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We completed an audit of the City of Minneapolis’ Empowerment Zone Program.  The audit was 
conducted based upon our survey results and requests from Congress.  The objectives of our 
audit were to determine whether the City: (1) efficiently and effectively used Empowerment 
Zone funds; and (2) accurately reported the accomplishments of its Empowerment Zone Program 
to HUD.  The audit was part of our Fiscal Year 2002 Annual Audit Plan.  The audit resulted in 
three findings. 
 
In accordance with HUD Handbook 2000.06 REV-3, within 60 days please provide us, for each 
recommendation without a management decision, a status report on: (1) the corrective action 
taken; (2) the proposed corrective action and the date to be completed; or (3) why action is 
considered unnecessary.  Additional status reports are required at 90 days and 120 days after 
report issuance for any recommendation without a management decision.  Also, please furnish us 
copies of any correspondence or directives issued because of the audit. 
 
Should you or your staff have any questions, please contact Edward Kim, Assistant Regional 
Inspector General for Audit, at (614) 469-5737 extension 8306 or me at (312) 353-7832. 
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We completed an audit of the City of Minneapolis’ Empowerment Zone Program.  The 
objectives of our audit were to determine whether the City: (1) efficiently and effectively used 
Empowerment Zone funds; and (2) accurately reported the accomplishments of its Empowerment 
Zone Program to HUD.  The audit was part of our Fiscal Year 2002 Annual Audit Plan.  The 
audit was conducted based upon our survey results and two requests from Congress. 
 
The United States House of Representatives’ Conference Report 107-272 directed HUD’s Office 
of Inspector General to review the use of Empowerment Zone funds and to report our findings to 
the Senate Appropriations Committee.  The United States Senate’s Report 107-43 also requested 
us to review the use of Zone funds and report our audit results to Congress. 
 
We concluded that the City did not accurately report the accomplishments of its Empowerment 
Zone Program to HUD and needs to improve its oversight of Empowerment Zone funds.  
Specifically, the accomplishments of the City’s Empowerment Zone projects were inaccurately 
reported to HUD and the City inappropriately used $9,705 of Empowerment Zone funds to pay 
expenses not related to its Near North Planning and Development project.  We also found that the 
City used Empowerment Zone monies to fund seven projects that have not provided benefits to 
Empowerment Zone residents or benefited only 3 to 38 percent of Zone residents as of June 2002.  
Five of the seven projects are scheduled for completion between December 2003 and December 
2011, and the remaining two projects were completed between December 2001 and July 2002. 
 
 
 

As previously mentioned, the City of Minneapolis 
incorrectly reported the actual status and/or progress for 
seven of the 10 projects (70 percent) we reviewed from its 
June 30, 2001 or June 30, 2002 Annual Reports.  The City’s 
June 2001 Report contained inaccuracies related to three 
projects’ progress on projected outputs and one project’s 
percentage of completion on project milestones.  The City’s 
June 2002 Report contained inaccuracies related to two 
projects’ progress on projected outputs and one project’s 
source of funding.  The problems occurred because the City: 
did not verify the accuracy of the information provided by 
the projects’ administering entities; lacked adequate controls 
and oversight to assure the reliability of information reported 
in its Reports to HUD; or failed to verify the accuracy of 
information included in its Reports. 

 
 
 
 
 

The City Inaccurately 
Reported The 
Accomplishments Of Its 
Zone Projects 
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The City used all of its $1,825,000 in Empowerment Zone 
monies committed to fund seven projects that have not 
benefited Empowerment Zone residents or benefited only 3 
to 38 percent of Zone residents as of June 2002.  Five of the 
seven projects are scheduled for completion between 
December 2003 and December 2011, and the remaining 
two projects were completed between December 2001 and 
July 2002.  Since the five projects spent all of their Zone 
funds committed, benefits to Empowerment Zone residents 
would be expected.  However, this has not occurred. 

 
The problem occurred because the City did not ensure that 
its Empowerment Zone contracts required projects to 
primarily benefit Zone residents.  We believe the City’s use 
of Empowerment Zone funds for the seven projects does 
not meet HUD’s Empowerment Zone regulation at 24 CFR 
Part 598.215(b)(4)(i)(D) that incorporates the Appendix 
from the April 16, 1998 Federal Register requiring all 
projects financed in whole or in part with Zone funds be 
structured to primarily benefit Zone residents.  However, 
HUD must make a determination whether the City’s use of 
Zone funds was appropriate. 

 
The City needs to improve its oversight of Empowerment 
Zone funds.  One of the 10 projects we reviewed 
inappropriately used $9,705 of Zone funds to pay expenses 
not related to the Near North Planning and Development 
project.  Since the City spent over $3.6 million in 
Empowerment Zone funds as of May 2002 for the 10 
projects, the City’s inappropriate use of Zone funds was not 
a systematic break down in its controls over the 
Empowerment Zone Program.  The problem occurred 
because the City did not adequately monitor the Near North 
Planning and Development project to ensure the use of 
Empowerment Zone funds was appropriate. 

 
We recommend that HUD’s Director of Renewal 
Communities/Empowerment Zones/Enterprise 
Communities Initiative assure that the City of Minneapolis 
reimburses its Near North Planning and Development 
project from Empowerment Zone Administration funds for 
the inappropriate use of Zone funds and implements 
controls to correct the weaknesses cited in this report. 

 

The City Provided Zone 
Funds To Projects That 
Have Not Benefited Zone 
Residents Or Benefited 
Between 3 And 38 
Percent Of Zone 
Residents 

Recommendations 

Controls Over 
Empowerment Zone 
Funds Need To Be 
Improved 
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We presented our draft audit report to the Director of the 
City of Minneapolis’ Empowerment Zone and HUD’s staff 
during the audit.  We held an exit conference with the 
City’s Director on December 19, 2002.  The City disagreed 
that Empowerment Zone funds were inappropriately used, 
but agreed to implement procedures and controls to 
improve the reporting of information to HUD and ensure 
that Empowerment Zone contracts meet Empowerment 
Zone Program requirements regarding benefits to Zone 
residents. 

 
 We included paraphrased excerpts of the City of 

Minneapolis’ comments with each finding (see Findings 1, 
2, and 3) and the summary of Empowerment Zone projects 
reviewed (see Appendix B).  The complete text of the 
comments is in Appendix C with the exception of nine 
attachments that were not necessary for understanding the 
comments.  A complete copy of the City of Minneapolis’ 
comments with the attachments was provided to HUD’s 
Director of Renewal Communities/Empowerment 
Zones/Enterprise Communities Initiative. 
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The City of Minneapolis was designated as an urban Empowerment Zone effective January 1, 1999.  
The objective of the Empowerment Zone Program is to rebuild communities in poverty stricken 
inner cities and rural areas by developing and implementing strategic plans.  The plans are required 
to be based upon the following four principles: (1) creating economic opportunity for 
Empowerment Zone residents; (2) creating sustainable community development; (3) building broad 
participation among community-based partners; and (4) describing a strategic vision for change in 
the community. 
 
The Omnibus Budget Reconciliation Act of 1993 authorized the Empowerment Zone Program.  
The Reconciliation Act provided funding for the Empowerment Zone Program under Title 20 of the 
Social Security Act.  The Program was initially designed to provide $250 million in tax benefits 
with $100 million of Social Service Block Grant funds from the Department of Health and Human 
Services.  The Taxpayer Relief Act of 1997 authorized the Secretary of HUD to designate 15 
additional urban areas as Empowerment Zones.  The 15 additional urban Empowerment Zones 
were eligible to share in HUD grants and tax-exempt bonding authority to finance revitalization and 
job creation over the next 10 years.  As of April 30, 2002, the City of Minneapolis drew down and 
spent $4,366,557 in Empowerment Zone funds. 
 
The City of Minneapolis is a municipal corporation that is governed by a mayor and a city council.  
The City’s fiscal year is January 1 through December 31.  The City’s Mayor is the Honorable R.T. 
Rybak.  The Director of the City’s Empowerment Zone is Kim W. Havey.  The City’s books and 
records for its Empowerment Zone Program are located at 350 South 5th Street, Minneapolis, 
Minnesota. 
 
 
 

The objectives of our audit were to determine whether the 
City: (1) efficiently and effectively used Empowerment 
Zone funds; and (2) accurately reported the 
accomplishments of its Empowerment Zone Program to 
HUD. 

 
We performed our on-site work between June and October 
2002.  To determine whether the City efficiently and 
effectively used Empowerment Zone funds and accurately 
reported the accomplishments of its Empowerment Zone 
Program, we interviewed staff from: HUD; the City; and 
administering entities of the City’s Zone projects.  Based 
upon the projects’ reported expenditures as of April 30, 
2002, we selected 10 of the City’s 20 projects reported in 
its June 30, 2001 or June 30, 2002 Annual Reports.  The 
following table shows the 10 projects reviewed. 

 
 

Audit Scope And 
Methodology 

Audit Objectives 
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Project 
 1.   Plymouth Christian Youth Center 
 2.   Minneapolis Public School Wireless Technology 
 3.   Agape 24-Hour Child Development Center 
 4.   Green Institute 
 5.   Near North Phase 1B 
 6.   Park Plaza 
 7.   Near North Planning and Development 
 8.   Coliseum 
 9.   Hawthorne Homesteading 
10.  Opportunity Kitchen 

 
To evaluate the City’s Empowerment Zone Program, we 
reviewed files and records maintained by: the City; HUD; 
and the administering entities.  We also reviewed: 24 CFR 
Part 598; the April 16, 1998 Federal Register; HUD’s 
guidance and instructions for the Program; the City’s June 
2001 and June 2002 Annual Reports; the City’s agreements 
and contracts; approved payment requests related to the 
projects; and the administering entities’ voucher payments, 
monitoring files, and supporting documentation.  We 
visited or met with representatives for each of the 
administering entities for the 10 projects included in our 
audit to review their documentation, reports, and 
correspondence. 

 
The audit period covered the period January 1, 1999 to 
April 30, 2002.  This period was adjusted as necessary.  We 
conducted our audit in accordance with Generally Accepted 
Government Auditing Standards. 

 
We provided a copy of this report to the City’s Mayor and 
copies to its Director of the Empowerment Zone. 
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The City Inaccurately Reported The 
Accomplishments Of Its Empowerment Zone 

Projects 
 
The City of Minneapolis incorrectly reported the actual status and/or progress for seven of the 10 
projects (70 percent) we reviewed from its June 30, 2001 or June 30, 2002 Annual Reports.  The 
City’s June 2001 Report contained inaccuracies related to three projects’ progress on projected 
outputs and one project’s percentage of completion on project milestones.  The City’s June 2002 
Report contained inaccuracies regarding two projects’ progress on projected outputs and one 
project’s source of funding.  The problems occurred because the City failed to maintain adequate 
controls over its Annual Reports submitted to HUD.  As a result, the City did not accurately report 
the accomplishments of its Empowerment Zone Program to HUD. 
 
 
 
  Article IV, Section A, of the Grant Agreement for the City 

of Minneapolis’ Empowerment Zone Program requires the 
City to submit annual reports to HUD on the progress made 
against its Empowerment Zone’s Strategic Plan in 
accordance with 24 CFR Part 598.415.  Annual reports 
must be in a format required by HUD. 

 
  24 CFR Part 598.415(a) requires Empowerment Zones to 

submit periodic reports to HUD identifying actions taken in 
accordance with their strategic plans, and providing notice of 
updates and modifications to their plans. 

 
  Page 2 of the Empowerment Zone and Enterprise 

Community Initiative Performance Measurement System 
guidance issued in April 2001 states that HUD is 
congressionally mandated to obtain performance reports 
from the Empowerment Zones.  To accomplish this 
objective, the Zones are to report projects and progress via 
HUD’s Performance Measurement System.  The 
Empowerment Zones are required to submit an Annual 
Report that includes information on their progress for the 
projected outputs and milestones in the Zones’ 
Implementation Plans.  Page 14 of the Performance 
Measurement System guidance states milestones are the 
major steps taken to implement a project.  Page 16 of the 
Performance Measurement System guidance states outputs 

Federal Requirements 
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are the results immediately created upon implementation of 
a project or program. 

 
  Page 1 of the Renewal Communities/Empowerment 

Zones/Enterprise Communities Performance Measurement 
System User Guide issued in July 2002, which applies to 
the June 30, 2002 Annual Reports, states that HUD is 
congressionally mandated to obtain performance reports 
from the Empowerment Zones.  To accomplish this 
objective, the Zones are to report projects and progress via 
HUD’s Performance Measurement System.  The 
Empowerment Zones are required to submit an Annual 
Report that includes information on their progress for the 
projected outputs and funding in the Zones’ 
Implementation Plans.  Page 12 requires the sources of 
funds should reflect the total projected monies over the life 
of the project.  Page 24 states that outputs are the results 
immediately created upon implementation of a project or 
program. 

 
The City of Minneapolis inaccurately reported the 
accomplishments for seven of the 10 projects we reviewed 
from its June 30, 2001 or June 30, 2002 Annual Reports.  
The City’s June 2001 Report contained inaccuracies related 
to three projects’ progress on projected outputs and one 
project’s percentage of completion on project milestones.  
The City’s June 2002 Report contained inaccuracies related 
to two projects’ progress on projected outputs and one 
project’s source of funding.  The following table shows the 
incorrect reporting by category for the seven projects and 
the page number in this report where a detailed summary 
for each project is located. 
 
 
 
 
 
 
 
 
 
 
 
 
 

The City Incorrectly 
Reported The Progress Of 
Empowerment Zone 
Projects 
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Project 

 
 

Outputs

 
 

Milestones 

Source 
of 

Funds 

 
Page 

Number

Plymouth Christian Youth Center X   28 

Minneapolis Public School Wireless Technology X   30 

Agape 24-Hour Child Development Center X   32 

Green Institute  X   34 

Near North Phase 1B   X 36 

Park Plaza  X  38 

Near North Planning and Development X _ _ 40 

Totals 5 1 1  
 
  The City incorrectly reported five projects’ outputs.  

Outputs are the results immediately created upon 
completion of a project.  For example, the City reported in 
its June 30, 2002 Annual Report that the Plymouth 
Christian Youth Center project created or retained seven 
Empowerment Zone resident jobs and served 500 Zone 
residents.  Documentation maintained by Plymouth 
Christian Youth Center showed that two Zone resident jobs 
were created or retained and only 88 Zone residents were 
served as of June 30, 2002. 

 
 The City inaccurately reported three milestones for one 

project.  Milestones are the major steps taken to implement 
a project.  The City reported in its June 30, 2001 Annual 
Report that three of Park Plaza project’s five milestones 
were not applicable as of June 2001.  Documentation 
maintained by Minneapolis Community Development 
Agency, the administering entity for the project, showed 
that the project completed the three milestones in 
December 2000.  The three milestones were: secure 
additional construction assistance; finalize elevator work; 
and complete first building. 

 
 The City inaccurately reported a source of funding for one 

project.  Funds are the total projected monies over the life 
of a project.  The City reported in its June 30, 2001 Annual 
Report that the Minneapolis Public Housing Authority 
provided $400,000 for the Near North Phase 1B project as 
of June 2001.  Documentation maintained by McCormack 
Baron and Associates, Inc., the administering entity for the 

The City Inaccurately 
Reported Projects’ 
Outputs 

The City Inaccurately 
Reported A Project’s 
Milestones 

The City Inaccurately 
Reported A Project’s 
Source Of Funding 
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project, showed that the Authority only provided $200,000 
for the project as of June 30, 2001. 

 
 The City did not maintain adequate controls over its Annual 

Reports submitted to HUD.  The Director of the City’s 
Empowerment Zone said the City did not have the time to 
verify the accomplishments reported for each of its Zone 
projects.  As a result, the City did not accurately report the 
accomplishments of its Empowerment Zone Program to 
HUD. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, pages 46 and 53 to 57, 
contains the complete text of the comments for this finding.] 

 
  The City of Minneapolis’ Empowerment Zone has met the 

Federal requirements with regards to reporting progress and 
outcomes of its Empowerment Zone funded projects.  All 
Empowerment Zone contracts with the projects’ 
administering entities require that annual reports be 
submitted by June 30th of each year and at the completion 
of the projects.  A reporting template is created based on 
the projected milestones and outcomes submitted through 
HUD’s Performance Measurement System.  The template is 
also attached to all Zone contracts.  A reminder letter is sent 
in May to all administering entities with the template and a 
reminder of the due date.  Follow-up phone calls are made 
in June to all administering entities that have not submitted 
reports.  HUD does not state in its reporting guidance or by 
contract that an Empowerment Zone is required to 
independently verify every outcome and result listed in an 
administering entity’s reports. 

 
  The City concurs that some information submitted to HUD 

may have been inaccurately reported to the City.  The 
information was not intended to be misleading, but was 
either mistakenly over reported or in some instances under 
reported. 

 
  The City of Minneapolis’ Empowerment Zone concurs that 

based on documentation initially provided to the Office of 
Inspector General’s auditors by Plymouth Christian Youth 

The City Lacked Effective 
Controls And Oversight 
Over Its Reporting 

Auditee Comments 
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Center, the number of Empowerment Zone residents served 
may have been over stated.  The Center estimated that at 
least 500 of the over 2,000 neighborhood residents served 
resided in the Empowerment Zone.  Some of the residents’ 
addresses were not documented because addresses were not 
collected at all events.  The Center will be recording 
addresses to document the benefits to Empowerment Zone 
residents.  The 500 Empowerment Zone residents served 
could also be interpreted as an estimate based on the number 
of possible family members each of the 88 Zone children 
served by the Center could have. 

 
  The milestones for the Park Plaza project were not 

inaccurately reported.  All milestones for the project were 
reported as not applicable in the City’s June 30, 2001 Annual 
Report because the Memorandum of Agreement for the 
project was not executed until after June 2001.  Furthermore, 
the draw down of funds for the project was not completed 
until after June 30, 2001.  For these reasons, all of the 
milestones were recorded as not applicable. 

 
  Based on the previously mentioned information, the City 

requests that the Plymouth Christian Youth Center and Park 
Plaza projects be removed from Finding 1. 

 
  The City of Minneapolis’ Empowerment Zone concurs that it 

incorrectly reported that the Minneapolis Public Housing 
Authority provided $400,000 for the Near North Phase 1B 
project. 

 
  The City of Minneapolis’ Empowerment Zone expects to 

hire a new project coordinator in January 2003 to ensure 
more accurate reporting.  The City will also obtain project 
management software to increase its reporting controls and 
assist staff in ensuring the accuracy and oversight of the 
City’s Annual Report to HUD. 

 
 
 

The City did not follow HUD’s Performance Measurement 
System guidance regarding its Annual Reports to HUD.  
Therefore, the City failed to accurately report the 
accomplishments of its Empowerment Zone Program to 
HUD.  In order for HUD to assess the progress of the 
Empowerment Zone Program, the City should provide HUD 

OIG Evaluation Of 
Auditee Comments 
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with accurate information regarding the progress of its 
Program. 

 
The City did not provide supporting documentation for the 
number of Empowerment Zone resident jobs created and 
residents served by the Plymouth Christian Youth Center 
project.  Documentation provided by the Center showed 
that two Zone resident jobs were created or retained and 
only 88 Zone residents were served as of June 30, 2002.  
Therefore, the City inaccurately reported the project’s 
outputs. 

 
The City reported in its June 30, 2001 Annual Report that 
three of Park Plaza project’s five milestones were not 
applicable as of June 2001.  Documentation maintained by 
Minneapolis Community Development Agency, the 
administering entity for the project, showed that the project 
completed the three milestones in December 2000.  The 
three milestones included: secure additional construction 
assistance; finalize elevator work; and complete first 
building.  Therefore, the City inaccurately reported three of 
the project’s milestones to HUD. 

 
The actions planned by the City to ensure accurate reporting 
should improve its reporting procedures, if fully 
implemented. 

 
 
 
  We recommend that HUD’s Director of Renewal 

Communities/Empowerment Zones/Enterprise Communities 
Initiative assure the City of Minneapolis: 

 
1A.  Implements procedures and controls to verify the 

accuracy of information submitted to HUD for the 
City’s Empowerment Zone Program. 

 
1B.  Ensures that staff responsible for preparing its 

Annual Report for HUD, use the actual verified 
accomplishments to report each project. 

 
 

Recommendations 
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The City Provided Zone Funds To Projects That 
Have Not Benefited Zone Residents Or 

Benefited Between 3 And 38 Percent Of Zone 
Residents 

 
The City of Minneapolis used all of its $1,825,000 in Empowerment Zone monies committed to 
fund seven projects that have not benefited Empowerment Zone residents or benefited only 3 to 38 
percent of Zone residents as of June 2002.  Five of the seven projects are scheduled for completion 
between December 2003 and December 2011, and the remaining two projects were completed 
between December 2001 and July 2002.  Since the five projects spent all of their Zone funds 
committed, benefits to Empowerment Zone residents would be expected.  However, this has not 
occurred.  The problem occurred because the City did not ensure that its Empowerment Zone 
contracts required projects to primarily benefit Zone residents.  We believe the City’s use of 
Empowerment Zone funds for the seven projects does not meet HUD’s Empowerment Zone 
regulation at 24 CFR Part 598.215(b)(4)(i)(D) that incorporates the Appendix from the April 16, 
1998 Federal Register requiring all projects financed in whole or in part with Zone funds be 
structured to primarily benefit Zone residents.  However, HUD must make a determination whether 
the City’s use of Zone funds was appropriate. 
 
 
 

Page 1 of the Memorandum of Agreement dated June 29, 
1999, between the City of Minneapolis and HUD, requires 
the City to comply with HUD’s Empowerment Zone 
regulations at 24 CFR Part 598. 

 
24 CFR Part 598.215(b)(4)(i)(D) states a detailed plan that 
outlines how an Empowerment Zone will implement its 
strategic plan must include details about proposed uses of 
Zone funds in accordance with guidelines published on 
April 16, 1998 in the Federal Register’s Appendix. 

 
Paragraph (3)(f) of the April 16, 1998 Federal Register, 
Appendix–Guidelines on Eligible Uses of Empowerment 
Zone Funds, requires all programs, services, and activities 
financed in whole or in part with Round II Empowerment 
Zone funds must be structured to primarily benefit Zone 
residents.  The program, services, and activities may also 
benefit non-Zone residents. 

 
 

Federal Requirements 
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 The City used all of its $1,825,000 in Empowerment Zone 
monies committed to fund seven projects that have not 
benefited Empowerment Zone residents or benefited only 3 
to 38 percent of Zone residents as of June 2002.  Five of the 
seven projects are scheduled for completion between 
December 2003 and December 2011, and the remaining 
two projects were completed between December 2001 and 
July 2002.  Since the five projects spent all of their Zone 
funds committed, benefits to Empowerment Zone residents 
would be expected.  However, this has not occurred.  We 
believe the City’s use of Empowerment Zone funds for the 
seven projects does not meet HUD’s Empowerment Zone 
regulation at 24 CFR Part 598.215(b)(4)(i)(D) that 
incorporates the Appendix from the April 16, 1998 Federal 
Register requiring all projects financed in whole or in part 
with Zone funds be structured to primarily benefit Zone 
residents. 

 
  The following table shows for each of the seven projects as 

of June 2002: the actual start date; the estimated or actual 
completion date; Empowerment Zone funds committed; 
Zone funds spent; total number of individuals served; actual 
number of Zone residents served; and the percentage of Zone 
residents served. 

 
 
 
 

Project 

 
 

Actual 
Start Date 

Projected/ 
Actual 

Completion 
Date 

Zone 
Funds 

Committed 
To Project 

Zone 
Funds 

Spent On 
Project 

Total 
Number Of 
Individuals 

Served 

Number 
Of Zone 

Residents 
Served 

Percentage 
Of Zone 

Residents 
Served 

Opportunity Kitchen 7/1/01 8/1/06 $250,000 $250,000 0 0 0 

Near North Phase 1B 1/5/01 12/31/01 $200,000 $200,000 0 0 0 

Coliseum 11/29/00 11/30/10 $300,000 $300,000 65 2 3 

Park Plaza  3/6/01 7/2/02 $400,000 $400,000 15 1 7 

Plymouth Christian 
Youth Center 

10/15/01 12/31/11 $175,000 $175,000 421 90 21 

Agape 24-Hur Child 
Development Center 

11/1/00 12/31/05 $300,000 $300,000 200 53 27 

Hawthorne 
Homesteading 

3/6/01 12/31/03 $200,000 $200,000 13 5 38 

Totals   $1,825,000 $1,825,000    
 
  The City executed contracts between November 29, 2000 

and July 27, 2001 with the seven projects’ administering 
entities.  None of the City’s contracts required the projects to 
primarily serve Empowerment Zone residents.  Additionally, 

Projects Have Not 
Benefited Zone Residents 
Or Benefited Less Than 
50 Percent Of Zone 
Residents 
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the April 16, 1998 Federal Register does not provide a 
definition of primarily benefits Empowerment Zone 
residents.  HUD issued a memorandum on July 2, 2002 that 
provided guidance to Empowerment Zones regarding 
benefits to Zone residents. 

 
  HUD’s July 2002 memorandum states HUD presumes an 

Implementation Plan is consistent with an Empowerment 
Zone’s strategic plan if at least a majority, 51 percent, of the 
beneficiaries of an activity are Zone residents.  The 
memorandum also states that in computing the percentage of 
beneficiaries who are Zone residents where the benefit is in 
the form of jobs, at least 35 percent of those jobs must be 
filled by Zone residents.  Since HUD’s memorandum was 
issued after the seven projects were started, the memorandum 
cannot be used retroactively to determine the appropriateness 
of Empowerment Zone funds used for the projects.  
Therefore, HUD must make a determination whether the 
City’s use of Zone funds for the seven projects was 
appropriate. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, pages 47 to 49 and 58 
to 61, contains the complete text of the comments for this 
finding.] 

 
  The Appendix from the April 16, 1998 Federal Register 

that the Office of Inspector General refers to states 
Empowerment Zones/Enterprise Communities Social 
Service Block Grant funding must be structured to 
primarily benefit Empowerment Zone residents and the 
programs may also benefit non residents.  The City’s 
Empowerment Zone has not invested or received any 
funding from the Department of Health and Human 
Services’ Social Service Block Grant.  Therefore, it is 
questionable as to whether the Appendix can be applied to 
funding received from HUD. 

 
  HUD has not provided a definition of primary benefit to 

Empowerment Zone residents that would apply to the 
projects reviewed.  HUD’s Office of Inspector General uses 
a July 2, 2002 memorandum from HUD’s Assistant 

Auditee Comments 
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Secretary for Community Planning and Development as 
their definition of primary benefit.  HUD’s memorandum is 
the only place where there is any reference to 50 percent or 
more of the benefits must go to Zone residents.  HUD 
informed the Office of Inspector General several times that 
this memorandum cannot be applied retroactively.  The 
definitions of individuals and residents served are a 
subjective interpretation by HUD’s Office of Inspector 
General. 

 
  The goal of the Opportunity Kitchen project is to prepare 

2,000 meals a week for needy families.  It is the goal of the 
Minneapolis Empowerment Zone to use this project to 
provide training in food handling for difficult to employ 
Empowerment Zone residents.  The Office of Inspector 
General reports that this project served no one, but it does 
report that the project has only been operating since 
October 2001.  The project has only had two pilot training 
classes as of June 30, 2002.  The Office of Inspector 
General also did not consider anyone who received a meal 
prepared to be a beneficiary of the project. 

 
  The beneficiaries of the Near North Phase 1B project can 

be construed to be all the residents who moved into the new 
public and affordable housing or no one as HUD’s Office 
of Inspector General contends.  That no individuals were 
served or benefited is not true.  At the time of the project’s 
contract closing and the loan payback, no one had moved 
into the project because it was not built.  As of November 
1, 2002, 10 families moved into the project.  More than 100 
families more will move in by February 1, 2003 and more 
than 700 families by the time the project’s four phases are 
completed.  The Empowerment Zone funding for the Near 
North Phase 1B project was paid back with interest. 

 
  Regarding the Coliseum project, HUD’s Office of Inspector 

General did not include the number of individuals served or 
the number of Empowerment Zone residents served by all 
of the project’s tenants.  It is the City’s contention that 
many more Zone residents benefited from the renovation of 
the project than the Office of Inspector General noted.  The 
City is currently collecting information on all the 
individuals who received services from the project’s 
tenants. 
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  HUD’s Office of Inspector General reports that only one 
Empowerment Zone resident was served by the Park Plaza 
project.  We believe the Office of Inspector General only 
counted the number of Zone residents hired by the project’s 
construction contractors who performed renovation work 
and did not take into consideration the number of Zone 
residents who reside in the project.  Park Plaza is a 134-unit 
project based HUD Section 8 apartment complex located in 
the North Minneapolis Empowerment Zone.  All five of the 
project’s buildings are in the Empowerment Zone and were 
renovated with the assistance of Zone funds.  In the City’s 
opinion, all the families residing in the 134 units are Zone 
residents and benefited from the Empowerment Zone 
investment used to renovate the project’s buildings.  
Therefore, it should be reported that 100 percent of the 
benefits of this project accrued to Zone residents. 

 
  The Office of Inspector General’s total number of 

individuals served and Zone residents that benefited from 
the Plymouth Christian Youth Center project is based on 
the number of students attending the school.  The number 
of individuals served and Zone resident does not include all 
of the organizations, area business people, and residents 
who benefited from the project.  Attached is a list of the 
number of people who attended various community events 
at the Center.  Thus, making the contention only 90 
Empowerment Zone residents benefited from the project 
invalid. 

 
  Hawthorne Homesteading project’s intent was to build new 

single-family homes on vacant lots in the City’s Hawthorne 
neighborhood.  HUD’s Office of Inspector General reports 
that only two Empowerment Zone residents were served by 
the project.  However, the project helped six families obtain 
new homes in the Empowerment Zone.  Since every one of 
the homes built with Empowerment Zone funds is located 
in the Zone, the City contends that 100 percent of the 
project’s benefits accrued to Zone residents.  
Documentation showing the list of addresses of the new 
homes in the Zone is attached. 

 
  The City cannot contend the 53 Empowerment Zone 

residents served by the Agape 24-Hour Child Development 
Center project. 
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  Based on the previously cited information, the City requests 
that the Near North Phase 1B; Park Plaza; and Hawthorne 
Homesteading projects be removed from Finding 2. 

 
  The City of Minneapolis’ Empowerment Zone agrees with 

the Recommendation to implement procedures and controls 
to ensure that Empowerment Zone contracts meet 
Empowerment Zone requirements regarding benefits to 
Zone residents.  The City will continually strengthen its 
procedures to ensure Zone residents benefit from its project 
investments.  This includes the new project coordinator 
position and project management software. 

 
  There is no HUD regulation defining primary benefits to 

Empowerment Zone residents.  Therefore, the City does not 
agree with the Recommendation that HUD’s Director of 
Renewal Communities/Empowerment Zones/Enterprise 
Communities Initiative ensures the seven projects cited in 
this finding primarily benefit Empowerment Zone residents 
as required by the April 16, 1998 Federal Register.  
Additionally, the City disagrees that if HUD determines that 
the projects do not primarily benefit Zone residents, then 
HUD should require the City of Minneapolis to reimburse its 
Empowerment Zone Program the applicable amount from 
non-Federal funds. 

 
 
 

24 CFR Part 598.215(b)(4)(i)(D) states a detailed plan that 
outlines how an Empowerment Zone will implement its 
strategic plan must include details about proposed uses of 
Zone funds in accordance with guidelines published in the 
April 16, 1998 Federal Register’s Appendix.  Since the 
Appendix is made applicable by HUD’s regulation, the 
requirements in the Appendix are applicable. 

 
We agree that there is no regulatory or statutory definition 
regarding resident benefit.  As stated in our audit report, the 
Appendix in the April 16, 1998 Federal Register does not 
provide a definition of primarily benefits to Empowerment 
Zone residents.  Again, HUD must make a determination 
whether the City’s use of Zone funds for the seven projects 
was appropriate. 

 

OIG Evaluation Of 
Auditee Comments 
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As our audit report states, since HUD’s July 2002 
memorandum was issued after the City’s seven projects 
were started, the memorandum cannot be used retroactively 
to determine the appropriateness of the Empowerment Zone 
funds used for the projects.  Therefore, HUD must make a 
determination whether the City’s use of Zone funds for the 
seven projects was appropriate. 

 
The City did not provide sufficient documentation to 
support the number of residents served and the number of 
Zone residents served by the seven projects.  Additionally, 
the City did not provide documentation to support its claim 
that the Empowerment Zone funding for the Near North 
Phase 1B project was repaid.  Therefore, the project was 
not removed from our audit report. 

 
We adjusted our audit report to include the five children 
served by the Hawthorne Homesteading project.  This 
increased the number of individuals served and the number 
of Zone residents served to 13 and five, respectively.  
Therefore, 38 percent of the individuals served by the 
project were Zone residents. 

 
  The City needs to implement procedures and controls to 

ensure that Empowerment Zone contracts meet 
Empowerment Zone Program requirements regarding 
benefits to Zone residents. 

 
  HUD’s Director of Renewal Communities/Empowerment 

Zones/Enterprise Communities Initiative needs to ensure 
the seven projects cited in this finding primarily benefit 
Empowerment Zone residents as required by the April 16, 
1998 Federal Register.  If HUD determines that the projects 
do not primarily benefit Zone residents, then HUD should 
require the City to reimburse its Empowerment Zone 
Program the applicable amount from non-Federal funds. 

 
 
 

We recommend that HUD’s Director of Renewal 
Communities/Empowerment Zones/Enterprise Communities 
Initiative assure the City of Minneapolis: 

 
2A. Implements procedures and controls to ensure that 

Empowerment Zone contracts meet Empowerment 

Recommendations 
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Zone Program requirements regarding benefits to 
Zone residents. 

 
  2B.  Amend the contracts for the five projects cited in 

this finding scheduled for completion between 
December 2003 and December 2011 to include 
requirements regarding benefits to Zone residents. 

 
  We also recommend that HUD’s Director of Renewal 

Communities/Empowerment Zones/Enterprise Communities 
Initiative: 

 
  2C.  Ensures the seven projects cited in this finding 

primarily benefit Empowerment Zone residents as 
required by the April 16, 1998 Federal Register.  If 
HUD determines that the projects do not primarily 
benefit Zone residents, then HUD should require the 
City of Minneapolis to reimburse its Empowerment 
Zone Program the applicable amount from non-
Federal funds. 
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Controls Over Empowerment Zone Funds Need 
To Be Improved 

 
The City of Minneapolis needs to improve its oversight of Empowerment Zone funds.  One of 
the 10 projects we reviewed inappropriately used $9,705 of Zone funds to pay expenses not 
related to the City’s Near North Planning and Development project.  Since the City spent over 
$3.6 million in Empowerment Zone funds as of May 2002 for the 10 projects, the City’s 
inappropriate use of Zone funds was not a systematic break down in its controls over the 
Empowerment Zone Program.  The problem occurred because the City did not adequately monitor 
the Near North Planning and Development project to ensure the use of Empowerment Zone 
funds was appropriate.  As a result, the City needs to strengthen its controls over the use of Zone 
funds. 
 
 
 
  Article I, Section D, of the Grant Agreement for the City of 

Minneapolis’ Empowerment Zone Program requires the 
City to comply with Office of Management and Budget 
Circular A-87, Cost Principles for State, Local, and Indian 
Tribal Governments. 

 
  Office of Management and Budget Circular A-87, 

Attachment A, paragraph C(3)(a) states that a cost is 
allocable to a particular cost objective if the goods or 
services involved are chargeable or assignable to such cost 
objective in accordance with relative benefits received. 

 
  The City did not maintain adequate oversight for one of its 

10 Empowerment Zone projects we reviewed.  The City 
executed contracts with the Minneapolis Community 
Development Agency, the Minneapolis Public Housing 
Authority, and/or McCormack Baron and Associates to 
provide planning and development services for the Near 
North Planning and Development project, a mixed-use 
housing community.  The City provided $1,425,000 in Zone 
funds for the project. 

 
  The City inappropriately used $9,705 in Empowerment Zone 

funds to reimburse The 106 Group, a consulting company, 
for expenses associated with developing a guide and 
pamphlet for organizations required to go through the 
Section 106 Historic Preservation process.  The Zone funds 
used to reimburse The 106 Group were committed to the 

Federal Requirements 

The City Needs To 
Improve Its Controls Over 
Zone Funds 
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Near North Planning and Development project.  However, 
the expenses were not permitted according to the City’s 
contract for the project. 

 
  The Director of the City’s Empowerment Zone said since 

developing the guide and pamphlet was in the City’s HUD-
approved Implementation Plan for the Near North project, 
the City was allowed to use its Zone funds to pay The 106 
Group.  The Director also said that if the guide and pamphlet 
were developed today, administrative funds would be used to 
pay the expenses.  However, the City was required to follow 
Office of Management and Budget Circular A-87 that states 
a cost is allocable to a particular cost objective if the goods 
or services involved are chargeable or assignable to such cost 
objective in accordance with relative benefits received.  
Since the City’s contract did not include any provision to pay 
the costs related to the guide and pamphlet, the City was 
prohibited from using Zone funds for the Near North 
Planning and Development project to pay the expense.  As a 
result, the City needs to strengthen its controls over the use 
of Zone funds. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, pages 49 to 50, 
contains the complete text of the comments for this finding.] 

 
  The City concurs that it inappropriately used $9,705 of 

Empowerment Zone funds to pay expenses that were not 
related to the Near North Planning and Development project.  
HUD approved the expenses associated with developing a 
guide and pamphlet for organizations required to go 
through the Section 106 Historic Preservation process as a 
line item through the Performance Measurement System.  
At no time did anyone at HUD indicate that this was not an 
appropriate area to charge the expenses. 

 
  The Section 106 review is required as a result of Federal 

funding for a project.  The Near North project was going 
through that 106 process utilizing The 106 Group for 
guidance.  As a result of the City’s involvement in this 
process, it was determined that it would be in the best 
interest of all future Empowerment Zone funded projects 

Auditee Comments 
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that the City develop materials to inform applicants about 
the process.  By adding an additional $12,000 to the Near 
North 106 consulting contract, the City was able to achieve 
the goal for a fraction of the time and cost of going through 
the process independent of the Near North project.  This 
agreement is an example of efficient government and 
reduced bureaucracy.  It saved thousands of dollars and 
hundreds of staff time hours over the last three years and 
even came in 20 percent under the projected budget. 

 
  The City does not agree that it should reimburse its 

Empowerment Zone Program from non-Federal funds.  The 
expenses associated with developing a guide and pamphlet 
for organizations required to go through the Section 106 
Historic Preservation process is an eligible use of 
Empowerment Zone funds.  The expenditure should be 
charged to the Zone’s general administration.  The City 
suggests that it credit the Near North Planning and 
Development project $9,705 and debit its Empowerment 
Zone Administration $9,705. 

 
 
 
  We adjusted our audit report to show that since the City’s 

contract did not include any provision to pay the expenses 
related to the guide and pamphlet, the City was prohibited 
from using Zone funds for the Near North Planning and 
Development project to pay the expenses.  We also adjusted 
our Recommendation to state that the City should 
reimburse its Near North Planning and Development 
project $9,705 from Empowerment Zone Administration 
funds for the improper use of Zone funds cited in this 
finding.  The City needs to improve its procedures and 
controls to ensure that Empowerment Zone funds are used 
efficiently and effectively, and in accordance with 
Empowerment Zone Program requirements. 

 
 
 

We recommend that HUD’s Director of Renewal 
Communities/Empowerment Zones/Enterprise Communities 
Initiative assure the City of Minneapolis: 

 
3A. Reimburses its Near North Planning and 

Development project $9,705 from Empowerment 

Recommendations 
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Zone Administration funds for the improper use of 
Zone funds cited in this finding. 

 
3B. Improves its procedures and controls to ensure that 

Empowerment Zone funds are used efficiently and 
effectively, and in accordance with Empowerment 
Zone Program requirements. 
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Management controls include the plan of organization, methods, and procedures adopted by 
management to ensure that its goals are met.  Management controls include the processes for 
planning, organizing, directing, and controlling program operations.  They include the systems for 
measuring, reporting, and monitoring program performance. 
 
       
 

We determined that the following management controls 
were relevant to our audit objectives: 

 
�� Program Operations - Policies and procedures that 

management has implemented to reasonably ensure that 
a program meets its objectives. 

 
�� Validity and Reliability of Data - Policies and 

procedures that management has implemented to 
reasonably ensure that valid and reliable data are 
obtained, maintained, and fairly disclosed in reports. 

 
�� Compliance with Laws and Regulations - Policies and 

procedures that management has implemented to 
reasonably ensure that resource use is consistent with 
laws and regulations. 

 
�� Safeguarding Resources - Policies and procedures that 

management has implemented to reasonably ensure that 
resources are safeguarded against waste, loss, and 
misuse. 

 
We assessed all of the relevant controls identified above 
during our audit of the City of Minneapolis’ Empowerment 
Zone Program. 

 
It is a significant weakness if management controls do not 
provide reasonable assurance that the process for planning, 
organizing, directing, and controlling program operations 
will meet an organization's objectives. 

 
Based on our review, we believe the following items are 
significant weaknesses: 

 
 
 

Significant Weaknesses 

Relevant Management 
Controls 
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�� Validity and Reliability of Data 
 

The City incorrectly reported the actual status and/or 
progress for seven of the 10 projects we reviewed from its 
June 30, 2001 or June 30, 2002 Annual Reports.  The City’s 
June 2001 Report contained inaccuracies related to three 
projects’ progress on projected outputs and one project’s 
percentage of completion on project milestones.  The City’s 
June 2002 Report contained inaccuracies related to two 
projects’ progress on projected outputs and one project’s 
source of funding (see Finding 1). 

 
�� Compliance with Laws and Regulations 

 
The City failed to follow HUD’s regulation regarding the 
reporting of actual status and/or progress for seven of the 10 
projects we reviewed from its June 30, 2001 or June 30, 
2002 Annual Reports (see Finding 1). 
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This is the first audit of the City of Minneapolis, Minnesota’s Empowerment Zone Program by 
HUD’s Office of Inspector General.  The latest Independent Auditors’ Report for the City covered 
the period ending December 31, 2001.  The Report contained no findings. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Follow Up On Prior Audits  

2003-CH-1007 Page 24 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
 

THIS PAGE LEFT 
BLANK 

INTENTIONALLY 
 



 Appendix A 

Schedule Of Ineligible Costs 

 Page 25 2003-CH-1007  
 

 
 
 
     Recommendation 
            Number  Ineligible Costs 1/ 
 
      3A           $9,705 
               Total           $9,705 
 
 
1/   Ineligible costs are costs charged to a HUD-financed or insured program or activity that 

the auditor believes are not allowable by law, contract, or Federal, State, or local 
policies or regulations. 
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This appendix contains the individual evaluations for the projects we reviewed.  We selected 10 
of the City of Minneapolis’ 20 projects reported in its June 30, 2001 or June 30, 2002 Annual 
Reports.  We found that the City inaccurately reported the accomplishments of its Empowerment 
Zone Program to HUD for seven projects and inappropriately used Empowerment Zone funds for 
one project.  The following table shows the seven projects that had problems, the location of their 
evaluation in this appendix, and the finding(s) they relate to. 
 

Project Page Finding 
Plymouth Christian Youth Center 28 1 
Minneapolis Public School Wireless Technology 30 1 
Agape 24-Hour Child Development Center 32 1 
Green Institute 34 1 
Near North Phase 1B 36 1 
Park Plaza 38 1 
Near North Planning and Development 40 1 and 3 
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Accomplishments Of Plymouth Christian Youth 
Center Project Was Inaccurately Reported 

 
The City of Minneapolis incorrectly reported two outputs for its Plymouth Christian Youth Center 
project in the City’s June 30, 2002 Annual Report.  The City inaccurately reported the number of 
Empowerment Zone resident jobs created or retained and the number of Zone residents served.  
The inaccurate reporting occurred because the City did not verify the accuracy of the information 
the project’s administering entity provided for the City’s June 2002 Annual Report.  As a result, 
the City did not provide HUD with an accurate representation of the project and the impression 
exists that the benefits of the project are greater than actually achieved. 
 
 
 
  The City reported in its June 30, 2002 Annual Report that 

the Plymouth Christian Youth Center project created or 
retained seven Empowerment Zone resident jobs and 
served 500 Zone residents.  Documentation maintained by 
the Center showed that only two resident jobs were created 
or retained and only 88 Zone residents were served. 

 
  The Planner II for the City’s Empowerment Zone said the 

City did not verify the accomplishments the Center reported 
for the project.  The Director for the City’s Empowerment 
Zone said the City did not have time to verify the 
accomplishments reported for each of its administering 
entities.  As a result, the City did not accurately report the 
accomplishments of its Empowerment Zone Program to 
HUD.  The impression exists that the benefits of the project 
were greater than actually achieved. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, pages 53 to 54, 
contains the complete text of the comments for this project.] 

 
  The City concurs that based on the documentation initially 

provided to the Office of Inspector General’s auditors by 
Plymouth Christian Youth Center, the number of 
Empowerment Zone residents served may have been over 
stated.  The Center estimated that at least 500 of the over 
2,000 neighborhood residents served resided in the 

The City Inaccurately 
Reported Project’s Outputs 
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Empowerment Zone.  Some of the residents’ addresses were 
not documented because they were not collected at all events.  
The Center will be recording addresses to document the 
benefit to Empowerment Zone residents. 

 
  The 500 Empowerment Zone residents served could also be 

interpreted as an estimate based on the number of possible 
family members each of the 88 Zone children served by the 
Center could have. 

 
  Based on the previously cited information, the City requests 

this finding on the Plymouth Christian Youth Center project 
be removed from the report. 

 
  The City expects to hire a new project coordinator by the end 

of January 2003 to ensure more accurate reporting.  The City 
will also obtain project management software to increase its 
controls and assist staff in ensuring the accuracy and 
oversight of the City’s Annual Report to HUD. 

 
 
 
  The City did not provide supporting documentation for the 

number of Empowerment Zone resident jobs created or the 
Zone residents served by the Plymouth Christian Youth 
Center project to warrant removal of this project from our 
audit report. 

 
  The actions planned by the City to ensure accurate reporting 

should improve its reporting procedures, if fully 
implemented. 
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An Output Of Minneapolis Public School 
Wireless Technology Project Was Inaccurately 

Reported 
 
The City of Minneapolis inaccurately reported an output for its Minneapolis Public School Wireless 
Technology project.  The City inaccurately reported in its June 30, 2001 Annual Report the number 
of Empowerment Zone children served by the project.  The inaccurate reporting occurred because 
the City did not verify the accuracy of the information its administering entities provided for the 
City’s Annual Report.  As a result, the City did not provide HUD with an accurate representation 
of the project and the impression exists that the benefits of the project are greater than actually 
achieved. 
 
 
  The City reported in its June 30, 2001 Annual Report that 

the Minneapolis Public School Wireless Technology 
project served 1,728 Empowerment Zone children.  
Documentation maintained by the Minneapolis Public 
School, the administering entity of the Minneapolis Public 
School Wireless Technology project, showed that only 981 
Empowerment Zone children were served. 

 
  The Planner II for the City’s Empowerment Zone said the 

City did not verify the accomplishments reported for the 
project by the Minneapolis Public School.  As a result, the 
impression exists that the benefits of the project were greater 
than actually achieved. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, pages 54 to 55, 
contains the complete text of the comments for this project.] 

 
  The City concurs that it incorrectly reported the number of 

Empowerment Zone children served by the Minneapolis 
Public School Wireless Technology project and that it did 
not verify the accomplishments reported for the project by 
the Minneapolis Public School, the administering entity of 
the project. 
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  The City expects to hire a new project coordinator by the end 
of January 2003 to ensure more accurate reporting.  The City 
will also obtain project management software to increase its 
controls and assist staff in ensuring the accuracy and 
oversight of the City’s Annual Report to HUD. 

 
 
 
  The actions planned by the City to ensure accurate reporting 

should improve its reporting procedures, if fully 
implemented. 
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Accomplishments Of Agape 24-Hour Child 
Development Center Project Were Inaccurately 

Reported 
 
The City of Minneapolis did not accurately report two outputs for its Agape 24-Hour Child 
Development Center project.  The City inaccurately reported in its June 30, 2001 Annual Report the 
number of homeless and other human service programs operated through the Agape 24-Hour Child 
Development Center.  The inaccurate reporting occurred because the City did not verify the 
accuracy of the information its administering entities provided for the City’s Annual Report.  As 
a result, the City did not provide HUD with an accurate representation of the project and the 
impression exists that the benefits of the project are greater than actually achieved. 
 
 
 
  The City reported in its June 30, 2001 Annual Report that 

the Agape 24-Hour Child Development Center project 
operated eight homeless programs and 12 other human 
service programs.  Documentation maintained by Oasis of 
Love, Inc., the administering entity for the project, showed 
that no homeless programs or other human service 
programs were operated in connection with the project. 

 
  The Planner II for the City’s Empowerment Zone said the 

City did not verify the accomplishments Oasis of Love, Inc. 
reported for the project.  As a result, the impression exists 
that the benefits of the project were greater than actually 
achieved. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, page 55, contains the 
complete text of the comments for this project.] 

 
  The Agape 24-Hour Child Development Center project 

provides 24-hour childcare services.  The project works 
mainly with domestically abused women who are homeless 
as a result of being forced to leave an abusive environment.  
Oasis of Love, Inc, the administering entity for the project, 
and the project work with the women and their families, and 
refer them to organizations that can provide housing and 
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other services.  Although Oasis of Love might not operate 
the programs reported, Oasis of Love is a well-known source 
of referrals and has numerous partnering agencies. 

 
 
 
  The City reported in its June 30, 2001 Annual Report that 

the Agape 24-Hour Child Development Center project 
operated eight homeless programs and 12 other human 
service programs.  Documentation maintained by Oasis of 
Love, Inc., the administering entity for the project, showed 
that no homeless programs or other human service 
programs were operated in connection with the project.  
While Oasis of Love might be a well-known source 
referrals and may have numerous partnering agencies, the 
City must ensure the accuracy of the Annual Reports so 
HUD can have an accurate representation of the City’s 
Empowerment Zone Program. 
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An Output Of Green Institute Project Was 
Inaccurately Reported 

 
The City of Minneapolis did not accurately report an output for its Green Institute project in the 
City’s June 30, 2002 Annual Report.  The City inaccurately reported the number of Empowerment 
Zone resident jobs created or retained by the project.  The inaccurate reporting occurred because 
the City did not verify the accuracy of the information its administering entities provided for the 
City’s Annual Report.  As a result, the City did not provide HUD with an accurate representation 
of the project. 
 
 
 
  The City inaccurately reported in its June 30, 2002 Annual 

Report the number of Empowerment Zone resident jobs 
created or retained as a result of the Green Institute project.  
The City reported that five Empowerment Zone resident 
jobs were either created or retained at the Green Institute or 
its tenant, the Minneapolis Transit Constructors.  
Documentation maintained by the Green Institute showed 
that nine Zone resident jobs were created or retained at the 
Green Institute or the Minneapolis Transit Constructors. 

 
  The Planner II for the City’s Empowerment Zone said the 

City did not verify the accomplishments the Green Institute 
reported for the project.  As a result, the City did not provide 
HUD with an accurate representation of the project. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, pages 55 to 56, 
contains the complete text of the comments for this project.] 

 
  The City reported that 20 Empowerment Zone resident jobs 

were projected to be created or to be retained, and five Zone 
resident jobs were created or retained as of June 30, 2002.  
Although the City inaccurately under reported the number of 
Zone resident jobs created or retained by four, it did not over 
report the number of Zone resident jobs created or retained.  
This finding on the Green Institute project should be 
removed from the report because Zone funds were not used 
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and the Green Institute did not over report the number of 
Zone resident jobs created or retained. 

 
  The City expects to hire a new project coordinator by the end 

of January 2003 to ensure more accurate reporting.  The City 
will also obtain project management software to increase its 
controls and assist staff in ensuring the accuracy and 
oversight of the City’s Annual Report to HUD. 

 
 
 
  We adjusted our audit report to show that the City reported 

that five Empowerment Zone resident jobs were either 
created or retained at the Green Institute or its tenant, the 
Minneapolis Transit Constructors.  Documentation 
maintained by the Green Institute showed that nine Zone 
resident jobs were created or retained at the Green Institute 
or the Minneapolis Transit Constructors.  As a result, the 
City did not provide HUD with an accurate representation of 
the project. 

 
  While the City under reported the Green Institute project’s 

output, we did not remove this project from our report since 
the City inaccurately reported the project in its June 2002 
Annual Report to HUD.  The actions planned by the City to 
ensure accurate reporting should improve its reporting 
procedures, if fully implemented. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

OIG Evaluation Of 
Auditee Comments 



Appendix B  

2003-CH-1007 Page 36 
 

Funding For The Near North Phase 1B Project 
Was Inaccurately Reported 

 
The City of Minneapolis did not accurately report in its June 30, 2002 Annual Report the amount 
of funding for the Near North Phase 1B project.  The inaccurate reporting occurred because the 
City lacked effective controls and oversight to ensure the accuracy of the source of funding 
reported in its Annual Report.  As a result, the City did not provide HUD with an accurate 
representation of the project. 
 
 
 
  The City inaccurately reported in its June 30, 2002 Annual 

Report the amount of funding for the Near North Phase 1B 
project.  The City reported that the Minneapolis Public 
Housing Authority provided $400,000 for the project.  
Documentation maintained by McCormack Baron and 
Associates, Inc., the administering entity for the project, 
showed the Authority only provided $200,000 for the 
project as of June 30, 2002. 

 
  The Program Coordinator for the City’s Empowerment 

Zone said the City made a mistake in reporting that the 
Authority provided $400,000 for the project.  The 
Coordinator said the City included $200,000 the Authority 
provided for another project.  As a result, the impression 
exists that the project’s funding is greater than actually 
achieved. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, page 56, contains the 
complete text of the comments for this project.] 

 
  The City concurs that it incorrectly reported that the 

Minneapolis Public Housing Authority provided $400,000 
for the project. 

 
  The City expects to hire a new project coordinator by the end 

of January 2003 to ensure more accurate reporting.  The City 
will also obtain project management software to increase its 
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controls and assist staff in ensuring the accuracy and 
oversight of the City’s Annual Report to HUD. 

 
 
 
  The actions planned by the City to ensure accurate reporting 

should improve its reporting procedures, if fully 
implemented. 
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Milestones Of Park Plaza Project Were 
Inaccurately Reported 

 
The City of Minneapolis incorrectly reported three milestones for its Park Plaza project in the 
City’s June 30, 2001 Annual Report.  The City inaccurately reported that the milestones for the 
project were not applicable as of June 2001.  The inaccurate reporting occurred because the City 
lacked effective controls and oversight to assure the accuracy of the project’s milestones reported 
in the City’s Annual Report.  As a result, the impression exists that the accomplishments of the 
project are less than actually achieved. 
 
 
 
  The City reported in its June 30, 2001 Annual Report that 

three of Park Plaza project’s five milestones were not 
applicable as of June 2001.  Documentation maintained by 
Minneapolis Community Development Agency, the 
administering entity for the project, showed that the project 
completed the three milestones in December 2000.  The 
three milestones included: secure additional construction 
assistance; finalize elevator work; and complete first 
building. 

 
  The Minneapolis Community Development Agency’s 

Project Manager said she could not keep track of all the 
reports due for its various projects and relied on the City’s 
Empowerment Zone staff to notify her when a report was 
due.  However, she said the City did not notify her that a 
report should be completed; therefore, she did not submit a 
report. 

 
  The City’s Planner II said the City did not receive a report 

for the Park Plaza project.  The Planner II said she was not 
sure why the City did not receive a report or why the 
accomplishments of the project were not included in the 
City’s June 30, 2001 Annual Report.  As a result, the City 
did not provide HUD an accurate impression of the project’s 
accomplishments. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
Auditee Comments 
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our draft report follows.  Appendix C, pages 56 to 57, 
contains the complete text of the comments for this project.] 

 
  The milestones for the Park Plaza project were accurately 

reported.  All milestones for the project were reported as not 
applicable in the June 30, 2001 Annual Report because the 
Memorandum of Understanding for the project was not 
executed into until after June 2001.  Furthermore, the draw 
down of funds for the project was not completed until after 
June 30, 2001.  For these reasons, all of the milestones were 
recorded as not applicable.  Based on this information, the 
City requests this finding on the Park Plaza project be 
removed from the report. 

 
  The City expects to hire a new project coordinator by the end 

of January 2003 and will also obtain project management 
software to ensure its timely reports to HUD. 

 
 
 
  The City reported in its June 30, 2001 Annual Report that 

three of Park Plaza project’s five milestones were not 
applicable as of June 2001.  Documentation maintained by 
Minneapolis Community Development Agency, the 
administering entity for the project, showed that the project 
completed the three milestones in December 2000.  The 
three milestones included: secure additional construction 
assistance; finalize elevator work; and complete first 
building.  While the City had not executed a Memorandum 
of Understanding until March 2001 or drawn down funds 
for the project, the project completed the three milestones 
by June 2001.  Therefore, the City should have reported the 
three milestones to HUD as completed in December 2000. 
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Controls Over Near North Planning And 
Development Project Were Not Adequate 

 
The City of Minneapolis did not maintain adequate controls over its Near North Planning and 
Development project.  The City inappropriately used $9,705 of the Empowerment Zone funds to 
pay expenses that were not related to the project.  The City also did not accurately report in its 
June 30, 2001 Annual Report the project’s output regarding resident participation in community 
meetings.  The inappropriate use of the Zone funds and inaccurate reporting occurred because the 
City did not ensure the use of Empowerment Zone funds met the City’s contract for the project 
and verify the accuracy of the information provided by the project’s administering entity for the 
City’s Annual Report.  As a result, Empowerment Zone funds were not used efficiently and 
effectively.  The City also did not provide HUD with an accurate representation of the project and 
the impression exists that the benefits of the project are less than actually achieved. 
 
 
 
  The City executed contracts with the Minneapolis 

Community Development Agency, the Minneapolis Public 
Housing Authority, and/or McCormack Baron and 
Associates, Inc. to provide planning and development 
services for the Near North Planning and Development 
project, a mixed-use housing community.  The City provided 
$1,425,000 in Zone funds for the project. 

 
  The City used $9,705 in Empowerment Zone funds to 

reimburse The 106 Group, a consulting company, for 
expenses associated with developing a guide and pamphlet 
for organizations required to go through the Section 106 
Historic Preservation process.  The Zone funds used to 
reimburse The 106 Group were committed to the Near North 
Planning and Development project.  However, the expenses 
were not permitted according to the City’s contract for the 
project. 

 
  The Director for the City’s Empowerment Zone said since 

developing the guide and pamphlet was in the City’s HUD-
approved Implementation Plan for the Near North project, 
the City was allowed to use its Zone funds to pay The 106 
Group.  The Director also said that if the guide and pamphlet 
were developed today, administrative funds would be used to 
cover the costs.  However, the City was required to follow 
Office of Management and Budget Circular A-87 that states 
a cost is allocable to a particular cost objective if the goods 
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or services involved are chargeable or assignable to such cost 
objective in accordance with relative benefits received.  
Since the City’s contract did not include any provision to pay 
the costs related to the guide and pamphlet, the City was 
prohibited from using Zone funds for the Near North 
Planning and Development project to pay the expense. 

 
  The City inaccurately reported in its June 30, 2001 Annual 

Report the number of residents participating in community 
meetings for the Near North Planning and Development 
project.  The City reported 100 residents participated in 
community meetings.  Documentation maintained by 
McCormack Baron and Associates, Inc., the administering 
entity for the project, showed that 354 residents participated 
in community meetings for the project. 

 
  The Planner II for the City’s Empowerment Zone said the 

City did not verify the accomplishments that McCormack 
Baron and Associates, Inc. reported to the City for the Near 
North project.  The Director for the City’s Empowerment 
Zone said the City did not have time to verify the 
accomplishments reported by each of the projects’ 
administering entities.  As a result, the City did not provide 
HUD with an accurate representation of the project and the 
impression exists that the benefits of the project were less 
than actually achieved. 

 
 
 
  [Excerpts paraphrased from the comments provided by the 

Director of the City of Minneapolis’ Empowerment Zone on 
our draft report follows.  Appendix C, pages 49 to 50 and 57, 
contains the complete text of the comments for this project.] 

 
  The City concurs that it inappropriately used $9,705 of 

Empowerment Zone funds to pay expenses that were not 
related to the Near North Planning and Development project.  
HUD approved the expenses associated with developing a 
guide and pamphlet for organizations required to go 
through the Section 106 Historic Preservation process as a 
line item through the Performance Measurement System.  
At no time did anyone at HUD indicate that this was not an 
appropriate area to charge the expenses. 

 

The City Inaccurately 
Reported Project’s Output 
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  The Section 106 review is required as a result of Federal 
funding for a project.  The Near North project was going 
through that 106 process utilizing The 106 Group for 
guidance.  As a result of the City’s involvement in this 
process, it was determined that it would be in the best 
interest of all future Empowerment Zone funded projects 
that the City develop materials to inform applicants about 
the process.  By adding an additional $12,000 to the Near 
North 106 consulting contract, the City was able to achieve 
the goal for a fraction of the time and cost of going through 
the process independent of the Near North project.  This 
agreement is an example of efficient government and 
reduced bureaucracy.  It saved thousands of dollars and 
hundreds of staff time hours over the last three years and 
even came in 20 percent under the projected budget. 

 
  The City does not agree that it should reimburse its 

Empowerment Zone Program from non-Federal funds.  The 
expenses associated with developing a guide and pamphlet 
for organizations required to go through the Section 106 
Historic Preservation process is an eligible use of 
Empowerment Zone funds.  The expenditure should be 
charged to the Zone’s general administration.  The City 
suggests that it credit the Near North Planning and 
Development project $9,705 and debit its Empowerment 
Zone Administration $9,705. 

 
  The City concurs that it incorrectly reported the number of 

residents participating in community meetings for the Near 
North Planning and Development project and that it did not 
verify the accomplishments reported for the project.  The 
City did not think it was worth its time and money to verify 
the addresses of more than 500 people who attended the 
numerous community and task force meetings. 

 
  The City expects to hire a new project coordinator by the end 

of January 2003 to ensure more accurate reporting.  The City 
will also obtain project management software to increase its 
controls and assist staff in ensuring the accuracy and 
oversight of the City’s Annual Report to HUD. 

 
 
 
  We adjusted our audit report to show that since the City’s 

contract did not include any provision to pay the expenses 
OIG Evaluation Of 
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related to the guide and pamphlet, the City was prohibited 
from using Zone funds for the Near North Planning and 
Development project to pay the expenses.  We also adjusted 
our Recommendation to state that the City should 
reimburse its Near North Planning and Development 
project $9,705 from Empowerment Zone Administration 
funds for the improper use of Zone funds cited in this 
finding.  The City needs to improve its procedures and 
controls to ensure that Empowerment Zone funds are used 
efficiently and effectively, and in accordance with 
Empowerment Zone Program requirements. 

 
  The actions planned by the City to ensure accurate reporting 

should improve its reporting procedures, if fully 
implemented. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Appendix B  

2003-CH-1007 Page 44 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
 

THIS PAGE LEFT 
BLANK 

INTENTIONALLY 
 

 
 



 Appendix C 

Auditee Comments 

 Page 45 2003-CH-1007  
 

 



Appendix C  

2003-CH-1007 Page 46 
 

 
 



Appendix C 

 Page 47 2003-CH-1007 
 

 
 



Appendix C  

2003-CH-1007 Page 48 
 

 
 



Appendix C 

 Page 49 2003-CH-1007 
 

 
 



Appendix C  

2003-CH-1007 Page 50 
 

 
 



Appendix C 

 Page 51 2003-CH-1007 
 

 
 



Appendix C  

2003-CH-1007 Page 52 
 

 
 



Appendix C 

 Page 53 2003-CH-1007 
 

 
 



Appendix C  

2003-CH-1007 Page 54 
 

 
 



Appendix C 

 Page 55 2003-CH-1007 
 

 
 



Appendix C  

2003-CH-1007 Page 56 
 

 
 



Appendix C 

 Page 57 2003-CH-1007 
 

 
 



Appendix C  

2003-CH-1007 Page 58 
 

 

 



Appendix C 

 Page 59 2003-CH-1007 
 

 
 



Appendix C  

2003-CH-1007 Page 60 
 

 
 



Appendix C 

 Page 61 2003-CH-1007 
 

 
 



Appendix C  

2003-CH-1007 Page 62 
 

 
 



 Appendix D 

Distribution 

 Page 63 2003-CH-1007  
 

 
The Honorable Barbara A. Mikulski, Chairperson, Subcommittee on Veterans Affairs,  
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