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united states 
General Accounting Office 
Washington, D.C. 20648 

Resources, Community, and 
Economic Development Division 

B-243285 

April 16,199l 

The Honorable John Seymour 
United States Senate 

Dear Senator Seymour: 

As agreed with your office, we are providing you with this report on the 
Minority Business Development Agency’s (MBDA) management of its 
grant programs. Our work was initiated in response to a February 9, 
1990, request from your predecessor, former Senator Pete W ilson. MBDA, 
an agency within the Department of Commerce, has awarded grants to 
develop and increase business opportunities for racial and ethnic minor- 
ities, primarily through its Business Development Center (Center) pro- 
gram and to a lesser extent through its special projects program. 

Centers provide management, marketing, and technical assistance to 
minority individuals who wish to start, expand, or improve businesses. 
MBDA funds these Centers through a competitive grant process. Special 
project grants were intended to complement the Center program by sup 
porting unique and innovative ideas or approaches that provide or 
improve services to minorities or that assist an under-represented 
industry or segment of the minority business population. Unlike Center 
grants, MBDA'S special project grants have been awarded noncompeti- 
tively on the basis of unsolicited proposals. We evaluated (1) MBDA'S pro- 
cedures and practices for attracting, selecting, and managing special 
projects and (2) MBDA'S response to previously identified management 
deficiencies in both the Center and special projects programs. 

MBDA'S procedures for attracting, selecting, and managing special 
projects have been inadequate, MBDA has not publicized the availability 
of special project grant funds nor has it ensured that the projects funded 
comply with MBDA grant selection criteria. Further, MBDA has not 
required grantees to clearly define project goals. This has hindered 
MBDA'S ability to effectively monitor special projects and decide whether 
they should be renewed. In addition, MBDA has not ensured that grants 
are audited. These fundamental management deficiencies have under- 
mined the purpose, effectiveness, and performance of the special 
projects program. As a result, there is little assurance that special 
projects have attained MBDA'S goals or provided intended services. MBDA 
did not award any special projects in 1990 and is now working toward 
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restructuring the program. MBDA'S current efforts can improve the spe- 
cial projects program provided MBDA addresses the full range of long- 
standing problems that have affected the program in the past. 

For almost a decade MBDA has been unresponsive to recommendations 
for correcting management deficiencies in both its Center and special 
projects programs. These recommendations were made in six reports 
issued by Commerce’s Office of the Inspector General (OIG) during the 
period 198288 and in a January 1990 GAO report.’ Special attention and 
close monitoring by the Department of Commerce are needed to over- 
come MBDA'S long record of apparent indifference toward improving 
management of both its Center and special projects programs. Without 
improvements in the management of these grant programs, MBDA may be 
vulnerable to fraud, waste, and abuse. 

Background Since its inception in 1969 as the Office of Minority Business Enterprise, 
MBIIA’S goal has been to increase opportunities for racial and ethnic 
minorities to participate in the free enterprise system by forming and 
developing competitive minority-owned and minority-managed firms. 
Specific authority for its special projects and other programs came in 
1971 through Executive Order 11625, which authorized MBDA to provide 
financial assistance for special projects in order to promote and assist 
the expansion of minority businesses. Although the agency has adminis- 
tered four programs to accomplish its goals, the Center and special 
projects programs together have accounted for 90 percent of MBDA'S pro- 
gram funds.2 During fiscal years 1985-90, MBDA allocated approximately 
$147 million of $178 million, or 83 percent, of its program funds to Cen- 
ters and approximately $12 million, or 7 percent, to special projects. 
(App. II shows the allocation of funds among MBDA’S four programs for 
1985-90). 

As of October 1990 MBDA was funding 102 Centers throughout the 
United States. The availabiIity of grants to support these Centers is pub- 
licly advertised and grants are awarded competitively. Counselors at the 
Centers provide clients with assistance in accounting, inventory control, 

‘Minority Business: Management Improvements Needed at Minority Business Development Agency 
(GAO/RCEIBOB9,Jan. 19,199O). 

‘We did not evaluate MBDA’s other two programs: (1) the resource development business program, 
designed to assist minority businesses through federal. state, and local governments and public/p6 
vate partnerships and (2) the advocacy, research, and Information program, designed to establish, 
collect, maintain, and disseminate data on the characteristics of the general minority business 
community. 
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bid estimation, bonding, personnel management, contract negotiations, 
and marketing. 

MBDA awarded a total of 47 special project grants between fiscal years 
1985 and 1989; no special project grants were awarded in 1990. These 
special projects originated as unsolicited proposals and grants were 
awarded noncompetitively for 1 year but could be renewed for addi- 
tional l-year periods. Special project grants have been funded through 
what is termed the Director’s “discretionary fund,” which is mainly 
composed of unobligated and disallowed costs recovered from grants 
awarded under MBDA'S other programs. Unspent funds could also be car- 
ried over for use in subsequent fiscal years. 

To approve a special project grant, the MBDA Director first recommended 
an unsolicited proposal for funding to Commerce’s Office of Finance and 
Federal Assistance (OFFA). Commerce’s OIG then performed a name and 
credit check on the proposed grantee and investigated any past audit- 
related problems. Commerce’s Financial Assistance Review Board, com- 
posed of the Assistant Secretary for Administration, Deputy Secretary, 
and General Counsel, had to approve the proposed grant. 

According to MBDA policy, special projects should (1) provide special ser- 
vices not available through existing programs, (2) demonstrate or test 
unique or innovative approaches and methods for helping minority 
entrepreneurs and (3) promote minority business formation. MBDA has 
awarded special project grants to educational institutions, private busi- 
nesses, trade associations, city governments, and chambers of com- 
merce. The majority of organizations receiving special project grants 
were owned and/or operated by blacks and hispanics. (App. III shows 
the distribution of grants by type of organization and racial or ethnic 
grow) 

MBDA Procedures and MBDA has lacked adequate procedures for attracting special project grant 

Practices for 
Attracting and 
Selecting Special 
Projects Have Been 
Inadequate 

proposals. In addition, it has not followed its own established criteria for 
selecting projects to be funded. 

Special projects were intended to obtain innovative or unique methods 
and approaches to help accomplish MBDA'S mission. Publicity on the 
availability of grants can help maximize the likelihood of obtaining the 
best project proposals. However, special project grant proposals have 
been unSOliCited-MBDA neither invited nor requested them. While MBDA 
uses the Federal Register and the Commerce Business DaiIy to advertise 
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for organizations to operate Centers, the agency’s sole method of pub- 
licizing special project grants has been by word-of-mouth. This practice 
has limited awareness of the special projects program and limited the 
number of grantees to only 34 organizations. 

Commerce’s OIG made MBI~A aware of the ineffectiveness of this word-of- 
mouth approach in a 1986 management review of special projects.3 The 
OIG recommended that MBDA widely publicize its interest in receiving pro- 
posals. In response to the OIG'S recommendation, MBDA stated that it 
would publicize its interest through regional offices and national confer- 
ences, and publicly advertise the availability of grants in periodicals and 
the agency’s bimonthly newsletter. According to the Chief of MBDA’S 
Field Coordination Division, who was responsible for ensuring that the 
regional offices adhered to agency policies and procedures, MEW did not 
implement this corrective action. 

In a January 9, 1991, letter to MEEtA’S Acting Director, we asked why 
MBDA did not implement the corrective action. The Acting Director 
responded only that in the future MBDA intends to advertise for pro- 
posals in the Federal Register and the Commerce Business Daily and to 
award the grants competitively. 

In addition to inadequately publicizing the special projects program, 
MBDA has failed to ensure compliance with its own three established min- 
imum selection criteria for special projects. In line with the purpose of 
special projects, a grant proposal must (1) not duplicate existing MBDA- 
funded programs, such as the Center program or other special projects; 
(2) be unique and innovative; and (3) be consistent with the agency’s 
mission. However, 11 of the 19 special projects we reviewed did not 
meet one or more of tliese criteria. 

For example, the purpose of a special project in the Southwest was to 
assist small cities in obtaining loans and advocating minority business 
activities. A 1987 audit by Commerce’s OIG found that the services pro- 
vided by the project-identifying procurement opportunities, providing 
loan packaging assistance, and providing technical assistance to 
minority firms-were also being provided by an MBDA Center located 

3MBDA Management of Special Projects Needs Improvement, Department of Commerce, Office of the 
Inspector General, F-775-7-002 (Dec. 6, 1986). See app. iv for a list of Commerce’s OK management 
reviews. 
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within 10 miles of the grantee. According to the OIG, the project’s activi- 
ties were contrary to MBDA’S selection criteria because the activities were 
neither unique nor innovative, and duplicated existing services. 

MBDA Has Not 
Managed Special 
Projects Adequately 

Several weaknesses have prevented effective MBDA management of spe- 
cial project grants. MBDA has not required grantees to establish clear and 
specific performance objectives for special projects, nor has it ade- 
quately monitored the projects’ progress. In addition, MBDA has made 
grant renewals on the basis of insufficient information, and has not 
ensured that its grants are audited regularly. 

In 1982 and 1986 Commerce’s OIG brought similar management weak- 
nesses to MBDA'S attention in two management reviews4 Although MBDA 
achowledged the need to improve its management of special projects 
and promised to initiate corrective actions, MBDA has not corrected the 
problems the OIG identified. Therefore, these management weaknesses 
have continued to undermine the purpose, effectiveness, and perform- 
ance of the special projects program. 

Some Projects Have 
Lacked Specific Objecti 

Clearly defined performance goals help determine whether projects are 

.ves progressing satisfactorily and whether they are achieving the intended 
results. However, in the special projects program, MBDA has not always 
ensured that grantees establish Teaningful goals and tasks. Eight of the 
19 special projects we reviewed had performance goals that were vague, 
unrealistic, and/or immeasurable. 

A  special project in the Southeast provides an example of a project with 
unrealistic goals. The project’s stated purpose was to establish a 
National Entrepreneurial Development Center in order “to bring blacks 
into the economic mainstream on a self-sustaining basis.” Our analysis 
showed that realistic objectives were never established during the pro- 
ject’s 7-year existence. While the stated objectives were changed some- 
what from year to year, the objectives for the 1986-87 grant year were 

Needs Improvement (Dec. 5,1986). Sk+2 app. IV. 

lopment Administration, Department of 
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typical. These objectives were to (1) develop synergistic business sup- 
port systems, (2) provide focused technical services, (3) create a “busi- 
ness incubator,“” (4) encourage franchises and distributorships, (5) 
provide high-level management assistance, and (6) develop a plan and 
provide oversight for the building of an industrial park. 

Commerce’s OIG documented the lack of clear and specific performance 
goals for special projects in both its 1982 and 1986 management 
reviews. In its 1982 review, the OIG stated that some of MBDA’S special 
projects contained vague and ambitious scopes of work that made it dif- 
ficult to determine what exactly was to be accomplished. Responding to 
the OIG’S findings, MBDA stated that it was making a conscientious effort 
to ensure that its funded organizations operated with clearly defined 
and results-oriented scopes of work. Nevertheless, the OIG found similar 
problems in its 1986 management review. In that review, the OIG recom- 
mended that MBDA require more specific performance measures from 
grantees to improve the selection and evaluation of special projects. 
MBDA said it would require that the scope of work for special projects 
contain appropriate minimum generic performance measures, However, 
the OIG argued that specific project-oriented objectives and associated 
performance standards were needed to identify what a project was 
expected to accomplish, as well as how to measure its success or failure. 
Despite the OIG'S objection, MBDA implemented the generic evaluation cri- 
teria for all special projects. 

Our review of these generic standards showed that they provide general 
measures of success, such as increases in clients’ gross sales, that may 
be totally unrelated to a specific special project. Such standards make it 
difficult to adequately monitor a special project’s progress or make 
informed renewal decisions. When we asked MBDA'S Acting Director why 
the generic performance objectives were implemented over the OIG’S 
objections, the Acting Director stated only that MBDA will develop spe- 
cific performance measures for each new grant when it begins to award 
grants competitively. 

6Business incubators are facilities that nurture new entrepreneurs and product innovators by pr+ 
viding shared office services, affordable rent, and access to inexpensive business consulting services. 
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Monitoring 
Projects Ha 
Inadequate 

of Special 
s Been 

According to MEIDA and Commerce’s 01~ officials, monitoring of special 
projec& has been inadequate because MBDA (1) has not developed formal 
guidance, (2) typically has used inexperienced staff to monitor projects, 
and (3) has not considered special projects a high priority. MBDA devel- 
oped a handbook intended to provide a uniform system of assessing the 
performance of MB&funded organizations. According to the Chief of 
MBDA'S Field Coordination Division, MBIIA planned to develop a moni- 
toring handbook specifically for special projects but never did so. In his 
opinion, the current handbook is adequate for monitoring special 
projects because it provides general program evaluation techniques 
designed for any project with identifiable goals and results. However, 
officials in three of MBDA'S six regional offices stated that monitoring 
could be improved by revising the current handbook. For example, one 
regional director said that monitoring of special projects has been inef- 
fective because the current handbook focuses on the Center program 
and is not particularly useful for evaluating special projects. 

Using the current handbook, MBIIA staff have reviewed and evaluated a 
project’s performance on the basis of quarterly progress reports sub- 
mitted by the grantee. To perform this review, MBDA staff have followed 
the handbook’s checklist, which includes measures of success such as 
the number of clients assisted, amount of client fees collected, number of 
procurement opportunities provided, number of advocacy and outreach 
activities, and number of loan packages prepared. While these measures 
are appropriate for Centers, they may not be relevant to the unique 
activities undertaken in special projects. 

In fact, the handbook states that the checklist may need to be modified 
because special projects and other minor funding activities may have 
different structures and requirements from MBM'S other programs. 
However, only two of MBDA'S six regional offices have provided addi- 
tional guidance to assist their staff in monitoring special projects. These 
two regional offices monitored about one-third of the projects awarded 
to date. (App. V shows the distribution of MBDA'S special projects by 
region and state) 

According to MBDA and Commerce’s OIG officials, MBDA regional offices 
have typically assigned special project monitoring to their least experi- 
enced staff. In the view of the OIG, MBDA made these assignments because 
it perceived the Centers as having a higher priority than special 
projects However, the OIG believes that MRDA should assign monitoring 
of special projects to its most experienced staff, since those staff could 
more readily adapt the Center-oriented monitoring handbook to these 
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unique projects. According to a project monitor, MBDA'S former Director 
proposed in June 1989 that all future special projects be monitored from 
headquarters to ensure that experienced staff were assigned. However, 
this policy was never implemented because MBDA has not awarded any 
special project grants since that time. 

The special project in the Southeast whose unrealistic goals we dis- 
cussed also illustrates ineffective monitoring by one of MBDA'S regional 
offices, Although MBDA business development specialists reviewed the 
grantee’s scope of work each year before the project was recommended 
for renewal, they did not scale the project’s objectives down to more 
realistic levels. Project monitor reports indicated that, in accordance 
with policy, the grantee provided written quarterly reports and moni- 
toring staff visited the site at least once a year for the 7-year grant 
period. As mentioned earlier, one of the project’s goals beginning in 1986 
was to develop a plan and provide oversight for building an industrial 
park. Before visiting the grantee, we asked the last two project monitors 
about the status of the industrial park. The project monitors said we 
would see a parking lot, road, and infrastructure completed. At the site 
we found an overgrown field with one fire hydrant and unconnected 
underground pipes. Our review of the project’s quarterly reports, and 
subsequent discussions with the project monitors, showed that the moni- 
toring did not adequately assess the project’s progress. (App. VI shows 
the industrial park site in June 1990.) 

Commerce’s OIG 1982 management review stated that the lack of routine 
and effective project monitoring of special projects represented one of 
the most significant weaknesses and vulnerable areas confronting MBDA. 
At the time of the OIG'S review, MBDA had begun to develop the general 
monitoring handbook discussed above. Thus the OIG’S recommendations 
focused on ensuring that staff were consistently and properly moni- 
toring assigned projects. W ithout adequate monitoring to determine how 
well a project achieved its goals, MBDA has had little information on 
which to base project renewal decisions or to ensure that the project is 
serving a useful purpose. 

Renewal Decisions Have 
Been B+sed Upon 
Insufficient Information 

MRDA has recommended renewal of special projects without sufficient 
knowledge of their accomplishments. MBDA'S renewal policy, which 
closely mirrors the purpose of special projects, states that a project 
would not be renewed unless (1) there were positive indications of suc- 
cess; (2) it did not duplicate any of the agency’s programs; and (3) it 
helped achieve, at reasonable cost, MBDA'S mission of increasing the 
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number of minority business entrepreneurs. In addition, in response to 
the OIG'S 1986 management review, MBDA established a policy requiring a 
thorough “post-evaluation” before a project was renewed. 

According to MBDA officials, a special project must achieve a satisfactory 
performance rating to be considered for renewal. MBDA has started its 
renewal decision process 6 months after the beginning of the annual 
grant period. The agency has normally based its renewal decision on a 
review of the grantee’s second quarter progress report, as well as a site 
visit report and a post-evaluation prepared near the end of the grant 
period. As discussed above, we found that MBDA'S criteria for reviewing 
quarterly progress reports have not always been appropriate for mea- 
suring the accomplishments of special projects. Further, most of the site 
visit assessments did not address specific accomplishments or progress 
toward goals. Site visit assessments from four of MBDA'S six regions cov- 
ered the quality of (1) management and staff, (2) client file documenta- 
tion, (3) quarterly progress reports, and (4) relationships with local, 
state, and federal agerwics rather than the specific accomplishments of 
the projects. 

In addition, we reviewed post-evaluation memorandums from MBDA'S 
regional offices and headquarters and found that, overall, MBDA'S post- 
evaluation bears little resembkmce to an evaluation. To the contrary, 
these post-evaluations have typically reflected the project’s history and 
the goals proposed for the renewed grant. For example, five of the six 
evaluations we reviewed did not address the extent to which the project 
was progressing towards its goals. Largely because of unclear project 
goals and inadequate monitoring, MBDA renewed 19 of its 47 special 
projects between fiscal years 1985 and 1989 with little assurance that. 
results were useful enough to warrant further expenditure of federal 
funds. 

The previously discussed special project in the Southeast also illustrates 
how MBDA has renewed special projects without adequate assurance of 
progress. The project received a total of $1.7 million dollars during its 
7-year grant period, 1982-89, but achieved few of its stated objectives, 
Even though most of the project’s objectives were not accomplished, the 
MBDA regional staff annually rated the organization’s performance as 
satisfactory and recommended that the project be renewed. 

The OIG’S 1986 management review recommended that MBDA require per- 
formance evaluations of all special projects upon completion or, when 
substantially compIeted, before the projects were recommended for 
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renewal. In response, MBDA established the policy requiring that a thor- 
ough post-evaluation be performed before a project was renewed. How- 
ever, as we have pointed out, these post-evaluations are not adequate. 
On January 29, 1991, MBDA'S Acting Director stated that post-evaluation 
criteria will be provided under the new competitive grant process. 

MBDA Has Not Routinely MBDA has not ensured that its special project grants are audited regu- i 
Audited Special Projects larly. Audits are a key management tool for assessing program perform- 

ance, accountability, and control over resources. Without such routine \ 
reviews, federal money is subject to a high risk of fraudulent, wasteful, / 
and abusive practices. 

1 
According to Commerce’s OIG officials, the OIG did not have sufficient 
funds to audit all special project grants Accordingly, the OIG has audited 
special projects primarily at the request of MBDA and Commerce officials, 
as well as in response to tips obtained through the OIG'S fraud hotline. 
During fiscal years 1985-90, the OIG audited 6 of the 47 special project 
grants. 

The OS’S audits of these six special projects disclosed either that the 
performance measures for the projects were generally superficial and/or 
that some grantees were spending funds on unauthorized items. For 
example, the OIG found that some of the grantees did not identify how 
they would accomplish the tasks described in the grant award docu- 
ments. In some cases, the OIG also questioned whether costs claimed by 
the grantee were spent on approved award activities. 

According to MBDA officials, they have not routinely requested OIG audits 
of special projects, nor have they provided funds for independent audits 
in the past. However, in October 1990 MBDA officials stated that they 
intend to require independent audits of future special projects and will 
pay the costs of such audits as part of the grants. 

Status of Special 
Projects 

When we discussed the results of our review with MBDA agency officials 
on February 22, 1991, they generally agreed with the facts in this report 
but provided updated information, According to the officials, MBDA no 
longer accepts unsolicited proposals for special projects. As of that 
meeting, MBDA had drafted but not finalized or implemented an MBDA 
order reflecting this new policy. In addition, MBDA officials said that they 
will replace special projects with a similar competitive grant program 



and that they have begun identifying areas to fund through this pro- 
gram MBDA intends to solicit competitive applications for these grants 
beginning in April or May 1991. 

MBDA’s 
A 

Our current review of MBDA'S special projects documents management 

Mismanagement of 
Grants Is a Long- 
Standing Problem 

deficiencies that Commerce’s OIG has identified since 1982. Both GAO and 
the OIG have found similar problems with MBDA'S management of the 
Center program-problems that MBDA has yet to correct. In January 
1990 we recommended improving quality controls and staff utilization 
in MBDA'S Center programfi However, as of February 1991 MBDA had 
implemented only four of the nine corrective actions that it deveIoped to 
address the concerns raised by our report. (App. VII provides details on 
past MBDL4 noncompliance with OIG and GAO reviews.) 

Further, in October 1990 the Director of the Office of Management and 
Budget (OMB) designated MBDA'S grant management programs as a “high 
risk” area for waste, fraud, and abuse under the Federal Managers’ 
Financial Integrity Act (FMFLA) of 1982. OMB identified MBDA as a high 
risk area based on a 1988 OIG report and our January 1990 report on 
MBDA'S Center program. Commerce reported MBDA'S special projects as a 
high risk area to OMB in December 1990 when the OIG suggested that spe- 
cial projects be added to the agency’s list of serious weaknesses. Com- 
merce included MBDA'S grant management problems in its annual MFIA 
report. (App. VII also provides information on OMB'S designation of MBDA 
as a high risk area.) 

Conclusions MBDA was established to increase opportunities for racial and ethnic 
minorities to participate in the free enterprise system. To achieve this 
objective, MBDA has funded Centers and special projects to assist the 
minority community. However, a series of management weaknesses 
have hampered the effectiveness of the special projects program. 

Special project grant proposals have been awarded noncompetitively on 
the basis of unsolicited proposals. We believe MBDA could increase the 
variety and quality of the special project proposals that it receives and 
maximize the benefits of this program through more extensive adver- 
tising. In addition, MBDA has not required grantees to develop clear and 
specific project goals, and MBDA has not developed adequate procedures 

Page11 GAO/RCE~9I-l14MB~Pro~amWeaknesses 



for monitoring, renewing, and auditing special projects. These weak- 
nesses have undermined the purpose, effectiveness, and performance of 
special projects. 

Over the past decade Commerce’s OIG and GAO have identified serious 
weaknesses in MBDA'S management of the Center and special projects 
grant programs and have made recommendations for correcting those 
deficiencies. Despite this long-standing effort, MBDA management has 
neither adequately implemented most of the OIG and GAO recommenda- 
tions nor otherwise addressed the identified weaknesses. Until MBDA 
effectively implements actions to correct these weaknesses, its programs 
and grant funds remain vulnerable to fraud, waste, and abuse. 

Recommendations Given the weaknesses in MBDA'S management of special projects, we rec- 
ommend that the Secretary of Commerce cancel MBDA'S authority to rec- 
ommend special projects for funding until he is assured that MBIIA has 
developed a specific and detailed plan for awarding grants that corrects 
the management weaknesses identified in this report. 

In this regard, we recommend that the Secretary pay particular atten- 
tion to MBDA’s efforts at restructuring its special projects program to 
ensure that past management problems do not recur. Specifically, MBDA'S 
restructured program should (1) ensure competition in the grant process 
so that the best possible projects are funded, (2) provide for formal 
advertisement using multiple sources to increase the potential for MBI~G 
to receive the strongest proposals responsive to project objectives, (3) 
develop meaningful performance standards that allow MBDA to deter- 
mine whether projects achieve planned goals, (4) develop monitoring 
guidelines specific to special projects to ensure compliance with grant 
terms and conditions, (5) develop appropriate criteria and guidance for 
evaluating renewal requests, and (6) ensure that MBDA implement its 
proposed policy of requiring and funding independent audits of special 
project grants. 

In light of the long history of management problems and the potential 
vulnerability to fraud, waste, and abuse that can result from such con- 
tinued uncorrected problems, we recommend that the Secretary of Com- 
merce ClOSely ItIOnitO~MBDA'S implementa~iOnOfaCtiOnStOCO~eCt 
weaknesses that Commerce’s 01G and GAO have identified in the manage- 
ment of the Center program. 
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To obtain information for this report we examined documents, including 
MBDA and Commerce policies and procedures, relevant to MBDA'S grant 
management programs during fiscal years 1985-90. We interviewed offi- 
cials at MBDA headquarters and in each of MBDA'S six regional offices, 
OFFA and OIG officials at the Department of Commerce, and two special 
project grant recipients. Appendix I contains details of our objectives, 
scope, and methodology. 

As agreed with the requester, we did not obtain official agency corn- 
ments on a draft of this report. However, we discussed the information 

i 
i 

presented in this report with the responsible agency officials and incor- 
porated their comments and suggestions where appropriate. We per- 
formed our review from March 1990 to February 1991 in accordance 
with generally accepted government auditing standards. 

This work was done under the direction of John M. Ols, Jr., Director, 
Housing and Community Development Issues. If you have any questions 
concerning this report, please contact Mr. 01s at (202) 275-5525. Other 
major contributors to this report are listed in appendix VIII. 

Sincerely yours, 
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Appendix I 

Objectives, Scope, and Methodology 

On February 9, 1990, Senator Pete Wilson requested that we review spe- 
cial projects awarded by the Minority Business Development Agency 
(MBDA) under the Director’s discretionary fund. In subsequent discus- 
sions with the requester’s office, we agreed to review MBDA'S manage- 
ment of its grant programs. Our specific objectives were to evaluate (1) 
MBDA'S procedures for attracting, selecting, and managing special 
projects and (2) MBDA'S response to previously identified management 
deficiencies in both the Center and special projects programs. When 
former Senator Wilson became governor of California, we agreed to pro- 
vide this report to his successor, Senator John Seymour. 

We reviewed MRDA and Commerce policies and procedures between fiscal 
years 1985 and 1990 to determine the extent of comprehensive guidance 
on attracting, selecting, and managing special projects. We interviewed 
officials in MBDA headquarters and in each of MRDA'S six regions, as well 
as officials in the Office of Finance and Federal Assistance (OFFA) and 
Office of the Inspector General (OIG) in the Department of Commerce. 

To evaluate MBDA'S management of special projects, we reviewed a total 
of 19 special project proposals and awards between fiscal years I985 
and 1989. We selected 9 special projects specifically audited by the OIG; 
the remaining 10 projects were judgmentally selected from MBDA'S list of 
47 special projects awarded between fiscal years 1985 and 1989. We 
chose projects with a variety of characteristics, including those (1) with 
the largest grant awards, (2) with multiple renewals, and (3) from both 
public and private nonprofit organizations. We reviewed the official pro- 
ject files at OF-FA'S Office of Federal Assistance, MBDA headquarters, and 
MBDA'S regional offices and visited two of the funded organizations. 

Regarding MBDA'S response to previously identified management defi- 
ciencies in both the Center and special project programs, we reviewed 
six OIG management reviews on the Center and special project programs 
and our January 1990 report on MBDA Centers. We reviewed MBDA'S 
responses to OIG and GAO recommendations and followed up on MBDA'S 
implementation of agreed-upon corrective actions. We also interviewed 
Office of Management and Budget COMB) officials and reviewed agency 
documents to determine (1) how OMB identifies areas for its high risk list 
and (2) how OMB monitors MBDA'S progress toward correcting serious 
weaknesses. 
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Appendix II 

MBDA F’unding Levels by F’rogrm, Fiscal 
Yem 1985-90 

Dollars in thousands 

Program 
Minority Business Development Center program 
Special projects 

Resource development business program 
Advocacy, research, and information program 
Total 

FY 1985 FY 1986 
$23,268 $28,216 

1,206 4,389 

3,577 3,967 
726 490 

$26,777 $37,062 

Program funds 
FY 1987 FY 1988 
$27,634 $24,727 

2,541 2,174 

3,501 679 
456 48 

$34,Hl2 $27,626 

FY 1999 FYI990 
$22,688 $20,500 

1,725 8 

897 1,171 
659 2,375 

$25,969 $24,046 

Tkmng fiscal year 1990 MBDA did not fund any special project grants. 
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*grand Race or l3thnicity of MBDA special 
Project Grantees, F’iscal Years 1985-89 

Figure 111.1: Type of Special Project 
Grantees k Chambers of Commerce 

2.1% 
Council or foundation 

Trade Associations 

Private Businesses 

The type of organization is unknown 

Source: GAO analysis of MBDA and OFFA data. 

Page 18 GAO/‘-WED-91-114 MBM Program I+kaknseses 



Appe* m  
TypeandRaceorEthidtyofMBMSpcdml 
ProJectGrantees,F’lndY-198689 

Figure Ill.2 Race or Ethnlclty of Special 
Project Grsntee8 

4.3% 
Otherb 

Black 

Hispanic 

< Non-Minority 

‘Unknown: Organlration affiliation IS unknown. 

bOther: Organization affiliatron is with other minority 

‘Non-minority: Organization had no known racial or ethnic affiliation, 

Source. GAO analysis of MBDA and OFFA data. 
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Appendix IV 

Department of Commerce’s Office of the 
Inspector General Management Reviews 

, 

1, An Assessment of the State of the Minority Business Development 
Center Program, 3-218-8-069, Sept. 1988. 

2. MBDA’S Process for Making Competitive and Renewal Award Deci- 
sions--Improvements Needed to Enhance Program Integrity, 3-148-7- 
047, Sept. 1987. 

3. MBDA Management of Special Projects Needs Improvement, F-775-7- 
002, Dec. 5, 1986. 

4, Improvements Needed in the Minority Business Development 
Agency’s Support Activities, 3-126-6-001, Jan. 1986. 

5. MBDA’S Minority Business Development Center Program-A Need for 
Realistic Goals and Improved Measurements of MBDC Effectiveness, 
3-l 1 g-5-001, Nov. 1984 

6. Vulnerability Assessment of the Minority Business Development 
Administration. Scot. 1982. 
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-4ppendix 1’ 

Location of MBDA Special Projects by Region 
md State, Fiscal Years 1985-89 

Figure V.1: MDA Regions and States With Special Project Grant Recipients, Fiscal Years 198589 

New York 
Region 

_ .-2 
@P 

SLales wlrh Special Project Grant Recipienrs 
(Includes the Distflcl of CoiumSla). 

I 
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Lacatlon of MBM Spedal F%o&cta by Region 
and State, Flsal Yeun 1936-89 

Figure V.2: Distribution of MBDA Special 
Projects by State and Region, Fiscal 
Years 1965-99 San Francisco Reglona;fff~; 

NV iij 
6.4% 
Headquarlers 
NY State (2) 
MD (1) 

New York Regional Off Ice 
NY State (5) 
Puerto Rico (2) 

WashIngton, D.C. Regional Office 
Wash., D.C. (18) 
VA (1) 

TX (6) OK (1) 
“Regional offices and headquarters monitor special projects in the states listed. The Chicago Regional 
Office did not monitor any projects 

bNumbers in parentheses indicate distribution of special projects by state. 

Source, GAO analysis of MBDA and OFFA data. 

Page 22 EAO/‘RCED-91-114 MBDA Procram weah- 

I 



Appendix VI 

IKBDA-Funded Special Project: Industrial Park 

Project monitors for this special project in the Southeast said a parking Jot, road, and infrastructure were 
completed. In June 1990 the site consrsted of an overgrown field with unconnected ground pipes. 
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Appendix VII 

Persistent Management Problems at MBDA 

Since 1982 Commerce’s OIG has documented management weaknesses in 
two of MBJIIA's grant programs, Centers and special projects. In 1990 GAO 
also identified problems with the management of MBDA'S Center pro- 
gram. However, MBDA has raken few actions to date to correct the man- 
agement weaknesses and l,roblems identified by the OIG and GAO. As a 
result, in October 1990 MBM was added to the Office of Management and 
Budget’s list of high risk areas, 

MBDA Has Not Responded 
Adequ ately to Reviews 

Between 1982 and 1988 Commerce’s OIG conducted six management 
reviews of MBDA'S Center and special projects programs (see app. IV). 
Five of these reviews identified serious management deficiencies in the 
Center program, These deficiencies were in the areas of staff use, grant 
awards, quality of assistance, renewal decisions, and monitoring efforts. 
For example, four of the OIG's management reviews documented that 
MBDA'S monitoring procedures were inadequate and that the overall 
effectiveness of monitoring by MBRA’S business development specialists 
needed to be improved. In addition, the OIG's 1986 and 1987 manage- 
ment reviews identified management problems related to delays in 
Center funding and the ineffective use of agency staff. According to the 
OIG, both of these problems have hindered MBDA'S ability to deliver satis- 
factory service to the minority community. 

Similarly, in 1990 we reported delays in the approval and funding of 75 
percent of the Center grants awarded in 1988. MBDA was slow in its 
review, approval, and funding of 76 of the 102 grants awarded. We 
reviewed about half (37) of the late awards and found the average 
processing time to be 54 days longer than the 120 days allowed by MBDA 
procedures. Overall, accor$ng to MBDA officials, a total of 32 Centers 
suspended operations about 60 times from fiscal year 1986 through 
1988 because of delays in funding resulting from MBDA'S slow review and 
approval of grant applications. During periods when operations were 
suspended, minimal or no service was provided to minority businesses. 

We also reported that MBDA did not reduce its staff even though its pro- 
gram funds were reduced by 43 percent from fiscal year 1980 to 1989. 
On the basis of work load needs, overstaffing existed throughout MBDA, 
according to headquarters, regional, and Commerce’s OIG officials. 
Although MBDA'S total program funding was reduced, only minimal 
reductions in staff occurred, and MBDA management did not reevaIuate 
staffing needs, roles, and responsibilities. 
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AppendixW 
Persbtenthhugement PxwNems atMBM 

As did the OIG in its 1986 and 1987 reviews, we recommended that MBDA 
(1) strengthen its quality control process by determining the actions nec- 
essary to correct problems that have delayed the processing of grant 
applications, or develop alternative solutions and (2) determine how to 
either better utilize existing staff resources through the expansion of 
their roles and responsibilities, or reduce staff to realistically reflect the 
agency’s work load. 

In a July 17, 1990, letter to GAO, MBDA stated that it had taken nine 
actions to address the concerns raised by our report. These actions 
included soliciting proposals from consulting firms  to conduct a com- 
plete evaluation of MBDA’s organizational structure, grant process, 
request for application, and Center performance goals. However, as of 
December 13, 1990, only four of the nine actions listed in MBDA'S letter 
had been implemented. MBDA officials stated that the agency would 
implement the remaining actions after reviewing and analyzing the 
results of the consultant’s January 14, 1991, final report. As of Feb- 
ruary 1991 MBDA had received the consultant’s final report, but had 
taken no further action. 

OMB Aware of Pattern of As a result of MBDA's long-standing grant management weaknesses, OMB 

M ismanagement recently added the agency’s programs to its list of “high risk” areas. OMB 
defines high risk areas as any program or operation in the federal gov- 
ernment where the agency may b,e vulnerable to fraud, waste, and 
abuse. In the fall of 1989, OMB developed a list of programs with a high 
potential for such vulnerability. This list was composed of 106 high risk 
areas covering 78 programs in 16 federal agencies. MBDA was added to 
the Iist of high risk areas in October 1990. 

The Federal Managers’ Financial Integrity Act (F’MFYA) requires all agen- 
cies to report annually serious wealmesses in agency operations and 
areas vulnerable to fraud and waste to the Senate Committee on Govern- 
mental Affairs and other congressional committees. However, MBDA did 
not identify weaknesses in its Center or special projects programs until 
requested to do so by OMB and the OIG in 1990. OMB identified MBDA as a 
high risk area based on a 1988 OIG report and our January 1990 report 
on MBDA'S Center grant program. Commerce identified MBDA'S special 
projects as a high risk area in December 1990 when its OIG suggested 
that special projects be added to MBDA'S list of serious weaknesses. 

According to an OMB official, the Deputy Secretary of the Department of 
Commerce is responsible for ensuring that corrective actions are taken 
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Appendix VII 
Per&tent Mansgement Problems at MBM 

to eliminate the deficiencies that led to MBIIA'S designation as a high risk 
area. OMB will monitor MBDA'S progress through status reports and tele- 
phone contacts with the Deputy Secretary throughout fiscal year 1991. 
OMB also plans to use GAO and OIG reports to track MBDA'S progress. 
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Appendix VIII 

Major Cmtributms to This Report 

I 

Resources, Marnie Shaul, Assistant Director 

Conununity, and 
Eugene Aloise, Assignment Manager 
Jaqueline Hill, Evaluator-in-Charge 

Economic Valerie A. Rogers, Staff Evaluator 

Development Division, 
Marci D. Kramer, Staff Evaluator 
Woodliff L. Jenkins, Advisor 

Washington, D.C. David A. Rogers, Technical Advisor 

San Francisco 
Regional Office 

Larry Calhoun, Regional Management Representative 
Julian Fogle, Regional Assignment Manager 
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