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. kecome self-sufficient, and. achieve a standard. of living compdrable
to that enjoyed by non-Indians in nelghborlng communltles. ‘the 25
loan,  grant, and technical assistance programs addinistered by 8

. federal agencies, houever, haye not successfully promoted such
necessary A£comomic deveéppment. Congres% should cqggolldate the
Frograms.into single gency which woul'd.then ke beétter able to.-
identifiy tho reservations with the befst potential for business
‘development;, and to promote it aggres ively'aﬂ those locatibns while
providing fiinancial, technlcdl, and manage fal assigtance.when
needed. For\other reserVatlons, the agency /Should determine whetaer

‘ lonq-tern federal f1nanc1a assistance is heeded or alternative

strategies ould be devel, ed. The Bureau of Indian Affairs should
also corr its adnlnistrd%ibn)of the Indian Flnanc1ng Act of 197%,

reservatlons ‘to help Indians overcome cultural and economic oarrxers,,

in part by reevaluation of its loan poli¢y and by obtaining and g
t:.'

‘‘evaluating required documengatien prior to awardﬂng loans or gra

Finally, Congress- ﬁgzuld determine whether thg approximately 300, 000

.Indians excluded f obtaining guaranteed }o S& via the Indian
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More Federal Efforts Needed

To Improve Indlans.,Standard Of \/

lerng Through Busmess
Development -

Federal economic development programs to .

help Indians wachieve -a higher standafd of .

- living are not working .weil. The Congress ‘l '

should, consolidate the prodrams . under a . S

smgle agency which sh uld e
--identify reservatnons best sunted for. oy
prof:table busmesses . . -

--carry out a comprehenswe busmess de-,
velopment program and ; ‘o
. . ~decide for other reservatlons whether o e
“long-term financial assistance should be - - ERSU A
provided or alternat:ve str:%ies devel- -
oped .
y -
The Congress should also determme whether -
300,000 | uded from obtammg '
ans under the Indian Financing
Act ‘should ‘be eligible for its benef:ts If so, :
the .act shou|d be amgnded to mclude them J

« o ‘J
; o : "
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N . . ":I‘_ ."qv . .- ‘ ‘ . ) . “._: . ‘ . .
‘ ~.The Honorgble Robért ¢. Byrd, Chairman
\. + . -Subcommittee on the Depart ent”of . S
o :Interﬂor.and_Related_AgenCieg ' R C o
¢ .. Committee..on Appropriations -, ' . —
: "+ United States Senate N R St
Sy SR o L S '
Dear Mr. -Chairman: T \Qﬂi oo L
e, .-This 1s.one of a s;zggs of reports’in response to .your’
§ + ‘request of August 9, 1977, "asking us- to make a compréhensive

I;n;&[;ev}ewuof the Bureau f.lndian§ Affdirs programs -and proc¢- .-
“7 - _egses.  This report points oUt,tHat,tO'help.Indians.achreve
.. @ higher standard; of living,. Fedéral agencies;needvxo (1) - >
identify through feasibility studdies reservations most likely -
to' support préfitable busLnesses‘dnd'cérry out’ a tomprehen-
\ % .sive business development program and (2) decide, for /other
' réservations: whether long-term financial assistance should
~ be providea‘fon-business.development or whethernalgennativey
.. strategies should "he developed to improy'-the living stand-~'
; a;q of }ndi ns. It also recommends‘thatithe Congress con> -
; solidate Federal’ Indian egonomic development programs ‘and’ -
k*.'pigde themyin-q‘{ingle agency. . : BN B LS
I L A S : . T
T e ,In,accd$q§¥9éswith~a request from your offjce, we have
.+ not obtaine§ wrTtten agency, comments. Howgver, we have in-
~ : formally djiscussed our findingstith,agency'Officialsx
o o e e T ‘ . .

».-Unless §bu‘publiciy~annqunce‘its contents earlier, we
Plan no’ further 'distribution of this 'report 'until 0 days
+from the date of the report. At that. time, we will seng
copies to inferested partied and make cdpies available to
.,o;ﬁeis'oq’reqqgsg. ' ( , oL

. "’. i
i, '
v - ) \'.- R ‘ [
N h . ¢ .
o (' . v : \ . ' . " ’ T
e . . Comptrollerﬂpeneral, o '
. oo R : of the United States )
.I . . L. . hd . . ". ) A . . nd
. s ‘ B A ’ v ~ 1=
" . 3 = A Y
, of L2 4 x
T S - -
Y - » “ o) “
- \ 0 L I
| . ' ‘
. - . i ~ N

L. s




!

’ T . ’_ 2
./-\ , o . -, . . o ‘
: . T . C

.
’ J

%+ 'COMPTROLLBR-GENERAL'S REPORT MORE FEDERAL EFFORTS NFEDED
i’ O THE SUBCQMMITTEE ON THE.  'TQJIMPROVE INDIANS'® STANDARD .OF
: DEPARTMENT OR INTERIOR AND .  LIVING THROUGH BUSINESS B .
; . RELATED AGENCIES, SENATE ¢ _DEVELOPMENT U~
'y 'COMMEITTEE ON APPROPBIATIONS N o 4 . T '
v~ s . . ) . , .._ . N . . .‘\ .
Profitable businesses hre‘needed,on reserva-- ’
- tiohs to help Indians overcome cultural and
.g arriérs,»become’self-sufficient, and

‘achieve a/standard of living comparable to that .-
) y non-Indians in neighboring communities. -
). 4 and 5.) - s - : .
Eight Fedefal:agenc}es,administering'zs grant, - ., =«
Aoan, .and technical assistance programs have - R
. hot’ been very suécessful\in'helping them. (Seg

PP. 46:.to 50.) - : ST '
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N . - Indian ‘reservations generaliy are not well !

oL sulited for the deVelopmentJof profitable busi- \;E'
X ..~ 'nesses. Some of them havevlittle, if any, e,
: success without long-term Federal L

N potential fog ‘ )
* .financial an technical assistance. The: Economic, .

Developmént Administration and the Bureau of , BRI
v Indian Affairs should make ¢ompr'ehensive economic - v
~ feasibility studies to deterfiine which ones .
- ’ : S . " A : -
--need only initial Federal financial assistance,
o T N ; _ N
{ N R Y . . o -, ‘

'--need long-term Federal financial assistance, - o
" and - PSR AN CL , con

Indian living standards. .(See,p.“4,y

- L . _ o P
. -From fiscal years 1975 through 1977, the Eco- . .- )
> nomic-Development Administration and the%: T St
i Bureau, -through loans and grants, provided . S
. - $294 million to help.estapliSh,businesses on
s .~ 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 . c v
" operating in them compared ‘withyMay 1973 when . =~ -
19 of 26 parks had two or less §hsiﬁessess ‘
Further, during ‘the périod ‘May 1973 to T -
November 1977, Indian employment decreased by Cor
1,041 from 2,246,to 1;205. (See p. 4.) . T
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pther Federal agenc1es prov1ded f1nanc1ng
_totaling, $77.5 million for 18 major economic,
pdevelopment pro;ects that were- exper enciuw.
- .« financial trouble in November, 1977. Federal
' ' : and-tribal ‘investments;¥as wéll as Indian em— 4 ..
‘ p}oyment opportun1t1es, were Ln danger of -
being‘lost. (See p. 4.) . ST

11

~

The Econom1c Development Adm1n1stratlon and
the Bureau should (1) aggres81vely promote
vbus1ness development on reservations where po- .
tential for- success- exists, (2) provide fi- -~
‘ nanc1al assistance to promLsrng bus1nesses,
T and '(3) provide technical and managerial as- _
: s1stance to businesses to help them become v
- self-sustainihg. Unless this ‘is‘done, it will
-be difficult for reservation Indians to have o
o ~ the economic Gopportunity: available to the - ' °
'J e L rest of the Nation's c1t1zens _x(See p: 5.) ’

. .

¥

K

RN -

" GAO r commends that the. Secretarles of - Commeéce PR
and the Interior dprect the Adm1n1strator, AECREAN
Economic Development Administration, and the

‘Ass1stant"Secretapy for Enqlan Affalrs to* co-
operatLvely~ . 4 ,

I T

. ——Conduct an economlc feas1b111ty study that :

‘ '+ " identifies reservations most likely to sup- .: <

. — port self-= susta1n1ng economic development :
o " and carry out a comprehensive business de-'

o . ve}opment progfam including ‘(1) pursuing

\ " . businesses to locate on reservations, (2) _ ,

v providing them -initial financial ass1stance, ) /

. ., . and (3) assisting them in becom;nq self- - ’ :
3 ' susta1n1ng, prof1table enterpr1ses -

——Dec1de whether long~- term Federal support )
« +should: be .provided to develop other resérva-= T
t10ns1or whether alternative strategies are ‘
. 4 : .. needed to.improve -the living standard of
‘ '+ .. Indians l}vlnq on reservations that lack *-

, potential for successful business develop- .
. ment. If so, new’ strategles should be de- - | o
.~ .- veloped and proposed to the Conqress for . o
. 't implementing author1ty and fundlnq .
o7 ' (seep, 23. 2 : : '
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~f‘Thé;Indian*Financing:Act'of 1974 was.eﬁacted:

A*velopmentﬂonvlndian_reservationsiby“in*

. and grant programs to suffer from

- —--inadequate accduhtinglsystems,

J f-short_repaymenf terms

;. -
. e . ~ S
1 S A S e
.. N - .

the.Congress- to stimulate economic de-
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, deficiencijes
in the Bureau's administration caused the loan

t v
] .

——delinqueﬁcieq, .
4 :

P

 e—poo; ‘analysis ®f ‘loan a%;\brant~applications,'
P v , v o '

TN oot T v c. 7
-+mlssing documents in Jloan and grant files,
. ' s A ) : S . v

. N . Cl
——inadequa%e'loanfseszzfinq_by‘leqders, .
,and. L
S (T . Lo
, ~—limited provision qf;tgcqnical-assistance to
" bdsinesses. Coo T :
. 3 o .

T : 'ﬁg;: A ‘
,,Fu{ther.\thg Bureau gidfnot entex into any

loan jinslrance agreements with lehders and ig
unsure why lenders are ieluctant tg partici-
'pate in this loan program. .(See p- 27.) ¥

GAO recommends that/the Secretary of the In-

- terior direct the Assistant Sec%etary_for

Indian Affairs to . -~

~-establish specific procedures and guidelines.
to préclude making revolving fund lbans to
“tribal- relending organizations that have
experienced cantinuous problems; "
~—take thé necessary: action to correct defi- .
"ciencies in the revolving loan fund's* '

-

~.automated accountjng system;

} o e

~--make sure that the required documentation

~is obtained, accurate, and,evaluated by the
‘Bureau before making or guaranteeing loans
and grants; - - . L,

v o,




:.f:?'v"in he’'gquaranteedv loan program £o -Qrily pri-
AL vate’ ienders ,that demonstrate adequate loan-”
N sesv1c1ng capablllty' R y

"r"—' - : ‘

—~make sure that necessary techn&cal and man- )
S 'agement asslstanCe is promptly 1dent1f1ed
S \'-' and prov1ded and .;',“Q Lo e

LI . L

—-concentrate on 1dentify;ng and corr ct1ng
deficiencies ‘in the grant computer system,

fthe necessaty . informatlon reports from 1%sv
grantees. - y'('./ N e S

. .
7 o

- . The A351staht Secretary' ould rev1ew the
. {//.Yputeau s, policyrof. aIldw1ng lenders ‘to requirs
‘ s ‘short repaymenx terms on guaranteeﬂ loahs.;:He

-

U$f;mqu3 should:change the pol1cy ‘1f 1t\1s ‘ndt. cons1st-_'_
AT .~ ent with normal loan practlces and places an, ‘-

an unr sonable fldancfal burden- on the ‘loah

. " have héén. no ihstred Loan agreements;, the,ef-

.;_\ * . fect :this has o handerﬁ \%b@ development of

. Indian. buS1ne§ es, ‘and what 'dction is needed
+© to_make the 1 an‘program v1ablé. ,{See p. ﬂS 5

e .
? . n
.

The Department of the Interlor s Offlcé of :

) - under ‘the/Indian .Financing Act ‘because: .section _

ER Ind1ans :/é not el1g1ble for guarante loans

201 0of 't act\proh1b1ts part1cipat10n of

£ IndLanS/@ho are members of or eligible: for,
membérship in ah. Indian: organ1zat1on that .makes

~

loans to its members. Since the ratjonale’ for . S

W this/restriction is unclear, GAO recommends
that/the Congress determ1ne whether or not.
thig restrictive provision should mtimrue and

if /not, amend the act-to allow siuc partic1- o

"_'q p tion. (See Pp. 44 and. 45 ) N

= : \gederal programs or. act1v1t1es for bus1ness'
development on Indian rédservations are statq -
. tered throughout Federal depaftments and
‘agencies. . o _ S

<

GAO bel1eves that a s1nqle agency should be

L
- respons1ble for.manag1ng Federal programs .
/o for Indian bus1ness dewelopment The" Amer1can‘

i EE ’ ’ . . '\ * : ]

v

SRR ”lrfes bblsh a poi1cy restr1ct1ng partic1pat10n JZ;

“including requlrlng ,that each agency obtain -,y { .

*j' . - appli ant. should also determij ne why theﬁe'

Aud1t and Lﬁvest1gatlon est1mates th t 300 000.7 . - {“'3
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E,‘J . R indian Policy Review Commissjon‘ grgéd. ;. v

SN T -¥». (See-p. 57.) .. - ‘"\"“‘“ 7.“'A“ "f R
S e T, _ e . N v

: 'GAO recommends that the Congress consolidate

—_— Federal Ihdian'economib development programs
"~ . and ‘place thém in a single’ agency. THis agency
) . would be: in a much better position to implement-
- . GAO's other recommendations; '(See p. 58.) -

:

. . . .t i . -,
e ' - FORMAL REVIEW AND COMMENTS NOT‘OBTAINED

At the request of the Chairman, Subcommittee

v ' RN _1' on the' Department of Interior and Related

o d ' :jGAO did not submit this report to the agencies

~for formal review and comments. However, ;"
N T e responsibLgragenqy_officials were given copjes
. ' - - of the report and their infermal,comments Cr

“.. - have been copsidered.’ o

~ - 1

Bureau officials agreed with Gao0's recommenda-
: . + tions byt said that implementing them would
N o ‘require increased funding and staffing. co-

.« .. nomic Development Administra ionofficial®\sajd
\that because of problems .the¥ have hdd coordi- -
nating their economic developmen cprograms. with
‘Other ‘FMeral agencies, implementffng. some of =
GRO's rgcommeh@ations would not be effective
unlgss all Ihdiah-edonomi-‘development programs,
were placed in a single QSency, as QAO-recom-

a . fﬂmends.,,(See_pi'ZB.)ﬂ‘;'w e -~ :
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o : .. Agencies, Sehate,Commiﬁtge on Appropriations, '*°
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"Conclusions. R
Recommendations to the. $ecretary -

- 6f the*Interipr . R

vRecommendatlon tO'the Congress.'
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DA A U S PR |

;}__;f";ﬁijﬂff;;' - ,M'.v“.vINTRODUCIIONjfﬁi,

- T R S P R t
g L On August -9, 1977, the Chaifywan’, gubcommittee on
. the: Department of Interior. and Relhted Agencies, Senate:

S comm1ttee on .Appropriations, requested that we make a compre-
oo ensive review'of the Bureau of Indian Affa1rs programs ‘
e and processeg and repert the results to him February" 15,)
. ’.1978.[ This . is one 6f a series of Yeports in riesponse. to,
,,ff' K2 that request. This report presents the results of our evalua—

/ﬂ 'Atron of Federal efforts to develop businesses on Ind1an

. ggservatlons.J ‘u p : -
{.:'d .

.. " FEDERAL INDIAN BUSINESS DEVE%QPMENT . .

.=,  “EFFORTS .. e .
L T f7*f777 S : : .
R I " Poor, economic cond1t10ns, and their adverse effect on
£ the quality to- life, are facing about, 550,000 Ind;ans lLVng

‘on or' near -thé/more than 200 reservaqlons 'under Federal-juris-’
d1ct10n.. The reservations' economic env1ronments .are typ1f1ed
by highp unemployment add low family income . levels\; On “some-
‘reserva 1ons, more . thaﬁ 80 percent\are ‘unemployed-. " . N fmatter v/
A where ‘Indiah§. live, the" pattern 'is. essentlally thé\ea e-=" .
-f'rllncomes are - Tower than that of the populatlon at largv,,
more Ind1ans earn - below ‘the” poverty léve . o

U t .
; '- ' oposed Senate Concurrent eso}utlon pass
Senate in 1974,,but not; passeg;by he House,stated A s\

Do “Iﬁ i3 the'sensq of the gb ress’that x % P V,p
\ . a maJor ‘goal of. nat10nInd1an policy- shall be ¢ 7
‘ .v1mprov1ng ‘the quallty_rzd quantity of soc1a1 and B
,econonic development @ Indians’ wh11e m§x1m121ngr;v'
‘the - opportunities fornlIndian: control and<self- -

v ' necessary for ;bringing- Indians ‘to- social and S e e
L economkc par1ty w1§h other c1tlzens R S S .

LT e

_ H1stor1cally, Ind1ans have been unable to o ta1n'
f1nanc1ng from conventi ral source both govern ental
, - and private, to suppor ¥ economic a:} 1ndustr1al velopment
e ‘endeavors. Thealack of sufflc;ent capital .and es#abllshed

credit ratings* as wefl as a myriad of sbciolpgical, ‘degal, -
and other factors have contr1buted to - th1s 1tuat10n. T,
&

'

" To combat these problems,ﬂa national pollcy was estab-
llshed in Aprll 1974 by the Ind1an Flnanclng Act wh1ch 1s.~

R

determination4* * * apd -that Congress will- commit’ ;iﬂfféi;jﬂ“f
1tse1f~to the development of programs and services TR S
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.pr
- target. population. -For
vtion programs.: aretinte'
< ‘the Small Businéss Administration prograiis are intended tp .
“help .all small businesses, including-minority-owned and

Y

;Admin s tion, the'Department of
"Home AdmAnistration and Rural 'Deyelo

- . :) -'..
/ - . S o
: % . . o, h] » , ~1—\ 7 //\\
! ' \\:‘ .- ! R /;
7 - LY KT 7 v ch ‘ e ¢ - o
3 ”:_* * to help de elop ‘and utilize Indian },1},‘-ﬂpth;3 '
resources, bothphysical  and. <human, to" a ‘point: )

“where the-Indians will fully exerbise.respon31-?”"'"’
*—»bility for the ut11i2ation ‘and management of ’

_ their own resdurces and wheére- they: wili—en;oy a .
standard 'of: 1iving from their own’ productive o
efforts comparable to that enjgxed by non—Ind1ans oy

s in’ neighbor;ng communities.", R

‘e

Indian ﬂubiness development programs on Indian reser- f :
vations are one of the major Federal activities direct@d-. - A

toward this national ‘policy..® Ind;gna ‘can obtainsfinancial

-and technical assistance’for. business or-economia d lop—
‘ment_from a number of Federal. departments .and’ agenci s, ”The

primary. prOgrams are located in the. Départment ‘of -the . .
Interior's Buredl of Indian Affairs (BIA)-and the- Department
of Commerce s Economic Developmeqt Administratio (EDA). and’ ‘
Office of Minority‘BuS1ness Enterprise. aOther orfgan zations,
‘invol to a legser degree inclu g’the ‘Small. Buiiness s
riculture ‘through farmersv'
ent Servicl; and the -
Community 6erwices-Administration and the Admin stration for

-Native Americans of the Department ofrHealth, Education, and

Welfarer - ;.,_ oL . R ) '
e ;/.‘ . o : L .
like BIA.pnograms, which -gre directed solely(to Indian

iems, ‘those of ‘other Agencies ncompass a much -larger
ample,/ﬁgst Farmexs Hbme Administra=

led. to help rural areas of ‘the cqpntry,,

Y

operated businesses; and EDA’ programs ‘are 'intended to- help -
economically drstressed aneas, for which special funds. are.

'set aside:for- Indians. .Indian reservatlon ‘assistance is. . ° .

'3not always viéwed separately from ‘that. pr ided other eligi- S
-ble ‘groups. or. 1nd1vidua1s~ consequently, tal reservation. T

funding cannot. be determined read11y from'agencies other than .

' BIA and EDA- - . ] _a ) ‘- "; . .. i o

' SCOPE OF REVIEW

e SR
’ | ” | . ' | ‘,' | | ‘ \[~ n<. .
In acbordance with" agreements reached with the. Subcom- e

',mittee, -we . updated our June 27,°1975, report entitled "Improv-

;implementation -of ‘the Ind
‘stimulate economic develop
1increasing the avﬁilability of fugﬁs to individual Indians.

ing Federally Assisted Business Development on Indian. Reseri- -

inancing -Act-<a program- to
t on:Indidn reservationS'by

~vations” (CED-75- 371),(sei§2§;. 1) ang assessed BIA's

~and tribes for starting 'and €xpanding: business enterprises.

Our review includzf:an éxaminhtion ‘of Federal- records-at - N

f ) S od o i : o o
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Various regional ‘and heaaquarters offices, discuSsmn‘s
with Federal jand Indiﬁn/trlbal officials, ‘and visits to-
se;e.gj;gd nessg vex;tures on: Indian resgrvations._
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. \ E . ‘ ( ' . QEL@TER e .
N gORE CAN BE poua TO HELP ESTABLI%H PROFZ'ABLE , ’
. . t
_\‘ " ‘ - .
. © “BUSINESSES ON- RESERVATIONS | o~
—_ l ."lb

Studies show that India reservations generally are not

"codducive t3 the develépment of profitable businesses ar

someureservations ‘there is little  ~ any potential Qﬁv;mc-
cessful busihess development witho. long-~term Fedeic. 1iuman
cial and technical assjistdnce. . The reasons whyég?siness s -
8succeed or -fajl on reservations are numegrous and\interrélated
and involve the nature of the enterpsises as wkll as the .
. inherent characteristics of the reservations. Although these
~ reasons are general}y known, EDA and BIA had fiot recently '
- made .comprehensive economic feasibility studies’ to determine
which of the 200 .Indiah reservations have -the potential
for self-sufficiency’ throﬁgﬁ\tte establishment %t self-
'sustaining businesses.- A

] S
Federal agencies must know which reservations have such

' potential if .-they are to determine- Sgi : ‘ \
i tial Federal

. f-which reservations need only
financial assistance,

--which reservations«need/long-term Federal financial
assistance, and .

--whi*h reservations require alternative Frategies

to improve Indian living standards.

o During'fiscal years 1975-77, EDA and BIAMthrough ldans _
and grants provided $294 million to help establish businesses
“on Indiam reservations. EDA financed 45 industcial parks tq S
help attract business to Indian reservations. As of s
November 1977, 38 of these parks had two or -less businesses
operating on. them compgred to May 1973, when'19 of 26 parks
. had two or less busd ses. 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 ot 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 b ing lost.
>4 ] |
4 14 : PP L
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o j) While many factors h
. qn'Lnd%gn‘reservations,nﬁ
“exists and could Be reali
.aggregsively mote econ
where poterftial for succe
assistance to promising b
/Qnd'managerial assistance
self-sustaining. Unlggs:
businesses wil} cat&®an
having _the poygntial for
be difficuld v achieve !
Indiamg the economic oppa
the Nation's citizens.

" In-our June 1975 ng

~ Business. Development on
recommended that EDA and
to'locate on Indian reser

.. ‘become ‘self-sustaining.

K
t

-~

!

but we found that'neithe:
procedures to do so.

e o et . S i s et e . . e

N /:- -

“ e 1 D X,
S ‘ b .
inder business development effqrts, ‘.
he pOtential for greater suc¢cess
zed .if EDA and BIA were to (J)s
omic develbpment on reservations .
ss exists, (2) provide financial " °
usinesees, and (3) provide technical
.tg businesses to help them become
this+is done, it i unlikely that
d operate Brofitably: on reservatiofs
economic developmgnt and_jt will,
ne_goa) of-affording. reserv

»

ation
rtunity available to the.rést of

| N AN
ort, "Improving Federally Assisted
ndian’ Reservations,"> (RED-75-371) we
BIA aggressively pursue businesses .
vations and assist businesses to
Both agencies agreed to do this,
agency has made changes in its

\

" BUSINESS DEVELOPMENT .

.. *There are mamy;sbcia
business development on I
diagram shows the potenti

€

1 and-economic factors, impeding o«

ndian ;esérvigzons; The following
al for succe ul business develop-._ -

"ment on Indian reservations, which was developed after ° N

réviewing many studies.

. one ‘that is profitable an
are not trying to .show ex
‘ment potential, but only
considered ‘in planning fo

It is pgssible for busine

However, some businesses

self-sufficiency, and som

recognized that somzjrese
-tial for attaining delf-s
_ ment. e

. . 4
- Kccording to EDA offic
the Indian people ‘themsel
effort can be successful.
‘nesses are highly technic
- and* require a great deal
Some tribes do recognize
that once a business is e
becomes the. tool of thet

’

We define a successful ‘business as

d, therefore, self-sustaining. We
act proportions of economic’ develop- '
that they exist and-should be -
r self-spfficiencyt = -~ '

: . . L e °

sses to move from tHe middfg°

Categor?fto the top, depending on thé kind hisinéss
and '‘the quality, amount’, ‘and timing of Feder stance.

may take some time £o shift to .
e.may never do it. It should bBe . ~
rvations have ' little or no poten-
usficiency-xhroughjbusiness'develop-

ials, without the full support of ‘
ves, no outside ejfonomic develppmﬁgt-

- Tribes must recognize that busi-

al and competitive opérations

of "expertise to become successful.
this. However, many do not, feeling
stablished on the reservation, it

ribal council. .
15 ".( o \_/‘

: 5 . .



¥ Y N
.

M .
« . Y , .
. ~

. o \ .
: \ ' CONCEBTUAL PRESENTATION OF BUS ESS DEVELOPMENT - - o
DR v POTENTIAL PBOFILE« FOR INDIAN RESERVATIONS s

. N,
- 1

- o : S
' ™ . __~POTENTIAL FOR SUCCESSFUL =~ =+

, . v/BUSINESSDEVELOPMENTWITH- :
T OUTFEDERAL’ASSISIAP .

’ .

' '\._,\ ©" . POTENTIAL FOR SUCCESSFUL °
T BUSINESS DEVELOPMENT WITH

.. . SOME FEDERAL ASSISTANCE.

) INITIALLY . .

. ‘ h e . E ’
d — NO POTENTIA‘E FOR SELFA
SUSTAINING BUSINESSES"’

> WITHOUT LONG-TERM
" FEDERAL SUPPORT ' .

Studies on reservation i .
economic_development ST ’
- - Y :
L Previous GAO reports to the. Congress have discussed
‘factors hindering reservation economic development.  Our .-
June 27, 1975, report l/ included such\factors as.
. " 1,
. --competition between reservations~and other communities- N
: -—diffetences between Indiaﬁs' concept -of t1me, pro- IR
_duction standards, “and absenteeism with those of

o 1ndu,stry, ».

1

-

o ' —-differences in educational attainment between Indians
L _‘ and-non- Indlhns- S

--shortages 1n quantity and quality of Job SklllS' o

v -
A . o .
P

N . B
/vaprov1ng ‘Federally Ass1sted Bus1ness Development on
Inddan Reservations," (CED—75 371) ' _

T ) ' ' . ’ ¢ 6 . . . .. .. ) P N
- e s R .
. . P . : .
. f . " - 1 a:.* : Y

‘e
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N .’ . N 1 . ) . . . .
> ~-deficiencies in exploitable natural resour

\?‘- sOmefpeserVa§10?57 '7f¢ S, &'T*~ . 3 ‘
. »~difficulties in Ihdians' obtaining credit because
’ of not’'being agcustomed to&ordinar. business practices
and'a lack of management o tecbnlcal training; and
Ao -~ —-physical ise%ftion ahd poér‘jransportation‘facilities.

o ‘Apnother GAO t port i statle. that Businesses have not., . o
o v invested on the White Meuntain Apache Indian_Reservation in Jg
: Arizona because . TR : SR

L . : 4 : ; . . - . ",?-.'.'j' . L
' y N --the land is unsuitable“for farming or ranchingé': T
A . e - ' N ’ .
< >\;Z - ~—the reservation is 200 miles from. the nearest popu- ‘°
lation centers, and ﬁfénqportation is -Limited; - - .
-—the4rese;vggign-wdrk'force is unskilled and considered
v ,unstable by some; : g : . : . '
jéf" --lack ‘of trfibal goals and priorities makes it difficult
: ' to resolve economic conflicts. T '
N An April 1977 repbrg'by tﬁe‘Ybung,Présidents'Organiéation
. (YPO) 2/ to-the-Seg;ktary of the Interior on the Indian Finan- .
' ¢ing Act concluded that: SN T .
. “The desire to establish economic activities on: the
‘ + reservations must face the reality that almost. all
.reservations.are lacking in most of the essentials
£or succeessful large-scale economic enterprises." .
. YPO_canfdgred thg'mqst criti€el "essentials" t® be natural
% resources, skilled work forde, access to,capital, and-
: - 8trong management skills\ . . N : "
' " i . The Ford Foundation studied 12 EDA-financed tourisf L
:«, . facilities on Indian reservations in April and May df 1977. .\i
o It“rep\gted*that-all are losing money, are underfinancvq_and, )
N 1/"Better Overall Planning Ndede to-Improve the St%nda:d
.k'” ¥ of Living of White Mountain Apaghes of Arizona," .
: .,,(‘F.GMSD-z;s-u), Aug. 12, ,1975. N\ A
/' ~ 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. oo BT -

,'V-~.“ 1' ”F'I_Y“‘ {
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‘anw 1ncomplete, and lack adeguate tourist act1v1t1es, 3ome need

ef1nan01na and lack adeuate employee housing nearby; and
none have agreed upon plans to become profitab&e. (See -

‘-p. 20.)" o )

——

.SCONOMIC FEASIBILITY STUDIES OF INDIAN ; /
RESERVATIONS NEEDED :

Al tlouy: Lne reasons why businesses ‘fail on reservations
are generally known, EDA and B 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 establlshment of -self-sustaining j S
.bu31nesses ‘ . X T

N

Ih 1967 EDA dld establlsh a select d Ind1an reservatlon
program to carry out comprehensive devw opment on selected
Indian reservations considered mo kely to achieve self-
sustaining economic development .through the proper use of:

" Federal: assistance. EDA discontinued 1ts selected Indian

reservation program because of the pressures of demand ;rom

other reservat1ons’for its development funds. -BIA!s-
,D1v1s1o of' Indian Business Enterprlse recently proposed

to make \economic feasibility studies. for all reserv, tlons

- but is able to do so because of 11m1ted resourcesg.

«

-

EDA-sele ted Ind1an reservatlon program' L
= a

In l 67 EDA establlshedta program to carry out comprehen-
sive devel’pment on Indian reservatlons considered. most
likely to Achieve self-sustaining économic development ™=~
through pr@per use of Federal assistance. EDA recognized
he' large number of Indian teservatlons and tne
8 available, its impact on’ any reservatxon would
be marginal at best if it had to serve“them all. EDA dec1ded
to concentrate on & selected group of reservations with’ the-

~greatest perceived potent1al for sustalned economlc growth
. and viab111ty. AEE T _ L e »

EDA con51dered var1atlons among Inﬁlan reservatlons,

‘'such as proximity to major economic centers; general acce551—

bility; cllmate, availability of exploitable natural
resources; size, composition, and skills of the labor force;

.',.entrepreneurlal skills; attitudes toward economic .develop-
- ment; availability of capital and financial a551stance-

stability; and commitment of tr1bal\1eadersh1p. ‘All these.

- factors affect reservation development. Consequently’, no
_51ngle strategy will have un1versal‘appllcab1l1ty. ‘However, 3
there are certain issues common to most--if got all--reser~ ~
 vations,, which can serve as a base %on which to build reser~

. vat1on-spe01f1c strategles.' S .

.

. : .155 . ‘gf o . -
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o EDA determined. that ‘certain factors contribute to
-"produce and .sustain’ reservation .poverty. The factors

.- ‘include: : e -; v \

—=rnl+ . A - TSI cadiiaonsg jack ‘entrepre-
«u gyapagerial values, ‘and consequently

@ial class has.never developed.
arge, -are not used to thinking -
making schemes .and\§o creating
business‘ventures QOes not come’ 4.
v coo e

CUL e . 04
an entrep eneu
o ' - Indians, by
‘ ' in terms of mon
self-sustainin
easily toJjdthem.y \
. . . . . . ' ) o L v
--Sense .of cYmmunity. Indians §enerally have a stronger
# | sense of community thdn do mosg other Americans. '
) - Thus, communal:business actiyities and projects invol-
‘ ving tribal ownership are more relevant on Indian
. ' .. reservations than irn other economic situations.
. A \ : o .
= --Isolation. Most tribes are isolated geographically
as well as culturally from the rest of American
society. ‘This isolation creates problems of accgess
to markets, capital, entrepreneurial ideas, and manage-
ment resources, . PR o ' N
--Relationship with the land. 1Indian culture, religion, |
tradition, and econgmic ‘pursuits have been largely’ i
- 1and based.. ‘Accordingly, -American Indians are more -
- sensitive to the natural environment and its preser-
» - vation than are’most other groups within the Nation. -
o ' Moreover, land is qurrently allotted to the Indian '
/> . ‘through a series of treaties and legislation, repre-
- senting his major remaining)link*wit chis cultural
heritage?  Thegefore, the Indian .view} any activity
affécting the use of.hisvlanﬁ_yiﬁp considerable
caution and suspicion. While Ind%éns-as'aﬁgroup o,
are not land poor, ‘their land is largely of poor
‘quality.’ ' Lo ,\.:_
~~Politictal hisiory. ‘HiStbrically,'the~white man,
- eager for personal'gain, often took ‘advantadge of - .
‘the Indian. The economic plight of many tribes &= = -
v : - today stems from past exploitation by the white o
A man. - The past Ipdian-white relatiénship-makesg}t‘
' © difficult for theg two groups to build economic :
‘Partnerships. However, white society has most of

)y '__ - the'managet’ial and entrep:eneuqﬁQI?Skills and most
_ ; SRR of the investment capital that Indians need . for
- J . .. '~ economic development. Thereforé, Indians need to ,
e v , & - - . : . . ,'.“ ' . ..-." . T




dera:or productive relationships with white persons
te ce.n access tr the resources -they need for economic
d=ve spment and self-sufficiency. . - "+« - .

- EDK\concluded that reservation development is both unique .
cand difficult. Solutions. that have been tested -and found '

”.successful in other rural areas may be clearly inappropriate

for reservations. ‘ -\ . : - C

EDA discontinued 1ts selected‘Indian redervation programs
becauge  of demands from other reservations for its develop-
' ment funds. .

BIA concerned about need fox econoaﬂ_ ' BN ~f“'af‘;
feasiBlIity studies R g . SN s

] . ) S

Officials of BIA's oivision of Busi‘Ess and. Ecohomic ,
Development recognized the importance of . ecdonomic 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 A

and resource surveys on Indian reservations.

" The d1v1sion 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. N

' He .gave A1s a. copy of his proposal in which he discussed-. = = .-
the need for a $25 million appropriation for. comprehensive;
- economic sd}vey 'of Indian reservations by nationally:recog-
nized firms to assess resources, capability, and ‘'viability . o
for.development. However, he- ‘said his"proposal was not . .
approved by BIA. , _ Can o

. . L;

| NEED FOR- MORE AGGRESSIVE PROMOTIONAL EFFORTS

BIA and “EDA have programs to attract businesses to EDAP'-
financed industrial. parks 1/ The number of ‘parks hE§

o ")t“” : . ..

1/Industr1a1 parks consist . of an area that is zonegjindustrial . \\
and developed to attract business and allow. Pplanned 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 in¢lude the provision for RS
two or more facilities on the park (for. example, sewer and

fwater 11nes, or access: road and railroad 'spur, etc ). .

. e ’ : o ‘ . L
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', lncreased from 37 in 1973 to 45 in 1977,but dpfihg:thigv
period vacancies -and Indian’ unemployment have increased.

. Information was not readily-gvailable'QQ determine specifi-
<o . cally why this happened, but’'we. did note that BIA's and .- Pt
: EDA's promotional efforts have been limited. “ N

R __— '-.'; S T T S
V@cancies_and unemployment in_iﬂQuStrial‘j I
parks have increased _ S e e

o _ As of May 1973, EDA had .financed constructfon of 37 - :
* . . -industrial parks for §16.03 midlion to ‘induce businesses to - |
. _locate on Indian segervations: ‘' As of May 1973 only 26 of.~ o
" .. the parks were completed.) Tie parks. contained. 44 operating
" . businessfs employing .2;824 péople,.of which 2,246 were Indians.

A ) « - . T S - .
«# ‘s o ,Until,Novembe:‘l973;~EDA and theWwtribes relied'primq;ily'
-~ on BIA to attract new or existing businegses to the reserva- | -
'. - tions. EDA attempted to supplement BIA's"efforts by using
T consultamts'to‘cqndpct promotional mail campaigns but con-
- 7. cluded that the results were'poor. 7EDA. also concluded that .
*~ © - ~BIA had not adéQuately,promoted EDA-financéd industrial’ parks, . g
' S0 it established an in-house effort. I - Dol
: .EDAﬂbegéh its business promotion-éfforts in November 1973,
Since that ‘time, EDA financed construdtiqn of eight additional
g-industriélfpa:ks and-expandéd,two.others.:»ASxof November
1877, EDA had spent $18.08 million ‘to construct 45 industrial -
‘parks. In .spite of this effort, Indian employment has de- -
' cnéaSed_whe:eas,non-lndian-employment”has increased, as c
;- shown by. the following able. - o S

RN .

x

¥ . .
o R e }'Employment" _ v
Date. =~ .. * . Total Indian ‘Non-Indi Lo -'g
h.'_x May 1973 . (" 2824 - 2,246 ©578 - :
, 'f -November.1977 » . 2,043 " 1,205 - 831 -
o L, Sl , ' o ST A
_ Qf '\Sﬁxteen,industrial,parks have been complétedeinCé: \K
“ . iJune 1975 that did noﬁ,have*bUSinesseS'opera%ing on ,them.
‘as of November 1977. This~isfl;.more vacant parks ‘than *
. existed. in May 1973 when,only 5 were vacant. A comp&&isbn
. of.-the number .of operating businesses per industrial.parks = -
. as _of May 1973 and November. 1977 follows. = = . :
,. o . ! ' .
. CE . .
‘ RS L C
”," [ ~ " - ‘- P
& » ‘ . ‘ . ’ 11 no . , " )
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' suming.b

-

' ";éﬁf" - | " Number ofmindugtrial parks
Number of operating)businesses " As of . As of .
_ per industrial park _///Méy 1973 November 1977 -
T . - () ’0 . | 5 ' V 16. ‘
: 1 11 12
' t . 2 "3 - 10
. 3 ‘;‘4 . 1
. R , ' g\ ' -1 1
e — bt N7 2 .. 1
B ( 6 Y 2 . : - f» ’ "‘“ -
. \-\) 7 < \ s » o~ - \ . . ». . “ - <
R 8 ‘ ‘ -, - ‘
R 9 _= ¥ 1 (-
motal o S 26 42
Industrial parks not completed T b
N7 . - ..(
Total EDA—financedrlndustrgal parks 37 AT 45
; B i. . . . .- . A . - - . - :'— .
*fBusineSS,development‘effoﬁts' L : S0
<~-have not_been aggressive S . -

- A primary reason  that more- businesses have not located .
‘on Indian industrial parks is that BIA's and EDA's efforts are
-8till limited. EDA's efforts were. directed toward” locating .. -
businesses on its industrial parks.’ Howevér, 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 hag-a’ staff of three trying to encourage businesses

to locate on its ustrial parks. As of February 1978,

gDA still had only a staff of‘three. According to an EDA. _
fficial, the staff performs a full array of functions found.:
in any active industrial develepment propram, such as direqt

.mail campaigns for’industrial prospecting, personal calls

on company management, and accompanying company managers

on site visits: to reservations. .

‘This staff had 1dént1fied bu51nesses which could be self-
-sustaining. if located on EDA-financed industrial parks.' How~

- ever, EDA- headquarters officials noted that EDA has had prob-

lems encouraging businesses to, locate on its industrial parks

‘because private finanS}ng of buildings and. equipment was dif-
 ficult to obtain. 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 t1me con- .
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BIA. had reduced, its staff involved.in engouraging.. _

businesses to locate 6n Indian reservatiens. The following

- tablé-shows that .in January 1974 there were 29 full- and .
part-time professional staff located n’Washington; D.C.,” = -~
and ‘in the figld,*but only 13 as of November 1977. D

. . i e " : ® . -

/i;J//-” ) I : X BIA staff involved in encourading -

g ) B ., ~ .businesses. to locate on

T . ' . Indian reservations R
- N v January }974.. °  October 1977

~
L -

(Washlngton headquarters: \ . .
v ' Full-time. . S
.’ . Part-time

(=4
L]
~ -

SN

. - : .
‘o : L3N

= Field |

I +1x
o o [SICN
(R la\

. 1

’ . . TOt,al J -

. . ’ S . : : S "\
o -According to the official in ¢harge of BIA's efforts, the
“” ~ staffing reductions occurred because personnel ceilings weré¢
- - lowered‘and the \divisio 's’ budget was reduced.. He said that -
' - a staff of 61 would Eg/aeeded to do an effective job. “The
reduced staff is respfnsible ‘not only for encouraging busi- ,
nesses to locate on Indian reservations but also for .helping -
to determine the feasibillity of ptoposed businéss ventures .\
“to be’financed‘;hrough the Indian Financing Acgl. (See“p.‘24:“ .

: ¢ ~ o
More aggressive efforts can be succeBsful' IR L
: T T o ' e | \
Businesses can'be entouraged- to locate on EDA-financed
industrial parks if their managers aggressively promote them.:
-.For exampley one ‘industrial park, Park A, located in Arizona
i - 'was,éonsfruéted.in 1970 -and expanded in '1976. EDA spe A
T " $1.% millidn to develop the park. As bf November ‘1977, nine
"' _ businesses, employing 457 people ' of which 122 wére Indians,
o - Were bperating on the industrial park. In addition, four
A other firms were construdtipg plants om the park.
o o : e e . . : | - . S
e *~ - - The manager. of the park' said that, if aggressively
R ‘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. -
-thefpark:;!Some'prospects came from EDA; only -a féw,dame
R from BIA. He said this occurred because EDA and BIA have TR
> only a limited staff available for encouraging businesses

4+

s

o to locate’on Indian reservations. =~ . -* s
- Lo S o S L
- _The parkamanager also said that local financing of  *
. . plants and equipnient camr pe obtained for Bark tenants if .- -
- the park manager has.a good rapport with the lpcal financial X
e - . 29 \ B R
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wt community ‘and if the proposed tenants have a.good credit
.history. ‘Local sources were peing used to f1nanacetg;ant
construction for three of the four firms. The{four firm's
* plant was financed through -a Farmers Home Admi stkation .

. - 13dan guarantee._, o

. "The other two 1ndustr1a1 parks. ‘on the same reservatlon,
.1 - constructed in 1969, were not as. successful as Park°Aﬂ"EpA -
! provided more than $1.5 mllllgn to constract ,these
-Total employment gn the parXs.has fallen from 221 in- May : R
.- 1973, of which 77 were Indiansj to 161 in Novembger 1977,
of whith 57 were Indians. The following schedul g
the s' tus of the two 1ndustr1a1 parks. '

‘ '.l\ “- ) . . . . . A . Flrms ‘ N ‘ v ’.‘A . ‘\ . - .
e Y. - operating , _Employment, . @ -
. A : - May " Nov. May 1973 T Nov, 1977
- - ,Cost 1973 1977 TotalY Indian: Total Ihdian
. Park B. '$ 525,000 1 2 ‘28 .18 21 19
, ) _. ‘ . \ . - “ . . . - . ‘
L \Par:kC 997835 32 "193 59 139 38
’Total SL; 502 355 4074 221 0 17- ;__1' 57

The EDA representatlbe for the Staté of Arizona*told’
,us ‘that the rimary reason thege two industrial parks were
not as successful as.Park A was that they were not aggress1ve
~.or professional in their efforts to attract ‘businesses. - The
Park A manager confirmed this, stat1ng that recently the mana-

'ger of Park C acted unprofessionally in dealings withone .

,potential tenant and failed to send promlsed promotlonal
materlals to another. : S : 4)

5 The EDA representatlve for the State of Arizona also

" said that EDA's efforts ‘to encourage businesses to locate
on Parks B-and C have been constrained by the small staff"
.in" EDA's Washington sheadquarters. . The limited staff was _
respon51b1e for- promotlng all of the 45 parks EDA had T~

flnanced
\
“.R
-1

We reported 51m11ar problems 1n 1975 ' ” , B .;;

In‘%ur prlor report (see p..6), we found that Federal
efforts to encourage bu51nesses o locate on Indian reser-
“vationg need to be aggress1ve ‘and coordinated. Specifically,
we recommended that .to' increase effectiveness of the Indian
> reservation promotion program, tMe Directqr “of the. folgg .
"~ of. Management and Budget work with the Sedqretaries of. the
R Interlor, Commerce, and Agr1cu1tu5e, the dm1nlstrator of

’ « PS
N . Gl R . ) ) . . ,
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- he 4
' --idehtiffﬁzgdustfies most 1i

' locating op a.reservation;

L gr;agi;zééiveiy:encéurage'an§‘2§sist.thpse firms

) ‘ide Qied'és-having an i
.7 . on"a'reservation, and
T R S——,
. --insixe the.availability.of
‘-~ ' .lditerature and materials.
"0; -.'._A. o § ¢ _‘“\
Discussions with officials f
or\dﬁpagtments'revegleddthat no s

has madeymajor\ chariges in their pr

-« was ever fpnm§§; - Since that repor

A

k]

- . ]
.

. .'"- 1, . . - . . s . i . L . ) 1 e N Y
v théfjmall’BusineSS Admipistration; ‘and othér agency heads -
s-appropriate 'to establish~an interagency committee to

kely to consider
NS

+

rest in-locating
cqffentménomotiongl“
’ - ‘. L. D
éﬁ each of theée'agencies
ch interagency committee
t, neither BIA nor EDA
ocedures for. promoting

\

business’.on. Indian reservatiOns, even thoudh they agreed to

,dd'so. 'Thé$ettwo.agencies have co

ntinued to -administer their-.

" programs .independently and have established no means.t .
inte:relateftheir efforts. ' .° o SRR -

. FEDERAL AGENCIES NEED TO PROVIDE .

ASSISTANCE_TO BUSINESSES .

'EDA, BIA, Small Business Admi

’

~ . -

- . . N i

nistration (SBA), Farmers

Home Administration (FmHA), and Community Services Administra- -
tion (CSA).spent about $25.4 milldion from fiscal year 1967 .

**to November 1977 to*fund six of th

e. major economic develdpment

efforts we'revigyedq These projects were located on six ‘
- -résérvations. - All six, were experiencing financial difficulty"’
‘- ds of November 1977, Consequently., -391 permanent employment -

opportunities and ‘the F
'in danger of

ederal and,
bg;ng lost, . -~ '

[
¢

QQTﬁe‘projects ﬁad‘Vario;%g ob
'ment, inadequate ffnancin-@§‘7 ala

- +.operating costs. The FedB ;l_égén

g
« identify the problems,ﬂevf‘ though
‘.‘'some. time. The Federal agencies.h

., for only one of the .businesses the

. When technical or managerial assis

+

pﬁ funds. - - ..
i“ By the“very‘napure’dfvEDA and
agencies financed businesses which

. ., provided after the businesses had

-

. £inamcing from cofinercisl-lenders.

tribal investments are & * .

lems, .including poor manage-
ble prodqﬁts, and High-

cies .did"little to help
-they have existed for

ad current financial ,records
y funded or were assisting.
ténce'was_provided,'it‘was

lost considerable amounts . . -

‘BIA programs, the Federal
could not qualify for .
Thus,'there-is.a-strong

;'_need”for‘the‘Eedé:al.agenqies to continue monitering these" .
* " 'businesses to help them succeed. T

" feel, however, that it is their re

';,Indigh,busipégSfunless-the busines

e

Neither of the'adencies
sponsibilgty to .assist an
s ask& fop help. . ERPS
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. We reported similar problems in" our 1975 report.' At
~ that time, however, BIA.was. not deeply involved in fund1ng
/" business venrtures.. This"situation changed with passage of
" the Indian’ Financing Act. WNow that BIA -is financing bus1ness
ventures, our earlier observatlons also apply to BIA.
.Federally f1nanced pro]ects not
,self_sustaini_g

A

.

-

iWe believe the operatlng d1ff;cult1es encountered by 'g
Indian businesses we Teviewed illustrate ‘the need for the
agencies- to monitor. federally financed businesses to-help

* . them become 'self=sustaining. Following are- examples of .
what we found. ‘vgﬂ t PR R 'q&N ] -
§£7300-acre trlbal farm. -, ',?“ TT e T \
. P ! s . )

I’ - 4
" BIA,. EDA, and FmHA prov1ded o] er'$3 4 million'® insloans . .
. "and grants to fund this tribal farfm:, These funds were used -
. to-purchase farmlands and equipment- ‘construct grain storage
. facilities, machine shops, and farm %uildings; .and prepare
farmlands for planting.. The tribal‘farm was to provide :
Indians with employment opportun1t1es and business skllls"

and to produce 1ncome for the tr1be._

4

- as of November 1977, the farm permanently employed,lz
peopl of which 9 were Indians, bwt it has not been finan-", |
cially’ sucCessful. The tribal farm lost $230,006 in 1975 ‘and .
$164,532,in 1976. Through ARugust 1977, ‘drqught situations
helped to cause the farm to lose $324, 118, and c ginued losses
are forecasted for 1978 and 1979. v ' ’ s

To- offset these losses and pro fde for operat1 g ex-~.

'penses, BIA léaned the tribal farm $800,000 in' 1977.| The
farm requested another loan for.$300,000 for operat1 q )

Expenses for 1978. .BIA's _Portland area office was eval atlnq
the loan request -at’ -thé time of our review. The tribal farm's-
‘manager told us that if BI _denies the-loan, the farm will
have to stop-its operatlo because it has no alternat1ve
source of Tunds. R . ;

‘BIA and EDA have not been monitorlng th1s enterpr1se.~:fq
EDA's files had no’informatlon about the tribal farm's S
.current status,: and BIA had to“:request finan 1al information
from the tribal fa m for-us. 1In January . not all .of
‘the funds lent by BIA were useéd to pay futute operating -

. expenses, Instead $495,597 was used to pay outstanding

- bills, .débt, and'rent to the tr1be._ At the time of our
review, BIA-did not know»how the tr1bal farm used the_ . o

".lr%painlng funds._ o

B . 1
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2,5dd-acré tribal farm . s

This tribal farm was establislied 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, mot 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.

cult to moffitor the farm's operation because BIA has not
obtained the necessary financial records as required. .In _ -
order to facilitate our evaluation of this operationy# 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. :

A BIAggrea credit official -advised that it was diffi-

S

Resort complex
; - ~

EDA, between fiscal years 1967\>hq 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. S R S . .- .

THe resort was established to provide job opportunities
to. ¥ndian 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.

/




- Though the resort was expanded from 90 t&bl45 rooms
in 1976 to make it economically viable, tribal officials |
want to expand it again. Tribal and BIA officials said’
that ‘the resort is not making a profit because it cannot
attsact enough-tourists to cover its operating expenses.
In order to attract more people, an additional 65 rooms ‘
are needed to allow large conventions to use the facilities.
_Support faciY¥ities (such as indo tennis, racquetball,
and handball -courts; ice skating ffacilities; and a larger
‘golf -course) will also be neededjto tertain the resort's
clients. In addition, banquet facil?ﬁies, meeting rooms, .
and the lounge need to be expanded to handle the additionaf‘
clientele. The cost of- these additiondl facilities has .
not been estimated, nor has an evaluation been made to assess
whether adding to'the resort will make it self-sustaining. )
. . of
- In his August 1977 report, a consultant to BIA noted L
similiar problems at the resort. The consultant also evalu—ay ™
ated the: operations ‘of 11 other tourist facilities, and his.
findings are discussed on’ page 20.° - ‘ . ’

Metal products enterprise i

“

| v

_ 4 This enterprise was established ain October 1969 and
-* began operations in Februray 1970 when the tribe lent the
’fiiﬁ's owner $40,000 to commence production of metal
. catrying cases for rifles, cameras, tools, and camping
.- gear. 1In Deﬁgﬁﬁer 1971 the tribe canceled half .of, the $40,000 -
- indebtedness "in exchange for 60 percent ownership of the )
enterprise. The tyibe supported the en rprise.to provide PR
itself with income ‘arid job opportuniti sn¥or_t:bbalemembers£'?i,-*'
BIA, Office of Minority Business-Entegﬁgise;foMBE),yéBA;fﬁgﬁ,;
and a State -agency have provided more:-thak: $439,000 for - .f
operatihg capital, new facilities?{a&ﬁggeghﬁieaL;§$sistéhéé@‘

“tial U e

> EAPTEE L [

In March 1976, durfngﬁﬁeétihcﬁy before"tﬁefsbgcgggitteé

on the Department of Interior and Related Agencies’ of the <
House Committee on Appropriations, the Commissioner, of" ¢ 7

R

Indian Affairs cited this enterprise as an exarple of Fedé?éiﬁy?ﬁf}*
' agencies working together to make this a successful businedg; '

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 prodytts for which there

either was no substantial market or where the competition
» ~was fierce and (2) selling some products for less thanm they

cost to produce. ® ‘ . ;

»




. To Eeep the enterprise operating, BIA has been requested
to extend the repayment of its $100,000 working ‘capital - an.
BIA was evaluating the enterprise's reguest ‘at the time of"
.our audit® '
A y ' ‘ - o :
The enterprééé?élso asked BIA for $67,000 of technical
and management ag¥®istance. The ent@Mrise's manager advised
-that (1) a $20,000 technical assistance grant would be used
~ to help the firm learn tosbid for work, (2) a $25,000 drant
would be used to assess feasibility of selling 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

A credit official said that BIA will provide technicadl
"&ffd marketing assistance to the enterprise but will probably

' . nbt prowide additional funds to keep it operating until the
marketing study has ‘been .completed. ) \S#" :

3

-Indién’fish company

"This company was estaéiiﬁhed‘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 $462,387. EDA ha$ provided $39,000.
for techhical assistance.- . - '
/ The company employs 24 Indians but fPom its inception Nt
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,
pPlant, and equipment was not included as a cost of doihg
.business. BIA did not have copies of the company's most cur-
rent financial records but, at our request, obtained them fqr
", -us. . o ,
The company's financial records showed that its opera-
| ting expenses exceeded income. . :

-

o ‘Aquaculture and seafood marketing businéss 1/

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

-
-

‘1/Cultivating of fish and shellfish under controlled condi-=
tions. -

oy -

’

—
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Federal funds havg\been used to construct aquaculture
facilities, provide working capital, dnd obtain managerial
and technical assistance. The business was established
to provide employment opportunities and business skills
~and to qreate income for the tribe. . .

" The buSLness employs 75 Indians, but it needs Fqﬁkral
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 projécts losses of %$1.17 million
"from operations during these peériods. Tribal officials
. said the $3.5 million will be used%o offset the projected
Yosses and that Federal funds are needed to keep the busi-
nesses operating during the next 4 years. )

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

Observations made by another study .J

‘ During April and M 1977, a consultant of the Ford
Foundation conducted a s udy of 12 EDA-financed tourist 1-

. facilities on Indian-resérvations.. These 12 projects received

. $36.3 million of EDA funds and $15.8 million\ from the tribes
and private squrces.” The funds from EDA,repPesent 59 '
percent of its total investment in all federally financed
tourism projécts.~ -~ .

_ The .consultant' s observations about these tourism
proJects were released in August 1977 and statedrthat:

/\\,-

--All were ldsmngﬁmoney. : \\

+ ==All were underfinanced and- incomplete.‘< ;

--Some were badly in need of refinancing. These
proJects were not close to breaking even, were

* not "commetcial," and should have. not been’ fihanced

. 'by loans. \

> --None' had an agreed-upon plan for becoming self-

o suétaining. .

-0f the 10 projects still operating, 8 lacked ade-
quate daytime activities for tourists, and all
10" lacked nighttime activrties..

4
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-<0f the 10 projects strll.anoperation, 4 were'\

adversely &ffected by lack of adequate worker e
housing nearby. . . : : :

--Hal¥ of the 12 projects had no feasibility studies; .
" ®most of those that were made were/yeak, at best, et
and one study,rapommended against "the'project .but - ,

. it was-pushed ahead anyway. _ ~, -

" The consultant placed the blame for these failures on

Federal agencies (principally EDA)., consultantsd, planners,

architects, and Indians.

_ \;ﬁe consulthnt stated that to make 11 of the projects
self-sustaining, the folloWipg‘would be needed: - .

—;$40 million of éapifal improvements.
. o, § . r ' .
--Refinancing of $4.2 million of EDA loans.
: . F : & . i - R . .
--SQ.Arh@lllpn’for,management and prdmotion subsidies.

y BIA was evaluating the consultant's.report to decide
"what to do. EDA established a task force with the Ameérican
Indian Travel Commission to determine if. a problem-gexists
and, if so, what to do%- The task .force's report $:>ﬁchbduled.
«for ‘completion by November 1978. , P

'

Similar'prcbléms~were'reportedf
‘in_our 1975 report :

-

-

;We,reported.that Federal agencies should- monitor tlese ~N
bugin®ss" ventures to promptly identify deficiencies and pro- _
vide agsistance to correct them before they. become severe
enough” to halt operations. : )

”
*

Y

W — o . . - ~
. ' » We.stated "that the effectiveness of technical assistapce-
depends on the cooperative arrangements among Federal agericies
to evaluate and monitor’ business and commercial developmgnt
projects. This should include all procedures that providq:/)

--Critical evaluation by the funding agency with well-
" documented recommendations of actions needed to :
. _ correct -any identified problems that might adyersely - |
) ff the business. - _. '

——Clea;fdocumehtation of the basis for financing any.
venture for which problems have been identified but
.. . not resolved. ) ‘ :

LI 4
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S -=h plan'foquonitorihg the business venture and for
providing technical assistance to promptly identify -
and resolve problems that dccur, particularly during
early stages of operation. . o o

e ) - . . N ‘
' --FolloWup to 1nsure that the procedures are properly
- implemented : .. , , U .
o We recommended that Federal agencies establish proce-
~ -dures to monitor and provide competent technical assistance.
- to businesses receiving Federal financial assistance.

Discussions with Federal offic¢ials refealed: ‘that hey
~ have not made any major changes in their procedures of
monitoring business operations on Indian reservations, even

"though they agreed to do so. - 0 K @
coucr.usxous Lo h . ‘ T
DI 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,compreﬁ§nsive-
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 Iiving standard of

Indians., ',‘/ _ .
. . i

§

T . While many f; Gtors hinder business development foorts
* . .on Indian reservations, the potential for g&eater.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 husinesses to reserva-
tions and the goal of affording reservation Indians the
economic. equality comparabie to the rest of the :Nation's
citizens will be difficult to achieve. : :

. . '

In our June 1975 report we recommended that Fedéral .
agencies aggressively. pursue businesses to locate on ahdian ;
reservations and help them become self-sustaining, but ¢

sour recommendations have not been fully implemented.
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~BECOMMENpégggyg;gg_éHE‘SECRETQBIES R

”‘ 'OF COMMERCE AND THE INTERIOR . TN
. . . o ¢

‘We recommend that the Secretaries of Commerce and the
Interior direct the Administrator, EDA, mnd the Assistant
Secretary for_Indiap.Affairs,to work together to:

8 - | R ; : :

--Conduct an economic feasibility study that identifjes
reservations- considered most ‘likely to support self-
sustaining economic development and carry out a

- comprehensive business development Programcincluding
(1) aggressively pursuing promising businesses to
locate on reservationsy<(2) providing. them initial, - '
financial assistance, and (3) assisting them in 3
becoming self-sustaining, profitable enterprises. ‘
¢ ‘ - > S .

. ' —-Decide whether long-term Federal support should L
A - be' provided to ecohomically develop other reserva-
he tions or whether alté&native,strateqies'are needed
' o tovgmprpve the living standards of Indians living

: onfreservations that lack potential for successful

R business’development, and if so, develop new stra-

*. . tegies and propose them to the Congress for imple-

v . menting authority and funding. -

‘ . L (Ci) ‘ ’
INFORMAL AGENCY CoMmeNTsS =~ = . .

‘. - BIA officials agréed with:our'recommendétions‘ﬁut said
, . “that implementing them would take increased funding. and
; - staffing. . T _ ’ S

Lo . . . - < . . . . 1 :
'; - EDA officials said that;BIA.gpd EDA have both amassed a -.
,great deal ‘of detail on Indiap re €rvation development po- ' .

- tential but it cannot be more broadly utilized under the - |
' .present fragmented organization for Indian economic develop-
‘ ‘ment. . They ‘stated- that such studies can be effective only
~where the responsibility for Indian economic development

rests with one ‘agency which would speak;authoritatively“

. about acquisition and direction of resources in implggeﬁiinq
_ - strategies indicated .by the studies. We h ve made this recom-
-~ . mendation on page 58. o ' a\\_ ‘ ’

—
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- | CHAPTER 3 -
s © BETTER MANAGEMENT.OFquDIAﬁ'PINANCING ACT A
R .» . DPROGRAMS NEEDED - = A
vf'“" ;.'. The-Indiah'financing Actvﬁanehacéed\by the Congreéé'

in 1974 to stimulate economic development on Indian reser<
vations by increasing availability of funds to individual
Indians "and tribes for starting and .expanding businessaentgr-
prises. BIA, which administers the act, approved through
Septimber 30, 1977, 1,868 loans. and grants totaling $106.3
million: e e ' . ' .

., . The administration of the Indian Financing Act' and. its..
impact on Indian economic development has been the -s ject
- of recent studies. 1/ These sfudies and our work indicate
‘that BIA needs better management controls and procedures
- over loans and grants made to individual Indians and tribes.
. The loan and grant programs suffer from

LU

"Laqélinquencies,"_ 3 ;' o
--inadequate a¢¢ount1ng systems,

'.--poor énalysis of loan and grant applications,

Co - e ' . ‘
’--missing,dqcumenxslin loan and grant files,
_;iqadeguate loan ser;}cing by léndérs, L b

' ° - M . - -u‘ . v

. ‘5 ] S B . . T /‘- . o

--limitéd: provision of technical ‘assistance to

‘businésses. 4 . - 2

_.:_;--ShOl't . tepayment'” ;erms" Cnd ‘ =

In.additioﬁ, a legislative restriction limits partici-
- pation in ‘the guaranteed lQan program. L _

. THE ‘INDIAN FINANCING ACT

- . Concerned by the léck,gé economic development financing
available to individual Indians and Indian organjizations,
the Congress passed ‘the Indian Fihancing Act (25'U.S.C. .
1451 et seq.) which was approved on April ‘12, 1974, by the

- : . : . L T

y

} . . . .. o o L 3 ‘ , ) .

- —— " , N <
- 1/8ée app. II for a listing of studies of the Indian
Financipg Act. : ) J
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‘gram-funds to the area.offices and maintains ‘approval

S e g

%

conomic development on Indian reservations by . 4
increasing he availability of funds te -individual Indians
and tribes for starting .and expanding business enterprises

on or near reservations. The act consolidated several

. then-President. nThe‘pri%ary_objeétivé'of;the'act is to
‘stimulate

'existing_Ind;an\tevolving_loan funds and established. an

Indian Loan. Guaranty and.Insurance, Program and an. Indian
Business Development Grant Program. 1In addition, the act .
authObizes'paqunt of-interest subsidies to private lenders

~on loans, guaranteed or insured, and requires that loan
.and grant applicants be Rrovided competent management and )
technicallassistanqe. B ' :

s

BIA administers the Indidn Financing Act through its

“credit and, fimance staff in t central, area, and agency

offices. BIA's central office tontrols allocation of-pro-

rd

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 ency offices. _ .

4 - ) ‘- . u . 3 3 ‘ .'-
, In 1974 the Congress authorized BIA 72 additional posi-
tions to carry .out provisions o the ‘act., BIA allocated
67 positions. to the area and agency offices and 5 to. the

“;'centpal office.  As of December 1977 there ger. approximately
182-authorized full-time .positions in the ce

. _ ntral and field.
officestassigned_to credit -operations, including administering -
Provisions df.the’act%__This-inpludgs-tq$ credit«~examining -

_éﬁaff;Igﬁifedt\g“Denver,ﬂCofo:a@o.;’ .
‘smaltus”or_roaws amp cramrs o .

. The Subcommittee's Office asked us to pProvide ‘information
on the status of loans ang 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, agnd value of

.loans and grants made by fibcal Year during this period.

4

£ Y
-
N
n
(%)
<



~

ERIC

Aruitoxt provided by Eic:

_Bevolv1ng loan fund’ -

3
s -
- . .- . . A - , R
.. . ( :
. . B
' I

Total Ind1an FxnanC1nq ‘Act Loans and Grants R |

B »_i‘ ST ‘-v Indian business ./ -
Fiscal Revolvihg loan Guaranty and development’ T,
x_e_a_rﬁ ... fund _____. .insuran¢e fund ' _grant program ___Total
Number ~Amount  Number . Amount 319'1'995 Amount  Wumber ~Amount
, -~--:L--—---;—-~---f--(dollars in m1111ons) ----------------------
. ' . ‘' . ) P S '
1975 58, $ 8.6 - - 594" $ 9,7 652§ 18,37
1976 - 837 TI3.3. .50 14.5 671 9,2 804 37.0
1977 .. 56 7. 1l.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
=222 o 8.3

- a/F1na1 fiqures for the grant proaram for fiscal year 1977 were ‘not -
available as of November ;1977.

The revolv1ng loan fund is for- loans ‘to Ind1an tribes and
their members to 1mprove and promote ‘economic deyelopment
on Indian reservations and for educational purposes. As of

'October 1} 1977, the fund had approxlmately $21.8 million
-availabl® with outstanding unallotted commitments and author-
‘1zed appllcatlons totallng about $17.1 million. . T

Durlng f1scal years 1975- 77 $33 3 mllllon was loaned

~from the Indian revolving loan fund Of this amount, 52

percent represented loans to Indian corporations and tribes

. for spec1f1c development projects; 33’petcent was loaned.to

tribal relending and credit organlzatlons, which make loans
,to rnd1v1duals on reservations. - The ‘remaining 15 percent.
~went to agency direct loan programs for- loans, to 1nd1v1duaLs_
Who do not have access to- tr1bal relending or: anlzatlons.

o oy,

: The follow1ng table shows the amount o revolv1ng Toan
funds aliocated durkng fiscal years 1975-77 'for each .area

~off1ce. _ .
"Use_of indjan, ."’?Y?.‘/?_"‘.’_ Funds_by PIA Area
a2 : . . Y
s B Pur ina Kiecal Years, re15:71 ' .
. . Carponratinns L ~
) ’ .3.“‘..".'”’ °”‘°9 Total 9!!’?[‘?,’9&.‘9!‘" and tribes  Individuals
------------------ fthousands)-emcmmommoooao oo (
" a. & Aberdeen S 6.9AN.0 S 5.025.0  § 1.755.9 - < 260.n 3
Alhuqueraue - 77 1,099.8 - 1A0.0 919.AR
Anadarko 237.0 - - ¢ 237.0 .
. Rillinas. 4,468.5 3,035.0 1,24A.0 126,85
) . Fastern . . 60.0 60.0 - -o- -
Lt Juneau 2,915.0 715.0 2.200.0 - .
: " Minneapolis 2,461.1 R - 2,202.2 25R.9 . .
Muskoqee - 1,737.4 71040 475.0 552.4
Navajo 2,700.0 - 2,700.0 - )
X PhOEnlk 4,724.5 6N0.0 3,730.0 ¢ 394.5
Portland - 5,R29.6 725.0 . 2,844 .6 2,25R.0
, Sacramento 85,0 et ...95.0 s
. : N . - ° .o TTTTT
‘ Total 7533,207:9  $10,870.0 . S17,431.8 §5:006,1
. ‘ (1009) (33n) (52%) (159}
T » }
-
. .
t 26 0 .
s a0
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Loan Guaranty and Insurance Program

S “The” Indian ‘Loan Guaranty and Insurance Program is used
'+-*  to guarantee and .insure loans made by private lenders to
Indian tribes andﬁ§he§; members’ for'economiC'engerprisesl

that benefit the &condmy of an Indiap reservation or for
~housing on a reservation. The act authQrized 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 ah eligible tribe or ’
-Indian. In lieu of the guarantee, the act provides in-
surance for up to 15 per¢ent,of-qhe aggrega@e'insureq loans
-made bya lender. . The agﬁtegatelof.guaranteed or jinsured
loans is-limited to $200°million. However, the aqgregate
6f loans to an individual is limited to $100,000in.-princi-
.pal.-’? ’ : LT : - B '

s -
.

By  the end of fistal yedr 1977, BIA had signed loan
‘guarantee agreements with 108 lenders but had no loan insur-
-~ ance agreements.  BIA officials are’ not. sure why lendeys are
’ reluctant to participate in the - insured program but believe-
T 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 sign§ antinsured_agreementfwith'a lender for -
$1 million and the lender makes 10 ¢loans of $100,000 each, -
the lender cansrecover only 90 percent of each defaul ted
¢ s1ldan up tq a maximum of $150(090.-- , \\ . PR .
\\,, 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,' - ‘ )
. L A . ¢
{ . ~ The act also authorizes a'subsidy on loans ingyred
- '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.
». . JAs-of Octgober 1, 1977, this rate was 6-~1/2 percent. The
© 7, act authorized appropriations of $20 million for each of
fiscal years 1975, 1976, and 1977 to cover interest spbsidies
- and administfative expenses. Although; BIA requested 0 '
~ 'million for-each of the 3 years, the .Congregs appropriated
.the full amount .only for fidcal year 1975 :Ed~$10 million o
and $15 million'for'fifcal Years 1976 and 1977, ;espectivelyihy

- ' As'of October 1,.1977, 96 loans totaling $49.9 ﬁillion

" had been guaranteed. BIA officials claim that about 30 °
. . _ )
<
. rt . '
v . ‘ 3
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_guaranteed loan proposals have been disappfgtéd for various ,
reasons since the program's, inception. 'The following

Ttable shows the number and amount of guaranteed loans made .
#. . during fiscal years 1975-77 hy each area office., - .
v v‘:l‘ - ' . - - ~\ g . ’ )
. ] ;?959}_9999§-§99!9939§_PY;§{§qg§f}591?bs_?§£39§ ‘
Fiscal years 1975-77 . L. ¢
o : R ST : S - u
., . : . Number of - Total quaranteed Number of loans Unpaid
P BIA area office lpans quaranteed ~ - amount - in_defeult amount
;‘——~—kfl—éj ------ q—-—'ﬁg}lats in tho ands ) =mmen-ann B b :
n o - o .
' 7, "+.$1,355.6 - R
rque v 14 7,380.0 - . -
18 2,175.1 4 . 204,64 -
Billings o 7 S 1,128.0 a1 . 66.0 '
. Eastern . . 8 . . ©3,114.9 'l ¢ 525.0
Juneau ' : 30 © ' 27,600.0; - -
- Minneapolis 9. 760.6 2 19.7
‘Muskogee 10 ' 1,433.2 3 . 832.n
‘Navajo * =, - n -
Phoenix . 4 3,024.0 2. © 945.3
Portland ’ <, 13- . - 1,768.9 - ~
Sacramento _3 N 222134 1 109.0 ’
. .. . ? """_"‘" - - T
Total ©o98 $49,953.7 14 $2,692.6

R
lu
|

o Of the 96-#pproved loans, BIA officials stated that °
T 14 (about 15<§gfqgnt'in number and about 5 percent in .
. dollarivalue)’wé;éfgoqsidéredwih or near .defaultstatus. 48
) BlA'sﬁdlear?lbss.rére appears comparable’' to other Federali
lenddng programs. For example, during March 1967 to July
1, 1976, SBA experienced a S5-percent dollar loss on its
, Business 7(a) Loan Prdégram-and a 17-percent loss on its
. ¢ Economic.Opportunity Loan Program with Indians., The combined
. ~ program loss.was about 10 pércéﬁt, The loss Tate on the: K
- -number of loans in these categories was not readily avail-
., ~able at SBA. Although BIA's dollar loss rate is less o
... than SBA's, it is still too early in the program to make " N
.+ wany conclusive comparisons or statements-of conditions. .
: Y e - ' : ‘
.-Grant program . _ R Cow

% >, .The Indian Business Development Program is to stimu- .
", 1late and increase Indian entrepreneurship and. employment by

. ,prowiding equity capital through nonremibursable dgrants of
up to. $50,000 to Indians and Indian tribes to start or expand C

P businesses on or near reservations. The act authorized appro- °.
priations of $10 million for Indian Development grants for :
each of fiscal years 1975, 1976, and 1977. W

) P . ‘r . ' ‘ / S S -
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o S In fiscal yeags 1975-77, BIA .appro ed 1,573 yrants -
. ~ totaling $23.2 million. 'The following tlab *shows - by fiscal
"% year .and area office the number and amojpnts of grants approved

- -during fiscal.years 1975-77. yAS I
oo T Total Grants Made by BIA*Duriria_Fiscal fYears 3875-77 °
, . . ] B ., / . u". , P . : .-
RIA atea . __FY 1975 . . FY 1976 L I9f7_(note 2)  _ Total T |
office.. Number ~Amounts HNimber Amounts Number ~“Amounts Number Amounts . |
: COTTTIT T T JTTTTT TR TeeAes K : wo
. @ Smmesobecsieeo_So----(dollafs in thousands) -=-=ccommmeoooaoll . : \
P Abetdeen ' .105.§1,242.8 105 $1,190.4 64 s 645.2 - 274 s 3,07p.4 .-
' " Albuauerau 17 7 441.2 - 56 766.3 17 4205.2 ‘90 1,413.7
.Anadarko 26 442.6 . 37 489.4 207.-. 226.1;, 83  §.1%8.1
. : Billinas ¥, “4¢ 834.5% § 69 . 813.R .. 41 479.9. 156 . 2,128.2
., -Eaktern | " 'l1g . 4gi.9 18" 4992 < 1 50..0 37 1,001:1
< TJuncau s Tetr 0 36 900.4 44 7300 -, ¢ 0.0 80+ .1,630.8 R
Minneapolis 69.- . 840.T 91 ¢ 651.8 42 24372 202 1,536.7
e . .Muskogee - 59 . "'956.1 62 90%.7. 2% ° 615.4 147 2,477.1 »
- A Navajo . . 41 "1,083.2 _ 30" , ¢81.6 .5 - 113.9 76 1,878.7
CcoT L 0 phoenix "S- 87 1.358.1 “i1p0 1,517.1 41" 77043" - 228.  3,645.5
a iy - -portland J- 75 . .914.0 45 | 652.0 43 7660.1 - 163° | 2,226.0
. A Sacraments ., 15 * - 458.2 14 1319.5 8 . _213.9 _37 991.6 ‘
. . . 3 12 ."-‘ ------ = TEme——— -t mm=—— . - ‘:‘. —— .
i, Total . “sg4 $2,124:1 . 671 :$9,216.8 308 $4,224.2 1,573 s23,165.1"° .
S e T TTTTTTes e-ms o SRR TToemmemst, mmmmEen
. . a/Final tliqu:"es for the draht' proaranm. for fiscal year 1977 av)ere not
L -, .available as of_November 1977. e T N : -
et e ] fquﬂrecent-sfudiesﬂof‘the Indian, Business Development '
J+ - Grant Program reached different conclusions on its effec-.
o tivéneds. One study was conducted by Mel-Bud Associates,

a consultant firm for BIA. In its June 3, 1977, report.
. it ‘concluded thaf.thgﬁprogram‘s'objective"of.stimu1ating

* . < -and creating Indian businesses was being mét on the basis
: -~ . of the pumber of grants made to individuals and corporations
‘.~ ., and the amount of additional outside funding generated.. The:
' basis for ‘the study was Statistical dat# provided-by BIA.

_ 'In contrast, a study conducted'?or'BIA,by,the Young b \
Presidents Organization cpncluded that the grant program whs

not achieving its qQbjectives and recommended’ that it be . !
discontinued. This report, issued in April 1977, stated.

that . ' ) ' . LN T

7 " e
’

< '*The.grant'program has not fulfilled the function
“  ». intended and there is no reasonable expectation that

S - its continuation will eventually achieve desired ' “

results: - Most grants seem to have been made on the _
.- basis of politica? pressure and expediency, in the A
S -nature of gifts, rather than as part of the package of
DR fipancing for business development * # #;w

. As a result of the negative ‘comments on the grant’pro-
gram _in the YPO report, BIA was requested by Interiof's

(o= ~ k - : T

-I.,, -‘ ) . X ’ . . v . o . A 3 ) . .
\)4 »

ERIC

Aruitoxt provided by Eic:



. - ~ B 3 e
o S . . o . v . . . \
. “ i . .- [

A ’ . - Y

~. . . -

jOff1ce of" Budget to evaluate the grant pr6gram and determ1ne
. if continued funding was warranted

"Contlnuatlon of the grant program is in
jggestlon , .

: On July 20, 1977, the act was amended by extendlnq
authorlzatlon for appropriations of $14 million into. fiscal
a  years’1978 and, 1979. * However, as of December 1, 1977, the
! > . Department of the Interior had not requested funds for the = =
“progfam. : , 5 R , : -
.o 4 . We were- told by a Department of the Interlor budget
" ‘offigial" that funds were not requested for fisecal year 1978
Y., - and are not included in the f1§tal year 1979 budget proposal
M - . because the program was not considered a high.anough pr10r1ty
to ‘continue funding. This decision was made even though
a BIA evaluation report on the grant Pprogram was considered
* ¥avorable by Interior's budget staff. We were told that the .
“Secretary of the. Interlor susta1ned the decision when BIA
. appealed 1t. o
-

17

.

Interlor S dec1s10n appears to be in conf11ct with
expéctations of the House Committee on Interior and Insular
“'Affairs. In its Committee Report dated May 9, 1977, on
. approving the extension of the grant program, the Comm1ttee
o ' stated that~'r ‘

"If the Administration is not going to seek aopro- o
» priations for. this program for fischl years 1978 and
o 1979, the passage of this legislatipn by Congress *
would be futile. The Committee ful y expects that
this. pro ram be funded for those
and that any determination that this prégram should
not bewfurthernauthorlged be ‘left’
: "If. Igkerior” does not request funds, \gomesfroposed bus1ness
enterpris@®gwill have to find other funding_alternatives or
- possibly nohxopen. -For example,_approxlmately $100,000. in pe
. grant funds‘were to provide seed money for Indians opening.
businesses in a North Dakota shoppring-center. (See pp. 55
_ and 56.) However, lack of grant funds may jeopardize these
S ,-bus1nesses. )

‘. N

PROGRAM MANAGEMENT DEFI'CIENC}ES AR L ‘,

R There is a need for better management controls and proce-
* dures over making loans and grants to individual -Indians and o
' organizations. We found humerous deficiencies in the adminis-

tratlon of the Indian F1nanc1ng Act. The programs suffer from

* .
_ﬂ . . . . c e
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inguencies, questionable prospects of loan repayment, poor
duntability because of an inadequate accounting systen,
lequately documented loan and grant files, poor analysis
loan and grant applications, inadequate loan servicing.
lender, unreliable reporting system, and provision of

lted technical assistance to businesses.

:nding_agencieg have high delinguency .- . ) \\\

. Contrary to its stated policy, BIA made direct loans‘from
Indian revolving loan fund to relending organizations with

:inuous high delinquency rates. '
We reviewed BIA examiner reports on the operations of

‘elending organization loan programs. The reports indi-

'd’ that the’organizations made many kinds of loans and .

. the numbér of delinquent loans was excessive. The

entage of delinquent loans ranged from 27 to 80 percent, -

ough percentage of the dollar amount dellnquent was con-

rably less (2 to 71 percent).

belihghency ‘Rates 'of Selected Relending Organizations

' .

v Date of - Percentage : Percentage:
area examiners of dollar of loans
ice - ~ report ~ amount delinguent

{ e h .

deen - : 4/76 17 - 57
deen . 9/76- . ‘18 © 47
deen \ 2/77 , 38 - 43
Juerque 10/76 . 6 , 33
ings o /4;6/17 71 74

arn VY 12/76 L 2 : 80

ern " 2/77 i 2 s - 35
dgee L6417 .3 40~ L
1ix Y 3/77. . 8 - . 59 '
land Y 6/171 ' .22 o 27
land . 5/71 . - ‘30 . 50
land - L 3/77 : : 7 58
land L 2/77 . 14 73

\ : o 3
In somé case?, the examiners' reports indicated that many
1e loans, were ‘delinguent in excess of.90 days and that
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 collection efférts appeared minimal. One cr@dit 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, adéquate administration of tribally operated
programs, tuch-asfrelending organizations, is left primarily
' 'to the tribe.  As a result, BIA generally depends on the
-7 - tribe d-its tribal credit committeesto insure that its
-releﬁsigq;program'is operating on a égund financial basis.
: _B - 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
’§BEn request is evaluated on a case-by-case basis regard-
ess 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, if
there were uncontrollable factors, such as a drought,'affgc—
ting an area's ecomgmy and repayment ability,‘an additional
‘loan to the relending organization would be considered.

' We question if BIA'sS policy in this regard is being e
adhered to. For exagmple, in September 1976 one loan program
- had 47 percent of ifs loans in delinquent status. These '
delinquencies were 18 percent of its total dollar amount.
| In-a January 7, 1977, letter to.the financial assistanéef\J
/. office, the BIA loan examiner stated that the tribal loan

. proqfam '

- -~ "% % % has been allowed to operate under adverse
= . and detrimental conditions in excess of reasonable
ER 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 "the
oy - continuous -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‘theﬁ7t3 the superintendent
»  of the agency) in May 1977. 'However, BJA rec¢ords: indicate
- :the tribal credit program-received a' $250,000 loan: in February
1977 and another '$250,000 loan in -July -1977. oThese actions (
are inconsistent with BIA's stated policy that programs ‘
. ekperiencing continuous problems not be given additional
loans.. = - . T S L
' N




e/ amounts being loaned to relending"
organizations ($10.9 milljion 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 delinquenky rate. However, due to the nature

of the program this.may ot be possible, but BIA should make
every effort to do so. - o R :

_Beéquse of the larg

Loans made without reas
of repayment :

Lnable prospect

BIA has made loan ftgg/yherevolbing fund to corpdf%-
"tions for which the requir reasonable prospect of repayment
was lacking: In accoridance 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 corpor tion 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'Governmen; more than $6.5 million, which they - 0,
were unable to repay. - In addition, the Federal Gobernﬂﬁgt: :
canceled over $2/millien of a previous debt, - - o

op : . - . | : B

The 10anjfi€e indicated that BIA was .not willing to loan
additional money to these organizations as separate entitigs//fff
but did loan $1.5 million for-operating expenses after the y

 separate operations formed a single corporation. ;

' 'BIA officials said the loan to the newly formed corpara-
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 ¥ pepartment

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 thée
'sIntérior'sfoffice‘of Audit and Investigation (OAI) performed
a8 management survey of the corporation in early 1977. OAl
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.. : o

- Inadequate accounfing system

- In 1975 BIA asked OAI to conduct a review of. the 'Indian
regflving loan fund. This review was made ’to determine if ’

N A
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'BIA's'processes'ahd procedure} were adequate to cope with
the increased volume of the £ nd as a result of the Ind1an
F1nanc1ng ‘Act. - :

In its report dated June 6, 1975 OAI noted that BIA's
- automated accounting system was not funct1on1ng effectlvely _ .
., " because of lack of adequately trained personnel and that the //
-most reliable means of control over the fund was- through in- o
dividual loan records maintained at the agency, area, and *
central offices. The report -noted that this was not the best
way Qf doing business from the.standpoints of internal con-
trol or efficiency. The OAI report stated that the fund ledg-
er accounts maintained by the Albuguerque Service Center
' were not accurate. For example, loans receivable were out
of balance ‘in the net amount. of $700,000 at the end of fiscal
* year 1974.  The report: concluded that "without effective gens
- eral ledger .control, the possibility is increased for 1ntro-
du“lng srgn1f1cant undetected errors 1nto the system."

On May 21, 1975, ‘the D1rector, Office of Tribal Re-
sources Development, commented on. OAI's evaluation of. the
’ account1ng system by stat1ng- s :
"We' agrée that the automaged account1ng system is
not, or at least has not been funct10n1ng properly..
We have, therefore, relied 6n the central‘office
manually kept records for accurate information.
Part of the problem has resulted from the BIA in-
o Fstalllng a new financial management system. Séme
A 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 off1ce to acquaint BIA per- o
~sonnel with the new system. However, we intend to . ‘
‘give instructions to our field personnel in the’
credit.office on the proper record1ng of cred1t
‘transactions.” . J -

A
d

v

: It has been over 2 years s1nce ‘this def1c1ency was

_ brought to BIA's attentdon for corrections, but.the situa- .
tion still exists. ,BIA's .automated" system was 1noperat1ve S

» and BIA was still rely1ng on its central office's manbally" -

- kept records for accurate inférmation. Agency off1c1als.“ R
attribute thisato lack of. staff and resources to convert tq - .
an automated system. -f‘f, ,- A

-'Loan flles lacked adequate documentatlon

e Léan files lacked:the reqalred documentation on loans.
. made under the Guaranteed and Insured Loan Program. ‘We'
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. ' ’ v
reviewed 10 quaranteed 1oans)-including 4, ,which were.
considered in.default by the ‘tentral 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) personal
~investment to be made by the applicant, and (5) lender's
evaluatignrof the economiC'feasibiliE§ of the enterprise.’
- Some of the fAles we reviewed were missing plans of opera-
tions and adequate feasibility studies of “the enter-
* prises. Mogt of the files did not have loan-closing docu-
~-ments, such/ as copies of notes and collateral. :

N SN

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 guaranteed
loans at ‘five area offices. ,In jts November 30, 1977, report
OAI stated that overall BIA had ... S -

"* *'* 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-
‘ceptab¥e" and unusable format * -* LI L i

- - .

. " Of the 39 loan files reviewed by 0AI, 21 lacked part of
the .documentation reguired by Federal requlations ang by BIA's

- operations manual. ~An example of deficient documentation - :
involved a $66,000 guaranteed loan which was tied to a $44,000
.Indian Buginess*pevelopment Grant to purchase ‘equipment and
Pprovide operating capital far construction. business located
on -an Indian rese:vationgfh 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 consisted -
of one paragraph of apparently limited value!. The loan was
approyi@ain February 1977 and ‘is now considered to be -in -
defaul™™ ' )

proposal.
BIA officials acknowledged EH&t. oans made-durJ&g'theﬁ._
~early stages of the guaranteed loan pré ram lacked adequate
documentation but stated that action hgy been taken to ..
correct this problem:. BIA officials sa d guaranteed loa
‘certificates.are‘no longer signed with a private lender until

all ‘required documentation is obtained.
14 B ’ ' . v
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'We believe that obtaining adequate documentat1on w111
prov1de a better basis for evaluating ‘guaranteed loans if
the. 1nformat1on prov1ded is substantive and not superficial.

Accord1ngly, we believe ‘BIA should insure that:the informa~"

: tion contained 1n the documents is. accurate and complete.

L1mited evaluat1ons of loan proposals by'BIA

In addition to the lack of adequate documentatlon, our
review of four loans in. default revealed that BIA made inade-

- gquate analysis of the 1oan proposals. ‘Instead, BIA relied-

on commercial lenders' evaluations of the proposals wh1ch,l

'1n most .cases, were superf1c1a1.

i Documents: of one loan indicated that the commeraial

‘~lender may.have given the enterprise a favorable appraisal

of economic feasibility in order to protect the bank's in-
terest. 1In April 1976 BIA received a request for a loan
a, $525,000 loan to refinance ap existing corpor-

guaranty for
‘ ation, enablﬁy@ an ‘Indian to acquire full ownersh1p of a

campground orn a North Carolina reservation. 'It appears that
the enterprise was financially weak. when. it appl1ed for the
loan. The balance sheet revealed that. its ratio of current

.assets to current ‘liabilities was 1:3 when a rat1o of 2:1 is

traditionally considered by .accounting standards to be dde+
quate. - In_addition, its income statement: s?owed a net loss
of over $ ,000 for the prev1ous year s .ope atLons.

i

We believe these facts should have ra1sed ser1ous doubts .

' about the economic feasibility of the - -project. However., from

the loan file it does not appear that BRIA or the lender- con-
sidered $hese factors to be s1gn1f1cant In this case, it
appeared 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 the -

loan. . ) . . .. _,‘.t-, ]

BIA approved the 90-percent loan guaranty 1n‘June 1976.

" .This action reéduced the lender's risk. considerably and author-

ized reimbursement for®foreclosure expenses if the borrower

~defaulted on the rqan.' The loan was in default in October
L1976:- e . Co s

~

_ A BIA offic1a1 stated that in retrospect the loan should
not have been made. The official said that BIA was especially-
eager to approve the loan ‘because that would enable an Indian -
to acquire sole ownership of a non~Indian-owned business on,

- a reservation. As a result, BIA ignored all’ warning signs

and overstated the abil1ty of the enterpr1se to- serv1ce 1ts

‘debts.

36 46,
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Of the 39 loans reviewed by OAI, 6 were in default,
representing a quernmént‘liability-of‘approximately -
-, .$475,000. As we had found with the defaul¢ loans, OAI identi-
- -fied a "* * * need‘\for more effective invo vemght, on_the part
-of the BIA,, 1n'rev1ewing.the’fegsibility of proposed loan =
Projects.” S ﬂ'w'g-“- o ~ . '
Lipited loan servicing by lenders ' ~

\

BIA relies almost entirely of- 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 sérvicing will be performed by
the lender. In servicing loans, lenders. are.to make every
effort to prevent and . minimize potential\lqsses and ,should -
use prudence in disbufsing. loan funds to borrowers to dssure,
to the extent feasible, that loan funds are used. for the
: p?rpose for which the loan is made. :
:.jﬁﬁ,OAI‘stated_in ifs.1977'repprt that relying on lenders for
. setvicing guaranteedlloans.was an "inadequate if not hazard-
ous practice * * * " fThe report stated that: :
T . ' Lo -
"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
procedu:es’which*would,-as‘a-minimum, provide in-
fo:mation)on a program participant's-performance -

'_\ O SN S ,
. .. BIA responded'tgatﬁit relied-piimarily on "lenders to = °

monitor gyaranteed. léans 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 sxstem;\\¥' _
~ 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 ene-of the banks that has 'signed loan
guaranty agreements with BIA. -~ . - T

: ‘ c e e L C R —
: One participating bank,-located_Ln Washington, D.C., . S
has made 21 of the 96 guaranteed-loans approved during fiscal"
.Years 1975-77. This pPrivately owned bank was established in
7. e o . . |
rw ., . ". . - L . ,‘
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1973 to assist in meeting American Indians® financing needs..
Most of "the bank's guaranteed loans are to individuals or
" corporatigons‘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-
o5 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 Montafa. The files indicate that the bank later
had.difficulty in servicing the loan. For example, in'a Jund:
,1977 letter to the borrower, the bq?k!glcredit'analyst‘.V' ‘
stated: . - =~ ... ., S A -
"I've been trying to contact you for a few days by
telephone but is very difficult to redch you. , The ',
‘bank is-a little'concerned -about some .of the docu- .
SR . mentation problems-that we are experiencing with - .
SPTN - this loany :"We feel that these problems are minor, . /ﬁ
' and thag/fhey have come. about because of distance
and not because of anyone's lack of cooperation."’
. . . . . : o . ¥
* ., There are 58 lenders participating in the Guaranty Loan-
~ Program in the areas where this bank has its five defaulted
.loans. BIA officials were unable to explain why so many -
.Indians have ‘contacted the Bank: for loans rather than private’ :
lenders closer.to‘the/bropcsed business enterprise. How- - ‘
~ ever, the officials.speculatéd that the  bank-was favored /*-"
because of its familiarity with -Indian needs and financial
conditions., - . S ' S
‘In our opinion, adequate loan servicing is important to _ .
a.successful loan program. . If lenders are~unab1e'or;unwill-\f‘,
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-
: Q@ratevadequatg.loan-servicing capability. - : -

[}

-~ Short repayment: terms could impair program
‘Loans feduiring:é BIA guaréntee aré_dfteh considered -
high risk b?,commerpial lenders because of borrowers' ‘lack




..

' of cdllateral and/or business exﬁerjence'aﬁd tréining.'.These'

very factors seem to mak it generally beneficial for the
borrower to have the terms of repayment extended over‘'a long
period, thereby decreasing the monthly payments.. ' :

_ . 0f the 96 loans gquaranteed by.BIA,aoverv75vpércent;had
‘maturity dates of lO_yeats_Om'less,’eyen,thongh repayment
- ‘periods of BIA-guaranteed loans can be as long as 30 years.

Generally, the amount and purpose of loan funds dictate re-
payment termsg. However, we were told by one BIA official
that lenders*' concern over being locked ‘into a fixed interest
rate/with BIA over a long period appears to. be a consideration
in determining rePaymenE terms.. BIA regulations (25 CFR '
93.41) state.that’ "once a [guaranteed] loan/is closed, the

“interest rate may "ot be increased even thgﬁgh_the lende

increases the, rate on new loans-* * *." - An agency official

told us that lenders do not like to bé fixed to an .interest
rate for long perieds and that this may be ‘one of the reasons |
they restrict loan repayment terms to short periods. For '
example, one bank that has made 21 loans guaranteed by BIA .=

- has a policy of limiting loans to a ‘7-year period.

-

. Shoré/repaYment_te:ms create a large repaymeht schedule
in® the fotmative years of a new business and could possibly

i. be a major factor in the failure of somef businesses. For .

~ instance, the construction business-that the bank had trouble
in seivicing~csee pP. 38) also appeared to have had excessive
monthly payments compared to projected ‘incomé based on ex- )
pectedr contracts. The terms of the $66,000 quaranteed.loan
required- 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: o
mEk k& buSihesS‘is'just starting so the projected
“income is ‘based 6én expected contracts from renova-

"§; tion of homes located within the boundaries of the

- reservation and froft construction of five

places
, primarily'off the reservation." "

-~

He added that "If the contracts do not materTdliZz

. . 2lize, a pays
ment in .excess of $11100.pQr-month’would_Seem‘éxcessive.“,'-v

_-In this case, BIA's liability is 90 percent of the $66,000
loan in addition to loss of the $44,000 grant.

BIA‘bfficialg'ag:eed that: large payments causedab$ short
repayment terms could be detrimental to the success of a ’ -
business»enterprise; however, ' they were not sure what could

-¢ ’ . S . y . - (. o] N
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_ be done ;o'enc°urage 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.’ h ; L
_ In our opinion, BIA should not guarantee any loan having
repayment terms that it believes might hinder success of the -
business. WitEEZ{ZVe the repayment terms of a loan contract- -
should refle e borrower's ability-and potential to repay
without creating a major financial burden on the business, ’_w
especially -during its formative years of operation. We -
believe that to do.otherwise defeats the purpose of the loan
guarantee program. Accordingly, BIA should review its posi-

. tign 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's
consideration of a sliding scale dnterest rate, subject to’
availability of funds. - © & ' S

: S

[AE
Y

Unreliable reporting: system

.- ..our review of grants made during fiscal, years I§§?£77 )

- indicated that (1) repart data on the grant program was un- .

. reliable because of administrative errors and failure of i
grantees to comply with reporting réquirements, (2) documen-
tation in grant files was incomplete, and (3) the amounts.

s of some grants were incorrectly computed. . .

- . BIA maintaing a computerized grant-reporting system which .
' ‘18 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 ©f 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, or.:
" incomplete data. S ' - O
) . . e . ) Q . ‘ : ) N .
For example, we noted that status information on busi-
o nesgses 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 found
"that 132 went for businesses that had started operations. Of
these, 11 (about 9 percent) had failed. '0f the remaining 11l
grants, BIA offjcials stated that most had not started busi-
ness operations because there had not been enough time since
- .grant approval or for other reasons, such as change. insgrantee Jou
plans or lack of outside funding. ‘ i ok N
' T " l~‘ - v ' vv'. . (l
. o . .40
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. BIA offiocinlp arktnwlodyse Lhal the information in the ,
* - system is inaccurate and attribute the problem ;} a lack of
- trained BIA staff and to infrequent;repotting by grant re-~
cipients.. Grant-recipients are'reguired to submit semiannual
~business status reports _to BIA dur:
the grant is made and then annually for the hext 3 yehrs.

., .. BIA officials contend that .grant recipients generally do- .. " ..
. not submit the reports because there is little incentive for =
ldoing~so“since:the“grant{fuﬁds have already been disbursed.' :
Without these reports, BIA has no way of-accurately determin-

o ing the 'status or-effectiveness of the grant program.

. iIn our -opinion, BIA should concentrate on-identifying and.
correcting the deficiencies in the grant computer system and
require that each agency obtain the required reports from .

its drantees so that a valid assessment of the grant program
can be ‘made. ¥ L \ — S ‘

; Other prpbleﬁs idehtified < . '_‘.' o o _ i Vx

i . . . . . . . ) . \ ’ ) ‘ [ \\ [RRY
AR We reviewed setected grant files at Easternvand'goqtlaédf"
Lt area offices and reports prepared by OAI and '‘BIA credit ex-

aminers and found that-documentation in many grant files wis| - ’
, incomplete and that the grant amounts were often incorrectly
> computed. The grant files .did not contain status reports
‘required. from the grantee and ‘the changes that occurred during
or after»ptocessing'were not always documented. . [T

’ . - N
. . . |

i \\\Limited ména9emeht7and technical v B . e

assistdnce provided by BIA : : ; \\/k\:h ]
. Indians':need for. management and -technical assistance j

. has been well established.” For instance, the American Indian| .
- PolicyygevieW»Commission made the following statement in 3
‘ 'itsyFePort‘ia§ped May 17, 1977: - . = - ' '

L "k okok j¢ [technical assistance] is a’cfucial’aspect‘* i
', « of-any effort by the Congress or Executive Branch -
-+ to.encourage Indian people in the performance of
' thétr own management, administratiy +_and ‘technical
functions.. Technical assistance sh 14 ‘'ber.mage
,available;primarilyjfor'development of threshold =
~_.management capabilities and, to provide economic -
. support activities." - : , R .

...+ . . BIA regulations covering the Indian Financing Act state
. that-.whenever a.di:bct,;oah,;guaranteed or insured,,énd/or'a
. grént is made; management and technical assistance is to be
N provided-tgﬂﬁre borrower or recipient consistent with his o

» . : ’ ) , . .A" . 2 .
: . co . . o .
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. - knowledge and_expérience and the nature and complexity of" -

the economic enterprise bei »financ;g.. The 5ssi§;ance is’
4o be provided by BIA:staff ther goiternmeptal agencies, the
tribe, or other competent sources. 'Tﬁ% régulations also ’
authorize contracts with private organizatjons -for such serv-
ices and assistance'if existing p;ggrahs are-not available. . . -
o . . - . . ] r ¢ / [ S
+ht - As of October 6, 1977, technical -assistance contracts
. 'with outside sources totaling $121,300 had been. approved . .
from the implementation 6f ‘the Indian. Financing’ Act through )
. October 6, 1977. However, BYA was.unable to determine the ©, _ “*
type, extent, and total cost of -management: and techpical =~
assistance provided in-house. It appears that BIA provided -
limited assistance. For example, of the four default guar-
anty loans that we examined, .only one borrower was given. . i
.technical assjistance. BIA officials said this was minor.. * . :
‘assistance .in.which the BIA atrea credit officer .advised the - sy
"borrower on various' operational matters, suCh;ésupurghgsinéi‘.}"
. 'We 'reviewed the grant program of one area offjce that.
. approved 163 grants and found that®60 of the 163 grantees
« . were either out of business or were having problems. Ye't,
41' of the 60 had gpeceivgd no technical assistance. -
...éin official of one tribal eriterprise which‘feggiyed @ﬂ«.;_
" BIA direct Jloan observed that the technical assistahce pro< Coe .
- vided by BIA is.very rudimentary and that BIA staff lacked 4 . ' "
. the necessary skills for providing meaningful assistancés .* ° .
T The American Indian Policy Review Commission evaluated BIA!s-
v ability to provide management and technical assistdrce and”
". eoncluded "the. same thinrg. 'The Commission report:stated;
e *L - ' ' o
: . _ "The present Bureau of Indian Affairs'
N - ", technical assistance service.is * * * inadequate = = -
R -for many reasons. - Personnel are not appropriate - ° ‘

o . to the reguirements of a specialized technical . .
S .. assistance effort. There are no spécialized tech- )
. nicians within .the Bureau of“Indian Affairs‘to . S ,
"' provide for the rapidly increasing emand. for Ly,
‘ specific.expertise in highly technical areas. The - ‘
* - . depth of training- and necessary experiencé precludes ~»

]

+ . using or retaining existing personnel, in most cases. - -

-, The present autocratic-organizational structure 'is '
¢~ also not'flexible enough- to permit technicians to.

- move quickly from aréa:to area," =~ . :
oo e . I R

= In addition, the  YPO stady- on the Indian Financing Act., "% 7
- reportéd that: - e e e L
. . . v ! ‘)" os ‘
S . .
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T?CYQ- ». - the IFA Act ag a.'last' resort' "source * * % gudh’ - .-

\ . ’

R ~~ "On each visit, w heard pleas for meaningful

S te&hnical-&ssiétancé'and.management help. We were.

unable to identify any case where the IFA fIndian -

T - Financing Act). had psovided effective technical as-
SR * .’sistance, probably-because it is available under - .

i

- agslstance was léss 'than useful, A’buddingvéné‘ﬁ

R terprise .cannot wait for various government agen-

‘f*jt" . cles to negdtiate which one -can and should provide

C ‘technjcal assistance." .- L
5 T . . . .

v :BfiﬁOfffciaIs‘acknowledgé the problem1531indicéted-inid '
;-statement made by the assistant dir ctor for--economic.devel=
opment .in one area visited by the YPO team: 1In‘a.lettet

-‘ ‘

Q

+ .. responding to the YPO report, he said " * .
LT s T maa’® to provide good management -and .technical )
\'tio+ 0 agsistance may be "beyond our‘étaffSSﬁcapability.,"_-
T . ® .k & we g preciate the YPO's comment -that tech- -
", .. :nital as$ stance' is provided after corsiderable . - IR
. +.~. delay, as this 'is true." EPERE T
Y. e P P Ceo Lt
co fm’?*.Several alternatives‘areréwailable to increase the amount
I éndfimproue*théﬂqyality'of'management.and technical assist-'* ,
" -ance diven Indian economic enterprises. . For)ékample,ﬂthe,.—--
- -American. Indian Policy Review Commission:suggested in its:
" 'report that - the contract funds available\from all of the
-~ - various Federal aggnejes be .delivered directl .to tribes-and - - .
~ . that thg‘tribes pur?ﬁ%se their;own technical services. < -
- .+ LEGISLATIVE RESTRICTION AFFECTING = ¢ - .
:_-PROGRAH AVATLABILITY . - - WL e R N

R IndiaQrorganization-that makes’'loans to its members-are not .
ib '

. 11‘$Q;6$embersh1p in tribally operated lpan programs. The , ' ' .
+» » report ‘indicated that none of the loan_programs'could_delivéq.'

R Tn;éccordahce.Wiﬁﬁ%@ébtibn 201 of the act, the individ- -
- ual -Indians who are me |

. elig e for a guaranteed  loan: OAI estimated in a November .
.30, 1977, report that 30,000 Indians were nétreligible for.
~.-quaranteed‘loans because of .the'ir membership or eligibilit

N, .
- )

., benefits equal to:the guaranteed prqogram and that some’ did-
. .-not-even.have suff;cient.tesou;ces{to meet demandg. * L

3

J-Q'x&ﬁnbklﬁﬁaé,uhhblé td explain,ghe ;aELOnale behina"éhé re-

" striction’ because its‘le9151§£f§e-history was not dbcumehted.;z'

"~ .and no other-authoritative Sourde ¢
- report concluded that restrictipg i
~ Pating_ in the*loan'guétanﬁeé[t‘g
' tribal loan -programs was unfgla
.. the loan’programs were nota¥

ould be found.. The OQAI
qaiviGUals=ﬁrom partici-~ -

iia}}y since many of
'*ve;; The report .
» R :

]

ers Or,eligible'fér-memberéhip in an * . -

Cy

Rpeécause df access to - . -
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N - discussed the. possibility of tribes discontinuing their 1loan
' . Programs' because of the restriction or access to the gudran-
. teed loan program. .We were told by BIA officials that.indi-
+ .\ viduals are incorporating in order to get:-around this restric- -
o tion in the law.. N e o
' ‘OAI recommended that BIA propose legislation tosthe - ‘
. Congress which would eliminate-the restrictfve provision in
section 201"of the Indian Financing Act. We were told by.a
. BIA official that a proposal to eliminate this restriction
.. @nd other legislativeé proposals will be‘ submitted to the
R -‘Congress in the near future. . : s ‘. ‘

R .gncwsmyg_ e SR

oL - Défidiepciés_in BIA's:admihist;atiOn‘of'the,rhdiaq S
© %  ‘Financing Act caused the loan and grant programs_-te suffer
Tv, from o - SR TR T

-

e

c e
s P

-

w

, R . . _ . o . L
--delinquencies, : : o .- e
. yf/y—loans without reasonable prospects of repayment,
‘ . . @ ! \ ‘ “ ) ’ - v ' v . . B . . .
_.AAinédgquaEe accounting systems, - *
. o . L v : \ v 'l.\ ‘ )

o ——péof analy§is'§f loag?andvgrantlgﬁpi%qatignéé- : "‘.‘ 3 ..
\,: _( i rﬁﬁigéih§$dqe€mentsiip;loéﬁ'aéd;ér;nt.giiis;‘_

' ’ 4;finadéquaténloan sei&icipg.byﬁlendefs;?:/ i". ‘\< |
» '   .¢Q£;;shptt répaYﬁenﬁ;Eéfme:ang | | Y

. L g S L - E . -
o ;-l;mitéd>prb§isionibf Eeéhnical assistance to business. =

-

ﬂ:Fdxﬁhén, BIAfhadzngt entered. into any”loan_insuqéhCe-agree—.'
.ments with lenders:and i's not sure why lenders are reluctant
to’ participate in its loan proqgram. B . :

", _ . The Department of the Interior's Office of Audit and
Investigation estimated that 300,000 Indians were not eligible
" for guaranteed loans because of“tﬁeir‘membershig.or eligibil-

++. . ity for membership:'in tribally operated:loan programs. The -
7 audit office was unable to explain the rationale behind, the .
'+ restriction because the legislative history was not ‘documented
- vand; no other authoritative sources could be found: . R
S, o - : ' et I L
) s 44 54 -
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RECOMMENDATIONS TO THE SECRETARY
OF THE_INTERIOR ‘ i

We recommend that the Secretary of the Interior direct
the Assistant Secretary for. Indian Affairs to s
-~establish specific procedures and\gUidelines to
preclude making revolving fund loans -to tripal relend-

ing organizations that have experienced continuous
problems; R

——approve_ioans only when there is reasonable prospéct
of repayment;

——cgrfect'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; - '

, 4-establish a policy restrict;ng-partipipation 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 jagency 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
juaranteed loans and change the policy if it is not consistent

h normal loan practices or places an unreasonable financial
the loan applicant and (2) determine the reason
thy thereNhave been no insured loan,agreements,'the effect
:his has' on hindering the development of Indian business,
ind what action is needed to make the loan program viable.

\ECOMMENDATION TO THE CONGRESS -

<Y the C8ngress should determine whether or not the re-
trictive provision in section 201 of the Indian Financing'Act
reventing 300,000 individual Indians from participating in

he ‘quaranteed loan prodgram shoudd be continued and if not,
mend it to allow participation. ‘

. ! P . . ”
v o, ) oo : ‘.

s
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‘CHAPTER 4 N . .
. T 4 \o o YL o ’
.~ INDIAN BUSINESS DEVELOPMENT--MANY FEDERAL AGENCIES,

NO_FOCAL BOINT - ~ : g
- ’v
Federal programs or activities for business development

" on Indian -reservations are¢ scattered throughbut various
"'. '+ Federal departments and agencies. These programs have. grown
- to a poin ere efforts at effective coordination are dif-
ficult. imited program results and coordination problems .
point towakd the need for one agency to direct and coordinate
Federal proy§rams 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 bus;ness develop- .
+ ment. ©Details-on. these programs are descr1bed in the fol-
low1ng sections.‘, _

BUREAU OF INDIAN AFFAIRS ' [

N '
‘L BIA adm1n1sters a small promot1onal and techn1cal\\
w ai:lstance program to ass1st the various Indiam tribes in

() establishing new and expand1ng .existing industrlal and
. commercial enterpr1ses,9(2) develop1ng and publicizing infor-
~mation about investment possibilities on Indian reservations,

and- (3) establlshlng Indian-owned enterprises. BIA spent .

$7 8 mllllon on - these efforts in f1scal years. 1975 77

L £ ’
‘The resources ava1lable to BIA to fund business’ develop--‘

-Aactivities s1gn1f1cantly ‘increased with passage of the
an F1nanc1ng Act of 1974. As p01nted out in chapter 3,

ct B , -

nent

~5é:a_\ --consolldated three existing re>o§v1ng loan funds #nd
' ' 1ncreaséd funds avallable for ditect loans, :

--granted new guaranteed and 1nsured loan pﬂ@gfams,
N
——establlshed interest subsidies for lo‘ns made ander
.the guaranteed or insured programs,

<

——authorlzed-bus1ness develdpment grants, and

'——prov1ded for management and technical ass1stance
to loan or grant applicants. :

Dur1ng fiscal, years '1975-717, BIA spent about $106 ,mzlllon
Indian Flnanc1ng Act activities,

N Y o .t A

' 1 e .

"‘ 46’ . . ) -
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. DEPARTMENT OF COMMERCE s_, .

Economic Development Administration

.EDA'began'tb‘provide economic assistance to Indian tribes
. with bassage of the Public Works and Economic Act of 196
- (42 U.s.C. 3121 et seq.). Under this act, EDA provided

b --grants for reservation economic development and .
individual projeCt*planning; A

. . . (- .
--loans and grants to improve the reservations' support
) ' services, such as community buildings, water and :

S . ‘sewer Systems,. and industrial parks, to make them
' more amenable for -economic development; and .,
. . BN | .

s

-éinvestmént“capital‘td help;finance,business.

‘During fiscal years 1975-77, EDA disbursed over $108 million
. for these programs. T ' . ' . '
_EDA also administered a pProgram désigned to alleviate
Problems caused by high unemployment. This program, authorized
by the Public Works Employment Act- of 1976, provided .about
| $72 million in fiscal Year 1977 for public florks Projects on
reservations. N . -

Office_of'Mingrifxfsusinﬁbs Enﬁefprigg T -

- _ OMBE was establiéhed\ih 1969 by Executive Order NO ¢ty
J41458_w;th, among other functions, the reponsibiii&yj‘bf;;;:uﬁ“

"* * *coordinate as consistent with law ‘the plans,
programs, and operations of the Federal Government

é

... OMBE, in turn, created an "Indian desk" which draws
funds from the general OMBE allocatién on a pProject-by-¢
Project basis for funding through its various regional.
offices. OMBE does not direetly fund Indian businesses,
but rather supports business development organizations
which'supply training and technical as stance to. Indian
.enterprises. .An OMBE offfcial eStim:¥§%'that activfries s
' relating to- the deveIopﬁizt of Indian enterprises averaged v
' $1.8 million in each of. fiscal yearg 1975-77. He estimated
"that’ $1.4 million will be. spent, for 8is purpose in fiscal

. year 1978. .




& - . oo . , L N
o o -'~; : :taw* - < A
In addition to 1ts program act1v1t1es, OMBE prov1des
staff support to the Ind1an,Bu51ness Development Committee,
which is comprised of représentatives from several Federal
agencies. The activities of th1s’comm1ttee are d1scussed

more fully on page 54,

e ~ o

> .
’ . ¥

| DEPARTMENT OF.AGRICUL;URE

Farmers. Home Administration ~ . .
FmHA makes loans -and grants to individuals and ‘communi-
‘ties, including Indians; located in rural’ .areas. These loans
. are for housing, business’ and industries, and community facil-
ities. Grants are given for 1ndustr1al development water
and sewer systems, and technical assistance. FmHA does not
set aside business or -industrial development funds: specifi-"
cally for .Indians or any other group but does administer
one loan program. spe01flcallY'for Indians., This is the )
Indian land acquisition loan program avallable only to Indian (ﬁ
tr1bes and tribal corporations. The following table,shows

funds loaned under thls program.

-

- Fiscal year ’ . Amount
1975 : © $ 9,666,000
1976 - a/ 12,148,000
- 1977 v . b/ _9,914,400
_ Total =~ " $31,728,400

a/Includes tran51tlonal quarter.
b/As of July 1977.

Rural Development Serv1ce (RDS) ‘
r-J
RDS prov1des coord1natlon, leadership, and information {“
assistance to governmental offices at all levels and to
community groups throughout rural America. While RDS does
‘not operate programs to provide loans or. other financial
, assistance, it does: provide. Lﬂformatlon and technical assis-
- tance to aid Indians in gaining access to program resources.
. Indian tribes and reservations. ¢an obtain rural development
' advisory assistance, program and planning review assistance,
and similar services. Total RDS program expenditures for
fiscal year 1978 are estimated at $1.7 million.

In addition to the progrags available through FmHA
and RDS, the Department of Agrfculture has an "Indian desk"
to act as a focal point of all departmental act1v1t1es con-

cern1ng Indians.. . . Y




-

4 The Secretary of Agriculture éstablished a Speatal
Task Force for American Indian Affairs to. assist the Indian
. desk in carrying out its resp nsibilities. -Task forqe;mem-,
'+ bers were appointed from the' Rpdividual agencies within Agri-
culture; the task: force is héw inactive. - .
. s . '-“\| R Q ‘3 ‘~‘ d )i e .
SMALL BUSINESS: ADMINISZRAGI@NT HP. -

i

s foindiyiduals or ‘firms
*erns which, due to social-
éégn denied adequate business

,~ggh‘norma1 lending soﬁ;ces.

> SBA is authorized toi
qualifying as small busifegl
or economic disadvantage) -4
fipancing on reasonable/ tef

\ ‘ . Do _ ‘ v""b ! by / ) _
\ > . SBA's financing of IngiaN . H;grprises is rough its _
. -business, economic o por tinity % local dev opmen t&company,

' Qr other .loan. progr sy 8 proy¥ide investment
U} capi;;;,ei;he; by lending -

entrepreneur or
teeing up to'90 per

- qu e Mt " DHE ehiding institution's -
- logn. to the busipe s\enEErps=mf~ SBA also provides management
.an technica% assistance by contrdct with private firms or <

. through its volunteer.programs-hsgrv10e Corps of Retired ’
Executives (SCORE), Active Corps of Executives (ACE),- and

the Small Business Institute (SBI1). : *

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

DEPARTMENT OF HEALTH, EDUCATION,
AND_WELFARE -

\ ‘ .

{

Community Services Administration

_ ., C8A's main efforts to provide financial assistance to
. Indians is through its Special Im act Program administered by
‘the Office of Economic Develop t.\ Under the program,
.gtants are directed to areas-6f crifical economic and social
problems in urban and rural gommunifies with high concentra-
tions of. poverty. They include grahts for neighborhood
planning, commercial development, housing projects, and tech-
. nical assistance. In addition, funds are available for social
./ ~8ervice 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. : ' . ' '
o R




Administration for Native Indians (ANA)
ANA provides financial and technical aSsistan@E\@o .

American Indians, Alaskan Natives, and Native Hawaiidns to

increase their self-sufficiency:. ANA has provided grants to

110 tribal organizations and 68 urban Indian organizations.

~ Financial support is primarily toecreate an administrative

‘structure at-the tribal or local Ievel to serve.as a catalyst

for obtaining and managing a bgo?g range of programs.

- )

e

~ Training and technical assistance i's provided to ANA
‘grantees to acquife 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 busines$ development activities
to Indian reservations. P : ' '
[ - |
rr‘ v \
14 /7 a
i ) e ’
. y
- / < ‘
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' _RECOMMENDATION IN OUR 1975 REPORT.

A3

In 1975 we reported to the Congress 1/ that Federal
agencies need to improve the coordination and management
. -of Indian business development programs. We pointed out -
“in the report that: . ' : . '

""Responsibility for coordinating Federal economic
o development assistance efforts is fragmented. It
e 1S‘e§pecially-unc}ear what roles each agency should
have in dealing with Indian'needs in the cohtext
{ of their overall mission and program responsibili-
ties. For example:. v

;

. =~The President has given the Secretary of Commetce,
through OMBE, the responsibility for coordinating
Federal programs for strengthening minority
business enterprises, including Indian enterprises.

P-Thé Cdngress has given the Seéretary of Agridplturé,
through RDS,. the responsibility.to,prdvidq'leadership
and coordination of the Federal Government's effort

to develop rural areas where most Indian reserva- Q\‘ -

tions are‘located.

==The Congress has given the Secretary of the Interior,
through BIA, the—sesponsibility for helping the’

- Indians-obtain a standard of living from theitr own
Productive efforts comparable -to that enjoyed by °
non-Indians in neighboring communities. But BIA's

, responsibility for coordinating all Federal pro-

~ grams which affect this effort has not been
'~ specified." : SR —

. _Inytdat report, we recommended that the Director, Office
of Management and Budget (OMB), establish a domestig council
committee on Indian affairs to

' -éc;gq%fgiPederal policy congcerning Indian éconSEic

~development assistance responsibilities of Feder«l
agenties and: . e B -

--;séibnfresgonsibility to a single agency for diiecting
. andvcaf;dihating program efforts.

R4 ' \
ﬂ',,_.,,%-:;,?-« o a o,
.- ~ e DR

> 'k‘

‘ : iy : y /
1/"Improving Fedg%ally Asgisted Business Development on Indian .

Rqsa;vations,%?(3-114868, June 27%‘1975).

»
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-OMB took no actron slnce that report to clarLfy the -
. ~ respective responsxblllties of the various Federal agencies.
.\ OMB officials stated that they-had considered establishing
% such a committee to clarlfy 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 Commlss%oner of Indian Affairs
notified OMB in September 1975 that he"was taking the initia--
‘tive to advise his st ff, at both the central office and
field levels,‘that BIA has the responsgibility of be1ng
the lead agency for coor 'nathg Federal efforts for Indian
econom1c development. :

A year later, 'in Septem er 1976, the Indian Bu31ness \
_,'Development Committee was established as one of six committees
- of the Interagency Council for Minority Business Entecrprise :
to-strengthen and facilitate the coordination of Federal
field efforts, to develop Indian business. enterpr1ses.' The
Off1ce of Mlnorlty Business: Enterprise in the. Department
of\Commerce provides the staff support for the committee.
Members include OMB, SBA, the’ Departments of the Interior; -
-Labor; Aquculture, Commerce; Housing and Urban Development,
- and Health Educatlon,;and Welfare. .

- '- The Under Secretary of the-Interior was deslgnated at
< bthis first meeting to be the cha1rman of the comm1ttee,/

: Through August 1977, five committee meetings were held,

- only one of which was attended by thé Under Secretary. In
August 1977 the Under . Secretary declined the committee's .
chairmanship, -and s1nce\that time the committee has been—
without a chairman and has continued without tép level
involvement. Later, in Janyary 1978 OMBE withdrew its
staff support ‘from the comm1ttee by reassf?glng the OMBE
employee who was the committee's executrye irector. -

, At the . comm1ttee s f1rst meeting in September 1976,-
_two 1mmed1ate objectives were establlshed A .

7—-Def1ne terms slgn1f1cant and relative. to Ind1an
enterprise development and identify the ty of field
v guidance and 1nstructlons needed to facilita e joint
s efforts

~--Identify: statutory or agency regulatory barrLers
to JOlnt action, 1nclud1ng common problems and’issues.

: In Qecember 1977,Vmore than a year after the committee
- was formed, the commlttee s/program director informed us that
these obJectlves had not been accomp11shed Instead, the

. 64
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"’.;’ ir- | ; | L \ . | c o . R
committee undértook the coordination of Federal efforts\on
two demonstration projects located on Indian reservations--

e e . L ; ,
. . : .
! ) ) , e ) .
. . S : : ;
d . . ) - R . . "
.ot . o .
. '

.a slopping tenter in North Dakota and & convenience .center ' =+
in New Mexica. - Y : :
' . . ‘: . 1 . . . : . A .\
Shopping cenﬁ : O e O o .

" :One of these projects--a shopping center in North Dakota:
-~illustrates the pré¢blems associated with .coordinating funds
ranﬂ~effqgts 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 fundg/ promised to the praject
by BIA will not be delivered, and”/unless other sources. of
capital ‘are found, SBA loans cann t 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. ; : B . ' :

‘ The project, estimated to cost about $1.4 millién,

- consists of a shopping center on‘an Indian reservation with
seven stores and ghops, a bank, restaurant, and post office.
Condtruction started in June 1976 and is planned to be com-
‘Pleted and ready for occupancy by Magch 1978. Construction
funding was accomplished with a $888,000 grant. from EDA and

' the remaining funds weré provided by ‘a revolving.fund loan
from BIA .~ . e

. . 4s - .o . NEIES . . s v5~_

. . Plans for operation of'th! center involve‘l@asing\spaée -

~ to tenants, many of which\incluge Indian businesses. These
businesses, in order to osfain'sufficient investment capital,-
require both BIA grants and SBA loans, with the: loan approv-
al dependent on-receipt of the grapts. = s v

Bl

P

. Although in January 1978 the center was only about 2
months .from completion, it was not clear who the tenants
‘awould be. .Problem§~were encountered in_arranging'financing
for' prospective Indian tenants: : '

--Four prospective tenants were told that'sinqe their
. spouses-are BIA employees, they could not qualify
T for a grant because a Federal statute (25-U.8.C. 68)
" ooso Y precludes Federal employees from having an interest
or concern in any trade,with ‘Indians.

[ﬁ-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’ - ' '
“ e s . . | y
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S ~ . The project- encountered a more significant problem in .

. ¢ . . ~December 1977, when it was learned that there would be . .
o ** no BIAfgranézfunds‘ayailable4fqr this project. At that- -
- * time, six prospective tenants ‘had been awaiting.BIA approval -

. . '(..of grant applications totaling $154,600." A tribal:official-
. ' 7told us he had Been'/informed by a BIA official-that $100,000
"~ - in grant funds would.be providad apéut‘Aprii’L978,.pending?‘ -
* completion of a.Depar'tment of the. Interior evaluation of’ the

R grant program. ..We learned later that Interior has decided
T ‘not to request any additional .funds- for the grant program, -

"' 7. thereby leaving BIA with no. funds' to 'honor this commitment .
' . and jeopérdiiing;;hégSBA.loanSfthat are being sought by =
'+ the pqupqsgivegtenants. oo e R P

—
2

. ;

]
»

IR L '-Becaﬁsejofithese fundihgdﬁncettainties, g§tfibal offi-
' cial told us he plans to regquest, ah extension of time from
BIA'on the first-loan payment ' in order to secure new tghants.
, S 3 STy T R ORREEEE e
. : - . ‘_ " ' ""‘;"— . - . .‘. \" T ) ". ' .v - "l LT : ‘
OTHER STUDIES - ' . . | A -
3 . ) . N o . . . > - . . a Ve : .. . . :
Other recently:.completed:studies have also noted coordina-
S oo tion problgms,With:Indian-busingss.dévelopment. For example:
S o hdi AEIIRSs ¢ f , g

~
. . 3 e . v . . ' _,'..°. ; .\" 1", N . . . L, S .
- - el A report\on:thé?tnd;aﬁ‘Flnanclng Act by the Young L
KPresidentgﬂprganiZatibq in‘April_lQ?Z—stated that:.
. ) X - , . : ) : K »I )\- ) . .|: . w4 " .. .
O : . "*-x *lack of knowledge -about what,othi; R :
L - 7 -agencies :aré.doing and little coordination L
’ * characteriz all-Indian loan and grantfprograms‘“'
,'I£'§urther{sféted{th§§:;".i,- Coo .
T . ’ - ‘.'-: ? ° ’ ' r - ¢ "J ’ A Y B ’n ’ .
. - . i : . . - 5oy e S AN . X . : . -
S - W "R ¥, %.present lack of clarity, and coordination
' ' - . is . a feeding,grdund'fo:'irre§§onsibility and
. , - can.be yvaluable only to those whose goal is to. |
v, ‘takeadvantage ofsia-fractured Federal structure." -
A .I 7‘ .\-.. ’ ’ "’ - N . ) ’ '. ‘\: . ' "
o 2.. A"May 1977 report by -the.American Indian. Policy® . -
v ‘Reyiew Commission in ‘a chapter entitled "Federal [
T )‘ Administration-fTop”Much Bureaucracy" also pointed .. - -
TN T out the problems of Indian programs being .scattered-
. R X .~through many. different Federal agencies. " THe report . 'v
. @ : B . . : ’ S * . 2
oo : . ' stated: o L s : -
©+ | ®x % x thére is'a"serious-lack of codrdination ;
' - both within and between Federal agencies. As a . ..
.- result, Indian'people often fail to realize many ¢
' " of the benefitsgiqtenéed for them.f ,© _ ,”
.7.‘)" L' * » ) . '_ : - , ' . A ‘ L. ’ s "‘ ‘o




W,-3 } E /3~*‘5he reportaconcluded that .

v "QMﬂE EDA, the Small Bu51ness Adm1nls t\ an ,_i: '"'.
e Ju ,.;? »aharthe BIA economic development divisiot '
- ,Tj ) ‘alang with ‘other economie development pro— .
e ... < grats, .should bé located in a. .8ingle agency \“ .
e AT fon,bettez coor@ination and a mgrée efficient vt
N | .l.fl” . delivery:of Ind1an economlc development budg- (.j 4
’ . ) ..‘; o » -‘ et8.'f "' o g ) » . ‘:‘ '4‘ b_
.‘CONCLUSIONS .;:, o 4'1 o S, Lre T

. X - E . o , .. ‘. . ; o R _; » ; Dae
X N ] : . Coe - NP . . : CA o v
‘ N ( 7 ° Ve
. o S . L.
' .
:

N Fedetal programs or act1V1t1es for bus1ness development
Yop Ind1an*reservat;ons are scattered throughout variols /- e
... Federal, departments and ,agencies. These programs have. grown g
. to a,po1nt<where efforts at effective coordlnatlon are’ d1f£1¢ . J. A
cult.. "To resolve thig. proble in 1975 we recommended .that®- o '%
y OHB_estabdlsh a committee on: zgdlan affaycs to‘clarlfy Federal +-°
= Indian -economic development respon; b lities and.a551gn the .-~ 7
L respons16111t1es to ‘a’single agencg/for directing’ and coordl---'. R
'~, nating program ‘efforts.  OMB did _not.implement qur: recommenda— Rl
. ¢ tion and:took the position that coordination- should - takewa st **;3‘
e place ‘at the reservation level: The; Indian Bu51neSSkDeve10p /j
. v ment. Commattee -yas eatab11shed to strengthen’ and facilitate ’
B cootdinatlon of Federal efforts- to develop Indian - busxness Q.

T,

entetprlses at the fleld tevel. S - S N gf‘“m
A' L] = . . . v M . . e,
. : . R 3,
N The Committee abandoned 1ts overallﬂobject1ves and-oon Y
N centtated on two - reservatiqa . This- effort however, was P o
"+ not, effectlve 1n coord1nat1ng Federal eeonpmle gevelopment.. o Co
. programs.”. o . o : . LR R ; ';s' ‘/
ThlS ralses a ser1ous questlon.,dlf,vas w1th the' shopplng _;“f;njf

. center in North Dakota,,coordlnatlon efforts at the Jocal T
o, level fail, - even when' a special ef;ort is made; and OMB does‘%§L\ N
'zf not want to establish a commlgtee on Indian affairs to’ coerdi-

‘ ~nate, Federal Indian economic developmernt-efforts. at the RN
SFRTA natyonal level, then 1s it p0551ble to effectlvely coordinate- * ., *°

' Federal programs? Probably it is not, and therefore, we’/ . v
. "% believe a single" ‘agency ‘shoeuld be chatged\w1th the respon-~ ., - 2 - .|
a-“f s1b111ty and. held accountable for, managing Federal programs '

‘for Ind1an bu81ness developmen R , o, e D

N e R .y ~ - . . , »\_.‘:
' ‘.g . The Amerlcan¢1nd1an Pollcy Review Comm1551on also con=

- &luded’. that ‘Federal ecpnomic development programs should. i

be located ‘in.a gingle- agency for :better. cogrdination and. ~Pﬂ : :
o a/more eff1c1ent de11very of Ind1an economic development N Ta. ot

-

~ Al s ., : -
. B . . . ~ . . EAN .




- ', ’-RECOMMENDATION TOTHE CONGRESS / e

L ‘ 1 ‘ . .
yooo : f: We recommend: that the Congress consolidate Federal ,
LT Indian econdmic d’eVelopment programs and Klice them in a =
3 ;. 'single agency. This dgency would be in-a Tuch better- posi-
. ‘_'tion to implement our other recommendations. '
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