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MEMORANDUM

TO: The Honorable Vincent C. Gray

Chairman, Council of the District of Columbia

FROM: Natwar M. Gandhi k
Chief Financial Office

DATE: November 1, 2011

SUBJECT: Fiscal Impact Statement - “District of Columbia Workforce

Intermediary Establishment and Reform of First Source Act of 2011”

REFERENCE: Bill Number 19-50, Draft Committee Print as Shared with the OCFO on
October 31, 2011

Conclusion

Funds are sufficient in the FY 2012 through FY 2015 budget and financial plan to implement the
proposed legislation. The proposed legislation is expected to cost approximately $267,400 in FY
2012 and $682,527 over the FY 2012 through FY 2015 budget and financial plan. Funds available
from the District’s short-term borrowing fund will be reprogrammed by the Mayor to cover the
costs of implementation.!

Background

The proposed legislation amends the “First Source Employment Agreement Act of 1984”2 to make
significant changes to the hiring and reporting requirements of the First Source Program
administered by the Department of Employment Services (DOES); establish a workforce
intermediary pilot program for Fiscal Year 2012; and establish a “Jobs Trust Fund.”

Modification of First Source Hiring and Reporting Requirements:

Current law requires all construction and non-construction projects receiving $100,000 or more in
government assistance to enter into a First Source Agreement with the District promising that 51
percent of all new hires will be District residents.

1 Fund ZAO “Repayment of Interest on Short-term Borrowing Fund”.
2 Effective June 29, 1984 (D.C. Law 5-93; D.C. Official Code §2-219.03(e)).
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The proposed legislation modifies these requirements by increasing the minimum dollar threshold
for which a government-assisted project would be subject to First Source from $100,000 to
$300,000. Also, it no longer requires applicants for street and alley closing to comply with First
Source.

Finally, the bill sets forth separate hiring and reporting requirements for construction and non-
construction projects receiving $5 million or more in government assistance.

For government-assisted construction and non-construction projects receiving less than $5 million, the
legislation would:

e Continue to require at least 51 percent of new hires are District residents;

o Allow the beneficiary the option of meeting the 51 percent hiring requirement by counting
the cumulative of all new hires, including those made by all subcontractors who work on the
project. Currently, subcontractors are required to enter into FSAs with DOES independently
from the general contractor and are responsible for adhering to the requirements of the
law. This provision provides the general contract the option of assuming complete
responsibility for meeting the requirements, therefore exempting subcontractors from
entering into separate FSAs;

e Require projects to submit monthly compliance reports detailing certain hiring information,
such as the number of jobs created and number of District residents hired;

e Require construction projects comply with the First Source requirements until construction
is complete and a final certificate of occupancy is issued.

e Require non-construction projects comply with the First Source requirements as long as the
benefit is received.

For government-assisted construction projects receiving $5 million or more, the legislation would:

e Require government-assisted construction projects hire DC residents to work a minimum
number of total labor hours by type of labor and trade;3

e Allow the beneficiary the option of meeting the minimum works hour requirement by
counting the cumulative of hours worked by all new hires, including those of subcontractors
who work on the project;

e Require the beneficiary to submit each month the monthly and cumulative certified payrolls
for the beneficiary and their subcontractors;

e Require the beneficiary to submit monthly reports of the total monthly direct and indirect
labor costs associated with the project;

e Require construction projects of this size comply with the First Source requirements until
construction is complete and a final certificate of occupancy is issued;

3 The bill would require DC residents to perform at least: 20 of journey worker hours, 51 percent of
apprentice hours, 51 percent of the skilled laborer hours, and 60 percent of common laborer hours.
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e Require bids and proposals to include an employment plan outlining the bidder’s strategy
for meeting the local hiring requirements. This would plan would be worth 10 percent of
the overall score of the bid proposal;

o Allow beneficiaries to receive a double-credit of hours worked by District residents who are
certified by DOES as “hard to employ;”+

o Allow beneficiaries to count any hours worked by District residents on other completed
projects subject to First Source that were in excess of the completed project’s own hiring
requirements.

The legislation requires DOES to develop enhanced hiring and reporting requirements for projects
receiving $5 million or more in assistance within one year of the effective date of the legislation.
Until new rules are proposed and approved by the Council, non-construction projects receiving $5
million or more would be subject to the hiring and reporting requirements set forth for projects
receiving less than $5 million.

The legislation also establishes the rules for waiving the hiring requirements set forth in the
legislation, as well as the penalties, including monetary fines,> that the Mayor is authorized to

impose if a beneficiary fails to comply with First Source requirements.

Establishment of a Workforce Intermediary Pilot Program:

The bill would require the creation workforce intermediary pilot program by April 1, 2012. The
purpose of the intermediary is to act as a liaison between employers and training providers to help
employers identify qualified District resident job applicants.

The start-up budget for the pilot is not to exceed $2 million. The bill would require all funds
deposited into the “Jobs Trust Fund” to be dedicated to the operations of the intermediary.

Establishment of the Jobs Trust Fund:

The bill establishes a non-lapsing fund called the Jobs Trust Fund (“Fund”), which would be
administered by the Deputy Mayor for Planning and Economic Development. All revenue deposited
into the Fund would be used to pay for the operation of the workforce intermediary pilot program.
Revenues deposited into the Fund would include fines paid for violation of First Source and any
contributions received for the workforce intermediary.

4 “Hard to Employ” is defined in the bill as District residents who identify as, and are confirmed by a District
of Columbia government agency as returning citizens who have returned from prison within the last 10 years,
participants of the Temporary Assistance for Needy Families program (TANF), participants of the
Supplemental Nutrition Assistance Program (SNAP), residents who are living with a permanent disability, or
residents who have been unemployed for 6 or more months in the last 12 month period. No more than 15
percent of total hours worked by DC residents could be double-counted hours.

5 The Mayor is authorized to impose a fine of 5 percent of the total amount of the direct and indirect labor
costs of the contract for willful breach of the employment agreement, or failure to submit the relevant hiring
compliance report, or deliberate falsification of data. Additionally, the Mayor may impose a penalty of 1/8 of
1 percent of the total amount of the direct and indirect labor costs of the contract for each percentage by
which the beneficiary fails to meet the hiring requirement. Three violations within a 10-year period could
result in debarment for up to 5 years.
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Financial Plan Impact

Funds are sufficient in the FY 2012 through FY 2015 budget and financial plan to implement the
proposed legislation. The proposed legislation is expected to cost approximately $267,400 in FY
2012 and $682,527 over the FY 2012 through FY 2015 budget and financial plan. These costs could
be absorbed in the District’s existing budget and financial plan. The detailed costs are described
below.

To implement the enhanced reporting requirements for projects receiving $5 million or more in
assistance, DOES will need one additional compliance officer. Currently, DOES tracks approximately
1700 FSAs and has two compliance officers dedicated to monitoring compliance. The enhanced
requirements are expected to double the number of staff hours dedicated to FSAs for construction
projects receiving this level of assistance.¢ While the workload for monitoring FSA for construction
projects will increase, the overall caseload is expected to decline significantly as a result of the
increase in the minimum threshold to $300,000.7 This reduction in the overall number of FSAs will
help to offset some of the additional staff hours required.

DOES would also need an additional IT budget of approximately $400,000 over the course of two
years to upgrade its systems. These upgrades will allow DOES to track project hiring requirements,
verify employees designated as “hard to employ,” and allow DOES to use the system to determine
which employers would need site visits. The upgrades will also allow employers to continue to
submit electronically the hiring information required under First Source.

DOESs staffing and IT costs are detailed in the table below.

Estimated Expenditures for DOES under B19-50, FY 2012 - FY 2015

Four Year

FY 2012 FY 2013 FY 2014 | FY 2015 Total
IT Budget? $200,000 | $200,000 $0 $0 $400,000
Personnel Budgetb¢ $17,400 $70,644 $71,704 $72,779 $232,527

Total Expenditures | $217,400 | $270,644 | $71,704 $72,779‘ $632,527

Table Notes:

aDOES IT Department estimates a total budget of $400,000 to make the necessary upgrades over the course
of two years.

b Total personnel costs include the salary and fringe benefits for one Workforce Development Specialist. The
estimate assumes step and cost-of-living increase in FY 2013-FY 2015. Staffing costs are prorated in FY2012
due to the fact that DOES is required to issue rules within 180 days of the effective date before the new hiring
requirements take effect. The estimate assumes a start date of July 2012.

6 The number of FSAs for construction projects receiving $5 million or more comprises a relatively small
percentage (approximately 3 percent); however, each construction projects often has 10 to 15 subcontracts
which are also required to file FSAs with DOES.

7 Approximately 60 percent of FSA are estimated to be for projects receiving less than $300,000 in assistance.
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In addition to staffing and IT costs, there are costs associated with the requirement to establish a
workforce intermediary pilot program in FY 2012. The scope of the pilot program will be defined by
the Workforce Intermediary Taskforce® with Council approval. However, because the taskforce is
not set to convene until November 1, 2011, the scope of the pilot program has not yet been
determined so it is not possible to reliably estimate the implementation costs. © Therefore, the
operations of the pilot program will be defined by its local appropriation of $50,000 and the
amount of funding the program may receive from the Jobs Trust Fund. At the time of this analysis,
there were no plans to deposit revenue from fines or other sources into the Jobs Trust Fund once it
is established; therefore no revenue is currently available for this source.

These costs could be absorbed in the District’s existing budget and financial plan. Additional funds
are available due to more favorable interest rates for short-term borrowing; these monies will be
reprogrammed by the Mayor to cover the costs of implementation.

8 Established pursuant to the Workforce Intermediary Task Force Establishment Second Emergency Act of
2011, enacted October 11, 2011. D.C. Act 19-167, 58 DCR 31.

® The annual budget for on-going workforce intermediary programs can vary, but it is reasonable to expect
approximately$1 to $2 million in local funds would be dedicated to such a program initially. For example,
current year budget for San Francisco’s CityBuild program is approximately $3.5 million, of which $1.2
million is dedicated to training and includes supportive services and case management services. (Email
communication, Marc Majores, Workforce Development Manager, San Francisco Mayor's Office of Economic
and Workforce Development, on October 6, 2011.) Additionally a recent report issued by the DC Fiscal Policy
Institute and DC Appleseed found the cost of successful programs in other cities to range from $1 to $2
million. (See: Reforming First Source: Strengthening the Link Between Economic Development and Jobs,
issued December 2010).
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