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9:00AM - 6:00PM 

( OPTIMA ) 

PftOGRAM 
Thursday, March 27 

Registration 

9:00AM ·· 5:00PM A HEARING ON MINORITY ENTERPRISE <. The Board Room 
9:00AM - 9:30AM 

9:30AM -10:00AM 

10:00AM - 12:30PM 

2:30PM - 4:30PM 

3:00PM - 5:00PM 

6:30PM - 7:00PM 

7:00PM 9:00PM 

9: OOPM - Until 

Introduction & Coffee 

Opening Statements 

The Hon. Parren J. Mitchel l, M.C. 
Representative from Maryl and 

The Hon. Ronald V. Dellums, M.C . 
Representative from California 

The Ho n. Yvonne Bra ithwarite Burke, M.C. 
Representative from California 

Testimony On Minority Enterprise 

Witnesses: 

Jerry Jones 
Fred Barrett 
Jose Aceves 
Barry Johnson 
Ka 1 Glantz 
Joe Debro 
Marion Green 
John Grayson 
Lou Dodds 
Joe Barrington 
Frank Green 
et al 

Addition Te~timony 

WORKSHOP 

Saving On Energy 
-•American Institute of 
Certified Public Accountants 

-American Association of Minority 
Certified Public Accountants 

Executive Committee Meeting 

Welco~~ Reception 

Hospitality Suites 

The Board Room 

Ballroom - B 

TBA 

Ballroom - A 
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8:30AM - 12:00AM 

9:00AM - 10:00AM 

11:00AM - ll-45AM 

12:00AM - 1:00PM 

12:00PM -

Friday, March 28 

Associate Members Meeting 

Continental Breakfast 
Presiding: Ronald Haughton 
Project Business Manager 
Dow Chemical Company 

TBA 

Plenary(open) Session Ballroom -A 
Jerry T. Jones, Pres·CLJ..A-B------

pecial Executive Commi 
Robert S. St , Chairman 
Na · emocratic C9mmitteer f S~x t .J 

]c.J I vPf 5'fr"c~ · · · "'tO j' '1 '!}~ -
.\'\ " - ¥- i J( · Ca ry/?Ba-11 room Press Br-iefing Y .__, , . ,,., ,., , 

Welcome Luncheon 

Presiding: Frank Greene, President 
Technology Development Co. 

Toastmaster: E.E. Barrington, President 
AVI Manufacturing Co. 

Welcome: Mayor Alioto 

Introduction of Speaker 
Tom Farrington, Vice-Chairman 
National Association of Black 
Manufacturers 

Keynote Speaker: 
Robert S. Strauss, Chairman 
National Democratic Committee 

- B 
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2,:00AM - 4:00PM 

4:30PM - 6:30PM 

6:30PM 

10:30PM 

Friday, March 28 

Workshops - Four Concurrent 

1. Business Disciplines (Case Studies) The Regency Room 
Moderator: Marion 11 Duke 11 Green, President 

Transcendental Corporation 

11~ Technology Utilization: The Embarcadero Room - A 
Moderator: Jessie House,President 

Crescent Engineering Co. 

111. Education: The Embarcadero Room - D 
Moderator: Dr. Frank Greene, President 

Technology Development Co. 

lV. Women In Manufacturing: The San Francisco Room-B 
Moderator: Ella Lane, 

Marketing Representative 
Nartrans Corporation 

Standing Committee & Regional Meetings Bayview/Seacliff 

Dinner & Cruise 
(Outside Meal & Tour) 
Sausalito by Ferry 

Hospitality Suites 

• 

I. 
I 

I 



8:00AM ~-. 

10:00AM -12:00AM 

12:00 NOON 

Saturday, March 29 

Round Table: Coporate & Social 
Responsibility 

Workshops - Three Concurrent 

The Board Room 

V. The Energy Crunch The Regency ~oom 
Moderator: Theodore A. Adams, President 

Unified Industries, Inc. 

Vl. Politics & Minority Enterprise 

The Embarcadero Room A 
Moderator: Dr. Henry Lucas, President 

Enterplastics Industries, Inc. 

Vl.1.1 .• Marketing & Communications 

The Embarcadero Room D 
Moderator: John Ketch, Executive Vice-President 

Golden Oak Vianufacturing 

Press Briefing 
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12: 30PM 

2:00PM - 4:00PM 

4:00PM - 5:00PM 

Saturday, March 29 

Luncheon 

Invocation: 

Ballroom - B 

Presiding: Mildren Montgomery, President 
Garland Foods, Inco 

Toastmaster: Barry Johnson, President 
Northeast Oklahoma City Manufacturing 

Introduction of Speaker: Arthur L. Miller, President 
Met - Fab, Inc. 

Speaker: C. Mack Higgins, SBA Associate Administrator 
For Minority Enterprise 

Introduction of Speaker: Junius Hayes, III, 
Executive Director 
The National Executive 
of Black Manufacturers 

Speaker: Eo Douglas Kenna 
The National Association of Manufacturers 

Benediction: 

Plenary (Open) Session Ballroom - A 

Psychic Phenomenon 
Moderator: Leanora Stephanoff 

I 
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6:00PM - 7:00PM 

7:00PM 
f~ 

Saturday, March 29 

Co-Host Reception 

Awards Banquet 

Invocation 

Presiding: Jessie House, President 
Crescent Engineering 

Toastmaster: John Grayson, President 
Univox 

Introduction of Keynote Speaker: 

W. Ronald Evans, Convention 
Coordinator- The National 
Association of Black 
Manufacturers 

Speaker: Minister Louis Farrakhan 
National Representative of 
Supreme Nation of Islam-

Foyer 
I 

Ballroom - B 

The Honorable Wallace Muhammad 

Awards Presentation: Eugene Baker, Deputy Director 
The National Association of 
Black Manufacturers 

Closing Remarks 

Benediction 
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10: ODAM · 

Sunday, March 30 

Continental Breakfast 

Standing Committees 

Executive Committees 

Adjournment 

NEXT YEAR 

Sheraton-Boston 
April 21-24, 1976 

" The work upon which this publication is based 
pursuant to contract #36757 with the Department 
of Commerce for the Office of Minority Enterprise" 

TBA 

Bayview/Seacliff 

Board Room 
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AWARDEES 

KEY AWARD 

Dr. Russell Becker 
SBA, Retired; Chicago, Ill 

Samuel Cornelius, Deputy Director 
Office of Minority Business Enterprise- Wash., DC 

Connie Mack Higgins, Assistant Administrator 
For Minority Business Enterprise, SBA-Wash., DC 

B. Winifred Smith, Director 
Office of Business Development; SBA Wash., DC 

OUTSTANDING SERVICE AWARD 

George Allen, Program Manager For Procurement · 
Assistance: SBA-Boston, Mass. 

Willie Allen, Executive Director; Central 
Contractors Assistance Center- Seattle, Wash. 

Berkley Boyd, Project Office: Office of Business 
Development : SBA-Wash., DC 

Malcolm Johnson, Minority Business Coordinator 
FAA-Wash., DC 

SPECIAL A\~ARD 

Jose Aceves, Executive Director 
LAMA- San Leandro, CA 

Margaret H. Bayless, Manager of Business Service 
Central; GSA- Los Angeles, CA 

Ronald S. Haughton, Manager of Business Service Center 
Dow Chemical USA Midland, MI. 

WOMAN OF THE YEAR A\·JARD 

Congresswoman Yvonne B. Burke, California 

I 
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AWARDEES 

MEMBER OF THE YEAR AWARD 

William Alexander, President 
Golden Oak, Inc. Los Angeles, California 

Thomas A. Farrington, President 
Input-Output Computer Service, Cambridge, Mass. 

Frank S. Greene, President 
Technology Development Company; Sunnyvale, CA. 

James E. House, Vice-President 
West Indies Pharmaceutical & Cosmetic, Inc. Virgin Islands 

Maurice Lee, President 
Gordon-Lee, Inc. Tusla, OK 

William McGee, Jr. President 
Fighton, Inc. Rochester, NY 

Elijah Medley, President 
Medley Tool & Model Co. Phila. PA 
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CEPARTMENI' OF co:,1.MERCE RESPO!llSE 'ID THE 
I 

INVESTIGATIVE STAFF REPORT OF' THE HOUSE APPROPRIATIONS ffi'1MITI'EE 

EXFXlJTIVE SCT-iM.7'\RY 

The Ref:X)rt sul::rnitt.Erl to the House Appropriations o:mnittee centers 

around basic conclusions: First, that the minority rosiness program, as 

implanente:1 by O:-IBE, has been largely unsuccessful, and serond that the 

program is .. _not working, and cannot be made to w::>rk, because one of its 

fundamental concepts - using locally base:1, minority rosiness organizations 

to assist clirnts - is i,,·walid. We believe that these conclusions are not 

substantiate:1 by the facts and an analysis of than. 

G1BE has face:1 since its inception in 1969 an enorrrous challenge. 

Never before in the first 193 years of the Unite:1 States had there even been 

attempterl a significant effort to create mioority access into the business 

systan. Entrepreneurial undertakings are even in the rrost favorable of 

circumstances fraught with .;ruch risk. 

'Ihe G1BE program has sought to broaden minority participation in a 

business system into which minority entry has been hampere:1 l::oth by dis-

crimination and unfavorable environmental cxmditions. The six years of 

OMBE's existence and the three years during which it has had program funds 

have necessarHy witnesse:1 sane trial and error. 

Neither G1BE nor its funde:1 organizations are expecte:1 to guarantee 

the success of a minority fil.m. In our cnnpetitive enterprise system, such a 

guarantee is imi:ossible. The banks cannot give it; SBA cannot give it. What 

et,,lBE and its delivery organizations can and do guarantee is an opi:ortunity for 

the minority business person to have access to the resources neerle:1 to run a 

viable business, and a better opi:ortunity to get expert help through the CT1BE 

netv.Drk than he or she can get alone. 

In the six years since 0MBE' s inception, significaTlt progress has ' been made 

by minority business. Some of this progress i _s directly attributable to C11BE' s 



efforts, an::1 sane is a byprcrluct of OMBE's role as a catalyst in generating 

roncern for min::)rity business in the minority cx:mnunities, the private 

sector arrl government. Sane of this progress likely would have occurred in 

the absence of CMBE or a federal min::)rity business effort. Nevertheless, 

the scanty infonnation available, at least for black entrepreneurship, shows 

a static or declining relative :i:osition in· the de<::ades before 1969. 

There are many sigr6of significant progress in minority business in recent 

years. 

- Federal governrnent competitive purchasing from minority suppliers has 

increased from $3.79 million in FY 1969 to $429.2 million in FY 1974. 'Ibtal 

Federal purchasing in this period grew fran $12. 6 to $700 million. Cor:i:orate pur..: 

chasing has inc~easa:1-by--325% from $86 million in 1972 to $365 million in 1974. 

-- Mirx>rity comnercial banks increased from 24 in 1969 to 68 today. Their 

assets have grCMn from $270 million to $1.3 billion. 

- Although total data for all minorities is not yet available, the 

1972 census of minority business indicated that gross receipts for clack 

firms rose 60% since 1969, from $4.5 billion to $7.2 billion. 

- The average size of the business loans "packaged" by CMBE's funded 

organizations has steadily increased, and row is $48,000. This is significant 

because of the correlation between initial undercapitalization and bu?iness 

failure. 

-- The depei,dency of CMBE-assistro clients u:i:on government financial 

sup:i:ort has steadily decreased. In FY 74 and FY 75, only 52% of the loans 

obtained by CMBE clients are either guaranteed or provided directly by SBA, 

rompared to 59% in FY 73. 

CMBE was established to open the door of the marketplace to min::>rity 

Entrepreneurs. The aJ;x,ve acoomplishments, and others cited in the l:x:xly of the 

Department of Crnmerce res:i:onse to the Re:i:ort, show that a.IDE is sucx::eeding 

in this mission. 

... 
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,f The Department disagrees with the Rep::>rt in three fundamental areas. 

1. The ReP?rt lacks balance. 

Cl-1BE officials were explicitly instructed by the Director to be open and 

candid in their discussions with the Investigative Staff. During their 

intervie..1s, Q'1BE staff members fully explored both program weaknesses and 

strengths, program failures and successes. Nevertheless, the Rep::>rt con-

sistently addresses only the former, and alrrost ignores the latter. Where 

the Rep::>rt does refer to accomplishments, these are never related to the Q\1BE 

effort which made them p::>ssible. The reader is left with the distinct impression . 
that.- the gains of minority ent~ises during the last fe,;years occurred by 

happenstance or .coincidence. 

2. The conclusions are unsubstantiated. 

To a very large extent, the findings in the Rep::>rt reflect hearsay 

arrl gossip, rather than personal observation and research. Virtually none of 

the quoted statanents are supp::>rted by documentation. The danger of relying 

on such a hearsay approach may be seen on page 17 of the Rep::>rt, which states 

that personnel in CMBE's funded organizations "do not generally p::>ssess the 

business background to provide substantive assistance to help minority 

businesses beo::xne viable." 

Within the time constraints for preparing this resp::>nse, CMBE could 

mt revie,; the personnel files of all of its funded organizations. CMBE did, 

rowever, check personnel data for its organizations in three cities, Washington, 

D.C., Chicago, and San Francisco. The results show that of the 181 professional 

, anployees in these cities, 85% have college degrees (nearly half in business 

crlmi.nistration) and 25% have MBAs. Perhaps of greater imp::>rtance is the fact 

that these 181 professionals represent · arrong than 1,655 man-years of active 

business experience. 'Ihere is eyery reason to believe that this background 

is matched in other funded organizations throughout the country • 

... 
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3. The ReE9rt inaccurately accuses 0-1BE of racial fOlarization. 

The Rep::>rt questions the ethnic orientation of many of Q',,lBE's funded 

organizations, and implicitly equates this with both a lack of organiza-

tional canpetence an encouraganent of racial p::>larization. This 

conclusion evidences a misunderstanding of the functions which avrnE expects 

its business developnent organizations (BOOs) to discharge, of the en-

vironment in which they rrust operate, and why O.\ffiE found it advisable to use 

locally based, .mirority business organizations as the heart of its delivery 

system. 

Through both its fundErl and unfunded programs in the private and 

government investment areas, CMBE has helpErl to open and create access to 

business opportunities, capital, markets, and highly specializErl management and 

technical assistance. fbwever, this access is of little practical value until 

it can be effectively exploited by the minority entrepreneur. This is the job 

of the corrmunity-basErl, minority business developnent organization. 

It is the BIX) which screens the aspiring entrepreneur -- and which, in 

many cases, advises that he or she srould rot seek an independmt business. It 

is the BOO which closely examines the client's finances, credit record, prior 

experience and management p::>tential. It is the BOO which helps to prepare 

the initial business plan, often for a venture located in the heart of the 

inner city. It is the BOO which first visits the client's venture, or studies 

the propose:1 venture on-site, and evaluates its potential traffic, sales, and 

profits. And it is the BOO which often rerorrmends that the client should locate, 

or relocate, outside the inner city. Above all, it is the BOO which must establish 

a positive understanding of the client's hopes, fears, abilities, and lack of 

abilities. It is implicit throughout the r~p::>rt that the function of the 

BIX) -- the roles described above -- can be better acoomplishErl by a majority 

contractor than by a mirority organization. The roncept ignores the many failures 

which non-minority ronsulting firms derronstratErl in the late 1960s in addressing 

the problans of minority entry into business. These firms, altrough technically 

I 



proficient, frequently displayed a very naive understanding of the ea:>nanic 

and social environment with whidl minority business must contend. In addition, 

they often oould not overcane significant barriers of distrust within the 

nlinority camrunity itself. 

GIBE has opened the door to a wealth of private and public sector resources, 

e.g. , oorporate purchasing activity, private investment in MESBICs, and govern-

mental procurenent. This is one reason why a1BE was created in 1969. After 

u-.o and a half,years of operation, it became obvious that this function was not 

mough. It was necessary to have sane vehicle that oould establish initial 

o:,ntact with existing and potential minority entrepreneurs, and assist then in 

taking advantage of these reSJurces. Thus a-1BE' s Executive Order mandate was 

revise::1 in 1971, and a-1BE was authorized to request funds from the Congress to 

provide such a vehicle, the BOO. 

CMBE ha.s since its inception tried to deliver high quality services 

while at the same time reaching out to attract potential and existing minority 

·entrepreneurs. Practical necessities, not some ideological predisr:osition, 

have lmde.rlajd rn!i£' s reliance on minority corrrnunity assistance organizatio11s 

as the initial point of oontract with the minority entrepreneur. OMBE has 

throughout its funded program errployed both minority and nonminority 

organizations to deliver other types of business services. a-1BE has ·also 

· anphasized greater use of mul ~i -ethnic organizations to provide general 

business services. Fa.dl such decision is based on a hard-headed assessment 

of the circumstances in particular local minority business cormrunities. OMBE 

is a business oriented program not a socic:reconcmic program; acoordingly, it 

nust be a ju::1grrent as to what will work best in a given ccmrunity. 



~nt on Report's Recomrendations 

'!he Investigative Rep::>rt, after putting forth critical evaluations of various 

aspects of the minority enterprise program, prop::>ses consideration of three 

differ~t alternatives. Each of these alternatives would retard rather than 

advance the minority business effort. The rep::>rt makc3 the following recomrendations: 

1. That serious consideration be given to defunding CMBE organizations 
and that other ~s be developed for utilizing the funds recouped 
(nost of OMBE appropriations are expended on the organizations in the 
fonn of salari~s) so that p::>tential or existing minority businesses 
will benefit rrore directly from the available ft.mds. 

Response: The alternative of defunding all CMBE organizations and replacing them 

with another rrechanism of providing services is a premature judgement of the 

program. The Rep::>rt does not specify alternatives to the OMBE funded organizations, 

therefore it is impossible to analyze this alternative. 

'1he OMBE funded program has been in existence only three years. Although 

mistakes have been made in this as in nost new undertakings, the quality of 

funded organizations has continued to inq:>rove markedly over the last three years. 

In addition, programnatic inq:>roverrents now being inq:>lemented such as greatly 

increased use of competitive procurerrent, consolidation of several smaller funded or-

ga,1izations into nore o:::mprehensive "one stop centers" and contractor personnel 

realignrrents all pranise to strengthen further the funded delivery system. 

2. That since OMBE exists because of the fiat of a Presidential Executive 
• Order, attention be given to phasing out OMBE altogether or reducing 
its activities to a small p::>licy rody working in conjunction with top 
officials of other Governrrent agencies involved in the minority business 
enterprise program. It should be noted that when OMBE was created the 
minority business enterprise program \vas in its infancy, largely 
unkno.vn and untried, and did not have the supp::>rt of either the 
Federal or private sector. Since then, the program has gro.vn 
trerrendously, over $4.9 billion of Federal funds have been obligated 
since FY 1969 for minority business develoµnent, and over 26 Federal 
agencies are involved in one or rrore minority business programs. Also, 
the business canmunity is involved in its o.vn effort to supp::>rt this 
program. Thus, it can be seen that a "catalyst" agency, such as OMBE 
claims it is, IlBY not be needed now, if it ever was, to generate supp::>rt 
for the program. 

... 

I 



Resp:mse: This reronmendation would take aIBE back to Executive orcter 114S8 out 

without even private sector involverrent. This alternative would effectively 

eliminate the minority business enterprise program as an identifiable Federal 

effort. This "dismantling" of the program would have a chaotic inpact on the 

minority business carrnunity. 

The Investigative Staff justifies this alternative by stating that the 

Federal Government and the private sector are already sufficiently rrobilized to 

carry out minority ,enterprise programs independent of a a:x>rdinating agency or 

focal point. Much of. this progress has been attributable, either directly or 

indirectly, to the stimulus, advocacy and aggressive presence of aIBE. This is 

particularly true in the private sector resource programs, which have been 

developed and fostered alnost entirely through the 0MBE program. We believe that 

this past progress can be rraintained only through the continued presence of an 

organization such as OMBE. In fact, the elimination or da...mgrading of OMBE would 

be viewed in the corporate sector as a signal to deemphasize minority business 

assistance as an activity meriting significant corporate attention. 

3. That OMBE be renoved from Corrrrerce and transferred to SBA or re-established 
as an entirely ne.v agency with a specific mandate and a professional 
staff to assist potential and existing businessmen directly without 
resorting to the mechanism of funded organizations. The argurrents for 
transferring OMBE to SBA., political and other reasons aside, are that 
SBA has an ongoing organization. heavily involved in small business and 
minority business enterprises. It presently has rrore pennanent people 
than Q.\ffiE engaged in such programs and has offices located in many rrore 
areas throughout the country. Significantly, as previously mentioned , 

. the OMBE Director has stated that at least 75 percent of OMBE's present 
activities are dependent on SBA. 

Response: -'us alternative would prove un¼Drkable for a number of reasons: 

.. 
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-(1) The Federal minority enterprise progra'll v.ould lose its distinct identity. 

The-CMBE program ¼Duld be transferred to a non-cabinet level agency which 

serves a much wider cxmstituency than minority businesspersons. This loss of 

minority enterprise-program identity would be interpreted in the minority 

cxxmnmity and public and private sector as a de-enphasis of the minority enter-

prise program. 

(2) Management and Technical Assistance would be directed primarily to 

SBA clients. 

SBA has an inherent ronflict of interest in providing m.anaganent and 

,t-edmical a·.ssistance to minority businesspersons wm are SBA loan recipirnts. 

In an attanpt to protect its investments or loa.,s, SBA may rontinue to con-

centrate all M&TA services on its loan portfolio and 8(a) firms, thereby 

providing inadequate focus on tmse minority businesses who have secured 

financing without SBA participation, but who still require tnanaganent or 

technical a.ssistance. 

(3) SBA's nandate is to pramte S!ffill business. 

SBA serves only small business. OMBE serves minority businesses of all 

sizes. While rrost minority businesses are, in fact, presently classified as 

"sm:ul" businesses, minority enterprise as a wmle should not be limited to 

sna.11 business developirent. The rrove to SBA ¼Duld institutionalize prevailing 

negative attitudes by validating the assumption ' that minority enterprise is, and 

will cxmtinue to be, small in scope and ambition. 

The nove from the Department of Comnerce ¼Duld also result in a loss of 

access to corporate resources available from the built-in historical relation-

ship developed between the Comnerce Department and the oorporate sector. 
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(4) Conflicting constituencies within SBA could r esult in a loss of 

program resources. 

The expmsion of the minority program within SBA invites confli.ct and 

cx:xrpetition with non-minority businesses which will be forced to share the 

finite resources of SBA. 

In surrmary, the effect of implerrenting any one or a combination of the three 

alternatives mentimed in the rep:)rt would be to dissipate the minority ccmnunity-

ro.sed business expertise already develop:rl and to downgrade the importance of the 

mirority enterprise effort to corporate and governrrent decision makers. 

I 



C. 

... 

otIRILrn IJI.:5Cu=1.v~.Klr~CillSIONS-

I. a-1BE FUNDED OffiANIZATIONS 

-Rep::>rt Finding: The CMBE program is rot \'.Or king, and cannot work, because one 

of its fundamental concepts -- that of funding locally base::1, min:::>rity organi-

zations to assist minority clients -:- is mvalid. This finding presumably 

derives fran several specific major conclusions which are addresserl individually 

belo.v: 

A. CMBE' s organizations are technically incompetent, in that their staffs 

do rot generallf rossess the business background nee::1Erl to provide effective 

rosiness assistance. 

Within the time constraints permitte::1 for preparation of this reply, 

CM3E could not review the personnel files of all of its funde::1 organizations . 

Ho.vever, three regional offices were requeste::l to conduct such reviews in their 

respective regions of Washington, D.C.; Chicago; and San Francisco. Of a 

ran:lom sample of a total of 181 professional employees in OMBE orgilllizations 

in the three cities, 85% have college degrees and 25% have MBAs. Nearly half 

of the college graduates majore::1 in business administration, and there were a 

substantial number of higher degrees in such ancillary fields as engineering, 

law; and public administration. Perhaps of greater imrortance is the fact that 

these 181 professionals represent arrong them 1,655 years of active business 

experience. CMBE has every reason to believe that an across-the-board review 

will indicate comparable statistics. 

B. O.\ffiE' s organizations are concerne::l more with self-perpetuation than 

with service to clients. 

This conclusion by the Investigative Staff is not suprorte::1 or documente::l 

anywhere in the rep::irt. Whether this conclusion is true or false, aIBE's 

system of contract review is adequate to Kee:l .otit, unproductive rontracts. 

It may be arguerl that the time expende:3. by an organization in preparing 

its application for rene..;0:1. funding detracts to s::ID\e extent from program-~-
FO~ . <l'·. o< 

Q 'cP 
..J :Il\ 
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fonnance, and of rourse this is literally true. However, this activity is 

essential and applies to any romp:my, firm or organization, privately or 

p..iblicly funderl, which seeks a contractor grant. 

C. (1,IBE has "oversaturaterl" certain metror:olitan areas with funderl 

organizations. 

'.&10 I_X>ints are relevant here. First, the conclusion is extrenely 

misleading in that it implies a o:xuparable concentration of organizations in 

metroI_X>litan areas other than those identifierl. The cities in question 

(New York, Washington, IDs Angeles and Chicago) have large minority I_X>µila-

tions and are major business centers; they are the natural "hane base" of 

trade associations, majority private resource programs, and a::mtractor support 

activities. Obviously, CMBE will have rrore contractors in these program areas 

locaterl in such cities than elsewhere; it w::iuld violate cnrnron sense and 

round business practice if this were not the case. 
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Second, the tenn "saturation" implies that further activity cannot be absorbed. 

A1U-10ugh OMBE did at one point have 30 LBOOs in the four cities, the minority 

population reached by these organizations represents nearly a third of the total 

r.unority population in the U.S. The only "saturation" involved was the inability 

of sare of the organizations, because of heavy workload, to handle a larger 

client portfolio. 

o. OMBE's funded organizations occupy "lavish" quarters in "impressive" 

office buildings. 

OMBE is seeking to foster an environrrent whereby minority entrepreneurs 

can try to canpete in the open marketplace, within and outside the cities, in 

suburban ITB.lls and in such basic industries as rranufacturing, wholesaling and 

distribution as well as retail. This presupposes a BOO location that will engender 

such aspirations, not defeat them. If C>MBE' s organizations were placed in store-

fronts in the heart of the inner city, OMBE v.0uld be vulnerable to the charges that 

it is interested in perpetuating marginal ghetto or:erations. In any case, the so-

called "impressive" buildings referenced are all competitive in rents with other 

Washington facilities of rrcderate cost, 

E. OMBE plans a significant increase in its nurrber of funded organizations 

during FY 1976. 

OMBE does not plan a significant increase in the nurrber of organizations. 

0;-IBE 's FY 1976 budget submission requests funds for six new construction contractor 

assistance centers, and for seven city OMBEs. Hcwever, inasmuch as OMBE will be 

oonsolidating organizations in several regions during FY 1976, and inasmuch as 

these consolidations will eliminate rrore than 13 presently funded organizations, 
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there will be in fact a net reduction in FY 1976 of OMBE organizations. 

F. OMBE is being "forced" to expa-11d its coverage to include white ethnic 

groups. 

Through a joint grant with EDA ($441,000 of OMBE funds, and $89,000 

from EDA), O.\ffiE has indeed funded activities which can be said to benefit "white 

ethnics." The reason, havever, is based on sound business assessrrents and not 

p::>litical pressure -- and, in every case, the so-called "traditional" minority 

constituency will benefit as well. Briefly, the background is this: 
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In many urban centers, it is sin-ply not possible to develop or assist 

business in isolati01. When stores on either side of a locaticn are bearded 

up and blighted,_ there is little dlance 'of developing a successful venture 

in the mid::Ue. CM3E is therefore rroving, in a few cities around the country, 

toward revitalizing cxmnercial neighborhocxls, i.e., furnishing technical assistance 

pointed t:a.va.rd the re--establishrrent of a neighborhood strip as a viable cxmnercial 

area. TlE sites crosen are either in minority fOpulaticn areas, or 
' 

adjacent to these areas. In the latter case, O.\ffiE is dealing with 11whi te ethnics 11 

as well as the 11tra9-itional 11 minorities .... and this is absolutely essential if 

anything realistic is to be accanplished. 

It seems inconsistent that the Investigative report accuses CM3E of 

fostering racial polarizatirn in one instance and at the sarre time critic~_.es 

GIBE for attempting an innovative prcgram designed to bring minority and mite 

ethnic fOpulations tcgether under the OJTTITOn umbrella of business self-interest. 

As yet, it is too early to tell if this prcgram will succeed, and if so, to 

what extent. Hc,,,ever, in cities as diverse as Baltimore, Providence, East 

St. Louis and San Fernando, we have already witnessed an interracial h::mcgeneity 

of effort -- rointed tavard a mutual concern with business results -- that 

nay well tum out to be a major factor in rraintaining urban stability. 

G. GIBE has slxwn a II lack of emp-ir1.sis II in weeding out its i:oor : perforrrers. 

~e report concedes that CM3E denied refunding to, or tenninated, 45 

cmtracts in FY 1974, or 7.7% of . the total. It goes on to denigrate this as a 

".limited nurrber, 11 and cx::mcltrles that O.\ffiE should be more vigorous in weeding out 

poor perforrrers. rerort' s analysis is erroneous and cbscures the actual facts 

v-hich are: 

.... 



• · CMBE awarded 579 contracts between FY 1972 and December 31, 1974. 

Of these, 163 were awarded in FY 1974. 

* Crntracts awarded in FY 1974 cannot be expected to be tenninated or 

denied ·refunding- in FY·l974, inasmuch as sufficient operating data would not be 

available on the contracts in question. Thus, the 163 FY 1974 contracts 

should be deducted fro!Tl the total, and the correct universe of contracts is 416. 

*. '!he proper frame of reference is not the nurrber of contracts, but the 

number of organizations denied refunding. Between January 1, 1972 and 

December 31, 1974, C1'1BE funded 217 seµrrate organizations. Of th2se, using 

the Investigative Staff's figure of 45, 21% were denied refunding or tenninated. 

'!his is alrrost three times th2 r:ercentage given in the refX)rt. 

* These defundings and denials v.iere achieved only at the ex~diture of 

enonrous staff effort, and despite considerable pressure fran the organizations 

affected. '!he report notes, quite correctly, tlat one denial alone dre.v 107 

letters of protest, each of mich had to be staffed and answered. The IX>int is 

tlat this effort was made, the pressure was resisted, and the p::x:,r perforrrers 

were elirninated .... 21% of CMBE's total organizations. 
I 
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H. CMBE's funded organizations are so p::>tent p::>litically that the agency 

is unable to exercise p::>sitive control over its ovm rontractors. 

There is no roncrete evidence presented in the rep::>rt to supp::>rt this 

o::nclus;i.on. The facts are that OMBE has been able to deny or terminate ron-

tracts when rontract perfornance does not merit funding. There have been cases 

where rontractors have brought pressure to bear in an attempt to influence 

evaluations of their performance or to enhance their side of contract negoti-

ations. CMBE :Mas not succumbed to this pressure, as has been p::>inted out in 

section "G" atove. 

r. OMBE' s funding practices prorrote racial p::>larization and segregation; 

they result in a program which is "socioeconomic" rather than business-oriented. 

We consider it a very serious accusation that OMBE's funding practices 

prarote racial p::>larization and segregation and that they result in a progr_am 

which is "socioeconomic" rather than business-oriented. The Depar-m:ent's 

resp::>nse to this accusation is as follows: 

(1) Through its programs in the private and government investment 

ar03.s, OMBE has helped to open and create access to business opp::>rtunities, 

capital, markets, and highly specialized management and technical assistance. 

1-bwever, this access is of little use unless it can be effectively exploited 

!"y the minority entrepreneur ..• which is where the BOO comes in. 

(2) It is the BDO's job, anong many other tasks, to: 

Screen the aspiring entrepreneur, and closely examine his or 

her finances, credit rerord, personal history, prior experience, and management 

p::>tential. In many cases, the applicant for BOO services is advised not to go 

into business. 

-- Help preprre the initial business plan, often for a venture in 

the heart of the inner city, and (usually after an on-site visit) evaluate the 

venture's likelilxx:xl of success. Not infrequently, the client is advised to 

locate, or relocate, sometimes outside the city • 
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Help its clients to "sell" their loan packages to a financial 

institution. 

- Maintain rontinuing rontact with clients after they have receivoo 

their loans or capital injections, S'.) that the BOO will be aware if they are 

experiencing· business and/or financial difficulties, and thus be in a position 

to provide or arrange for appropriate assistance before it is too late. 

(3) These roles cannot be filloo effectively by the BOO unless it has 

the total and unstinting confidence of its clients. 

(4) It is implicit in this section of the report that the functions 

of a BOO -- including those describoo arove -- can be better accomplishoo by a 

majority rontra:ctor than by a minority organization. The report provides no 

substantiation that a non-minority rontractor is inherently more capable of 

providing business assistance. 

(5) The fact is that no vehicle was available in 1972 -- or today --

which was better suitoo to the denands imposoo by the arove requirffrlents than 

the corrmunity-based business developnent organization. During the 1960's 

when the first stirrings arose of a federal effort to stimulate minority entre-

preneurship, large non-minority consulting firms were called on to help do the 

job; the results were extrffi\ely poor. Lack of familiarity with the environment 

with which much of minority business must cope, together with a distrust or 

~plete shut-out which they often f':lced from minority entrepreneurs, sanetimes 

suspicious of their rrotives, all rontributed to this ineffectiveness of the 

majority ronsultants. 

(6) When Q.'113E, under its initial Exa.'"lltive Order mandate (11458) 

decidoo to test a delivery systffil in 1970 and 1971, it chose for its "affiliates" 

a number of ccmnunity-based, minority business developnent organizations funded 

then by SBA and EDA. (The Colorado Economic Developnent Association, cited so 

favorably in the report, was one of these, as were other organizations of equal 

merit.) The "affiliates" \'.Orked; their rerord was outstanding. They 

provided the aspiring entrepreneur with the confidence neoooo for frank and 

-. 
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open interchange, and with the requisite business expertise. (l,IBE's current 

BOO netv.Drk was built on the rrodel derived from these "affiliates". 

Of oourse, minority enterprise is rapidly becoming far rrore 

sophisticate:::! than _it was at the start of the '70s, as the changes row being 

structured into a.IDE's delivery systEm reflect. Persons woo have been in business 

for sane years no longer look first for ethnic understanding; they place a greater 

anphasis on expertise. This is why C11BE's neb..urk of funded organizations is 

being realigne::1 toward consolidation within geographic locations, specialization 

of business talents, multi-ethnic staffing, and heavy reliance on the best sub-

oontractor/rontractor to do a specific job, regardless of ethnic background. 

But such an approach is feasible no,, only because of the gains achieve:::! during 

the past fe.v years by the original delivery systm. 

(7) Virtually none of the above background appears in the Report, although 

it was discussed at length with the Investigative Staff. What does appear is an 

incident which implies that CMBE is a racist organiz~tion, an implication 

reinforce:::! by the general anphasis given by the report to O.\ffiE's use of 

ethnically-oriente::1 organizations. 

(8) Hopefully, the mix of elments in (l,IBE's proje:::ted netv-.Qrk of funde::1 

organizations will continue to include a substantial number of minority-run 

and largely minority-staffe::1 groups. OMBE is intensely proud of the progress 

achieve:::! by many of these groups, and believes that its ability to foster 

minority enterprise has been strengthene::1 inmeasurably by their growing 

professionalism. 

(9) Organizations which provide assistance primarily to one ethnic or racial 

group do make sense in some situations. This is particularly true for BOOs and 

CD\Cs which are the initial point of rontact ·and outreach for minority businessmen 

who are entering the CX1BE delivery systm; e.g., C11BE does not, h:lwever, fund all 
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f its organizations to serve a single ethnic or racial group. sane BOOs and CCACs are 

multi-racial in focus and staff. One-stop centers which will be developed in 

the latter p:i.rt of FY 75 arrl FY 76 will be multi-racial. M:Jst BRCs, private 

resource programs and all contracterl. supp::,rt programs serve all minorities. OMBE 

is a:mtinually evaluating its delivery system to determine what type of organi-

zation can best meet the specified need. 

II. a-IDE REDRGANI ZATION AND DECENTRALIZATION 

Rer:ort Findings:_ ·QvIBE made a major organizational change in October 1973 when 
. L 

it reorganized its headquarters and decentralized its operations with the establish-

ment and implementation of six new regional offices and 12 new field offices. 

The action was taken to provide improved services to minority businessmen through 

better utilization of the OMBE funded organizations under the rrore direct guidance 

and assistance of trained staffs (specialists) formed in the regional and field 

offices. 

Personnel assigned to the staffs were largely individuals previously v-.Drking 

in O.\ffiE Washington headquarters arrl employed for the most part as "generalists". 

These individuals, many witluut particular education or business experience, 

were placed in specialist pos_ition such as finance, business education, con-

. struction contracting, and Government and private procurement. In view of the 

lack of qualifications of these individuals, in many ways a mignatch, the regional 

and field offices were unable to provide the expectc:1 level of assistance to the 

CMBE funded organizations, the minority businesspersons, or others involved in 

the OMBE programs. These slx>rtroimngs have severely handicapped OMBE in achieving 

program objectives and have generated criticism from within and outside of OMBE. 

In spite of the decentralization, slightly over one-half of O.\filE' s permanent 

personnel have been assigned to the headquarters operation, or 134 pe::>ple compared 

to 123 pe::>ple in the regional arrl field offices. This ratio of about 1:1 is 

inronsistent with the shift of a major portion of the \..Orkload to the field. Also, 
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CMBE has a high ratio of secretarial/clerical personnel, of 257 pennanent 

personnel, 159 were classifierl as professional and 98 as secretarial/ 

clerical, fvbreover, CMBE' s average GS grade for full-time employees is 10.6 

a:xnparerl to a Civil Service Ccrrrnission romp.iterl average for executive agencies 

of 8.1. In addition, indications are that sane, if not all of the 12 field offices, 

rray be unnecessary because their function may be carrierl out rrore effectively 

from the regional offices , thus rrore fully utilizing the cap:lbilities of the 

field officers arrl their secretarial help. 

Resp:mse: C-:,rrmerce does not roncur that CMBE is "severely handicappe::1" because of a 

lack of "business" and/or "specialist" relaterl Erlucation and/or experience. In 

fact CMBE has a business know-hc:M exceerlerl by fe.-J other government agencies. The 

CT•IBE Assistant Director for National Programs was rorp:,rate secretary of one of. 

nation's largest financial printing firm. OMBE's Chief of capital Develoµnent 

once operaterl the nation's largest crerlit union and is a former bank president. 

The Chief of Business Develoµnent has serverl on the Harvard Business School 

faculty and as Director of Corp:,rate Planning of Avm Corp:,ration. The National 

M:lrketing Coordinator is an acrountant with many years experience in procure:nent 

in the General Services Administration, one of the largest governmental rrarkets 

for minorities. a1BE's Chief for Research arrl Develoµnent is a former sales 

executive and college faculty member who headerl the Department of Air Force's 

Cost RErluction Program. The Director of <l'1BE has over 20 years' experience in 

rorp:,rate marketing. 

The a1BE Regional Directors, all minority individuals, have considerable 

business or relaterl experience. The New York Regional Director is a graduate of 

the: Wharton Sclrol of Finance with l0 ·years of business experience; the San 

Francisro Regional Director was a buyer for a large retail chain; the Chicago 

Regional Director was a bank officer, later experiencerl in business loans at 

the F.cxmomic Develoµnent Administration; the Dallas Regional Director is a law 

school graduate with experience at the Small Business Administration in financj_al 

programs; and, the Washington Regional Director before entering Ferleral service -o~· re.,,..,.() () <> 
...J a,\ 
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heade:l a rosiness p:1ckaging organization and while there, created a guarantee 
I 

p:x,l in N£W York, the first of its kirrl in the oountry. The Atlanta Regional 

Director's experience is largely governmental and he has acoordingly made 

great strides in his region in developing active support from state and local 

governments in Southeastern states for minority business developnent. 

The business talent is not restricte:1 to CT-IBE' s executive staff. Thirty-

u..u percent of OMBE's professional staff have degrees in business or business-

relate:1 subjects. In addition, eight anployees, three on the LegaJ · Staff, 

and five program personnel have law degrees. Another ten professionals, without 

business or law degrees, have oonsiderable business experience. Combined, the 

foregoing provides the a-IBE staff with a healthy proportion of business-traine:1 

individuals. A number of professional p::,sitions do not, of course, require 

business specialists. These include infonnation gathering or dissanination, 

p.iblic affairs, Congressional relations, administrative services, personnel, 

and contract monitoring or processing. While it is true that Civil Service 

regulations undoubte:lly restrict the rrovement of personnel in a manner equivalent 

to that of a private business organization, this is a oonstraint under which 

any government agency in business-relate:1 areas must labor. 

The Investigative Staff rep::,rt dwells at some length on the deficiencies 

in background, e:lucation, and experience of 0.'1BE' s specialists in the regional 

and field offices. The nost glaring deficiency note:1 is that as a result of 

the December 1973 program decentralization, "generalists" were place:1 in 

"specialist" p::,sitions for which -they' were ill-suited and unqualifie:1. 

There is little doubt that the G1BE decentralization process create:1 some 

problans in placing existing OMBE personnel into the n£Wly created functions in 

the regional offices. However, the Department of Ccmnerce Personnel Office 

ccoperated with a-IBE during every step of the transition to as sure that the 
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decentralization proceedings were a:mducted in strict acrordance with 

Civil Service eomnission regulations. Job descriptions and r:osition 

classifications were developed- for each rosition within CT-IBE. 

Every staff person was offere:i a specific job with the appropriate r:osition 

within OMBE. . Every staff person was offere:i a specific job with the appro-, 
priate r:o~p.on description. There was, and is, no nee:i for any staff person 

to write his job description as was alleged by one regional anployee. 

Of a:mrse, a very strong att6Tlpt was made to cnmplete the program 

decentralizatioh with as few downgradings, tenninations, and other adverse 

effects on the staff as rossible. At the time of reorganization, personnel 

were assigne:i tor:os:itions based on their backgrounds, experience, and skills 

deaned transferable by the Personnel Office. In those cases where skills 

or the r:otential for training was not available, slots were left vacant and 

were filled competitively from outside the agency. This was the case in a 

large number of specialist functions, prrticularly in the areas of finance 

and ronstruction. In this way, 0.'-1BE ,ms able to acquire a number of specialists 

with a high degree of e:iucational and practical experience in these areas. 

We believe it is rrore appropriate to canpare the headquarters staff not 

only with the 0.'-1BE field staff but with the contracte:i organizations. There 

was a deliberate effort on OMBE' s part to avoid fostering a large Federal 

bureaucracy which wuld be inflexible to changing program and recipient nee:is . 

... 
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With respxt : to the average grade, two points should be ITB.de. First, in an 

organization of this type, which requires a highly professional staff and is 

deliberately kept small, average grades tend to be higher than in the government 

as a whole. Secondly, SBA's average grade is 9.10, with a total number of 

pcnranent positions of 4200, oomµrred to OMBE' s 245. 

III. PR(x:;MM RESULTS - FU!IDED ORGANIZATIONS 

Rcp:>rt Finding: The Investigative Staff found (1) that the perfonnance of OMBE 

funded organizations has fallen far short of planned goals in tenrs of ne.v 

businesses, buy outs, and expansion of existing businesses, and (2) that the 01-IBE 

Performance Managerrent System adopted in June 1972 to measure performance does not 

provide current, complete or meaningful infonnation on return-on-investrrent in 

terms of sales, profits, and jobs created by the minority businesses assisted 

through the OMI3E program. 1-breover, statistical infonnation sho..,ring OMBE 

accomplishments in other program areas is not co,~lete or accurate. 

Rcsp'.)11Se: Before we reply to the specific major allegations in this section of 

t11e report, we believe a brief discussion on the design and develoµrent of the 

Perfon1Bnce Managerrent System (PMS) is needed to establish the proper historical 

perspective and current, operational frame of reference. 

\fuen mm was designing the PMS during the spring of 1972, an intensive effort was 

nade to develop a data system that would provide precisely the kind of infonnation 

cited in t11e ab:Jve finding, plus other indi'cators we regarded as critical, such as 

tax revenues generated, reductions in transfer payrrents, business ratios (e.g., debt-

to-equity, net-to-gross, incare--to-liabilities), etc. G.\ffiE believed that with these 

elanents included in our data base, a· return-on-investment could be calculated with 

greater precision. More important, . OMBE ½Ould be able to accurately track the 

business success -- or degree of success, which is rrore realistic on a continuing 

... 
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unfortunately, it was a practical .imp::>ssiliility to rollect such data 

in any canprehensive and usable manner, for the following reasons: 

a. All small businesses are extrerrely reluctant to provide this kind of 

inforrration -- particularly when they know it will go to a federal agency. 

b. There is no way in which_ 0.MBE or its organizations can legally require 

recurring sutmission of such data. Unless CX-·1BE were to get it on some regular milestone 

basis (i.e., nonthly, quarterly, semi-annually, or even annually) the data, of rourse, 
l. . 

a ::>Uld not be usErl as either a perfonnance evaluation or imp:3.ct measure. 

c. The validity of unaudited small business financial reports is open to 

serious question. Thus, even if a client firm were to volunteer the required data, 

we were advised by rrany officials of leading financial institutions and of SBA that 

its reliability would be doubtful. CMBE actively explored the feasiliility of es-

tablishing· either a nation-wide system or a pilot state-wide system of recurring 

client audits, and roncluded that neither was possible because of the enornous 

cost involve:1 -- even if . with all of the necessary clfont cooperation. 

d. A review in the spring of 1972 found that other agencies (SBA, OEO, Ford 

Foundation) had wrestled with this identical problem, and had arrived at the sarre 

conclusions. 
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a-IDE ....as therefore rorrpelled, with extrem2 reluctance, to fall back on rrore 

readily quantifiable and obtainable data for its PMS measures, such as loans 

approved, rontracts awarded, M&TA provided., etc. It was rerognized at the time that 

these were essentially input rreasures, and would not give us the kind of impact/ 

output data we wanted. Hc,;-;ever, in view of the critical need for a perfonnance 

nunagenent system that could be implerrented within a short tirre span, and that 

would give a workable rreans of evaluating contractor perfonnance, the decision 

was 11\3.de to proceed with an input-oriented PMS. 

Considerable· staff effort has been devoted since then to developing a 

system which could feasibly rollect impact/output data, a system that would address 

and acrornn:.xlate the inherent difficulties noted above. O.MBE believes that an 

answer has been found, and the current (FY 1975) funding plan includes a pilot 

project designed to test this answer. 

The vehicle is a ne.-v business assistance organization that will be funded 

cy rreans of a cost-plus-incentive fee. The organization will tie its client services 

closely to financial counseling and professional accounti11g, two areas in which 

complete access to client fiscal status is essential. On a regular basis, the 

organization will collect the folle111ing data for each client: 

Net profit before taxes 

Gross sales 

Ratio of net to gross income 

Ratio of i11come to liabilities 

-- Ot11er business indicators (depending upon the type of venture) 

Each of these elements will be assigned a point schedule, and the contractor 

will be judged -- and his fee increased or decreased"'.'- on the aggregate business 

success of his clients, on the basis of a departrrental evaluation. To tJ1e best of 

CT-IDE' s kna.1ledge, this represents a totally new use 0£ t.11.e ince.ritive £ee rrechanism in 

federal contracting; until nCM, incentive provisions have been limited to 

· hurdware contracts. Three of the rrost prestigious national 
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procuranent area were solicitErl for help in preµ:iring the formal Request for 

Proposal. 

In addition to t}1is general comrentary, several Sp'.=cific allegations were 

made. These will be discussErl individually belav. 

A. (Y..filE officials were lt', r>bl-~ to adequately explu.i.:: the ·pc.,or pe,:-for:~ance 

~e:;ord for FY 1973 and FY 1974. 

The "poor perforra:mce" rrentionErl refers only to new business starts and buy-

outs, mo out of :m:my. other indicators in the (then) OMBE measurement system. For 

all of the other indicators, OMBE net or exceeded its goo.ls, in sorre cases by a 

wide margin. Nevertheless, the report flatly states, without qualification, "poor 

performance records." 

B. Inflated infomtion was used by OMBE in the FY 1975 hearings, as denonstrated 

by the conflict in data between the testirrDny presented then and the August 1974 

0:1BE Perforrm.nce Management Report . 
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Since the pr.inary purpose of shaving the FY 1973 performance data in the 

August, 1974 Performance Managerrent Report was to examine the regional distribution 

of FY 1973 perform:mce, a-IBE determined that a close approximation of the "reala 

FY 1973 perforrrance could be obtained by using only the canputerized data. The 

ID3Il-hours necessary to I!Bnually tabulate the data from the Quarterly Narrative 

Reports were not justified for this purpose. 

Consequently, sorre of the figures shewn in the August, 1974 report were 

greater than those earlier reported as "final" figures (because of the addition of 

late submissions by OMBE contractors) and some of the figures in the August, 1974 

report were lcuer than the "final" figures reported because they excluded the 

performmce reported in the Quarterly Narrative Reports, 

C. . As mentioned in the FY 19 7 4 OMBE Perforrrance Managerrent Report, the 

FY 1974 experience in providing M&TA does not support .... statements that progrannetic 

eI!lfhasis has been shifted away from creatins ncW enterprises .•.. 

The report itself states that the new policy (was) adopted in March 1974. 

The FY 1974 Perfo:rrnance Manager:ient Report (PMR) contains data as of June 30, 1974, 

and yet the contents of this PMR are advanced as proof that the redirection in 

policy had no effect. Given the lead time in impler:i.t,:,-n,ting any major policy shift, 

a tine problem greatly exacerbated in this case because of the nation-

wide network of private organizations, it was not reasonable to expect a policy 

change initiated in March to produce dramatic results in June. 

D. To the extent M&TA was provided ..•. the assistance rendered was predominately 

on the front-end, that is, pre-loan or pre-procurement. 

Without in any way denigrating the criticality of follaw-on management and 

technical assistance, the importance of what is terrred "front-end" assistance cannot 

be underest.inated. 



An effective job of loan packaging, or of pre-contract award assistance, 

serves as the very best kind of preventive business rredicine. There is a tendency 

to think of a loan package as simply an elaoorate title for a loan application. A 

review of a l-ypical loan package would reveal that, in addition to all of the 

requisite financial data and schedules, and in addition to the standard business 

plan, such elerrents as lists of potential suppliers, advice on obtaining and using 

Jines of credit, ad"'.ice on hcM much to allot for prorrotion (roth public relations and 

advertising), etc., are included. These elements are not of rraterial interest to the banks c 

lO SBl\, but they nay be of critical concern to the entrepreneur, particularly if he 

is new. To the extent that they prevent problems from arising later, they serve to 

li.mi t the need for subsequent follaw-on M&TA. 

E. The niajority of loans rrade to minority businessrren are SBA-guaranteed ..•. 

This is true but, at least in the case of Oi\ffiE clients, barely true. In 

the first half of FY 1975, 52% of Oi\ffiE clients received SBA direct or guaranteed 

loons, and this figure is likely to go belcw 50% when full FY 1975 data are 

available. The extent to which OMBE clients rely on government loa~ support has 

declined steadily since the outset of OMBE's program, and we are delighted with 

lhis trend. It reflects a gro.ving client sophistication and the increasing 

professionalism of the packaging effort. 

F. There is no doubt that the 7. 9 percent failure rate testifi.ed to by the 

Ol1!3E Director is completely unreliable. 

As Mr. Anrendaris testified in connection with the FY 1976 budget requests, 

sore shortcomings in the failure rate study have been acknowledged by OMBE. However, 

we continue to believe that the failure rate figure for a1BE assisted businesses was 

casonably accurate for the tilre period covered by the study . 

... 
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Obviously, the oombined irrq::acts of the energy crisis, follo.ved hard by 

rraterial shortages, double-digit inflation and then by a sweeping recession, have 

increased the percentage of failures. CMBE is currently working with the Census 

Bureau, which is preparing a corrprehensive and regular update of selected minority 

business data, and CMBE will srortly be in a position to ascertain -- on a rontinuing 

rosis -- accurate failure data. 

.... 
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IV. PE.TWORMA.J\lCE MANAGEMENT SYSTEM 

Rc)X)rt Finding: O.'\lBE rerords and its Perfonnance ManagS1a1t Systm indicate 

that funded organizatims have fallen far short of meeting planned goals 

established in FYs 1973 and 1974 as to the nurrber of new businesses, buy-outs, 

and expansions. Also, current, cxxnplete, and accurate information on this and 

other program areas is not available within CMBE. Further, it is unable under 

its present system' to provide realistic information on retw_-n-on-investment in 

terms of sales, profits, and jcbs created by the minority businesses assisted 

through the CMBE program. 

The number of minority businesses that are sucx:;essful or have failed, and the 

reasons for the sucx:;esses or failures is not known by CMBE. CM3E has attempted, 

unsuccessfully, through in-house studies and contracted effort to develop this 

information. As a result, GIBE is severely handicar:ped in proposing definitive 

plans and in implem:mting concrete actions to increase the effectiveness of its 

funded organizations. 

Response: 'Ihe above Rep:>rt ·Finding, together with the criticisns contained 

in Chapter VI indicate that the Investigative Staff did not understand the 

purpose of CT1BE' s Perfo:r:mance Managment Syste:n (PMS) . Two general cmments 

seem in order: 

The IMS was designed to track only tlose services provided directly to 

individual business clients by our funded organizations; it was neither structured 

nor intended to relate actual results to the total activities of GIBE. For example, 

because · GIBE cannot require corp:>rate firms participating voluntarily in the TTlinority 

purchasing program to report their procurements on a rronthly basis, PMS does not 

reflect this critical area of the <1-IBE effort. Also, PMS only picks up those 
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government contract av.ards mare as a result of Minority Business Opportunity 

ca:mittee (MBCX::) activity, or because of actions taken by CMBE regional or head-

quarters staffs. 

The report appears to confuse CM3E's operational Managanent-by-Objective 

System (MBO) with the PMS. The fonner provides for (a) an annual statement of 

program cbjectives, as approved by the Secretary of Ccrrrrerce, (b) plans to 

achieve these cbjectives, and (c) r:ericxlic revie.vs of progress tav.rard the cbjec-

tives. Parts of Chapter VI of the report seem to be directed more at CMBE's MBO 

system than at our PMS. 

S:p2cifically: 

a. It is erroneous to conclude that the reas::ms for success or failure of 

minority finns is within the scq:>e of the PMS. 

(1) 'lhe PMS is built upon data submitted by funded organizations. 

It is not appropriate to oollect value judgment data from 

contractors, because of the cbvious danger thatinconsistent judgements, different 

values and bias may be introduced into the system. 

(2) OMBE is now working closely with the Census Bureau (and have 

already concluded an intradepartmental agreerrent with that agency) to develop 

a survey vehicle that will provide canprehensive recurring infonnation on the 

progress of minority business enterprises -- both those assisted by Q\IBE and 

th:>se which have not received CMBE assistance. Ha-1ever, while the Census Bureau 

surveys will give rrore current and ccmplete data than any available before, 

they will not ad:lress the reasons for success or failure. 'Ihis information can 

only be develor:ed through separate analysis. 

b. 'Ihe report frequently refers to ''business success" as though this 

were a readily identifiable phenc:menon. wish it were. 'Ihe fact is that 

no federal agency , including SBA, has yet been able to measure "success" on 

a gross basis, nor has any private business data finn. Indeed, ncbody, to our 
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kneMledge, has yet ceveloped a satisfactory definition of "business succesil". 

'lhe carmittee may be interested in aIBE's working definition, developed after 

studying a wide range of alternatives: A business is crnsidered a success if it 

is operating, regardless of whether or not it is profitable. 'Ihis is a pragmatic 

definition in that it reCo,Jllizes the impassibility (short of a staggering invest-

r.ent for audited statements) of rreasuring degrees of success, and in that it 

01\.ohasizes th2 :importance of survival. 

.. 

I 



c. \\le concur that OMBE headquarters does not review a goals vs. acccmplish-

rrcnt table for each funded organization on a continuing (nonthly) basis. O.\ffiE . does 

not believe that this is the proper functton of its headquarters staff. This is 

the job of project officers in the regional offices, who do perform such a review. 

llcwever, 0:1BE headquarters does make a goals vs. acccxnplishnent canparison when 

it reviews the recairuendations of the regional offices for refunding any organiza-

tion. Also, headquarters reviews, on a periodic basis, the status of its regions, 

as reflected by thei'.r pe.rfo:r:mance vis-a-vis regional goals. These data are a 

ccrnp::,site of funded organizations goals/accomplishments infonration for each 

region, and is made available to regional personnel. Semi-annually, OMBE 

headquarters issues a table which contains, by region, selected perfo:r:mance 

indicators for each organization, by type. 

It is regrettable that the Investigative Staff did not ask a-IDE headquarters for 

these tables before_ requesting the data from four regional offices. The compari-

sons are readily available at headquarters, and are easily compiled, since all 

of the appropriate input data forms are maintained in Washington; the regional 

offices are not staffed or equipped to produce these kind,s of sunmary tables. 

Parenthetically, it is not clear why the report states, on page 69, that data was 

unavailable from the San Francisco Regional Office and subsequently uses data from 

that office on pages 69 and 70. 

d. \\!ith respect to time phased plans (TPP) , the TPPs of indivj_dual organiza-

tions form the basis for developing regional and national OMBE goals. Tine Phased 

Pluns of individual organizations ar.e surrmarized at the regional level to establish 

regional performance goals. Complete tirre phased plan goals were not established 

for each organization ope.rating during FY 74 because of the fact that the (TPP) 

rcquireID211t was not implerrented as Agency policy until the first quarter FY 74. 
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"i~ ,ere fore, organizations funded prior to this tirre would not have had separate 

r,:s gools established for them. It is .important to note, however, that OMJ3E 

r,_'<_Jional staffs are required, as part of justifications for refunding actions, 

t.O use 'I'PP vs. actual accomplishrrents as one factor in IlBking refunding decisions. 

e. The Investigative Staff seems to have concluded that the criteria to be 

t:'.",cd in judging the quality of OMBE organizations is the number of new starts and 

u'..l'/Outs an organization establishes . In fact, CTvlBE considers other rreasures of 

r,crformance to be of greater :irrµ)rtance in judging organizational performance. 

On p::ige 69, paragraph 4, the Investigative Staff discusses the failures in 

, o::o~)lishing the FY 1974 goals by funded organizations in the San Francisco Region. 

lla.·.\'.!Vcr , based upon new business starts and buyouts, the table below provides a 

su-:m::u:y of all planned and actual accomplishments for San Francisco during FY 74. 

hlthough it is true that the number of new starts and buyouts is shCMn to be 

considerably relc,;,; those planned, other indicators are impressively above plan. 

SAN FRANCISCO 
REGIO.'\JZ\L OFFICE 

PHS Indicator FY 74 Plan FY 74 Actual (%) 

1. Total Clients assisted 2,825 3,591 127 

2. Clients assisted with M&TA 2,425 2,055 84 

3. No. Loans Approved 640 640 100 

4. $ Loans Approved (Millions) $28.5 $30.3 106 

5. No. Procurerrents 250 793 317 

6. $ Procurerrents (Millions) $32.0 $48.2 150 

7. New Business Starts and Buyouts 260 51 19 

Total PMS $ (Millions) $60.5 $78.5 129% 

R!Sed upon tl:le reality of the FY 1974 San Francisco Regional Office perforrrance, 

0.'IBE is not drawn to the sa1re conclusions as the Investigative Staff that OMJ3E funded 

·rt_FO~o 0 ,(; 
-' CP .;( :O• 

a: ·1/' \~ jJ 
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organizations are "rorrpletely incapable" of meeting OMBE established goals for new 

business starts and buyouts. The goals are mutually agreed ur:on by the funded 

organizations and Oi.'1BE som2 tiID2 before tbe actual performance period, when the 

business environrrent is speculative, at best. As the rerord shows, other goals 

were set, attained and, in sane cases, dramatically exceeded. It is not 

conclusive of lack of capability that sorre goals were not met, without ex.amination 

of the underlying reasons for such shortfall. Since the Investigative Staff bad 

access to the sam2 FY 1974 figures shown above, a nore balancErl re- · 

presentation would be evident in their rer:ort if they had not emphasized only that 

i:ortion of the total plan which was not attained. Allied to this is that 

failure to attain part of the total plan is not a total failure of the 

funded organizations. 
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£. Regarding page 71, p:rragraph 1, it is believed that the Investigative Staff's 

statements are nCM essentially irrelevant and their recxm:nendation moot. 

The basis for this belief in our preceding discussion on the Perfonmnce 

M:inaganent Systen which concluded that its puq:ose is to measure the funded 

organizations' output of direct services to minority businesses vis-a-vis the 

provision of praJram effectiveness data, e.g., failure rate data. O\ffiE had, 

as the investigators were advised, begun work on all of their recarmendations 

prior to their arr'ival at O'-lBE in an effort to improve the collection and 

distribution of contractor output perfoIIlBnce for Q'\ffiE managenG1t puq:oses. 

In fact, the memorandum quoted fran on page 72 of this report was the fornal 

initiation of tJ1e project which is :implementing these recnnmendations. We are 

pleased that the investigators concur with these plans and progr@:lS. 

g. We do not agree with the stateuo--11t on page 71, last paragraph, that 

"A 0:1BE headquarters official. .. adnitted that this LClient Data Rep::>rt (CDR2.J 

system did not work ... " (anphasis added). As with any· new data collection 

and precessing system OMBE was well aware that startup 

prcblems would occurs-. The total system would evolve through 

a series of iterative changes all of which were designed to alleviate the 

prcbl011s encountered while at the same time satisfying the systeTI 's overall 

cbjectives. In fact, 0:1BE continues to ITBke evolutionary system changes as 

the investigators have shcxm by quoting fran both the Director's memorandum 

of May 17, 1974, and the OMBE "Prop::>sed CDR Systen" dated May 16, 1974. 

Steady progress has been ma.de in ma.king the reporting system more efficient 

and even more responsive to user requirements. 

0:113E has developed a new reporting rollection system, the Business Assistance 

Report (BAR) which evolved directly· fran experience with the CDR collection 

systEIU. 'l'he BAR which is similar to the CDR in many respects, was develop:::rl 

through close liaison with headquarters personnel and, most importantly, 0.\filE 

funded organizations' personnel. 
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The BAR collection system has been endorsed by all of the above groups as 

being easier to use than the CDR and as being a more efficient collection 

instrurrent than the CDR. The system flow is such that problems which had 

arisen relating to report timeliness· are minimiz.ed. 

h. The investigators have stated throughout this report that a.IBE 

has not been able to ireasure its successes, obtain "hard" performance data 

or provide an accurate failure rate. Earlier in this report 

the plans to obtain more accurate information on the failure rate was discussed. With 

respect to rreasuring the effectiveness of the program, preliminary results 

on the BOO and CCAC programs have been provided to the Carmittee. Fran 

the ABT Associates Study, it can be concluded that the BOO and CCAC prograrrs are 

effective. In addition, the O.\ffiE PMS system has been providing hard data 

required to rrake valid, reliable canparisons of funded organizations. Such 

data includes loan packages approved , procurement contracts obtained,and clients 

providE.d M&TA~ ILogarding failure rates, after extensive discussions with 

Dun & Bcadstreet and a number of major firms and an exhaustive search of the 

literature, <1-IBE has been able to surface little data on failure rates of 

either minority or majority firms. The only reliable data available at all, 

to our knowledge, that provides any indication of the number of firms going 

out of business is Dun & Bradstreet's The Business Failure Record . Data from 

the 1974 issue of this publication are discussed on pages 65-67 of the Staff 

Investigative Report . The Dun & Bradstreet publication provides data on the 

total number of bankruptcies occurring on an annual basis by geographic areas, 

liability size, business age; reasons for failure and SIC area. Additionally, 

the report provides indication of the number of bankruptcies per each 10,000 

firms listed with Dun & Bradstreet. Although the Dun & Bradstreet data is 

useful for providing sane data concerning the characteristics of bankrupt 

firms, it in no way provides true failure rate data for all businesses. For 

example , the 1974 report sh~1s that 57 percent of firms that failed in 1973 

v.~re less than five years old. 'Ihis does not mean that 57 percent of all 

firms under five years old. failed , but rather that of the firms going bankrupt (_Fo 
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in 1973, 57 1?3rcent W2re less than five years old. 'Ib develop true failure 

rnte data , two elements, i.e. ·the number of failures and the total number of 

fi.l111S , are available. 

i. The investigators observed that, because of nurrerous statistical 

discrepancies in CDR "printouts" and proolsns with tmely receipt in the 

regions and by contractors, the CDR system is inadequate to serve as a nan-

pc,.,rer tool so that a valid and ao:::urate judgement can be made relative to 

a'1 organization 's perfonnance. It must be lIDdersto::x:l that the printouts 

\•,ere sent to contractors, not as a management tool, sjnce they had furnished 

tre original da:ta, but rather to permit_ them to correct any transaction 

errors they found on the "Client List" which was sent out with the printout 

Moreover, Q\ffiE is fully aware of all probl611S associated with CDRs and has 

taken and is continuing to take aggressive oorrective actions. Finally, it is 

agreed that the most effective way to qualitatively evaluate a client's 

progress or failure is on a one-on-rne basis; but we also concur with t11e 

Investigative Staff that tlus course of action v.ould be prohibitively 

expensive. Therefore, in absence of the required 1?3rsonnel and money to 

acca,plish this, the tYP3s of rerredial actions described in this report 

constitute reasonable and prudent and productive alternatives. 

V. Q\ffiE Procurement Practices 

Report Finding: 'Toere has been a general disagreement between CMBE and the 

Cepart:rrent of Colm.9rce , Procurement over the absence of ccrnpetition and the 

procuranent rreth:)ds follo.ved by GIBE in selecting the organizations to be 

awarded contracts. Q\ffiE has utilized regional and field office ~sonnel 1 

COTiparatively inexperienced and lIDtrained in procurement matters to review 

finally processed with the result that GIBE's FY 1975 budget request was 

reduced about $2.5 million by Senate and House acticn. Sane organizations 

have been p-:malized severely because of the delays, requiring them to borrcw 
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funds for short periods at high interest rates; moreover, scme employees 

left the organizations because of payroll difficulties and lack of confidence 

in their future. CM3E and the Departrrent of Ccnmerce, Procurement are new 

\<KJrking closely together in an attempt to set up a more cc:mpatilile procurement 

system and thus overcx:rre rrany of the present prcblerns which have led to 

substantial criticisms by officials of the organizations and the Dep:1rtrrent of 

Crnmerce, Procurement. 

The chapt_er is critical of a.IBE procurerrent practices. It states that 

rules have not been follo.ved, that procedures have not been docurrented and 

that experienced staff has not teen prcperly selected or trained. 'Ihe results 

of this condition are illustrated by examples of a-1BE taking too long to 

process contracts, delaying contract a-vards and writing contracts that are not 

vkll-adni.nistered, and of using sole source procurements. The accumulated 

imp:1ct of the poor procurerrent practices and the resulting deficiencies led 

to general disagreement between Dep:1rbrent of Carrrre.rce Procurement and GIBE. 

'Ihe chapter concludes with an cbservation that a strengthened Dep:1rbnent of 

Cmrrerce Procuremo...nt, in contrast to its formally passive role, is welcane:l 

by GIBE and will enhance expectations for major :improvarents in CMBE procuranent 

practices. 

Response: The Deparbnent's views 0."1 this matter are substantially different 

fran those rendered in the chapter. In 1972, when the Dep:lrbnent successfully 

cbtai.nErl apprq:>riation authority to provide financial assistance to public and 

private finns for the rncbilization of business resources and for the conduct 

of technical and rranagement assistance programs, it did so recognizing certain 

salient exp2etations. 

Tre exp2etations derived fran the fact that the new authority was des(igned -F0-9, 

to give to the ct-lBE program discretion in areas previously handled by the '--

&tall Business and Econanic Developnent Administrations. Further, the 

cmtractors and grantees of these bvo agencies were knCMn and scheduled to 

be:cam ct-IBE projects and to receive financial assistance fran GIBE. Last, the 

substantial increase in appropriated funds for the CT-IDE programs rreant that 

many new groups, generally fitting the mojel of the SBA and Elli\ projects, were 

to be mcbilizcd by O.\filE staff and funded. Th::!se exi:;ectations were that most 
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0 f the firms receiving fj.nancial assistance ~e going to be nm-profit 

firms, that the CM3E financial assistance program would provide aJmost all 

of the incme revenue for the firms, that all of the firms selected to 

receive financial ~ssistance would have verifiable records of direct or 

indirect experience in minority enterprise develcpnent and assistance. The 

Deparbnent also decided that the provision of financial assistance, fran the 

appropriation authority, ,-..Duld be done principally with cc:ntracts rather than 

grants. '.Ihis significant decision meant extensive formal procurements with 

sp2cialized non-profit firms, a unique arrangement given past practices of 

using grants in similar situations. 'Ihese Departrrental policy decisions 

,~re implemented by the Assistant Secretary for Administration and the 

Procurement staff reponsible to him; and by the Director, Office of Minority 

Business Enterprise, and the program and administrative staff res]X)nsible to 

him. The implementation was personally monitored by the Assistant Secretary 

and the entire situation was under the constant review of the Departmental 

General Counsel. 

_..,.. 
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'j~,e structure established by these polici es and assignrrents was within the limits 

0 ~ general Dep:ntinental regulations and authority . The structure required that 

pn::cur~nt policy, regulations , procedures and guidelines were under the control 

an::! sup2rvision of the DepartrrEnt ' s ProcureIT'l2I1t staff , a unit reporting to the 

;~..sistant Secretary. The structure further required that program policy , 

r c<j".ilations , procedures and guidelines were under the control and supervision of 

et'.!B , a unit reporting to the Secretary . 

In sun, 0~1BE has no ''procureIT12nt practices' in the legal or operating sense . 

Pro:::urcrrent issues and problems are the Assistant Secretary ' s responsibility. 

Program issues and problems are the Director ' s . Whe., the b--.D areas interact, 

joint resolution of issues and problems is required, eitJ1er on a case-by-case 

b..1Sis or in a task-force like environrrent . 

Hone of tJ1is is meant to minimize the issues and concerns of the situation , or 

tJ1c real problerrs that we face in this area . It is only meant to shO\v that the 

conclusions and therre of the Chapter do not accurately reflect OMBE ' s proper role 

in tJ1e procureffi2Jlt process . 

In addition to tJ1ese general corments , sorre specific a l legations should be 

addressed . 

a . 0."iBE does not follav nonral procurerrent procedures to the letter but . .. 

bcnd(s) the rules . . .. As a result, fonral contract procedures and directives were 

not prepared or follcwed by Q\ffiE during the original contracting and to a large 

extent tJ1e sarne cxmditions have prevailed to . tJ1e present tirre . 

Hormal procurement procedures are outlined and codified in 41 CFR l ; 41 

CFR 13; Departmental Administrative Order 208-0 and its Handl:x:x)k for Supply 

Ma.nageIT12nt; the Handbook for Field Contract Administration (OMBE); and , a formal 

series of procurement instructions used by tJ1e Procurerrent Division. 
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'i1icsc five dOCUl!i2nts establish the procurem2nt system of the Departn-ent. Procurenent 

a::;tivities for the Office of Minority Business are conducted in accord with this 

systc,71. 

Ci•~fil ' s project development and processing activities are systemized and defined 

in ano'.:.her group of docUIT'e!lts. These docurrents described in detail the policy 

a,d procedural matters that are shared with the Procurerrent staff in the joint 

effort to purchase responsible and effective services for O.MBE. OMBE Order 215-1 

describes the project planning and scheduling system that has been in existence 

in earlier fonns, since February 1972. OMBE Order 216-1 and its Manual describe 

in extensive detail the procedures and guidelines for 0MBE staff to conduct their 

octivities in program and project develoµrent and ITDnitoring. This is but the 

latest version of a Manual originally issued in May 1972, under the overall 

su~rvision of the Assistant Secretary and the Director of CMBE . OMBE Order 102-:-1 

describes the current structure of delegations of authority within OMBE. 

A systematic review of these documsnts will reveal that the Department responsibly 

and prudently observed all legally required procurerrent procedures since the 

inception of the OMBE program. Further it will reveal that OMBE program and 

project practices were well documented, and both formulated and implemented in 

aCl.."'Ord with appropriate Procurerrent procedures. 

b. There has been a general disagreerrent between the Department of Cornrrerce, 

Procurc'lent and OMBE over. .. procurerrent ... practices followed by OMBE . 

The Departnent, of which Procurerrent and OMBE are lx>th units, regularly 

rcvie,,15 the effectiveness , usefulness and ac;ceptance of its central administrative 

sc.rv:i.ces. We kna,.., of no general disagreement, although there are areas of mutual 

ca.cern that are continually subjected to study, evaluation, and resolution as 

m:i.tcrial problems are identified. 

c. Because of the resultant carry-over of fUJ1ds .•. OMBE's budget request for 

FY 75 was reduced. 
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\,1iile it is true, as the report states, that CMl3E ' s FY 1975 budget re---']Uest 

w.J.S reduced by $2 . 5 million because of the carryover of FY 1974 funds , the reasons 

for the carryover are not accurately stated. The carryover r esul ted £ran a 

o::r.b.ination of OMBE ' s iriabilit y to submit requests for procurerrent action within 

lhe pre-established deadlines (because of the overwhelming nurrber of contracts 

c..,pirjn g , and requiring renewal , at the end of the fiscal year), an overburdened 

workload in the Procureic'ent Division , and a planned, specific decision to carryover 

a certa in arrount of funds , the ar---11diture of whid1 OMBE did not judge to be 

warr ant ed in FY 1974 ,_ but whi ch would be required in FY 1975. Although the precise 

r easons for the Congre ssional decision t o c ut the appropri ations request are not 

J::no.m , the anount · of funds carried over because of 
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OM3E's inability to carplete procuranent requests within the deadlines was a 

relatively small percentage of the total carryover. 'Ihis leads to the 

probable ronclusion that the bu:lget r~u:;tion cannot be attributed to OM3E 's 

administrative shortcanings in FY 1974 •. 

d. QllBE had not fii1alized their contracts . 

OJvBE is not authorized to finalize contracts. Procurement authority 

arrl responsibility is delegated by Departrrental Administrative Order 208-2 to 

the Office of Administrative Services and Procurement. The process leading 

to fi11alizing roi:itracts does, however, involve a number of administrative 

actions by such offices as Audits, Legal, OM3E arrl Procurement. 

e. . .. a D::?partrrent of Ccmnerce 1974 Task Force study reJX)rted that 

difficulties in OM3E program planning contributed to rushed, incanplete contract-

ing activity in the last few nonths of the fiscal year. 

The stlrly conclusion applied to all Departmental units, not solely 

to OM3E. 

f. . .. nost of the field officer's time was spent on administrative matters ... 

relating to contracts ... each contract rene-val requires that regional office 

work romrence 6 nonths in advance of the renewal date ... The project officer has 

little t:iJre for progranmatic in\Qlv~nent. 

On page 75, the report states that "field officers were given prilre 

responsibility for admfriistering contracts 11
• • That staterrent is inaccurate. 

-1=0-
Field .officers are not authorized to administer rontracts. Field officers O ~- '9l 
rather than administering contracts, nonitor the technical performance o ~ $ 

I 
contractors. M:Jnitoring necessarily requires a large amount of paperwork .;., 

't--.1 
in order to analyze and docurrent contractor ~rfo:rrrance. Procurerrent systems. _.,.,,, 

that are effective, pru:lent and observe proper safeguards require a long l ead 

t:iJre b2fore award or renewal. When a field officer noni tors a contract that 

is to be considered for renEwal, he or she begins to shape part of the noni toring 

and sane of the paperwork to create a file with which to make a responsible 

renewal reconncndation. 'l'he actual work associated with developing the 
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progranrnatic basis, which is used. by OMBE and Procurerrent in contract renewal 

considerations, is an integral part of effective contract rronitoring. 

g ..•• minimal training was afforded. field officers and to other regional 

p:::rsonnel designated to administer contracts. 

Again, OMBE is not authorized to administer contracts. The state-

1rent in paragrap.1 1, Page 78, that the Director's remarks on training is 

inconsistent with this staterrent is therefore _incorrect , since the Director was 

speaking about training for authorized activities. Extensive fonral training 

in project deve1oprrcnt arrl nanagerrent was provided to field officers in Septerrber 

1973, March 1974, and M:ly 1974. en-site regional office briefings were given 

in Noverrber, 1973 through January, 1974; in August 1974 through Noverrber 1974; 

arrl in D::?cerrber 1974 through February 1975. On-site assistance to in::lividual 

field officers and regular headquarters review and corment on field officer work 

is an ongoing feature of our managerrent system, initiated in Octc:ber, 1973. 

These training sessions have been extensive and very productive. 

h. Because of the lack of e}..T,Jerience of OMBE procurerrent people , the 

delays encountered. in finalizing nEW contracts and renewals and the contract 

exceptions raised by the Departrrent of Carrrrerce internal auditors , the D::?parbffint, 

in cooperation with OMBE, established in mid-1974 a procurerrent responsibility 

in each regional office area with the addition of an Administrative Contracting 

Offi~r arrl a secretary. 

This staterrent irrplies that OMBE has procurerrent authority and its 

failure in the procurerrent field led to ·the assignrrent of the Administrative 

Contracting Officer. Both the staterrent and implication therein are erroneous. 

Prior to mid-1974, contract administration was assigned to the D::?partrrental 

Procurerrent staff in Washington. The regionalization of this function was 

designed. to assure that contract administration , a procurerrent function under 

the supervision and direction of the D::?partnental Office of Administrative 

Services and Procureirent, and contract nnnitoring , an OM3E function, were 

well coordinated at the regional office level. 
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i. The basic procedures for contract rene.va1s are ... extensive ... cause 

dclays ... and encourage over-control at OMBE headquarters ' level. 

This surrmary of procedures listed on page 79 is incorrect. In i tem (2) 

a requisition is forwarded to Procurerrent, rather than a "contract package to 

Q\i.IB headquarters. " Procurerrent issues a Request for Proposals, obtains the 

coITTTCnts of OMBE (including the OM!3E Director) on the proposals, obtains other 

counsel and advice , and then negotiates a contract with a sel ected contractor. 

In Item (4), there i s a confusing observation that Procurenent nonitors contracts 

~cause of OM!3E ' s· lack of p:r:ocurenent expertise . Again , OMBE is not authorized 

to conduct procurem~nt operations and Procurenent d02s not nonitor the technical 

aspects of contractors ' efforts. 

j. The Investigative Staff feels , however , that JTB.jor improvenents in , 

procurerrent cilll be expected only when overall procurerrent responsibility is 

o:::?ntralized in Conrrerce Procurenent ; contracts are competed to the 1n:1...\QJTIU!Tl extent 

p::)Ssible ; and , OM3E regional personnel assigned contract administration resp:msi-

bilities receive proper training and are provided the opportunity to obtain 

adequate field experience in contract JTB.tters . 

This staterrent apparently did not consider the fact that overall 

procurenent responsibility in the I::epartnent has been centrali zed since 1969, 

prior to the creation of the rn-BE funded program. With regard to greater use 

of comr:--eti lion, the Report of 'Ihe Task Force on Financial Safeguards in I::eparbrent 

Programs and Activities , agreed that OMBE must control pre-identification 

of contractors, but should explore ways of introducing competitive selection of 

contractors into its program. While the I::epartnl211t continues to operate an 

adequately supported sole-source procurerrent program for OM3E , in accord with 

this Secretarial-level policy, OMBE and Procureirent have recently identified 

program areas susceptible to CO!llp2titive selection of contractors . '!his i s 

an on-go.ing program arrl competitively awarded contracts will contintE to 

be nBde where feasible and practicable. 
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VI. MJ\..~JI.CEMENT A'l'D TEOINICAL ASSISTANCE 

Rerx::>rt Finding: Managenent and Technical Assistance (M&TA) is considered by - . 
0.'BE to be a key factor in the ul t.imate success of a minority business . This 

assistance is required to be provided to minority businesses by the funded 

organizations under the temis of their contracts with OMBE . Although OMBE 

has announced annual goals for the an-ount of assistanc-e to be provided collectively 

and established individual goals for each organization , the actual assistance 

provided has been much less than anticipated and is predominately oriented 

to tJ1e initial period of contact with the rninori ty businesses, with little 

follo.v-on assistance after a finn begins operations. OMBE has contributed to 

the lack of assistance in the follow-on stage because of strong emphasis in 

ot11er higher priority program areas. Moreover , employees of the funded organizations 

are considered to lack a depth of expertise in M&TA to provide this kind of 

assistance even if staffing and tirne were available . 

Q\ffiE has not taken effective measures to utilize the capabilities available 

within its o.vn organizations in t11e area of M&TA. One of its flmded organizations, 

well kno.vn to OMBE, has pioneered a very successful approad1 to providing continuous 

M&TA to selected minority businesses . The approach follc::wed is to provide full-

tirre llB!1agement assistanc-e, including access to minority financial infonnation 

for analysis and evaluation of the progress of the business , so tJ,at timely 

assistance can be rendered when needed. This organization is so successful that 

over 80 of its assisted businesses are individually grossing over $1 million 

annually; yet, despite the successful practices dennnstrated by this finn , OMBE 

has not :i.nplerrented a,,y similar type program in any of its other funded organizations 

even though the Deparbrent of Conn~rce .M..'ll1agement Task Force in 1973 

suggested t11at this program be used as a nodel for establishing similar projects 

in oUier areas. 
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This finding presumably derives from the specific major conclusions: 

a. OMI3E has played the "nu:nbers garre," that is, many minority businesses 

have been started (perhaps as fast as they go out of business) with apparent 

lack of concen1 in regard to the initial selection of quality-type clients that 

fX)Ssess the potential of succeeding in the canpetitive world. 

b. CX'IBE has,, ready at hand, the exa:rrple of an outstandi.ng BOO (Colorado 

Econanic J:Bvelopm::mt Association, CEDA), which it has failed to replicate. 

c. In contrast. ... clients said that OYiBE personnel seldom, if ever, called 

on them. 

Response: Ive do not concur with the Report Finding or U1e specific staterrents. 

Our sub-responses are listed in the sane order as the above allegations 

a. Tne "numbers game" stateirei1t is one that is so frequently leveled 

at OMBE (and otl1er Federal agencies) it demands close analysis. 

-- OMBE has played "the mmbers garre~ As noted in earlier connents, 

o: iBE was compelled for the lack of any other system then available , anywhere, to 

rrcasure the perfo.rmance of its funded organizations on tl1e basis of certain 

indicators whid1 could be readily quantified. 1 

... (perhaps as fast as they go out of business) This staterrent is untrue, 

wi tJ1 no basis in fact. The report does not provide any data to substantiate this 

assertion. 

- 1'.pparent lack of concern in regard to the initial selection of quality-

type clients As noted earlier , the Bros and CC.l\Cs advise many clients, upon 

ccnpletion of tl1eir initial screening , that they should not go into business. 

:!'ndc-ed , sane Bros run as high as a 7-1 ratio on clients screened vis-a-vis clients 

whose projects are actually handled. Often, I300 personnel advise tl1at they would 



liJ<e to be even rrore restrictive, to work only with those clients involved with 

ventures of scale. The mos, ho.vever, are supr:orted by taxpayers' rroney, and 

ilS mud1 as they might like to restrict their limited resources to clients with 

a high success potential, such a course would violate the program's obligation 

lD the Congress and to the minority constituency. 

b. We share the Investigative Staff's enthusiasm for CEDA, which is a 

superb organization. ~ve also share the Staff 's regret that O::vIBE does not have 

u11other hundred organizations liJ<e CEDA •.. although it is not IT'entioned in the 

report , there are a rn..Jrrber of organizations with similarly impressive track 

records. 

The success of CEDA rests primarily ur:on a personal relationship built up over 

rruny years between its Executive Director and the local banks, and reflects 

also the unique ccmnercial and demographic characteristics of the D2nver area. 

Such a relationship and such an environrrent cannot be replicated by a fiat. 

The success of other crack BDOs similarly reflects the personal dynamism and 

local reputation of their Directors, and particular local situations. 

'I'here is a tirre problem here which was totally overlooked by the Investigative 

Staff . Without exception, all of the best BDOs have been on the scene for 

years , and are led by Executive Directors who have derronstrated outstanding 

J.XXformance over n long period of time. New BDOs (and the 
great ITBjority are less than three years old) are earning their reputations 

no;v. If the Carrnittee were to look at 0:-IBE organizations three years from new, 

\\~ believe that they would find Jrariy IBDl\' s , f. e. , each of them responding 

differently to different local environments, but eadl of them responding as 

efficiently as CEDA. 
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c . It is not a functional responsibility of OMBE personnel to "call on" 

clients. CT-1BE is a wholesaler; it retails through funded organizations . 

o:-JBE is neither staffed nor funded to deal directly with clients , nor should it 

be. As a general rule·, except for handling routine inquiries , the only direct 

contact OMBE personnel in the regions should have with clients is when they 

oonduct sample telephone checks to verify the validity of their organization ' s 

perfonnance data . 
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VII. OM3E COORDINATICN OF .MINORITY ENTERPRISE PRl'.X.tlW£ IN 'IRE FEDERAL GOVER-Jt-ENT 

Ibport Finding: The rep:,rt concltrles that, although "huge surrs of rroney and 

effort" have been expended by various agencies for the minority enterprise 

program, the "limited infonration" available does not indicate an inpressive 

record of success. Further, contrary to OM3E's claims of a leadership role 

which it plays in interagency coordination, rrost of the involverrent of other 

Federal agencie;; is concluded to be the result of efforts of dedicated staff 

personnel within those agencies, and not because of any leadership, guidance, 

or assistance provided by O.MBE. SBA is specifically and e:>..tensively cited as 

another Federal agency with a substantial program to benefit minorities in 

business which is a "mirror irrage" of OMBE' s program, and with whom there is 

little coordination or cooperation by OMBE. Finally, the various specific 

task forces of the Interagency Council for Minority Business Enterprise are 

discussed and found generally to be ineffective. 

Resi,:x:mse: 

a. The rep:,rt uses a quotation from the 1972 OMBE Prog-.cess Fep:,rt, which 

d1aracterizes data reported by Federal agencies as "inputs" and proceeds to 

conclude that, regardless of the arrount of "input", there is no evidence of 

success or failure of minority businesses as a result. The issue of rreasure-

rrent of the success or failure rate for minority businesses in general is 

discussed elsewhere in this resp:,nse, and it is not necessary to repeat that 

discussion here, except to state that the problems in determining the success 

or failure of businesses assisted as a result of direct Federal agency efforts 

are the sane as those experienced in determining the results of OMBE-sp:,nsored 

efforts. With regard to the specific data used in the report, the "inputs" on the 

part of the governrrent are outputs when perceived through the eyes of tl1e 

minority business p=-....rson . It rreans that opp:,rtwuties were provided for 

minority businesses to sell $755 million of goods and services to the Federal 

Q)ve.rnnent in FY 1974, as conpared to less than $13 million in FY 1969. It 

enabled minority businesses to obtain direct and guaranteed loans anounting 

to al.Jrost $700 million in FY 1974 , as conpared to less than $200 million in 
.... 
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FY 1969. These outputs result from new opportunities made available to the 

.,, minority business community that 1·1ere previously available only to the 

majority business community and are consistent with 0MBE 's principle mandate 

to create access to opportunities. 

b. With reference to the lack of leadership, guidance and assistance 

provided by 0MBE, we offer some specific examples of the leadership role and 

continuing guidance offered by 0MBE to other Federal agencies. The greatly 

increased Federal purchasing activity indicated in the abovementioned statistical 

data is a direct result of the establishment of the Procurement Task Force within 

the Interagency Council for Minority Business Enterprise. Guidance, direction 

and staff support for both the Task Force and the Interagency Council are 

provided by 0MBE. In each fi seal year 0MBE has, with concurrence from parti ci -

pating agencies , established higher procurement goals which have been exceeded 

in every instance. 

The minority bank deposit and concessions programs cited as being 

primarily the product of an unnamed agency, were both conceived, coordinated and 

monitored by 0MBE. Sec ti on 8( a) of the Sma 11 Business Act was virtually unknown 

and seldom used (less than $9 million in FY 1969) before 0MBE came into existence. 

Rather than being "endorsed" by 0MBE, as stated on pages 104-105 of the report, 

the correct statement is that "major emphasis" was recommended by 0f.lBE to the 

Secretary of Commerce, who sought and secured the endorsement of the Administra-

tion. SBA responded affirmatively to this endorsement and the 8(a) program 

got undernay. 0MBE, in studying this l egi s la ti on perceived the benefits of 

Section 8(a) for minority businesses, ma.de this known to Federal agencies, 

encouraged them to use it and assisted tnem in establishing annual goals , with 

the result that, since FY 1969, 1vell over $700 million of minority business 

sales to the Federal ·Government have been made through this program. · 

c. That the 8(a) program is "totally SBA 's -- lock, stock and barrel" 

(page 105 of the report) is essentially irrelevant in light of 0MBE's role of 

coordination and stimulation. 

vested in SBA by legislation. 

the D:)partrrent of Agriculture ' s. 

Most, if not all, small business programs are 

Similarly, farm and rural prograrrs are likewise 
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o~IDE was created in part to uncover progra.11.S existing in other departrrents and 

agencies which could impact positi vely on minority business . OMBE has discharged 

this responsibility . In fact , the Investigative Staff gave this due recognition 

on pages 91 , 92 anp 9 3 of its report . It i s not OMBE ' s mission , nor does Oi'IBE 

have the legislative authority , to regulate programs of other agencies . It is 

O~IBE ' s 1nission to encourage those who have such authority to assure that minorities 

get a pi ece of the action . 

The assertion that OM3E utili zes SBA ' s programs in the execution 

of its a.vr1 programs to the extent that they "appear . . . to be mirror images of 

each other ' s programs", indicates a basic lack of understanding of the 

relative responsibilities of the b...o agencies . 01'1BE must "utilize" programs 

of SBA, and other agencies ,si:-!CC: Ol'ffiE has no direct assistance programs corrparable 

to those of SBA, with tl-J.e exception of the technical assistance programs . O.MBE ' s 

nBndate is to coordinate and stimulate the direct assistance efforts of other 

agencies . There can be no duplication , since the responsibilities are one 

step renoved fran one another . 

d. With reference to the 8 (a) program , the implication that the lack of 

definitive guidelines for graduation of firms from the program is due to OMBE ' s 

inaction , is misleading. OMBE has repeatedly and continually tried to assist 

SBA in establishing such criteria , which are critically needed . Since this 

program was established by legislation in SBA , ha..-1ever, OMBE can only continue to 

attempt to influence , but cannot direct SBA to develop needed criteria. 
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Finally, with regard to cxxmilnation between SBA and ct-IBE, the report states 

(page 101) that such coordination was nonexistent prior to August 1974, \..hen 

SB,'\ initiated a meeting to explore ways of working together . Such rreetings 

have, in fact, been held an a continuing basis since the creation of O.\lBE 

in 1969. Former Secretary of Canrrerce, Maurice Stans, and later Under 

Secretary of Ccnmerce , J ames Lynn, personally called and presided over these 

meetings . These meetings resulted in the establishment of the .MESBIC program 

(cc:nceived by GIBE), strengt.hening the 8(a) program (identified by GIBE, as 

wentioned previously , as an unusually useful tool for minority businesses), 

and a strengthened SBA bank loan guarantee program. It is unfortunate that 

as t11e ct-IBE program gained marentum , relations beb-..€en O.\lBE and SBA becarre 

increasingly strained. Ha.,,ever, when one l ooks at SBA ' s basic mission (serving 

ail small business:nen), this is understandable. Since January 1974, as noted 

in the report, Q.\lBE and SB..~ have intensified efforts to effect closer 

coordination . . 

e. 'Toe report is critical of the general failure to correct the problems 

raised in the report of the Task Force on &ucation and Training of January 10, 

1974. In r ecognition of the serious deficiencies in the education and training 

program, and to assist in the resolution of these problans, a.IBE has ccrnrnitted 

$200,000 of its FY 1975 program funds to be transferred to the Office of 

Education to implement the findings of the Task Force report. Similarly, GIBE 

has recently provided $265,589 to support salaries and support e>.1)e11Ses for 

full-time Executive Directors of .MBOCs in 10 sel ected cities. Inas:nuch as 

most ·of the past and continuing prcbl611S with the MBOCs are due to the lack 

of ongoing direction, t11is effort was established as a pilot program and will 

be expanded if successful. 

VIII. Augmentation of GIBE Staff not Identified in the Annual Budget Request 

Report · Findings: 

a. 'Toe D2part:rrent of Ccmnerce anployees wro provide central services to 

Q'.,ffiE are not accounted for by 0.'IBE as fa]Jing within its authorized :r=ersonnel 

strength ceiling as established by the Congress each Fiscal 



b. The use of r::epartrrent of Ca:rrrerce P=rsonnel by 0.\ffiE may represent 

an infraction of Congressional imposed strength ceiling and the use of 

appropriated funds may also be inconsistent with the intent of the Congress. 

c. Cl'-lBE's total authorized persmnel strength is 245 and CMBE d02s 

not have an auth:)rized reiling for ronsultants and experts . 

d. GIBE does not specifically or separately show in the annual budget 

presentations the infonn..:,_tion concerning its utilization of DX personnel ; 

therefore, it fails to shav an accurate and true picture of CMBE ' s total , 

staffing. 

Resp::,nse : 

a. 'Ihe Dei:artment of Cannerre 6i1pl oyees who provide services to 0.'1BE 

are authorized as part of the Department of Camierce General Administration ' s 

Working Capital Fw1d and Cmsolidated Working Fw1d (page 224 of the FY 1976 

Budget l\p_r::endix) and are t:ha__refore properly not included under Q"vlBE's 

authorized personnel strength. 

b. QViBE' s employment ceilings are not increased by the r:x:x: personnel 

who provide central flervices to et,lBE . 'Ihe use of a Working Capital Fund to 

provide central services in a Department was established pursuant to 5 USC 607; 

therefore, th~ use of appropriated funds for this purpose i s consistent with 

the intent of Coogress. 

c. et,IBE's total staffing consists of the 245 full-time permanent positions 

and 50 other positions (full- ture tenporary, part- tine, intermittent , and 

consultants and e.;.1)2rts). 'Ihese positions are specifically shewn in C1v1BE 's 

FY 1976 budget justification to Congress (l-lBE-30). 'Ihe Department of Ccmnerce 

personnel that provide central ser..rices to Q:,lJ3E are part of the total staffing 

of the r::epartrrent of Carmerce General Administration ' s Working Capital Fund 

and Consolidated Working Fund . /~ FQ~¢ 
/0 ('' ,\ . q: c;_I\ 

IX. Ccmnunity Develop.rent Corporations ,a: JJ 1 ... .:b_~I 
Report Findinq : i}I 

vi' ., 
'li1e Investigators reccmnended against t11e transfer of the Co.Tmtmity 

l~velopnent Corporation (CDC) program to CNBE at the present time. 
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Respa."'1se: 

'lhe discussion is sanev.hat inaccurate on page 126 in suggesting that 

H.R. 14449 provides a means for the President by Reorganization Plan 

subject to Congressional disapproval to transfer the Ccmnunity Services 

Administration to the Department of Health, Education and Welfare (HE'iv) 

and the! crx: program to Carrnerce . 'Ihe Ccmnunity Services Administration is 

the successor agency to the Office of Econanic q:iportunity . Its two 

significant pro,Jram elements are the Ccmm.mity Action Programs (CAPs) and 

the Carmunity Econanic Developnent Pro,Jram which consists essentially of 

adninistration of about 35 grants to cmmunity develq::>ITent corporations. 

Under the Reorganization Plan, if not disapproved by Congress, the President 

could transfer the Cmmunity Action Program to HE'iv and the Ca:rrnunity Develop-

ment Program to Ccmnerce . 

'lhe l egislatim requires that the Carrmmity Ecananic Develoµnent Program, 

if transferred to Canmerce, be set up in a separate can11w1i ty Econanic 

Developnent Administration . Accordingly, the Investigators ' recm.mcndation 

against transfer of the crx: pro,Jram to Q'1BE at the present time are sanewhat 

beside the point . The Act signed by the President in January 1975, provides 

that any such transf~ if effectuated through the reorganization p~ would 

be to a separate agency in the De]Xlrtment of Cannerce. 

'lhe statement that Q'1BE has pushe::l for COCs is inaccurate. The decision 

to propose transfer of the crx: pro,Jram to Carrnerce was made in the Executive 

Office of the President. 'lhe Department of Ccxm,--c>___rce and 0."lBE , of course , 

testified in support of that decision . 
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