
 

 
 

RICK SNYDER 
GOVERNOR 

    

 
 

MICHAEL P. FLANAGAN 
STATE SUPERINTENDENT  

 
 

September 5, 2013 
 
 
 
Harlan Goodrich, Secretary 
Local Emergency Financial Assistance Loan Board 
Local Audit and Finance Unit 
Michigan Department of Treasury 
Lansing, MI 48909 
 

Dear Mr. Goodrich: 

As required in § 4(2) of PA 436 of 2012, the Local Financial Stability and Choice 
Act, I am providing a Final Report of the Preliminary Review of East Detroit Public 
Schools to the Local Emergency Financial Assistance Loan Board. 

On July 29, 2013, I notified the district of my approval of its Deficit Elimination Plan 
and, in a separate letter, that I was initiating PA 446.  As required in the statute, an 
Interim Report of the Preliminary Review was sent to East Detroit Public Schools on 
August 19, 2013.  The district was given five days to respond to that Interim 
Report.  Copies of all letters and documents are attached as part of the Final Report 
of the Preliminary Review.  

Questions may be directed to Dan Hanrahan at HanrahanD@Michigan.gov or by fax 
to (517) 241-0196. 

 
Sincerely, 
 
 
 
Mike Flanagan  
State Superintendent 
 
Attachments 
 
cc: Senator Steven Bieda, 9th District 

Representative Sarah Roberts, 18th District 
Craig Wodecki, President, East Detroit Board of Education  
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Paul Seibert, Vice President, East Detroit Board of Education 
Jon Gruenburg, Secretary, East Detroit Board of Education 
Craig Brozowski, Treasurer, East Detroit Board of Education 
Jon G. Gruenberg, Trustee, East Detroit Board of Education 
Margaret Podsiadlik, Trustee, East Detroit Board of Education 
Deena Trocino, Trustee, East Detroit Board of Education 
Joanne Lelekatch, Superintendent, East Detroit Public Schools 
Mike Dixon, Fiscal Services Consultant, East Detroit Public Schools 
Michael DeVault, Superintendent, Macomb ISD 

 Carol Wolenberg, Deputy Superintendent, Michigan Department of Education 
Dan Hanrahan, Director, State Aid and School Finance, Michigan Department 
of Education 
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GOVERNOR 

    

 
 

MICHAEL P. FLANAGAN 
STATE SUPERINTENDENT  

 
 

DATE: September 5, 2013 
 

TO:  Local Emergency Financial Assistance Loan Board 
 
FROM: Mike Flanagan, State Superintendent 
  
SUBJECT: Final Report - Preliminary Review of East Detroit Public Schools 
 
The following represents the Final Report of findings of the Preliminary Review 
under the Local Financial Stability and Choice Act (PA 436 of 2012) for East Detroit 
Public Schools (the “District”).  We appreciate the level of cooperation received 
from the District’s administration during this process. 
 
 

I. Background 

In letters dated July 29, 2013, I advised the District that I was approving the Deficit 
Elimination Plan (DEP) but that, pursuant to my authority vested under PA 436 of 
2012, I was also initiating a Preliminary Review of the District’s finances to 
determine the existence of probable financial stress within East Detroit Public 
Schools. (Attachments A and B)  §4(1) of the Act states that the state financial 
authority of a local government (the State Superintendent in the case of a school 
district) may conduct a Preliminary Review to determine the existence of a local 
government financial problem if one or more of the conditions listed in §4(1) are 
met.  The Preliminary Review of East Detroit Public Schools resulted from the 
following conditions enumerated in §4(1) of the Act: “(j) the local government has 
violated a requirement of Sections 17 to 20 of the Uniform Budgeting and 
Accounting Act, 1968 PA 2, MCL 141.437 to 141.440” and “(n) the local 
government is in breach of its obligations under a deficit elimination plan or an 
agreement entered into pursuant to a deficit elimination plan.” 
 
In addition to the conditions above that initiated the Preliminary Review, the District 
also meets the condition in §4(1)(s) which references other facts or circumstances 
that in the sole discretion of the Superintendent of Public Instruction are indicative 
of probable financial stress.  Specifically, as provided by law, I granted the District 
an extension of three years (until June 30, 2014) to eliminate the deficit beyond the 
two-year requirement.  The District is unable to eliminate the deficit by that 
extended due date and requested an additional year to June 30, 2015.  I granted 
that additional year when I approved the District’s revised Deficit Elimination Plan 
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(DEP) with contingencies on July 29, 2013, but feel that the need for additional 
time to eliminate the deficit indicates a degree of financial stress. 
 
The District’s DEP was approved with the understanding that I was initiating this 
Preliminary Review under PA 436 of 2012.  The Plan as submitted would take the 
District out of deficit in 2014-15 if carried out with fidelity to its strategies.  An 
approved DEP is also required in order for the District to borrow on a short-term 
basis for cash flow purposes through the State Aid Note (SAN) borrowing program 
in the Michigan Department of Treasury (“Treasury”).  The cash flow borrowing is 
necessary for the district to pay critical vendors and employees during the period of 
the DEP.  The DEP approval also assured that the District would receive its August 
state aid payment in order to repay the August 2012 SAN. 

 

II. Final Report of Findings 

The Michigan Department of Education (the “Department”) has developed 
critical factors to determine whether probable financial stress might exist in a 
school district. The process calls for a review of a district’s financial operation 
related to five (5) critical factors.  The factors are: 

1) The district has been in deficit for three or more consecutive years 
(including the current year); and 

2) The district’s existing deficit is greater than 15% of general fund 
revenues excluding incoming transfers; and 

3) A fiscal review by one of the Department’s program offices or an 
external auditor has revealed one or more material internal control 
weaknesses as evidenced by notes/findings in the financial audit 
related to: 

a) Lack of written policies and procedures or failure to follow the 
written policies and procedures 

b) Poor cash management  

c) Failure to provide Personnel Activity Reports (PAR) for 
employees paid with federal funds 

d) History of spending outside the appropriations established by 
the local school board (Violation of Uniform Budgeting and 
Accounting Act)  

e) Use of grant funds on unallowable expenditures 
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f) Going Concern/Qualified Opinion; and 

4) The district has shown unsatisfactory progress in eliminating a deficit.  
This is determined by identifying one or more of the following 
conditions: 

a) A deficit increase from the previous year 

b) Lack of cooperation from the district in submitting deficit 
information (i.e., late submission of Deficit Elimination Plans 
(DEP), delinquent return of phone calls or correspondence 
relating to the DEP, chronic late submission of Monthly 
Budgetary Control Reports) 

c) History of supplying the Department with DEP information that 
is inaccurate or inconsistent with actual revenues and 
expenditures at year end; and/or 

5) District’s failure to comply with bond or note covenants, failure to 
make pension fund deposits, failure to make payroll, and/or closure of 
school prior to the end of the school year. 

The Department assessed East Detroit Public Schools with regard to the 
above five (5) factors.  The results of the assessment are as follows: 

1) East Detroit Public Schools ended the 2008-2009 fiscal year with a 
$3.8 million deficit.  The District projects that the deficit balance for 
the year ended June 30, 2013 will be $6.1 million.  The District 
projected that it will remain in deficit in the 2013-14 fiscal year and 
emerge from deficit in the 2014-15 fiscal year.   

2) East Detroit Public Schools’ projected June 30, 2013 deficit balance 
expressed as a percentage of the general fund revenues is projected to 
be a negative 16%.  The percentage exceeds the Department’s 
parameter of a negative 15% to indicate concern.  

3) East Detroit Public Schools’ audited financial reports for the years 
ending June 30, 2011 and June 30, 2012 each included one finding of 
material weakness and noncompliance.  This material weakness was 
that the district adopted a budget that increased the deficit as 
previously noted above (see Attachment C).  No other material 
weaknesses were noted by District auditors. 

4) East Detroit Public Schools has shown unsatisfactory progress in 
eliminating the deficit.  The deficit increased from $3.8 million on   
June 30, 2009 to $8.2 million on June 30, 2010.  Although the District 
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estimates that the deficit will decrease to $6.1 million on June 30, 
2013, the District requires an additional year beyond the DEP that had 
been previously approved by the Department to eliminate the deficit. 

5) The District has not failed to comply with bond or note covenants, 
failed to make pension fund deposits, failed to make payroll, and/or 
closed school prior to the end of the school year.  The Department has 
not been notified that the District is delinquent in its payments to the 
Michigan Public School Employees Retirement System (MPSERS).   The 
District did not default on its State Aid Note that was due in August 
2013.   

 

An Interim Report detailing my Preliminary Review was sent to East Detroit Public 
Schools on August 19, 2013. The District was given five days to respond to that 
report. Copies of both the Interim Report (Attachment D) and the response from 
East Detroit Public Schools (Attachment E) are attached. 
 
As the state financial authority for school districts, I am forwarding this Final Report 
of the Preliminary Review to the Local Emergency Financial Assistance Loan Board 
pursuant to the language in § 4(2) of PA 436 of 2012. 
 
Questions should be directed to Dan Hanrahan, Director of the Office of State Aid 
and School Finance, at hanrahand@michigan.gov or by fax to (517) 241-0196. 

 
cc: Senator Steven Bieda, 9th District 

Representative Sarah Roberts, 18th District 
Craig Wodecki, President, East Detroit Board of Education  
Paul Seibert, Vice President, East Detroit Board of Education 
Jon Gruenburg, Secretary, East Detroit Board of Education 
Craig Brozowski, Treasurer, East Detroit Board of Education 
Jon G. Gruenberg, Trustee, East Detroit Board of Education 
Margaret Podsiadlik, Trustee, East Detroit Board of Education 
Deena Trocino, Trustee, East Detroit Board of Education 
Joanne Lelekatch, Superintendent, East Detroit Public Schools 
Mike Dixon, Fiscal Services Consultant, East Detroit Public Schools 
Michael DeVault, Superintendent, Macomb ISD 
Carol Wolenberg, Deputy Superintendent, Michigan Department of Education 
Dan Hanrahan, Director, State Aid and School Finance, Michigan Department 
of Education
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East Detroit Public Schools
Findings 2011-2012

Financial Statement
Finding 
Number Type of Finding Condition
2012-1 Material Weakness and 

noncompliance
The Board of Education adopted a final amended budget that 
increased the deficit for the 2012 fiscal year, which is a violation of 
Michigan state law.

Findings 2010-2011

Financial Statement
Finding 
Number Type of Finding Condition
2011-1 Material Weakness and 

noncompliance
The Board of Education adopted a  budget that increased the deficit 
for the 2011 fiscal year, which is a violation of Michigan state law.

 



RICK SNYDER 
GOVERNOR 

MICHAEL P. FLANAGAN 
STATE SUPERINTENDENT  

DATE: August 19, 2013 

TO: Joanne Lelekatch, Superintendent, East Detroit Public Schools 
Craig Wodecki, President, East Detroit Board of Education 

FROM: Mike Flanagan, State Superintendent 

SUBJECT: Interim Report - Preliminary Review of East Detroit Public Schools 

The following represents the Interim Report of findings of the Preliminary Review 
under the Local Financial Stability and Choice Act (PA 436 of 2012) for East Detroit 
Public Schools (the “District”).  We appreciate the level of cooperation received 
from the District’s administration during this process. 

I. Background 

In a letters dated July 29, 2013, I advised East Detroit Public Schools I advised the 
District that I was approving the Deficit Elimination Plan (DEP) but that, pursuant to 
my authority vested under PA 436 of 2012, I was also initiating a Preliminary 
Review of the District’s finances to determine the existence of probable financial 
stress within East Detroit Public Schools. (Attachments A and B)  §4(1) of the Act 
states that the state financial authority of a local government (the State 
Superintendent in the case of a school district) may conduct a Preliminary Review 
to determine the existence of a local government financial problem if one or more 
of the conditions listed in §4(1) are met.  The Preliminary Review of East Detroit 
Public Schools resulted from the following conditions enumerated in §4(1) of the 
Act: “(j) the local government has violated a requirement of Sections 17 to 20 of 
the Uniform Budgeting and Accounting Act, 1968 PA 2, MCL 141.437 to 141.440” 
and “(n) the local government is in breach of its obligations under a deficit 
elimination plan or an agreement entered into pursuant to a deficit elimination 
plan.” 

In addition to the conditions above that initiated the Preliminary Review, the District 
also meets the condition in §4(1)(s) which references other facts or circumstances 
that in the sole discretion of the Superintendent of Public Instruction are indicative 
of probable financial stress.  Specifically, as provided by law, I granted the District 
an extension of three years (until June 30, 2014) to eliminate the deficit beyond the 
two-year requirement.  The District is unable to eliminate the deficit by that 
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extended due date and requested an additional year to June 30, 2015.  I granted 
that additional year when I approved the District’s revised Deficit Elimination Plan 
(DEP) with contingencies on July 29, 2013, but feel that the need for additional 
time to eliminate the deficit indicates a degree of financial stress. 
 
The District’s DEP was approved with the understanding that I was initiating this 
Preliminary Review under PA 436 of 2012.  The Plan as submitted would take the 
District out of deficit in 2014-15 if carried out with fidelity to its strategies.  An 
approved DEP is also required in order for the District to borrow on a short-term 
basis for cash flow purposes through the State Aid Note (SAN) borrowing program 
in the Michigan Department of Treasury (“Treasury”).  The cash flow borrowing is 
necessary for the district to pay critical vendors and employees during the period of 
the DEP.  The DEP approval also assured that the District would receive its August 
state aid payment in order to repay the August 2012 SAN. 

 

II. Interim Report of Findings 

The Michigan Department of Education (the “Department”) has developed 
critical factors to determine whether probable financial stress might exist in a 
school district. The process calls for a review of a district’s financial operation 
related to five (5) critical factors.  The factors are: 

1) The district has been in deficit for three or more consecutive years 
(including the current year); and 

2) The district’s existing deficit is greater than 15% of general fund 
revenues excluding incoming transfers; and 

3) A fiscal review by one of the Department’s program offices or an 
external auditor has revealed one or more material internal control 
weaknesses as evidenced by notes/findings in the financial audit 
related to: 

a) Lack of written policies and procedures or failure to follow the 
written policies and procedures 

b) Poor cash management  

c) Failure to provide Personnel Activity Reports (PAR) for 
employees paid with federal funds 
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d) History of spending outside the appropriations established by 
the local school board (Violation of Uniform Budgeting and 
Accounting Act)  

e) Use of grant funds on unallowable expenditures 

f) Going Concern/Qualified Opinion; and 

4) The district has shown unsatisfactory progress in eliminating a deficit.  
This is determined by identifying one or more of the following 
conditions: 

a) A deficit increase from the previous year 

b) Lack of cooperation from the district in submitting deficit 
information (i.e., late submission of Deficit Elimination Plans 
(DEP), delinquent return of phone calls or correspondence 
relating to the DEP, chronic late submission of Monthly 
Budgetary Control Reports) 

c) History of supplying the Department with DEP information that 
is inaccurate or inconsistent with actual revenues and 
expenditures at year end; and/or 

5) District’s failure to comply with bond or note covenants, failure to 
make pension fund deposits, failure to make payroll, and/or closure of 
school prior to the end of the school year. 

The Department assessed East Detroit Public Schools with regard to the 
above five (5) factors.  The results of the assessment are as follows: 

1) East Detroit Public Schools ended the 2008-2009 fiscal year with a 
$3.8 million deficit.  The District projects that the deficit balance for 
the year ended June 30, 2013 will be $6.1 million.  The District 
projected that it will remain in deficit in the 2013-14 fiscal year and 
emerge from deficit in the 2014-15 fiscal year.   

2) East Detroit Public Schools’ projected June 30, 2013 deficit balance 
expressed as a percentage of the general fund revenues is projected to 
be a negative 16%.  The percentage exceeds the Department’s 
parameter of a negative 15% to indicate concern.  

3) East Detroit Public Schools’ audited financial reports for the years 
ending June 30, 2011 and June 30, 2012 each included one finding of 
material weakness and noncompliance.  This material weakness was 
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that the district adopted a budget that increased the deficit as 
previously noted above (see Attachment C).  No other material 
weaknesses were noted by District auditors. 

4) East Detroit Public Schools has shown unsatisfactory progress in 
eliminating the deficit.  The deficit increased from $3.8 million on   
June 30, 2009 to $8.2 million on June 30, 2010.  Although the District 
estimates that the deficit will decrease to $6.1 million on June 30, 
2013, the District requires an additional year beyond the DEP that had 
been previously approved by the Department to eliminate the deficit. 

5) The District has not failed to comply with bond or note covenants, 
failed to make pension fund deposits, failed to make payroll, and/or 
closed school prior to the end of the school year.  The Department has 
not been notified that the District is delinquent in its payments to the 
Michigan Public School Employees Retirement System (MPSERS).   The 
District did not default on their State Aid Note that was due in August 
2013.   

 

III. Next Steps 

As the state financial authority for school districts, I am forwarding this 
Interim Report to East Detroit Public Schools pursuant to the language in 
§4(2) of  PA 436.  The District may provide comments on this Interim Report 
within five (5) days after the date that this Report is provided.  Please direct 
these comments to Dan Hanrahan at hanrahand@michigan.gov and Carol 
Wolenberg at wolenbergc@michigan.gov or by fax to (517) 241-0196.  A 
Final Report of the Preliminary Review incorporating the District’s comments 
will be provided to the District and the Local Emergency Financial Assistance 
Loan Board on or before the 30-day timeframe required in law or no later 
than September 5, 2013.  The Local Emergency Financial Assistance Loan 
Board will determine if probable financial stress exists for the District. 

 

 
cc: Senator Steven Bieda, 9th District 

Representative Sarah Roberts, 18th District 
Carol Wolenberg, Deputy Superintendent, Michigan Dept. of Education 
Dan Hanrahan, Director, State Aid and School Finance, Michigan Department 
of Education
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East Detroit Public Schools
Findings 2011-2012

Financial Statement
Finding 
Number Type of Finding Condition
2012-1 Material Weakness and 

noncompliance
The Board of Education adopted a final amended budget that 
increased the deficit for the 2012 fiscal year, which is a violation of 
Michigan state law.

Findings 2010-2011

Financial Statement
Finding 
Number Type of Finding Condition
2011-1 Material Weakness and 

noncompliance
The Board of Education adopted a  budget that increased the deficit 
for the 2011 fiscal year, which is a violation of Michigan state law.
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