hourly Wage x Total 
Work-Hours?) 

This request is based on audit work performed in conjunction with the Office of the 
Auditor General’s Audit of the Department of Civil Rights, Inclusion, and Opportunity 
(CRIO) Compliance Fee Dollars. 

Coleman A. Young Municipal Center 
2 Woodward Avenue, Suite 216 

Detroit, Michigan 48226 
Phone: (313) 224-3101 
Fax: (313) 224-4091 
www.detroitmi.gov 
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Question #1:  Should The City Of Detroit’s Executive Order Compliance Fee 
Dollars Be 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? 
 
Background 
During the course of our audit, 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 City1.   

 
Workforce Training Agreement and Compliance Fee Dollars 
Effective July 2017, the City memorialized an agreement between Detroit Employment 
Solutions Corporation (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”2 (Agreement) 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 Agreement established the “Workforce Training Fund” for the receipt of financial 
penalties imposed under Executive Order 2016-1 on non-compliant developers, general 
contractors, prime contractors, and sub-contractors engaged in publicly-funded 
construction projects, pre-payments received from engaged contractors, and other 
purpose-driven deposits.  According to the Agreement:   

o The City desires to use financial penalties received into the Workforce Training 
Fund for purposes of programming designed to increase the pool of qualified 
Detroit applicants for jobs in the skilled construction trades and jobs resulting 
from new development in the City. 

o The City desires to have DESC administer and operate programs for the 
foregoing purposes. 

o 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. 

  

 
1 Audit Of The Civil Rights, Inclusion, And Opportunity Department Second Interim Report On Compliance Fee 
Dollars – Detroit Employment Solutions Corporation (May 2021), Finding #1 pp 13-22; Attachment B pp. 1-5, 8; 
https://www.detroitmi.gov/government/auditor-general. 
2 Appendix A: Workforce Training Fund Agreement, pp 11. 

https://www.detroitmi.gov/government/auditor-general
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OAG Finding and DESC’s Current Practices 
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: 

• Training related to Information Technology; 

• Jobs related to the medical industry; 

• Jobs related to the hospitality industry; 

• Staffing and facility related services; 

• 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 with 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). 
 
DESC’s Response 
DESC argued that subsequent language in the “Workforce Training Fund Policies and 
Procedures” (Exhibit C of the Agreement) allowed them to use compliance fee dollars 
broadly to deliver a variety of programs and services to job seekers in a variety of 
programs.  According to DESC: 

• Exhibit C of the Agreement expressly states that DESC should utilize 
Compliance Fee funds “to increase the pool of qualified Detroit applicants for 
jobs resulting from economic development activity in the City. 

• It goes on to specify that the Mayor’s Workforce Development Board and DESC 
are responsible for identifying target sectors for training. 

• The Agreement seems to explicitly call for training across multiple in-demand, 
high-growth sectors/industries including but not limited to construction and the 
skilled trades.  

 
OAG’s Position 
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 (whose source of funds are EO-2016-1 Compliance Fee 
Dollars,) with the collective training needs of the contractors who are assessed and pay  
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these 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. 
 
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 of ensuring that there is 
adequate funding to provide those services across this spectrum.  Hence DESC’s need 
to leverage funds while “blending and braiding” to maximize program training that meets 
the needs of the individual participant, as well as the employers who need a skilled 
workforce. 
 
Conflict was Created between the Agreement and Its Exhibit C 
Exhibit C: Workforce Training Fund Policies and Procedures was drafted by CRIO, on 
July 12, 2017, to clarify the sources of fund allocations, fund disbursements, and 
monitoring the fund usage.  However, Exhibit C created a conflict between it and the 
Workforce Training Fund Agreement with respect to the use of fund.  This conflict of 
usage is addressed in Finding 1 and OAG’s Rebuttal in the Audit of the Civil Rights, 
Inclusion, And Opportunity Department Second Interim Report on Compliance Fee 
Dollars - Detroit Employment Solutions Corporation (May 2021)3. 
 
To our understanding:  

o The Agreement formulated by the City of Detroit’s Corporation Counsel is 
specific in describing the purpose of the Workforce Training Fund being used for 
skilled construction trades and/or jobs resulting from new development.  The 
following language is taken directly from the Agreement, Section 3, 
Establishment of Workforce Training Fund Program: 
 The purpose of the Program is to support initiatives undertaken by 

DESC to provide training, support, and placement for Detroiters 
seeking jobs in the skilled construction trades and/or the permanent 
jobs resulting from new development. 

o The specific purpose contract clause as established by Corporation Counsel 
takes precedence over conflicting or unclear language in supporting schedules or 
exhibits. 

 
The conflict between the Workforce Training Fund Agreement and Exhibit C is not 
resolved nor clarified.  To ensure the appropriate use of workforce training funds 
resulting from EO compliance fees, we are seeking your legal opinion for the resolution 
of the existing “conflict” and whether the City of Detroit’s Executive Order Compliance 
Fee Dollars be 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?  

 
3 The Office of the Auditor General’s Rebuttal To The Agency Response To The Audit Of The Civil Rights, 
Inclusion, And Opportunity Department Third Report On Compliance Fee Dollars – Operations (April 2023: 
https://www.detroitmi.gov/government/auditor-general. 

https://www.detroitmi.gov/government/auditor-general
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Question #2:  Should The City Of Detroit’s Executive Oder Compliance Fees Be 
Assessed On Total Payroll (i.e., Average Hourly Wage x Total Work-Hours?) 
 
Background 
During the course of our audit, we found that CRIO did not assess compliance fees in 
accordance with Executive Order 2016-1 resulting in $819,125 potential revenue losses 
to the City4. 
 
Executive Orders and Compliance Fee Dollars 
Effective December 2016, Mayor Michael E. Duggan issued the Executive Order 2016-
15 (EO 2016-1) (superseded Executive Oder 2014-4) to promote maximizing utilization 
of Detroit residents on publicly funded construction projects.   

• Contractors or developers who entered publicly funded construction projects but 
failed to meet the Detroit resident workforce requirement (51% is enacted as 
Workforce Target) will result in  financial penalties (recognized as “compliance 
fees”).   

• CRIO is the designated agency to enforce the execution of the related Executive 
Order.   

• The initial Executive Order was superseded three times during the period 2014 to 
2021.  

 
As stated in EO 2016-1:   

A contractor who does not meet the Workforce Target in any measurement period 
shall help strengthen Detroit's workforce by making a monetary contribution to the 
City's CRIO administered Workforce Training Fund, thereby supporting the skill 
development of Detroit residents.  

 
OAG’s Finding and CRIO’s Current Practices 
CRIO’s calculation and assessment of compliance fees were not in accordance with EO 
2016-1.  The formula that was developed and used by CRIO resulted in inaccurate 
calculations of compliance fees and a potential revenue loss (specifically EO 
compliance fees revenue) to the City. 
 
The table below illustrates a calculation of compliance fees assessment based upon the 
formula legislated in EO 2016-1 versus the formula implemented by CRIO: 

 
4 Audit Of The Civil Rights, Inclusion, And Opportunity Department Third Report On Compliance Fee Dollars – 
Operations (April 2023); pp 12-16; https://www.detroitmi.gov/government/auditor-general.   
5 Appendix B: Executive Order 2016-1 , pp 25. 
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Compliance Fees Calculation Comparison 
 
 
 
Steps 

Formula 
Legislated in EO 2016-1 Section 6 

Formula 
Developed and Implemented by CRIO 

Example: If the Workforce Target Shortfall is 26% 
 
Step 1 

5% × Average Hourly Wage × Total 
Workhours(A) × 10% 

5% × Average Hourly Wage × 
Nonqualified Workhours(B) × 10% 

 
Step 2 

10% × Average Hourly Wage × Total 
Workhours× 10% 

10% × Average Hourly Wage × 
Nonqualified Workhours × 10% 

 
Step 3 

15% × Average Hourly Wage × Total 
Workhours× 6% 

15% × Average Hourly Wage × 
Nonqualified Workhours × 6% 

Step 4 Sum of Steps 1, 2, and 3 Sum of Steps 1, 2, and 3 
Notes: (A) Average Hourly Wage × Total Workhours = “Total Payroll”   
 Compliance Fees are assessed based on the contractor’s “measurement period.”  
 According to CRIO, “[They] generally [monitor] within a monthly measurement 

period.  There is currently only one contractor that reports quarterly, in which the 
reason of this determination is unknown, as it is prior to the compliance team 
employees and leadership staff.”  

 (B) “Nonqualified Workhours” = “Total Work-Hours” – “Qualified Detroiters’ Work-
Hours.” In the department practice, CRIO used Nonqualified Workhours instead 
of using the Total Workhours to calculate the Total  Payroll and EO compliance 
fees. 

 
It should be noted that when the Workforce Target Shortfall reaches 51%, this indicates 
that the number of qualified Detroiters working on the project is below the minimum 
threshold.  Therefore, the Qualified Detroiters’ Workhours will be zero.  In these 
instances, the amounts of assessed compliance fees will be same either under the EO 
2016-1 legislated formula or under CRIO’s adapted formula. 
 
CRIO’s use of “Nonqualified Workhours” instead of “Total Workhours” (to arrive at total  
payroll) as required by EO 2016-1 has effectively reduced the amount of total 
compliance fees assessed.  We estimate $819,125 total potential loss of compliance 
fees as of June 2019.  
 
CRIO’s Response 
CRIO argued the reason CRIO uses nonqualified workhours is based on the qualifying 
statement in the language,“…total work hours by which the contract fell short…” CRIO 
believes the formula it has historically used to calculate the Compliance Fee’s 
accurately reflects the language in Executive Order 2021-2, Section 7. 
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• EO 2021-26, Section 6., requires the following to be submitted by the contractor: 
a. Total work hours 
b. Total work hours by Detroiters 
c. If applicable, for a contractor that fell short of the Workforce Target 

1. “Raw number of total work-hours by which the contractor fell short of 
the Workforce Target” 

2. “Percentage of total work-hours by which the contractor fell short of 
the Workforce Target.” 

• Section 7.  method of calculation states, “For each work-hour comprising the first 
10% of the total workhours by which the contractor fell short of the Workforce 
Target, 5% of the average hourly wage paid by the contractor during the 
preceding measurement period.” 

• Section 6.  distinguishes a difference between “total work hours” (used by OAG) 
and “total work hours by which the contractor fell short” (used by CRIO). 

• Formulas used by CRIO, for a 26% shortfall: 
o 5% x Avg. Hourly Wage x Fell Short Hours x 10% 
o 10% x Avg. Hourly Wage x Fell Short Hours x 10% 
o 15% x Avg. Hourly Wage x Fell Short Hours x 6% 

Mr. Zander stated that CRIO will continue to use their “historical” interpretation of the 
language in the Executive Order. 
 
OAG’s Position 
First, we disagree with CRIO’s “historical” interpretation of the term “fell short” as written 
in Sections 6 and 7 of the Executive Order.  In these references, it is clear that the term 
“fell short” represents a category within the calculation and refers to those contractors  
who did not meet the workforce target (at each step) as prescribed by the EO.  In 
essence, the term “fell short” describes the violation that occurred.   
 
We also contend that CRIO’s substitution of “non-qualified” work-hours instead of total 
work hours to arrive at total payroll represents “double-dipping” of the hours worked by 
Detroiters and reduces the amount of the assessment of compliance fees.  
 
The Executive Order defines “fell short” as total work hours minus work by bona-fide 
Detroiters.  According to CRIO, this is also their definition of “non-qualified” workhours. 
 
We contend that the “fell-short percentage” used to calculate the assessment is derived 
in the same way, and it is a percentage representation of “non-qualified” workhours.  

 
6 EO2021-2 effective 4/21/2021, the third revision superseded EO2016-1 and EO 2020-5.  It emphasizes the 
inclusion of publicly-funded demolition/rehabilitation projects and clarifies the exclusion of publicly-funded 
projects funded by a grant awarded by a governmental entity.  It maintains the original procedures for calculating 
and assessing compliance fees. 
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The “fell short percentage” or “non-qualified work hours percentage” is based on total 
work hours (i.e., 100%) minus the percentage of hours that bona-fide Detroiters worked 
on the project.  Therefore, the resulting “fell-short percentage” used in the formula, has 
already considered the percentage amount of work performed by Detroiters versus the 
percentage of work performed by non-Detroiters.  
 
We contend that CRIO’s practice of substituting “non-qualified” hours into the formula 
essentially double counts the hours worked by Detroiters: 

• By first, reducing the total work hours to arrive at the non-qualified hours and 
percentage, or “fell-short” percentage; 

• Then applying this fell short percentage (or non-qualified hours percentage) to 
non-qualified hours. 

 
Calculation of Compliance Fees Assessed on Total Payroll 
We believe that compliance fees are assessed and calculated by applying the “fell-short 
percentage” to the total  payroll in a three-step process.  The contractor’s total payroll is 
calculated by: 
 Average Hourly Wage × Total Workhours = Total Payroll 
 
The three-step process to assess compliance fees is depicted below: 
 

 
 
Moreover, the authors of EO-2016-1 provided the following specific example of the 
calculation.  The compliance fees are required to be assessed on total  payroll (i.e., 
average hourly wage x total work-hours). 
  

Compliance 
Percent of 

Workforce Target 
A

•Compliance Percent 
of Workforce Target 
(A)  = Total 
Detroiter's Work 
Hours ÷ Total Work-
Hours × 100%

Fell-short Percent 
of Workforce 

Target B

•Fell-short Percent of 
Workforce Target (B)  
= 51% - A

Compliance Fees 
Assessed on Total 

Payroll C

• Step 1: allocate the fell-short B into three 
groups: first 0-10%, Second 0-10%, the Rest 
of Remaining Balance of the fell-short B (0-
31%)

• Step 2: apply step rates of 5%, 10%, 15% 
into each group in step 1 respectively.

• Step 3: apply total payroll into each group.
• Step 4: sum of all steps from 1 to 3.
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“Thus, for example, if 25% of the total-hours performed on a publicly-funded 
construction project were performed by bona-fide Detroit residents, the contractor 
will have fallen short of the Workforce Target by 26% of the total workhours. 
That contractor’s minimum required contribution would be the sum of: 

(1) 5% of the average hourly wage for 10% of the total work-hours; 
(2) 10% of the average hourly wage for 10% of the total work-hours; and 
(3) 15% of the average hourly wage for 6% of the total work-hours. 

 
Again, we contend that CRIO’s practice of substituting “non-qualified” hours to arrive at 
the total  payroll represents “double-dipping” of the hours worked by Detroiters. 
 
The effect of using non-qualified hours to arrive at BOTH the “fell short percentage” 
AND the calculation of the fees (applying the fell-short percentage to non-qualified 
hours to arrive at total  payroll), decreases the amount of the assessment and gives the 
incorrect appearance of a higher rate of compliance for the contractor.  The effect of 
CRIO’s past and current practices represents a reduction in compliance fees.   
 
We asked Mr. Zander about the origins of CRIO’s “historical” interpretation, and he 
could not provide any definitive answers or historical documentation regarding the 
matter.  Our finding is based on the original Executive Order, in which the calculation of 
compliance fees has remained unchanged throughout its subsequent iterations and 
makes no reference to “non-qualified” work hours. 
 
Since Mr. Zander stated that CRIO will continue to use their “historical” interpretation of 
the Executive Order, we are concerned with the ongoing potential revenue losses to the 
City. 
 
For your reference and convenience, we have included the following Appendices: 
 

Appendix Description Page 
Number 

A Agreement for Administration and Operation of 
Programs Funded through the City of Detroit’s 
Workforce Training Fund and Exhibit C 

11 

B Executive Order 2016-1 25 

 
To ensure the accurate assessment of compliance fees, we are seeking your legal 
opinion on should the City of Detroit’s Executive Oder Compliance Fees be assessed 
on Total Payroll (i.e., Average Hourly Wage x Total Work-Hours?) 
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Closing 
In closing, we are requesting the Legislative Policy Division (through City Council) to 
opine on the following questions relating to the correct interpretation of the usage and 
the assessment of the Executive Order compliance fees: 

1. Should The City Of Detroit’s Executive Order Compliance Fee Dollars Be 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?  

2. Should The City Of Detroit’s Executive Oder Compliance Fees Be Assessed On 
Total Payroll (i.e., Average Hourly Wage x Total Work-Hours?) 
 

We appreciate your consideration of this matter and look forward to your response. 
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APPENDIX A 
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APPENDIX B 
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