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The Indian Financing Act of 1974 vae enacted tostimulate economic development on In&iau reservations by
increasing the availability of funds for starting and expanding
Lusiness enterprises. Findings/conclusioas: light Felroal
agencies admiristering 25 grant, loams and technical a.ssistance
pIrogams hare not been very successful because the Indian
reservations are not gqneraly7 well suited for tasiness
development. Some of the reservations have Aittle poteatial for
success without long-tera Federal assistance. Pros fiscal years
1975 through 1977, the Ecoanoic Development Administration tBDA)
and the Bureau of Indian Affairs (BIA) have provided $294
million through loans and grants to help establish businesses on
Indian reservations. In q5 industrial parks financed by IDA, the
number of businesses decreased since 1973. Deficiences in UDa
administration has caused the loan and grant prograss to smffer
from delinquencies, inadequate accounting systems, poor anealyis
,f loan and grant applications, missing documents in loan and
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Indians are not eligible for loans because of certain
prohibitions in the act. Recommendatiouas The Administrator of
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comprehensive business development prcgams; and (2) decide
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be directed to: establish pcocedure to preclude making
revolving f ur.d loans to tribal relending organizations that haveoxperienced continuous problems, take acticn to correct
deficiencies in accounting and computer systems, require
docusentation before making or guaranteuing loans and grants,
establish a policy for participation in the loan FEcgram; andassure necesser- technical and management asistance. Congress
should: determine whether restrictive provisions in the actshould contituee and, if not, aendae the act; and consolidate
Federal Indian economic development ptrgrams and place them in asingle agenc:. (UT#)



REPORT OF THE
COMPTROLLER GENERAL
OF THE UNITED STATES

More Federal Efforts Needed
To Improve Indians' Standard Of
Living Through Business
Development
Federal economic development programs to
help Indians achieve a higher standard ofliving are not working well. The Congress
should consolidate the programs under asingle agency which should

-- identify reservations best suited forprofitable businesses,

--carry out a comprehensive business de-
velopment program, and

--decide for other reservations whether
long-term financial assistance should beprovided or alternative strategies devel-
oped.

1 he Congress should also determine whether
300,000 Indians excluded from obtaining
guaranteed loans under the Indian FinancingAct should be eligible for its benefits. If so,
the act should be amended to include them.
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COMPTROLLER QENERAL OF THE UNITED STATEs
WAHINGTON, D.C. WM

B-114868

The Honorable Robert C. Byrd, Chairman
Subcommittee on the Department of

Interior and Related Agencies
Committee on Appropriations
United States Senate

Dear -r. Chairman:

This is one of a series of reports in response to yourrequest of August 9, 1977, asking us to make a comprehensivereview of the Bureau of Indians Affairs programs and proc-esses. This report points out that to help Indians achievea higher standard of living, Federal agencies need to (1)identify through feasibility studies reservations most likelyto support profitable businesses and 7larry out a comprehen-sive business development program and (2) decide for otherreservations whether long-term finp..cial assistance shouldbe provided for business development or whether alternativestrategies should be developed to improve the living stand-ard of Indians. It also recommends that the Congress con-solidate Federal Indian economic development programs andplace them in a single agency.

In accordance with a request from your office, we havenot obtained written agency comments. However, we have in-formally discussed our findings with agency officials.

Unless you publicly announce its contents earlier, weplan no further distribution of this report until iO days
from the date of the report. At that time, we will sendcopies to interested parties and maKe copies available toothers on request.

Sir y yours,

Comptroller General
of the United States



COMPTROLLER GENERAL'S REPORT MORE FEDERAL EFFORTS NEEDEDTO THE SUBCOMMITTEE ON THE TO IMPROVE INDIANS' STANDARD OFDEPARTMENT OF INTERIOR AND LIVING THROUGH BUSINESS
RELATED AGENCIES, SENATE DEVELOPMENT
COMMITTEE ON PPPROPRIATIONS

D I G E S T

Profitable businesses are needed on reserva-
tions to help Indians overcome cultural and
economic barriers, become self-sufficient, and
Achieve a standard of living comparable to that
enjoyed by non-Indians in neighboring communities.
(See pp. 4 and 5.)

Eight Federal agencies administering 25 grant,
loan, and technical assistance programs have
not been very successful in helping them. (See
pp. 46 to 50.)

Indian reservations generally are not well
suited for the development of profitable busi-
nesses. Some of them have little, if any,
potential for success without long-term Federal
financial and technical assistance. The Economic
Development Administra' on and the Bureau of
Indian Affairs should make comprehensive economic
feasibility studies to determine which ones

-- need only initial Federal financial assistance,

-- need long-term Federal financial assistance,
and

-- require alternative strategies to improve
_aldian living standards. (See p. 4.)

From fiscal years 1975 through 1977, the Eco-
nomic Development Administration and the
Bureau, through loans and grants, provided
$294 million to help establish businesses on
Indian reservations. EDA financed 45 in-
dustrial parks to help attract businesses to
Indian reservations. As of November 1977, 38
of these parks had two or less businesses
operating in them compared with May 1973 when
19 of 26 parks had two or less businesses.
Further, during the period May 1973 to
November 1977, Indian employment decreased by
1,041 from 2,246 to 1,205. (See p. 4.)

mmr Sat. Upon removal. the reportcove. djshould te noted hem- i CED-78-50



Other Federal agencies provided financing
totaling $77.5 million for 18 major economic
development projects that were experiencing
financial trouble in November 1977. Federal
and tribal investments, as well as Indian em-
ployment opportunities, were in danger of
being lost. (See p. 4.)

The Economic Development Administration and
the Bureau should (1) aggressively promote
business development on reservations where po-
tential for success exists, (2) provide fi-
nancial assistance to promising businesses,
and (3) provide technical and managerial as-
sistance to businesses to help them become
self-sustaining. Unless this is done, it will
be difficult for reservation Indians to have
the economic opportunity available to the
rest of the Nation's citizens.. (See p. 5.)

GAO recommends that the Secretaries of Commerce
and the Interior direct the Administrator,
Economic Development Administration, and the
Assistant Secretary for Indian Affairs to co-
operatively:

-- Conduct an economic feasibility study that
identifies reservations most likely to sup-
port self-sustaining economic development
and carry out a comprehensive business de-
velopment program including (1) pursuing
businesses to locate on reservations, (2)
providing them initial financial assistance,
and (3) assisting them in becoming self-
sustaining, profitable enterprises.

--Decide whether long-term Federal support
should be provided to develop other reserva-
tions or whether alternative strategies are
needed to improve the living standard of
Indians living on reservations that lack
potential for successful business develop-
ment. If so, new strategies should be de-
veloped and proposed to the Congress for
implementing authority and funding.
(See p. 23.)



The Indian Financing Act of 1974 was enacted
by the Congress to stimulate economic de-
'elopment on Indian reservations by in-
creasing the availability of funds to individ-
ual Indians and tribes for starting and ex-
panding business enterprises. The Bureau,
which administers the act, approved through
September 30, 1977, approximately 1,900
loans and grants totaling about $106 million.
(See pp. 24 and 25.) However, deficiencies
in the Bureau's administration caused the loan
and grant programs to suffer from

-- delinquencies,

--inadequate accounting systems,

-- poor analysis of loan and grant applications,

-- missing documents in loan and grant files,

-- inadequate loan servicing by lenders,

-- short repayment terms, and

-- limited provision of technical assistance to
bu 4nesses.

Further, the Pureau did not enter into anyloan insurance agreements with lenders and is
unsure why lenders are reluctant to partici-
pate in this loan program. (See r,. 27.)

GAO recommends that the Secretary of the In-terior direct the Assistant Secretary for
Indian Affairs to

-- establish specific procedures and guidelines
to preclude making revolving fund loans to
tribal relending organizations that have
experienced continuous problems;

-- take the necessary action to correct defi-
ciencies in the revolving loan fund's
automated accounting system;

-- make sure that the required documentation
is obtained, accurate, and evaluated by the
Bureau before making or guaranteeing loans
and grants;
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-- establish a policy restricting participation
in the guaranteed loan program to only pri-
vate lenders that demonstrate adequate loan-
servicing capability;

-- make sure that necessary technical and man-
agement assistance is promptly identified
and provided; and

-- concentrate on identifying and correcting
deficiencies in the grant computer system,
including requiring that each agency obtain
the necessary information reports from its
grantees.

The Assistant Secretary should review the
Bureau's policy of allowing lenders to require
short repayment terms on guaranteed loans. He
should change the policy if it is not conaist-
eat with normal loan practices and places an
an unreasonable financial burden on the loan
applicant. He should also determine why there
have been no insured loan agreements, the ef-
fect this has on hindering the development of
Indian businesses, and what action is needed
to make the loan program viable. (See p. 45.)

The Department of the Interior's Office of
Audit and Investication estimates that 300,000
Indians are not eligible for guaranteed loans
under the Indian F.nancing Act because section
201 of the act pro'hibits participation of
Indians who are members of or eligible for
membership in an Indian organization that makes
loans to its members. Since the rationale for
this restriction is unclear, GAO recommends
that the Congress determine whether or not
this restrictive provision should continue and,
if not, amend the ace to allow such partici-
pation. (See pp. 44 and 45.)

Federal programs or activities for business
development on Indian reservations are scat-
tered throughout Federal departments and
agencies.

GAO believes that a single agency should be
responsible for managing Federal programs
for Indian business development. The American
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Indian Policy Review Commission agreed.
(See p. 57.)

GAO recommends that the Congress consolidate
Federal Indian economic development programs
and place them in a single agency. This agency
would be in a much better position to implement
GAO's other recommendations. (See p. 58.)

FORMAL REVIEW AND COMMENTS NOT OBTAINED

At the request of the Chairman, Subcommittee
on the Department of Interior and Related
Agencies, Senate Committee on Appropriations,
GAO did not submit this report to tne agencies
for formal review end comments. However,
responsible agency officials were qiven copies
of the report and their informal comments
have been considered.

Bureau officials agreed witi. GAO's recommenda-
tions but sa-d that implementing them would
require increased funding and staffing. Eco-
nomic Development Administration officials said
that because of problems they have had coordi-
nating their economic development ?rograms with
other Federal agencies, implementir.g some of
GAO's recommendations would not be effective
unless all Indian economic development programs
were placed in a single agency, as GAO recom-
mends. (See p. 23.)
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CHAPTER 1

INTRODUCTION

On August 9, 1977, the Chairman, Subcommittee on
the Department of Interior and Related Agencies, Senate
Committee on Appropriations, requested that we make a compre-
hensive review of the Bureau of Indian Affairs programs
and processes and report the results to him by February 15,
1978. This is one of a series of reports in response to
that request. This report presents the results of our evalua-
tion of Federal efforts to develop businesses on Indian
reservations.

FEDERAL INDIAN BUSINESS DEVELOPMENT
EFFORTS

Poor economic conditions, and their adverse effect on
the quality to life, are facing about 550,000 Indians living
on or near the more than 200 reservations under Federal juris-
diction. The reservations' economic environments are typified
by high unemployment and low family income levels. On some
reservations, more than 80 percent are unemployed. No matter
where Indians live, the pattern is essentially the same--
incomes are lower than that of the population at large, and
more Indians earn below the poverty level.

A proposed Senate Concurrent Resolution passed by the
Senate in 1974, but not passed by the House, stated:

"It is the sense of the Congress that * * *
a major goal of national Indian policy shall be
improving the quality and quantity of social and
economic development of Indians while maximizing
the opportunities for Indian control and self-
determination * * * and that Congress will commit
itself to the development of programs and services
necessary for bringing Indians to social and
economic parity with other citizens * * *."

Historically, Indians have been unable to obtain
financing from conventional sources, both governmental
and private, to support economic and industrial development
endeavors. The lack of sufficient capital and established
credit ratings as well as a myriad of sociological, legal,
and other factors have contributed to this situation.

To combat these problems, a national policy was estab-
lished in April 1974 by the Indian Financing Act which is:



"* * * to help develop and utilize Indian
resources, both physical and human, to a point
where the Indians will fully exercise responsi-
bility for the utilization and management of
their own resources and where they will enjoy a
standard of living from their own productive
efforts comparable to that enjoyed by non-Indians
in neighboring communities."

Indian business development programs on Indian reser-
vations are one of the major Federal activities directed
toward this national policy. Indians can obts4- financial
an] technical assistance for business or economic develop-mant from a number of Federal departments and agencies. The
primary programs are located in the Dapartment of theInterior's Bureau of Indian Affairs (BIA) and the Department
of Commerce's Economic Development Administration (EDA) and
Office of Minority Business Enterprise. Other organizations
involved to a lesser degree include the Small Business
Administration; the Department of Agriculture through Farmers
Home Administration and Rural Development Servicel and the
Community Services Administration and the Administration forNative Americans of the Department of Health, Education, and
Welfare.

Unlike BIA programs, which are directed solely to Indian
problems, those of other agencies encompass a much larger
target population. For example, most Farmers Home Administra-
tion programs are intended to help rural areas of the country;the Small Business Administration programs are intended to
help all small businesses, including minority-owned and
operated businesses; and EDA programs are intended to help
economically distressed areas, for which special funds are
set aside for Indians. Indian reservation assistance is
not always viewed separately from that provided other eligi-
ble groups or individuals; consequently, total reservation
funding cannot be determined readily from agencies other than
BIA and EDA.

SCOPE OF REVIEW

In accordance with agreements reached with the Subcom-
mittee, we updated our June 27, 1975, report entitled 'Improv-
ing Federailly Assisted Busirness Development on Indian Reser-
vations" iCED-75-371) (see app. I) and assessed BIA's
implementation of the Indian Financing Act--a program to
stimulate economic development on Indian reservations by
increasing the availability of funds to individual Indians
and tribes for starting and expanding business enterprises.
Our review Thcluded an examination of Federal records at
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various regional and headquarters offices, discussions
with Federal and Indian tribal officials, and visits to
selected business ventures on Indian reservations.
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CHAPTER 2

MORE CAN BE DONE TO HELP ESTABLISH PROFITABLE

BUSINESSES ON RESERVATIONS

Studies show that Indian reservations generally are not
conducive to the development of profitable businesses, and on
some reservations there is little if any potential for suc-
cessful business development without long-term Federal finan-
cial and technical assistance. The reasons why businesses
succeed or fail on reservations are numerous and interrelated
and involve the nature of the enterprises as well as the
inherent characteristics of the reservations. Although these
reasons are generally known, EDA and BIA had not recently
made comprehensive economic feasibility studies to determine
which of the 200 Indian reservations have the potential
for self-sufficiency through the establishment of self-
sustaining businesses.

Federal agencies must know which reservations have such
potential if they are to determine

-- which reservations need only initial Federal
financial assistance,

--which reservations need long-term Federal financial
assistance, and

-- which reservations require alternative strategies
to improve Indian living standards.

During fiscal years 1975-77, EDA and BIA through loans
and grants provided $294 million to help establish businesses
on Indian reservations. EDA financed 45 industrial parks to
help attract businesses to Indian reservations. As of
November 1977, 38 of these parks had two or less businesses
operating on them compared to May 1973, when 19 of 26 parks
had two or less businesses. Further, during the period May
1973 to November 1977 Indian employment decreased by 1,041
from 2,246 to 1,205.

Various Federal agencies provided financing totaling
$77.5 million for 18 major economic development projects
on or near Indian reservations. All 18 were experiencing
financial trouble in November 1977, and consequently
Federal and tribal investments as well as Indian employment
opportunities were in danger of being lost.
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While many factors hinder business development efforts
on Indian reservations, the potential for greater success
exists and could be realized if EDA and BIA were to (1)
aggressively promote economic development on reservations
where potential for success exists, (2) provide financial
assistance to promising businesses, and (3) provide technical
and managerial assistance to businesses to help them become
self-sustaining. Unless this is done, it is unlikely that
businesses will locate and operate profitably on reservations
having the potential for economic development and it will
be difficult to achieve the goal of affording reservation
Indians the economic opportunity available to the rest of
the Nation's citizens.

In our June 1975 report, "Improving Federally Assisted
Business Development on Indian Reservations," (RED-75-371) we
recommended that EDA and BIA aggressively pursue businesses
to locate on Indian reservations and assist businesses to
become self-sustaining. Both agencies agreed to do this,
but we found that neither agency has made changes in its
procedures to do so.

LITTLE POTENTIAL FOR SUCCESSFUL
BUSINESS DEVELOPMENT

There are many social and economic factors impeding
business development on Indian reservations. The following
diagram shows the potential for successful business develop-
ment on Indian reservations, which was developed after
reviewing many studies. We define a successful business as
one that is profitable end, therefore, self-sustaining. We
are not trying to show exact proportions of economic develop-
ment potential, but only that they exist and should be
considered in planning for self-sufficiency.

It is possible for businesses to move from the middle
category to the top, depending on the kind of business
and the quality, amount, and timing of Federal assistance.
However, some businesses may take some time to shift to
self-sufficiency, and some may never do it. It should be
recognized that some reservations have little or no poten-
tial for attaining self-sufficiency through business develop-
ment.

According to EDA officials, without the full support of
the Indian people themselves, no outside economic development
effort can be successful. Tribes must recognize that busi-
nesses are highly technical and competitive operations
and require a great deal of expertise to become successful.Some tribes do recognize this. However, many do not, feeling
that once a business is established on the reservation, it
becomes the tool of the tribal council.
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CONCEPTUAL PRESENTATION OF BUSINESS DEVELOPMENT
POTENTIAL PROFILE FOR INDIAN RESERVATIONS

POIENTIAL FOR SUCCESSFUL
BUSINESS DEVELOPMENT WITH-
OUT FEDERAL ASSISTANCE

POTENTIAL FOR SUCCESSFUL
BUSINESS DEVELOPMENT WITH
SOME FEDERAL ASSISTANCE
INITIALLY

''' 'NO POTENTIAL FOR SELF.
.- ----.... :.,, SUSTAINING BUSINESSES

·-"-.-:. WITHOUT LONG-TERM
· 5:·~.5··~·~ ..... FEDERAL SUPPORT

Studies on reservation

Previous GAO reports to the Congress have discussed
factors hindering reservation economic development. Our
June 27, 1975, report 1/ included such factors as

-- competition between reservations and other communities1

-- differences between Indians' concept of time, pro-
duction standards, and absenteeism with those of
industry;

--differences in educational attainment between Indians
and non-Indians;

--shortages in quantity and quality of job skills;

1/"Improving Federally Assistcd Business Development on
Indian Reservations," (CED-75-371).

I:·· Ii I I I ~',:,:,:-:.:,:,:,...I.= .,,,:,:,:,:,:,:,:···..:.,,

Indian Reservations," (CED-75-371).



-- deficiencies in exploitable natural resources on
some reservations;

--difficulties in Indians' obtaining credit because
of not being accustomed to ordinary business practices
and a lack of management or technical training; and

-- physical isolation and poor transportation facilities.

Another GAO report 1/ stated that businesses have not
invested on the White Mountain Apache Indian Reservation in
Arizona because

-- the land is unsuitable for farming or ranching;

-- the reservation is 200 miles from the nearest popu-
lation centers, and transportation is limited;

-- the reservation work force is unskilled and considered
unstable by some;

-- lack of tribal goals and priorities makes it difficult
to resolve economic conflicts.

An April 1977 report by the Young Presidents Organization
(YPO) 2/ to the Secretary of the Interior on the Indian Finan-
cing Act concluded that:

"The desire to establish economic activities on the
reservations must face the reality that almost all
reservations are lacking in most of the essentialsfor successful large-scale economic enterprises."

YPO considered the most critical "essentials" to be natural
resources, skilled work force, access to capital, and
strong management skills.

The Ford Foundation studied 12 EDA-financed touristfacilities on Indian reservations in April and May of 1977.
It reported that all are losing money, are underfinanced and

1/"Better Overall Planning Needed to Improve the Standard
of Living of White Mountain Apaches of Arizona,"
(FGMSD-75-47), Aug. 12, 1975.

2/YPO was founded in 1950 as an international educational
association of persons who became presidents of their
own companies before age 40. There are 3,300 members
in over 45 countries.
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incomplete, and lack adeouate tourist activities; some need
refinancing and lack adequate employee housing nearby; and
none have agreed-upon plans to become profitable. (See
p. 20.)

ECONOMIC FEASIBILITY STUDIES OF INDIAN
RESERVATIONS NEEDED

Although the reasons why businesses fail on reservations
are generally known, EDA and BIA had not recently made compre-
hensive economic feasibility studies to determine which of
the 200 Indian reservations have the potential for self-
sufficiency through the establishment of self-sustaining
businesses.

In 1967 EDA did establish a selected Indian reservation
program to carry out comprehensive development on selected
Indian reservations considered most likely to achieve self-
sustaining economic development through the proper use of
Federal assistance. EDA discontinued its selected Indian
reservation program because of the pressures of demand from
other reservations for its development funds. BIA's
Division of Indian Business Enterprise recently proposed
to make economic feasibility studies for all reservations
but is unable to do so because of limited resources.

EDA-selected Indian reservation program

In 1967 EDA established a program to carry out comprehen-
sive development on Indian reservations considered most
likely to achieve self-sustaining economic development _
through proper use of Federal assistance. EDA recognized
that with the large number of Indian reservations and the
limited funds available, its impact on any reservation would
be marginal at best if it had to serve them all. EDA decided
to concentrate on a selected group of reservations with the
greatest perceived potential for sustained economic growth
and viability.

EDA considered variations among Indian reservations,
such as proximity to major economic centers; general accessi-
bility; climate; availability of exploitable natural
resources; size, composition, and skills of the labor force;
entrepreneurial skills; attitudes toward economic develop-
ment; availability of capital and financial assistance;
stability; and commitment of tribal leadership. All these
factors affect reservation development. Consequertly, no
single strategy will have universal applicability. However,
there are certain issues common to most--if not all--reser-
vations, which can serve as a base on which to build reser-
vation-specific strategies.
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EDA determined that certain factors contribute to
produce and sustain reservation poverty. The factors
include:

-- Cultural values. Indian traditions lack entrepre-
neurial and managerial values, and consequently
an entrepreneurial class has never developed.
Indians, by and large, are not used to thinking
in terms of eoneymaking schemes and so creating
self-sustaining business ventures does not come
easily to them.

-- Sense of community. Indians generally have a stronger
sense of community than do most other Americans.
Thus, communal business activities and projects invol-
ving tribal ownership are more relevant on Indian
reservations than in other economic situations.

--Isolation. Most tribes are isolated geographically
as well as culturally from the rest of American
society. This isolation creates problems of access
to markets, capital, entrepreneurial ideas, and manage-
ment resources.

--Relationship with the land. Indian culture, religion,
tradition, and economic pursuits have been largely
land based. Accordingly, American Indians are moresensitive to the natural environment and its preser-
vation than are most other groups within the Nation.
Moreover, land is currently allotted to the Indian
through a series of treaties and legislation, repre-
senting his major remaining link with his cultural
heritage. Therefore, the Indian views any activity
affecting the use of his land with considerable
caution and suspicion. While Indians as a group
are not land poor, their land is largely of poor
quality.

--Political history. Historically, the white man,
eager for personal gain, often took advantage of
the Indian. The economic plight of many tribes
today stems from past exploitation by the white
man. The past Indian-white relationship makes it
difficult for the two groups to build economic
partnerships. However, white society has most of
the managerial and entrepreneurial skills and most
of the investment capital that Indians need for
economic development. Therefore, Indians need to
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develop productive relationships with white persons
to gain access to the resources they need for economic
development and self-sufficiency.

EDA concluded that reservation development is both unique
and difficult. Solutions that have been tested and found
successful in other rural areas may be clearly inappropriate
for reservations.

EDA discontinued its selected Indian reservation programs
because of demands from other reservations for its develop-
ment funds.

BIA concerned about need for economic
feasib ity tudies .

Officials of BIA's Division of Business and Economic
Development recognized the importance of economic feasibility
studies of Indian reservations. The division chief told us
that he had asked for $140 million for feasibility studies
to begin in 1979 and for additional funds to do economic
and resource surveys on Indian reservations.

The division chief said that as a basic starting point
there must be an inventory of economic resources on all
reservations in order to formulate specific development
plans for individual reservations. He added that little
real progress can be made until feasibility is determined.
He gave us a copy of his proposal in which he discussed
the need for a $25 million appropriation for comprehensive
economic surveys of Indian reservations by nationally recog-
nized firms to assess resources, capability, and viability
for development. However, he said his proposal was not
approved by BIA.

NEED FOR MORE AGGRESSIVE PROMOTIONAL EFFORTS

BIA and EDA have programs to attract businesses to EDA-
financed industrial parks. 1/ The number of parks has

1/Industrial parks consist of an area that is zoned industrial
and developed to attract business and allow planned growth.
The 42 completed parks ranged in size from 4 acres to 572
acres and averaged about 94 acres. 'Total improved acreage
averaged about 70 acres. Park development varies by EDA
region but, as a minimum, should include the provision for
two or more facilities on the park (for example, sewer and
water lines, or access road and railroad spur, etc.).
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increased from 37 in 1973 to 45 in 1977, but during thisperiod vacancies and Indian unemployment have increased.Information was not readily available to determine specifi-cally why this happened, but we did note that BIA's andEDA's promotional efforts have been limited.

Vacancies and unemloyment in industrial
park-s-hav-1Tincre ased

As of May 1973, EDA had financed construction of 37industrial parks for $16.03 million to induce businesses tolocate on Indian reservations. As of May 1973 only 26 ofthe parks were completed. The parks contained 44 operatingbusinesses employing 2,824 people, of which 2,246 were Indians.
Until November 1973, EDA and the tribes relied primarilyon BIA to attract new or existing businesses to the reserva-tions. EDA attempted to supplement BIA's efforts by usingconsultants to conduct promotional mail campaigns but con-cluded that the results were poor. EDA also concluded thatBIA had not adequately promoted EDA-financed industrial parks,so it established an in-house effort.

EDA began its business promotion efforts in November 1973.Since that time, EDA financed construction of eight additionalindustrial parks and expanded two others. As of November1977, EDA had spent $18.08 million to construct 45 industrialparks. In spite of this effort, Indian employment has de-creased whereas non-Indian employment has increased, asshown by the following table.

Employment
Date Total Indian Non-Indian

May 1973 2,824 2,246 578November 1977 2,043 1,205 831
Sixteen industrial parks have been completed sinceJune 1975 that did not have businesses operating on themas of November 1977. This is 11 more vacant parks thanexisted in May 1973 when only 5 were vacant. A comparisonof the number of operating businesses per industrial parksas of May 1973 and November 1977 follows.

11



Number of industrial parks
Number of operating businesses As of As of

per industrial park Nay 19737

0 5 16
1 11 12
2 3 10
3 4 1
4 1 1
5 2 1
6 _
7 -

8 - _

9 - 1

Total 26 42

Industrial parks not completed 11 3

Total EDA-financed industrial parks 37 45

Business development efforts
have not veen aggresslve

A primary reason that more businesses have not located
on Indian industrial parks is that BIA's and EDA's efforts are
still limited. EDA's efforts were directed toward locating
businesses on its industrial parks. However, the occupancy
rates of reservation industrial parks and the decline in em-
ployment indicated that the overall success of the promotion
program has been poor.

When EDA began its own promotion efforts in November
1973, it had a staff of three trying to encourage businesses
to locate on its industrial parks. As of February 1978,
EDA still had only a staff of three. According to an EDA
official, the staff performs a full array of functions found
in any active industrial development propram, such as direct
mail campaigns for industrial prospecting, personal calls
on company management, and accompanying company managers
on site visits to reservations.

This staff had identified businesses which could be self-
sustaining if located on EDA-financed industrial parks. How-
ever, EDA headquarters officials noted that EDA has had prob-
lems encouragirig businesses to locate on its industrial parks
because private financing of buildings and equipment was dif-ficult to obtain. One reason is that lenders must go through
Federal courts to take possession of properties when borrowers
have defaulted on their loans, which is costly and time con-
suming.
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BIA had reduced its staff involved in encouraging
businesses to locate on Indian reservations. The following
table shows that in January 1974 there were 29 full- and
part-time professional staff located in Washington, D.C.,
ari in the field, but only 13 as of November 1977.

BIA staff involved in encouraging
businesses to locate on

Indian reservations
January 1974 October 1977

Washington headquarters:
Full-time 7 7
Part-time 2 -

Field 20 6

Total 29 13

According to the official in charge of BIA's efforts, the
staffing reductions occurred because personnel ceilings were
low-red and the division's budget was reduced. He said that
a staff of 61 would be needed to do an effective job. The
reduced staff is responsible not only for encouraging busi-
nesses to locate on Indian reservations but also for helping
to determine the feasibility of proposed business ventures
to be financed through the Indian Financing Act. (See p. 24.)

More aggressive efforts can be successful

Businesses can be encouraged to l1ocate on EDA-financed
industrial parks if their managers aggressively promote them.
For example, one industrial park, Park A, located in Arizona
was constructed in 1970 and expanded in 1976. EDA spent
$1.6 million to develop the park. As of November 1977, nine
businesses, employing 457 people of which 122 were Indians,
were operating on the industrial park. In addition, four
other firms were constructing plants on the park.

The maiager of the park said that, if aggressively
pursued, businesses can be encouraged to locate on indus-
trial parks. Most of the prospects for locating on the
industrial'park came from the manager's own private sources,
such as local banks, friends, and the railroad that services
the park. Some prospects came from EDA; only a few came
from BIA. He said this occurred because EDA and BIA have
only a limited staff available for encouraging businesses
to locate on Indian reservations.

The park manager also said that local financing of
plants and equipment can be obtained for park tenants if
the park manager has a good rapport with the local financial
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community and if the proposed tenants have a good credit
history. Local sources were being used to finanace plantconstruction for three of the four firms. The fourth firm's
plant was financed through a Farmers Home Administration
loan guarantee.

The other two industrial parks on the same reservation,constructed in 1969, were not as successful as Park A. EDA
provided more than $1.5 million to construct these parks.
Total employment on the parks has fallen from 221 in May1973, of which 77 were Indians, to 161 in November 1977,of which 57 were Indians. The following schedule shows
the status of the two industrial parks.

Firms
operating_ _ Employment
May Nov. Ma- 1973 Nov. 1977

Cost 1973 1977 To--tal Indian Total InTain

Park B $ 525,000 1 2 28 18 21 19

Park C 997,335 3 2 193 59 139 38

Total $1,502,355 4 4 221 77 161 57

The EDA representative for the State of Arizona toldus that the primary reason these two industrial parks werenot as successful as Park A was that they were not aggressiveor professional in their efforts to attract businesses. ThePark A manager confirmed this, stating that recently the mana-ger of Park C acted unprofessionally in dealinqs with onepotential tenant and failed to send promised promotional
materials to another.

The EDA representative for the State of Arizona alsosaid that EDA's efforts to encourage businesses to locate
on Parks B and C have been constrained by the small staffin EDA's Washington headquarters. The limited staff was
responsible for promoting all of the 45 parks EDA had
financed.

We reported similar problems in 1975

In our prior report (see p. 6), we found that Federalefforts to encourage businesses to locate on Indian reser-vations need to be aggressive and coordinated. Specifically,
we recommended that to increase effectiveness of the Indian
reservation promotion program, the Director of the Officeof Management and Budget work with the Secretaries of theInterior, Commerce, and Agriculture; the Administrator of

14



the Small Business Administration; and other agency heads
he deems appropriate to establish an interagency committee to

--identify industries most likely to consider
locating on : reservation,

-- aggressively encourage and assist those firms
identified as having an interest in locating
on a reservation, and

-- insure the availability of current promotional
literature and materials.

Discussions with officials from each of these agencies
or departments revealed that no such interagency committee
was ever formed. Since that report, neither BIA nor EDA
has made major changes in their procedures for promoting
business on Indian reservations, even though they agreed todo so. These two agencies have continued to administer their
programs independently and have established no means to
interrelate their efforts.

FEDEPAL AGENCIES NEED TO PROVIDE
ASSISTANCE TO BUSINESSES

EDA, BIA, -mall Business Administration (SBA), Farmers
Home Administralion (FmHA), and Community Services Administra-
tion (CSA) spent. about $25.4 million from fiscal year 1967
to November 197; to fund six of the major economic developmentefforts we reviewed. These projects were located on six
reservations. All six were experiencing financial difficultyas of November 1977. Consequently, 391 permanent employment
opportunities and the Federal and tribal investments are
in danger of being lost.

The projects had various problems, including poor manage-ment, inadequate financing, unsalable products, and high
operating costs. The Federal agencies did little to help
identify the problems, even though they have existed forsome time. The Federal agencies iad current financial records
for only one of the businesses they funded or were assisting.When techiical or managerial assistance was provided, it was
provided after the businesses had lost considerable amounts
of funds.

By the very nature of EDA and BIA programs, the Federal
agencies financed businesses which could not qualify forfinancing from commercial lenders. Thus, there is a strongneed for the Federal agencies to continue monitoring thesebusinesses to help them succeed. Neither of the agencies
feel, however, that it is their responsibility to assist an
Indian business unless the business asks for help.
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We reported similar problems in our 1975 report. At
that time, however, BIA was not deeply involved in fundingbusiness ventures. This situation changed with passage of
the Indian Financing Act. Now that BIA is financing business
ventures, our earlier observations also apply to BIA.

Federally financed projects not
iiI f-sustaiTni

We believe the operating difficulties encountered by
Indian businesses we reviewed illustrate the need for the
agencies to monitor federally financed businesses to help
them become self-sustaining. Following are examples of
what we found.

6,300-acre tribal farm

BIA, EDA, and FmHA provided over $3.4 million in loans
and grants to fund this tribal farm. These funds were usedto purchase farmlands and equipment; construct grain storage
facilities, machine shops, and farm buildings; and prepare
farmlands for planting. The tribal farm wac to provide
Indians with employment opportunities and business skills
and to produce income for the tribe.

As of November 1977, the farm permanently employed 12
people of which 9 were Indians, but it has not been finan-
cially successful. The tribal farm lost $230,006 in 1975 and
$164.R2 in 1976. Through August 1977, drought situations
helped to cause the farm to lose $324,118, and continued losses
are forecasted for 1978 and 1979.

To offset these losses and provide for operating ex-
pensvs, BIA loaned the tribal farm $800,000 in 1977. The
farm requested another loan for $300,000 for operating
expenses for 1978. BIA's Portland area office was evaluating
the loan request at the time of our review. The tribal farm's
manager told us that if BIA denies the loan, the farm will
have to stop its operations because it has no alternative
source of funds.

BIA and EDA have not been monitoring this enterprise.
EDA's files had no information about the tribal farm's
current status, and BIA had to request financial information

iOno tile tribal farm for us. In January 1977 not all of
the funds lent by BIA were used to pay future operating
expenses. Instead, $495,597 was used to pay outstanding
bills, debt, and rent to the t&ibe. At the time of our
review, BIA did not know how the tribal farm used the
remaining funds.
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2,500-acre tribal farm

This tribal farm was established to provide continuous
income to the tribe and employment opportunities to the
Indian people. EDA and BIA provided $1.5 million in loans
and grants to establish and operate the tribal farm.

This farm also was not self-sustaining. It employed
four Indians. The farm's records showed that for the
period ended November 1977, it sold $403,295 of crops and
incurred operating expenses of $677,196. The tribal farm
operations have been subsidized by the tribe to the extent
that the operating expenses did not include the manager's
salary or adequate compensation for leasing tribal lands.
BIA officials advised that the manager's cost is picked
up by EDA and the land should lease for at least $35,000
annually, not the $6,238 which is shown on the farm's
records. Another $314,628 of crops held in storage re-
mained to be sold and may contribute to the farm's net in-
come. There were, however, $109,906 of seed purchases
and administrative, insurance, and other miscellaneous
expenses budgeted by the farm which have yet to be incurred.

A BIA area credit official advised that it was diffi-
cult to monitor the farm's operation because BIA has not
obtained the necessary financial records as required. In
order to facilitate our evaluation of this operation, BIA
had to make a special request to the farm for a correct
financial report. EDA's files also did not contain infor-
mation about the farm's operations.

Resort comlex

EDA, between fiscal years 1967 and 1975, provided $5.59
million in loans, grants, and technical assistance to re-
design, construct, and expand this resort. The tribally
financed credit program lent the resort $900,000, and the
tribe invested $2.98 million to help construct and operate
the resort.

The resort was established to provide job opportunities
to the Indian people, develop the reservation's recreation
resources, and provide income to the tribe. As of September
1977, the resort employed 267, of which 59 were tribal members.
However, the resort has not been a financial success. Through
October 1977, the resort lost $687,844 for the year and has
lost $4,532,600 since it was opened. The resort also owes
the tribally financed credit program $173,250 in interest
and $366,502 in interest on the $2.4 million EDA loan.

17



Though the resort was expanded from 90 to 145 roomsin 1976 to make it economically viable, tribal officials
want to expand it again. Tribal and BIA officials saidthat the resort is not making a profit because it cannotattract enough tourists to cover its operating expenses.In order to attract more people, an additional 65 roomsare needed to allow large conventions to use the facilities.
Support facilities (such as indoor tennis, racquetball,
and handball courts; ice skating facilities; and a largergolf course) will also be needed to entertain the resort's
clients. In addition, banquet facilities, meeting rooms,and the lounge need to be expanded to handle the additional
clientele. The cost of these additional facilities hasnot been estimated, nor has an evaluation been made to assesswhether adding to the resort will make it self-sustaining.

In his August 1977 report, a consultant to BIA notedsimiliar problems at the resort. The consultant also evalu-
ated the operations of 11 other tourist facilities, and hisfindings are discussed on page 20.

Metal_products enterprise

This enterprise was established in October 1969 andbegan operations in Februray 1970 when the tribe lent thefirm's owner $40,000 to commence production of metalcarrying cases for rifles, cameras, tools, and camping
gear. In December 1971 the tribe canceled half of the $40,000indebtedness in exchange for 60 percent ownership of the
enterprise. The tribe supported the enterprise to provideitself with income and job opportunities for tribal members.BIA, Office of Minority Business Enterprise (OMBE), SBA,
and a State agency have provided more than $439,000 foroperating capital, new facilities, and technical assistance.

In March 1976, during testimony before the Subcommitteeon the Department of Interior and Related Agencies of theHouse Committee on Appropriations, the Commissioner ofIndian Affairs cited this enterprise as an example of Federal
agencies working together to make this a successful business.The enterprise employed nine, three of which were Indians,but has not been a financial success. Through October 1977,the enterprise had net losses of $662,792. Various consul-tants have been employed to evaluate the enterprise's opera-tions and have reported that the losses came about because
the enterprise was (1) producing products for which ther:either was no substantial market or where the competition
was fierce and (2) selling some products for less than theycost to produce.
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To keep the enterprise operating, BIA has been requested
to extend the repayment of its $100,000 working capital loan.
BIA was evaluating the enterprise's request at the time of
our audit.

The enterprise also asked BIA fcr $67,000 of technical
and management assistance. The enterprise's manager advised
that (1) a $20,000 technical assistance grant would be used
to help the firm learn to bid for work, (2) a $25,000 grant
would be used to assess feasibility of sellina the enter-
prise's products by direct mail, and (3) another $22,000
grant would be used to purchase equipment. He said that
if BIA did not provide the first two grants, the business
would probably have to cease operations on February 1, 1978.
A BIA credit official said that BIA will provide technical
and marketing assistance to the enterprise but will probably
not provide additional funds to keep it operating until the
marketing study has been completed.

Indian fish company

This company was established to purchase fish from
Indian fishermen, provide income for various tribal activities,
and provide employment opportunities for the Indian people.
BIA has loaned $350,000 to the company for working capital,
and the tribe has invested $462,387. EDA has provided $39,000
for technical assistance.

The company employs 24 Indians but from its inception
through July 1977 lost $199,791. For the year ending July
1977, the company's financial records showed a net income
of $4,818. However, depreciation on $502,594 of property,
plant, and equipment was not included as a cost of doing
business. BIA did not have copies of the company's most cur-rent financial records but, at our request, obtained them for
us.

The company's financial records showed that its opera-
ting expenses exceeded income.

Aquaculture and seafood marketing business 1/

Since 1969 EDA, CSA, and BIA have provided over $14.3 mil-
lion in loans and grants to establish this business. The

l/Cultivating of fish and shellfish under controlled condi-
tions.
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Federal funds have been used to construct aquaculture
facilities, provide working capital, and obtain managerial
and technical assistance. The business was established
to provide employment opportunities and business skills
and to create income for 'he tribe.

The business employs 75 Indians, but it needs Federal
funds to stay in operation. During 1976 it lost $1.2 million
and through October 1977 it lost another $836,204. The busi-
ness requested a grant of $3.5 million for 1978 and 1979
from CSA, stating that it projects losses of $1.17 million
from operations during these periods. Tribal officials
said the $3.5 million will be used to offset the projected
losses and that Federal funds are needed to keep the busi-
nesses operating during the next 4 years.

The business continues to lose money because (1) it
has produced products for limited markuts and (2) its ex-
penses have exceeded revenues.

Observations made by another study

During April and May 1977, a consultant of the Ford
Foundation conducted a study of 12 EDA-financed tourist
facilities on Indian reservations. These 12 projects received
$36.3 million of EDA funds and $15.8 million from the tribes
and private sources. The funds from EDA represent 59
percent of its total investment in all federally financed
tourism projects.

The consultant's observations about these tourism
projects were released in August 1977 and stated that:

-- All were losing money.

-- All were underfinanced and incomplete.

-- Some were badly in need of refinancing. These
projects were not close to breaking even, were
not "commercial," and should have not been financed
by loans.

-- None had an agreed-upcn plan for becoming self-
sustaining.

--Of the 10 projects still operating, 8 lacked ade-
quate daytime activities for tourists, and all
10 lacked nighttime activities.
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--Of the 10 projects still in operation, 4 were
adversely affected by lack of adequate worker
housing nearby.

-- Half of the 12 projects had no feasibility studies;
most of those that were made were weak, at best,
and one study recommended against the project but
it was pushed ahead anyway.

The consultant placed the blame for these failures on
Federal agencies (principally EDA), consultants, planners,
architects, and Indians.

The consultant stated that to make 11 of the projects
self-sustaining, the following would be needed:

--$40 million of capital improvements.

--Refinancing of $4.2 million of EDA loans.

-- $8.4 million for management and promotion subsidies.

BIA was evaluating the consultant's report to decide
what to do. EDA established a task force with the American
Indian Travel Commission to determine if a problem exists
and, if so, what to do. The task force:s report is scheduled
for completion by November 1978.

Similar problems were reported
in our 1975 report

We reported that Federal agencies should monitor these
business ventures to promptly identify deficiencies and pro-
vide assistance to correct them before they become severe
enough to halt operations.

We stated that the effectiveness of technical assistance
depends on the cooperative arrangements among Federal agencies
to evaluate and monitor business and commercial development
projects. This should include all procedures tha* Drovide:

-- Critical evaluation by the funding agency with well-
documented recommendations of actions needed to
correct any identified problems that might adversely
affect the business.

--Clear documentation of the basis for financing any
venture for which problems have been identified but
not resolved.
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--A plan for monitoring the business venture and for
providing technical assistance to promptly identify
and resolve problems that occur, particularly during
early stages of operation.

--Followup to insure that the procedures are properly
implemented.

We recommended that Federal agencies establish proce-
dures to monitor and provide competent technical assistance
to businesses receiving Federal financial assistance.

Discussions with Federal officials revealed that they
have not made any major changes in their procedures of
monitoring business operations on Indian reservations, even
though they agreed to do so.

CONCLUSIONS

Many social and economic factors impede business develop-
ment on Indian reservations. Some reservations have little
if any potential for successful business development without
long-term Federal financial and technical assistance. We
believe that Federal agencies need to make comprehensive
economic feasibility studies to determine which reservations
have the potential for self-sufficiency through establishment
of self-sustaining businesses with initial Federal assistance.
For other reservations, Federal agencies need to decide to
(1) provide long-term Federal support or else (2) develop
alternative strategies for raising the living standard of
Indians.

While many factors hinder business development efforts
on Indian reservations, the potential for greater success
exists and could be realized if EDA and BIA (1) aggressively
promote economic development on reservations where potential
success exists, (2) provide financial assistance to promising
businesses, and (3) monitor and provide managerial and tech-
nical assistance to businesses in trouble to help them become
self-sustaining. Unless this is done, tribes will continue
to have trouble attracting profitable businesses to reserva-
tions and the goal of affording reservation Indians the
economic equality comparable to the rest of the Nation's
citizens will be difficult to achieve.

In our June 1975 report we recommended that Federal
agencies aggressively pursue businesses to locate on Indian
reservations and help them become self-sustaining, but
our recommendations have not been fully implemented.
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RECOMMENDATIONS TO THE SECRETARIES
OF COMMERCE AND THE INTERIOR

We recommend that the Secretaries of Commerce and theInterior direct the Administrator, EDA, and the Assistant
Secretary for Indian Affairs to work together to:

-- Conduct an economic feasibility study that identifiesreservations considered most likely to support self-
sustaining economic development and carry out acomprehensive business development program including
(1) aggressively pursuing promising businesses tolocate on reservations, (2) providing them initial
financial assistance, and (3) assisting them inbecoming self-sustaining, profitable enterprises.

-- Decide whether long-term Federal support should
be provided to economically develop other reserva-tions or whether alternative strategies are needed
to improve the living standards of Indians living
on reservations that lack potential for successful
business development, and if so, develop new stra-tegies and propose them to :he Congress for imple-menting authority and funding.

INFORMAL AGENCY COMMFNTS

BIA officials agreed with our recommendations but said
that implementing them would take increased funding andstaffing.

FDA officials said that BIA and EDA have both amassed agreat deal of detail on Indian reservation development po-tential but it cannot be more broadly utilized under thepresent fragmented organization for Indian economic develop-ment. They stated that such studies can be effective onlywhere the responsibility for Indian economic developmentrests with one agency which would speak authoritatively
about acquisition and direction of resources in implementingstrategies indicated by the studies. We have made this recom-mendation on page 58.
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CHAPTER 3

BETTER MANAGEMENT OF INDIAN FINANCING ACT

PROGRAMS NEEDED

The Indian Financing Act was enacted by the Congressin 1974 to stimulate economic development on Indian reser-vations by increasing availability of funds to individualIndians and tribes for starting and expanding business enter-prises. BIA, which administers the act, approved throughS:ptember 30, 1977, 1,866 loans and grants totaling $106.3million.

The administration of the Indian Financing Act and itsimpact on Indian economic development has been the subjectof recent studies. 1/ These studies and our work indicatethat BIA needs better management controls and proceduresover loans and grants made to individual Indians and tribes.
The loan and grant programs suffer from

-- delinquencies,

--inadequate accounting systems,

-- poor analysis of loan and grant applications,

--missing documents in loan and grant files,

-- inadequate loan servicing by lenders,

-- short repayment terms, and

-- limited provision of technical assistance tobusinesses.

In addition, a legislative restriction limits partici-pation in the guaranteed loan program.

THE INDIAN FINANCING ACT

Concerned by the lack of economic development financingavailable to individual Indians and Indian organizations,the Congress passed the Indian Financing Act (25 U.S.C.1451 et seg.) which was approved on April 12, 1974, by the

1/See app. II for a listing of studies of the IndianFinancing Act.
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then-President. The primary objective of the act is tostimulate economic development on Indian reservations by
increasing the availability of funds to individual Indians
and tribes for starting and expanding business enterprises
on or near reservations. The act consolidated several
existing Indian revolving loan funds and established an
Indian Loan Guaranty and Insurance Program and an Indian
Business Development Grant Program. In addition, the act
authorizes payment of interest subsidies to private lenders
on loans, guaranteed or insured, and requires that loan
and grant applicants be provided competent management and
technical assistance.

BIA administers the Indian Financing Act through itscredit and finance staff in the central, area, and agency
offices. BIA's central office controls allocation of pro-
gram funds to the area offices and maintains approval
authority over the Loan Guaranty and Insurance Program.
Approval authority for revolving loan funds and Indian
Business Development Program grants has generally been
delegated to BIA's area offices and, in some instances,
has been redelegated to BIA's agency offices.

In 1974 the Congress authorized BIA 72 additional posi-tions to carry out provisions of the act. BIA allocated
67 positions to the area and agency offices and 5 to thecentral office. As of December 1977 there were approximately182 authorized full-time positions in the central and field
offices assigned to credit operations, including administeringprovisions of the act. This includes the credit-examining
stdff located in Denver, Colorado.

STATUS OF LOANS AND GRANTS

The Subcommittee's Office asked us to provide informationon the status of loans and grants made under the act. From
passage of the act in April 1974 through September 30, 1977,BIA approved 1,866 loans and grants totaling $106.3 million.
The following table shows the type, number, and value ofloans and grants made by fiscal year during this period.
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Total Indian Financinq Act Loans and Grants

Made During Fiscal Years 1975-77

Indian business
Fiscal Revolvinq loan Guaranty and development
year fund insurance fund grant proqram Total

N-umer Amer Amouni Number Amount Nuumbm AmountN

--------- (dollars in millions)----------------------

1975 58 $ 8.6 - $ - 594 $ 9.7 652 $ 18.3
1976 83 13.3 50 14.5 671 9.2 804 37.0
1977 56 11.4 46 35.4 a/308 a/4.2 410 51.0

Total 197 $33.3 96 $49.9 1,573 $23.1 1,866 $106.3

a/Final fiqures for the qrant program for fiscal year 1977 were not
available as of November 1977.

Revolvinc loan fund

The revolving loan fund is for loans to Indian tribes and
their members to improve and promote economic development
on Indian reservations and for educational purposes. As of
October 1, 1977, the fund had approximately $21.8 million
available with outstanding unallotted commitments and author-
ized applications totaling about $17.1 million.

During fiscal years 1975-77, $33.3 million was loaned
from the Indian revolving loan fund. Of this amount, 52
percent represented loans to Indian corporations and tribes
for specific development projects; 33 percent was loaned to
tribal relending and credit organizations, which make loans
to individuals on reservations. The remaining 15 percent
went to agency direct loan programs for loans to individuals
who do not have access to tribal relending organizations.

The following table shows the amount of revolving loan
funds allocated during fiscal years 1975-77 for each area
office.

ose at Inl'an PFvol, fin Funds hv PrtA Arn

nuri,1 FierCaI Year' 1975-77

Cnrporatinns
BIA area oftice 1otal (rnanriatlon and trihes Irndvirdual-

-.......--------.- (thou .iandl) --------- -------- --

AberdPen S 6,96O. $ .!)25.n S 1.75S.0 < 2100.n
Alnuouerou. 1,099.8 - 140.0 q9q.R
Anadarko 237.0 237.n
Rillinls 4,468.5 3,035.s 1,24R. .
Fastnrn 60.0 60 .0
Juneau 2,915.0 715. 2,200.n
Minneapolis 2,461.1 - ?,24}2.2 2sa.9
Musko1ee 1,737.4 710.0 47S.0 5 2.4
Navaio 2,700.0 2,700.0
Phoenix 4,724.5 600.0 3,7 0.0 394.5
Portland 5,A29.6 725.0 2,R46.6 2,25R.0
Sacramento Q_. 0 - . " 5:

Total S33,307.9 sn10,700? S17,411. s5,006.1

(10)no (339) (526) %ISt}
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Loan Guaranty and Insurance rrogram

The Indian Loan Guaranty and Insurance Program is used
to guarantee and insure loans made by private lenders to
Indian tribes and their members for economic enterprises
that benefit the economy of an Indian reservation or for
housing on a reservation. The act authorized the Secretary
of the Interior to guarantee up to 90 percent of unpaid
principal and interest on a loan and to insure up to 90 per-
cent of the loss on any one loan to an eligible tribe or
Indian. In lieu of the guarantee, the act provides in-
surance for up to 15 percent of the aggregate insured loans
made by a lender. The aggregate of guaranteed or insured
loans is limited to $200 million. However, the aqgreqate
of loans to an individual is limited to $100,000 in princi-
pal.

By the end of fiscal year 1977, BIA had signed loan
guarantee agreements with 108 lenders but had no loan insur-
ance agreements. BIA officials are not sure why lenders are
reluctant to participate in the insured program but believe
it is due to the limited reimbursement for losses on the
aggregate of the total insured loans made by a lender. For
example, if BIA signs an insured agreement with a lender for$1 million and the lender makes 10 loans of $100,000 each,
the lender can recover only 90 percent of each defaulted
loan up to a maximum of $150,000.

BIA officials believe that the insured concept is good
because it allows lenders more flexibility in making loans
and reduces some of BIA's workload. However, BIA officials
did not know what effect the lack of lender participation
has had on providing economic development financing to
Indians.

The act also authorizes a subsidy on loans insured
or guaranteed so that the borrower will have to pay no
more interest than the rate set by the Secretary of the
Treasury for loans from the Indian revolving loan fund.
As of October 1, 1977, this rate was 6-1/2 percent. The
act authorized appropriations of $20 million for each of
fiscal years 1975, 1976, and 1977 to cover interest subsidies
and administrative expenses. Although BIA requested $20
million for each of the 3 years, the Congress appropriated
the full amount only for fiscal year 1975 and $10 million
and $15 million for fiscal years 1976 and 1977, respectively.

As of October 1, 1977, 96 loans totaling $49.9 million
had been guaranteed. BIA officials claim that about 30
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guaranteed loan proposals have been disapproved for various
reasons since the program's inception. The followingtable shows the number and amount of guaranteed loans madeduring fiscal years 1975-77 by each area office.

Total Loans Guarans Guaanted by BIA During the Period

Fiscal years 1975-77

Number of Total guaranteed Number of loans UnpaidBIA area office loans guaranteed amount in default amount

------------------- (dollars in thousands)-------------------

Aberdeen S 1,355.6 _ S _Albuauerque 14 7,380.0 -Anadarko 18 2,175.1 4 204.6Billings 7 1,128.0 1 66.0Eastern 8 3,114.9 1 525.0Juneau 3 27,600.0Minneapolis 9 760.6 2 19.7Muskoqee 10 1,433.2 3 832.0Navajo - - - -Phoenix 4 3,024.0 2 945.3Portland 13 1,768.9 - -Sacramento 3 213.4 1 100.0
Total 96 S49,953.7 14 $2,692.6

Of the 96 approved loans, BIA officials stated that14 (about 15 percent in number and about 5 percent in
dollar value) were considered in or near default status.BIA's dollar loss rate appears comparable to other Federallending programs. For example, during March 1967 to July1, 1976, SBA experienced a 5-percent dollar loss on itsBusiness 7(a) Loan Program and a 17-percent loss on itsEconomic Opportunity Loan Program with Indians. The combinedprogram loss was about 10 percent. The loss rate on thenumber of loans in these categories was not readily avail-able at S&P. Although BIA's dollar loss rate is lessthan SBA's, it is still too early in the program to makeany conclusive comparisons or statements of conditions.

Grant pr2g

The Indian Business Development Program is to stimu-late and increase Indian entrepreneurship and employment byproviding equity capital through nonremibursable grants ofup to $50,000 to Indians and Indian tribes to start or expandbusinesses on or near reservations. The act authorized appro-priations of $10 million for Indian Development grants foreach of fiscal years 1975, 1976, and 1977.
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In fiscal years 1975-77, BIA approved 1,573 grantstotaling $23.2 million. The following table shows by fiscalyear and area office the number and amounts of grants approvedduring fiscal years 1975-77.
Total Grants Made by BIA Durinq Fiscal Years 1975-77___________A____ ._ rea___ _ _____

RIA area FY 1975 FY 1976 1977 lnote a] Totaloffice mbeir Amounts Si Wrm6er Amounts mDrmounts N Amounts

------------------ -(dollars in thousands)------------.---_____-

Aberdeen 105 $1,242.8 105 S1,190.4 64 $ 645.2 274 S 3,078.4Albuqueroue 17 441.2 56 766.3 17 205.2 90 1,412.7Anadarko 26 442.6 37 489.4 20 226.1 83 1,158.1Billinqs 46 R84.5 69 913.8 41 479.9 I16 2,128.2Eastern 18 451.9 s18 499.2 1 S0.0 37 1.001.1Juneau 36 900.8 44 730.0 - 0.0 80 1,630.RMinneapolis 69 640.7 91 051.R 42 244.2 202 1,S36.7Muskogee 59 956.1 62 905.7 26 615.4 147 2,477.1Navajo 41 1,083.2 30 681.6 5 113.9 76 1,878.7Phoenix 87 1,358.1 100 ;,517.1 41 770.3 228 3,645.5Portland 75 914.0 45 652.0 43 660.1 163 2,226.0Sacramento 15 458.2 14 319.5 8 213.9 37 991.6
Total 594 $9,724.1 671 S9,216.8 30R $4,224.2 1,573 $23,165.1

a/Final fiqures for the qrant proqram for fiscal year 1977 were notavallable as of November 1977.

Two recent studies of the Indian Business DevelopmentGrant Program reached different conclusions on its effec-
tiveness. One study was conducted by Mel-Bud Associates,a consultant firm for BIA. In its June 3, 1977, reportit concluded that the program's objective of stimulatingand creating Indian businesses was being met on the basis
of the number of grants made to individuals and corporationsand the amount of additional outside funding generated. Thebasis for the study was statistical data provided by BIA.

In contrast, a study conducted for BIA by the YoungPresidents Organization concluded that the grant program wasnot achieving its objectives and recommended that it bediscontinued. This report, issued in April 1977, statedthat

'The grant program has not fulfilled the function
intended and there is no reasonable expectation thatits continuation will eventually achieve desired
results. Most grants seem to have been made on thebasis of political pressure and expediency, in thenature of gifts, rather than as part of the package offinancing for business development * * .

As a result of the negative comments on the grant pro-gram in the YPO report, BIA was requested by Interior's
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Office of Budget to evaluate the grant program and determine
if continued funding was warranted.

Continuation of the grant pris2ram is in
question

On July 20, 1977, the act was amended by extending
authorization for appropriations of $14 million into fiscal
years 1978 and 1979. However, as of December 1, 1977, the
Department of the Interior had not requested funds for the
program.

We were told by a Department of the Interior budgetofficial that funds were not requested for fiscal year 1978
and are not included in the fiscal year 1979 budqet proposal
because the program was not considered a high enough priority
to continue funding. This decision was made even though
a BIA evaluation report on the grant program was considered
favorable by Interior's budget staff. We were told that the
Secretary of the Interior sustained the decision when BIA
appealed it.

Interior's decision appears to be in conflict with
expectations of the House Committee on Interior and InsularAffairs. In its Committee Report dated May 9, 1977, on
approving the extension of the grant program, the Committee
stated that:

"If the Administration is not going to seek appro-
priations for this program for fiscal years 1978 and
1979, the passage of this legislation by Congress
would be futile. The Committee fully expects that
this program be funded for those 2 fiscal years
and that any determination that this program should
not be further authorized be left to the Congress."

If Interior does not request funds, some proposed business
enterprises will have to find other funding alternatives or
possibly not open. For example, approximately $100,000 in
grant funds were to provide seed monty for Indians openingbusinesses in a North Dakota shopping center. (See pp. 55
and 56.) However, lack of grant funds may jeopardize these
businesses.

PROGRAM MANAGEMENT DEFICIENCIES

There is a need for better management controls and proce-
dures over making loans and grants to individual Indians and
organizations. We found numerous deficiencies in the adminis-
tration of the Indian Financing Act. The programs suffer from
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delinquencies, questionable prospects of loan repayment, poor
accountability because of an inadequate accounting system,
inadequately documented loan and grant files, poor analysis
of loan and grant applications, inadequate loan servicing
by lender, unreliable reporting system, and provision of
limited technical assistance to businesses.

Relending agencies have high delinquency
rates

Contrary to its stated policy, BIA made direct loans from
the Indian revolving loan fund to relending organizations with
continuous high delinquency rates.

We reviewed BIA examiner reports on the operations of
14 relending organization loan programs. The reports indi-
cated that the organizations made many kinds of loans and-
that the number of delinquent loans was excessive. The
percentage of delinquent loans ranged from 27 to 80 percent,
although percentage of the dollar amount delinquent was con-
siderably less (2 to 71 percent).

Delinquency Rates of Selected Relending Organizations

Date of Percentage Percentage
BIA area examiners of dollar of loans
office report amount delinquent

Aberdeen 4/76 17 57
Abardeen 9/76 18 47
Aberdeen 2/77 38 43
Albuquerque 10/76 6 33
Billings 6/77 71 74
Eastern 12/76 2 80
Eastern 2/77 2 35
Muskogee 6/77 3 40
Phoenix 3/77 8 59
Portland 6/77 22 27
Portland 5/77 30 50
Portland 3/77 7 58
Portland 2/77 14 73

In some cases, the examiners' reports indicated that many
of the loans were delinquent in excess of 90 days and that
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collection efforts appeared minimal. One credit program was
placed under a moratorium until it could reduce its delin-
quency rate, and one credit operation was suspended.

BIA officials stated that in keeping with Indian self-
determination, adequate administration of tribally operated
programs, such as relending organizations, is left primari'y
to the tribe. As a result, BIA generally depends on the
tribe and its tribal credit committee to insure that its
relending program is operating on a sound financial basis.

BIA officials told us there was no firm or written
policy on making additional loans to relending organizations
with an excessive delinquency rate. They stated that every
loan request is evaluated on a case-by-case basis regard-
less of the program's delinquency rate. They stated they
probably would not make additional loans to a relending
organization whose records indicated its program was in bad
shape and had been gradually deteriorating. However, ifthere were uncontrollable factors, such as a drought, affec-
ting an area's economy and repayment ability, an additional
loan to the relending organization would be considered.

We question if BIA's policy in this regard is being
adhered to. For example, in September 1976 one loan program
had 47 percent of its loans in delinquent status. These
delinquencies were 18 percent of its total dollar amount.
In a January 7, 1977, letter to the financial assistance
office, the BIA loan examiner stated that the tribal loan
program

"* * * has been allowed to operate under adverse
and detrimental conditions in excess of reasonable
considerations and responsibility. This is predicated
on the record of four (4) poor examination reports
* * * and the following prevailing deficiencies * * *."

The letter then listed five deficiency areas including "thecontinuous excessive delinquency status from year to year."

The acting Deputy Commissioner of Indian Affairs stated
his concerns about the loan program to the Aberdeen area
director who, in turn, conveyed them to the superintendent
of the agency in May 1977. However, BIA records indicate
the tribal credit program received a $250,000 loan in February
1977 and another $250,000 loan in July 1977. These actions
are inconsistent with BIA's stated policy that programs
experiencing continuous problems not be given additional
loans.
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Because of the large amounts being loaned to relending
organizations ($10.9 million during fiscal years 1975-77),
ideally BIA should restrict loans to only those relending
organizations which are in sound financial condition, are
following sound financial practices, and are maintaining a
reasonably low delinquency rate. However, due to the nature
of the program this may not be possible, but BIA should make
every effort to do so.

Loans made without reasonable prospect
o repayent

BIA has made loans from the revolving fund to corpora-
tions for which the required reasonable prospect of repayment
was lacking. In accordance with the act, loans from the re-
volving loan fund may be made only when there is a reasonable
prospect of repayment. However, it appears this element was
missing in a loan BIA made to a fish-processing company in
Alaska. This corporation represents a consolidation of three
previously existing fish-processing operations owned by
various native villages in southeast Alaska. These previous
village operations received BIA loans in the past and owed
the Federal Government more than $6.5 million, which they
were unable to repay. In addition, the Federal Government
canceled over $2 milli,. of a previous debt.

The loan file indicated that BIA was not willing to loan
additional money to these organizations as separate entities
but did loan $1.5 million for operating expenses after the
separate operations formed a single corporation.

BIA officials said the loan to the newly formed corpora-
tion was predicated on consolidation of the previous operations
and pooling of certain collateral. BIA officials also relied
on the favorable fish projections by the States' Department
of Fish and Game for the coming year.

Repayment of the last loan appears questionable. The
first loan payment of $200,000, which was due December 31,
1977, was not made. At BIA's request the Department of the
Interior's Office of Audit and Investigation (OAI) performed
a management survey of -he corporation in early 1977. OAI
stated in its March 1977 report that the corporation's
accounting records were inadequate and that financial state-
ments and budgets provided to BIA contained overstated re-
ceipts of approximately $739,000.

Inadequate accounting_system

In 1975 BIA asked OAI to conduct a review of the Indian
revolving loan fund. This review was made to determine if
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BIA's processes and procedures were adequate to cope with
the increased volume of the fund as a result of the Indian
Financing Act.

In its report, dated June 6, 1975, OAI noted that BIA's
automated accounting system was not functioning effectively
because of lack of adequately trained personnel and that the
most reliable means of control over the fund was through in-
dividual loan records maintained at the agency, area, and
central offices. The report noted that this was not the best
way of doing business from the standpoints of internal con-
trol or efficiency. The OAI report stated that the fund ledg-
er accounts maintained by the Albuquerque Service Center
were not accurate. For example, loans receivable were out
of balance in the net amount of $700,000 at the end of fiscalyear 1974. The report concluded that "without effective gen-
eral ledger control, the possibility is increased for intro-
ducing significant undetected errors into the system."

On May 21, 1975, the Director, Office of Tribal Re-
sources Development, commented on OAI's evaluation of the
accounting system by stating:

"We agree that the automated accounting system is
not, or at least has not been functioning properly.
We have, therefore, relied on the central office
manually kept records for accurate information.
Part of the problem has resulted from the BIA in-
stalling a new financial management system. Some
field personnel, unfortunately, are not familiar
with the element and component system of recording
and reporting activities. This is a normal respon-
sibility of the finance office to acquaint BIA per-
sonnel with the new system. However, we intend to
give instructions to our field personnel in the
credit office on the proper recording of credit
transactions."

It has been over 2 years since this deficiency was
brought to BIA's attention for corrections, but the situa-
tion still exists. BIA's automated system was inoperative
and BIA was still relying on its central office's manually
kept records for accurate information. Agency officials
attribute this to lack of staff and resources to convert to
an automated system.

Loan files lacked adequate documentation

Loan files lacked the required documentation on loans
made under the Guaranteed and Insured Loan Program. We
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reviewed 10 guaranteed loans, including 4 which wereconsidered in default by the central office. Generally,
the files lacked the documentation required by BIA requla-tions. For example, 25 CFR 93.15 (1977) requires applica-tions for guaranteed loans to include, among other things,(1) a plan of operation for the economic enterprise, (2)repayment sources, (3) financial statements, (4) personalinvestment to be made by the applicant, and (5) lender'sevaluation of the economic feasibility of the enterprise.
Some of the files we reviewed were missing plans of opera-tions and adequate feasibility studies of the enter-
prises. Most of the files did not have loan-closing docu-ments, such as copies of notes and collateral.

The lack of adequate documentation was also noted by De-partment of the Interior auditors in a recent review of the
Guaranteed Loan Program. The auditors reviewed 39 guaranteedloans at five area offices. In its November 30, 1977, reportOAI stated that overall BIA had

"* * * adequately identified the basic information
needed for evaluating the feasibilty of a loan, in-cluding the potential repayment. However, the prob-lem is that this information for many loans, was
either not provided or, if furnished, was in an unac-
ceptable and unusable format * * *."

Of the 39 loan files reviewed by OAI, 21 lacked part ofthe documentation required by Federal regulations and by BIA'soperations manual. An example of deficient documentationinvolved a $66,000 guaranteed loan which was tied to a $44,000Indian Business Development Grant to purchase equipment and
provide operating capital for a construction business locatedon an Indian reservation in Montana. There was no detailed
plan of operation in the loan file, and the lender's evalu-ation of the economic feasibility for this business consistedof one paragraph of apparently limited value. The loan wasapproved in February 1977 and is now considered to be indefault. There is little evidence that BIA performed an
analysis to determine the economic feasibility of the loanproposal.

BIA officials acknowledged that loans made during the
early stages of the guaranteed loan program lacked adequatedocumentation but stated that action has been taken tocorrect this problem. BIA officials said guaranteed loancertificates are no longer signed with a private lender untilall required documentation is obtained.
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We believe that obtaining adequate documentation will
provide a better basis for evaluating guaranteed loans ifthe information provided is substantive and not superficial.
Accordingly, we believe BIA should insure that the informa-
tion contained in the documents is accurate and complete.

Limited evaluations of loan proposals by BIA

In addition to the lack of adequate documentation, ourreview of four idans in default revealed that BIA made inade-quate analysis of the loan proposals. Instead, BIA relied
on commercial lenders' evaluations of the proposals which,
in most cases, were superficial.

Documents of one loan indicated that the commercial
lender may have given the enterprise a favorable appraisalof economic feasibility in order to protect the bank's in-
terest. In April 1976 BIA received a request for a loanguaranty for a $525,000 loan to refinance an existing corpor-
ation, enabling an Indian to acquire full ownership of acampground on a North Carolina reservation. It appears thatthe enterprise was financially weak when it applied for theloan. The balance sheet revealed that its ratio of current
assets to current liabilities was 1:3 when a ratio of 2:1 istraditionally considered by accounting standards to be ade-
quate. In addition, its income statement showed a net lossof over $85,000 for the previous year's operations.

We believe these facts should have raised serious doubtsabout the economic feasibility of the project. However, fromthe loan file it does not appear that BIA or the lender con-
sidered these factors to be significant. In this case, itappeared the bank was trying to improve its financial posi-
tion with the borrower. According to the firm's balance
sheet, the lender held over $500,000 in notes prior to theloan.

BIA approved the 90-percent loan guaranty in June 1976.This action reduced the lender's risk considerably and author-ized reimbursement for foreclosure expenses if the borrower
defaulted on the loan. The loan was in default in October
1976.

A BIA official stated that in retrospect the loan shouldnot have been made. The official said that BIA was especially
eager to approve the loan because that would enable an Indianto acquire sole ownership of a non-Indian-owned business ona reservation. As a result, BIA ignored all warning signsand overstated the ability of the enterprise to service its
debts.
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Of the 39 loans reviewed by OAI, 5 were in default,
representing a Government liability of approximately
$475,000. As we had found with the default loans, OAI identi-
fied a "* * * need for more effective involvement, on the part
of the BIA, in reviewing the feasibility of proposed loan
projects."

Limited loan servicing_by lenders

BIA relies almost entirely on lenders for servicing its
guaranteed loans. In accordance with BIA regulations (25
CFR 93.46), the guaranty of a loan will be used on the re-
quirement that adequate loan servicing will be performed by
the lender. In servicing loans, lenders are to make every
effort to prevent and minimize potential losses and should
use prudence in disbursing loan funds to borrowers to assure,
to the extent feasible, that loan funds are used for the
purpose for which the loan is made.

OAI stated in its 1977 report that relying on lenders for
servicing guaranteed loans was an "inadequate if not hazard-
ous practice * * *." The report stated that:

"In view of the program's default experience to
date, and the government's potential liability for
outstanding loans, we believe it is reasonable to
expect BIA to establish appropriate monitoring
procedures which would, as a minimum, provide in-
formation on a program participant's performance
* * "*

BIA responded that it relied primarily on lenders to
monitor guaranteed loans and stated that it was thinking of
devising a system whereby lenders would be required to pro-
vide periodic monitoring reports to BIA area offices. As
of December 1, 1977, BIA had not developed a monitoring
reporting system.

BIA officials said that lack of staff and funds prevents
BIA from actively monitoring guaranteed loans and that lenders
were generally in a better position to perform this responsi-
bility because of their proximity to the borrower. However,
we noted that adequate loan servicing would be difficult to
perform by at least one of the banks that has signed loan
guaranty agreements with BIA.

One participating bank, located in Washington, D.C.,
has made 21 of the 96 guaranteed loans approved during fiscal
years 1975-77. This privately owned bank was established in
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1973 to assist in meeting American Indians' financing needs.
Most of the bank's guaranteed loans are to individuals or
corporations in the western half of the United States. A
bank official stated that little is done in the way of moni-
toring or providing management assistance to the loan appli-
cants because of the distance involved between the bank and
most borrowers.

Of the bank's 21 guaranteed loans, 5 are in default.
In at least one of these cases, it appeared from correspond-
ence in the loan file that the distance between the bank and
borrower created problems. In February 1977 BIA guaranteed
a loan for $66,000 made by this bank to a construction com-
pany in Montana. The files indicate that the bank later
had difficulty in servicing the loan. For example, in a June
1977 letter to the borrower, the bank's credit analyst
stated:

"I've been trying to contact you for a few days by
telephone but is very difficult to reach you. The
bank is a little concerned about some of the docu-
mentation problems that we are experiencing withthis loan. We feel that these problems are minor,
and that they have come about because of distance
and not because of anyone's lack of cooperation."

There are 58 lenders participating in the Guaranty Loan
Program in the areas where this bank has its five defaultedloans. BIA officials were unable to explain why so many
Indians have contacted the bank for loans rather than privatelenders closer to the proposed business enterprise. How-
ever, the officials speculated that the bank was favoredbecause of its familiarity with Indian needs and financial
conditions.

In our opinion, adequate loan servicing is important to
a successful loan program. If lenders are unable or unwill-
ing to provide adequate servicing or assistance to their
borrowers for any reason, including distance, BIA should ex-
clude them from participation in the program. BIA should
establish a policy restricting participation in the guaran-
teed loan program to only those private lenders that demon-
strate adequate loan-servicing capability.

Short repayent terms could imeair pogram
o-j_eZlt 1ves

Loans requiring a BIA guarantee are often considered
high risk by commercial lenders because of borrowers' lack
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of collateral and/or business experience and training. Thesevery factors seem to make it generally beneficial for theborrower to have the terms of repayment extended over a longperiod, thereby decreasing the monthly payments.

Of the 96 loans guaranteed by BIA, over 75 percent hadmaturity dates of 10 years or less, even though repaymentperiods of BIA-guaranteed loans can be as long as 30 years.
Generally, the amount and purpose of loan funds dictate re-payment terms. However, we were told by one BIA officialthat lenders' concern over being locked into a fixed interestrate with BIA over a long period appears to be a consideration
in determining repayment terms. BIA regulations (25 CFR93.41) state that "once a [guaranteed] loan is closed, theinterest rate may not be increased even though the lenderincreases the rate on new loans * * *." An agency official
told us that lenders do not like to be fixed to an interestrate for long periods and that this may be one of the reasonsthey restrict loan repayment terms to short periods. Forexample, one bank that has made 21 loans guaranteed by BIAhas a policy of limiting loans to a 7-year period.

Short repayment terms create a large repayment schedulein the formative years of a new business and could possiblybe a major factor in the failure of some businesses. Forinstance, the construction business that the bank had trouble
in servicing (see p. 38) also appeared to have had excessivemonthly payments compared to projected income based on ex-pected contracts. The terms of the $66,000 guaranteed loanrequired the borrower to repay $1,100 per month for 5 years.

In a January 1977 memorandum to BIA's central office,the Billings area director discussed the loan:

"* * * business is just starting so the projectedincome is based on expected contracts from renova-
tion of homes located within the boundaries of thereservation and from construction of five places
primarily off the reservation."

He added that "If the contracts do not materialize, a pay-ment in excess of $1,100 per month would seem excessive."
In this case, BIA's liability is 90 percent of the $66,000loan in addition to loss of the $44,000 grant.

BIA officials agreed that large payments caused by shortrepayment terms could be detrimental to the success of a
business enterprise; however, they were not sure what could
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be done to encourage the lenders to cooperate. They stated
that they try not to create a financial burden for the bor-
rower and that over 80 percent of loans made from the revolv-
ing loan fund have repayment terms in excess of 10 years
instead of less than 10 years.

In our opinion, BIA should not guarantee any loan having
repayment terms that it believes might hinder success of the
business. We believe the repayment terms of a loan contract
should reflect the borrower's ability and potential to repay
without creating a major financial burden on the business,
especially during its formative years of operation. Webelieve that to do otherwise defeats the purpose of the loan
guarantee program. Accordingly, BIA should review its posi-
tion on allowing lenders to require short repayment terms.
We believe the banks' concern over being tied to a fixed
interest rate for long periods could be resolved by BIA'sconsideration of a sliding scale interest rate, subject to
availability of funds.

Unreliable reporting system

Our review of grants made during fiscal years 1975-77
indicated that (1) report data on the grant program was un-
reliable because of administrative errors and failure of
grantees to comply with reporting requirements, (2) documen-
tation in grant files was incomplete, and (3) the amounts
of some grants were incorrectly computed.

BIA maintains a computerized grant-reporting system which
is supposed to include current information on the (1) amount
of the grant, (2) type of business, (3) amount and identity
of outside financing, (4) number of jobs created, and (5)
status of the business. However, we found the data in the
system to be unreliable. We found that some information was
incorrect because of coding errors, outdated information, orincomplete data.

For example, we noted that status information on busi-
nesses started or expanded using Portland area office
grants had not been updated. As a result, computer reports
showing the status of the businesses indicated that all
businesses were operating. Actually, some have failed and
others were never started. We evaluated the status of the
163 grants approved in the Portland area office and foundthat 132 went for businesses that had started operations. Of
these, 11 (about 9 percent) had failed. Of the remaining 31
grants, BIA officials stated that most had not started busi-
ness operations because there had not been enough time since
grant approval or for othe, reasons, such as change in grantee
plans or lack of outside funding.
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BIA officials acknowledge that the information in thesystem is inaccurate and attribute the problem to a lack oftrained BIA staff and to infrequent reporting by grant re-cipients. Grant recipients are required to submit semiannualbusiness status reports to BIA during the first 2 years afterthe grant is made and then annually for the next 3 years.BIA officials contend that grant recipients generally donot submit the reports because there is little incentive for
doing so since the grant funds have already been disbursed.Without these reports, BIA has no way of accurately determin-ing the status or effectiveness of the grant program.

In our opinion, BIA should concentrate on identifying andcorrecting the deficiencies in the grant computer system andrequire that each agency obtain the required reports fromits grantees so that a valid assessment of the grant program
can be made.

Other problems identified

We reviewed selected grant files at Eastern and Portlandarea offices and reports prepared by OAI and BIA credit ex-
aminers and found that documentation in many grant files wasincomplete and that the grant amounts were often incorrectlycomputed. The grant files did not contain status reportsrequired from the grantee and the changes that occurred duringor after processing were not always documented.

Limited management and technical
assistancep rovlded y BIA

Indians' need for management and technical assistance
has been well established. For instance, the American IndianPolicy Review Commission made the following statement inits report issued May 17, 1977:

"* * * it [technical assistance] is a crucial aspect
of any effort by the Congress or Executive Branchto encourage Indian people in the performance oftheir own management, administrative, and technical
functions. Technical assistance should be made
available primarily for development of threshold
management capabilities and to provide economic
support activities."

BIA regulations covering the Indian Financing Act statethat whenever a direct loan, guaranteed or insured, and/or agrant is made, management and technical assistance is to beprovided to the borrower or recipient consistent with his
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knowledge and experience and the nature and complexity ofthe economic enterprise being financed. The assistance isto be provided by BIA staff, other governmental aaencies, thetribe, or other competent sources. The regulations alsoauthorize contracts with private organizations for such serv-ices and assistance if existing programs are not available.

As of October 6, 1977, technical assistance contractswith outside sourc-s totaling $121,300 had been approved
from the implementatioAn of the Indian Financing Act throughOctober 6, 1977. However, BIA was unable to determine thetype, extent, and total cost of management and technicalassistance provided in-house. It appears that BI orovidedlimited assistance. For example, of the four default guar-anty loans that we examined, only one borrower was giventechnical assistance. BIA officials said this was minorassistance in which the BIA area credit officer advised theborrower on various operational matters, such as purchasing.

We reviewed the grant program of one area office thatapproved 163 grants and found that 60 of the 163 grantees
were either out of business or were having problems. Yet,41 of the 60 had received no technical assistance.

An official of one tribal enterprise which received aBIA direct loan observed that the technical assistance pro-vided by BIA is very rudimentary and that BIA staff lackedthe necessary skills for providing meaningful assistance.
The American Indian Policy Review Commission evaluated BIA'sability to provide management and technical assistance andconcluded the same thing. The Commission report stated:

"The present Bureau of Indian Affairs'
technical assistance service is * * * inadequate
for many reasons. Personnel are not appropriate
to the requirements of a specialized technical
assistance effort. There are no specialized tech-nicians within the Bureau of Indian Affairs toprovide for the rapidly increasing demand forspecific expertise in highly technical areas. Thedepth of training and necessary experience precludesusing or retaining existing personnel, in most cases.The present autocratic organizational structure isalso not flexible enough to permit technicians tomove quickly from area to area."

In addition, the YPO study on the Indian Financing Actreported that:
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"On each visit, we heard pleas for meaningful
technical assistance and management help. We were
unable to identify any case where the IFA [Indian
Financing Act) had provided effective technical as-
sistance, probably because it is available under
the IFA Act as a 'last resort' source * * * such
assistance was less than useful. A budding en-
terprise cannot wait for various government agen-
cies to negotiate which one can and should provide
technical assistance."

BIA officials acknowledge the problem as indicated in a
statement made by the assistant director for economic devel-
opment in one area visited by the YPO team. In a letter
responding to the YPO report, he said

"* * * to provide good management and technical
assistance may be beyond our staff's capability.
* * * We appreciate the YPO's comment that tech-
nical assistance is provided after considerable
delay, as this is true."

Several alternatives are available to increase the amount
and improve the quality of management and technical assist-
ance given Indian economic enterprises. For example, the
American Indian Policy Review Commission suggested in its
report that the contract funds available from all of the
various Federal agencies be delivered directly to tribes and
that the tribes purchase their own technical services.

LEGISLATIVE RESTRICTION AFFECTING
PROGRAM AVAILABILITY

In accordance with section 201 of the act, the individ-
ual Indians who are members or eligible for membership in an
Indian organization that makes loans to its members are not
eligible for a guaranteed loan. OAI estimated in a November
30, 1977, report that 300,000 Indians were not eligible for
guaranteed loans because of their membership or eligibility
for membership in tribally operated loan programs. The
report indicated that none of the loan programs could deliver
benefits equal to the guaranteed program and that some did
not even have sufficient resources to meet demands.

OAI was unable to explain the rationale behind the re-
striction because its legislative history was not documented
and no other authoritative source could be found. The OAI
report concluded that restricting individuals from partici-
pating in the loan guarantee program because of access to
tribal loan programs was unfair, especially since many of
the loan programs were not as competitive. The report
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discussed the possibility of tribes discontinuing their loanprograms because of the restriction or access to the guaran-
teed loan program. We were told by BIA officials that indi-viduals are incorporating in order to get around this restric-tion in the law.

OAI recommended that BIA propose legislation to theCongress which would eliminate the restrictive provision insection 201 of the Indian Financing Act. We were told by aBIA official that a proposal to eliminate this restriction
and other legislative proposals will be submitted to theCongress in the near future.

CONCLUSIONS

Deficiencies in BIA's administration of the IndianFinancing Act caused the loan and grant programs to sufferfrom

-- delinquencies,

-- loans without reasonable prospects of repayment,

-- inadequate accounting systems,

--poor analysis of loan and grant applications,

-- missing documents in loan and grant files,

-- inadequate loan servicing by lenders,

-- short repayment terms, and

-- limited provision of technical assistance to business.

Further, BIA had not entered into any loan insurance agree-ments with lenders and is not sure why lenders are reluctantto participate in its loan proqram.

The Department of the Interior's Office of Audit andInvestigation estimated that 300,000 Indians were not eligiblefor guaranteed loans because of their membership or eligibil-ity for membership in tribally operated loan programs. Theaudit office was unable to explain the rationale behind therestriction because the legislative history was not documented
and no other authoritative sources could be found.
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RECOMMENDATIONS TO THE SECRETARY
OF THE INTERIOR

We recommend that the Secretary of the Interior direct
the Assistant Secretary for Indian Affairs to

--establish specific procedures and guidelines to
preclude making revolving fund loans to tribal relend-
ing organizations that have experienced continuous
problems;

-- approve loans only when there is reasonable prospect
of repayment;

--correct deficiencies in the revolving loan fund's
automated accounting system;

---insure that the required documentation is obtained,
is accurate, and is evaluated by BIA before making
or guaranteeing loans and grants;

--establish a policy restricting participation in the
guaranteed loan program to only private lenders that
demonstrate adequate loan-servicing capability;

-- insure that'necessary technical and management assist-
ance is promptly identified and provided; and

-- concentrate on identifying and correcting deficiencies
in the grant computer system, including requiring that
each agency obtain the required information reports
from its grantees.

The Assistant Secretary should also (1) review BIA's
policy of allowing lenders to require short repayment terms on
guaranteed loans and change the policy if it is not consistent
with normal loan practices or places an unreasonable financial
burden on the loan applicant and (2) determine the reason
why there have been no insured loan agreements, the effect
this has on hindering the development of Indian business,
and what action is needed to make the loan program viable.

RECOMMENDATION TO THE CONGRESS

The Congress should determine whether or not the re-
strictive provision in section 201 of the Indian Financing Act
preventing 300,000 individual Indians from participating in
the guaranteed loan program should be continued and if not,
amend it to allow participation.
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CHAPTER 4

INDIAN BUSINESS DEVELOPMENT--MANY FEDERAL AGENCIES,

NO FOCAL POINT

Federal programs or activities for business development
on Indian reservations are scattered throughout various
Federal departments and agencies. These programs have grown
to a point where efforts at effective coordination are dif-
ficult. Limited program results and coordination problems
point toward the need for one agency to direct and coordinate
Federal programs for Indian business development.

Eight Federal departments or agencies conduct 25 pro-
grams or activities for which Indians can obtain loans,
grants, or technical assistance for Indian business develop-
ment. Details on these programs as described in the fol-
lowing sections.

BUREAU OF INDIAN AFFAIRS

BIA administers a small promoti, i1 and technical
assistance program to assist the var us Indian tribes in
(1) establishing new and expanding existing industrial and
commercial enterprises, (2) developing and publicizing infor-
mation about investment possibilities on Indian reservations,
and (3) establishing Indian-owned enterprises. BIA spent
$7.8 million on these efforts in fiscal years 1975-77.

The resources available to BIA to fund business develop-
ment activities significantly increased with passage of the
Indian Financing Act of 1974. As pointed out in chapter 3,
the act

-- consolidated three existing revolving loan funds and
increased funds available for direct loans,

--granted new guaranteed and insured loan programs,

-- established interest subsidies for loans made under
the guaranteed or insured programs,

-- authorized business development grants, and

-- provided for management and technical assistance
to loan or grant applicants.

During fiscal years 1975-77, BIA spent about $106 million on
Indian Financing Act activities.
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DEPARTMENT OF COMMERCE

Economic Development Administration

EDA began to provide economic assistance to Indian tribeswith passage of the Public Works and Economic Act of 1965(42 U.S.C. 3121 et seg.). Under this act, EDA provided

--grants for reservation economic development and
individual project planning;

-- loans and grants to improve the reservations' supportservices, such as community buildings, water and
sewer systems, and industrial parks, to make themmore amenable for economic development; and

-- investment capital to help finance business.

During fiscal years 1975-77, EDA disbursed over $108 millionfor these programs.

EDA also administered a program designed to alleviate
problems caused by high unemployment. This program, authorizedby the Public Works Employment Act of 1976, provided about
$72 million in fiscal year 1977 for public works projects onreservations.

Office of MinorityBusiness Enterprise

OMBE was established in 1969 by Executive Order No.11458 with, among other functions, the reponsibility to

"* * *coordinate as consistent with law the plans,programs, and operations of the Federal Governmentwhich affect or may contribute to the establishment,preservation, and strengthening of minority business
enterprise."

OMBE, in turn, created an "Indian desk" which drawsfunds from the general OMBE allocation on a project-by-project basis for funding through its various regionaloffices. OMBE does not directly fund Indian businesses,
but rather supports business development organizationswhich supply training and technical assistance to Indianenterprises. An OMBE official estimated that activitiesrelating to the development of Indian enterprises averaged$1.8 million in each of fiscal years 1975-77. He estimatedthat $1.4 million will be spent for this purpose in fiscalyear 1978.
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In addition to its program activities, OMBE provides
staff support to the Indian Business Development Committee,
which is comprised of representatives from several Federalagencies. The activities of this committee are discussed
more fully on page 54.

DEPARTMENT OF AGRICULTURE

Farmers Home Administration

FmHA makes loans and grants to individuals and communi-
ties, including Indians, located in rural areas. These loansare for housing, business and industries, and community facil-ities. Grants are given for industrial development, water
and sewer systems, and technical assistance. FmHA does notset aside business or industrial development funds specifi-
cally for Indians or any other group but does administer
one loan program specifically for Indians. This is theIndian land acquisition loan program available only to Indiantribes and tribal corporations. The following table shows
funds loaned under this program.

Fiscal year Amount

1975 $ 9,666,000
1976 a/ 12,148,000
1977 b/ 9,914,400

Total $31,728,400

a/Includes transitional quarter.
b/As of July 1977.

Rural Development Service LRDS)

RDS provides coordination, leadership, and information
assistance to governmental offices at all levels and tocommunity groups throughout rural America. While RDS doesnot operate programs to provide loans or other financialassistance, it does provide information and technical assis-
tance to aid Indians in gaining access to program resources.Indian tribes and reservations can obtain rural developmentadvisory assistance, program and planning review assistance,and similar services. Total RDS program expenditures forfiscal year 1978 are estimated at $1.7 million.

In addition to the programs available through FmHA
and RDS, the Department of Agriculture has in "Indian desk"to act as a focal point of all departmenta. activities con-cerning Indians.
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The Secretary of Agriculture established a Special
Task Force for American Indian Affairs to assist the Indian
desk in carrying out its responsibilities. Task force mem-
bers were appointed from the individual agencies within Agri-
culture; the task force is now inactive.

SMALL BUSINESS ADMINISTRATION

SBA is authorized to make loans to individuals or firms
qualifying as small business concerns which, due to social
or economic disadvantage, have been denied adequate business
financing on reasonable terms through normal lending sources.

SBA's financing of Indian enterprises is through its
business, economic opportunity, or local development company,
or other loan programs. These programs provide investment
capital either by lending directly to the entrepreneur or
guaranteeing up to 90 percent of a lending institution's
loan to the business enterprise. SBA also provides management
and technical assistance by contract with private firms or
through its volunteer programs--Service Corps of Retired
Executives (SCORE), Active Corps of Executives (ACE), and
the Small Business Institute (SBI).

During the period covering fiscal years 1975-77, SBA
approved almost 700 loans totaling over $30 million to
American Indians.

DEPARTMENT OF HEALTH, EDUCATION,
AND WELFARE

Community Services Administration

CSA's main efforts to provide financial assistance to
Indians is through its Special Impact Program administered by
the Office of Economic Development. Under the program,
grants are directed to areas of critical economic and social
problems in urban and rural communities with high concentra-
tions of poverty. They include grants for neighborhood
planning, commercial development, housing projects, and tech-
nical assistance. In addition, funds are available for social
service activities that support business and community
development. During fiscal year 1977, CSA disbursed over
$4.5 million in three special impact grants to Indian
organizations.
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Administration for Native Indians (ANA)

ANA provides financial and technical assistance to
American Indians, Alaskan Natives, and Native Hawaiians to
increase their self-sufficiency. ANA has provided grants to
110 tribal organizations and 68 urban Indian organizations.
Financial support is primarily to create an administrative
structure at the tribal or local level to serve as a catalyst
for obtaining and managing a broad range of programs.

Training and technical assistance is provided to ANA
grantees to acquire or improve resource management capa-
bilities and to assist in developing new resources.

OVERVIEW OF FEDERAL PROGRAMS

The following chart shows the maze of Federal programs
involved in the delivery of business development activities
to Indian reservations.
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FEDERAL PROGRAMS FOR BUSINESS DEVELOPMENT ON INDIAN RESERVATIONS
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RECOMMENDATION IN OUR 1975 REPORT

In 1975 we reported to the Congress 1/ that Federalagencies need to improve the coordination-and managementof Indian business development program=. We pointed outin the report that:

"Responsibility for coordinating Federal economicdevelopment assistance efforts is fragmented. Itis especially unclear what roles each agency shouldhave in dealing with Indian needs in the contextof their overall mission and program responsibili-ties. For example:

-- The President has given the Secretary of Commerce,through OMBE, the responsibility for coordinatingFederal programs for strengthening minority
business enterprises, including Indian enterprises.

--The Congress has given the Secretary of Agriculture,through RDS, the responsibility to provide leadershipand coordination of the Federal Government's effort
to develop rural areas where most Indian reserva-tions are located.

--The Congress has given the Secrstary of the Interior,through BIA, the responsibility for helping theIndians obtain a standard of living from their ownproductive efforts comparable to that enjoyed bynon-Indians in neighboring communities. But BIA'sresponsibility for coordinating all Federal pro-grams which affect this effort has not been
specified."

In that report, we recommended that the Director, Officeof Management and Budget (ORB), establish a domestic counc;lcommittee on Indian affairs to

--clarify Federal policy concerning Indian economicdevelopment assistance responsibilities of Federalagencies and

-- assign responsibility to a single agency for directingand coordinating program efforts.

1/"Improving Federally Assisted Business Development on IrtdianReservations," (B-114868, June 27, 1975).
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OMB took no action since that report to clarify the
respective responsibilities of the various Federal agencies.
OMB officials stated that they had considered establishing

: such a committee to clarify the responsibilities of the
various Federal agencies but later decided against this.
They took the position that coordination should take place
at the reservation level. The Commissioner of Indian Affairs
notified OMB in September 1975 that he was taking the initia-
tive to advise his staff, at both the central office and
field levels, that BIA has the responsibility of being
the lead agency for coordinating Federal efforts for Indian
economic development.

A year later, in September 1976, the Indian rusiness
Development Committee was established as one of six committees
of the Interagency Council for Minority Business Enterprise
to strengthen and facilitate the coordination of Federal
field efforts to develop Indian business enterprises. The
Office of Minority Business Enterprise in the Department
of Commerce provides the staff support for the committee.
Members include OMB, SBA, the Departments of the Interior;
Labor; Agriculture; Commerce; Housing and Urban Development;
and Health, Education, and Welfare.

The Under Secretary of the Interior was designated at
this first meeting to be the chairman of the committee.
Through August 1977, five committee meetings were held,
only one of which was attended by the Under Secretary. In
August 1977 the Under Secretary declined the committee's
chairmanship, and since that time the committee has been
without a chairman and has continued without top level
involvement. Later, in January 1978 OMBE withdrew its
staff support from the committee by reassigning the OMBE
employee who was the committee's executive director.

At the committee's first meeting in September 1976,
two immediate objectives were established:

--Define terms significant and relative to Indian
enterprise development and identify the type of field
guidance and instructions needed to facilitate joint
efforts.

-- Identify statutory or agency regulatory barriers
to joinc action, including common problems and issues.

In December 1977, more than a year after the committee
was formed, the committee's program director informee us that
these objectives had not been accomplished. Instead, the
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committee undertook the coordination of Federal efforts on
two demonstration projects located on Indian reservations--
a shopping center in North Dakota and a convenience center
in New Mexico.

Shopping center

One of these projects--a shopping center in North Dakota-- illustrates the problems associated with coordinating funds
and efforts of the various Federal and other sources involved
in Indian business development. Even though the committee's
program director has spent about half of his time on committee
activities, much of it on this one project, significant dif-
ficulties still exist. Grant funds promised to the project
by BIA will not be delivered, and unless other sources of
capital are found, SBA loans cannot be made. This will
result in a completely new effort to secure several new
tenants, even though in January 1978 the center was only
2 months from being completed.

The project, estimated to cost about $1.4 million,
consists of a shopping center on an Indian reservation with
seven stores and shops, a bank, restaurant, and post office.
Construction started in June 1976 and is planned to be com-
pleted and ready for occupancy by March 1973. Construction
funding was accomplished with a $888,000 grant from EDA and
the remaining funds were provided by a revolving fund loan
from BIA.

Plans for operation of the center involve leasing space
to tenants, many of which include Indian businesses. These
businesses, in order to obtain sufficient investment capital,
require both BIA grants and SBA loans, with the loan approv-
al dependent on receipt of the grants.

Although in January 1978 the center was only about 2months from completion, it was not clear who the tenants
would be. Problems were encountered in arranging financing
for prospective Indian tenants:

-- Four prospective tenants were told that sirce their
spouses are BIA employees, they could not qualifyfor a grant because a Federal statute (25 U.S.C. 68)
precludes Federal employees from having an interest
or concern in any trade with Indians.

--Additionally, six prospective tenants had their
loan applications (totaling $211,800) declined by
SBA because the businesses did not appear to have
the ability to repay the loans.
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The project encountered a more significant problem inDecember 1977, when it was learned that there would beno BIA grant funds available for this project. At thattime, six prospective tenants had been awaiting BIA approvalof grant applications totaling $154,600. A tribal officialtold us he had been informed by a BIA official that $100,000in grant funds would be provided about April 1978, pendingcompletion of a Department of the Interior evaluation of thegrant program. We learned later that Interior has decidednot to request any additional funds for the grant program,
thereby leaving BIA with no funds to honor this commitmentand jeopardizing the SBA loans that are being sought bythe prospective tenants.

Because of these funding uncertainties, a tribal offi-cial told us he plans to request an extension of time fromBIA on the first loan payment in order to secure new tenants.

OTHER STUDIES

Other recently completed studies have also noted coordina-tion problems with Indian business development. For example:

1. A report on the Indian Financing Act by the YoungPresidents Organization in April 1977 stated that:

"* * * lack of knowledge about what other
agencies are doing and little coordination
characterize all Indian loan and grant programs."

It further stated that:

"* * * present lack of clarity and coordination
is a feeding ground for irresponsibility andcan be valuable only to those whose goal is totake advantage of a fractured Federal structure."

2. A May 1977 report by the American Indian PolicyReview Commission in a chapter entitled "FederalAdministration--Too Much Bureauc-acy" also pointedout the problems of Indian programs being scatteredthrough many different Federal agencies. The reportstated:

"* * * there is a serious lack of coordinati)n
both within and between Federal agencies. As aresult, Indian people often fail to realize many
of the benefits intended for them."
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The report concluded that

"OMBE, EDA, the Small Business Administration,
and the BIA economic development division,
along with other economic development pro-
grams, should be located in a single agency
for Detter coordination and a more efficient
delivery of Indian economic development budg-
ets."

CONCLUSIONS

Federal programs or activities for business development
on Indian reservations are scattered throughout various
Federal departments and agencies. These programs have grown
to a point where efforts at effective coordination are diffi-
cult. To resolve this problem, in 1975 we recommended that
OMB establish a committee on Indian affairs to clarify Federal
Indian economic development responsibilities and assign the
responsibilities to a single agency for directing and coordi-
nating program efforts. OMB did not implement our recommenda-
tion and took the position that coordination should take
place at the reservation level. The Indian Business Develop-
ment Committee was established to strengthen and facilitate
coordination of Federal efforts to develop Indian business
enterprises at the field level.

The Committee abandoned its overall objectives and con-
centrated on two reservations. This effort, however, was
not effective in coordinating Federal economic development
programs.

This raises a serious question: If, as with the shopping
center in North Dakota, coordination efforts at the local
level fail, even when a special effort is made, and OMB does
not want to establish a committee on Indian affairs to coordi-
nate Federal Indian economic development efforts at the
national level, then is it possible to effectively coordinate
Federal programs? Probably it is not, and therefore, we
believe a single agency should be charged with the respon-
s bility and held accountable for managing Federal programs
for Indian business development.

The American Indian Policy Review Commission also con-
cluded that Federal economic development programs should
be located in a single agency for better coordination and
a more efficient delivery of Indian economic development.
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RECOMMENDATION THE CONGRESS

We recommend that the Congress consolidate FederalIndian economic development programs and place them in asingle agency. This agency would be in a much better posi-tion to implement our other recommendations.
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APPENDIX I APPENDIX I

COMPTROLLER GENERAL'S IMPROVING FEDERALLY ASSISTED
REPORT TO THE CONGRESS BUSINESS DEVELOPMENT ON

INDIAN RESERVATIONS
Department of Agriculture
Department of Commerce
Department of the Interior
Small Business Administration

DIGEST

Greater success in establishing businesses on
Indian reservations and increasing Indian em-
ployment opportunities will depend on Federal
agencies' doing a better job in attracting
sound business prospects to the reservations.

Because of the proliferation of Federal pro-
grams involving Indian financing, action is
needed to determine how the agencies, collec-
tively, can meet Indian needs and assign re
sponsibility to a single agency for directing
and coordinating Indian economic development.
(See p. 42.)

About 550,000 Indians live on or near more
than 200 reservations under Federal jurisdic-
tion. The reservations' economic environ-
ments are typified by high unemployment and
low family income levels. (See p. 1.)

Several major Federal agencies administer
business or industrial development programs
under which Indians can obtain financial or
technical assistance to improve economic con-
ditions on reservations. (See p. 2.)

GAO's study, including its survey of busi-
nesses, showed that the agencies reviewed
have had limited success.

GAO recommended that the Office of Management
and Budget

--provide for an organizational framework
clarifying Federal Indian economic devel-
opment program and coordination responsi-
bilities (see p. 40) and
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APPENDIX I APPENDIX I

-- work with heads of departments and agencies
to develop, by means of an interagency
committee, (1) improved procedures for
project evaluation and monitoring and (2) a
systematic broad-scale promotional program
(see pp. 24 and 45 ).

GAO also recommended that the Secretary of
the Interior have the Commissioner of Indian
Affairs identify solutions to problems of ex-
cessive Indian labor turnover and consider
establishing a postemployment counseling pro-
gram as one possible solution to helping the
Indian worker adjust to a structured work en-
vironment. (See p. 41.)

The five Federal agencies that commented on
the report generally agreed with the facts
and conclusions and, except for Interior,
supported the need for improvements in Indian
economic development programs as embodied in
the recommendations. (See p. 46.)

Interior disagreed with GAO's recommendations
and expressed a reluctance to initiate any
corrective actions without a tribal initiative
on a reservation-by-reservation basis. (See
pp. 47 to 50.)

Interior said it did not advocate establishing
a formal coordinating mechanism as recommended
by GAO but that it would cooperate with such
a group if one were established. (See p. 47.)

GAO recognizes the role of tribal governments
in effecting economic development of Indian
reservations but believes the Federal Govern-
ment must take the lead in a promotional pro-
gram to insure that its scope and direction
are broad enough to reach businesses most com-
patible with reservation development and,
whenever possible, to channel economic poten-
tial onto the appropriate reservations. (See
p. 48.)

A formal coordinating mechanism would provide
a focal point for program administrators in-
volved in Indian economic development efforts
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to share experiences and work toward a sound
approach to Indian economic development as-
sistance. (See p. 40.)

Rewards at stake through better program
results are considerable. If jobs planned
for Indians through federally funded projects
had been realized, unemployment on the seven
reservations GAO reviewed would have dropped
about 70 percent. (See p. 25.)
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APPENDIX II APPENDIX II

REPORTS ISSUED ON THE INDIAN FINANCING ACT PROGRAM

Department of the Interior
Office of Audit and Investigation

*Review of Loan Guaranty Program," Bureau of Indian Affairs,
November 30, 1977.

'Review of Indian Business Development Grant Program," Eastern
Navajo Agency, Bureau of Indian Affairs, December 17, 1976.

'Review of the Indian Business Development Program Grants,"
Bureau of Indian Affairs, 1976.

'Review of Indian Revolving Loan Fund," Bureau of Indian
Affairs, June 6, 1975.

Other organizations

"Critical analysis of the Indian Business Development
Grants Program," Mel-Bud Associates, June 3, 1977.

'Indian Review Policy Commissioner Report" pages 360-362,
May 17, 1977.

"The Indian Financing Act of 1974," Young Presidents Organi-
zation Team Report, 1977.

(14582)
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