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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

DIGEST ------ 

WHY THE REVIEW WAS MADE 

The Small Business Admlnlstratlon 
(SBA) and the Offlce of Mlnonty 
Business Enterprise (OMBE), Depart- 
ment of Commerce, have been involved 
In the Federal Government's emphasis 
on assisting minority businessmen. 

Neither SBA nor OMBE had ever 
examined the factors which con- 
tributed to the success or failure 
of minority businesses assisted by 
SBA loan programs. (See p. 68.) 

GAO wanted to determine the degree 
of success or failure of such busl- 
nesses Accordingly, an examlna- 
tlon was made of the minority busi- 
nesses that received loans from 
SBA offices In Washington, D.C., 
Chicago, and Los Angeles. (See 
pp. 26 and 76.) 

Backpound 

Minorities make up about 17 per- 
cent of the Nation's population, 
but own only about 4 percent of 
;he5N;tlon's businesses. (See 

. . 

Recognizing the need to increase 
the number of minority businesses, 
the Federal Government has expanded 
existing programs and has lnltlated 
new programs SBA and OMBE have 
been primarily involved in this 
effort. 

LIMITED SUCCESS OF FEDERALLY FINANCED 
MINORITY BUSINESSES IN THREE CITIES 
Small Business Admlnlstratlon 
Office of Minority Business Enterprise 
Department of Commerce B-149685 

SBA loans to minorities have in- 
creased from $104.6 million in fiscal 
year 1969 to $334.0 million in fiscal 
year 1973. SBA emphasized providing 
management assistance to minority 
businessmen beginning in fiscal year 
1969. (See p. 16 ) 

OMBE received a supplemental appro- 
priation of $40 million in fiscal 
year 1972 and a total appropriation 
of $63.9 million in fiscal year 1973 
to expand its technical and manage- 
ment assistance to minority buslness- 
men. (See p 7._)_ 
- 
The scope of the review is shown on 
page 76. 

FINDINGS AND CONCLUSIONS 

Mznorz-ty busznesses have had 
Zzmzted success 

Of the 845 minority-owned businesses 
receiving SBA loans disbursed by the 
Chicago, Los Angeles, and Washington 
dlstnct offices during fiscal years 
1969 and 1970, GAO classlfled about 
27 percent as failures, about 25 per- 
cent as probable failures, about 31 
percent as probable successes, and 
about 17 percent as undeterminable. 
These results were based on GAO's 
analysis of 443 businesses randomly 
selected from the 845. Businesses 
were classlfled on the basis of 
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loan repayment status and buslness- 
operating results. 

GAO was unable--for purposes of 
comparison--to locate publlshed 
statistics on failure rates for 
mlnorlty businesses or for small 
businesses ln general. (Seep. 18.) 

A lack of managerial capablllty of 
the owner was the sole reason for 
the failure of about 30 percent of 
the businesses classlfled as fall- 
ures or probable failures and a 
contrlbutlng reason for the fall- 
ure or probable failure of an 
addltlonal 39 percent. (See p 57.) 

The high percentage of failures 
must necessarily have an adverse 
effect on the credltablllty of 
the Federal mlnonty enterprise 
effort. 

More attention should be given to 
reducing this high rate because 
negative effects of business 
failures offset ln some degree 
the benefits of business successes. 
(See p 23 ) 

The rate of growth in the number of 
SBA loans made each year to mlnor- 
ltles has been slowing (See 
p. 22.) 

Because of this slowing growth 
rate, the high rate of fallures 
and probable failures, and the fact 
that any attempt to reduce this 
high rate should Increase the num- 
ber of disapproved loan appllca- 
tlons, GAO questlons whether Fed- 
eral efforts will result in SJ gnlf- 
lcant increases ln the number of 
successful mlnorlty-owned busl- 
nesses ln the Nation. (See p 24 ) 

Factors znfZum.mna SUCCESS 
and faz Zure 

GAO analyzed a sample of 443 minority 

businesses to identify relatJOnShlpS 
existing between certain character- 
istics of owners, businesses, or 
type of flnanclng and success or 
failure of the businesses. GAO 
found that 

--Borrowers using loan funds to pur- 
chase existing businesses were more 
successful than borrowers using 
funds to expand their exlstlng 
businesses or to start new busl- 
nesses. 

--Unfavorable business locations 
usually resulted ln fallure 

--Businesses with bank loans were 
more successful than businesses 
with direct SBA loans (See p. 26.) 

Management assurtance has had ZzttZe 
tmpact on busznesses ’ sueeess 

Management assistance was not pro- 
v-rded to about 50 percent of the 
businesses in GAO's sample which had 
ldentlfled needs for management as- 
slstance. (See p. 39.) When man- 
agement assistance was provided to 
solve bus1 ness problems, it gener- 
ally did not Improve the business 
status or reverse a trend toward 
fallure Of the bus-messes that 
received assistance, 25 percent were 
classified as failures, 37 percent 
as probable failures, and 22 per- 
cent as probable successes (See 
p. 49.) 

Ineffectiveness of management as- 
slstance provided appears to be due 
prlmarlly to the fact that timely 
assistance 1s not provided because 
of inadequate loan-servlclng ac- 
tivltles 

Also certain business problems, such 
as vandalism or owner illness, do not 
appear to be susceptible to solution 
through management assistance (See 
P 51.1 
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Dunng fiscal year 1972 OMBE lnl- 
tlated an expanded program of 
technical and management assistance 
for mlnorlty businessmen Under 
the program OMBE funds local busi- 
ness development organlratlons 
which provide the assistance. (See 
p. 61.) 

GAO questions whether the additional 
resources from this expanded program 
will have a slgn~f~cant impact in 
resolving the business problems of 
ml nor1 ty bus1 nesses . Accord1 ng to 
OMBE, much of the resources of local 
business development organlzatlons 
will be used in preloan activity 
rather than in providing manage- 
ment assistance to solve business 
problems. Also, OMBE lnltlated 
the expanded program without ade- 
quately evaluating the past effec- 
tiveness of similar organizations 
(See p 65 ) 

Beginning in June 1972, however, 
OMBE implemented a planning, evalu- 
ation, and lnformat~on system to 
provide data necessary to evaluate 
the local bus1 ness development 
organizations. 

Evahatzons by the agenezes 

SBA measures the success of its pro- 
gram primarily by the number and 
amount of loans made to mlnorlty 
businessmen rather than the number 
of successful minority businesses 
established SBA has never estab- 
lished goals in terms of the num- 
ber of successful businesses to 
be established or an acceptable 
failure rate for minority busl- 
nesses it financed. 

SBA apparently has emphasized in- 
creasing the quantity of mlnor- 
ity loans rather than improving 
the rate of success of busi- 
nesses financially assisted by 
SBA. (See p 68 ) 

Recently SBA made a study of owner 
and business characteristics re- 
lated to the success or failure of 
minority businesses asslsted by it, 
its final report had not been IS- 
sued as of September 12, 1973 
(See p 73 ) 

Although OMBE has implemented a 
system to measure the success of 
its program, OMBE has not estab- 
lished long-range goals for the Fed- 
eral minority enterprise effort in 
terms of the number of successful 
minority businesses to be estab- 
lished. (See p 69 ) 

RECOI@lENDATION,S 

GAO recommends that 

--SBA develop loan approval cnterla 
based on an assessment of owner 
and business characteristics re- 
lating to business success and 
failure 

This 1s to provide greater assur- 
ance that loans are made to minority 
businessmen with reasonable pros- 
pects for success and thus reduce 
the rate of failure and probable 
failure (See p 37.) 

--SBA improve the effectiveness of 
management assistance provided to - 
minority businessmen This re- 
lates to earlier resolution of 
managerial deflclencles, improve- 
ments in SBA and bank loan servic- 
ing, an evaluation of the effec- 
tiveness of assistance provided by 
paid contractors , and improvements 
in the methods of employing retired 
and active businessmen who volun- 
teer their services (See p 59 ) 

--OMBE use its new planning, evalu- 
ation, and lnformatlon system to 
evaluate the effectiveness of 
local business development 
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organizations in terms of num- 
bers of successful businesses 
established. 

--OMBE coordinate its management 
assistance actlvltles ~7th those 
of SBA to provide maximum benefit 
to mlnonty businessmen. (See 
p. 66.) 

--OMBE establish long-range goals 
in terms of numbers of success- 
ful minority businesses to be 
established by the Federal 
minority enterprise effort. 
(See p. 74.) 

--SBA establish goals, ln conJunc- 
tlon with OMBE, 1r-1 terms of the 
number of successful mlnorlty- 
owned businesses to be estab- 
lished through SBA's programs and 
establish an acceptable faTlure 
rate for minority loans 

--SBA develop an lnformatlon system 

which would enable measurement of 
accomplishments in terms of suc- 
cessful mlnorlty businesses 
establlshed (See p. 74.) 

AGENCY ACTIONS AND UNRESOLVED ISSUES 

In general, the Administrator and 
Director expressed agreement with 
the facts contained ln this report 
and with GAO recommendations 
See pages 24, 38, 59, and 74 for 
their speclflc comments concerning 
each recommendation. 

MATTERS FOR CONSIDERATION 
BY THE CONGRESS 

GAO is reporting to the Congress 
the results of its review of Fed- 
eral assistance to mlnonty business 
enterprise because of expressed 
interest ln this national issue by 
a number of committees and by Mem- 
bers of Congress. 



CHAPTER 1 

INTRODUCTION 

In recent years the Federal Government has emphasized 
asslstlng mnnorltles to become business entrepreneurs, because 
of its concern about the proportionately small number of 
businesses owned by mlnorltles in the United States and the 
problems which have to be overcome to correct this imbalance. 

Blacks, Americans of Puerto Rican and Mexican descent, 
Indians, and other mlnorlty groups make up about 17 percent 
of the population of the United States, yet minority-owned 
businesses in 1969 (about 322,000) represented only 4 percent 
of the Nation's businesses.' Further, the minority-owned 
businesses are generally small--accounting for less than 
1 percent of total business receipts in the United States. 

Such factors as the lack of a business tradltson, lnade- 
quate financial and management resources, language barriers, 
and racial dlscrlmlnatlon are generally recognized as limit- 
lng the opportunities for minority ownership of businesses. 
The Secretary of Commerce in his "Report to the President 
on Minority Business Enterprise" dated June 30, 1970, pointed 
out that 

"Most minority-owned businesses function in rundown 
neighborhoods which are unattractive to potential 
customers. Vandalism, pilferage, robbery, and 
other crimes are dally hazards which add to costs 
of doing business. The surrounding community 1s 
normally a poor source of consumer dollars and of 
skilled personnel. Credit and collection costs 
are high. Suppliers, unions, and lenders may 
face the enterprise with subtle dlscrlmlnatory 
policies. Insurance may be unobtainable In 
this setting, mere survival 1s a grueling and 
all-consuming task for most minority businessmen." 

"'Mlnorlty-Owned Businesses 1969," U.S. Department of Com- 
merce, Bureau of the Census, August 1971. 
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OFFICE OF MINORITY BUSINESS ENTERPRISE 

The Office of Mlnorlty Business Enterprise (OMBE), 
established within the Department of Commerce under Executive 
Order 11458 dated March 5, 1969, 1s the focal point of the 
Federal Government’s efforts to assist In establlshlng and 
expanding minority enterprise. OMBE 1s responsible for 
coordlnatlng the plans, programs, and operations of the 
Federal Government that affect minority businesses, stlmulat- 
lng State and local governments and private lnstltutlons to 
undertake actlvltles to facilitate the growth of mlnorlty 
businesses, and developing and dlssemlnatlng lnformatlon 
helpful to tnose who would assist or engage in mlnorlty busl- 
ness development. 

To coordinate and stimulate minority enterprise at the 
local level, OMBE, as of June 30, 1972, had fostered the 
establishment of Minority Business Opportunity Committees in 
29 cities. These committees are composed of top-level Federal 
personnel who have responslbllltles relating to the minority 
enterprise effort and persons from State and local governments, 
minority communltles, and the private sector 

OMBE also entered into working arrangements with local 
business development organlzatlons In a number of cltles. 
These organlzatlons provide technlcal and management asslst- 
ante to mlnorlty businessmen. Until fiscal year 1972 these 
organlzatlons were called OMBE afflllates and were funded, in 
whole or In part, by such Federal agencies as the Economic 
Development Admlnlstratlon and the Small Business Admlnlstra- 
tlon (SBA) Actlvltles of OMBE afflllates included ldentlfylng 
potential mlnorlty businessmen and alding and advlslng the 
minority businessmen In developing their business plans and 
preparing their loan appllcatlons 

Through the first half of fiscal year 1972, OMBE’s role 
was prlmarlly that of coordlnatlng the actlvltles of the 
various Federal agencies and stlmulatlng actlvlty in the prl- 
vate sector. OMBE had not directly conducted programs of 
financial and management assistance for mlnorlty enterprise. 

In line with this role, OMBE spent about $2 mllllon for 
salarles and admlnlstratlve expenses in fiscal year 1971 and 
lnltlally estimated that it would spend $3,5 mllllon for 
salarles and admlnlstratlve expenses In fiscal year 1972 
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However, during fiscal year 1972, OMBE lnltlated an expanded 
program of technical and management assistance for minority 
businessmen. The program 1s essentially an enlarged version 
of the "OMBE afflllate" concept, except that OMBE now furnishes 
funds to the local business development organizations which 
are no longer referred to as OMBE affiliates. For this program 
OMBE received a supplemental approprlatlon of $40 mllllon for 
the remainder of fiscal year 1972 and an appropriation of 
$63.9 mllllon for fiscal year 1973. 

As of June 30, 1972, OMBE had placed 19 field representa- 
tlves in maJor cltles to coordinate and monitor the actlvltles 
of Minority Business Opportunity Committees, local business 
development organlzatlons, and other local organlzatlons. 

OMBE has cited the following as some of the more important 
results of its efforts to coordinate Federal Government pro- 
grams and stimulate private sector activity. 

1. Federal grants, loans, and guarantees to mlnorlty 
businesses totaled $472.6 mllllon in fiscal year 
1972 compared with $434 mllllon in fiscal year 1971. 

2. Direct Federal procurements from mlnorlty businesses T 
totaled $242.3 mllllon in fiscal year 1972, an 
Increase of $164.5 mllllon over fiscal year 1971. 

3. As of June 30, 1972, 51 minority enterprise small 
business Investment companies (MESBICs) had been 
establish. Through April 1972 MESBICs had made 
442 flnanclngs (loans or stock purchases) to mlnorlty 
businesses using $7.6 mllllon of MESBIC capital 
which generated $35.9 mllllon in capital from other 
private sources. 

4. Addltlonal Federal and private funds of over 
$200 mllllon were deposited in minority banks 
through June 30, 1972. 

5. The number of minority-owned franchised businesses 
increased from 1,184 to 1,470 during fiscal year 
1972. 

6. In fiscal year 1972 local business development orga- 
nlzatlons aided 1,540 minority businesses obtain 
fundlng totaling about $83 mllllon 
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SMALL BUSINESS ADMINISTRATION 

Because SBA 1s the principal source of Federal flnanclal 
and management assistance to mlnorlty businessmen, we prl- 
marlly emphasized evaluating SBA's mlnorlty enterprise ac- 
tivities. The Small Business Act of 1953 established SBA 
as an independent agency under the general dlrectlon and 
supervlslon of the President. The Administrator of SBA 1s 
appolnted by the President, with the advice and consent of 
the Senate. SBA was established primarily to aid small 
businesses, which are defined In the act as those which are 
independently owned and operated and which are not dominant 
in their field of operation. 

In addition to Its headquarters office In Washington, 
D.C., SBA has 10 regional offices, 53 district offlces, and 
14 branch offlces throughout the United States, 

Operation Business Mainstream 

SBA has given the name Operation Business Mainstream 
to its effort to increase the number of minority-owned busl- 
nesses In the Nation. Operation Business Mainstream con- 
sists of elements of almost all SBA programs, lncludlng the 
section 7(a) business loan program, the economic opportunity 
loan (EOL) program, the sectlon S(a) procurement program, 
the management assistance program authorized by section 406 
of the Economic Opportunity Act of 1964, and the MESBIC 
program. 

The Office of the Assistant Administrator for Minority 
Enterprise coordinates SBA actlvltles relating to mlnorlty 
enterprise. HIS office includes 

--The Office of Program Planning and Control which 1s 
responsible for developing plans, operating proce- 
dures, and crlterla applicable to SBA's minority en- 
terprise efforts and for monltorlng the performance 
of field offices. 

--The Office of Government and Industry Relations 
which promotes the involvement of industry, trade as- 
soclatlons, local governments, and community action 
groups In the area of mlnorlty enterprise. 



--The Offlce of Program Assistance whose personnel act 
in an advocacy role to resolve problems and dlffl- 
cultles encountered by applicants in obtalnlng SBA 
assistance. 

As of February 28, 1972, 103 SBA employees designated 
as minority enterprise representatives were operating in 
43 cities under the direction of SBA regional directors. 
These employees are responsible for coordlnatlng SBA’s ml- 
norlty enterprise related actlvltles in the geographical 
area for which they have responslblllty, working with com- 
munity organlzatlons to obtain their aid In ldentlfylng 
potential mlnorlty businessmen, asslstlng applicants pre- 
pare loan applications , processing loan appllcatlons, and 
monltorlng the progress of SBA borrowers. 

Section 7(a) business loan program 

Section 7(a) of the Small Business Act authorizes 
SBA to make, participate in, or guarantee loans to small 
businessmen purchasing new businesses, expanding existing 
businesses, or purchasing equipment. The loans are deslg- 
nated as direct, immediate partlclpatlon, or guaranty loans. 
SBA makes direct loans to the borrower, Either SBA or a 
private lending lnstltutlon makes lmmedlate partlclpatlon 
loans to the borrower, and either the lending lnstltutlon 
or SBA purchases an agreed percentage of each loan amount. 
A bank makes a guaranteed loan under an agreement with SBA 
whereby SBA purchases the guaranteed portion--up to 90 per- 
cent-- of the outstanding loan balance from the bank in the 
event the borrower 1s in default of repayment for 90 days. 

Section 7(a) loans may not be made for a period exceed- 
ing 10 years except that loans made for constructing faclll- 
ties may have a maturity of 15 years plus addltlonal time 
required to complete such constluctlon. The act provides 
that no more than $350,000 can be loaned to one borrower 
under the sectlon 7(a) business loan program, but SBA has 
established a celling of $100,000 for direct loans and 
$150,000 for SBA’s share of immediate participation loans. 
Interest rates on direct loans and on SBA’s share of lmmedl- 
ate partlclpatlon loans can be no more than 5 5 percent 
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Loans provided to mlnorltles under the section 7 
business loan program are shown below, 

Fiscal Number of 
year loans Amount 

(millions) 

1969 1,460 $ 58.3 
1970 1,629 84 4 
1971 2,123 121 5 
1972 3,049 165.4 
1973 3,285 200.9 
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Economic olpportunlty loan program 

Title IV of the Economic Opportunity Act of 1964 estab- 
lished a business loan program for persons In poverty and 
hxgh unemployment areas. Title IV as orlglnally enacted 
placed Jurisdlctlon of the program under the Director of the 
Office of Economic Opportunity, the Dlrector delegated the 
authority to make loans to the Administrator, SBA. Section 
401 of the Economic Opportunity Amendments of 1966 transferred 
the responslblllty for the EOL program to the Admlnlstrator, 
SBA, In November 1966. 

Loans under this program were llmlted to $25,000 until 
June 1972 (when changed to $50,000) and are repayable in not 
more than 15 years. As with sect1 on 7(a) loans, EOLs may be 
either direct, immediate partlclpatlon, or guaranteed. EOLs 
can be guaranteed up to 100 percent. The act provides that 
the loans bear interest at a rate not less than a rate de- 
termined by the Secretary of the Treasury, taking Into con- 
slderatlon the average market yield on outstandlng Treasury 
obllgatlons of comparable maturity plus such addltl onal 
charge, If any, toward covering other costs of the program 
as SBA may determine to be consistent with the program’s 
purposes 

In recent years the interest rate on direct loans and 
on SBA’s share of immediate partlclpatlon loans has ranged 
from 4.875 percent to 7.75 percent The Economic Opportunity 
Act of 1964 does not provide an upper llmlt on the interest 
rates banks may charge on guaranteed loans or on their share 
of immediate partlclpatlon loans, however, each quarter SBA 
establishes an Interest rate celling that 1s about 3 percent 
above the “prime” rate for guaranteed loans and about 2 percent 
above the “prime” rate for lmmedlate partlclpatlon loans 

The act provides that in making EOLs the SBA Admlnls- 
trator should emphasize preserving or establlshlng small 
businesses owned by low-Income persons or located In areas 
with high proportions of unemployed or low-Income persons 
SBA directives provide that an lndlvldual, to be ellglble 
to receive an EOL, must be either a low-Income person or a 
person who, due to social or economic disadvantage, has been 
denxed flnanclng through normal-lending channels on reasonable 
terms. SBA includes mlnorltles under the social and economic 
disadvantage category 



Loans provided to mlnorltles under the EOL program are 
shown be1 ow. 

Fiscal year Number of loans Amount 

(mllllons) 

1969 3,118 $ 38.2 
1970 4,505 60.6 
1971 5,451 75.7 
1972 5,791 74.0 
1973 5,557 110.0 

Other SBA loan programs 

Mlnorlty businessmen also may obtdln loans under SBA’s 
local development company and displaced business loan pro- 
grams. SBA provides loans to local development companies 
to further the economic development of a community. Such 
loans can be used to acquire land, construct, convert, or 
expand buildings, and purchase machinery and equipment for 
ldentlflable small businesses. SBA also makes loans to 
enable small businesses which have been physlcally displaced 
by Federal construction projects to relocate. Loan provided 
to mlnorltles under these two loan programs are shown below. 

Local Development Company Loans 
Fiscal year Number of loans Amount 

(millions) 

1969 56 $ 6 8 
1970 105 12.5 
1971 171 14.9 
1972 140 16.4 
1973 203 20.5 

Displaced Business Loans 
Fiscal year Number of loans Amount 

(millions) 

1969 20 $1.3 
1970 23 2.9 
1971 31 1.7 
1972 36 2.4 
1973 29 2.5 
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Section 8 (a) procurement program 

Under section 8(a) of the Small Business Act, SBA 
channels Government purchases to mlnorlty businesses by con- 
tracting to provide supplies or services to a Federal agency 
and then subcontracting the performance of the contract to 
a minority business. In many instances SBA allows minority 
businesses to receive amounts above the competltlve market 
price. This dlfferentlal--paid by SBA--covers such things 
as added startup, labor, or material costs Incurred by the 
mlnorlty business. A basic aim of the program 1s to develop 
businesses that will become self-sustalnlng in a normal com- 
petitive environment. 

Section 8(a) contracts awarded to mlnorltles are shown 
below. 

Fiscal year Number Amount 

1968 8 $ 10,493,524 
1969 28 8,857,771 
1970 199 22,520,209 
1971 811 65,391,498 
1972 1,706 151,598,150 

The Federal departments or agencies making most of the 
procurements under this program during fiscal year 1972 were 
the Department of Defense and the General Services AdmInis- 
tratlon with procurements totaling $73.7 mllllon and 
$34.2 mllllon, respectively 

Mlnorlty enterprise small business 
investment companies 

Under the Small Business Investment Act of 1958, SBA 
licenses, regulates, and provides supplemental flnanclng to 
privately owned and publicly owned small business investment 
companies. Small business lnves tment companies provide small 
business with long-term Investment capital and management 
ass is tance . 

In 1969 SBA lnltlated a program to establish MESBICs, 
which would speclallze In provldlng long-term investment 
capital and management assistance to mlnorlty buslnessmen. 
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According to SBA, as of December 31, 1972, 53 MESBICs 
had been established with total private funds of about 
$18.4 mllllon and, as of March 31, 1972, MESBICs had provided 
331 flnanclngs totaling $4.6 mllllon to minority businesses. 

Management assistance 

SBA considers the provlslon of management assistance to 
be an Important element in developing successful mlnorlty- 
owned businesses. Management assistance as used in this 
report 1s not a speclfI.c, structured program but 1s all the 
management and technical assistance needed or avallable to 
mlnorlty-owned businesses regardless of which organlzatlonal 
segment of SBA or other source provides It. In addltlon to 
the assistance that may be provided by SBA employees, manage- 
ment assistance 1s provided to mlnorlty businessmen by the 
Service Corps of Retired Executives (SCORE), the Active Corps 
of Executives (ACE), and contractors funded by SBA under 
section 406 of the Economic Opportunity Act. Before fiscal 
year 1973, grantees, also funded under section 406, provided 
management assistance to mlnorlty buslnessmen. (The grantees 
and contractors funded under sectlon 406 are herelnafter 
referred to as section 406 grantees and contractors.) 

SCORE 1s composed of retired business executives who 
have volunteered their services to help small businessmen 
solve their problems. SCORE was established speclflcally to 
help the small businessman (mlnorlty and nonmlnorlty) who 
normally cannot afford a professional consultant. SCORE 
volunteers provide their services free of charge. ACE was 
formed In 1969 for essentially the same purpose as SCORE, 
the difference being that ACE personnel are active In a 
business career. As of May 30, 1972, about 4,100 volunteers 
were SCORE members and 2,500 volunteers were ACE members. 

An SBA report shows that during fiscal year 1972 SCORE 
and ACE volunteers held 6,915 Interviews with small buslness- 
men, counseled small businessmen on 19,545 occasions, made 
2,613 management ablllty evaluations, and prepared 493 man- 
agement assls tance plans for small buslnessmen. SBA reports 
do not indicate how many of these cases involved mlnorlty 
businessmen. 

Section 406 of the Economic Opportunity Act authorizes 
the SBA Admlnlstrator to award grants or contracts to public 
or private organlzatlons to pay the costs of provldlng 
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technical and management assistance to busInessmen or po- 
tential businessmen who are ellglble under the act. (See 
p. 11.) Sectlon 406 contractors provide various types of 
management assistance, lncludlng accounting, merchandlslng 
and advertlslng, and planning and organlzatlon The con- 
tractors generally provide their services within one SBA 
region, but they can serve businesses In any section of the 
Nation if called upon by SBA. A total of 16 and 12 contrac- 
tors were active in the Natlon in fiscal years 1971 and 1972, 
respectively, the contract amounts totaled $1.8 mllllon in 
fiscal year 1971 and $1.3 mllllon In fiscal year 1972. 

Before fiscal year 1973, section 406 grantees assls ted 
mlnorltles in obtalnlng flnanclng to start or expand their 
businesses and provided management and technical ass1.s tance 
to minority buslnessmen. Unlike section 406 contractors who 
provide assistance to mlnorlty buslnessmen only after as- 
signment by SBA, section 406 grantees provided assls tance 
without being contacted by SBA. Section 406 grantees did 
not need to be directed to businessmen who needed assistance 
because the grantees usually kept In touch with the buslness- 
men whom they had helped obtain financing and thus were often 
aware of their problems. Twenty-one organlzatlons received 
grants totaling $2.8 mllllon in fiscal year 1971, 26 organiza- 
tlons received grants totaling $1.4 mllllon in fiscal year 
1972. Because OMBE, under its expanded technlcal and manage- 
ment ass is tance program, now provides grants to local business 
development organlzatlons, SBA dropped Its section 406 grantee 
program after fiscal year 1972 and 1s now using Its sectlon 
406 funds for Its contractor program. 
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HISTORY OF SBA MIYORITY ENTERPRISE EFFORTS 

SBA’s efforts to promote minority enterprise began in 
1964 with a program known as “6x6.” According to SBA of- 
flclals the program operated only in Phlladelphla, Washlng- 
ton, D.C., and New York City. The objective was to help 
very small retall and service enterprises owned by the dls- 
advantaged who had no opportunity to borrow through normal 
channels D Loans up to $6,000 were made for a 6-year period. 
Less Importance was placed on collateral than in other SBA 
programs and the borrower was not required (as with regular 
SBA business loans) to have a letter showing that a bank had 
denled his request for a loan. The program was funded under 
SBA’s section 7(a) business loan program. 

After title IV of the Economic Opportunity Act of 1964 
provided new authority to make loans, SBA was able to expand 
Its mlnorlty enterprise loan program Loans up to $25,000 
could be made for a 15-year period 

In 1968 SBA’s mlnorlty enterprise effort was named 
“Proj ect OWV. ” No statutory changes were made, but several 
cnanges were made to SBAls lending crlterla to facilitate 
the making of loans to mlnorltles. The changes Included 
(1) relaxing restrlctlons on using loans to purchase exlstlng 
businesses, (2) reducing equity investment requirement, (3) 
relaxing debt to net worth requirement, (4) ellmlnatlng col- 
lateral requirement under certain circumstances, (5) using 
flexible repayment provlslons, and (6) removing restriction 
on loans for liquor stores. During the time of Project OWN, 
SBA placed Increased emphasis on guaranteed bank loans for 
mlnorltles and nonmlnorltles. 

Fiscal year 1968 marked the beglnnlng of the section 
8(a) procurement program. 

In 1969 SBA changed the name of its mlnorlty enterprise 
effort from Project OWN to Operation Business MaInstream 
Vany of the actlvltles remalned the same, but some changes 
here made SBA establlshed the posltlon of Asslstant Ad- 
mlnlstrator for Fllnorlty Enterprise to coordinate all SBA 
actlvltles relating to minority enterprise. In addlton, 
SBA emphasized provldlng management and technical assistance 
to minor lty businessmen. The MESBIC program was also inl- 
tlated In 1969 
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When its mlnorlty enterprise effort was known as 
ProJect OWN, SBA's goal was to achieve a loan approval rate 
of 10,000 a year by Ju,ne 30, 1969, and 20,000 a year by 
June 30, 1970. SBA loans to mlnorltles are shown below. 

Fiscal year Number of loans Amount 

(millions) 

1969 4,654 $104.6 
1970 6,262 160.4 
1971 7,776 213.8 
1972 9,016 258.2 
1973 9,074 334.0 
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CHAPTER 2 

FEDERAL EFFORTS TO ASSIST MINORITY BUSINESSES 

Businesses financed through Operation Business 
Mainstream have had limited success. Our study of 845 minor- 
ity businesses in 3 selected SBA districts showed that 
52 7 percent of businesses were failures or probable failures, 
The negative effects of these failures OY probable failures 
offset in some degree the benefits of successes. Greater 
attention should be given to reducing the high rate of fail- 
ures and probable failures. 

SBA and bank officials' analyses of why businesses had 
failed or were falling revealed that the most common reason 
was the owner's lack of managerial capability as evidenced 
by certain conditions of the business, such as inadequctte 
sales, heavy operating expenses, and difficulties with In- 
ventories or receivables. 

Because the rate of growth for SBA's minority loans has 
been slowing, because of the high failure rate of SBA's loans, 
and because the number of loan applications disapproved 
should increase if attempts are made to reduce the high 
failure-probable failure rate, we question whether Federal 
efforts will result In significant increases in the number 
of successful minority-owned businesses in the Nation. 

DEGREE TO WHICH BUSINESSES FINANCED 
THROUGH OPERATION BUSINESS MAINSTREAM 
HAVE BEEN SUCCESSFUL 

Of the 845 minority-owned businesses receiving SBA loans 
drsbursed by the Chicago, Los Angeles, and Washington, D.C., 
district offices during fiscal years 1969 and 1970, we classl- 
fled 

--232, or 27.5 percent, as failures, 

--213, or 25 2 percent, having serious problems as 
probable failures, 

--260, or 30 7 percent, as probable successes, and 

--140, or 16.6 percent, as undeterminable. 
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We were unable--for purposes of comparison with the 
failure rate developed by our analysis--to locate publlshed 
statlstlcs which show failure rates for minority businesses 
or for small businesses In general. 

SBA’s Assistant Admlnlstrator for Minority Enterprise 
said the failure-probable fallure rate disclosed by our 
analysis was higher than he considered desirable. SBA’s 
district office offlclals at Los Angeles said the high 
failure-probable failure rate we found was unacceptable 

The Congress expressed concern about the increasing fall- 
ure rates of businesses assisted under the economic opportu- 
nity loan (EOL) program. The House Select Committee on Small 
Bus lness , in its report “Organlzatlon and Operation of the 
Small Business Admlnlstratlon,” dated April 19, 1972, recom- 
mended that SBA review Its criteria for-evaluating applicants 
for EOLs to reduce the loss rate on such loans. 

Criteria for classlfylng businesses 

The 443 minority-owned businesses which we analyzed had 
loans of about $18.4 mllllon Of these businesses, 171 had 
direct loans, 264 had SBA-guaranteed bank loans, and 8 had 
both direct and SBA-guaranteed bank loans. We classlfled 
each of the 443 businesses as either a probable success, a 
failure, a probable failure, or undeterminable from the fol- 
lowing criteria. 

Probable success 

1 Current In loan payments and operating at a profit 
as supported by the most recent financial statements 
which covered operations for some period after 
July 1, 1970. 

2. Current In loan paynents and having a good payment 
record, no lndlcatlons of problems, and a posltlve 
statement from either SBA or bank offlclals. 

Failure 

1 Llquldated or in llquldatlon and not operating 

2. In llquldatlon and operating at a deflclt with no 
evidence of being able to reverse the trend as 
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supported by either the most recent bank 
correspondence or the flnanclal statements which 
covered operations for some period after July 1, 
1970 

3. Original borrower sold or otherwise disposed of h1.s 
business because of lnablllty to operate success- 
fully (even though he may be making loan payments). 

Probable failure 

1. Delinquent in loan payments (over 60 days past due). 

2. Current In loan payments and operating with a defl- 
clt with no evidence of being able to reverse the 
trend as supported by either the most recent bank 
correspondence or the flnanclal statements which 
covered operations for some period after July 1, 
1970. 

3 In llquldatlon and operating without evidence of a 
recent payment his tory. 

Undeterminable 

1. Current In loan payments, but no flnanclal state- 
ments available at SBA (covering operations for 
some period after July 1, 1970) or no other evl- 
dence of successful operation. 

2 Loan payments presently deferred. 

3 In llquldatlon and operating with evidence of a 
recent payment history or at a proflt as supported 
by either the most recent bank correspondence or 
the flnanclal statements which covereh operations 
for some period after July 1, 1970 e 

4 Any other sltuatlon which does not fit the above 
criteria, and whose probable status cannot otherwise 
be determlned. 

Before we classlfled the sample of minority businesses, 
both SBA central office and dlstrlct offlce offlclals agreed 
that these crlterla were a reasonable basis for our classlfl- 
catlon 
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Results of classlflcatlon 

The results of our classlflcatlons of the 443 
businesses In our sample and the proJectIon of these results 
to the total number of mlnorlty businesses at the 3 SBA of- 

below. flees are shown 

Business status 

Probable success 
Failure 
Probable failure 
Undeterminable 

Total 

Number of businesses 
(note a) 

Sample Projection 

137 260 
116 232 
111 213 

79 140 

443 845 

Percent 

30.7 
27.5 
25.2 
16.6 

100.0 

aSee app. I for the classlflcatlons of businesses by office 
and for the sampling error In the proJectlons. 

Indlcatlons of business dlfflcultles were evident for some 
of the 79 businesses In our sample classlfled as undeterminable. 
For example, of the 79 businesses, 10 had deferred loan pay- 
ments and 8 were current In loan payments but showed losses 
on their most recent profit and loss statements which covered 
operations for some period after July 1, 1970. However, there 
was evidence that the eight businesses might be able to re- 
verse the loss trend and therefore were not classlfled as 
probable failures. Of the 79 businesses, 39 were current In 
loan payments but were classlfled as undeterminable because 
no financial statements were available. 

The businesses classlfled as probable successes include 
businesses having varying degrees of success. For example, 
of 42 businesses classlfled as probable successes for which 
full year profit and loss statements were available, 15 had 
net profits of less than $5,000, 13 had net profits between 
$5,000 and $10,000, 8 had net proflts between $10,000 and 
$20,000, and 6 had net profits of over $20,000. 
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REASONS FOR FAILURE 

We reviewed SBA and bank records and correspondence to 
find evaluative statements or comments bv SBA and bank offl- 
clals as to the reasons for the faxlure or probable failure 
of the 227 businesses so classlfled in our sample We Iden- 
tlfled reasons for 203 of the 227 businesses and classlfled 
them into categories sxnllar to those used in the Dun and 
Bradstreet annual reports on comprehensive studies of business 
failures The number of times each reason was identified 
with a business classlfled as either a probable failure or 
failure 1s shown below. Some of the businesses had more than 
one reason for failure or probable failure 

Reasons 

Number of 
businesses 

affected 

Lack of managerial capablllty (heavy operat- 
ing expenses, dlfflcultles with lnventor- 
les or receivables, and inadequate sales) 

Neglect (bad hablts and health and personal 
problems) 

Disaster (acts of God, thefts, and labor 
problems) 

Fraud by borrower (Irregular disposal of 
assets and false flnanclal statements) 

Mls cellaneous (reasons not covered by above 
categories, such as downturn In the gen- 
eral economy) 

Unknown 

155 

53 

37 

25 

54 
24 

We also attempted to ldentlfy the reasons for business 
success, but usually SBA’s records did not provide such in- 
formatlon because SBA personnel normally directed their at- 
tentlon to those businesses In dlffrculty 

RATE OF GROWTH IV THE NUMBER 
OF YIUORITY LOAVS SLOWING 

The chart below shows that Increases from year to year 
In the number of loans to mxnorltres have become more dlffl- 
cult to achieve after the lnltlal years of SBA’s mlnorlty 
enterDrlse effort The rate of growth in the number of SBA 
loans has been slowing 
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Increase in 
Number number of loans Percentage 

Fiscal year of loans over previous year increase 

1968 2,335 
1969 4,654 2,319 99 
1970 6,262 1,608 35 
1971 7,776 1,514 24 
1972 9,016 1,240 16 
1973 9,074 58 1 

Also the percent of minority loans in relation to total 
SBA loans has been declining annually Minorities received 
41 percent of all SBA loans in fiscal year 1970, 36.2 per- 
cent in fiscal year 1971, and 32 2 percent in fiscal year 
1972 These figures are exclusive of disaster loans 

On March 31, 1972, the SBA Administrator wrote to his 
regional directors and expressed his concern at SBA’s failure 
to maintain its level of minority enterprise loan activity. 
The Administrator pointed out that, although the number of 
total business loans had increased markedly, the same in- 
crease had not been reflected in minority loans. The Admin- 
lstrator called for greater efforts to increase minority 
loans 

CONCLUSION 

SBA and OMBE cited increases in the number of loans to 
minorities as a measure of success of the Federal effort to 
assist minority businesses Such a measure gives no recogni- 
tion to the fact that the Federal effort has a potential 
risk as well as a reward The risk is that minorities 9 en- 
couraged to go into business, may fail and be left deeply in 
debt and much worse off than before they received help A 
high percentage of failures must necessarily hdve an adverse 
effect on the creditability of the Federal minority enter- 
prise effort among the minority community, the public, and 
the Congress 

The negative effects of business failures offset in 
some degree the benefits of business successes Inasmuch as 
our analysis shows that the failure-probable failure rate of 
52 7 percent exceeds the success rate, it would seem a good 
time to give more attention to reducing the high 
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faalure-probable failure rate. We make a recommendation in 
chapter 3 regarding the reduction of the failure-probable 
failure rate 

We believe that SBA may find it dlfflcult to signlfl- 
cantly increase the number of loans to mlnoritles because 

1. The rate of growth for SBA’s mlnorlty loans has 
been slowing 

2 The current high rate of failures and probable 
failures could discourage many mlnorltles from re- 
questing loans. 

3 Attempts to reduce the rate of failures and probable 
failures by lmprovlng the crlterla for approving 
loans (see ch 3) should increase the number of loan 
applications which are disapproved 

For these reasons we question whether Federal efforts 
~~11 result In significant increases in the number of suc- 
cessful minority-owned businesses In the Nation 

AGENCY COMMENTS AND OUR EVALUATION 

Both the SBA Admlnlstrator and the OMBE Director ex- 
pressed concern about the failure rate on minority loans 
and noted that providing needed management assistance was 
the way to lower the failure rate 

The SBA Administrator (see app. II) stated that the 
EOL program, under which most of SBA’s mlnorlty loans are 
made p was established by the Congress as a more liberal loan 
program than other SBA loan programs and therefore the Con- 
gress must have understood that the EOL program would carry 
higher risks and would result 111 a higher failure rate than 
other programs 

We do not disagree with the Admlnlstrator that the 
Congress, in granting authority for the EOL program, prob- 
ably expected the loss rate to be higher than that for other 
SBA programs. The Congress, however, has expressed concern 
over the high loss rate of the EOL program. The House Se- 
lect Committee on Small Business, in its report “Organlzatlon 
and Operation of the Small Business Admlnlstration,” dated 
April 19, 1972, stated that 
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‘I* * * the laws governing such reconomlc oppor- 
tunity] loans require reasonable assurance of 
repayment With a 30-percent loan loss projec- 
tion ratio, * * * a delinquency ratio of 10 4 per- 
cent, and a loans in llquldatlon ratio of 11 9 per- 
cent * * * there appears to be some question 
whether this program IS being admlnlstered by the 
Administrator in accordance with the intent of 
Congress ” 

The SBA Administrator noted that the dlscusslon of 
failure rates was not complete without comparisons with fall- 
ure rates of small businesses In general and failure rates 
of nonmlnorlty businesses assisted by SBA. He also noted 
that our report did not consider the particular problems of 
a mlnorlty small businessman We agree that a comparison 
of the results of our analysis of the failure rate for ml- 
norlty businesses recelvlng SBA loans with either the failure 
rate for small businesses in general or the failure rate for 
nonmlnorlty businesses with SBA loans would have been mean- 
ingful, if such failure rates had been available. 

The Admlnlstrator may wish to consider developing in- 
formation on failure rates for nonmlnorlty businesses with 
SBA loans and lnformatlon on particular problems of minority 
businessmen to facllltate any future analyses of SBA’s loan 
programs 
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CHAPTER 3 

FACTORS INFLUENCING SUCCESS AND 

FAILURE OF MINORITY BUSIhTESSES 

We analyzed the 443 businesses in our sample to 
ldentlfy relatlonshlps that might exist between certain 
characterlstlcs of the owners, businesses, or type of 
flnanclng and the success or failure of the businesses 

We found that 

--Borrowers using loan funds to purchase exlstlng 
businesses were more successful than borrowers using 
funds to expand their exlstlng businesses or to start 
new businesses 

--Unfavorable business locations usually resulted in 
f allure 

--Businesses with bank loans were more successful than 
businesses with direct SBA loans. 

Relatlonshlps between business success or failure and 
other characterlstlcs, such as the owner’s past experience 
and equity in the business, were less slgnlflcant. However, 
a more detailed analysis at SBA’s Los Angeles district of- 
flee showed that the number of years of managerial experl- 
ence of the owner had a slgnlflcant relatlonshlp to business 
success 

Our analysis also showed that management assistance was 
provided to only about one-half of the businesses included 
in our sample that needed such assistance Furthermore, the 
assistance that was provided to businesses had little effect 
on improving the status of the businesses 

Of the businesses which received addltlonal loans, 
18 percent were classlfled as probable successes, whereas 
56 percent were classlfled as failures or probable failures 
Thus, provldlng an additional loan to a business appears to 
be of llmlted value in improving the chance of business 
success 
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Few of the businesses In our sample received 
8(a) procurement assistance 

BUSINESSES WITH BANK LOANS MORE SUCCESSFUL 
THAN THOSE WITH SBA DIRECT LOANS 

The percentage of businesses with SBA-guaranteed bank 
loans which wele classlfled as probable successes was more 
than twice that of businesses with SBA direct loans. (See 
chart on following page ) 

We spoke with bank and SBA offlclals about why busl- 
nesses with bank loans have a higher probable success rate 
than businesses with SBA direct loans. According to a bank 
official in Lo5 Angeles, bank branch managers have a better 
knowledge of the community than do SBA loan speclallsts, 
which 1s helpful in decldlng on the chance for success of a 
particular type of business 

According to an SBA official in Los Angeles (1) the 
loan officers have had to make many high-risk loans, because 
SBA has attempted to meet quotas for loans to mlnorltles, 
(2) banks have sufflclent personnel to check, in most cases, 
the borrower's background and experience by contacting per- 
sonal and business references, whereas SBA only does so on 
a limited basis, and (3) banks have enough staff to check 
the borrower's credit, whereas SBA relies on credit company 
reports which in many cases are not adequate. 

SBA offlclals In Chicago attributed the higher probable 
success rate of businesses with bank loans to the closer 
proxlmlty and greater rapport between the banks and their 
borrowers They also said that banks could respond much 
quicker to the additional financial needs of a borrower 

That businesses with bank loans have a higher probable 
success rate than businesses with direct loans 15 not un- 
expected The Small Business Act, as amended, prohlblts the 
making of a direct loan qf the financial assistance applied 
for 1s otherwlse avallable on reasonable terms SBA regula- 
tlons state that the unavallablllty of flnanclal assistance 
must be demonstrated by proof of refusal of the loan appll- 
cation by either the applicant's bank of account or, in 
cltles where the population exceeds 200,000, by not less 
than two banks Because SBA does not make a direct loan 
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DIRECTLOANS 
(171 bustnesses) 

// ///// /////// 
r---Y 
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PROBABLE ii;>;/////// 

BANKLOANS 
(264 businesses) 

TERMINABLE 

PROBABLE 

Note Eight businesses having both bank and direct loans were not Included In this sample 
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unless a bank has refused to make the loan, the risk 
associated with direct loans 1s higher than that associated 
with bank loans 

We also compared the size of a loan with business 
success or failure. As shown in the following table, almost 
as many businesses with loans of more than $25,000 were 
classlfled as probable successes as were classlfled as 
failures and probable failures combined For businesses 
with loans of $25,000 or less, combined failures and prob- 
able failures outnumbered probable successes by more than 
2 to 1. These results are probably due, In a large part, 
to the fact that most of the loans of $25,000 or less are 
SBA direct loans, whereas most of the loans over $25,000 
are bank loans. 

Size of loan 
$25,000 or under Over $25,000 

Number of Number of 
businesses Percent businesses Percent 

Probable success 
Failure 
Probable failure 
Undeterminable 

Total 

70 25 67 41 
86 31 30 18 
67 24 44 27 
55 20 24 14 
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BORROWERS PURCHASING EXISTING BUSINESSES 
MORE SUCCESSFUL THAN THOSE 
EXPANDING EXISTING BUSINESSES 
OR STARTING NEW BUSINESSES 

We classlfled the businesses included in our sample as 
new, expand existing, or purchase of exlstlng. A business 
was classlfled as purchase of existing if the borrower used 
the loan proceeds to buy a previous owner's business and 
carried on the business at the same location, as new If the 
borrower used the loan proceeds to start a new business, and 
as expand exlstlng if the borrower was already operating a 
business and the loan proceeds were used to expand the busl- 
ness. 

As shown in the chart on the following page, borrowers 
hho used the loan proceeds to purchase existing businesses 
were more successful than borrowers who used the loan proceeds 
to start new businesses or expand existing businesses. 

SBA offlclals told us of two possible reasons why busl- 
nesses classlfled as purchase of existing had the highest 
probable success rate First, because a business must have 
shown profltablllty before SBA will make a loan for its pur- 
chase, a viable market has already been established Second, 
the potential business purchaser often has had managerial 
experience in the same business he intends to buy or in a 
slmllar business Although SBA would consider these factors-- 
viable market and managerial experience--In making a loan to 
a borrower expanding his existing business, it apparently 
does not consider them as critical as in the case of a bor- 
rower purchasing an exlstlng business. 

BUSINESSES WITH UNFAVORABLE LOCATIONS 
USUALLY FAIL 

On the basis of SBA's analysis of such factors as market 
potential, competltlon in the area, vlslblllty of the busl- 
ness, and extent of crime in the area, we classlfled the loca- 
tions for 392 of the 443 businesses In our sample as either 
favorable, unfavorable, or unimportant Because of a lack 
of information in the files, we were unable to classify the 
locations of the other 51 businesses We generally classlfled 
a location as unimportant for manufacturing and construction 
businesses and for such businesses as consulting or trash 
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NEW EXPAND EXISTING 
(113 busmesses) (228 businesses) 

/////////// 
/////////// 
/////////// //////////// 

NDETERMINABLE 

UNDETERMINABL 

PURCHASE OF EXISTING 
(102 busmesses) 



removal firms that provide their services where the custom- 
ers are located 

As shown in the following table, 50 percent of the 
businesses with favorable locations were classlfled as fall- 
ures or probable failures, whereas 33 percent were classl- 
fled as probable successes Because most of the mlnorlty- 
owned businesses are ln low-income and high crime areas, 
these locations may be only relatively favorable Only 
14 percent of the unfavorably located businesses were clas- 
slfled as probable successes, whereas 64 percent were clas- 
sified as failures and probable failures Thus, although a 
favorable location did not guarantee business success, un- 
favorably located businesses usually were failures or prob- 
able failures. 

Location 
Inadequat.. 

Favorable Unfavorable Jnlmportant lnforma’lon 
iumber Percent Xumber Percent Number Percent Number Percent - - - ~ - - - -- 

Probable success 83 33 8 14 30 35 16 31 
Fallure 61 25 20 34 22 26 13 25 
Probable fallure 61 25 18 30 21 25 11 22 
Undeterminable 43 -lJ 13 22 12 14 11 22 - - - - 

Total 248 gg .s Aa ss &I 51 m 

RELATIONSHIPS OF OTHER CHARACTERISTICS 
LESS SIGNIFICANT 

The relationships of other characteristics (prior 
experience of owner, amount of owner’s equity, industry line, 
and working capital) to success and failure were less slg- 
nlflcant and contributed little to explaining why a busl- 
ness was a success or a failure. 

Prior experience 

We classlfled the prior work experience of the owners 
of the businesses Into one of four categories--managerial 
experience in a similar business, managerial experience in 
another type of business, other experience in a similar 
business, and all other experience 

As the following table shows, businesses whose owners 
had previous managerial experience were classified as prob- 
able successes at somewhat higher percentages than businesses 
whose owners had other than managerial experience 
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Managerial 
In a semi- 

la] business 
Number Percent - - 

Probable success 83 35 
Failure 54 23 
Probable failure 67 28 
Undeterminable 34 - 14 

Total &g 100 

Type of experience 
Managerial Other experl- 
m another ence In a slml- 

type of business lar business 
Number Percent Number Percent -- 

10 33 - - 28 27 
9 30 35 34 
7 23 19 19 
4 14 - - 21 20 

2 100 103 100 

All other 
experience 

Number Percent - ____ 

16 23 
18 25 
18 25 
19 27 - - 

z z 

Our analysis of the relatlonshlp of managerial experience 
to business success at the Los Angeles office lndlcated that 
the number of years of managerial experience of the owner may 
be a slgnlflcant factor in determInIng whether a business will 
succeed or fall As shown below, the success rate of busl- 
nesses whose owners had more than 5 years of managerial ex- 
perlence In slmllar businesses was more than double the 
success rate of businesses whose owners had 5 years or less 
of managerial experience In slmllar businesses. 

Managerial experience in slmllar business 
Specific time 

5 years or less Over 5 years undeterminable 
Number of Number of Number of 
businesses Percent businesses Percent businesses Percent 

Probable success 8 16 18 40 4 27 
Failure 2.5 49 7 16 6 40 
Probable f allure 12 23 14 31 1 6 
Undeterminable 6 12 2 13 4 27 - - - - - 

Total 2 100 si 100 - E G 

Equity 

No slgnlflcant relatlonshlp was evident between the 
amount of an owner's equity expressed as a percentage of 
total business assets and the success or failure of a busl- 
ness. However, some relatlonshlp was evident as the dollar 
amount of equity Increased Only 26 percent of the busl- 
nesses with owner equity of $11,000 or less were classlfled 
as probable successes, whereas 41 percent of the businesses 
with owner equity of over $11,000 were classlfled as probable 
successes 

Industry 

Of the 443 businesses In our sample, 207 were retall 
businesses and 164 were service businesses As shown 
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below, the probable success rate for these two types of 
businesses was about the same--32 percent for retall and 
30 percent for service 

Only 12 businesses In our sample were construction 
companies, and they had a probable success rate of 58 per- 
cent Manufacturing firms) with a probable success rate 
of only 19 percent, were the least successful 

Retal Servlre .ManufactuImlg Wholesale C0nstruct10n 
Number Percent Number Percent Number - - - - - Percent Number Percent Number Percent --- 

Probable 
succe55 67 32 49 30 8 19 6 32 7 58 

Fal lure 53 26 4s 27 11 27 4 21 3 25 
Probable 

f allure 50 24 37 23 lb 39 b 32 2 17 
Undetennmable 37 18 33 20 - 15 - - 15 - -5 - 2 - - - 

Total le! .&a Au u!l AL z E 100 Lz ,&I 

Inadequate working cap1 tal 

Our analysis did not ldentlfy any relatlonshlp be- 
tween inadequate working capital and business success or 
failure To determlne whether borrowers may have had 
inadequate working capital, we sent questionnaires to 1,252 
borrowers who received loans from the Chlcago, Los Angeles, 
and Washlngton offlces from April 1, 1968, through Decem- 
ber 31, 1970, asking them if they had received as large a 
loan as they had requested Of the 703 borrowers who 
responded, 135, or 19 percent, stated that the amount of 
the loan they received was less than the amount they re- 
quested At Chicago and Washington, 29 of the 59 borrowers 
who stated they received less than they requested owned 
businesses included In our sample (no lnformatlon was de- 
veloped on this matter at Los Angeles) Of these busl- 
nesses, 9 (31 percent) were classlfled as probable successes 
and 1.5 (52 percent) were classlfled as failures or probable 
fal lures. These rates are approximately the same as the 
overall rates for our sample. 

Possible reasons for 
lnslgnlflcant relatlonshlps 

Two possible reasons for the lnslgnlflcant relatlon- 
ships between some of the characterlstlcs analyzed and 
business success and failure are 



1 The lnformatlon on a characterlstlc may not be 
specific enough. As shown by our analysis of 
managerial experience, more specific information 
about a particular characterlstlc may facilitate a 
more meaningful analysis As a further example, 
rather than characterizing a business as a retall 
business, the important characterlstlc might be 
that the business was a grocery store. 

'2. Certain characterlstlcs may have no relatlonshlp. 

All possible characterlstlcs were not considered. 
Other characterlstlcs identified In the loan file, such 
as age and educational experience of the borrower, may be 
slgnlflcantly related to success or failure. To have de- 
veloped lnformatlon on all possible characterlstlcs and 
to have developed more specific lnformatlon on those 
characterlstlcs we did analyze would have required a pro- 
hlbltlve amount of effort In addition, the loan files 
were occasionally incomplete or the lnformatlon was In- 
sufflclent to make additional analyses. 
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APPLICATION OF SBA RESOURCES HAD LITTLE 
EFFECT ON IMPROVING CHANCES OF SUCCESS 
FOR MINORITY BUSINESSES 

A number of resources which can ald borrowers In 
developing or malntalnlng successful businesses are avall- 
able under Operation Business Mainstream These resources 
include management assistance provided by SCORE, ACE, sec- 
tion 406 contractors, and SBA personnel, the section 8(a) 
procurement program, and, where required, addltlonal fl- 
nancial assistance. Also, before July 1972, management 
assistance was available from section 406 grantees. The 
extent to which such resources were used for the businesses 
included in our sample and the relationship of such actlvl- 
ties to business success are discussed below 

Management assls tance 

Approximately 50 percent of the businesses that needed 
management assistance did not receive assistance. When 
management assistance was provided, It had little effect on 
lmprovlng business status or reversing a trend toward fall- 
ure Management assistance actlvltles are discussed In 
chapter 4 

Procurement assistance 

Under the section 8(a) procurement program, SBA enters 
into procurement contracts with other Federal agencies and 
then subcontracts the performance of the contracts to mlnor- 
Ity businesses. Only 15 of the 443 businesses received 
section 8(a) procurement assistance under 49 subcontracts 
having a total value of about $7.6 mllllon We classlfled 
four as probable successes, two as failures, five as prob- 
able failures, and four as undeterminable 

Of the 443 businesses, 207 (47 percent) were retall 
businesses None of these retall businesses receaved sec- 
tlon 8 (a) procurement assistance SBA reports show that 
most sectlon 8(a) subcontracts were awarded to construction, 
manufacturing, and service businesses. Thus a large number 
of xnlnorlty retail businesses apparently are not being 
helped by the section 8(a) procurement program 
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AddItional flnanclal assistance 

Additional loans are available to all borrowers under 
SBA programs, sublect to the following condltlon set forth 
in SBA’s National Dlrectlve 510-1A 

“An additional loan or a refunding loan shall not 
be made for the primary purpose of protecting an 
existing SBA loan. Addltlonal loans and refund- 
ing loans are sublect to the same credit standards 
as an original loan The loan report on an addl- 
tlonal or refunding loan shall include an expla- 
nation of why the first loan did not accomplish 
its intended purpose, whether an additional or 
refunding loan can accomplish It, and a penetrat- 
ing examination of the borrower’s flhanclal condl- 
tlon and repayment ability ” 

Of the 443 businesses, 74 had received two or more 
loans as of October 1971. Of the 74 businesses, 13 were 
classlfled as probable successes, 42 as failures or prob- 
able failures, and 19 as undeterminable. Because businesses 
classlfled as failures or probable failures outnumber those 
classlfled as probable successes by 3 to 1, providing an 
additional loan to a minority business appears to be of 
limited value in improving the chances of business success 

CONCLUSION 

Our review has demonstrated that slgnlflcant relatlon- 
ships exist between certain characterlstlcs of the buslness- 
man and his business and business success and failure The 
development of loan approval crlterla based on an assessment 
of owner and business characterlstlcs relating to business 
success and failure could possibly reduce the failure rate. 
The development of such crlterla should be based on an 
evaluation of businesses recelvlng SBA loans to identify 
those characterlstlcs most often related to success and 
failure 

RECOMMENDATION TO THE ADMINISTRATOR, SBA 

To provide greater assurance that loans are made for 
minority businesses with reasonable prospects for success 
and thus reduce the current high rate of failure and 
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probable failure, we recommend that SBA develop loan 
approval criteria based on an assessment of owner and 
business characterlstlcs relating to business success and 
failure Such crlterla could be developed using the re- 
sults of our review and analyses made by SBA or other or- 
ganlzatlons Involved in the mlnorlty enterprise effort. 

AGENCY COMMENTS 

The SBA Admlnlstrator agreed that more work ought to be 
done to Improve loan approval criteria. He noted that SBA’s 
Office of Planning, Research, and Analysis had made a 
relevant study and the results will be issued shortly. 
(See p. 73.) The Admlnlstrator agreed to continue efforts 
to identify the characterlstlcs of businesses and buslness- 
men that are related to business success or failure. 
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CHAPTER 4 

SBA 'IANAGEMENT ASSISTANCE HAD LITTLE 

IMPACT ON SUCCESS OF MINORITY BUSINESSES 

SBA management assistance actlvltles have had little 
impact on the success of minority businesses. Management 
assistance in solving business problems was not provided to 
about 50 percent of the businesses In our sample that had an 
ldentlfled need for such assistance. Even when assistance 
was provided, It had little effect on lmprovlng business 
status or reversing a trend toward failure. 

The ineffectiveness of management assistance provided 
appears to have been caused by the failure to provide timely 
assistance and by the possible Inferior quality of some of 
the assistance Also, because such business problems as 
vandalism, owner fraud, or owner illness may not be suscep- 
table to solution through management assistance, many busl- 
nesses may fall even if management assistance 1s provided 
more often and/or more effectively. 

IMPORTANCE OF MANAGEMENT ASSISTANCE 

SBA offlclals and others have emphasized the importance 
of management assistance In establlshlng and expanding suc- 
cessful mlnorlty businesses as illustrated by the following 
statements. 

SBA 

"SBA's management assistance programs are keyed to 
furthering the establishment, growth, and success 
of small businesses. The need for this assistance 
can be polnted up by failures that occur In the 
small business community every year 

"It 1s estimated that 9 out of every 10 business 
failures are due to managerial deflclencles. 
These dlscontlnuances represent a tremendous eco- 
nomic loss for the small business economy ilany 
of these business failures probably could have 
been avolded If the small business owner had re- 
celved the necessary management assistance at 
the appropriate time. 
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“Therefore, one of the major ObJectlves of the SBA 
1s to remedy this sltuatlon * * * we work to 
strengthen the management capabilities of small 
bus lnessmen I’ 

President’s Advisory Council on 
Mlnorlty Business Enterprise 

“The need for extensive management and technlcal 
assistance 1s not unique to mlnorlty business * * * 
However, the health of minority businesses tends to 
be more precarious due to the extensive managerial 
and technical deficits characterlstlc of mlnorlty 
entrepreneurs In general, these deflclts stem 
from a lack of formal business training. Other 
causative factors Include the absence of an 
enduring entrepreneurial tradition, failure to 
f lnd meaningful managerial employment, the typical 
undercapltallzatlon of minority businesses, which 
leaves less room for error and little or no money 
for necessary assistance, as well as the unavail- 
ability of self-help alds for the minority buslness- 
man who seeks to develop 111s business sl-,lll~.~~ 
(“Mlnorlty Enterprise and Expanded Ownership Blue- 
print for the 70’s,” June 1971, p. 52 ) 

OPlBE 

“The plight of the minority entrepreneur 1s espe- 
cially desperate because he may not even know 
where to turn for technical assistance or may not 
feel he can afford It It 1s important that he 
be directed to sources of assistance not only 
while he 1s setting up his business, but also on 
a contlnulng basis so that help will be avall- 
able to cope with the problems as they arise ” 

Both the SBA Administrator and the Assistant Admlnlstra- 
tor for fllnorlty Enterprise have stated that an increase In 
management assistance 1s necessary to reduce the high failure 
rates for minority businesses. 
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SBA MANAGEMENT ASSISTANCE 
AVAILABLE TO MINORITIES 

Various types of management assistance are avallable to 
minority bu-lnessmen through various SBA programs. Buslness- 
men and potential businessmen can learn management tech- 
niques by attending SBA-sponsored general management 
instruction courses and workshops. A potential borrower can 
receive assistance In putting together his loan appllcatlon 
package from minority enterprise representatives or loan 
officers. 

During loan processing the potential borrower's manage- 
ment ablllty may be evaluated by a SCORE volunteer or an SBA 
management assistance officer. An evaluation of management 
ablllty 1s required for each applicant for a direct EOL and 
may be made for any minority loan applicant. The purpose of ~ 
the evaluation 7s to Identify exlstlng or potential defl- 
clencles In such functions as recordkeeplng or advertlsmg, 
which Indicate a need for management assistance. The loan 
officer processing the business loan appllcatlon may also 
Identify deflclencles which lndlcate a need for management 
assistance 

After a loan 1s made, SBA employees are required to 
service the loan so that they may be informed regarding the 
borrower's operations and flnanclal status. Business problems 
may be identified during vlslts to the borrower or through a 
review of flnanclal statements submltted by the borrower. 

SBA also calls on SCORE volunteers and section 406 con- 
tractors to identify business problems. A section 406 con- 
tractor often spends a few days maklng a management evaluataon 
In which he studies the history, problems, and prospects of 
a business and then recommends the amount of assistance needed 
to resolve the problem ldentlfled (for example 3 days of man- 
agement assistance in merchandlslng and advertlslng). SCORE 
volunteers follow a slmllar procedure but generally spend less 
time on an evaluation than the sectlon 406 contractors 

The primary SBA sources of management assistance to solve 
ldentlfled problems of mlnorlty borrowers are section 406 con- 
tractors. Borrowers may also obtain assistance from SCORE and 
ACE volunteers, community organlzatlons, banks, and other prl- 
vate sector sources Before July 1972, assistance was also 
avallable from section 406 grantees 
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MANAGEMENT ASSISTANCE PROVIDED TO 
ONLY 50 PERCENT OF MINORITY BORROWERS 
WITH IDENTIFIED NEEDS 

Of tne 443 businesses in our sample, SBA personnel, 
section 406 contractors and grantees, and SCORE volunteers 
had Identified 224 that needed management assistance. SBA 
records showed that management assistance had been provided 
to only 111 of these 224 businesses. 

We Identified the following reasons for the limIted 
amount of management assistance provided to solve the identr- 
fled problems of minorrty borrowers (1) the amount of sec- 
tion 406 management assistance available to borrowers is 
minimal, (2) SBA frequently calls on 406 contractors to 
identify problems, thus leaving the contractors with less 
time to assist in solving the problems Identified, (3) SBA 
infrequently calls on volunteer personnel to assist in 
solvrng identified problems, and (4) borrowers are often 
reluctant to accept management assistance. 
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Mlnlmal section 406 management assistance 
avallable to borrowers 

The sectlon 406 management assistance available to 
mlnorlty borrowers has been mlnlmal. The number of section 
406 contractors and grantees available to provide assistance 
during fiscal years 1969 through 1972 In each of the three 
SBA offices Included In our review and the dollar amounts of 
the contracts and grants are shown below. 

Fiscal year 
1969 1970 1971 1972 

Number Amount Number - Amount Number Amount Number Amount - - - - 

(000 omitted) (000 Omlttea) (000 omlttea) (000 0i2ltteai 

406 contractors 
WashIngton 
ChIcago 
Los Angeles 
Yat10m.l 

(note a) 

Total 

$ - 3 $ 37s 2 $212 
2 250 1 185 
3 325 2 283 

1 250 - - 

1 $ 250 8 $ 950 S $680 - = 

406 grantees Washington 3 $143 2 s 82 2 % 181 4 $119 
ChIcago 1 79 
Los Angeles 1 9s 2 84 1 129 2 66 
Uatlonal (note a) 1 - 19 3 897 I 900 2 - 189 

Total d $336 - L .$u " $&2& i? $374 

aThese grantees and contrutors prowled sen-ices to one or more of the three offlces and to other SBA offices 
across the country 

The section 406 contractors shown above not only pro- 
vlded assistance to mI.norlty buslnessmen in the areas served 
by the three offices we reviewed but also assls ted minority 
businessmen in the remainder of each of the three SBA regions 
in which the offices are located. For example, Washington 
1s In SBA region 3 which also Includes Delaware, Maryland, 
Vlrglnla, West Vlrglnla, and Pennsylvanla. (Chicago 1s in 
SBA region 5, and Los Angeles 1s In SBA region 9.) 

On the basis of an average cost of $186 per man-day 
(calculated from the costs of section 406 contract services 
in the three cltles), the $212,000 avallable In SBA region 3 
for fiscal year 1972 should have provided about 1,120 man- 
days of contractor services, the $185,000 avallable in 
region 5 should have provided about 1,080 man-days, and the 
$283,000 available in region 9 should have provided about 
1,320 man-days. As of April 30, 1972, about 1,478 mlnorlty 
loans were outstanding In region 3, 2,469 in region 5, and 
2,525 In region 9. If one-half of the borrowers of these 
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loans had ldentlfled needs for assxstance (as was the case 
In our sample), sectlon 406 contractors could have provided 
only an average of slightly more than one man-day of asslst- 
ante for each borrower with ldentlfled needs. 

Section 406 grantees spent much of their time doing such 
things as ldentlfylng opportunltles for mlnorlty buslnessmen 
and aiding them In preparing loan appllcatlons rather than 
provldlng management assistance to meet ldentlfled needs. 

Our review of the actzvltles of these section 406 grant- 
ees operating in Los Angeles showed that two were emphaslzlng 
assistance In helping mlnorltles obtain loans, rather than 
assistance, after the loans had been received. Our review 
of the actlvltles of two section 406 grantees In Chlcago 
showed that one had llmlted Its actlvltles to helping mlnor- 
ltles obtain loans. 

In addltlon to provldlng various types of assistance to 
mxnorlty businessmen wzth SBA loans, section 406 grantees 
and contractors provided assistance to mlnorlty businessmen 
who did not have SBA loans. This placed further demands on 
the mlnlmal resources available. 

Section 406 contractors often called on 
to ldentlfy problems rather than solve them 

SBA’s Washlngton office frequently called on these con- 
tractors to ldentlfy problems of mlnorlty businesses, leav- 
ing the contractors with less time to ass 1s t In solving the 
problems ldentlfled. During fiscal years 1970 and 1971, 
these contractors provided servxces to 32 borrowers on 48 
occasions. Of the services provided on these occasions, 28 
were management evaluations to ldentlfy problems and only 
20 were directed toward furnishing needed assls tance. In 
Los Angeles and Chicago, however, these contractors were 
called on prlmarlly to furnish assistance In solving lden- 
tlfled business problems. Problems were ldentlfled mainly 
by SBA and volunteer personnel. 
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Volunteer personnel infrequently called on 
to assist In solving ldentlfled problems 

At each of the three offlces included in our review, SBA 
had infrequently called on SCORE volunteers for assistance, 
and the services that such personnel provided generally did 
not Involve solving ldentlfled problems of SBA mlnorlty 
borrowers. Also we found evidence of only two borrowers in 
our sample who had received management assistance from ACE 
volunteers. SBA offxclals informed us that ACE volunteers 
had served as lecturers and instructors at SBA-sponsored 
seminars and tralnlng courses and that they were reluctant to 
call on these volunteers to help resolve identified business 
problems because of possible conflicts of Interest. For 
example, if a borrower needed accounting ass1.s tance, an ACE 
volunteer accountant might recommend continued assls tance 
from hlmself on a fee-for-service basis. 

As of December 1971, 72 SCORE volunteers served the 
Chicago dlstrlct and 118 SCORE volunteers served the 
Los Angeles dls tract. As of March 1972, 40 SCORE volunteers 
served the Washington dlstrlct. 

SBA offlclals at each of the three district offices 
brought to our attention the Infrequency with which SBA calls 
upon SCORE volunteers. A Washington dlstrlct office offlclal 
informed us in November 1971 that only 6 to 8 of the 40 vol- 
unteers were actually providing ass 1s tance. A Chicago offlce 
offlclal and a SCORE volunteer polnted out that the SCORE 
caseload was not very substantial and that volunteers fre- 
quently complalned about the lack of work. A Los Angeles 
offlce offlclal told us we would find few instances of SCORE 
assistance for minority businessmen. 

We found evidence of only 40 postloan contacts by SCORE 
volunteers with the minority borrowers In our sample. Of 
these contacts, 22 were management evaluations and 18 in- 
volved assistance to the borrower in solving problems. Ac- 
cording to SBA district offlce offlclals, SCORE volunteers 
usually do not assist borrowers In solving business problems 
and most contacts with borrowers are generally llmlted to 
1 hour of counseling. According to a Washington dlstrlct 
office official, although SCORE volunteers ldentlfy problems 
and counsel and advise borrowers, such assls tance usually is 
not sufflclent, by itself, to bring about business success. 
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He stated that such success would usually depend on addltlona 
assistance from sectlon 406 contractors or from consultants 
pald by the borrower. A Los Angeles dlstrlct offlce offlclal 
told us SCORE volunteers did not usually get Into the details 
Involved In solving problems. 

Offlclals at each of the three SBA offices and represent 
tlves of several sectlon 406 grantees dIscussed the charac- 
terlstlcs of volunteers which llmlted their usefulness In 
provrdlng ass 1s tance to mlnorlty borrowers. They stated 
that most of the SCORE volunteers were retired nonmlnorltles, 
many of whom held posltlons In large companies, rather than 
small businesses. 

The SBA offlclals said that SCORE volunteers had been 
reluctant to go to the ghetto to vlslt a borrower at his 
place of business. Instead, much of the counseling was done 
at the SBA dlstrlct office. They also stated that SCORE 
volunteers had not been able to communicate effectively with 
mlnorltles and thus mlnorlty businessmen had not been 
receptive to SCORE assistance. 

These problems relative to volunteer assistance were 
discussed In the report to the President by the Advisory 
Council on Minority Business Enterprise, dated June 1971. 
Referrlng to the need for management assistance, the report 
stated 

“While It 1s generally accepted that assistance 
to mlnorlty businesses 1s essential, It 1s often 
maintained that efforts In the past, as a whole, 
have not been successful. Either aid has not 
been avallable in the quantity or variety to 
help business in a fully systematic way, or a 
specialist in one area finds hlmself deployed 
In an entirely different field. As a rule, gen- 
eral business knowledge 1s most common among 
volunteer consultants and It may not be 
adequate to handle speclallzed problems that 
may arise. 

“Another weakness in current assistance efforts 
may be due to a lack of effective communlcatlon 
between businessmen who look for help and the 
lndlvlduals who volunteer to give aid A close 
contlnulng relatlonshlp between client and 
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counselor 1s crucial to the success of their ef- 
forts, but such a relatlonshlp has been dlfflcult 
to malntaln in tradltlonal volunteer programs. 
The frequent crises of day-to-day operations 
affllctlng the mlnorlty businessmen make quick 
access to assistance crltlcal, and yet the vol- 
unteer nature of most assistance programs has 
made quick access dlfflcult and sometimes lm- 
possible." 

According to the Assistant Administrator for Mlnorlty 
Enterprise, a volunteer program 1s useful but generally IS 
not adequate to meet the management assistance needs of 
mlnorlty borrowers. 

Borrowers are reluctant to accept 
management assistance 

Offlclals at each of the three SBA offlces included in 
our review Informed us that the reluctance of mlnorlty 
borrowers to accept assistance was one of the maJor problems 
in developing adequate management assistance programs. One 
factor causing this problem may be the aforementioned dlf- 
faculty In establlshlng rapport between SCORE volunteers 
and mlnorlty borrowers. 

SBA offlclals In Los Angeles told us that few borrowers 
were interested In management assistance. They said that a 
recent dlstrlct office survey of borrowers revealed that less 
than 3 percent would accept management assistance, if offered. 
A SCORE volunteer In ChIcago said the reluctance of borrowers 
to request assistance had been a major problem. 

To take advantage of SBA management assistance programs, 
a borrower must sign release forms which give the volunteer 
or contractor access to the borrower's loan file and which 
remove volunteer or contractor llabllxty for bad advice. 
Peat, Marwlck, Mitchell 4 Co., In a report dated April 26, 
1971, on the results of its management study of SBA, noted 
that many SBA clients refused to sign the form necessary to 
secure SCORE volunteer assistance. 

According to a Washlngton district office official 

--most borrowers have to be pressured into accepting 
management assistance, 
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--most requests for assistance come from nonborrowers, 

--potential borrowers sometimes agree to accept manage- 
ment assistance, because they think the appearance 
of being wllllng to accept assistance will help them 
get a loan, 

--borrowers often fall to appear for assistance appolnt- 
ments after the loan IS made, and 

--borrowers who are delinquent In loan payments and 
who need management assistance often fall to appear 
for appointments to avoid contact wI.th SBA. 
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MANAGEMENT ASSISTANCE INEFFECTIVE 

Management assistance provided to mlnorlty businesses 
to help solve their identified business problems had little 
effect on Improving business status or reversing a trend 
toward business failure. We determined the status of the 
111 businesses included in our sample which received manage- 
ment assistance and found that only 24 were classified as 
probable successes, whereas 69 were classlfled as failures 
and probable failures. 
follow. 

The results of our classlflcatlon 

Status 

Probable success 
Failure 
Probable failure 
Undeterminable 

Total 

Information on the 

Businesses which received 
management assistance 

Number of 
businesses Percent 

24 22 
28 25 
41 37 
18 16 

111 J&l 

nature and/or extent of the assist- 
ante provided by SCORE volunteers, sectlon 406 grantees, and 
other nonsection 406 contractor sources was limited In many 
cases. We analyzed the effectiveness of the management 
assistance provided by section 406 contractors to 44 busl- 
nesses in our sample because reports submitted to SBA by 
these contractors included more detailed lnformatlon on the 
nature and extent of the assistance provided 

As shown below, of the 44 businesses, only 6 (14 per- 
cent) were classified as probable successes, a lower probable 
success rate than the 22 percent applicable to all businesses 
which received management assistance. 
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Status 

Businesses which received 
section 406 contractor 

assistance 

Number of 
businesses Percent 

Probable success 6 14 
Failure 9 20 
Probable failure 19 43 
Undeterminable 10 23 - 

Total 

We also compared the loan repayment status of busl- 
nesses before and after contractor assistance was provided 
to determine whether the status had improved after recelvlng 
assistance. The loan status at the time the assistance was 
provided was considered to be the “before” status, the status 
at the time of our review was considered to be the “after” 
status. The time lapse between the time assistance was 
provided and the start of our review for the 44 businesses 
that received assistance 1s shown below. 

Time lapse 
(nearest month) 

Number of businesses 

0 to 2 months 2 
3 to 6 months 21 
7 to 12 months 16 
over 13 months 5 

The results of our analysis of changes in loan repayment 
status after section 406 contractor assistance are shown be- 
low 
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Change in loan status 
Number of 
businesses Percent 

Improvement 
Deferred to current 
Delinquent to current 

3 
1 - 

Total 4 9 

No Change 
Current 
Deferred 
Delinquent 

15 
1 
8 - 

Total 24 55 

Deterloratlon 
Current to delinquent 
Current to llquldatlon 
Deferred to delinquent 
Deferred to llquldatlon 
Delinquent to llquldatlon 

4 
3 
2 
1 
6 - 

Total 16 36 - 

Total 44 100 

Of the four businesses which improved in loan repayment 
status, none were classlfled as probable successes, two were 
classlfled as undeterminable, and two as probable failures. 
Of the 24 businesses which showed no change in loan repay- 
ment status, 15 were businesses with a “current” status at 
the time of assistance. Of these 15 businesses, 6 were 
classlfled as probable successes, 6 as undeterminable, and 
3 as probable failures. 

The lneffectlveness of management assistance provided 
appears due to the fact that timely assistance 1s not provided 
because of Inadequate loan-servlclng actlvltles Also cer- 
tain business problems may not always be susceptible to 
solution through management assistance 
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Tlmelv assistance not Drovlded 

Assistance 1s often provided to a business too late to 
have an effect on lmprovlng the status of the bu;lness or 
reversing a trend toward business failure. In many Instances 
the management assistance provided was not timely because In- 
adequate loan servlclng prevented the problems from being 
ldentlfled at an early date 

Offlclals of both of the sectlon 406 contractors with 
whom we talked in Los Angeles said many of the businesses 
they assisted were too deep In financial trouble to benefit 
from assls tance This problem was noted by Arthur Young G 
Company In its study report entitled “An Independent Evalua- 
tlon of Programs Funded with Fiscal Year 1969 Funds under 
Section 406 of the Economic Opportunity Act” dated Novem- 
ber 12, 1970 The report stated 

I’* * * that much of the contract work orders were 
placed in an effort to ‘ball out’ a client, fre- 
quently an lndlvldual or organization already in 
default on SBA loans This 1s normally a lost 
cause and a contractor who attempts to provide 
technical or management assistance under such 
circumstances cannot hope to be very successful ” 

In addition, SBA offlclals at both Washington and 
Chicago have stated that SCORE volunteers provide assistance 
to businesses which are In such poor condltlon that they 
cannot benefit from the assistance 

SBA cannot provide management assistance until the prob- 
lems of a business are ldentlfled SBA loan-servicing per- 
sonnel have primary responslblllty for early ldentlflcatlon 
of potential and actual business problems of minority busl- 
nessmen. Banks also assume partial responslblllty for serv- 
lclng many of the loans they make. 

One of the primary ways to identify a borrower’s prob- 
lems 1s to vlslt his business Our analysis of loan-servicing 
actlvltles applicable to the 443 businesses through October 
1971 showed that SBA personnel made infrequent loan-servlclng 
vlslts and that lnltlal vlslts were often not made within the 
required period SBA procedures, In effect between the dates 
the loans were made and the date our review was made, required 
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that lnltlal loan-servlclng vlslts be made to borrowers with 
direct section 7(a) business loans at the earliest feasible 
date within 6 months of loan disbursement and to borrowers 
with direct EOLs wrthln 60 days of disbursement Businesses 
with SBA-guaranteed loans- -section 7(a) loans or EOLs--serv- 
iced by banks are to be visited by SBA at least once during 
the first year We made our analysis In October 1971--15 
months after the latest date (June 30, 1970) that a loan in 
our sample was disbursed. 

Of 152 businesses with direct EOLs, 108 were not vlslted 
within 60 days after loan disbursement Of the 108 busl- 
ness es, 15 were never visited and 14 were not visited until 
more than 1 year after loan disbursement. Of 69 businesses 
with SBA-guaranteed EOLs, 20 were ne‘ver visited. Of the 
remaining 49 businesses, 11 were not visited until more than 
1 year after loan disbursement. 

Of 19 businesses with direct section 7(a) loans, only 
7 were visited by SBA within 6 months of loan disbursement, 
5 were not visited until more than 1 year after loan dls- 
bursement, and 6 were never visited Of 195 businesses with 
SBA-guaranteed section 7(a) bank loans, 34 were not visited - 
until more than 1 year after loan disbursement and 76 were 
never vlslted. We did not analyze the loan-servlclng actlvl- 
ties for the eight businesses with both direct and guaranteed 
loans. 

An additional delay in provldlng assistance was noted 
at the Washington dlstrlct office where the time lapse be- 
tween the date a borrower’s need for management assistance 
was ldentlfled and the date that sectxon 406 contractor as- 
sistance was provided was 4 or more months In 11 of 17 in- 
stances We could not determine when assistance was provided 
In three other instances. During the many months between 
the date that a borrower’s need for assistance 1s ldentlfled 
and the date that assistance IS provided, the position of 
his business could deteriorate 

Our review of bank records and dlscussrons with bank 
offlclals showed that many banks did not make servicing 
vlslts to minority businessmen with SBA-guaranteed loans. 
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We obtained information from 27 banks in Chicago on 
their loan-servlclng activities. Officials at three of the 
banks told us that no servicing visits had been made to 
borrowers ’ places of business and that servicing had been 
done either by telephone or during a borrowerss vzsit to 
the bank At 15 banks we were told that the frequency of 
visits to borrowers depended upon their needs for assistance, 
nine other banks required a certain minimum number of visits 
to each borrower 

The records at 11 banks for 102 businesses showed that 
bank personnel had not made servicing visits to 58 of the 
businesses. Bank officials informed us that 46 of the 
58 businesses had been visited one or more times but that 
information on the visits had not been recorded 

The records of Washington banks for 52 businesses showed 
that 42 had not been visited by bank personnel Bank offi- 
cials informed us that most of the contact they had with the 
borrowers occurred at the bank rather than at the borrowers+ 
places of business They stated also that the costs of 
administering minority loans exceeded the related lnteres t 
income and that public relations was the maJor consideration 
in making loans to mlnorlties 

The records of Los Angeles banks we visited showed that 
few or no visits had been made Officials at some of these 
banks said they did not make servlclng visits, and officials 
at other banks told us they did not keep records of visits 
that had been made 

In regard to bank servicing, Peat, Marwick, Mitchell 
E Co stated 

“The quality of loan servicing by banks under 
the guarantee program has been extremely variable 
* * * Many banks ignore this function even though 
it is a required part of the guarantee contract 
More ove r , during periods of ‘tight money’ there 
is even less inducement to carry out the servicing 
function since it 1s not associated with further 
bank business development activity ” 
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In April 1969 we reported certain weaknesses in loan 
servicing and management assistance to the Congress ' In 
that report, we concluded that SBA should pursue a more ac- 
tive loan-servicing program to identify borrowers requiring 
management assistance In notifying us of corrective action 
taken to resolve the problem noted in that report, the SBA 
Administrator stated on November 5, 1968, that loan- 
servicing visits within 60 days of loan disbursements had 
been established as a requirement for direct EOLs. Our 
current review showed that the loan-servicing problem had 
not been resolved 

SBA officials at each of the three district offices in- 
formed us that the offices did not have sufficient personnel 
to meet the requirements for loan-servicing visits. The 
SBA Administrator, in testimony before the Subcommittee on 
Small Business of the House Committee on Banking and Cur- 
rency on April 19, 1971, acknowledged that some minority 
business failures could be related to the fact that SBA did 
not have the personnel or money to give the full supportive 
services needed during the first 90 days after a loan was 
made He stated that 

"When you stop and consider the increase that we 
have had in our loan portfolio, the total number 
has gone up at an astonishing rate. An increase 
in our personnel to provide supportive services 
* * * has not occurred and the result 1s a lack 
of supportive services to borrowers. During the 
critical period, which is the first 90 days after 
a loan is made, * * * we have not been able to 
provide service to the degree we would like " 

The President's Advisory Council on Minority Business 
Enterprise also noted the problem of provldlng adequate 
loan servicing in its report of June 1971 In commenting 
on assistance needs of minority businesses in general, the 
Council pointed out that an effective system for monitoring 
potential problems of minority businesses and for encourag- 
ing the formulation of preventive safeguards had not been 
developed. 

'"Survey of Economic Opportunity Loan Program Shows Need for 
Improved Adminlstratlon and Increased Effectiveness" 
(B-130515, Apr 23, 1969) 
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From Jhne through December 1971, SBA increased from 461 
to 565 the total number of professional loan-servicing per- 
sonnel in its field offices In testimony before the House 
Select Committee on Small Business on September 21, 1971, 
the SBA Administrator said th_e increase in personnel would 
provide early recognition of business problems and would 
enable remedial measures to be taken before a borrower is 
in serious trouble 

Before the Subcommittee on Minority Small Business En- 
terprise of the House Select Committee on Small Business on 
April 26, 1972, the SBA Administrator testified that the 
emphasis on loan administration activities had some effect 
In decreasing the “trouble rate” of EOLs but that SBA was 
still weak in this area because of a shortage of persormrel. 

In May 1972 SBA revised its directives to require that 
initial loan-servicing visits to direct EOL borrowers be 
made not more than 6 months from the initial disbursement 
unless for some reason the visit is waived The revised 
procedures state that, if payments are current and financial 
statements indicate a satisfactory condition, subsequent 
visits need not be made except as some specific circumstances 
might warrant 

An SBA official informed us that the requirement that 
initial loan-servicing visits to borrowers with direct EOLs 
be made within 60 days of loan disbursement had been changed 
because the district office staffs were having great diffi- 
culty in complying with this requirement He stated that 
the increase in the number of loans had offset the increase 
in the number of loan-servicing personnel 

In a May 1973 SBA circular sent to the field offices, it 
was noted that loan-servicing officers had misinterpreted 
the new requirement. The circular stated 

“It appears that field visits in direct loan 
situations have become rare exceptions and in the 
Guaranty Program, are nonexistent. It is very 
clear that many more are required than are being 
made at present ” 
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Business problems may not be susceptible 
to management assistance 

Management assistance may not be effective when such 
business problems as vandalism, owner fraud, or illness of 
the owner are causes of business failure. Businesses having 
such problems may have falled even if the owner was a capable 
manager or if frequent effective management assistance had 
been provided. 

As discussed earlier in this report (see p ZZ), we 
recorded the reasons identified by SBA or banks for the 
failure or probable failure of businesses in our sample and 
classlfled them into five categories* neglect, fraud, lack 
of managerial capability, disaster, and other. We also 
analyzed the reasons for business failure and probable fall- 
ure to dlstlngulsh between sltuatlons lnvolvlng a lack of 
managerial capablllty and sltuatlons where other reasons were 
involved In addltlon to the lack of managerial capability 
or where managerial capablllty was not a factor. The results 
of our analysis are summarized below. 

Reasons relating to failure or 
probable failure 

Businesses 
Number Percent 

’ Lack of managerial capability only 67 29.5 
Lack of managerial capability and other 

factors 88 38.8 
Other factors only 48 21.1 
Unknown factors 24 10.6 

Total 227 100 0 

Of the 203 businesses in our sample for which reasons 
could be ldentlfled, 136 either had one or more problems in 
addltlon to a lack of managerial capability or the problems 
ldentlfled did not include a lack of managerial capability 
Therefore, even If management assistance could solve those 
business problems related to managerial capability, these 
136 businesses would have had other problems which manage- 
ment assistance could not solve 
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CONCLUSIONS 

SBA’s management assistance actlvltles have had little 
effect In preventing a high failure rate for mlnorlty busl- 
nesses Management assistance has been lneffectlve partly 
because many businesses have not received needed assistance 
The following factors have contributed to this problem the 
mlnlmal sectlon 406 management assistance available to bor- 
rowers, the use of sectlon 406 contractors to ldentlfy 
problems rather than to assist in solving them, the lnfre- 
quent use of volunteer personnel to assist In solving ldentl- 
fled problems, and the reluctance of many minority borrowers 
to accept ass is tance. 

The expanded program of management assistance OMBE 
initiated in the latter part of fiscal year 1972 (see ch 5) 
may supplement the management assistance resources available 
to SBA and Its mlnorlty borrowers. 

Management assistance, even when provided, was lneffec- 
tive Our review disclosed a 69-percent failure/probable 
failure rate after businesses had received management assist- 
ante The lneffectlveness of the assistance that was pro- 
vided appears to have been due to the failure to provide 
timely assistance This failure stems mainly from SBAss 
and the banks’ Inadequate loan servlclng SBA’ s extens Ion 
of the period during which Initial visits to dzrect EOL bor- 
rowers must be made from 60 days to 6 months 1s unlikely 
to contribute to more effective loan servicing for mlnorlty 
borrowers 

Because some business problems may not be solved by 
management assistance, some businesses may fall even if 
SBA strengthens Its management assistance actlvltles so that 
assistance 1s provided more often and/or more effectively 
However, If SBA improves Its loan selectlon process by 
developing loan approval crlterla based on an assessment of 
the characterlstlcs of businessmen and their businesses that 
are related to business success and failure (see recommenda- 
tlon In ch 3)) the frequency that these problems occur may 
be reduced For example, if more of the businesses with 
loans nave favorable locations, then vandalism and theft may 
contribute to fewer business failures 
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RECOMMENDATIONS TO THE ADMINISTRATOR, SBA 

To improve the effectiveness of management assistance 
provided to mlnorlty businessmen, we recommend that SBA 

--Place greater emphasis on ldentlfylng managerial 
deflclencles before loan approval and on making the 
acceptance of needed management assistance a condl- 
tlon of the loan. 

--Require that managerial deflclencles be resolved be- 
fore loan disbursement when short-term training can 
resolve the problem. 

--Use loan servicing, whenever possible, to identify 
problems so that section 406 contractors may devote 
their time to solving problems. 

--Require loan-servicing vlslts to all minority bor- 
rowers wlthln the crltlcal first 90 days after loan 
disbursement. 

--Establish procedures to insure that the required - 
Initial loan-servicing vlslts are made and that sub- 
sequent vlslts are made as needed. 

--Monitor and evaluate the adequacy of each partlclpat- 
lng bank’s servlclng of SBA-guaranteed loans to 
mlnorltles and, when a bank’s servlclng 1s inadequate, 
assume the responslblllty for servlclng. 

--Identxfy methods to engage volunteers more frequently 
in solving, rather than ldentlfylng, problems 

--Monitor and evaluate the effectiveness of the asslst- 
ante provided by each section 406 contractor to re- 
move ineffective contractors from the program 

AGENCY COMMENTS 

The SBA Admlnlstrator did not speclflcally agree or 
disagree with our recommendations regarding management 
assistance However, he noted that, within the constraints 
of Its resources, SBA would make every effort to improve the 
efflclency and effectiveness of Its management assistance 
services 

59 



The Admlnlstrator made the following comments on our 
recommendations 

--SBA 1s using all of its section 406 funds for con- 
tracts to provide speclflc assistance on the spot, 
as needed, after the problems have been identified 
by SBA employees or volunteers 

--SBA 1s In the process of restructuring Its evaluation 
of and Its involvement in the loan-servlclng techniques 
of partlclpatlng banks 

Finally, the Admlnlstrator noted that lnnovatlve thought 
was needed for management assistance and that SBA was con- 
sidering improvements within its fiscal constraints He 
said that a pilot program had been initiated In which unl- 
verslty students would counsel small businessmen and would 
receive academic credit for their work. 
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CHAPTER 5 

OMBE's EXPANDED PROGRAM OF 
TECHNICAL AND MANAGEMENT ASSISTANCE 

During fiscal year 1972 OMBE initiated an expanded 
program of technical and management assistance for mlnorlty 
enterprise. The program 1s essentially an enlarged version 
of the OMBE affiliate concept and involved a supplemental 
approprlatlon of $40 mllllon In fiscal year 1972 and a 
total approprlatlon of $63.9 mllllon in fiscal year 1973. 
OMBE initiated the program without adequately evaluating 
the effectiveness of past actlvltles of OMBE affiliates in 
helping mlnorlty businessmen to become successful. Such an 
evaluation was particularly important because management 
assistance 1s the primary actlvlty under OMBE's expanded 
program, and our review of SBA management assistance dls- 
closed that such assistance had generally been IneffectIve. 

Beginning in June 1972, however, OMBE implemented a 
planning, evaluation, and lnformatlon system (Performance 
Management System) to provide data necessary to evaluate 
the performance of organlzatlons funded under its expanded 
program. On the basis of our review of the types of lnforma- 
tlon to be generated by the new system, we believe that the 
information, If properly used, should improve OMBE's ability 
to evaluate the actlvltles of these organlzatlons. 

During the first 2-l/2 years of Its existence, OMBE's 
role was primarily that of coordlnatlng the mlnorlty enter- 
prise actlvltles of the various Federal agencies and stlmu- 
latlng actlvlty In the private sector. In this capacity 
OMBE worked with various business assoclatlons and organlza- 
tlons and with various Federal agencies to coordinate the 
financial, management, and procurement assistance programs 
and resources available to mlnorlty businessmen. OMBE 
entered into working arrangements with 34 local business 
development organlzatlons (called OMBE afflllates) through 
which assistance was provided to minority businessmen. These 
organlzatlons were funded and directed by other Federal 
agencies, such as the Economic Development Admlnlstratlon 
and SBA. Because OMBE's role was chiefly one of persuasion 
and coordlnatlon, Its staff was small and annual expenditures 
were only about $2 mllllon. 



OMBE received a $40 mllllon supplemental approprlatlon 
for fiscal year 1972. The largest part of the $40 mllllon 
was used to fund local organlzatlons which provide business 
loan packaging and management and technical assistance to 
mlnorlty businessmen. 

The two most important types of local organlzatlons 
OMBE funded and directed are local business development or- 
ganlzatlons (now referred to as LBDOs rather than OMBE af- 
filiates) and business resource centers (BRCs) During 
fiscal year 1972, OMBE used $23 8 mllllon to fund 83 LBDOs 
and $1 mllllon to fund 7 BRCs 

LBDOs, staffed to a large extent by mlnorltles, serve 
as a primary source of assistance to mlnorlty businessmen 
LBDOs identify potential minority businessmen, aid them in 
formulating business Ideas, help them to develop their busl- 
ness plans and prepare their loan appllcatlons, and counsel 
them on a contlnulng basis. Thus, the primary functions of 
the LBDOs, like those of the afflllates, are designed to 
assist the mlnorlty businessmen in starting businesses 

According to an OMBE offlclal, the average LBDO has 
five or six professional employees and funding of $170,000 
compared with the average affiliate which had three profes- 
sional employees and funding of $130,000. 

A BRC 1s a vehicle for private sector partlcipatron in 
the mlnorlty enterprise program and serves as a ready source 
of assistance when a client's needs are beyond an LBDO's 
capablllty A BRC (1) helps minority buslnessmen obtain fl- 
nancing, (2) provides full-time management consultants and 
technical experts, and (3) develops a skills bank of ex- 
perienced volunteers. 

In its presentations to congressional committees, OMBE 
stated that establlshlng BRCs, increasing the number of 
LBDOs, and increasing the professional staffing at most 
LBDOs should slgnlflcantly increase the avaIlable resources 
for provldlng management assistance. 

During hearings OMBE also informed the Congress that 
the LBDO concept was developed on the basis of experience 
acquired through the actlvltles of OMBE affiliates OMBE 
stated that the affiliates had been successful and had proven 
to be effective sources of assistance for mlnorrty businessmen 
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OMBE said that the small size of an affiliate’s professional 
staff had prevented adequate speclallzatlon and had resulted 
In less-than-satisfactory service to those clients who needed 
more than general technlcal assistance. In Its fiscal year 
1971 annual report, OMBE stated that the design for the 
LBDO concept was based on 2 years of “relentless testing 
and experlmentatron.” 

We asked OMBE to provide us with the evaluations, stud- 
les, and analyses which were used in arriving at Its con- 
clusions on the effectiveness of OMBE affiliates. OMBE pre- 
sented us with material showing that it had obtained data 
on the nature and amount of activity engaged in by the af- 
filiates. The data Included the number of people counseled, 
number of loan appllcatlons prepared, number of loans made, 
number of cases for which management and technical assistance 
was provided, and the annual workload per affiliate staff 
member. 

An OMBE official also told us that OMBE personnel had 
visited an affiliate In the Washington, D.C., area to discuss 
Its operations and had telephone dlscusslons with several 
affiliates concerning the degree of success being attained 
by assisted businesses. No documentation was available on 
these contacts. OMBE was unable to provide us with more in- 
formation concerning Its evaluation of the effectiveness of 
OMBE affiliates. OMBE offlclals said that through fiscal 
year 1972 OMBE did not have procedures for evaluating the 
success of Its actlvltles In terms of the number of buslness- 
men helped to become successful. 

OMBE affiliates varied in methods of operation, the 
number of professional personnel, the types of personnel, the 
proportion of staff time spent on preloan and postloan ac- 
tlvlty, and the types of management assistance given. Such 
wide varlatlons presented an excellent opportunity for OMBE, 
on its own or through SBA and the Economic Development Ad- 
ministration, to have identified those staff levels, alloca- 
tions of resources, and methods of operations, which produced 
the best results In terms of the number of businesses helped 
to become successful 

After completion of our review, OMBE establlshed a 
planning, evaluation, and lnformatlon system to accumulate 
certain lnformatlon on the workload of each LBDO, lncludlng 
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the number of (1) loans packaged and approved, (2) new 
business starts, and (3) businesses assisted. According to 
OMBE offlclals, an LBDO’s performance will be evaluated by 
comparing actual performance data with estimates submltted 
by the LBDO at the time it requests funding 

In addition, the new system will maintain certain in- 
formatlon--size, industry, and number of employees--on the 
businesses assisted and will provide for the monltorlng of 
certain changes --failure or growth--in the businesses. A 
profile with such lnformatlon as age, education level, 
ewlth and years of experience will be complled for each 
businessman. 
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CONCLUSIONS 

The additional resources now avallable to OMBE should 
increase the management assistance being provided to minority 
businessmen. We have some questlon, however, as to whether 
these additional resources will aid slgnlflcantly In resolv- 
ing their problems. 

OMBE affiliates generally emphasized actlvltles deslgned 
to place a mlnorlty in business, such as helping the buslness- 
man to formulate his business plans and prepare his loan appll- 
cation. Should this emphasis continue, and OMBE has stated 
that it ~111, many of the additional personnel In the LBDOs 
will be engaged in preloan actlvlty. This practice coupled 
with the resultant Increase In the number of mlnorltles going 
Into business because of the Increased preloan activity may 
result In the dlffuslon of management assistance resources. 
If so, management assistance may remain inadequate because 
the management assistance ~111 not be dlrected toward solving 
business problems which arise after the buslnessman has re- 
ceived his loan and has begun operating. 

In addition, we believe that OMBE's faxlure to adequately 
evaluate the actlvltles of OMBE affiliates before lnltlatlng 
its expanded program of technlcal and management assistance 
further compounds the uncertainty as to whether the addltlonal 
resources resulting from this expanded program will ald slgnlf- 
scantly in resolving the business problems of mlnorlty busl- 
nessmen. The affiliates operated with a variety of methods 
and procedures, and OMBE had an opportunity to identify those 
most conducive to establlshlng successful mlnorlty businesses. 
OMBE could have used such knowledge to provide guidance to 
LBDOs when they began operations under the expanded program. 

On the basis of our review of the types of lnformatlon 
to be generated by OMBE's new Performance Management System, 
we believe that the new system, if the lnformatlon 1s properly 
used, could be valuable in measuring the performance of LBDOs 
and thereby ldentlfy those methods of operation which ~111 
provide mlnorlty businessmen with assistance needed to improve 
their chances of success Information reported to OMBE by 
these organlzatlons to date concerns mlnorlty businesses as- 
slsted during fiscal year 1973 Insufflclent time has elapsed 
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for OMBE to evaluate the effects of such assistance in terms 
of the success or failure of the businesses. 

RECOMMENDATIONS TO THE SECRETARY OF COMMERCE 

To adequately measure the success of LBDOs and to lden- 
tlfy those methods of opelatlon most closely related to the 
establishment of successful businesses, we recommend that OMBE 
use Its new lnformatlon system to evaluate the effectiveness 
of LBDOs In terms of numbers of successful businesses estab- 
lashed. In addition, we recommend that OMBE coordinate its 
management assistance actlvltles with those of SBA to provide 
maximum benefit to mlnorlty businessmen and consider our com- 
ments and recommendations In chapter 4 in the admlnlstratlon 
of Its expanded assistance program 

AGENCY COMMENTS AND OUR EVALUATION 

The OMBE Director stated that OMBE's new Performance 
Management System was deslgned to correct the condltlons 
noted In this chapter and that most, If not all, of the 
problems cited had been addressed by this system 

We reviewed the types of lnformatlon to be generated 
by OMBE's new system and believe the system should provide 
OMBE with lnformatlon which could be used to make changes in 
LBDO operations and actlvltles. 

The Director stated that OMBE did study the questlon 
of optimum LBDO size and method of operation and had developed 
guldellnes and standard activities for LBDOs. He said, how- 
ever, that the thrust of OMBE's technical and management as- 
sistance program was local and that OMBE had encouraged each 
LBDO to formulate its own activities according to local needs 

We asked an OMBE official to supply us with the studies 
made of optimum LBDO size and methods of operation, and he 
told us that no studies had been made. He said that, In 
drafting the guldellnes, OMBE had relied on the knowledge of 
its own officials who had had experience with OMBE affiliate 
operations and on the knowledge of SBA officials who had had 
similar experience. 
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We do not disagree with the Dlrector that LBDOs may need 
to establxsh programs with differences necessary to meet lo- 
cal needs, however, OMBE did not develop lnformatlon neces- 
sary to Identify basic methods for the most effective LBDO 
operations. As a result, many LBDOs may provide less effec- 
tive assistance than it could otherwise have been in lmprov- 
lng the chances of mlnorlty businesses to succeed. 

The SBA Admlnlstrator Indicated that SBA and OMBE were 
coordlnatlng their efforts to insure that the management as- 
slstance resources of OMBE-funded private organlzatlons will 
be used effectively. 
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CHAPTER 6 

AGENCIES' EVALUATION OF 

FEDERAL MINORITY ENTERPRISE EFFORT 

OMBE has recently Implemented a Performance Management 
System which should give OMBE the ablllty to measure the suc- 
cess of LBDOs In terms of successful businesses established. 
Although lterlm goals or objectives have been established 
for various actlvltles in OMBEls program, we believe that 
OMBE should develop long-range goals as to how many success- 
ful mlnorlty-owned businesses should be establlshed to enable 
It to measure the progress of the total Federal effort. 

SBA has measured the success of Operation Business Maln- 
stream prlmarlly by the annual Increase In the number and 
dollar amount of loans made rather than by the number of suc- 
cessful mlnorlty businesses established. SBA has never estab- 
lashed an acceptable failure rate for mlnorlty businesses it 
financed. SBA apparently has emphasized increasing the num- 
ber of mlnorlty loans rather than lmprovlng the rate of suc- 
cess of businesses financially assisted by SBA. 

Until late 1971, SBA had not made any studies or evalua- 
tions of Operation Business Mainstream to determine (1) how 
successful It had been In establlshlng successful businesses 
or (2) the factors relating to business success and failure. 
In 1971, at the request of the Office of Management and Bud- 
get, SBA lnltlated an evaluation of Operation Business Main- 
stream. 

LACK OF GOALS TO MONITOR 
PROGRESS OF THE FEDERAL EFFORT 

Before OMBE implemented its Performance Management Sys- 
tem, It relied on increases in the amount of loans, grants, 
section 8(a) contracts, and management assistance provided 
to mlnorltles to measure the effectiveness of the Federal 
minority enterprise effort. 

Under Its new system, OIIBE receives lnformatlon on each 
minority business assisted by an LBDO. According to OMBE, 
each LBDO-asslsted minority business will be evaluated semi- 
annually by an LBDO and the progress or lack of progress of 
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each business will be reported to OMBE. Therefore OMBE 
should be able to evaluate an LBDO's success in establishing 
successful minority businesses. 

As a part of its new system, OMBE has established in- 
terim goals or objectives for each type of LBDO activity for 
fiscal years 1973 and 1974. For example, OMBE's fiscal year 
1973 goal for new mlnorlty businesses established by all 
LBDOs in fiscal year 1973 was 1,000. The interim goals OMBE 
established relate only to LBDO and other OMBE activities, 
OMBE has not established long-range goals in terms of the 
number of successful minority businesses to be established 
as a result of the total Federal minority enterprise effort. 

EVALUATIONS OF OPERATION BUSINESS MAINSTREAM 
NOT RELATED TO SUCCESS AND FAILURE 

Goals have not been established for Operation Business 
Mainstream in terms of the number of successful minority 
businesses to be established. The few goals that have been 
established have been stated primarily in terms of the num- 
ber and dollar amount of loans to be made, accomplishments 
are measured in terms of the number and dollar amount of 
loans made. 

SBA presentations to the Congress on the results of 
Operation Business Mainstream included information on the 
number and dollar amount of loans made, the number of delln- 
quent loans, the number of loans in liquidation, and the 
actual and estimated losses. We found no evidence that SBA 
had presented information to the Congress on the number of 
successful minority enterprises or that SBA had established 
any goals in terms of success or failure rates of businesses 
with SBA loans. 

Peat, Marwick, Mitchell 6 Co. in its April 1971 study 
report commented on SBA's failure to establish goals. The re- 
port stated that the objectives of Operation Business Main- 
stream were not stated In terms of specific results to be 
achieved. Regarding SBA's inadequacies in establishing 
obJectives, the report made the following statement. 

"In the absence of well-defined statements on 
its mission and objectives, SBA has not been able 
to develop program plans which relate resource 



requirements to areas of prlorlty and high 
return The effect has been to present resource 
requirements In terms of proJectlons of 7(a) 
loans and total fund requirements based on 
average figures for loans, and not In terms of 
speclflc ObJectives SBA hopes to achieve through 
Its loan programs, 1 e , lmprovlng the success 
rate of 7(a) loans by Y percent through an ante- 
grated program of assistance which reqJlres spec- 
ified resources .I’ 

Peat, Varwlck, ?Iltchell 6 Co also stated that SBA in 
adopting a policy of making more loans to mlnorlty lndlvld- 
uals had not formulated an acceptable loss rate for such 
loans to take into account the higher probablllty of non- 
repayment The report pointed out that SBA relied exclu- 
sively on the number of loans being made to measure the 
success of Its programs without attemptlng to develop addl- 
tional measures. 

An increase In the number and dollar amount of loans 
cannot be an adequate measure of the success of the rrlnorlty 
enterprise effort because only an indirect relationship exists 
between the number of loans made and the number of successful 
mlnorlty-owned businesses. On April 26, 1972, the 01IBE 
Director In a statement before the Mlnorlty Small Business 
Subcommittee of the House Select Commlttee on Small Business 
stressed the Importance of measuring the success of mlnorlty 
enterprise programs In terms of successful businesses, rather 
than by the amount of Federal actlvlty--which he referred to 
as input. He stated 

“These Inputs are Important, they are the basic 
bulldlng blocks of our entire effort. They are 
worth nothing, however, unless they produce re- 
sults r,hlch materially increase minority busl- 
ness ownership ” 

I’* * * the ultimate pay-off, the only true mea- 
sure of success, will be found on that bottom 
line of the [profit and loss] statement ” 

In recent years SBA, either In-house or through con- 
tracts with management consultant firms, has studied and 
evaluated Its actlvltles. These studies have ranged In scope - 
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from coverlng all SBA's actlvltles to coverlng only the 
sectlon 406 management assistance program. However, none of 
these studies related their flndlngs to the success or fall- 
ure of mlnorlty businesses. A brief dlscusslon of each of 
the studies follows. 

Evaluations by consultants 

The first study by a consultant was made by Sam Harris 
Associates, Ltd., and was completed In May 1969 with the 
issuance of a report entltled llCompensatory Capltallsm A 
Descrlptlon and Evaluation of Pro-ject OWN." This report's 
maJor conclusion was that "given the resources available to 
It, the SBA did an exceptional Job relative to Its past per- 
formances In programs of Compensatory Capltallsm." This 
conclusion was based on the Increase In the number and 
dollar amount of mlnorlty loans during ProJect OWN. During 
the study the consultant developed lnformatlon on such char- 
acterlstlcs as education and work experience for 57 loan 
applicants. However, no attempt was made to relate these 
characterlstlcs to an applicant's business success or failure. 

A study made In 1970 by Arthur Young 6 Company measured 
the impact of the section 406 management assistance program 
In terms of the number of businesses assisted and the num- 
ber of employees who would be out of work If their businesses 
had not received assistance. (See p. 52.) The study report 
concluded that 

'I* * * the lack of deflnltlve records prohlblts 
the making of valid estimates of changes In busl- 
ness Income, the average profltablllty of the 
assisted business, or of the number of employees 
resulting from 406 assistance." 

The report also contained several findings and recommendations 
concerning the admlnlstratlon and management of the section 
406 management assistance program. 

The most recent consultant evaluation was a comprehensive 
management study of SBA operations by Peat, Marwlck, Mitchell 
6 co The study ldentlfled a number of deflclencles In the 
minority enterprise effort, lncludlng management assistance 
activities The study report, dated April 26, 1971, pointed 
out that SBA was measuring the success of Its efforts by the 
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increases In the number of loans, rather than the number of 
successful businesses establlshed. 

In-house evaluations 

SBA in-house studies relating to Its mlnorlty enter- 
prose programs have been llmlted and have been concerned 
prlmarlly with management assistance actlvltles 

SBA reported to the Congress the results of a 1969 
pllot study, “Pleasuring the Benefits of Management Asslst- 
ante, ” which showed that a net Increase of about $10 In 
small business profits resulted from each dollar SBA spent 
for management assistance. An SBA offlclal Informed us In 
May 1972 that the lnformatlon was obtalned from questlon- 
nalres to lndlvldual businessmen who had received counsel- 
ing or training. The businessmen were asked to report any 
Increase In proflts as a result of assistance received. We 
question the valldlty of the reported results because of the 
dlfflculty of relating assistance received to an Increase In 
proflts. The offlclal stated that the questlonnalre was sent 
to both mlnorlty and nonmlnorlty businessmen He said that 
probably not many mlnorlty buslnessmen were included because 
the study was completed during fiscal year 1969 and thus 
covered businesses that had been establlshed largely before 
SBA emphasized mlnorlty enterprise. 

In September 1970 SBA’s Office of Organlzatlon and Man- 
agement completed a study of the effectiveness of SBA’s ad- 
mlnlstratlon of the sectlon 406 management assistance program 
The study report recommended certain admlnlstratlve changes 
to Increase the efflclency of SBA’s admlnlstratlon of the 
program and to provide Increased services to mlnorlty busl- 
nessmen. 

Other SBA actlons to evaluate the effectiveness of asslst- 
ante programs have been llmlted. No formal evaluation of the 
management assistance provided by each sectlon 406 contractor 
or grantee had been made as of April 1972. To develop lnforma- 
tlon on the adequacy of assistance provided by SCORE volun- 
teers, SBA asks the reclplent of the assistance to comment on 
tne adequacy of the assistance received. An SBA offlclal In 
Chlcago told us that due to a lack of clerlcal help the forms 
were not being sent out, and an SBA offlclal In Washington 
told us that most forms were not returned by the buslnessmen 
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SBA, at the request of the Office of Management and 
Budget, made a study of Operation Business Mainstream which 
included an in-depth review of 600 SBA-financed minority 
businesses at 45 field offices. The study was to determine 
the extent to which firms remain in business or fail over a 
period of time after recelvlng loans, how their income and 
sales have increased or decreased, the influence of manage- 
ment assistance, and the various business and owner char- 
acteristics which affected their survival and progress. As 
of September 12, 1973, a final report on this study had not 
been issued. The results of this study should provide a 
basis for taking action to reduce the failure rate of minor- 
ity businesses with SBA loans. 

CONCLUSIONS 

OMBE should establish long-range goals in terms of the 
number of successful minority businesses to be established- 
to enable it to adequately monitor the progress of the total 
Federal effort. Also SBA should establish goals in terms of 
successful minority businesses to be established by Opera- 
tion Business Mainstream. These goals would be a part of 
the overall goals for the Federal effort. 

SBA measures the success of Operation Business Main- 
stream primarily by the increases in the number and dollar 
amount of loans made to mlnorlties. In our opinion, in- 
creases in program activities, by themselves, are not ade- 
quate measures of program effectiveness. A more meaningful 
measure of effectiveness would be the number of successful 
businesses established. With its new Performance Management 
System, OMBE should be able to measure the success of LBDOs 
in terms of successful businesses establlshed. We believe 
that SBA should also establish a system to adequately moni- 
tor the success of Its efforts in terms of successful minor- 
xty businesses established. SBA has never established an 
acceptable failure rate for mlnorlty businesses financed 
with SBA loans. Because of the adverse effect that high 
failure rates may have on the creditability of the Federal 
effort among the minority community, the public, and the 
Congress, SBA should establish an acceptable percentage 
standard for failures. 
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RECOMMENDATION TO THE 
SECRETARY OF COMMERCE 

We recommend that OMBE establish long-range goals in 
terms of the number of successful minority businesses to be 
established by the Federal minority enterprise effort. 

RECOMMENDATIONS TO THE 
ADMINISTRATOR, SBA 

We recommend that SBA 

--Establish goals, in con-Junction with OMBE, in terms 
of the number of successful minority-owned businesses 
to be established under Operation Business Mainstream. 

--Develop a management information system which would 
enable measurement of SBA's accomplishments in terms 
of successful minority businesses established. 

--Establish an acceptable failure rate for Operation 
Business Mainstream. 

AGENCY COMMENTS AND OUR EVALUATION 

The SBA Administrator agreed that different goals and 
measurement systems were needed. According to the Adminlstra- 
tor, SBA has been working with the Office of Management and 
Budget and OMBE to develop a basic data gathering and report- 
ing system which will enable SBA to set more meaningful and 
realistic goals. 

The SBA Administrator questioned whether any specific 
figure expressing an acceptable failure rate would be any- 
thing but controversial. He indicated that SBA would con- 
tinue to attempt to reduce the actual failure rate but that 
SBA would also continue to provide minorities with the op- 
portunity to enter the mainstream of American business. 

We agree that an acceptable failure rate is controver- 
sial and that attempts to reduce the actual failure rate 
should continue. But, we believe, SBA should establish an 
acceptable failure rate. By establishing such a rate, SBA 
would be stating to the Congress that this rate is the 
maximum failure rate SBA would accept for minority businesses 
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on the basis of loan ellglblllty crlterla and the level of 
resources allocated to asslstlng minority borrowers. If the 
actual failure rate exceeded the acceptable failure rate, 
SEA would need to reevaluate its minority enterprise programs 
to determlne what adjustments should be made to its loan 
ellglblllty crlterla and/or to the level of resources allo- 
cated to asslstlng mlnorlty borrowers. 
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CHAPTER 7 

SCOPE OF REVIEW 

We conducted our review at SBA and OMBE headquarters 
In Washington, D C., and at SBA dlstrlct offlces in Chlcago, 
Los Angeles, and Washington, D.C 

To evaluate the degree of success attained by mlnorl- 
ties receiving SBA loans, we selected for examlnatlon a 
statlstlcally random sample of 443 mlnorlty businesses from 
the loan portfolios of the Chicago, Los Angeles, and Wash- 
ington offices 

Our selectlon was made from businesses for which EOLs 
and section 7(a) business loans were disbursed during fiscal 
years 1969 and 1970. The number of minority businesses 
for which loans were disbursed during the 2 fiscal years and 
the number of businesses selected for review at each of the 
three SBA offices are shown below 

Total fiscal 
Fiscal year 1969 Fiscal year 1970 years 1969 and 1970 

SBA offxce Total Selected Total Selected Total Selected 

Chicago 125 54 199 96 324 150 
Los Angeles 145 61 233 89 378 150 
Washington 69 69 74 74 143 143 

Few mlnorlty-owned businesses received SBA loans before 
fiscal year 1969, therefore, we did not select such loans for 
review Businesses with loans disbursed after fiscal year 
1970 were not selected because sufflclent time had not 
elapsed since the loans were made to adequately evaluate the 
probablllty of success or failure of the businesses 

We examined SBA and bank loan files and other documenta- 
tion relating to the businesses selected for review. Dlscus- 
slons were held with offlclals at SBA headquarters and the 
three dlstrlct offices and with section 406 grantee and con- 
tractor personnel, bank offlclals, and selected mlnorlty bor- 
rowers In addition, we reviewed SBA regulations, policies, 
and procedures pertalnlng to Operation Business Mainstream 
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We also held dlscusslons with OMBE offlclals and 
reviewed pertinent OMBE documents, particularly those per- 
talnlng to the planning for its expanded technlcal and man- 
agement assistance program. 

The number and amount of minority loans approved at 
each district offlce under SBA’s EOL and section 7(a) busl- 
ness loan programs during fiscal years 1969 and 1970 are 
shown be1ow.l 

Total fiscal 
Fiscal year 1969 Fiscal year 1970 years 1969 and 1970 

SBA office Number Amount Number Amount Number Amount 

(000 omltted) (000 omitted) (000 omitted) 

Chicago 172 $6,540 263 $11,353 435 $17,893 
Los Angeles 178 4,971 310 9,461 488 14,432 
Washington 77 2,229 92 2,294 169 4,523 

The number and dollar amount of minority loans approved 
by the three offices during fiscal year 1970 was 665 and 
$23.1 million, respectively. Under the EOL and section 7(a) 
business loan programs, SBA during fiscal year 1970 approved 
6,134 minority loans valued at $145 million. The three 
district offices accounted for 10.8 percent of this number 
and 15.9 percent of this dollar amount. 

During fiscal year 1970, about 51 percent (3,132 loans) 
of the loans made to minority borrowers under the EOL and 
section 7(a) business loan programs were bank loans (par- 
ticlpatlon or guaranty). The percentages of bank loans ap- 
proved during fiscal year 1970 for mlnorlty borrowers by the 
Chicago, Los Angeles, and Washington offlces were 93 2, 45.2, 
and 22.8, respectively. Thus, our selection included one 
office where the mix between direct loans and bank loans 
approximated the nationwide average for SBA, another office 
with predominantly bank loans, and a third with primarily 
direct loans. 

‘The number of loans shown differs from the number shown on 
page 18. One reason for the difference 1s that this table 
includes loans by date of approval rather than by date of 
disbursement. A second reason for the difference 1s that a 
number of approved loans were withdrawn or canceled before 
loan funds were disbursed. 
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APPENDIX I 

GAO'S CLASSIFICATION OF BUSINESSES 

BY SBA DISTRICT OFFICE 

ProJectlons to umverse 

Number Estimated 
Business status in sample percent 

Chlcago businesses (324 In universe) 
Probable success 59 38 7 
Failure 26 18.9 
Probable failure 44 28.7 
Failure-probable fall- 

ure (note b) 70 47.6 
Undeterminable 21 13.7 

Los Angeles businesses (378 In universe). 
Probable success 37 24.6 
Failure 53 35.5 
Probable failure 35 23.3 
Failure-probable fail- 

ure (note b) 88 58.8 
Undeterrmnable 25 16.6 

Washington businesses (143 in universe). 
Probable success 41 28.7 
Failure 37 25.9 
Probable failure 32 22.4 
Failure-probable fall- 

ure (note b) 69 48.3 
Undeterminable 33 23.1 

Total businesses (845 in universe)' 
Probable success 137 30.7 
Failure 116 27.5 
Probable failure 111 25 2 
Failure-probable fail- 

ure (note b) 227 52 7 
Undeterminable 79 16.6 

Percent 
error 

(note a) 

-I- 5.5 
t- 4.3 
z 5.2 

+ 5.6 
t 3.9 - 

+ 5.1 
+ 5.8 
T 5.3 

+ 5.9 
z 4.6 

cc> 

+ 3.1 
7 3.1 
T 3.1 - 

2 3.4 
2 2.6 

a 
Percent or number error at 95-percent-confidence level. 

b Combined total. 

Estimated 
number 

126 
61 
93 

154 
44 

93 
134 

88 

222 
63 

41 
37 
32 

69 
33 

260 
232 
213 

445 

i 
140 

Number 
error 

(note a) 

+ 18 
7 14 
? 17 - 

+ 18 
T 13 - 

+ 19 
T 22 
? 20 - 

+ 22 
T 17 - 

+ 26 
? 26 
+ 26 

+ 29 
T 22 - 

'All loans m universe reviewed, therefore, no percentage error. 
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APPENDIX II 

IJ S GOVERNMENT 

SMALL BUSINESS ADMINISTRATION 
WASHINGTON, D C 20416 

OFFICE OF THE ADMINISTRATOR 

APR 4 1973 

Mr. Donald C Pullen 
Assxtant Director 
General Government Dlvlslon 
General Accounting Offlee 
WashIngton, D. C. 20548 

Dear Mr. F'ullen 

Thank you for the opportunity to comment on the draft report, "Evaluation 
of the Success of Federally Financed Mxnorlty Businesses It Because our 
staffs have already met and discussed technical details concerning 
speclflc sections of the report, lncludlng some questlons we have concemlng 
study sample and methodology, I ~nll conflne my comments to its overall 
aspects. 

At the outset, let me say that the report which represents a good deal 
of work by your staff 1s well done and contains many mclslve conclusions 
and recommendations. However, perhaps the title should be changed to * 
a more descrlptlve one The report 1s a good summary of the ME effort, 
a detailed descrlptlon of the Small Busmess Admlnlstratlon and Office 
of Mxnorlty Business Enterprise progransand statlstlcs and field study of 
443 mlnomty businesses that received SBA loans together wxth recommendations 
based on this study It 1s not, however, an Uevaluatlon of the success" 
of minority enterprxes, and In fact does not purport to be, anywhere 
other than In the title. 

The recommendations In the report fall into four basxc categories, 7rlz 
(1) development of new loan crlterla, (2) provI&ng more and more 
effective management and technlcal assxtance, (3) establlshlng different 
goals and measurement systems and (4) faxlure rates We are pleased 
that yourreport slngled out these four areas that we, too, belleve to 
be the most important to ensure contmnxung success for the minority 
enterprise effort We have been, and will continue to emphasize these 
mattexs In our forward planning and unplementatlon. 

The question of developing new loan approval crlterla In mlnorlty enter- 
prose is one with which we have been concerned for some txne. As you 
know, little research has been done In this area While there are almost 
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APPENDIX I I 

as many theories as there are self-professed experts in this field, the 
empirical support 1s sadly lacking. Our Office of Planning, Research 
and Analysis has conducted a relevant study which should be ready shortly. 
In addition, we have contracted mth the McBer Company to do pilot work 
in motivational training in eight different cltles. Their final report 
should be ready in the next few months. Others, as well, have done 
some work on this subJect. However, many questions remain unanswered. 
There is always a danger in attempting to find formulas for success. 
Entrepreneurship, unfortunately, cannot be standardized and the human 
Judgment factor cannot be overlooked. We agree that more work ought to 
be done along these lines and we wYLl continue our efforts to identify 
the characteristics of the business and the businessman that are related 
to business success or failure. 

We completely agree hnth the emphasis that the draft report gives to 
appropriate management and technical assistance. Without the requslte 
management and techrmcal expertise no business, no matter how well 
financed, wCLl succeed. We are constantly attempting to slmpllfy and 
streemline our Management and Technical AssistarZe. For example, Tnthln 
the last two years we have redirected our management assistance effort 
to focus attention on and give priomty to our borrowers. Various 
components of our Management and Technical Assistance programs were placed 
under the Loan Administration Division to provide for more efficient 
utilization. We are concentrating all our 406 program funds in call 
contracts to provLde specific assistance on the spot, as needed, after 
the problems have been identified by SBA employees or volunteers. We 
have also initiated a pilot program involving university students 
counseling small businessmen at the place of business. The students, who 
are supported by the college staff and other volunteer sources are 
receiving academic cre&t for their work. This program, known as the 
Small Business Instltute,wCLl continue during the current academic year 
at which time it will be evaluated and its effectiveness determined. 

Also-of maJor importance in this area-is the fund-lng of private organi- 
zations done by OMBE. Many of these groups are to provide management and 
technical assistance to SBA rmnorlty borrowers. At the local level, 
for delivery purposes, and at the national level for planning purposes we 
and OMEXF, are coordinating our efforts to ensure that this resource ~~11 
be used in the most effective manner. Again, this is a relatively 
unseasoned effort and definitive results are not yet available. 
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In connection wxth bank loans, as you realme the basx servlclng 1s done 
by the bank. Here too, however, we are concerned wxth the quantxty and 
quality of servxlng actually being performed. We are now In the process 
of restructurxng our evaluation of and our involvement In the loan 
servlclng techniques of the partlclpatlng bank community We plan to 
complete the first phase of this work early in Fiscal Year 1974. 

Provldxtg proper management and technical assistance on a timely basxs 1s 
one of our maJor concerns. Within the constraints of our lsmlted per- 
sonnel and budget resources we are makxtg every effort to Lmprove the 
efficiency and effectiveness of our service in this area. We certainly 
share the concern evidenced in this report on this subJect and will 
continue to expend every effort to allevlate these problems, both through 
our a&Ion and through encouraging appropriate actxon by the prxvate 
sector. Innovative thought 1s needed m this area and even now we are 
consldexxng adtitlonal ideas to unprove our management and technxal 
assistance Fnthln our fzscal constraints. 

The report also recommends that we develop dxfferent goals and measurement 
systems. We agree wxth this conclusion and have been working together 
mth OMB and OMBE for the past six months along these lxtes. The start 
up txme of encouragxng rapid growth In loans and contracts has about 
ended. It 1s now tsme to consider what OUT programs have accomplished in 
terms of business starts, buyouts and expansion. The business actlvlty 
of 1968, 1969 and 1970 1s now approaching the poxnt of maturity where 
appropriate analysis of our successes and shortcomings can and should be 
begun. The basic data gathemng and reporting system known as the 
Performance Management System (PMS) has been worked out wLth OM!3 and OMBE 
and WCLU be implemented gradually over the coming months as our current 
computex revision and conversion permxts. We believe that the PMS ml1 
prove to be a reallstlc performance measurement tool and ~~11 enable us 
to set more meaningful and reallstlc goals. 

And flnally, as I am sure you realize, the question of failure rates has 
continually been in the forefront of our concern. Basically, we consider 
any faxlure rate, other than a rmnlmal one, to be too high. We are 
constantly strlvlng to provsde the needed assistance to rmnomty small 
businesses to lower the faxlure rate. In this connection, it should be 
rmembezed that the largest faxlure rates by far are those in the Economic 
Opportunity Loan Program (EOL). This program, which handles the bulk 
of our rmnomty loans, was authorxzed by Title IV of the Economic 
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Opportunity Act of 1964. That Act and the leglslatlve history clearly 
mticate that Congress Intended to establish a more liberal loan program 
then those already m operation under the Small Business Act. Without 
doubt Congress understood that a more 1Jberal program would, of necessity, 
carry higher risks and result in higher failure rates than those found 
m more conservative programs. Notwithstanding the higher loss rates, 
however, it should also be noted that the EOL program 1s one of the few 
programs authorized by the Econarmc Opportunity Act that provided for 
any dmect return of funds to the government. 

We question whether any specific figure expressing acceptable failure 
rates would be enythmg but controversial. It should also be borne in 
rend that tiscusslons of faxlure rates m the area of rmnorlty enterpr?se 
are not complete unless ccmparzsons are made wzth failure rates of small 
businesses In general, failure rates of non-rmnority businesses asslsted 
by SBA and the particular problems present In the case of a rmnomty 
smallbuslnessman, an area which the report does not consider. We wzll 
continue our attempts to reduce the faxlure rate, but we wYll also 
continue our efforts to provide rmnomtles mth the opportunity to enter 
the mainstream of American busmess. The rusks of failure alone ml1 
not cause us to restrict the Adrmnlstratlon's efforts to redress the 
tisproportlon that exists in rmnorlty business ownership and development. 

I trust that this general tiscusslon demonstrates our recogrution of 
the problems set forth m the report and our positive approach to the 
recommendations made. We are aware of the tifficultles inherent In this 
ntal effort and will do our best to help resolve them. 

Sincerely, 

Thomas S. Kleppe 
Adrmnlstrator 
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APPENDIX III 

THE ASSISTANT SECRE?ARY OF COMMERCE 
Washington 0 C 20230 

February 15, 1973 

Mr. Donald C. Bullen 
Asslstant Director 
General Government Dlvlslon 
General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Pullen 

This 1s In reply to your letter of December 11, 1972, 
requesting comments on a draft report entitled "Evalu- 
atron of the Success of Federally-Financed Minority 
Business." 

We have reviewed the comments of the Office of Minority 
Busmess Enterprise and believe that they are appro- 
priately responsive to the matter discussed in the report. 

hncerely yours, n 

Assistant Secretary 
Administration 

Attachments 
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APPENDIX IV 

US DEPARTMENT OF COMMERCE 
Dfflce of the Secretary 
Washmgton 0 C 20230 

15 FEB 1973 

Mr. Donald C Pullen 
AssIstant Dlrector 
General Government Dlvlslon 
TJ. S. General Accounting Offlce 
Washmgton, D C 20584 

Dear Mr Pullen 

In response to your letter of December 11, 1972, we have revlewed your 
proposed report to the Congress pertalnlng to the success,of Federally- 
financed mlnorlty busmesses. 2 

With regard to the recommendations and conclusions relating to OMBE, we 
find the report reflects condltlons which have been alterebconslderably 
since your study was completed The fIndIngs of GAO regarding OMBE were 
slrmlar to those of Internal OMBE evaluations conducted in early 1972, 
which led to the design and lmplementatlon of a new plannmg, evaluation 
and lnformatlon system m July 1972 

The OMBE system 1s based on the Performance Management System of the 
Office of Management and Budget and was developed Jointly by OMBE, 
Department of Commerce, and OMB staff The system involves deflnltlon 
of program goals and obJectives, establishment of targets, and measure- 
ment of the results The OMBE lnformatlon system was deslgned to provide 
the data needed for PMS, primarily through the tracking of lndlvldual 
mlnorlty businesses from their lnltral concept to their flnal development. 

It is Important to note that the goals and obJectives of OMBE agree with 
the SubJect report. Both express the need to establish new busmesses, 
avold faxlures, assist the growth of exlstlng businesses, and open new 
markets for minority business products. 

OMBE 1s interested in your analysis of SBA programs We are currently 
asslstlng in the lmplementatlon of a PMS wlthln SBA which ml1 hopefully 
relate to the problems and solutions outlined in the SubJect report. As 
the coordinator of all Federal efforts relating to mlnorlty busmesses, 
OMBE would be very Interested in an overall analysis of the program We 
feel, however, that your present report requires some correction and 
updatmg. The malor problem areas which we located were 
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2 

[181 
pp 17-18 Your questlon as to whether Federal efforts will result In 

slgnlflcant progress m this area 1s answered by the fact that you 
recognize the dlmenslons of the problem 11 the problem 1s so 
great, It must certainly be addressed on the Federal level The 
contentlon would be an argument for Increased Federal effort rather 
than less 

[=I 
PP 25 OMBE 1s very much aware of and concerned with the possible 

negative effect of high failure rates which you mentioned It 1s 

because of this that the program has emphasized the provlslon of 
adequate management services and technlcal assistance as the best 
way, we feel, to reduce failure rates Several systems are 
operating In this area --BDOs, BRCs, Contracted Support Services 
and Call Contractors, etc 

[63-641 
pp 75-76 OMBE did study the questlon of optimum BDO size, method of 

operation, etc , and has developed guidelines and standard 
actlvltles which all BDOs should engage in However, the thrust 
of the program 1s local and each BDO has been encouraged by OMBE 
to formulate their own program according to the needs of their 
locality 

Chapters 5 & 6 These chapters need to be substantially rewritten to 
include current PMS data The majority, If not all, of the 
problems cited have been addressed by this system 

To assist m revision, we are enclosing the most recent Performance 
Management Report (PMR) outlining OMBE goals, obJectives, and activity 
to date In addition, the report form used by business development 
organlzatlons funded by OMBE has been provided, and a copy of the BDO 
Handbook We will be happy to supply any addltlonal lnformatlon which 
you feel would be beneficial. 

Sincerely, 

Directox 
Office of Minority Business Enterprise 

3 enclosures 

GAO note Number In brackets refer to page numbers In this 
report. 
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APPENDIX V 

PRINCIPAL OFFICIALS 

RESPONSIBLE FOR THE ACTIVITIES 

DISCUSSED IN THIS REPORT 

Tenure of office 
From To - 

Small Business Admlnlstratlon 

ADMINISTRATOR 
Thomas S. Kle-ope 
Hllary Sandoval, Jr 
Howard J. Samuels 
Robert C Moot 

ASSOCIATE ADMINISTRATOR FOR 
PROCUREMENT AND MANAGEMENT 
ASSISTANCE* 

Marshall J Parker 
Clyde Bothmer (acting) 
Wllllam Murfln 
Irving Maness 

ASSOCIATE ADMINISTRATOR FOR 
FINANCE AND INVESTMENT (note a) 

David A Wollard 
Anthony S. Staslo (acting) 
Jack Eachon, Jr 
Howard Rogerson (acting) 
Logan B. Hendricks 

ASSISTANT ADMINISTRATOR FOR 
MINORITY ENTERPRISE (note b)- 

Arthur McZler 
Arthur McZler (acting) 
Phlllp Prultt 

Jan 1971 Present 
Mar 1969 Jan. 1971 
Aug. 1968 Feb. 1969 
Aug. 1967 July 1968 

May 1970 
Mar. 1970 
Mar. 1969 
Feb. 1961 

Feb. 1973 
Jan. 1973 
Dee 1969 
Aug. 1969 
Aw 1964 

Oct. 1969 
Aug. 1969 
Mar 1969 

Present 
May 1970 
Feb. 1970 
Mar. 1969 

Present 
Feb. 1973 
Jan. 1973 
Dec. 1969 
July 1969 

Present 
Sept. 1969 
July 1969 



4PPEhJDIY V 

Tenure of offlce 
From To - 

Department of Commerce 

SECRETARY 
Frederick B. Dent 
Peter G. Peterson 
Maurice H. Stans 

Feb. 1973 Present 
Feb 1972 Feb 1973 
Jan 1969 Feb 1972 

DIRECTOR, OFFICE OF MINORITY 
BUSINESS ENTERPRISE 

Alex M. Armendarls 
Walter L Sorg (acting) 
John L. Jenkins 
Abraham S. Venerable 
Thomas S. Roeser 

APr 1973 Present 
Mar. 1973 APT 1973 
Aug. 1971 Mar 1973 
Apr. 1970 Aw 1971 
Apr. 1969 Apr. 1970 

aBefore February 1973, this posltlon was Associate Admln- 
lstrator for Flnanclal Assistance. 

bPosltlon created In March 1969 
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