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HEf.iORA!rDUli FOR THE CHAIRMAU 

Re: Office o:f liinori ty Business Enterprise 
ot the Departnent of CcI:lillerce 

By directive dated June 24, 1974, the Co!!!nittee requested 
that an investigation be me.de of the Minority Business 
Enterprise pro5ram of the Department of Commerce. 

The investigation has been completed and the results are 
set forth 1n this report. 

Respectfully submitted, 
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Chief' of the Surveys and 
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I. IHTRODUCTIOtT 

A. Directive 

By directive dated June 24, 1~74, the Comra.ittee requested that an 

·investigation be made of the Office of :1inority Business Enterprise of the 

Departnent of Commerce. The investieation was to include some nee.sure 

of the effectiveness of the program as well as data concernine arrearages 

on loans which the Office of !Iinority Business Enterprise assists business-

men in obtaining. 

B. Scope of Inquiry 

The infornation requested by the Committee was developed by the Investi-

gative Staff through a review of the authorizing :executive Orders, regulations, 

guidelines, reports, and pertinent documents of the Office of Hinority 

Business Enterprise (OI,@E) of the Department of Connerce. Interviews were 

conducted 1-rith officials of OIISE at its headquarters in 'Fashington, D. C.; 

representatives of the Department of Coin.~erce--Office of Administrative 

Services a...~d Procurewent, Office of Audit, and Office of Investications 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 Ad.'ninistration, General 

Services .Adninistration, and the Departments of Defense, and Eealth, 

Education,and Uelfare, located in Uashington, D. C. In addition, during 

visits to 4 of the 6 Oi-1BE regional offices and 4 of the 12 field offices, 

the Investigative Staff interviewed Ol~E regional and field representatives. 

Also, 26 O!IBE funded organizations were visited including 2 national 

headquarters, a state OHBE, a banking group in one city, and selected 

clients of funded organizations for discussions and observations concerning 
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C. BacktZound 

On March 5, 1969, by Executive Order 11458, the President of the United 

States created the new Office of ?linority Business Enterprise in the Department 

of Commerce. The objective of the Executive Order was to set in motion a 

nationwide program to ~oster and broeden minority business enterprise among 

members of I!li.nority groups. It directed the Secretary of Commerce to oversee 

and coordinate all Federal progrem.s--and, to the extent possible, all private 

efforts too--to accomplish one basic goal: to involve more ~ully Blacks, 

Mexican-Americans, Puerto Ricans, Indians, and others in the private enterprise 

system. It provided further that these minority members be increasingly 

encourage·d to enter the field of business, both in the areas where they lived 

and in the larger commercial cOIJmuni ty--not only as wcrl~ers, but also as 

managers and owners. 

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

Coordinate as consistent with Lau, the plans, programs, and 
operations of the Federal Government which affect or nay 
ccntribute to the establish~ent, preservation and strengthen-
ing of Iilinority business en~e:rprise. 

Promote the ~obilization of activities and resources of state 
and local governnents, businesses and trade a::;sociations, 
pniversities, ~oundations, professional organizations and 
Yolunteer and other grcups towards the growth of minority 
bu.siness enterprise and facilitate the coordination of the 
efforts of these groups with those of Federal departments 
and agencies. 

Establish a center for the development, collection, SUI!lillnriza-
tion and dissewination of information that will be hel~ful to 
persons and organizations throughout the nation in undertal:ing 
or promoting the establishment and successful operation of 
minority business enterprises. 

TQ further strengthen and expand the minority business enterprise effort, 

the original Executive Order 11455 was super:;eded on 0ctob':!r 13, 1971, by 
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Executive Order 11625. This latter Order was issued to improve the govern-

I ment's efforts by clarifying the authority of the Secretary of CoIIll!lerce (a) to 

implement Federal policy in support of the ilinority Eusiness Enterprise progrru:i; 
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(b) to provide additional technical and mana~ernent assistance to disadvantaced 

businesses; (c} to assist in demonstration projects; and (d) to coordinate 

the participation of aJ.1 Federal departoents and agencies in an increased 

minority enterprise ef':f'ort. 

The expanded authority provided to the Secretary included: 

"Hithin constraints of Law and appropriations therefore, and 
according to his discretion, prcvide fina..~cial assistance to public 
and private orga.n.izations so that they may render technical and 
management assis~ nce 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 ,;-rhich are designed 
to overcome the special problems of minority business enterprises 
or otherwise to further the purpose of this order. 

"With the particip.atiou of other Federal departments and agencies 
as a:p:i;,roprie,te, develop co:nprehensi ve plans and specific progra.I!l 
goals for the minority enterprise prosraL1; establish reeular perfor-
mance monitoring and reporting systems to assure that r,oals are 
being achieved; and evaluate the impact of Federal su~port in 
achieving the obje ctives est~blished by this order. 

"Require a coordinated revie~-r of all proposed Federal training and 
technical assistance activities in direct support of the minority 
enterprise prog:r-aim to assure consistency with program goals and to 
avoid duplication. 11 

On April 1,. 1969, OivffiE began operations as an office wi tr.in the Department 

of' Comraerce. Although OMBE was to be headed by an Assistant to the Secretary 

of' Commerce, to date,. the position has not been authorized a...-id 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, OiIBE decentralized its activities and established 

regional offices in Atlanta, Chicago, Dallas, ~ew York, San Francisco, and 

llashingt<?n, D. C. At the same tlme, field offices were esto.blished in 12 

cities where field representatives were previously assigned. From a snall 

policy body of approximately 30 people, OHBE has gro..m to where it has a 

staff of 257 perm.anent people as of September 1974. In addition, O!.ffiE organi-

zations have also grown from 35 affiliate organizations as of June 30, 1970--

through grants funded by Econo::nic Developnent Adiilinistration and Small Business 

Administration, to over 300 organizations as of June 30, 1974, all funded 

primarily through contracts ,rith the Department of Commerce/Ot..IBE. 

Annual appropriations have increased substantially since 1969. Initial 

funding uas provided through an allocation of t4o,ooo of Office of Economic 

Opportunity funds to the Department of Commerce, arranged through the Bureau 

of the Budget--now Office of !-Ianagement and :Budget. Beginning in FY 1970 

when $1,294,000 was appropriated, Ol'ffiE has received reeular appropriations 

ag13retating $146,152,000 through FY 1974, and the FY 19'{5 budget request was 

for $52 million, reduced $2.5 million by congressional action. 
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II II. HIGHLIGHTS ArID OBSER7ATIO".'TS OF I UVESTIGATIVE STAFF 

I A. Highlie;hts of Findinr;s 
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Executive Order 11458, issued on '.Iarch 5, 1969, created the new Office of 

Minority Business Enterprise in the De,artment of Commerce. The objective of 

the Executive Order was to set in motion a nationwide proerara to foster and 

broaden minority business enterprise among minority groups; 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 uhere they lived and in the larger col!lillercial comrounity--not only as 

workers , but also as :managers and o,;,mers. In addition, the Exe cu ti ve Order 

directed the Secretary of CoIIlI!lerce to oversee and coordinate all Federal 

programs--and, to the extent possible, all private efforts too--to involve 

more :fully these ninority members in the private enterprise system. 

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 implement Federal policy in support of the minority business 

enterprise program. Executive Order 11625 also gave the Secretary and, through 

him, the Office of l1i.nori ty Bv.siness Enterprise (mrnE), increased authority 

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

it directed the departments and agencies of Governnent to cooperate with 

the SecretarJ in expanding the overall Federal effort concerning the ninority 

enterprise program. 

mmE, in carrying out the objectives of the Exe cu ti ve Order, has grmm 

from a small policy body of about 30 people to a staff of 257 permanent 

people as of September 1974. Its funded organizations have also grmm frol!l. 

35 a:f'f'iliates to over 300 organizations, and annual funding has increased 
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trom $40,000 in the first year to $52 million requested for the FY 1975 budget. 

In total, OIIDE has received regular appropriations aJ11ountin6 to $146,152,000 

through FY 1974. 

The "heart n of the OI,IDE system is the funded business development organi-

zations, they are considered a deli very S'Jstem--an OMBE mechanism for the 

delivery of the necessary capital, business opportunities, and manar,eI!lent 

resources to minority people to increase minority business 01-mership. It is 

OMBE policy to select these organizations, most of which are new and foIT.1ed 

especially in response to the QI,!BE program, without resorting to any form of 

competition. Usuall~. the firms--nonprofit type, are pre-identified and pre-

qualified by OI,lBE. In contracting with the -organizations (a few have received 
' grants) consideration has been given to geographical dispersion with major 

concentrations in large metropolitan areas. These organizations have also 

been deliberately selected by OMBE to maintain racial balance primarily 

among 4 minority ethnic groups--Blacks, Spanish surnames, Orientals, and 

.American Indians--on the premise that each organization forned with individuals 

primarily from the same ethnic group can better cotm:::J.unicate vith and provide 

services to m..tno=ity individuals from the sarae ethnic background. 

Since FY 1972, when OMBE first exercised its contracting authority and 

' first received Federai appropriations, it has issued over 644 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, O:MBE has followed the practice of renewing the 

contracts and grants of its funded orge.nizations almost regardless of pe~for-

mance, actual nonrenewa.ls _and terminations have totaled only 45since 1972. 

Indications are that m.-mE expects to continue its dre.I!latic growth pattern 
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placing organizations in more co~.I!lunities, extending coverage to states not 

having any organizations like Alaska and Hawaii, including the Virgin Islands, 

a.~d establishing new organizations to assist other ethnic grou~s not previously 

represented by separate organizations. 

It is a paradox that OlIDE, chareed uith furthering the economic well 

being of minorities deprived so lone because of racial segregation and other 

factors, should follow essentially the same practices--polarization and racial 

segregation--in attenpting to inprove economic conditions for the minorities. 

OMBE made a major organizational change in October 1973 when it reorgan-

ized its headquarters and decentralized its operations with the establish-

ment and inplementation of 6 new regional offices and 12 new field offices. 

Q The action was taken to provide ic.proved services to minority businessoen 

through better utilization of the O!IDE funded organizations under the more 

d.lrect 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 OHBE Washington headquarters and employed for the most part as 

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

business experience, were placed in specialist positions such as finance, 
• 

·business education, construction contracting, and Government and private 

procurement. In view o:f the lack of qualifications of these individuals, in 

many ·ways a mismatch, the regional and field offices were unable to provide 

the expected level of assistance to the OI''BE funded organizations, the 

minority businessmen, or others involved in the OMBE pro~rams. These short-

comings have severely handicapped Ol-IDE in achieving program objectives and 

have generated criticism f'rom within and outside of OM3E. 
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In spite of the decentralization, slightly over one-half of OMBE's pernanent 

personnel have been assigned to the headquarters operation, or 134 people 

compared to 123 people in the reeional 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 and 98 as secretarial/ 

clerical. 1-loreover, ffi:B.E 's average GS grade for full-time employees is 10. 6 

compared to a Civil Service Commission computed average for executive agencies 

] of 8.1. In addition, indications are that some, if not all of the 12 field 

offices, may be unnecessary because their function nay be carried out more 

effectively from the regional offices, thus more fully utilizing the capabili-

I 
D 

I 
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, 

ties of the field officers and their secretarial help. 

OHBE has often emphasized that it is involved in a business venture, 

an 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 OHBE funded 

organizations. 

OI,mE records and its Performance 1-ianagenent 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 OilBE. Further, it is unable under its 

present system to proviae realistic information on return-on-investment in 

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

through the 01-IBE program. 
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I The number of minority businesses that are successful or have failed, 

I and the reasons for the successes or failures is not knrnrn by OHBE. OHBE 

I 
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bas attempted, unsuccessf'u.lly, through in-house studies and contracted effort 

to develop this information. As a result, 01-ffiE is severely handicapped in 

proposin~ definitive plans and in inplementing concrete actions to increase 

the effectiveness of its funded organizations. 

OHBE does not make loans, but rather provides assistance to ninority 

businessmen to help them obtain loans throuvi its funded organizations. 

Generally, the loans made to ninority business::::ien are SBA-guaranteed and nade 

throue;h private sources. Heither SBA nor ormE naintain separate records 

concernine -the current condition of loans (including arrearares) made to 

minority businesses assisted by OlffiE. 

There has been a general disagreement betveen m'BE and the Department of 

Commerce, Procurenent over ihe absence of competition and the procurement 

methods followed by OI@E in selecting the organizations to be awarded contracts. 

OriBE has utilized regional and field office personnel comparatively inexper-

ienced and untrained in procurement :matters to review new cont:::-act proposals, 

renewals, and contract adcinistration i:-rithout the benefit of a formal procure-

ment systea. As a result, major problems have developed in the timeiy process-

ing of contracts. 

As of June 30, 1974, 52 contracts totaling $6.7 million had not been 

[I finally processed with the result OPBE's FY 1975 budget request was reduced 

about $2.5 million by Senate and House action. SoBe organizations have been 

penalized severely" because of the delays, requiring them to borrow funds for 

short periods at high interest rates; noreover, some employees left the I organizations because of payroll difficulties and lack of confidence in their 

[I future • Oi1.IBE and the Department of Commerce , Procurement are notr working 
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I 
closely together in an attempt to set up a more compatible procurement system 

and thus overcome many of the present proble!nS which have led to substantial 

cri ticisos by officials of the organizations and the DepartI!lent of Commerce, 

I Procurement. 

I 
I 

The Client Data Reporting system is designed to generate inforl'lB.tion from 

the funded organizations concerning individual program accomplishments to be 

used in the OHBE Perfomance Management System to measure how well the OViBE 

program is proceeding in terms of actual results versus budgeted resources 

I consumed. Since its implementation in September 1972, the Client Data 

Reporting system has been beset ui th many problems. It has been found by OMBE 

I 
I 
I 
I 
I 

and the funded organizations to have nany shortcomings, and is considered 

to be nonresponsive and cor:ipletely unworkable for the purpose for which it • 

was intended. The systen. has undergone many changes in the past and currently 

is in th~ process of being changed again. 

Management Services and Technical Assistance (HSTA) is considered by 

OHBE to be a key factor in the ultir:i.ate success of a minority business. This 

assistance is re~uired to be provided to minority businesses by the funded 

organizations under the terns of their contracts with OMBE. Although O!!BE 

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

collectivtly and established individual goals for each organization, the 

I 
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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 bee;ins operations. 

01-iBE 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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II 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 capabilities 

[I available within its mm organizations in the area of ~1STA. One of its funded 

organizations, well l:nmm to 01.lBE, has pioneered a very successful approach 

to providing continuous i'.iSTA to selected minority businesses. The approach 

(lJ followed is to provide full time management assistance, including access to 

minority financial information for anal.,vsis and evaluation of the proeress 

UJ of the business, so that tiL1ely assistance can be rendered when needed. This 

organization is so successful that over 80 of its assisted busomesses are 

individually grossing over $1 million annually; yet, despite the successful 

IT.1 practices demonstrated by this firm, Ol'!BE has not inplenented any sLmlar 

type program in any of its other funded organizations even though the 
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Depa..-tment· of Co!1lLlerce !1anagenent Task Force in 1973 suggested that this 

program be used as a model for establishing si.Llila.r projects in other areas. 

The Secretary of Commerce and, through him, OI;ffiE 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 Secreta..ry in expanding the overall Federal effort concern-

ing minority enterprise programs. Substantial sums of Government money, 

about $4.9 billion, and effort have been put into the proerams since FY 1969. 

However, the effectivenss of the program is difficult to assess accurately 

because it is highly fraei:;iented among 20 or more Government departments and 

agencies--more than S5 programs; there is a need for more effective co;nmunica-

tion and closer coordination; and a lack of a.~ overall monitoring and 

evaluation mechanism. 

11 



One area., the SBA 8(a.) procurenent :proc;rau ~-ri th a. total of over ,:;700 

m.llion obli~a.ted has had only 33 firms ,:crac.uate" (obtain a level of self-

sufficiency) out of the pror,ran of a total of 1,400 firns reported on b;r 

I SBA. Accordinc to O:illE, the test of its program is "the extent to ,rhich 

tQ minority businesses flourish under its auspices and ulti:nately the rate at 

which they ~aduate out of the pro~ra."!. a 

Federal agencies involved in the procress of the mnority enterprise pro-

gram attribute the achievenents shoun as lare;ely due to their own individual 

il . efforts and dedication.~ disclaimine Oiffi:C I s role as being a vital factor in 

the growth of the proera,m. Parochial interests of the agencies and of ormE 

have i.I:!peded coordination and cooperation between the ai?encies leadin13 to 

- duplication and overlapping of functions. SBA, the principal coTipetitor of 

OHBE and predecessor in the rdnori ty enterprise program, has nany si:rn.ilar 

rl program interests and possesses a ~uch larger organization--per11anent staffing 

and f'ield offices. These 2 agencies have very recently started "to talki: 

I 

to each other to see if they can resolve their differences and work out 

mutually advantageous arrangenents so that each can be more effective. 

The Inter-Agency Council on iiinority Business :Snterprise, as organized, 

vas intended to have tc~-level representatives fron. all Federal departments 

and agencies. Its principal role was to act as the central point for er,1pha-

sizing the Administration's policy on minority business enterprises. Operating 

functions of this Council are carried out under several Task Force Groups 

that study specific issues and problems. ':'he results of some of the studies 

indicate that continuing problems persist in coordinatine minority enterprise 

programs; for exaople, DOD and GSA perform the major portion of the 8(a) 

procurement proGTa.ra rnaF..:ing up the short-fall of other agencies; insufficient 

emphasis is directed towards "graduating" I!l.Ore rninori ty firms out of the 8( a) 

I 



program, thus contributine to a lone tern buyer-supplier relationship betueen 

the Government and minority firms; the concessions program iQ Federal 
,· .. 

facilities is encountering difficulties, the failure r ~ : for concessions 

established in 1971-1972 is 58 percent; education and trairiinG proglllfils (vital 

to the success of minority-o,med businesses) in Feueral depart~ents and agen-
I 

cies are highly fracmentcd. and uncoordinated, and thus show a lack- of effective 

[I leaders:i.ip_ and Hinority Business Op::9ortunity Corm1ittees, stand.ins cor.ll'littees 

of Federal Executive Boards and Federal Executive Associations, charged with 

assisting the proootion of minority enterprise proer8.I!ls in geographical 

nt r14 
areas are not meeting reeularly, or not at all, a..."'ld as a conseq_11ence, are 

largely ineffective. 

,. 

01-IBE permanent staffing is augmented annug,lly i:ri th pernanent enployees of 

the Department of Commerce working full and. part time on o:mE natters. The 

majority of these employees are assigned to Commerce procureuent, audit, 

legal, and security investigation staffs, These employees are not accounted 

for as being within OHBE's authorized annual personnel strength ceiling; nor 

[I is the use of these employees by or.IDE reported separately in the annual Ol·'.BE 

budget requests. 

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

ceiling because of this annual augt1entation action. The costs for the 

. services rendered by Commerce permanent employees to OI:IDE, on a reimbursable 

; basis, is rising ra~d.ily from ~1.6 million in FY 1974 to an esti~ated cost 

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

I 
I 
l 
l. 

39 people, with 10 o:- 20 L!ore :people not readily identifiable and working part-

time on OMBE matters. 
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The Community Development Corporation program, a part of the Office of 

Economic Opportunity, was established as an ex:-,erimental progran uorkine with 

appropriate Federal assistance and :::,rivate narket mechanisns to stimulate 

economic opportunities for the residents of economcally disadva.ntaeea. 

COI:Im.unitias. OiiDE has a.ceressively pursued the transfer of thi,~rogram to 
' . 

the Departl!lent of Co!llI!lerce/OHI3E ,Tith the purpose of folding the pr~, uith 

its budget of $39.3 nillion in FY 1974 and authorized personnel strength 

of 45 people, into the ornm operation. The status of the proposed transfer 

is still under consideration by the Congress. 

The addition of this major proerarri whose scope and functions are not 

identical to those of the Ol'r3E prorrrarns , al though there are complementary 

areas, would provide an added burden to OlffiE in a period when it is struggling 

to overc0t1e nany of its o,m problem.s which threaten to overwhelm it. A 

strong possibility exists that the new program might not be naterially assisted 

or strengthened by the pro,osed transfer. 

B. Comments and Opinions of Top OlBE Officials 

Comments and opinions of top OHDE officials concerr1ing or~r: and the 

minority enter~rise progran are SUI'lillarized below: 

mmE is being !)aralyzed because of internal infighting between 
minorities. There is a power strugGle to gain control of the 
agency by Blacks. They wo.nt one of their mm to be Director 
again. (About 80 percent of Oi -BE is ,J.ade up of minorities, anc. 
Blacks r1ake up 59 percent of this total.) 

Orffi~ is subjected to constant political pressure from ~enbers 
of the ConGress, funded organizations, and local elected 
officials. 

0}1BE Director did not select the Regional Directors at the 
time of the decentralization in October 1973. 
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Ql.ffiI:-funded organizations are very doriinant, polrerful, and, in 
every sense o:f' the word, "control" the agency. 

0MBE-funded organizations are ineffective, servinc; their own 
end, that is, continuine their existence, and the practice of 
funding ore,anizations should. be changed in favor of other r1ethods 
to assist cinority businesses, such as turning over the prorr~ 
to the private sector. De,art11ent of Cocr!lerce officials have 
been advised of the ineffectiveness of the funded orGanizations. 

0MBE-funded organizations, foTI!led alon~ ethnic lines, have 
advocates within the a{:ency a::iong their own ethnic groups that 
protect the or~aniz~tions recardless of performance. (Since the 
establishr.i.ent of' Oi:SE, only 45 organizatio.::-..s have had their 
contracts terninated or not reneued; therefore, ormE is 11 carryingrr 
weak and unproductive or~anizations.) 

0HBE is being forced to expand its funding of minorities to include 
Eskimos, Hawaiians, Puerto Ricans, Jewish, Greeks, Polish, and 
Italians because of pressure from advocates of these 11:c:unori ties. a 

0HBE program is not worl~ing and there is little expectation that 
it will ,rofr.: in tl1e near future. 

0HBE productivity per person is very low because many people are 
incompetent. A few capable :!_)eople are carryine the ma.j ori ty of 
the uor~doad. Gince it is difficult under Civil Service regulations 
to separate peo:ple because of non,erfor:mance, 0i"IBE officials have 
learned to work around underperforners in order to avoid direct 
confrontations. 

0HSE's Performance Ee.:iagement System, desiened to establish pror3ram 
objectives (goals), w.easure performance of fEnded orsan::. zations, 
and assist in short and lon~ ran1e planning of the afency, is not 
workinG, even thouGh considerable effort has been devoted in 
trying to raake the system ,-rork. (The impression is that possibly 
certain factions nay not uant the system to wor!t because a true 
picture of the productivity of the organizations ,rould then be 
available.) 

0HBZ coordination with SBA on minori t:r proc;raras was practicall~r 
nonexistent prior to the present Director's t2.kinc office. At 
present, a a.ialogue is ta.king place betueen upper echelon officials. 

rlinority businesses assisted by the proGram represent a threat 
to small. business fin:i.s that have made it largely on tr.eir mm. 

Inter-Agency Council on Ilinori ty ::usiness Enter9rise is not very 
active and has had licited success. One of the reasons for its 
failings is that ar.encies are not sending top officials to the 
meetings who can speak for, and coI!lI'lit the aeency to support, 

the minority programs. (Q ~- Fo,9O)'0J. 
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OMDE got off to a poor start, personnel wise, because many employees 
originally hired. were not qualified to be part of a business proc:ram; 
the employees were nade up of individuals previously riffed by 
Commerce, bad reached their peal: in other agencies, or were politi-
cally connected. 

OIIBE has fewer rrofessionals today than at the tir.ie of the reorgani-
zation because many good people uere driven out. 

OtlBE does not have a good feedback system so that successful prac-
tices can be circulated lil thin OMB:C and, as a result, OilBE constant-
ly "reinvents the wheel." 

OMBE pernonnei should not be involved in contract administration. 
This responsibility should be turned ovP.r to Commerce Procur€:nent, 
vho are the experts anyway. 

OMBE's effort to have the Conmunity Development Corporation trans-
ferred to it would conpound 0i':BE's problems. The inference in 
making such a transfer is that OISE has the capability to ma...~a.ge 
another progrc.ra. 

OIIBE' s programs need more active leaders hi:? from OI-·:EE headquarters. 

A formal assessment of the e:?fectivencss of the OHBE program is not 
currently availa-Dle. It is qv.estionable whether 01:BE' s contri-
bution to the minority busir.ess enterprise progran can ever be 
realistically evaluated, at least not in the near future. 

The large number of orr;anizations formed in OMBE was due to the 
riots of the 1960s. 'Uith too many organizat:.i.ons, fundinG is 
inadequate to hire the number of people needed ui th the best 
expertise. 

Mnny OMBE employees 
to OMBE employment. 
with a banker."' 

\ 

were involved in social action programs prior 
"You can't send a social worker to do business 

C. Investj_gative Staff' Observations 
e,nd Recommendations 

The pertinent observations made by the Investigative Staff during its 

investigation of the minority business enterprise program, includinr, specific 

m q recommendations , appear on the following page. 
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1. Observatinns 

l!otui thstanc.ing 0:-IDE 's co:cnnents o.nd pronouncements, 

the O~::OE prosren has all the nspects of a socioccono~~c 
program and few of the features of a business program. 

Oi:IDE's growth frorn: a sr.e.11 policy bod,y of about 30 people 
to a pernanent staff of 257 people (almost 900 percent 
increase); 35 affiliates to over 300 or~anizations (about a 
900 :percent increase); and t 4o,ooo in initial funding to 
052 million requested in FY 1975, to1:;ether with still larger 
plans in the near future, indicate that 0~'13E 's presence in 
the minority ente~prise program is looming disproportionately 
to its denonstrated accouplishments. 

OlIBE-funded organizations are an end unto theflselves, self-
perpetuatinG, continuing to exist to provide employ-cent for 
their staffs, and the cinority businessman is a second.ary 
consia.eration. (About 2,000 orga.'1iz.ation people are paid 
with OIIBE funds.) 

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

(b) Oreanization people do not generally possess the business 
background to provide substantive assistance to help minority 
businesses become viable. 

(c) A high mmE official saj_d that 90 pe:-cent of the orfanizations' 
people are u.~productive. (One regional .director said that 
OMBE is settinr; nore results fron unfunded organizations than 
fron 01.ID:C:-fuc.ded organizations.) 

(d) Unproductive organizations continue to be funded because of 
political support received from local and national levels, 

t and because of ethnic advocates within OiillE. 

Or-IDE personnel at the rep;ional and field levels generally 
are lacking in e.:ppropriate education and business skills and 
thus are inhibited in providine effective leadership and 
support to funded organizations with sitrilar shortcominss. 

OHBE appears to be divided along racial lines and n:orale of 
enployees is affected--discontent was noted and some enployees 
expressed their discontent in the 4 regional offices visited 
and in Uashington headquarters. Also, soI'le officials of 
funded orsanizations reraarked about the lack of cohesion 
within OIDE. 
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2. Recol!ll!lendations 

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

that the minority business enter:r,rise proeram as implet1ented by OlIDE has 

been largely unsuccessful. and sees little hope for major inprover.ients in the 

program either in the short or lonr, tc!'ra. On the plus side, within OI mr: and 

its funded organizations, Jobs and opportunities have been provided to pro-

fessional and serrlprofessional individuals from. the I'linori ty ~roups; however, 

this "byproduct" ,ras not consid8:red the prir1a.ry objective for establishing 

the OMBE prograr:J., 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 the 

followinc alternatives should be explored: 

( a) That serious considerc.tion be given to defunding OHBE organiza-
tions and th.at other means be develo~ed for utilizinG the 

(b) 

:funds recouped · (nost of O:lJ3E a:)'_)propriatlons are expended on the 
organizations in the for~ of salaries) so that potential or 
existinG m no:dty businesses will benefit t1ore directly from 
the available funds. 

That since O!IBE exists because of the fiat of a Presidential 
Executive Order, attention be given to phasine; out mmE 
altogether- or reducing its activities to a small policy body 
1-1orkin8 in conjunction ui th top officials of other Governnent 
agencies involved in the minority business enterprise program. 
It should be noted that when O~illE was created the minority 
business entexprise prograr.1 was in its infancy, lart;ely 
unknmm and. untried, and did not have the support of either 
the Federal or private sector. Since then, the progra..."11 has 
grown tremendously, over ::;;4.9 billion of Federal funds have 
been obligated since FY 1969 for ~inority business develop-
ment, and over 26 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 "catal:rst II agency, su~h 
as O~IDE claims it is, may not be needed now, if it ever vas, 
to generate support for the program. 
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(c) That O!illE be renoved from Cor.merce and transferred to SBA or 
reestablished as an entirely neu acency with a specific 
mandate and a professional staff to assist potential and 
existing business:nen directly without resortinc to the 
I!lechanism of ftmded orr,a:1i za ti ons. The arv.u;:ents for 
transfe:..--rin13 OEBE to S3A, political and other reasons 
asicl.e, are th:1..t C~J\ has an ongoing organization heavily 
involved in sr.is,11 business and m.inori ty business enter-
prises. It pr~sently ha3 more permanent people than O?IBE 
engaged in such yrogre.rns and has offices located in many 
more areas throu~hout the country. Significantly, as 
previously nentioned, the OilBE Director has stated that at 
least 75 percent of OlD3E's present activities are dependent 
on SBA. 
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III. Oi-IBE FlJ:TDED ORGNTIZATIO~TS 

AJJ planned and designed, the 11heart" of the o; IDE system. is the funded 

business developnent organizations where current or prospective minority 

businessoen can receive, or be cuided to, any foro of ~anaeerial or technical 

assistance in the start-up phase or in:9rovement of an e;dstine; business; that 

is, from the initial idea, through loan application and cash flow projection, 

:m to the long range plans of the enterprise. These organizations constitute a 

nu 

deli very system--an OI-illE uechanism for the deli very of the necessary capi t ·a1, 

business opportunities, and Danage~ent resources to the ~eople in communities 

with significant minority population. Accordinr, to o;mE, the prov-am' s lone 

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 businessr1en. 

The primary goals established for this progra.rn. were to increase rainori ty 

business o,mership 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 Organizations 

01-IBE contracts are awarded on a sole source (directed) basis as a result 
' of a Department of CoI!IIIlerce policy decision. In furthering this policy and 

to maintain program control, O!IBE prequalifies and preidentifies potential 

contractors, and as a result all competitive considerations are eliminated by 

OMBE. 

O~IBE, unlike most Federal financial assistance programs, receives its 

primary authority through an Executive Order, rather than legislation. OfffiE 

provides financial assistance to public and private organizations 
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they may render tcchnic~l and management assistance to ninority 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 developnent organiza-

tions engaged to help ninority citizens create new businesses and expand 

existing ones. Host of the ::;rants mmrded by OI illE have been to state c:overn-

ment Cl-:EE-type organizations, althouc:;h a few grants have been awarded to non-

profit oreanizations. 

It should be noted that neither O:.,ffiE nor any of its funded organizations 

ma.~e loans; however, one of the primazy 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. 

011BE became a major user of contracting services shortly after the Congress 

passed a supplemental FY 1972 appropriation of $40 Dillion in February 1972. 

Previous to this sie;nificant increase in new appropriations, OHBE'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 supplemental appropriations, OTIBE entered a crash 

program and in a period of about 6 weeks--February to !!arch 1972, issued 

. contracts to about 80 to 90 organizations totaling about $17.2 million. Then, 

as now OEJE did not compete the contracts but entered into neeotiations with 

the contractors on a sole source besis and cited Title 10 U.S.C. Section 252 

(c)(lO) as 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:mE because of considerable pressure to "get the funds out," and apparently 
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the emphasis to issue contracts to new oreanizations continued during the 

remainder of FY 1972 and carried over into FY 1973. Overall, ormE issued 175 

contracts in FY 1972 and 194 contracts in FY 1973, most of which were on a 

negotiated sole source base. To handle the initial volUI:le of new contracts, 

the Departnent of Commerce Procurenent Staff and OilBE established an assembly 

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

of organization, and relaxed normal contract procedures including the deferral 

of required documentation until after the contracts were executed. 

A Commerce procureoent official advised the Investi3ative Staff that the 

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

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

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

organizations. 

An OlffiE 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 tine was of the essence. He readily 

admitted that some mistakes 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 indicated that probably soBe of the original organizations would not have 
q 

· been funded if sufficient tiL1e had been available to make a full review of 

the organizations. 

B. Growth and Proliferation of O'.illE Organizations 

From FY 1970 through FY 1974 011BE received appropriations totaling 

$146,152,000 of which $123,740,993 has been used to fund OI'1BE organizations 

which received a total of 614 contracts and 30 grants. These organizations, 

mostly new and created especially in response to the Oi'!BE program, have had 
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an :impressive growth in nw1bers from 35 affilio.tes (funded through grants 

from the EconoLlic Development Adlllinistration and the S~all Business Adm.inistro.-

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

which over 285 received contracts and 15 received Grants from 011:BE, in 1974. 

OHBE's expanded prosram for mincrity business developnent 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 m.u:i.ber and type of 

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

contracts and grants avarded by O!''lBE by fi seal year as of June 30, 1971~. Some 

of the contracts were :for periods beyond one year. rach contract and grant 
I] 

represents an Oi.ffiE-funded ore;anization. 

ra . . ,, 
.• +;;~ 

'• -~ 
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CONTRACTS AND GRANTS FUNDED BY OMBE 

FISCAL YEA.~S 12121 12131 AND 1214 
{AS OF JUNE 30 1 1214} 

FY 1212 FY 1213 Y 
Organizati6ns 

Contracts: 

Local Business Development Organization. 80 

Construction Contractors Assistance Center 9 
Minority Business and Trade Assoc:tation 8 

Business Resource Center 7 

Natiooal Business Development Organization 6 

Private Resource Programs 15 

Contracted ·support Services 28 

Business Management Development 15 

Experiment and Demonstration 4 

Grants: 

State OMBE -1 
Total ill 

Y $17,904,ocio of FY 1973 funds were impounded by OM&B: 

Amount Number Amount Number 

$23,878,195 79 $8,814,677 115 

1,361,740 13 1,718,316 21 

2,092,061 15 1,805,095 16 

1,010,445 16 2,398,693 26 

1,o62,232 4 1,987,944 8 

2,348,130 9 2,105,500 14 

3,903,010 21 2,242,066 42 

1,398,341 13 1,182,473 9 

505,332 12 2,096,015 9 

4021000 __lg 119021261 22. 
i3z12641486 12!± i26 1 226104o m 

$16,790,000 - Program Contract/Grant Funds 
$1,114,000 - Salary and Expense Funds. 

. I. ; 

FY 1974 
FY 1272-1274 

Contracts and Grants 
Amount Total Number Total Amount 

$30,347,902 274 .$ 63,04o,TT4 

3,512,767 43 6,592,823 

3,273,765 39 7,170,921 

3,530,419 49 6,939,557 

3,802,643 18 6,852,819 

3,o66,993 38 7,520,623 

7,433,951 91 13, '579,027 

1,184,734 37 3,765,548 

1,418,318 25 4,019,665 

11228 1421 32 41238,712 

i2214221243 644 i123,z201462 
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Although 0i-1:M-funded organizations are locatec. throughout the cour.try, 

there is a heavy concentration of organizations in major urban population 

centers. According to a 1973 01:IDE study, about 80 percent of the funds 

were equitably distributed on the basis of minority population, business 

potential, and other factors; however, too nany organizations were approved 

in some locations and too few in other areas. As a consequence, the study 

indicated 21 states were not adequately funded. This gap in organization 

placement is considered a current problen by Oi:WE and it plans to request 

additional fundin0 of about ~12 nti.llion in FY 1976, to fund new organizations 

in the 21 states and the Virgin Islands. 

0M:BE records indicate that it hRS oversaturated certain ::netropoli tan 

areas with organizations, many of which have 4 or more organizations. Extre:ne 

examples of this condition were noted by the Investigative Staff in Chicago, 

Los Angeles , !Tew York City, and Washington, D. C. , areas, where a total of 

99 organizations, or 32 percent of all 0PBE-funded organizations are located. 

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

politan areas as of June 30, 1974, appear in the table on the following pa,ee: 
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Organization 

01 i:jE-FUYD~D ORGM:rzATI Q'!S 
LOCATED I :i SI:Ll:Gl':':D l II':'EO?OL r:1A.:! AP.E.I\S 

AS OF Jlfi:;T 30 , 1974 

Los ~!ew York 1:-iashineton, 
CMcap;o Ano;eles City D.C. 

Local Business Develop-
ment Organization 3 9 10 8 

Construction Contractors 
Assistance Center 1 1 2 2 

i'.iinori ty Business an-:: 
Trade Association 1 3 2 9 

Business Resource 
Center 2 1 l 

National Business 
Development Center 3 2 

Private Resource 
Proe;ra.ms 1 7 l 

Contracted Support 
Services 2 5 6 10 

Business Hanage:m.ent 
Development 1 l 

Experiment and. 
Demonstration l 1 2 

State OilBE 1 

Total 13 22 32 32 -

Total 

30 

6 

15 

4 

5 

9 

23 

2 

4 
1 

99 

Durine its field visits and contacts with o:13E -rei:;ional pe?sonnel and 

officials of funded organizations the Investigative Staff noted that nany 

l individuals commented that Oi:WE could be more effective if there were fewer 
t 

organiz2.ticns in a given area. The concensus of the people contacted was 

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

-~ its o,;m t},..ins; consequently, each organization actively seez.s clients. Con-

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

(1-1 ganizations, althouG}1 assistance to rnitority entrepreneurs was the ostensible 

reason the various organizations were funded by Oi!l'-E. 

26 



l1I 
[I 

l 

The Investigative Staff was ad.vised durinc its visits to the ilashin~ton, 

D. C., or.~ regional of'fice and to sor.ie of the funded orGaniza.tions in the 

Washineton, D. C., area, that seriou::; consideration was being given to 

"folding together 11 7 of' the funded organizations into 1 super business develop-

ment organization to form a 1-stop orr,anization. The obvious advantages 

stated for such an action were: (a) the :private business coll!:lunity and Federal 

agencies could look to one centralized organization for all minority business 

enterprise; (b) a pooling to~ether of the best talent from all of the o~gani-

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 traininr, available in the :present organizations; 

and {f) elimination o~ present conflicts and vyinG between or~anizations con-

cerning funding, clients, and assistance from the private and Federal sectors. 

A further point to be nade concerning the proliferation of organizations 

in a metropolitan area involves the raultiplicity of individuals eriployed in 

overhead, administrative type of positions such as Presidents, Executive 

Directors, and Deputies. In addition, the Investigative Staff observed that 

most of the orga.'1izations visited were located ic choice sections of the 

business ~community, occupied space in impressive office buildin~s, and had 

executive style furniture, superior to that generally found in executive 

offices in the private/Federal sector. A Department of Commerce, Procure-

ment official who had also visited so11e of the oreanizations che.racterized 

the SJ?ace 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 beine given by OMBE 

in this instance to establishine a 1-stop organization is consistent with an 
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. earlier recommendation in a 1971 report by the Presi~ent's Advisory Council 

on Minority Dusiness Enterprise. In this report, the Council recomoended 

as point 6, rEstablishment of a local office for providing one-stop servicinr, 

for minority enter;?rise assistance. 11 OIIDE has, however, interpreted this 

recommendation to mean that one-stop servicing exists at each of the funded 

organizations rather than establishing one organization in a coillJ'Tlunity to 

provide all mmE services to r.:1inority entrepreneurs. 01-'.BE records indicate 

that there are so~e co:mmunities with cnly one organization. 

According to an OlBE 1976 Preview I1emorand1.liil on long range plans, . 11 0MI3E 

intends to Grow and become substantiel." In this regard, OlillE planned to 

request substantial increases in contract and Grant funds for FY 1975 and 

FY 1976, in the amounts of 081,850,000 and $158,650,000, respectively. Thus, 

01-!BE fully e.1.--pects to fund nore a~d .:lOt fewer organizations in the near 

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

staffing from 257 people to 414 permanent positions. The expanded coverage 

of minorities, as planned, ,rill include extendinG the O~GE delivery system 

to rural areas , establishing city governnent OIIBE-tY]Je organizations, and 

providing new organizations to serve other ethnic groups such as Polish, 

Greeks, a.~d Italians--thus creatinG multiethnic organizations. 

With regard to the above proposed e::-..-ps.nsions, O!E3E (1) awarded a grant in 

June 1974 for $270,629 to the u. S. Conference of Hayors for assistance in 

developing a coraprehensive 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 community organizations for the purpose of revitalizing subareas of city 
~- fQ~A ', neighborhoods, which are considered by O:IDE to be multiethnic ~rejects. ~· v , 
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The Investigative Staff is of the opinion that OltDE at present has too 

many funded ori:;anizations to be manaeed effectively, and the answer to this 

problem is not to increase funds and create oore organizations, but to con-

solidate existinG organizations by carefully screening the perfomance of these 

organizations to eliminate poor or mJ!'ginal performers. l-:iany Qi.ffiE ree;ional 

office representatizes advised the Investi~ative Staff that the number of 

orBanizations assiGned to each proje?t officer were too many for the project 

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

C. Renewal of O!.ffiE Contracts ana. Grants 

OMBE usually renews the contracts and grants of its funded organizations. 

A l1arch 1974 D~partnent of Commerce Task Force Report on Financial Safeguards 

in Department Programs and Activities noted that approxinately 80 percent of 

a.11 OlffiE contracts are rene,-rals. I:!'.l.formation providea. by Oiffi:C indicated that 

from FY 1972 through FY 1974, Qi.JDZ failed to rene,, or terru.natecl only 45 

contracts and grants, or 7.7 percent of the total 584 contracts and erants 

issued by OIIBE, excluding one-time projects or nonrenewals because of policy 

changes. In this regard, the Inve3tigative Staff noted that ~est of the 

original 35 organizations (affiliates) are still a part of the OHBE-funded 

organizations. 

The nonrenewals and terminations of OMBE contracts and grants by fiscal 

year appear on the followins pase: 
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COirTRACTS AJTD GRJ'C :TS 
llOIJREi::-=: '. T.1\T..3 Ai! D 'Yr:n; 'IFATIO"TS 

AS OF JlT.ilE 30 , 197l+ 

Rea.sens For Ilonrene•mls or Terl!linations FY 1972 FY 1973 FY 1974 Total 

Nonrenewc>.ls 

One-Time Project 1 16 8 25 
_Nonperformance 6 26 32 
Policy Chanc;e 2 33 35 
Ineffective l-12.naeement 3 3 
Reason not Stated 2 2 

Terminations 

~lonperformance 3 2 5 
Ineffective IIanaGement 2 2 
Contractor or Request l 1 

Total 1 29 75 105 

Less: 

One-Time Project 1 16 8 25 
Policy Chance 2 33 

Actual iionrenewals and Terminations 11 34 45 

The limited number of nonren2,·mls and terninati-::ms experienced by OMDE 

as of June 30, 1974, represents, in the opinion of the Investigative Staff, 

a lack of eophasis by Oi iBE in weeding out its poorer performers. OJ13E has 

con~entrated its attention on fundine more and more organizations and, once 
' 

funded, assistinG these organizations to meet established national goals. 

Under this approach, the perfonnance of individual organizations has generally 

been a secondary consideration as long as established national goals uere 

reasonably met. Thus, better perfor:mine; organizations rr.ade up the shortfall 

of weaker performers. An example of this practice is illustrated by an 

internal QI,ffiE evalu~.tion made in FebruarJ 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 O:.iBE 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, 66 percent of all dollar loans, 22 percent of 

the number of all contracts obtained, and 33 percent of the dollar value of 

all the contracts. 

The Investigativ-e Staff gained the i mpresnion that OMBE probably was 

"gun-shy" in arriving at a decision to not renew an organization because of 

potential political repercus sions within the minority community. Apparently, 

heavy pressures have been applied from all levels when the ne~-,s was received 

that an organization ~"lig~t not be refunded. One regional director stated 

that it was very difficult to not refund an oreanization. Hhen such an action 

is considered, the reeional office has to fully document all of the problems 

incurred under the contract in order to justify its necision to outside 

l groups that may questicn the proposed action. As a generalization, the 

regional director said that the ilorst organizations usually have the strongest 

clout. He cited as an example that when one organization was recently defunded, 

i 
I 
I 

OHBE received 107 letters protesting the action. 

Nevertheless, the Investigetive Staff feels that inferior, poorer per-

forming organizations should be identified by 01-:IBE in a systematic manner 
f 

and defunded to make room for other more competent organizations. On the 

former point, the Investigative Staff found that 0!3E's performance management 

( system does not provide the mechanism for showing the perfornance of 

individual organizations compared to annual goals established for the organi-

1 - zations. Currently, incomplete data on individual performance is maintained 

I 
I 

manually at the regional level and this information is not aluays fol"'rnrded 

to O!lBE Washington headquarters • 
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D. Ethnic Groun HaJmn of Of•·:DF. Orfl'.ani zations 

It is o:,ns polic;,r to select and fu.'1d separate orr:anizations consisting pri-

marily of 4 ninority ethnic 1:,roups: Blacks, Gpanish surnames, Orientals, and 

American Indians. (Oi:JZ also classified sone of its organizations as ~!bite.) 

The ostensible reason for this policy is that or~anizations made up of ethni c 

groups can better communicate with and provide services to minorities fron the 

se.me ethnic backGround. 'I'llis attitude apparently is a spill-over fro~ the civil 

ri[;hts turr...1oil of the 1960s and the actions that followed. Thus, in carryir..e; 

out the program objectives to better the econonic conditions of minorities in 

this country, OHSE has provided funds anc1. assistance to establish, foster, and 

perpetuate se~regated minority organizations , and has given every indication 

of continuine this practice in the future. 

The ethnic ~roups uith the r;;,--eatest number of orcanizations are the Blacks 

which have received the nost contracts--413, follmred by the Spanish surn8.I!le 

group with 106. ~ach contract received represents either a nev OIIBE-fundeQ 

oreanization or reneual of funnin: to an existin[ organization. 

The table on t11e follmring page shous the OlIBE-funJed contracts and gra.."1ts 

by ethnic group for the ?eriod FY 1972 through FY 1974, by type of organization: 
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OMBE FUNDED CONTRACTS AND GRANTS BY ETHNIC GROUP 
FISCAL YEARS 1212, 1:132 AND 1214 

(AS OF JUNE 30 1 74) 

Black 8Eanish Surname Oriental American Indien 
Cumu- Cumu- Cumu-

lative lative lative 
Total Total Total 

Organizations FY 1214 FY z2-z4 FY 1214 FY z2-z4 FY 1214 FY 12-14 FY 1214 

Contracts: 

Local Business Development 
Organization 81 202 22 49 3 5 7 

Construction Contractors 
Assistance Center · 14 28 7 15 

Minority Business and 
Trade Association 13 32 2 4 

Business Resource Center 15 28 1 3 
National Business Development 

Organization 4 9 2 5 2 
Private Resource Programs 4 15 3 7 
Contracted Support Services 28 59 8 21 1 2 1 
Business Management 

Development 5 20 2 1 
Experiment and Demonstration 8 20 1 

Grants: 

State OMBE 

Total 172 lli 45 106 4 l: 12 = 

y Organizations generally have mixed staffs but CMBE classifies according to predominate ethnic group. y State OMBEs are classified white by OMBE. 

'Sa\ 

Cumu-
lative 
Total 

FY 12-14 

13 

4 

2 

4 
3 

26 

Funded 
White Contracts & Grants 

Cumu- Cumu-
lative lative 
Total Total 

FY 1214 FY 72-z4 FY 1214 FY 72-74 

2 5 115 274 

21 43 

l 3 16 39 
101) 18 26 49 

8 18 
7 16 14 38 
4 7 42 91 

3 11 9 37 
2 9 25 

12.?J .32 _!2 ...32 
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As noted in the table, the 13runts to Gtate OI8~s are not for or~anizations, 

as such, but to support either nev or existing offices or u..,i ts within a state 

governnent responsible for furt!1e:::-inr, minority business enterprise in that 

state. The one stat~ Q;::!}E ,pi.sited b;_r the Investi'.:,ative 8taff was headed by 

a minority and tl1e :.1ake up of the stc.ff was predominantly fron the ninori ty 

groups. 

Under the present 0!31 concept, not only are the funded organizations staffec: 

primarily by ninorities, they also follou ethnic lines in assistinc minority 

clients, that is Black organizations predominately assist Jlaclrn, and Spanish 

American organizations assist Spanish speal:inp: clients. Althou13h man:r orsaniza-

tion officials believed strongly in the efficacy of this approac::, a few others 

voiced equally as strong vie~rn opposing this practice. They stated that to the 

extent possible their orGanizations assisteQ clients fron all racial groups 

in~lu:ling individuals fro;:: the Fhite najority tsroup, however, they .senerally 

assisted individuals ~,rin.arily from their 01m ethnic croup. 

An executive director of a f'undec or~anization, a member of a minority Group, 

advised the Investibative Staff of his irr.nediate concern over the polarization 

and racial segre~ation of Oir:',::: orsanizations. IIe characterizecl. his concern by 

depictinr, t11e present situation as "Blacks puttinc t;_1emselves in a 'Black box,' 

'B:rouns' in a 'Jrmm box~' and 1Ycllo--,rs' in a 'Yellow box. 111 In the- opinion of 

the executive director, this mentality was contrary to the intent of the meE 

prograi.-n ,;-rhich he considers to be a business proe:~au but which--in reality and as 

,romulgated--is a social-econo:ru.c program. 

As a furt11er example of the racial as:9ects related to mIB:C-funded organiza-

tions, the Investigative Staff 1ras provided with a copy of an August 21, 1974, 

letter between this organization and a senior mmE field officer concerning a 
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new e.:iployee--Caucasian-who potentially could not be hired by this ore:anization 

because he was not a metiber of the ethnic minority. In the letter, the executive 
,, 

director stated: · 

noaBE policy as you have inplied it to me seems inconceivable and 
blatantly discrininatory and contrary to all of the principles of 
the OHBE program and basic princi~les of our country. 

1;It is ny personal objective as the :2xecuti ve Director of xxx to 
provide the services for uhich we have been contracted to the small 
business corr-munity ,Tith priority for those ·v!"lo are socially and 
economically deprived. A person's ethnic bacl;:~round or religion 
has little b,earing on his capability in providing these services to 
the minority business community, as lone as that individual has 
purity of pur:9ose and necessary technical skills to professionally 
render his service. 

nRacial discrimination is soraething we both have fought all our 
lives and I cannot be that much of a hypocrite to condone such 
hiring practices." 

While the matter discussed above may be an extreme example of a general con-

dition and not typical of' Qj\,13E activities, the Investigative Staff noted in the 

visits to funded organizations that most of the employees .rere members of the 

ethnic :rrlnori ty. 

In the opinion of the Investigative Staff, it is a paradox tba.t m.mE, 

charged 1-ri th furthering the economic well being of minorities who have been 

deprived for so long because of racial s·egregation and other fa:tors, should 

follow essentially the same practices--pclarization and raciaJ segregation--in 

attempting to improve economic condi tir,ns for the minorities, In a word~ the 

OMBE program should pronote integration and not separatism. 
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IV. OMEE P.::ORGAIITZATIOJ! Aim m:cITTRALIZATIOJT 

Throueh September 1973 7 OlillL operated oost of its activities from a central 

administrative office in trashin~ton, D.C. In October 1973, actine on the spe-

cific recommendations of a Department of Commerce !iano.genent Task Force study, 

OMBE carried out a najor organizational change when it reorr;anizec1 and. decen-

tralized its headquarters <Operation with the establishnent and ir::pler:ientation 

of 6 new re_r,:ional offices and 12 new field offices. 

The Hanagement Task Force study of July 1973 noted that a reorganization 

'\,ill not provide an instant solution to all of OIJBE 1 s problems. 11 However, 

the new organization was expected to produce improve!:lents in procra.r:i execution 

as listed below: 

Improve the service to the rn,mE client (minority businessr1an) by 
inc re as inc the su.:p1)orti ve and evaluative interaction between the 
OIIBE staff and the cont~actor (funie& or8a.."ization). 

Improve tailoring of the OMBD pro0rari. to regional needs, and im-
prove the coordi~ation of various types of contractors in a region, 
through increased on-site observation. 

Improve utilization of management and technical assistance, and 
the generation of' minority procurement contracts and franchisinc; 
opportunities, b;::"r focusing specialized expertise on local inple-
mentation of cnmr.itnents by national organizations. 

Iniprove the quaJ.:ity of data in the O!IDE Performance T!anagement 
Syste~ through increased on-site verification of contractors' 
reports. 

Thus, the pri~ary justification for the decentralization action was to place 

OHBE representatives in the field throughout the country so that they would have 

a. better understanding o-f local business problems and be in1 ·a position to be 

more responsive to the immediate needs of the oinori ty businessman. :·foreover, 

as important, the regicrnal and field office staffs would be able to work more 
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closely on a continuous basis with the orm:s funded ore:anizations. 

Included in the Task Fo;ce study were recormnendutions that the recional and 

field offices be staffed with specialists in areas such as finance, business 

education, construction contractins, and Gover!1I!lent and private procurement. 

These specialists assisted by so::ne gP.neralists and considered by OliBE to be 

"front-line troops," 110uld be responsible for carrying out establishec. program 

goals. 

A. Regional Offices 

All 6 of the regional offices presently have about the same type of positions 

including a Regional Director and Deputy. ;1ost of the personnel assigned to 

these offices and classified by OI-fl3E as specialists, previously vorl:ed in its 

central adninistrati ve office in Washington, :!) • C. , a:i.d as a part of the re-

organization and decentralization, were reassigned to the newly created posi-

tions. As recommended in the Task Force study, OlillZ established specialists 

positions in each of the regional offices to include: 

Business Training and Education 

Finance and Business Development -

Government Procurer!ent 

Private Procurement 

Construction and Contractor Assistance 

Project Officer 

To evaluate the qualifications of O:illE personnel assigned to the specialist 

positions, the Investigative Staff visited 4 of the 6 regional offices and inter-

4 viewed a representative number of individuals; in 2 of the offices visited, all 

ij of the professional personnel were interviewed. The Investigative Staff 
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concluded that individuals assigned to specialist positions generally did not 

possess the educational and/or business background considered necessary to 

carry out the duties and responsibilities set out bJ• or.ms for these positions. 

Furthermore, these individuals had received minimal on-the-Job traininG and as 

a result were unable to effectively perform their duties as specialists. 

The Management Task Force noted that in performing its study that frequent 

complaints were Dade by Oi:BE staff professionals that they needed traininf:!. 

Frequently mentioned were (1) the need for trainine in analysis and report 

writing, (2) the need for general business education and training, and (3) a 

program to orient employees to all elements of the OfIDE program by providing 

exposure beyond narrow progra.!!l specialities. 

During the 1973 and 1974 hearings on the Oi'f!3E reorganization before the 

House Subcommittee on liinori ty Snall Business Enterprise and Franchising, Per-

manent Select Corulri.ttee on Small Business, the Director of mm~ indicated that 

the OMBE staffs in the various regional offices were technically skilled and 

he felt that there would be little or no need for additional training of assignee 

personnel. 

At one point in his testimony, the O:MBE Director said: 

It 

"He have now put specialists in the field of our OI!BE staff which we 
did not have before in construction activities which provides greater 
opportunities for ninority businessmen today. 

'~Te're addressing lons-held problems about finances and equity capital 
availability by putting specialists out in the field were we did 
not have them before •11 

He also testified, "For those vacancies which do exist in the regional of-

fices, we are pleased to find an abundance of applicants who are enthusiastic 

about the program and highly trained with business backgrounds." 
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H Apparently OMBE was unsuccessful for the most part in hirinf! the better 

qualified individuals. On the overall question of the training received by the 

specialists, during a Regional Directors meeting in May 1974, the minutes of 

the meeting contained a reference to a discussion on the role and function of 

the specialist. One of the Regional Directors questioned "whether after 12 

] to 18 months the specialist will have a 100 percent job a.nd that they should 

have assigned to them soue contractual duties." According to the minut es, the 

Director of OMBE commented that his: 

it 

11Mational Programs Division needs to have time to indicate clear 
functional roles for the Specialists as to exactly what they are 
to be doing ••• Bost of the S:pecial:i.sts have had no dcfini te training. 
Step (1) should be to desi0n the functions and roles; Step (2) 
irnnediate training; and Step (3) increase executives' education 
and training." 

In addition, he said that OIIDE shm.:.ld take a good look as to the designation of 

a specialist. 

The following specific exanples of staffine; deficiencies in the background 

and expe:rience of various speciali3ts, based upon the requirements of the posi-

a tion held, were noted by the Investigative Staff during its interviews of 

regional personnel: 

-

Bus_}.n1:=r,s Trainin~ an'1 Edu.cation Specialist 

Develops and ihlplen2nts education and training progrc:ms (finance, 
accounting, marketing, etc.) for Business Development Organization 
(BDO) staff members. 

Assists BDO Directors in establishing client education programs. 

Works with universities, Business Resource Centers, and local 
school systems to develop institutionalized business education 
and management trainine programs in the comm.unity. 

EXP..L!.ple - 1 

A staff member of one regional office, formerly desi~nated as 
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Officer, was recently assigned to the newly created position of Business Tr&in-

ing and Education Specialist in this reGional office. He advised the Investi-

gative Staff that (1) his educational background and work experience was in the 

food management field; (2) h~ had no prior experience or training in education, 

as such; (3) O:IBE had no job descri:ption for his new assignment and he was 

&ttel!l.pting to write one 1-r.i thout the bcne:fi t of any mrnz g..iidance or info:rma-

tion; and (4) he did not reallf understand the requirements of the position. 

He has a GS-14 rating. 

~l~_::_?_ . ··: .. : 
An employee in another regional office and with a.~ advanced degree in educa-

tion and 16 yea.rs experience in ct'l.11ci:>.tion, including 18 months with the Economic 

Development Administration and 18 months with a community development organiza-

tion in Chicago, joined 01-IBE in 1971 and 1-rorked in the Office of Technical 

.Assistance. After OMBE decentralized in October 1973, he was assigned to the 

I regional office as a Senior Field Officer, the position he now holds. Based on 

his background, the Investigative Staff believes this individual qualifies for 

I 
I 

the position of Business Training and Education Specialist. o~ the other hand, 

the Education Specialist in this office, recently assigned to this position, 

freely admitted be is not qualified to hold the position a.~d serves in this 

capacity most reluctantly. This employee's education and experience background 
q 

is predominately business oriented. For instance, he holds a degree in business 

administration, and has worked as an auditor and accountant. Both of these 

empl oyees have a GS-14 rating. 

Example - 3 

A regional employee in another office assigned to the position of Education 

and Trainine, and holding an advanced degree in urban economics, complained that 

about 5 percent of his time was spent in his specialty while 95 percent was 
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spent as a Field Officer adr:i.inistering contracts. This employee said he had 

received no training in contract ad.ministration and was learning this specialty 

on-the-job. He frankly admitted that "we are kidding ourselves to call the 

Field· Officer a s~ecialist for they do not possess the training to qualify as 

portfolio analyst." He further added that regional personnel perform in-house 

reviews of contracts renewals, beginnine at least 6 months in advance of the 

contract termination date simply because they are not qualified in this area 

and consequently require more time and effort to do the job. This employee did 

not have any previous business experience. He has a GS-13 rating. 

Example - 4 

An employee of a regional office in the position of i:inority Business Oppor-

tunity Specialist has a B~A. degree in SocioloGY and a !I.A. degree in Education. 

Prior to his OiIBE employment, he worked for IIPJIP01:IBR, Department of Labor, and 

r.l for a youth program at Waco, Texas. He stated most of his experience was in 

social/education training. llis primary responsibility is administering contracte 

J and the handling of the routine paper flow from organizations. This person was 

critical of Or,,IBE for not placing its personnel in jobs for which they are roost 

qualified stating education and training is not given much priority in OH!3E. 

a He has a GS-12 rating. 

t 
I 

Private Procurement Specialist 

Works with Regional Purchasing Councils to obtain support for OMBE 
programs among private firms. 

Aids private firms in preparing individual minority procurement 
programs. 

Develops procurement opportunities with private firms and notifies 
BOOs of such opportunities. 

Advised OMBE contractors of means to improve responses to procure-
ment opportunities. 
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A Private Procurement Specialist assigned to one regional office, who claimed 

an undergraduate degree in business o.drJinistration, said his prior work experi-

ence consisted of' 2 years ,nth the Health and Helfare Council of a city sovern-

ment end 3 years as a clerk in the accounting office for the Department of 

Comruerce. His primary res~0nsibility is to locate and furnish certain expertise 

(manage:aent and technical. essistance) for rn-IBE funded organizations which they 

themselves cannot locate .. He also works with the Regional Purchasing Council 

and contacts cc~porate executives to get their cooperation to bring minorities 

into the economic mainstrea:n. Ho.rever, the employee stated that he devoted about 

35 percent of his time taJ;:ing to and counseling individuals who visited the 

regional office and inquired about goin; into businP3S. In addition, this 

specialist said he has responsibility for adl!linistering 5 contracts (funded 

organizations ) that take up a large part of his t:l.me. It appeared to the In-

vestigative Staff that this OI-BE enployee devoted more ti:.ne to other duties 

than those required in his specialty. 

Project Offi~ 

Is res:por.sible for support and evaluati(m of most OMBE funded ort:;ani-
zations in a geogra~hic area. 

Rev:i,ews all reports a..'1d recommends on requests for adva..T1ce pa:rri.ent 
for those c0ntractors. 

Makes frequent on-site visits to contractors. 

Evaluates the quality and quantity of assistance that contractors 
provide their clients, and assists the contractor in iflproving 
those services. 

Discusses quality o.f BDO assistance with clients, bar,Jrn, SBA, ar.cl 
corporate purchasing ac;ents and feeds back ideas for improvement 
t o the BDO. 

Works with the OMBE contractor to develop, refine , and operate a 
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management-by-objectives systen for contractor operations. 

Gives advice and guidance to contractors on prorrrun matters and 
technical require~ents of his contract. 

Example - 1 

An e~ployee in one recional office with an undereraduate dev-ee in sociolozy 

holds the position of Project Officer and has prime responsibility for the ad-

ministration of 3 contracts and 1 e;rant to a State OMBE. This employee's only 

experience was 7 months of teaching in the Neighborhood Youth Program. This 

employee has a GS-11 rating. 

Example - 2 

.Another regicnal office er;rployee in the position of Project Specialist co.me 

to OMBE in January 1972 as a Program Assistant in the Community Prograr.'.ls Divi-
I I bJ sion. He claims to have attended college 2 years and his only work experience 

•'l u 

0 

ill 
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included book}.eeping and accounting for a consulting firs, and previously he 

had an equity in a dress shop. His primary responsibility is to deal with 

organizations, banks, and clients, and spends the bulk of his time nspreading 

the word11 a.bout the Rural Economic Develo:pr::!ent Act (Farmers Eone Loan) as a 

mee.ns to foster loans for the socially and economically disadvantaged. He 

claims 50 percent of his time is spent in an official travel status. He has 

a GS-9 ratin1:,. 

Construction Contractor Assistance Specialist 

Monitors and evaluates the -perforr:iance of Construction Contractor 
Assistance Centers (CCACs) throuch frequent on-site visits, review 
of routine reports, interviews with clients, contractors, and con-
struction firms and managers. 

Recoml!lends on requests for aavunce pe..ynent for CCACs. 

Assists CCACs and some EDOs in the preparing of manuals or pro-
cedures fer construction contractors, covering local statutes, 
bonding requireaents, contract provisions, etc. 

43 



u 
u 
n ,J 

n 
j I 

! l 
1. .~J 

n i.J 

,..,.,.,., 

Exa.IJ1ple 

Develops alternative sources of bonding for minority construction 
contractors. 

Identifies and publicizes contract and sub-contract opportunities 
for minority construction firns. 

An employee assiened to a region1l office as a Technical Support Officer has 

the prime responsibility to rendeT technical assistance to Construction Con-

tractors Assistance Centers but has had no prior training or experience in the 

construction business. This individual said he had an undereraduate degree in 

economics, and prior to his OMBE eraployment he uorked as a clerk-typist and 

voucher clerk for F.EW, and in the audit section of HEW and GSA. He came to Ol-IBE 

in Februery 1972 and was assiened to the Field Operations Division where he 

reviewed proposals and ooni tored contracts. mien OViBE decentralized he was 

assigned to his present position. In addition to his other duties, this person 

i 1 is ad.mini strati vely responsible for 3 contracts. He has a GS-14 rating. 
w 

0 
[1 

0 
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Government Procurement Specialist 

Example 

Serves as Executive Secretary of Minority Business Opportunity 
Committees (dBOCs). 

Develops procure~ent opportunities, such as SBA 8(a) oppor-
tunities, 11ith local government offices, a...~d notifies BDOs of 
such opportunities. 

Advises OMBE contractors of means to improve responses to pro-
curement opportunities. 

An employee with an undergraduate clegree in economics and with 18 years of 

prior Governnent experience joined OMBE in 1971 as a Special Assistant to the 

Director. Ai'ter a reassignm~nt to another program area, this employee was 

transferred to a regional office in October 1973 and assigned to the position 

of Government Procurement Specialist. His Government experience prior to 
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joinins OH3E included er.iployment as a machinist, letter carrier, and economist. 

This employee has not received any special trainine in Government Procurement. 

He stated his primary duties include working vi th ::'.1.inority Business Opportunity 

I I Committees. He h9.s a GS-13 rating. l ., 
1. Comments by Revion~l Person~~l r-, 

I ; LJ A regional directer when discussing the qualifications of his people 
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quite frankly admitted his staff was far froI!l professional and said, "You can't 

send a social worker to talk business with a banker. 11 He bemoaned the fact that 

the regional staff was not hired by the regional director for the specific pur-

pose of filling each slot with a qualified person but said his staff came to 

the regional office based on longevity--not talent. Another regional director 

said that he favored hiring new people at lower sal2.ries and allowing them to 

grow with the syste:r:1., but this was not possible since most of the personnel slots 

were already filled. 

A field officer when discussine; the regional specialist said the "so 

called specialist11 does not have the qualifications to go with his job descrip-

tion since most do not have any business experience. He said he was embarrassed 

when regional peo;;,le off er to assist organizations since the technicians in the 

organizations are generally more qualified than the regional specialists. 

A regional director stated that the organizations have better qualified 

people than people on his staff who are sup:posed to be monitoring the organi-

zations. n u The Management Task Force studyine ways to improve OIIB:C:: noted that the 

[l · division directors prior to the reorganization had little or no voice in the 
,~:.i 

selection of their staffs. Also, in the ori~in~l aGency staffinf and in recent 

D headq_uarter I s reore;anization, staffinG decisions were made by the OMBE Director 
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and his staff and nan~r assir,n.t.1ents were made to achieve racial balance, without 

regard to the abilities or preferences of the individuals. 

Even thouch tllis observation uas !.",ade by the task force, o:-IDE 

[] apparently acted without consultin~ t~e prospective recional directors in 

selectinc the staffing for the 6 reeional offices. It should be noted that 

[] 
n d 

the decentralization action ~ras approved and executeil by Of-'illE without the 

benefit of a trial run or establislr~ent of a pilot office. 

2. Duties Perfor!:!ed h:r Redone.l Personnel 

Q During its intervieus of re1:_sional personnel, the Investicative Staff 
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observed that most of' the personnel classified. as specialists were heavily 

involved in the annual OED:C effort relate0.. to the preliminary Fork required. to 

renew a contract, a function for which the :personnel baa. received little or no 

formal training. The nature of uork performed on the contracts, on a continuous 

basis, involved tl1e nore routine tasl:s of processing the paper flow from the 

contractors (funded orr;anizations) to O'.I3:C, such as advance pavi:r1ents, requests 

for travel, review of' conte!:!plated expenditures in excess of ::'.200 . 00, and 

review of Client Data Reports vhich sho~r the perforr:,ance of the organizations 

in various progran a'T'."eas. 2iany of the :personnel intervie11ed acknowledged 

that the? l'lerely served as a cond.ui t between the or,r;a.nizations and O~{i3E head-

quarters. This sam.e thou13ht was e:if!)ressed by one of the executive directors 

of a funded organization interviewed by the Investigative Staff. 

A regional errployee told the Investigative Staff that he nerely 

"pushed pa:>ern with the emphasis placed on paper control of the orr:-:anizations 

Q · by 11 intimid.ationir and not ability or ex:)erience. ::e said that this type of 

,:nanagenent t: hindered. rather than enhanced the orgnni zation' s ability to ret 

u 
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things done. 
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The Investisati ve Staff concluded fron its intervie,~s with regional 

personnel that 01,;:B]::; was overeY1!1hasizinc administrative r.:atters to the 

detrinent of overall prosran objectives. In this regard, t~e Director of 

OMDE recor,nized this ueal:ness in his operations and so stated at a regional 

directors' ~eeting held durin~ July 1974. The minutes of the meeting included 

the followine rene.rks 17 h:!.n: 

nEu.ch of the day-to-day e:11phusis of our prosra".l concern appears 
to be in adrJ.inistrati ve r1atters rather than on truly :')rogran-
matic concerns. Obviously ac.ninistr~tive matters nust be handled, 
mid hand.led well, but ,re raust assure that administrative efforts 
do not d•J~inate our pc:::specti ve concerning the real reason and 
anticipated results of the OtEE pro:3ra,:1; that is, proer,ran per-
formance or services to our clients, the 1unori ty business 
people." 

The Investieative Staff in perforrrlng its review failed to note any 

definitive proeram indicating that o;sE vas takinc: strong measures to reduce q L the amount of effort devoted to adninistrative ~atters; in fact, the opposite 

-~ appeared to be true in that subsequent actions resulted in more em~hasis on 1 - -

fl u 

D . 

administration and less on progra..~ objectives. 

3. Observat:l ons and Comr,wnts of Or~ani zation 
Official3 Rer,a:-din~ 0:3:-: F.cgional Personnel 

The Investic:ati ve Staff intervieued a mmber of officials of O!IB:C 

funded organizations to ascertain (1) the type of assistance ~rovided the organi-

zations by OiCE regional personnel, (2) their assess~ent of the assistance 

provided, and (3) their appraisal of OEBE rec;ional personnel. 

The officials said that their orGanizations received a ro.ininun amount 

of attention from mrn:c regional personnel and the assistance received generally 

was nontechnical, :pri:oarily related to contract procedures and OH'EI: reporting 

LJ requirenents. Few of the officials could recall receiving technical assistance 

0 
0 
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on businc~s reJatcd issues or, for that natter, requesting any such assistance 

from OHBI!. !Iany of the officials professed to have staffs possessinc; the 

required technical expertise to service the needs of their clients, and as a 

result, did not need. O'.B:'.::'s help. 

Based on the contacts with 0:-B~ reeional personnel usually related 

to administrative coupliance with contract procedures, the officials opined 

that they vere not overly inpressed with the capabilities of regional personnel 

and because of recosnized lirri.tations in their educational and business back-

grounds they ~::.~e not of much vah1e to the business oriented organizations. The 

D 
0 

Investigative Staff noted that most of the officials interviewed appeared to 

be lh'1fa.r:rl.liar with the O!IDE rer,ional staff structure and 1,ere unawar,= that 

the regional business specialist tyries were available for the specific purpose 

of assisting the m:rn::: funded ore;ani zations. A general critic ism leveled at 

01-'!BE by organiz2.tion of:'icials wo.s the hich turnover rate of field officers 

assigned to their organization; some organizations have had as many as 5 
17 U field officers in the past 2 years. One organization said it vas dealing 

D 
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vdth the third field officer in 3 months. 

Other sp~cific areas criticized by the organizations included: 

lack of coramunication or feedback on re:9orts subni tted to 
OMBI:, 

overinvolvement by OMBE in ninor detail matters related 
to contract ad.rri.nistration, 

infrequent contacts with 01'!:E:S regional personnel. 

B. Field Offices 

In addition to the 6 re0ional offices, OiffiE also has 12 field offices 

(satellite offices) located in major cities throughout the country that are 

comprised of a small number of Oi@E personnel to provic1.e day-to-da:1 assistance 

i:0 orBanizations and to ;:ork with other Federal agencies. These field offices 
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\ i are generally staffed by 1 field officer and 1 secretary. '.i'he exceptionn 

being the Los Anceles field office which has 3 field officers and the 

Albuquerque field office which has 2 field officers. Prior to the decentrali-
r; 
1 1 zation, the field officer ,ras called a field representative, and he was respon-
U 

D 
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sible for publicizing the or.me proc-r'lLl. He assisted in identifying private and 

government procurenent oppor~unities, and served as executive secretary of the 

Minority :3usincss Opportunity Co:unittee. He also promoted OHBE programs with 

SBA, local banl·:s, and co::::;:,1t:,1i ty orga.:.izations. The work :performed was in the 

nature of public relations. 

Since decentralization of OIJ3E, the role of the field officer has 

diminished and his originc..l functions have been divided among the refional 

office staff. The primary role of a field officer is now that of a contre..ct 

administrator. 

A field officer advised the In-restigati ve Staff that most of his time is 

spent on processine paper, that is reviewing and checldne; the flow of forms, 

[J reports, correspondence, etc., related to contracts. Also, extensive effort 

is devoted to the refunding and renewing of contracts. Under current pro-

cedures, each cor-.tract reneual req_uir2s that the paper work co2:1r.1ence 6 months 

Q in adYance of the contract ternination date. Therefore, this field officer 
l t , 

n u 

0 
0 
0 

so.id he has no p3:-ogra:n involvement arid has little or no contact vi th the 

organizations or clients. Other field officers interviewed by the Investj_gative 

Staff indicated. that they were also heavily involved in contract admin:i.stra-

tion. 

The OE3E Director in Barch 19711, while testifying before the House Sub-

committee on Minari t~,r Small Business Enterprise and Franchising said \n 

reference to satellite offices (field offices) planned but not then ational 
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at Raleigh, Birrninghrua, Detroit, Pittsburgh, and Denver, that the problem 

encountered in not openine these offices was due prinarily to the trainin~ of 

qualifi~d personnel for the admir.istration of contract activity. He also said 

that O!lB:C 1ras asses sin~ the situation in those cities and he felt ver-J stronrlY 

that Detroit and Pittsbur6h ,10uld ha-re field offices just as soon as personnel 

were prepared to staff those cities. The Investigative Staff noted during 

its review that no:1e of the above planned field offices have been opened by 

OMBE. 

At a Regional Directors lleetinfs in Bay 1974, a discussion took place on the 

need for field officers. Tbe O~I3E Director said that a strong case had been 

made by regiona.l directors for reducinc the number of field officers. A point 

was also raised by those p::resent at the meetin[! to consider the replacement 

of existing field offices with OMDE telephone numbers for referral. 

A July 1974 DepnrtmeDt of Covil~erce audit report on the decentralization of 

OMBE concluded that there uas a high ratio of clerical staff and other over-

head expenses associated with field offices. The report also pointed out: 

"In some instances, these offices may be unnecessary and the 
type the O:CBE Tasl~ Force proposed avoiding. Ac.di tionally, 
we found poor distribution of projects ancl personnel between 
offices to acconplish work load requirements. As a result, 
~there may be increased travel costs e..nd. ineffective use of 
the professional staff. 

111-Te reco:mnended that the Director, OMBE, consider evaluating 
and, as appropriate, realicn:::..ng the vork los.:l and staffinf. of 
the Ret;ional Offices and elimine.tins unnecessary Field Offices 
for the purpose of attaining econori.ies an.1 inproving operations. a 

The Director of OHBE appn.~ently agreed to consider possible actions to 

ir:lplement the stated recolll!1endations. The Investigative Staff noted, hrnrever, 

that no firm. decision has been reached by OMBE to either reduce the number 

of field officers or to discontinue the existine field offices. 
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The InvestiBative Staff found that 10 of the 12 field offices have one 

full-time secretary for each field officer. Accordini:; to Oi1BE information, 

the ratio for the reeional offices is about 1 secretary for every 2 profes-

sionals. Effective utilization of the field office secretaries is of concern 

to OMI3E because of the lov woi·kload leYel and the fact that the field officer 

is usually away from t~e office abo~t 50 percent of the tioe. A regional 

director said he had stronely recommended that all field offices in his region 

be closed and that the personnel be reassie;ned to the r egional office. He, 

in addition to the reas ons noted abo7e, said that many of the organizations to 

be visi tea. were located in cities awe.y from the field office sites and, there-

fore, could be co7ered as well from. the regional office. 

The Investigative Staff feels that in view of the reduced role of field 

officern under present OlIBL policy, their lack of experience in contract 

adninistration, and under-utilization of the secretaries, that substantial 

economies in costs associated ,;i th a fi eld office and improved operating 

efficiency could be achieved by mmE, if the field offices were closed and 

related personnel transferred to the cognizant re~ional offices. 

C. Ot-IBE Staffing 

OMBE staffing, si~ce the decentralization action of October 1973, appears 

disproportionate, alrwst a 1: 1 ratio, 2-s to the nuD.ber of people in headqua:i:-ters 

compared to the number in the regional offices. In addition, the ratio of 

secxetary/clerical personnel to the professional staff is 1:1.6. The 

Investigative Staff believes that consideration should be e:iven by OlBE to 

correcting this inbalance by shiftine some of the headquarters personnel to 

the regions and by reducing the overall number of secretary/clerical personnel 

because ( a) a large :portion of the O!IBE workload has or is beinr, shifted to 
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the region~l offices, (b) th8 responsibility for monitorinc (contract awnini-

stre.tion) of over 300 Ol·ID~ fundecl organizations has been transferred frcm 

headqu~rters to the reeions, and (c) the high nUtJ.ber of secretary/clerical 

employees in relation to professional e~ployees is questionable. 

OMBE furnished information, as of 8e:ptenber 1974, indicating that of the 

257 pernan~nt OMBE employees, 134 were uorking in headquarters and 123 were 

LJ assigned to the reglonal offices. The details relating to this staffine; shou 

that of the 134 assigned to hea1quarters activities, 78 uere professionals and 
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56 were secretary/clerical; and, of the 123 assigned to the regions, 81 were 

professionals and 42 were secretar.r/clerical. Thus, for every 1.6 profes-

sionals~ Oi-IB:C has 1 secretary /clerical e;:iployee, an unusually high ratio in 

the opinion of the Investigative Staff. 

The Department of Co:rrr.::erce Au~it Office in its report of July 1974, 

I I sum~ested the transfer of sone headg_u.arters personnel to the regions. This ~ , 

was suggested due to the assu:w.ption of contract renewal authority by the 
t ; 
.J regions and personnel who previously performed this fuI1ction in headque.rters 

n would then be available to administer contract actions in the regions. 
;t..i;; 
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All of the regional directors e.d-rised the Investif,ative Staff that they 

needed additional st2.ffing to handle the heavy workload in contract aruninistra-

tion. One of the regional directors believed that the personnel could be ma.de 

available froD the headquarters staff as he noted that a disproportionate 

number of people were assigned to headquarters activities. 

Information on OMBE personr1el assie;ned to headquarters and regional offices 

snowing the number of professionals and secretary/clerical personnel and 

their general schedule classification appears on the following page: 

52 



. I. ' 

C:..J E~-J i;:......J l J 

LISTil'JG OF OMBE PERSONNEL ASSIGNED TO HEAD UARTERS AND REGIONAL OFFICES SHOWING NUMBER 
OF PROFESSIONALS AND SECRETARIAL CLERICAL PERSONNEL AND GENERAL SCHEDULE CLASSIFICATION 

AS OF SEPTEMBER 23, 1974 

General Schedule GS-6 
Office Professionals SecretarrLClerical Total 18 11 16 12 14 .D 12 11 10 -2 8 ..:I.. and Under 

Headq_uarters 78 56 134 1 2 3 20 10 16 12 6 - 10 6 16 32 

Regions: 

Atlanta 13 4 17 1 5 1 4 1 2 3 
Chicago 8 4 12 1 3 2 1 1 l 3 
Dallas 10 6 16 1 4 2 2 1 l 5 
New York 12 6 18 1 4 3 4 1 5 

V, San Francisco 10 4 14 1 l 3 l 3 l 1 3 w Washington, D.C. 13 6 19 1 3 6 2 1 l 1 4 

Field Offices: 

Alburquerq_ue 2 1 3 1 l l 
Boston l l 2 1 - 1 
Cleveland l l 2 1 1 
Kansas City 1 l 2 1 1 
Los Angeles 3 l 4 1 1 1 1 
Memphis l 1 2 1 l 
Miami l l 2 1 l 
New Orleans 1 1 2 1 l 
Philadelphia 1 1 2 1 l 
Phoenix 1 1 2 1 1 
San Antonio l 1 2 1 1 
St. Louis 1 1 2 1 l 

Total 122 2§ 257 1 2 J 26 36 38 28 11 2 11 6 24 67 = - - - = -
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The averase ceneral schedule classification (GS) erade as reported by 

OMBE for its personnel for the FYs 1970-1974, is as follows: 

Fiscal Year 

1970 
1971 
1972 
1973 
1974 

Averar,e GS Grade 

11.4 
11.1 
10.8 
10.8 
10.G 

According to statistics conpiled by the Civil Service Comriission, the 

averac;e GS Grade for full-tine permanent employees of executive 8{!:encies as 

of Septenber 1974, uas 8 .1. Although there has been a slight decline in 

OMBE's average crade structure, it is still substantially higher than the 

average of executive agencies. 

OI.IDE staffin,g is made-up predominately of people from various ethnic 

backgrounds. Of the total of 261 permanent and teTiporn.rJ enployees on hand 

as of January 8, 1975, !"Jenbers of m.inori ty ethnic e:roups comprise 200 or 77 

~\ percent of the total. Blacks, the largest minority group, nunber 155 or 59 
l 1 
wJ 

percent of the total. A schedule of the staffing of erc.ployees as categorized 

by O!GE appears on the following page. 
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Head9.uarters 

Male 

Office of Director 3 
President's 1 

Advisory Council 
Chief Counsel 1 
Public & Congres- 1 

sional Af'fairs 
Prog-_ca.m Research 0 

& Develop:rncnt 
Field Operations & 14 

Adii"linistration 
National Progr&rr$ 10 

Subtotal 30 
Vl Percent 
Vl 

Re~iona1 Offices 

Chica.go 7 
Atlanta 7 
Dallas 5 
New York 6 
San Francisco 3 
Wo.shington~ D. c. 8 

·~· '-~ Subtotal 36 
Percent 

Ci} · Total 66 

-~ 

-
Percent of Total 

t _ __;] t",,-· ,, IC-).u:..~_; ··---, 
--- .i ·. __ .J L.-J 

OMBE STA,.'!i'FIKG AS OF JANUARY 8~ 1975 

Black'"' ~panish Speakin5 Oriental/Indian 
Fe- Fe- Fe-
ruale Total Male me.le Total ~fa.le male Total ----

6 9 3 3 6 1 0 1 
2 3 0 0 0 0 0 0 

4 5 0 0 0 0 0 0 
2 3 l 0 1 0 0 0 

2 2 2 0 2 0 1 1 

25 39 2 0 2 0 0 0 

10 20 1 2 _]_ 0 0 0 

51 81 9 5 14 1 1 2 
(58) (10) (1) 

4 11 3 2 5 1 0 1 
9 16 1 1 2 0 0 0 
5 10 5 3 8 0 0 0 
6 12 3 3 6 0 0 0 
6 9 3 2 5 0 0 0 
8 16 2 0 2 0 0 0 

38 74 17 11 28 l 0 1 
(62) (23) (1) 

89 1~5 26 16 42 2 l 3 = = = -- - - = 
59 16 2 

' ... 

L~. _J --------. l 
.... 1 .____ . .J 

Grand 
Nonm.inorit;y: Total 

Fe-
Male male Total 

1 3 4 20 
1 1 2 5 

2 1 3 8 
3 1 4 8 

1 1 2 7 

8 6 14 55 

10 -2 15 38 

26 18 4~. 141 
(31) (100) 

1 1 2 19 
2 0 2 20 
0 l 1 19 
1 0 1 19 
4 3 7 21 

.2. l .4 22 

11 6 17 120 
(14) (100) 

37 24 61 261 = = - = 
23 100 
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V. PltOGP~l'\ii RESULTS - rumr:D ORG./\::IZATI0,18 

In various O:IB!:: reports, docUillents, and in hearinfs before Conr,ressional 

Comrlittees, OrOE has described its proGram as an investnent program and stated 

that it is not a handout or a velfare program. OIIBI:'s r,oal has been and 

continues to be, to brine the ninority businessnan into the r:minstrearn of the 

econocic systen. of this countr,J. Accordine: to official stater.:ents of o~mE, 
the progran's success nust ulti~ately be Eeasured as it is in the majority 

sector, that is return-on-investment in terms of sales, profits, and jobs 

created, OlIBE has stated that the final test of the effectiveness of the 

program must be, however, the exteilt to which minority businesses flourish 

under its auspices and ultinately the rate a.t ,rhich they graduate out of the 

prog::-.-an. 

The Investie;ative Staff found (1) that the performance of OE3E funded 

organizations has fallen far short of plannecl goals in terms of new businesses, 

buy outs, and expansion of existing businesses, anc. ( 2) that the OilliE Per-

formance Hana[;ement System. adopted in June 1972 to neasure performance does 

not provide current, conplete or Heaningful information on retu~n-on-invest-

ment in terms of sales, profits, and jobs created by the ~inority businesses 

a~3Sisted through the OiffiE p~·ogram. lforeover, statistical inforr1ation shmrinr: 

OMBE accomplislments in other progran areas is not co~plete or accurate. 

A. new Businesses :Cstab1ished, Buy Outs, and Expansions 

OMBE records are inconclusive concerning the specific number of new 

minority businesses forced, buy outs, _and expansions of existing businesses. 

The final adjusted FY 1974 Perfor-Aance :tanagement Report indicated that for 

FY 1974, only 262 new business starts and buy outs were reported by OM:3E, 

or 12 percent of the 2,200 ne,r business starts and buy outs planned. This poor 
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performance record r epresents almost a 50 percent decrease, percentar,e-wise, 

from FY 1973 performance when Oiffi:C reported 420 new business starts and 

buy outs, or 23 percent of the planned performance of 1,800 new business starts ,·, I 1 and buy outs. The status of expansions of existing businesses as an indicator 
u 
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of performance n:.easurement was dropped from tl:e FY 1974 report because 

accordinb to OrIBE it has not developed a definitive criteria that can be used 

to determine business expansions. 

OBBE officials were unable to adequately explain the poor performance 

r] record for FY 1973 and FY 1974. They believe, however, that OIIBE 's reporting 
L 
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system has serious deficiencies uith regard to tracking the actual number of 

new starts and buy outs attributable to 0!'8:2 contractors and grantees. A 

great deal of OHBE effort has been expended, unsuccessfully, to resolve dis-

puted printout figures showing the actual performance of its funded organiza-

tions. 

One Regional Director in a memo~andum to the Investigative Staff, stated 

that his office has always been on the horns of a o.ilerc..-;ia concerning ,rhich 

set of figures to use -- those appearing in a machine printout based on 

reports received from the organizations, or those compiled by his staff based 

on follou-up work with the organizations and. client sampling to verify if the 

organizations had rendered the allec;ed services reported, including the number 

of new starts and buy outs. 

The Investigative Staff noted that the lack of refined data is a general 

condition within O~,:tBE as different sets of figures have been used at various o · times to show the progr~ accomplishments for the sa!!le period of time. For 

example, the final FY 1974 Performance 11anagement Report showing O!,IBI! perfor-

0 mance for the current and previous year indicated different sets of figures 
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( increases and decrees es) for FY 1973, for co::1po.rison purposes, than appeared 

in the original FY 1973 ne~ort. 

Furthermore, the Director fo OI-IBE used still different fieures on FY 1973 

acco::nplishnents--grossly inflated, uhen testifying before the Eouse Appropria-

tions CoJllmittee on April 3, 1974, in justifyinc: the agency's FY 1975 budget 

request. At that tine, tt.e OIIBE Di:tector spoke in elowinc; terns that had 

met the majority of its goals established through the Performa.11ce Management 

System (Pl-1S), and had exceec.e1 them in several instances. In p8.rticular, he 

stated that Oi'.ffiE data indic3,ted that, in FY 1973, 1,175 new businesses were 

started, 528 buy outs were effe(!ted, and 3,771 expansio:is uere conpleted. This 

contrasts with the Perforr,_iance :Ianac;e!'lent Re:9orts of August 1')74, showing only 

r ·: 262 new businesses and 159 buy outs. The inform2.tion on expansions was not 
d 
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even available. 

The table on the follo.ring page illustrates the inflated information used 

in the FY 1975 hearings and the conflictinc data appearine in various Oi':ffiE 

reports; and., thus highlights the serious deficiency in OI-IBE's Perfornance 

?1an2,genent Tieport system. to yield accurate, complete, and L1eaninrful inforr.ia-

tion on prosra.n accomplislments. 
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INCONSISTEUCES IN STATISTICS PRESENTED TO THE CONGRESS 
BY OM.BE, PUilPOR'l'JWG 'I;O m;l'TJECT 'i'HEIR 

FY. 1913 PROGRPJ,i ACCOMPLISIIMFir.L'S 

Clients Assisted 

Management Services ond 
Technical Assistance 

Loans Approved (number) 

FY 1973 
Goals 

(Plan ) 

20,000 

16,000 

4,000 

Loans Approved ( $s) $160. OM 

Procurement Contracts (nu!!lber) 1~250 

Procurement Contracts ($s) 

New Businesses 

Buy Outs 

$1~1.0M 

1,000 

800 

2,700 

FY 1973 
Performance 
Mo.ne.gelli0nt 

Renort 

20,600 

8,075 

3,225 

$128.0M 

1,400 

$126.6M 

810 

535 

2,500 

Reported to the 
Congress in 

:F'Y 1975 
Budget Hearings 

(April 19·r4) 

21,606 

12,362 

3,6~8 

$145.L-M 

1,474 

$185.).i.M: 

1,175 

528 

3,771 

,--- -·---• I 
L .. J 

FY 1973 
Performance 
Management 

Report 
(AUJ7,U2>t 1974) 

22,873 

13,164 

3,874 

$158.3M 

1,134 

$ 70.4M 

262 

159 

Not Available 



B. OMBE Pro~ram Emphasis 

Under its original policy otIDE has stated that it stressed business 
I 

i _j development, emphasing loan pacl~e-~ing and new business starts. Emphasis was 

put on very simple survival management and technical assistance, like book-

keeping and legal services and other type of assistance for minority business-
i·7 i men. The new policy adopted in Harch 1974 was directed toward concentrating ,_, 

f] 

n u 

business development assistance--more sophisticated management and technical 

help--on existing businesses throughout the country of the larger and more 

profitable type. 

Pursuant to the original policy, OilBE funded organizations have placed 

special emphasis on assisting clients both current and prospective business 

enterprises in preparing loan packages and in securing procurement awards. 

To a such smaller extent they have provided clients Hith Management Services 

fl and Technical Assistance (;:STA). Hovever, it is questionable that the funded 
L. J 

organizations have the capability to provide this type of service. 

ifnile OHBE is of the opinion that it is more difficult to quantify MSTA 

than loan packaging services, they have stated that ?iSTA is more critical 

to the overall viability of minority business development. I-~TA has been 

defined to include all assistance provided, utilizing the manaeement or 

technical ex:Pertise at the disposal of an OMBE funded organization to solve 
fl r I a significant probleQ encountered by a businessman. Assistance in the areas u 
n u 

f] 
LJ 

lJ 

of finance and procurement, where a contract or loan of a fixed dollar amount 

is sought, is specifically excluded fro.n the 1:STA category. 

As mentioned in the FY 1974 OMBE Performance :lanagement Report, the 

FY 1974 experience in providing !lSTA does not support the recent OIIBE -

sponsored statements that pror,raill.I:latic emphasis has been shifted away from 
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creating new enterprises to increasin5 the ability of existinr, firms to 

survive and pro3per. O!IDE has stated that currently, in view of fluctuations 

in the econo~r, compounc.ed by the effects of the ener[;Y crisis and widespread 

high cost of credit, that minority businesses require more and hicher quality 

managet1ent and technical assistance to stay in business or to avoid losing 

gains that heve been mode in the 13.st few years. 

The Investigative Gt2.ff noted that Ol1BE fU11ded organizations continue to 

emphasize loan packaginG in FY 1974 as they did in Y!Y 1973. !Ioreoever, this 

same enphasis is continuing in FY 1975. This concentration of effort on 

loan packagin,s resulted in a wide disp:.>,ri ty between plan and actual accomplish-

ments with regard to i::S':'A. The prelirdnary figures compiled by mIBE indicates 

that only about 50 percent of the goals es,vublishccl for the funded orGeniza-

t ions for i-1S'rA were achieved in both FY 1973 and FY 1974. 

To the extent that ~ISTA 1ras p.rovidec1, the Investigative Staff found thut 

the assistance rendered was p:-edo:ninately on the front-end, that is, pre-loan 

or pre-procurenent ( contract aua.rd). l•:inimal assistance occurred after a 

loan was approved or a contract awo.rded . This la.ck of follow throueh 

assista.~ce, considered critical for long-range success of a minority business-

man, was not being provided because the funded organizations were (1) heavily 

collilllitted to maintaining a hich loan vol~e, (2) available staffine; lacked 

in-depth IiSTA expertise, and (3) sufficient time or staffing was not available 

to provide one-on--one assistance to a needy busj_nessman. 

In evaluating the shortcomings of the Ql.f3E organization in serving the 

needs of the minority entrepreneur, various study groups and orcanizations 

have cor:nnented on the tremendous need for expert, continuing manaGement and 

technical assistance fron QI.IDE funded organizations if disadvantaged small 
/~_Fo-9~ 
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