The original documents are located in Box 15, folder “Office of Minority Business
Enterprise - Congressional Hearings and Report, 1975 (3)” of the Stanley Scott Papers at
the Gerald R. Ford Presidential Library.
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businesses are to succeed. The Investigative Staff found, however, thaﬁ
althouprh there is general acknowledrenent within and outside of OIBE of

the importance of MSTA, no definitive directions or puidance has been issued
by OIBBE to fully implement this phase of their minority oprorram. Only
recently, in the second half of FY 1974, has O'BE established and nartially
staffed the position of Business Training and Education. As a minimum, O!/BE
should require its funded organizations to hire the expertise required,
minimize the emphasis on other prograrmatic areas, and modify its objectives
that stress "numbers of clients served, number of loan packares prepared, and
nunber of procurerment contracts avarded," and erphasize identification of the

strongest potential businessmen, nev and existing, and concentrate on assisting

i

those individuals to succeed.

C. Status of O.T0L Assisted Dusinesses

OiBE does not currently have a reliable reporting system to provide
complete information on the échievements of funded organizations. As a
result, OIBE is unable to show with reasonable accuracy how nany ninority
businesses are successful or have failed, and more importantly, the reason(s)
for the successes and failures. Also, OIIE is without a proven systen to
provide an identification of those business characteristics that tend to
increasé the p}obability of business failure. Thus, OIBE is severely handi-
capped in proposing definitive plans and in implementing concrete actions to
increase the effectiveness of its funded organizations.

0ifBE does not male loans, but rather its funded organizations provide
assistance to minority businessmen to help ther obtain loans. The majority

of loans made to nminority businessmen are SDA-guaranteed and made through

private sources, Although EBA reports on the general status of minority
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loans, the Investigative Staff was informed that SPA does not maintain
centralized records on loan packages of minority enterprises because OMBE 1is
responsible for the funding and the production of these organizations. In
surmary, neither SDA nor OIDE naintain separate records concerning the
current condition of loans (including arrearasges) rade to minority businesses
assisted by O!BI funded organizations.

1. OIBE liinority Business Failure Rate

In attempting to nmeasure the success of the minority enterprise effort,
various failure rates for small business and/or minority businesses have been
reported by the Government and the private sector.

OIBE as recently as ilarch 1974, in an appearance before the FHouse
Permanent Select Committee on £nall Business, testified that the preliminéry
results of an OIZE in-house failure rate survey among 5,000 assisted business
firms shoved the failure rate to be T.9 percent for O0iBE assisted businesses.
In>his testimony, the Director of OIBL said that a detailed analysis of the
survey results would be completed in June 197k, The detailed analysis was
to include an examination of failures by georraphic location, type of busi-

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

- Based on the knowledge gained through this effort, the Director said O'BE

¢ -
. would modify its progran.

The Investirmative Staff reviewed the survey results and discussed the
merits of the survey with the responsible OIBE official. He advised that the
survey was not finelized and the results were not published because of
serious weaknesses associated with the method used for measuring the failure
rate. Some of the problems associated with the survey included (1) a
scientific sample was not obtained as the criteria used for selecting minority

businessmen was not representative of businesses receiving O!BE assistance,
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(2) many clients vere reluctant to nrovide financial indicators such as sales
and income information, and (3) the resnonse rate to the survey questionnaire
was low, Vhen undertaken, the survey was looked at as an in-house evaluation
to measure or attempt to measure the failure rate of O'BE assisted businesses
and the informetion was not meant for public dissenmination.

Although used in the above-mentioned lLiearincgs, the decision to not
promulgate the failure figures resulting from the survey was nade by the then
Assistant Secretary for Administration in the Department of Cormerce. The
reasons cited for this decision were included in a memorandum to the Director
of OIDT on ilay 22, 19Tk, which stated:

"This is a follow-up to our previous discussions concerning a

valid method of reasuring the failure rate of 0IT3Z assisted

businesses. The main problerm I see with the recent study is
that the method for reasuring the failure rate was not dis-
criminating encuzh for our neecs. ‘tlore specifically:

1. The concent of failure was not presented in definitive
financial terms. (Sales, vrofits, etc.)

2., The failure rate found in this study, if measured in the
same manner in the future, is likely to increase. Does
this mean the OIBL program is less effective over time?

3. After exhausting many statistical references, a comparable
failure rate statistic for all businesses was not ascertain-
able.

€

"Considering these problems, I do not believe that we should

promulpate the figures.

"Je still, however, need & method to determine the failure rate
of OiBE assisted businesses or, alternatively, to measure the
success rate.”

This aborted effort to secure information on OMBE successes and failures

represents pert of a continuing unsuccessful effort by O.BI to arrive at

this type of information. For instance, at about the same tirme that the
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in-house study was in progress, OIBE negotiasted on a sole source basis, a
firm fixed price contract for $45,000 on June 15, 1273, with an independent
contractor, to perform a statistical study of the causes of minority business
successes and failures. The draft report submitted to OIBE on June 25, 197k,
like the in-~house study, hes not been finalized because OLBE in a memorandum
to the Investigative Staff said it has sericus reservations ebout the study,
and therefore, a decision has been made to not disseminate it.

There is no doubdbt that the T.9 percent failure rate testified to by.
the OMBE Director is completely unreliable.

2. General Business and !Yinority Business Failure Rates

Information obtained by the Investigative Staff revealed thaﬁ the
opportunity for success of a small business and a nminority business in particu-
lar, is at best difficult to achieve as the failure rate is very high, over
50 percent. A 1974 Dun 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 feiling in 1973 were in operation 5 years or

less. There was an even larger proportion of "neophytes" among the casualties

~in the retail industry which has the highest concentration of minorities; of

9,345 fajlures in 1973, 63.5 percent of the total were in the reteil industry.
The report included failure trends by regions and states, an examina-

tion of which showed for the 4 states with the highest number of O!BL funded

organizations failures were generally much higher in those states than in most

of the other states, in the respective regions, as follows.
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FATLURE TRTIDS BY PEGIO™S AI'D STATLS
- (Rates Per 10,0C0 Listed Concerns)

19790 1971 1972 1973

iddle Atlantic Rerion 50.1 51.5 5h.T 53.1
New York : 60.6 63.8 70.1 66.7

South Atlantic Resion - 30.2 27.0 23.4 23.0
District of Columbia _ 46.2 39.0 54.9 61,1
East North Central Regsion 46.9 Lk.5 k2.2 41.3
Illinois 37.1 48.2 38.8 43.7
Pacific Rezion 10L4.2 90.8 12.5 Th1
California 111.1 90.0 Th.1 81.1

Moreover, using liabilities as an indicator of the size of the business and
thus showing a relationship with the smaller size of minority businesses

in general, the report indicated that 70.2 percent of the failures had lia-
bilities of $100,000 or under.

A study completed in 19Th by SBA indicated that survival rates of SBA-
financed minority businesses was substantially the same as survival rates
for the general business community. The findings on the extent of overall
minority viability included:

-= 53 percent of SBA minority borrowvers studied, either discontinued

or vere expected to discontinue their new businesses within
the first 2 years of operation, compared to 50 vercent normally
expected of all new businesses in general. Iilinnrity discon-
tinuances within b years after a business started were sub-
stantially the same as in the entire business cormunity.

Although the SBA analysis covered loans made betveen July 1, 1967
and June 30, 1970, a period prior to full operation of OIBE, the SBA study

noted that there are no official estimates of business discontinuances.
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The Department of Commerce made a comprehensive study of business survival in
the 1950's, but the series of statistics on which the study vas based was
discontinued in 1962. The 53 percent failure rate cited in the STA study
probably reflects the high risks facins new businesses. As a substantiation

of the risks encountered by minority businesses, the Investigative Staff noted
in examining a 1973 Illational !dinority Iusiness Directory that a reference was
included in the Directory indicating that of 3,000 firms listed in the previous
years Dpirectory, & totel of 1,600 or about 53 percent, had gone out of business.
The 1973 Directory, listing a smaller number of firms, shoved that of 2,200

firms, 800 were new.
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VI. PLRFORVALCE MAUAGFI&:T SYSTIR!

The CM3E Performance lianagement System vas developed as a managenent tool
to measure "houv well" the CLZL progranm vas cperafing in terms of actual results
ccmpared to budgeted resources consumed. Its basic otjectives are primarily
to provide to OiBL and the Congress a statement of prosram otjectives and
results and to provide for an ongoing progran management reviev technigue.

The performance measures used by OIBE relate primarily to: clients assisted,

loan packages prepared and approved showing the number and dollar velue, procure-
nent contracts obtained, clients receiving Management Services and Teclaiical
Assistance (MSTA), nev businesses established, tuy outs secured, and businesses
expanded.

OMBE has repeatedly indicated in testimony before the Congress, in exfernal
reports, and in internal documents that it either has or will have the capa-

bility of providing information cn the progress of minority businesses including

(o]

the reacons for succzss or failure of minority tusinesses through its Ferformance
Management System.

The Investigative Staff found, however, that as of December 1STh, tke Systen
established in June 1972 falls far short of its planned objectives and its
principal output reletes to statistical data (numbers) vhich are used bty OMBT
to quantify or measure total agency performance against projected agency goals.
These "numbers" do not reflect accomplishments of the individual CIBE funded
organizations, that is actual versus plenned; nor, is there available in

schedule, tabular or, in any form a ready sumnary (monthly, quarterly, or

annually) showing the accomplishments of the various funded organizations within

each of the 6 0:BI regional offices.

To evaluate the performance of individual OMBEL funded organizations in the

ares of new business starts and buy outs, as well as in other program areas
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for FY 197h;wit vas neeessary for fﬁe Invéstigutivc Staff to request this type
of information directly from the 4 regional offices visited bécausc this type
of information was not compiled or available in‘OMBE headquarters. To prepare
the data, it vas necessary for the OM3T regional offices to go beck to rav data,
utilize manual and automated information, and to reconstruct some records to be
responsive to the reguest. Three of the 4 regional offices contacted furnished
the informatiorn in a reasonable period of tirce. One regional office, San
Francisco, after repeated requests (including direct involvement of the OMBZ
Director) could not, or would not, furnish the complete information even after
a lapsé of 2 months, and the request for the additionzl inforuation was dropped
at the completion of the investigation.

An evaluation of the information furnished indicated that OMBE vas not'fully
implementing its time phased plan for each contracted organization. The time
phased plan included in each O!BL contract sets forth the expected goals for
cach program esrea end is used to evaluate the performance of each funded
organization duvring the program year by comparing actual versus planned goals.
Ostensibl&, MBE uses the comparative data and other information in deciding
whether an organization should or should not be refunded.

The Investigative Staff noted that separate goals were not generally

. established for each funded organization in FY 1874, and as a result, more

attention wvas given to the performance of each region and the total thereof in
reaching the total OMBE established goals.

In exanining the detail of the data furnished, tiie Investigative Starff
reached the conclusion that OMBE was continuing to fund and "carry" orgeni-
zations that were poor or marginal performers. For example, in the San Francisco

region (covering 5 western states) of 27 organizations vith established goals
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businesses and buy outs, or an actual accomplisiment of 19 percent of plan. This
dismal picture of performance is furtlier eggravated vhen it was noted that only
3 organizations produced all 28 of the nev business starts with only 1 organi-
zation producing 23; and, of the 23 buy outs reported, only 7 organizations

wvere involved. As a coasecuznce, of the 27 contracted organizations in this
region funded for $£.¢ millicn in FY 1974, CT percent or 18 of the organizations
did not produce any newv buciness starts or buy outs. Further, as reported by
OMBE, of the total organizations involved in Nationzl Programs during FY 19Th,
only 14 new business starts and buy onts vere produced out of 700 planned, or 2
percent of the established goal. It is obvicus to the Investigative Staff that
from the 2bove examples CiBE funded organizations are completely incapable‘of
neeting OMBE estéblished soals for nev business starts and buy oufs.

OMBE has placed a great deal of emphasis on outside studies to assist it

in providing the kind of information not forthconing from the Performance Manage-
ment System. At present, CMEL is engeged in verious studies and activities to
furnish the desired informetion. For example, OI'BE has negotiated sole-source
contrects costing $419,0063 for a 2-pert study that is being conducted to:

(1) Develop a methodology that could be used to determine the benefit/
cost ration associated with the OMBI program and procduce an interim
report based on data collected frcm a selected group of OiBE funded
Business Development Organizations.

(2) Conduct a benefit/cost analysis of the OIBE Dusiness Developrent
Orgeniizeticns and the Constructicn Contractors' Assistance Centers
programs. & »

The study is scheduled to Ve completed in March 1975 unless a further slippage
.

is experienced as the original completion date established vas January 1975.
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In view of the critical need for current, complete, and relialle information

on the reason for minority business feilure and related information on successes,
the Investigative Staff believes that as a ninimu OI'BL should:

(1) Perform a comprehensive appraisal of the Performance l‘anagement
System to identily its weeknesses and develop concrete recon-
mendations to overcouie the veelnesses.

(2) Establish a time-phased plan to modify the system on a priority
basis.

(3) Comsider developing a new system responsive to OMBE's needs, if
the present system is found to be unwieldy and not subject to
major changes.

(4) OMBE shtould aggressively monitor the nev or revised system to
ensure that it produces information in a timely manner so that
OiBE cen evelvate and utilize this ianformetion to effectively
carry out its programs.

Client Data Reporting System -

OMBE established the Client Date Reporting (CDR) System es the primary tech-
nique to collect data on contractor/grantee performence for use in the Perfor-
nance [lanagenent System.. After & period of development and testing duriné the
Sumner of 1972, the CDR system was implemesnted in September 1972 at which tinme
each funded Business Development Organizeotion was provided with CDR forms and
conpletion instructions and was directed to begin utilizing this reporting
systen irmediately.

An OMBE headquarters official quite candidly adnitted that this system did
not work, stating the criteria was constantly changing and contractors con-
plained of the numerous forms to be administered. Ee also stated clients
refused to furnish to OMBE funded orgaﬁizations.financial data regarding the
stdtus of their businesses fearful this information would be turned over to the
Internal Revenue Service. Because of this and other problems, several changes

in this reporting system have becen made by OMBE.
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L In a memorandum deted May 17, 19Th, the Director of OMEE said that his

[1 agency was (still) expericncing some difficulty with the CDR system and identi.
' fied the inherent problems in the current CDR system as follows:

% _ ‘
Lj (1) The client date collection system is either fragmented or in
some instances nonexistent.

(2) There are too many forms in use--sone of which are not neces-
sary.

e -4

&) (3) An unnecessary number of data elements are requested from the
8 client.

o (1) A brozd renge of nondefined Menagement Service and Technical
| Assistance (MSTA) categories exist.

-

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

{ oriented.

5/

In order to have a nore accurate and useful Performance Management Systen,

-

LJ es well as a more relizble mznagement tool, the OMBE Director recommeanded the
r following changes relating to the CDR System:

! .
bk (1) A new serizs of standardized forms will ve developed that
o report on services rendered to clients. The emphasis of

3 the forms will be placed upen the type of cervice rendered

s by the contractor/grantee which relate to the OIBE Perfornm-

ance Menagement Systerm indicalors, rather than tailoring
;3 individual reporting forms for each type of funded organi-
' .
zetion,

(2) Quantifiable performance data, currently reported in the
narrative reports, will be reported on the newv functional
CDRs.

-l

(3) Only stetistical data will be included on the CDRs.

(4) MSTA categories will be limited to 12 basic categories with
appropriate defiritions.

, Furthermore, en OMBZ report titled "Proposed CLR System," dated May 16, 15Tk,
stated "at the present time, OMBEL Performance lienagement System (PMS) data
collection systen is cumbersomne, fragmented, incomplete, and not adequate for

collecting data on services performed by all of our contractor/grentees.”
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lj According to OLBL officials,VOMBE‘s present ﬁfocessing systen is limited and

although it can generate specific data in a report form, much of tke information

—
PR

obtained and stored in the system is not retrievatle. However, OMBD is planning

3

to install a new Pata ifanagement System that OMBE officials clain should be in

—

operation the early part of 1.75. This system vhen fully operationel, hopefully,

[j will allow CMBE the flexibility to use various programs to extract specific

1 data not now obteinable. Comparative data will be an important derivative of
EJ this new system. %
#i An OIBE official, who has been with this agency since its inception, said

: OMBE has not been able to measure its successes and has a deficiency in not

k} being able to obtein the basic "hard" data to make valid, reliable, compariscns

of furded orgenizations and to measure the effectiveness of its progreams.

S

Another OMBE official admitted that promises were made to the Congress in

r - : . ; 3 -
& hearings concerning failure rste of minority businesses that should not have
o

been made. He said OMBE cannot and perhaps never will be able to provide an
h

-——
| BER

accurate failure rate picture.

The end resuvlt of the CDR system input is a tabulated cemputer "print-out"

report of informetion extracted from the original CDRs furnisied to OMEBE head-

rz quarters by the funded organizations via the regional offices. These reports
g (print-outs) ere sent t§ the regional offices to be used as a2 menagement tool
>y

{j for the purpose of eveluating the performance of the funded organizations. The
{} Investigative Staff, during its numerous contacts with OMBE regionel personnel,
L3

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

- since they considered it generally untimely, end inaccurate (vhen compared to

their owa manually compiled siatistics) and therefore of little value. Further-

more, a copy of the print-out is sent to OMBL funded organizations for their use.
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Officials of funded organizations advised the Investigative Staff that the
print-outs reflected information previously sect in to OIJL by them and were of
ro value to the organizetions. Ian addition, the print-outs wvere not timely and
the information contained therein was often in conflict vith the data originally
subnitted.

The Investigative Staff's review of ninutes of & meeting of Regional
Directors held in July 19Tk, noted that several Regional Directors voiced their
dissatisfaction wvith the CCR System and were critical of this system statin
that it wes unvorkable as a manzgement tool. Every Regional Director indicated
that the actuzl performence figures listed in the OMBE "print-out" were lover
than those reported, particularly in the ereaof buy outs and new business starts.
The OMBE Director ackrovledged during this meeting that the CIR system pfovides
more data than OMBT is presently capzble of using productively.

Numerous discrepasncies wvere noted by the Investigative Staff of data main-
tained by the Regional Offices when compared to an identical category of data

listed in the "print-outs."

The prevalance of ;uch a frequent divergence in
the statistical accomplislmerts of the organizations leeds the Investigative
Staff to conclude that an accurate and valid essessment of en organization's
performance cannot be substantiated by use of the "print-out." Consequently,
the system is inadequate to serve es a management tool so that a valid and
accprate Judsrent can be made relative to an organization's performance.

An OMBE official said the only meaningful vay to qualitatively evaluate a
client's progress (or failure) was on a one-on-one basis (that is a personal

on the spot audit of the minority business), however, he acknowledged this would

be a very expensive type of survey. The Investigative Staff concurred.
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VII. OMBE PROCURLITIIT PRACTICIS

Since the original contract actions in 1972, CIEZ has follored the sole-
source (directed) method of procurecment in selecting.its contractors. #s a
result, there has been a general disacsreement between the Depertrent cof Corzczerce,
Procurement and CiBI over the use of tlris method of procurement and othe
related practices followesd by OiBL. According to an OIBE officiel, C!EL has
stressed that the only wvay to implement a minority btusiness enterrrise progran
wvas to not follow normal procurcment procedures to tle letter but to bend the
rules to allow new organizations, staffed primarily by minorities to te respon-
sive to OMBE's program needs to serve minorities. The attitude of OIEE vas
that the situation was unique end unicque measures wvere warranted., As a result,
formal contract procedures and directives verc not prepared or followad b& OMBE
during the original contracting and to a large extent tlie same conditions have
preveiled to the present tinme.

Up to the October 173 decentralization of OMEE to 6 regional offices, the
procurement activities were centralized in 1 foice at CMBE Washington head-
quarters. Following the decentralization action, hovever, many rore individuals
(regional personnel) became involved in the procurement activities and the
effort became fraguented. In addition, a formal procurement system was not
established vithin OMBE as guidance to people comparatively inexperienced in
procurenent practices.

With the reorgenization of OMBL, specialist categories vere established in
the regions to achieve an improved délivery system in servicing the funded
organizations (contractors). Field officers, a specialist position, vere given
the prime responsibility of administering the contracts.

The Investigative

Staff observed, as previously discussed, that personnel assigned to tiese
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positions were not qualified through appropriate education, experience, or
training, to perform this function adequately. As a result, major protlems in
the processing of contracts and g-an:ts energed. The main problem area was the
extensive delays in processing contrast ections.

The Investigative Staff noted thzt there were 52 contracts involving a like
mmber of organizations that were not signed as of June 30, 19Tk, These 52
contracts toteling $0.7 million required further processing. According to ONMBE
recoras, $5.1 rillion was ressrved or obligated for 17 of the contracts by
November 11, 19T4; and the rermaining 35 contracts for 31.6 million had rot becn
finslized as of that date. Becouse of the resultant carry over of funds frenm
FY 1974, CMBE's budget request for FY 1075 was reduced ty about $2.5 million by
Senate and House action. I

Several organizations contacted by the Investigative Staff strongly com-
plained about OKBE's procurerent practices staoting that 03I had not finalized
their contracts on the Aue date and in scme instances, final execution of the
contracts extended many months beyend the due date. The failure of CiJE to
finalize their contracts, according to orgenization officials, placed an
urexpacted financial burden on these organizations forcing sore of them to
bexrrow operating funds; in one instance, at rates as higi as 13 percent for
& short-tern loan. Also, in this interim periéd, some experienced key person-
nel left these organizations when payrolls could not te met and becaucse of a
lack of confidence in the future of :the organizations.

An official of a national organiiation advised the Investigative Staff
that his contract was negotisted in April 1974 but was not finalized uatil
October 1974, and then only after he personally traveled to 'ashington, D. -C.,

and "walked" the coatract through the Department of Coimerce, Procurcnment.

u"
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In eddition, many contractors experienced difficulty during FY 1974 concern-
ing verious items related to their contracts, such as: untimely approvel of
advance payments, delays in clearance of expenditures, and clarification of
contract terms, particularly the scope of work. Further, a Department of
Cormerce 19Th Task Force study reported that difficulties in OMBL program plan-
ning contribtuted to rushed, inccmplete contracting activity in the last few
months of the fiscal year. At the»time of the study, 2 OMBE letter contracts
ewarded in 1972 remained undefinitized; others vere 6-9 months old.

During its visit to regicnal office areas, the Investigative Staff learned
that most of the field officers' time was spert on administrative matters preces-~
sing papers--that is reviewing and checking the flow of forms, reports, corre-
spondence, proposed expenditures, etc., relating to contracts. Presently; under
current procedures, each contract renewval recuires that regional office work
cormence G months in advance of the renevwal date to prepare a contract package.
Thus, the project officer has little time for programmatic involvement with
the organizations.

The Investigative Staff noted that the CMBE;S Director, wiile testifying
before the House Subcommittee on Minority Small Business Enterorise and
Franchising, on March 21, 1974, said that OLBE regional offices had adequate
professional staffs to process contracts. Ilie also stated that positive measures
had been initiated to overcone the contract processing delays by conducting
for regionsl contract personnel a series of on-site training sessions. He said
these training sessions had been extremely productive and would continue for
severa; months{ The OMBE Director also stated that OMBE contract processing

deadlines would be met witliout major difficulties.
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‘J OMBE officials contacted by the Investigative Staff conceded that delays in

contract actions have produced hardships for certain funded organizations. The

R

officials placed the blame for the delays on the fect that the contract procecs-
[: sing activity was previously centralized in Washington, D. C., and vhen this

function vwas transferred to the region, many field officers, new to contract

L administretion, required zdditional training (on-the-job) in contract pro-

B cedures. This edmission concerning the need for further training of field

% officers is. inconsistent with the OMBE Director's previous remark that the

’} regions had "adequete professional staff" to process contracts. The Department
- of Coﬁnerce Audit Report of July 17, 1974, also commented that there was a

|

shortage of qualified peorle in CMBE regions to carry out their responsibilities

of monitoring and evaluating contracts and processing contracts for renewvals.

bl

The Investigative Staff found that minimal training was afforded field

{“ officers and to other regional personnel designated to administer contracts, end

M &s & result, they spert most of their time in this endeavor simply because they
|

lﬂ are untrained.

Because of the lack of experience of OMBE procurement people, the delays

B3

encovntered in fivalizing new contrects and rencwals, end the contract

exceptions raised by tie Department of Commerce internal auditors, the Depart-

&3

ment, in cooperation with OMBE, established in mid-1974 e procurement responsi-

=3

bility in each regional office area with the addition of an Adninistrative
Contracting Officer end a secrctary;_ M1 of tliese personnel are to be paid
from OMBE funds. The assignment of procurement personnel to the regions is
experimental end an evaluation ﬁill be made after 1 year to determire if the
program should be continued. Personnel for this assigrment are nev hires vho

will require some training and a period of time for orientation. As planned,
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this procurcmént speci&list, responsible to the Départmeht of Co:merce; Procure-

nent, should help provide procurement expertise now lacking in OMBE regional

personnel.

The basic procedures established for contract renewals are as follows:

(1) A field officer reviews the performance of a contractor end recom-
: mends vhether tre contract should be continued or discontinued.

(2) The field officer's recommendation and the contractor's performance
is reviewed by a Regional Review Board which makes its recormmenda-
tions to the regional director. The regional director reviews the
Board's reccrmezdations end forwards the cortract package to C!BC
keadquarters with his independent recornmendations.

(3) After the contract is reviewed end if approved by O:EE headquarters,
it i1s signed off by the Director of OBE and sent to Cormerce
Procurement for firzel oaction.

(4) Commerce Procurerent revieuws the contract for form, content, and
general complisnce with Comnmsrce Procurermeat regulations. The
time-~-frame upon vwhich a contract is handled at Commerce depends
on the priority given the OQOMRE contrect based on other Cormerce
commitments. An OiBE officisl advised the Investisetive Starff
the reason Commerce Procurcment continues to nonitor the finalized
contract is a lack of confidence in OiBE personznel to adequately
perform the procurement functicns.

A Department of Cormerce, Procurement official made the folloving comments to
the Investigative Staff concerning CIBE's procurement practices:

(1) The OMBE vrocuremert cycle followed in processing new and re~
neval contracts is very extensive. There is too much over-
control from.OMBE headquarters as it is reluctant to delegate

final responsibility, and more importantly, esuthority to the
regions.

(2) The one-year contract period contributes to the delays incurred
in the procurement cycle and consideration should e given
by OMBE to extending the periocd to 18 months or 2 years. If

this is not possible, options to renew contracts should be con-
sidered. -

(3) Excessive time expended on contract processing is reducing the
time OMHBE can devote to programmatic matters.

(4) 9he OMBE contracts are unique because of the general absence of

competition.
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(5) Until very recently, the equipment purchased by OMEZ funded orzani-
zations vith Goverrment moneys wes not centrally controlled. Com-
merce Procurcment has assured control over the equipment and it
is clalmed that a»countco;‘ltj has becen establisned.

(6) Commerce Procurerment is striviag to reduce its processing time
for OMDL contracts from over 100 plus to 90 deys or less.

This Procurement official advised that stringent controls will continue to
be ﬁlaced on contractors by Cormerce Pirocurement so that the contractors vill
not have eny flexivility especially in regard to expenditures until such tice
as the contractors have proven themselves. In addition, tle Procurement officizl

said that a problem noted with many contractors vas their inability to fully

understand the terms of the awarded contracts. Therefore, in many instaunces,

they did not adhere to the contract provisions. This problem is being resolved

\

throughi combined effort of QIEE, the Administrative Contracting Officer, and

Commerce internal audit, by holding a post-awerd orientation with each con-
tractor and explaining in detail the terms of the contract. The ultimate
objective is to have tﬁe Administrative Contracting Officer's tele over more of
the procurement role--leaving the contracting to the contracting people so that
OMBE can redirect its resources along progremmatic lines.

OMBE is also currently participatinzg in & Procurement Task Force effort
vith Commerce Procurement to study the present OMBE procurement system with
the purpose of naking recormendations for improvenent of the procurcrment process.
The specific areas being addressed are: (1) Hodification and issuance of OMBL
operating regulations and procurement regulations; (2) Preparation of an
application handbook for use by the procurement specialists and others;
(3) Preparaticn of guidelines for long-range planning in organizing aad
managing the OMBE and Comnmerce Procurcment funding process; and (4) Assessment
of procedural changes designed to increase regionalization and improve the

procurenernt process in the short term.
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iJ The Investigative Staff is of the opinion that the mentioned objectives are

i certainly worthwhile efforts if adequately planned, managed, and vigorously

Pos
.
e -

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

L3

between OMBE and Commerce Procurement is certainly laudable as it appears that

8

there has been a lack of confidence in each of the parties concerning the pro-

Rt

curenent process to be followed on OMZL contracts. Further, Commerce Procureument

in assuming a more active role iz the procurezent affairs of OMBE, represents

R

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

o

Cormerce Task Force in a 19T4 study report.

p——
Y
[ QP

The Investigative Staff feels, however, that msjor improvenents in procure-

SRR

ment can te expected only wvhen overall procurement responsitility is centralized

in Commerce Procurement; contracts are ccupeted to the maximum extent possible;

A

end, OMBE regionzl personnel assigned contract aduinistretion responsibilities
Li receive proper training and are provided the opportunity to obtain adequate
i

field experience in contract natters.
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VIII. LAGAGEICZUT SERVICIS AlLD ToCINICAL ASSISTALICL

The ORBE 1972 Progress Report on the linority Business Enterprise Frogram
succinctly articulated the value of lianagerent Services and Technical Assistance

(MSTA) vhen it stated the folloving:

Vod
o
o)
v
c‘
D

“Once a minority lusiness een finenced, no matter how carefully
the mix of debt and equity finanzing hzas been calculated, no matter hovw
carefully the financial projections hove teen vori.ed out, end no matter
hov successful tie business may lool on parer, the tu51:ess vill not

succeed if the mea in claorge do not lnotv Lo to rmanage.”
Under Ixecutive Order 1125, O!RBE was specifically charged vith the responsililit

to "provide financial assistance to public and private organizations so that they

i

‘Sl

1

may render technical and management assistance to minority tusiness enterpris

D

(

OBE is committed to provide such assistence by toth direct service and also
by generating private, state and local initiatives to provide these services.
Using the bulk of thec funds provided by a (40 million suvpplemental btudget appro-
priated for FY 172, OIBL moved to expand a local delivery netvorlk by directly
supporting and monitoring the efforts of local tusiress development organizations

The point of contact betireen OiLL and the potential or active minority
businessman is the ILocal Business Development Organization. The Local Business
Development Organization assists the prospective mirority btusinessman in de-~
veloping plans and creating a business "package."” They identify, contact end
counsel potential minority entrepreneurs; provide information and data; help
prepare business plans, loan applications and feasibility studies; serve as a
liaison with Government and private sources of financial aid, and assist vith
initiation and expansion of businesses.

In addition to thc Local Business Development Organization, OMRE also funds
the Construction Contractors' Assistance Centers vhick wvere created to provide

specific assistance to local minority construction contractors on such matters
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as genersl management, financing, bid preperation and cost scheduling.

OMEE, in order to utilize tle resources of the private sector, developed the
concept of the Business Re:source Centers as a link betveen the activities of the
Local Business Development Organizetion and the resources of the privete
business community. As designed, Business Resource Centers are intended to
provide a pcol of private experts who hz2lp identify and ensure the aveilsability
of capital and financiczl assistance for minority btusinesses, stinulate nariet
demand for minority nroduced goods and services, provide a clearing house for
information on busiress opportunities, suprly full-time management consultants
and technical experts and develop a reservoir of experienced volunteers.

Lastly, OiBE also offers supplencents to budgets of educationsal instituftions
as well as frainchisors, manufacturers, banks, and professional firms to assist
their provision of management develcpment training for nminority entrepreneurs.
The basic MSTL includes the following:

(1) steps to assure that the business has an adcquetc accounting and control
system, as well as the internal or external cepatility to maintain and
use the system effectively, especially for providing timely and adequate
information to businessmen, financiers, Government tax related agencies,
suppliers, and customers as required.

(2) Steps to assure that the tusiress has adeguate techuical capability in
such areas as marketing, personnel management, production processes,
legel affairs, purchasing, distribution, and finencing, or that the
business can obtain Lielpful assistence as needed in these and other
technical areas.

(3) Steps to assure that the tusiness has adequate manaéement capability in

such ereas as planning ernd scheduling, financiel and production control,
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and orgauization and motivation, or that tlie business can ottain helpful

assistance as needed in these and othcr menagenent areas.

The ideal conditlon wiader vhich it

BTA

could bte provicded the minority business~

man, to the greatest extent possiltle or necessary, it from their preoperational

stage to the point vhere the business can operate profitally--inderendent of
)2 : X

special assistance.

An OMBE funded organization in its cuarterly renort nrepared for OIEBI com-
O % v < &

mented as follovs:

"This organization should legin focusing on wor
i.e., counselors should concent

“ro"table tusinesses,

e on creating via blll*v in a business and

emphasizing profits for that business. They shoculd not encourage marginal

or potential failure lLinds of bus

.
o -
i adid]

ses. In other words, the guidelines

and criteria for setting up and/or vpzclasing a tusiness should be revised to
reflect a new approach to minority business development.”

In another cquarterly repcrt this same organization cormented as follows:

"From an outreach point of view I believe that the B
be redirected (mainly) towvard follow—up assistance to th
already in existence rather than loan packaging. This i
the prevalent economic climate, hi

ah
25

DO emphasis should
ose businesses
s so, because of

By

interest rates, and thke specific conm~

ments end reconmendations business people make to me. I realize that we are

suppcsed to do follcw-up anyway, dtut we are *az~~
and dollar zmount of loei's poeciaged

or our vcll"n

stable end viallc throu

f'n 'mr“arvnv—r*rt

SVEL 00 Eal e
T

ol j
.s:ance ‘o-¢ov-vu. This is an

observed fallacy I deternine to b2 inh
contracts. These goals should be revwritten, and/or directed to reflect

the present economic climate."

.

erent in the stated geals of our

An official of this organization, vhen interviewved by the Investigative Staff

 reiterated that quantity rether than quality vas emphasized.

He further stated

that politically it was more salable to cite the number of new businesses

created and the number of loans made and, if the name of the game is to get

significant numbers of minority-ovned businesses into the "mainstream" of the

economy, it will be an erducus task to keep these businesses viable., Untold

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

“businesses will survive.
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A significant observation by the Investigative Staff vwas the continuacnce of
funded organizations (especially during this nation's present economic crisis) to
devote their tirme and efrfort on loan paclhiaging rather than in providineg manace-
nent and technical assistance. The OIBS lianagement Task Force study cucted a
Business Development Organization stz=ff wember's comment vhen Lhe said, "we
spend as much time on management end techrical assistance as ve have to, but
as little as we can get Ly with.®

The Investigative Staff appreciates with others that good menagerent practice
are essential for the survival of a business entity vhether it te a ninority-
or mejority-ovmed firm. However, the Investigative Staff's concera is that CiBL
has played the "numbers genme,' that is, many minority tusinesses have been
started (perhaps as fast as they go out of business) with apparent lack of
concern in regard to the initial selection of quality-type clients that possess
the potential of succee&ing in the comretitive business world. It is recognized
that it would be a herculean task to provide the ideal ISTA to every OiBE client.
Consequently, OMBE must--through its funded organizations and tke private sector-
thoroughly evaluate those minority tusinesses presently ongoing and possessing
the potential to survive so as to concentrate the IISTA effort on those businesses

It is also essential that OMBL counseling personnel be avare of the failure/
success potential of a minority business and have eccess to the client's
financial statements on an ongoing basis rather than learn about a client's sever.
financial problem only after it is tdo late to help kim,

The OMBE lanagement Task Force in its report of July 13, 1973, rccognized

the nead for practical business educaticn for both Business Dovelopment Organi-

zation staff mermbers and OFMBE clients. This report noted that in order for the

Business Developnent Organization to provide high queality service to the client,
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the Business Development Organization staff member should te higlly trained and

have some business experience. As previously discussed in detail in the section
of this report deaiing with organizetions, the Investigative Staff concluded that
fev funded organizations possess in-depth ::STA expertise.

As stated in the minutes of the Septembter 1974 OLBE Regional Directors
Meeting, one Regional Director obtained resumes on the capability of the funded
organizations in his region to provide l’G3TA and found that this capability vas
generelly lacking.

The Task Force report suggested the need for specialized local training
progrems for Business Develorment Organizetion staff members sco the members
covld then use a modification of this system in training its clients. The In-
vestigative Staff believes, however, that the organizations should hire cusli-
fied personnel with the necessary qualifications.

This Task Force study also ideatified one Business Develorment Organization
(of over 100 such organizations funded), the Colorado Economic Development
Association (CEDA), located at Denver, Colorado; as having an excellent business
treining program for its clients and noted that this organization's program
could be used as a model for estzblishing similer projects in other areas.

The Investigative Staff, during its contact with nunerous OMBE and organi-
zation cofficials, noted that the operations of the CEDA vere well knowm to OMEL
personnel and acknowledged to be very successful in producing viable businesses.

A. Colorado Lconomic Develoypment Association (CEDA)

The Investigative Staff visited the CEDA organization and was impressed with
the unigue concept followed in promoting minority business enterprises and the
apparent successes realized by this organization. There is only one other CMBE

funded organization in the Denver, Colorado, area.
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CEDA was originally established in lfoverber 1063 to participate in tle
Economic Opportunity Loan prograr: initiated by SBA. After about 6 months in the
progran this orgenization found that it was difficult for nminorities to ottain
loans under this progrem. The present chairmen of CFDA met with bankers in the
Denver area to discuss the élight of the rinorities seeking business venture type
loans. Subsequently, it was arranged by the area benkers to place CiIDA in the
active lcan packaging business on beliclf of the ninority businessmen. In June
1569, this organization was fuanded for 23,000 by SBA and in llovember 1971,
receiQed e $35,000 grant from the Fconomic Development Administration. In
January 1972, CMBE avarded CEDA a 2-year contract for {200,000, CEDA is a non-
profit organizetion and is active only in the Deaver metropolitan area.

The staff of CFDA has a complete (100 percent) staff turnover every 2 years
by design. The professionals on the staff are young, recent college graduates.
Prior to leaving CEDA, the professionals will indoctrinate the new inconing
personnel and make themselves available for assistance if needed even after
leaving CEDA. The outgoing professionals leave fer bhetter Jobs usually oblained
with CEDA's help.

Presently, about {70 million arc cutstending in loans packaged by CEDA. CEDA

clains it completes 15 to 20 loan packages a month and that T2 percent of the

- loan packages sutmitted to the banks ere approved. A CEDA officiel claimed that

the failure rate of clients is about 10 percent.
The successful operation of this organization (CEDA claims over 80 firms
individually gross over Ul million a year) is attributable to the endeavors and

leadership of the executive director, who runs this organizetion strictly along

business lines.

87




——

Py
\

3

-
. N

-
.
i

T

sy
o
il

| e

ST

The executive director of CLDA based the success of his organization on
aednerence to a tightly controlled progran; fcr example, this official stated
that vhen a prospective client appears at this.organization, a conpulsory coursa
is offered on "what it talles to te a busingssman." After attending this course,
CEDA's experience indicates that 90 peircent of those originazlly considering
going into business do ot return, thus providing an effective screening process.
In addition, CEDA runs a complete analysis on all clients to evaluate their

potential as businessmen. CEDA also proposes the acquisition of ongoing firm

(6]

by its clients and believes that "buy-outs" contribute to the success of the
program, the rationale being that "buy-outs” have a better chance to survive than
a nev venture because they ere ongeing businzsses and the usual start-up problems
have been overcome.

One of the major reasoms for CEDA's succecs (unique to this OMBE-funded
organization) is its ability to develop wonthly client financial statements by
use of a computer service availeple within CEDA, and to provide this information
to accountants for analysis. In addition, the client's financial history is
also developed and anzlyzec by CEDA. Arrongements for this data are made as
part of the loan agreenent entered between the client, the lending institution
(berk), and CEDA, thus avoiding the problem most OMBE organizations have in
obtaining this type of financial data.

CEDA ealso utilizes the private sector by assigning 10 to 15 clients
(businesses) to an accountant whose s;rvicesare paid for by the clients. The
eccounting work is supervised and guided by CEDA and as a result of this close
scrutiny, counseling can be provided, when needed, on an immediate and timely

basis.
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The success story of CEDA was mentioned by OMBE in the FY 197k appropriatiors
hearings as a prime example of a very successful operation of onc of its funded
organizations. At that time, OMBE stated that CEDA had leveraged its funds in
excess of 40:1 (based on OILE funding to CEDA of $280,000 for & 2-year contract).

Yet the successful practices followed by this organization have not been
implemented by OMBE in any of its other funded organizations, although the

Managenent Task Force in 1973 suggested that CEDA's program be used as a model
for establishing similar projects in other areas. The Investigative Staff is of
the opinion that the ilanagement Task Force's suggestion should have been

vigorously pursued by OMBE.

B. Follov-up of Clients of OlRE
Funded Organizations

According to the terms of their contracts, OiBE funded organizations (coa~
tractors) are responsible for providing not only initial assistance to busizess-
men clients of the organizations but also to provide assistance thereafter ss
needed to insure the success of the business, if possible. The Investigative
Staff noted that generally the fundzd organizations did not continue to essist
& businessman once the initial assistance, whatever the form, was compleied.
ioreover, OMBE regional personnel also did not generally cell on these tusiness-
nen to ascertain if assistance was needed or to evaluate the quality of assistance
previously provided by the OMBE funded organizations.

During its visits to OMBE funded organizations, the Investigative Staff found
that all of the organizations were aware that follow-up assistance was required
of them, but they all stated they kad insufficient time and staffing to perform

this task adequately. Some of the organizations were more active than others in

furnishing some follow-up assistance. However, the majority of the orgenizations
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said that they tere unable to do as much follow-up assistence as vas necessary.
OMBE's efforts to increase the quantity of follow-un assistance by its

funded organizations have largely been ignored bty tlie organizations Lecause of

increased goals estavlisl.ed Uy OidiE each year in otlier progranm areas. In

reporting liSTA asscistaace, OiCA records do not nmake a distinction tetieen assis-

tance provided prior to cperctions and that nrovided s
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CMBE hzs attennted to evaluate tihe ass

visits, and using client szmpling tecnniques and telenhonic incuiries

N

this effort is not a part of a full-time ongoing evaluation system in OIEZ.
The Investigative Sta?f vas advised Dy regional officiels tlhiat CLEL was
fully avare of tie irportance of evalusting the quality of assistance initially

provided, to organization clients, and to ascertain if follo-up assistance vas

=

o

also provided snd, if so, to determine the quality of this zssisiance. The lack

of follow throush by CLIBE regionzl personnel was explained as a sheer lack of
time because of concentrated effort can other higher nriority itews, such as
contrect monitoring

The Investigative Staff contacted a limited number of clients selected
randonly for thke sole purposc of determining tle extent to which OIBL and its

funded corganiczations contact or visit clients once they are in business. 3e-

cause of the relatively small nunkher of clients contacted, this

(1]
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not ample enough to draw a specific conclusion. A number of the clients szid
that they were visited from tinz-to-time by representatives from the funded
organizations. The assistance received from the organizations ranged fron
general calls, to sce how things were geing, to providing specific technical
assistance in response to specific reguests for identified protlew arecas. In

some instances, the contacts wvere made by telephone. In contrast, most of

clients said that OLBE persounel seldom, if ever, called on then. f;w (Légx
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IX. QOi:BE CCORDIUATION OF ;.I'IORITY FIiTERPEISE
P?uuxﬂnu I? THy, HEDEHAL GOVEREMEITT

Executive Order 11625 issuved on October 13, 1971, clarified the authority

of the Secretary of Commerce (a) to implement Federal policy in support of the

e

minority busincss enterprise vrogram; (v) to provide additiomal technical and

managenient assistance to disadventaged tusinesses; (c) to assist in Jemonstration
projects; and (&) to coordinate the participation of all Federal depeortments and
sgencies in an increased minority enterprise effort. Thiis Ixeecutive order gave

(URSS 4

ice of liivority Dusiness

'-0)

the Secretery and, through him, tue O

increased authority over all rFederal activities in the minority
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(OMBE was created in 1553 as the ccordinating agency within tie Tepartnent of
Cormerce for the minority enterprise program.) In addition to other things, the
Executive order also directed the devartments and ageucies of Geovernment to co-
operate with the Secretary in expaading the oveirall Federsl effort conceraning
the minority enterpiriss programs.

OMBE's Annual Progress Reports on the oversll status of thz2 nminority busines
enterprise programs have sho'm substantiel increases in the velue of Jederal
grants, loans and guzrantees to ninority businesses; increzceé private sector
resources in the form of equity and debt capital (bvorrowved money), losas of
various types, and financiasl assistance provided nincrity enterprise; and conm-

pmitments of technical assistence frcm nationzl and pro
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The table below, made available to the Investigative Staff, iundicates the

growth in Federal funding for the program for the FYs 1969 to 197L:
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PRELIMINARY SUMMARY FISCAL YEARS 1969-1974
FEDERAL FUNDS OBLIGATED TO MINORITY BUSINESS DEVELOPMENT
AS OF SEPTEMBER 16, 1974
Fiscal Year Fiscal Year Fiscal Year Fiscal Year Fiscal Year Fiscal Year Cumulative
Category 1969 1970 1971 1972 1973 1974 Total
Financial Grants, Loans ‘
~and Loan Guarantees by
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 8,884,141 21,814,292 66,120,409 151,598,150 207,954,732 272,141,414 728,513,138
Direct and Subcontract
Procurement by Federal
Agencies 3,972,365 8,220,042 77,863,045 242,254,264 523,516,566 483,024,037 1,338,850,319

Total $212,856,506 $345,270,379 $578,003,170 $866,469,887 $1,401,656,867 $1,497,805,451 $4,902,062,260
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In aeddition, the preliminary summary of FY 1674 Federal funding for minority

business develorment by individual depariments or agencies wvas as follovs:

.,5) (/‘\

g 3

e

Qo 3
RO

93



ey e

ey mn——y o e —m o it ] f"‘""\i' TR A r = ) ' s .
b — o s [ -
g9 r ;A'j" A
IS
PRELIMINARY SUMMARY OF FEDERAL FUNDING FOR MINORITY BUSINESS DEVELOPMENT FOR FISCAL YEAR 1974
AS OF SEPTEMBER 16, 1974 \g&
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Direct and Loans and S~——
8(a) Subcontract]/ Loan and Bond
Agency Procurement Procurement— Guarantees Grants Total

ACTION $ 173,289 $ 30,000 - - $ 203,289
Agricul ture 24092 1560 - - - 2,592,150
Atomic Energy Conmission 917,592 8,000,000 - - 8,917,592
Commerce, Department of 2/ 2,916,263 81,268,000 $ 500,000 $48,455,000 133,139,263
Defense, Department of 3/ 144,130,949 52,300,000 - - 196,430,949
EEOC 1,554,686 309,000 - 1,863,686
Environmental Protection Agency 2,595,683 10,700,000 - - 13,295,683
General Services Administration 41,498,624 5,729,000 - - 47,227,624
Health, Education and Welfare 20,205,075 23,746,000 - - 43,951,075
HUD, Department of 3/ 2,281,643 185,235,798 - 9,259,000 196,776,441
Interior, Départment of 1,228,571 74,260,000 - - 75,488,571
Labor, Department of 3,719,768 10,592,000 - - 14,311,768
. NASA 11,796,765 7,880,000 - - 19,676,765
= 0EO0 693,336 162,039 - 33,126,000 33,981,375
Postal Service 218,694 - - - 218,694
Redevelopment Land Agency 596,209 761,200 - - 1,357,409
SBA 14343673 345,000 651,300,000 - 652,988,673
State (A.1.D.), Department of 664,623 7,209,000 - - 7,873,623
Transportation, Department of 16,522,712 1,556,000 - - 18,078,712
Treasury (IRS) Department of 165, 346 62,000 - - 227,346
Veterans Administration 15,163,727 12,879,000 - - 28,042,727
Justice, Department of 836,382 - - - 836,382
National Weather Service 39,355 - - - 39,355
Civil Service Commission 30,901 - - - 30,901
Executive Office of the President 229,398 - - - 229,398
General Accounting Office 26,000 - - - 26,000
Total $272,141,414 $483,024,037 $651,800,000 $90,840,000 $1,497,805,451

e

Subcontract Procurement includes that portion of a Government Prime Contract awarded to a Non-Minority firm that is in
turn subcontracted to a Minority firm.
Awaiting recalculation of final figures.

Awaiting final figures.
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From the gbove figures it can rezadily bLe seen tnat the vast r.achinery of
the Federal Government has bLeen cranked up and lmuge sums of moncy and cffort lLiave
been put into the minority euterprise program. Iovever, as stated in the IFiscel

Year 1272 CMBE Progress [enort:

"The emphasis of this report has been on the amounts of roncy end
effort that have been put intec the OMDE prozran.
"But imputs, vhile they gaouez our comiaitzents, are a roor nmeasure
of our etffectivetess. Tre test of t2e 0:.BE progren must oe tle extent
to which minority businesses flourish uncer its auspices and uwltimately
the rate at which they graduste out of tic progran.”
It secems to the Investigetive Staff that this statement mede in 1272 is still

applicable tecdzy. OLBE's record, or, for that matter, the record of the Fedsral

Government as a whole is not very impressive in this regerd, das on limited

information available on successes and failurcs in the progran. Concerning the
leading role played by Oi3E in the increases shown in financial grants, locans
and loan guarantees, G(a) procurcment, and direct and subcontract procurexent by
Federal agencies, the Invectigative Staff was not persuaded by its observetions
during this study hat OMBL played as strong or as an important a role as
indica*ed in various OBE reports and releases. Dased on contects with
operating officizls of several Federal agencizs and oftficials of OiBL fundad
organizations, the Investigative Staff is of the opinion tkat the Federal
agencies accented the "challenge" and essumed their responsitilities for the
program as they were charged in Executive Order.11625, in some instances vith

little guidsnce or assistance frcam OMBE.

A. Minority Enterprise Proprams in
Federal Azencies

Officials of the Department of Defense, General Services Administration, and

Department of Health, Education, and Velfare vere contacted by the Investigative

95
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Staff to determinc the extent of OLBL's involvement in the minority enterprise

prograns of these agencies. All of these officials directly r p isivle for the
opcration of their égency rrograns stated that ticy received little or no assis-
tance from ONBE, either directly or indirectly iz carrying out the ovjectives of
their programs. The officizls expressed the view thet the progress showm in tle

1
14

minority enterprise prograus was accoxpli

v

1wed largely because of the total
cormitment by the heads of tiie gzencies, establishiient of separate offices and
units.to act as focal points for tlie programs,; and creation of professional staff
dedicated to the effort.

Officials of the SBA vwerc also contacted and the specific information
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obtained from the officials together with the Investigative Staff's obs
appear in e separate presentation following this section.

A director in one agency saicd that his office wvas establishzd to verform
some of the same functions that OiEE was supncsed to do. As zor orgenizced, this
office, with hesdounarters in Weshington, 0. C., has representatives located
througnout the agency et field locztions. At the tizme of the interview, the
organization was heavily involved in minority banking--securing depesits of
Govermmeat funds for these banks, estoblishment of concessicns in the agency,
and obtaining J(a) procurement for ninorities. In view of the success of this
program at this agency, this director said he has Leen asked by otker agencies
to implement a similar type of progrem in their agencies. The director advised
the Iavestigative Staff that he believes that if CIBE were carrying out its
respornsibilities the effort should be coordinated and inplemented by CMBE.

On the overall sutlect of OMBE coordination and assistance, the director

B3

ccnmented that since his involvement in the program--about 3 years, his office
- had not received eny assistance from OMBE. Fe consicered OIMBE to be ineffective

FOaX.
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and unable to make an appreciable contribution to the progren. e stated tint if

- any problems arise, the agency uscually consults with the SBA and calls on the

capable staff (in his oninion) there to assist tie agency to overcome any

obstacles it may encounter.

An official in another akency stzted that his staff of 12 people operated

L+

withcut funding or policy supsort from CMBE although the asency's FY 1074 progran

showed over L0 millicn of Feder:l funds were otlizated for nminority Lusiness

develepuient, This sgency concestrates its. activity with the sosially @is-

advanteged minorities, ircluding the physically handicatped. The officizl, a
foruer CHEE empioyee, stated that a2 vacuun existed ir the OIDE program and that

his ageacy with: the assistance of other Feceral 2

bility without any keln» or support from CMBIL. As a former OL3: employvee this

official could possibly De termed as biased end less than ovjective ahcut 0:2C,

hovever, the Investigaetive Staff.feels that his cornents were made in a sincere

menner and are reflecvive cf comments made by others tvhich are skared by the

Investigative Staff btascd on its own observations otteined during the investi-
gation. ©Some of the more pertinent comments made by this officisl concerning
OMBE appear below:
~-OM33E has concentrated too ruch of its efforts on funding new organizetions
vh*ch were formed rrimsrily to perpstuate their own existences, thus
wp‘y providing jobs for minorities and incidentslly assisting nmianority

Trwe.

businessmen.

~-0MPE has not yet achieved credibility with the minorities and taxpayers.

--Federal agencies involved in minority business enterprise programs are
making the program work btecause of the dedication of a few pcople ir each
agency and not because of OIEE's leadership or contritution.

~-The 3(a) vrocurenent prozran (ses page 10?) vhile comparatively succescful,

nunberwise, reaquires censiderably more coordination because it is frur
nented amon;; 23 or mor2 ageuncies, and no one is centrally responsitle.

o o
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In addition, the nucber of successful gradustes are very, very few, less
than LO according to SPA's covgregglcnal testiuony, and "everyone seys
they have don=z their part (over .720 nillion have been oblirated since
FY 1969)--tut the client has failed.”

In addition this official cutlined vhat Le termed to be some inherent CLTL
prooviems, as follows:
(1) OBE takes a great dezl of crcdit by inference.

(2) OvBZ is made up of a high rate of seccad hand personcel.

(3) CMBE is highly pol

ticzl from both the executive and legislative level
end contracts to enization n

eg
izations were avarded on political grounés.

(4) OMBE direstor cannot male a clean decisiosn because of notentizl
intimidation from political pressure groups.

(5) OMBL internally has a prejudice problem amonz its varicus mincrities.
(6) CIBE sets goals but does not formalize then
Furthermore, this official expressed concarn both as 2 taxpsyer and as a
civil servant that CLBE will continue to "sprezd itself all over the country
paying off political debts having bought the conscience of the zinority
community.'
As a partial solution to some of O0}RE's problems this official offered the
following recormendations:
(1) Remove CM3E from the Cormmerce Department and wmake it an in depe dent
agency. (At present CIRE cannot get other encies to resmond to
the program, the response received to date is fo rthco:‘nb orl Tecause

the agencies are properly disposed to the program.)

(2) Funding should be altered to get the money to the btucinessman more

directly and the program should concentrate on a few growrth firms.

§——

: (3) Qualified people should be selected to clean up the agency and remove
4 unproductive personnel.

Officials from another Federal agency said that their office was created in

tj 1969 after the original Executive Order 11450 was issued, with emphasis on 8(a)
_, procurecnents. This office, responsible for small business minorities, end other.
L} . s ?" 53,
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represents the Assistant Secretary of the DPepartment, and acts as a single point
of contact ou all &(a) matters. A closc worling relatioaship has been developed
with SRA Lecause (1) it is an experienced and on-going organization, (2) addi-
tional personnel are not required, (3) concentration of 8(a) is in SZA, and
(4) ell prograns, ao matter how manesed, must eventually co through SBA.

The officials said that beyond mectine with the ageney and €04 initially to

implenent the program, CIBL has lLad no input, provided no ccordingtion, or given

any direction to this program. They alsc said that the OLB0C data systenm

established to provide information on the nminority business ente

O

TOrise Drocrar
was not working. Concerninz graduates from the S(a) procurenment mrorram, the
officials said there were very few, if any, firus graduating becausz definitive
criteria had not been developed within thae Governrmesnt to determine when a firn
had or was eligivle to graduste.

B. frall Business siémiuistration (SBA)

The SBL provides a diverse and coomprehensive approach to the minority
business enterprise progrem. Specifically, thc agency offers disadvartagsd
persons direct loans, loan guarantees, loan packaging assistance, the iiinority
Enterprise Small Business Investment Company (i ESBIC) Progrer, counsel and
assistence in forming lccal development companies, the 5(a) contract progrem,

surety bond guerantees, and the LOC lianazement an

A

Technical Assistance Progranm.
Most of these progrem elements are also utilized by OMBE in the execution

of its minority business enterprise programs. So much so, they appear in the

opinion of the Investigative Staff to be mirror inages of each other's progrems

aad; thus, there is a real n2ed to ccordinatie, combine, and clarify the progreams

to elinminate confusion, duplication, and overlapping functions with the purpose
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of promoting a uniform and more efficient approach to the tvhole minority business
enterprise progran.

As noted by the OMBE Director in his intrcductery remarls in Septenver 15Th,
prior to an address bty the Deputy Ad.1n¢str tor of SBA before a Joint gathering
of the 2 agencies, "at least TS5 percent of the CMBE activities are dependent
on SBA." Further, another OiBE official when talking to the Investigative Staf?f

put it very succinctly vhen he said "if SBA were to close its doors tc CiBE, we

would be out of business.”
The Investigative Steff interviewed top officiels of the EBA and were advisad

that it presently has a minority enterprise department in every segment of tie

agency and has ashked for additicnal funding to hire 200 additional personael

ot

to handle this progran. Furtkermore, SBA is presently reorganizing its recions
to include an "Executive"” to spezk for the mirority enterprises. In additicn,
& J -

vnile these programs are handlzd in verious line ccmponents of the sgenc

minority enterprise staff element (directed by an Assistant Administrator) has

L2

been created to bring together all the agency's services in a coordinated thrust.
SBA has 89 field offices throughout the country and a total suthorized
staffing of 4,176 personnel and has asked the Congress for additional funding to
hire abtout 200 more permanent people that can be utilized in delivering assistance
to the minority enterprise program. licreover, about %0 people are iavelved in
the civil rights segment of this agency merely to oversee that minorities get
their share of Government contracts. According to an agency official as much as
30 percent of the total agency personnel are committed to the minority enterprise
progran.
As stated by an SBA official, during FY 1074, of its totel 27,176 lcans,

25 perceat or 6,859 loans vere made to minorities (including the Econonic
) X
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Opportunity Loans) and expressed in dollars, 18 percent of tie loains tere to
minorities. Approximately 370 personnel are involved in the firnaucial area
dealing with minorities. Thkis official said SBA has set a gozal of 25,000
voluntecers helping small businesses and it would like to get 10,000 of them
involved in the minority enterprise program providing rionagement acssistance to
the minoritiss, This would include -such orzaiizations as Service Corns of
Retired Ixecutives (SCORE), sctive Corgs of Ixecusives (ACE), ete. Ia addition,

1

the agency has icitiated a progran celled Smell Business Institution iuvolving

ebout 300 colleges and universities, and ccntracts have been given to these

instituticns (ahout 5,000 each) for the u
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assist mizority erntrepreneurs with such basic business principles as accounting
and cash flow matters.
The Investizative Staff ncted that the OMII's programs also include providing

sinilar type of management assistance, recruiting technical exgpertise eveilatle
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from organizations such a T, and vorking with colleges arnd univer-
sities to utilize graduate students in its prograus.

An S3A cfficial advised the Investigative Staff that in Auzust 1074 SBA and
OMBE officials met in a major effort to determine shere tlhese agsncies can vest

work together as far as the minority business enterprise progran is concerned.

Py
(0]

He said this meeting was the first serious effort tc coordizate sore real under-
standing betwveen these agencies, although previcus discussions have been held
to identify arceas where the egencies could work togetlier, including agreements
of understanding. Furtherniore, he emphasized tke point that tilis meceting vas
initieted by SBA and not br OMBE. Of particular concern to this official was

the excessive number of delivery systems competing for tiue minority enterprise
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clients and the olLviocus lack of a dissenination proccss, tlirous: any coordinated
effort of OIDL, to slere rutual foals, interests, and accomllis:rents. Con-

sequently, each agency involved in t.is program: :ad to "discover" tihat the
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otler agency ad acuievcd. Tor exarzle, 10st of tie agcncic
progran do not lLave a courion data collection syster that can Lo mutually used
and shared. A requirement for suci. a syster :'as cstaitlisi.cd as & nrerzouisite
in the Veginring of tie OiLL rrogram and the sutject vas assizned to tlic lata

Subcornittee cf the Iitera
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geney Couneil for iliaorit

s»udy and irplenmentation, a;varently ritliout succes

m

In zn Octoier 1YTh meeting of iinority Business Covortunity Committee rolre-
sentatives from various agencies from all éver tie country, the Depuby Adinind.-
strator of SEA inecluded ir lis recperis the following:

~= This Administration Las mounted tlie most rassive surmort for minority
enterprise in the aistory of our Iation and yet orec coatinuously liears neople

vonder avout vhether or not e are cormitted to . ti:is cause., One of the rezsons

for this is that many of tihe neconle in Goverrmont arsncics are turf oriented

and sec only tlie rrogrars in tlieiv cwn e2gencies and vierr others as ccuipctition.

~—~ In order to cure one erea of total Llindnesc, CIIL and SEA have set uwp
regular meetings between top managemnent of tie organizations. 'e have traded
lists of resources each has availeble to help minority small tusiness. Us

were both astonisied to see ithat each of us vas doing and ve resolved to put

together scme joint projects to see if we could do more.
-- OFBL, ACTION, and STA are nov engaged in a gilot rrozran in 3 SBA dis-

tricts to see Just hot- far °re can zo if we pitch 211 of our resources into the

pot togrether, stor verrying abtout turf, and go flot out--tre -rent to find wvays

to heep our services freom dvplicating each other.

oo FOE}\
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-- The protlem is that in too mauy areas ¢ are cutting ewc. otier up tvien

we should be figuring out vays to vori togetier to liel: tle Administration

goel of increased success for i.inority entermrise. 7Te must ut all our assets

in the pot--CIEL its $5C million vlus affilizte

gnd througl: its volunteer snd colless mrograrms, the fi~encies tith

biliion in purckesiuz.

While the rresent elfcrts el teiipg tlace ineluding €43 jnlot nrogran
betveen CIEE, ACTIOL, and SDA are oosviously a step in the ri

does serve to pdint out the sicrtcemings in the ninority entererise progran

because of tue lack of sustained effective leaderskir and cocrdinction Lestreen
OMBE end other Federal agencies vitaily invelved in tile success of the groprom.

The Investigative Staff feels, hoirever, thet this is onl; a start andé much

nore needs to be done in a formal comprehensive manner to overcome the noted

weakness in the progrza and to ensure that tle progran is a visvle one becgsuse
of the tremendous stakes irnvelved, thet is, making sure that the minorities
2 2 =0

become a part of the economic mainstream of this country.

SBA §(a) Procrar

——

The essence of the &6(a) program is that SLA can do vihat no other Govern-
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rent agency zed to do-~that is to avard prcduction, construction or
(3] v i H)

ct
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service contracts to seclected

)

isadventoged business concerns on a negotiated
basis for purposes geanerally left to Fhe discretion of SEA, tut guided by the
overall purview of the Small Business ict and Section 40T, Title IV of the
Economic Opportunity Act.

The Small Business ifct, as amended, scts forth the tasic lezal autlhiority

for the conduct of the I(a) vrogram. The specific applicable language is

shown on the following page.
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"Section 8(a)--It shall be the dutr cf the fdviristration and it is
hereby empowered, wienever it dztermines such: action is necessary---

(a) To enter into contracts vith the United States Coverment and
any depzrinent, agsicy, or officer tlereof lavias “roeurerent
povers olligating the Acministration to fu apticlies,
equirment, sucrliss, or materizls to the G e I any
cese in viich tie Administretion certifies officer of
the Covernment having procurenment npoiers that the Administration
is comretent to perform any snecific Jovernment »rocurcment
contract to ve leot Ly anyr sueh oificer, sugh oiTicer re
authorized io his Jiscretion to let such procurzrent coutract
to the Adrministration unoa sucn terms and coaditions as noy le
agreed uron tetyeen thne Ldninistration and tie Trocurepent

officer; and

~

(b) To arrance for ile nerformance ¥ uegotisting
or otherwise lettins subccotract S8 concerus
or cothers for t..e n:= v of suach
articles, eguirment, supplies rerss voersof,
or servicing or pro ce551ng in eco ynvre*;:", or such
nanacement service rzy te tle

Administratica to per

The impetus for tne 6(a)

SBA and the .roposal to use tle esgencyr's Cormaont section £(z) autlority vas

3
ct
o]
L]
t1
(0]
iy
w
'

@
m
(1)
.

made ty the Departuen Lhe need ves for a legal means to direct

Federal contracts to minority firms. The actual imnleneantation of the progrem

wvas closely tied to a Presidential announcement of Cctoter 2, 1¢0CT, launching a

nev test progrem in 5 cities--"to movilize tie resources of private industry

ard the Federal Coverament to help find jobs and provide training for thousands
£ hmerica's hardeore unemployed."

Initially, the program vas used ohly in thé manufacturing industry and
ranaged as a pilot project to develop "know-houv" and test procedures. S3A
agreed to participate in the pilot progran, after vhieh it reported that the
program vas workable if collczteral action to provide essential program support,
staffing, absorption of start-up costs, procurement reguircitents, etc., vas

/

taken. The 8(a) program twas given major emphasis in early 15y and after due

consideration ty the Administration, it wvas endorsed by OI'BL. ~ FOR
.FOS
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Beginning in early 1.0y, progranm empiasis gradually shifted to tle viev that
the program should te éirected to minority participation i manufacturineg and
related industries. By liareh 1.C8, S3L itad oriented tie C(a) progran to create,
foster, aund support nicorit;-owmned and opcrated enterprises--.articularly in
the creation of ue'r tusinesses, vhici. can compete successfully (:raduate) in tie
open mariet as viaile, texiayin: enterpriscs vitnin a clearly defined span of
tice. On June 16, 15Cs, tie Office of Zusiuess Levelownent wras estailished in
SBA to randle tiie O(a) prozran. Ard, effective fugust 1570, the C(a) ;rozrenm
wvas zltered to expand the terrm "zinority" to include disadvantared (i.c., %o
assist small concerns owmed by socio-econonmically disadvantaged persons cecone

self-sufficient, wviable tusinesses cazatle of ccryeting effectively in the neriiet
place).
The prograr: to place Government contracts with ninority-oimed firms Tecane
a majer activity in l:eeping viti a recommendation of an interagenc; committee
set un as a coordinating cevice by OILZI and a suisequent Presidential directive.
The Administrator of SiA in testinony tefore the Iouse Suilcormittee on
Minority Small Business Enterprise and Franchising in October 1¢T73 stated the
8(a) progran is totelly SBA's--loci:, stock, and varrel. /nd in response to
the question, "Is the StA ((a) Contract Progran: tied to or involved in any way
with the OIBE funding or the business resources of OMDI?" [@e said, "ilo."
SBA officials disclaim any O.3I involvement as "a coordinator" in the &(a)
progran stating that about 127 SBA personnel ere totally involved in tue 8(a)
progran to assist minorities to get a sliare of Covermment contracts. Yet, the

O}MBE virector in testimony vefore this very same Sutcormittee stated the ((a)

progran is one of the major progrom otjectives of C:BL and that OITE partici-

prates in the §(a) program. Howvever, the Investigative Staff noted the degree
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with vhich OIBE participates is strictly informational--that is OLSL rierely gets
the vord out to the minority businessman to rale him avare of tle oprortunities
thet exist in tue &8(a) zrea.

OMDE is studyiug the o(a) prosrar. under a contract tith a »rivate firm.
The study was initiated bty CLIE under its maundste in the Ixecutive Crder and it
decicded to conduct a2 full review of the progrem, to deterniine its success in
assisting minority firms te reacl a competitive posture and, if and here
indiceted, to reccrmend appropriate medifications to the goals, desisn, structure.

il : :$ g e .- < P s e = ST SO v -
adxinistration, aadfcr operation of the pregram. %he formal study ia rrorrass

ct
)
b4y
HH
m

during the Investigative S reviev was suspended for e period of time to

overcome certa

L.:.
’Jc
:.J,
m
2]
p)

iced ty S3A, vhich vere suuszeguently resolved
and the study is coatinuing.

The contractor perf'riln* tiie study issued 2 rerort under g prior letter
contract. The repcrt titled "Options for tice Iuture in lidnorit
Enterprise Procurcrent"” contained pertinent information, as follows:

Contracts are not awvarded accordirgz to stendard competitive procure-
ment procedure. Rather, they eare negotiated vetween the contractor,
SBA, and tlie tuying agency; SBEA is in a type of middlenan role,

—- SBA signs 2 contracts, 1 in the role of supplier end enother in the
role of buyer, for every minority contract. As a result, SZA has
a legal responsibility concerning contract performence.

-~ The progren vas also to be associated with technical aid managerial
assistance for the minority contrector. This task vas oripinally
a sole function of SBL, but the develorment of the enlarged OMEL

program has shifted tie center of this assistance avey from SBA.

/9 "'OQ\\
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~- There is an official limitation on ti.e amount of tine a minority

company is allowed to participete in the program. Steunring

1

directly from the "graduvation" objective of tie 8(a) pro

5

limitaticn was designed to structure the freamewori of partici-
pation in the progsraz so as to rake “praduation" Lanpen after 3
years for any giveu firm, 4 ycars at the nost.

-~ Because of graduvation, C(2a) is viewed officially as an avenue
for tle minority firm to travel on the way to free marlet
competition, toth public and private. Yet, it seems tlat
graduaticn has occurred rarely. The retention of the current

8(a) procurement prozrem concept, vith contracts iLcing avarded

to provide a public sector nmarket for nminorit

almost a2ll of vhiclh do not "Zraduste, +ill most likely vroduce

a long ternm buyrer-sunnly relationship Yetresn the Goveorarment

and ninority firms.

A SBA official advised the Investigative Staff that he considers the &(a)
concept good, hovever, he was critical of the implementation and referred to
the progranm "as a bag of worms." Ee continued tlat although the ultimate goal
is to graduate these mincrity firms into the competitive work-a-day-worlid, to
date, and since the start of this program, only 33 firms of a total of 1,400
have graduated.

The Investigative Staff cueried on OMBE official as to OIBE's justification
for infereantially taking credit for the successes iz the minority enterprise
programs, especially the §6(az) progrem. In response, he stated "OI'BL remains a
Jow profile agency but has acted as a 'catalyst' and therefore, caused others

to do it." He very frankly admitted he did not know how effective O!BE is but

said things are happening in the minority community. ~ EOn
/?‘ R O
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In a SEA study to evaluate the 3(a) program corpleted in iarel. 17Tk, O.DT
was identified most often as both tlie nost and least hel-ful of tie other
Government agencies involved in assistiiz disadvantaged persons. whis study zlrs
stated the most recurrirng ccﬁmcnts referrcd to the need for cualil; assistezcc

after the awarding of a contract. %Glhere was also concerit cxaresssd slout tae
D 4

need for coordineticn betvecn tie various organization
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Managensnt Services and Technical Assistance, as tell as tie quality of the
services rendered.

An egency official was cxitical of the obvious lagl: of expert planaing to
proparly utilize available rescurces staiing OIR2I did not hiave sufficiently

qualified talent to involve itself in tihe C(a) progzram ernd furthermors, no oue

(¢

vas being held accountzble. Ie said that Management Service
Assistance is availavle to assist minority contractors btut it is not rroucrly
concentrated.

hnother agency official iavolved in the G(a) program said it uses the STA
structure and finds this to vork most satisfactorily tecause it is dravring on

the experience of an on-going concern and, therefore, a mininum number of its

perscrnel ere required to administrate this program since the concentration of

the 8(a) rrogram is in SBA. This official very explicitly stated, "all »rograms,

no metter how you massage tliem, must o through SBA."
An OIBE official, when discussing OMBI's role as a coordinater, said OLBT

cannot exercise any clout over thz old establislied agencies and therefore, co-

ordination of other Federal agencies involved in the minority enterprise program

is minimal and difficult to accomplish. Ie opined that pzrocikxial interecsts
interfere vith a good vorking relationship tetween  agencies; that eacl. agency

is self-sufficient aand involved in the minority enterwnrise program on its owmn

B
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initiative; and, for thez to be relegated to a subordinate role, would be

difficult to accert. Therefore, this O:!IL official said he was uncertain as

2

b 4 |

to whether "coordination"” attempts by C.ZL were all 'pluses."”

C. The Intorga~ensy Council on liipority

e o i o =l

Businecs L;AT ernrise

Under authority of Executive Order 11625, the Under Cecretary of Comrerce
requested the heads cf 2ll Federal departuents and ccencies with resources
allocated for the nrornotion of minority enterprise to appoint z secreterial
or afninistrator level executive to the Inter-Agency Cormittes on ‘incrity
Business Erterorise to insure cooneretion in the coordination of Federal

activities for nmincrity enterorise. (The name wras subsequertly chense

o
ot
(0]

- .

Interagency Council on !inoriiy ZFusiness Interprise.) The Under Secretary of

Comrerce is Chairmen of the Council and 0iBL nrovides Executive Secretariat
resources,
The Council's major functions are:

(1) To act as the central

jole)
policy on minority busir

nt for ermphasizing the Administration's
3s enterprise,

i
e

(2) To function as a sounding board Por discussing policy alternatives.

(3) To provide a source of key individual contacts within each agency

V

to promote minority enterprise.

(4) To becone e forum for the establishment of substantive task
forces which eddress themselves to specific issues.

Under the aegis of the Interesency Council, & number of task forces have

been set up to deal

-
4

specific issues and problens, including:
(1) Task Force on Procurement for ifinority Fnterprise.

(2) Task Force on ilinority Business Concessions.

(3) Task Force on Education and Training.

OMBE provides Executive Secretariat resources for all of these sroups.
~ EA>
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l. Task Force on Procurerent

The Interacency Task Force cn Procurerment for :‘inority Taterprisc was
creat=ed by and reports to fhe Invererency  Couneil con ‘Jnority Husiness
Enterprise. llerbership includes efery departient and agency with significant
procurcrent activity. This aroup is chsired by the Cermissioney of the Federal
Supply Service, Generel Services Administration. The purpose of this Tsl
is to examine, explore, and analyze Government procurenent nolicies in créer

to determine the extent of rmincrity entrepreneurs in Federzl procurenen

a3
ct
-

to increase the actual and potential business opvortunities for minority entre-
breneurs, and to act as 22 zction arm to inplenent the Presidentiel memcrandum
on procurenent datedi December 5, 1949.

ifinutes of the September 12, 19Tk, meeting of the Interagency Council
revorted Council's menber agencies awarded more than $270 nillion in 8(a)
procurement in FY 197U, surpassing the goal of 5250 million. It was ncted
that DOD awvarded avpreximately 53 percent of all 8(a) preocurement in FY 1S7h and
GSA awarded abcut 15 percent of the &(a) contracts. Jointly, DOD and GSA
warded 68 percent of the total 8(a) contracts. Of the remaining 21 agencies
ir the program, 11 of them vere unable to achieve their FY 197k goals, and of
this nunmber, T esgencies achieved less than 60 percent of their established
goals. One agency reported reachking only 2.6 percent of its target fifure.

In the opinion of the Investigative Staff, the establishment of an
Interagency Task Force cn Procurerment with top level agency officials

reprasented speaks well for the program and should prove valuable in setting

policy, annual goels, and in securing support for the 8(a) progrem. lHowever,
CRRION
Q )
~
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it appears that the Tesk Force's major concern is to increase the number and

dollar value of 8(a) contracts avarded eact rear; for in

objectives were increased to %275 million, an incrcase of
FY 1974 goals.

This increase reflects, as previously commented on ty the
Staff, tike general attitude and concern of OiRE

numbers as

o

neasure of satisfactory performence an

how meny firms "pgraduate" froz the program. Apparently, the Task
SBA are recognizing that more needs to be done in this regerd as
ninutes of the meeting "...that the TFY 75 2(a) roal reflected

pregran emphasis from n

did not indicate just how participants would be helped

cn their contracts and how to increase the nurcber of graduates.
comprehensive plan
the board, monitored end fully suppcrted by all concerned
Investigative Staff sees
expected to overcome the
firms to date (September

2, Task Force on ilinority Concessions

Membership of tihie Concession Task

every department and agency for the development of minority concess

2 b %

dismal picture painted by SBA when it said

Inves

to suecessfully

ggencies, the

ions

stance s thie W 1975

"25 million over

and other agencies with sheer

i net enouzh attention to

ayform

Unless a

is developed to deal with the matter, implemented across
little evidence that appreciable improvements can be
"only 33

1974) have successfully graduated from the Prosram.”

Force include representetives of

in



Federal facilities. This group is chaired by the Cormissioner of the Public
Building Service, General Services Administraticn. The Concessions Taslk Force
is designed to expand the nuxmber of :inoriiy entrepreneurs vho on=2rate business
concessions on Federal Government facilities and in Federszl Governnent building
It was reported during the meeting of the Interacency Council on

Septerter 19, 19TL, that only 98 concessions remained of the 115 that were

lures

'J.

esteblished by Federel arencies. !'inutes of this reetinz indicated fa
were due to a rumber of problsms including:
(1) 1Inadequate feasibility studies and site selecticn.

(2) Overly optiazistic orisin
concessionzire canabiliti

(3) Inadequate follow-up manag
to established conecess a

The Chairman of the Concession Task Force in avpraising t
of the concessicons' drosram statsd that the Task Force, in the future, would
emphasize support of existing concessionaires and the establishzment of fever
but stronger, new, viable concessions rather then the promotion of a larece

-

number of new concessions. As a partial solution to the problems, a propczed
interagency agreerment betireen 0I3-SBA-GSA vas being finalized to assure tha
careful pre-evaluation of potential concession opportunities and follow-up
assistance to concessionaires will be macde available.

The status of the concessions established by Federal agencies appears

on the following pese:
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Total Concessions

Concessions Still In Failure Rate

Fiscal Year Istablisned Operation (Percent)
1971-1972 (e 32 58
1973 27 18 4o
1974 11 10 9
1975 0 0 -
Total 115 58 20

In an earlier Interczrencr Council meeting, the corment was made

"whether promoting concessicns also neant provioting feilure feor minority
entreprerers. The conclusions seermed to bhe that this failure rats (37-38
percent at that tire) was not excessive compared to the general failurz rate
for all businesses."

The Investigative Staff Lelieves that the concession program as nov
implermented is promoting too many failures and a hard look should be taken at
the program by the Interc;ency Council and O:BE to determine if the progran
should be continued. As ncted in the ilay Q 107k, Interarency Council minutes,
the OIBE Director said in response to a question that, O:BT had a general
policy vwhich precluded provision of OIBL assistance to any concession wvhich
did not have a potential annual gross of $150,000 or more. He also noted that
there was a need to be more cautious about helping minorities into businesses
vhich are not viable in the long run. Illoreover, as noted in the surmary
statement of the Task Force, OiMi's limitation of a gross mininum of (150,000

in the first year virtually excludes all existing minority concessions or

//

{

potential ninority concessions. : FCfo\\
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3. Task Force on Fducation and Trainine

Executive Order 11625 directed Federal departments and agencies to

(@]

assist and cooperate with the Secretary of Commerce in his resvonsibility to

coordinate Federal plans, prograns, and operations vwhich may contribute to the

strengthening of minority business enterprise. Iy var of izplerenting this

program, Health, Education, and Welfare (ILW) was reguested by the Interazency

Counqil to establish a Taq} Force on Educatior and Training for iinority
Business Enterprise. The Choirman end Vice Chairmarn of this Task Porce,
established in 1972, are representatives of EIY and the Departxent of Lebor,
respectively.

This Task Force advises the Secretary of 'Z' and the Zecretary of
Comnerce of problems associated with the education and training needs of the
ninority entrevrensur and nales recommendations as to the legislative and
programmatic actions raguired to arieliorate these problems. Also, this Task
Force is to identify and evaluate existing and proposed programs and funding
to insure that priority areas are addressed and to evoid wasteful duplication

and fragmentetion of Federal efforts to respond to the educztion and training

1eeds of minority business.

The major activity of this Tesk Force, covering 18 months, was a study

of the important problen of developing management and business skills for

existing and future minority business owners through education and training.

A report was issued on January 10, 19Th, and the study led to € basic findings

(a) The alarmingly high failure rate of minority-owned businesses
is attributable prinzsrily to poor managerent and business
skills of the owners and managers of these cnternrwscq.

(b) There is a chronic shortage of trained ninority talent
available to meet the pressina neced for o7aers, nanagers /. FOR>
and business technicians in the groving number of new /¥
and expanding minority business firms. “
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(c) Management and business skills are critical elements in the
survival and successful growth of mincrity business enterorises.

(d) ECducation and training prosrams desirned to provide needed

managenent ané business skills rust becone an
of the national strategy to expand minority bu

(e) Entrepreneurship as a

given 1n;dequate attentio

(f) There is a wide rance
resources which can b

v
business enterprise ed

v

otential, and future
2

L

This study, as wvell as nune
enterprise programs, indicates thzat

lack of studies. Additionally, the

rous

-

5
(oh

s 5

nte ral part
o .

C) b=

r opportunity for minority youth is
within the total sdusetichal systen

i - and local

s aduect mipority
on and training programs for existl
repreneurs.

thae prorran nas not suffered because of

entirely new revelations. In the opinion of the Investigative Staff, scme

the observations have appearsd in o

studies, and have been recognized by

other individuals associated with the program. The key guestion is when en

how, if ever, will the recommendations made by this Task Fcrce be implement

In other words, the mere articulation of a problen does not resolve it. An

as icportant, hov much will this effort cost the tavpsyer and from what

. sources will the revenue be generat

ed?

Some of the specific observations included in the report reflect

similar views of the Investigative Staff, as follows:

B ~= A frequent complaint from the minority cormmunity heard through-
out the Task Force's public hearings was the need for nore
effective comrmunication gbout business venture and manargenent

; training opportunitics.

e ~= There is no need to reinvent the wheel in developing and

b implenenting nminority business education end training programs.

ol The Federal Government, through such agencies as the Szmell
Business Adnini tra+1on the Office of ”1nor1uy Business

& Enterprise, the United States Office of I[ducation, and the//ﬂm-

s
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Departnent of Labor, has accurulated valuable experience in
snall business manzgement trainins gererally, and in nincrity
business enterprise and training specifically

== Ivaluation is a necessary ingredient of the co*rreh?nsive
progrez. A sustained monitoring process nust be mzdz a vart
of the total effort to insure that the best techniques and

methods are used, and thas greatest imrpact is had on the
target porulation.

-~ To echieve the most effective use of all rescurces grailable,
there nust be a clocer coordinaticn of efforts and lessdershin
among tne various Federal agencies that are contributing to
the ninority erterprise nrogram.

-- At the present tine, no single Federal =zgency has ultimate
resnou31bilitj for minority business education and training
developmient.
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The interpretation placed uvon th

Investigative Staff is that th

(oS

s progran area is hishly fragmented, uncoordi-
neted, and in a reazl sense, leaderless and; thus, reflects unfavorebly on

es

poe

OBE's ability to edequstely lead,. coordinate, and oversee its responsibilit
in this prcgram area.

D. HMinority Business Ovnortunity Cormittee

There are more than 85 programs throughout the Federal Government that
promote the development of minority business enterprise. Coordination of
these programs presents a formidable task which requires participation at all
Federal levels, both in "ashingtcn and in the field. A special mechanisa
for eccomplishing this task at the local level is the ﬁincrity Business
Opportunity Cormittee (1BOC). !MBOCs were established as standing cormittees
of Federal Ixecutive Boards and Federal Executive Associations by direction
of the Office of iianagenent and Budget in Februeary 1970.

tlembers are representatives of Federal agencies located within the

geographical areas of the !BOCs. They ere responsible for supporting end

. / FO#‘\
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implementing the national programs within the Federal rsovernmental structure
and for bringing t ownther local heads of Government agencies so that tliey
may improve tie v11lQL111ty of Governnent financing, procurenent oppertunities,
technical advice, and other business resources. 3y Avrril 127L, 35 "T0Cs vere
in operation in cities vhich have a potential for minority entreprencurs and
a substantial Federal presence.

According to a July 167k Depertmant of Comnmerce !POC Tandbook on Guidance
and Procecdures, the IMBOC:

(1) 1Is in

a position to exert great leverags and siiould concencrate
its efforts on coordinating the Tederal presence by addressing
certain tasks., including:

-- liake or continue t
et the local leval,

~- Develoz, coordinate, dissiminats., and exchangze gmong redor
agencies, information on the creestion and growith of minorit
business enterprises.

(2) Concentrate Government sector support on special projects, including:

-~ Increasing minority procurement such as the section &(a)
program.

~-- QCoordinating Federal efforts at the local level to identify and
disseminete information (a) on the goods and services minority
firms can provide, end (b) on Federal tusiness opvortunities
suitable for ninority firms.

(3) In coordination with each member agency, develop and establish

ninority enterprise goals for the IHBOC and each member agency at the
local level.

As outlined inp the [IOBC liandbook, QiIBIl's role in cooperation with the
Office of llanagement and Budget is to provide progran direction, coordination,

and executive secretaries. As executive secretary of the M20C, the ONMR .

117 P " =
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Field Officer (assigned on a part-time basis) has a unique role. Ie is the only
Federel employee on the :IBOC whose primary Jjob is coordination of the minority
business enterprise program within both thé public and priveate sectors. The
MBOC Chairman is expected to lock to him for continuity, vrrofessional
guidance, information and assistzance in formulating policies.

The Investigative Staff found during its visits to the regicnal offices
that the BOCs met occasicnally or not at all and that the CIBE Field Cfficer
assigned as lBCC executive secretary generally was not active. A concensu
of the individuals contacted indicated that the level of activity of the executive
secretary had dropped substantially since the O0:3BE reorganization and decentrel-
ization of October 1973.

An MBOC Chairman in one region advised the Investigative Staff that OIRZT

hed not supported the !Z0C program in that area. Ee felt that the issue

s B

it the 120C progran had a

ok

ind

N
13
o

narrowed down to OIIZE regional pricrities

ving a 'semi-orphan status.”

(9%

lovwer priority. He described the program as h
The Chairman commented on certain observations made at the October 197k

National 1BOC meeting, as follovs:

’ﬁ
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(1) ther !MBOC cheirmen were exneriencing nmore di cu
OiIBE support than was being experienced by his off

w
p_l .
D

(2) Eome chairmen did not know the OI3E Field Officer assigned
to their IMBOC as executive secretary.

(3) Part-time assistance of the executive secretary was inadequate
and self-defeating. To overccme the problenm, the i iBOC membership
succeeded in convincing O0:3T to fund a pilot test et 10 locaticns
with full-tire executive secretaries assigned.

(L) IBOC membership has repeatedly cemplained that the OMTE required
reporting forn to show program progress is too ccmplex and
detailed, and OiBLl instructions are too generel and confusing.
Also, the forn has linmitations for use at the field level.

——

O,
@ %

(5) OMBE headquarters and rerional coffices have done little to Q
support the !IBOCs in the field. < e
@ el
N 2

118



(e
[Wa

yo—
‘

T -

-~

Wi e

§
‘

-
el

L

P . Al K 3 . SWETE. DR o Sab z . = -

On a more personel note, this chairman seid that there is no procurenent
experience availeble on the MBOC in his area and 0iBC should take steps to
provide this expertise. Until recently, this IFBOC had no direct relationship
with the local OiiBE funded organizations. In addition, the Regional Director
has not delegated :BOC authority to field office personnel.

An sgency official advised the Investizative Staff that in order for e
local IBOC to be effective, it must have some clout and also some rescurces
(funding and staffing) to sustain the orgenization. A regional office
employee, previously very active with the 1BOC as executive sccretery, apprised
his Regional Director that 'for a nuzber of reasons, our :BOC-FEB (Fedaral
Executive Board) mechanisn is not working like it should. Iy assessment of
this situation is that the reason for this is the diminished support that
has been given to the IBOC-FZE mechanism since the decentralization.”

The Investigative Staff noted +that apparently the Intera-ency Council is
avare that the HE0C is not functicning adequately asrtbp level arency officials
have been reminded to increase their support of the orogram at the local level.
In the September 197L Interasgency Ccuncil minutes, one Under Secretary said
that based on a review within his agency, "many 'BOCs were inactive or unsure of
whether their line of authority flowed to the Office of llanagement and Budget
or OMBE and the Department of Commerce." Included in the same minutes were
corments madeﬂﬁy the Council Chairmaﬁ emphasizing that 1BOCs are the major
nechanism for mobiliz?ng and coordinating Federal resources at the local ievel

S
to promote ninority business development. Ile stressed that member agenciy%?a’
{ ~t

should increase their support through different forms:

(1) Higher level agency participation on the IT30C.

(2) Better Coordinetion and direction from Council merbers and national
agencies to their local arency representatives on 1I30Cs.

(3) Agency headquarters offices could provide nore puidance and training
to their agency's representatives to HDCCs ,

.
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OIBL's pernianent staff
of Comrerce, generally perranent ernloyees vorking

OI3E matters. The najority of these individuals-netr

to Commerce procurerent, audit, lesal, and security i

OlMBE also shares on a reiwmpursablz basis the costs

by the Depzriment of Cormierce to its several bureaus

enployees are not accounted for by O.2L as falling i

personnel strensth ceiling as established by the Cong

In eddition, Oil3Z employs consultants and experts on

services that are not cenerzlly available and cannot

iPE. The use cf consultants lined fron a hig

low of 2 in FY 1907k,

The authorized and actuzal

period FY 1870 through FY 1975 is included in the tab

AUTHORTZZID AID ACTUAL PERSOITIE!

full-and part-

of other services

personnel strength of O

is aurrientel by other personnel frox the Dejortrnent

ti::e on

ervlorees, are assirned

nvestization

staffs.

proviied

ineluding OMGE. These
thin its authorized

ress each fiscal year.

a need basis, to nrovide
be nrovided from within

h-of 25 in ¥Y 19{1 to a

yersonnel for the

le beloir:

TREIGTH

L S
(Fiscal Yeazrs 1070-1975)

Fiscal Years

Personncl Strennmth 1970 1972 192 1973 197k 1975
Authorized 50 11k 309 278 25 2hs
Actual 58 60 228 2Ls 225 -

As of Sentenmber 23, 19Tk, the nunber of personnel
by O0LBL was 25T.

OMBT data indicates that the cost of the reirburs
by the Department is increasing significantly eacﬁ re

people.

120

For FY 1975, the estirnated cost shoun is about

identified as employed

able services provided
ar as ere the numbter of

’2.2 nillion, an
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increase of about €00,000 over the actual cost incurred durin:- FY 107h, The

- T4 — s

nunber of additional people specifically identified as assi~ned to QIBL
prograns in FY 1675, as of ‘overber 19T7h, were 30, or an increase of 52 rercent
over those actually utilized (Zh peorle) by 07D durines IY 10TLh. The Investi-

& iy S
gative GStaff sras advised, however, that other personrel not recodily identifi-
able and wvorking part-tine wouléd raise the overall totzl of people fron. 32
to ebout 50 or €0 psonle.

Personnel information ancé on analysis of the indirect cost informnation

related to the reizburseble services for F¥s 1073, 19Tk, ani 1275, as prepared

by OiME, is included in the table on the followingz nage:
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PERSONNEY, INFORVATION AND AN

ANALYSIS OF INDIRECT COS!

{Fiscal Years 1973-1975)

NO. OF rY 1973 No. O¥
PEOPLE ACTUAL COS FEOPLE
Audit Services 1/ ' 20 $L6L 000 20
Legal Services 2/ 2 45,675 2
Security Investigations 3/ 2 30,603 2
EDA Accounting 5/ N/A 53,585 N/A
Gencral Asscesments & General
Expenses 5/ N/A 70,443 /A
Working Capitel Fund 5/ /A 701,370 N/A
Adninistrative Services
Contract 4/ Lk v »ae
Space Cost b os . aliwin
Total Cost 41,385,676
NOTE:
1/ Average GS Grade iz
2/ Average GS Grade 11.6
3/ Average GS Grade 11
GS

Ey Average Grade

FY 197k NO. OF
ACTUAL, COST "PEOPLE
$60L4 ,353 20

41,800 2
15,000 5
118,6c0 N/A
76,355 N/A
750,526 N/A
. 12
k N/A
$1,606,63%
12
12.5

Jul

st a

FY 1975

ESTIMATED COST

$536,500
62,300
126,800

132,000

74,320

941,200

205,000

37,000

$2,165,520

12
e
11,6
11

5/ The Average GS grade and number of people are difficult to determine becerse no employee in either of these

offices provide services for OMPE on a full-time tasis.

e cost identifed in eac isc ear is bas
Th . ad f each Tiscel ar is based on

CIBE's share of departmental charges for services provided.




Sore of the estimated FY 1975 services for which O0.Z.% wvill reinburse

he
Departrment are included in the following listinzg:
DEPART T80 OF COCEPCE BRI JURSASLS
PROGRA. S - FLiGCAL YOAR 1975
Prcject Title PSR eRir s
R2imbursable York-Policy Develornent £ 1,200
Departmental Cormunicetions Activity 12,550
Management fAnelysis Intern 6,500
Federal Infornation Centers 1,400
Executive Seminar Center 14,250
Federal Ixecutive Institute 3,600
Departuent~"lide Campaigns 3490
Disadvantzazed znd Underutilized Training L00o
Junicr Fellowship Progran 25,320
Junior Technicizn Precgran 34,500
Fede*al Executive EBoard 570
OMBZ Contracts 205,000
AYS For Administration-Special Advisory Group 1,560
Investigations and Security 126,800
Audit Services 586,000
Legal Staff : 62,300
Devartrmental Printing 400
MTIC Service 130
Speciel end Imercency Services 1 700
Vlestern Union Telex 2,600
Security Inspection Service 4,000
Total $1,092,220
When the estimated additional personnel numberin~ 50 or 5C people is

added to OiBE's actual pverrmanent strensth of 225 people at June 30, 197h, or
the 257 people employed as of September 23, 197Lh, O)BE will easily exceed its
authorized strength ceiling of 245 people. This use of additional personnel
by OIBE may represent an infraction of the Congressional imposed strength
ceiling and the use of appropriated funds may also be inconsistent with the
intent of the Congress.

The Investicative Staff was advised that OiBE does not have an authorized

ceiling for consultants and experts. OIS is limited, hovever, by its budget

/AaiFoE%i>\
Q Y
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and its ability to Justify the need for using consultants and experts ins

ct
4
N

of utilizing permanent O:EBE emmployees. Additionally, consultants and experts
must be able, accordings to CI32Z, to provi@e services that are not available
and cannot bte prcviced from withia 0i3:.

The number of consultants and the related cost for FYs iCT1 through 1927
is set out below.

COI'SULTATITS = PLOYED
| 1 Q
= == -

FI37AL YEAERS

Fiscal Yggg Hunbgg_ Corvensation
1971 25 $1Th, 757
1972 10 84,357
1973 2 6,544
1974 &2 33,542

Total 39 £299,209

The Investigzative Sta

Hy

T note:> that scme of the consultants subsequently

vere hired by C-2Z as perrenent emnloyees.,

Since OIBE does not specifically or separately show in the annual hudsgst

presentations the information concerning its utilization of additional personnel,

the Investigative Etaff is of the opinion that this omission fails to show an
accurate and trus picture of OifE's total steffinz. In order to enable
review of the ostensible increase in O.E staffing and the related cost, the
Investigative Staff recormiends that OMBE be required to fully justify such

increases, and include in future budget reguests information on all proposed

staffing increases.
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XE, COITUIITY DEVEIOPIZNT CORPORATION

The Comrmunity Develovzent Corvoration (CDC) is an outgroith of a 10G6
anendrient to the Fcononic Opnortunity Act of 16€L that »rovided for the
developzent of snecial prograns by vhich residents of urban lcw-income areas

-

wmay, through self help and mobilizeticn of the cormunity at izrge, with
appropriate Federal assistance, improve the gquality of their economic and

social particivaticn in community life in such a wey s to contribute to the

elimination of poverty and the establishrent of permenent econcmic and social
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benefits. The Act was further amand
rural areas.

The purvose of the Act is to esteblish speciel prozrers of assistance to
private locally initiated comimunity corporations ané related nonprofit agencies,

neluding corporaticns, or orgsnizztions conductins activities viich:

(1) Are directed to the sclution of the critical problers exisiine in
particular cormunitiss or neishborhociz (defined without rersard
X ) hose

B
to voliticzl or other sutdivisions or boundaries) wiikin
1 - - -

urban and rurzl areas hawviagz concentration
of low-income persous;

(2) Are of sufficient size, scope, and duration to have =zn anpreciable
impact in such conmunitiass, neighborhoods, ané rursl areas in
arresting tendencies toward chro“-c unemployment, and community
deterioration; and

(3) Eold forth the prosmect of continuinz to have such i-nact after
the termination of financial assistance under this Title.

According to the FY 1974 congressional testinony by an Gffice of Fcononic

Opportunity official, the CDC »rogram is an experimental program working

with private market mechanisms to stinulate economic oprporturities for the
residents of economicelly disadventaged communities. Ile stated that a

community development corvcration (&) is an organization created and controlled

~ O“\
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by residents of such ccmmunities, and (b) is char-ed with the responsibili

of developing a comprehensive plan for the economic developnent of its area,

to stimulate, finance, and in nany cases own and operate, econonic entitie

that lead to betterment of tle cenmunityr.

In setting up a CDC, the merbers of a comrunity -Plack, Chicano, Indian,

or White,urban or ruresl-get togather and fornm a corvoration, usually nomnrofit.

The corporation then raises noney by pursuing venture capital, short and long

term loans, other investments, and seed money from banks, foundations and
Federal sources. Technical assistance is sought to heln insure ceveloprien

of the economic, human, and physical resources of a comrunity. Tae next

loans to a variety of subsidiary, profit-oriented corporations or cocoerzti

each of which is expected to benefit the community by providing ownership

>

L

iveo

3
and

employment, by developing skills, or by simnly bringing incorme to the corrmunity.

As of June 30, 19T7L, there were 35 operating CDCs.

Since its inception the CDC prozrams have had an uncertain future eas
P - =

they were shifted from one activity to another within the Office of Economic

Opportunity (OZO). This unstable condition versists todsr as the legislative

o -

future of OEO itself is in doubt. Information provided by the OI'BE Chief

< .. ! : . j .d te n{ &g had
(0] sSe it =be [¢] - all 2 Lid
C uns l i § dICu d as f Decerber l:ih that ouse an oena conierece

.)

agreed on a bill, H.R. 14449, which continues OFO as an independent agency
The bill also provides that no earlier than lMarch 15, 1975, the President
can sutmit to Congress a Reorganization Plan which transfers the Cormunity

Services Administration (knovn formerly as 0E0) to I'TW and the Cormunity

Developrment Corporation to Cormerce. Should the Consress pass the bill and
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OIBE Preparation for Transfer of CDCs

OiCZ has aggressivelv nursued the transfer of the CDCs fror OO0 to the
Departrent of Cormerce/OiEZ. Continzent on the passaze of encblins legis-
lation, O:BE has includec tudget requests for transfer of the CDC prograxm in
both FY 19Tk and FY 1575 for 37,700,000 and £39,527

The CDC budcet as subzitted by 0Z0 includin~s personnel data for F7s 1972

1973, and 197h, appears velow:

FY 1972 $25.0 million 43 38
FY 1973 %30.0 million L5 33
FY 197k 39.3 million L5 38
The OI3E Chief Counsel hes besn designated as the focal point for coor-
dinating all O0i3T prewvarestions for the possible transfer of the CDC prorcrans
to OIBE. Since June 1973, thie Chief Counsel and z lecislative specialist

(2

have devoted considerable effort to planning for an orderly and smooth transi-
tion of the CDC progrem in the event authorizing legislation is enacted. As

& part of the contingency nlanning, the OiBI legel staff has familiarized

key OiDE personnel with the essentials of the CDC prograns; conversely,
principal operating officials of the CDCs have been briefed on the existing
OiBE progranms. In addition, the Directeor of 0:BE has eddressed gatherings

of CDC leaders, and visited a number of CDCs to conduct on-site evaluations

as to their effectiveness and rescurce needs.

Also, O:BE contracted with the Planning Research Consultants in February

1073 for the sun of $59,955 to furnish the following:
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(1) Prepere briefing materials for the O. DL staff;

(2) Analyze various decentralization alternatives;

) (3) Design organizational alternatives for rerrins the C2C procran
into O35

(4) . Develop recorrended adninistrative ~uidelines: and

y

(5)  Design Y4 cerorstration pro-ranms for possible implerentstion

should the CDCs traasfer to QU ITE,

On fay 1, 197k, the Planning Research Consultznts issusd en interi:.
repert on its examination of the possibilities for decentralization of the
Comrunity Zcononic Develorrent (synonvnous with CDC) prosran,
included various cbservetions end conclusicus, scme of which are set forth

below:

~- Any consideration of the concent of decentralizetion rmst be
cognizant of the fect that the Ccuzunity Econcric Develconient
propgram is & hotional denionstration pyo: i has alweys besn

suately st g-m'--A

an under-furded and inzde

-~ CDC officials have previously mnade nec;tive re
.24
-~

i
of lansgement and Buéget nproposal

-~ OIBE does not intend to anrcunce ﬂ“7 vlans to decentr

~- CDC's have expressed concern with rss
follovs: interference v1th local rsl >
and adwinistrative unifornity; ilmprepsr tining o 7
tion of procran decentralization; and, lack of fai in the regicn-
alization of Federal progran asdministration in general, and belier,
that there is no cost-cffectiveness in staflf expansionr wnich can
show clear rrogrem administraticn benefits, e"necially vhere
there ere inherent program budpetery constraints

ex1 continuity

ituticnaline~

-~ Reasons cited for onposition to decentralization by CDC
discussicn group members were the history of CDC relationships
with regionel ofiices of Covernment agencies, the unesvenness of
the application of the »rogram standards and rescurces under
regional administration, end the fear that decentralization
would divide the CDC's after their long effort to unite arcund
comnron problens and goals. : -
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From the begirning, the Director of O.E has proposed for consideration
thq decgntralization of the CDC program if it is transferred to OLBI.,

Reafonsfcited by the O!DZ Director for this pronosal have inclucded the

of tle O.EE regioral offices and the availahilitv of =

serve the €CBCs,  Avnarently, =z éilerfia hes ceveloped

over the provosel transfer and éecentralizetion since the CDC reoresentatives
would not agree to such 2 step and CIBE vouléd rot drop this vronoszl fronm

N S

their reguiresents in the event a trensfer is euthovized. The OTE Director

)
I

iterated in the Y 1

(W

iT> appropriation hearinzs tuat the greatest contribution

OiBE can make to the CDC progren is greater resource develonment cexnghility

in both the Fed

i

3 B o+ T Lo - % - -
eral and vrivete gsectors throuzh its syonsorel prorrars

funded orcanizetions, and rensional resocurce develorrmant shecialistis.

In view of its general findinss concerning OlIEI mrosram results and the
identified wealnesses of the 0iIE resgional stalffs;the Investiscotive Staff is

the CD
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of the opinion that the conterplated transfer o
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O!IBE and the proposed decentralization may not be to the best interest of

the Government. As previously noted, OIRE is still experiencing difficulties
related to its own decentralization and needs adcditional time to resolve

nany of the problens it faces. The Investisative Steff feels that the addi-~
tion of a new rajor program vhose scope and functions are not identical to
those of the O:BE prograxz as testified to by 0:BZ, although there are comple-
nentary areas, would tend to compound OIBL's problewms and possibly overwvheln
it. PFurther, the strong vossibility exists that the CDC progran would not be
naterially assisted or strengthened by the proposed transfer of the progran

to the Departnent of Coumerce/O:EL. It should be noted, hovever, that the

Investigative Staff did not look into the specific merits cf the proposed

traasfer, o 7,-:-'5'2} Y
B o & =
=
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