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Independent Auditors’ Report on Internal Control Over Financial Reporting and on 
Compliance and Other Matters Based on an Audit of Financial Statements  

Performed in Accordance with Government Auditing Standards 
 

 
State of Michigan 
   Office of the Auditor General,  
   Office of Financial Management and 
   Talent Investment Agency, 
      Unemployment Insurance Agency 
 
We have audited, in accordance with the auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards issued by the Comptroller General of the United States, the financial 
statements of the State of Michigan, Talent Investment Agency, Unemployment Insurance 
Agency – Unemployment Compensation Fund (Fund), as of and for the year ended 
September 30, 2015, and the related notes to the financial statements, and have issued our report 
thereon dated December 4, 2015.  
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered the Fund’s 
internal control over financial reporting (internal control) to determine the audit procedures that 
are appropriate in the circumstances for the purpose of expressing our opinion on the financial 
statements, but not for the purpose of expressing an opinion on the effectiveness of the Fund’s 
internal control. Accordingly, we do not express an opinion on the effectiveness of the Fund’s 
internal control.  
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct, misstatements on a timely basis.  A material weakness is a 
deficiency, or combination of deficiencies, in internal control such that there is a reasonable 
possibility that a material misstatement of the entity’s financial statements will not be prevented, 
or detected and corrected, on a timely basis.  A significant deficiency is a deficiency, or 
combination of deficiencies, in internal control that is less severe than a material weakness, yet 
important enough to merit attention by those charged with governance.  
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Our consideration of internal control was for the limited purpose described in the first paragraph 
of this section and was not designed to identify all deficiencies in internal control that might be 
material weaknesses or significant deficiencies and therefore, material weaknesses or significant 
deficiencies may exist that were not identified.  Given these limitations, during our audit we did 
not identify any deficiencies in internal control that we consider to be material weaknesses.  We 
did identify a deficiency in internal control, described in the accompanying schedule of findings 
and questioned costs as item 15-01 that we consider to be a significant deficiency. 
 
Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the Fund’s financial statements are free 
from material misstatement, we performed tests of its compliance with certain provisions of 
laws, regulations, contracts, and grant agreements, noncompliance with which could have a 
direct and material effect on the determination of financial statement amounts.  However, 
providing an opinion on compliance with those provisions was not an objective of our audit, and 
accordingly, we do not express such an opinion.  The results of our tests disclosed an instance of 
noncompliance or other matters that are required to be reported under Government Auditing 
Standards and which are described in the accompanying schedule of findings and questioned 
costs as item 15-01. 
 
The Fund’s Response to Findings 
 
The Fund’s response to the findings identified in our audit is described in the accompanying 
schedule of findings and questioned costs.  The Fund’s response was not subjected to the 
auditing procedures applied in the audit of the financial statements and, accordingly, we express 
no opinion on it. 
 
Purpose of this Report 
 
The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of 
the entity’s internal control or on compliance.  This report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the entity’s 
internal control and compliance.  Accordingly, this communication is not suitable for any other 
purpose.  

 
Auburn Hills, Michigan 
December 4, 2015 
 



 

 

Independent Auditors’ Report on Compliance For Each Major Federal Program; Report 
on Internal Control Over Compliance; and Report on Schedule of Expenditures of 

Federal Awards Required by OMB Circular A-133 
 
 

State of Michigan 
Office of the Auditor General, 
Office of Financial Management and 
Talent Investment Agency, 

Unemployment Insurance Agency 
 
Report on Compliance for Each Major Federal Program 
 
We have audited the State of Michigan, Talent Investment Agency, Unemployment Insurance 
Agency – Unemployment Compensation Fund’s (Fund) compliance with the types of 
compliance requirements described in the OMB Compliance Supplement that could have a direct 
and material effect on the Fund’s major federal program for the year ended September 30, 2015.  
The Fund’s major federal program is identified in the summary of auditors’ results section of the 
accompanying schedule of findings and questioned costs.   
 
Management’s Responsibility 
 
Management is responsible for compliance with the requirements of laws, regulations, contracts, 
and grants applicable to its federal programs. 
 
Auditors’ Responsibility 
 
Our responsibility is to express an opinion on compliance for the Fund’s major federal program 
based on our audit of the types of compliance requirements referred to above.  We conducted our 
audit of compliance in accordance with auditing standards generally accepted in the United 
States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, 
Audits of States, Local Governments, and Non-Profit Organizations.  Those standards and OMB 
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about 
whether noncompliance with the types of compliance requirements referred to above that could 
have a direct and material effect on a major federal program occurred.  An audit includes 
examining, on a test basis, evidence about the Fund’s compliance with those requirements and 
performing such other procedures as we considered necessary in the circumstances. 
 
We believe that our audit provides a reasonable basis for our opinion on compliance for each 
major federal program.  However, our audit does not provide a legal determination of the Fund’s 
compliance. 
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Opinion on Each Major Federal Program 
 
In our opinion, the Fund complied, in all material respects, with the types of compliance 
requirements referred to above that could have a direct and material effect on its major federal 
program for the year ended September 30, 2015. 
 
Other Matters 
 
The results of our auditing procedures disclosed instances of noncompliance, which are required 
to be reported in accordance with OMB Circular A-133 and which are described in the 
accompanying schedule of findings and questioned costs items 15-01 and 15-02.  Our opinion on 
each major federal program is not modified with respect to this matter.   
 
The Fund’s response to the noncompliance findings identified in our audit is described in the 
accompanying schedule of findings and questioned costs.  The Fund’s response was not 
subjected to the auditing procedures applied in the audit of compliance and, accordingly, we 
express no opinion on the response. 
 
Report on Internal Control Over Compliance  
 
Management of the Fund is responsible for establishing and maintaining effective internal 
control over compliance with the types of compliance requirements referred to above.  In 
planning and performing our audit over compliance, we considered the Fund’s internal control 
over compliance with the types of requirements that could have a direct and material effect on 
the major federal program to determine the auditing procedures that are appropriate in the 
circumstances for the purpose of expressing an opinion on compliance for each major federal 
program and to test and report on internal control over compliance in accordance with OMB 
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal 
control over compliance.  Accordingly, we do not express an opinion on the effectiveness of the 
Fund’s internal control over compliance. 
 
A deficiency in internal control over compliance exists when the design or operation of a control 
over compliance does not allow management or employees, in the normal course of performing 
their assigned functions, to prevent, or detect and correct, noncompliance with a type of 
compliance requirement of a federal program on a timely basis.  A material weakness in internal 
control over compliance is a deficiency, or combination of deficiencies, in internal control over 
compliance, such that there is a reasonable possibility that material noncompliance with a type of 
compliance requirement of a federal program will not be prevented, or detected and corrected, on 
a timely basis.  A significant deficiency in internal control over compliance is a deficiency, or a 
combination of deficiencies, in internal control over compliance with a type of compliance 
requirement of a federal program that is less severe than a material weakness in internal control 
over compliance, yet important enough to merit attention by those charged with governance.   
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Our consideration of internal control over compliance was for the limited purpose described in 
the first paragraph of this section and was not designed to identify all deficiencies in internal 
control over compliance that might be material weaknesses or significant deficiencies and 
therefore, material weaknesses or significant deficiencies may exist that were not identified.  We 
did not identify any deficiencies in internal control over compliance that we consider to be 
material weaknesses.  However, we identified a deficiency in internal control over compliance, 
as described in the accompanying schedule of findings and questioned costs as item 15-01 that 
we consider to be a significant deficiency. 
 
The Fund’s response to the internal control over compliance findings identified in our audit is 
described in the accompanying schedule of findings and questioned costs. The Fund’s response 
was not subjected to the auditing procedures applied in the audit of compliance and, accordingly, 
we express no opinion on the response. 
 
The purpose of this report on internal control over compliance is solely to describe the scope of 
our testing of internal control over compliance and the results of that testing based on the 
requirements of OMB Circular A-133.  Accordingly, this report is not suitable for any other 
purpose. 
 
Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133 
 
We have audited the financial statements of the Fund as of and for the year ended September 30, 
2015, and the related notes to the financial statements.  We issued our report thereon dated 
December 4, 2015, which contained an unmodified opinion on those financial statements.  Our 
audit was conducted for the purpose of forming an opinion on the financial statements as a 
whole.  The accompanying schedule of expenditures of federal awards is presented for purposes 
of additional analysis as required by OMB Circular A-133 and is not a required part of the 
financial statements.  Such information is the responsibility of management and was derived 
from and relates directly to the underlying accounting and other records used to prepare the 
financial statements.  The information has been subjected to the auditing procedures applied in 
the audit of the financial statements and certain additional procedures, including comparing and 
reconciling such information directly to the underlying accounting and other records used to 
prepare the financial statements or to the financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United States of 
America. In our opinion, the schedule of expenditures of federal awards is fairly stated in all 
material respects in relation to the financial statements as a whole. 

 
Auburn Hills, Michigan 
December 4, 2015 



State of Michigan 
Talent Investment Agency 

Unemployment Insurance Agency –  
Unemployment Compensation Fund 

 
Schedule of Expenditures of Federal Awards 

 
Year Ended September 30, 2015 
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Federal Agency / Program Title

Catalog of 
Federal 

Domestic 
Assistance 
Number

Grant 
Number Expenditures

    
Department of Labor – Employment and Training 
Administration: 

   

Unemployment Insurance 17.225 
UI-25211-
14-55-A-26 $   947,721,117 

 
Alternative Trade Adjustment Assistance / Trade 

Benefits 17.225 

 
UI-25211-
14-55-A-26 10,652,059 

 
Disaster Unemployment Assistance  

17.225 

 
UI-25211-
14-55-A-26 102,461 

 
Short Term Compensation 

17.225 

 
UI-25211-
14-55-A-26 5,255 

 
American Recovery and Reinvestment Act –  

Unemployment Insurance 17.225 

 
UI-25211-
14-55-A-26 (5,037,365)

Total Federal Financial Assistance   $   953,443,527 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
See accompanying notes to schedule of expenditures of federal awards.
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(1) General 
 
The accompanying Schedule of Expenditures of Federal Awards (SEFA) presents the activity 
of federal financial assistance programs of the State of Michigan Talent Investment Agency, 
Unemployment Insurance Agency Unemployment Compensation Fund (Fund).  The 
operations of the Fund are recorded as described in Note 1 of the Fund’s financial statements. 

 
(2) Basis of Accounting 
 

The accompanying SEFA is presented using the modified accrual basis of accounting. 
 

 
 



State of Michigan 
Talent Investment Agency 

Unemployment Insurance Agency –  
Unemployment Compensation Fund 

 
Schedule of Findings and Questioned Costs 

 
Year Ended September 30, 2015 
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Section I – Summary of Auditors’ Results 
 
Financial Statements 

(a) The type of report issued on the financial statements:  Unmodified Opinion 
 

(b) Internal control over financial reporting: 
 

i. Material weaknesses identified?  No 
ii. Significant deficiencies identified that are not considered material weaknesses?  

Yes 
 

(c) Noncompliance material to financial statements noted?  No 
 
Federal Awards 

(a) Internal control over major programs: 
 

i. Material weaknesses identified?  No 
ii. Significant deficiencies identified that are not considered material weaknesses?  

Yes 
 

(b) The type of  report issued on compliance for major programs:  Unmodified Opinion 
 

(c) Any audit findings which are required to be reported under Section 510(a) of OMB 
Circular A-133?  Yes 

 
(d) Major program:  Unemployment Insurance/17.225  

 
(e) Dollar threshold used to distinguish between Type A and Type B programs:  $2,860,331 
 
(f) Auditee qualified as a low-risk auditee under Section 530 of OMB Circular A-133?  Yes 

 
 



State of Michigan 
Talent Investment Agency 

Unemployment Insurance Agency –  
Unemployment Compensation Fund 

 
Schedule of Findings and Questioned Costs (continued) 

 
Year Ended September 30, 2015 
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Section II – Findings Relating to the Financial Statements Reported in Accordance with 
Government Auditing Standards 
 
Finding 15-01 
 
Grant Program/CFDA #:  Unemployment Insurance/17.225 
 
Criteria:  A strong system of internal control includes processes for reconciling general ledger 
account balances to a subsidiary ledger or other adequate supporting documentation on a 
periodic basis. 
 
Condition:  Federal program account balances on the general ledger did not reconcile to the 
actual revenue and expenditure activity for the year. Management was unable to determine the 
effect of significant system reconfigurations which generated unidentifiable activity. As a result, 
management could not reconcile activity in the federal account balances throughout the fiscal 
year and the federal account balances were misstated on the general ledger. 
 
Questioned Costs:  None. 
 
Systemic or Isolated:  Systemic. 
 
Effect:  Federal revenue and expenditures were misstated on the general ledger. 
 
Recommendation:  We recommend that the Agency implement the classification tools necessary 
to accurately distinguish all automated activity, which would support reconciliation activities. 
 
Response:  The system reconfigurations that occurred during the current year corrected 
programming issues previously identified.  However, the volume of activity re-processed 
highlighted the challenges with reconciling activity that share a common identifier.  One of the 
Agency’s top priorities this year will be to implement additional identifiers (i.e., Trans Types), 
which will accurately distinguish all activity in the general ledger and facilitate monthly 
reconciliations.  



State of Michigan 
Talent Investment Agency 

Unemployment Insurance Agency –  
Unemployment Compensation Fund 

 
Schedule of Findings and Questioned Costs (continued) 

 
Year Ended September 30, 2015 
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Section III – Findings and Questioned Costs Relating to Federal Awards 
 
Finding 15-01 is also considered to be a federal award finding.  
 
Finding 15-02  
 
Grant Program/CFDA #:  Unemployment Insurance/17.225 
 
Criteria: Program Integrity.  States are prohibited from providing relief from charges to an 
employer’s unemployment compensation account when overpayments are the result of the 
employer’s failure to respond timely or adequately to a request for information.  
 
Condition:  Procedures have not been implemented to identify employers who do not respond 
timely or adequately to requests for information.    
 
Questioned Costs:  None. 
 
Systemic or Isolated:  Systemic. 
 
Effect: We were unable to determine if relief from charges to employer unemployment 
compensation accounts were provided when the benefit over payment was the result of failure by 
the employer to respond timely or adequately to a request for information. 
 
Recommendation:  We recommend that the Agency implement procedures to identify employers 
who do not respond timely or adequately to requests for information. The results of these 
procedures should be used to make a determination of employers who have established a pattern 
of not responding adequately or timely to requests for information. These employers are not to be 
provided relief from charges to their unemployment compensation accounts for additional 
instances where overpayments are the result of their untimely and inadequate response to 
information requests.   



State of Michigan 
Talent Investment Agency 

Unemployment Insurance Agency –  
Unemployment Compensation Fund 

 
Schedule of Findings and Questioned Costs (continued) 

 
Year Ended September 30, 2015 
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Section III – Findings and Questioned Costs Relating to Federal Awards (continued) 
 
Response:  
 
Per Michigan statute, identifying a negligent employer is a two-step process. Step 1 is an 
automated annual process that identifies the employers that have been designated as ‘negligent’ 
(i.e.: demonstrated a pattern of not reporting timely). The process applies a ‘negligence indicator’ 
on the employer’s account if the employer failed to meet the standard for responding in the prior 
calendar year. The process, which went into production in FY 2016, issues determinations to 
employers that are potentially impacted. 
 
Step 2 of the process occurs when a non-monetary case is closed during the year as a result of 
inadequate or insufficient employer information.   If the employer’s account has the negligence 
indicator (from Step 1 of the process) another indicator is set which prevents the account from 
being credited when restitution is established.   



State of Michigan 
Talent Investment Agency 

Unemployment Insurance Agency –  
Unemployment Compensation Fund 

 
Summary Schedule of Prior Audit Findings 

 
Year Ended September 30, 2015 
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Finding 14-01 
 
Grant Program/CFDA #:  Unemployment Insurance/17.225 
 
Criteria:  A strong system of internal controls mandates that general ledger account balances are 
properly reconciled to a subsidiary ledger or other adequate supporting documentation on a 
periodic basis. 
 
Condition:  Federal program account balances on the general ledger did not reconcile to the 
actual revenue and expenditure activity for the year due to erroneous adjustments posted to the 
accounts.  These errors went undetected by management due to the fact that the Agency was not 
reconciling federal revenue and expenditure accounts throughout the year. 
 
Questioned Costs:  None. 
 
Systemic or Isolated:  Systemic. 
 
Effect:  Federal revenue and expenditures were initially misstated on the general ledger. 
 
Recommendation:  We recommend that the Agency implement procedures to reconcile activity 
in the federal revenue and expenditure accounts on a monthly basis throughout the fiscal year. 
 
Response:  The coding problem with restitution write-offs has been identified.  The automated 
process will be re-configured to accurately account for the federal programs.  The accounting 
section is scheduled to do a full review and reconciliation of all the activity accounts during 
Fiscal Year 2015. 
 
Current Status: This finding was adequately resolved and is no longer considered a finding. 


