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The Urban Empowerment Zones:
Highlights from the First 18 Months
e

President Clinton’s Empowerment
Zone/Enterprise Community (EZ/EC)
initiative, headed by Vice President Gore,
marks the most significant effort launched by
the federal government in decades on behalf
of the Nation’s distressed inner cities.

In December 1994, six distressed urban
communities, Atlanta, Baltimore, Chicago,
Detroit, New York, and Philadelphia/Camden
were designated urban Empowerment Zones,
receiving a combination of tax incentives and
block grants to implement ten-year
community-wide strategic plans to promote
overall revitalization.

Empowerment Zones have begun to translate
the goals articulated in their strategic plans
into specific strategies. The investment
strategies are focused primarily on economic
opportunity and sustainable community '
development. In a departure from traditional
government approaches, the selected
mechanisms are production oriented - they
seek to import capital and income into the
Zone in the short run and then provide an

" increased demand for goods and services

created by local business establishments in
the long run.

Empowerment Zones were awarded $100
million each in Title XX Social Service Block
Grant funds. Expenditures to date have been
utilized primarily as seed money to leverage
additional private resources.

u Since designation of the six urban
Empowerment Zones in December,

[

1994, the total of public and private - ..
investment activity commitments
exceeds $2.6 billion.

L More than $2 billion in private
investment has been made, indicating
that capital investors perceive future
opportunities for investment returns in
the zones to be equal to or greater
than in other metropolitan locations.
For every $1 in EZ funds obligated,
$18 of private investment are
leveraged.

= The overwhelming focus of the new
investment-- $1.7 billion-- is targeted
toward economic opportunities. The
focus of economic opportunity
investment activities includes:
business related job retention,
expansion, relocation and creation;
investment pools for capital access
and innovative financing needs; job
and occupational skills training; and
entrepreneurial and business support
services and assistance.

Within the first 18 months of the program,
Empowerment Zones have made significant
strides in utilizing Title XX Social Services
Block Grant funds and tax incentives to
attract notable private sector investment,
generate job growth, stimulate new business
openings and expansions, construct new
housing, expand homeownership
opportimities, and stabilize deteriorating

neighborhoods.

This summary presents selected highlights
from the hundreds of economic opportunity
success stories taking place in the six urban
Empowerment Zones.

U.S. Department of Housing and Urban Development



Atlanta Empowerment Zone Success Stories

Community and Individual Investment

Corporation

The Atlanta Empowerment Zone has -

established a Community and Individual

Investment Corporation (CHC) in which

residents own shares in the investments made
. in their communities. Initia] capitalization of
{ approximately $30 million will increase the
. availability of development credit and
encourage capital formation and savings
among the target area residents. As
shareholders, residents will have a direct
economic stake in investments made in their
community. Atlanta is the first city in the
nation to introduce this kind of free market
device into an inner-city area.

. Fulton Bag and Cotton Mill

- The Atlanta Empowerment Zone Corporation
- approved a $1 million loan of Title XX funds
;. leveraged with $4.2 million in private equity
¢ to refurbish this formerly abandoned 550,000
square feet mill site of 11 buildings in
Cabbagetown into corporate offices, retail
outlets, and residential lofts. The developer,
Winter Properties, has committed to set aside
‘some retail outlets and offices for EZ
residents and businesses. In addition, lofts
will be set aside for & few low-income
residents and a fund for future community
economic development will be established
from the developer's profits. The plan also

: includes hiring approximately 300

- construction workers from the EZ to help

* develop this project. Phase I of the project

. will consist of 175 loft apartments,

“Fulton Bag Mill is
synonymous with the
neighborhood. It was once the
catalyst of the neighborhood -
it was for some time. The
rebirth of the mill is definitely
symbolic.” Mare Steinberg,
Cabbagetown resident.

Renewal Atlanta

Renewal Atlanta is a new recycling business
established on a formerly unused industrial
site. The newly purchased facility will create
up to 65 full-time jobs for EZ residents and
200 temporary jobs for youth. Renewal
Atlanta, in conjunction with other local
businesses, will offer Zone youth two-year
internships in various recycling enterprises.
Intemnships will each receive stipends of
$4,000 for every year of participation. Over
$3.5 million in private financing is committed
to this initiative.

,:-':-,_ U.S. Department of Housing and Urban Development




Baltimore Empowerment Zone Success Stories

Empowerment Zone Spin-Off Business
Project o

The large health care institutions and
universities in the Empowerment Zone area
have partnered with the Empower Baltimore
Management Corporation to develop EZ-
based suppliers of products and services.
The effort involves contributions from
Empowerment Zone funds, Johns Hopkins
University, the University of Maryland
Medical Systems and Liberty Health Systems.
The current target is to establish two new
supplier firms in the Empowerment Zone and

add 10 existing suppliers in the Zone to these
institutions’ supplier network.

= .| Baltimore Mayor Kurt
Schmoke is pleased with the
Zone's economic development:
*"There is indeed a
competitive advantage to
doing business in the inner
city, and more people are
learning that." - :

Business Empowerment Center
The Business Empowerment Center (BEC)
will provide access to capital and specialized
training and technical assistance (i.e.
marketing, entrepreneurship training, etc.)
specifically for EZ-based businesses and
residents. The $2.9 million project will be
ded in part by an EZ grant of $1.35

illion with the remainder from the U.S.

mall Business Administration, the Minority
usiness Development Agency, NationsBank,

Bell Atlantic, and several local colleges and
universities. A Small Business Administration
sponsored One-Stop Capital Shop and an
Employ Baltimore Satellite office will co-
locate in the Center. The BEC will reach 300

‘businesses and entrepreneurs in the first two

years of operations. The Business
Empowerment Center opened in August
1996.

Fairfield Ecological Industrial Park
Development ' -

The objective of this industrial park is to
attract environmentally sensitive business
processes through an incubator arrangement
using a closed loop production system linked
to resource recovery technology. When the
project reaches its full potential, more than
1,500 jobs will be available to EZ residents.
The project is a collaboration of the Empower
Baltimore Management Corporation, the
Baltimore Development Corporation, Cornell
University Work and Environment Initiative,
the City of Baltimore, and the State of
Maryland. By the end of 1996, it is
anticipated that 10 businesses will have
located within the park.

i S. Department of Housing and Urban Development




Chicago Empowerment Zone Success Stories

Homeownership Assistance Pilot Project
A partnership between Chicago Mayor
Richard Daley, the First National Bank of
Chicago and several city-wide nonprofit
_organizations has created a pilot program to
help families purchase their first homes in
Chicago’s Empowerment Zone. The
$100,000 pilot project will assist 75 to 100
qualified families buy their first home in the
EZ by giving them grants up to $1,500 for
single family homes and up to $2,000 for two-
_ unit properties. The home ownership grants
5 are expected to generate mortgages totaling
7 85 million. The first two families used the

{owell-Cerasoli, Mid-South,
WPlanning and Development

Brownfields

Through the Brownfields Initiative, the city
has begun to recycle existing industrial land
once deemed unusable due o varying degrees
of environmental hazards. In 1994, the city
dedicated $2 million to restore five South and
West Side industrig] sites; and in 1995, the
city spent $10 million to clean up a dozen
more sites. Early successes include:

Faced with the need to expand its facilities,
Scott Peterson Meats was considering
relocating out of jts city location because the
only nearby Property was an environmentally
unsafe abandoned bus barn. But under
Brownfields, the city demolished and cleaned
up the site, and Peterson Meats then spent

-$5.5 million to expand into the adjacent

property. This retained existing jobs, and
created 80 additional full-time jobs. '
Madison Equipment similarly was ready to
relocate its facilities to meet expansion needs.
However, the company chose to build a
facility on a restored property, which retained
existing jobs, and added seven new jobs
initially, '

Forty-Seventh Street and Lake Park
Shopping Center

This project provides $6.4 million for the pre-
development costs associated with the
revitalization of a 75,000 square feet
shopping center anchored by a 40,000 square
feet grocery store. This project is expected to
create 150 construction related jobs, and 200
permanent jobs in the shopping center.
Empowerment Zone funding provides
$475,000 toward this Project; private sources
provide nearly $6 milljon..




Detroit Empowerment Zone Success Stories

. Empowerment Zone Financial
Institutions Consortium (EZFIC)

Eight Detroit-Banks and two financial
intermediaries have formed the Empowerment
Zone Financial Institutions Consortium
(EZFIC) to fund loans to Zone residents and
businesses. This consortium has pledged '
$100 million a year over a 10-year period, to
be lent in the Zone, for a total of $1 billion,
as an underpinning for the city’s
Empowerment Zone application. The EZFIC
exceeded its original $76 million lending
target for the 1995 calendar year, approving

. loans totaling $286 million in the Detroit

- Empowerment Zone. Mid-size and small

businesses were the primary beneficiaries.

“Detroit’s economic engine is
running better because President
_Clinton’s Empowerment Zone gave
it a jumpstart.” Dennis Archer, Mayor of
Detroit

Detrozt Works
Mayor Archer describes Detroit Works as a
rogram which brings new investment into
{Detroit so that the citizens of this city and

E their Detroit-based businesses can participate
§in the economic development throughout the

mpowerment Zone designation with $110
mllllon in private capltal pledged over five

pCcess to contre ctor bonding.

New Way Material Handling

Frank Harden, founder of New Way, spent
more than $1 million to transform an
abandoned building into his place of
business. New Way is an automotive metal
fabricating supplier which employs 50
people. Chrysler Corporation helped Harden
locate and renovate his facility. Chrysler
offered no direct financial assistance, but has
contracted with the company. New Way was
the first minority supplier to relocate to the
Zone.

~ Ace-Tex Expansion

This 100,000 square feet, $5.5 million
expansion will result in 100 new jobs over the
next two years. All of the new hires will be
Zone residents. The company manufactures
tack rags, supplies, linens, and rents
uniforms. It also washes 250,000 industrial
floor mats weekly. The expansion was
underwritten by $3 million in tax exempt
Empowerment Zone facility bonds.

“What we are talking about here is
changing people’s lives, by giving
them the chance to earn a livable
wage. We're talking about putting
people to work and teaching them a
trade. Nothing can change your life

quicker than that.” Kenny Stewart,
Carpenters District Council

U.S. Department of Housing and Urban Development




New York Empowerment Zone Success Stories

Business Resource and Investment
Service Center (BRISC)

BRISC is designed to stimulate economic
growth by providing capital and business

- expertise to small and/or growing ventures in
the Zone using the One Stop Capital Shop
model. The center comprises bank lenders,
the Small Business Administration, and
equity and technical assistance equity
providers. BRISC is funded by leveraging
Title XX funds against other public, private,
and non-profit resources.

Entrepreneurial Training

The South Bronx EZ has set out to use Title
XX funds to create micro and small business
enterprises by providing training and one-on- |
~ one consultation in business plan
development, cash flow management, market
assessment, and other basic business
practices. This program seeks to provide
secure financing for program graduates as
well. The initiative’s immediate plans target
30 new micro and small businesses for
assistance.

Harlem USA

Walt Disney Company’s Disney Store is
anchoring Harlem USA, a $56 million retail
and entertainment complex scheduled to open
in 1998. Gap Inc. has signed a letter of
intent to open a store in the 275,000 square
feet complex. The entertainment complex
will also house an ice rink, jazz club, sports
facility, a 12-screen movie theater and a
children’s recreation program. Offering 500
jobs, it promises to be one of the biggest

commercial employer’s in the Upper
Manhattan EZ.

“We’re committed not just to the
funding of it but to doing everything
we can to make sure that this

partnership with the 200,000
people in this Empowerment Zone
works for everyone in the Zone, for
everyone in this great city, for
everyone in this great state.” George

E. Pataki, Governor of the State of New
York

U.S. Department of Housing and Urban Development



Philadelphia/Camden Empowerment Zone Success Stories

Community Development Lending
Institutions

The Philadelphia Empowerment Zone is
creating a community development finance
institution to package small and micro
business loans in EZ neighborhoods. Over
the ten year period of designation, the loan
funds will be capitalized with $21 million in
Title XX funds and leveraged with an
estimated $40 million in private resources.
The first financing package, in the amount of
$100,000, has been made to Sea Change
Environmental Services. Sea Change will
employ 25 Zone residents in lead abatement
activities and other environmental
remediation occupational skills.

Rite-Aid Drug Store

" New construction of a 10,000 square feet Rite

" Aid at 13th Street and Girard Avenue to
house a pharmacy is completed. The $1.5
. million project includes parking spaces for 60
cars. The store involves a unique partnership
with North Philadelphia Health Systems
which will direct its $100,000 prescription
 business to the EZ Rite Aid store.

Kaighn Point Construction - Camden
Construction is scheduled to begin in August
on a new marine terminal for commercial
vessels. In addition, 371,000 square feet of
refrigerated warehouse space for perishable
cargo will be constructed. The $33 million
project, a combination of private money with
public support, is the first major commercial
expansion investment in the Camden
Empowerment Zone.

New Manufacturing and Distribution
Businesses

Redring Solder, a Malaysian metal alloys
producer, and Graboyes Commercial Windows
will soon become tenants in a new 25,000
square feet manufacturing facility to be
constructed in the American Street
neighborhood. Redring Solder is making its
North American headquarters in the
Philadelphia EZ. The firm manufacturers
solder and alloy products used in the
production of circuit boards. Graboyes
Commercial Windows is the largest distributor
of Traco Windows in the United States.
Together both businesses bring 80 new jobs to
the American Street EZ neighborhood.

“We can’t just leave things to
market forces. If we do, cities will
not survive ...Philadelphia is one of
the few cities that, along with
Camden, got an Empowerment

Zone.”
Rick Santorum, U.S. Senator from

Pennsylvania

U.S. Department of Housing and Urban Development
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TOTAL FLOW OF INVESTMENT ACTIVITY

The First 18 Months in Urban Empowerment Zones

[] Private
[l Public
B EZ Funds

Public Private

. Economic Opportunity $40,062 $71,997  $1,592,412  $1,704,471

. Housing and Infrastructure $23,498  $305,804 $379,586 $708,888
Community Capacity/Environment  $20,979 $39,971 $19,937 $80,887
Human Capital/Education $25,665 $13,353 $83,561 $122,579
Total Investment Fiow $110,204 $431,125  $2,075,496 $2,616,825
Source: Price Waterhouse LLP

’ Empowerment Zone Performance Review Reports
Empowerment Zone governance entities

U.S. Department Housing & Urban Development
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INTRODUCTION .

President Clinton's Empowerment Zone/Enterprise Community (EZ/EC) initiative, headed by Vice
President Gore, marks the most significant effort launched by the federal government in decades on behalf of the

!

Nation’s distressed inner cities. The program is notable as an innovative approach to building partnerships and
community capacity; for fostering reform in the relationship between citizens and their government, and among
levels of government; and for insisting on a new level of accountability, with visionary goals connected to measured
results. Although these principles are central to a number of recent federal initiatives, including the National
Performance Review effort, the Department of Housing and Urban Development’s Consolidated Plan, and Homeless
Continuum of Care, they find their fullest expression in the Empowerment Zone/Enterprise Community (EZ/EC)
program. In December, 1994, 105 distressed urban, and rural communities around the country received a
combination of tax incentives and block grants to implement ten-year community-wide strategic plans to promote
overall revitalization.

What are the economic effects, consequences, and impacts of the Empowerment Zones in America’s
economically depressed inner cities? The burpose of this study is to. palculate the total economic impact of the six
urban empowerment zones. To accomplish this, we calculated the sales and the jobs created by the public @d
private investments in the Empowerment Zones. A key focus is how federal funds have steered private funds to
invest in the inner cities. While no study can prove causation between public and private investment strategies, the

two are clearly correlated. In order to determine these effects, the authors used the United States Army Corps of

Engineers’ Economic Impact Forecast (EIFS) program.

METHODOLOGY

EIFS is the most comprehensive, rigorous, and sophisticated model for short-run forecasts and estimation.
Because of its ability to generate multiplif:rs for any county or metropolitan area in the nation, EIFS is one of the
most far-reaching economic modeling programs ever created. EIFS provides a standardized model that allows for
comparisons across cities, counties, and regions in the United States. The EIFS provides a consistent estimate

which is an improvement over existing customized economic forecasting. Moreover, the comprehensiveness of the



mode! far exceeds the local models; depending on the county, the number of variables put into th_e model ranges
from 600 to 2,000, with larger metropolitan areas having more variables. EIFS uses both governmental and privately
gencfated dara like the Census Bureau’s County Business Patterns, Census of Population and Housing, and other
current data. EIFS is able to provide as good an approximation of new jobs created or new money put into
circulation into a local economy as a non-survey model possibly can.

For this study, EIFS was utilized to estimate the sales volume generated and the number of jobs created.

The EIFS model identifies and then quantifies economic activities in a regional economic area which are basic,
in the sense that their performance leads and determines the region’s overall economic development.'

For example, the construction of housing in an area would create a certain number of new construction
jobs. Contractors who work on the project would also place orders with suppliers and manufacturers who would
be considered in a basic industry. Orders placed with local suppliers would be expected to increase the sales and
subsequently the employment of those suppliers. Since these suppliers are part of a basic industry, economic base
theory predicts that there will be additional hiring in nonbasic inQustries. The employment impact of the
expenditures on the new construction project should go beyond those of just. building housing.

Central to EIFS is the multiplier effect. The multiplier effect refers to how many times one dollar is
circulated. That is, when one dollar is spent by a consumer, a portion of that dollar is in turn spent by other
persons. The EIFS model quantifies this effect and thereby determines the direct, indirect, and total effects of an
external infusion of funds. By using the information in the database on each city and by entering the amount of the
Empowerment Zone award into this database as an external influx of funds, the sales volume and jobs generated

are determined.

'These estimates, however, are conservative compared to local official estimates. Local estimates on job generation can average three times
higher than EIFS. Local estimates tend to be based on "guestimates™ based on simplistic assumptions. The high estimates are driven by

competition of other cities trying to demonstrate the biggest "bang for the buck.”



EMPOWERMENT ZONE AND ENTERPRISE COMMUNITY INITIATIVE v

Introduction

The Empowerment Zone and Enterprise Community Initiative (EZ/EC) was established in law on August
10, 1993, when President Clinton signed the Omnibus Budget Reconciliation Act of 1993 (Public Law 103-66).
Provisions of the Act -authorize the federal government to designate up to 104 communities throughout the country
as Empowerment Zones or Enterprise Communities, enabling these selected communities to benefit from the
incentives and regulatory flexibility, block grants, and other favorable treatment, provided to attract private
investment and stimulate community revitalization.

The EZ/EC initiative is not typical as a federal program. Unlike most traditional federal programs that
are administered by a single department or agency, the EZ/EC initiative involves three federal cabinet departments
in lead roles (Departments of Agriculture, Health and Human Services, and Housing and Urban Development).
These line departments are further under direction of the President’s Community Empowerment Board, chaired by

Vice President Gore, comprising domestic cabinet secretaries and representatives of agencies.

Application and Designation

Just as the structure of the EZ/EC initiative is not typical for a federal program, it did not have a
conventional application process. The application process was designed to capture the spirit and philosophy of the
EZ/EC initiative by fostering community building and resident empowerment. It was modeled, in part on the
comprehensive, community-based strategic planning initiatives (CCI) underway in many cities -- some of which were
locally driven and others that were stimulated and supported by national foundations and community development
intermediaries. For many cities, strategic planning represents a new undertaking different from the type of planning
they have engaged in for previous federal grant applications.

To have been considered for Empowerment Zone and Enterprise Community designation, a community
must meet stringent criteria to egtablish its relative needs, involving pervasive poverty, unemployment, and general

distress. The heart of the community’s application was a strategic plan that:



* describes the coordinated economic, human, community, and physical development and related activities

proposed for the nominated area;

* describes the process by which members of the community, local institutions and organizations are involved

in, and have contributed to, the process of developing and implementing the strategic revitalization plén;

* Specifies needed waivers or other changes sought in federal, state and local governmental programmatic

regulations, to facilitate better coordination and delivery; and

* identifies the state, local, private, and nonprofit resources that will be leveraged against federal resources

in the nominated area.

The proposed designated area must also have been nominated by the state and local government, putting
these other partners in the position of assuring their own commitment to resources and reinvention. The strategic
community revitalization plan is the cornerstone of the application for EZ or EC designation.

More than 500 applications were submitted for designation including 292 applications from urban
communities and 229 applications from rural communities. On December 21, 1994, 105 communities were
designated -- 72 urban and 33 rural Empowerment Zones and Enterprise Communities. The Department of Housing
and Urban Development (HUD) also utilized additional funding under the Economic Development Initiative and
Section 108 Loan Guarantee program to designate two Supplemental Empowerment Zones and four Enhanced
Enterprise Communities.

The designation of urban EZ/ECs was made by HUD Secretary Cisneros following review by an
interagency task force comprising nearly 100 senior executives from 11 different agencies. Further reviews of the
applications were conducted by the departments and agencies comprising the Community Empowennem Board, each

in their own respective area of jurisdiction and expertise.



- Empowerment Zones .

Six urban Empowerment Zones (abbreviated as EZs) were designed, comprising census tracts within the
citieé of Atlanta, Baltimore, Chicago, Detroit, New York, and Philadelphia/Camden. Each designated city receives
up to $100 million in federal Title XX Social Services Block Grant (SSBG) funds for comprehensive community
revitalization. In addition, businesses located in Empowerment Zones are eligible to claim a wage tax credit on each
employee who resides within the Zone and undertakes a substantial portion of business within the Zone of up to
20% of the first $15,000 in wages. Qualified Empowerment Zone businesses are also eligible to receive additional
allowances ranging from $10,000 to $20,000 for expenses on depreciable property in the first year of acquisition.
States and localities are eligible to issue tax-exempt facility bonds for certain business activities within Empowerment
Zones. Finally, Empowerment Zones are granted preferential status in the competition for certain federal grant
programs and special consideration for waivers of federal regulations. The wage tax credits, known as the
Empowerment Zone Employment Credit, may prove to be an important influence on program outcomes. The cost
of credits has been estimated by the U.S. Treasury to amount to -:.$1‘5 billion or roughly $250 million per

Empowerment Zone over the 10 year life of the program.

Supplemental Empowerment Zones

Two Supplemental Empowerment Zones (abbreviated below as SEZs) were designated comprising parts
of the cities of Los Angeles and Cleveland. In addition to receiving $2.95 miltion in Title XX Funding granted to
other FCs, the Cleveland EZ is to receive $87 million in Economic Development Initiative (EDI) grants from HUD;
Los Angeles is to receive $125 million in EDI grants from HUD. EDI funds are further matched with an equal

amount of federally guaranteed Section 108 economic development loan authority.



Enhéﬁced Enterprise Communities

Four Enhanced Enterprise Communities (abbreviated below as EECs) have been designated among the ECs,
comprising parts of Boston, Houston, Kansas City and Oakland. In addition to receiving $2.95 million is Social
Service Block Grant funds, each EEC is to receive $2 million in EDI grants from HUD matched with an equal

amount of federally guaranteed Section 108 economic development authority.

Enterprise Communities

Urban Enterprise Communities (abbreviated below as ECs) -- 65 of which are authorized in the statute -
are eligible to recéive $2.95 million in Social Services Block Grant funds to implement their comprehensive
community revitalizétion plans. In addition, each designated EC is eligible for tax-exempt facility bonds for certain
private business activities and special consideration for requested waivers of federal regulations and preferential

treatment in the competition of numerous federal grant programs.

Measures of Distress

’[:he areas selected as Empowerment Zones and Enterprise Communities are among the mést disﬁesscd
communities in the nation by almost any measure. Poverty rates are roughly four times higher in the Empowerment
Zones and Enterprise Communities than in the surrounding metropolitan areas, with most ranging over 40% poverty
to more than 50% in the Atlanta and Philadelphia Empowerment Zones. At least 45 percent of the working age
population was not in the labor force in the six empowerment zones, with three of the six zones over 50% for 16-19
year olds, the proportion of persons neither working nor in school is 80% higher than in the surrounding

metropolitan areas. Less than half the population of the zones has a high school diploma.

SUMMARY OF FINDINGS
Using data collected from Price Waterhouse, we were able to calculate sales and jobs created by public and
private investment in the Empowerment Zones. The total Empowerment Zone funding for these cities was

$110,204,000.



Private Investment Leveraged (See Table 1) .

* Since designation of the six urban Empowerment Zones in December, 1994, the total public and private

investment activity commitments exceeds $2.6 billion.

* More than $2 billion in private investment has been made, indicating that capital investors perceive future
opportunities for investment returns in the zones to be equal to or greater than in other metropolitan

locations.

* The overwhelming focus of the new investment -- $1.7 billion -- is targeted toward economic opportunities.
The focus of economic opportunity investment activities include: business-related job retention, expansion,
relocation and creation; investment pools for capital access and innovative financing needs; job/occupational

skills training; and entrepreneurial and business support services and assistance.

New Economic Activity and Empowerment in Empowerment Zonés (Sales)

EIFS estimated that the Empowerment Zone funds will generate $4.640 billion dollars in sales. This
represents the sum of direct and indirect spending due to the multiplier effect in the six _cities. This represents a
spectacular return on generation of sales from such a relatively small federal investment that helped encourage

private and public investment at the local level.

Job Creation in Empowerment Zones (See Table 2)

Increased sales result in new job generation. EIFS estimates that a total of 30,154 jobs were generated in
five of the six Empowerment Zone cities.> This number was determined by adding the total number of jobs created
in each of the Empowerment Zone cities. The total number of jobs generated in each city is the sum of the number
of direct jobs as an immediate result of the Empowerment Zone funding and the number of indirect jobs created
due to the multiplier effect. The average cost per job created is the total federal funding, or $110 millioh, divided

by the total number of jobs. We estimate that the overall cost per job is $3,655.



lbue to a dispute between the City and State of New York, no Empowerment Zone activities have been approved by the New York City
Empowerment Zone Corporation Board for the Upper Manhattan or South Bronx ponidns of the New York Zone. Although the federal
govermnment has obligated $100 million for the New York Zone, matching commitments by the City and State have not yet been obligated. In
addition, while private sector investment and activity has been integrated into the implementation of the other five Empowerment Zones, no

corresponding effort has been made to date in the New York Zone.
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Conclusion .

Using state-of-the-art methods and statistics, this report finds that economic empowerment programs have
causéd a dramatic increase in sales and jobs. Moreover, the cost of producing each job is minimal because
President Clinton’s programs rely on leveraging local funds, creating innovative partnerships and maximizing citizen
participation in the development of plans. Given welfare reforms, the need is great to create job opportunities in
the inner city. Empowerment Zones provide an exciting model of how new jobs can be created leading to the rebirth

of inner cities.

11



Table 1. EZ Investments/Economic Activities/Jobs Created BR AF“%‘

Investments Economic Activity Jobs Created 1)

Atlanta 25,373,000 152,427,000 90,747,000 268,547,000 170,072,000 293,724,000 463,796,000 867 | 1,498 2,365
Baltimore 12,451,000 107,173,000 45,928,000 165,552,000 107,948,000 202,288,000 310,236,000 969 1,817 2,786
Chicago 37,000,000 62,629,000 135,132,000 234,761,000 171,468,000 464,523,000 635,991,000 989 2,681 3,670
Detroit 13,786,000 64,637,000 1,723,063,000 1,801,486,000 1,114,630,000 1,808,819,000 2,923,449,000 7,281 11,814 19,095
New York not available not available  not available | na na

Philadelphia/Camden 21,594,000 44,260,000 80,626,000 146,480,000 99,163,000 207,821,000 306,984,000 723 1,515 2,238

TOTAL 110,204,000 431,126,000 2,075,496,000 2,616,826,000 1,663,281,000 2,977,175,000 4,640,456,000 10,829 19,325 30,154

1) Jobs created were etermined us ing the U.S. A rmy Corps of E ngineers Econo mic Impact Fo recast System (EIFS)



Table 2. Cost Per Job in the Empowerment Zones.

EZ Funds

(Title XX §)
Atlanta 25,373,000
Baltimore 12,451,000
Chicago 37,000,000
Detroit 13,786,000
New York not available
Philadelphia/Camden 21,594,000
TOTAL 110,204,000

Job Creation/
Retention

2,365

2,786

3,670
19,095

not available
2,238

30,154

Cost per Job

10,729
4,469
10,082

722

9,649

3,655

DEM Fy
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©4 - MEMORANDUM -FOR:: ~Henzy Cisneros, Secretary, s .
" Andrew Cuomo, Assistant Secretary

: For CQmmunityi_:
"~ »_ Planning and;Development,“D oo et

¢ FROM:, ”ris[Gre r}-ASsistantﬁInSpéctor General-fof'Audit;-GA

' ﬁSUBJECT€H AUdit df'Empoﬁetménﬁonné;"EnterpriéQJCommuﬁity'andj“
LT _1Ec0nomichevelopment.Initiative Grant Selection .
.~ Processes . (Audit CaseﬂNo.‘95-HQ7154~0002)_

W roce: our: 2 se of -its ‘close ties'to the-
z_l| dgsign§;ionﬂprocéss;ﬁcOur,primary*objeCtiVé was to, i
eterm;negifﬁfair¢andfequitable.pro¢esses were;develdpeduéndﬁfughrﬁy
zﬁollqwed;ih{makingqall#EzlEc designationS'andfawards}qffEDI’fuﬁdeﬂf
‘infagtofdance,Withfstatutory requirements;h;Thejapdit@Wasiﬁ“'W]j{-;g
nitiatéd'a;ﬁthé;requestﬁOf-SenatprfBond,;ChairmanjbfﬁthéﬁSEnate;fg
:ApprﬁpriatibnsﬁSubcommitteefdn;Veteraps Affairs, HUD and. ... . . .
-Independenthgenciesjﬁand’Senator-Mackg-Chairman'offtheﬁSenéte_ N
Bariking, > Housing and Urban Affairs.Subcommittee.on-Hbusingﬂ{' IR
;QOpportunity;andfCommUnityaDevelopment. S e R

-finfconductingfthenaudit,:we]flowcharted-the.EZ/EC,a _
'h”gréview;and;designation“process-}AttaChment 1), and assessed the .
_7fadequacy-ijthe_Officq_bf Cbmmunitszlanning-and;Develﬁpment'sv'. FS
{Q;(CPD):managfmentHCOntrols_over;the,process.- We interviewed EZ/EC:~ .-
,_fnTask~For¢é:Staff;'including applicationgreview-téam_membersLand Lo
- ]%;ﬁ“reviewgpanelfmembers,'asiwell:as‘CPDﬂs”legal-advisorsL the.,;;*
'lf;'ﬁ]?aAssistant_Secretary_for-CPD~and_the. ecretary owaUD;'ﬁTheascope
ﬁf??_fof{our'audit.inéludedfdll1activities related to the EZ/EC - D
©+ . designation prdcess,;ffom,;he June 30, 1994 -application receipt = - -
A deadlinefthrough;the;finaI;déSignatio "dateé on Deqember;21711994.h;i:.
-;LlﬂisﬂSimilar:audit*Stéps.Were]perf¢rmed forjth¢{EDIfgrantﬁapplication ajw¥

pplication = | .



Q-*fgélectiAﬁ ﬁfbcéés, whlch took place between December/ﬂ,‘1994 and
December 21 1994.:}5_..“. T , :

The below captloned sectlons present°'a summary of our : audlt .
--results, program.background 1nformatlon, detalled descrlptlons of - ._,“.
. the EZ/EC and- .EDI 'selection processes, -and’ our recommEndatzon *'Wfﬁnfﬁuﬁj
w7y o for.needéd . correctrve actlons.: Our~audit whlch Was ‘performed- -Vl v
R durxng'the period January 4:,:-1995" through May 12;- 1995, was ", ° s

B conducted in accordarice w1th generally accepted governmental
audltlng standards.  We considered and have attached HUD -

.management comments on .our draft report =whlch were - transmltted
by the Secretary._'- Lo

- The processes ‘used . in- maklng EZ/EC de51gnatlons and EDI grant
awards did-not-provide.reasonable assurance. that the best
-~ eligible appllcatlons were selected for ‘benefit designations and
_funding awards.. The ‘original- process.. designed’ for: making - EZ/EC S
 desigrnations was not fully followed and the nature of . S
- alternative procedures ‘used ‘was not" descrlbed in wrltlng. More-f_uq" '
1mportantly, assessments of" the ellglblllty ~as well-as an
~* application”. s-.relative . ratlng and " ranking: ‘against - other"“
‘applications,. ‘were. 1nadequately documented to -enable /an . L ,
. _i'lndependent reviewer to- :determine ‘the: ;bases . for: dec151ons made._f“prﬁ
] B As a‘result: of “these process weaknesses“' e. were unable to ST
‘ satlsfy ourselves as,'_to_-,the"t.).',_'-,' £ ] abl ' R

'”f;;Sy““fThe flnal de51gnatlon'of GNEZsﬁ roj
- 'nﬁfappllcatlons whlch we_"'mﬁﬁw ;

=14, Ec,appllca_lons wh1ch were
.+ . categorized ‘as-: Mweak™. " or mo longer ‘under further .
-'%;*-j;con51deratlon by the appllcatlon rev1ew process,_and

716"*'A dec151on to llmlt EDI grants to 6'strong rated EZ
‘f“*lﬁappllcants who d1d not recelve EZrdesignatlons.pf-

" The CPD staff respon51ble for the EZ/EC appllcatlon rev1ew .
"process advised us that- they avoided detailed written rating,

. ranking andidecision'processes ==in favor.of-group discussions

~..and general consensus ratings -- given the- newness and complex1ty

- of the- EZ/EC program concept, and their percelved need to |
‘maintain an openness and- flexibility in the decision Process.
The . Secretary informed us that he used the CPD staff’s ‘general .
input, as well as his personal knowledge and perspectlves on .
1nd1v1dual communlty needs, commltment and leadershlp, in maklng
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‘the. : - He:indicated he had : .’
wﬁeénﬁadvlsgd@by;senicr¢CPD-programgstaff_thatﬁhé?had.theilegalf-#j} L
ﬂauthbfityftOTmakeidecisidns in this manneril”While,the.Secreta:y'Q;J_'
f,hadithEﬁauthoritthQjmake1the'final,EZ/qudes

_;fspécific;SelgdtiqnqcritgriQ'pr@?idgq,id}the-'g@grém:gtgtgte&anqﬁ:33;' e
.. published -inthe: Notice -Enviting ‘Applications, Bt ks ot évident: (h Y
+-'that. this ocdurred” i ‘pach’ of ‘thé finmal .71 E2/EC designations! .- - :
' -made- by ‘the! Secretdry.” " ... L UL TR REEAEES oo

/Given the significant stafftdommitmgnt to the application review -
process --.a S-month, d0-person; Federal task force to review:290
- proposals :-- the Secretary’s final decision making process i .
'could-haveungn”betten;served with more diligent staff work to -
- present him with more objective information on application
eligibility and comparative strengths and weaknesses. However,
fgivehﬂthat;there_isfa:degree of subjectivity;in_any.competitive’]--v"
- selection process,. and given that 57 of the Secretary’s 71 EZ/EC - -
'“designétions,wére.fromgthe.EZ/EC”Task Force’s final recommended -
© . list of 90 applications for selection, we have ‘only questioned
' “the_14_EC,designationsgthatTwere'not'recommeﬁded_by'the-extensivé
‘- :application review process. S e o
~.The basis for:the selection of these 14 lower
'*”was¢unddcumen;edgdfIn}the case of some -of the:
5 désignationé}waﬁbelieVefthezeligibilityjof“thegapplicatibn(Sggf
~ designated ‘zone ‘is in questiqh,{and'in-needjpffCLarification;
imFurthermdre;ﬂweUbélieveﬂthe.Stated;reliancéjonﬂuhspecifiéd R
;ﬂneedsﬁ@and#"g2¢gréphicﬁdiVefsity"jSelectionwcriteriaﬁwas;unfairg:
to applicants that were previously determined to have better met .
'th@gdgfiﬁédjstatutb;yféndnrégulatorygselectidn;¢riteria-thrgugh37'
'ahFQXQéhsiﬁéfreV¥éWfptOCQSSQJ Injthisjregard;ﬁtheﬂfinalf,fj[ggm
selectionsid *hdtﬁ}pgicaglygflow-frdmjthefdefihéd;applicationﬁw
‘review ofol= ,f?binﬁQf'hefappédraﬁ¢e*thatﬁthé5PI¢C§SS;W&SiOpen

rated ‘EC applicénﬁé e
14 questionable EC

With respect. to:the EDI awards, the Secretary’s reliance on ‘the  i: -
f¢ompletéd}EZfappligationﬂreView probess_fOrmfihal'sgléctiohs,ran.ﬁ
1}CbntrarythﬁEDI{sfsephrately.publiShed'NoticejbffFundingfﬁ;-' I
g;Availabili;y;KNQEA)Lreduirements,*&nd;isﬁingour;opihibn{a;f AR
_gyiolation{df:HUDjRefbrmjActQreqqirementSyfprfCQmpetitiVé'grant:2_Y._ e
E?awards;iﬁIn“résponSé?to_our'draftgaudit_repbrt,:CPD‘obtained'a"”:']-:'_ﬂ
j=forma171ega1fopini6h]frOmZHUD!s;officéfof'Geneta1~Counsel to- .- . L
'usuppOrt priorgverbalﬁlegal”advice.thqt HUD Reform Act =~ = = .~ L
LT‘frequirements_didihotﬁapply-to-EDI funding. ° Notwithstanding this L
- opinion-JQ?WithﬁWhich,wé;disagree -- we still contend that the .= .=~ .. . |
- manner .in which HUD solicited. and selected applications was .
5'unfair'tp'potentialgor actual applicants. =~ = | ) o

,Eour'draft'audii”féqutfpéﬁtained_rédomméndatiéththat:the  e
“'eligibilityJand=quality:of-thg_questionéd 14 EC and 6 EDI cases .
: be reassessed, wiﬁh;changesﬁto;the status or'conditions_of-their
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| I'GivenLHUD*mahégement’saw&_vhf?
stated disagreement;With;the;natureqofjbu:ﬂdoncernéfahd]the need "
~'to address them,(sgeﬁAttachment-S)QQVthavedéletedfthese]{: S
- recommendations to HUD from ourﬁfinalgreport;u'Wg*Will, however, . .~ .. |
-distribute this report'tdﬂHUD(anongreSSional@Qveréight;;;,Wt.'.j'.;ﬁ_;_u
..-cémmittees-for;theitfaqnsiﬂératfqniagvwhéthérrﬁvnﬁhaslacted%iﬂ¢~>-u?¢x£:
";-f?hcéér&ancejwitﬁtcongréséignqliingentiﬁJweﬂqtéhaisdwqétaiﬁing_odfﬁf=*LJ'"'
‘ff“-réﬁbﬁméhdatiqﬁsﬁthéﬁjﬁvﬂ,éSsureﬂadequateudbdumentatibn’of theg <.~
" pasis for all’futire Selections_and,awdrds,_and.fOrmaIIYS,f ) '
“'condigion.ahy_EC'designatiOns_where changes to proposed “zone . .
.. boundaries were necessary to meet eligibility criteria. . -

LI}

i . ciliation_Act;of_1993-(the P
iUD to desighate six'Empowerment=Zones and up .
to 65 EnterprisefCommuhitiesjin urban areas.;zThe'Department’of-”

Agriculture .was likewise'authorized'tOvdesigh'te{three rural -EZs
"~ and 30 rural ECs. The program is intended t07combine'the'_“_’.- S
- resources of the Federal government with those of State and local . -
governments, edUCational*institutions;,ahd the private and non- - . .,
profit sectors to implement a ccmprehensivéﬂStrategi¢]Planuto-;jf>f

- revitalize distressed,areas;*;communitiesﬁmQStAﬁeetfcertéin., e

' ,.poyerty;ﬁunemploymen;.and_dﬁﬁ.fy'

eligibility c:iteriaxregardihg-Size;

.

. ‘A Strategic Plan, ‘developed with & input of ‘community’ .
- residents; is required to .-desc gg;hegcommpnityfs_visignjfpr
. : future]and=hdwithegvisio _bewiﬁplemehteg, ;

- . Plan:is judged
. opportunity, '
| partnerships;

' eligibility. crit

‘interagency task for on:
~ihdividuals.' CPD’s Office of .conomic velc _ _ h
. task force. All final-EZ/EC-designationstwere-to be made in’
_.consultationZWith-the'Community”Enterprise-Board,“which”the'.
; _Presidentjestablished_on September 9, i993. The board is ... .. -
- comprised of 17 executives from Federal Agenci
the Vice President. =~ . S =

'IEaéh E2'and‘Ec designation is to be given speciél_cqnsideratiéh-f
for'various“ngeral_programs and_otherjassistance,_indluding;HHs

4




‘?Sbciél*Séryiééfbldck“crahts;v”ax*exempt'Facility Bonds, tax = . -
-inbentivesfotﬂzonefemployeesp,and other special consideration - i
fotﬁéxistihgﬁ?ederalfprogramsland;future;Federal awards.. These : '
LihcentiVestake:the;program.extremely_advantageousjfor the '
“E-designateq,chmunitigs;.ff~'-ﬁﬁf;”:s-'xff T

. E e -

.. :Section 232:of. the: Multifamily: Housing Property Disposition .l SR
.'mrwﬁg%RéermaAQt'df?lgélEgnthari%ed7tﬁétEébnomicfuéyglobmenﬁ*Iﬁitiatiié'*‘""'
™ JGJf*}(Ebi)jﬁfdntiﬁrﬁéigd.nfThé-pfogramﬁhgs:inténded_to_incréasef’;f'b}f
-+ -ecohomic development” activities in communities by augmenting’ the’ _
. ‘Lusé§qﬁfCPD’sfSection’lOE Loan: Program. ' .The Section 108 Loan S
.. -« . ' Program alléwS’Community-Development.Block Grant (CDBG) - . N Co
|’, " ‘recipiénts to borrow against future block grant awards for - ‘ '
S *'ec0nomic?deVelpment activities. ‘The types of activities
financed with Section 108 loans are often high risk activities.
* The enactment,ofgthe'EDI graht'program'was intended to lower a

_ 'community’sfrisk_by;proVidihg grant' funds to buy down the _
- “interest on these loans. The EDI grant is intended to supplement
- -the Sectionfloa_Loan;Program*by making it less risky and ' :
. therefore more desirable. = . = .. I ‘

?.-c"1" ”sz/EcJA?pLicATIbN_sELECTION PROCESS

L _ - 'mmuhities}Wasmissugdqganahuary_18;f1994};-’
_;j';WithﬁgpplicatiOhsgduegbyUJune;3Q;f19941ﬁaTwo]hgndredgand_ninety“
"*ﬁ;uryanf¢¢mmuhities}Submitteq;prchS§ngforgEZ/ECﬂdgsignatian‘as
- follows I N

SELECTTON

BE MADE'
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- @Iheﬁéxigihd'fdchménted:deSignlof the EZ/EC Task Force review . '
__"prrccessjcalledﬂfqtﬁagratihgjpf?eachcappliéation_on_a,relativéQQf.-ru“
”;ﬂg}pbiqtﬁSCale;$Whére*points”w uld”bégawardedlfor'specific'criteria
- “such' as the strategic‘plah,.the leVel'of,innovation;“community;
_..::“partnerships;handlneed; ‘Before'theﬂapplicatidn’reVigwﬂprocess
L began, CPD -officials decided ‘that applications would not be .
~_ numerically scored.. - S L .

-'ACCOrdiﬁgfto”panel_members, the EZ/EC selection process was - Rt

- thought to be hnique'from,mgst;other:HUD‘qompetitions in that it
--includead: unprecedented' complex and comprehehsivé-applications;.
,reviewers;with-different_experience levels from 11 Federal ..




"":.Whiléfthe,reView_panéi}memﬁéfs:éxpréséédfﬁﬁéirE"'f”'

" 'referra1_listqof513f“strpﬁg"grated EZ applications for the .. - ' . -
.selection of the“e-EZﬁdesignations.;jNijritteﬁgipr;mation was -

agencies, and a variety of evaluation factors not easily = .

' susceptible to simple_numerical=sco:es,_-Atgphe.réquestlof'the
‘Assistant Secretary for CPD, one panel member conducted a '~ . _
comprehensive .analysis of other competition :formats used at HUD.

| - This analysis;, which was not documénted, reportedly. led to the = - U

ﬁ;-reyisgdgEZ/E¢I;eMigw;prqqgs${aq;g§11yﬁu8ed-iq'makih';f{hql;wiéf”u?#;;y;:ﬂ

.,53,?de§igqationsgiﬁmpé~fgytseﬁ;ppogégg?ﬁés?ﬁqgﬁesthbljshed;ih_faizb,;g‘ :
s weiting, - However, ‘Atfdchment 1.provides.a ‘tldwchart of the - -

a¢tua1'procéss{;ﬁhichrwas1coﬁsﬁtqc;ed'during our audit. - -

kfter receiﬁtféf appliéations}'ihteragéncy EZ/EC'Easkffofée”-
‘members were assigned to“provide narrative assessments of

applications, noting their strengths and weaknesses. This = P
interim record was used in .making oral presentations to a "review

panel," ‘consisting of three seénior CPD officials. ‘At ‘least one

- member of the review panel was to read the application in. advance

- of it being presented. We were told by review panel members that
no final rating decisions were:made until all applications were

reviewed, offering the presenters and review panel .the broadest

.~possible perspective on application quality.

" The review.panel categorically rated the applications as strong,
- medium, weak, or under further consideration (UFC). In effect, .
. the UFC designation meant’the_applicatiqnfwas_nQ.longerQUnder _
consideratidnjbécauSQ.it;was-poorly-deVelpped_in comparison to
other applications. According ‘to one panel member, ;the .UFC "
category was created to .guard -against the prematurerelease of ‘a
list that would reveal to outsiders which.cities had been : -
~preliminarily"eliminated_fromjthe chp¢tition;-dAhtot

"~ the 290 applicationslpeceived.we?e[catggq:igeq__s'QFCA

-

'_,application_receivéd[a*tboﬁbughLwrittéhﬁahqufa'
~review panel did ‘not provide:for distinctions

7gCategOryy'e,ggAntheLstrOngeétiof.thekstrbhg;

review, the .

This

_f"categdridalﬁrdtingﬂsYétemfgavg’the'secretgry_gfea "éspgnsibiiity Efp4
‘iahd:flexibility=in.making-theufiﬁal'designations. SR T I,

ioﬁ'Decémber-5; 1994,7£hejfe§ie§fp\hél:ééﬁéffhé Sécretqty a.final

provided to.allow the Secretary to distinguish?amOng}these133'._
‘applications. Furthermore, the review process had resulted in a
total of 22 EZ applications in the "strong" category,' but there

‘was no record as to how that number was'reduced.to-ghe,1310n3the.* R

referral list to.the Secretary. ‘The applications were never .

‘placed ‘in any rank order and the panel .did not idéntify any

Preferences for one application over another. : While some ' - . -

discussions were held between the Secretary, Assistant-Secretary

"and/or  panel members in identifying the best applications, it .

.- appeared as'though the Secretary was largely left on his own to
make these decisions, without the full benefit of "input from the

6
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ithin éach rating -
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B

]:ﬁgtéff_intehgiﬁé'EZ/EC?apb}icéﬁiénngreehing:ptqcess,_

”“fThéfe5is7hgiwrittén'documentation as.to the factors the

.,.‘uséafin{making;eachﬁfinaI;Ezuselection. ‘There.was.'a series of ' -

”,_telepnqnegcallsdtq_thg=fina1j13;Ez_ﬁpplicéhgs_in the running ‘to . ..
~update.the application’s standing in gase: ny -

“QﬁdpqésT%;hgéinéﬂﬁheﬁe” ]

?-Qf-;fﬁpdfthié'dbdhtéipro&ess:,Zsﬁqcé:thére:yas.nolindividhalfscoting

. " of thé dpplications, and the basis-for final.selections was not

'.ddcumentedy-we;could.notﬂreadi;yjdetermine if the final six '

.- designations were the best of the 13 Strong'applications:feferréd
fﬁtofthe:Secretary;‘PThe.Secretary.advised us that he consulted. _
- with the Assistant Secretary for CPD and review panel members to'
- assess. the strengths of his 6 finalists, and that it was their

assessment’ that the 6 stood well above the other applicants.

- On December 5, 1994, the rgview=panel-also.referred“77 EC
applications to .the Secretary for his consideration in making the
final® 65 EC designations. This list consisted primarily of the' .

“EC applicants rated'as'ﬂstrong"yand "medium" by the panel. The, .

'flist;alsb'includedj23‘“alternate"-selections because .the B
Secretary ‘asked the panel to-include at-least one-jurisdiction
.for every state, regardless of general rating, for possible .

.~ .consideration in;providing'greater~geograpﬁic diversity. The .

o Secrgtary's'fihal'seleCtiohs_iﬁdludedu;4yweak and UFC - . - .

; Z,;ﬂépplications_not'amOnQZthe”77,referréd'appliCQnts, These 14 'low

":fjtatédﬂappliCatiQns_werefSelected_OVer"eightfﬂstrongF-ahd-Zl],ﬂ;” ,

”W"mediumﬂ;rétedfapplications,g,Atta¢hmeﬁt=2 identifies 'the 14 ‘weak

._yﬂorfUFgﬁapplicants@;hatewerennotgdn,theJreviewipahelcsjréferraLQf

'“flistgﬂés_WEIL"asTthéﬁreférrgd'stfohggpfrated;applications_thatg-_

”F!yere'thf§?le¢t9d?#'

_S‘ft{:zﬁa‘_t":"\ji't‘:"é.;i:"p'c:s_jr__-__x‘,n:'Lt:":'t_.:_é'ad_.;h:_e‘-.S't‘_lai-:,v.i'-";_tté":_t;’;\'_lil")(-'.-'f't"."o-,_:id,-P!_i'_x_"'t:ify'_:a'dfd-'i-ft':'i.'_ona:-l"'j

ECs;,: : “th im
aﬁd”thfCéfIthting5Appli¢atibnsﬂﬁﬂAnﬁaddi@ional]seiectionjfactor_
;;Was;gétabliSHedgfdxﬁﬁgepqraphical;diyérsity,"'bht,the}héahing-andia
{jintgndédﬁapplicapidhﬁpfgthisﬁgeneral-ﬁaCtorhwaS'hever;clearly;'*ﬁf'“
- TQStablished’fot*thé?péneﬁit=qf~potehtia1ﬁappliCaﬁts:Qrf*ir¥~_:ﬁgg.
_:fq?appliéatioh}reyiewers;j“ThefSecretary*indicated-thatﬂthe,gﬂﬁﬂ EEA
-fgﬁgeographic:diyersityffactor:wasfinténded"to'allow him to disperse
'-;jthejdeSighatibns;if.thegreview_panel’sfreCOmmendatiohs‘Were too.
f~clu$tered:in'speciﬁicjareasgof,thchountry;‘ T :

(R

-QSpread-Qutjdesignations;Within.a;state."HdweVer; there was no -
consistency'in3theimanherwin‘Which geographical:diversity*was
. applied between.states;._FOr.example;-Los_Angeles received a. ' -
. ;. supplemental EZ of $125 million, yet the Secretary wanted an EC
‘near the LonAngeles;area_and'selectedsﬂuntington Park. -On the
_;other'hand[_NeW'York'CitYfre¢eived an EZ designation and ‘the
- -Secretary decided that the other "strongly rated EC applicants in

-:.As an'éxamp1e,'tﬁé;Sedrétary uééd'gengéphiéal diversity to

7

‘Secretary

s standing in gase.there.had been any- . . ..
-was ho:- documentéd halysisrorieconciusions sunet

selection factorsithat he could use in the designation of Ezs and
_subjectjtojbublicatiqnWinﬁtheﬁintgrimjandﬂfiﬁal;pfqgramjrule1'



. . ] .\---. ) . . ) . . L. . .\._..‘ R D
-the 'vicinity of the designated-EZ'Were“tOO:close;'résultihg in o
the selection of lower ‘rated applications in other parts of New ..
" York. - Attachment 3 shows the distribution ofjthéffinal_EZ,'EC;
and EDI selections resulting from these pProcesses. - '

In providing.for greater geographical_giversipyp;the‘Secretaryf;_)'
also decided-to select at' least'aneé!C.for ach State.where ' . RS
ﬁ,_fjgriédid@ibﬁgﬁgpglieﬁﬁ ﬁéggggiéssiptﬁthe*dbplicdtioﬁ!ﬁﬁﬁﬁtingfby;ﬁi:"V“'"
. L .“the review Brocess.. 'Had''a ‘cledrer definjition of geographic: .
- .diversity been ade‘known .in thejEZ/EC.appligationstlici;atibn
it may havé changed .who applied for designations and how.- " '
“applications were evaluated and screened by the review panel.
For example, five States had only one jurisdiction applying. =
These jurisdictions could have been quickly checked for
eligibility since the quality of their applications was -
ultimately not a factor in their selection for geographic
diversity. Yet, effort went into the .application evaluation
process by the EZ/EC review team and the panel.  In addition,. -
seven States had no jurisdictions applying for EZ/EC -
~ designations. Jurisdictions in these States may not have applied
because they felt that their chances of désignatior ;
Had they known that the Secretary would interpret geographic
~ diversity to allow the selection of at least one EC from each
~ State, ‘they may have applied. - e R i

The interim -rule indicated that other ‘selection factors could be: . .
" identified by the Secretary, if the factors_were-publishedfin‘a -
Federal Register notice. 1In our discussions on actual factors
used in the selection:prqcess,:ﬂneed“-wassdes¢ribed-a5ﬁani;'f_='*
~additional’ factor that.was?uSedfby,the_Secretarylin making his
'.'fi_n'al‘__Selec_tions. ‘The elemént of need was.a‘built-in, ST
¥ quantifiable selection critérion,téivenrthatﬂtheastatuteﬁand . -
.. regulations specified required levels.Of_pdvertY]“or“aréas to be -
- eligible for designation as anyEZ;qr:ECZ§3Fufth¢ﬁmbre;Jthejy'f: o
'extensivegappliqatiOnirevieWQprodeSSfcohsideﬁgqeqhépkreqUirédﬂ% ot
’_*1yquantifiab1e,needg_infqrmation,"SuCh"aSEunemploymént?rateS;jinffa-5;.,_3?
- determining the béSt;applicants_forf;efgrfalHtoﬁthélsécretarYJ,j:;fj““
- NevVertheless, CPD staff interpreted- Section. 597.301 (a) (4) " of the
- .interim rule as;giVing:aUthority“for“thgﬁsécrétary;to~se1ect'_g_.
ﬂ,;baSed-on'"additional"fneeds‘criteria withdut#a,FederalfRegister’Ti~
IR _notice_defining*such“c:iteria. -wefbelievé;theTSQCretarYJhadgno3g_','* R
' .. authority to select lower rated_applicationsﬁbasedﬁon!additional' 
. need or other-factors,-because'applicants.were‘not_giVeh'notiCe:

T

of any such criteria in the’Fedgra1”Registér,

The Secretary advised us that he considered his ‘personal -
-knowledge of communities in making final. EC designations. ‘In -
each case where a lower'ranked.application=was brought up, the
Secretary told us that he asked the'Task-Force;Director*tq_re%
examine these ‘applications and determine if they were strong.
enough to compete. 1In our earlier discussions ‘with the Task

- Force Director, he indicated he provided no additional )

‘- | !
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.‘appllcatlon 1nformat10n to’ the: Secretary after the panel
"recommendatlons ‘were submitted on December 5, 1994. “The Task
fEForce Director did indicate he was aware that some’ addltlonal .

,h”_communltles were under consxderatlon by the Secretary and the
. Task Force verified the basic ellglblllty 'of those. appllcatlons.

. Some. examples of the Secretary’ s deviations from the

{:recommandatlons of the appllcatlon revmew process are as follows&;jf'“ﬁ

,-

,;;ffcf“f:Charlotte N c '- The ReVlew Panel rated Charlotte weak basedi :

. on. the. merlts of. ‘their.: appllcatlon. The Secretary indicated
he selected Charlotte because of their strong communlty
leadershlp and thelr former successes in. other HUD programs.

o . Rochester N.Y. - The ‘Review Panel rated thls appllcatlon UFC
: because of limited community participation and the lack of a
time line for achieving results. The Secretary. indicated he
chose Rochester because they had a great need- based on the
recent downs121ng of & major corporatlon 1n the c1ty

o East St Louls, IL - The Rev1ew Panel rated thlS appllcatlon
UFC based on no private commitments and. a lack of. detail on )
‘how Federal ‘funds would be spent. The Secretary 1ndlcated
he selected East St. Louis because he knew they had great

need and also he wanted .to add geograph1ca1 dlver51ty w1th1n
"the State.' _ _

‘Overall the Secretary 1nd1cated he had a great knowledge of many- i
'communltles ‘and their needs: based on personal visits.. . In some '
. cases, the Secretary felt his . knowledge was greater than. that ‘of
_the panellst and. task force: members.f His stated criteria for

/"~ selection were leadership, publlc/prlvate 1n1t1at1ves, need and
::Jgeographlcal d1Ver51ty.;p;_,. L C . o

'.'F:The ba51c ellglbllity=ofv50mewof the EZ and EC areas des1gnated yfifﬂ

'f}“by the Secretary: is:in need of clarification. .“The: e11g1b111ty
... requirements..for an EZ ‘or EC are’ prescribed in ‘the: Statute. A

fjurlsdlctlon must demonstrate in ‘its appllcatlon that the"
‘‘nominated area meets minimum poverty levels. Nomlnated areas: are

-;j 1dent1f1ed by census tracts.t The nominated area may contaln up
-~ to 3 non-contiguous areas but each area must separately" meet the

- . for each census tract.-

e11g1b111ty requlrements.-‘For each’ non-contiguous parcel all -

census tracts must have 20% plus poverty, ninety percent of the
census tracts must have 25% plus poverty and fifty percent of the -
census tracts must have 35% plus poverty. 'The Bureau of the ' .
Census’ 1990 Data 'is used to measure populatlon and poverty levels'

N




A Management Information System (MIS) -was developed to aid the
EZ/EC task force members in evaluating applications. The MIS was
loaded with 1990 Census information. The Census information in
the application was then compared to ‘the MIS.  Problems with the
MIS program caused a high rate of rejections which required. .
,applications..to, be:mahually ‘checked .against.Census. .. ~. .

4nformation ‘availaple in ‘the. HUD'libray. ..ConSéquently, host = .

"ﬁieligfbi;ipyﬁdhécké*wgré:made late in the-r

view ‘process.

The Statute..allowed EC applicants to request exemptions from .
certain’ poverty thresholds in order -to qualify for designation. -
Both the statute and the interim rule contain the same unclear’

language regarding exemptions from poverty requirements. With

regard to the adjustment of census tract data, the statute and
rule state: : .

"the Secretary may reduce by 5 percentage points one of the
following thresholds for not more than 10 percent of the
‘population census tracts (or, if fewer, 5 population census
tracts) in the nominated area....." - ' '
In the parenthetical note above, it is unclear what "if fewer,"
references. The EZ/EC team members interpreted the language to-
permit either a 10 percent exemption or a reduction of 5 tracts.
This interpretation was used in the application guidelines and
throughout the evaluation process. 'One panel member stated that
much discussion was generated over the exemption requirements and
that the Office of General Counsel was consulted on how to: .

interpret this provision.

-We reviewed the Statute’s cofiference report to determine whether

. exemption language may have been incorrectly drafted into the

- legislation. 'In the conference report the parenthetical note ~ °
reads: B BT : o o '

", .. the appropriate-Se¢reﬁa?y:méy.redhcé'¢ne;Of'thésé."

‘poverty criteria by fivée percentage points for not more than -

10 percent of- the population tracts (up to a maximum of five
population census tracts) in the nominated area."

: This-éonférenéé report 1anguage.$hbuld gdvérn-SinCéffhe'Statutory
‘language is unclear. In other words, if a nominated ‘parcel . .
contained less than 10 census tracts, no exemptions are permitted

by Statute. Yet, the Task Force permitted up to 5 exemptions, no -

matter how small the parcel. The task force interpretation of
the exemption language resulted in 3 EC designations where
‘applicants did not meet statutory requirements. -

The Albany, Schenectady, and Rensselaer, NY designation is one -
example where too many exemptions were granted. This application
contained three separate parcels and each must separately meet
~ the eligibility requirements. Albany sought an exemption for one

10
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grantsﬁwereJawardedfis&inﬁdur-“'

S Of the HUD Reforn Act.of 1989, .




he 1993 statute:llmlted he’ number :;ofurban- EZ n
UD'.asfseeklng ‘other funds : to ‘further suppdrt des1gna ed
;ta”further; advance” ‘the EZ/EC concept. "HUD's -Fiscal
'995_authorlzatlon ‘bill proposed '$500. million. in’ grants to
EZs:and<ECs ‘to be" ‘used “in. con]unctlon with.CPD’s- Sectlon 108 Loan
) Fam, i When- the: -biYI: -wasg .ript enacted'»CPD staff'be an R
roring: alternative-ways to £ung: add;tlohal highly ranked zdnes
e} he g} x formal EZ deslgnatlons.;,a

-HUD's ‘Fiscal~ Year 1995 Approprlatlon Blll prov1ded $400 milllon
in: fundlng for-new: programs, but -the’ accompanylng authorlzlng
_ﬁleglslatlon for these new. programs: was ‘never enacted. After the
- 1994 electlons, it became evident that HUD’s authorlzlng Do

'?;from the HUD General Counsel that it would, be appropriate: - to use o

:73ﬁthe "new programs" funding in the approprlatlon blll for

yﬁQprev1ously authorlzed programs such .as EDI

A reprogrammlng request letter was sent to the Congre551ona1
'staff members on. HUD’s Approprlatlons Commlttees in late’ November
b € ked for. ‘authorization to use. $350° mllllon of
“the" funding de51gnated for new: programs for 'EDI grants, ... HUD | '
ﬁhreguested asrapid response as. HUD wanted to announce, the EDI -

atwthe -same. tlme as the_EZ/EC de51gnatlons on December_
ThefNovember 30, esponse from. K '

the use . of $300 mllllon ‘for EDI'grants for
recelve ‘the "EZ- de51gnat10n

nal EZ de51gnatlons by ‘the- Secretary
‘Only"six. of these 13 could receive EZ. awards, as authorlzed by
}Statute.: From ‘our 1nterv1ews with those. involved in the EDI -

"-jrev1ew ‘and- selectlon process, it . appeared .that EDI funds were

. only’ 1ntended for 7 of the final 13’ strong rated ‘EZ appllcantSi"
-that would ‘not receive EZ de51gnatlons. In this regard,. it’ s’ 7
our., -opinion that the targetlng of.the EDI NOFA to all 78 orlglnal;
..EZ ;applicants was unfalr.; The dlsp051t10n of the 13 EZ
Jappllcatlon flnallsts 1s shown 1n Attachment 4.

VR

'F;leglslatlon would not pass. CPD 'sought ‘and received an oplnlon A




g A ‘number. of;questlons cent
‘or’not “the HUD ‘Reform Act ‘app, ied:
“iofundsy, ‘Section 102 (a) “0f" the!
--fﬁﬁestabllshment'oﬁ&ahd.adhétend ,;
LM Tselection Process than. ‘tha€’ used for
0 va finimum, 30-day announcement perlod
: _ from-.t] legal /counsel: tha _
: considered'a.hOn*dema ram : : ave
. ‘'without a competltlon : Therefore, 1tJls exempt from the
-frequlrements of Sectlon 102(a) of the“HUD ReformfAct

_ ng round ‘were'
'expressly recognlzed the appllcab;llt

-~ HUD Reform Act }No change 1n the la_

. -Justified’ CPD*s";fai: : y
'GDecember’7

;{After recelvlng'the EDI appllcatlons,f
gappllcatlons for:: ellglblllty
appllcants was forwarded -to. the
‘awards. - The: flnal “EDT awards. we . '
.~ ~finalists" that ‘did not' receive ‘an ‘EZ designation‘”
'g;lndlcated he - 11m1ted ‘the EDI awards- ko ;only:six:comm
‘- because smaller: dollar awards’ would be’ 1ne£fecwive"“
-,v:seventh,communlty on the final 3 :
~/rece1ved con51derable Federal fundlng-ln

- NI




e awarded EDI.grants
gnated by HUD a

) i s “Enhanced,
"rment Communltles.,; A51de‘from public .relatjons" value o
these “HUD d :i ions _'L ; grammatxc meaning.or statutory

_;3On July 10 1995 ~we prov1ded a. draft
..Secretary and As51stant Secretar
» .Management’s response to the dra
‘Attachment. s, -and the’ referenced
;separate cover upon request.
‘with our deplctlon ‘0of the, sele
'recommendatlons to- address per
the- response concluded that it
fconcern ‘over . management’

audlt report to the
y for CPD for review and comment

ft report is provided in" ST
‘attachments: are avallable under -

‘The response generally dlsagreed
ction. process and our .

ceived weaknesses. Our-ana1y51s ofil;;_?}
(1) failed to address . .our ‘Primary - ol

S fallure to provide. reasonable support
‘and | justlflcatlon for ‘all selectlons made; (2) mlsconstrued the

rnature oflmanygof our other concern 1ssues, .and- (3) portrayed
1on and eyents*ln aw manner whlch is contradlcted
' P;;For these,r_

e questlonlng ‘of ”ellance-
_ Vvised-- departure’ ‘from-the 'system of
nd balancesfgovernlng ‘pProgram office:
he: ‘course; of ‘our - auditi_wegyerejtold;

was ‘an” bjectlve of: our'audlt to. 1nd
management's compllance with statuto
-EZ/EC.and EDI selectionjprocesses.

ry' requlrements governlng the'“'“
‘A dlscuss;on of the 0IG’s

ilance with statutory’: L""
pector General’s August 31
e Attachment 6)




_ 11995 legal oplnlon-to form liz,m ' -
«to ‘CPD. 0ff1c1als that: Section’102(a)""of ithe HUD Refprm 'ot

1id ‘not ‘apply to-the Decémber - 1995. NOEA for :EDI ‘Grant;
‘apinion noted. that HiD*s. ‘Teferdnces : T0D-- :
jprevious ‘and-latter- EDI Grants ‘was a matte . "D gr'

. choice. . The .opinion. also noted "The touchstone*-
appllcation of the Section- 102 procedures has .ther £
-whether something exogenous. te ‘Section:102. itself
‘ regulatlon, or. other requirement -- prov1des for the .
dlstrlbutlon of the fundlng "_-'- . o o :
The preamble to the HUD rule 1mplement1ng Sectlon_loz of:
Reform Act "identifies those: Programs excluded from the Sta
coverage.- "These include 1) formula. programs;

'f_and 3) programs. that- dlstrlbute a551stance onl

(non formula, nonddemand) ‘basis. i

',_.1n the last category.:‘ However," the HUD ‘rule’

spec1f1c programs that fall: w1th1n , abo
-'states- that- HUD will: add other programsgas“approprl't_
*‘Grants are not a 1lsted program. '

.Add tionally,-there are many other HUD“program statutes
‘not_expressly prescrlbe -

“evaluatlon pr' ,
-COmmunlty' ‘"need". for -an“EZ/EC e: ; . € ¢
;basic.poverty. level e11g1b111ty crlterla, -as’ well asf'" 1t
to spell out ' spec1f1c communlty needs. as an- 1ntegra1;part of. a

{5=ﬂcommun1ty ‘s strateglc plan. “These" clearly establlshed n

nlgfactors were-reviewed and:rated by the task: force’and. the review:
‘panel, We believe the interim rule requlres ‘that ‘any. ™ :
. factorsh the Secretary would use (heed was - c1ted -as:an;example)"

'*f,requlred Federal Reglster notlflcatlon.




P E U YIRS gV dﬂu beneral
ounsel staff concernlng Sectlon 597 301(a)(4 %

rule WHQPD‘staff expressed‘afbellef

" QQuns.eﬁl-‘:-’staff:;'.th‘at’;ac:‘po. taff had not - -

118 ma ‘and that: addltlonal heeds factors
ed-in: the statute or interim rule_would
Federal - Register: ‘Notice. In‘a- subsequent August 17
quinionrtogthefhssistant ‘Secretary for .cPD,. JHUDES . ol _
unsel ‘noted. A’ .constiuction” 6. the guoted téxt so as o
tofpérﬁiﬁﬁnEedahsﬁa criterlon could raise.:a, Question. of' - . A
_;1nterpretatlon.’zlt is not, . however,--an impossible- - , . .-
flnterpretatlon..-iWhlle not -an impossible: 1nterpretat10n, we.:

~continue ‘to .believe it .was: ‘an unfair 1nterpretatlon to apply any
"’ other:selection criteria w1thout deflnlng 1t and allow1ng all '
o appllcantslto respond to 1t o :

. b111t Re'u1rements - HUD’
"{.generally questions - 0IG’S :role in- matters of legal

“131nterpretatlon,.and contends 1ts 1nterpretat10n Jof: EC ellglblllty

s-response

ions. to poverty

i ole , d.: Durlng our audit, CPD staff

“they ‘relied on HUD Counsel for .an: 1nterpretatlon
SN HUD. Counsel told us that;they were not

ingto extr1n51c aids,
discérn ‘Congressional.

dube used to 1everage Sectlon 108" loan
the '10.:to'1 ratio- used in: other EDI fundlng
‘We- did express’ ‘our’: oplnlon that altorl" '
‘to” leverage funds.. However, a- lower ratlofja~~'*
the limited competltlon to more - L

and allow more flex1b111ty 1n the EDI selectlon

A and ‘cited
-rounds as- ‘an’ example.,
ratlo does ‘not ‘do ‘much’
requlrement would open:
l;appllcatlons,
'ﬁprocess.--




‘by CPD staff 1ncluded a: process’ shere. appll ata

The reviewfp

: ations:
1n favor~of a rev;sed process usxng categoracal gronpings ff X
' oni}

pertalned to the fallure to adequately use the results;of'thls‘ AR
effort .as a. ba51s for some of the Secretary s. flnaliselections,'*

7 Com9051t10n of the Rev1ew Panel - Our draft report
questlon the comp051tlon of the- Rev1ew Panel, only its: e
-effectiveness in. preparlng the Secretary for_maklng sound - and'
supportable selectlons. R S . wh i

;is;mInformatlon Prov1ded to the SecretarVu_p e
' HUD’s response that con51derab1e 1nformat10n wasﬂ"

.that the audit mlsconstrues the-lntent and actﬁa

the geographlcal dlver51ty cr1ter1a.; We. dlsagree.

_.rlnconSLStently applled and where it could have _

~“to 'solicit additional- appllcants.n In effect, the‘decL51on ‘to S
.. award.at least ‘'one EC to- each State, regardles_fff the?qualzty of“
~the" State s appllcatlons, created an “entltlemen : ”ess wh1ch o
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1r uctions:which assure
review'with 'sufficient do
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)
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qumentatipn to_Suppogtgthefpasis =

(a) - the corrective action takeﬁ{lflg§;;'.
n,and.thejdate;tq,be-completéd;~i;f ;; w

contrary to the EDI .
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1% 10 Review of Empowerment Zone
B Econdmic_ -Dd_v_elopmem Initiati

! , Enterp __'s_c"Cor.rimuni't'y_ and :
Ve-Grant Selection PI_'OC_CSS'-'-' : RIS .

S Teview of the

ed in the atached comments. the Drafy OIG report esiablishies.
for CPD and other HUD program ffices to follow; :The esi

® Change. the laws -
n s - § Lounsel. ‘Neither i appropriate. * .
ST j';.:Agai_‘r_r.-?jl-_apprceia_:'e_. the o

N P .'.;'_"faccompanyi_ng documen

PPOTtunity 10 transmit
tation be.included in y

thi.s_ response 6 you,
our pub_lished_ report :

and Tequest that it and the o
B Asalwa\s I' look forward 1o ‘working with you to .continue to m:
s process as effective as possible. ... T L R

S

ke theCPD compeullon o

"'v'-‘._{;,.,A'ua'ch_mem S




. e feview: proc_
cutives ,from eleven’ dxffcrcnt federal agenci
++ the 74 irban Empowerment Zone and 219:urb ndividuil
" -'_."-revncwcr,s w .o'rked -in_ téams, managed b)' icadcm ﬁqm five’ separaté: fgdu‘.xl agcnue{ “Téam

""-lcaders'and mcmbers mccwcd pxt&nswc mumng pno 1o the srart of 1hc rc\ ncv. proécex' and
'feliowcd carcfulh dc<tgned and wcll doeumemcd rewcu proccss oo

onc hundred scmor'_

- 1] lhorouunlvanalx zed’
an Entcrpnse Communm uppllmnons' )

= _Co_‘mmuni_ty -'»En_tcr_pnss Bo.ard,_-'(--';'cEB'-'-),..--con:duc_te.q .:ad it Forf S

, - _ and Hufﬁa'n'Sci'Viccs rcVicWéd apphcauons_ o
_ for Title: XX fundm° Cllglblllty and asscssed the quahty of ‘social Service, components. : ~The

~Depanment *of - Jusucc ‘examined _'the ‘public safety scgmcnts of thc -applications, -and the- "~ 7

__'Dcpanmcms of Labor and Educauon _thc Envu-onmcmal Protccuon Agcncy and ‘other: CEB:_.--_
' ancncxcs also reviewed' thc EZ and EC 'pplncat n

R

da review: o .p_mentml dcsmnecs ,o-.
v:HUD programs. chcral aecnuc\'-thc___

PO " 2 1994 ‘President: -Chmon and’ Vi
o "'__,___-'de\wnauon of 7'1 urban. and 33 rural Empowerment Zones:
P obtai nal fundmg from its Economlc Dcvclopm
crmcnl Zones dnd four Enhanccd Entcrpmc Comm

ice "Prcsndcnt Gorc dnnounc.cd the-,_ T
and Enterprise- Communmcc ‘HUD

ent: lmuauve for two Supplcmcnta]'

"-_E_rnpow unmcs

The Empo“crmcm lmuauvc rc\ iew:

proccss ‘may wcll hdvc been’ thc most thorou«h L
2.:'.lnlCTd"'CI'1L\ cffon of 1t\ and ever- undcnak

en- b\ thc feder govcrnmcnl Thc Proccss \\d§




tep . _Of.-_ thc ‘wa ).'-;'-.': from -
panel.” The ¢nd result of this

resented to the HUD Secretary: “Tn
vitalization of some. of America’s

‘series’ of blueprints for the
unsurpassed .in_ their ‘degree o

of ‘community participation, -potential privay
government commitment. and swrategic planning for the future, " =, * .
SR A E Vi e P S LR S et
B A RN s e T e T

o

omo Ré_spo-_r'iéé& to Specific .~0'I.G'.C__omméh'ts-

" HUD Reform Act, interpretation of ‘eligibility provisions, and interpretation
.. as a selection criterion-- the Draft offers a different inte

and sugeests that CPD be held not to OGC's legal opinio

: ids ‘with OIG s own-earlier review
programoffice 10 guess how OIG will ¢

lon:1nthis manner. -
dedaiani T [ -

That: was: not:

<of the HUD -R-__tljfbr:nx_‘A'cf
" Initiative Awards-.

. OIG Comment The, _
. Economic Development Initjative ("EDI")

-

- The' draft review

- Reform Act.. .D'r_aft.'::bag'c{}."- 120 2
"'-".p_'rb{'iidcd by the Office '_Of"Gt?p“cral' Counsel. Prior 10 'tzi_'l_'cing_a'n)_l' action.'GPD

v

» l‘ 3 . .

é'.\'__e'j"_‘zippli-;'ii'xion's"fép_résfi-ﬁiéa
10stdistrzwsed communittes

pectively interpret the issue. : Since. as discussed
S-on:the’ same ‘iss

isregard. the

‘states that thc"hoh-_cbmpctiti_vc manner in which .~

S Re:\"g'on'sé':"'-"_'l".hc.a_\i-utd‘of the EDI grants was administered according

¢al

¢ investment. 'ig

~-applicability of the =
_ ctation of the use of “need” . . .
rpretation than that provided by O0GC,

v

grants were awarded is a Violation of the HUD. " "

to legal advice - - .

consulted with'




L TThis NOFA is not’ subject: to:Section. 102 ‘of _,'I.:!r__c;"Dépatl.iilgn}-_-Qf:_l-HQ.u.kgné aid: Ui
i e ot 42 D1C 3515t b e G s o
] ',"-'.:'-':-.-ff-f;a'x;x:a'iénﬁd-?én‘;az-coﬁabcti.:,ii%-._bas'i‘s.'_-‘-Th'c_ -dpplications. wilt not be-tévicwed by feviéwing panels, . - o
R -+ hor Will dpplications-be ratéd or. ranked.. The award of funds will be‘made by the Secretary”,
' _',"_-._"-_‘-Fed'.'._.R‘ch;'_Vol:_,59._'N_d.'_2'34;'_W;dhes‘da')_l. D_cc'c.'r_'nbe_r_,_.';_,'l'ggd,_ LT T T

i U_hd'c,r OGC's inte
-compettive -selection of
* OIG .on two occasions prior to the C

rprétation, section 102

7 At a minimum, the re; |

~ CPD reasonably and -properly  so 1t and.relied GC'’s

" grants non-competitively. For OIG to _:S'_:ayn'_éit_t.léxf_\xzis(:__-,'is to
" "HUD Counsel and instead try to préd’i_cx:hok'_\_'OlG';'s't_'aff :

" . CPD would be QSﬁb$titUd'ng_-its_'¢$fnjudgrn_i:ni‘*fb that of

;- from the. standpoint of Program management;

B -__'th"q_:_\,'.f’ér._\'_;ihié'c'ri't"\'}'.._ol_'f ‘the.system of I

force. CPD.to"ignore the opinio
might interpret a statute. . In’

of Deparimental

;

<"/ Second. the Office of Ge nera
- criterion. - A5 OGC concluded. Fede
contain an explicit notice. that-need

1 Counsel has,stated that
rdl-Register,, V ol. 59..No:
was a basis’ of selection. "

“need’ was an available |
11..page 2709 did in fact R
Section 597.301 (a)(4) Selection - -

R ‘Factors clearly States: - -

In choosing among nominated urban areas eligible for designation,
- Secretary shall consider: . T oDt AT e

v




D Such f.xuorﬁ mclu(lc but are. nm :
natcd arc.: for Jcsmamc undcr [h|\ SR

_ thus cxpllcnl\' and propcrlv nouccd-m:thc ch;:ral kcmu,r .'ﬂ;uc L
_ -mxerprctanon :s ,prqvxdcd_ m thc HUD Gcncra} Counsc} £l AueuSt J? 1995 myino_._. S__qp,_

..

T hud apphcants clcarl) undcrstood that nccd was onc factor upon whu.h sclccnon _
""-:.-_\\ ould be based. . The. Applicadon Guide 1dcnuﬁcd 'need" as one element to be addressed in
. ". the apphcauon._'--_-ch-A_ppli_éa'ti_on Guide, pp. 23, 27. attachment 3. Moreover. CPD held cigh(
_mfon‘natidnal' forums around the country dunng Fcbrua:y 1994 at which the inclusion of need

' "'.--'as a factor Was. discussed. Every application received by the Task Force did, in fact, address o
_"need":: And, mformanon .about "need" was explicitly captured during the evaluation process,

-~ See Sections 1, IV of the Presentation Outline, atiachment 4, There was no confusion or -
: mystcry surroundmg thc use of "nocd -as-an cvaluanon clcmcnt I S

) A! cvcr)_ stcp of thc way --drafnng and publxcatwn of thc mtcnm and ﬁnal rulc

' .'-dlsmbuuon of apphcauon materials, technical assxstancc to appllcanls the submission of
N apphcanons and the. review .process--"all of the parties mvolvcd n thc applu.duon proccss
. including’ the’ apphcante thcmsc]vcc actcd on thq_ ._,assurnpnf_o___n that
--selcwon_, ‘The ' ' preparing the Draft co

y.noticed in the’ FCdCl’dl Rc"mcr s a ﬁclccuon cmcnon thc

R _uld e etei'he dlecuscxon of nced on pdnc ’7 of lhc dmﬁ ln lhc dltcrnanvc thc .
i ‘repon should noxc that s i

: --CPD staff-.dt all nmes acted rcasonably and propcrly dnd rchcx on OGC s
'__.'lmcrprctanon of thc mtcnm rulc dnd fmal rulc draflcd by OGC

: : --\o dppllCan was prc;udxu:d by uhat OlG --and OIG alone-- mtcrprcl\ d§ a’
' "j_l_»"_-fanlurc to propcrl\"noncc nccd as 4 sclccuon fd(.tor in thc Fedcml chmcr _




RERRE | would.not have been
. -selection criteria than USDA.

R In'u"_mrb_rqn'_ogi of Eligibiliry Requirémen:
o %o 101G Commens: O thie 188ue"of ¢REMPUBG for cefiain ‘Poverty: thréshaldyin order i
. iQuEhfi f'af.degigqaxipq:‘.-tn'c};p"rja"ft::c"o"r;tciiaé-;zﬁai,-‘_:_r_gg-_Stg;'ﬁ_tc__ may ‘ha "'E'.bécxi"7'_if.ffi§'fré¢t15;'.':"j_} SRR
- drafed” a’qd_'that'thc,_confcn;ncc-.rcpdx"t‘sh’ould therefore have g ed the issge ¢ e

:cxciﬁpﬁbné._ "As.a result., the Draft concludes that.three E_C-dcsigna'libns'-_ fa'i.'l_c'.f‘.hi_t'o"hiéct. the R
statutory eligibility Tequirements. - Draft, Page 9. ... .o T N

) a vt

. "Rcsg- onse: It is cl'éa_'r'ly bc_yona .t.hcvauihodt;_'
Inspector General-- to-determine -
legislation, CPD’s duty was to

of CPD ‘staff --and for that marter the B S

whether Congress has. “incorrectly draftcd'apxcccof U
implement thi‘:;lc‘gisla',tion.”. and to sqck'adV_icc,"_ofiHUD Counse] " e

~* where the legislation was not clear. All decisions regarding the 'appl_icati_c_in_E_bf_'ei" mptions. .
.-.were made pursuant to interpretation of the stamute by HUD counsel and upon the advice -
- HUD counsel. That OIG has a different tupor s, 22, HUD Counse

N\

evant __ } I TE ied on l_c'g:all'-ad\'/ig':c provx
- the report should state t_hat'C_PD_did'r_caSoh_a_bbi rely on the interpretar
- @ Statutory- provision the OIG draft re

ta minimuym, . .
port itself admits was “un Clear”:

ed by OGC of -

. Morcover. as with

. all matters"concernin,
- the:Empoweritien Initiative application process
"..manner ‘consistent with ‘the Deparimento
| applicants o upply: two distinct:eligibil;

“hom\\cre located in ‘the"si;

| “focus of Substahtial discusen

© theinterim rule were the focus, of sy
LD and USDA from e inc

. In reaching its. decision, USDA
10 expand. not limit. eligibility. The- o
. the waiver provisions. which were
‘-Com_r,'nhnit'_\" dcsighaliqn.~ not'to




: ~.hU\ ¢ e\(('('dt'(l. 7

izh'c'._'s'éf}-;t.'fi?ce._-'jcoﬁimuniti'é"s."- Huntington Park CA: 'Albahg NY,
“ineligible.” Howcvcr‘ the i 1ssue:is not whcthcr OIG ‘can imag
. _c"'prox xsmn but: whether ‘CPD’ propc.rl

- "dischssion ‘of ‘the Altérnative legal thcory
nrantcd for thc three apphcants were: in

lhe smutc and rulc eovcrmhe povcny cxccpuons

_‘._.

Thns sccuon should bc dclctcd from thc Draﬂ

S d

Leveragmg of EDI Grants thh Secnon 108 Loans

OIG Commcnt Thc Draft statcs that thc l l
' and suggcsts that CPD sh

Rcm

once Thc acuon rccommcndcd by

lt shoul'd_be notcd at thc outsct tha

t thc Sta[ut
lcverdnm

-simpli- provldcs thal ﬂra_n_ts ma) bc'm
cction 10§: (q .. Housing’

mp; nt:of Joan guara,

bccn (3 bllhon UII(IL'I the Imm'c'mr Gencr(

"'d_crﬁ_"_‘it's"lhcbr_\f of | mtcrprctanon
and" Manuhcctcr \ll “ould bc
ine allcmau\'c xm'

g ¥ sough; and n:asonabe ~rcln.d upon a l
"_mtcrprctmdw proy ndetf b) Counsc{ Smce it4g undlsputed that CPD did so, the:

and its consequences js’ mclcvam
gotal comphancc wnh the . Counscl s

thc Inspcctor Gcncral 1s 1llc24l

ntccc nﬁucd undcr this \ihnlc NOFA

Dfafl s .Cmm
The cxcmpuon\
mtcrprctauon o!

lcvcmgmg ratio.of ED] grants to Scctmn
ou]d havc cmploycd a l 10 rano DrafL.

' connection with" Section 10§
" Dey cIOpmcm Act of ;

g .mmmr\ (mthmm h\ 'il hzllmn

Scaond the mammum ag
Caw ardcd to any smnlc

nrdntcc is limited- to five: um
Communm Dcvclopm

ent Block Grant (CDBG) Sccuon 108(b)
nrdnts made under this compctmon 4pplu.auon 0

* provision. “For cxdmplc the City of Boston 's'C
- Under the ctatutc the -

Thc Cm rc«.cwcd a %

Cu) is limited . 10, approxnmalely $

_mllhon EDl audrd in thc Dccembcr compeuuon

e . ! N

I 5 (l])])l narh llu' Dl’ﬁ(ll fmcnr wouI(l :

crcvate amoum in Sccuon 108 loan guaranlcc\ w
es the' amount of the grantee’s annual -

Duc to the size of thc EDl L
fd ten-to-one rauo would have violated: this~ "7

' -approximately $25 mxlhon..: =
125'in ‘Section 108 loun® uarantees.

hnch can- 'l.)e ; .\
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" to-one ratio-
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" General its concu
' Depan
- leverage issue. - m
subsequent March, | 995 EDI.N
:Tequirement of a a

n'_éJ'i

o Aside from the legal
. EDI grant is sufficient to pa

- Dec
i progra

Coging
b S

ocumented in a series of materi

~

_.i's.sue;. _ t-li'c._'l')r_atf't-‘
Y off the Section.
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Irence: with the. substance
mental clearance. - |

t least a-one-t6-orie EDI7108:
ember. and.again in '
m office réliunce
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hat opinion OIG i

est

" “Response: “The Draft is simplv wrong

“--"Manual of- Polic‘i_es;.a:rjd Procediires.
-~ Summary memo to the' Community
.- Training materials for EZ/EC revie
-- Evaluation instructions.
== Evaluation criterja Teview
-- Application Review Flow-
-~ EZ/EC Presentation Outlin

OFA. which --lik

March. and then' reverse itself'i
on.0IG clearances:’ CPD cannor’

als. including: *:

W te:
See attachment 10,
sheets.: See attachment- 1. ., o
Chan. - See attachment 13,

e.. See artachment 4,

like:the Dec
leverage'rar
itself

tike in

- The review process

See attachment 7. B
'En_tcrprise'B‘o'&fd_f,' See attachmen 8o
ms. - See anachment.9, [




e¢ Sampl rcpons attachmcm I
ta'hmcm "3 :

these matenals was prcparcd and dxsm’outcd pnor to tlu bcumnm«' of [hc e

: e. pohcxcs ang proccdurcs csxabhshcd AAn: thcsc documcmk werc n;__orous-l\. oxl

FLa ,_h,qr.cd__tg; thrgughju_ut‘..ghc durauon “of the fevieW procgss.: ‘Althofigh thiéa materiak were ERL AR
p}o‘;jdéa;.‘té.(jjgﬂfqt;q{s'-gjstan;e in prcparmg thé. Drafi’: the- -Draft ifcorredtly”and. -fepéatedly:

ST _'§tafcs.ihét"_th'c'.'rc',\"'iew process was not documénted. The final Teport shauld: deléte these
L ‘;commcnts and state that the EZ/EC; review. process was thoroughly and cxtcns:vcly

documcntcd and that the pohc:es_ »and proccdurcs whlch were CStabllShtd were carcful]y
-__fo]lowed U Lo _ |

Documentanon of the EZ/EC Applzcatzon Rewews

e OIG Commcnt Thc Draft _st_atés that 'ré'vic\'vc'f‘.'

Rcsgonsc CPD strongly dlsscnts from t}us conclusxon
: mman asscssmg the strcngths and wcdkncsscs of each.” _
application:f"'-A' wr‘ittch'.a's's{cssmcm was’ prepared for each and -every applzcant Two' hundrcd -
' wcrc prepared by the : mtcraecnc /. Teview: tcam addrcssmn in "
for cach appllcauon The format for: lhc wnttcn asscssmcnts 1s

mpl -found- at attachment *

Thc Lael\ forcc rcvncwcrs

AL [ suon th.u cnhc
:xnudcquutel\ documented. “Th 5
shold be Tevised'to’ mdxcatc that’ (¢ essments C apphuuon\ ncncratcd b\
f.'xhe review pfOLC\\ \\cre cxcmplar ir depth: ar ality ndl\'\l\ S

Compovmon ofllw 'Rcuen Panel Lo

- OIG Commcnl The drdft Teview states that thc EZ/EC rcvxcw Pdncl“dg
o _composcd of thrcc scmor CPD ofﬂcnals Draft pagc S. S AR

Resnonse For lel’l[) s edl\e n should bc no

lcd t.hal two of (he threc scmor ofﬁuals
\\crc urecr c\ec.uuve\ only one pdnel mcmbcr was

a pOlIllLdl appom(cc Thxx 18 conqmcnt




B i'f'tontluxton\ from (hl\ upd.ttc process. : Draft panc 6. '

for this review. Key mformatton from those callf. w
-+ final report should dcletc thts comment or statc that

1 .

mth the CPD Compcttuon \Ianual see attachmcnt l” Whl'-Clh; rchlrL
_ panel Teviewing: appliuttonq tn any CPD compctltlon ‘be.
" The purp0\e of thl\ pronsxon is.to avond polmcmnn thc

8 hat nutor n.of the
_comprised of- carcct tt\'tl‘.-"scn'antx.
l'C\'lC\\ prou:se

P A

e OIG Comment The draft Teview states that no wri

the- Sccrctdry 1o altow hxm to dtsttneuxsh betw
~ the Secrctary was. largely on his own to make
"of applications (pagc 6. ﬁrst paragraph)

ttcn mformauon was provxdcd o,
cen appltcattons and that it appc.trcd as thounh B I
ﬁnal dtstmcttons Wllhm the stmngcst catcoor)

I'_ . X - '.,‘ 1
[

Rcsgonsc Thc Draft is factually mcon'cct. 'I'hc Sccrctary had cxtcnswc dtscussmns o - -‘
._w1th senior staff and had full access to the apphcauons themselves; bncﬁn

‘as the voluminous written r;vicws;dcscribt_:d.abov'c_. ' Indt:cd.-a substantia.l c_xt:h'angc '-Of :

informatio‘n\ took placc during the final phase of the rcvxcw proccss Thc ﬁnal rcport should + :
"dclctc thts commcnt or take note of this 1ntcrchangc Co R R ./ R S TR

The Ofﬁcc of Inspcctor Gcncral also faults thc Sccrctary for uec of hts ow
Lnovu ledge” of commumttcs in the designation process.
statc ho“ ‘that pcrsonal knowledge was used or even what thc term ' pcrsonal knowledge"
means in thts matter.: Thc operative. rcoulator) crttcna arc set out at "4.CFR 397 301 1tis
“within' these. Lrttcna thal the Sccrctarv s dccmom were 10 be madc ccordmﬂ 10 the H
" -Géneral Counﬂel the application of the Secretary's knovglt:ld'g”
..-.'.'-'LTIICI'I.J W ould poxc no.problem.” Each. of the cumpl NG
- 0IG Drufi-on'pige ‘& clearly fall within the"‘e«uta: \
- div ersity Th_c Seurct.tr\ S, deﬁt“ndttom \\crc thusin.’
and 1 rc"ul.nor requtrcments' L

n- pcrsonal _.
See Draft, pagc 8. But it does | not: .

' EZapplu.ant\ for the purpo\c of - updatt 3
0y Changes. Draft.'_'pu'gc 6. The Df".’ifl-‘.st'at'.‘-_ﬁ

dynotes: 'lhd( there_

RC\QODQC ln fat.t tV\O notebook< full of addmondl matcrtdl wcrc asscmblcd from

. 'thc'\e Calls and made avaijlable 10 OIG as part of the 17 volumct of. documcntauon provldcd

a$ made avatlablc to the. Scuctary Thc 3

thts mformatton was collcctcd and
utthzcd : : . : :




nirial Scr cenmg PI oc‘css

R OIG Commcnt Thc Draft placcc. a grcal dcal of cmphasn on lhc f.xct that appluauom
were catcgoncall\ rated-as stronsz ‘medium; weak or ‘under- further con\:dcr.mo'- (UFC,).- Thc
Draft suggests that the bFC catchry was: Crcatqd 10 guard agmnst th‘ ﬁrcmntur" rcicase of
0 'f;-,_‘lm rhax would.rcvca} 10, buxsxdéts wh»ch cmcs had becn prMnanl) v Iumnatc" frnm lhc
BT cdmpcnuon Draﬁ. pdnc 5. ‘-.“ e

’ .'-.- .

' Rcsg’oh#e' The Draft rrusstatcs both thc purposc of thc 1nmal r.mn;_.\ and the use of

these ratings.” These raungs were dcs:gncd and

used only as‘a prchmnury ecrccmnn dcvncc

~ Indeed. the alternative --sending every
review---would have created 'an imposs

appllcauon to the othcr federal agencies for complctc
ible and .wholly’ unncccssary ‘workload. The initial

distinctions drawn by the panel narrowed the number of applications ‘to -be considered by -
other federal agencies. This madc the heavy workload at least: ‘manageable. for these other

“agenciés. When the review pancl reconsidered applications that: had been classified UFC s,
- thosc apphcanons wcrc thcn forwardcd to thc othcr fcdcral agcncxcs for rcvncw '

Morcovcr undcr thc CPD Compctmon Manua] no fmal raungs are- assxgncd pnor LR
the conclusxon of the review of all- apphcatxons ‘The purpose of this policy is. 10 ensure that
‘the review- panel has: rcvncwcd a sufficient numbcr of applications to.form an. accuratc
lmprcsswn of rclauvc stwength, _,wea.kncsscs and quality.: This approach protccts aﬂqut
mconsmcm ev dluanons of'?the '-rclauvc quaht) of_apphcauons ' "

il The EZ/EC dpphgduon re e\\_"proccss is (.onSIStcm vuth th Competi on- M.mudl
_ . Tn; mnn"\ dwnncd byt ew punel dunnn lhc ﬁrs pdncl_.pr cr_uauon -muludmv-
e : lh:‘ LFC r.mn"--*\\crc prchlmln h.lrauenzauon\ and not det

'Puldskn Counn Arkansds B
. Denver.: COlOTddO
“Peoria. Illinois. | L o
“Lowell., MdSSdChuscus L P T P
Springfield. Massachusetts . S R

Oklahoma' City. Oklahoma L . o _ | _ |

.- Chester, Pcnnsyhdmd B D S T S R o

W Oﬂden L'ldh R LT o P




CRR Burlington. Vermon; '
Tacoma, Washingion . © -

N

\

: S .-""Und¢t._Fufthcr Cohs_idc'r_atip_n" _ihus. meant j_ust'that_. ‘The section, of e D al"'_t,-.\g.:h'ié'h '. RIPITRS
. -purports to’describe the rating: process is mis.le.._é-_@ing;_a,nd"ina_n.ceumtc’-.anq-shb‘n%l.ty;ﬁej-..r.éi\ji'std'.5‘._._,";_.‘

RN
R o

N

S 'Deﬁ'n'in'orj of Geogrdphic_ Diversiry

* . OIG Comment: The Draft suggests that the.selection factor “geographic diversity"
" would better have been defined in advance of the _a'pplication'.édl_ici_tati'on.‘_ Draft, page 7. -
-~ Response: ‘The Draft misconstrues the application of the geographic diversity .-+ - T
criterion.  During the Teview process, the review tear makes an independent cvaluation of ' . o
-each applicant without regard to geographic distribution of the applicants. The selecting = ¢
~ official may then review the geographic distribution of the finalists, and in his discretion, Lo .
“select applications "in order to increase the leve] of geographic diversity of designations”.!” R

approach advocated by
integrity-of the competitive process. - If- geographic alloca _
"d\th-hi‘,;j‘,"thtﬂgru_m process begins.tg resemble an'entitlement: rogr:

““Moreover. the application of: the fuctor iy ¢
ersl -Counsel. '_:_S_t_fe,._'.;nt_t;:.c'"hmen_t..f’.: ¥

geographic:diversity con

[

Timing of Elig(bl'li'rj‘ Chc;ck.\-

-t~ OIG Comment: The
. until late in'_lhc_ review proce

draft review states that most eligibility checks were ﬁQt.'-Mad‘(j N
SS_.",Draf[. page 9. R Co T

~ .. :Resnonse: Final eligibiliry decisions w - in tf stag e review
. . process be_Cuu‘se,:thcre Wids.no reason to do comprehensive checks on weak apphcauons,;whlch L

. . Lo i N -
. . . T : . - . . : : . : I . P ) B . ) 'v-l !
. . . ,

ere made in the laner stage of the review - .




- were notified -in w
o P'r;océdur':"__\-und_"su

were not l_lkc'!f\'-._';p be selected. - S_irr_1ilar_ly.;,t_hc_ ‘Office: of ..',thc'_-t-lnsp_e.c_to.r( ieneral did not conduci ™
audit review's until thepool of applicants ‘had "been screened. See attachment 20 - Ag 2 _

- practical ‘matteér. it would have created a remendous workload W cheek all apalicants for R
. cither eligibilityor audit findings prior-to this-stage of the review process:Tre final sépor»/ =2 .7
.+ /Should delete thit comment of note:that this wias # rEaSonable managoient choice: - e

rd
..

Modifications 10 Boundaries -

e " OIG Comment: The Draft Qutﬁstid_qs'ui]éthcr'_ modifiééti_ons m:i_d_c to boundaries -

- of certain Entérprise Communities were “reasonable”; " Draft, page ().
Resp onse: Under Section _597.3.'0.0('6')',_ Qf t'he-_int:_«:._rirﬁ_-'rﬁlc._ HUD may “negotiate -

area, or the term for which a designation is to remain in full effect, to ensure maximum
efficiency and faimess in the provision of -assistance to such areas”..  Although HUD held -

negotiate any boundary modifications in.these sessions, nor'at any. other time. Since HUD - -
did not negotiate any boundary_modiﬁcationg;’mhi_s secton does. not apply.” = = R

- The only instances in ‘which bc_mhda'r.ics,_._‘_df-.,horh_i__riatj_'cd areas changed were those L
mot ' ' | result’o e  applicati n ¢ v census

gible. - ‘There was simply no discretion . . -
‘Draft. ncludmgthc references 1o the
s should be deleted. |

“tractcriteria which’rendered certain census: tracts ‘inelj

“exercised by HUD in this matter. " This section of it
: _;.-\I_b;'myf-qhd_-',\fgu‘burgh/}_{j_ngs';on census -wract eliminay

- Nortification of Ce;

o '3?6[51\'0.\ "'JL

Comment: T}
Weré anelic

TthmfnﬂfJLtuall\ ncomrect.:=All ‘designees With cnsuxu’.u.tc.h.mge\
riting in Februiry, 1994 \“folloy -up.-'.f_tt.e’f_-’f'\\a serit-in Aprl 1994, .
mple letters and are ‘attackied as Attachment '-.:,'Ifhi's'co_r'r_;me.nvt:_'sho'uld_-;'b'e...____,_'_____

e 'Responset

. deleted.

U EDI NoFa Eligibilire =~

_ . - 0IG -Com'meht::.»THc:'dfaft ré.\;ic.\if'\, ﬁtéiés-_fhﬁt: 'L,h'__e" 't'zi:"g.c:.t'i_'_ﬁg_"ﬁ_of ' thc_' EDII. '\OFA ;gc.)- é_ll' {_:"
original applicants was unfair-because  EDI. funds were only intended for 7 of the final 13

- -swong rated EZ applicants that would not receive EZ designations. Draft, page 12,

o Resgon".éc:—--lt was not élcar that all 13 of the .ﬁ}iajis’t',"épplicat'iohs ’Womjid a-pp_ly_”o‘_x_' 'c_ycn'.'." -
be-eligible for the EDI award, or submit bropcr'ly completed applications. Had finalists. -~ 00 .
- “chosen not to-apply (us several so indicated to HUD). or been’ineligible. or made non-curable @




0 émorsin their applications, CPD _i\éould.ha\'c had to move fmhcf-'.dn'_u___‘r{ 'th‘c_'l;'\_(ib'f_ originul g7
.- applicants; -Since this ‘was a reasonable administrative decision:. thj¢ referencs should be'. . R

‘deleted from the final report. -

B .-'_._-'.g__..__-;_:_"_-_'.'HL,_.,i._’Rg'c_bmmghdgti_dliki::-'__' .":_-" T Tt c _

“leT L Lt st IR

'.

S The Draft recommends that CPD

-the eligibility of the 14 designated EC’s that were not recommended

. process. and make necessary changes to the' status or conditions of 1,
" result of any problems found. . g - L

-1, 0IG Réco_rfifncndation:

perform an assessmen; of -
by the application review. -
ose.designations as a

X _-OIC.Rccorhmcndadoh:_ _-'I-"thraft-'recqmmcnds_that boundary changes . -
- resulting from incl_ig-ibllc cénsus_u'ac_:ts_bcfonnally'.ac_kno\'vlu_:I_gcd. L

o Reég_dn'sc:' “All designees- with ineligiblc census tracts ‘were notified __v_crbally.'in' S
_ Jan'uar_\'."_l'994_. and in wTiting in1Fcb"rua_ry._ 1994. - A follow-"up'_lcttcr,__ was sent in April, 1994
.* <. Procedures and samples of the ‘lcu_crs'a’r_c_a’tlzi_chcd; see attachment 7

S . “\ blG R"_'ccomfn:endation: Th_é Drafi récomm'cn‘ds.'_.tha't _'.CPDI rﬁqucgi and duond -
e formal legal __op_inion-_chccrning the applicability of the HUD Reform Act _p;’)SIhc?EDl_gr_a__ri; o
. :-"?lt’c_‘i_(".hﬁpro‘r_'?:".\. IR e T T TSR

. Counsel at a-meeting Xith Inspecior General

May 2471995, six. weeks priof. 1o the issuance of
‘the Gc_nc_rul‘Counsel'_c-ont'uiniqg'-l__hi‘.\f opinion i;

1995, and in’ writing on
ift. An ;i_d_diti()n_u'l'mcm'o'ryhd_ﬁrﬁ from

d:see attachmeny 2, - -

R OIG Recommendation: The Drdfl'rc'com'rncnds-thu;_-CPD e
’:'"-..EZ_._/EC'.'E)IF.ED_] Lompetitions' be govc'fhcd_b_\'-\s"rinc'n'prOCes.ﬁin‘g'insrru'cti_'ori's"\A'hiCh"gn'Suyc';4',.'.' o

- o.-fuir and equitable application review. with sufficient documentation 1o Support the basis for
oo selections'made. - R ST L

'T.C(_']'_Uilf’_q'j:jn"\' fu"t.ui'cf--'. e




Response: . All CPD competitions are governed by. the.CPD Competitions Minual.
wTilten _guidc'to_CPD_j c_o'm'p_'c_tit.ion policies. - _Scé._‘_attachmcri_p'12.' The Manyal enwres thar -

‘CPD competitions, are managed according to principles which ensure faimessgnd . . -7 e
openness. comprehensive and accurate evaluations of tach application. anid program gwyurds 1 .
.. that exemplify innovartion and maximum possible effectiveness: :In addizion. # compreReityive el
. ..poliéy _an;i.pfbc:ﬂl‘irqs:.manqg] _;\&:éfs_.bs.tablis_ﬁc_a-Spjcé;iﬁcalll!}"jfdr_;tijc -E'Z./Ef‘."c()mb;ti_-(f'cfu_ G TR T

AS described in this memorandum, the decumentation for the EZ'EC ‘application’
© review: process was extensive and ‘thorough, consisting of over 3000 pages of review
assessments.’ S ' L S ' S

er

a 1
R i
./'
15 }
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. o - Attachment 6 . -
- VY. S. Department of Housing and Urban Devolopment_ S

RN I - ST 'Washington.D.C.?MIO-ogoq Co . ’
il R
) L, \o"- . R ' i

L wee® SR -~ 7 "August 31,_199_5
‘ MEMORRNDUY - FoR ;- Henzy. 6. isnercs Sacks A R R

“*.. " FROM:"" Susan M, Gafﬁney;

SUBJECT: - Response to Review of
e p , _

" Thank .ycy for your August 24 _
Inspector_Géneral'(OIG) draft report. titlegq
”'EmpowermentjZdne;;Encérpriée Communij t

) ngnitiative.Grant'SelectiOn Procesg, «

- ‘As I understand'it; Your response. j
o that;ﬁif'program managers-act in.confor
: fGeneralgCounsel interprgtation-of laws, it : )
L the'OIG;tQ queStion.the.Department's*compliahce_w'
_-ﬁ[Much@toftheﬁcontrary, the-OIG.has a ‘staty
“ indepéhdently'assess'thefDepartment’s Ccon
”.regulations;F;.whether’dr not the. Depart

' ST :FIySiﬁCQrély“regretgthé existence,of”such'a'fundamental
A ffmiSuhderStand;"'__ ut the-y e ' 5. My '

— 5writing-this;ﬁemqtandumnis.to;set't ~1iSsuel sty
waﬂilegalﬁan@;praétlcalf;erms;.through_the_follow'
”7the;InSpe¢to;];_“""': t of 8 as -ar

iciéncy;;and_effectiveness_"
_ _ .keep the
.and currently 1nformed,about

:he pr6gress Offcorrective action.  Twg aspects of
o Purpose deserve'your'special attention. .

®  First,

.Jj:I.__7_Inspectq; Géneral'from ihiti@ﬁing, carrying,OQt, or




‘ e _"j'.?.‘§ec.:'c1>'nd_, '-_.'.t:'h.e-«._O'IC"mi':éLf*;'j:p_;'l::'_és,.::ée_fiﬁed.'__" 1nthe 1G Act i

.. Stardards, 1992 Revision"), the auditor iS“requirédJ

- standardsgfurtﬁe

 bbiigation_;o indepehdentlyiasséSSﬁHUD’sjqompliahce}&i
~laws. and reghlations;ﬁand_ii)=in-making suchtaSSeSSmen
‘OIGﬁs;accepting-Officéiof'General5Counsel'1egal:épinionsfw“

“'cbmpléting any audit br*investigaﬁibn}-Or fromZissuing'any

€xtraordinarily broad - A,signifiCant-portion'of.the HUD-
OIG’'s work %-;e.g.,_Operation;Safe Home,'ourjreport to you-
.on.“Opportunities:for.COnsolidating,=Streamliningj_and '
Terminating HUD Programs, * and our participation,inﬁnum
Department task forces - falils within the "Providing
- leadership® mancate in the IG Act. These are not. -~ - '
traditional, 0IG activities,.but_we'havefundertaken_them

€rous

. because we share your‘commitment to;bringing*abdut Positive .
change in HuD, &s well as_improving the-qualityﬂof;life
"HUD ‘beneficiaries. These activities,mhowever, do  not ‘
‘relieve the 0OIG of its statutory:responsibility tojconduct
‘traditional aud:-s and investigations. . .- R

.With.respect to_éudits, the IG:Act stipulates[thétftﬁé 01G

shall "comply"w1th5standardsjestablished by the'Coﬁptrollerj .
General of the Unitec States for audits. of Federal-f~;fg"3 g
establishments, orgarizations, programsi'aétivitiesj”andgj;_‘ .
functions. ., » Underfthese_standardsj(Seeg“GovernmentaAUditing.
audi to assess "

‘compliance with laws zand ;egulapionsﬁin,any'casejwhg;:i“

regulations are

"In2311 ma;ters{:éléting{ﬁQ'the;audit;wqfkﬁf:”'

= 1 141t e
'_organization-and;the2ihdiyidUal;auditors;ﬁ@béthe.ﬁgéverhment*

:.o;'public;nshou;iﬁbeffree-ffbmqﬁersonalﬂandfekté}ﬁal
”_impairman:sWto;ihdepgndence;ﬁSho&ldeeﬂbrganiz“tff;f;n
o independent;}andzshould1maintaihgénfindependén a '
: aappearanCe;Hf:gydf TWILH-*u.ij~b.rttb.:qr

1Thus} it:i§~ébuhianfiygqiéé¥ thé€ﬁiiIthé;Qinha

f.‘Lést-any doﬂbtfrghain aboﬁt_thefolG’s'stétutof

"It shall be the duty and reSponsibility of' each Inspector -
‘General, withirespebt.to the eStablishment~within'which his
.Office is’established,.;co'review-existing”and-proposed c
legislaticn and_:egulations.relating_tb the.prbgrams'~nd

‘Operations of sgi~h establishment and t nake . _
in the'seuiannUJ;'reportSVrequired by'secti¢n S(a)y

"Subpena during the course of any audit-o;.invegt;gationmﬂ ?:.-;

 for -

y obligation
to conduct independen: reviews of-laws_and-reQulations,,I,call R
-y0ur~aptention to seC:ion'Q(a)(2)aqfithefIG;Act{ﬂ_'“E S




. YOu to problems. o : - ~'. ST

" of theqscandalj'thé;OIG.reported and expressly. di
f"GeneréltCounSel‘shqpinibn:“\I-think*we_Ca 111 ag;
:”interests;of»HUD'ahd_the'general publicjwere-welll
+'OIG reporting., A Lo -

“-mnfgwfinfano 2
i Fevealed . .that a 2t Entj
'°7??l°a“s*°ffthe~9r3ﬂtéfunds'for'Purposes!that;we

ice that shoulqd alert

informél_aﬁﬁ uhdoCumehted-diédretionary.methods t
fUnding;gﬂIn'thE“audlt_repOr; that led tg

théfﬁi&étaﬁcé‘in¥th¢”éaf1y,i9so§}]angoicwégait'JF;"”
\:ecipientjof.achBG“Enti;lementfProgram*made’

'- meS.”vaernment.;.The*iSSUe wés;referredfté.t

. General, .who re__-.ject'éd'thc_a'_Ofi:"i-ce'o_f-Cvfenm“c'iil"uC
_-f_ﬂruled,for;the OIG. HuD then-requiredgthe_gra
- “interestyearned to the UJS.-T;easury; :

‘Role of OIG_Coﬁhsél"

You allocated an gis slot to the 0IG so tha

The IG Aét.authorizes OIGs to'select; appoint, and employ

Vsuch'offiCers_and'umployees,;;ncluding attorneys, as are
. Neécessary tgo carry out_their”duties-and_res

_ ponsibilitjes, During
the-Congressicnal Learings on_the'HUD_scandalsL.the OIG was -
repeatedly Criticized for not having its ow

t I could establish an

oy Office'of‘OIG_Gounsel; As I adviseqd You at- the time, one of the
v.e'_{:isons “for em &5 ‘

Ploy:iag counsel was to avoid the problem of divided .

€S mean that you

| *e Subsequently = .-
uxdecermingdﬁto;be;;:eligible[undergthe*CDBG_program:-”
_”EofgngefalQCounsel,opinedfthat]interest:earned'on the’
2 ;unéuthQriZed lpanswaS'program_income\thatﬂco, _ . _ N
 ;”grantééﬂer itsibwﬁ[uSe:ﬂ’The OIG.audit tookgthe p0sition:that
»gtthﬁaidteréStﬁshéhléfbé[tref' as; ing t

N counsel . Last’ year, .

sl




';~ﬂ,toﬁdiscuSS}them;with!7ou,3f

‘ e_OIG,CCunsel's_
agers, auditors,

"Inspectors-

head and.the'Ccigress.
agency head ‘and those adv:
differently. AS a result,
in the position of offerin

be resolvedfbyﬁthe-staffs,
themselves, the IG may elev
during the audit resolution o
legal assistancge IR
-I_trustfthat_this memorandum]is,afsuffi
" the OIG's obligation :o“qUestiOn'the-Depa;Qmj 2t
laws and_regulations,-eVenawhén th ) 1t

" based on Office of'General Counsel

-Tquescioms-remain,to_be answered,
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Distribution

' Secretary, S (Room 10000) *
- Deputy Secretary, ‘SD (Room 10100)
. Assistant Secretary for Community Plannlng

- and Development, C (Room 7100)

- Deputy Assistant Secretary for Economic

" Development, -DE (Room 7100)

‘Director, Office’ of Economic Development, DEE (Room 7136) (2)

Community Planning and Development Audit Llalson Offlcer DG .
(Room .7204)

General Counsel, C (Room 10214)

Associate General Counsel, Assisted Hou51ng and Communlty
Development, 'CD (Room 8162)

Director, Office of Budget, - AB .(Room 3270)

: Dlrector, Office of Management and Planning, AM, Washlngton

Office Center, Sulte 310, 401 Thlrd Street, SW Washlngton,_
DC, 20024 '

Acquisitions lerarlan lerary, AS (Room 8141)
Chief Financial Offlcer F (Room 10166)

o Deputy Chief Financial Offlcer for Operations, FO (Room’ 10166)
~D_A551stant Director-in-Charge, U.S. General Accounting. Offlce,

‘820 First Street, N.E. Union Plaza Bulldlng 2, Sulte 150,
“Washington, DC,. 20002

" Assistant to the Secretary for F1e1d Management sC (Room 7106)
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