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r, businesses are to succeed. The Investir,ative Staff found, hoirever, that 

n u 
1-, 
I I 
I • 
LJ 

[] 

q 
' J LJ 

q 
lS 

a.lthouch there is c;eneral acl:nowledc;enent within and outside of OIIBE of 

the importance of >:STA, no definitive directions or r,uido.nce has been issued 

by OilBE to fully iraple!!lent this phase of their cinority :9ror:ram. Only 

recently, in the second half of FY 1974, has O:J3E established and :9artially 

staffed the position of }ksiness Traininr.: and Bducn.tion. As a minim~"n, OHBE 

should require its funue\3. or~anizations to hire the expertise required, 

minimize the enphasis on other proe:ram:r1atic areas, and. modify its objectives 

t hat stress "m.ur.bers of clients serveC::., number of loan pac:l:ar;es prepared, and 

nunber of procurecent cont:r-acts a•.rarded," and erphasize identification of the 

stronGest potential businessnen, neu and existinc, and concentrate on assistin[. 

those individuals to succeed. 

C. Status of QI.::S}~ Assisted Dusinesses 

Oi-IBE does not cur:.:ently have a reliable reporting systeD to provide 

complete inforr;-.ation on the achievenents of funded orcanizations. As a 

result, Or.IBE is unable to show with reasonable accuracy how nany 11inority 

businesses are successful or have failed, and more iuportantly, the reason(s) 

for the successes and failures. .tu.so, o:cz is without. a proven systen to 

provide an identification of those business characteristics that tend to 

increase the pro1l3.bili ty of business failure. Thus, o:GE is severely handi-
n 
I I capped in proposinr: definitive plans and in il".plenentin~ concrete actions to u 

D 
increase t he effectiveness of its funded orsanizations. 

o::.,miz does not r1ake loans, but rather its funG.ed organizations provide 

assistance to ninori ty businessnen to help ther. obtain loans. The riiajori ty 

of loans nade t o rtluori ty business:!len are SDA-guaranteed ancl r.iade through 

Q private sources. Althouc;h S:31\. re:!")orts on the r;eneral status of minority 
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l .. J loans, the Investigative Staff \TUS inforned that S:C.I\ does not riainte.in 

I · centralized records on loan pacl-:ac;es of ninori tr enterprises because 0:-ft3E is 
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responsible for the fundins nnd the production of these orcanizations. In 

sunmary, neither SDA nor OliDE naintain separate records concerninr, the 

current condition of loans {includin~ arrearages) nade to minority businesses 

assisted by OlillI; funded orz,anizations. 

1. OiBE iiinori ty Business F:1ilure Rate 

In attemptine to teasure the success of the ninority enterprise effort, 

various failm·e rates for suall business and/or ~inority businesses have been 

reported by the Government and the p~ivate sector. 

OiIBE as recently as 1 '.arch 1974, in ar1 appe2.rance before the House 

Permanent Select Committee on S:-:all Business, testified that the prelir!:inary 

results of an Oi2E in-house failure rate survey am.one 5,000 assisted business 

:firms showed the failure rate to be 1.9 :?ercent for O:ill~ assisted businesses. 

In his testimony, the Director of Oi2f. said that a detailed analysis of the 

U survey results would be conpleted in June 1974. The detailed analysis was 

D 
D 
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to include an examination of failures by georraphic location, type of busi-

ness, age of business, type of OliBE-sponsored assistance provided, etc. 

Based on the knowledge gained through this effort, the !:iirector said O!IBE 

would modify its proe;ra.m. 

The Investi,'.iative Staff revie,;red the survey results and discussed the 

merits of the survey with the responsible OJIBE official. lie advised that the 

survey was not finalized and the results were not published because of 

serious weaknesses associated with the method used for measuring the feilure 

rate. Some of the problems associated with the survey included (1) a 

scientific sa.I11ple was not obtained as the criteria used for selectinG minority 

businessmen was not representative of businesses recei Ying m'.DE assista.."lce, 
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(2) many clients vere reluctant to :'.)rovide finJ.ncia.l inc: icators such as sales 

and income infornation~ and (3) the res::,onse rate to the survey questionnaire 

~ms low. ~!hen undertaken, the survey was 1001':ed at as an in-l1ouse evaluation 

to measure or atten1pt to neasure the failure rate of o;,o:i:; assistetl businesses 

and the infornation was not neant for riublic clissenination. 

Althouch used in the above-mentioned he0.rinss, the decision to not 

promule;ate the fe.ilure fieures resultinr; fror'l the survey was nade by the then 

Assistant Secretary for Ad.ministration in the Depart~ent of Co~.nerce. ~he 

reasons cited for this decision were included in a r.:i.eT,1oranc1-um to the Director 

of oam: on :1ay 22, 1974, vhich statec:.: 

11This is a follou-up to our previous discussions concerninv a 
valid rnethod of near,uring t he failure rat e of o= =-i=: assisted 
businesses. T~1e nain ~:rcb ler'. I see with the recent stuc.y is 
that the n ethod for reasurinc the failure rate uas not dis-
crir--1inatint:~ enouz;.1 for our neec:s. iJore si,ecifically: 

l. 'i'he conce:i;it of failure wa s not presented in definitive 
financial terns. (Sales, ~rofits, etc.) 

2. The failure rate found. in this study, if ,c:.easurec.. 
same manner in the future, is li1~el" to increase. 
this mean the OIIBE progran is less effective over 

in the 
Does 

tin e? 

3. After exhaustinr; many statistical references, ·a comparable 
failure rate statistic for all businesses v,as not ascertain-
able. 

q 

"Considerinr-:; these proble=is, I do not believe that we should 
promulr,ate the figures. 

liWe still, houever, need a nethod to determine the fo.ilure rate 
of Qi.BE assisted businesses or·, alternatively, to measu::e the 
success rate.n 

This aborted effort to secure information on O~ID3 successes and f~ilures 

rzp:resents pe.rt of a continuins unsuccessful effort by O'.illI; to arrive at 

this type of infornation. For instance, at about the sa..,ne ti!.1e that the 
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l J in-house study was in procress, OhBI: negotiated on a sole source basis, a 

firm fixed price contract for ~;45 ,000 on June 15, 1S)73, with an independent 

contractor, to perform a statistical study of the causes of minority business 

L successes and failures. The drC1.ft report subni tted to OIIB:C on June 25, 19'(4, 

like the in-house study, h£:.s not been finalized because OlJ3E in a menorandum 

to the Investie;ative Staff said it has serious reservations about the study, 

lJ and therefore, a decision has been made to not disseminate it. 

There is no dm.fot that the 7. 9 percent failure rate testified to by 

0 the OHBE Director is cor.pletely unreliable. 

2. General BP:=;iness and riin.ori t~.r B1.1siness Failure Rcttes ------
Information obtained by the Investi~~tive Staff revealed that the 

opportunity for success of a small business and a Binority business in particu-

lar, is at best difficult to achieve as the failure rate is very high, over 
r~ 
( .Ji. 4 . 1 50 percent. A 197 D'.m and Bradstreet report on Dusiness Failure Record for 

1973 showed that the first 5 years of business operations are the hardest and 

that 57 percent of all concerns failini:-; in 1973 were in operation 5 yea.rs or 

r7 less. There ·was an eYen larcer proportion of "neophytes" amone; the casualties L.1 
tLJ 

n ! 1 
LU 

[j 

0 
G 
D 

in the retail industry ,rhich has the hie;hest concentration of minorities; of 

9,345 failures in 19T3, 63,5 percent of the total uere in the retail industry, 

The report included failure trends by regions and states, an exan:ina-

tion of which showed f'or · the 4 states with the highest mnber of O10:C funded 

organizations failures vere generally rr.'.lch hie;her in those states than in !'lost 

of the other states, in the respective rec;ions, as follows. 
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FAILUm:: TR!:.TDS BY P.EGro··s AFD STATI:S 
(Rates Per 10,000 Listed Concerns) 

1970 1971 1972 1973 . 

I.fiddle Atla.>1tic Rep:ion 50.1 51.5 54.7 53.l 

?!eir York Go.6 63.8 70.1 66.7 

South Atlantic Redon 30.2 27.0 23.4 23.0 

District of Colunbia 46.2 39.0 54.9 61.1 

East i'To:::-th Central Rer:ion 4G.9 44.5 42.2 41.3 

Illinois 37.1 48.2 38.8 43.7 

Pacific Re~ion 104.2 90. S 72.5 74.1 

California 111.1 90.0 74.1 81.1 

Moreover, using liabilities as an indicator of the size of the business and 

thus shmring a rele.tio~s:iip ui th the smaller size of minority businesses 

in general, the report indicated that 70.9 percent of the failures had lia-

bilities of $100,000 or under. 

A study complP-ted in 1974 by SBA indicated that survival rates of SBA-

financed rainority businesses uas substantially the same as survival rates 

for the general business cormunity. The findings on the extent of overall 

minority viability included: 

8 
D 

53 percent of SBA minority borrowers studied,either discontinued 
or were expected to discontinue their neH businesses within 
the first 2 years of operation, compared to 50 ~ercent normally 
expected of all ne1r businesses in general. Ilin0ri ty discon-
tinuances ,dthin 4 years after a business started were sub-
stantiaUJ,~ the same as in the e~tire business cormunity. 

Although the SBA analysis covered loans made betveen July 1, 1967 

and June 30, 1970, a period prior to full operation of Oi!BE, the SBA study 

noted that there are no official estimates of business discontinuances. 
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The Depart~ent of Cor:u:nerce ~ade a COI!lprehensive study of business survival in 

l the 1950 's, but the series of statistics on uhich the study uas based was 

discontinued in 1962. The 53 percent failure rate cited in the SBA study 

probably reflec~s the high risks facin.: new businesses. As a substantiation 

L 
,-

L~ 

11 
[ 
r~ t.--1 

r-: 
i 

0 
q 
lJ 

0 
0 

D 
D 
0 
D 

. 

of the risks encountered by ninority businesses, tne Investi~ative Staff :ioted 

in exaninin13 a 1973 ITational !1.nori ty I:usiness Directory that a reference ,-ras 

included in the Directory indicat inG thut of 3,000 ~irns listed in t~e previous 

years Directory, a total of 1~600 or about 53 percent, had gone out of business, 

The 1973 Directory, listing a smaller n~ber of firns, sho'\Ted that of 2,200 

firns, 800 were new. 
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VI. PLRFOR1 .. :AEcr, I-i/J'.J\Gf'i-iLJT fYS'l'TI: 

The O?-J3E Ferform.'.l.Ilce r;anacemcnt System mi.s developed as a ma.'1ngcr.1cnt tool 

to measure "hou '7ell" the Cl-8[ p!'-:>Gr::m uas cperatir.e; in terms of o.ctuo.1 rc:::ults 

ccmpnred to budceted resources consumed. Its basic ocjcctives are prir.;.o.rily 

to provide to Ol-ill!: and the Congress c>. state1:1cnt of pro:_:rru:, obj ectivcs and 

results ancl to provide for an on[;oi.ni; p:-:-o[;ra:J !.'l2...'1accot:nt ::-evic" tectniq_~e. 

The perfomance measures used by OViGE relate :pri.na.=ily to: clients assisted, 

loan pa.ckac;es pre:pared and al)proved showing the m.:.n1:•er and dollar value, :procure-

oent co:rtracts obtained, clie:its receiving r·.fanagc::ie1:t Services and 'Iecr..::.ical 

.Assista!lce (?,!STA), neu businesses establisl:ed, 'buy outs secured, and bu sines :ies 

expanded. 

OMBE has repeatedly indicdeC: in testin.ony before the Conuess, in exterr.al 

reports, and in ir:.ternc.l docut:ents tl':..a.t it either has or lrill hJ.ve the capa-

bility of providing i~for~ation en the pro3ress of minority busi!'.lcsses i!'.lcluding 

tl:.e reasons for succ~ss or failure of minority businesses throug!, its Perforn:a.'1ce 

Management Systcr:1. 

The Investigative Staff found, hmrever, that as of Dcce1;.i:.)er 15·74, tc..e Sys ten 

established in June 1972 falls far short of its planned objectives and its 

p:-incipo.l output relates to statistical data (11UI:1bers) ,rhich are used 'by QI.ill;:; 

to quantify or measure total aGency performm1ce a5ainst projected accncy goals. 

These "nunbers" do not reflect acco:::rplishLlents of the individual CI!BE funded 

orcanizations, that is actuo.1 versus plunned; nor, is there availui:>le in 

schedule, tabular or, in any form a ready sUI!lLla.ry (monthly, quarterly, or 

a::.nually) showing the acco.nplis!ments of the various funded organizations uithin 

ea.ch of the 6 O~ffi~ regional offices. 

To evaluate the perforr::lance of indiviclual OHBI: funded oreanizations in the 

&.rea of ne" business starts and buy outs, o.s vell as in other proerUIJ ureas 
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for FY 1974, it ua.s necessary for the Investic;ntivc Staff to request this t~·pe 

or infon::ia.tion directly froI'l the 4 regional offices visited 1:·ccnusc t1:is type 

of inforoation uaz not conpilcd or e.'1ailable in 01-IBE headquarters. To prepare 

the data, it ,.,as necessary for tlle Olt:33 regional offices to co back to rau data, 

utilize oanual and auto~ated infor~ation, and to reconstruct soEc records to be 

responsive to the request. 'l.'1:ree of the 4 recional offices contacted furnished 

the inforoation in a reasonable period of tir.:e. One recional office, Sun 

Francisco, a.ft er repeated requests ( including direct invol venent of the 01-IDE 

Director) could not, or would not, furnish the conplete infornation even after 

a lapse of 2 months, and the request for the additior1al infon1ation 1ms dropped 

at the co~pletion of the investigation. 

An evaluation of the information fur.1ished indicated. that OHBE ·i:ras not fully 

implementing its th1e phased plan for each contracted orga.."'lization. 'l'he time 

phased plan included in each OViBI contract sets forth the expected goals for 

co.ch program area a,nd is used to evc".luate the performance of each funded 

organization dcring the progr.:!.tl year by comparing actual versus planned ~oals. 

Ostensibly, OKBB uses the conparative data and other information in decidin.:; 

Ybether an organization should or should not be refunded, 

The Investigative Staff noted that separate goals ,rere not generally 

established for each funded organization in FY 1974, and as a result, more 

attention was given to the performance of each region and the total thereof in 

reaching the tot~l OM3E established goals. 

In exanining the detail of the data furnished, the Investigative Staff 

reached the conclusion that O!-IDE ,ms continuing to fund and "ca:rry" orgeni-

zations that ,,ere poor or marr;inal performers. For exaI!lple, in tbe San Francisco 

region (covering 5 western states) of 27 organizations ,~ith established goals 
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01 2llU net-r ou~1ncss st.arts ana ouy oui..s 101 r 1 1;;11 ••, u..i...tlJ.. rcpori;eu on:i:y~ ..1.- uc:v 

businesses and buy outs, or an actual accompli~:m1ent of 19 percent of ~l.:i.n. This 

dismal picture of perfornance is furtter e:;grav::?.ted 1:hen it uas noted that only 

3 organizations prociuced all 28 of the neu business start:. wit:i oul:, 1 organi-

zatior. producinc; 23; a."ld, of t!.le 23 buy outs reported, onl~r 7 orc;anizations 

vere inYolved. As e couse~u~nce, of the 27 contracted o~e;a.."lizo.tions in this 

region fu:ided for $6,S million ir. FY 1974, G7 percent or 18 of the orcanizations 

did not produce uny neu bm::iness starts or buy outs. 1''urther, as reported by 

O?{BE, of the total ore;o.nizatious involved in !rationtl Procrams during FY 1 9711, 

only 14 new business starts and buy 011ts uere !)rocluced out of 700 !)lanned, or 2 

percent of tl:e established goal. It is obvious to the Investisative Staff tha~ 

from. the above exc.Ill:=,les 01-.lBE fl!:lc1.ed organizations ere completely incal)able of 

neeting OHBE estcblisl:ed coals for neu business starts and buy outs. 

OHBE has placed a g-:-eat denl of emphasis on outside studies to assist it 

in providing the kind of . info!~ation not forthcoming from the Performa...rice l•!e.nage-

ment Syste,n. At present, O!.ffiE is engar;ed. in ve.rious studies aud activities to 

furnish the desired infornation. For exaL1ple, 01-:BE has negotiated sole-source 

contracts costing $419 ,983 for a 2-p2,--rt study that is being conducted to: 

(1) Develop a methodology th~t could be used to deternine the benefit/ 
cost rction associated 1:ith the OlfBE progra"'c end proc.uce an i!lteri!ll 
report based on data collected. fro:~ a selected. group of oi.g1: fur.d.ed 
Business Devel0psent Org6.Dizations. 

(2) Concuct a benefit/cost ana.lysis of t:ie OLI3:C Business Developpent 
OrgfJiizc.t:.ons n:1d the Cor.sti:uction Contrc.ctors' Assista:ice Centers 
programs. 

The study is scheduled to be co:t:1I)leted in I-larch 1975 unless a further slippage 

is e,:pcrienced ns the original conpletion date established vas January 1975. 
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In vicv of the critical need for current, complete, und rcliatle infor~atiou 

on the reason for t1inority business failure and related information on ~cccsses, 

the Investigative Staff believes that ns a Dir.lllULl Oi'J3I: should: 

(1) Perfon:i a conprehe:1sive c>.:;_)pro.isoJ. of the Perforo:1.I1ce I-:-inc:>.Geracnt 
System to iclent.if'y its uee:!u1esses and. develop concrete recom-
mendations to ove:.:-co::ue the ,:ce!-:.nesses. 

(2) Establish a tine-phased plan to Eodify the syste~ on a priority 
basis. 

(3) Consider developing a new systeI!l responsive to Oi,i}JE' s needs, if 
the pres~nt system is found to "be unwieldy and not subject to 
major chan6es. 

(4) m-JBE sLould am;ressively t1onitor the neu or revised systeJ:". to 
ensure that it produces infori:cation in a timely r:1o.nncr so that 
O!•lB.E ce.n evc..lv.at~ e:1.d utilize this infornation to effccti vely 
carry out its progr2.IDs. 

Client De.ta Rcnortin.c; s;rste~ · 

OMBE established the Client Data :2eportin~ ( CDR) Svste:n as the pr1· t · _ ,.,, ., mary ecn.-

nique to collect data. on co:itractor/i;!'a:itee pcr-forr:ie._'1ce for use in the Perfor.-

nance Panage.-:icnt Syste1:1. After a period of develop::::.2::1t and testinc during the 

SU!!lIJe1• of 1972, the CDR Gysteo was inplenented in Septenber 1972 at which time 

each funded Business Developffient O~g~niz~tion was provided with CDR forns and 

.coopletion instructions o.:id. ims directed to begin utili::in6 this reporting 

systeo innediately. 

An OMBE headq_uarters official quite candidly admitted that this system did 

not vork, stating the criteria. ,ras constantly changing and contractors cou-

plained of the m.merous forns to be administered, Ee also ste.ted clients 

refused to furnish to OHBE funded or61mizations financial data regarding the 

stl:1tus of their businesses fee.rfnl this information would "ue turned over to the 

Internal Revenue Service. Because of this and other problems, several chan0es 

in this reporting syste!n have been no.de by 0! 1wE. 
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L' In a mcraoro.ndum do.tcd Hay 17, 1974, the Director of m.:cr: said that his n agency Yas (still} experiencing some difficulty with the CDR system and idcnti•• 

:ficd the inherent :problC!J.s in the cu:-rent CDR sys tee as follmrn: 
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(1) The client data collection syste~ is either frai:;nentcd or in 
some instances noncxisteut. 

(2) There are too ::ua..cy i'-0rms in use--sone of widch are not neces-
sary. 

(3) An unnecess~y nu.'1.ber of da.ta eler:cnts are requested fror:i the 
client. 

(4) A broad range of nondefined r-ie.nC.GE'~ent Service a.nd Technical 
Assistance (;,'.STA) cateGories exist, 

(5) Forms are organization orieDted, rather than function 
oriented, 

In order to have a oore accurate and useful Perfo:-r!!a.nce Hana~enent Systen, 

es ~ell as a more reli~ble me.nagcment tool, the O~illL Director recommended the 

1'ollo\7ing changes relating to the C:UR System: 

(1) A neu seri~s of standardizecl fon1s ,Till be developed that 
report on services renuered to clients. The e~?hasis of 
the forms will be plG.ced. upon the ty:,e of S'=rvice rendered 
by the contractor/ 0 re.ntee '\--Thie l1 rela.. te to the o:-~E :'erforra-
ance l'-fo.nage~'=nt Systc::. inni~ators, rather -~aan tailoring 
i1~diviJ.ual reporti!,g for::is for each type of fu;1c.ed organi-
ze.t5.on. 

(2) Quantifiable performance datu, currently reported in the 
narrative reports, uill be reported on the neu functional 
CDRs. 

(3) Only ste.tisticul data will be included on the CDRs, 

(4) MSTA catecories .rill be limited to 12 basic cnte3ories with 
appropriate defiLitions, 

, Furthermore, an Q!,IDr:: report titled . "Proposed CDR System," dated. Hay J.6, 1974, 

ste..ted "at the present ti~e, Oi,rm: ?crforr:iance l,:c.nageiilent System (H1S) data 

collection systen is cULibersor1c, fruGmented, incomplete, and r.ot adequate for 

' D collecting data on services perforocd by o.11 of our contractor/ Grantees. 11 
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According to O1-IBE officials, OHBE's prese:Gt processinc; systcra is liflitcd o.nd 

althouGh it can generate specific e~ta. in a report for.:i, ouch of tLe infor~ation 

obtained and stored in t!1e system is uot retrieva.tle. However, mmr:: is :planninG 

to install a new Data. Ifanuc;eoent Syster:i t:hat OI!B:2 officials clo.iEI should be in 

operation the early part of 1~'75. This systcn , rben fully operatio:10.l, hopefully, 

vill allou ONBE tl1e fle:xibilHy to use various pro13rx:as to extract specific 

data not nmr obtainable. Cor:i::?arati•1e data will be an important derivative of 

this nelr system. 

An 01-illE official, ,-rho has been ,:-ith this agency since its inception, s a id 

OHBE has not been able to measure its successes and has a deficie!lcy i n not 

being able to obte.in the basic "hard" data to make valid., reliable, c c:r.2pariscns 

of fucded organize.tions and to measure the effectiveness of its proi_::r e.ms. 

Another Or•:wE official ad:li tted that promises -;,ere r:ade to the Conc;ress in 

hearinss concerning faih1.re r8.te of minority businesses tl:at should not have 

been nade. He said O1-!E:S ca.n::.ot and perhaps never erill be able to provide an 

accurate f a ilure rate picture. 

The end res1-1.lt of the CDR system input is o. tabulated ccr-.puter "print--out" 

report of informe.tion extracted from the origi;ial CDRs furni sl:ed to m,~B]~ head-

querters by the funded organizations via the regional offices. These reports 

(print-outs) are sent to the regional offices to be used. as a I!lanag e'""":1ent tool 

for the purpose of evaluating the performance of the funded or0anizo.t ions. The 

Investi:3ative Staff, durine its n'lil:le_rous car.tacts ~rith OivffiE recione.l personnel, 

learned that few, if any, regional people utilized this "print-out" report 

since they considered it generally untinely, end inaccurc.te ( ~~l1en conpared to 

their mru manually conpiled sto.tiGtics) and. therefore of little vc.lue. Further-

more, a co:;:iy of the print-out is sent to OhJ3I: funded orcaniza tions for t heir u se. 
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Official~ of funded orGnni~ations advised the Investicntive Staff that- the-- --

print-outs reflected infornation previously ser:.t in to 01-~:C by tlle::!1 and were of 

no vnlue to the orc,;anize.tions. In ar..dition, the print-outs were not tinely nnc. 

the information contained therein was often in conflict 1·ith the data oric;ino.lly 

sub:Jitted. 

The Iuvesti{;ative Staff's rc,:iev of ninutes of a meetinG of Regional 

Directors held in July 1974, noted .that several TieGional Directors voiced their 

dissatisfaction 1rith the CGR Systeu and were critical of this s7>•sten statbg 

that it was unworkable as a ruar.agcrnent tool. Every Regional Director indicated 

tba.t the e.ctual perform2.nce f:!.G~!res listed in the Or·IBE "print-out" ,;ere lo•,~er 

than th-:>se reported, particularly in the tren of buy outs a:id ne'.r b'.lsiness starts. 

The Ot•IDE Dfrector e.~1:nouledged durinG this meeting that the CDR system provides 

more data than OMB:C is presently co.p~'ble of using productively. 

Numerous discrepancies ,rere noted. by the InvestiGative Staff of clata main-

tained by the Regional Offices ,;hen co:npared to an identical catec;ory of data 

listed in the 11p!'int-outs. 11 Tr.e p:-evalance of such a f;.•eq_uent di verge nee in 

the statistical acco~plisl::ri1eEts of the organizations leads tl1e InvcstiGative 

Staff to conclude that an accurate and. valid assess1ient of e.n organization's 

performance cannot be substar.tiated by use of the "print-out." Consequently, 

the syBtem is inadequate to serve as a managencnt tool so that a valid and 

accurate judsrr.ent can be nade relative to an organization's perforD~nce. 

An OMBE official said the only neaningful 1Tay to qualitatively evaluate a 

client's progress (or failure) uas on a one-on-one basis (thnt is a personal 

on the spot audit of the minority business), however, be acknowledscd this would 

be a very eXl)ensive type of survey. The Investieative Staff concurred. 
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~------------------ -------------------VII. OMBE PROCu1U]J::i!'r PRACTICI'S 

Since the original centre.ct actio:.1s in 1972, OiiB:E: l:as follo·.:eu. the sole-

source (directed} nethod of procurcnent in selectinc its contractors. ,~ n 

result, there bas been a general disn:::;recment bcti:-.-een t:-:c Dep~rtr:c:1t cf Cc:.::::crce, 

Procurcnent and CI-,:S~ over the use of tt_is· method of procurenent a.rid other 

related practices follo..-ecl ·by O!-i3I:. Accord.inG to an Ol-iEE officicl, C:31: r.as 

stressed that the only w;.y to inplc:::ent a L.J.inority busb.ess enter_r,rise pro.:;ra:.1 

was to not follow normal proct'.rement procedures to tLe letter but to bend the 

rules to allow nev organizations, staffed. primarily by minorities to be respon-

sive to OHBE' s program needs to serve I!l.ino~ities. ~·he attituc.e of o:'.:S:s vas 

that the situation was U..'lique e.nd uniq_ue measures uere varrante(l. As e. result, 

formal contract procedures end di:.·ectives ·verc not prepared or follmr'=d by OEBE 

during the original contractins and to a large extent tLe sane conditions tave 

prevailed to the prese:.1t ti~e. 

Up to the October 1973 decentralization of OUSE to 6 regional offices, the 

procurement activities ,7ere cent1~alizcd in l office at Ol:-8:C H:ishington head-

quarters. Followi::ig the decentralization action, hO\.'ever, nan~r nore individuals 

(regional personnel) becar.ie involved in the procurement actidties end the 

effort becrune fragmented. In addition, a forsal procurenent systet. ,,as not 

established ui thin or·,ffiE as guida!1ce to people co;.n:par2.tively inexperienced in 

procurement practices. 

With the reorganization of O!,ffi[, specialist categories were esta"olisllcd in 

the regions to achieve au improved delivery system in serv~cing the funded 

organizations (contractors}. Field officers, a specialist position, ,rere given 

the prime responsibility of ac1.I'.linisterinc the contracts. The Investicative 

Staff observed, as previously discussed, that personnel assigned to tDese 
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positions uere not qualified throuc;h appropriate ed.ucntion, experience, or 
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the processing of contracts and 13::-on--;s e:ier{;ed. The n~in problcr,, area we.s the 

eh-tensive delays in processi~g contru~t actions. 

The Investigative Staff noted th::.t there ucre 52 contracts involvin;; a lil:e 

number of organizutions tr..at ,·:ere r:ot siGncd as of LT1..1ne 30, 1srr1.. These 52 

contracts tote.lir.g $G.7 tlllion required ftl!'t~er processing. According to ot-IBE 

records, $5.1 cillion ~o.s res2rved or obligated for 17 of the contracts by 

Nove~ber 11, 1974; and the re~ainin~ 35 coutracts for $1.6 nillion had r..ot been 

finalized as of that date. Becouse of tl~e resul ta.:it cr.':.:::ry 0·1e:.· of funds frcn 

FY 1974, o:•IBE' s buri.;et request for FY 1975 uas reduced ·t,y a'::-out $2. 5 r:1illion by 

Senate and House action. 

Several organizations contacted by the Ir..vesti.;ative Staff strongly co:::i-

plained a.bout Or·:SE' s pr0cure.:,ent practices sto.t:i.nb t:-:at o:=i:.: had not finalized 

their contracts on the due date end in sose inst:1nces, final execution of the 

contracts exteno.ed r.:nny r.o:1ths b:c::y0nd tl:e clue date. j·r_e fe.ill:re of o:.::n:c to 

fino.li:::.e their cor.tro.ctr:, 3.ccording to o::-i:;anizatio:: officials, :p2.ace:: an 

u.n.e:>-.'J)2ct-~d financial burden on t~;.ese org<!.!liz2"tio:is forcinc sci:.e of the::1 to 
r .. , LJ bcrrow operating funds; in one instance, at r;,,tes as biei-: as 13 percent for 
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n shcrt-tero loa..~. Also, i::i this inte:d:n period, soe2e eX)?erienced key person-

nel left these organizations ilhen payrolls could not be ::tet and because of a 

lack of confidence in the fnture of,the organizatioas. 

An official of a national orcanization advised the Investi0ative Stnff 

that his contr~ct W.:lS negoticted in April 1974 but ,;as not finalized u:1til 

October 1974, and then only after he personally travele::i. to ~las!:irigton, D. C., 

end "wall<:.ed" the contract tr.rou.::;h the De:;_:,o.rt::ient of Co~.:ncrce, Procurenent. 
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In addition, many contractors experienced difficulty durine FY7.~7ij concern-- -

ing various items related to their contracts, such as: untimely approval of 

adva.,ce payments, delays in clearance of expenditures, a.,d clarification of 

contract terms, particularly the scope of uork. Further, a De;;,~traent of 

CoI!llllerce lS,74 Task Force study reported thn.t difficulties in or.mr:: p!"ogrrun. plan-

ning contributed to rushed, incct1plete contracting activity in the last feu 

months of the fisco.l year. At the tir:.e of the study, 2 O!!BE letter contracts 

awarded in 1972 rer2nined tu1.:':.efinitized; others , ,ere 6-9 moaths old. 

l)u.ring its visit to regional office areas, the Investigative Staff leo.rned 

that most of the field officers' ti~e ~as spent on adninistrative matters proces-

sing papers--that is reviewing and checking the flou of forr:::s, reports, corre-

spondence, proposed expenditures, etc., relatinc to contracts. Presently, under 

current procedt:res, each contract rene1.ral reC2,uires that regional office ,ror1: 

comr:ience G months in aclva.:1ce of the rene1-:ral date to prepare a contract pacl:age. 

'l'hus, the project officer has little time for proc:;rammatic i;;-.vol veBent ,ri th 

the organizations. 

'l'he Investigative Staff noted. that the 01,iBE' s Director, u:1ilc testifyir.g 

before the House Subco:w..,"U.ttee on !-1inority Small Business Enter:.9risc and 

F:!.-nnchising, on Harch 21, 1974, said that Oi•illE reGional offices had adeCJ,uate 

professional staffs to process contracts. He also stated that positive r..ensurcs 

had been initiated to overcone the contract processing delays by conducting 

for regional contract personnel a series of on-site traininG sessions. Uc said 

these training sessions hnd been extre~ely productive and would continue for 

several months. The O!-illE Director also stated that 01-.iBE contract processing 

deadlines ,muld be met -witLout ria.jor difficulties. 
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OMBE offjcials contacted by the Investii;ntive Staff conceded that delays in 

contract actions have produced hardships for certain funded oreanizntions. The 

officials placed the blru:i.~ for the delays on the feet that the contract proccs-

sins activity was previously centralized in Washington, D. C., and ".-;hen this 

function '.ras transferred to the region, r;iany field officers, nelr to contract 

e.d.ministr!!tion, required £.dditionaJ. training (on-the-job) in contract pro-

cedures. This admission concerning the need for further training of field 

officers is. 5.nconsistent ,rith t':le OHBE :Director's previous rer:.ark that the 

regions had "adequate professionn.l staff" to process contracts. The Department 

of Con1'1lerce Audit Report of July 17, 1974, also co::nnented that there uas a 

shortage of qualified people in or,rn:c; regions to carry out t heir responsibilities 

of monitoring and evalua.tine; contracts and processir.g contracts for renc~rtls. 

The InvestiGative Staff found th::1t m.iniraal training vas afforded field 

officers o.nd to other regione.l perso~nel designated to c.d!:'linistcr contracts, e::1d 

as a result, they spent most of their tiwe in this cndesvor simply because they 

are UI!trained. 

Because of the lack of experience of O?-IDE procuresent people, the delays 

encountered in finalizinG new cont:.ects and renewals, e.nd the contract 

exceptions raised by the Department of Co:m:nerce internal auditors, the Depart-

ment, in coope.re.tion ilith 01-.:BE, established in mid-1974 a procuremer.t responsi-

bility in each ree;ional office area with the addition of an Adllinistra.tive 

Contracting Officer and a secretary; All of tbese personnel are to be paid 

from OMBE funds. The assi,3r..me!lt of procurene!lt personnel to the regions is 

experimental end an evaluatio!l uill be made after 1 year to determine if the 

proe;re.m should be continued. Personnel for this assic;r::ient are neu hires who 

lori.11 require some trainin0 and n p2riod of tioe for orientation. As planned, 
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this procurement specialist, responsible to the Dcpa.rtccnt of Co:rnerce, Procure-

ment, should hel:p provide procurement expertise now lacl~i::.g in m:m: ret;iooal 

personnel. 

The basic procedures established for contract rene~rals are as follows: 

(1) A field officer reviews the perfon::a:ice of a contractor e...'1d recoc-
mends ·whether ti.:e contract Gbould be continued or discontinued. 

(2) The field officer's reco!!wendation a.'1d the contractor's perfornance 
is reviewed by a Regional Rcvie•.-! Bo2.rd •.;hich n2.kcs its rccor:£1en::la-
tions to the regio.1al director. ~he regio:1.e..l director rcvie1.1 s t}-,e 
Board's reccI!:!:le::.d.ctions end forvards the cor:tl·act :r::.s.ckage to Ot-31: 
hendquarters with his independent recor:-.nendo.tions. 

(3) After the contract is reviewed and if approved by Ol-1:BE headquarters, 
it is signed off by tl1e Director of OI·SE and sent to Cor:merce 
Procu.re~ent for fir:al nction. 

(4) Commerce Procu.rer:ent revie"\Ts the contract for forn, content, and 
general co8pliance with Cor::::1erce P:::-ocu.rer::c:nt regulc.tions. T::e 
time-frame 1:.pon 1~hich a contract is handled at Co:::nerce depends 
on the priority given the QI,;:21: contrcct baseci on other Co:c.merce 
commitments. .fl_r1 Or.tBE cfficiG.l advised tlle Investi_zutive Staff 
the reason Cor:r.:erce ?rocurct",ent conti::mes to noni tor ti.1e finalized 
contract is a lacl: of confidence in Oi-IBE personnel to adequately 
perform the procure~ent f'J.nctions. 

A Department of Co!3.:lerce, Procurcnent official macle the follm7ing com.."llents to 

the Investigative Steff' concerning o:mE' s procurement pr2.ctices: 

(1) The OMBE ~rocurement cycle followed in processing nev~ and re-
ne'\s'al contracts is very extensive. Tbere is too much oveY--
control from. Ol·ffiE headquarte!"s as it is reluctant to delq;n.te 
final res:ponsibili ty, and more importa.-ritly, a.uthori ty to the 
regions. 

(2) 

(3) 

(4) 

The one-year contr2..ct period contributes to the delays incurred 
in the procurc~ent cycle and consideration should be given 
by OMBE to extending the pQrioc: to 18 Eonths or 2 yea.rs. If 
this is not possible, options to renew contracts should be con-
sidered. 

Excessive time expended on contract processing is reducing the 
titie OHBE can devote to progrru:rrn.atic matters. 

'l'hc 0El3E ccntracts a.re unique because of the general absence of 
competition. 
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(5) Until very recently, the equipment purchased by Or.i:BI:: func.lcd orc;nni-
zations uith Goverr.nent moneys we.::, not centrally controlled. Con-
mcrce Procurement has assuced ~ontrol over the equip~cnt and it 
is clo.i~cd that accountc~ility has been estn~lished, 

(6) Com:nerce Procurc~ent is striviug to reduce its processinc tine 
for Ol•illI: contro.cts froI!l ove::- 100 plus to 90 de.ys or less . 

This Procureuent official advised that stringent controls i!ill continue to 

be placed. on contractors ty Cor:I!:1erce I>.:ocurenent so that the contrnctors Fill 

not hµve any flexibility especially in regard to ex:_oenditures until such tir::e 

as the contractors have proven theoselves. In addition, tte Procur e,,:cnt offici~.l 

said that a problem noted with mai."'ly co!1tractors ,;as t:~eir ine."uili ty to fully 

understand tlle terns of the m,&.rded contracts. 'Therefore, in nc.."ly instanc e s, 

they did not ad.here to the contre.ct provisions. This proble!:l is beins resolveJ. 

thro~Jgh combined effort of Oi-IBE, the Ad.!ilinistr2.tive ~,ontracti::ig Offic er, and 

Commerce internc.l audit, by holdir!g a post-ai·T2.rd orientation with each con-

n tractor and explaining in det6.il t'i.~e terBs of the contract. The ul ticate 
u 

n u 

0 

objective is to have the Administrative Contracting Officer's take over more of 

the procure..:..ent role--leaving the contractinc to the contracting people so that 

ONDE can redirect its resources along progr~n.tic liDes. 

OMBE is also currently particir,ating in e. Procurement Task F'orce effort 

\Tith Co:i:-.:nerce Procurement to study the present 01-.IDE p::-ocurc:cent synter:i ,7i th 

the purpose of Di\ing recoI::P.J.endations for ir:iprovenent of the procurcr.cnt process. 
ri LJ The specific areo.s beinG 2.ddressed are: (1) r!odification m1d issuance of Oi'-:B:C 

0 operating regulations and procure...~ent reeulations; (2) Preparation of an 

application handbook for use by the procurenent specialists and others; 

(3) Preparaticn of guidelines for lon£;-ran(;e planning in orgo.nizi!1g a.Jd 

manac;in~ the ONBE a11cl Cor.;raerce Proccrcnent funding process; and (li) Assessment 

0 of procedural changes dcsit;.."led to increase regionalization u:1d improve the 

n Li 

procureoer.t process in the short term. 

80 

n 

I 

I I ' 



D 

r 
i • 
' L.; 

r: 

lJ 
(J 

[1 

·1~ 
' ' w 

0 
n u 

0 

0 

~The Investigative Eta.ff is of the opinion tho.t the mention~d objectives arc 

certainly uortln.;hile efforts if adequately planned, mo.no.ced, o.nd visorously 

implemented by both parties. In addition, a closer uorkinc relationship 

between OMBE and Con:.merce Procurer:i.ent is certainly laudable as it appears that 

there bas been a lack of confidence J.n each of the parties concerning the pro-

curement process to be followccl on O?-Br: contracts. further, Col!lr.lerce Procurenent 

in asstlillice a more c.cti-;e role i~ the procure::ent affairs of m.mr;, represents 

an improvement over its forner passive role as noted by the Department of 

Commerce Task Force in a 1974 study report. 

The Investigative Staff feels, ho,,ever, th2.t ~ajor i::rprovcr.1.e:1ts in procure-

ment can be expected only when overall :procure:oent rcsponsi'dli ty is centralized 

in Commerce Procurenent; contracts are ccnpeted to the maxi~UD extent possible; 

and, OHBE regional personnel assi(;ned. contract aci.r.:iHistration resp:::insioilities 

receive proper traini!1g and are provicled the opportunity to obtain adequate 

field experience in contract ~.atte~s. 
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The 0M3E 1972 Progress Report on the Linority :Gusincss i:nterprise Pro[;ra.r:! 

succinctly articulated tLe value of I-k.r10.rcc.:ent Services and 'l'cchnical Assistance 

i {i•iSTJ\.) ,.rhen it stnted the follouing: 
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';Once a minority ".,usL.css has 'ueen fine.r.ced, no ::-.atter how carefully 
the mix of debt and eq_uity fi.:rn ... 11:::i,1c: ~:o.s been calculated, no metter ho~.r 
carefully the fino.r.cial :9rojections 112.ve ce:c1 ,~or~_e:d out, a.r..d. ~o r:attcr 
hov successful t:.e tusiness nay loot on pa~er, tl:e business 1:ill r.ot 
succeed if the me:1 in c:·.o.r[:e clo not }.:.no,· Lo·.~ to r::ana0e, i; 

Under rxccutive Order 11C25, Oi-2:C uas specifically ch2.rc;ed 1~itt. the responsi'tilit· 

to 1'provid.e fina:1cial assistance to public and :private orc anizations so tha.t t Le:· 

may render tech:iical and nano.ce::::ent assistance to i:.:inority lusL1ess er.terpris ~s. ; 

OKBE is co1Yuittcd to provide such assistance by toth uirect service and also 

by senerating private, state and local iuitiatives to ~rovide these services. 

Using the bull-: of the funds provided by a :; 4o !Y!illion su~ple:·1er,tal tudc;et 2.ppro-

priated for FY 1~72, OLBI: moved to expand 2. local delivery ;::et, ·orL t ,y directly 

supporting and monitoring the efforts of local tusir:ess developr:;ent organi zations 

The point of conte.ct bet·.reen o:;r;1: a..1::l the potential or active minority 

businessman is the Local Business Development Organization. The local Business 

Develop~ent Orga.,ization assists the prospective ~inority businesSDc!.11 in de-

velopinG plans and creatinc a business i;pac}:aGe. 1
' They identify, contact anc1 

counsel potential ruinori ty entrepreneur 3; provic'i.e ir.forr12.tior. and. data; l:elp 

prepare business plans, loan applications ancl feasibility studies~ serve as a 

liaison ,dth Governnent and pri~rate sources of fina...Dcial aid, and assist ,rith 

i'nitiation and e:>..--pansion of busincsnes. 

In addition to the Local Business Developnent Ori;anization, 01'-IBE also funds 

the Construction Contractors' Assistance Centers · 1,Licb ,~ere createa. to provide 

D specific nssista.~ce to local minority construction contractors on such watters 
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as general manacement, fino..."lc ing, bid preparo.t ion and cost sche;dulinG • 

Ol1illE, in orcler to utilize tl.e resources of . tl:e private sector, developed the 

concept of the Business Hi.::source Centers as a link betreen the activities of the 

Local Business Dev2lopmer1t Or[;anize.tion and the resources of the private 

business coi::nunity, As desi0ned, Business Resource Cer:.ters are intended. to 

proYide a pcol of privc.te exrerts ·~·h::, h~lp ic.er:tify ar.d ensure ttc avdlo.bility 

of capital and fin311:::itl a:rnistan.:c for t:linority C''J3inesscs, stinulate nar}~ct 

de::iand for mhw!"ity l)roc.uced. goods and services, provic.e a clearing touse for 

infornation on business oppo:;.·tunities, sup::?lY full-ti~e :r.:ianagcr:'2nt consult8.nts 

and teclu1ical experts and develop a reservoir of experienced volunteers. 

Lastly, OI;JE also oi'fcrs supplenents to 1.mdgcts of edt:ca.tior:.al institutions 

as well as frauchisors, .:r.annfa':!ture!"s, 'can!<:s, and professional finis to assist 

their provision of ma...'1a;:,;e:nent develcr,?:J.ent training for !::linor i t;;r ent!'epreneurs. 

T'ne basic MSTJ~ includes t:,e fo:tlouing: 

-

(1) St~ps to assure that the 01.:siness tas an adcqu2.tc accountinc; and control 

systel!::, as -..rell as t!1e internal or external ce.pal.,:;.li t:.r to oo.intain and 

use the system effectively, especially for :proviclir:.c; tincly and. adeque.te 

information to financiers, Governnent t8.X relc..ted agencies, 

suppliers, and customers as required • 

( 2) Steps to assure thc.t the 1,usir:ess h2.s adeq_n~.te techuical capa~)ili ty in 

such areas as t1arl:etine;, personnel :co.ne.ge:oent, production processes, 

legal affairs, purchasir:g, dfotribution, and financing, or that the 

business can obtain helpful assistance as needed in these and other 

technical areas. 

(3) Ste:;:is to assure that the busi!"less h~s adequate r:.ane.c;enent capability in 

such e.:reas as plann:tng e.r:.d scheduline;, financial and production cont::ol, 
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end orgo.uization and motivo.tiou, or t~-.at the business can ol,tain helpful 

assistance as need<:!d iu these and othC;r I:!ano.r;enent areas. 

The ideal condition u;.1der ,rhich iffiTA could te ;irovid.ed the minority business-

man, to the greatest extent possible or necess2.rJ, it from tbeir preoperational 

stage to the :;:,oi:it ut.ere the business can operate :Jrofi ta1ly--inde_!'cndent of 

special assista..Dce. 

An Ol\.illE funded or0 a.'1ization ii: its c.:_un.rterl~· reriort prepared for Oi3I": cor:.-

mented as follous: 

';This organization s~1ould :.,ecin focusing on 12ore J rofitacle busin~sses, 
i.e., counselors should concentrate on cre2.tii..1c; viability ir,. a ousiness and 
emphasizin0 profits for tl12.t business. 'I"i:ey should not eDcour2.[_'.e n.:rrgi.na.l 
or potent fol failure Lind.s of tusi::esses. In other ~-·ords, tte 3ui dcli1:eG 
and cri te:.·ia for setting up a;:1d/or :pclc~:a,:;ing a business shculd be rev ised to 
reflect a. neu app:::-oach to minority business developr:cnt. i ; 

In another q_uarte:rly report this sane orgc.:nization cor!lt,ented as follOirs: 

i;From an outreaclc point of view I believe that tll~ BDO enphasis should 
be redirected (ma inly) tOira.rd follo,: 0-up assistance to tilosc bus inesses 
alread~r in exi s tence rather tlian 102.n pacha[_;in[;• T::is is so, b2cause of 
the prevalent economic clis ate, high interest ;-ates, r,Dd tr:e specific cora-
:ments end recorZJ.endations "business people r:a.\e to me . I r ealize th::it ue are 
supposed to do follc~r-up a,.,y-.,;rw , b..:t ,,e ::,,ye :;atcd ['cry c: ·0~J on c-1.,T v0 1,17 c 
and doll~! 2.r.:101Lrit of l 0tl_':.:§_2~-~~:2:_g2d r:::.ti,:?r -: ;,2.n__>,3:-~-.:.:~ ~-:.::--:s---;·.:~~-:::ir -::::':'_c:-1~ 
stebJ.e end v:i.n.ule: throu~h ~s.na(~cr::c>2!J.t 2.ssj_::;"'c:1.nce :Co}.lm~-2- This is 2..11 

observed fallacy I deteruine to b~ inherent in tne stated gos.ls of our 
co!ltracts. Tl::.ese goals should be re1rritt.en, and/ or directed to reflect 
the present economic climate. i; 

An official of this organization, uhen intervieved by the Investicative Staff 

reiterated that q_ua!ltity rather than q_uaJ.ity -uas er:1phasized. He further stated 

that politically it was more salable to cite the number of nei-r businesses 

created and the number of loans made and, if the nane of the came is to get 

significant numbers of minority-mmed businesses into tbe 11mainstreamr' of the 
fl J economy, it will be an crduous task to keep these businesses viable. Untold 

additional resources uould be required, yet there is no guarantee these 

businesses will survive. 
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A sir;nificant observation by the Ir.vesticative Sta.ff 1~0.s tllc continue.nee of 

r funded organizations ( es;iecially durir.c this :1ation I S present economic crisis) to 

devote their tiDe and effort on loan pacl:2.cin~ ro.tller than in provid.in.'.:; t10.::.1af:e-

roent a.."1d technical assistc1nce. The mm: l1ana3er:1cnt ':L'ask Force study c;uote.:i. a 

Business Development 0:;:-ganization st:.ff wcnbE:r' s cor.Lrncnt ~~llen l:e said, r;,_.e 

! 
t _ spend as much ti2e on Ii:~acei:J.eut ancl tcchnicci assistance as Fe have to, but 

as little as ue can set -'.:.,y with. ' 

The Investigative Sta.ff appreciates wi tb otl-iers that <:;ood r:ia.r.3.f,C!:.ent prnctice 

1 ·~ are essential for the survival of a busiDess entity 1--hethcr it te a r..:Liority-

I ' 

or mejority-owned fir::u. EOi,l!Ver, t>e Investisative Staff's conceri.1 is ttat Oi3I.. 

has played the '·nw.."\bers gcr.1.e, r; t!12..t is, many minority bush-lesses r.a-.,re been 

ste.rted (perhaps as fast as t!cey go out of lmsiness) with apparcr.t lacL of 

concern in regard to the ini tiol selection of qualit:·-type clier.ts tr.at possess 

the potential of succee<iin6 in t ~ .. Eo cor;1:;:-c titi-v2 busine ss ,:orld. It is r e cognized. 

that it 'l·!ould be a herculea...'1 tasl1:. to provide the ic.eal I,;S'i'A to every OlffiI; client. 

L,:. Consequently, Q!!,J3E must--tl:rough ::Lts funded organiza~ions am'<_ t Le private sector--

0 
[] 

[J 

thoroughly evaluate those minority businesses presently on~oing and possessinc; 

the potential to survive so as to concentrate tbe llSTA effort on those businesses 

It is also essential that Qi:.ffi[ counseling perso;:nel be auare of the failure/ 

S'4ccess poter.titl of a oinori ty business and :mve eccess to the client's 

financial statements on an ongoing basis rather than learn about a client's sever, 

financial problc:o only af'ter it is too late to helr, l!i:m. 

The OMDE Ea.nagerucnt 1.'o.s}i. Force in its report of July 13, 1973, rccocnized 

the need for p!'8.ctical 'husin<2ss educe:tion for both Business D~~velopment Organi-

zation sto.ff .raer:!bers and OEEE clie~ts. '.i:his report noted tbat in order for the 

Business Developnent Orgo.nization to provide high qu2.lity service to the client, 
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the Business Devclop:::ient Organizntion staff me:r:iber should 'be hic~.J.y trairied o.nd 

have some business cxp~riencc. As previously discussed in detail in tt.c section 

of this report dealint; with orGanizo.tior,s, tile Ir.vezti1;0.tive Staff concluded tl-.::>.t 

few funded ort:;D.Ilizations possess in-cl~pth s1STA expertise. 

As stated in the tiinutcs of the Se:_)tem'ter 1S•74 QI.3Z 5egional Directors' 

Meeting, one Hegional Di:..·ect.or obt.~:ined resunes on the capability of tl:.,; fu.."1ded 

organizations in his region to p1·oviJe l'.STA and found tl,2.t this caratili ty •.r::i.s 

generally lacking. 

The Task Force report sugGested t~e need for speci::i.lized loca.l trainir.G 

prograr:is for Business Develo:r,ment O:!.·gar1izetion staff ner!lbers so tte r:::ent,ers 

could then use a ri.odification of this syst.e::n in training its clients. 'Ihe; In-

vestiga.ti ve Staff believes, ho•.;ever, tho.t tl:e orcanizations should h:ire ~ueli-

fied p~rsonncl uith the necessary q_uo..lifications. 

This Task Force s';u::i.y also id~:1tified Business Develo!=ment Orga.."lization 

(of o-1er 100 suet. o:r.0anizations f~nded), th':! Colorado Economic Developr::ent 

Associatio~1 (CI::DA), located at Dcn·vcr, Colorado, as h~vini:; an excellent business 

training progre.!:l. foj_• its clients e.nd noted that this organiz2.tion 's program 

could be used as a model for establishing simile..!' p~ojects i~ ot~er areas. 

The Investigative Staff, during its contact ,~itb nUIJerous OMBE and organi-

zation cfficials, noted that the operi:!.tio:1s of the C:~'DA \.'ere 1,ell knmm to 01,ffiI 

n tJ personnel and acknOirlccged to be very successful in producinc viable businesses. 

0 
n u 

A. Colorndo r::cono:'.1~.c Dcvelon~1er,t Associatfon (CED!.) 

The Investiga:th•e Staff visited the CEDA organization and ,ras i.I:lpressed with 

the unique concept follo'7ed in promoting ~inority busL1ess ente:::-prises ur:d the 

apparent successes realized by this ori:;x:,ization. There is only one other Of.J3B 

1'\!ndcd organization in the Denver, Colorado, area. 

D 
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lJ CEDA was originally established in i.-Tovet1ber 1;)63 to participate in t~~e 

Economic Opportunity Loan progrun initiated by SBA. After about 6 months ir. the 

proe..ran this orgenization founcl that it ,:ns difficult for r:i..inorities to o·ct.:.i.in 
r·~ 
[ _ loans under this probrruu. Th2 present chairnar: of CFDA r::et wi t:1 bankers in th'2 

Denver area to discuss the pliglit of the n:.inorities seekin~ business venture type 
I 
l. , loans. Subsequentl~', it '<,a3 urrQ.rlged by t:se area ban::ers to place C:i:":DA in the 

active loan pacb1.ging business on beLn.lf of the ninori ty busincssocn. In June 

1969, this orce-11izatior. ,-;as fu__,ded for :.,,23, 000 by SBJ1. n.nd in ~Tovcr:iber 1971, 

f received a ~35 ,000 grant fro;:n the [conc::r1ic Developnent Actlinistra.tion, In 
I 
l -

n u 

0 1 . 
I 

D 

JH.U'..lhl"Y 1972, o:.J3:C m;ardccl CEDA a 2--:rec,r contract for (2/JO, 000. CIT·A is a no:i-

profit oTcc.nize::.ion and is active only in the Denver rr,e-cropolit.an area. 

The staff of CEDA has a coaplete (100 percent) staff turnover every 2 years 

by design. Th12 professionals on the staff are youni:;, recent college f:~raduates. 

Prior to leaving CEDA, the profcssion:=tls uill indoctrinate the new inco=:int; 

personnel and mate th::mselves 6.7ai1ac,le for assistance if needed even after 

leaving CEDA. The o~tgoing professionals leave for ~ctter jobs usually obtainei 

with CEDh' s help. 

Presently, about ¢70 nillion ar0 cutste,nding in loans pa.clc.aced by CEDA. CEDA 

claims it cor,.,pletes 15 to 20 loan packag2s a nonth ancl that 72 percent of the 

· loa.'1 packa£ies sut:nitted to the bant:s ere appro'!ed. P. CEDA o:!:'ficial c::.aiL"lcd that 1 

the failure rate of clients is about 10 percent. 

The successful operation of this organization ( CEDA clair.is over 80 fi!'Lls 

" individually gross over ~l million a year) is attributable to the endeavors and 

lead2rship of the executive di:-ector, who runs this organization strictly along 

business lines. 
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The executive director of C:CDA based the success of his organization on 

adaerence to a tiGhtly controlled. progra.u; fer exn.Iil?le, this official stated 

that ,rhen a prospective client app~a:::-s at this orgai.1ization, a con!)ulsory coursz 

f'' is offered on "what it ta2:es to ·.:.e e busincssn:an." After attendinG this course, 
t . 
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CEDA' s experience indicates th::i.t 90 pe:i..·cent of tl:ose originally considering 

goi!"lg into business do not return, thus providing an effective screeni!1g process. 

In addition, CEDA runs o. co~plete c:.nalysis on all clic:::its to evaluate their 

potential as businessmen. CEDA also proposes th~ acc_;_uisition of ongoing firms 

by its clients and believes th2..t 11buy-ou.ts 1
; contribute to the success of t be 

progra.""1, the r2.tionale being that ;1h1y-outs 1
: have a better ct~ir,ce to surv:i.ve tnan 

a new venture oecrn.:.se they ongoing b1.1.:,in2sses and the.: usual sta1·t-u_;:i pro1.::•lc:::3 

have been overcome, 

One of the major reasons for CEDA I s success ( unici.ue to this Oi'>iBE-fund.ed 

OrE;anization) is its ability to dc-relop wonthly client fino,!1cial st ate:!Lents by 

use of a computer service a-1ail:=t-ole ,:ithin C:CDA, and to provide this infornation 

to e.ccountants for analysis. In a.d.uition, the client's fi:lancb,l history is 

also developed and analyzed. by CEDA. Arronc;enents for this data are E:ad.e as 

pa.rt of the loa."'l. agree!:.lent entered bet1!een the client, the le:1dinc; institution 

{be.l"..Jd, and CEDA, thus avoidinc; tlle problem r;:cst O!.IBE organizations have in 1 

obtainbg this type of fina.-:.cial da:;;2 .• 

CEDA also utilizes the private sector by assicning 10 to 15 clients 

{ousinesses) to an accountant ilhosc services are paid for by the clients. The 

e.ccounting work is supervised and guided by CED.A and as a result of this close 

scrutiny, counseliDg can be proYided, when necJ.ed, on an i.runedin.te and tinely 

basis. 
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The succe1;s otory of CEDA was uentioned 'by OMBE in the FY 1S•74 appropriutiovs 

hearings as u prime exruaple of a very successful operation of one of its funded 

organizations. At that tiue, OMBE stated that CEDA had leveraged its funds i.!l 

excess of 40 :1 (based on or.ass funding to CEDJ\ of ~280, 000 for a 2-year cont:-act) • 

Yet the successful practices followed by this organization have not been 

implemented by Ol,!BE in a:ny of its other funded on;unizations, althouch De 

Manace1:1.ent Task Force in 1973 sugc;ested tbat CWA's proi:;ram be used as a r:::odel 

l : for establishini; sinilar projects in other areas. The Investi.i;<'-tiv~ Staff is o:' 

[ -: the opinion that the i ianagement Task Force's su0t_;estion sbould be:.n~ been 
I • 
l ; 

vigorously pursued by m,mr:;. 

' "C • B. Follou-un Clf Cl i.ents of 0EBE 

l.' 

I... l 

r . ..,, 

Funded 0::~an.iz9.tions 

According to the terws of their contracts, Oi-illE funded organ i.zations ( co::-

tractors) are responsible for providing not only initial assistance to busi::essu-

mcn clients of the orGanizations but also to provide assistance thereafter ss 

needed to insure the success of tl!e business, if possible. '.i:'be Investit;at~ve 

Staff noted that generally t'!-1e fund2d orsanizations did not continue to assist 

a businessr.1an once the initial assistance, whatever the fora, was conpleted. 

i1ioreover, OMBE regional personnel also did not i;enerally call on these rusiness-

I l aen to ascertain if assistance was needed or to evaluate the quali t:,· o:'.' assistance u 
previously proYided by the 01-filE funded organizations. 

During its visits to Oi0IDE funded organizations, the Investigative Staff found 

q that all of the organizations were aware that folloi,-up assistance was required 
L.i 

of them, but they all stated they tad insufficient time and staffing to perform 

ti this task adequately. Sone of the organizations vere more nctive th8.11 others in J 
:furnishinc sorae follow-up assistance. However, the I!lajority of the orcanizations 
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said that they rcre unable to clo as !!iUcl! follm,-ui o.ssiste.nce as i-as necessary. 

Ol'-fBE' s efforts to increase the ciuanti ty of folloi:•,-u~, assis·~2.nce b~- its 

funded or.::;ani:.ations il:we lareely been i{_;nored t~-- t:ie orga~i:~ations tecr1.us,~ of 

increased :;oe.ls esta"olis:_cd. -.:,y o::rc eacl. year in ot~:er sirccra:::i areas. In 

reporting I~TA assistailce, 01~~!. records do uot r1e.l~..: a dist:L:ctioz-. -" 2tic2:1 c.ss:.s-

ta..."lce p::::-o':id.ed prior to cr1erctions a!c.c'. tl:c,.t !Jrovid.ec. suos-2 ,-:,ue:-,tl~·. ts a 1·esu:::.. t, 

this effo:?:"t is not a pa::::-t of o., full-ti!:le onc;oiES c'.-c.lua:. ion s:,rste:::: in O! ~=. 
The Investicative Statf ~,,.s ac.vised o:r r esio!lc.l of::icie.ls t::.:.t C)ljj:;::; ".i2.S 

fully a,,are of t;_e ir:portance of evalu2. .. ..;i,ic tte q_".J.alit~r of as3ist3.nce initie.lly 

provided, to organization clic~nt:o , and. to c.scertai!1 if follo~--ui, assistance \,2.s 

also provided g,11d, if so, to Ce-f:.ercine th!'3 llUt?..lity o: t:1is e.ssis-c3.nce. 'I:12 le.cl~ 

of follov throu.;h by Cl3t: rec;io~:::.l pe:::sonnel ~ras expl2.ined. as a sh<=er lac;: of 

time because of con~cntratecl effort. o:i other :1is:1er :;riorit:· i ter.:.s, sucli as 

contrc:.ct Llonitori~:;. 

The Investicative St~ff contacted a liDit~d nurob~r of clients selected 

randomly for t:C.e sole purpose of determininG t i~e e1:tent to wi.1ich mmr and its 

funded or5ani~ations contact or visit clients once they are in ~~sine:ss. 2e-

cause of the relatively sr::all m.1.C":)er of clients contacted, thi::: so.c~::_:,lin6 v2.s 

not ample enour;h to draw a specific conclusion. A m.un1;er of t::.e clients sc.id 

that they uere visited frot1 tiB8-to-time by represento.tives fro:.-i the funded 

~ , organizations. The assistance received fro~ the oreanizations ra.~r,ed fro3 

general calls• to se:e h:,•.r tbin::;s ue;:-e t:;oing, to providinc; spec i fie tcch:1::.cnl 

assi~tD.Dce in response to specific rcqu::sts for identified prol,ler..i areas. In 

some instances, the co.1tc.cts were to.de by telephone. In co::trast, most of 

clients said that Ol·J3E persounel seldon, if ever, called on 
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IX. OI :!3F~ cncwur:;,wro:r 01' ; .I"InIUTY FiiTf:RPF.I~r: 

Executive Ord.er 11625 issued on October 13, 1971, clarified the o.uthority 

of the Secretary of Co.:::.::.crce (a) to irr.ple:r.,e:1t Fedc:::-2.l policy in support of the 

mane.cenent s.ssista!!ce to disadve.ntagca. '::-usinesses; (c) to e.ssist in .::.e:-..:o,,stre.tion 

agencies in an incre2.sed .w.in0rity ,;n:,e:c-prise effcrt. ':'~:is ::.:xccutivc on:-::r Gc!.VC 

increased. authority over all ?ed.er8.l activities ir;, t:,e ~incri ty snte:::--prise field. 

Executive order also directe~ t~e de~arts0nts a~c a~eucies of Gc·;er~~~~t to co-

th'= minority er..tey:;:r:.·ise p:.ogrnns. 

OMBE's Annus.l Progress Repo:::-ts on the overe.11 stc:.tus of th2 :::inority l>usiness 

enterprise pro::;:::·nns Dc.ve s!1o~m su:i ,:;to.ntial incyease::; in t'.ie vr.::ue of :-'cder::;.J. 

grants, loans and gu~a:1tees to ninori ty businessc:::::;; ir:crcc!asec 1 ri ve.te sector 

r~sources in the forn of eq~1i ty and d~bt CG.pi tal (liorroved money) , loe.ns of 

•.·:>.rious types, a."ld fi:1ar.ci&J. assistl'.!.nce provided ni~crity entc::-prise; a:rd con-

nit:!1ents of teclmic2.l assist2.nce frc::i 1:.2.tionG.l and prcfessionc.l orc:;:::.::-:izations. 

The table below, wade available to the InvestiBative Staff, il;dicates the 

growth in Federal fundir.g for the program for the FYs 1969 to 1974: 
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Category 

Financial Gran ts , Loans 
· and Lo an Guarantees by 

. 'r" ... .Jl'JI - I 

PRE LIMINARY SUMMA RY FI SCAL YEA RS 1969-1974 
FEDERJ\.L FUNDS 013 LIGATED TO MI NOR ITY 13US INESS DEVELOPMENT 

AS OF SEPTEMl3E R 16, 1974 

Fiscal Year Fiscal Year Fiscal Year Fiscal Year 
1969 1970 1971 1972 

Fiscal Year 
1973 

r7 

Fiscal Year 
1974 

Cumulative 
Total 

Federal Agencies $200,000,000 $315,236,045 $434,019,716 $472,617,473 $ 670,185,569 $ 742,640,000 $2,834,698,803 

8(a) Procurement by 
Federal Agencies 

Direct and Subcontract 
Procurement by Federal 
Agencies 

Total 

8,884,141 21,814,292 66,120,409 151,598,150 . 207,954,732 272,141,414 728,513,138 

3,972,365 8,220,042 77,863,045 242,254,264 523,516,566 483,024,037 1,338,850,319 

$212,856,506 $345,270,379 $578,003,170 $866,469,887 $1,401,656,867 $1,497,805,451 $4,902,062,260 

' I 



In addition, the prelininary summary of FY 1974 Federal fundin:::; for minority 

business develop:~1cnt by individuo.l dcpo.rtncnts or ac;cncies , ,o.s o.s follm~::;: 

I 

I 
I., : 

t.r.:.· 
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PRELIMINARY SUMMARY OF FEDERAL FUNDING FO~ __ MINORITY BUSINESS DEVELOPMENT FOR FISCAL YEAR 1974 
AS OF SEPTEMBER 16, 1974 

8(a) 
Agenc Procu1 cment - -··----•-·--

ACTION $ 173, 289 
Agriculture 2,592,150 
Atomic Energy Connnission 917,592 
Co mrre rce, Departrrent of 2/ 2,916,263 
Defense, Depa rtn-ent of if 144,1 30 ,949 
EEOC 1,554,686 
En vi ronmen ta l Protection Agency 2,595,683 
General Services Administration 41,4 98 ,624 
Heal th, Edu ca ti on and Welfare 20, 205 ,075 
HUD, Department of]/ 2,2Bl , 64 3 
Interior, Department of l ,228,571 
Labor, Depa rtn-ent of 3,719,768 
NASA 11 , 796,765 
OEO 693,336 
Postal Service 218,694 
Redevelopment Land Agency 596,209 
SBA 1,34 3,673 
State (A.I.D.), Departn-ent of 664,623 
Transportation, Department of 16,522,712 
Treasury (IRS) Department of 165,346 
Veterans Administration 15,163,727 
Justice, Dcpartrrcnt of 836,382 
National Weather Service 39,355 
Civil Service Commission 30,901 
Executive Office of the President 229,398 
General Accounting Office 26,000 

Total $272,141,414 

Direct and 
Subcontract1 / Pro cu remen t-

$ 30 ,000 

8,0()0,000 
81,268,000 
52, 300 ,000 

309,000 
10,700,000 
5,729,000 

23,746,000 
185,235,798 
74,260,000 
10,592,000 
7,880,000 

162,039 

761,200 
345,000 

7,209,000 
1,556,000 

62,000 
12,879,000 

$483,024,037 

Loans and 
Loan and Bond 

Guarantees 

$ 500,000 

651,300,000 

$651,800,000 

Grants 

$48,455,000 

9,259,000 

3.3,'126,000 

$90,840,000 

Total 

$ 203,289 
2,592,150 
8,917,592 

133,139,263 
196, 430 ,949 

l ,86 3,686 
13,295 ,683 
47,227,624 
43,9 51,075 

196,776,441 
75,4 88 ,571 
14, 311,768 
19,676,765 
33,981,375 

218,694 
l ,357 ,409 

652,988 ,673 
7,873,623 

18,078,712 
227,346 

28,042,727 
836,382 

39,355 
30,901 

229,398 
26,000 

$1,497,805,451 

J./ Subcontract Procurement includes that portion of a Government Prime Contract awarded to a Non-Minority fi nn that 1s in 
turn subcontracted to a Minority firm. y Awaiting recalculation of final figures. 

Y Awaiting final figures. 
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Fron the above fi~ures it can read.Hy be seen tl1at the vast r . .:J.chinery of 

the Federal Governncnt has been cranked. up and :,u.ge su.us of r::.011e:y and effort ~:2.v~ 

been pu~ into the minor:. ty ei.terp:cisc progr8.!:l . !:o,;E:ver, :J.S stated in t:1e ::'isc2l 

,:The er::phc-.s is of this re!)ort h:1s been on tte B.Eou.nt:; of :-.'.)::e:y e.nd 
effo:-t that :10.ve ccen ~i..;,~ intc tlw c:rr.E !:ro.:;r.:.;.r:,. 

'iBut inputs: , .... !1ile t:!e~,r 5."1.\~~~2 our cc::::1 :. t:-:ents, 2.re c. 
of our effective::eS3 . '::."':'.(! te:;t cf t::e o; BI:: p:r-o;:;:-2...,: ,.ms:, 
to whic h r:.inorit:,r cusii:':!sses flo-..~risi.1 u:1::er i-:s a,1s::_:ices 
the r2.te at 

:-:)or ~:eas~:1. .. c 
-~e t l~e e:~:. -:: c. t 
2. :1G ult i ="~ t :2 2.~, .. 

Government as 2. ,-l~,ole is not ve-::y iurpressi ve in t~:is reso.rd, ·tias-=d. on lii...:.i ~,e:! 

info:rr:atio!1 uvailc.ble on succc::-scs and. failu~: e:5 in tl:,:; :progra..:. Co::cerr:;_nG t:-,e 

leadinG role played. by OI-_'JE in t!.1e increases s:101,n in financial grants, lca:1s 

and loe.n f;Uara.'1tees, 3 ( 2.) procurc::1ent, a..;d. d:irect nr:d subco::t.rci.ct procurer:.ent ":Jy 

Federc.l a5en-::ies, tt.:: Inves '.:.ic::1tiYe Staff i,as ~ot pE:rsuac.ecl ·r:::,,· its observatior:s 

d'.lril~s this stu-:l~r tl:at Ot-rn:c pl2.yed. as strong or flS 2.n i:1porta~t a role c.s 

in various O~·ffiE repo-rts a:::id releases. Tias~d on conte.cts ,.'i th 

operatfr.g officials cf several Fedr::ra.1. a(;encfos and officials of Ql,;}3:[ fttnd:!d 

ore;aniz.ntiom;, t::e Investi~n.tive Staff is of the o:pinio:1 t::a.t th2 Federe.l 

ar;r;ncies o.cce:::,ted the 11 challengc 11 aP.c. es.:n.:neci their responsi1:iliti~::; for the 

program as they were cbarc;ed in Executive Order 11625, in sone instances vith 

little guidance or assistance frcr:1 OMBE. 

A. Minority Entcr;:rise Pro;zra!:1<1 in 
F'ederal J\Genci·::s 

Offici2.ls of the DepG..rtDent of Defense, Gcnl:!r3.l Services /'i".'lmin:i str2.tion, and 

-1 Departncnt of Health, Education, anci ;relfare , .•ere contactec. by the Invcstisativc 
·• 
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Staff to determir,c the extent of OI-J3I:' s involveser,t in the minority entcrrris~ 

prograos of tl,csc agencies, All of these offici3.1S ci.irectl~r r e::;por:.si'ule for t~ie 

operation of their accncy proGro.us st2.tea. tc:.:.t t~~cy rccei-red. little or no assis -

tance fron or ffi'::::, ei thcr d.ircs:tly or i:1dircctly i:: c arn-i11g out tlle o l; j P.C ti 'It: s of 

their prcGrans. offici['.ls exrrcssec. ti~e view thc.t tbe procress shoun in t'..e 

co:r;;mitoent b:.- tie bee.ls of ti:c s.;::;er:cics, est2.t·lis::~.:2nt of separ:.:.te off.ices anc. 

units .to act as focal pohits for t:~e proe;r:::.:;:,s, e.nc. cr·::G.tio!1 of :;,rof:?ssior..21 stct:Cf 

declico.t2d to tl::e effort. 

Officin.ls of the SBP. uerc o.lso contacted sr..i tl,e s:;iecific i::for::.atic;.: 

obtai~.cd fro1:: tne officials tosethe::.: ~d th the I?::.--:esti;;st ive StE:.ff' s o'uservatic,,::; 

appea:.:· in a se:;,arate :prescntatioz: foll;:mi:1:-c: t;::is s:::ction. 

A director in one aGency sait that his office ,•as establi s~2d to ~erfor2 

some of the seLJ.e fu:::.ctio:1s t 2.at ,J:}lE ,,as sup::,csed to do. J\.s r:.o~, org2.r.i :;c:d , thb 

throughout the a.:.;e:1cy e.t field. lo~c.tions. At the tL-:e of tl'1e intervi2,~, tLe 

ore;anizc.tion ~ms heavily involved i:-. !:Linority ba1.1..i.b:;--secu:c-in~ C:eposits of 

Governr,1 cnt funds for th<:~e bants, es"c~blishnent of concessicr:s in tl'le agency, 

a".ld obtaining J( a) procure1J.cnt for r:inori ties. In viei, of t::,e success of this 

to implement a sioilar ty:pe of pro~ram in their aGcncies. The director advised 

the Investigative St::.>.ff that he believes ths.t if GI-fi3E were car:-yinc; out its 

respor.sibilities the effort should be coordinated. a..'1d inplencnted by ONBE. 

On the o·;erall suticct of 0:•':31~ co0rd.in2.tion and as:;istancc, tLc di recto:-

ccmmcnteJ that since bis ir.·rnlver::.cnt in the progrX'1--::i.l::out 3 years, his office 

bad not recei·.red eny a:;sista:ice frat or.um • Ee cor,sif.ereJ. OLBE to be ineffective 
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and U'1abl~ to make an apprecfo.ble contribution to the pror~re.n. ::e statccl t~:::t if 

any problems arise, the ac;ency usually consul ts id t:i th.:.; SDJ. and calls on the 

capable staff ( in his o~inion) tl12:.·c to assi:Jt tl1e :1ee:1cy to ovcrco:-,c any 

obst2.c~_es it r:ay encou!lter. 

An offici3.l in another asency st-::,tP.ci that his st3.ff of 12 peopl~ or,~r2.tcd 

showed. oirer :: 4o r.:illic:: of fec.er::.l fund.3 were o'c:li.32.tcd for r:-.i:iori ty "w1.,si:12ss 

develc:c~;:.:,ent . Ttis esency c0r.ce::-:t rates its activity ~,ith the s0;::ially d.is --

advantaged IJ.in -:, r i ti es, iEcluc.iDc; t::.e pi:Jys ica.lly handic 2:::neci . ?~"~ of fie i2.l, a 

offiei:i.l coulrl :possib::.:,- be tc"c:::cc1. as bio.sed 2nd less t:12.n otjective a::,cut O,:.C:•=, 

gat:ton. Some of the .cor2 pertinent co::::.:ients :ruad.e by this offici::.l concerning 

OI-l3E appear bcloK: 

--Ot-:JE bas concerJ:trated too nuch of its efforts on fu:i~ini: nev orc;s,r:i::2..tions 
,.!~Jich ·uere fo~rJ:2d. 1=ri.:c.~ .. r:.l:, .. to pe:r:pet;,12.te the:r o,:-rn ex::_ [-;te1~c2: t:"u.3 
si:::iply p1·ovidin; jobs !'or ::::5no:dties a.rid. incici.er:.t.::.11~· c..ssistii:g 12::..nority 
bus h-.t-': s srr.en. 

--O>IDE has not yet a~hieved c:cedi0ility with tl,e minorities and ta.xpo.yers. 

--Federal agencies in,ol,ed in minority busin~ss enterprise progro..ms are 
mal:ing the probra;;i worl-: bec:::i.'J.se of the dedicatio:1 of a fe,: r~ople ir. each 
agency and not because of o:mz' s leadership or contritution. 

--The O(a) ?rocurc:::ient p~·os:,:-r:c:1 (see pcic;c 103) i-~hile cor'.'.far2.tin: ly s u~cessful, 
nu:nberwis e , rco_'..l.ir,.is CC'r.siucraoly ruore coorc.i:w.U.o:-i bcc2.'.lsc it is fr2.c;-
m':!ntcd al!lonc 23 or nor2 aGe!1cies, 3.Ild no one is ccntrall:,' res~)o1:.si'c•le . 
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In addition, the nu.:::oer of successful gr2..::uates are very, very few, less 
than 40 according to SEA' s coni;ressicnal testbor.y, n.nu "evc::.--yone s~ys 
they h:::.vc don2 their p::-.rt (ever ., 72C r..:.i:.licn hav2 been obliu1tcd since 
FY 1969)--cut the clieut r.n.s failed.;/ 

In addition this officin.l outlined ~•hn.t lie t.err::~<l to be so,1e inhere::1t Oi-IS 

probleras, as fcllo,~s: 

(1) OI-@E ta.\.e:s a great deal of c:..::J.it by i:1:fere:--.ce. 

(2) Ol-i3:2; is t13.de up of a high ra:.e of secc:::.G. h3.nd p2rsom:el. 

(3) 01::B:C is hi:::;l-,ly :politics.l frcm both the executi~:e ar.d le3,islati':e leYel 
and cor1trc.cts to orc2..."'-izations were a'.rn.rd.ed on :politic ctl ;_;ro'.l::c:2. 

(4) OV3E dire:~t or car.::.ot nc:-,l:e 2.. clean de:cisio::1 bC:cs..use of p0tenti0-l 
i!l.timiclation :.:rcr1. polit,:.cal pressure c;rou::.,s. 

(5) O!•SI: iate::-:ially has a prejudice p1·otlerc a.mon3 its vcirious r-.inc::ri ties. 

(6) Oi-illE sets goals but does not :'or::;alize tiie:::i. 

Furthernore, this offic~_al expressed conc2rn bot"i.1 as 1. taxp:J.yer and 9.s a 

civil servant that Ol-3E uill conti:rne to "s:pr~a::. itself cll over the country 

paying off political d.e•jts havL,6 boug::t the conscic::1.ce of tl~e .--:i::ori•.7 

community. 11 

As a partial solution to so~e of 

following recor:_·-mendations: 

probleEs this official offer0d the 

(1) Rei,-.ove 0!-3E fro::!', the Con,erce :lepartment and. ;.:!3.1':c it an independe:it 
ac;ency. (.11,.t p!'esent C,?·iEE car.not Get other agencies to r~s::,on::l to 
tb.;; proGrcl.!2, t1·1e resrionse recei·re:: to d2.tc is forthcc:::ing or.ly :_,ccause 
the aGencies are properly dis::;:;oscd to t~1e progr3E,) 

(2) Funding should be altered to get the money to the businessman oore 
directly and the progr::.i.c should concentrate on a few g:ro-;~h fims. 

(3) Qualified people should be selectei to cle~n up the agency rL~d re~ovc 
unproductive person.,el. 

Officials fro::: another FccerG.l agency so.id that their offic e v~s cre::i.ted in 
,-~ 
' . l i 1969 after the original Executive Order 111.5~ vas issued, uith emptasis on 8(a) 
~.J 

procurements. This office, responsible for small business ninoritics, e.nd other. 

0 
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represents the Assistruit Secretary of the DepartBent, and acts n.s a sin;;lc :poir:i.t 

of contact or~ all G(a) matters. A close "1-!0rLin.'.i relatio~1shi:ri to.s teen d.cvclopc:d 

with SRA l:iecause (1) it is 0.n e:<:i.•crienced anc:. on-::;oi:-ir:; or:::;ani:: 2.tion ~ (2) o.-.i :ii--

tional personnel are not r '.=(l.u ired., (3) concentration of G(a) is in s:=_;A, a.n2 

The officials se.id t::'.).t 1:.::yoncl uee:ti!l'_; •riti. t::e 2.ge:n.cy 0.1:cl s-:,1~ j r:Li:1.ll::,r to 

vas not ' .. '::>rldng. fror:: 

officiqls said ttere l~re very few, if .,... -., .... r 
c.i, ...... c,;., ' 

be..d or was eligi bl,2 to gradu,::-.te. 

persons direct lo:ms, loan G-Uarantees, loan p1J.cl-:a,3h1g as sista!1.ce, t1:,-= i~inori ty 

Enterp:c:'..se S;::all D-.isiness InYestr.1ent C~;:;:pany {i...ESBIC) Procres:, counsel and 

assistc.nce i:1 formir:.g local developr;:i.ent cODI)anies, the 3 (a) contract }1:roc-r2..u:, 

Most of these pro8ren elements a.re also utilized by Ol-SE in the ezecution 

of its n:inority business entcrp1·ise programs. So i:mch so, t:i.1ey appear in the 

opinion of the Investigative Staff to be mirror iLleges of each other's progrQ~S 

a.id; thus, the:·c is a real n--:!':'.l to cc:,rdim:.te, co:::fr)i::e, and clarify the pror.;:car.s 

to clinino.te confusion, duplication, and overlo.ppinc fm1ctio::1s Fi th the purpose 
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of promotini:; n. uniform and more efficient approach to the vhole L1inority business 

enterprise procrao. 

As noted by tlle OlIDE Director i::1 his intrcductcry r<2!:!ar1-s in Septer.:i.1er l:."•74: 

prior to an address by t!:e J?eputy Ad.-::inistrator of STY\. 'weforc a joint 0at~2rir,; 

of the 2 2.5encies, "at least 75 perct=.r.t of tl.c cn~;:s activities are d.epe:--,de:1:. 

on SBA.. 11 F\1rther, a:10t:::er Oi.32 officio.l ,.;J-.e:i talkinc to t!1e Ir..vcstiG.:.t::. ve Stat:~ 

put it very succinctly i:;:::.011 1-:.e saic. ''if SBA ~rcre to close its doors tc c:.::r, 1,-,; 

would be out of bi.isiness. i; 

The Investi;ati,.-e Ste.ff intervi-::ved top o:'tici2ls cf tte SB,\ and ,.-ere s;:vis ,.,.i 

agency and bas asl:ed for ac.lditional funding to hire 200 ac.c.itic:1c.l pE!"sor..:1cl 

to hanale this progr2.:.1. Yurtb::rr:!ore, S3A is :presently reo~·r:s.ni::inc ~.ts :-c::::io:-.s 

to include an 11Execu~ive 11 to spe.:::..;~ for the 1;;ir:orit:,· :::!1ter:ririses. In a.iditicn) 

i1hile these :progra.:;.s are ::undl~d. iu vario'.ls line ccrr.pone;.ts of the e.0en('7, 2. 

minority enterprise st£!.ff elcz:.:ent ( di:-ected 'by 2 .. n .Assiste.nt f'_dr.:inist:·c.:.or) ::2.s 

been created to bring toGether all the acency's services in a coo:-dinated ttrust. 

SBA has 89 field offices throuehout the count::-y P..nd. a tote.l at:thori:::ed 

staffing of 4,176 personnel and has asl:ed the Cor~0ress for aC:.di tfonal fur.dir.6 to 

hire about 200 more rerr.:anent people t~:at car-. be utilized. i.i deliverin,:; a:osis~a!1ce 

to the minority enterprise prograw. ::oreover, about 4G people are invc:l•,-ed ir: 

the civil richts se8ment of this ac;ency merely to oversee t:1at ninorities get 

their share of Goverr.ment contracts. According to an agency official as much as 

30 percent of the total agency personnel are co~itted to the minority enterprise 

pro3ra:n. 

As stated "by an SDJ\ offici3.l, durinG FY 1S'74, of its total 27,176 100.:1s, 

25 perce~t or 6,659 loans ,~re made to cinoritics (includinG the Econo~ic 

lCO 
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Opportunity Loans) and ex9ressed in dollars, 16 percent of t:~~ loo.us , ·ere to 

minorities. 1\.ppro;,:imately 370 IJ81"son::1el e.re i!1-volved in the fir.a:1cial a..rca 

dealing vith minorities. ~i;is official said SBA has set a ~oal of 25 ,000 

volunteers l:elpi:1s sn::i.11 "b'.1sinesses a:-.d. it vo....ld like to Get 10, 000 of the~ 

invol...-ed in tl:e ni:::1ori t:r er:terpr isc pro ~~~:an proviJir:.; r:n11::.Ge1.,e!lt u2sista1'ce to 

L .. c.d.d.ition , 

the a0ency t2.s i:c.itin.ted n pr0c;cr.:.i. c2.lled Sne.11 ~s:.:_::1ess Instj_tuticn iuvolvi1:z. 

eoout 380 collc.:::;es and univ2.rsities , o.:id cc:-:trnc ts l:2.-re 1:-ee::. c;i·,-e:1 to -::,:-,ese 

institutions ( 2.:~-cut ~5 ,OC'O C:2.cd for t::e utiliz2.tion of Gr a..J:.!2_t -2 s"..;'c,~e::.ts to 

assist mL:ority e::.,re?rencurs '.:ith such t.asic ou::in"'ss pri1:ci~,le:s as 2.ccoun--.::-:.n3 

and cash flow t.:2.tte:::-s. 

The Inv2 s ti.::;ative Staff 11oted tha.t tl1c m::r::=' s :!_)rogr2,.s also L:cl-..1::.e proviuinG 

sities to utili~e grad'.1ate stuc.e:r!:,s in its progr~s. 

An S3A official advised the Investigative Ste.ff t:iat fr. J~u2:us t 1~·74 213A ~1cl 

OEB:S officials met in a :major effort to deter:.1ine , .r::.ere tl:cse ag-2:-1cies can best 

work tocetl:cr as far as the rni;1ority business e:nter\)risc ::_:irq;rs:l is co::::.cer:ied, 

He saj_d this ~ectir:g 1ms tl-!e first se:~ious effort to coor5.L:ca.te soLe r e2.l tJi1C:_c~--

standing betueen these asencies, althouc:i previous discussions have b2en held 

to identify areas uhere the aGcndes could worl::. toget:;er, incluc.inc ac;reements 

of understanding. Furtherr.iore, he emphasized tl-:c point that tl:is nceting u2.s 

initiated by SBA and not b:r Or.IEE. Of pc.rticular concer~1 to t:lis offici:::.l wc:..s 

the cxcessiv•; nucber of delivery systcr;:s co:upetinr; for t:le minority cr!terprise 
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clients and the o"uvious la.ct of a C:.is.:,er:i:;.atio.1 ;,roc-:::ss, tLrouc;.1 ai,~' cuorci i ,·.a.tcd. 

effort of Od):S, to sLcre uutu=i.l coal::-, int0rests, n~1J. n.ccor::~Jlis: :::(:;nt:;. Con-

sequently, each acency involved in t,.i::; :riroera..r~ ::a:: to "J.L:. covcr" , :::J.t t ~·!c 

otl,er a.;e.::.cy ::ad. nc:,ievc.d. ?or exar;,::_: le, ;.:ost of t: ,e nsc.::cic-s i ::wolv2.:l i~ t>e 

proc;ran do not ~10.Yc a corcr,cn dG.t2. collection ::~·:::;t~rc tl1at ca.u 0...:- ::rutu.:,.11)" u3cd 

in the uei:.;inring of t~.c O,~l ~: rocrc.l":. a;1.:. U1e :::u"t. j c ~t FUS e.ssi,:ncc to t:. : :...o.tn. 

sente.tivcs frm,1 V3.:..-ious agencies fj,•cn all ov2r t :.e cou!1tr~·, th: Jc:,c:.ty /,c1,i~1i--

strator of SEl'. ii1clu:led. ir.. : .. i3 r cr2ar~.s t :r,e follo.ri -:ic;: 

enterprise in the i1istor;,r of our i:e.tion a;.1c;. yet or.c continuously ::E:2.rs ~eo~~l8 

In order to cure one e.rea of total Lli;idn•:::s:::, CIJ;I: and SIL h':lv~ set up 

lists of resources each h2.s :.:>,vaile.ule to hel:i__.; ninori t:-,· sr.;.nll ·:.. usine ss. 

w,2re l;oth n.stoni s i~ed. to sec ;rl1at each of us i: ;as c.oing_ ar.ci ,:c resolved. to put 

together so::ne joint projects to see if ve could do more. 

O!,ffiE, ACTIOH, and Sr.A are nou cnGa6ed. in a pilot rrocr:u:1 in 3 SDA dis-

tricts to see just ;10'.· f a!" •.re can ::-.o if ue Ditch :llJ. of ot.:r r e3o~rc,.:-10.:.r.7-o tJ~ 

to 1~ce:;, OU!" servi~ ~s frc~ dvpli cQtin~ e:ic l, other, (Fo~0 
(. 
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m-IBE and otl::.er FeC:.2ral a ge:::cies vit~ly invol-,ec. i:::. t:: : success of F ,c ;: ro ;:; r:__::; . 

'l'he Investigative Staff feels, Lo,. ·ever, tbct t:-, is i s m:l_: 2.. st2.:-c-t ar:c. r.mc h 

more needs to be a.one in a :'orr:1c>.l co:::::'.:)rehensi ve r::e.ri~ 0!· to overc o::,e tbe r,ot ccl 

become a ;:art of t;,c econo::.ic :::12.:::.n strea:u of t h is cc;;.·,~ry . 

SBA G (a) Fro.~E_ 

The essence of the S(a) progra:i is that SD/>. can do i::::at no othc:r Govern-

rr:ent ac;t2nc? is aut:-~ori::cd to do--tl:at is to a,:ard r,rcduction, construct:.or:. o:.· 

basis for purposes {;e:lerally left to the discrc:tioi.~ of SEA, tut guided the 

overall purview of the S::iall Business i.ct and Section 4C7, Title IV of the 

Economic Opportunity Act. 

The SI:lall Business i~ct, o.s ur,endccl, sets fort!1 the ·L,r.sic le::;a.l autl:ori ty 

for the conduct of tLc C(o.) !)rocrru:. ':'he S:;?ecific a})~li cn.'tle l e.nc;ua,::; e is 

sho\.:n on the follo,.-i:1G paGC • ,.FO) <.; a:; 
103 i -'.21 i.!> rl . _,/ 
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"Section G(a)--It stall be tte dut:- cf the /,c.2i::-sistrn.tio::1 e.::d it is 
hereby en;,owered, ~,:ie::,1eve::::- it d.::terr;;ines suc i, 2.ction is necess2.ry---

(a) 'lo enter i:1to co::tr:icts ,. ·ith t Le Unite:i St2.tt:s Coverrn _c'i,t o.:,d 
any d'2:,art:.::~!1t, t..s2.!cy 1 or officer t~ :e r eof l_2.vi~1:: ~~r ocure~:er:.t 
po;-1e-rs ollic;:::.t b. ': ti-:.e . .c,.crc:inistr2.tio:1 to f u r:ii::: l- '.:!.'-'.:icles , 

I:1 ar.. ·r 
cs.sc ir.,. ~~:~icl: .. ~te /' .. d..ci::.istrc..tic:1 c e1-- t ifi0s to 2.~-::." o:'fict:r o:' 
tte Governr.:.2nt i:~vin,:.; px-ccu.re:2~~t ~o- ·ers tt:--_t t:~e J~i..:_"':--_:.:.-:i ist:_,--2.ticn 
is con:;.etc:it to :nerfo:c2 a.,:; syecific C: overr:::.c-,:t :' recur-:::.:.,~ ::-: 
cont2"act to -~.:e l et :.~.' c..::·~." s1...!ci1 off:_cer, su~~: ofi'i:c :r s ~.:·_l:.. "..:2 
e.utl-.. orizcd i1:~ ::.i::; ~:.scret i0ri to l\.;:. s-~~:-: -::roct~r -2:~2::t c~ ~itr~:.ct 

(b) 

to tr_c fa .. tlr.i1~i.strc..tio:::. u~o:1 si..:ci.: terr'.:s &Ld co~"'.i.di t:. .:'ns :1~ :" .. ~::,- le 
a[;reed u:ron "cet-:c.:ccn t:1e J,c.r.:ini strati on 2.n::l t ::e ~:ro cc12·c;::-.e;:, t 
officer; a:id 

To a:rrar-,:::;e for 
or other~;ise letti::;-~ su~ccntru.cts to s=-c.ll l;1..:sil!2~s co1:.cs:-=--~·1s 
or otl1e!'s for t~.2 r.:2:.n~-1f~/~~~~e, st:.~!")2-:·, o:: 2.sser~·..:1J- cf s·-1.c: ':. 
arti~les, eq_ui~~ent, s:1:1ylies , 01~ r:2-te:.~ic..~s or :--c_ ::. .. .:~s t~·~e:."-:c f 1 

or servici:1; or prcc:essi:-lg i:i con:i.s::ct.i cn t:.cre~·it;:, or si..:cl'i 
t1an2seme11t ser·viccs as D.2.J"" te i:.eces sc..r:r to e1-:2.·i.:12 t~~e 
AdministrG.tic:1 to !,erfo1-r1 suc:L cc:1tre.,:-: s. n 

The impetus for t ~e 

made "cy the Departu~nt of Le:-:::nse. '::.te need '.·e:.s for 2. le6al 2t:2..vis to di:cect 

the 

Federal contracts to r::inori ty fir:.1.s. 'Ihe actual i2::•lews=ntatior: of t}1e ::,roc;rc.m. 

vas closely tied to a Prcsic.e.ltial annour:.cern.e~:.t of Octccer 2, 1S'C7, launching a 

new test proc;r2'':l in '.5 cities--"to no-oili:.e tl ... e resources of privatE:: i:1:1:c.stry 

ar.d the Federal Cover:-unent to help find jobs e.nd provide trai!"!i:lG fer tl1ousa;::.d.s 

of /l!!lerica' s hardi:0re unen:ployed." 

Initially, tbe prograr.i ~,as used or..ly in the manufacturing industn• and 

I!!anaged as a pilot project to develop "l:nou-hm,11 a;-1d test procec:ures. S3A 

ecreed to participate i:1 the pilot proGr~, after ,:hicl: it r c :-:o rted t::at the 

pr0grat1 ,,as i-,orl:able if coll::tero.l action to :;:-,rovic.c cssenti:-i.l progr2:1 su1::lJort, 

, , staffing, a.bsor})tion of start-up costs, procure.::icnt req_uircL"'.ent s, etc. , vas 
'- · 

n taken. The 8( a.) program ,,as giver1 major e-:nph::i.sis in early 19C9 and after clue 
I • 

u condderation by the Ad.":linistro..tion, it vas endorsed by rn,:m~. 
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Beginning in early 1., Gs, , :proc;!'ar.:i c~:)Lasis ~radunlly sl:ifted to tLe vie~; ti.at 

the pro0rQD should ·se directed to mi:rnri ty participation ii, r::anuf2.cturinc. end 

tr.e creation of :1e·~ i,u::;incsses , utic:. Ci.,n co~i-•ete success full:,: ( ~;rc.:::.uate) in t11e 

th.:e . O.r. Jm:e J.6, l:;;C;, ti.e Office of :::u2-i11css :Ce:velo·,_,:_.-2nt ,.·2.s estc,""c lislled i:1 

SBA to :ca::1dJ.e ti.e C(a) _;_;ro;r:::.n. /i.r.d., effective ;:Ll[:USt E70, t r:~ C(a) ~-rosrai 

assist so.all co:icerns o,; .11ed '0y socio-ecor.or..:.ic.:,11~-- c~i~advantc.6ed ~x.rsons ceco:-:e 

self-sufficient , viable ·..:.usL1esses c a::_::n.0le of c;or::~,eti1,c c ffecti vely in t"'r- 0 : :2..r::et 

place). 

'l':ie pro0rar.1 to :,_:il~ce loverrn::.e..1t contracts ~:it~:. Einori t~·-01:'Deci firns ·...:ece.I.:e 

a rua.~cr activity in Le2;::-ii::g T. 0 i tl: a rccoui:,...:ndatior. of a,1 i n"..:.era;:::enc::· coE.c,i ttee 

set u::_) as a coordiE0.tir.c; C::.evice by OI:=L ar:.ci. a su"i.. seq_u2.:t Presiclential direc-:i ve. 

The Acklinistrator of S2A in testi:2ony before the iio:1se Su~cor:,ruittee on 

Minority SDa.11 Business Enterprise and Franc:lisinc i11 October 1>73 stated the 

8( a) ~ro3:ran is totally SD/'.' s--·loc::, stock, and l ,arr2l. tnd in resl.Jcnse to 

the q_ucstio~1, "Is the S2A G(:-c) Contract Proc;rwc. tied to or involved in any ·,ray 

ui th tte Oi-ffiE fundins or tl:e business resources of mrr:1;?" I:e se.id, "i:lo." 

SBA officials d.isclab a..'1y o::s:; involver1ent as "a coordinator" in the 5(a) 

progran stat inc; that about 127 SBA personnel e.re toto.11:· involved in tlie 8( a) 

pro[;rre:i to assist minori ti(!s to c;et a sl,c.re of Gover~11r1ent contracts . Yet, the 

O!'illE ... )irector in tcf>tir.,on:' 1.Je forc t his very saze Sui.:cor.--:!::i ttce stated the G( a) 

progrno is one of the major proc;r.::m objectives of c:J3r, and th2t Oi:i'SE partici-

rates in tbe u(a) progrcm. J-imrever, the InvestiGati ve Staff noted the dec;rce 
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with which o:mE 1,artici:pc:.tcs is st:dctl~· in:'oruatior:n.l--tbo.t is Oi-.':_,[ rier<21~,- cct s 

that exist in t ::ie 5(a) ::rea. 

'lte stu<ly 1,as L.-~iti2.terl ty C:,~L under its r.12.::.c.s.te in tte I'xecuti ve Crder ar:.d it 

af=sisting ni!1ority f:;.r::s to reacL 2. ccn:;,etitive rosture 2.1~(~ , if 2.::1d •·::ere 

indic2.tecl, to reccr::.:end a?p!·op:::-io.te ::::oC:ificcrtior~s to tte go2.ls, desisn , st:: 'icturt~\ 

durir:g the Investi,:o:ti ve Sts,ff' s reviei:; ' .. 'as susper:cled for c, :period of ti:-.:e to 

and the study is couti~uins. 

The contractor :;erfor::inc t:1e st'l.:c\:,; issued a r2:r,-ort urn:er a :::;rior letter 

contr2.ct. r_2he re:,crt ti~-led "'Jptior:s for t~:c 1uture i:1 ;;i1:orit:, J usir~ess 

Enterprise ?rocurc:::.e:r:t- n contained. r,ertine::t L.for.J.at::..on, as follows: 

Contracts are not a1-,ardecl accordir:.; to sta11c.ard coci:;eti ti ve p1·oc1.1.::e-

ment procedure. Rather, t;:ey are nesotiated tet, ,eer. tl:c co!1tractor, 

SBA, and tLE"; tu~rins agency; S3I,. is in e. type of si:.lcll,·::2.r: role, 

SBA signs 2 contre.cts, 1 ia tl::12 role of su;,plier end e.::otl1cr in ti,e 

role of buyer, for ev0ry :;::;inori ty contract. As a result, f.,:2A bas 

a legal responsibility concerninG contract perfor~Qnce. 

The prograo uas e.lso to be associated ,.~i th technical ru,d nano.gerial 

ass:fotar.cc for t he Linori ty co:.tre.ctor. 'Ihis tasl: ,:as oriL:in~lly 

a sole fu..'1r::tion of SBA, bt:t the d.ev~lorcent of tl1e cnl::>.rc;ed o:-i:J i~ 

program has s!1ifted tl:e center of this ussistn:1cc uve.y 
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There is an official limito.tion on t:,e at:!ount of ti:.:ie a r:,L,ority 

co.opany is allovcd to participo.te in the probr:r::. Ste::-:.:.i11;; 

directly fror:i the "zradu.atio~" objecti.ve of t ::e G(a) !)::-osrar:,, this 

li.mi taticn 1:-as des i[~Ed to structt:re the f;c2:",e~.-orl-: of l'artj_ci-

paticn in ti::e pro:rx::. so as to ,-_a.te "c;rac.uat ion" :.a~::,pe :-, :::.ftcr 3 

years for a-:-.y give;; firn, 4 :r~2.::-s at the ::1ost. 

Because is viewed o~ficially 

for the ninori t:r fir:c to tra·1el on t:1c ~:2.:· to fre e ::-.2.rl:e:t 

competition, cot:: :r;utlic uni :;_wivate. 

8( a) procure:.1.ent pro;;rer.: cor:ce:pt, vi th contr:ict s -:.. cin;; a', 2.rd.ec. 

to provide a ::;u'olic sector t:'?..rl::et for ri.inor::. ty tusL:es::-es, 

and mino~ity fir~s. 

A SBA official advised the Investigative Staff tl12.t he coi1siclers tl-ie G(a) 

concept good, hovever, he vas critic2.l of the inr;:ile:::1e!'ltation o...."1.d refer::.--ed to 

the progran "as a bas of ,ror.::is." Ee continued. tl;at alttough the ultiDate goa.l 

is to graduate these minority firns into the competitive ,-mrl:-a-day-,:orld, to 

date, a:r..d since the start of this program, only 33 firms of a total of 1,400 

have graduated. 

The Investigative Staff q_ueried en Ol-ffi1 official as to QI.;BE 's justification 

for infereutially takin3 credit for tbc successes i:c. the minority er,terprise 

progrc.ws, especially the fi(a) proGru::.:.. In response, he stated "o; :JI: rrcrnai::i.s a 

).ow profile agency but has acted as a 'catalyst' and therefore, en.used others 

to do it." He very franl:ly admitted he did not know hmr effective mam is but 

said thiDGS e.re happening in tl:c minority cor.r.uni ty. 
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-- ------------ -------------

uas identifiecl most often as both tlie nost and least b.::l:· ful of ti,c ot:,c.-r 

services rendered. 

prop,-:rly utilize availa1.:le resources st,atir.c_; 01:::2:~ did. not ;:c..ve snf:c~::.cis :::t ~y 

AssistaECE: is av2.il8.0le to assist LLwri ty co:-:.t:::-2.cto:::-s 1_-:~_1_t it is not !'ro::-c rly 

concentrated. 

structure and finds this to -uork east satisfactorily 1::eco.use it is dra0 ,ir,G on 

the ex:;:,erience of an on-c;oing concern and, t:;.erefore, a mii.:.kun nurnter of its 

pcrsor.n0l are re,:,1ircd to achainistra:'.;e t:·1 is pro6ran r:ince tt.e conce.1tration of 

no nmtter hou you :r::assac:e tl1e:-.;, r:.ust zo throue,h SBL. 11 

An Ql.IDE official, ,rlwn discussin0 o:.m::::' s role as a coordin2.ter, said OI,iB:C 

can.10t exercise any clout ove;r th~ old establisl1ecl agencies and therefore, co-

ordination of other Federal acencies involved in the minority enterprise procr0m 

is minimo.l and d:if1'icult to r.ccor;i_plish . }le opined that p2.roci:ial intc:-csts 

inte:i:fe:..·e ,Ti tt e. cood vorl-.:ing rcl2-tionsl!ip cetueen ac;2ncies; ttat eac:: 2.6ency 

is self--sufficient a:id involved in th2 minority er:.ter1lrise proGrar.i on its m:rn 
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initiative; and, for the!:: to be relegated to a subordinate role, voulc'.. be 

difficult to accept. Therefore, this ~IE official said he was uncertain as 

to whether r: coordi:12.tion': atter::.:9ts by o: ~:r: were 2..ll r·:1)luses. ir 

-----------

req_t~ested the head3 c~ 2.11 Feder;il o.epartr.:ents anc. c.ce ncies --:·:. t:i resources 

alloc2.ted for tl:e :1:)ror:1otion of z,inori ty er.terprise to e.:;:i?oir.t 2. secret2.:;.·i2.l 

or ar::1inistr2.to::.· lev2l e:-:ecutive to t::e :!:nter-A~enc'r Co,T:.ittee on :•:incrit~, 

Business Er.terprise to insure coo?eration in the coordination of Federal 

activiti es for n::_,:.cri',::,y enter:9ris::. (The ns_ne uas subscq_uer.tly ch2.nf:>2d to 

Interecency Co'tlncil on :;inori ty 2usiness rnterpris e .) The Under :?ecret2..ry of 

Co~crce is Chairr::::..'1 of the Cou~cil and 0: 3~: ::,rovides SJ-:ecuti ve Secrete.rio.t 

resources. 

The Council I s ::,ajor f'..L.'1ctions are: 

{l) To act as the central ~oint for enph~sizin~ the AC:..~inistration's 
policy on cinori ty b1.1si:-ie3s enterprise. 

(2) To function as a soun:ling board for discus3ing polic:r o..lternat ives. 

(3) To provide a source of :: :=:r individual contacts within each aroency 
to pro::1ote ninority e::-iterpl.'ise. 

{ 4} To be cone a forll!l for tl,e establish::'.!2nt of subs tan ti ve task 
forces wt.ich e.ddress ther:1selves to specific issues. 

Under the aegis of the Ir,. tere.c;enc;:r Council, a mmber of task forces have 

been set up to deal ,dth specific issues and problerJs, includinr-:: 

(1) Task Force on Procurerient for ::inority Enterprise. 

(2) Task Force on i!ino:dty Business Concessions . 

(3) Task Force on Education and 'l'rainin.~. 

mm:c provides Exe cu ti ve Secreta:dat resources for all of these [:roups. 

~FO~, 
(.~? <~ . cri, 

f.,.. _t,' 
- .i ' 

' 
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1. Tnsk Force OD Pro~~r~r.ent 

The Inter2.cency Tasl'. Force en Procurer,er. t for : '.inori tv ".:',1terpris2 vas 

cre2.t2c. by and reports to the .:i.:~:tc2·c._-::enc:,·· Council on · :5.nority ::;usiness 

Enterprise. !~!~2rshi? includes every de~arti~ent and arcncy ~:t~ sirnificant 

Supply Sen·ice, G\3°.:e:-~l Gen•ices ;,,:,:..i.nist:re.tiorl. 'Ihe purpose of this '2.sl: ?ol'c;; 

is to ex2.,--:ine , ex:;_Jlore, and. an2.lyze GovernL-:ent :procu!·et::e:,t ::_Jolicies i:1 ere.er 

to dete:;,-:~ine tc.e extent of r.21:01·i ty entre::,:ire1: ct.:rs in :G'ec1eY-e.l procure:--:ent, 

the opportunities a·rnile.ble to !71.inor::.ties tl:rot:c;:i. procurei .erit techniques s:ich 

as the SBA S(a) p~ogrs~, tte effectivc~2ss of ttese procure~ent techniq~~s 

to increase the actual arid potential business opportu:1i t i es for ninori t~r e,.tre-

prene'J.rs, 2.nd to 2.ct as 2..7. 2.ction ar:1 to ir.ple:,ent t:1~ ?rcsid.e:·-itie.l ::-.Err.crand.c1c 

on procure:2.ent dated Deceroi':::ier 5, l :'?-S9 . 

1-Iirmtes of t:,e 2eptenber l?, 1974, neetin3 of the Inter'.l['.':'ncy Council 

reported Council's nenber ae;encies 2.uarded more ths.n $270 uillion in S(a) 

procurement in F"f 1974, su1·passinc the ~oal of t:250 nillion . It was noted 

that DOD auarded a~,prc:dn2,tely 53 :percent of all e( 2.) :!_:,rocure::1';'.'!,t in FY 1974 c.nd 

GSA airarc.ed a'Jcut 15 percent of the 8( a) contracts. Jointl;-)', DOD anc.. GSA 

awarded 68 percent of the total 8(a) contracts. Of the ren9-ininc: 21 O.Gencies 

ir- the proerfill, 11 of ther:i vere ur..able to achieve their FY 1974 e;oals, and of 

this nu,,'"'.lber) 7 egencies achieved less than 60 percent of t:1eir established 

eoals. One agency reported reac::ins only 2. G percent of its tar1:;et firure. 

In the opinion of tr..c Investi0ati ve Staff, the establi sh.'c:cr.t of an 

Internc;ency Tnsk Fo:::-ce en Procurccent with top level ac;ency officials 

t • .i repr.=sented s:peaJcs well for the proi;ratl and should prove valuable in setting 

policy, annual eoe.ls, and in securinG support for the 
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it appee.rs that the Tes:~ Force I s r1ajor concern is to increase t:i.e nnn":"ier e.nc1. 

dollar v2.lue of 8( a) co:1tr<1.cts a1~a:rJed e2.c:1 ":ear; f::>r instance, the 1~75 

objectives ,,ere incrcclsed to· :.275 sillion, an incrc::i.se of ~2 5 r:,illi0ci over 

FY 1974 e:oals. 

This increase refl2cts, c.s p:i:eviously cor"'lented on t,r t 1.:e I!1vcsti cc..ti ve 

Steff, tee general attitute e.nd conce~n of ~2E ani other acenc ies •rith sheer 

m.'.:::rlbers as a r:ceosu!"e of satisf2.cto~:y pc::::-for;;!ance 2.nd net en01.,_:;~1 attcr:tion to 

SBA are :recor;r.i zin::; th2_t nore neec.s to be done i:1 this re;:2rd. as noted b~r the 

minutes of the meeting n ••• th2.t the :r-'Y 75 2( a) roal 1•c;lectcd. a c~:<:n,;~ in 

prcgrcn e1:1phasis fron r..1...::-::"ber a!:ad dollnr value of contracts to st~cces sful 

participation in and gr2.,:ua~icn fro!:", the C( u ) :;::::-os ::·e.~_; b~r ninori ty f::.::~T!S ..• 

SBA field. staff uill b2 spend5 DG" ,,ere t ii_-,e thun ever i'orl~ing wi t:i those alread.~; 

and increasinG the m.ll:lber of r r o.du.'.;.tes. 11 

The Investieati vc Ste.ff note5., houever, that the r.J.n"i..ttes of th0. neeting 

did not indicate just hcil particip:mts uould be hel:9ec:. to successfully :::,erfor;:-, 

C!l t:1eir contre.cts z.nd hou to i!!crccse the nur::.ber of f r2.duatc s. Unless a 

comprehen~ive plan is developed to deo.l '1ith the n~tter, inplcffienteu across 

t-he boai:-d, monitored and fully suppcrted by all concerned ac?ncies, the 

Investieative Staff sees little evidence that appreciable i~prove~e:nts can be 

eX})ected to overcome the dis,,ial picture painted by SD.II. when it said. ''only 33 

firn.s to date (SepteL!ber 1974) have successfully graduated froi:i. th0 Pror_:ra"l. '' 

2. Task Force 0n i-lin0rit:.r Concessions 

Membership of the Concession To.sl, Force include representatives of 

~-- j every departr:ient und o.scncy for the dcvelop!.:!cnt of ninori ty concessions in 
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Federal facilities. This c roup is cr1aired by the Cocr:1issioner of t:-ilc Public 

Buildinc; Service, Gener2.l Services Adninistrc.ticn . ':'te Co:1cess ions ':'asl-: Force 

is designed to exp2-nd ti1e n~ber of !::inori ty entrcprene'.lrs uho o::_:,erc>,te bt:.s i!".css 

concessions on ~cderal Govcr~ne:i.t facilities e~d in Federal Gover~2:i.t buildi ncs , 

Septeril:er 19, 1974, that 01,ly 53 co1.1ccs sions r 2,:.3, i :1cd. of the 115 th2-t uer2 

estcblished by Federal 2-r;e:-,c1es . '. 1inutes of t:lis r..eeti:i.,3 ir:dic ate0. i'ailures 

were dt.:e to a r:u=:::ier of pr obl,:;r:-:s ir-cluding: 

(1) Inedequate feasibility studies and site selecti on . 

(2) Overly opti~istic orisin~l esti~ates of r~oss receipts a~d 
concessionaire ca~abilities . 

(3) Inadequate follo,,-up '"'anag2nent and. t2chr.ical 2.ssiste.r>.ce 
to est2-blisl1ed. concession2.ires. 

of t:1e coDcessions' pro,-:r22 st2-t2j_ that the 'le.st Force, i:, the futu~.- e , FO'.lld. 

emphe.size support of existinr, concessionaires 2.nd the este,blislc.ent of fe,.rer 

but strone:er, ne,r, viable concessions rather than the pro!c.otion of a larce 

nnm"ber of n~w concessions. As a partial solution to the proble:-:-ts , a nro1)82ed. 

intera!3ency 2.greer:1.ent tct,•een OIS-SDA-GSA Fas bei:1G finali~ed to assure th:l,t 

careful :pre-evaluation of potential <;oncession opportunities and follot,--..ip 

assistance to concessionaires will be !!lade available. 

The status of the concessions established. by Federal agencies appears 

on tl-ie follm-!in[; pc,~e: 

(ff-F0,;>0 <, 
CG ,~ ·:) ,a: ,ll, 
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Fiscal Y~2.r 

1971-1972 
1973 
1974 
1975 

Total 

Hir,ority :r,,_1siness Co~l"f'3sions -----As cf Scu~c~~er 1~7~ 

TotG.l 
C0nces3ions 
:::.;st.ablisoed 

77 
27 
11 

0 

115 

Conc,:;ssions 
S-:ill In 

Opcr2.tion 

32 
16 
10 

0 

.Failure Pate 
(PeTcent) 

58 
40 
9 

_5_2. 

"whether prosotir:g conces:,;ir::ns also r.e2.nt prrn~,otins failure fer ,2.inor-i t:r 

entre:pren~::.--s. '.i'he conclusions see~ed to be that 

percent at that ti~.e) was not e··,...pc::c:'ivP corn:9are0. to the ~e:-ieral f2silur2 rate 

for all businesses. 11 

The Investir.;ative St2,ff telieves that the cm~cession p1·02:ras. 2.s no•r 

inpler'lented is pro::;ioting too I:lany failures a:1c. a hard lool: should be t2J~en at 

the program by the Intero..~;cr!c:r Conncil and O?lBE to determine if the progr2.:1 

should be ccntim.,;,ed. As noted in the i:a:.r 9, 1974, Intera,"'.e~cy Council minutes, 

the OIIBE Director said. in response to a q_uestion that, O, uE~ he,d. a ce!ler2.l 

policy ,;hich precluded provision of or:m: assistance to any concession uhich 

did not have a potential annual o·oss of $150,000 or more. HP. also noted that 

there was a need to be more cautious about helping ninorities into businesses 

which are not viable in the long run. I!oreover, as noted in the s~ary 

state!'Jent of the Task Force, 0i~:Z's limitation of a e;ross n1ini2un of ~~150,000 

in the firs.!:, year virtu2-lly excltides all existinG ~inority concessions or 

potential ninority concessions. 
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3. Task Force on friuce.tion end 'l'raininr: 

Executive Order 11625 directed Federal dcpartnents and acencies to 

assist and coo9erate wi t::1 tl_1e Secret2.ry of Co:-:-~erce in ~is res:i::-onsi bili ~Y to 

coordinate Feder2.l plans, r,rog r3.:'.:::s, and opere.tions ,rhich nay contribute to t~1 e 

strengtheninz cf r;:inori ty bus i:1ess enteryri se . .:,y ,-r;-<: o::' i:::::,le:--.,:>nt in c.; t:,i s 

program, Heal tt. , ~:d1:c2.tion, 

Council to establish a To.sk Fo::.·c0 on f.ducatior: anJ. ':'rainin;-; for : :incri tv 

Busir.ess Enterprise . The Ch2.ir::,an end Vice Cl:.2.ir:-.ler.. of this '.'.:':1..::; 1~ Force, 

established in 1972, are re:9resent2.tives of E~.~ a!1.d. the Dc1.;a::t::-,:;:1t of Leoor, 

respectively. 

This Task Force ac..vises the Secretar:r of •:=~ 1 2.nd tr:e Secr etary of 

Corr.nerce of p roble::.:.s associated with the ec'l.ucatioc1 2,nc. t ::.·aini:1g needs of tee 

minority entre:pre::1eur and L1al:es r cconnendations as to the legislat ive c1.nd 

pro6:-o.E.:::iatic actio:::1s r2c1uiretl to a.r:eliore.te t:--,ese prot,le::1s. Also ) this Tasl: 

Force is to identify and. eval'l,a.tc existing and proposed pro:::,re.ras ar:d f'.lc,clinr 

to insure that priority areas are addressed and to c-.void 1,asteful duplication 

and fra[;ments.tion of Federal efforts to respond to the education and tre.ining 

needs 01' minority business. 

The ruajor activity of this Tasl:. Force, cove::ini:; 18 Bonths, w::i.s a study 

of the important p:::oble:.:i. of developing nanage:!:lent 2.nd cusiness skills for 

existinc and future ::ninority business ovners throuGh education nnd trainini:;. 

A report ,ras issued on January 10, 1974, and the study led to 6 basic findincs: 

( a) 'l'he n.lnrninr:ly hir:;h failure rate of ~i:1cr i ty - o,m2d bus incsses 
is attributable prin:::.rily to poor 112.n:,.,;eccnt nr.r::. busine:.:;s 
skills of the mrners a:r.d managers of t:1cse enter_Driscs. 

(b) There is u chro71i c shortac;e of trai n~d. ninori ty tnlent __ 
available to n eet tl'!e :pressirir; need for cn:i~r s , Dnnaccrs /4 F0-9<> 
and business teclmicia;.s in the e;rouinc; number of new · <~ 
and expnndin1c r::inori ty business firns. . CO ..., • er.: JJ \\))~ !J 
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(c} Nana,:;ernent e.nd business skills are critical eler::ents in the 
survi·1al anc. successful croi:rth of !:linori ty business enterorises. 

(d) Education 2.nd traini:1G ;,ror;rar:1s d.esicn~d. to :p:::-ovide n2ed.ed 
manaGe::ient o.nc. llusiness s~~ills cust b 2 c0!:"'.e an i:1te 13r:1l p2.:::·t 
of the n2.tiona: stratery to expo.nd ~inority busine s3 c~nership. 

(e} Entrepre::eursh ::.p e.s a caree:::- oppo:::-tuni ty for nin8Yi ty :,routh is 
given insdequ2.te attenti-, :1 vi t h in the t o tal ,:>.0:: • .:::c.-~ i cr, u l s :0s ten . 

(f) There is 2. •.,ric.e rn.nce of e:dsting n3.tion2.l ,st 2.te, and loc9.l 
resou!'ces ,,::ic:: can be enlisted to sc1:o~'OYt or c c ,:rluct :::ii:r:ori:::y 
business e:-iter:Jris ~ e (:~23..tion ar:6~ tr2..ir1int; procr~:1s fo:.--- e::istin~ , 
potential> and future entrer,rene·_irs. 

This study> as uell as nunerous other stuc"iies of i::inori ty bus i21e ss 

enterprise prog:;:a::s, indice.tes thG.t t:12 p1·oc;r:'1:: no.s n ot suff(:red becr:1-2se of a 

lack of studies. Additionally, the findings of this ~ask Force are not 

entirely new revelations. I::: the opinion of the Investif2.ti ve Staff, set:e of 

the observations iave appeared. i!1 other studies, and hrrve b e en recotsnizec. by 

how, if ever, will the reco::::endations nade by this T2.sk Fcrce be ir:rple~entecl. 

In other words, the ~ere articulation of a problcn does not resolve it. A.rid, 

as i:cportant, hm, much will this effort cost the ta:r.peyer and fi·on what 

sources will the revenue be generated? 

Some of the specific observations included in the report reflect 

similar views of t~e InvestiGative Staff, as follows: 

A frequent comple.int fro2 the ninori ty coT"711uni ty heard throuch-
out the Task Force's public hearincs vas the need for ~ore 
effective c0'.':'.:-,c:~ic2.ti. on about busine:;s venture c.nd nana13e:1ent 
traininG oppor~uni~ics. 

There is no need to reinvent the wbeel in develo:riin0 nnd 
impleEentin;:" !":lino1~it:r business education and t:-'linin~ pror::::-aJTs. 
The Fccle:::-al Govc,1·11'!:ent, thrrn.1Gh such ar,cncies 2s the s~cll 
Business Ad.!7.inistration, the Office of '.'.inority Business ..,,.._ 
Enterprise, the U::1i tcd States Office of f.ducation, and the ~~ F0-90 , 

f ::l <A 
I <;t' CC\ 'a: ----1 \. ,,,µ ;;;·,. 
' ·" .:tr; \ 

V )-/ 

115 

I 



i. 

Depurt~ent of Labor, has accur.ulated vc.lu~ble experience in 
snall bu3iness l'.l.'.J.l12.;-:;2:-:ent traini:!: t::2r.er2.ll:r, and in nine,ri ty 
business enterprise nr.d trainin~ s~ccifically. 

I:1aluc..tior. is a ncccss2.ry ir.'.:,r-:L1-icnt o~ t::c co::'c9rehc·nsi ·re 
progr~. .A s~st2.i:-1eC. r.'"ic11i :0::. ... i~:s ~rocc-sJ ;-.::ust be ~:1:.C.2 a part 
of the tote.l ef:o:-t to i:::su1·e t~nt t:,e test tcc:1ni~ues c.nj 
method3 c.re u:oo:l, o.nd ti-..~ e:reatest iD~e.ct is had o::: the 
tar~e t po~ulntior.. 

To E:-ch:i.eve tte :::ost P.:::fr::c·:,i ·ve use of :.:.11 rcsc'...lrces a7..1iJ .'.".bJ.e , 
there r~st be a closer ccardinatio~ of efforts a~d lc~~ers~ip 
among ti1,:; vc.rio'...ls fcG.e:r~•. l 2.::;encies t:-:2.t a:!'.'2 co,,tributi:1::; to 
the uinori t:r enterr1rise ~rogrma. 

At the ;)resent ti!.:e, no sii.1.Gle ?edere.l 2.c;cDc:r h~s ul ti:-.:->..te 
responsioili ty for :.::i:::ori ty bus iness eci.uc2.tion 2.r::.d trainin,c; 
developr:Lent. 

The inter:;iretati0::1 placed upon t::ie acove obs e :rvatior.s b:.r the 

nated., e...r1d in a real sense, leade::·l~ss and; thus, reflects unfavore.bly on 

OtillB's ability to a:::.eq_1~:o.tely lead, cooYdinate, t! . ...rlc. over:;ee its rcspo:.:.sioilities 

in this prog:!'.'~~ area. 

D. Hinori ty 3usi~ess Onnort1.mi ty Cor..!!li ttee 

There are more than 85 :_:,rogra::.-,s throu~hou t the Federal Govcrn.."'1cnt that 

p:comote the develop:;.2nt of ninori t~r business e:-iterprisc. Coord.ination of 

these progra.--:is presents a fornidable tas1': uhich requires partici:pation at all 

Federe.l levels, both in 'fashinstcn and in the field. A special r:::.echanis:n 

for e.cco!::plishing this task at the local level is the ;Iinori ty ~usiness 

Opportunity Con;:iittee C-IBOC). !IBOCs were established as stanc.inc; cor.c".littees 

of Federal Executive Boards and Federal rxecutive Associations by direction 

of the Office of :·-l~neer::ent and Ruclcet in February 1970. 

?Ier.ibers are rcrresentativ::;s of F0dernl ac;encics located uithin the 

geographicn.l areas of the !IDOCs. T:iey e.re responsible for ::;upporting c.nd 

. o~o 
(,,, 
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impler.1entinc; the :1ational r, roc r:ms 1.•i thin the Federal sa·.rern::..ent3.l st:·ucturc , 

and for brinGin;:; to,zether l oc 2.l hcc.c.s of Govcr,.r.ent acencics so t hat tLe:, 

may i nr,rove t::e availab ili ~y of Govern:::e:nt fir.2.1,ci:1 c , :;iroC'.tr(':::cnt Oj)!)C't·.1ni ties , 

tecr.nical ac.vice, ar.d o:. l,cr busin<2ss r ::: sources . Jy A? ril L '7~, 35 • 7 0Cs ,,ere 

a substantiQl Federal pr~sence . 

and Procedures, t~e 11BOC : 

(1) Is i::i 3. :;;iosi tio:1 to exert cr~2.t levera--;~ ar, c.~. sliouL1 c0;, :::e,.tr c.te 
its efforts on coo~dinati~g the Fe~2ral ,rese~ce by 1diressi~G 
certain tasts; inclu~1ing: 

:1~{e or continue tr'ie :::i:1ori ty e:i~er:r:rise effor~ as a ~Y~ i 8ri t:, 
et the local lev2l. 

Assist . . .. r.2inor2.. 'i..,y in its 
areas. 

Develo,, coor~i~ate, Jissi~in1te, and excjQ~;e 3~ong Fcd0r~l 
ngencies, j.nfor:::a:~_on on tl:.e crec.-:ior. 2.r.cl. ~r-:n.-t~1 o:' :::.:.i!1cri t:.r 
business enterpri5es. 

(2) Concentrate Govern!:lent sector support on special projects, includinG: 

Increasin~ ninority ~rocure~ent such QS the sectio~ 8(~) 
p:"OG::an. 

Coordi!,atin3 ?2c'.e1·2l efforts at the locc.l level to ii:.cntif:r &nd 
disse~incte infor2at ion (a) on the goods anf services ~ inority 
firfils can provide, 21~0. (b) on ?edern.l busi.iess op:yortur..i ties 
suita~lc for uinority firws. 

(3) In coordination ,,i th each nember agency, develop and est-'.1.bli::;h 
I:linori ty enterprise goals for the !;BOC and eo.cl1 T'.',e!'.l-::ier nccncy at the 
local level. 

As outlined in the :iOBC 1i£m:.1boot, o; mr 's role in coopc::n.tion ~!i th the 

Office of i ianuge:.cent and I3udcct is to provic.e pro13ra.:-.1 directi on , coor.:-1.i nat ion, 

o.nd executive secretaries. As executive secretnrJ of the rmoc, the 

117 

I 



Field Officer ( assic;ned on a part-ti!:!e basis) has e. unique role. :re is the o"ly 

Federal employee on the :moc •rhose prir2a:cy job is coorci:1::-.tion of the r'linority 

business enterprise prcc;ran within both the p11blic and p:ri vccte sectors . n_'l,e 

MBOC Chairsan is expected to look to hi::i for conti:1ui ty , !':.·o:;:' ess ior,nJ 

guidance, inforn2.ti on and ass istcr.ce ir. for :..1ulatin,:; policies . 

The Investigative Staff fo~n~ durinG its visits to tte recional offices 

that the :-IBOCs r:2et occasicna.lly or not 2.t all and that t::e c: 32 Field Cf:;:~icer 

assiened as I.CCC executive secreto.ry r;enerally ,,-as r.ot e.ct i ve. A co12ce:1sus 

of the individuals contacted. ir.dicated that t::2e l~vel of acti vi t;r of the e:-:ecuti. v::c. 

secret~-y had dropped substantiall) .. si11ce the O~:JE rear~n:1i2:at.ion end dece:1trcl-

ization of October 1973. 

An HEOC C..'1airman in one region 2.dYised the Invssti,'!ative Ste.ff tr.2.t Oi2:S 

had not supported the !~OC progra:.J in that area. Ee felt that the issue 

mn·rowed dovn to 0!2:S r2c;iorrn.l pric,2'i ties 2nd L,at tl12 ISOC p2.·ocri7 h2.d a 

lower priority. He d.escribed the procr2.n a ;, se::d-orphan status. n 

The Chairnan con~ented on certain observations nade at the October 1974 

National EBOC r:1eetinc;, as follows: 

(1) Other tillOC ch2.irnen were ex::,erie~cinc. !:lore difficulties ,,ith 
OIIBE support tl12.:1 '\-!.'.ls bein13 experienced by his office. 

(2) 80:me chairr::en did not know the O:::J:C:: Field Officer assigned 
to their l-IBOC as exec~ti ve sec:ret2.ry. 

(3) Part-time assistance of t:1e e:::ecutive secretory was in3.dequate 
and self-defeating. To overccne the problen, the ;;BOC ner:;.bership 
succeeded in convincinc; o:~:r;:: to fund a pilot test e.t 10 locn.ti or:s 
with full-ti~e executive secretaries assicned. 

(4) 

(5) 

iillOC me1-:-tbership has r epeatedly c c:-::p lained tlnt t~c o;:cz required 
reportin g forn to she-: pro,<J;n11;1 :pror,ress is too ccnplex and 
detailed, 2.nd rnmr instructions ere too ceneral and confusin~. 
Also, the forr2 has lini ta'cions for use at tr.e field level. 

mum headqu2.rters and rer,ion n.l offices have clone little to 
support the lIBOCs in the field. 
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On a more personal note, this chairnan se.:td that t!i.ere is no procurener.t 

experience ave.ilable on the HBOC in his area and o: IB:C should take steps to 

provide this expertise. Until recently, this Vi30C had ::10 direct relationship 

with the local o; ;.3::::; funded. organizations. In a.deli tior., the Rec;ione,l Director 

has not delec'.lted :IJOC authori t;-,r to field. office personnel. 

An agency official advised the Ir.vesti3ative Staff that in order for a 

local 1-iBJC to be effective, it nust h2.ve sol:'..e clout ar-,d also sm:i.e resources 

( fundin e and staffing) to sustair. the organi ze.tier.. A re[;io~1al office 

employee, previously very active with the iiBOC as exec'.lti ve s •~creta:i:·y, apprised 

his Resional Director that Pfor a nu~ber of reasons, our 1-illOC-FEB (?e:::.eral 

Executive :Dao.rd.) m2chanis!J. is not ,ror!::.ins like it s1:oulc.. I:y assessnent of 

this situation is that the reason for this is the dicinished sur,:9ort that 

has been given to the IiBOC-:f:3.E; mechanisn since the decentraliz2.tion. rr 

T!'le Investigative Staff ::1oted ~hat cpparently the 7-:r>tPr-'l-::-c!"!cV Cou:::-icil is 

auare that t'he l-20C is not fur.ctiorlinr adequately as t"op level acenc? officials 

have been reminded to increase their support of the ~rogr3Jl1 at the local level. 

In the Septe!llber 1974 Inte!'Rgcnc;r Ccu..-:icil minutes, one Under Secretary said 

that based on a revie;r vi thin his agency, "many ~~OCs were inactive or unsure of 

whether their line of authority flowed to the Office of l1anaeenent and Budget 

! ; or OHBE and the Depart~ent ?f Comr'.lerce." Includec. in the same ninutes ,-rere 

cornnents made __ by the Council Chn.ir.2an e!!1phasizinc: that ·rmocs are the major 

mechanism for mobilizing and coordinatin~ Federal resources at the 

to pror.1ote ninori t',r busit1ess developncnt. He stressed that r-',cr-1ber 

should increase their support throuu.h different fon:ls: 

(1) Hicher level ac;ency participation on t~e !':'::,OC. 

(2) Better Coordinc.tion and direction fro:-, Council ner:bers and national 
BBencies to their local a~ency representa tives on !80Cs. 

( 3) Ar,ency headqu2.rtcrs offices could provi de nore cu5.d.ance. and traininr, 
to their ncency's representatives to f@OCs. 
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oam: Is per:12.nent st 'lff is ?.'..lr.,ente:. 1.cy other pers onr.e 1 fror:. the Dr.)C.:rt~1en t 

of Co::r.r.:.crce, r,enerall~• pei-1-·.ane1;.t e:-i:'.)loyees 1;orkin.t_! full-an .:.--:. part-ti: :e on 

01,;m a2.t ters. 'I':1e r,aj ori ty of t:icse ina.i viduals-~eF er:plo:,·ees , are 2.s s i rr.e( 

to Co:!IT'.erce procu::-e::c.ent, 2.udi t, 1 2-:-:2.l, and securi t~r investi,:-::8.tion st2.ffs. 

Qi'.~:C also shares on a rei1-1bu:·sabl2 b2.sis the costs of ot::er servic,;s n::.·ovi·l_ec 

by t~e Depr.r-'c!:ient of Cor.1Derce to its sevScrE'.l bure2.1..1s i:-icJ.uil:'. n'.::: 0:0:;:: . '::''.;_ese 

enplo~rees are r:ot o.ccotmtecl for by er :::?:C as fallin r,: · :i thin its 2.uthcri :::ed 

personnel strength ceilin::; as establishec.. by t:-:.e Con;::ress eo.ct fiscal ye2.r . 

In addition, o:D:: en.:::ilo:·s consulta::ts a::.rJ. expe:rts on a r::eec. basi-:, , to "1Jrcvic.2 

services that 2.re not c;enerally avc.ilable C-J.·1e1. cannot be , rovic.ed fro:,_ i:•i thi:1 

OilE'.:S. The use of consulta;:-.ts has declined fro::-1 a hizl1 of 25 in ?Y 1:)71 to a 

lo'il of 2 in FY 1974. 

period FY 1970 tl,rour~1 FY 1S'75 is included in tl:.e table belo,,: 

Fiscal Ye[:.rs 
Personnel Str~~ .-~th l?70 1971 1-0'(2 197l 1974 1975 

Authori ze,l 50 114 309 278 245 2115 

Actual 58 60 228 245 225 

As of Se!)te~1ber 23, 197li, the m.rr.:ber of personnel ic:entifiecl. as er.iployed 

by 0:-3:S was 257. 

OHiJ:S dnta indicates that t:1e cost of the reir-burs 2.ble se:r•rices provi<led 

b~• the De:p2.rt!:'lent is increo.sinr si8nific<ent~r eG.ch ~rear as e..re the rn.1.·11bcr of 

people, For FY 1975, the estir:atcd cost shovn is o.bout 
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incre,:>.se of about :~(00,000 over the 11ct11al cost incurre ,J durin :_· FY 1 :;71;, ':::'::e 

nunber of aclditioc!al :people s~ecific P..lly i c:.ent::..ficc. as assi'"'.·1~cd. to Oi:S::.., 

gative Staff was eivise~, ½owever , t hat ot!1cr perso~~~l not ~2~lily ite~tifi -

to about 50 or Co r,eoJle . 

is iLcluC:.ed tc1."ole on the follo·.ric!.'.:; 

I 
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Audit Services 1/ 

Legal Services 2/ 

Security Imrestigati.ons 'lf 

EDA Accounti~g 2J 
Genc~al Assessments & General 

NO. OF 
PEOPLE 

20 

2 

2 

N/A 

PERSOmm:rJ I:NFOFViATION .eiND AN 
.AM1LYSIS OF INDIRECT COST 
(Fiscal Yeo.rs 1973-19'i'5) 

FY 1973 HO. 0!4, FY 1974 
ACTUAL COST FCOPIJJ~ ACTUAL COST 

$li84 ,000 20 $604,353 

45,675 2 ltL ,800 

30,603 2 15,000 

53,585 N/A. 118,600 

L , 

~ro. OF FY 1975 
PEOPLE ESTIW,TED COST 

20 $586,900 

2 62,300 

5 126,800 

N/A 132,000 

EA~enses 2! 
f\) 

N/A 70,l+h3 Ir/A 76,355 N/A 74,320 
f\) 

Working Ca.pi tal Fund 2f 

AQ~in~strative Services 
Contract 4/ 

Space Cost 

Total Cost 

NOTE: 

N/A 701,370 N/A 750,526 N/A 941,200 

12 205,000 

N/A 37,00() 

*1,606,63h $2?165~520 
-· 

1/ Average GS Grade 12 
2/ Average GS Grade 13 

12 12 
11..6 12.5 

3/ krere.r;e GS Grade 11. 6 11 11 
4/ Average GS Grade 11 
5/ The Average GS grade a.nd number of people are cHfficu.lt to determine bece1-·se no employee in either of these 

offices pro-.ide serrices for. OMP.E on a f'ull-time tasis. The cost ident:i fc J. in er,.ch fiscal year is based on 
C!-IBE' s sba!"e of d~pa.rtmental charges for services provided. 
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Sone of the estinr.tcd FY 1975 services for which o: =-~ vill r e inbu.rse the 

Departcent are i:icluded in the follouinG listinc-;: 

--------·------------- ~---PI:OG:1; -~ !0 - ::::SCXL ':.'~:_IJ_~~ 19;5 

Prc,1 ect Title 

R2i:::."ours2.ble 1 Tork-Policy D<::'!2lo::::r:er.t 
Departr:cntal Co!:::imicaticns J\cti vi t:r 
i,1an2.ge:-::ent !cn2.l:rsis Inte::-n 
Federal I~!or~aticn Ce~te rs 
Executive Seci~ar Center 
Federil ~xecutive Institute 
Depart:.:ei1t - '. '.i c.e C2::.p2.i cr:oi 
Disad·,a:;y;;a 0cd 2.:1d U!1:.0rutili :ed Trair.int?, 
Ju:-iicr ?ellm.·s~,i:? ?ro~r2.2 
Ju."lior Tec:-.n:.ci::;,:2 ?rccr2..::i 
Fede~al ~xec~tive Board 
or.m:; Contracts 
P_lS For Ad:..inis-'c-r2.tion-S:::'ecial Advisory Group 
In7estications end Secu~ity 
Au:li t Seririces 
Lei:;al St2.f:' 
De~art~enta l Printing 
lfTIC Service 
Special 2.r:·:: :-:::-.er:;ency Services 
Hest~rn Union 'I'elex 
Security Ir:spection Service 

Total 

l,2C:O 
12,5~0 
6,500 
1,r.00 

14, 250 
3,Coo 

31:0 
400 

25,320 
34, 500 

670 
205 , OO·J 

1,560 
126 ,800 
586 ,90'.) 

62,30':) 
400 
130 

1,700 
2,600 
4:000 

$1,092,32J 

Hhen the estirr:.ated ac.di tional personnel m.u:.'berin:-, 50 or 60 people i s 

added to o:.ffiE's actu2.l :perI:".3.!-:ent stren,:-:th of 225 peoj)le at J·,.;,ne 30, 19711, or 

the 257 people er:rployed as of September 23, 1974, rn:m:; uill easily exceed its 

authorized strensth ceiling of 245 people. This use of additional personnel 

by O!IBE nay represent an infraction of the Conc;ressional ir:rposed strenp;th 

cei linG and the use of appropriated funds r,ay also be in cons is te:-it ui th the 

intent of t~e ConG~ess. 

The Investi32.ti ve Staff vo.s advised that Oi i!3E does not h.:i.ve :l...'1 nu.t:1ori zed 

ceiling for co:-isultD.nts and e:-::perts. Oi llff is limi tetl, hO'.,evcr, by its budcet 
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and its ability to justify t}1e need fo!" usinc consult;:mts 2.nc1. experts inste :1d 

of utilizins; peri--1anent 0'.3E eL!ployecs. Ac'cdi tio:r.2.lly, cor,sultnnts 2.nd c:~e!"ts 

must be a"ble, accordinc to c:::i.::.=, to :9:-o•;ide services th2.t arc not 3.Vail,:,__blc 

and cannot be :prcvi c.ec. f:con ,;i t:-,in o; 3:;_: . 

The nw"loer of cons:.ilta.csts 2:,d. the :-elated cos t fer FYs 1~·71 thrcw::1 1?7~ 

is set out belo~,. 

Fiscal Y'=ar 

1971 
1972 
1973 
1974 

co:;SUI_;T1\::'.TS ?LOYED 
F:;3r:.'.~L YS\FS 197~- 1Y74 

25 
10 

2 
2 

Total 39 

Cor:DP. '.".S 2.t i o!: 

$174,757 
84,367 
6, 5 

33,541 

The Investi g2.ti ve ":tc!.ff note: t~w.t scr::e of the consul tan ts su::iseq_'1e,,t ly 

Since 022:2 does not specificall:,r or separately sho,r in the annual b 1.10.:::;'=t 

presentations the infor::o.tion concerr:ing its utili z2.tion of add..i tional pe::-so!mel 

the Investigative Staff is of the oninior. tho.t this onission fails to shrnr c.n 

a~cur2,te and. tru2 picture of 0:2E 's total st2.ffin:'.c, In order to enn~le 

review of the ostensible increase in o:.;;::m staffinc:: 2.nd the ::-el2.ted cost, the 

Investigative Staff recor:pends that 0~151: be required to full~~ justify such 

increases, and include in future budcet requests infornation on all proposec 

staffinG increases. 
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The Co:n.r:uni ty Develo::}:1erct Co:·9oratior. (CDC) is an outgro·.--t!". o: a l<)CG 

social !)ai·tici~,2.ticr. in co:·.,.,..:ur.ity life in sue~ a uc:..:r as to co~t:ribute to tte 

benefits. The Act ,,as furt:1er nr:2:13.ccl in 1972, 'l'i tle VII, Part ;, , to inclue:.e 

rt.re.l areas . 

The purpose o: tl:e Act is to establish S]ecial :pro,;;::·c.::s of assist2.::ce to 

private locally initiated co:::;:.1u:1i t:r cor:roratior.s 2.n:: relateC: r.onprofi t agenc ies, 

(1) Are directed to the sclatio:-1 c:~ the cri ti.cal "'.Jroble,--:.s e~~isti:1"' i.1 
..... ,.,~ti" cu.1"" !':."YI ce,r-•; ,,u ..... ; +~ ;-:i r - ll ·;"' ;·111-,.,-q .... 1,;-.0,..::":: - (~c.+'; Y";C'),..l "'T..: t>, ..... -,-1.. 'Y'n ,- ,., -..... .; ~(;..-',J.. -- ...... . •-- v.t. - .J ...... _ ........... ___ Jv .... _ • .,_; __ ._. 1._ ;_,._ .1. -- -•'- ..... ,, - __ \..... ...... V - .._ .• • -~.--..... 

to politic2l or ot:,0r s1__..25.i•:isior.s or oou:-id.P.ries) ·.1 i-:.ti:-: t:·:cse 
U:!:·ban a.rid rur2.l 0.,rec..s 11e."'ri:1~ cor:centratio:1s or si;_t-s-:2-~;.-t:i.2.l nix.:~e!'s 
of loi:r-incone perso:1s ; 

(2) Are of sufficient size, scope, aP-cl duration to :12.ve 2.n e.::,::;:,reciable 
impact in such co,l":'.U...~iti2s, neip:hborhoocl.s, and Tur2.1. a:r'2cas in 
arrestin13 te:--.dencie s toHard c!-,ronic une:.-.p loyr,ent, 2.:-ici cG1..ni.uni ty 
deterioration; end 

(3) Hold fort:i the pros:'.)ect of continuin:; to have s 11ch i-.::.;)act 2.fter 
the termir.2.tion of fin2..:1cial assistar1ce un~~er tl:.is ~i tle. 

According to the FY 1974 concressional testinony by an Office of :.conor:ic 

Opportunity offici2.l, the CDC :;>rocrarn is an ex-peri~:e0.t2.l :;::,rocra..r:1 ,,orkin~ 

with private u:::.d:et :aechm,isI:s to sti,,ulate econoi'!ic o:i:9ort'Jd.ties for tl"0 

residents of econo2icc.lly clisac1.ve.ntaged coIT,r::.;:1i ties. Ee statec_ t::at o. 

community development con,crati on (a) is o.n orr;a:1i zation created r.nd controllecl 
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by residents of such corr;nunities, and (b) is char~ef. with the responsibility 

of c.evelopine;; a conprehensi ve plan for the econor.:ic de":elop~ent of it:::; are2., 

to sti2ulate, finance, and in :-:any co.ses o,m anc. o:;:iere.te, eco:10:""'.ic er:ti tics 

that lead to better::nent of the cc:.:i .. rnmi t:.r. 

In set tine; up a CDC, the !:!er-,bers of a corir:u:1i ty -P.l ack, C!":ic2.::o, Ir.c:.i.:--,n 1 

or 1-:hi te, urba.'1 or rural~Get toccthe:::- and forn a cor1'oro.tion, usu'.'..ll:r :-iori·Ycofi -:: . . 

The corporation then raises noney by pursuinG venture capitnl, sh8r~ a~d lons 

term loc..""ls, ot:12r invest::1ents, and seed !'.loi:ey fror:: ba:;.ks, foun clc.tim:s :ii,:: 

Federal sources. Technical e .. ssisto.nce is sousht to l,el1) i::surc c'.eveloD~_:e :1t 

of the economic, hl.Elan, and l)hys ical resou:rces cf a co;::r:uni ty. r:r:-:e ::e:-:t 

step is for the fully capitalized corporaticn to ei t:-le:r invest in 01~ ~2.~e 

loans to a variety of subsidi2.ry, profit-oriented cor::_)or.c,tions or coc~'c:-:-:::.ti vc:s 

each of which is expected to benefit the cor.::'lur:i t~, by l"l'Ovicli:1c:: o~:r..e::!.·shi:;: 2.nd 

emplo:ment, by developi11g sl:ilJ.s, or b:,/ si:1.pl? brincir..Q: incone to the ccr:.!',u~i ty. 

As of June 30, 1974, there we::!.·e 35 opera tine CDCs. 

Since its inception the CDC progra.1:1s have had an uncert2.in futi.l:r.e as 

they were shifted fron one activity to another within the Office of Econonic 

Opportu:1.ity (o=:o). This unstable condition :9ersists toda~r 2.s the lezislc.tive 

future of OEO itself is in doubt. Infornation proviced by the 01':SE Chief 

Counsel indicated as of Dece:rr.ber 1974 that House ar,d Senate conferee::; !:ad. 

agreed on a bill, H.R. 14449, which co~tinues O:CO as an independent aGency. 

The bill also provides that no earlier tho.n i!arch 15, 1975, t:ie President 

can 5t;.tJ:;i t to Conc;ress a Rcorc;.::mi zation Plan which transfers the Co,.:::mni ty 

Services Ad.'Tinistr.J.tion (l:noFn fo:!:·nerlv as O:~O) to EI:1.1 o..:1d the Cor:nu:.i ty 

Developnont Corporation to Co!l!'Jerce. Should the Con0r2ss pc..ss the bill and 

if the bill is not vetoed by the President, the Ol'13:: Chief Counsel has state Fo~-
0 ~- -<r<>" 

that Corrrnerce could be ncrnini sterinc; the CDCs as e2.rly as June 30, 1975 ;/ (.-\ 
er 
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0i!BB PrepQr~tion for Transfer of C~Cs 

Oi.C:8 has ac;c;ressivelv :?t:rsued the tr2.nsfer of the C1JCs fror~ Oi"O to the 

Dcpartr2ent of Cor:nerce/0:2~. 

both FY 1974 a::id FY 1S75 for ';37 ,700,0~J 2.r,c: :'39,S27 ,000 , rc:-s:;ective Jy, 

The CDC bu'1,:::et 2.s sc:hci ttei by o:=o i:1cludi:1.,. per s onne l d::i.t2- for ?: s 

1973, 2.nd 1974, ap:.,ears belou~ 

FY 1972 
FY 1973 
FY 1974 

CDC 3UJ ~C::'::' 
Fiscel Ye a.rs l CJ:2 , 19':) ,~:: -1 -~] ':. 

~;25 .0 rnillior: 
,...,30.0 r.,illion 
\39. 3 million 

Perso;1:1 e l 
I.ut.ho::c-i ::.ed. 

48 
45 
45 

38 
3,3 
38 

The OISE Chief Counsel i: c.s been desif'.na.tec. o.s the focal point for ccior-

to mm~. Since Ju:1e 1973, tlie Ctief Co"ctnsel ar.d a lc~islativ e s :;; <2 ci a li st 

have devoted considerable effort to :planning for an orc1•erly at1c. sr;ioott transi-

tion of the CDC procr2.1'1 in the event authori zinr le3islation is enacteC.. /'.s 

a part of t~1e contin.;ency ~lannin['., the 0:3I' legal st2.ff has .::'ru::iliari zec:. 

!~e? OI'.D:C personnel ui th the esse,,tials of the CDC r:ro ~;re.:-.s; conversely, 

principal operc.ting officials of the C!)Cs have been "briefed on the e:,ristin~ 

0i·IBE p,:-oe;rans. In addition, the Director of 0i 3:S has addressed r:atherinc;s 

of CDC leaders, and visited a nur.:ber of CDCs to cond.t:.ct on-site evaluations 

as to their effectiveness acd rescurce needs, 

Also, o;IJB contracted. ui th the Pl2.nninf Rese11rc:1 Consultant s in Fcb :::u:.i ry 

1973 for the sun of ~59 ,S,55 to furnish the followinr.: 
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(1) Prepare briefinf Dntcrials for the rr~~ staff; 

(2) Analyze various decentraliz~tion o.lter:,atives; 

(3) Desic.-n oi·co.,1izo.t:.01!cl c.lter~,,.ti ,·es :'or r.c:.:"r-ir.r 
into 0.23=:: 

( 5) Dcsie;n 4 C:e:--.0,str;::c :.o:1 prci~;.·2..""Js for possi::le i'.':pler·.entc.tioi1 
shoald t:ie CJ Cs tra~sfcr too·=:. 

inch:..ded "Tario'.ls c::cserr2.tic:,s a.1::1. conc2.usiu:.s, sc:.1e of •;hic:i 2.::: e set ~:.-rt:i 

below: 

Any co!,si<.3.E::cr~t7.on of tl,e conce:)t of d.ecentr::::.liz2.tio:: ::11::;--c, be 
COf,ni z2.nt of t:1e fact t:-12.t tl:c Cc:..::-::.1 .. mi tv :C::co:-ic:- ic De'relc:)~·.e:1t 
p:rce;r w::1 is a ::.~tior!al d~:-.o~st~~·:?.::ioi; y:·c.:_:~c...iJ i_.,-:1icl1 ::2.s 2.:1~2.:rs t c -:n 
an under-~ur.d.ed. ~:1t i!'"':!: .. c.: ::: ,~·..:..::.1~e~:':' s~c.:':'ed y:--cr-~~2.::· . . 

CDC offic::.e.:..s h;:;.ve p1·e·1iousl:r :::.2.d.e n~r:::.tiv~ res:;--o:-ises to Office 
of ~-:ans.ge:.ile!;.t and J:1tcet :.;roposals to decer!t~e..12. ze its r -roer2.:-"!. 

o:GE does not intend. to am:cu:.1ce an~r :plc,r.s to decentralize th;;; 
CDC progrr-.m befo:::e the o:=,: d.ec2nt:>:aliz2.tion (initiated. in 
October 1973) has yielde:1 a "si t311ificant track r2cor~'i. ·; 

CDC's have expressed concern with r espect to decentr~l~zation es 
follmrs: interference ,1i th loc2.l relc'..tion.sr.i::;-s, p rocr2..;.1 c01:tirn.,i ty 
and acl.~inistr~ti y·e u:1~for:1i i:((SYC?'=Y ti ~·~.1.n -~ vf ins ·~i tt:tic:1:..1..li=-:2..-
tion of pro:;rc..."1 c.ecentrali :.atj_o:.; G..."16. , lad~ of faith in the rec:ic,.-
alization of Fed.cr:11 :progra:-J o.dD.inis:.ration in general, e.r.d. belief, 
that there is no cost-effectiveness in ste.ff expansior. 1.ii1ich can 
show clear :;-ro,~re.r1 a~inistr2.ticn benefits, especi r.lly uhere 
there ere inhc:-cnt proGraD budri;ece.ry constraints. 

Reasons cited for o:pposition to decentralization by CDC 
discussion o·cu~ ::-.e;:;ber::; ·,rere ti1e history of CJC r 2l::!.tions::ius 
,.,i th r e[~:i.ond or~iccs of Go-tc: .. :,_7.ent a~cncies, the u:12\:-~ni~ess of 
the upplice.tim: o::: the ~)roc:r2.B "t2.:1d2.r::s a:,d :;,::2s0urces u nler 
resion 2.l uct.:unistrn:.ion, 2.nd the fe::i.r that decentrn.liz2.tion 
,wuld divide the CJC 's after their lonG effort to u:1i te urcur:cl 
cocnon ~roblcns and coals. 
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From the becir.ninc, the Director of OZIDE has :?roposecl for consic.eration 

th ntralization of the CDC !)rOGrarn if it is trs.r.:::;ferre-:. to c,:;:s:::. 

cited 'c~r the O!.'.J: Di::-ector fer this p:..·o:_)osal hL•.ve incluc'eJ. t:1e 

exiJtin structure 

t~i~.) st2.ff to 

of the O:i:S:S rec;ior.al offices 

their require~_:er.ts in the event o. transfer is aut':101:i zec. '::." ~:c o:::---- :;:: =·irector 

i tera.te6. in tl1e ?f. 1975 appropriation he2.ri!13s t:: :,.t t:1e :;reate st co1,tribut ior: 

In vieu of its /:'_"er:.e:::-al finc.in:;s concerni,1G O!~.?.::-: :,:,1·cc re.r, results a,12. tl:e 

identified ve~:~ess0s of the Q~E r~~ional staffs,the Ir.vesti7~ti~e Etaff is 

•···· O?taE and the 1JroposeJ d.ece:1trali za-:ion sa~r not be to the oest inte:test of 

·, 1 . . 
I· < 

I ' 

the Government. As previously noted, mmE is still ex9eriericL1g difficulties 

related to its mm o.ecentre,li z0.tion and needs adC:.i -c,ional tine to resolve 

nany of the problews it faces. The Investi.?;2.ti vc St2.ff feels tllat tl1c: 2.d.di-

tion of a new ::ajor r,:ro:;r?..m uhose scope and fu.;.7.ctio!':s 2.re net id.er.tical to 

those of the o;~E prosrar:::. as testified to by o::s:, althoush there are co~ple-

nentary areas, ,rould tend to com~ound m·:n:C's probleus and possibl~r oven,helr.l 

it. Further, the stron,q; :possibility exists that the CDC procra::-, uould not be 

na.tcri[tlly ass::.stecl or strencthened by the propose.--l. t~a~isfc!' cf :.:1c procrc....":1 

to the !)cp2.rtL1cnt of Cor.:r:iercc/O:-I.SL. It should be noted, hom:vcr, tlw.t the 

Investicative Staff did not look ir.to the specific cf the proposed 

trP'"'"isfcr • 
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