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Isplementation of the Department of Defense (DOD)
inority Business Enterprise (BE) Subcontracting Program was
reviewed; the review focused on the way DOD and four prime
contractors implemented the program. The program calls for
contracts over 500,000 to have a clause stipulating that
contractors identify and solicit ino-; -businesses to perform
subcontracting. Findings/Conclusions: DD's implementation of
the BE! Subcontracting Program is inadequate in three respects:
(1) the contract clause overlooks certain key aspects and
requirements necessary to assure program success; (2) the
program is not adequately monitored and has inadequate standards
to judge contractors' efforts; and (3) DOD contracting officers
have not been given guidance on when the subcontracting clause
should be inserted in prime contracts. Inadequate contract
requirements and poorly planned programs are the primary reasons
the subcontracting program is not effective. None of the prime
contractors adequately complied with regulations for maintaining
records related to mincrity business subcontracting. The
contractors have not established a regular practice of
soliciting bids from inority firms. About half cf the minority
businessess contacted were dissatisfied with the program.
Recoamendations: DOD should: include goals and objectives for
contractors to achieve in identifying and soliciting inority
firms capable of providing the required services; define the
role of corporate liaison oicials; and require contractors to
record in summary form the number and value f solicitations
made to inority businesses as well ac aar's to such
businesses. (RIS)
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Department Of Defense Program
To Help Minority-run Businesses
Get Subcontracts
Not Working Well
Inadequate contract requirements, coupitd
with programs poorly planned and carried out
by contractors, result in tewer subcontract
opportunities for minority busirnesses.

The Department of Defense should revise its
contract requirements to provide contractors
with more specific direction on how to in-
volve minority businesses in subcontracting.
In accordance with the Committee's wishes,
no comments were obtained from the Depart-
ment of Defense.
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The Honorable Joseph P. Addabbo
Chairman, Subcommittee on

SBA Oversight and Minority EnterpriseCommittee on Small Business
House of Representatives

Dear Mr. Chairman:

This is our report on weaknesses in prime contractorsimplementation of the Minority Business Enterprise Subcon-tracting Program administered by the Department of Defense.Our review was ade pursuant to your request of March 25,1976.

In accordance with the instructions from your office,we did not obtain comments from the Department of Defenseon the contents of this report.

Please note that this report contains recommendationsto the Secretary of Defense which are set forth on pages 19and 20. As you know, section 236 of the Legislacive Reorga-nization Act of 1970 requires the head of a Federil agencyto submit a written statement on actions taken cn our recom-mendations to the House and Senate Committees on GovernmentOperations not later than 60 days after the date of thereport. A similar statement is to be submitted to the Houc,Committee on Appropriations and to the Subcommittee on De-fense, Senate Committee on Appropriations, with the agencybsfirst request for appropriations made more than 60 days afterthe date of the report. We will be in touch with your officein the near future to arrange for release of the report sothat the requirements of section 236 can be met.

Sincerely yours,

ACTING Comptrol e en ral
of the United States
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ON SMALL BUSINESS

DIGEST

The Department of Defense Minority BusinessEnterprise Subcontracting Program calls forsome contracts over $500,000 to have a clausestipulating that contractors identify andsolicit minority businesses to do the jobs.(See pp. 1 to 3 and pp. I and II.)

The program developed by the Departmenit of De-fense and four of its prime contractors is in-effective because:

-- The clause mentioned above does not spellout specifically how contractors are topromote subcontracting with minority firms.
-- The program is not being adequately monitoredand has standards that are inadequate to usein evaluating contractors' performance.

--Contracting officers do not have criteria fordetermining which contractors should partici-pate in the program. There was no apparentjustification for some of the largest Defensecontractors not being required to participatein the program.

Inadequate contract requirements coupled withprograms poorly planned and carried out by thecontractors were the primary reasons why thesesubcontracting programs were not as effectiveas they could be.

None of the prime contractors had adequatelycomplied with regulations for keeping certainrecords relating to minority business subcon-tracting. While the contractors had appointedliaison officers, as required, these officialsreceived few instructions from management inthree of the four cases reviewed; and, al-though two contractors kept adequate listings
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of minority businesses, they generally were
not routinely screening these listings to de-
termine those businesses that could be so-
licited.

Finally, contractors had not established a
regular practice of solicting bids from
minority firms.

And, how did the minority businesses feel
about the program? About half of those con-
tacted were dissatisfied with it. Most of
the remaining were satisfied, even though
many believed improvements, such as providing
more Government publicity on minority business
enterprise subcontracting opportunities and in-
creasing the time to respond to solicitations,
were needed. (See pp. 17 and 18.)

RECOMMENDATIONS

The Secretary of Defense should revise regula-
tions on the contracts to provide contractors
more specific direction on how to involve minor-
ity firms in subcontracting. To do this, the
Department should

-- include goals and objectives for contractors
to achieve in identifying and soliciting
minority firms capable of providing the re-
quired products and services,

-- define the role of corporate liaison offi-
cials, including how they will be involved
in coordinating and implementing programs,
and

-- require contractors to reco:d in summary
form the number and value of solicitations
made to minority businesses as well as
awards to such businesses,

The Department also should provide

--specific guidance to procurement con-
tracting officers so they can determine
those contractors who should be required
to implement a Subcontracting Program and

ii



-- for more effective monitoring of theSubcontracting Program by developing per-formance standards for use in evaluating
whether contractors comply with the contractrequirements.

In accordance with the Committee's wishes, nocomments were obtained from the Department ofDefense.

Tear Shftti
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CHAPTER 1

INTRODUCTION

By letter dated March 25, 1976, the Chairman of theSubcommittee on Small Business Administration (SBA) Over-
sight and Minority Enterprise, House Committee on SmallBusiness, asked us to conduct a full and detailed investi-gation of te Department of Defense (DOD) Minority BusinessEnterprise (MBE) Subcontracting Program. The request wasinitiated after investigations conducted by the Subcommitteeindicated that DOD had not vigorously pursued enforcement of
t .sions of the Armed Services Procurement Regulation
(ASPR) dealing with promoting participation of minority
business enterprises as DOD subcontractors. The regula-tion provides for inclusion of a clause in most DOD prime
contracts in excess of $500,000 requiring prime contractorsto establish a program enabling MBEs to be considered fairlyas subcontractors and suppliers.

The Armed Services Procurement Regulation 7-104.36
defines a minority business enterprise as a business whereat least 50 percent is owned by minority group members,
or, in the case of publicly owned business, at least51 percent of the stock is owned by minority group members.
Minority group members are Black Americans, Spanish-Speaking
American persons, American-Orientals, American-Indians,
American Eskimos, and American Aleuts.

On May 25, 1976, we met with the Subcommittee staffprimarily to reach agreement on the scope and extent ofwork to be performed to satisfy its request. It was agreedthat we would determine:

--How DOD assures itself that contractors are comply-
ing with the contract clause.

-- If the contrattots have established viable minority
subcontracting programs.

-- How minority firms view DOD's MBE Subcontracting Pro-gram.

EVOLUTION OF DOD'S MINORITY BUSINESS
ENTERPRISE SUBCONTRAX7 fNG PROGRAM

DOD's Minority Business Enterprise Subcontracting
Program is an outgrowth of a national commitment to increase
involvement of MBEs in Federal procurement programs and the



private enterprise system. Executive Order 11458,
issued March 5, 1969, prescribed national efforts for de-
veloping and coordinating an MBE program. (See app. I.)
This order resulted in the establishment of the Office of
Minority Business Enterprise in the Department of Commerce.

On October 13, 1971, Executive Order 11458 was super-
seded by Executive Order 11625. Executive Order 11625
provides that it is in the national interest to have full
participation in our free enterprise system by minority
business enterprises and that all Federal departments and
agencies are to increase their efforts in fostering and
promoting minority business enterprise. The order provides
that:

"The Secretary of Commerce, as he deems neces-
sary or appropriate to enable him to better ful-
fill the responsibilities vested in him by sub-
section (a) of the Executive Order may:

"With the participation of other Federal depart-
ments and agencies as appropriate, develop compre-
hensive plans and specific program goals for the
minority enterprise program: establish regular
performance monitoring and reporting systems to
assure that goals are being achieved; and evaluate
the impact of Federal support in achieving the
objectives established by this order.'

In January 1970 and February 1972, the Office of the
Assistant Secretary of Defense (Installations and Logistics)
ASD (I&L) established DOD's responsibilities for increasing
utilization of MBEs. The Directorate for Small Business and
Economic Utilization Policy, under the Deputy Assistant Sec-
retary (Procurement), advises the ASD (I&L) in matters relat-
ing to establishing, implementing, and executing the MBE
Subcontracting Program.

As a means of implementing the program, ASPR was amended
to establish a policy that minority business enterprises be
accorded maximum practicable opportunity to participate in
Government contracts and to require Government contractors to
assume affirmative obligations in subcontracting with MBEs
(See app. II.)

A September 10, 1975, report by the Subcommittee on
SBA Oversight and Minority Enterprise concluded as follows:

"There is a glaring lack of specific objectives
which each prime contractor should be required to
achieve. There is a lack of enforcement provisions
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and Federal agencies indicated a lack of any mean-
ingful monitoring system. In short, the subcom-mittee concludes that title 41 contains an appro-
priate expression of Government policy but an in-
effective mechanism to achieve that policy." 1/

Also, in a November 24, 1975, memorandum, the Director
of Small Business and Economic Utilization Policy, Office ofASD (I&L), disclosed that an examination of 695 plants per-
forming on DOD prime contracts indicated that over 50 percent
had not made any minority subcontract awards during fiscal
year 1975. This situation spurred DOD to initiate action
bringing about some reforms in the program enabling it to
carry out better the intent of Executive Order 11625.

For those contractors reporting, DOD program statistics
for fiscal years 1973-75 are presented below:

Subcontract awards
by DOD

prime contractors FY 1973 FY 1974 FY 1975

-------(000,000 omitted) --------

To small business con-
cerns $ 3,971 $ 4,584 $ 5,002To other business con-
cerns 7,123 7,455 7,729

Total $11 094 $12,039 $12, 731

To minority business
concerns (included
above in the dollar
amount to small busi-
ness concerns) $22 $52 $72Percent of minority
business subcontracts
to small business sub-
contracts 0.6 1.1 1.4Percent of minority
business subcontracts
to small and other busi-
ness concerns 0.2 0.4 0.6

1/Title 41 contains the Code of Federal Regulation Sections
dealing with public contracts.
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SCOPE OF REVIEW

Our review was generally limited to determining the way
DOD arnd our prime contractors implemented DOD's Minority
Bus.iness Enterprise Subcontracting Program, as described
in ASPt: and in other Government promulgations. Our review
included a determination of the adequacy of the ASPR con-
tract clause as well as a determination of DOD's efforts
to assure contractors' compliance with the clause. Statis-
tics on subcontract awards by the four contractors reviewed
are shown in appendix III.

Our review was performed at the following locations,
offices, or organizations:

--DOD and the Departments of the Air Force, Army,
and Navy. Principal organizations contacted
in these departments included the (1) Directorate
for Small Business and Economic Utilization Policy,
ASD (I&L), (2) Headquarters, Defense Contract Admin-
istration Services, and selected field cifices,
and (3) other cognizant DOD organizations.

-- Four DOD contractors, including seven plant
facilities in the West and Midwest.

--Other Federal or federally funded agencies con-
tacted included the (1) Small Business Administra-
tion, (2) Department of Commerce's Office of
Minority Business Enterprise, (3) Minority Business
Opportunity Committees, (4i National and Regional
Purchasing Councils, and (5) National Aeronautics
and Space Administration.

--Twenty-four minority business enterprises.
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CHAPTER 2
NEED TO STRENGTHEN DEPARTMENT OF DEFENSE EFFORTS

TO PROMOTE SUBCONTRACTING-WITH MINORITY

BUSINESS ENTERPRISES

We found that DOD's implementation of the MBE Subcon-tracting Program is inadequate in three respects. First,the contract clause to be included in selected prime con-tracts overlooks certain key aspects and requirements neces-sary to assure the probability o program success. Second,the program as presently conceived is not being adequatelymonitored by authorized DOD elements and suffers from in-adequate standards to judge the effectiveness of primecontractors' efforts. Finally, DOD contracting officershave not been given guidance on when the MBE subcontractclause is to be included in prime contracts. As a resultthe programs developed by the prime contractors (discussedin ch. 3) are not a effective as they might be, and asubstantial number o the largest DOD contractors are noteven required to participate in the program.

ASPR PROVISIONS IMPLEMENTING AN MBEUBCONTRACTI NG PROGRAM ARE- IADQUATE

The Executive order does not require Federal agenciesto establish specific goals or objectives for implen.zntinga minority business enterprise program. DOD, therefore,has not established official goals and objectives for con-tractors to meet. Further, the ASPR clause which is in-cluded in prime contracts is silent with respect to certainkey aspects and requirement
s which are necessary for as-auuring the probability of program success. The clausedoes not require that program goals and objectives beestablished by contractors.

Only one of the four prime contractors we visited hadactually developed goals and objectives of any kind orprovided specific assistance. And even this one contractor'sgoal was questionable because it was not based on any studyor assessment of the potential for soliciting bids or award-ing contracts to minority firms.
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The contract clause developed for this program
requires contractors to establish source lists of MBEs
and to solicit them. Weaknesses in the contractors' programs,
discussed in chapter 3, relate directly to the absence of
prescribed goals and objectives for accomplishing these re-
quirements.

We believe that prime contractors can increase the
involvement of minority firms through better efforts to
identify and solicit qualified firms. Therefore related
goals and objectives are needed to measure the performance
of prime contractors.

NEED FOR DOD TO DEVELOP MONITORING GUIDELINES

Monitoring visits by DOD representatives to the con-
tractors were usually very brief and pertained mainly to
discussions with the contractors rather than verifying ac-
tions taken or accomplishments. DOD's monitoring of contrac-
tors' MBE Subcontracting Programs needs to be strengthened
if there is to be any assurance that viable and effective
programs are being implemented.

Contract Administration Offices (CAOs) monitor partic-
ipating contractors' efforts to implement the MBE subcon-
tracting program. Three of the prime contractors we re-
viewed were monitored by the Defense Contract Administra-
tion Services (DCAS) and the fourth prime contractor was
monitored by the Air Force Contract Management Division.
DCAS regulations provide that a small business specialist
perform the monitoring function.

Reviews are conducted jointly by representatives from
the SBA and DCAS generally on a quarterly basis.

DCAS monitors told us they normally take about 4 hours
or less to conduct a complete review. The form used for
such reviews includes the following questions.

"A. Contractors's discharge of obligation in
accord with ASPR clause

"1. Has contractor established a program to en-
able minority business enterprises to
be considered fairly as suppliers?

"2. Has a Liaison Officer been appointed to
administer the contractor's Program?
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"3. Does contractor consider the potentialities
of minority business enterprises in allmake or buy decisions?

"4. Does contractor provide equitable opportun-
ity for minority businesses to compete
for subcontracts?

"5. Does contractor arrange solicitations, pro-vide adequace bid preparation time, arrange
quantities, specifications and delivery
schedules to facilitate participation byminority businesses?

"5. Does contractor maintain records and poli-cies which reflect identification and use
of minority business enterprises?

"7. Does contractor cooperate wit.. contracting
officer in studies and surveys of the con-tractor's minority business enterprise
procedures and practices?

"8. When required, does the contractor submit
periodic reports of subcontracting to knownminority business enterprises?

'9. Does the contractor include the Minority
Business Subcontracting Pogram clausein applicable subcontracts in accord with
contractual obligation?

"10. Is the contracting officer notified con-cerning the placement of such orders?

"B. Extra contractual effort to support minoritybusiness program

"1. Describe any unusual or extraordinary con-tract efforts. (There is also a provisionfor the monitor to explain any deficien-cies found in the review and for an over-
all conclusion of the contractor's per-forlnance. )"

The monitoring reports we reviewed did not mention anyof the problems found by our reviews. For example, we deter-mined that one contractor had not screened any availablelistings of MBEs and was, therefore, unaware of many MBEsthat could have been solicited for bids. Yet the DCAS monitorchecked "yes" for question 4 cited earlier and concluded thatthis contractor, although it had not attempted to identify
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MBEs from the directories, was providing an equitable oppor-
tunity for minority businesses to compete for subcontracts.

DCAS eadquarters officials told us that in their opin-
ion a contractor is in compliance with the MBE Subcontracting
Program requirements if it (1) has appointed a liaison offi-
ficer, (2) has a source listing of MBEs, and (3) solicited
and awarded contracts to MBEs. We noted that the three con-
tractors with formal MBE Subcontracting Programs had done most
of these things to some extent; therefore, DCAS rated its
program as satisfactory. DCAS officials stated, however,
that they believed improved monitoring guidelines were needed.

The three DCASs and one Air Force CAO concluded that all
four contractors we reviewed had satisfactory programs.
When we asked on what basis they judged each factor, they
told us they used their best judgment because existing guide-
lines are vague and/or more specific guidelines have not
been developed to assist them in making these determina-
tions. However, one of the prime contractors whose MBE Sub-
contracting Program had been rated as satisfactcry by DCAS
told us that it had not implemented a formal MBE Subcontract-
ing Program.

O-THR MONITORING PROBLEMS IDENTIFIED

Responsible DOD contract administration specialists
were not monitoring the effectiveness of MBE Subcontracting
Programs at major subcontractors of the four prime contrac-
tors reviewed.

The MBE Subcontracting Program clause requires the con-
tractor to insert in any subcontract exceeding $500,000 the
language of the clause and to notify the prime contracting
officer of the names of such subcontractors. Such notification
was made by two of the prime contractors, but there was no
monitoring of the subcontractor MBE programs. For the other
t-wo contractors, the MBE clause had not been included in the
major subcontracts as required.

DOD CONTRACTING OFFICIALS NEED GUIDANCE FOR
DETERMINING THE CONTRACTORS THAT SHOULD BE
INCLUDED IN THE MBE SUBCONTRACTING PROGRAM

In our opinion DOD should provide improved guidance to
procurement contracting officers to assist them in deciding
when prime contractors should be required to establish a
MBE Subcontracting Program.

ASPR in section 7-104.36(b) allows procurement contract-
ing officers to exclude the mandatory MBE clause from contracts
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exceeding 500,000, if, in their opinion, substantial
contracting opportunities do not exist for MBEs. However,
ASPR sections 1-332 and 7-104.36(a) and (b) neither define
what constitutes substantial subcontracting opportunities
nor provide specific criteria for making this decision.

We compared DOD's listing of DOD contractors parti-
cipating in the program to a separate listing of the names
of DOD's 100 top contractors. This comparison showed that
39 of the contractors for fiscal year 1975 were not in DOD's
report on companies participating in the MBE Subcontracting
Program. We also determined that during fiscal year 1975,
each of the 39 contractors received prime contract awards
ranging from $44 million to $1.4 billion. Of the 39 com-
panies, 14 were oil companies, 3 were major automobile manu-
facturers, 3 were nonprofit institutions, and the remainder
were food or conglomerate industries.

We contacted DOD procurement offices that were respon-
sible for awarding contracts to 1 of these 39 prime contrac-
tors and asked whether they were including the MBE clause in
the large contracts they were awarding to this firm. These
inquiries disclosed that the procurement office had not re-
quired contractors in the oil industry to establish ARE Sub-
contracting Programs. Additionally, we found an instance
where the contracting officer had excluded the MBE clausefrom a contract to a DOD contractor already reQuired by
other contracts to have an MBE Subcontracting Program.

A policy division official at the Derense Fuel Supply
Agency told us that the contracting officer, with the policy
division's concurrence, excluded the MBE clause in the prime
contracts awarded to petroleum companies believing that no
significant opportunities for subcontract awards to MBEs
existed.

The Agency said that although its total annual procure-
ments from the oil companies exceeded $2 billion, the oil com-
panies' cost for the purchase of crude oil might be as high
as 75 to 90 percent of individual contract value. This sug-
gested to the Agency the lack of opportunity to subcontract
with MBEs. We were told, however, that the Agency had not
made any studies or obtained any documentation from the
oil companies to substantiate the Agency's belief that many
opportunities for awarding subcontracts to MBEs did not
exist.

In another case a Navy procurement contracting officer,
at the contractor's request, deleted the MBE clause in a
contract by amendment because, in his opinion, substantial
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opportunities for the company to subcontract with minorityfirms did not exist under that contract. This contractingofficer told us he lacked adequate criteria fo: determiningwhen a contracting officer may exclude the MBE clause. Anofficial at the Defense Fuel Supply Agency similarly told usthat no guidelines of this nature had been developed fortheir use.

ACTIONS TAKEN BY DOD TO IMPROVE
THE IMPLEMENTATION OF THE
MBE SUBCONTRACTING PROGRAM

DOD has recognized that the M'3E Subcontracting Programhas not been effective. Proposals or suggestions by DOD toimprove the program include the following:

-- The Deputy Assistant Secretary of Defense (Procure-ment) stated in a January 16, 1976, letter directedto aerospace, electronic, and national security in-dustrial associations that action had been initiatedto revise the ASPR to (1) require more accurateidentification of potential minority business sup-pliers and (2) give some recognition to the costsinvolved in contractors' efforts to make awards tominority firms in negotiating contract prices. Theletter also stated a DOD test program had beenauthorized to require certain contractors to subcon-tract a specified percentage of total subcontractsto minority firms.

--According to a DCAS headquarters official, DCASplans to revise its procedures manual to clarify forDCAS reviewers certain MBE program requirements.

--DCAS stated that it planned to survey in late 1976those contractors who had participated in the MBESubcontracting Program during the last 3 fiscalyears. The survey will evaluate contractors' awardsto MBEs in the light of their awards made to smallbusinesses, it will assume that the higher the per-centage of subcontracting to small businesses, thegreater the potential for subcontracting with MBEs.
A DOD policy level official told us that DOD is en-couraging contractors to uvluntarily set either of thesegoals for fiscal year 1977;

--Those contractors who previously made MBE subcontractawards were asked to set a goal of awarding 5 percent
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,·ore subcontract dollars to MBEs than awarded in the
previous fiscal year.

--DOD has requested those contractors who reported zero
dollar awards to set a goal of awarding four minority
business subcontracts.
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CHAPTER 3

PRIME CONTRACTORS' MINORITY BUSINESS ETERPRISE

SUBCONTRACTING PROGRAMSCAN BE IMPROVED

The MBE Subcontracting Programs at the four prime con-tractors we examined were not as effective as they couldhave been because they were not fully complying with therequirements o the MBE contract clause and because of in-adequacies in DOD's program discussed in chapter 2.

We found that prime contractors were not using avail-able source lists to identify anc olicit minority firmsand were not soliciting minority irms previously qualified.We also found that the duties and responsibilities of companyMBE liaison officials were not clearly defined and that re-quired records were not maintained.

PROCEDURES FOR INDENTIFYING AND
SOLICITING MBEs ARE VAGUE -

The MBE clause requires prime contractors to (1) developprocedures to comply with the policies set forth in theclause, including the establishment of a source list of MBEs,(2) identify and solicit MBEs, and (3) maintain records ofthese actions and of awards to minority firms.

Three of the contractors had issued policy statementsindicating their intent that MBEs would have an equal oppor-tunity to compete for all subcontracts that they can perform.However, the statements and directives of three of the fourwere not specific or were unclear concerning what steps andprocedures the prime contractors would take to carry outthat intent.

Officials at three of the prime contractors we reviewedindicated they had not determined their orporation's fullpotential to subcontract with MBEs. None of them had con-ducted any studies to identify

-- the type of ,products and services procured that couldbe supplied by minority businesses and

-- the minority businesses available and capable ofproviding these products and services.
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Directories of various MBEs are available from local
associations, SBA, the Department of Commerce's Office of
Minority Enterprise, DCAS regional offices, and State agen-
cies. The directories generally are classified by product or
by type of service rendered.

One MBE liaison officer told us that he had not screened
any MBE directories. This resulted in buyers being unaware of.
many potential MBE suppliers. We talked to five buyers at
this company and learned that three had not used the direc-
tories. Four of the five buyers told us they solicited bids
from only those few MBEs provided by the MBE liaison officer
as a result of his participation at trade fairs and from known
MBEs.

We found that one prime contractor had evaluated the
capabilities of MBEs and subsequently included them on its
list of approved suppliers but did not regularly solicit
from these MBEs. For instance, of 39 MBEs on the approved
supplier list, the buyers were soliciting bids from only 11
and a contractor official could not tell us why the others
were not being solicited.

DUTIES AND RESPONSIBILITIES OF LIAISON
OFFICERS ARE NOT DEFINED

One of the requirements of ASPR calls for the designa-
tion of MBE liaison officers. While all four of the prime
contractors we visited had made such designations, only one
of them had formally defined the duties and responsibilities
of the person appointed to this position. We reviewed this
contractor's program in detail at one plant and found that
the liaison officer was not effectively discharging his as-
signed duties and responsibilities. For instance, the liaison
officer (1) did not use local MBE directories for locating po-
tential MBE suppliers, (2) had initiated only minimal ef-
forts to contact potential MBE suppliers, and (3) had made
no efforts to contact and coordinate MBE-related matters
with other Federal or federally funded organizations involved
in coordinating and implementing the program, other than to
inquire whether some small businesses had loans from the
SBA.

At one prime contractor the liaison officer at the
corporate headquarters stated that the liaison official at
the plant location was responsible for identifying and
screening potential MBE suppliers. At the plant, however,
a procurement official, stated that his buyers were respon-
sible for discharging these duties. Yet we found that no
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one was effectively performing the function. The contrac-tor's listing of suppliers contained the names of about1,100 firms. However, plant officials told us that totheir knowledge only three or four of these suppliers wereknown MBEs with which they dealt.

PROPER RECORDS ARE NOT MAINTAINED

Only one of the prime contractors visited provided uswith records of solicitations to MBEs. The three other con-
tractors recorded this type of information but retained itonly in individual purchase order folders. These threecontractors did not have any summary information on solicita-
tions to MBEs.

DOD contractors who are not considered to be small bus-
inesses are required to submit a quarterly statistical re-port (DD Form 1140-1) on the total amount of awards to largeand small businesses and to MBEs. Although all four primecontractors were regularly submitting these quarterly re-ports, three of the contractors' reports were inaccurate.The inaccuracies involved the reporting of non-MBEs as MBEs,exclusion of MBEs, cumulative instead of quarterly reporting,and other computational errors.
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CHAPTER 4

COMMENTS BY MINORITY FIRMS ON

DOD'S SUBCONTRACTING PROGRAM

We contracted selected minority firms, some of which
were listed in MBE directories, to obtain insight from mi-
nority businessmen about their experience with the MBE Sub-
contracting program and any recommendations they might
have for improving it. About half of those contacted
were dissatisfied with the program. Most of the remaining
were satisfied, even though many believed that improvements
were needed.

EFFORTS BY MINORITY FIRMS TO SOLICIT
CONTRACTS FROM PRIME CONTRACTORS

Thirteen of the 24 minority firms we spoke to told us
they had contacted at least 1 DOD contractor to explain
their capabilities and to solicit business. Eight had re-
ceived bid solicitations, of which five resulted in contract
awards. Fourteen of the firms had contacted the SBA and
other organizations, such as the Office of Minority Busi-
ness Enterprise for assistance; a few had attended trade
fairs; and 17 of the 24 firms contacted were also included
in one or more of the many directories developed on minor-
ity firms.

Direct efforts by minority firms to increase their
visibility and acceptance by contractors have not always beensuccessful. For example, a vendor of stationery and office
supplies named 11 contractors he had contacted and told
us that his efforts had resulted in little business. He
said that one of the contractors that solicits him does so
only on very small orders amounting to about $500 worth of
business annually.

Similarly, six of the seven minority businessmen who
had attended trade fairs indicated that, judging from the
results, the trade fairs had been largely unproductive as
far as new DOD contractor business was concerned. For
example, one minority business attended six trade fairs in
1976 and contacted at least four DOD prime contractors
with no results.
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MINORITY FIRMS HAVE EXPERIENCED DIFFICULTY
BREAKING INTO STABLISED ARKETS 

Some minority businessmen expressed concern that buyerssolicited bids only from favorite vendors that they have
dealt with for years. Based on our discussions with con-tractors, their concerns may be justified. Three of thefour contractors we reviewed told us they have established
sources of proven quality and reliability. One of thesecontractors stated that it would be imprudent to jeopardizebeneficial relationships with proven supply sources by
changing to new suppliers. Such a change, we were told,creates a risk which the contractor is often unwilling toaccept because of the difficulty of determining beforehand
if new suppliers can live up to the standards of regularsuppliers.

One minority businessman said it has been his experi-ence that contractors solicit MBEs to fill their less lucra-tive orders while reserving more profitable orders fortheir established sources of supply. He believes the Gov-ernment should assist minority firms in getting the moreprofitable awards. Another minority businessman somewhat
sympathized with contractors' use of established sources.

QUALITY CONTROL

For certain types of procurements, contractors oftenrequire their subcontractors to meet minimum quality controlstandards by

--writing an acceptable quality control manual,

--installing calibration or test equipment assuring
that products are within the required tolerances,
and

--periodically checking the accuracy of test equipment.

One concern of the contractors was whether suppliers
could provide adequate quality control systems. Minoritybusinessmen told us that even when such systems wereestablished, their chances for obtaining business fromprime contractors were not significantly increased. As aresult some minority businessmen believed that their invest-ment in a quality control system was not worth the cost.

One MBE told us that he hired a consultant at a cost of$200 to write a quality control manual for his firm as a
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prerequisite for obtaining awards from a prime contractor.
According to the MBE the manual was later approved by the
prime contractor, but over a year passed before the MBE re-
ceived an award. The order was valued at less than the cost
of the quality control manual itself. Another MBE told us
that each contractor dealt with seemed to want the firm
to establish a little different quality control system.
This MBE, having worked for at least six contractors, stated
that the firm's costs to adapt a quality control system
for contractors had not been warranted by the resulting busi-
ness.

NONRESPONSIVE BIDDERS

Buyers at two of the four contractors we reviewed told
us that MBEs had not responded well to solicitations or
had no bid" items on solicitations. Our discussions with
minority businessmen tended to support this assertion, but
some reasons were given by MBEs why firms might "no bid"
certain items or not bid at all. Some of these reasons are:

-- The solicitations involved items already manufactured
elsewhere, sometimes by a company having patent
rights. Minority businessmen questioned whether they
could be expected to overcome the competitive ad-
vantage.

-- The solicitations involved items for which the busi-
ness does not specialize.

-- There was insufficient time to prepare bids.

RECOMMENDATIONS BY MINORITY BUSINESSMEN

Minority businessmen made a number of recommendations
for program improvement, such as:

--Giving greater consideration to the potential for
minority business subcontracting in selecting prime
contractors for future DOD contracts.

-- Providing assistance to minority businesses in ob-
taining needed, and sometimes exotic, raw materials.

-- Establishing program goals.

-- Increasing Government activity to insure that con-
tractors provide MBEs an equitable share of the
available business.
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-- Establishing a program administered by SBA which
would result in subcontracts sufficient to warrant
minority business investment in quality control sys-
tems.

-- Providing more Government publicity on MBE contact
points in various Federal agencies.

-- Increasing the number of contractor surveys on the ca-
pabilities of minority businesses.

--Allowing MBEs more time to respond to solicitations.

--Reducing paperwork and simplifying it.
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CHAPTER 5

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

There is a need for improved Department of Defenseguidance and direction for implementing the BE Subcontract-ing Program by agencies within DOD and by prime contractors.We believe that the Armed Services Procurement Regulationshould be amended to provide for more specific contractualrequirements on how contractors are to promote subcontract-
ing with minority firms. There is a need for DOD to pro-vide in prime contracts that contractors develop goals andobjectives for identification and solicitation of minorityfirms which are capable of providing required products andservices. DOD also needs to develop standards for monitor-ing and evaluating contractors' efforts under the MBE Sub-contracting Program and needs to provide procurement con-tracting officers with adequate criteria for determiningwhich prime contractors should participate in the MBE Sub-contracting Program.

The MBE Subcontracting Programs implemented by thefour prime contractors we reviewed were not viable or effec-tive. We believe inadequate contract clause requirementscoupled with poor program planning and execution by theprime contractors were the primary reasons why these MBESubcontracting Programs were not effective.

None of the prime contractors had aequately compliedwith the ASPR requirements for keeping certain types ofrecords on their MBE Subcontracting Program efforts. Whilethe contractors had appointed liaison officers, as re-quired by ASPR, such appointments achieved little becauseliaison officers had received very few instructions frommanagement in three of the four cases we reviewed; and, al-though two prime contractors maintained adequate source list-ings of MBEs, they generally were not routinely screeningthese listings o determine MBEs that could be solicited.Finally, prime contractors had not established a regularpractice of soliciting bids fom minority firms.

RECOMMENDATIONS

We recommend that the Secretary of Defense revise thecurrent contract clause to provide the contractors with morespecific direction on increasing the involvement of minorityfirms in subcontracting. To accomplish this in the revisedclause, DOD should:

19



-- Include goals and objectives for prime contractors to
achieve in identifying and soliciting minority firms
capable of providing the required products and serv-
ices.

-- Define the role of corporate MBE liaison officials,
including their duties n program coordination and
program implementation.

--Require contractors to record in summary form
the number and value of solicitations made to minor-
ity businesses as well as awards to such businesses.

We also recommend that the Department:

--Provide specific guidance to procurement contracting
officers to guide them in determining those contrac-
tors that should be required to implement an MBE Sub-
contracting Program.

--Provide for more effective monitoring of the MBE Sub-
contracting Program through the development of per-
formance standards to be used in evaluating prime
contractors' compliance with the MBE Subcontracting
Program contractual requirements.
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APPENDIX I APPENDIX I

EXECUTIVE ORDER 1625

PrcA hing dioal Adtei b fi DeveAnil ad Cfo adm
a Nadhml mgro. for Minority una Emtpd

The opporumity for full participation in our free enterprise systm by
socialy ad enmically disadvantaged prsns i mential if we am to
obtain social and economic justice for such pa and improve the
funcioning of our national economy.

The Office of &binty Businea Entaprise, estalied in 1969,
greedy facilitated the raghening and aspauao of our mnority
enterprse program. n order to take full advanage d resourc and
opportunities in the minoity enterprise field, we now must build on thi
foundation. One important way of impving our efforts is by clarifying
the authority of the Secrtary of Commerce (a) to implanent Federal
policy in support of the minority busine enterprie progrm; (b) provide
additional technical and management assistance to disadvantaged
buinames; (c) to assit in demonstrtion rojects; ind (d) to coordinate
the participation of all Federal deprtmens and agaenci in an increased
minority enterprise effort.

NOW, THEREFORE, by virtue of the authority vested in me as
President of the United Stats, it is ordered as follows:

Sacnrm 1. Fusctions of the Secretary of Commerce. (a) The Secre-
tay of Commerce (ereinafte rferred to a "the Secretay") shal--
(1) Coordinate as consistent with law the plans programs, and

operations of ,he Federal Government which affect or may contribute
to the establishmt, presvation, and strengtbheing of minority buAnas
enterprbe.

(2) Promote thbe mobilization of actvitiea and resourccas of Stte and
local governments, bineses and trade aociations, universities, founda-
tions, podionl organization, and volunteer and other groups towards
the growth of minority business enterpres, and facilitate the cordination
of the deorts of these groups with those of Federal depatments and
agncis.

(3) Establish a center for the development, collection, rnmmariza-
ion, and dissemination of nfomation that will be helpful to person
and organizations throughout the Nation in undertaking or promoting
the establishment and successul operation of minority busines entrprie.

(4) Within constraints of law and apprpriations therefor, and
according to his discretion, provide financial assistance to public and
private organizations so that they may render technical and management
astanc to minority business enterprises, and defray all or part of the
cats of pilot or demonstration projects conducted by public or private
agencie or organizations which are deined to overcome the special
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pmroms of minority buM enterpris or coerwe to frther t
pupo of thi order.

(b) The Secreauy, bhe dee necmary or appropi to Mahk
him to better fulfill the repowib: vested in him by subsection (a),
may-

(1 ) With the participation of other Fedra departmen and agencies
as appropriate, develop comprehensit plans and spedcie program goals
for the minority enterprse program; estabish regular performance mon-
itoring and reporting systems to assure that goals are being achieved;
and evaluate the impact of Federal support in achieving the objectives
established by this order.

(2) Require a coordinated review of all proposed Federal training
and technical assistance activities in direct support of the minority enter-
prise program to assure consistency with program goals and to avoid
duplication.

(3) Convene, for purposes of coordination, meetings of the heads of
such departments and agencies, or their designees, whose progranm and
activities may affect or contribute to the purposes of this order.

(4) Convene business leaders, educators, and other representatives of
the private sector who are engaged in assisting the development of mi-
nority business enterprise or who could contribute to its development, for
the purpose of proposing, valuating and coordinating govemnmental and
private activities in furtherance of the objective. of this order.

(5 Confer with and advise officials of State and local governments.
(6) Provide the managerial and rgnizational framework through

which joint or collaborative undertaking with Federal department or
agencies or private organization can be planned and implemented.

(7) Recommend appropriate legislative or executive actions.
Sec. 2. Advisory Council for Minority Entrrpris. (a) The Advisory

Council for Minority Enterprise (hereinafter referred to as "the Coun-
cil"), established by Executive Order No. 11458 of March 5, 1969, shall
continue in existence under the tms of this order.

(b) The Council shall be composed of members appointed by the
President from among peson, including members of minority groups
and representaives from minority business enterprse who are knowl-
edgeable in thi field and who a dedicated to the purposes of this order.
The memlnbe shall save for a termnn of two years and may be reappointed.

(c) The President shall designate onc of the members of the Council
as the Chairman of the Council.

(d) The Council shall meet at the call of the Secretary.
(e) The Council sha be advisory to the Setr in which capacity

it shall-

( I ) Sene as a mur of knowledge and information on developments
in different fields and segments of our economic and social life which
afitt mlnority bns enterprise.

(?) Keep abreat of plans, progranms, and activities in the public and
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the Secretary on any meaure o better achive the objectives o this
wde.

(3) Consider, and advise the Secretary, and such oicial a he may
deinate, on problems and matters etdel to the Council

(f) For the purpses of Executive Oder No. 11007 of February 26,1962, the Council shall be deaned to have beean fornnmed by the Secretary.
(g) Members of the Council shall be entitled to receive travel and

aexpenses, including per diem in lieu of subsistence, a authorized by law(5 U.S.C. 5701-5708) for perons in the Governmnt service employed
intermitten y.

(h) The Secretary sai arrange for dministative support of theCouncil to the aextent necear, including :e of any gifts or bequests
accepted by the Department of Commerce punmnt to law.

SEc. 3. ResPsibilities of Other Federal Dpartmes and enc is.(a) The head of each Federal department and agency, or a prenta-
tive designated by him, when and in the mariner so requested by theSecretary, shall furnbh information, assistance, and reports to, and shall
otherwise cooperate with, the Secretary in the performance of his func-
tions hereunder.

(b) The head of each Federal department or agency shall, when sorequested by the Secretary, designate his Under Secretary or such other
similar official to have pnrwv and continuing reponibility for theparticipation and cooperation of that department or agency in maters
concerning minority business enterprise.

(c) The officials de;gnated under the preceding paragraph, when so
requested, shall review and report to the Secretary upon the policies and
programs of the minority business enterprise program, and hall keep
the Secretary informed of all proposed budgets, plans and programs of
his department or agency affecting minority business enterprise.

(d) The head of each Federal department or agency, or a representa-
tive designated by him, shall, to the extent provided under regulations
issued by the Secretary after consultation with the official designated in
paragraph (b) above, report to the Secretary oil ny activity that fallswithin the scope dof the minoriy business enterprise proam a defined
herein tnd in those regulations.

(e) Each Federal department or agency shall, within contraints oflaw and apprnpriation therefor, continue all current efforts to fster andpromote minority business enterprises and to support the program herein
set forth, and shall cooperate with the Secretary of Commerce in increas-
ing the total Federal effort.

SEC. 4. Reports. The Secretary shall, not later than 120 days after theclose of each fiscal ewar, submit to the ?rni;.nt a full report of his ctivi.
ties hereunder during the previous fiscal year. Ftr:ur, che Secretary shall,
from time to time, submit to the President his recommendatiom for
legislation or other xtion as he deems desirable to promote the purposesof this order. rFch Federal departml ent or agency shall report to the
Secretary as hereinabove provided on a timely b is so that the Secretary
may consider such reports for his report and rcomendations to the
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President. Each Federal department or agency shall develop and imple-
:ie-t systematic data collection processes which will provide to the Office

.. Minority Business Enterprise Information Center current data helpful
in evaluating and promoting the efforts herein described.

SEC. 5. Policies and Standards. The Secretary may establish such poli-
cies, standards, definitions, criteria, and procedures to govern the imple-
mentation, interpretation, and application of this order, and generally
perform such functions and take such steps as he may deem to be neces-
sary or appropriate to a hieve the purpocs and carry out the provisions
hereof.

SEc. 6. Definitions. For purposes of this order, the following defini-
tions shall apply:

(a) "Minority busines3 enterprise" means a business enterprise that
is owned or controlled by one or more socially or economically disad-
vantaged persons. Such disadvantage may arise from cultural, racial,
chronic economic circumstances or background or other similar cause.
Such persons include, but are not limited to, Negroes, Puerto Ricans,
Spanish-speaking Americans, American Indians, Eskimos, and Aleuts.

(b) "State" means the States of the United States, the District of
Columbia, the Commonwealth of Puerto Rico, the territories and
posessions of the United States, and the Trust Territory of the Pacific
Islands.

SE. 7. Consorucion. Nothing in this order shall be construed as
subjecting any function vested in, or assigned pursuant to law to, any
Federal department or aency or head thereof to the authority of any
other agency or office exclusively, or as abrogating or restricting any
such function in any manner.

SEc. 8. Prior Executive Order. Executive Order No. 11458 of
farch 5. 1969, is hereby superseded.

THE WHrrn HOUSE,
October 13, 1971.

[FR Doc.71-15127 Filed 10-13-71 ;12:28 pm]

36 FR 199 October 14, 1971
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ARMED SERVICES PROCUREMENT REGULATION

FOR THE-MINORITY BUSINESS ENTERPRISE

SUBCONTRACTING PROGRAM 1/

(October 1975)

ASPR was amended to address the national concerns
expressed in Executive Order 11625 about minority business
enterprises. Included below are pertinent excerpts from
ASPR 1-332 Minority Business Enterprises.

"1-332.1 General.

"(a) In connection wih Executive Order 11625, Octo-
ber 13, 1971, (36F.R.199, October 14, 1971), it has
been determined that the national interest requires
increased involvement of minority business enter-
prises in Federal procurement programs. Particular
emphasis should be placed on utilizing minority
enterprises for procurement involving small pur-
chases, contruction, and service contracts. Liai-
son should be maintained with Governmental and pri-
vate sources maintaining lists of minority enter-
prises to insure that potential minority sources
of supplies and services are listed on appropriate
bidders lists.

"(b) * * Additionally, to further the opportuni-
ties of minority business enterprises to partici-
pate in the performance of Government contracts,
maximum practicable opportunity should be provided
for these firms to participate as subcontractors
and suppliers to prime contractors and subcontrac-
tors under Government contracts."

The specific requirements prime contractors must meet
pursuant to Executive Order 11625 and ASPR 1-332 are
outlined in ASPR 7-104.36 which states as follows:

"(b) The following clause shall be included in all
contracts which may exceed $500,000, * * * which,
in the opinion of the contracting officer, offer
substantial subcontracting possibilities. Further-
more, prime contractors who are to be awarded

1/These ASPR provisions were in effect at the time of our
study.

25



APPENDIX II APPENDIX II

contracts which may not exceed $500,000 bt which,
in the opinion of the contracting officer, offer
substantial subcontracting possibilities, shall
be urged to accept the clause.

MINORITY BUSINESS ENTERPRISES SUBCONTRACTING
PROGRAM (1971 Nov)

"(a) The Contractor agrees to establish and conduct
a program which will enable minority business enter-
prises (as defined in the clause, entitled, 'Utili-
zation of Minority Business Enterprises') to be con-
sidered fairly as subcontractors and suppliers un-
der this contract. In this connection, the Contrac-
tor shall:

"(1) Designate a liaison officer who will adminis-
ter the Contractor's 'Minority Business Enterprises
Program.'

"(2) Provide adequate and timely consideration of
the potentialities of known minority business enter-
prises in all 'make-or-buy' decisions.

"(3) Assure that known minority business enterprises
will have an equitable opportunity to compete for
subcontracts, particularly by arranging solicita-
tions, time for the preparation of bids, quanti-
ties, specifications, and delivery schedules so as
to facilitate the participation of minority busi-
ness enterprises

"(4) Maintain records showing (i) procedures which
have been adopted to comply with the policies set
forth in this clause, including the establishment
of a source list of minority business enterprises,
(ii) awards to minority business enterprises on
the source list, and (iii) specific efforts to
identify and award contracts to minority business
enterprises.

"(5) Include the 'Utilization of Minority Business
Enterprises' clause in subcontracts which offer
substantial minority business enterprise subcon-
tracting opportunities.

"(6) Cooperate with the Contracting Officer in any
studies and surveys of the Contracto' s minority
business enterprises procedures and practices that
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the Contracting Officer may from time to time con-

duct.

"(7) Submit periodic reports of subcontracting to

known minority business enterprises with respect

to the records referred to in subparagraph (4)

above, in such form and manner and at such time
(not more often than quarterly) as the Contract-
ing Officer may prescribe.

'(b) The Contractor further agrees to insert, in

any subcontract hereunder which may exceed $500,000

provisions which shall conform substantially to

language of this clause, including this paragraph
(b), and to notify the Contracting Officer of the

names of such subcontractors."
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TOTAL SUBCONTRACT AWARDS IN 1975

AT FOUR PRIME CONTRACTORS

Total MBE
procments curements

Company A:
Corporatewide a/$2,700,00,000 a/$1,165,896Plant #1 - 5,945,000 (b)Plant #2 132,600,000 141,547Plant #3 17,751,000 34,739

Company B 51,893,118 374,485
Company C 9,808,341 83,297
Company D (b) 16,060

a/Corporatewide statistics.

b/Data unavailable.
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