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MEMORANDUIL FOR THE CHAIRMAN

Re: Office of llinority Business Interprise
of the Department of Ccomerce

By directive dated June 2L, 1974, the Cormittee requested
thet an investigation be made of the !Minority Business
Enterprise program of the Department of Cormerce.

The investigation has been completed and the results are
set forth imr this report.

Respectfully submitted,
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C. R. Anderson
Chief of the Surveys and
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I. ITiITRCDUCTIO!N

A. Directive _

By directive dated June 24, 1974, the Committee requested that an
‘Investigation be made of the Office of Minority Business Enterprise of the
Department of Cormerce. The investigation was to include some measure
of the effectiveness of the program as well as data concerning arrearages
on loans which the Office of !linority Business Enterprise assists business-
men in obtaining.

B. Scope of Inquiry

The information requested by the Cormittee was developed by the Investi-
gative Staff through a review of the authorizing Lxecutive Orders, regulatioms,
guidelines, reports, and pertinent documents of the Office of linority
Business Ente;prise (OIBE) of the Department of Cormerce. Interviews were
conducted with officials of OIBL at its he#dquarters in Vashington, D. C.;
representatives of the Department of Commerce--Office of Administrative
Services and Procurement, Office of Audit, and Office of Investigations and
Security; representatives of the General Accounting Office assigned to
the Office of Audit; and headquarters' officials involved in the minority
business enterprise progran at the Small Business Administration, General
Services Administration, and the Depariments of Defense, and Health,
.Education,and elfare, located in Vashington, D. C. In addition, during
visits to 4 of the 6 OIBE regional offices and 4 of the 12 field offices,
the Investigative Staff interviewed OIBE regipnal and field representatives.
Also, 26 O!MBE funded organizations were visited including 2 national
headquarters, a state OMBE, a banking group in one city, and selected

clients of funded organizations for discussions and observations concérning

their role and efforts in the minority business enterprise program.
: : FORAN
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C. Backpground
On March 5, 1969, by Executive Order 11L58, the President of the United

States created the new Office of !Minority Business Enterprise in the Department
of Commerce. The objective of the Executive Order was to set in motion a
nationwide program to foster and broeden minority business enterprise among
members of minority groups. It directed the Secretary of Commerce tc oversee
and coordinate all Federal progrems--and, to the extent possible, all private
efforts too--to accomplish one basic goal: to involve more fully Blacks,
Mexican~Anericans, Puerto Ricans, Indians, and others in the private enterprise
system. It provided further that these minority members be increasingly
encouraged to enter the field of business, both in the areas where they lived
and in the larger commercial comrmunity--not only as werkers, but also as‘
managers and 6wners.

Among other things, the Secretary of Commerce was ordered to:

M EH EH H H b bk ko

~- Coordinate as consistent with Law, the plans, programs, and
operations of the Federal Govermment which affect or may
contribute to the establishment, preservation and strengthen-
ing of winority business enlerprise.

Por ot
H k ‘»i ¥

—~- Promote the mcobilization of activities and resources of state
and local governments, businesses and trade associations,
universities, foundations, professional organizations and
volunteer and other grcups towards the growth of minority
business enterprise and facilitate the coordination of the
efforts of these groups with those of Federal departments
and agencies.

B M

-- Establish a center for the develooment, collection, summariza-
tion and dissemination of information that will be helpnful to
persons and organizations throughout the nation in undertaking
or promoting the establishment and successful operation of
minority business enterprises.

To further strengthen and expand the minority business enterprise effort,

the original Executive Order 11455 was superseded on October 13, 1971, by
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Executive Order 11625. This latter Order was issued to improve the govern-
ment's efforts by clarifying the authority of the Secretary of Commerce (a) to
implement Federal policy in support of the iinority 3Business Enterprise progran;
(b) to provide additional technical and managenent assistance to disadvantaged
businesses; (c) to assist in demonstration projects; and (d) to coordinate

the participation of all Federal departments and agencies in an increased
minority enterprise effort.

The expanded authority provided to the Secretary included:

"™Jithin constraints of Law and appropriations therefore, and
eccording to his discretion, prcvide financial assistance to public
and private orgarizations so that they may render technical and
management assistance to minority business enterprises, and defray .
all or part of the costs of pilot or demonstration projects conducted
by public or private agencies or organizations which are designed
to overcome the special problems of minority business enterprises
or otherwise to further the purpose of this order.

"With the participation of other Federal departments and agencies
as appropriate, develop comprehensive plans and specific program
goals for the minority enterprise program; establish regular perfor-
mance monitoring and reporting systems to assure that goals are
being achieved; and evaluate the impact of Federal support in
achieving the objectives estzablished by this order.

"Require a coordinated review of all proposed Federal training and
technical assistance activities in direct support of the minority
enterprise program to assure consistency with program goals and to
avoid duplicatiom.™

On April 1, 1969, OVBE began operations as an office within the Department

of Commerce. Althougha OMBE was to be headed by an Assistant to the Secreta&y
of Commerce, to date, the position has not been authorized and the principal
official of the Office is a Director, GS-18 appointee.

Until October 1973, OMBE activities were centralized in Washington, D. C.,

with one field representative assigned in each of 30 cities located throughout
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- the country. In October 1973, OIBE decentralized its activities and established

regional offices in Atlanta, Chicago, Dallas, llew York, San Francisco, and
Washington, D. C. At the same time, field offices were established in 12
cities where field representatives were previously assigned. From a small
policy body of approximately 30 people, OMBE has grown to where it hag a
staff of 257 permanent people as of Seotember 19T4. In addition, OMBLC organi-
zations have also grown from 35 affiliate organizations as of June 30, 1970--
through grants funded by Economic Development Administrafion and Small Business
Administration, to over 300 organizations as of June 30, 19Tk, all funded
primarily through contracts with the Department of Cormerce/OMBE.

Annual appropriations have increased substantially since 1969. Initial
funding was provided through an allocation of $40,000 of Office of Economic
Opportunity funds to the Department of Commerce, arranged throush the Bureau
of the Budget--now Office of lianagement and Budget. Beginning in FY 1970
when $1,29%,000 was appropriated, OMBE has received regular appropriations
aggretating $146,152,000 through FY 197k, and the FY 1975 budget request was

for $52 million, reduced $2.5 million by congressional action.




II. HNIGHLIGHTS AND OBSERVATIOYS OF INVESTIGATIVE STAFF

A. Highlights of Findings

Executive Order 11458, issued on liarch 5, 1969, created the new Office of
Minority Business Enterprise in the Denartment of Commerce. The objective of
the Executive Order was to set in motion a nationwide program to foster and
broaden minority business enterprise among minority groupsj; and, it also
provided that minority members (Blacks, Mexican-Americans, Puerto Ricans, and
others) be increasingly encouraged to enter the field of business, both in
areas vhere they lived and in the larger commercial cormunity--not only as
workers, but also as managers and owners. In addition, the Executive Order
directed the Secretary of Commerce to oversee and coordinate all Federal

programs--and, to the extent possible, all private efforts too--to involve
more fully these minority members in the private enterprise systen.

This Executive Order was superseded on October 13, 1971, by Executive
Order 11625 which among other things clarified the authority of the Secretary
of Commerce to implemenf Federal policy in support of the minority business
enterprise program. Executive Order 11625 also gaﬁe the Secretary and, through

him, the Office of liinority Business Enterprise (OMBE), increased authority

over all Federal activities in the minority enterprise field. In addition,
¢

- it directed the departments and agencies of Government to cooperate with

the Secretary in expanding the overall Federal effort concerning the minority
enterprise program;

OMBE, in carrying out the objectives of the Executive Order, has grown
from a small policy body of about 30 people to a staff of 25T permanent
peoplé as of September 19Th. Its funded organizations have also grovm from
35 affiliates to over 300 organizations, and annual funding has increased
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. from $40,000 in the first year to $52 million requested for the FY 1975 budget.

In total, OIIBE has received regular appropriations amounting to $146,152,000
through FY 19Th.

The "heart" of the OIBE system is the funded business development organi-
zations, they are considered a delivery system--an OMBE mechanism for the
delivery of the necessary capital, business opportunities, and management
resources to minority people to increase minority business ownership. It is
OMBE policy to select these organizations, most of vhich are new and formed
especially in response to the OMBE program, without resorting to any form of
competition. Usually, the firms--nonprofit type, are pre-identified and pre-
qualified‘by OIBE. In contracting with the orgenizations (a few have received
grants) consideration has been given to geographicel dispersion with majof
concentrations in large metropolitan areas; These organizations have also
been deliberately selected by OﬁBE to mainfain racial balance primarily
emong U4 minority ethnie groups--Blacks, Spanish surnames, Orientals, and
American Indians--on the premise that each organization formed with individuals
primarily from the same ethnic group can better communicate with and provide
services to minority imdividuals from the same ethnic background.

Since FY 1972, vhen OMBE first exercised its contracting authority and
first reéeived Federal appropriations, it has issued over 64l contracts and
grants with Blacks receiving the highest number 413, followed by the Spanish
surname group with 106. Each contract and grant represents a funded organiza-
tion. During this period, OMBE has followed the practice of renewing the
contracts and grants of its funded orgenizations almost regardless of perfor-
mance, actual nonrenewals'and terminations hawe.totaled qnly 4Ssince 1972.

Indications are that OXBE expects to continue its dramatic growth pattern
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Placing organizations in more cormunities, extending coverage to states not
having any organizations like Alaska and Hawaii, including the Virgin Islands,
and establishing new organizations to assist other ethnic grouns not previously
represented by separate organizations.

It is a paradox that OI'BE, charged with furthering the economic well
being of minorities deprived so long because of racial segregation and other
factors, should follow essentially the same practices~-polarization and racial
segregation--in attempting to improve economic conditions for the minorities.

OMBE made & major organizational change in October 1973 wvhen it reorgan-
ized its headquarters and decentralized its operations with the esfablish—
ment and inplementation of 6 new regional offices and 12 new field officeq.
The sction was taken ﬁo provide improved services to minority businessmen
through better utilization of the C!BE fundgd organizations under the more
direct guidance and assistance of trained staffs (specialists) formed in the
regional and field offices.

Personnel assigned to the staffs were largely individuals previously
working in OMBE Washington headquarters and employéd for the nmost part as

"generalists". These individuals, meny without particular education or

business experience, were placed in specialist positions such as finance,
% A

“business education, construction contracting, and Government and private

procurement. In view of the lack of qualifications of these individuals, in
many ways a mismatch, the regional and fieid offices were unable to provide
the expected level of assistance to the OIBE funded organizations, the
ninority businessmen, or others involved in the OMBE programs. These short-
comings have severely handicapped OIBE in achieving program objectives and

have generated criticism from within and outside of OMBE.
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In spite of the decentralization, slightly over one-half of OMBE's permanent
personnel have been assigned to the headquarters operation, or 134 people
compared to 123 people in the regional and field offices. This ratio of about
1:1 is inconsistent with the shift of a major portion of the workload to the
field; Also, OMBE has a high ratio of secretarial/clerical personnel, of 257
permanent personnel, 159 were classified as professional end 98 as secretarial/
clerical. loreover, OGIBE's average GS g;ade for full-time employees is 10.6
compared to a Civil Serwvice Commission computed average for executive agencies
of 8.1. 1In additionm, indications are that some, if not all of the 12 field
offices, may be unnecessary because thei? function may be carried out more
effectively from the regional offices, thus more fully utilizing the capab?li-
ties of the field officers and their secretarial help.

OMBE has often emphasized that it is involved in a business venture,
en investment program, which must ultimately be measured as it is in the
private sector, that is return-on-investment in terms of sales, profits, and
Jobs created. These terms relate primarily to the number of new businesses,
buy-outs, and expansions of existing businesses attributed to OIBE funded
organizations.

OMBE gecords and its Performance liansgement System indicate that funded

'organizations have fallen far short of meeting planned goals established in

FYs 1973 and 1974 as to the number of new businesses, buy-outs, and expan-
sions. Also, current, complete, and accurate information on this and other
program areas is not available within OIBE. Further, it is unable under its
present system to provide reslistic information on return-on-investment in
terms of sales, profits, and jobs created by the minority businesses assisted

through the OMBE program.
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The number of minority businesses that are successful or have failed,
and the reasons for the successes or failures is not knowm by OIBE. OIBE
has attempted, unsuccessfully, through in-house studies and contracted effort
to develop this information. As a result, OMBE is severely handicapped in
proposine definitive plans and in implementing concrete actions to increase
the effectiveness of its funded orgenizations.

OMBE does not make loans, but rather provides assistance to ninority
businessmen to help them obtain loans through its funded organizations.
Generally, the loans made to ninority businessmen are SBA-gueranteed and nade
through private sources. Neither SBA nor OI'BE nmaintain separate records
concerning the current condition of loans (including arrearages) made to
minority businesses assisted by COIBE.

There has been a general disagreement between OIBE and the Department of
Commerce, Procurement over the absence of competition and the procurement
methods followed by OMBE in selecting the organizations to be awarded contracts;
OMBE has utilized regional and field office personnel compearatively inexper-
ienced and untrained in procurement matters to review new contract proposals,
renewals, and contract administration without the benefit of a formel procure-

ment syst§m. As a result, major problems have developed in the timely process-

.ing of contracts.

As of June 30, 19Tk, 52 contracts totaling $6.7 million had not been
finally processed with the result OIMBE's FY 1975 budget request was reduced
about $2.5 million by Senate and House action. Some organizations have been
penalized severely because of the delays, requiring them to borrow funds for
short periods at high interest rates; moreover, some employees left the
orgenizations because of payroll difficulties and lack of confidence in their

future. OMBE and the Department of Cormerce, Procurement are now working
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closely together in an attempt toﬂget up a more compatible procurement system
and thus overcome many of the present problems which have led to substantial
criticisms by officials of the organizations and the Department of Commerce,
Procurement.

The Client Data Reporting system is designed to generate information from
the funded organizations concerning individual program accomplishments to be
used in the OIBE Performance Management System to measure how well the OMBE
program is proceeding in terms of actual results versus budgeted resources
consumed. Since its implementation in September 1972, the Client Data
Reporting system has been beset with many problems. It has been found by OMBE
and the funded organizations to have many shortcomings, and is considered
to be nonrésponsive and completely unworkable for the purpose for which it.
was intended. The system has undergone many changes in the past and currently
is in the process of being changed again.

Management Services and Technical Assistance (I1STA) is considered by
OMBE to be a key factor in the ultimate success of & minority business. This
assistance is required to be provided to minority businesses by the funded
organizations under the terms of their contracts with OMBE. Although OIBE

has announced annual goals for the amount of assistance to be provided

.collectivély and established individual goals for each organization, the

actual assistance provided has been much less than anticipated and is pre-
dominately oriented to the initial period of contact with the minority
businesses, with little follow-on assistance after a firm begins operations.
OMBE has contributed to the lack of assistance in the follow-on stage because
of strong emphasis in other higher priority program areas. Moreover,

employees of the funded organizations are considered to lack a depth of

10
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expertise in MSTA to provide this kind of assistance even if staffing and
time were available.

OMBE has not taken effective measures to utilize the cepabilities
available within its own organizations in the area of MSTA. One of its funded
organizations, well known to OIBE, has pioneered a very successful approach
to providihg continuous iISTA to selected minority businesses. The approach
folloved is to provide full time management assistance, including access to
minority financial informetion for analysis and evaluation of the progress
of the business, so that timely assistance can be rendered vhen needed. This
organization is so successful that over 80 of its assisted busomesses are
individually grossing over 31 million annually; yet, despite the successfpl
practices demonstrated by this firm, O!BE has not implemented any similar
type program in eny of its other funded organizations even though the
Department of Commerce 'anagement Task Force in 1973 suggested that this
program be used as a model for establishing similar projects in other areas.

The Secretary of Commerce and, through him, OMBE have been provided
authority to coordinate all Federal activities in the minority enterprise
field. Government departments and agencies have also been directed to

cooperate with the Secretary in expanding the overall Federal effort concern-
L3

" ing minority enterprise programs. Substantial sums of Govermment meney,

about $4.9 bdillion, and effort have been put into the programs since FY 1969.
Eowever, the effectivenss of the program is difficult to assess accurately
because it is highly fragmented among 20 or more Government departments and
agencies--more than £5 programs; there is a need for more effective communica-
tion and closer coordination; and a lack of an overall monitoring and
evﬁluation mechanisn. ~ FOR
s ?o%
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One area, the 5BA 8(a) procurement prograa writh a total of over %700
nillion obligated has had only 33 firms "graduate"” (obtain a level of self-
sufficiency) out of the progran of & total of 1,400 firms reported on by
SBA. According to OIBZ, the test of its program is "the extent to which
ninority businesses flourish under its auspices and ultimately the rate at
which they sraduate out of the prosram.”

Federal agencies involved in the progress of the minority enterprise pro-
gram attribute the achievements shovn as larzely due to their own individual
eékorts and dedication, disclaiming OiBE's role as being a vital factor in
the growth of the program. Parochial interests of the agencies and of OI'DE
have irmpeded coordination and cooperation between the arencies leading to
duplication and overlapping of functions, SBA, the principal competitor ;f
OIBE and predecessor im the ninority enterprise nrogram, has many similar
program interesté and possesses a much larger organization--pernanent staffing
and field offices. These 2 agencies have very recently started "to talk"
to each other to see if they can resolve their differences and work out
muitually advantageous =zrrangements so that each can be nore effective.

The Inter—Agency Council on !linority Business Interprise, as organized,
was inte?ded to have top-level representatives from all Federal departments
and agencies., Its primncipal role vas to act as the central point for empha-
sizing the Administration's policy on minority business enterprises. Operating
functions of this Courncil are carried out under several Task Force groups
that study specific issues and problems. The results of some of the studies
indicate that continuing problems persist in coordinating minority enterprise
programs; for example, DOD and GSA perform the major portion of the 8(a)
procurement progrem making up the short-fall of other agencies; insufficient

emphasis is directed towards "sraduating" more minority firms out of the 8(a)
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program, thus contributing to a long term buyer-supplier relationship between

the Government and minority firms; the concessions program in Federal

. »

facilities is encountering difficulties, the failure rate for conééssions
established in 1971-1972 is 58 pércent; education and traiﬁing programs (vital
to the success of minority-owned businesses) in Federal departments ;nd agen-
cieé are highly fragmented and uncoordinated, and thus show a lagk oé effective
leadership  and Minority Business Opportunity Cormittees, standing cormittees
of Federal Executive Boards and Federal Executive Associations, charged with

assisting the promotion of minority enterprise programs in geographical

arcas are not meeting regularly, or not at all, and as a consequence, are

largely ineffective.

OLBE permanent staffing is augmented annually with permanent employees of
the Department of Cormerce working full and part time on O:IBE matters. The
majority of these employees are assigned to Commerce procureilent, audit,
legel, and security investigation staffs. These employees are not accounted
for as being within OHBE's authorized annual personnel strength ceiling; nor
is the use of these employees by OIBE reported separately in the annual OiBE

budget requests.

There may be a possible violation of the OMBE authorized personnel
L3

" ceiling because of this annual augmentation action. The costs for the

services rendered by Commerce permanent employees to OMBE, on a reimbursable
basis, is rising repdily from 51.6 million in FY 1974 to en estimated cost

of $2.2 million in FY 1975. Specific identifiable personnel involved are

39 people, with 10 or 20 more people not readily identifiable and working part-

time on OlMBE matters.

/?\. ?’Q e
Q N
13 ; 3 : )



Bkl

el Bl Ed

% .

"The Community Development Corporation program; a part of the Office of
Economic Opportunity, was established as an experimental progran vorking with
appropriate federal assistance and private marlet mechanisns to stimulate
economic opportunities for the residents of economically disadvanteged
cormunities. OIDE has aggressively pursued the transfer of tl.l'f;:program to
the bepartment of Commerce/O}BE ﬁith the purpose of folding the pr&?;m, wvith
its budget of $39.3 million in FY 1974 and authorized personnel strength
of 45 people, into the OiBZ operation. The status of the proposed transfer
is still under consideration by the Congress.

The addition of this major program whose scope and functions are not
identical to those of the OIBE prosrams, although there are complementary
areas, would provide an added burden to OMBE in a period when it is strug‘:gling
to overconme nany of its own problems which -threaten to overwhelm it. A
strong possibility exists that the new program might not be materially assisted

or strengthened by the pronosed transfer.

B, Comments and Opinions of Top O.BE Officials

Corments and opinions of top OIIE officials concerning O!TE and the

minority enterorise progran are summerized below:

-- OMBE is being naralyzed because of internal infighting between
minorities. There is a power struggle to gain control of the
agency by Blacks. They wont one of their own to be Director
again. (About 80 percent of OIBE is made up of minorities, and
Blacks nake up 59 percent of this total.)

== OFBL is subjected to constant political pressure from renbers
of the Congress, funded organizations, and local elected
officials.

~= OMBE Director did not select the Regional Directors at the
time of the decentralization in October 1973.

1k & 980 :



Ol2C-funded organizations are very dominant, poverful, and, in
every sense of the word, “control" the agency.

OMBE-funded organizations are ineffective, serving their own
end, that is, continuing their existence, and the practice of
funding organizations should be chansed in favor of other methods
to assist minority tusinesses, such as turning over the prograrm
to the private sector. Denartment of Cormmerce officials have
been advised of the ineffectiveness of the funded organizations.
OMBE-funded organizations, formed alongs ethnic lines, have
advocates within the agency among their own ethnic groups that
protect the organizations recardless of performance. (Since the
establishment of 0i3BE, only U5 organizations have had their
contracts terminated or not reneved; therefore, OI'BEC is "carrying"

weak and unproductive organizations.)

OMBE is being forced to expand its funding of minorities to include
Eskimos, Hawaiians, Puerto Ricaens, Jewish, Greeks, Polish, and
Italians because of pressure from advocates of these "minorities.”

OMBE program is not working and there is little expectation that
it will workx in the near future.

OMBE productivity per person is very low because many people are
incompetent. A few capable neople are carrying the majority of

the wvorkload. OSince it is @ifficult under Civil Service regulations
to separate veonle because of nonnerformance, OMBE officials have

learned to work around underperformers in order to avoid direct
confrontations.

OlBE's Performance lienagement System, designed to establish program
objectives (goals), measure performance of funded organizations,
and assist in short and long range planning of the agency, is not
working, even though considerable effort has been devoted in
trying to make the svstem work. (The impression is that possibly
certain factions ray not trant the system to work because a true

pfcture of the productivity of the organizations would then be
available.)

OMRE coordination with SBA on minority programs was practically
nonexistent prior to the present Director's taking office. At
present, a dialogue is taking place between upper echelon officials.

Minority businesses assisted by the program represent a threat
to small business firms that have made it largely on their ownm.

Inter-Agency Council on Hnority Zusiness Entervrise is not very
active and has had linited success. One of the reasons for its
failings is that agencies are not sending top officials to the
meetings vho can speak for, and commit the agency to support,

the minority progranms. ///QIAFC“ﬂQ»
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OMBE got off to a poor start, personnel wise, because nany employees
originally hired were not qualified to be part of a business program;
the employees were made up of individuals previously riffed by
Commerce, had reached their peal in other agencies, or were politi-
cally connected.

OIBE has fewer professionals today than at the time of the reorgani-
zation because many good people vere driven out.

OMBE does not have e good feedback system so that successful prac-
tices can be circulated within OMBE and, as a result, OIBE constant~
ly "reinvents the wheel."

OMBE personnel should not be involved in contract administration.
This responsibility should be turned over to Commerce Procurement,
who are the experts aunyway.

OMBE's effort to have the Cormunity Development Corvoration trans-
ferred to it would ccrmpound Oi'BE's problems. The inference in
making such a transfer is that OIBE has the capability to manege
another program.

OiBE's programs need more active leadershiv from OMBE headquarters.

A formal assessment of the effectivencss of the OMBE program is not
currently aveilable., It is questionable whether OiBE's contri-
bution to the minority business enterprise program can ever be
realistically evaluated, at least not in the near future.

The large number of orsanizations formed in OMBE was due to the
riots of the 1960s. With too many organizations, funding is
inadequate to hire the number of people needed with the best
expertise.

Many OMBE employees were involved in social action programs prior
to OMBE employment. "You can't send a social worker to do business
with a banker.”

¢

C. Investigative Staff Observations

end Recommendations

The pertinent observations made by the Investigative Staff cduring its

investigation of the minority business enterprise program, including specific

recommendations, apnear on the following page.

ey
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Observations

lNotwrithstanding OMBE's comments and pronouncenents,

(a)

(v)

(c)

(a)

the O:DT progran has all the aspects of a socioeconomic
progran and few of the features of a business program.

OiBC's growth from: a sri=ll policy body of about 30 people
to a permanent staff of 257 pecople (almost 900 percent
increase); 35 affiliates to over 300 orranizations (about a
900 percent increase); and 40,000 in initial funding to

$52 million requested in FY 1975, together with still larger
plans in the near future, indicate that O:BE's presence in
the minority enterprise program is looming disproportionately
to its demonstrated accomplishments.

OlBBE-funded organizations are an end unto themselves, self-
perpetuating, continuing to exist to provide employnment for
their staffs, and the rminority businessman is a secondary
consideration. (About 2,000 organization people are paid
with OIBE funds.) ’

Organizations are created along racial lines to serve their
own ethnic groups.

Organization people do not generally possess the business

background to orovide substantive assistance to help minority
businesses become viable.

A high OMBE official said that 90 percent of the organizations'
people are unproductive. (One regional director said that
OMBE is getting more results from unfunded organizations than
fron OlBE-furded organizations.)

Unproductive orgenizations continue to be funded because of
political support received from local and national levels,
and because of ethnic advocates within CiBE.

OMBE personnel at the regional and field levels generally
are lacking in eppropriate education and businessskills and
thus are inhibited in providing effective leadership and
support to funded organizations with similar shortcomings.

OIIBE appears to be divided along raciel lines and morale of
employees is affected--discontent was noted and some employees
expressed their discontent in the 4 regional offices visited
and in Yashington headquarters. Also, some officials of

funded organizations remarked about the lack of cohesion
within OM3E. :
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2. Recormmendations

The Investigative Staff believes, on the basis of its investigation,

that the minority business entervnrise progran as implemented by OMBE has

been largely unsuccessful and sees little hope for major inprovements in the
program either in the short or long term. On the plus side, within O!BE and
its funded organizations, jobs and opportunities have been provided to pro-
fessional and seniprofessional individuals from the minority groups; however,
this "byproduct" was not considered the primary objective for establishing
the OMBE program, as it was initially considered to be and still is a business
investment and not a socioeconomic program.

As a minimum, therefore, the Investigative Staff believes that thg
following alternatives should be explored:

(a) That serious considerztion be given to defunding O!BE organiza-
tions and tkat other means be developed for utilizing the
funds recouped (most of OIBE anpropriations are expended on the
organizations in the form of salaries) so that potential or
existing minority businesses will benefit more directly from
the available fuads.

(b) That since CIIBE 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 policy body
working in conjunction with top officials of other Government
agencies involved in the minority business enterprise program.,

- It should be noted that when O!BE was created the minority
business enterprise progran was in its infancy, largely -
unknown and untried, and d4id not have the support of either
the Federal or private sector. Since then, the program has
grown tremendously, over 4.9 billion of Federal funds have
been obligated since FY 1969 for minority business develop-
ment, and over 25 Federal agencies are involved in one or
more minority business programs., Also, the business
community is involved in its own effort to support this pro-
gram. Thus, it can be seen that a "catalyst" agency, such
as O.BLC claims it is, may not be needed now, if it ever vas,
to generate support for the program.



(c) That O!BE be removed from Coumerce and transferred to SBA or

reestablished as an entirely new agency with a specific
mandate and a professional staff to assist potential and
existing businessmen directly without resorting to the
nmechenism of funded organizations. The arguments for
transferring OIBE to SBA, politicel and other reasons
aside, are that COA has an ongoing organization heavily
involved in snall business and minority business enter-
prises. It presently haz more permanent people than O!BE
engaged in such progrens and has offices located in many
more areas throushout the country. Significantly, as
previously nentioned, the OIBE Director has stated that at

least T5 percent of OIRE's present activities are dependent
on SBA.

Z EGL
’ 78 FU,LYG |
- é



III. OiBE FU'DED ORCAMIZATIONS

As planned and designed, the "heart" of the O/IBL system is the funded
business development organizations where current or prospective minority
businessmen can receive, or be guided to, any fornm of managerial or technical
assistance in the start-up phase or invrovement of an existing business; that
is, from the initial idea, through loan epplication and cash flow projection,
to the long range plans of the enterprise. These organizations constitute a
delivery system--an OIEE mechanism for the delivery of the necessary capital,
business opportunities, and management resources fo the »eople in communities
vith significant minority population. According to Oi'BE, the progran's long
term effectiveness will depend in a large measure on the ability of this net-
work of funded local business organizations to deliver close-in, one-for-one
guidance to minority businessren.

The primary goals established for this program were to increase minority
business ownership through {a) establishment of new businesses, (b) purchase
of existing businesses which have established growth potential, and (c¢) expand
significantly the size of existing businesses.

A. Original Organizetions

OMBchontracts are awarded on a sole source (directed) basis as a result

" of a Department of Commerce policy decision. In furthering this policy and

to maintain program control, O!IBE prequalifies and preidentifies potential
contractors, and as & result all competitive considerations are eliminated by
OMBE.

OMBE, unlike most Federal financial assistance programs, receives its
primary suthority through en Executive Order, rather than legislation. OMBE

provides financial assistance to public and private organizations so that

o~ F(_)',»{ o

’ - . /((’\ ‘IG\:\\
5 //O 2\

(< W
20 l¢ x&
\ by |
et =/

o v/



. they may render technical and management assistance to minority business

enterprises. In addition, it is authorized to provide technical assistance,
planning grants, and funds for study, training, and research. The bulk of
its contracts are awarded to nonprofit local business development organiza-
tions engaged to help minority citizens create new businesses and expand
existing ones. llost of the grants avarded by O!ZE have been to state govern-
ment CEEE~-type organizations, although & few grants have been awarded to non-
profit organizetions.

It should be noted that neither OMBE nor any of its funded organizations
meke loans; however, one of the primary purposes of its funded organizations

is to assist clients (entrepreneurs) in seeking loans and to prepare loan

- packages for submission to financial institutions who make loans to minorities.

OIBE became a major user of contracting services shortly after the Congress
passed a supplemental FY 1972 appropriation of $40 nillion in February 1972.
Previous to this significant increase in new appropriations, OMBE's largest
budget was $3.6 million; and, it was a small policy body without program funds
to establish local business developnent organizations.

After approval of the supplementel appropriations, OMBE entered a crash

program and in a period of about 6 weeks--February to larch 1972, issued
L3

. contracts to about 80 to 30 organizations totaling about £17.2 million. Then,

as now OMDE did not compete the contracts but entered into negotiations with
the contractors on a sole source basis and cited Title 10 U.S.C. Section 252

(c)(10) es justification for not obtaining competition because it was impracti-

cable to do so.

Available OMBE records indicate that the crash program was instituted by

O!BE because of considerable pressure to "get the funds out," and apparently

\v
A\
< /‘-\
W\

-
<« |
< X

~ FORN
2 21 P
/

=

i g o e lds - Ll
TR s Jmas - Al gl et s 3



. the emphasis to issue contracts to new organizations continued during the
renainder of FY 1972 and carried over into FY 1973. Overall, OIBE issued 175
contraects in FY 1972 and 194 contracts in FY 1973, most of which were on a

negotiated sole source base. To handle the initial volume of new contracts,

i I

3

the Departmnent of Commerce Procurement Staff and OIBE established an gssembly

3 line procedure, developed a standard contract format regardless of the type

3 of organization,.and relaxed normal contfact procedures including the deferral
of required documentation until after the contracts were executed,

z A Commerce procurement official advised the Investigative Staff that the

a effort would have been more painful if it vere not known about 6 months prior

to the time this supplemental was made available that it was forthcoming. This

allowed time to estzblish a task force on how to deal with the volume of new

organizations.

An OIBE official who participated in the crash program advised the
Investigative Staff that the actions taken were considered justified at that
time because the program was unique and time was of the essence. He readily
admitted that some mistekes were made and that OMBE is still trying to rectify

some of them but, on balance, the program was implemented in a timely manner,

He indica}:ed that probably some of the original organizations would not have
3 “been funded if sufficient time had been available to meke a full review of

the organizations.

E B. Growth and Proliferation of O!BE Organizations

From FY 1970 through FY 1974 OIBE received appropriations totaling
$146,152,000 of which $123,740,993 has been used to fund O!BE organizations
vhich received a total of 614 contracts and 30 grants., These organizations,

mostly nevw and created especially in response to the OMEE program, have had
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_ an impressive growth in numbers from 35 affiliates (funded through grants

from the Econonic Development Administration and the Small Business Administra-

tion) as of June 30, 1970, to over 300 orgenizations at June 30, 1974, of

vhich over 285 received contracts and 15 received grants from OMBE, in 19TL.

OIBE's expanded program for mincrity business development has resulted in

the establishment of funded organizations in 48 of 50 states, and Puerto Rico.
The table below shows the dramatic growth in the number and type of

OMBE-funded organizations as well as the number and dollar amount of the

contracts and grants awarded by OMBE by fiscal year as of June 30, 19T4. Some

of the contracts were for periods beyond one year. TIach contract and grant

represents an OlBE-funded organization.
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CONTRACTS AND GRANTS FUNDED BY OMBE

FISCAL YEARS 1972, 1 AND 1974
AS OF JUNE 30, 197

FY 1972-1974
FY 1972 FY 1973 1/ FY 1074 Contracts and Grants

Organizatidns Number Amount Number Amount Nunmber Amount Total Number Total Amount
Contracts:

Local Business Development Organization, 80 $23,878,195 79 $ 8,814,677 115  $30,347,902 27h $ 63,040,774

Construction Contractors Assistance Center 9 1,361,740 13 1,718,316 21 3,512,767 43 6,592,823

Minority Business and Trade Association 8 2,092,061 15 1,805,095 16 3,273,765 39 7,170,921

| Business Resource Center T 1,010,k445 16 2,398,693 26 3,530,419 L9 6,939,557

National Business Development Organization 6 1,062,232 Ly 1,987,944 8 3,802,643 18 6,852,819

'?:' Private Resource Programs ' 15 2,318,130 9 2,105,500 14 3,066,993 38 7,520,623

Contracted ‘Support Services 28 3,903,010 21 2,242,066 L2 7,433,951 91 13,579,027

Business Management Development 15 1,398,341 13 1,182,473 ' 9 1,184,734 37 3,765,548

Experiment and Demonstration i 505,332 12 2,096,015 9 1,418,318 . 25 4,019,665

Grants:
State OMBE 3 405,000  _12 _ 1,905,261 15 _ 1,928,451 ° 30 4,238,712
Total 175 $37,964,486 19  $26,256,040 275 $59,499,94 [3nn $123,720,469

1/ $17,904,000 of FY 1973 funds were impounded by OM&B: $16,790,000 - Program Contract/Grant Funds
$ 1,114,000 - Salary and Expense Funds.



Although OlBI-funded organizations are located throughout the courntry,
there is a heavy concentration of organizations in major urban population
centers. According to a 1973 OIBE study, about 80 percent of the funds
were equitably distributed on the basis of minority population, business
potential, and other factors; however, too many organizetions were approved
in some locations and too few iﬂ other areas. As a consequence, the study
indicated 21 states were not adequately funded. This gep in organization
placenent is considered a current problem by OIBE and it plans to request
additional fundinz of about $12 million in FY 1976, to fund new organizations
in the 21 states and the Virgin Islands.

OMBE records indicate that it has oversaturated certain metropolitan
areas with crganizations, many of which have L4 or more organizetions. Ixtreme
examples of this condition were noted by the Investigative Staff in Chicago,
Los Angeles, Illew York City, and Vashirgton, D. C., areas, where & total of
99 organizations, or 32 percent of all OiBE-funded organizations are located.

The number and type of organizations located in each of these metro-

politan areas as of June 30, 1974, eppear in the table on the following page:

25




T

0! ICE-FUIDTD ORGAT'TZATIONS
LOCATED 1.1 SELLCYTD ILTFOPOLITAY AREAS
AS OF JULL 30, 107G

Los Yew York Vashington,
Organization Chicaro Anceles City D.C, Total

Local Business Develop-

ment Organization 3 9 10 8 30
Construction Contractors

Assistance Center 1 1 2 2 6
Iiinority Business and

Trade Association 2 3 2 9 15
Business Resource

Center 2 - 1 1 L
National Business

Development Center o 3 2 - b |
Private Resource

Prograns 1 o f 1
Contracted Support . .

Services 2 5 6 10 23
Business lanagement

Development i - - 1 4
Experiment and

Demonstration 1 p 3 2 - L
State OIBE o ° - - - i

Total 13 22 32 32 %

During its field visits and contacts with O BE.regional personnel and
officials of funded organizations the Investigative Staff noted that many
individuals commented that OIiBE could be more effective if there were fewer

" organizaticns in a given area. The concensus of the people contacted was

that the element of competition was always present in that each wanted to do

its own thing; consequently, each organization actively seels clients. Con-

;Eﬁa JEﬁi jﬁﬁ* jﬁﬁi el A usem  e—

comitant with this attitude was the lack of real cooperation between the or-

ganizations, although assistance to mirority entrepreneurs was the ostensible

=

reason the various orgenizations were funded by OiTE.
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The Investiéative Staff was advised during its visits to the i/ashington,
D. €., OMBI regional office and to some of the funded orpanizations in the
Washington, D. C., area, that serious consideration was being given to
"folding together" T of the funded organizations into 1 super business develop-
ment organization to form a l-stop organization. The obvious advantages
stated for such an action were: (a) the private business cormunity and Federal
egencies could look to one centralized organization for all minority business
enterprise; (b) a pooling tomether of the best talent from all of the organi-
zations; (c) economies and cost savings in equipment, supplies, and rental
space; (d) coordinated approach on all issues concerning minorities; (e) better
utilization of experience and training available in the present organizations;
and (f) elinination of present conflicts and vying between organizations con-
cerning funding, clients, and assistance from the private and Federal sectors.

A further point to be made concerning the proliferation of organizations
in a metropolitan area invelves the multiplicity of individuals erployed in
overhead, adninistrative type of positions such as Presidents, Executive
Directors, and Deputies. In addition, the Investigative Staff cbserved that
most of the organizations visited were located irn choice sections of the

business,community, occupied space in impressive office buildinss, and head

 executive styie furniture, superior to that generally found in executive

offices in the vprivate/Federal sector. A Department of Commerce, Procure-
ment official who had also visited some of the orgenizations cheracterized
the space and furnishings as "lavish" and much better than that occupied by
his supervisor, a GS-18 senior Government executive.

The Investigative Staff noted that the consideration being given by OMBE

in this instance to establishing a l-stop organization is consistent with an
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. earlier recommendation in a 1971 report by the President's Advisory Council

on Minority Zusiness Enterprise. In this report, the Council recommended

es point 6, "Establishment of a local office for providing one-stop servicing

for minority enternrise assistance." O/BE has, howvever, interpreted this

recommendation to mean that one-stop servicing exists at each of the funded
organizations rather than establishing one organization in a community to

provide all OMBE services to minority entrepreneurs. OMBE records indicate

that there are some ccrmunities with cnly one organization.

According to an OIBE 1976 Preview llemorandum on long range plans, "OMBE

intends to grow and become substantiel.” In this regard, O!BE planned to

request substantial increases in contract and grant funds for FY 1975 and .
FY 1976, in the amounts of $81,850,000 and $158,650,000, respectively. Thus,

OiBE fully expects to fund more and not fewer organizations in the near

future. OM3E also internds to request added funds to increase its present

staffing from 257 people to 41l permanent positions. The expanded coverege

of minorities, as planned, will include extending the O!2E delivery system

to rural areas, establishing city government OiIBE-type organizations, and

providing new organizations to serve other ethnic groups such as Polish,
Greeks, and Italians--thus creating multiethnic organizations.
¢

With regard to the above proposed expsnsions, OMBE (1) awarded a grant in
June 1974 for $270,629 to the U. S. Conference of llayors for assistance in
developing a comprehensive program for exploiting the resources and
capabilities of local governments throughout the United States to foster
growth of the minority entrepreneurship, and (2) was in the process as of
December 1974 of awarding 5 grants for a total of $530,000 to local communities
or cormunity organizations for the purpose of revitalizing subareas of city
neighborhoods, which are considered by O!BE to be multiethnic projects. \
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The Investigative Staff is of the opinion that OIBE at present has too
many funded organizations to be managed effectively, and the answer to this
problem is not to increese funds and create more organizations, but to con-
solidate existing organizations by carefully screening the performance of these
organizations to eliminate poor or msrginal performers. l!lany OI'BE regional

office representatives advised the Investigative Staff that the number of

organizations assigned to each project officer were too many for the project

officers to do an effective job of monitoring the contracts and grents.

% C. Renewal of OiBE Contracts and Grants

OMBE usually renews the contracts and grants of its funded organizations.
A larch 1974 Department of Commerce Task Force Report on Financial Safeguards
in Department Programs and Activities noted that approxinately 80 percent of

all OIBE contracts are renewals. Information provided by OIBE indicated that

from FY 1972 through FY 197k, OLBE failed to renew or terminated only L5
contracts and grants, or 7.7 percent of the total 584 contracts and grants
issued by OIIBE, excluding one~time projects or nonrenewals because of policy

changes. In this regard, the Investigative Staff noted that mcst of the

original 35 orgenizations (affiliates) are still a part of the OMBE-funded

organizations.
€

The nonrenevals and terminations of OMBE contracts and grants by fiscal

year appear on the following page:
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COUTRACTS AND CRA'™TS
HNONRENSTALS Al'D TTRIIIATIONS
AS OF JUIIE 30, 1974

Reascns For !onrenewals or Terminations FY 1972 FY 1973 FY 1974 Total

Nonvyenewals
One-Time Project 1 16 8 25
Nonperformence : - 6 26 32
Policy Change - 2 33 5
Ineffective lanagement - - 3 3
Reason not Steted - - 2 2
Terminations
Honperformance - 3 2 5
Ineffective llanagement - 2 - 2
Contractor or Request - - ! 5 5
Total 1 29 5 105
Less:
One-Time Project 1 16 8 25
Policy Change - 2 33 35
Actual Honrenewals and Terminations - 11 34 L5

The limited number of nonrenzwals and terminations experienced by OMBE
as of June 30, 197h, represents, in the opinion of the Investigative Staff,
&8 lack of emphasis by OIBE in weeding out its poorer performers. OI'BE has

concentrated its attention on funding more and more organizations and, once
§

" funded, assisting these orgenizations to meet established national goals.

Under this approach, the performance of individual organizations has generally
been a secondary cousideration as long as established national goals were
reasonably met. Thus, better performing organizations made up the shortfall
of weaker performers. An example of this practice is illustrated by an
internal OMBE evaluztion made in February 1974 of a national_organization.

According to the evaluation, this organization, during the first half of
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FY 1974, when compared to all OBE business developnent organizations, pro-
duced at a cost of 9 percent of the outlay to all of the organizations: 64
percent of all loan packages, 6€ percent of all dollar loans, 22 percent of
the number of all contracts obtained, end 33 percent of the dollar value of
all the contracts.

The Investigative Staff gained the impression that OMBE probably was
"gun-sky" in arriving at a decision to not renew an organization because of
potential political repercussions within the minority community. Apparently,
heavy pressures have been applied from all levels when the news was received
that an organization might not be refunded. One regional director stated
that it was very difficult to not refund an orgenization. When such an action
is considered, the regional office has to fully document all of the problem;
incurred under the contract in order to justify its decision to outside
groups that may questicn the proposed action. As a generalization, the
regional director said that the worst organizations usually have the strongest
clout. He cited as an example that when one organization was recently defunded,
OMBE received 107 letters protesting the action.

Nevertheless, the Investigetive Staff feels that inferior, poorer per-
forming org?nizations should be identified by OlBE in a systematic manner
and defunded to make room for other more competent organizations. On the
former point, the Investigative Staff found that OIBE's performance management
system does not provide the nechanism for showing the performance of
individual organizations compared to annual goals established for the’organi—
zations. Currently, incomplete data on individual performance is maintained
manually at the regional level and this information is not always forwarded
to OMBE Washington headquarters.
ﬁg .FORy N
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D. Ethnic Groun ifakup of OMBE Ornanizatiqgi

‘ It is OMBE policy to select and fund separate organizations éonsisting pri-
marily of U minority ethnic groups: Dlacks, Spanish surnames, Orientals, and
American Indians. (O'2Z also classified some of its organizations as *Thite.)
The ostensible reason for this policy is that orranizations made up of ethnic
groups can better communicate with and provide services to minorities from the
same ethnic background. This attitude apparently is a spill-over from the civil
rights turmoil of the 1960s and the actions that followed. Thus, in carrving
out the program objectives to better the economic conditiéﬁs of minoritiés in
this country, OMSE has provided funds and assistance to establish, foster, and
perpetuate segregated minority organizations, and has given every indication
of continuing this practice in the future.

The ethnic groups with the greatest number of organizations are fhe Blacks
vhich have received the riost contracts--413, followed by the Spanish surname
group with 106. IZach contract received represents either a nev 0HBE~funded.
organization or renewal of fundins to an existing organization.

The table on tae following page shows the OiBE~funded contracts and grants
by ethnic group for the veriod FY 1972 throush FY 1974, by type of organization:

e
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OMBE FUNDED CONTRACTS AND GRANTS BY ETHNIC GROUP

FISCAL YRARS 1972, 1973, AND 1974
AS OF JUNE 30, 197L

Funded
Bpanish Surname Oriental American Indien White Contracts & Grants
Cumu-~- Cumu~ Cumu= Cumu- Cumu-~
lative lative lative lative lative
Total Total Total Total Total

Black
Cumz-
lative
: Total
Organizations FY 1974 FY 72-T7h4
Contracts:
Local Business Development
Organization 81 202
Construction Contractors
Assistance Center - 14 28
Minority Business and
Trade Association 13 32
Business Resource Center 15 - 28
National Business Development ;
Organization L 9
" Private Resource Programs 4 15
Contracted Support Services 28 59
Business Management
Development . 5 20
Experiment and Demonstration 8 20
Grants:
State OMBE - Ll
Total 172 3

FY 1974 FY 72-74 FY 1974 FY 72-74 FY 1974 FY 72-74 FY 1974 FY 72-74 FY 1974 FY 72-74

22 L9 8 5 T 13 2 5 1s 274

T 15 - - - - - - 21 43
> i " - B ;i ¥ 3 16 39
at 3 - - - 10 1/ 18 26 L9
> 5 2 2 4 i " 8 18
3 7 - - - - T 16 14 38
8 21 b 3 2 1 2 L 5 i L2 91
. 2 5 1 4 3 1 9 37 |
- - - 1 3 - 2 9 25
|
- _- = = - - 152/ 30 15 30 |
b5 106 4 z 12 2 k2 2 iB & |

l/ Organizations generally have mixed staffs but OMBE classifies according to predominate ethnic group.

2/ State OMBEs are classified white by OMBE.
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As noted in the table, the grants to State OIBI's are not for organizations,
as such, but to support either new or existing offices or units within a state
governuent responsible for furthering minority business enterprise in that
state. The one étate Oi2E visited by the Investirative Staff was headed by
a minority and tiie make up of the staff was predominantly fron the ninority
groups.

Under the present O!BE concept, not only are the funded organizations staffed
primarily by minorities, they also follow ethnic lines in assisting minority
clients, that is Black organizations predominately assist 3lacks, and Spanish
American organizations assist Spanish speaking clients. Althoush many organiza-
tion officials believed strongly in the efficacy of this approacl:, a few others
voiced equally as strong views opposing thnis practice. They stated that to the
extent possible their organizations assisted clients from all racial groups
including individuals fro: the 'hite majority group, hovever, they generally
assisted individuals vrimerily from their own ethnic zroup.

An executive director of a funded orsanization, a member of a mirority group,
advised the Investigative Staff of his irmediate concern over the polarization
and racial segresation of OICE orgenizations. ie characterized his concern by
depicting the present situation as "Blacks puttinr tiiemselves in a 'Black box,'
'Browvns' inea '3rowvn box,' and 'Yellows' in a 'Yellow box.'" In the opinion of
the executive director, this mentality was contrary to the intent of the OI2L
progran vhich he considers to be a business program but which--in reality and as
nromulgated--is a social-economic program.

As a further exauple of the racial aspects related to O!'BL-funded crganiza-

tions, the Investigative Staff was provided with a copy of an August 21, 19Tk,

letter betwveen this organization and a senior OVBE field officer concerning a
~ FOp
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