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BY THE COMPTROULER GENERAL

Report To The Congress

OF THE UNITED STATES Gt

Minority Firms On Local Public
Works Projects--Mixed Results

Four Members of Congress asked GAO to
review the requirement that minority firms
receive 10 percent of Federal funds for local
public works projects. GAO found that the
requirement has some benefits. Minority
business firms received an increased share of
Federal funds, and new firms were devel
oped.

However, many problems resulted. Project
costs increased, certain locations lacked
minority firms, and the eligibility of many
firms appeared questionable.

Directing Federal agencies to require that

minority firms share in Federal procure-
ments is commendable. However, such a
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The Public Works Employment Act of 1977, which
established the second round of the local public works pro-
gram, contained a provision that at least 10 percent of the
$4 billion of Federal funds authorized for the program be
spent with minority firms. This report assesses the impact
of the Economic Development Administration's implementation
of the l0-percent minority provision.

To the President of the Senate and the
Speaker of the House of Representatives

we made our review pursuant to the requests of Congress-
man John Paul Hammerschmidt, Ranking Minority Member, Subcom-
mittee on Economic Development, House Committee on Public
Works and Transportation; and Senators John A. Durkin, James
A. McClure, and Thomas J. MclIntyre.

We are sending copies of this report to the Director,
Office of Management and Budget, and the Secretary of
Commerce.

o tr&f!er General
of the United States
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COMPTROLLER GENEKAL'S MINORITY FIRMS ON LOCAL
KEPORT TO ‘IHE CONGRESS PUBLIC WORKS PROJECTS--

MIXED RESULTS

LIGES?T

¢

The l0-percent minority provision requiring that at ,///
least $400 million of $4 billion of Federal funds

under the second round of the Local Public Works

Program be spent with minority firms has resulted

in some benefits:

--Minority business firms received ////
an increased share of Federal funds.
(See pp. 7 to 9.)

--New minority firms were established, p///
and existing minority firms gained
valuable work experience. (See pp.

13 and 14.)

--Some prime contractors found minority J//
firms that could be used on future
work. (See pp. 14 and 15.)

Using minority firms did not cause appreciable
delays to the start of the construction of
projects. (See pp. 9 to 1ll.)

However, the l0-percent requirement was not
without problems:

--The Economic Development Administration
used about 25 percent of the $15 million b////
of administrative funds to monitor the
minority provision. The agency requested
and received additional funds to carry out
the provision. (See pp. 16 and 17.)

--Project construction costs increased when
contractors complied with the minority ’//
provision.f Price quotes of minority firms
averaged about 9 percent higher than normal
prices and generally increased construction
costs. (See pp. 17 to 20.)

Tear Sheet. Upon removal, the report CED-79-9
cover date should be noted hereon. L
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-=-About 48 percent of rural projects and ;9////

51 percent of urban projects had diffi-
culty finding minority firms. (See
pp. 20 to 23.)

--Projects in certain States used out-o;-/ 0//////

State minority firms extensivel for
example, 57 of 83 contracts awarded by

New Hampshire projects went to out-of-
State minority firms. (See pp. 23 and 24.)

~--The eligibility of minority firms has been
a persistent problem to the Economic
Development Administration. Many firms
listed as suppliers have been reclassified
as "brokers" by the agency. (See pp. 25
to 27.) :

--Some prime contractors established minority //////
firms to take advantage of the program with
no intent of continuing in husiness after the
minority provision lapsed,) For example, on a
New Jersey project a partnership was formed
between a prime contractor and a minority
employee of the prime contractor. The minority
member does not participate in managing the
firm and believes the partnership will be
dissolved when the second round is over.
(See pp. 27 to 30.)

--Some minority firms were unable to obtain
working capital or bonding, had difficulties
with Federal paperwork, and sometimes were
unable to meet contractual obligations.

(See pp. 30 to 32.)

The Economic Development Administration's reporting
system permits minority firm participation on some
projects to be counted erroneously. Instances of
underreporting and overreporting of minority parti-
cipation were found when projects awarded prime
contracts as well as subcontracts to minority firms.
Also, some ineligible minority firms continue to be
included in the agency's statistics. (See pp. 32
to 34.)

State and local chapters of the Association of
General Contractors of America, Inc., believe that
the minority provision has effectively eliminated
competition. This has fostered some negative atti-
tudes and resulted in court challenges to the
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legality of the minority provision. On the other
hand, minority contractor associations were in
favor of the provision and liked its effect on
minority firms. Several minority associations,
however, believed that some prime contractors
were setting up questionable firms to comply
with the minority provision, thus preventing
genuine minority firms from participating.

(See pp. 35 to 37.)

GAO believes that several factors, some of them
statutory and beyond the Economic Development
Administration's control, combined to cause many
of the problems discussed. Tight deadlines for
getting projects started, 60 days for processing
applications and 90 days for starting construction
the large appropriation of Federal funds, $4 bil-

lion which had to be obligated in a short time u—”//,

period; and the Economic Development Administra-
tion's rigid application, stringent enforcement
of the provision, combined at the same time to
prevent the minority provision from achieving
its maximum impact.

GAO believes, however, that the strong commitment
to the minority provision and the Economic De-
velopment Administration's high priority on its
success contributed to the increased use of
minority firms during the second round of the
Local Public Works Program. e

RECOMMENDATIONS TO THE
SECRETARY OF COMMERCE

Draft legislation for a new Labor Intensive Public
works Program was submitted but not acted on by the
95th Congress. It would have assigned administra- [~
tion to the Economic Development Administration,

and included a minority provision which required

a flexible range of 2 to 15 percent with an

overall goal of 10 percent.

If similar legislation is enacted, the Secretary of
Commerce should direct the Economic Development
Administration to:

--Provide guidelines to grantees so that min- c///

ority firms are certified legitimate before
participating on projects.

Tear Sheet iii
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--Direct grantees to assist prime contractors ‘///
in locating qualified minority firms.

--Require grantees to have minority firms :
under binding contracts before starting ///
construction and permit later substitu-
tion of minority firms only with the
Economic Development Administration's
approval.

--Direct grantees to monitor closely minority ~//
firms established by prime contractors and
listed as subcontractors on the same projects
as the prime contractors to preclude eligi-
bility problems.

--Permit participation by minority suppliers,
other than minority manufacturers, only to v///
the extent of the commission or markup on
sales rather than counting the total amount
of sales toward the minority goal.

--Record minority participation more accurately
to better account for the percentage goal
attained in meeting the flexible minority
requirement.

RECOMMENDATIONS TO THE CONGRESS

The Congress should de31gn future minority ~
provisions so as to minimize problems noted in
this report. GAO recommends that future
minority provisions:

~--Impose a penalty, such as debarment from
participating in future federally funded pro-
jects, on contractors that establish ineli-
gible minority firms to circumvent the intent
of the minority requirement.

--Use a flexible percentage for applying the _4//
minority requirement based on the availabil-
ity of minority firms and/or percentage of
minor ity population in certain areas measured /
against an overall goal.

Also, the Congress should consider whether a

countercyclical program, such as the local publlc
works program with its tight deadlines, represents
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a suitable mechanism for implementing a minority
provision.

AGENCY COMMENTS

The Assistant Secretary for Economic Development
said the report is basically fair and accurate.
He concurred with GAO's conclusions and
recommendations. (See pp. 42 and 43.)
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INTRODUCTION

The Local Public Works (LPw) Program was designed to @
(1) create private sector employment opportunities in .
areas of high unemployment through the construction or W
renovation of useful public facilities and (2) promote
economic recovery by stimulating national and local econo-
mies. The Congress appropriated $6 billion for the LPW
program which was funded in two phases: §$2 billion for the
first round and $4 billion for the second round. The
second round contained a provision reqguiring that at least
10 percent of the $4 billion be spent with minority firfi::,—J

contractors and suppliers.

This report responds to the requests by Representative
John Paul Hammerschmidt, ranking minority member of the
Subcommittee on Economic Development, House Committee on
Public Works and Transportation; and Senators John A. Durkin;
James A. McClure; and Thomas J. McIntyre. (See app. I and

IT1.)
G we | -
We-were asked to assess the impact of the minority
provision on the LPW program and to find out whether

implementation of the provision has

(ildelayed the start of construction of public
works projects,

UB . .
g-mcreased project construction costs,

(iacaused problems because some geographic areas
lack minority firms,

--required the use of out-of-State minority
firms to comply with the provision, and

S—resulted in establishing minority firms
ineligible to participate in the program.

FIRST AND SECOND ROUNDS

e A, . e e e i e

OF THE LPW PROGRAM

The Local Public Works Capital Development and
Investment Act of 1976, (title I, Public Works Employment
Act of 1976), enacted on July 22, 1976, established the
LW program. The act authorized funding of $2 billion,
which was subsequently appropriated by the Congress. It
directed the Secretary of Commerce, through the Economic
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Development Administration (EDA), to make grants to
States and local governments for the total costs of LPW
projects. To stimulate the economy and provide jobs
quickly, EDA was required to process applications within
60 days of receipt, and construction was required to
start no more than 90 days after project approval.

Because of the widespread demand for such projects,
EDA received about 25,000 applications for about $24 billion
from States and local governments. By early February 1977,
EDA had approved 2,062 projects, representing about $2 bil-
lion of first round funds. We issued two reports dealing
with local public works—--a report to the Congress on the
selection process used for the first round of the LPW pro-
gram, and a letter report on labor used on first-round
public works projects. 1/

The Public Works Employment Act of 1977 (title I,
Public Law 95-28) enacted on May 13, 1977, amended the Local
Public Works Capital Development and Investment Act of 1976.
This act authorized the second round of the LPW program and
an additional $4 billion to continue stimulating the economy
and to help fund the backlog of applications EDA had received
under the first round. The 1977 act required EDA to imple-
ment several program changes to reduce first-round funding
inequities among different areas and types of governmental
units and to improve the selection process to target funds
to areas of highest unemployment. The act also required
applicants to choose projects according to local priorities
based on community needs.

The additional $4 billion was appropriated on May 13,
1977, and had to be obligated by September 30, 1977. Funds
were allocated primarily on the basis of unemployment data.
States such as Arkansas, Iowa, New Hampshire, and Wyoming
each received the minimum allocation of $30 million.

New York received about $494 million, the most allocated
to any State. ’

As of September 30, 1977, EDA had approved 8,554
projects under the second round of the LPW program, repre-
senting the $4 billion appropriation. About 71 percent of
second-round funds were used to finance projects originally
submitted but not selected under the first round.

e e 2 i PV S o et

1/"Selection Process Used for First Round of Local Public
Works Program--Adequate But Some Problems Experienced,”
CED-78-36, Mar. 30, 1978. "Study of Labor Used on
Public Works Projects Funded Under the First Round of
Local Public Works Program," CED-78-140, Aug. 4, 1978.
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Approved first- and second-round projects had some
similar and some different characteristics. Projects for
improving water and sewer utilities and repairing streets and
roads represented over 40 percent of first- and second-round
approvals. Projects for constructing or renovating schools,
municipal office buildings, recreational facilities, police
and fire stations, community centers, and hospitals were also
emphasized under both rounds. Cities and towns received over
58 percent of the approved first- and second-round projects.
State, county, and school district applicants received most
of the remaining projects.

Second~round projects were more effectively selected
to reach areas with severe unemployment than first~-round
projects. Also, the average EDA grant for second-round
projects (about $469,000) was less than half the average
grant tor first-round projects (about $952,000). EDA
believes the smaller size of second-round projects should
mean more rapid project completion and estimates that
over 62 percent of second-round projects will be completed
in less than a year, compared to only about 47 percent
of first-round projects.

10-PERCENT MINORITY
BUSINESS REQUIREMENT

The Public Works Employment Act of 1977, which
authorized the second round of the LPW program, included
a provision requiring that at least 10 percent of each EDA
grant be spent with minority firms--contractors and suppliers.
Therefore, at least $400 million was earmarked for the minor-
ity business sector. Grantees were responsible for assuring
that 10 percent of the grant would be spent with minority
firms. Usually, grantees required their prime contractors
to include assurances that 10 percent of the grant amount
would be spent with minority subcontractors or suppliers.
However, grantees could themselves enter into contracts
with minority prime contractors or suppliers.

Representative Parren Mitchell, who introduced the
l0-percent minority provision as part of House bill 11,
cited the decline in the number of minority firms in
construction industries as justifying a minority set-aside
provision. Another factor cited was that the Federal
Government has not actively pursued economic parity.
During fiscal year 1976, Federal agencies purchased goods
and services totaling $68 billion, but less than 1 percent
of the contracts were with the minority business sector.

Senator Edward Brooke, who introduced the l0-percent
minority provision as an amendment to Senate bill 427,
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pointed out that the set-aside concept had been used

in the past--for example, the Small Business Administration's
(SBA's) 8(a) procurement program. He also cited the set-aside
provision already contained in the bill, whereby 2-1/2 per-
cent of the $4 billion was reserved for projects requested

by Indian tribes or Alaska Native villages. Senator Brooke
stressed that the provision would relieve the chronic
unemployment in minority communities, because minority

firms draw their work forces mostly from such communities.

In congressional debates it was asked whether the
l0-percent minority requirement would delay the start of
public works projects. However, Representative Mitchell and
Senator Brooke said that EDA maintained rosters by State
listing capable minority firms that could participate in the
program.

Also, several Representatives and Senators were
concerned about whether the l0-percent minority requirement
would apply to areas or States having few minority firms.
The Senate version of the amendment provided that accommo-
dations be made for projects located in areas with less than
5-percent minority populations.

Although the Senate version was not adopted, the
conference report on the proposed LPW legislation states that
the minority provision shall depend on availability of minor-
ity business enterprises in the project area. The provision
as enacted, however, gave the Secretary of Commerce the
authority and discretion to waive the minority requirement
when and if she decides to do so. It reads as follows:

"Except to the extent that the Secretary determines
otherwise, no grant shall be made under this act
for any local public works project unless the ap-
plicant gives satisfactory assurance to the Secre-
tary that at least 10 per centum of the amount of
each grant shall be expended for minority business
enterprises. For purposes of this paragraph, the
term 'minority business enterprise' means a busi-
ness at least 50 per centum of which is owned by
minority group members or, in case of a publicly
owned business, at least 51 per centum of the

stock of which is owned by minority group members.
For the purpose of the preceeding sentence, minority
group members are citizens of the United States who
are Negroes, Spanish-speaking, Orientals, Indians,
Eskimos, and Aleuts.”




It is quite clear that the statutory language does not limit
the Secretary's freedom of action, as could easily have been
accomplished had the Congress wished to do so, in deciding
when or whether to grant a waiver in a specific case.

Several other Federal departments and agencies have
made policies and implemented regulations establishing pro-
grams to increase contracting with minority firms. For exam-
ple, the Environmental Protection Agency requires positive
efforts including goals and timetables to increase the oppor-
tunity for minority firms to obtain contracts under grants
awarded for construction of publicly owned water and sewage
treatment projects. The Department of Transportation encour-
ages increased use of firms owned and controlled by minori-
ties and women. Direct procurements and contracts under
Transportation's financial assistance programs must reflect
appropriate goals for use of minority firms with written
justification for the goals. Transportation's Urban Mass
Transportation Administration (UMTA) also requires percentage
goals to be established so that minority firms have the
maximum opportunity to participate in UMTA-financed contracts.

SCOPE OF REVIEW

We interviewed EDA officials and reviewed policies,
regulations, and procedures at headquarters in Washington,
D.C., and regional offices in Atlanta, Georgia; Austin,
Texas; Chicago, Illinois; Denver, Colorado; Philadelphia,
Pennsylvania; and Seattle, Washington. We interviewed SBA
and Office of Minority Business Enterprise (OMBE) officials
of various field offices located within the six EDA regions.

We analyzed the files of 420 projects located in the
50 States, District of Columbia, Guam, Puerto Rico, and the
Trust Territories of the Pacific to assess the nature and
extent of EDA's implementation of the minority provision.
The 420 project files represented a stratified ‘'random sample
of the 8,554 second~round projects nationwide and accounted
for $617 million, or about 15 percent, of the $4 billion of
second-round funds. (See app. III for sampling plan.)

we conducted a nationwide telephone survey, and obtained

usable responses from 389 grantees, 350 prime contractors,

and 189 minority firms associated with the randomly sampled
projects. The telephone survey provided some insight into

the experiences of the various project participants in com-
plying with the minority provision. Throughout the report,
estimates of the adjusted universe based on our survey results
were computed in accordance with accepted statistical prac-
tices for stratified samples. 1In other parts of the report,
we merely state the absolute results of our sample in raw
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numbers or percentages. Such results provide a reasonable
but not a statistical estimate of the universe.

We also visited 33 of the sampled projects. These
projects were located in 29 States and included a mix of
small and large projects, rural and urban projects, and
projects in various stages of completion. (See app. IV
for list of States and characteristics of projects visited.)
We visited sites primarily to confirm information obtained
from grantees, prime contractors, and minority firms during
the telephone survey and to observe minority firms at their
place of business or performing on the project. We also
contacted trade and minority contractor associations, non-
bidding prime contractors, and nonminority subcontractors
to seek their views and opinions on the minority provision.

Our fieldwork was conducted from May through August
1978. The second round of the LPW program was underway
during that period, and our findings could be affected by
subsequent actions as the second round progresses.



CHAPTER 2

SOME BENEFITS IN USING MINORITY

FIRMS ON PUBLIC WORKS PROJECTS

EDA's implementation of the minority provision resulted
in some benefits. Minority firms' share of Federal funds
under the second round of the LPW program was substantial
compared with the results of past Federal attempts to bring
the minority business sector into the economy's mainstream.
EDA did not have to extend the start of construction for many
projects, and only about one of every five projects had con-~
struction delays because of difficulties with using minority
firms. Thus, a primary purpose of the minority provision--to
give more Federal funds to minority firms--was achieved
without significant delays to the start of LPW projects.

The 10-percent requirement included in the second round
was the primary reason for the increased use of minority
firms. Another factor was EDA's strong commitment to enforce
the provision. The law afforded EDA broad discretion to de-
termine those cases in which waivers should be granted. How-
ever, EDA elected to enforce the requirement stringently, and
few projects were granted waivers.

Other benefits resulted from using minority firms on
public works projects. New minority firms were established,
and existing firms gained experience. Some prime contractors
found that minority firms performed adequately and would be
given the opportunity to compete on future subcontract work,
In addition, minority firms which obtained contracts on LPW
projects were able to provide employment for minority workers.

MINORITY FIRM SHAKE OF
FEDEKAL FUNDS INCREASED

One purpose of the minority provision was-to increase
the share of Federal funds received by minority firms. The
provision required that at least $400 million, or 10 percent
of the $4 billion second-round authorization, be contracted
with minority firms.

As of September 1, 1978, unconfirmed estimates indicate
that about 16 percent, or $634 million, will go to minority
firms. However, EDA anticipates some slippage due to its
monitoring efforts and correcting of reporting errors. 1In
its September 1978 "Interim Report On 10 Percent Minority
Business Enterprise Requirement," EDA estimates that minority
firms will receive about $560 million, or about 14 percent
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of second-round funding, once final adjustments are made.
The following taole shows the minority participation
presently being reported on a regional basis.

MINORITY PAKTICIPATION BY REGION--SEPTEMBER 1, 1978

_ Minority firms
Total Share of Percent of
Total second- second- second-
EDA region projects round funds round funds round funds

(000,000 omitted)

Atlantic 2,905 $1,563 $272 17
Southeast 1,114 436 55 13
Southwest 648 263 50 19
Midwest 1,204 538 67 13
Rocky Mountain 937 311 48 15
western 1,632 __806 142 18

Total  a/8,440 a/$3,917 $634 16

a/Less than the totals of 8,554 projects and $4 billion
because 114 projects had not submitted minority reports
as of Sept. 1978.

About 90 percent, or $572 million of the $634 million,
represented contracts awarded to about 6,200 minority firms.
The remaining 10 percent represented agreements on which
binding contracts had not yet been negotiated. Minority
firms have received contracts ranging from less than
$1,000 to over $1 million; the average contract is about
$46,000. .

Because the first round did not include a minority
provision, EDA maintained no statistics on first-round fund-
ing that went to minority firms. However, 291 prime con-
tractors indicated that they participated on comparable pub-
lic works projects before the second round. About 68 percent
of these prime contractors said that minority firms received
S percent or less of contracts on earlier public works pro-
jects. Obviously, many of these public works projects were
funded under the first-round authorization.

There are other indications that minority firms
received few Federal procurement dollars before the second



round of the LPW program. In fiscal year 1977, the Government
directed only $1.1 billion to minority firms out of a total of
$85.5 billion in contracts with private business. Another in-
dication is a comparison of SBA's 8(a) procurement program to
the second round. Data shows that from 1967 through 1978--a
12-year period--$459 million of SBA funds went to minority
firms for construction work--as compared to the $634 million
of second-round funds during the short period of the LPW
program.

Minority firm participation under the second round of
the LPw program represents a significant increase over the
first round of the program and past Federal attempts to bring
the minority business sector into the economy's mainstream.

USING MINORITY FIRMS DID NOT

Few projects under the LPW program's second round were
extended because of the requirement that minority firms be
used. Grantees are permitted to request extensions if con-
struction cannot start within 90 days of project approval.

As of September 1, 1978, 1,288 extensions had been
granted to the 8,554 projects nationwide. EDA identified
only 183 extensions that were granted because of problems in
meeting the minority provision. Assuming the 183 extensions
represented individual projects, only about 2 percent of the
8,554 projects had to be extended due to the minority provi-
sion. The following chart provides a breakdown of extension
data by region.




GRS

NUMBER AND REASON FOR EXTENSIONS

Minority
EDA Total High provision Other

region projects bids Weather problems (note a) Total
Atlantic 2,920 46 31 37 110 224
Southeast 1,126 55 3 34 32 124
Southwest 651 49 5 41 25 120
Midwest 1,254 59 16 20 61 156
Rocky
Mountain 942 68 73 9 33 183
Western 1,661 171 136 42 132 481

Total 8,554 48 264 83 393 1,288

a/Most other reasons for extensions were insufficient bids and
legal and environmental problems.

Because the Western region granted a significant number
of extensions due to high bids, EDA headquarters asked the
region to conduct a survey. The region contacted grantees,
construction union representatives, and chapter representa-
tives of Associated General Contractors of America, Inc. (AGC)
in cities experiencing high bids to determine the condition of
the construction market. Generally, the survey disclosed that
a major reason for high bids was that local contractors had
plenty of construction work without the LPW program.

An analysis of EDA records and grantee responses to our
telephone survey generally confirmed the limited number of
extensions granted because of minority provision problems. A
possible factor limiting the number of these extensions was
the procedures EDA developed for processing second-round pro-
jects. Grantees had to submit various data to receive the 50-
percent funding initially provided to most second-round pro-
jects. Evidence that construction started within 90 days
after project approval had to be furnished to EDA. 1In addi-
tion, all bidders for prime contracts were required to set
forth in their bid documents the names and addresses of the
minority firms they intended to use, a brief description of
the work each firm would perform, and the total amount
that would be expended for the minority firms. Only those
bids which provided for the necessary amounts to meet the
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lu-percent requirement were deemed responsive. Within five
days after bid opening, the apparent low bidder had to list
specific amounts it intended to spend for each minority firm.

Grantees had to file initial reports with EDA listing
the names and addresses of each minority firm which would be
used to meet the l0-percent requirement. To determine eligi-
bility for the initial 50-percent funding, EDA generally
elected to accept the information on minority firms and
verify such information during the construction period.

As soon as contracts with minority firms were executed,
grantees were required to file a report with EDA signed by
the minority firm confirming the amount it was to receive for
its work on the project. Grantees were required to submit
additional reports when project construction was 40 percent
complete in order to receive the remaining 50-percent funding.
EDA would not release the entire 50-percent funding unless
the reports indicated that executed contracts with minority
firms amounted to at least 10 percent of the EDA grant.

Consequently, most projects were permitted to begin
construction with only a plan for meeting the minority re-
qguirement. An EDA official said that as grantees were per-
mitted to start construction and receive initial funding
without having minority firms under binding contracts,
requests for extensions because of problems with minority
firms were limited.

About 19 percent, or one of every five projects, had
delays after construction started because of problems with
minority firms. The delays averaged about 5 weeks.

The following table shows the number of projects delayed

due to problems with minority firms compared to the percentage
of completed projects.

11
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Comparison of Construction

Delays to Project Completion

Problems with minority firms

Percentage Total Delayed
of completion proijects projects Percent

0- 20 586 8 14

21- 40 86 16 19
41- 60 62 15 24
61- 80 40 8 20
81-100 79 16 20
325 63 19

The number of projects experiencing construction delays
attributable to the minority requirement may increase as the
8,554 second-round projects near completion. According to EDA
officials, delays on federally financed projects are not un-
common. Hence, they believed that the data in the above table
is significant only if compared to the number of projects
delayed due to other problems, such as weather, supply
slippages, or problems with nonminority firms.

STRONG EDA COMMITMENT
TO MINORITY PROVISION

After passage of the Public Works Employment Act of
1977, EDA assigned a high priority to implementing the minor-
ity provision. EDA officials stressed to project applicants
and to representatives of the construction industry that EDA
was committed to meeting the minority requirement. Throughout
the preapproval and postapproval stages of the LPW program,
EDA headquarters and regional staff designated the l0-percent
provision as critical to the second-round program's success.
LDA headquarters established a special unit to monitor and
help with implementation of the provision.

EDA developed procedures to stringently enforce the
minority requirement and ensure that prime contractors sought
out and used qualified minority subcontractors and suppliers.
Grantees were provided with detailed instructions for dealing
with bidders, and also were required to report on the prime
contractors' performances in meeting the l0-percent minority
requirement.
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An EDA headquarters official asserted that the
substantially increased use of minority firms would not have
occurred without the agency's strong commitment and high
priority given to the minority program. This strong commit-
ment shows in the small number of waivers Oof minority require-
ments granted by EDA to the 8,554 projects. The following
table shows the number of waivers granted during January-March
1978--when about 85 percent of the second-round projects had
begun construction.

3-Month waiver activity in 1978

waiver status January February March  Total
waivers requested 45 12 13 70
Pending decision - - 7 7
wWithdrawn 0 7 10 17
Denied 16 0 0 16
Approved 18 3 9 30

These figures show that few waivers were requested, and
few were approved. However, EDA reported that grantees
sought about 1,000 waivers before projects were opened for
bid. Because the waiver requests were submitted before
receipt of contractor bids, the requests were denied as being
premature. EDA's policy was to accept and review waivers only
after projects opened for bid. Another factor was that many
grantees did not apply for waivers because they knew that EDA
woula grant them only in extreme cases and only after
extensive documentation of the efforts to meet the provision.

Obviously, the minority provision, legislated to apply
only to the second round of the LPW program, was the primary
reason that minority firms were used more in the second round
than in the first. However, EDA's strong commitment to and
stringent enforcement of the minority provision also proved
effective in increasing the use of minority firms. Many gran-
tees complying with the 10-percent minority requirement might
have sought a waiver if EDA had been less committed to
implementing the minority provision.

QTHER BENEFITS FROM
OSING_ MINORITY FIRMS

e o T o A —————

In our telephone survey, we asked grantees and prime
contractors whether they believed that the use of minority
firms on LPw projects resulted in any benefits.
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Grantee respondents on 151 of the 389 projects believed
that the provision led to development of new minority firms
or enabled existing ones to survive. For example, a Cali-
fornia county official said that eight minority firms re-
ceived contracts of $3.4 million that enabled them to work
on projects of larger magnitude than normal and also enabled
some firms to continue in business. A Massachusetts local
official reported that a minority firm was created as a joint
venture between a nonminority contractor and a former minor-
ity employee of that contractor which appeared to be operating
smoothly on the project. The minority member told us that he
participated actively in managing the joint venture and that
this experience has enabled him to bid independently on
construction jobs as high as $500,000.

Prime contractor respondents found the work performed
by 90 percent of the 701 minority firms on the 350 projects
to be acceptable. About 34 percent of the contractors said
that the firms would be considered for future work and would
be given the opportunity to submit bids. On one New Jersey
project, a prime contractor admitted that he initially had
a negative attitude toward the minority provision. However,
after observing a minority firm's performance on the project,
he was pleasantly surprised. He would not hesitate to use
the firm if more work in the firm's area of expertise was
required. On a Michigan project, a prime contractor said
that the minority firm submitted the lowest bid, performed
acceptably, and would be considered for future work.

The Utah chapter of the AGC conducted a survey of prime
contractors on 18 projects representing about $8.6 million of
Utah's $30 million allocation. The performance of the minor-
ity firms was rated as good to excellent by 12 of the 18 prime
contractors surveyed. The AGC Carolinas branch surveyed bid-
ders on second-round projects in North and South Carolina and
received over 600 responses. Of these, 81 percent considered
the minority firms to be competent in their specialities.

Grantee respondents on 128 of 389 projects believed that
the minority provision provided employment for minorities
that otherwise would not have been available. On a Florida
project funded by an EDA grant of $125,000, a local official
said that his community had a large number of unemployed
minority workers. The minority firm received a contract for
$110,000, and unemployed persons were hired by the minority
firm.

Also mentioned less frequently in our telephone survey
was that the minority provision has
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~=-improved communications between minority firms
and prime contractors and

--provided the prime contractors with a wider range
of bidders for subcontract work.

Overall, more than half of the prime contractors saw
no benefits in having a minority requirement. These prime
contractors~-unaccustomed to working with minority firms and
disturbed at abandoning established relationships--disagree
with the intent of the minority provision.

A number of minority firm representatives contacted
during our site visits observed that the experience gained
and the money received from working on LPW projects was
helpful. At a California project, a minority firm's repre-
sentative told us that the provision enabled the firm to
obtain contracts it would not normally get. The represen-
tative was happy with the program and the amount of dollars
received, and indicated that the provision helped the firm
obtain technical expertise. At a New York project, the
minority firm's representative stated that the provision
enabled him to reestablish his business. Because the pro-
vision has forced prime contractors to deal with his firm,
he is developing a track record that will enable him to stay
in business when the LPW program is over.
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CHAPTER 3

USING MINORITY FIRKMS IS COSTLY

AND NOT WITHOUT PROBLEMS

Many problems resulted from using minority firms on
public works projects. EDA was saddled with additional
administrative costs, and construction costs on many pro-
jects were increased by contracting with minority firms. A
lack of minority firms in some rural and urban areas made
compliance with the minority requirement difficult for many
grantees. Prime contractors on projects in certain States
had to find and contract with out-of-State minority firms to
meet the minority requirement. The questionable eligibility
of many minority firms to participate in the LPW program has
been a persistent problem for EDA. In some cases, EDA
declared minority firms ineligible after much of the project
construction had been completed, placing an added burden on
the prime contractor.

Some minority firms had inadequate working capital,
were unable to obtain bonding, and had problems with Federal
paperwork and competitive bidding procedures. In some cases,
minority firms participated on too many public works projects
at one time and had difficulty meeting their contractual
obligations.

Construction contractor associations--trade and
minority--expressed some dissatisfaction with the implemen-
tation of the minority provision. A number of lawsuits have
been filed by trade associations to block implementation.

Several factors related to the minority provision
combined to cause many of these problems. These factors,
some of them statutory and beyond EDA's control, were:

--Too tight deadlines--60 days to prooess appli-
cations and 90 days to start construction.

--Too rigid application--EDA's stringent enforce-
ment policy.

--Too much money for such a short time period--
a $4 billion second-round authorization that had
to be obligated quickly.

INCREASED ADMINISTRATION COST

EDA's implementing and monitoring of the l0-percent
minority provision required a disproportionate amount of the
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initial $15 million of LPW funds earmarked to administer the
second round. In requesting a $14 million supplemental
appropriation, EDA reasoned that the time and staff needed
to carry out the minority provision mandate reguired more
administration funds.

The Congress appropriated $15 million to EDA for
administering the second round of the LPW program. EDA
was to use these funds to hire temporary staff to implement
and monitor the second round and to cover the cost of space,
supplies, transportation, and other expenses. During the
the second-round peak processing period, about 500 temporary
staff, and many of EDA's permanent staff, carried out
second-round activites.

EDA regional officials said that, because administration
of the minority provision was accorded such high priority, it
required more staff time than most other facets of the LPW
program. EDA headquarters estimates, on the basis of a study
prepared by the LPw staff, that of the initial $15 million
administrative set-aside, $3.5 million, or a little less than
25 percent, was expended for monitoring the minority business
provision.

In June 1978 EDA requested a $14 million supplemental
appropriation to ensure adeguate program management during
fiscal years 1978 and 1979. EDA's request cited the workload
of administering 8,554 second-round projects instead of the
initially estimated 4,000 projects. The request also said
that special provisions of the second round, such as the
mandate about minority firms, increased administration costs.
EDA noted that the staff time needed to monitor the provision
was underestimated. In August 1978, $3.8 million was added to
EDA's fiscal year 1978 appropriation. Also, EDA's fiscal year
1979 appropriation enacted in October 1978, provided $10.6
million for EDA administration of the second round.

INCREASED CONSTRUCTION_COST

High bids have occurred on many second-round projects.
Several factors contributed to high bids. In some cases, poor
estimating by applicants or overbidding by prime contractors
not needing the work resulted in high bids. In other cases,
high bids resulted from the increased costs of doing business
with minority firms.

we estimate that about 40 percent of the prime
contractors on 7,196 projects had problems with the prices
guoted by minority firms. (See app. III, table 3.) Most
prime contractors stated that price quotes by minority firms
generally increased costs because contracts were negotiated or
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competition was limited to minority firms. The price guotes
of minority firms averaged about 9 percent higher than normal
prices.

The following table shows on a percentage basis the most
common reasons cited by prime contractor respondents for the
problems with minority firm price quotes.

Reasons for Problems with Minority Firm Quotes

Reason Percent

Service/supply could have been obtained
from a nonminority at a lower price. 28

Minority firm's price high because of
guaranteed work. 22

Minority firm reluctant to submit quote. 18

Minority firm's cost of doing business

higher. 11
Higher price because minority firm came
from outside local area. 10
Other 11
Total 100

Instances of increased construction cost due to minority
firms' higher prices were confirmed during most of our site
visits. For example, a prime contractor on a Louisiana pro-
ject furnished bid information showing that the quotes of the
three minority firms were about 10 percent higher than non-
minor ity competitors. To compensate, the prime contractor
raised its overall bid by $22,000, or 2 percent--from
$1,125,000 to $1,147,000. The prime contractor on an Arizona
project said that the 1l0-percent provision resulted in subcon-
tracting work to minority firms which the prime contractor
normally would have done. The minority firm's price was about
$4,100, or 10 percent higher. The prime contractor stated that
the additional cost was passed on to the grantee through a
higher bid.

EDA guidelines also stated that grantees and prime
contractors were expected to use minority firms with less
experience than available nonminority contractors and should
provide technical assistance to minority firms. Grantees
and prime contractors were expected to help minority firms
obtain bonding or working capital, include them in any
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overall pbond, or waive bonding where feasible. We estimate
that about 44 percent of the prime contractors on 7,196
projects had an added burden placed on them because they

(1) haa to assume some of the minority firms' administrative
work, (2) nad to purchase supplies for the minority firms
(usually not done for other subcontractors), or (3) had

to provide bonding or waive bonding for minority firms.

(See app. I11, table 4.)

For example, on a Texas project visited, the prime
contractor stated that he had to pay one-third of the minor-
ity firm's payroll and purchase material for the minority
firm. AGC surveys of contractors on second-round projects
in North Carolina and Massachusetts disclosed that many prime
contractors had to provide technical assistance or bonding
for their minority firms. The Massachusetts contractors
believed it was unfair to impose such risks on the prime
contractors.

Although EDA officials agreed that such assistance was
probably given more often to minority firms than is custom-
arily given to subcontractors on construction projects, they
believed that the amount of the true increase could be deter-
mined only if comparable data was gathered for nonminority
firms.

About two-thirds of the prime contractor respondents
who cited added burdens in dealing with minority firms
incurred additional costs after construction began. For
example, one prime contractor stated that he had subcon-
tracted with a minority firm that later defaulted and went
broke. The prime contractor had to pay for some supplies
and some of the minority firm's payroll at a cost of about
$9,000. This prime contractor told us that this type of
increased cost reduced his profit on the contract.

Construction costs on some second-round projects
escalated because the prime contract award did not go to
the low bidder. Analysis of pbid information on 343 of the
sample projects indicated that higher bidding contractors
received the award on 14 of these projects because low
bidders were declared nonresponsive for not meeting the
l0-percent minority requirement. For example, a New Jersey
project which we visited had an increased cost of about
$6,800 because the third low bidder received the award.
Since the prime contractor submitting the lowest bid failed
to identify the minority firms to be used on the project,
the bid of $182,160 was declared nonresponsive. The next
low bid of $185,000 was rejected because the grantee's
investigation indicated the minority firm listed by the
prime contractor was not bona fide. The prime contractor
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submitting the third low bid of $188,940 received the con-
tract award.

A North Carolina project visited had an increased cost
ot over $21,000 because the low bidders on two prime con-
tracts were declared nonresponsive for not meeting the min-
ority requirement. The next low bidder on both contracts
submitted bias totaling $91,519 compared to the low bids
which totaled $69,963. The winning prime contractor used the
same minority supplier to comply with the l0-percent require-
ment on both prime contracts. However, EDA later determined
the supplier to be not bona fide. As the project was almost
complete, the grantee requested and was granted a waiver
regarding that supplier.

Some cost increases resulting from the l0-percent
minority requirement were expected. In introducing the pro-
vision in the House, Representative Mitchell said that minor-
ity firms needed such a provision because they were unable
to compete with larger, older, and more established companies
that were usually successful in underbidding minority firms.
EDA has indicated that generally some cost increases should
not be considered unreasonable in contracting with minority
firms, since many such firms have built-in cost problems be-
cause they are small, undercapitalized, and without the
credit standing needed to order supplies and material.

While our site visits generally confirmed increased
costs because of the provision, two cases were noted in which
the prime contractors had overstated the cost in the tele-
phone survey. In the first instance, the prime contractor
on a Utah project said during the telephone survey that the
guote from a minority firm was $2,000 higher than a nonminor-
ity firm. dowever, during the site visit, we examined bid
documentation which indicated the cost increase was only
$1,056, a difference of 47 percent. In the other case,
analysis of the prime contractor's bid data on a Texas project
indicated the minority firm's bid was $4,000, or 4 percent,
higher than the nonminority firm's bid. However, the prime
contractor had indicated during the telephone survey that
$10,000 in increased cost resulted from the guote of the
minority firm, an overstatement of §6,000.

LACK OF MINORITY
FIRMS IN SOME PLACES

We classified the randomly sampled projects as rural or
urban using EDA criteria. Projects located within standard
metropolitan statistical areas were classified as urban.

All other projects were classified as rural. An esti-
mated 48 percent of the prime contractors on 3,500 rural
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projects and an estimated 51 percent of the prime contractors
on 3,696 urban projects had problems locating minority firms
to satisfy the l0-percent requirement. (See app. III,

tables SA and 6A.)

Urban projects in the Atlantic and Midwest regions and
rural projects in the Atlantic and Rocky Mountain regions
had the greatest difficulty locating minority firms. 1In
contrast, rural and urban projects in the Southwest and
western regions had the least difficulty. About 49 percent
of the prime contractors that had problems finding minority
firms said they went outside their normal market area to do
so.

Prime contractors described several types of problems
that arose in the search for minority firms, as shown in the
following table.

Problems Finding Minority Firms

Number of times cited

Rural Urban
Reason projects projects Total

Absence of qualified minority

firms in local area. 28 57 85
Unable to locate any minority

firms. 28 44 72
Unable to ascertain if minority

firms were qualified. 30 41 71
Took too long to find minority

firms. 27 32 59
Available minority firms lacked .

particular skill needed. 23 34 57
Available minority firms were

overbooked. 14 17 31

Examples of contractors' comments follow.

A prime contractor on an urban project in Alabama:
"No gualified minority firms in the local area.
Project consisted of laying pipeline and con-

structing a water tank. Did not know of any min-
ority firms that construct water tanks. Tried to
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find a minority firm who supplied pipe and was
finally successful."

A prime contractor on a rural project in Montana:

"There are generally problems finding minority
firms because many projects are in small towns
where there are none. There are few qualified min-
ority firms in many project areas in the States

of Montana, Wyoming, and Idaho. Also, there is a
large demand for the few minority firms that do
exist because of the EDA projects."

A prime contractor on an urban project in New York:

"particular skill of pile driving needed on project
was not available thru a minority firm."

A prime contractor on an urban project in California:

"Very hard to locate minority firms. Too many EDA
jobs came out at one time--minority firms had too
much work."

A prime contractor on a rural project in Arkansas:

"With this being a rural area, the implementation
of the provision was pushed too fast. There was
not enough time to locate minority firms."

A prime contractor on an urban project in Wisconsin:

"In sewer construction, finding a qualified
minority firm is a fantastic problem--especially
to the extent of 10 percent.”

The problems of locating minority firms were confirmed
during several of our site visits. For example, the prime
contractor on a North Dakota project said he was unable to
locate minority firms because there were no qualified firms
locally. Finally, the prime contractor had to resort to an
out-of-State minority supplier whose price on a $33,000 con-
tract was $1,400 higher than the prime contractor's supplier.
At the EDA Rocky Mountain region, we found that the minority
supplier for the one project we visited was also being used
on 44 other LPW projects in North and South Dakota. The
supplier had contracts totaling $541,000, and it appeared
that the supplier was the only minority firm used on at
least 33 of the 45 projects.
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In our opinion, prime contractors unable to locate
subcontractors locally saw the use of suppliers as the easi-
est and guickest way to comply with the l0-percent require-
ment. In some instances, minority suppliers were used
because the nature of the construction was not suited to
subcontracting, or the prime contractors normally performed
all work. For example, several prime contractors on sewer
construction projects said that they usually did all their
own work and therefore had to rely on minority suppliers to
meet the l0-percent minority reguirement.

Some grantees complained that finding minority firms was
difficult for prime contractors because listings of minority
firms furnished by various Federal agencies or organizations
were deficient. The listings usually contained less than
half the existing minority firms, included many minority
firms no longer in business, and in some cases described
skills that minority firms really did not possess. The in-
adequacy of the minority firm listings was confirmed during
several site visits.

For example, the grantee for one project was the State
of New Jersey. A State official told us that the State
received funds to finance about 11 second-round projects.

He stated that one of the State's biggest problems was iden-
tifying minority firms in the State, since no single source
compiled this data. As a last resort, the State awarded a
$200,000 grant to a university development center to compile
such a list. Although accuracy was somewhat guestionable,
the list named over 400 minority firms in the State and was
given to prospective bidders. The State official said that
many prime contractors reported that they were unable to lo-
cate qualified minority firms and that the State-furnished
list was of little use. A city official on a Florida project
told us that lists provided by the Urban League and an OMBE-
funded organization were not useful. The lists included all
types of minority firms, such as beauty shops and auto repair
shops. In most cases, the lists did not identify special
skills possessed by the minority firms. .

Qut-of-State minority firms

ELA guidelines directed prime contractors to use
minority firms from as wide a market area as economically
feasible. Out-of~State minority firms were to be used if
prime contractors, in the normal course of business, went
beyond State borders. However, out-of-State minority firms
were not required to be used when their prices did not remain
competitive and dealing with them became too burdensome.
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EDA records showed that as of September 26, 1978,
about 13,200 contracts had been awarded to minority firms.
Only about 11 percent of the contracts went to out-of-State
minority firms. However, several States used out-of-State
minority firms quite extensively, as shown in the following
chart.

States With Largest Percentage
of Out-Of-State Minority Firms

Minority firms

Number of  Under Out-of Percent out-
State projects  contract -State of-State
New Hampshire 68 83 57 69
wyoming 77 76 39 51
Vermont 109 136 68 50
Kentucky 83 67 31 46
Kansas 106 142 53 37
North Dakota 101 128 41 32

In some instances, using out-of-State minority firms
was logical--when a project was located close to a State
boundary and the adjoining State contained a concentration
of available minority firms, or when using out-of-State firms
was a normal business practice. Unfortunately, statistics
are not available on the frequency that out-of-State minor-
rity firms are used on construction projects not having a
minority requirement.

However, about 45 percent of the prime contractors in
our sample that used out-of-State minority firms said they
normally subcontracted within the State but had to go out of
State to comply with the minority provision. For example,
an AGC chapter representative contacted during our visit to
a New Hampshire project stated that the 57 out-of-State min-
ority firms on New Hampshire projects had to be used because
available minority firms in the State were few in number.
The representative believes that contracting in this manner
defeats the purpose of the LPW program. Data developed at
the EDA Atlantic region showed that minority firms on New
Hampshire projects received contracts totaling $2,330,650.
However, only about 28 percent of the $2,330,650 went to
minority firms located in New Hampshire.
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ELIGIBILITY OF MANY MINOKITY
FIRNS 15 QUESTIONABLE

The questionable eligibility of many minority firms
used on LPW projects has been a persistent problem for EDA.
EDA conducted a special investigation of 1,386 minority firms
and declared 449, or about 32 percent, ineligible to meet all
or a portion of the l0-percent requirement. During our 33
field visits, we identified 12 minority firms whose eligibil-
ity appears guestionable, although they continue to be
counted toward the 1l0~percent requirement. In addition,
the city of New York in its investigation of minority firms
used on city projects found serious problems concerning
eligibility.

Under EDA's criteria, in order for a minority firm to be
considered a legitimate firm, it must have at least 50 per-
cent minority~-group ownership that 1is real and continuing
and not created solely to meet the l0-percent requirement.
For example, the minority-group members must have control
over management, interest in capital, and earnings commensur-
ate with the percentage of minority ownership claimed. The
minority firm must perform significant work or services or
provide supplies under the contract and not act merely as a
funnel. 1In short, the contractual relationship must also be
bona fide.

During the early stages of the second round (September
1977 through January 1978), EDA declared very few minority
firms ineligible. Generally, EDA accepted minority firms
reported by grantees if the firms appeared on various lists
prepared by SBA, OMBE-affiliated local organizations, and
other State and local public and private organizations.
Firms not on the lists were scheduled for future review after
initial funds had been released to the grantee. EDA's pol-
icy was to release initial funding of 50 percent so as not to
delay projects because of unverified minority firms.

After most of the initial funding had been released,
EDA reviewed unverified minority firms. Questionnaires
filled out by such firms were reviewed and followed up
through telephone calls. EDA declared few minority firms
ineligible based on review of the questionnaires. The early
determinations that minority firms were ineligible usually
resulted from complaints or guestions raised by (1) minority
firms that believed they were cut from the program unfairly
or (2) unsuccessful bidders for prime contracts.

By March 1978, EDA realized that the eligibility of
minority firms was emerging as a larger problem than had been
realized. The volume of complaints about eligibility of




minority firms grew. EDA headquarters survey teams reported
that several investigations disclosed minority firms that
had minority owners with little or no role in management, or
provided few or no services and were usually fronts for non-
minority firms. Also, these investigations identified sup-
pliers that served no useful commercial function, were an
unnecessary intermediary between the regular suppliers and
the prime contractor, and existed merely to take advantage
of the l0-percent requirement. EDA stated that these types
of minority firms undermined the purpose of the minority
provision and made it harder for qualified minority firms

to obtain second-round funding. In addition, EDA computer
data revealed that many recently formed minority firms were
participating on several projects over a large geographic
area, which appeared highly suspicious to EDA officials.

EDA established special field teams in each region to
investigate minority firm legitimacy starting in April 1978.
EDA targeted its review to those situations most likely to
have abuse. Conseguently, many minority suppliers were re-
viewed to determine if such suppliers were functioning merely
as brokers. 1In addition, various minority construction con-
tractors, after considering the number, size, and variety of
contracts, as well as the volume of complaints, were selected
for review.

The special field teams were generally effective in
identifying minority firms ineligible for partial or whole
credit toward meeting the l0-percent requirement, as shown
by the following table.

Results of EDA Special Investigation

Number Percent
Minority firms investigated:
Suppliers 721
Contractors __665
Total 1,386 100
Minority firms declared:
Brokers 222 16
Non-~bona fide suppliers 141 10
Non~bona fide contractors _86 6
Total 449 32
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The 222 minority firms declared as brokers had about
$30 million of contract awards. However, only about $3 mil-
lion of the $30 million, which represented the commission or
markup taken on the contracts, was counted toward the 10-
percent requirement. The non-bona fide suppliers and con-
tractors had over $15 million of contract awards that were
not counted toward the l0-percent requirement.

An analysis of the supporting documentation used by the
EDA Atlantic region's field team to declare suppliers and
contractors non-bona fide indicated the primary reasons were:

--Minority members did not participate enough in
management of the firm, or the firm was estab-
lished as part of the prime contractor to meet
the l0-percent requirement.

--Minority status of minority members did not
qualify under the law; for example, Portuguese
descent.

--Minority subcontractor firms subcontracted most
of the work to nonminority subcontractors.

EDA's special field teams completed investigations in
July 1978. However, EDA is continuing to conduct indepth
reviews of minority firm contracts as grantees submit
additional reports.

Qur 33 site visits revealed that the problem of
ineligible minority firms was quite extensive. The legiti-
macy of 12 of 47 minority firms contacted during site visits
appears qguestionable according to EDA criteria. EDA had not
declared these 12 minority firms ineligible, and as of the
time of our field visits, they continue to be counted toward
the 10-percent requirement.

On a New Jersey project, for example, we believe a
partnership, formed in December 1977 between a-minority em-
loyee and the prime contractor, was established to meet the
minor ity provision. The minority member of the partnership
stated that he (1) had been an employee of the prime con-
tractor prior to the partnership, (2) is performing the same
type of work under the partnership, (3) does not participate
in management or administrative matters, and (4) believes
the partnership will be dissolved when the minority provision
is no longer in effect.

A second example concerns an Oklahoma project where
a minority firm received a $31,851 landscaping subcontract.
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The firm had no landscaping employees or equipment. The
firm's owners had other professions; instead of doing the
landscaping, they subcontracted the work to a nonminority
firm. The landscaper used by the minority firm had been the
initial low bidder at $27,436 but had been rejected because
the prime contractor needed a minority firm to comply with
the provision. The minority firm submitted the winning bid
of $31,851 by negotiating a contract with the nonminority
landscaper at his original bid price of $27,436 and adding
about 14 percent, or $4,415 on as profit. 1In our opinion,
a contractual arrangement such as described above is not
eligible for meeting the 1l0-percent requirement.

On a Michigan project, we identified a minority firm
whose eligibility appears highly questionable. The corpora-
tion was formed in December 1977, with a minority. and the
prime contractor each listed as a 50-percent owner. However,
the prime contractor provided the capital, office, and ware-
house space and assumed all management and administrative
responsibilities. The minority member's role was supervising
work at the job site. Furthermore, almost all the so-called
minority firm's work was on five different LPW projects as a
subcontractor to the same prime contractor.

Our findings were brought to the attention of EDA
headquarters officials, who ordered a review of expenditures
for the 12 questioned firms. EDA agreed that six firms were
ineligible for all or a portion of the credit toward the
l10-percent requirement. They reported that as part of EDA's
normal monitoring procedures, two of these firms had been
investigated after our field visits and, consistent with our
findings, were declared only partially eligible toward the
10-percent requirement. EDA had not investigated the other
four firms, but it agreed that they were ineligible for any
credit toward the minority requirement. EDA officials told
us that EDA had received information on two of the four firms
through its normal monitoring procedures that should have
triggered an indepth investigation.

EDA believed that the remaining six firms were eligible
despite our findings, which indicates the difficulty in
mak ing these decisions. For example, EDA disagreed with our
findings on the Michigan firm described above. An EDA inves-
tigation of this firm revealed much of the information we
reported, and EDA originally disqualified this firm. How-
ever, the firm appealed the decision, and further investiga-
tion by EDA uncovered sufficlient data to lead EDA to reverse
the decision and allow full credit. EDA found that the
minor ity owner had 12 years of experience in the construc-
tion industry and for 3 years was an equal partner with a
nonminority in another construction firm. This other firm
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had previously been a subcontractor for the prime contractor
on other projects but was dissolved because of financial
difficulties. The prime contractor, as 50-percent ownher of
the new minority firm, provided office space and performed
most management functions. However, the minority owner con-
tributed a substantial amount of equipment, participated in
the solicitation and negotiation of business deals, signed
all payroll checks, and was the onsite supervisor for the
firm. Therefore, EDA believes that despite some facts that
suggest this firm is not independent of the prime contractor,
the assistance provided by the prime contractor should be
viewed as technical assistance to a viable, independent
minority firm.

The city of New York has also begun a full-scale
investigation because of extensive problems with ineligible
minority firms. The city received second-round funds of
about $192 million covering 82 projects. As of July 1978,
projects in New York City had about 350 prime contractors
and about 130 minority firms under contract. Because of
numerous complaints received, the city's Department of
Investigation is reviewing the eligibility of minority
firms. 1Initially, 43 minority firms were investigated, of
which 6 were declared ineligible. The 6 firms were parti-
cipating on 40 contracts on second-round projects. Two of
of the six minority firms have instituted litigation chal-
lenging the city's action declaring them ineligible. The
city plans to investigate all minority firms listed on
city projects.

Discovery of the ineligibility of minority firms has
caused a significant increase in the number of waiver re-
quests from grantees. EDA had received only 70 requests for
waivers and approved only 30 through March 1978, when EDA
established the special field teams. By August 31, 1978,
EDA reported 675 waiver requests, with 418 granted in part
and 155 granted in full.

EDA officials told us that most waiver reduests were
from grantees that had minority firms declared ineligible.
In most cases, the determination of ineligibility was not made
until the project was already well underway. They told us
that rarely was there convincing evidence that the grantee
or contractor acted in other than good faith. Because of the
unique nature and rapid implementation of the minority busi-
ness requirement, the rules were not always clearly under-
stood. For these reasons, EDA wished to avoid penalizing
minority firms, prime contractors, or grantees except in
cases of bad faith. Hence, EDA did not require that grantees
or prime contractors cancel or otherwise vary their contracts
with minority firms, even when EDA would not give full credit
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tor expenditures to those firms. 1Instead, EDA granted wailvers
if the grantee established that either all the project work
had already been put under contract or that no qgualified
minority firm was available to perform services not already
under contract,

OTHER PROBLEMS

We also noted the following problems that were created
when EDA implemented the l0-percent minority provision.

--Many minority firms had problems obtaining performance
bonds and working capital loans. Less frequently
mentioned minority problems included unfamiliarity
with bidding procedures or paperwork associated
with Federal projects, lack of experience doing large
jobs, and more contract work than they could handle.

--The percentage of minority firm participation is
in error because ineligible firms continue to
be counted and EDA's records of minority firm
participation contain many instances of over-
reporting and underreporting toward the
10-percent requirement.

--Twenty~seven lawsuits have been filed to block
implementation of the minority provision. While
most lawsuits have been unsuccessful, the impact
of the U.S. Supreme Court decision in the Bakke
case on future legislation requiring a set-aside
for minority firms is unclear.

Problems of minority firms

To achieve maximum minority firm participation, EDA
guidelines directed that minority firms should not ordinarily
be disqualified even though such firms lack working capital
or cannot obtain bonding. The guidelines required grantees
and prime contractors to help minority firm§ to obtain bonding
or working capital, include minority firms under any overall
project bond, or waive the bond requirement when feasible.

In addition, through field offices located throughout
the country, SBA administers programs to assist small and
disadvantaged business firms that meet SBA criteria for assis-
tance. SBA is prepared to provide a 90-percent guarantee for
the bond of any minority firm participating on an LPW project
and will also offer direct or guaranteed loans for such firms.

In late September 1977, EDA and SBA signed an agreement
which provided that EDA would transfer funds to SBA for
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additional personnel to expedite the processing and servicing
of minority firm applications for surety bond and working
capital loan guarantees. However, SBA has provided little
assistance to minority firms on LPW projects. As of Septem-
ber 1978, about 6 percent of the 6,200 minority firms parti-
cipating on LPW projects had been provided bond or loan
guarantees as follows.

Extent OF SBA Assistance to Minority Firms

Number of Number Amount of

applications approved approvals

Loan guarantees 136 120 $ 6,515,000

Bid bond guarantees 121 114 15,506,000
Per formance bond

guarantees 160 159 15,166,000

Total 417 393 $37,187,000

S P
——— —————

Also, 35 of 189 minority firms contacted in our
nationwide telephone survey complained about SBA assistance.
Most minority representatives who had problems said that they
could not obtain working capital loans or surety bond guaran-
tees from SBA or that SBA took too long to process
applications.

For example, a minority firm received a subcontract of
$144,000 on a New Jersey project without having a bond because
the minority owner advised the prime contractor that a bond
was not required under the LPW program. However, the minority
owner indicated that he experienced severe bonding problems
on his other work. He indicated that SBA and bonding com-
panies reguire a company to have a track record on larger
jobs, but he is unable to obtain large jobs without a bond.

He believes he has the equipment and manpower to bid on jobs
up to $250,000, but he throws the plans and specifications
away because he knows he cannot get the bond coverage. On

a Florida project, the owner of a minority firm stated that
he applied for an SBA loan when he bid on the LPW job; how-
ever, SBA took 6 months to deny the loan. He feels that a
timely SBA denial would have allowed him to seek a loan from
other sources before his working capital was gone,

Our discussions with an SBA headgquarters official about
minority firm complaints disclosed that several factors limit
the extent of SBA assistance. Minority firms interested in
obtaining bond or loan guarantees from SBA must first deal

31

%
et

TR

LAgd



with a surety bond company or finance institution. The firms
must submit considerable data on credit and finance, prepare
voluminous forms, and provide evidence of a "track record"
(past performance as an established construction firm).
Further complications occur because many surety companies

are reluctant to process small bonds and deal with the
paperwork involved in getting SBA to guarantee the bond.

Besides these impediments, the SBA official stated that
the anticipated demand from minority firms under the LPW
program never materialized. For example, while only 393 loans
and bond guarantees were approved, only 417 minority firms
applied. He indicated that few minority firms sought SBA
assistance because prime contractors on the LPW program did
not generally require bonds from minority subcontractors and
used some of their resources to finance minority firms. As
noteda on page 19, prime contractors we contacted confirmed
that the nature and extent of assistance given to minority
firms placed an increased burden on them. Thus, minority firm
complaints concerning the need for assistance in obtaining
bond coverage and working capital appear to be less directed
to the LPW program and more directed to past attempts at
obtaining bonds or loans from surety companies or finance
institutions guaranteed by SBA.

Minority firms mentioned other problems, such as
unfamiliarity with bidding procedures or paperwork associated
with Federal projects and contracting on larger jobs or more
jobs than their performance capacity. For example, a minority
firm on a Florida project that has been in business since 1960
received a subcontract for $63,000. The minority owner stated
that his firm is not accustomed to doing work of this magni-
tude so the prime contractor has had to provide assistance.

He also said that he is not familiar with the paperwork re-
quirement associated with Federal projects and is not
exper ienced in preparing bid packages.

On an Arizona project, a minority firm representative
indicated that he was participating on 10 different LPW pro-
jects. He stated that there were too many projects available
within a 2- or 3-month period. Most minority firms are geared
to handle only a few projects at one time. He believes that
the program should have been spread over a longer period of
time.

Problems 1in EEEorting

minority firm participation

As of September 1, 1978, EDA had unconfirmed reports
that about $634 million, or about 16 percent, of the $4 bil-
lion second-round appropriation was going to minority firms.
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EDA recognizes that some reported amounts for minority firms
are in error and is taking corrective action to reconcile
the reports. However, several situations were noted which
we believe are significant in terms of accurately reporting
minority firm participation.

EDA has put considerable effort into determining the
eligibility of minority firms participating on LPW projects.
This included the special field team investigations, which
resulted in reducing the overall participation rate by
$42 million because of suppliers reclassified as brokers,
and minority suppliers and contractors declared non-bona
fide. However, we believe the minority firm participation
rate is still overstated. For example, our site visits dis-
closed that 12 minority firms continue to be counted in EDA's
overall statistics that may not be eligible.

The minority firm percentage of LPW projects is further
overstated because of duplicate reporting of EDA grant
amounts. EDA's reporting system reguires grantees to submit
forms when binding prime contracts or subcontracts are
awarded to minority firms. On some projects, prime contracts
were awarded to minority firms, which in turn awarded subcon-
tracts to other minority firms. EDA's records contain a num-
ber of instances in which both prime contracts and subcon-
tracts awarded to minority firms were mistakenly counted
against the grant amount. Also, EDA's records contain in-
tances in which minority firm participation was counted in
excess of the total EDA grant amount.

For example, a California project included in our
random sample was funded by EDA in the amount of $1,849,870
and received local funds in the amount of $8,243,305 for a
total project amount of $10,093,175. The grantee submitted
forms to EDA for the prime contract totaling $8,745,000 which
was awarded to a minority firm, and six subcontracts totaling
$2,509,802, which were awarded to minority firms. EDA's re-
porting system reflected the combined total of $11,254,802
awarded to minority firms (prime contractor and subcontrac-
tors) against the total EDA grant of only $1,849,870. There-
fore, minority firm participation on this project was over-
stated by $9,404,932 and was reported as 608 percent rather
than the 100 percent represented by the EDA grant amount.

Additional instances of erroneous reporting were noted
for projects in Puerto Rico. Under the second round, Puerto
Kico received ELA grants totaling $169 million to fund 274
projects. Seventeen Puerto Rican projects that received
$30 million of EDA funds were included in our sample. Anal-
ysis of bid data disclosed that 14 projects were awarded
to minority prime contractors of which 12 projects were

33

RS

N A



competitively bid. The extensive use of minority prime
contractors in Puerto Rico has resulted in over 51 percent
minority participation reported by EDA for these 17 projects.

In one case, a minority prime contractor awarded
subcontracts to minority firms which were also reported to
EDA and credited against the minority participation rate.

The Puerto Rican project received an EDA grant of $1,790,000.
The prime contractor was a minority firm which received a
contract of $1,435,000. The minority prime contractor awarded
contracts totaling $564,000 to four minority subcontractors.
EDA's reporting system incorrectly included the $564,000 of
subcontracts as well as the prime contract of $1,435,000 as
meeting the 10-percent minority requirement.

On another Puerto Rican project that received an EDA
grant of $2,700,000, the award of a $2,537,000 prime contract
to a minority firm was not included in EDA's statistics. 1In
this case, the grantee had submitted forms to EDA for only
three minority subcontractors receiving contracts totaling
$818,5300.

We noted that the Department of Transportation's Urban
Mass Transportation Administration follows a different ap-
proach to credit minority firm participation. UMTA's policy
is that minority firms should have the maximum opportunity
to participate on contracts financed by UMTA. 1Instructions
provide that minority firm participation be credited only
with that portion of the contract performed by minority firms
and that portion subcontracted to minority firms. For exam-
ple, if a minority contractor proposes to perform 50 percent
of a contract valued at $500,000 and subcontracts 25 percent
to nonminority firms and 25 percent to minority firms, minor-
ity participation credit will be 75 percent, or $375,000.
Instructions further provide that minority firm credit on
joint ventures between minorities and nonminorities be
based on minority share of the profits, not the total con-
tract amount. In contrast to UMTA's policy, EDA allows
the total contract amount to be credited for minority firm
participation.

Accurate statistics on the amount of participation by
minority firms under the LPW program is critical for evalu-
ating the program. Limits on staff time prevented us from
determining the overall extent of the error. However, EDA
is aware of the types of errors noted and is in the process
of revising its statistics to assure greater accuracy.
According to EDA, such reporting errors were taken into
account in estimating the $560 million of minority
participation.
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As of August 1978, 27 lawsuits had been filed challenging
the constitutionality of the l0-percent minority provision.
All but four were filed by an AGC chapter or AGC headquarters.
One of the four non-AGC lawsuits was filed by the State of
vermont, and the remaining three by indiviaual contractors.
Most of the suits claim that the minority provision eliminates
competition in the construction industry, and that it amounts
to a racial quota that excludes nonminorities from at least

10 percent of the work under the LPW program.

Only 2 of 27 lawsuits have been decided against EDA's
implementation of the provision. One was voided by the U.S.
Supreme Court. 1In that case, the district court initially
ruled that future public works programs having the l0-percent
provision could not be carried out in Los Angeles, California.
The district court's ruling was appealed to the U.S. Supreme
Court. In July 1978, the Supreme Court vacated the district
judge's order and returned the lawsuit to the district court
to consider the guestion of mootness. On October 20, 1978,
the district court ruled that the case was not moot and
reinstated its prior order. The Department of Justice is
currently considering whether or not the decision should be
appealed, but according to EDA officials, the order will not
affect second-round projects in Los Angeles. The other deci-
sion, in a lawsuit filed by the State of vVermont, affected
only a single Vermont contractor. Thus, the net effect of
these 27 lawsuits has been to restrain enforcement of the
l0-percent provision with respect to one Vermont contractor.

while the lower courts have generally upheld the
legality of the minority provision, the June 28, 1978, U.S.
Supreme Court decision in the case of the Regents of the Uni-
versity of California vs. Bakke stated that without a finding
of past discrimination by a university against minorities,
the university may not use racial gquotas for student admis-
sions. Since the Supreme Court's decision, the United States
Court of Appeals, Second Circuit of the State of New York,
again upheld the constitutionality of the minority provision.
The Court of Appeals, which made its ruling in September 1978,
considered the Supreme Court's decision.

OTHER_PARTIES' OPINIONS

During our 33 site visits, we obtained comments on
implementation of the 1l0-percent minority provision from
trade and minority associations, nonminority subcontractors,
and nonbidding prime contractors.
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Twenty-seven trade associations, mostly State and local
chapters of AGC were contacted. AGC representatives gener-
ally did not favor the minority provision. Their most common
complaints were that the minority provision (1) reduced com-
petition, (2) increased cost, and (3) burdened prime contrac-
tors with finding minority firms and assisting the firms to
perform. A sample of these comments follows.

A Louisiana AGC representative stated:

"The minority provision limited competition and
inflated cost. It was, in essence, asking estab-
lished businesses to train competitors by encouraging
contractors to help minority firms with financing,
bonding, and other problems. Also, questionable
minority firms were established just to profit

from the Federal dollars the provision offers.”

A wisconsin AGC representative stated:

"The minority firms benefit but the prime contractors
do not benefit. The provision created animosity

and resentment on the part of the prime contractors.
Also, the provision might deter some contractors from
bidding on LPWw projects."

An Idaho AGC representative stated:

"“The provision has jeopardized the free enterprise
system. Many prime contractors had to reject low
bids from long time subcontractors in favor of
minority firms."

During our site visit to a project in North Carolina,
the AGC representative told us that the AGC Carolinas
branch survey of 600 bidder responses offered the
following opinions.

--Seventy-one percent of the bidders increased their
bid because of the minority. requirement.

--Fifty-five percent could not locate minority suppliers
or subcontractors within a reasonable market area.

--Fifty-eight percent had difficulty in determining
whether the minority firms were bona fide.

--Forty-nine percent had to assist minority firms
to prepare bids.
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--Forty-three percent believed that well-established
minority firms had overextended themselves because
of the LPW program.

Thirty-four minority contractor associations, half of
which were OMBE affiliates, were contacted. Attempts to con-
tact minority associations during visits to 11 projects, 10
of which were located in rural areas, proved unsuccessful.
Minor ity association representatives generally favored the
minor ity provision. They believed the provision strengthened
minority firms by giving them a chance to gain experience and
establish a track record on larger jobs. While in general
agreement with the intent of the minority provision, some
minority association representatives warned that qualified
minority firms have been excluded from the program because
prime contractors established non-bona fide firms to
circumvent the requirements.

A total of 36 nonminority subcontractors and nonbidding
prime contractors were contacted. The subcontractors were
either unsuccessful bidders that lost out to minority firms
or subcontractors that prime contractors said they would have
used if the 10-percent provision was not in effect. Sixteen
of the 36 nonminority subcontractors and nonbidding prime
contractors believed that the minority provision did not
affect their business because their firms had an existing
heavy workload. On the other hand, several nonminority sub-
contractors were disappointed and indicated it was costly to
work up bid proposals, submit the low bid, and then lose out
because the prime contractor had to accept the higher bid of
a minority firm to meet the l0-percent requirement. Some non-
bidding prime contractors said that concern about complying
with the l0-percent minority requirement was a primary reason
why they did not bid on LPW projects.

FACTORS CAUSING MANY
OF THE_ PROBLEMS

i, . i, 4. A s e S, i, A i S

The Public Works Employment Act of 1977 directed EDA to
assure that 10 percent, or $400 million, of the $4 billion
second-round authorization be spent with minority firms. The
law also imposed statutory deadlines requiring EDA to distri-
bute the $4 billion rapidly by approving or disapproving grant
applications within 60 days after receipt and to have con-
struction started within 90 days after project approval. The
appropr iation of $4 billion, which had to be obligated by
September 30, 1977, and the statutory deadlines imposed were
legislated so that the LPW program objectives of providing a
timely fiscal stimulus and creating substantial employment
opportunities could be achieved.
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EDA was faced with the competing tasks of meeting the
minor ity provision's objective--a provision EDA did not have
to deal with under the first round of the LPW program--while
achieving the basic program objectives of stimulating the
economy and creating jobs. With the basic program objectives
in mind, EDA did not have enough time to develop the most
effective system for carrying out the minority provision.
Although EDA was granted broad discretion in implementing
the provision, it elected to enforce it stringently by not
granting early waivers. EDA relied upon grantees for assur-
ance that the provision would be met and to monitor compli-
ance as construction proceeded. That approach seemed
reasonable.

We believe the above factors, some of them statutory
and beyond EDA's control, combined at the same time to hand-
icap the LPW program. The tight deadlines for program imple-
mentation--60 days for processing applications and 90 days
for starting construction--the large appropriation of Federal
funds--$4 billion which had to be obligated quickly--and EDA's
rigid enforcement of the minority provision caused many of the
problems discussed in this report. According to EDA offi-
cials, the large appropriation was significant only because
of the tight deadlines which compounded the administrative
problems. They believed that nationwide the minority busi-
ness community was easily able to absorb the statutory $400
million minority business goal, although in some areas
unavailability of minority firms was a problem.

A change in any one of these factors would minimize the
problems. For example, given the same amount of money and
EDA's rigid application, lengthening the deadlines for car-
rying out the program would have reduced problems such as
minority firms that were overextended, unavailable, or ineli-
gible. Given the same amount of money and the tight dead-
lines, EDA's relaxation of its rigid application would have
helped solve some of the problems. Lastly, given the tight
deadlines and EDA's rigid application, a smaller dollar
authorization than $4 billion to be obligated in the same
period of time would have helped reduce some of the problems.
Of course, any of these changes would also have a price. The
first and third changes would undermine the countercyclical
nature of the program, and the second change would result in
fewer contracts for minority firms.

Nonetheless, in our opinion, changing all three of these

interacting factors would go a long way toward minimizing
many of the problems.
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PROPOSED PUBLIC WORKS LEGISLATION

In March 1978, the President proposed the Labor
Intensive Public Works Program (LIPW), designed to address
the problems of unemployed youths and minorities. The new
program would have been used primarily to fund rehabilita-
tion of existing facilities, which would provide more
employment opportunities than the new construction that was
emphasized under the LPW program. The LIPW program, to be
administered by EDA, would have provided $1 billion per year
for 3 years beginning in fiscal year 1979.

Draft legislation for the proposed LIPW program was
submitted to the Congress on May 25, 1978, and contained a
minority provision. However, rather than the fixed percent-
age used in the LPW program, the new program required that
the share for minority firms reflect the percentage of
minorities in the area served by the grantee or in areas
from which minority firms might reasonably be expected to
travel to perform services. The minimum regquirements would
have ranged between 2 and 15 percent with an overall goal
that at least 10 percent of the funds nationally be spent on
contracts with minority firms.

The second session of the 95th Congress had not acted
on the bill to authorize the LIPW program before it adjourned
in October 1978,
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CONCLUSIONS, RECOMMENDATIONS,

AND AGENCY COMMENTS
CONCLUSIONS

fThe use of minority firms on LPW projects resulted in
some benefits. Firms in the minority business sector received
an increased share of Federal funds under the second round of
the LPW program. The strong commitment to the minority pro-
vision and the high priority placed on its success by EDA
contr ibuted to the increased use of minority firms. In cer-
tain instances, new minority firms were established and ex-
isting minority firms were aided by the infusion of Federal
money. Prime contractors found the work performed by minor-
ity firms acceptable, thus establishing new sources for fu-
ture work. Some minority firms gained valuable work
experience from participating on LPW projects.

Implementation of the 10-percent minority provision,
however, has been costly and not without problems. Increased
administration and construction costs resulted from using
minority firms. A lack of available minority firms made com-
pliance with the 1l0-percent requirement difficult in many
locations. The questionable eligibility of minority firms
has been a persistent problem confronting EDPA in its admin-
istration of the provision. Some minority firms participated
in too many public works projects, became overextended, and
experienced difficulty meeting contract requirements.

Construction trade associations, such as the AGC,
expressed dissatisfaction with the implementation of the
provision. Several AGC chapters, concerned that the provi-
sion eliminated competition, have filed lawsuits to block its
implementation. Representatives of minority associations,
although in favor of the provision, complained that many gen-
uine minority firms did not share in second-round funding
because ineligible firms were established to circumvent
the provision's intent.

In our opinion, a countercyclical program, such as the
LPW program, does not represent the ideal mechanism for
effective implementation of a minority provision. We be-
lieve (1) tight deadlines for getting LPW projects started,
(2) rigid application of the minority provision by EDA, and
(3) the substantial amount of Federal funds thrust upon
minority firms in such a short period of time combined
to cause many of the problems noted. Without these factors
the problems noted would have been minimized and EDA could
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have administered and implemented the provision more
easily.

The benefits of directing Federal agencies to
include a provision or policy requiring that minority
firms share in Federal procurements are quite evident.
Minority firms--generally characterized as small, lacking
sufficient working capital, unable to obtain adequate
bonding capacity, and suffering from unfamiliarity with
Federal paperwork and competitive bidding procedures--
need consideranle financial, technical, and managerial
assistance if they are to become self-sufficient. The
development and strengthening of minority entrepreneurs
is a necessary first step.

However, a minority provision or policy should be
designed so that the social and economic benefits can be in-
creased and at the same time, many of the problems discussed
in this report can be reduced or eliminated. To meet a goal
of 10 percent participation, flexible percentages should be
established based on the availability of minority firms.

The legitimacy of minority firms should be certified before
receiving contracts as part of meeting a minority requirement.
Only a supplier's commission or markup on sales should be
counted toward the minority goal. Exceptions could be made
for suppliers who manufacture their product such as a concrete
pipemaker. Also, Federal funds should be released gradually
so that assistance provided to minority firms is extended

over a longer period to better prepare such firms to become
competitive within the construction industry.

RECOMMENDATIONS TO THE

[,

A new LIPw program had been proposed. Draft legislation
for the new program assigned administration to EDA and con-
tained a minority provision. However, rather than apply the
fixed percentage under the LPW program, the proposed program
would have required a flexible range between 2 to 15 percent
in proportion to the minority population or the availability
of minority firms in an area with the overall goal of 10 per-
cent.

, Wwe recommend that the Secretary of Commerce direct EDA,
if this legislation is introduced and passed by the Congress,
to:

~--Provide guidelines to grantees so that the

legitimacy of minority firms be certified
before they participate on projects.
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--Direct grantees to assist prime contractors in
locating qualified minority firms.

--Require grantees to have minority firms under
binding contracts before starting construction
and permit later substitution of minority firms
only with EDA's approval.

--Direct grantees to monitor closely minority firms
established by prime contractors and listed as
subcontractors on the same projects as the prime
contractors to preclude eligibility problems.

--Permit participation by minority suppliers, other
than minority manufacturers, only to the extent
of the commission or markup on sales rather than
counting total amount of sales toward the minority
goal.

--Record minority participation more accurately to
better account for the percentage goal attained
in meeting the flexible minority requirement.

RECOMMENDATIONS TO
THE CONGRESS

The Congress should design future minority provisions
8o as to minimize the problems noted in this report.
we recommend that the future minority provisions:

--Impose a penalty, such as debarment from partici-
pating on future federally funded projects, on
contractors that establish ineligible minority
firms to circumvent the intent of the minority
requirement.

--Use a flexible percentage for applying the
minority requirement based on the availability
of minority firms and/or percentage of minority
population in certain areas measured against an
overall goal.

Also, the Congress should consider whether a
countercyclical program, such as the LPW program with
its tight deadlines, represents a suitable mechanism
for implementing a minority provision.

AGENCY COMMENTS

We asked the Assistant Secretary for Economic Development
and other EDA officials responsible for implementing and

42

f
SRR

t_

e e
eéal
g



administering the minority provision to review the draft of
our report; their comments were considered in preparing the
final report. They said that the report is basically fair
and accurate. They concurred with our conclusions and

recommendations.
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JOMN PAUL HAMMERSCHMIDT COMMITTEES:
Trono DIETICT, ARKANSAS PUBLIC WORKS AND
TRANSPORTATION
HOME ADDRKSS: SUBCOMMITTRES!
HARRIBON, ANKANSAS 2 VIAT
Congress of the Hnited Stateg  cowomeoovrormn
WASHINGTON ADDRKSS: . WATER RESOURCES
L0 R o Bouse of Repregentatives VETERANS' AFFAIRS
it m‘b‘ﬂgtﬂ". D.c. 20515 c:ur:::::l:;o BURIAL RENEFITS

COMPENSBATION, PENSION, AND
INSURANGE:

MEDICAL FACHJITIES AND BENEFITS

December 21, 1977

SELECT COEMITTIE ON AGING

Honorable Elmer B. Staats

Comptroller General of the
United States

General Accounting Office

Washington, D.C. 20548

Dear Mr. Staats:

The Public Works Employment Act of 1977 (PL 95-28) contained a rather unique
provision to insure maximum minority business participation in the construction
of public works facilities. Section 103 of this Act contained a provision requir-
ing that 10% of each grant be expended with minority business enterprises. Based
on the new authorization contained in this measure, minority businesses were in
effect gquaranteed $400 million 1n contracts. The Economic Development Administra-
tion, which is responsible for administering this program, has been very diligent
in attempting to implement this provision to the fullest extent possible. However,
a number of allegations have been made suggesting that this requirement has impeded
progress of the Local Public Works projects and has in some cases considerably in-
creased the total cost of projects. In view of these allegations and because a
provision of this type, {f deemed an effective way to increase minority participa-
tion, will probably be utilized in other legislative proposals, I am requesting
the General Accounting Office to conduct an investigation regarding the implementa-
tion of this provision and its impact on the public works program.

In this investigation I would hope that GAO officials would be able to discuss
the impact of this provision with minority businessmen, labor officials, prime
contractors, sub-contractors, and local officials. It is particularly important, 1
believe, to see that people from various geographic areas are interviewed as there
may be marked differences in the application of this providion in urban centers,
rural communities or parts of the Nation where there is a small minority population.

There are several specific questions that I am requesting your investigators
address. The Public Works Jobs 8111 also contains a requirement that construction
must begin within 90 days. This requirement was made a part of the law in order to
create jobs as quickly as possible and to see that the construction of public works
facilities was undertaken without undue delays. There has been some information
suggesting in some cases these time requirements have not been met because contrac-
tors have been unable to obtain sufficient minority business participation. Any
information that you might be able to obtain on this subject would be very valuable.

In addition, there have been allegations that in some cases minority business
enterprises have been established just to participate in this program. It has been

- continued -
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APPENDIX I APPENDIX I

Honorable Elmer B. Staats
Page two
December 21, 1977

further suggested that some of these businesses are not bona fide minority enter-
prises. Certainly, if this allegation is true it would nullify the intent of this
requirement to see that established and bona fide minority enterprises participate
in this program. One further allegation has suggested that construction costs on
projects have risen considerably because of the minority business requirement.
Although specific details on this matter are not available, an examination of the
bidding procedure, particularly with respect to sub-contracting, may be beneficial
in assessing where cost increases have occurred, if they are in fact taking place.

As Ranking Minority Member of the Economic Development Subcommittee which has
jurisdiction over this program, I am most interested in the effectiveness of the
Local Publfc Works Jobs program. I think any concrete information which your
fnvestigators may be able to provide me will be most useful should the Committee
consider further legislation of this kind.

1 would hope that you could begin your investigation at once and provide me
with at least a preliminary outline as soon as possible after Congress reconvenes
tn January. Should you wish more specific direction or wish to discuss your out-
1ine, I would suggest that you contact Edythe Edwards with the Economic Development
Subcommittee of the Public Works and Transportation Committee.

Thank you for your prompt assistance in this regard.

Very truly yours,

Member of Congress
JPH/ed]
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JOHN A. DURKIN
NEW HAMPSHIRE

WVinited Diales Henafe

WASHINGTON, D.C. 20810

February 6 , 1978

Mr. Elmer B. Staats

Comptroller General of the United States
General Accounting Office

441 G Street, N.W.

Washington, D.C. 20548

Dear Mr. Staats:

We hereby request a study by you of the implementation
by the Economic Development Administration of the Department
of Commerce of the 10% Minority Business Enterprise (MBE)
requirement of the Local Public Works Capital Development and
Investment Act of 1977, P.L. 95-28, in New Hampshire, Maine,
Vermont, Idaho, and those states with small minority
populations as defined by the Act.

Based on information we have received from community and
state officials, labor leaders, contractors, and representatives
of minority groups, we believe that EDA has implemented the
MBE program in ways directly contrary to the legislation and
the Congressional intent behind it as evidenced in floor
consideration and in the Conference Report on the Act. This
has been especially true in small states such as ours which have
very few bona fide minority business enterprises and very few
minorities to do the contracting and subcontracting work
involved in public works projects.

Specifically, the Act and the Federal Regulations to
implement it published May 27, 1977, give the Secretary of
Commerce acting through the Assistant Secretary of Commerce for
Economic Development authority to waive the 10% requirement
for grantees. And as the Congressional intent as expressed
through floor debate and the Conference report makes clear,
waivers should be granted when minority businesses are not
available in local project areas, normally within single states,
in sufficient numbers to meet the 10% level.

EDA has systematically avoided granting waivers, with
consequent damage to the Local Public Works program and those
it is meant to benefit.

The point about waivers was made clear in two ways: by a

Senate floor colloquy between Senator Durkin and Senator Edward
Brooke, author of the MBE requirement amendment, during consid-
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Mr. Elmer B. Staats
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eration of the bill March 10, 1977, and in the Conference Report.
We refer you to the Congressional Record of March 10, 1977,

S. 3910, for the discussion between the two Senators in which
Senator Brooke makes clear, in response to a question from
Senator Durkin, that public works grantees are not to go out of
state to find minority contractors when such are not available
within state. We also refer you to the Conference Report on

H.R. 11, dated April 28, 1977, P. 11, in which it is stated

that the MBE requirement is ". . . dependent on the availability
of minority business enterprises located in the project area.”

EDA officials have apparently ignored the legislation and
both these expressions of Congressional intent by deciding, as
expressed by Assistant Secretary of Commerce for Economic
Development Robert Hall in a letter to Senator Durkin dated
December 16, 1977, copy enclosed, that waivers of the 10% pro-
vision will be granted only if contractors bidding on
projects ". . ., tried to locate minority businesses from as
wide an area as economically reasonable."

At the outset, you should be aware of what we have been
informed are some of the actual results of the EDA misinterpre-
tation of the 10% provision. Primarily it has meant that
grantees in our states and the contractors applying for the
grants have been forced to go well out of the local project
areas, often into distant states, to find minority business
contractors when only small numbers of them are available
within the states in question. We realize that general
competitive bidding may sometimes lead communities to accept
general contractors from out of state, but that does not mean
that EDA should force grantees to go out of state to find
minority contractors.

The obvious concomitant result has been that contractors
and subcontractors in the high unemployment local market
areas are not getting the contracts to stimulate the-local
economy. Thus, EDA's actions run directly counter to the
primary aim of the Act.

Indirectly legitimate minority businessmen have also
been hurt by the EDA actions because the EDA has engendered
what appear to be illegitimate minority businesses established
solely to meet the 10% regquirement, an activity which EDA
claims on the one hand it will not accept, but which, on the
other hand, it encourages.

EDA's actions have also led to inflated prices for
"many of the contracts in circumstances where the minority
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businesses have charged exorbitant prices either because

they are illegitimate or because their business is well outside
the local project area and extra costs become involved. This
unnecessary inflation has meant, in many cases, that important
projects have had to be dropped or scaled down, which in turn
has meant a reduction in job creation.

All of these points are more emerged in a public hearing
conducted by Senator Durkin in Concord, New Hampshire, December
20, 1977, at which Mr. Walter Farr, Chief Counsel of EDA,
appeared. Public witnesses including local government officials,
state officials, subcontractors, and contractors explained in
graphic detail why EDA's misinterpretation of the law has been
so detrimental to the public works program. For your information,
a transcript of that public hearing is included.

We suggest several lines of inquiry be pursued, e.g.:

1. In New Hampshire, Maine, Vermont, Idaho, and other
states with small minority populations, has EDA administered
the MBE provision in line with the Local Public Works Act and
the Congressional intent behind it?

2. In those states, has EDA administered the MBE
provision in such a way as to create jobs in the local project
area as the Act requires?

3. Has EDA's administration of the MBE provision led
to inflated prices for projects with the consequent loss of
potential jobs?

4. Has EDA adequately monitored the MBE's which have
been awarded funds under the Act to insure that they are bona
fide?

5. Has EDA expeditiously considered requests for waivers,
and has it placed unreasonable burdens on the grantees which
apply for waivers of the 10% requirement?

6. Has EDA established sufficient guarantees for
contractors so that in a case in which a minority sub-
contractor cannot complete work on a project due to business
problems or due to a judgment by EDA that the MBE is not bona
fide, the contractor will not be judged in default on the
contract and forced to complete the work out of his or her
own pocket? If not, what have been the consequences for
grantees, contractors, and bonding companies?
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This list is not exhaustive, of course.

We would be pleased to meet you and your staff to ‘
discuss further the matters we have outlined. Please contact
Mr. Harris Miller, Legislative Director to Senator Durkin,
on 224-3324, to make arrangements for any meetings.

We look forward to a speedy and thorough examination
by you of the EDA implementation of the MBE requirement.
Wwhen a government agency maladministers a program as badly
as we have been informed EDA has, it is incumbent upon the
Congress through the General Accounting Office to investigate
and issue a full report to the American people.

Sincerel

L e b

o . burkin, U.S.S.

. %-‘"C&m

Jans A. McClure, U.S.S.

Enclosure
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APPENDIX II1 APPENDIX III

TECHNICAL ASPECTS OF SAMPLING PLAN AND

QUESTIONNAIRE METHODOLOGY

SAMPLE SELECTION

The Economic Development Administration provided us
with a magnetic tape listing of all second-round local pub-
lic works projects. We stratified the projects into four
categories by grant dollar amount and took random samples
from each category. Our purpose in stratifying by dollar
amount was to permit estimates of the financial impact of
minority firm problems.

The strata were as follows:
EDA grant

award Universe Sample size
(000 omitted)

0 - 499 6,065 126

500 - 999 1,335 71
1,000 - 2,999 898 147
3,000 and over __257 _16
Total a/8,555 420

|

(=]

a/This is the figure EDA reported in January 1

EDA reports 8,554.

78. Currently,

The sampling was done to meet
--a 95-percent confidence level and

--a plus or minus S5-percent acceptable sampling error
rate.

QUESTIONNAIRE METHODOLOGY

. i . . i Sl o i . o, i

Questionnaires were developed for grantees, prime
contractors, and representatives of minority business firms.
Questionnaires were completed by telephone for grantees and
prime contractors for each sample project required to meet
the lU-percent provision. In situations where projects had
more than one prime contract, the largest prime contractor
with minority subcontractors was interviewed.
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About 25 percent of the sample projects were selected
tor telephone contacts with minority business firms in
a two-stage process. Thirty-three projects were selected
for site visits to obtain more detailed information than
that provided by telephone. Minority firms affiliated
with these projects were called. This group of minority
firms was supplemented with a 20-percent random sample
of minority firms from the remaining projects. For each
selected firm, we telephoned minority firm representatives
working for the prime contractor we interviewed.

The following tables present summary information and
projections made from the guestionnaire results.
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TABLE I

o e, e s e s

Tabulation of Questionnaire Responses

Grantees Prime_contractors

Questionnaire random sample 420 420

Projects removed from sample:

Puerto Rico (see table 2) 17 17
Error set aside (see table 2) __1 1
Questionnaires attempted 96 396

—— s — . s

Minority prime contractors
(see table 2) - 27

Nonresponses, declined to
participate, could not be
reached

w
(oo}
LU-T LN
w

—
o (v

Questionnaires completed

Minority Firms

Questionnaires attempted 203

Nonresponses, declined to
participate, could not

be reached 4
Questionnaires completed 189
- —-

Note: Grantee and minority firm guestionnaire sample
results are used in the report as raw scores and
percentages. Prime contractor guestionnaire results
are used similarly, but in addition, several pro-
jections are made. Tables 2 through 7 contain the
projection results.
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TABLE 2
Applicable Universe of Projects

For Prime Contractor Questionnaire

e ____Pro%ects awarded by grant amount
$70-50.5 $0.

“milITon="3I million-""Over
_million 31 million $3 million million

o e e e 2 e e e P i et - e

1A, Universe 6,065 1,335 898 . 257

l4. Puerto KRican projects
{note a) 184 40 41 9

1C. Adjusted universe-
preliminary 5,881 1,295 857 248

2A. KRandom sample tele-
phone guestionnaires
less Puerto kican pro-

jects 123 68 140 12
2. Deletions:
Minority prime
contractors (note b) 10 3 6 8
Error set asides
(note c) 1 4] 5 1
Nonresponses,
declined to parti-
cipate, could not
be reached _6 _4 _4 _5
Total deletions 17 7 15 14
3JA. Applied to sample
(2A%2B) 106 61 125 58

3b. rercent (3A3ZA) 86.2 89.7 89.3 i 80.6

4A. Number (3bxly) 5,069 1,162 765

~N
o
o

4b. Percent (sum of 4A+1C)

a/Puerto kican projects were deleted hecause most prime contracts were
awarded to minority firms, which was not typical in other areas df
the country,.

b/Questionnaire design focused on the relationship between prime con-
tractors and minority subcontractors and suppliers. Consequently, for
minor ity prime contractors, the yuestionnaire could not be completed.

c/some projects funded in rounad two were projects that were mistakenly

not funded under round one. These projects were not required to meet
the l0-percent provision.
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TABLE 3

pstimate of Number of Projects wh

- " "2 won o o " oo > - —

2 re
Erime Contractors Had Problems with

Prices Quoted by Minority Firms

pempmnen o EFO)ects awarded by grant amount
§0-50.57"%0°% million- S1 miilion-""Over §3

million $1 million ~ $3 million million  Total
1. Adjusted universe
(table 2) 5,069 1,162 765 200 7,196
2. Usable responses 103 59 121 56 339
3. Sample projects
with problem
3A. Number 39 24 55 39 157
3JA. Percent (3A+2)x100 37.9 40.7 45.5 69.6 -

Estimate of Total Projects with Problem

4A. Number (3Bxl) 1,921 473 348 139 2,881

ab. Percent (4A+1)x100 - - - 40.0
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3.

3b.

4A,

4.

Adjusteu universe
(table 2)

Usable responses

Sample projects
citing problem

Number

percent (3A72)x100

Number (3Bxl)

percent (4A<1)x100

APPENDIX III
TAELE 4
tstimate of Projects where Using
Minority Firms_Placed
surden on Prime_Contractor
. _... brojects awarded by grant amount ___
$0-30.5 "$G.5 miiiion- 51 miliion-" "Over §3
million_ $1 million _ §$3 million million  Total
5,069 1,162 765 200 7,196
103 60 119 56 338
4] 31 66 29 167
39.8 51.7 55.5 51.8 -
bstimate of Total Projects Citing Burden
2,017 601 425 106 3,147
- - - 43.7
55
5
A
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TABLL 5

gf Urban_Projects

rojects awarded b rant_amount
3 1-ehit

$0-50. 5"§6 5" milTion-""31 on-" Ove e

ion- Over §3

million $1 million $3 million million Total

1. Adjusted universe
(table 2) 5,069 1,162 765 200 7,196
2. Usable responses 105 60 125 58 348

3. S5ample urban projects

JA. Number 46 38 91 53 228

3. Percent (3AT2)x100 43.8 63.3 72.8 91.4 -

4A. Number (3Bx1) 2,220 736 557 183 3,696

4B. Percent {4A-1)x100 - - - 51.4
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TABLE 5A

Lstimate of Urban Projects
with Problems Finding #inority Pirms

Projects awarded by grant amount _ ______

$0-30757730-5 million- $1 milifon-  Over 33

million $1 million $3 million million Total

1. tstimate of total

urban projects

(gable 5) 2,220 736 557 183 3,696
<. Usable responses 45 36 87 52 220
3. Sample projects with

problems
3A. Number 23 18 41 32 114
3. Percent (3A12)x100 51.1 50.0 47.1 61.5 -

Estimate of Total Projects With Problem

4A. Number (3Bxl) 1,134 368 262 113 1,877
4. Percent (4A<1)x100 - - - 50.8
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TABLE_5B
bstimate of Urban Projects
without Problems Finding Minority Firms

__________ Projects awarded by grant amount =
$0-50.57730.5 million §1 million- Over $3

million §1 million  $3 million million Total

1. Lstimate of total

urban projects

(table 5) 2,220 736 557 183 3,696
2. Usable responses 45 36 87 52 220
3. sample projects

without problems
3A. Number 22 18 46 20 106
3B. Percent (3A32)x100 48.9 50.0 52.9 38.5 -

Estimate of Total Projects Without Problem

4A. Number (3Bxl) 1,086 368 295 70 1,819

4B. Percent (4AZ1)x100 - - - 49.2
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'TABLE 6

timate of Number

Estimate of
of kural Projects

Projects awarded by grant amount

36-3675 7§0.5 million- S1 million- Over §3

million $1 million _  $3 millien million Total

1. Adjusted universe
(table 2) 5,069 1,162 765 200 7,196
2. Usable responses 105 60 125 58 348

3. Sample rural projects

JA, Number 59 22 34 5 120

36. Percent (3A:2)x100 56,2 36.7 27,2 8.6 -
Estimate of Total Rural Projects

4A. Number (3Bxl) 2,849 426 208 17 3,500

48. Percent (4AT1)x100 - - - 48.6
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TABLE_6A

Estimate of Rural Projects
with Problems Finding Minority Firms

rojects awarded by grant_amount

P
§0=80.57 730 5" miTlTon="SI million-""Over $3

million §1 million _ $3 million million Total

1. Estimate of total

rural projects

(table 6) 2,849 426 208 17 3,500
2. Usable responses 56 22 33 5 116
3. Sample projects with

problems
3A. Number 25 13 24 2 64
3B. Percent (3A3$2)x100 44.6 59.1 72.7 40.0 -

Estimate of Total Projects With Problem

4A. Number (3Bxl) 1,271 252 151 7 1,881
48. Percent (4A<1)x100 - - - 48.0
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TABLE 6B

Estimate of Rural Projects

without Problems _Finding Minority Firms

Projects awarded by grant amount

§0-30737730.5 million- "$1 miIlion~ "Over §3 "~
million $1 million $3 million million Total

1. Estimate of total

rural projects

(tablc 6) 2,849 426 208 17 3,500
2. Usable responses 56 22 33 5 116

3. Sample projects
without problems

3A. Number 31 9 9 3 52

Jj8. Percent (3A+2)x100 55.4 40.9 27.3 60.0 -
Estimate of Total Projects Without Problem

4. number (3Axl) 1,578 174 51 10 1,819

4B, Percent (4A1)x100 -~ - - 52.0
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TABLE 7

Kange based on sampling
error at the 95-percent

Universe estimate ___confidence level ___
Taple Description Number ~ Percent Number Percent

3 Projects in which prices

quoted by minority

firms was a problem 2,881 40.0 2,381 to 3,375 33.1 to 46.9
4 Projects in which min-

ority requirement

placed burden on

prime contractor 3,147 43.7 2,648 to 3,641 36.8 to 50.6
5 Urban projects 3,696 51.4 3,202 to 4,195 44.5 to 58.3
5A Urban projects with

problems finding

minority firms 1,877 50.8 1,659 to 2,096 44.9 to 56.7
58 Urban projects with-

out problems

finding minority

firms 1,819 49.2 1,604 to 2,033 43.4 to 55.0
6 Rural projects 3,500 48.6 3,000 to 3,994 41.7 to 55.5
6A Rural projects with

problems finding

minority firms 1,681 48.0 1,473 to 1,887 42.1 to 53.9
(%) Rural projects with-

out problems

finding minority

firms 1,819 52.0 1,606 to 2,034 45.9 to 58.1
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LIST OF PROJECTS VISITED BY GAO

. M o . A e Al o S S A i o, e . Tl Bl P Ty S o i S

Amount of
, Percentage Number of minority

Project Demographic EDA grant of project minority firm
location area amount completed firms contracts
Atlantic

region - $ - - - -
Maryland

Project A Rural 354,000 50 1 35,400
Massachusgetts -

Project A Urban 1,000,000 5 7 186,315
New Hampshire

Project A Urban 1,375,000 7 2 341,625
New Jersey

Project A kural 2,154,000 20 4 349,425

Project B Urban 3,235,000 2 6 413,050
New York

Froject A Rural 1,160,000 10 1 41,800

Project B Urban 1,250,000 18 1 160,000

(note a)
Pennsylvania

Project A Urban 244,000 20 1 74,487

Project B Urban 3,533,000 3 3 257,625
Vermont

Project A Rural 1,180,000 30 1 136,000
west Virginia

Project A Rural 1,044,000 6 1 143,000
southeast

region - - - - . -
Alabama

Project A Urban 179,000 32 1 24,000

o e s ] T~ - = .

a/This project was selected for a site visit, but at the request of EDA's
General Counsel the visit was not made. The prime contractor and
minority subcontractor were involved in litigation with the city of
New York over the legitimacy of the minority firm.
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Number of
) Percentage Number of minority
Project Demographic  EDA grant of project minority firm
location area amount completed firme contracts
Flor ida
Project A Urban $ 559,695 20 1 63,444
Georgia
Project A Urban 5,000,000 5 2 30,600
North Carolina
Project A Rural 265,000 65 3 46,588
Midwest region - - - - -
Illinois
Project A Urban 2,862,740 6 1 287,000
Michigan
Project A Urban 110,000 20 1 30,000
Project B Rural 1,693,000 6 2 276,766
Ohio
Project A Rural 334,500 90 2 42,785
wisconsin
Project A Urban 1,264,700 5 2 257,000
Southwest - - - - -
region
Arkansas
Project A Rural 671,700 41 3 79,227
Louisiana
Project A Urban 1,256,429 23 3 83,943
Oklahoma
Project A Urban 245,954 82 1 31,851
Texas
Project A Urban 3,268,436 55 6 337,740
Rocky Mountain
region - - - - -
Colorado
Project A Urban 1,200,000 70 1 174,016
64
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Number of
Percentage Number of minority
Project Demographic EDA grant of project minority firm
location area amount  completed  firms contracts
Kansas
Project A Rural $ 10,880 98 1 1,088
North Dakota
Project A Rural 313,000 kY 1 33,062
Utah
Project A Rural 558,000 5 2 60,191
western region - - - - -
Arizona
Project A Urban 1,692,000 92 2 170,000
California
Project A kural 307,000 60 2 69,850
Project B Urban 1,496,200 7 1 2,366
1daho
Project A Rural 271,000 56 3 35,375
Oregon
Project A Rural 95,000 37 2 9,539
washington
Project A Rural 125,438 40 1 14,250
Total for 33
projects visited: 39,058,672 12 4,139,408
(06911)
6 5 2.5 GOVERNMENT PRINTING OFFICE: 1979 620-167/26 1-3
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