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Drear Mr Riggs

We appreciate the opporunity to respond to the drafi Financinl-Related and Performance Audit
af the Industrial Exchange, Inc, Governoer's |5 Percent Welfare-to-Work Discretionary Funds
Program December 16, 1998, through lune 30, 2001, As you ane pware, OFSC monitors first
reparted the major issues addressed in the drafi Audit Reporl. Since then, the Oklakoma State
Audivor and Inspector (SA&]) performed additional work in this area and confirmed our
momitor's findings. We have retained the SA&I w conduct a special follow-up audit for the
purpose of determining that all Welfare-to- Work finds were spent in accordance with federsl
and contract reguirements.

While we welcome and appreciate the lard wark of the O1G auditors, we strongly disagres with
their conelusion snd believe their recammendations are unreasonable For example you state
that

. “THA circumvented required procurement procedures in order to select IndEx as o WiW
service provider at the direction of the Oklaboma Cftice of Employment Security (OESC) ™

*  Your auditors relied exclusively on an uninee statement by Tulsa Housing Autharity
(THA) 1 the SAKLT without comoborating evidence or giving OESC an appartunity to
vernly if the mformation was 1rue

*  Giiven the umigue aspects of the IndEx project. as indicated in news stones and
national publications, Oklahoma’s Central Purchasing Act allowed QESC 10 contract
directly with IndEx il that was ourintent OESCs goal was to replicate the IndEx
project
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2. TOESC received its direction from the Governor's office.™

s The OIG auditors arrived at this conelusion without any evidence whatsoever
Meither the CGiovernor of Oklahema, nor anyone on his staft, directed QESC 10
give money ta IndEx, Inc. Chfton Scott, the State Auditor and Inspector, has
concluded that there is no evidence the Govermnor directed OESC Lo give
money to IndEx. Inc

3 The O1G auditor’'s recommendation that “the Assisiant Secretary tor Emplayment and
Training disallow questionable costs of 5561 64% for IndEx’s dismal performance outcomes
and their mismanagement, waste, and abuse of WiW funds and for THA's procurement of
services from [mdEx without competition™ 15 unreasonable

s According to Generally Accepred Auditing Standards, questioned costs generally
include unnllpwable cost, undocumented cost, unapproved costs, and unrensonable
cost, OESC agrees that some cost will likely be disallowsd, however we disagree
with the drafi Audit Report's recommendation o question all costs The draft Awdit
Bepont clearly states that thers were same participants served by the program And
while a case is made that many expenditures are uireasonable or undocumented, we
believe it 15 OIG's responsibility to identify specitie guestioned costs, not to lump all
expenditures together and claim poor performance At a minmmum, cost should be
allowed for those participants that were served

4 Furthermore, the draft Audit Report’s récommendation for the Assistant Secretary to direct
OESC to camryout its grant management responsibilities because of findings ar [ndEx are not
warranted

= We believe thar aur grant management activitics were effective in bringing these
isswees 1o the forefront.

5 In addition, we believe the audit process for this engagement has been contriary 1o Generally
Accepted Auditing Standards and Government Auditing Standards and are not consistent
with O1G s own published procedueres. CG auditors used uncorroborated evidence as fict
and did not allow ws full participation in the process.

Our intent and the Governor's intent ive always been to replicate the IndEx project.  Despite
the impression created by the draft Audil Repor, at least at one time, the IndEx project was
worthy of replication We are surpriged and extremely disappointed, given IndEx"s prior public
reputation, in the poor performance documented by the O1G as it relates w the THA contracts

The O anditing process

The OIG auditing process used is not consistent with the 010 s stated processes or the process
explained tous during the initial entrance conference with QIG auditors. Our concern is that the
process heing used is not conducive to ensuring that accurate audit findings are presented ar that
audit recommendations are reasonable
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According to the on-site OLG auditors dunng their entrance conference here at the Oklahoma
Employment Security Commizsion (OESC) on May |, 2001, Industrial Exchange, Ine {IndEx), a
subrecipient of the Tulsa Housing Authority (THA], was being audited. not OESC, that OESC
would have an opporunity to comment on the draft audit report; and that OESC would be
expected to resolve any findings. Further, an exit conference would be held with OESC 1o
discuss potential findings, conclusions and recommendations. Then QTG would drafi their audit
report and offer DESC an opportunity to respond

Below is an excerpt from O1G"s official web site concerning their audit repoen process:

Before the audit repon is issued, an exit conference i3 held w communicate audit
results to appropnate program o agency mansgement and to obdain the auditee's
management comments on  proposed  findings  and  recommendations
Management’s input is imporant to ensure that the audit results are faicly
presented, audit recommendations are reasonable and feasible, and any errors or
misrepresentations are corrected  Following the exit conference, i drafi repon
will_normally be issued to the appropriate assistant secretary, with & request that
management provide written comments on the facts, conclusions, and each
recommendation presented in the report within 30 days. (Emphasiz added )

These procedures were not followed during this audit The exit conference was not held prior to
issuance of the draft report as described by the OIG. The exit conference was held atter the draft
report was issued and was not used to “ensure that the audit results are FGurly presented. audin
recommendations are reasonable and feasible, and any errors or misrepresentation are corrected”
lii fact, the on-site O1G auditors indicated they would make no changes in their draft report based
on issees discussed in the exit conference.

Additionally, we are being required to respond dunng the same timeframe Tulsa Housing
Authority (THA) 15 being asked to respond. {THA now apparently operates the IndEx project.)
Therefore, we have not been given an opportunity to review THAs passible response 1o the draft
audit findings  Such an omission 5 one more reason we are concerned about the process and its
impact on factuality, reasonableness, and fairness

Was IndEx worthy of replication?

Despite the imprezsion created by the draft Awdit Repor. at least at one time, the IndEx project
was worthy of replication.  According to a White Paper on WiW ariginally issued by Secretary
of Labor Alexis Herman in October 197, “placing the borahesi-to-serve wedfare recimients in
Jobs will veeuire not oody comminmeny bul ineoveation " States, focoliifes o service providers
shonddd toake advaniae of demonstration experfence and the research ad evaluation fradings
averifabile ovr how fo serve this target gronp.”

In September 1997, approximately a year prior to OESC's contract with THA and other entities

to replicate the IndEx project, the Manpower Demonstration Research Corporation {MDCR)
published Tuder ‘s fndEx Progeam: A Business-Led fivarive for Welfare Reform and Econeomic
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Devefopment by Maria L Buck, MDRC is a nationally recognized, nonprofit social policy
research organization

MIDRC has launched the Conpections to Work project with suppon from the
Rockefeller Foundation and the Charles Stewarr Mot Foundation  One objective
is to identify promising practices through  series of case studies fooused on
communities at the forefront of developing innovalive approaches to connecting
welfire reciprents with jobs,

The first in this series of case studies, supponed by the Charfes Stewart Mot
Foundation profiles the IndEx progeam in Tulsa, Oklahoma.

The scale of programs similar 1o IndEx is likely to be small, but these programs
have the potential for replication.

Financing the Expansion {1906 19%7)

The programmatic expansion was made posgible in large part by the general
support grant of $200,000 from the Charles Stewart Mott Foundation. The
Foundation had recently created an initiative to identify and suppont mnovative
welfire-to-waork programs that utilized a demand-driven approach and were
focused on involving the business community. The grant placed [ndEx on a
secure financial footing

In addition, the development of IndEx II brought & new influx of finances and
resources o the program. Sponsoned by the Oklahoma Departments of
Education, Vocational and Technical Education, and Oklahoma’s Oftice of
Juvenile Affairs, IndEx received a $150,000 start-up grant as well as in-kind
resources from the Tulsa Public Schools and the Literacy Coalition of Tulsa
Owarall, the Mort award and IndEx 11 funds increased the annual operating budget
to SS00,00, up from §140,000 in 1993

Both of these enhancements led 1o increased placement rates: more [ndEx
participants were placed in jobs in 1996 than in all the previous years combined
Of the 286 participants enrolled in IndEx in 1996, 110 found employment and 76
remained enrolled in the program at the beginning of 1997

By that time, IndEx had gained recognition hoth within Oklahoma and across the
nation as an innovative business-led approach 1o welfare-to-work programs

Likewise, there were also a number of news articles touting the virtues of the IndEx project. It
was reported by Scott Cooper in the April 16, 1997 Tulsa World that

“One of Oklahomn's hest welfare-to-work programs moved its business location
downiown. " “Rowley said the [ndEx program is popular throughout the
country. Several times a year, he travels throughout the nation to meet with
business leaders, chamber of commerce officials and state lawmakers.”
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Becky Tierman reported in the Tulsa World on May 28, 1997,

“We did not design IndEx as the rezult of federally mandated welfare reform
programs, said George Singer, chairman of the chamber board. We did it because
we wanted to. 11's a proactive movement.”

“Last Tuesday, 1 spent the day at the White House explaining the program, said
Wayne Rowley, directer of human resource development for the chamber. They
asked, How do you get the community 1o suppont for such a program ™

“Upon request of those states, he has spoken to members of state govemment in
Connecticut, Pennsylvania, California and Mew York abowt Career Partners Inc
the chamber’s school-to-work imtiative, IndEx | and IndEx 11

Tulsa Warld Editorial, Program Breaks Welfare Chamn, June |5, 1907

“Tulsa’s growing wel fare-to-work program, which is winmng national prasse,
takes on even mare significance in light of welfare reform legislation that 12 fast
becoming a reality ™

“IndEx is quickly proving itself to be one of the most successtul welfare-to-work
procrams in the country ™

“Tulsa is lucky to have both business leaders and civic leaders who not only see
the problem, but find the solution.”

And Tom Facksan wrote in the Lawton Constitution on Apnl 20, 1995

“LIMC, or Linking Individuals fo Mew Careers, 15 a welfare to work program,
explained LINC progriom coordinator Krystal Brue

Brue zaid she is interested in the IndEx or Industrial Exchange program in Tulsa
run by the Metropolitan Tulsa Chamber of Commerce, which provides tramimng.
education and work experience in cooperation with industry for people zeeking to
ger oft welfare or escape deadend jobs

The schoal s investigating that and would like 1o stam something like that here,
Brue said

{Rep.) Deutschendorf said he's studied the Tulsa program and wouold love to see it
replicated in Lawton ™

In addition, the State Chamber sponsored a meeting on Mowvember 10, 1997 1o discuss
replication strategies for the IndEx program with representatives from several communities.
Leading the discussion were Marcisa A Polonio of Replication & Frogram Strategies, [nc., Mark
Elliott af Public/Private Ventures, and Jennifer Phillips of the Charles Stewan Maort Foundation

Thix is the context in which the decision was made to attempt replication of the IndEx program,
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WIW performance requiremienis

Itis alse important to understand the difficult population being served by the Welfare-to-Work
program and that the U5, Department of Labor has nat issued performance requirements
According to a White Paper on WiIW originally 1ssued by Secretury of Labor Alexis Herman in
Octaber 1997,

... a Welfare-to-Work Grant initiative that will provide needed resources for
States and localities to create job opportunities tor the hardest-to-employ weltare
recipients,”
“The kev ohjective of welfare reform 15 to break the cycle of dependency by
promaoting responsibility and work"
“Aiding the hardest-to-employ welfare recipients in finding sustained
unsubsidized emplovment is a formidable challenge - ane that requires a broad-
bazed coordinated response that utilizes the resources of federal, State and local
povernments, private emplovers and other interested organizations.”

Meither USDOL nor the State of Oklahoma has issued WiW performance requirements, USDOL
has established, but not required, & Government Performance and Resulis Act (GPRA) goal for
retention of those WIW participants placed in unsubsidized employment. (0% wall remain in
the warkforee for 2 quarters following the placement quarter)

Performance snapshots vary depending on when the snapshot is taken  Because of the onginal,
onercus WEW eligibility requirements and the T00/30% expenditure requirement, grant
recipients nabionwide enrelled few participants and overall expenditures were exceptionally low
(but extremely high per participant). As a result, Congress modified WiW requirements to
expand the eligihle population and significantly changed the T0%W/30%% requirement.  Ever since
these modifications were implemented in Qctober 2000, enrollments have gone up and
expenditures per participant have gone down as over time grant recipients have significantly
increased enrallments while still having the same amount of grant funds o expend

However, Tulza Honzing Authority was not ahle to increase their enrollments and reduce their
cost per participant since OESC stopped THA s ability to enroll customers on February 2, 2001,
just 4 months after loosened eligibility requirements were implemented . (This was done due to
serious concerns about potential inappropriate expenditures:} As a result, THA was unable to
reduce their cost per pamicipant over time as other grane recipients did. For example, in
December of 2000, Oklahoma's cost per participant for all WiW funds expended was over
314,000, As of Decemnber 20010, the cost per participant e all WiW funds expended
Oklahoma was approximately 54 000,

Despite the difficulty of the program and the fack of WiW performance requirements, we are

surprsed and extremely disappointed, given IndEx’ s prior public reputation, in the poor
performance documented by the 010G as it relates (o the THA conlracts
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“Finding #1. THA did not follow procurement procedures in order to select IndEx as a
WHW service provider; consequently, THA contracted with an organization not financially
solvent or proven successful enough o administer Federal grant funds,”™

We do not take issue with the nssertion that THA failed o follow reguired procurement
procedures. However, we do disagree with the O1G discussion and inferences accompanying
this findmg.

SOESC seall informed THA staff the Governor had instrocted that such funds be directly
awarded from THA to IndEx, Inc,...”

Notonly is the O1G assertion untrue, there is pol a reasonable basis for making this seousation,

Both Generally Accepted Auditing Standards (GAAR) and Government Auditing Standards
(GAS) address the izsue of evidential matter. Both standards require that sufficient, competent,
and relevant evidence be ablamed to afford a reasonable basiz for the auditors” findimgs and
conclusions. Further GAAS states the auditor should obtam corroborating evidential matter by

+ Inspecting documents;

=  Obtaining confirmations and other written representations from people within and outside
the entity,

= Inguiring of ¢lient personine] and management, and

¢  Developing or reviewing pertinent information which permits the awditor o reach
conglusions through valid reasoning

The QTG audivors never requested any information from OESC o suppon o disprove the
allegations made against us in the drafi report, We were provided with a copy of the Statement
of Facts issued to THA, but were told by on-site O1G auditors that no response was expected
from OESC. Inorder to “ensure that the audit results are fairly presented, audit
recommendations are reasonable and feasible, and any errors or misrepresentalions are
comected”, (JESC s management should have been questioned regarding the allegations by THA
and given an opportunity to respond prior o sssuing the initizl Statement of Facts ns well as the

draft Audit Report

In addition to reviewing THA's comment to the State Auditor and Inspector (SA&1) draft report,
THA s responses to QESC s monitonng report should have also been reviewed. THA's
statement alone does not provide sufficient evidential matter in accordance with GAAS or GAS
Review of both revesls a direct contradiction; thus, questioning its reliance and sufficiency as
evidential matter. Afier review by the SA&I they agree and ot 15 our understanding that they will
not include this statement m their Goal report.

Mot only is there no legitimate basis for making this accusation, it is untrue. THA is apparently
the only entity that believed OESC, at the Governor’s direction, wanted WiW 1 5% funds miven
o IndEx When THA anginally responded 1o OESC on July 20, 2000, concernmg an OESC
monitoring finding that questioned the entire IndEx contract amount, THA indicated that they
entered into a sole spurce contract with IndEx hecawse of the OESC contract langoage. (“WIW
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grant funds are heing provided for the purpose of replicating the IndEx Program in Tulsa™) Ye
when THA responded on June 14, 2001, 1o & similar finding by the SA&T, THA s complete
response was that they were nformed on Cretober 15, 1998, during an OESC training session,
that OESC staff indicated that the Governor instructed that such funds be directly awarded to
IndEx. OQESC did not make such a statement and none of the other training participants had this
understanding, OESC cannot state what THA believed, but we are certain that our actions were
not responsible for that belief.

Likewise, the Office of Juvenile Affurs entered imto simalar WtW 1 5% funded contracts with
THA and other entities vet none of the other entities provided WitW tunds to Wayne Rowley or
the lindEx project

According to the OMB Circulars, the test for contracring with a sele source without competition
includes: the material, product or service is available only from a single source, or the provider
has o one of & kind capacity to make it availlable  Ciiven the unique aspects of the IndEx project,
as indicated in news stories and national publications, Oklahoma's Central Purchasing Act
allowed QESC 1o contract directly with IndEx if that was our intent

In addition, the Governor, nor anyone on his stafl, instructed OESC 1o provide WiW or any other
fimds 1o the IndEx progect. According to the Sept 18 2000 edition of the Capital Network
MNews, Clifton Scott, the State Auditor and Inspector, in discussing the corrent WiW Special
Auedit,

“snid that despite a letter from Governor Frank Keating promoting IndEx as a
company Lo participate in the program, he foend no evidence that the Govermaor
intended for the money to be used in a wrongfil manner™ "As far as any
evidence where the Governor stiff-armed the Employment Securnity and said they
have to have this contract, we didn't see any evidence, Scott said ”

“IndEx alse did not have a record of past success as a service provider.™

The draft Audit Report quotes the Manpower Demonstration Research Corporation publication
previously cimed as indicating IndEx was unseccessiul Unformunarely, the quote used by the O1G
was taken out of context  Tn fact, a3 should be obviaus fram the earlier quotes from the MDRC
report, the purpose of the document was to share IndEx as a project worthy of replication
natiomwide, Here is the entire staterment quoted in the O1G Audit Report from Telse s falfor
Program: A4 Business-Led fnitiative for Wedfare Reforne and Ecomomie Developmeny

TAKING STOCK

Unfortunately, ne relinble data are available on the rate of job placements or
on retention in unsubsidized work, which wonld provide a mensure of
IndEx's overall success. We do know, however, that over the years, IndEx has
done increasingly more to address the needs of 15 participants, imcluding
providing transportation and child care assistance, developing the financial
incentives with the 30- and &0-day training programs, and establishing post-
placement services for participants in the rrﬁinins programs

100



“IndEx did not have experience with Federal progeams belore receiving the Wi'W
funds.”

Since DESC did not contract with IndEx, we are unaware of whether IndEx had experience with
federal funds, but we do not understand such experience to be a criterion Ffor being eligible fir
grant funding, (hherwize, anly those entities already receiving federal funds would be able o
receive thiesa funds in the future

Additional lindings

We are unable to respord 1o the remaming findings. We have contracted with the State Auditor
and Inspector’s office to conduct a Special Audit of all WiW programs to determine any
problems, including those previously raised by our monitors and the State Auditor concerning
THAMndEx. The SA&IT has vet to issue their Special Audit Repont. And as previously
indicated, we have not been given in opportunity to review THA's possible response 1o the O1G
drafi Audit Repart before this response is required ta be submitted

01 dreaft Andit Report Executive Summary

We take strong exception 1o the draft Audit Repont’s Executive Summary, Rather than
summarizing the findings, the awditor has expanded on the unsubstantiated statements 10 create
even more inflammatory statements,

“THA circumvented required procurement procedures in order (o select IndEx as a WiW
service provider at the divection of the Oklahon (MTice of Employment Security [sic)
(OESC).™

The D1 has moved from imappropriate, unsuabstantiated statements and inferences to
irmesponsible assertions. There is ne basis in the draft Audit Repont for this statement and it is
untrue. This is clearly in viclation of Generally Accepted Auditing Standards

SOESC received its direction from the Governor's office.™

While rhis statement is not in itself unimee, its placement tollowing the accusation that QOESC
directed THA to circumvent procurement practices is obviously designed to imply that the
Governor's office directed OESC o have THA violate procurement procedures This is again
untrue and the OLG has again violated acceptable auditing standards. There appears 1o be no
legitimate purpose to such an unfounded statement.

“IndEx failed to come close o meeting their contract performance goals ..."
The OIG auditors have mischaractenzed o planming summary with a performance regquirement
Neither the contract between OESC and THA nor the contract between THA and IndEx were

performance-hased contracts Le . neither contract based contract payments on specific
performance results, While it would appear that IndEx did not achieve the anticipated service
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levels stated in their planning summary, those service levels were merely planning estimates, not
contractual requirements. And as previously discussed, there are no state or federal performance
requirements for WEW grant recipients

“Woe recommend the Assistant Seeretary (or Employment and Training disallow
guestionable costs of $561,64% for IndEx's dismal performance suicomes ...

According to Generally Accepted Auditing Standards, questioned costs generally include
unallpweble cost, undocumented cost, unapproved costs, and unreasonable cost. (YESC agrees
that somie cost will likely be disallowed; however we disagree with the O1G's recommendation
to gquestion all costs. The O1G clearly states that there were some participanits served by the
program. And while a case is made that many expenditures are unreasonable or undocumented,
we helieve it is O1G s responsibility to identify specific questioned costs, not to lump all
expenditures together and claim poor performance. . At 8 minimum, cost should be allowed for
those participants that were served.

“Furthermore, we recommend the Assistant Secretary direct the State to ensure:

s Contractors and subcontractors adhere to Federal and State regubations in
procuring services from providers.

= Service providers are adequately monitered,

*  Service providers use an appropriate method of allocating cosis,

»  Service providers maintain adeguate documentation to suppaert allocation of cost to
WIW programs,

»  Service providers maintain an adequate e distribition system that reflects the
actual activity of employees,

o Service providers properly account for program income.”™

We are puzzled by these recommendations, The OIG did not audit OESC yet these
recommendations indicate that OESC is not conducting its grant oversight duties,

In the (1G5 draft audit Ohjectives, Scope, and Methodology section the CHG indicates that they
“alser reviewed OESC'S monitorig beports. Sinee proflens noted in the monitering repoets and

o S WORKIEE IRIpers wede extensinte,

According to the State Auditor and Inspector in his December 12, 2000 WiW Special Audit
Report

“We commend the (OESC)H monitors efforts and accomplizshments in conducting
the Financial and Programmatic Reviews of OJA and THA. Many of cur findings
originated with findings from OESC Monitoring Reviews”

Again, according to the SA&D s Special Audit Repor,

“The following are some of the findings included in the Financial and
Programmatic Review of THA:
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. Competitive bidding process not followed .
. There were no participant files ..
. There were no records maintained

It would appear that OESC is at least adequately monitoring our grant recipients.

The SA&I"s Special Audit Report detailed & number of suggested improvements 1o OESC s
grant oversight activities, OESC agreed with the State Auditor concerning these deficiencies and
proceeded to correct them,

In response to the previous findings by OESC monitors and the State Auditor’s Office, OESC
engaged the State Auditor to expand their Special Audit to all WtW grant recipients. While that
Special Audit Report has yet to be presented, based on the draft findings submitted to OESC, no
other grant recipient is exhibiting the problems identified at the Tulsa Housing Authonty.

We would like to reiterate that the OIG did not audit OESC, nor did OESC contract with IndEx.
For the OIG 1o assume that OESC is not carrving oul its arant management responsibilities
solely because of findings at IndEx seems unreasonable.

We are concerned that this draft Audit Report and the process used to develop it is not an attempt
to represent fair, reasonable, or accurate results, Our intention i3 to work with the LTS
Department of Labor, our federal funding source for WiW funds, 1o determine whether any
questioned costs should be disallowed We are committed to ensuring that any disallowed
expenditures, as determined by USDOL, are recovered

Sincerely,

s

Jon Brock
Executive Director

John ). Getek, Deputy Inspector General for Audit
Emily Stover DeRoceo, Assistant Secretary
loseph Juarez, ETA Regional Administrator

Roy Hancock, THA Executive Director

Clifton Scott, State Auditor and Inspector
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